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HAPTER 1: INTRODUCTION

_ Consultative Documents in General

This is the first in a series of ‘Consultative Documents’ to be issued by the Office of Utilities
Regulation (OUR) on telecommunications. A Consultative Document is a public discussion paper
in which the OUR: ‘

a) brings to public attention important issues relating to utility regulation to promote public

understanding and debate;

b) puts forward options and/or proposals asto the approach to adopt in dealing with these issues

to seek to resolve them in the best interests of consumers and the society at large; and

’ C) invites comments from the general public and from other interested parties, such as

consumers, service providers, businesses, professionals and academics.

The OUR was established as a body corporate by the Office of Utilities Regulation Act 1995. Itis
the Government'’s intention that the OUR be the independent regulator of the utility industries,
comprising telecommunications, electricity, water and sewerage, and public transportation (by
road, rail and ferry). An amendment to the OUR Act is required to remove the responsibility for
regulation in these areas from the relevant Minister and place it on the OUR. This amendment is
currently being drafted for consideration by Parliament. At present, the OUR has a Director
General — Winston Hay — and two Deputy Director Generals, responsible for specific sectors -
Delreo Newman for telecommunications and J. Paul Morgan for electricity, water and sewerage.
The OUR's mission statement is:-

“To contribute to national devélopment by creating an environment for the efficient delivery
of utility services to the customers whilst assuring that service providers have the
opportunity to make areasonable return on investment.” ‘

The OUR takes very seriously the need for public consultation and transparency in its decision
making. The views and analysis set out by the OUR in these Consultative Documents are for
discussion purposes, and hence are not fixed. Indeed the very purpose of a Consultative
Document is to invite comments and evidence to be supplied, which may cause the OUR to
revise its views. After the consultation process has been completed, which may comprise more
than one Consultative Document, the OUR will issue a Statement or Policy Position paper,
explaining the conclusions that it has reached. The OUR will set out in these subsequent

documents the hasis for ite decisions: eg whether and why it hae changed its views in the light of

the consultation and, where it disagrees with major points made in consultation responses, the -
reasons for its position.

The Purpose of this Consultative Document

1.4

This Consultative Document (No. TEL 001/98) deals with the matter of tariff rebalancing in
Jamaica's telecommunications (hereafter ‘telecoms’) industry. Tariff rebalancing is a change in
the structure of telecoms prices, moving the prices of the various services closer to the
underlying costs of those services. In the Jamaican context rebalancing would appear to involve
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reductions in the prices of international calls and increases in the line rental and perhaps also the
prices of intra- and inter-Parish calls.

A start is being made now by the OUR to address this issue because:-

o Developments have been initiated by international institutions and overseas regulators to -
reduce the size of the payments made throughout the world to telecoms operators for
delivering international calls (so-called ‘settlement rates’). It is generally accepted that these

_ are substantially higher than the causally related costs. These changes could have important
ramifications for telephone prices in many countries, especially developing countries,
including Jamaica, where typically profits on international calls are used to offer to their own
citizens prices below cost for domestic telephone services. Preparations need to made now,
so that Jamaica will be in a position to address the issue, if and when settlement rate
reductions occur.

« Even in the absence of these international developments, there is a case for telephone prices
to be more cost reflective. The current structure of prices works to the disadvantage of some
Jamaican consumers, who make or wish to make a relatively large number of international
calls. Since many businesses are likely to fall into this category, unbalanced tariffs may also
act as a brake on economic development, and increasingly so, given the fast growing
importance of telecommunications as a vital business tool.

The OUR considers it important that a rebalancing strategy be developed for Jamaica. When
fully developed, that strategy will include at least the following elements:-

o the period of time that the strategy is to cover (eg five years);
 whether prices are to be rebalanced and if so, which prices;
o if prices are to be rebalanced only when triggered by certain events, what those events would
be (eg reductions in settlement rates);
» the amount of rebalancing to be done (if required) within the defined time period, possibly - -
. contingent upon the nature of events (eg the scale of settiement rate reductions);
¢ the pace and timing of rebalancing (if required);

. the mechanisms and types of tariff changes to be used to rebalance (if required), including the

ways in which protection will be ensured for those consumers for whom special assistance is
deemed appropriate, such as those with affordability difficulties; and
o the respective roles of the incumbent operator and the OUR.

The OUR's intention in issuing this document is to promote public debate on the important issues
relating to the rebalancmg of telephone prices. Given the breadth and complexity of the issues
involved, the OUR is adopting a two-part consultation process. This document primarily
discusses qualitative questions and issues of principle. It will be followed next year by a second
Consultative Document on rebalancing that will report on the results of the consultation
stimulated by this document, and will deal in greater detail wnth the quantitative issues, such as
the possible details of the rebalancing strategy.

The structure of the document and the key ponnts arlsmg can be set out very briefly in the
following questions and answers:-
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1. Are telephone prices in Jamaica unbalanced?
There is some evidence to suggest that the incumbent’s tariffs may be unbalanced the
tentative nature of the conclusion arises from the absence of the most relevant cost data.
Details of the analysis are set out in Chapter 4.

2. If prices are unbalanced, should rebalancmg occur and if so why? - :
Rebalancing may be necessary because of enforced settilement rate reductions, for the
reasons discussed in Chapter 5. Rebalancing may be desirable because some

consumers would prefer it,-whilst others could afford it ~ see Chapter 6 for the detailed
reasoning. .

. If it should occur, how should it be done?
By rebalancing for some consumers, but not for others, ie targeting unbalanced tariffs on

those who most need it, because they could not afford a rebalanced tariff - these issues
are analysed in Chapter 7.

Chapter 8 pulls together the threads of the discussion and charts the way forward for developing
a regulatory framework for rebalancing. Before the detail of the discussion in Chapters 4-8,
Chapter 2 explains how the consultation process on rebalancing will operate and Chapter 3
contains an executive summary. A complete list of the questions on which the OUR is
specifically seeking views is set out in Chapter 9.




CHAPTER 2: THE CONSULTATION PROCESS
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This is the first Consultative Document issued by the OUR on regulatory matters relating to the
telecommunications industry. It should be of interest to a wide range of individuals and
organisations, because tariff rebalancing could affect the prices paid by all current and future
users of the public telephone system in Jamaica. This is reflected in the nature and timings of
the consultation process set out below.

The wide impact of regulatory policy on this topic, together with the complexity of some of the
issues involved, demands that this document be the first in a series of documents on the topic

- of tariff rebalancing. There will be at least two further published papers by the OUR: at least one

more Consultative Document and a Statement explaining the conclusions that the OUR has
reached and the rebalancing strategy adopted.

This document, the first Consultative Document, will focus on explaining the issues involved and
discussing the broad approach that should be taken to address them. A later Consultative
Document will analyse and quantify the effects in greater detail and solicit views on the specifics
of a Rebalancing Strategy. The OUR’s current proposal is that there be two Consultative
Documents on tariff rebalancing, but it recognises that, depending upon the progress of the
consultation, there could be a need for a third Consultative Document to explain further the
issues or latest developments and to seek views on the refinement of the OUR’s approach.

At the end of the consultation process the OUR will publish a Statement, following careful
consideration of the opinions, analysis and evidence presented during the consultation period.
The Statement will set out the Rebalancing Strategy that the OUR has decided to adopt and will
explain the reasons for its decision.

Responses to this document

At various points in this document specific questions are set out on which the OUR is seeking
views. These questions appear below the explanatory text to which they relate and are also
listed together in Chapter 9. To ease the OUR's processing of the responses, respondents are
requested as far as possible to follow the order of the OUR's questions. If they consider it
appropriate, respondents may wish to address other aspects of the document for which the OUR
has prepared no specific question. They may of course only wish to answer some of the
questions posed ~ failure to provide answers to all questions will in no way reduce the
consideration given to the response.

Responses should be sent by post, fax or e-mail to:-

Franklin Brown

P.O. Box 593, 36 Trafalgar Road, Kingston 10
Fax: (876) 929 3635

E-mail: fknbrown.our@cwjamaica.com



|

.2.8

29

2.10

2.1

212

Responses are requested by Monday, 25 January 1999, which is almost three months after
the publication of this document.

Comments on responses

The OUR’s intention in issuing this Consultative Documents is to stimulate public debate on the

- important regulatory issues surrounding tariff rebalancing. The responses put to the OUR are a

vital part of that public debate, which can only be made properly transparent if the responses
made to the OUR'’s documents are, as far as possible, also publicly available. The OUR
considers that respondents should have an opportunity both to find out the evidence and views
put forward in other responses, with which they may disagree, and to comment on them. All of
the OUR’s consultations will allow a specific period for respondents to view other responses and
to make comments. The comments may take the form of either correcting a factual error or
putting forward counterarguments.

Comments on responses are requested by Monday, 22 February, ie four weeks after the
deadline for the receipt of responses.

Arrangements for viewing responses

To allow responses to be publicly available, the OUR will keep the responses that it receives on
files, which can be viewed by and copied for visitors to the OUR’s offices. Individuals who wish
to view the responses should make an appointment by contacting Granville Newell by one of the
following means:-

Telephone: (876) 968 6053 (or 6057)

Fax: (876) 929 3635
E-mail: granewell.our@cwjamaica.com

The appointment will be confirmed by a member of the 'OUR’s staff. Atthe pre-arranged time the
individual should visit the OUR's offices at:

3" Floor, PCJ Resource Centre, 36 Trafalgar Road, Kingston 10

The individual will be able to request photocopies to be made of selected responses at a price,
which just reflects the cost to the OUR of carrying out the photocopying.

Confidentiality

Some information that respondents may wish to supply to the OUR to support their position may
be regarded by them as confidential. Respondents who wish to supply confidential information
are requested to place it, including any supporting discussion that is also confidential, in a
separate Annex. To ensure that public debate is promoted, respondents are asked to use a
confidentiality marking only where it is truly required. The response should indicate clearly those
parts of the response that are considered confidential. Unless otherwise directed, the OUR will
make available for viewing all parts of the responses that it receives.
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‘| Second Consultative May 1999 Indicative only
Document :
Responses to second July 1999 Indicative only
Consultative Document
Comments on responses to | August 1999 Indicative only
second Consultative
Document .
Statement October 1999 Indicative only

Timetable

The timetable for the consultation is summarised in Table 2.1, which includes indicative timings
for the second Consultative Document and the Statement. These latter timings are not firm and
are subject to change. For example, if there are delays in obtaining necessary information to
quantify the effects, delays may be introduced. If the qualitative and quantitative issues turn out
to be more complex, or if responses to the Consultative Documents indicate that substantial
further work is needed or additional issues need to be explored, a third Consultative Document
may be required. Or, if there are important developments on which the OUR needs to seek
views rapidly, publication of a document may need to be brought forward.

Table 2.1: Summary of the tlmetable for the consultation on tariff rebalancing
Event Date Comment -
Responses to this document | Monday, 25 January 1999

’ almost 3 months after pubhcatnon
Comments on responses Monday, 22 February 1999

ie after a further 4 weeks

Other Means of Consuitation

2.14

2.15

The written consultation may be supplemented by other ways to gather evidence and explore
views, including for example:-

e public meetings, seminars or workshops

¢ individual meetings between interested parties and OUR staff;

. worklng groups of representatives of service providers and/or consumers to address specific
questions; and

o discussions with panels of independent expert advisers

In general the OUR’s proposed approach is to use pubhshed documents and written responses

as the main means of consultation, but other mechanisms will be used as appropriate. The OUR

. has not yet reached a decision on which of these mechanisms should be used and when.

Q2.1

‘What consultatlon methods, n‘ any, should the OUR adopt to supplement the wntten

consultation and at what point in the consultation process?



dHAPTER 3: EXECUTIVE SUMMARY "’

Chapter 4: The current structure of prices

A set of prices is unbalanced when it is not cost reflective, ie it involves some prices below coét and
others above cost.

Relevant and robust information on the costs of telephone services in Jamaica is required to
establish properly the existence and extent of unbalanced tariffs in Jamaica.

In the absence of such cost information the OUR has used publicly available information on prlces
and costs in other countries to compare against the prices charged by the sole incumbent, Cable &
Wireless Jamaica (CWJ).

The OUR tentatively concludes that the telephone line rental may be appreCIably below cost and
that it is possible that intra-Parish calls and inter-Parish calls are also provided at prices below cost.
The charge paid by foreign operators for CWJ to deliver international calls that are incoming to
Jamaica (the ‘seftlement rate’) is substantially above cost. (These arrangements are generally
referred to as the ‘accounting rate system - the settlement rate is usually one-half of the accounting
rate).

The same settlement rate is paid by CWJ to foreign operators on outgoing calls and this partly
explains the high price of outgoing international calls from Jamaica. But retail prices are typically
significantly above settlement rates, so such calls appear to be priced above the cost to CW.J.
Hence, the apparent shortfall of the prices of some domestic services below cost seems to be
sustained by the profits earned by CWJ on incoming and international outgoing calls (CWJ's overall
profitability is constrained by rate of return regulation).

But since Jamaica receives far more incoming international calls than makes outgoing calls,
consumers in foreign countries (especially the USA) are the major contributors to sustaining the
current low prices of some domestic telephone services.

Chapter §: External pressures for settiement rate reductions

The telecoms regulator in the USA, the Federal Communications Commission (FCC), has
commenced unilateral action to attempt to reduce the settlement rates paid by US operators to all
other countries down to specified benchmark levels. If implemented, this would require a reduction
in CWJ's settlement rate with the USA of some 70% by the start of 2001.

Recommendations have been made by international organisations, such as the International
Telecommunications Union, that settlement rates worldwide should fall to cost orientated levels.

A large settlement rate reduction would be likely to reduce CWJ's profit earned from incoming
international calls and consequently require some increases in the prices of domestic services, such
as the line rental.

Chapter 6: Possible benefits of rebalancing

Settlement rates that are high relatnve to cost imply that the prices of international calls are also hlgh
which is to the disadvantage of some consumers (even though many others may benefit from low
prices for some domestic services).

Many businesses may be adversely affected by the high price of international calls and so high
settlement rates and unbalanced tariffs may act as a brake on economic development.




Even given the settlement rate, some consumers, who make or wish to make a significant number of
international calls, would prefer to be on a more rebalanced tariff and would opt for such a tariff if
they had the opportunity.

Some consumers could afford to be on a more rebalanced tariff, even if they would prefer not to be.
There is an argument that such consumers should face a more cost reflective (rebalanced) tariff,
because this would allow the assistance provided by unbalanced tariffs to be better targeted at those
with genuine affordability difficulties. This approach could enable the goal of universal service,
recently reiterated by the Government in its Telecommumcatlons Policy, to be achleved more
effectively and more rapidly.

Chapter 7: Ways to rebalance tariffs

There are at least three different ways in which unbalanced tariffs could be targeted on those with

affordability difficulties, whilst allowing tariffs for other consumers to be more rebalanced:- ’

- Optional tariffs to allow consumers to self-select more or less unbalanced tariffs; or

- Specifying income related criteria for eligibility for a special unbalanced tariff (eg household
income, eligibility for food stamps); or

- Reilating eligibility to the number of calls made, so low users face a more unbalanced tariff than
higher volume users.

Although usually it would be for the incumbent operator to propose tariffs and for the regulator to

react by accepting, rejecting or modifying, in this context there are possible reasons for the closer

involvement of the regulator:-

- Consumer safeguards may be necessary; and

- Adivergence between the national interest and the interest of CWJ (eg over universal service
and the distributional effects of tariff changes).

Chapter 8: The way forward

In developing a regulatory framework for rebalancing, the OUR suggests that a number of principles

are relevant:-

- taking account of the interests of all consumers;

- carefully considering the trade-offs between different groups of consumers;

- promoting economic efficiency within a context of social policies specified by the Government;

- seeking the most efficient ways to attain social objectives; and

- initiating regulatory action only where required.

Further information will need to be obtained and quantitative analysis undertaken by the OUR to start

to develop the specifics of a rebalancing strategy, such as:-

- quantifying the existence and extent of unbalanced tariffs, using relevant and robust Jamaican
cost information; and

- quantifying the impact of various possible rebalancing scenarios on different groups of
consumers. o

In terms of the regulatory process, the OUR is exploring the question of whether and, if so, how rate

rebalancing should be separated from normal rate reviews.

The OUR is seeking views on the proposal that the methods to implement such rebalancing as is

deemed necessary or desirable should be developed in a context of different tariffs being consndered

appropnate for dlfferent groups of consumers.



- CHAPTER 4: THE CURRENT STRUCTURE OF PRICES

—__ Introduction

A structure of telecom prices is said to be ‘unbalanced’ when some services are priced above
cost whilst others are priced below cost. Throughout the discussion in this document, cost is

. taken to include a reasonable rate of return on investment as well as operating costs and .

wwn depreciation. The movement in the structure of prices, so that it better reflects the underlying
costs of the respective services, is referred to as tariff rebalancing. Unbalanced tariffs, involving
the line rental priced below cost and cali prices above cost, especially for long distance and
international calls, have been used in many countries. They have generally been the resuit of an
. explicit'or implicit government policy as the means to promote universal service, the goal of a
O telephone in every household.

4.2 There is a perception that prices in Jamaica are unbalanced: that the prices for domestic service
are significantly below cost, and that such losses are recovered from (or sustained by) profits
from international calls, including incoming calls, that are priced significantly above cost. The
focus of this Chapter is to gather together the available evidence to assess such a proposition.
The reasons why some rebalancing of prices may be either necessary or desirable are discussed
in Chapters 5 and 6.

4.3 The telecom prices that are discussed here and which are the subject of the rebalancing debate
are those charged by the incumbent operator in Jamaica, Cable & Wireless Jamaica (CWJ) —

. formerly known as Telecommunications of Jamaica (ToJ) — for the line rental and line connection
charges, intra-Parish calls, inter-Parish calls, and outgoing and incoming international calls. CWJ
faces no competition in the provision of these services. CWJ provides many telecom services
beyond those mentioned above, such as leased circuits, cellular access and calls, and value
added services, but there has been no explicit or implicit policy for such services to be priced
below cost for reasons of promoting universal service and so there is no presumption that these
prices may be unbalanced. '

Rebalancing and competition

4.4 The recent Government Telecommunications Policy calls for the introduction of competition in
wireless and value added services. But there is likely to be no material effect of competition on
— rebalancing. Value added and wireless services are considered in turn.

4.5 Inmost cases value added services do not compete with domestic or international calls. In some
cases, such as pre-paid calling cards, there may be a degree of substitutability, but it is unlikely
that these services are sufficiently close substitutes for one to provide a competitive constraint on
the price of the other. As part of a competition analysis, it is likely that value added services
would be considered to be in separate markets from domestic and international calls.’

' Market definition depends upon a consideration of demand side and supply side substitution possibilities. The relevant hypothetical
question is whether (say) a 5-10% increase in the price of one service would be unprofitable, because it would lead to sufficient
substitution by consumers to the other services (demand side substitution), or sufficient and rapid entry into the provision of the service
by providers of the other services (supply side substitution). If not, the other services do not provide a competitive constraint on the price
of the first service and separate markets would be defined.
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A similar reasoning applies to mobile services, whether the mobile technology is cellular, PCS
(Personal Communications System), or GMPCS (Global Mobile Personal Communications by
Satellite).? On some calls for some consumers, using a mobile phone may be a substitute for the
fixed telecoms network. But generally the two are not close substitutes (eg large difference in the

" price of calls from mobile and fixed networks) and there may also be elements of

complementarity (ie an increase in the demand for one may stimulate demand for the other).
Most telecom regulators around the world consider that at present mobile network prices do not
provide a competitive constraint on fixed network prices, and so they are defined to be in
separate markets. At some point in the future this may change, as the price of mobile services
comes down with advances in technology and with changes in the way that consumers use
mobile phones.

There is another type of wireless technology: wireless in the local loop (WLL). WLL provides a
wireless service to a fixed location and does not provide the consumer with mobility. Rather than
the telephone ‘line’ to the home or the business premise being provided by wire, it is provided by
awireless link. WLL lines may be less costly to provide than wire in some areas, depending on
factors such as the terrain and the population density. New entrants using WLL could provide
direct competition to CWJ in the provision of lines and calls. However, the WLL operator would
be in%urring costs of both lines and calls and so would face a similar issue on tariff rebalancing as
CWUJ.

In summary, value added and mobile services are not sufficiently close substitutes for fixed
network lines and calls to be considered to compete in the same market. WLL operators would
be competing in the same market(s), but against all aspects of CWJ's unbalanced tariff, not just
those services whose prices are above cost.* For these reasons, competitive interactions are not
considered in this document.

Rate of return regulation

In the discussion of the structure of prices, it should be borne in mind that the level of prices
charged by CWJ is controlled through the terms of one of the licences that it holds (the All Island
Telephone licence). CWJ is subject to rate of return regulation: it has a permitted rate of return
on ordinary shareholder equity of between 17.5% and 20%. If CWJ considers that its rate of ..
return will fall below 17.5% it may apply to the regulator to consider an increase in tariffs. If its

‘rate of return exceeds 20% the regulator may require tariffs to be reduced. The relevant rate of

return is that for CWJ as a whole, which also includes the services that are not central to the
rebalancing debate. :

? Cellular and PCS services are direct competitors for each other. Services provided by GMPCS, which is discussed further in Annex C,
are likely to be in a separate market from the other mobile services.

? But the existence and extent of unbalanced tariffs will affect the profitability of entry for a WLL operator. If the prices of services in
which the WLL operator would be competing are below cost, sustained by profits on incoming international calls, entry might not be
profitable. A WLL operator - even one that was more efficicnt than the incumbent — might be deterred from entering, if it was unable to
obtain the benefit of profits on incoming international calls.

* This is a key distinction from *indirect access’ operators (or long distance operators), who provide calls but usually not lines — see
Annex E for a further discussion. ’

10



4.10 In this context, the important feature of the rate of return regulation is that, if the profitability
earned by CWJ on certain services, eg incoming international calls, was to fall, and by a

‘ sufficiently large amount to reduce CWJ'’s prospective return on equity below 17.5%, the prices
for other services encompassed by the rate of return regulation would have to rise to allow it to
earn the permitted rate of return. Such price increases could possibly be offset by decreases in

——. ° unitcosts, arising for example from improved operational efficiency and adoption of cheaper new

technology. But even so, the decline in profitability of some services could mean that the prices

of the other services were higher than they otherwise would have been.

4.11 The importance to CWJ’s revenues of the services central to the rebalancing debate is shown in
‘ Table 4.1. It suggests that material decreases in revenues from international calls, especially
o incoming international calls, would have important ramifications for the prices of other services.

Table 4.1: CWJ’s revenue shares by service in 1996/97

Service Proportion of total gross Proportion of net revenue
revenue (after subtracting settlement
| : outpayments)

Line rental ) 5 6

Intra and inter-Parish calls 9 10

Outgoing international calls 20 9
"Incoming international calls 52 59

Other 15 17

Total 100 100

Source: OUR from information supplied by CWJ

Note: Figures do not sum to 100% because of rounding errors.

= . The absence of cost information

4.12 The most appropriate way for the current structure of prices to be examined would be in relation ;
to the costs of the various services. Unfortunately little relevant cost information is available to i
the OUR. CWJ has been requested by the OUR to provide its information on the costs of ;
services, but no robust data have yet been supplied. CWJ has indicated that it does not have
such information, though it is developing an accounting system to rectify this. But it takes time for
a new accounting system to bed down and its workings to be fully understoad

4.13 Robust cost information needs to be provided by CWJ to identify the extent of unbalanced tariffs,
before rebalancing can be implemented. The OUR hopes to receive relevant and robust cost .
information from CWJ by the end of 1998. As outlined in Chapter 2, the OUR envisages a
second Consultative Document on rebalancing, which will address the quantitative issues in :
greater detail. This will not be possible before the OUR has had an opportunity not just to receive

the cost data from CWJ but also to understand and be broadly satisfied about the basis of their
derivation: '

4.14 In the absence of this cost information the OUR has made comparisons of prices in Jamaica with
prices and publicly available cost information in other countries. This is an imperfect substitute

~

1"



for robust cost information reflecting Jamaican conditions. But it is used given the lack of better
data. The prices for domestic services are discussed in the next section of this chapter. Then
the prices for incoming and outgoing calls are discussed, including an explanation of the
accounting rate system. The final section contains preliminary conclusions on the existence of
unbalanced tariffs.

Tariffs for Domestic Services

4.15 The purpose of the compansons set out in this section is to use available data to assess the

; contention that domestic services — the telephone line, intra- and inter-Parish calls - are currently
priced below cost. The first comparison, shown in Table 4.2, is between tariffs in Jamaica, other
countries in the region and the developed countries with which Jamaica has the most telecoms

traffic.

Table 4.2: International comparison of domestic telephone tariffs for 1996 in US$

Country Residential Residential " Business Local call
connection monthly monthly (3 minute

subscription subscription call)

Jamaica 16 C 27 5.8 0.06

Other Caribbean

Antigua and Barbuda 69 111 222 006

Bahamas 360 24.5 245 | -

Barbados 49 13.9 40.7 n/a

Cuba 100 6.3 9.3 -

Dominica 20 2.7 7.5 n/a

Dominican Republic 98 6.6 19.6 n/a

Grenada 85 14.1 40.7 -

Guyana 1 0.3 0.6 -

St Lucia 46 9.0 10.1 0.30

St Vincent 37 6.3 14.8 0.13 )

Suriname 37 0.2 0.2 - -

Trinidad &Tobago 12 4.8 29.1 0.04

Selected Central and South America

Argentina 250 8.7 34.6 0.10

Brazil : 1112 2.7 9.4 0.04

Chite : 258 15.3 21.8 0.09

Colombia 321 2.9 6.5 0.01 o

Panama 10 10.0 20.0 .- o

Venezuela K 39 2.5 11.9 . 0.02

Selected developed countries .

Canada 42 13.2 37.7 - nla

UK 181 12.9 20.9 n/a

USA 43 12.2 41.8 0.09

Source: ITU World Telecommunication Development Report 1998
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4.16 As Table 4.2 indicates, by international standards the prices for the line rental and domestic calls
in Jamaica are low.® The only countries with consistently lower prices in the sample shown are
Guyana and Suriname. Most of the other countries have prices significantly higher, except for
local calls for which there are no usage charges in some countries. Furthermore, it is generally

countries.

accepted that tariffs in these countries are to varying degrees not fully rebalanced. So, unless it
is much cheaper to supply telephone lines and calls in Jamaica, the comparison suggests that
tariffs in Jamaica are more unbalanced than in other countries in the region, or developed

Comparisons of prices in different countries sometimes require careful interpretation, say

because countries may differ in the costs of services and in the way they charge for services.

For example, as noted, some countries do not charge for local calls, and the balance of fixed
charges between connection and line rental (or subscription) differs markedly, with especially
high connection charges in South America. In addition, since tariffs in most countries are to
some degree unbalanced, a cross-country comparison of prices does not necessarily indicate the
true extent of unbalanced tariffs in Jamaica. The OUR has therefore sought to supplement the
price comparison with a comparison between Jamaican prices and cost information available in
other countries, shown in Table 4.3.

Table 4.3: Comparison of Jamaican domestic prices with publicly available cost information in
other countries (in J$)

Country Residential | Business Intra-Parish Inter-Parish
line line (or local call) | (or national
permonth | permonth | per minute call)

L per minute

Jamaican (CWJ) prices 100 215 0.15 0.76 peak

0.38 off-peak

UK costs

- BT:HCA 730 0.90 1.50

- BT:CCA 780 n/a n/a

USA costs: Connecticut

- SNET: Metro 430 n/a n/a

- SNET: Suburban 610

USA costs: New Mexico

- US West 790 n/a n/a

- GTE ) 1,160

USA costs: Wachington State

- US West 660 n/a n/a

- GTE 770

Sources: British Telecommunications (BT) - OUR from BT's Financial Statements for the

Businesses and Activities 1997, and Current Cost Financial Statements for the Businesses

1997

Connecticut — OUR from Interim rates in Arbitration between Southern New England
Telephone Company (SNET) and MCI, Docket No. 96-09-09
New Mexico — OUR from New Mexico State Corporation Commission, Findings of Fact,
Conclusions of Law and Order — 96-310-TC; 96-334-TC; and 97-35-TC.

s ey C e . . .
Table 4.2 shows ‘subscription’ charges, which is a term used in some countries to refer to fixed charges, ie charges that do not vary

with the number of calls made.
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Notes:

4.18

4.19

Washington State — OUR from Washington Utilities and Transportation Commission,
Docket Nos. UT-960369, -960370, -960371

Costs include a return on capital employed at the cost of capital specified in the relevant regulatory regime.
Line costs are shown to the nearest J$10.

BT's costs are fully distributed costs, including retail costs, either using historic cost accounting (HCA), or
current cost accounting (CCA) in which assets are valued at their replacement cost.

USA costs are based on total element long run incremental costs (TELRIC), which exclude retail costs. The
figures shown are the sum of the costs of the unbundied two-wire copper loop and the local switch port cost.
Figures for New Mexico include a mark-up for common costs; figures for Washington state are before the
mark-up. Figures for Connecticut are interim charges pending review and decision on cost models.
Exchange rates used: 1 pound = J$ 60; US$ 1=J$ 36.

A small contribution to recovery of the line costs may also be made by the connection charges.

The first row of Table 4.3 shows the prices charged in Jamaica by CWJ. The other rows show
some information on costs in the UK and the USA. This cost information is not necessarily
representative of the situation in Jamaica — it shows costs that may be too high or too low. For
example, the costs of telephone lines are sensitive to (amongst other things) the density of the
population served and the nature of the terrain, as well as differing input prices, such as the price
of labour. But, in the absence of Jamaican cost data, it is the best information currently available
to the OUR.

Even though some caution is needed in interpreting Table 4.3, it strengthens the impression that
the prices charged for the telephone line in Jamaica - the line rental and the connection charges
— are comfortably below the costs of providing lines. Cost information on calls is more limited, so
it is difficult to draw strong conclusions. But it seems likely that intra-Parish call charges are
below cost and possibly also inter-Parish call charges.

The Accounting Rate System and Tariffs for International Calls

4.20

4.21

14

An explanation of accounting and settiement rates

The accounting rate system is the method by which most telecom operators are compensated for
terminating international traffic. It developed in circumstances, which are still common, in which
the facilities for carrying calls between countries, such as undersea cables, are jointly provided by
the operators in each country. An international accounting rate is bilaterally determined between
two operators carrying traffic on a particular international route between two countries (under
regulations and recommendations specified by the International Telecommunications Union,
ITU). The accounting rate system operates as follows.

Consider one operator (say a US carrier) that wishes to send a telephone call from one of its
customers to a call recipient in another country (say Jamaica). The originating (US) operator
usually hands over the call to the terminating (Jamaican) operator at a notional mid-point in the
international facilities (if the facilities are jointly provided). The accounting rate bilaterally
negotiated between these two operators governs the payment that the originating operator
makes to the terminating operator. This is called the settlement rate, which is usually one-half
of the accounting rate (and is normally specified as a charge per minute of traffic). If there was
transit through a third country, which however is not the case for the Jamaica-USA route, a
proportion of the accounting rate would be paid to the transit operator.



4.24

4.25

Calls pass in both directions between the countries, so the Jamaican operator will sometimes be
the terminating operator and sometimes the originating operator. Where it is the originating
operator, it will pay rather than receive the settlement rate.” If the Jamaican operator sends the
same number of call minutes as it receives from the other operator, and if (as is usual) the
settlement rate in each direction is the same, the payments in each direction will be equal. If the
Jamaican operator receives more calls than its sends, it will receive more settlement payments
than it will pay out to the other operator, ie it will have a net settiement surplus.

The description above relates to the underlying principles of the arrangements. Generally, as a
matter of administration, the accounting for payments between operators is made on the basis of
net outgoing minutes. This means that money would only pass in one direction, from the net
sender of traffic to the net recipient (and if the outgoing and incoming traffic was exactly equal, no
payments would pass between the operators). However, if an operator was to send an additional
minute of traffic, its net payment to (net receipt from) the other operator would be increased
(reduced) by the amount of the settlement rate. Hence, the settlement rate is a key element of
the marginal cost of an international call minute (the cost of an additional minute). As such, itis
an important influence on the price charged by the originating operator to its retail customer for
the internationat call. This retail price is sometimes referred to as the collection charge.

The arrangements for international calls are illustrated in Figure 4.1. The upper part of Figure 4.1
shows the equipment used in an international call: the call originates on the national network in
one country and terminates on the national network of another country; each operator’s
international network comprises international switching, and either transmission to a cable :
landing station for a submarine cable to be used, or to an earth station for uplinking to sateliite -
facilities.® The lower part of Figure 4.1 shows the payment arrangements from the perspective of
the Jamaican operator. On an incoming call to Jamaica, it incurs the cost of use of its-
international and national networks, but receives the settlement rate for each call minute. On an
outgoing call it incurs similar network costs (plus retail costs such as billing and marketing), and
must pay the settlement rate per minute to the foreign operator — the revenue received is the
retail price charged to the Jamaican caller. -

The accounting rate system originally developed in circumstances when there was just one
operator (often state owned) at each end of the route. Many routes, eg between Jamaica and the
Bahamas, are still characterised by a single operator at each end (though state ownership is now
less common). On other routes there are multiple carriers at one end but a single operator at the
other end, eg between the USA and Jamaica, since there is competition between US operators in
international facilities. Cach US operator on the Jaimaica-USA ioute has ain agieement with
CWUJ. In circumstances such as these, the regulator in the liberalised regime may impose certain
rules on its own operators to prevent what it regards as anti-competitive or other harmful
behaviour. For example, the US regulator requires that all US carriers operating on routes with a
monopoly operator at the far-end have the same accounting rate for that country (‘parallel
accounting’) and that there be an equal 50/50 division of the accounting rate into settlement
rates. In addition, it requires that US operators receive traffic from the far-end operator in the
same proportions as they send traffic to the far-end (‘proportional return’). These rules are
intended to prevent practices, such as the far-end operator playing off one US operator against
another in order to obtain more favourable terms (‘whipsawing’) — since there is only a single

¢ Traffic between countries on the same contiguous land area might alternatively use terrestrial cable or radio links.
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operator at the far-end, the US operators would not be able to do the same. Given the general
tendency throughout the world for increasing liberalisation in telecommunications, an increasing
proportion of routes involves a third type of situation: multiple operators at both ends of the route,

eg between the USA and the UK.

Figure 4.1: International calls using the accounting rate system
Foreign —
’ Jamaica's
country's
land border land border

ol ] Ny Satellite earth

station

Satt?llile earth P et a®
station

Submarine Submarine
cable landing i
/ 1 cable landing
station i
‘ station

Foreign operator’s -
81,0 Jamaican operator’s

international Notional mid-point international
switching centre otio poi internationa
switching centre

To foreign To Jamaican
national network national network

| Incoming call l >

Jamaican operator receives settlement rate from
foreign operator;

It incurs the cost of international and national networks
to terminate the call.

Qutgoing call I

Jamaican operator pays settlement rate to foreign operator. | Jamaican operator receives retail price (collection charge);
1t incurs the cost of international and national networks to

originate the call (plus retail costs).

4.26 ltis generally accépted by most telecom operators, régulators and commentators that the
settlement rates between most countries in the world comfortably exceed the costs incurred by
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the operators to terminate international calls — see below for a discussion of Jamaican settlement
rates.

Jamaica as a net recipient of international calls .
==- 427 The accounting rate system has especially important implications for Jamaica, given that it is a
large net recipient of international traffic and so has a large net settlement surplus. The reason .
for this is given in Table 4.4, which shows that Jamaica receives far more international call
minutes from other countries that it sends to them. In the case of the USA, Canada and the UK,
about five times more call minutes are received by Jamaica than are sent. Table 4.4 also shows
that the majority of international calls made and received are with the USA. Other significant
contributors are the rest of the Caribbean, Canada, and the UK.

Table 4.4: International calling patterns to and from Jamaica in 1996/97

Country Ratio of incoming to Proportion of total Proportion of total
outgoing call minutes | outgoing call minutes | incoming call minutes

USA 5.1 69 77
Caribbean 2.2 11 5
Canada 4.9 7 . 8
UK 5.5 6 8
Other 1.2 7 2

Total 4.5 100 100

Source: OUR from inft;nnation supplied by CWJ

4.28 The OUR does not have hard evidence to explain these calling patterns. But one important

~ > contributory factor will be the pattern of migration from Jamaica. The USA, Canada and the UK
are the major destination countries for emigrant Jamaicans, with the USA by far the largest.”
Migration flows will have an effect on the pattern of business calls, because they are one of the
influences on trade flows. Possibly more importantly, migration leads to telecom flows between
countries as family and friends stay in contact by telephone. This would also explain the pattern
of incoming to outgoing calls, if more of the calls between family members and friends tended to
be made by those living overseas, who might be more wealthy than their Jamaican contacts.
Certainly there is a clearer reason for residential international call patterns to exhibit a strong net
inflow, than for calls between businesses, which might be expected to be broadly in balance.

p 1N
N
«

Maiy deveioping countiies are nel iecipients of infetnationai traffic.  To iilusirate the position of
Jamaica relative to other countries and regions, Table 4.5 shows a summary of the USA’s net
traffic flows with the rest of the world. The extent of Jamaica’s net inflow from the USA appears
to be above average. Amongst developing countries, Jamaica’s net inflow is larger than many
others (eg larger than for most Caribbean countries), comparable to the average for Eastern
Europe and South America, but not as large as in some regions (eg Africa).

? For example, in 1996 there were 13,023 emigrants to the USA, 3,138 to Canada and 262 to the UK (Source: Economic and Social
Survey Jamaica 1996, The Planning Institute of Jamaica).
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. Table 4.5: Net traffic flows between USA and various Caribbean countries and regions of the

Ay

world in 1996

Country Ratio of USA outgoing traffic to
incoming traffic from countries/regions
shown .

Caribbean countries

Jamaica ' 44

Bahamas 13

Dominican Republic 33

Trinidad & Tobago 3.2

Regions of the world

Caribbean 3.4

Africa 5.9

Eastern Europe 43

South America - 41

Middle East  ° : 37 o

Asia - 3.7

Western Europe 2.1

Oceania 1.9

North and Central America 1.6

Source: OUR from FCC international traffic da;ta for 1996

Notes The measure used is the ratio of USA billed traffic minutes to the traffic minutes billed in other countries (that
terminates or originates in USA).
The difference between the ratio for Jamaica-USA traffic here and in Table 4.4 is because the tables relate
to different years and may not use identical traffic measures or classifications.

4,30 The net inflow of international traffic translates into a net settlement surplus. The size of
Jamaica’s net settlement surplus with the USA is shown in Table 4.6. This has been growing by
about 16% per annum on average in the 1990s (despite a decline in the level of the settlement
rate — see Table 5.1). To give an indication of the importance of this revenue stream, it
constituted about one-third of CWJ's total revenue net of settlement outpayments in 1996
(approximately US$350m).

Table 4.6: Jamaica’s net settlement surplus with USA, 1990-1996, in US$ million

Year | Net settlement surplus
in US$ million
1990 475
1991 56.2
1992 64.3 ’ . -
1993 78.3 ‘ i =
1994 93.0 ' '
1995 99.5
1996 115.7

Source: FCC
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Settlement rates relative to cost

Generally, accounting and settlement rates are not publicly known — they are part of private, -
bilaterally negotiated agreements. However, the regulators in two of the countries with which
Jamaica has a great deal of telecoms traffic — the USA and the UK — publish information on the
accounting rates governing the payments made between the licensed operators in their countries
and most other countries in the world. These therefore provide public sources for settlement
rates on the Jamaica-USA and Jamaica-UK routes — this information is shown in Table 4.7. For
comparison, the settlement rates that the USA and the UK have with other Caribbean countries
are also shown. It can be observed that Jamaica's settlement rates are significantly higher than
the settlement rates that the other Caribbean countries have with the USA and the UK, apart from
Suriname and Guyana. ‘ : :

Table 4.7: Settlement rates of USA and UK with Jémaica and otﬂer Caribbean countries in US$
per minute: . o .

USA | - UK
Date July 1998 . August 1998 .
Jamaica 0.625 - 0.63
Suriname 0.975 ] 0.88
Guyana -~ 085 0.74
Cuba , ~ 060 0.67
Haiti .1 _os0 , 0.45 [+ transit of 0.44] .
‘Barbados 0.525 0.57
Trinidad & Tobago - 0.50 0.56
Antigua ] 0.405 0.67
Caymanlslands = |  0.405. 0.67
Dominica __0.405 0.67 ‘ '
Montserrat 0.405 0.40 [+ transit of 0.55]
Grenada 77| 0405 0.67
St Kitts & Nevis 0.405 0.67
Stlucia 0.405 0.67
St Vincent 0.405 0.67
Netherland Antilles 0.38 0.54
Bermuda = 0.35 0.67
Bahamas 0.15-0.30 [peak/off-peak] 0.30
Deminican Republis 0.08 0.65* 017 )
Source: OUR from information published by the US Federal Communications Commission (FCC)
and the UK Office of Telecommunications (OFTEL)
L Notes: * The range relates to various operators, peak/off-peak rates, and a growth based structure.

Where there has been a conversion to US dollars, figures are shown to two decimal places.

The information published by OFTEL is in Special Drawing Rights (SDRs). It has been converted to US
doliars using the exchange rate 1 SDR = $1.34 (as used in the FCC's analysis).

Accounting rate agreements may sometimes involve features such as peak/off-peak rates and different rates
for traffic above and below a certain threshold level - for information on the treatment of such features by the
FCC and OFTEL, readers are referred to their published information (available on their Websites,
respectively www.fcc.gov and www.oftel.gov.uk ).
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The figures in the UK column are for BT. For some countries the settlement rate of Cable and Wireless
Communications (CWC) may be different — see OFTEL's published data for details.

4.32 BT, the largest telecoms operator in the UK, publishes some information on the costs of
international conveyance in its regulatory accounts. The information published for routes to
Caribbean countries in 1996/97 is shown in Table 4.8. To compare against the settlement rate,
the costs of termination on the national network (approximately 1 US cent per minute) needs to
be added on — the final two columns of Table 4.8 show BT’s costs of national and international
networks added together. This suggests that, on an outgoing call to the UK, CWJ’s settlement
rate payment can be expected to be substantially above the cost incurred by the foreign operator
to terminate the call. Since the same jointly owned facilities tend to be used for calls in both
directions, there should be some similarity between CWJ'’s costs and BT's. However, even if
CWJ'’s costs were substantially larger than BT's, there would still appear to be a very large gap
between the settlement rate and CWJ's cost.

Table 4.8:  BT’s costs of international transmission and switching to the Caribbean in 1996/97
Destination country Intemnational network National and international

costs per minute network costs per minute

Pence US cents Pence US cents
Jamaica 2.30 3.8 2.89 4.8
Barbados 4.64 7.7 5.23 8.7
Bermuda 6.02 10.0 6.61 11.0
Trinidad 5.24 87 5.83 9.7
Source: OUR from BT's Financial Statements for the Businesses and Activities 1997
Notes: The domestic network cost is BT's cost for the average incoming international call that it received in 1996/97.
The exchange rate used to convert to US cents is 1 pound = US$ 1.67.

4.33 The impression that settlement rates are substantially above cost is strengthened by

4.34

comparisons with settlement rates between other countries that are likely to be more cost related.
The current settlement rate on the route between the USA and the UK is about US$0.07 (above a
specified traffic threshold and about US$0.10 below that threshold). Given that there is
significant and increasing competition at both ends of the USA-UK route, this settlement rate can
be expected to be closer to cost than most others. The USA’s lowest settiement rate is with
Sweden at US$0.05-0.06 — on this route there is also competition present at both ends. The gap
between the USA-UK/ USA-Sweden settlement rates and Jamaican settlement rates is very large
(more than US$0.50 per minute). Some of this difference may be due to cost differences, since
the USA-UK route is one of the largest in the worid and the unit costs will reflect the exploitation
of economies of scale. However, it seems extremely unlikely that such cost differences can
explain more than a relatively small part of the gap. T

Strictly speaking, the settlement rates shown for Jamaica in Table 4.7 are the rates in CWJ's
agreements with USA and UK operators (as reported by regulators in those countries). Other
Jamaican telecom operators, such as Jamaica Digiport International (JDI), have separate
agreements and different accounting rates. JDI, which is a joint venture between Cable &
Wireless and AT&T (the largest long distance operator in the USA), operates a telecoms network
in the Montego Bay Free Zone, and is not in direct competition with CWJ. The FCC's published
information shows that the accounting rate between the USA and JDI is currently US$0.20 with a
settlement rate of US$0.10, very much smaller than CWJ's settlement rate of US$0.625.



4.36

4.37

4.38

JDI's international network cost should be similar to CWJ's, because they use similar facilities.
CW. can be expected to incur a higher national network cost, because JDI's serving area is
contained just in the Free Zone, whereas CWJ may be delivering an incoming international call to
anywhere in Jamaica. But it seems clear that causally related national network costs are small in
terms of cents per minute — BT has a much larger serving area than CWJ, but its national
network cost is about 1 US cent per minute. This broad level of cost is consistent with cost
information and interconnection charges in other countries that have the type of modern digital
switching and transmission equipmentthat CWJ has deployed in its network. Therefore, the
difference between JDI's and CWJ's causally related costs of terminating international calls
should not be large.

As long as the JDI settlement rate with the USA is not below cost (and there seems no clear
reason why it should be), it suggests that the settlement rate between CWJ and the USA could
be as much as US$0.50 in excess of the causally related costs of terminating international calls.
When in the later discussion, settlement rates are referred to as ‘Jamaica’s’ this should be -
understood to mean those in CWJ's agreements.

Many commentators, regulators and international organisations consider that settlement rates
should reflect the costs of terminating international calls (see Chapter 5 and Annex B for a fuller
discussion). Typically, in their view of relevant costs, such commentators would exclude the
costs of providing telephone lines, which are not causally related, because such costs do not vary
with the number of calls received or made (they depend upon the number of lines). For
example, the costs of lines are not part of BT's costs shown in Table 4.8. Where there are
references in this document to the costs of terminating calls, the costs of lines are similarly

_ excluded. However, this is not to pre-judge the issue of whether or not the settlement rate should

make a contribution tc the recovery of the costs of lines. Some commentators, especially in
developing countries, consider that settlement rates should make such a contribution, in order to
sustain unbalanced tariffs and promote the achievement of universal service. The use of
terminology is not uniform - sometimes this approach to settlement rates is described by’
proponents as being ‘cost based’, where the costs of lines are considered by them to be relevant
costs.

Prices of outgoing international calls

The settlement rate is one of the main determinants of the price charged by CWJ for an outgoing
international call, and settlement rates high relative to cost partly explains the high prices charged
by CWJ. Table 4.9 shows CWJ's prices for calls to the USA and the UK — they may be
compared to the settlement rate of about US$0.63 per minute for both countries. The settlement
rate is not the only cost incurred by CWJ (see Figure 4.1): there are the network costs of
originating the call and taking it up to the notional mid-point of the international circuit; and there
are associated retail costs, such as billing and marketing. The OUR has no direct information on
either element of cost to CWJ.
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Table 4.9: CWJ'’s prices per minute for calls to USA and UK

Full (peak) Reduced (off-peak)
Jé T uss J$ US$
USA Zone 1 3405 | 095 25.89 0.72
USA Zone 2 48.20 1.34 40.41 1.12
UK 48.20 1.34 ~48.20 1.34 ’
Source: OUR from CWJ price list
Notes: Prices are per minute for direct dialled calls.

The reduced charge applies between 6pm and 5am, Monday to Saturday, and all day Sunday.
The exchange rate used to convert to US dollars is 1 US$ = 36 J$.

4.39 The off-peak charge for calls to USA Zone 1 is relatively close to the settlement rate. The other
five charges comfortably exceed the settlement rate, by between about 30 and 70 US cents per
minute (approximately J$10-25). From the size of this difference it can be expected that the
margin over the settlement rate is generally likely to exceed the network and retail costs to CWJ
in originating the call. But confirmation of this proposition and quantification of the extent of
profitability of outgoing international calls will require access to relevant and robust cost
information.

Relative profitability of incoming and outgoing calls

4,40 Given that key cost information is unavailable, no attempt is made to estimate the absolute profit
per minute. But some indication can be obtained of the relative profit per minute of outgoing and
incoming international calls to and from each of the USA and the UK, as shown in Table 4.10.

4.41 There are three types of cost for which the OUR has no Jamaican information. First, the cost of
CWJ's international network. In Table 4.10 the cost to and from the USA is denoted by A, and
the cost to and from the UK is denoted by D. Since the same facilities are generally used in each
direction, an operator’s cost of international switching and transmission facilities on a particular
route can be expected to be very similar for origination as for termination.

Table 4.10: lllustration of CWJ's relative profit per minute on incoming and outgoing calls to the
USA and the UK in US$

Incoming Outgoing to USA Incoming | Outgoing to

from USA Zone 1 Zone 2 from UK | UK
Revenue per call minute 0.625 0.84 1.23 0.63 1.34
(settlement rate for incoming;
average price for outgoing)
Cost per minute of .
international switching and A A D D

‘| transmission ] .
Settiement rate payment to - 0625 . - 0.63
foreign operator
Domestic network cost B B B B
Retail and other costs (eg - o] - C
billing, marketing) I
Total | 0.625-A-B | 0.215-A-B-C | 0.605-A-B-C | 0.63-D-B | 0.71-D-B-C

Source: OUR from information in Tables above
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=== Note:

443

444

The figures shown for revenue per call minute for outgoing calls to the USA are derived as simple averages
of the prices per minute for full and reduced charges (in the absence of information on the appropriate
weights to compute a weighted average). .

oy

A second type of cost incurred' by CWJ will be the use of its domestic network on both incoming
and outgoing calls — this is denoted by B. For simplicity, it has been assumed that the domestic
network cost is the same for all types of call. This is a reasonable assumption in the absence of
better information (the sort of relevant information would be, for example, that (say) calls to the
USA originate on lines in Jamaica further from the international switch than the lines on which
calls from the USA terminate). In any case, the variation in this cost is likely to be small (even if
not small in proportionate terms, small in terms of cents per minute). ’ ‘

The third type of cost relates to retail costs, which are only incurred on outgoing calls, not ,
incoming calls (for which CWJ does not bill the customer) — this is denoted by C. For simplicity,
this cost is assumed to be the same for calls to the USA and the UK. In practice, there might be
differences between these costs. However, such differences would not affect the point being
made, namely, the relative profitability of outgoing and incoming cafls to and from a particular
country. .

Even though the amounts A, B, C and D are not known, somie inferences can be drawn. In both
cases the same (or very similar) international and domestic network costs are incurred. But in
the case of the outgoing call, an additional retail cost (C) is incurred. Perhaps more importantly,
on an incoming call the settlement rate ($0.63) is CWJ's revenue per minute, whereas on an
outgoing call the settiement rate is paid out to the foreign operator. A key determinant of which
direction of call is more profitable to CWJ, therefore, is whether the settlement rate (on an
incoming call) is larger or smaller than the collection charge less the settlement rate (on an
outgoing call). For USA Zone 1, the former comfortably exceeds the latter, so it can be inferred
that incoming calls from the USA are more profitable to CWJ than outgoing calls to the USA Zone
1. The same appears to be true for USA Zone 2, although the relative profitability is much closer.
On the other hand, outgoing calls to the UK may be more profitable to CWJ than incoming calis
from the UK (unless the retail cost, C, is larger than $0.08). : .

Conclusions on the Current Structure of Prices

4.45

In the absence of Jamaican cost data, other types of information and comparisons have been
used to attempt to assess whether and to what extent the current structure of tariffs is
unbalanced. The OUR draws the following preliminary conclusions from the discussion and
evidence presented in this Chapter:- . ’ .

‘ Domestic tariffs '
s ¢ There is some evidence to support the contention that at least some domestic telephone services
are provided by CWLJ at prices appreciably below cost, especially the line (see Tables 4.2 and 4.3).
» But the question of the existence and extent of the imbalance, will only be resolved when relevant
and robust information on the costs of services in Jamaica is available.

Incoming intemational calls
» Since CWJ's settlement rates appear to be well above the costs of terminating international calls
(see Tables 4.7 and 4.8), it earns a significant profit from incoming international calls.
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Outgoing international calls

The high settlement rate (see Table 4.7) is one important reason for the high price of outgoing
international calls, but it is not the only factor, since prices (collection charges) are generally
significantly above settlement rates (see Table 4.9), at least for the major destination countries for
which settlement rate information is available: the USA and the UK.

There is therefore some evidence to suggest that the prices for outgoing international calls exceed

. the costs to CWJ.

Q4.1 Please explain, giving reasons, whether or not you agree with the OUR’s preliminary

conclusions on the relationship of the current structure of telephone prices to costs?

Q4.2 What additional evidence should the OUR use to assess the existence and extent of

unbalanced tariffs in Jamaica?

Sustaining unbalanced tariffs

Q4.3 Please explain, giving reasons, whether or not you agree with the OUR’s preliminary

446 To some it may seem an unsurprising conclusion that international call profits sustain the

Since incoming international calls are profitable for CWJ, foreign consumers, especially in the USA
and to a lesser extent in the UK (and Canada and the rest of the Caribbean, if settiement rates for
these routes are also above cost) are important contributors to sustaining the current tariff structure.
This arises simply from settlement rates being above cost and does not depend on there being any
net traffic inflow to Jamaica (eg the conclusion would still be correct even if Jamaica had as many
outgoing as incoming calls).

Some Jamaican consumers may also contribute, if outgoing international calls are profitable and if
such consumers make a sufficiently large volume of international calls to more than offset losses
from any pricing below cost of the domestic services they consume.

But the overall contribution to unbalanced tariffs from Jamaican consumers is likely to be much
smaller than for foreign consumers, because there are far more incoming international call minutes
than outgoing (see Tables 4.4, 4.5 and 4.6), and incoming calls may be more profitable than
outgoing calls (see Table 4.10). .

Therefore, any significant decline in the settlement profits from incoming calls is likely to require
significant increases in the prices paid by Jamaican consumers (given that CWJ is subject to rate of
return regulation).

conclusions on how unbalanced tariffs are sustained?

.

relatively low prices of domestic telephone services. But such a blanket statement hides many
important features that the discussion in this Chapter has sought to bring out. Also, no cost
information has been provided to enable the assertion to be fully assessed, or to quantify the
extent to which it may occur. As discussed in Chapter 8, one of the key tasks to progress the
issue of tariff rebalancing will be the investigation of relevant and robust cost information. The -
OUR intends that the resuits of that investigation will form a major element of the second
Consultative Document proposed on this topic. it will not be possible to reach firm conclusions
on rebalancing for Jamaica until the existence and extent of unbalanced tariffs is properly
established. .
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" Why should Jamaican telephone prices be rebalanced? There are two main reasons why some

rebalancing of tariffs may be either necessary or desirable:-

1. As discussed in Chapter 4 there is some evidence to suggest that the profits earned by
CWAJ for terminating incoming international calls are major contributors towards the *
recovery of the costs of those domestic services whose prices are below cost. But there is
increasing pressure from a number of sources for the payments for terminating
international calls worldwide - based on the accounting rate system - to fall, as it is -
generally accepted that they are currently well above cost. If there was to be a significant

- reduction in the profitearned by CWJ for terminating incoming international calls the
prices of other telecom services in Jamaica would have to rise.

2. Even putting to one side possible reductions in accounting rates, it is likely that a degree of
tariff rebalancing for some consumers would be desirable. - Unbalanced tariffs are to the
~disadvantage of some consumers; such as those that make or wish to make a significant
volume of international calls.

The first reason is explained and discussed in this Chapter the second reason is the subject of
Chapter 6.

There are two types of development that may materially affect the system of accounting rates
and the level of settlement rates. The first type, which is discussed in this Chapter, concerns the
efforts of international organisations and national regulators to encourage or require changes.
The second type relates to ‘alternative calling procedures’, including ways in which technology
may currently and in future enable arbitrage opportunities within the accounting rate system to be
exploited, and the bypass of accounting rates — this is dlscussed in Annex C.

Liberalisation and the WTO

5.3

5.4

In February 1998 the World Trade Organisation (WTO) Agreement on Basic Telecommunications
Services became effective, with seventy two countries, including Jamaica, as signatories. The
signatory countries account for about 95% of the global revenue in basic telecoms services. The
agreement wili serve generally to increase the liberalisation ot telecoms services worldwide by,
for example, facilitating the entry of foreign suppliers and investors. But there is significant
variation in the liberalisation commitments made by the different signatory countries. The
Schedule of Specific Commitments made by the Jamaican Government is attached at Annex A,
including the WTO Reference Paper on Regulatory Principles that has been adopted by fifty
seven countries, including Jamaica.

For those international routes where liberalisation in international facilities is occurring (or has
already taken place) in countries at both ends of the route, there is the prospect that accounting
rates will increasingly be driven towards cost by the pressure of competition. Accounting rates
may also be replaced (if permitted by regulators) by other types of arrangement, such as end-to-
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end provision of international calls by a single operator that has a network in and between both .
countries, or the handing over of international traffic inside the far-end country, so that normal
domestic interconnection arrangements apply rather than the accounting rate system. Jamaica's
liberalisation commitments to the WTO do not yet include the introduction of competition in
international facilities. However, the Government has indicated that it intends to improve its WTO
commitments. .

The FCC's Benchmarks Order

5.5

5.6

5.7

5.8

5.9

The accounting rate system is of greatest concern to those countries that have a substantial net
settlement deficit. Such countries experience a net outflow of funds, paying out to operators in
foreign countries far more in settlement payments than they receive, because they make more
outgoing calls than receive incoming calls. Some consider that, since accounting rates exceed
costs, this represents an unwarranted transfer of wealth and welfare from their own consumers to
the inhabitants of foreign countries. .
Whilst various countries that suffer net settlement deficits have sought ways to encourage and
apply pressure for accounting rates to fall closer to cost, the US telecoms regulator — the FCC —
has chosen to adopt a public and unilateral approach to seek to require such reductions, through
its 1997 Benchmarks Order. The FCC's Order is of interest to all countries because it applies to
US licensed operators on all of the international routes on which they operate. But it is of
particular importance to Jamaica, because its potential impact on Jamaica could be huge. This
arises from Jamaica's apparent dependence on profits from the accounting rate system to
sustain its existing tariff structure, because the great majority of incoming international call
minutes to Jamaica comes from the USA (see Chapter 4), and because of the scale of the
reductions in the settlement rate that the FCC is proposing (see below).

A short summary of the FCC's position is set out belbw‘ A fuller presentation of the debate,
including the FCC'’s published information relating to Jamaica, and the main objections lodged by
various operators and commentators is at Annex B.

The FCC considers that settlement rates above cost lead to artificially high international calling
prices for US (and foreign) consumers. It has adopted the Benchmarks Order in the attempt to
bring settlement rates closer to cost. In thé FCC's view, this will result in much lower prices paid
by consumers for international calls, which in turn will stimulate significant increases in traffic
volumes. .

The FCC's Order sets out benchmark figures for each country with which the USA has telecoms
traffic. By dates laid down in the Order (‘transition periods'’), US licensed operators will be
required to pay a settlement rate no higher than the benchmark figure specified by the FCC for
the relevant country. Countries have been classified into four categories using their Gross
National Product (GNP) per head. Benchmark rates were derived for each category separately,
and each has a different transition period. In the FCC's view, this categorisation provides a
reasonable indicator of a country’s ability to make the transition to settlement rates that are closer
to costs. The FCC's benchmarks and the dates by which they are to be achieved are shown in

“Table 5.1. Jamaica falls into the lower middle income category.



Table 5.1: FCC’s benchmark settlement rates in US cents per minute

Country category Benchmark rate | Date by which to be achieved
Upper income - 15 1 January 1999
Upper middle income . 19 1 January 2000
Lower middle income 19 1 January 2001
Lower income : 23 1 January 2002
i 1 January 2003 (for countries with less than one
line per hundred inhabitants)

Source: FCC

5.10

5.11

5.12

5.13

The FCC's benchmark settlement rate for the category including Jamaica, 19 cents per minute, is
substantially below the current settlement rate of 62.5 cents per minute. So, a reduction in the
settiement rate of some 70% would be required to achieve the benchmark figure. According to
the FCC's transition period, this reduction would have to occur w1th|n a period only just over two
years from now L

"International Telecommunications Union (ITU)

Recommendation D-140

Accounting rate agreements are bilaterally negotiated under regulations and recommendations . .;
issued by the ITU-T (Telecommunication Standardization Sector of ITU). Itis part of the ITU's
constitution that its membership should work together for “the establishment of rates at levels as
low as possible consistent with an efficient service”. In 1992 the ITU adopted recommendations -
(denoted “D-140") that accounting rates should be cost orientated and non-discriminatory. It was
also recommended that reductions to achieve such rates should be agreed normally overa
period of one to five years

A subsequent amendment to D-140 earlier this year recommended that accountmg rates, after
deduction of any allowance for transit, should be less than 1 Special Drawing Right (SDR) per
minute by the end of 1998. With a 50/50 division this corresponds to a settlement rate of about

-67 US-cents:~ It was further noted that the 50/50 division of the accounting rate might be aitered

in order to cushion revenue reductions for countries that might have adjustment difficulties, but
only in the context of an agreement to achieve cost orientated rates.®

Since 1992 there has been a general tendency for accounting rates to fall over time, on average
by 9% per annum worldwide. But costs have also been falling with rapid advances in telecoms
technology. Itis not clear that decreases in all accounting rates have kept pace with the cost
decreases, so it is possible that the gap between some settlement rates and cost is not
narrowmg The ITU’s current view is that, on a cost onentated basis, few settlement rates should
be in excess of 25 US cents per mmute

* A copy of D-140 may be obtained from www.itu.int/inset/itu-t/d140/d140_e_rev.htm
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Focus Group .

The ITU has set up a Focus Group to develop proposals for transitional arrangements towards
cost orientated settlement rates. A recent working document (dated 25 August 1998) produced
by the Chairman of the Focus Group sets out proposals for amendments to ITU

Recommendation D-140. These proposals have not yet been adopted and might be modified or
rejected following discussion. The ITU-T Study Group 3 will consider the Chairman’s Working
Document in December when a decision may be taken whether or not to amend D-140. The
Chairman’s proposed approach identifies six categories of countries by tele-density (lines per 100
inhabitants) and for each category there is a specified target settiement rate, which it is proposed
be achieved by the end of 2001. The targets were derived by taking an average of the five .
lowest published settlement rates in each category. The target settlement rates are shown in

' Table 5.2. Jamaica falls into the tele-density category of 10-30 lines per 100 inhabitants

(countnes have been classified by their tele-density in 1996 when Jamaica's was 14. 17)

Table 5 2: ITU Focus Group - Chalrman s Proposed Approach

Tele-density | Less 1-5 5-10 10-30 30-40 More than

than 1 40
Target settlement | 0.344 0.300 0.257 0221 | -0.164 0.063
rate in SDRs
Target settlement 46 40 34 30 22 8
rate in US cents 1
Source: OUR from ITU-T Study Group 3 Focus Group — Chairman’s Working Document (version:
25 August 1998)
Note: Targets are specified in SDRs. Conversion to US cents uses the exchange rate 1 SDR-US$1 34.

5.15

5.16

Jamaican settlement rates

The Working Document is available on www.itu.int/sg3focus

In the Chairman’s proposed approach it is recommended that the target rates be achieved by
reductions of no less than 12% per annum from current settlement rate levels. This figure is the
global average achieved over the last three years. |t is proposed that the rate of reduction could
be greater than 12% where settlement rates exceed the target rate by more than 50%. The rate
of reduction should be less than 12% where there is significant dependence on a net settlement
surplus, eg where the surplus is more than 10% of total telecoms revenue. The general guidance
provided is that the rate of reduction be no less than 5% and no greater than 20% per annum. In
making such adjustments, the Chairman also notes that deviations from the 50/50 division of the
accounting rate into settlement rates may be possible to allow an acceleration of accounting rate
reductions or (as in D-140) to cushion declines in the net settlement surplus.

. . 1 L B ‘

How does the recent experience of CWJ's accounting rates compare with the ITU's
recommendations, its data on global settlement rate reductions, and the draft proposals and
advice? A comparison is shown in Table 6.3. The settlement rates with the USA and the UK
already comply with the formal recommendation in D-140 that the settlement rate be below 0.5
SDR by the end of 1998. But the rate of decline in the settlement rate with the USA (derived from
data published by the FCC — see Table 5.4) has been less than the global rate of decline.



Table 5.3:

Perfon'nance of Jamaican settlement rates agamst ITU recommendatlons, data on
‘ settlement rate reductions, draft proposals and advice .
I TU recommendation, | Status Figure Performance of Jamaican
dala, proposal efc settlement rates
TTU-T Recommendation | Formal Recommendation | 0.5 SDR Already achieved —~ CWJ's rates with
D-140 (about 67 US | USA and UK both about 63 US _,
cents) cents. ) '

"| Global average Based on data on 9% per CWJ's rate with USA has fallen by
reductions since 1992 settlement rates annum only about 3% per annum (see Table
! : worldwide submﬂted to 5.4).

. ITY .

Global average Based on data on 12% per CWJ's rate with USA has fallen by
reductions in the last settlement rates annum : only about 4% per annum (see Table
three years worldwide submitted to 5.4). .

ITU . ‘
Focus Group Proposed amendmentto | 30 US cents | CWJ's rates with USA and UK more
Chairman's proposed D-140 by Chairman of than 2 times larger.
target rate Focus Group Jamaica Digiport rate with USA (10

US cents) already comfortably below
e ) target rate.

ITU view of maximum View of ITU staff 75°US conts | CWJ's rates with USA and UK 2.5
for cost orientated rate times larger.

Jamaica Digiport rate with USA
already comfortably below this figure.

Source:

OUR from ITU, FCC and OFTEL

5.17 CWJ's current settlement rates with the USA and the UK are more than two times larger than
both the target rate for the end of 2001 proposed by the Chairman of the Focus Group and the
ITU’s view of the maximum cost orientated settlement rate. However, the settlement rate that
Jamaica Digiport Internatlonal has wnth the USA already complies wnth the draft proposal and

advice.

Table 5.4:

Year Accounting rate in US$
1992 1.565/1.40

1983 1.50/1.40
1994 1.40

1995 1.40

1996 1.30

1997 1.25

1998 1.25

Source

FCC

Other International Organisations

Caribbean Telecommunications Union (CTU)

Accountmg rate between USA and Jamaica (CWJ), 1990-1998, in uss

5.18 The CTU is an inter-governmental organisation of states in the English-speaking Caribbean. It :
recognises the need for Caribbean countries to start positioning themselves to deal with the



5.19

complex matter of settliement rate changes and telephone tariff rebalancing and has discussed
the matter, for example at the CTU/ITU 4™ Annual Policy Seminar (28" June - 3™ July 1998) in
Nassau, Bahamas. No common position on settlement rate reform and tariff rebalancing has yet
been adopted by the CTU’s Members and the CTU has taken no formal position on the matter.

Inter-American Telecommunication Commission (CITEL)

CITEL is an entity of the Organization of American States (OAS), an inter-governmental
organisation of 35 Member States in the Americas. CITEL has set up an Ad Hoc Working Group
to examine the issue of settlement rate reform. A proposal for a call termination fee to replace
settlement rates has been put forward by Telecommunications Services of Trinidad and Tobago '

- Limited (TSTT).? The proposal is that the fee would be non-discriminatory, transparent and cost

oriented. The fee would not be bilaterally negotiated, but would be the same for traffic from all
countries outside a regional grouping (such as the Caribbean), for which there might be a
different fee. The level of the fee and the methodology on which it was based would be made °
available to all interested parties. The fee would cover the cost of terminating international calls,

" but might also include contributions to the recovery of the costs of network expansion and of
" universal service. The concept of a termination fee has received some support within CITEL, but

the details of exactly what the fee would constitute are yet to be agreed upon and are still under
active consideration at various regional fora.

Conclusion

5.20

5.21

There is some similarity in the potentia! effect of the proposals from the phairman of the ITU's
Focus Group and the FCC Benchmarks Order. If implemented, both would require substantial
reductions in CWJ's settlement rates: respectively, a reduction of just over 50% in the rate with
the USA (and UK) by the end of 2001 and of about 70% by the start of 2001. But there are also
important differences between the approaches, notably that whilst the ITU's developing proposals
are within the framework of multilateral and bilateral relations, the FCC'’s approach is unilateral.
Also, the ITU Focus Group target rates are at present draft proposals, whereas the FCC has
already issued its Benchmarks Order. . .

As discussed in Chapter 4, incoming calls, especially from the USA, are a major source of profit
for CWUJ that is used to sustain the current structure of tariffs for domestic telephone services in
Jamaica. To achieve either the target rate proposed by the Chairman of the ITU’s Focus Group
or the FCC's benchmark would require a very large reduction in CWJ's settlement rates. It might
be argued that this would be offset by volume increases, as for example in the 1990s Jamaica’s
net settlement surplus with the USA has continued to exhibit strong growth (see Table 4.6)
despite a steady decline in the settlement rate (see Table 5.4). However, the scale of the
reduction1s° proposed are far in excess of historical declines, so the past may not be a sound
indicator.

® For further details of TSTT’s proposal see its paper at www tstt.net.tv/tt-rates-reform/tt-rates-reform.html "

¥ Also, the increase in the net settlement surplus could have arisen in part from an increase in USA traffic to Jamaica relative to traffic

from Jamaica, as well as from absolute increases in traffic from the USA.
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—_5.22 The volume increases that would be required to bprevent a réduction in Jamaica's settl'em'e'ﬁt‘

revenue from the USA, if the target settlement rate proposed by the Chairman of the Focus .
Group or the FCC's benchmark rate was to be achieved, are straightforward to calculate. In the ..
case of the target settlement rate, the volume of incoming call minutes to Jamaica from the USA "
would have to more than double (62.5/30=2.1); in the case of the FCC's benchmark rate, there
would need to be a more than threefold increase (62.6/19=3.3). An even larger volume increase
would be required to prevent a decline in the profit earned on incoming calls from the USA, since
additional costs would be incurred to supply the increased volume. The provision of such
substantial additional capacity to serve the increased demand might present a transitional
problem.

5.23 The size of the increase in demand by US consumers for call minutes to Jamaica will depend
upon the size of the reductions in US carriers’ collection charges that should follow from _ .
settlement rate reductions. Such enormous volume increases as identified above are possible,
but would seem unlikely, at least in the short run even if not over the longer run. Hence, it
appears that, if either the target rates were to be adopted and implemented or if the FCC's Order
was to be enforced and to result in reductions in Jamaica's settlement rate with the USA to the
benchmark figure, significant tariff rebalancing would be forced upon Jamaica. Under an .
optimistic scenario this might only need to be transitional, if there were sufficiently large volume
increases in response to greatly reduced prices. Otherwise the rebalancing might be
permanently required.

5.24 Ifall relevant prices were to be rebalanced, collection charges (the retail prices for outgoing
international calls) would fall in line with the settlement rate, and the prices of domestic services —
the line rental and connection charges (and possibly intra- and inter-Parish calls) - would .
increase appreciably. One possibility would be to leave the collection charges unchanged. , This -
would greatly increase CWJ's profit per minute of outgoing international calls (because the .
settlement outpayment would have fallen substantially). Put another way, it would greatly .
increase the misalignment between price and CWJ's cost for outgoing international calls. Even

so, given the large net inflow of international traffic to Jamaica, keeping collection charges ., -
unchanged would reduce, but might not prevent, the need for significant increases in the prices of
domestic services. ‘ o

5.25 If the target rates were adopted as recommendations by the ITU they would potentially directly
affect all international routes (if implemented by member countries). The FCC's Order wouid
ostensibly only affect the settlement rate with the USA. However, it is quite possible that a
reduction in the settlement rate with the USA would force reductions in Jamaica’s settlement
rates wiih viiier couniries. This is because foreign operators might seek to exploit the arbitrage
opportunities created. For example, it might become significantly cheaper to route traffic
originating in other countries through the USA rather than directly to Jamaica, with the result that
relatively little traffic might end up paying the settlement rate specified for the direct route. These
arbitrage opportunities are discussed further in Annex C. If this scenario was accurate, all of
Jamaica's settlement rates would fall substantially, not just the rate with the USA, and the extent
of the rebalancing exercise forced upon Jamaica would be increased.

Q5.1 Do respondents consider that a reduction in Jamaica’s settlement rate with the USA either
to the level of the target rate proposed by the Chairman of the ITU’s Focus Group or the
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5.26

@5.2

527

Q5.3

FCC’s benchmark rate would force significant increases in the prices of domestic services
in Jamaica? Please explain the reasons for your view.

In the case of the FCC’s Benchmarks Order, some commentators have suggested that in the
event settlement rates will not be forced down to the benchmark level. First, some suggest that
the FCC will pull back from taking action to enforce its Order and that consequently US carriers
will be able to agree settlement rates above the benchmark level even after the end of the
transition period. Second, it is claimed that the FCC does not have the legal power to enforce its
Order, which it is argued amounts to ‘extra-teritoriality’, ie imposing settlement rates on foreign
operators that are outside of its jurisdiction. Cable & Wireless PLC is seeking a ruling onthe
validity of the FCC’s Benchmarks Order in the United States Court of Appeals for the District of

.. Columbia Circuit. The Caribbean Association of National Telecommunication Organlzatlons

(CANTO), of which CWJ is a member, has also joined in the legal action.Third, it is suggested
that even if the FCC was to require US operators to pay no more than the benchmark settlement
rate, the foreign operators might refuse to accept any settlement rate that was not significantly
hlgher (eg closer to or ‘equal to the current settlement rate). In these circumstances there would
be an impasse, and it is not clear what would happen. .

Do respondents consider that substantial reductions in settlement rates in the near future
because of pressures from the FCC or the ITU will be avoided and, if so, why?

The OUR does not take a position at this stage on the appropriateness or otherwise for Jamaica
of substantial settlement rate reductions, until there has been a fuller consideration of the pros
and cons — see the discussion of this question in Chapter 6. However, the OUR does not support
the FCC'’s attempt to use a unilateral approach to agreements that are bilaterally negotiated. The
OUR does not choose to make a prediction about the success or otherwise of efforts by the FCC,
the ITU and other international organisations to reduce settlement rates in the near future.
However, it considers that it is necessary for Jamaica to be prepared for substantial rebalancing
of tariffs that could be forced on it by reductions in settlement rates.

Do respondents agree with the OUR that preparations should be made now to develop the
regulatory framework to cope with future possible settlement rate changes?



CHAPTER 6: POSSIBLE BENEFITS OF REBALANCING

____ Introduction - . i s N

6.2

One view of high accounting rates is that they are of great benefit to Jamaican citizens, because
they enable the prices of domestic telephone services to be offered at prices that are relatively
low or below cost. Also, the large net inflow of international calls to Jamaica means that a
significant amount of money flows into Jamaica from abroad. In this chapter, it is considered why
high accounting rates and unbalanced tariffs are not uniformly advantageous for businesses and
consumers in Jamaica.

There are three types of reason why high settiement rates and unbalanced tariffs might not
benefit some Jamaican consumers:- : . : :

1. Some consumers suffer from the high prices of international calls arising from high settlement
rates. K

2. Some consumers would prefer to be on a more rebalanced tariff (even taking the level of the
settlement rate as given). i

3. Some consumers could afford to be on a more rebalanced tariff.

Each of these is discussed in turn below. The ways that tariffs might be rebalanced are

discussed in Chapter 7.

High Settlement Rates: Cost or Benefit?

6.3

6.4

Critics of the accounting rate system argue that it would be in the interest of world economic
welfare for settiement rates to be closer to the costs of terminating international calls. High
settiement rates result in high prices to consumers for international calls in both of the countries
on the international route. In general, prices that are high relative to cost are economically
inefficient. Looked at in isolation, ie ignoring for the moment any consequential effects that there
might be on domestic prices or network development, consumers in both countries would be
better off, if settlement rates and retail prices for international calls were lower.

Reaping these consumer benefits might also be expected to result in ‘multiplier’ effects, leading
to additionai benefits. Foi exaimple, telecoms is an increasingly important business too!, uscd as
a vital input in a wide cross-section of industries — the Government has explicitly recognised the
importance of telecoms to the infrastructure of the country in its National Industrial Policy. - If
Jamaican collection charges are higher than average or higher than the countries with which it
competes, its international competitiveness is adversely affected. Lower collection charges
would feed through into lower business costs, especially for large users such as businesses in
the tourism and financial sefvice sectors. So, if businesses were able to make (and receive)
cheaper international calls, benefits would be expected to accrue in terms of the stimutation of
international trade, improved international competitiveness, enhanced economic development
and increased economic growth. ! :



6.5

6.6

6.7

6.8

6.9

The Montego Bay Free Zone provides a very relevant case study to explore the nature and size °
of the possible benefits to Jamaica from cheaper international calls. Telecoms services are
provided to the Free Zone by Jamaica Digiport International (JDI), which as noted in Chapter 4
has a much lower settlement rate with the USA (10 US cents per minute) than CWJ (62.5 US
cents per minute). JDI's collection charges are consequently appreciably lower than CWJ's,
ranging from 56 US cents per minute down to 12.5 US cents per minute depending upon the
volume of call minutes (according to a published schedule). CWJ's collection charges to the USA

. are all in excess of 70 US cents per minute, and the highest, for Zone 2 during the peak period, is
. more than 130 US cents per minute — see Table 4.9. o

The Montego Bay Free Zone competes against a range of other countries to attract businesses i
to Jamaica, primarily from the USA. The types of businesses for which the pnce and quality of
telecoms may be an especially important factor are:- T

* Tele-marketing, such as call centres (eg callers in the USA dialling a 1-800 number in the
USA, routed on to a call centre in Jamaica).
* Data entry and processing, such as for insurance claims, surveys, bills of ladmg etc.

In their telecoms services, these businesses may use a mixture of leased circuits (full or
fractional T1s) and switched calls — only the latter use the settlement rate system.

Telecoms price and quality are not the only factors attracting businesses to the Free Zone, nor
typically the most important. The availability of a workforce, suitably well-educated and
productive is essential. The Free Zone also offers advantages such as tax exemptions and
access to duty free imports. But the relatively cheap and high quality telecoms service available
appears often to be an important facilitating factor to encourage investment and employment in
tele-marketing and data processing.

The main countries with which Jamaica competes when US companies are looking to locate tele-
marketing or data processing overseas are shown in Table 6.1 alongside their settlement rates
with the USA. A comparison of the collection charges that would be paid by large users in each
country would be more relevant, but is not available to the OUR. However, whilst the pattern of
collection charges need not be the same as the pattern of settlement rates, there is likely to be a
degree of similarity.

The lowest settlement rate in Table 6.1 is for JDI in the Montego Bay Free Zone. However, the

prices of leased circuits, which are not shown in Table 6.1 are also relevant. For example, many

US business locating offices in Mexico might use a relatively cheap leased circuit to carry traffic

across the border and not switched calls that are subject to the settlement rate. In such a case, .
the JDI settlement rate would be more in competition with the price of domestic US calls (typically

-+ significantly below 10 cents per minute) to connect to the leased circuit on the US side of the
- border, than against the Mexican settlement rate. Furthermore, factors other than telecoms are
. also very important, such as the quality, wage level and availability of labour. Nevertheless, it

) . seems very likely that relatively cheap international telecoms services prowded by JDI have
.-encouraged inward investment into Jamaica from the USA.



Table 6.4: Main countries competing for US overseas investment in tele-fnarketing and data

processing and their settlement rates with the USA

Country Settlement rate with USA
) in US cents per minute

Jamaica 10 (JDI) 62.5 (CWJ)

Other Caribbean

Antigua 40.5

Barbados 52.5

Dominican Republic 30-62.5

Other regions

Costa Rica 35

India 79

Ireland : 16

Mexico 35

Philippines . . 41-60

Sri Lanka : 100

Source: OUR from FCC

6.10

6.11

Q6.1

Q6.2

Q6.3

It is not clear precisely how the experience of the Free Zone would apply, if much cheaper
international calls than at present were available throughout the whole of Jamaica. On the one
hand, there would not be the attractions for inward investment offered by duty free and tax
exemptions in the Free Zone. But, on the other hand, the location of businesses would not be
restricted to one small part of the country that may have particular problems, such as relatively
high cost of housing. Also, the Free Zone experience is most relevant to inward investment, but
lower telecom prices would reduce the cost base of all Jamaican businesses and potentially
improve their international competitiveness. Organic growth in Jamaican businesses m|ght
thereby be facilitated.

In considering whether high settlement rates are of overall benefit to Jamaica, these costs (or lost
benefits) of settlement rates remaining high would need to be set against the benefits to
consumers of domestic telecom services from prices being low. Explicit quantification of these
offsetting effects is far from straightforward — it would require a large amount of information and
numerous assumptions. However, it is important to recognise that there are effects in both
directions. .

What view (if any) do respondents have on whether Jamaica benefits or suffers overall

Koo m~dblm nd womba mod bamvar hham éhim wiimer hanm aveiveand ~6D
won u'gn STIUSHICHV TGLSS, Gl oW 11aS LTS VISW SCCH QIvived ali

What benefits would Jamaican businesses obtain from lower priced international calls,
and what markets or services would be stimulated?

What types of businesses and services located in the Montego Bay Free Zone area have
benefited from access to lower priced international calls? Specific examples and any
quantification of the benefits in terms of Jamaican employment created, business growth
etc would be especially welcome.




Consumers Who Would Prefer a More Rebalanced Tariff

6.12

6.13

6.14

6.15

6.16

Q6.4

As discussed in Chapter 4, it appears that high accounting rates are not the sole reason why

prices for outgomg international calls in Jamaica are so high. There is some evidence to suggest

that the prices of outgoing calls are likely to exceed the costs incurred by CWJ (only prices for

calls to the USA and the UK were examined, because of lack of settlement rate data on other

routes). This suggests that there is scope to reduce the prices of at least some outgoing

international calls, even taking the settlement rate as given. But, since CWJ is subject to rate of

return regulation, if its profitability from outgoing international calls was to fall, prices elsewhere

would have to rise (or, even if cost reductions were achieved that meant that these prices would .
not have to rise, the result would still be prices higher than they otherwise would have been)

However, there is some scope for this apparent ‘circle’ to be ‘squared’.

The main reason why prices in excess of costs are economically inefficient is that they tend to
result in a wasteful use of scarce resources (called a ‘deadweight loss' in the economics jargon).
One illustration of this waste is that a different tariff could be suitably de5|gned that would make
all consumers and producers better off. To use an everyday metaphor the size of the cake can
be increased so that everyone can have a larger slice.

One attractive way to achieve this desirable result is by using optional tariffs, ie tariff packages
that consumers can choose to move onto if they wish. Optional tariffs have a particular
attraction, because consumers would not choose to move onto the optional tariff unless they
were made better off, and CWJ would not choose to offer the tariff unless it also gained. One
caveat is that consumers can make mistakes in choosing the tariff package best suited to their
demand pattern, but so long as these are easily correctible, ie no undue penalties are incurred in
moving from one tariff to another, this is unlikely to be a major problem.

A more rebalanced tariff, involving higher fixed charges and lower international call prices, could
be offered as an option. Some consumers would prefer such a tariff, because they make (or wish
to make) a sufficiently large number of international calls to gain more from the call price
reduction than the additional fixed charge payment. Since other consumers could always choose
to remain on their existing tariff rather than moving onto the optlonal more rebalanced tariff, they
would not suffer from the introduction of optional tariffs. But, in fact, they might benefit, because
in addition to appealling to some consumers, optional tariffs (suitably designed) should be profit
enhancing for the operator. Given that CWJ is subject to rate of return regulation, this could
mean that the introduction of optional tariffs would lead to lower prices even for those consumers -
who choose not to take up the optional tariff. There is a fuller explanation of the effects of B
optional tariffs in Chapter 7.

Optional tariffs would provide consumers with choices. Furtﬁermoré, they offer the possibility that
all consumers could be made better off, even those that do not take them up. For these reasons, "
the OUR considers that optional tariffs would be a welcome development in Jamaica.

Would it be desirable for optional tariffs to be offered in Jamaica? Please explain the

reasons for your view.



Affordability, Targeting and the Distinction Between Unive_rsal Service and Unbalanced Tariffs

6.17

6.18

6.19

Unbalanced tariffs are sometimes seen as the embodiment of universal service or that the
universal service obligation is the obligation to price the line rental (and possibly also domestic
call prices) below cost. However, properly viewed, the OUR considers that this invoives a -
confusion between ends and means. The objective {or end) is universal service, as the
Government has set out in its recent Telecommunications Policy, that there be a line to all
households in the country that wish to be connected to the network. An unbalanced tariff is one of
the means that has historically been used in many countries to allow service to be affordable and
so assist in the achievement of this end.

One reason why the distinction needs to be made is that unbalanced tariffs for all consumers
can then be seen as an inefficient means to achieve the universal service objective (some other’
implications of the distinction between unbalanced tariffs and universal service are set out in
Annex E). Scarce resources would be more efficiently utilised, if the pricing assistance that
unbalanced tariffs can constitute were targeted at those consumers that have affordability )
difficulties. In the absence of targeting, the tariff faced by all consumers is distorted (relative to -
costs). One of the economic inefficiencies that such an approach introduces was discussed in
the previous section, which concluded that some consumers would prefer to be on a (suitably
designed) more rebalanced tariff. Another possible type of economic inefficiency is discussed
further in this section, namely that many consumers could afford to be on a more rebalanced
tariff, even if they would prefer not to be. This approach is likely to involve a trade-off between
different groups of consumers (unlike optional tariffs, which are considered attractive by the OUR
because they can yield benefits for all).

A trade-off is involved, because in general it would be more profitable for CWJ to supply telecom
services on the basis of a more rebalanced tariff.: Rebalancing would involve an increase in the
fixed charges, such as the line rental, possibly some increases in the prices of intra- and inter-
Parish calls, and reductions in collection charges (prices of international calls). : If domestic calls -
are priced below (marginal) cost, one reason that rebalancing might be profitable is that the price
increases for domestic calls can be expected to lead to a decrease in the volume of domestic call
minutes, which are unprofitable to provide. Even if this was not the case, rebalancing would be
expected to increase profits, because it is likely that the demand for international call minutes is
more responsive to price (more ‘price elastic’) than the demand for domestic calls. This is a
general result of studies that have investigated price elasticities in the demand for telephone calls
in different countries. It means that, if there was the same percentage increase in domestic call
prices as the decrease in collection charges, the volume of international call minutes would
increase by proportionately more than the reduction in the volume of domestic call minutes.
Hence, CWJ would lose less profit from reducing collection charges than it would gain from
increasing the prices of domestic calls. (Indeed, if the magnitude of the elasticity of demand for
international calls was sufficiently large, CWJ would gain profit increases from reducing collection
charges). An important caveat is that this might not be the case, if the consumer, faced with the
increased fixed charge, was to drop off the network. This is one reason why affordability is an
important factor in determining those for whom rebalancing could be (economically) desirable.
Chapter 7 contains a discussion of the ways in which rebalancing could occur for some
consumers, whilst targeting assistance on those most in need.
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6.20 If some consumers yield greater profits than before, other consumers obtain lower prices than

they otherwise would have, given that CWJ is subject to rate of return regulation. If the tariff
policy was suitably designed through the appropriate use of targeting, the consumers benefiting
from these lower prices could be those with the greatest affordability difficulties. Or as an
alternative to reducing prices, at the same rate of return for CWJ, telecom services could be
extended to new households at affordable prices (even if this was unprofitable at the margin for
CWIJ — the question of funding for universal service is discussed in Annex E). One of the gains
from putting some consumers on a more rebalanced tariff even if they would prefer to stay on a
more unbalanced tariff is, therefore, that the goal of universal service could be achieved more
rapidly and more efficiently. But, since it is an approach that would make some consumers
worse off, it requires very careful consideration.

Q6.5 Do respondents agree with the distinction that the OUR is drawing between universal

service (the objective) and unbalanced tariffs (the means)? If not, please explain why not.

Conclusion

High settlement rates and unbalanced tariffs — relatively expensive international calls and relatively
cheap domestic services — benefit some Jamaican consumers, but are to the disadvantage of
others.

High prices for international calls are likely to act as a brake on economic development and growth,
given the increasing importance of telecoms as a vital business tool.

One way that the benefits might be preserved and the costs alleviated is the use of optional tariffs,
which could be attractive to those consumers who would prefer to be on a more rebalanced tariff.
But optional tariffs also have the potential, if suitably designed, to benefit not only those choosing to
move onto the new tariff, but other consumers as well (because they can be profitable for the
operator). The OUR considers that optional tariffs would be a welcome development in Jamaica.
Other available options mostly involve trade-offs between groups of consumers. It is inappropriate to
view the universal service obligation as requiring unbalanced tariffs for all. Many consumers could
afford to be on much more rebalanced tariffs, and greater targeting of assistance on those who truly
require it would promote the speedy and efficient achievement of universal service. However, if this
approach was adopted, some of those consumers moved onto a more rebalanced tariff could be
worse off.

This case is independent of assumptions or predictions about reductions in settlement rates. But if

-settlement rate reductions were to occur, rebalancing might not be a voluntary choice — it could be

forced upon Jamaica. If so, there is an argument that it should be achieved in a way that those with
the most affordability difficulties suffer the least ‘pain’.

Q6.6 Should an approach of rebalancing tariffs for those that could afford it be actively

pursued, or should it be considered only in circumstances of decreases in settlement
rates?

6.21 If the developments in settlement rates discussed in Chapter 5 result in the need for major

rebalancing, it is unlikely that tariff schemes can be designed that meet licence obligations (such
as CWJ's permitted rate of return), whilst making no consumer worse off. Hard choices will have
to be faced — one of the purposes of this Consultative Document is for the OUR to obtain views



on how these choices should be made (Chapter 8 contains specific consultation questions on this
point).
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CHAPTER7: . WAYS TO REBALANCE TARIFFS

Introduction

71

7.2

Chapters 5 and 6 discussed some possible reasons why tariff rebalancing, at least for some
consumers, might be either necessary or desirable. Rebalancing would involve an increase in
the line rental (and possibly also the prices of intra- and inter-Parish calls) and reductions in the
prices of international calls. For some consumers this type of tariff change could mean an
increase in their telephone bill. If rebalancing is to be contemplated, given the Government's
long stated and recently reiterated goal that universal service be achieved, it is vital that those
consumers who would genuinely be unable to afford a more rebalanced tariff are protected from
significant increases in their telephone bills.

Three different possible ways are discussed in this Chapter that could allow tariffs to be
rebalanced for some consumers, whilst ensuring that assistance was provided to those most in
need:-

1. Optional tariffs, so consumers self-select their tariff.
2. Criteria related to the consumer’s income.
3. Criteria related to the consumer’s call volume.

Optional Tariffs

73

7.4

7.5

Optional tariffs represent an attractive approach, because consumers are provided with choices
and allowed to make their own decisions about the tariff best suited to their needs. Two types of
optional tariff are discussed in this section: tariffs that would appeal to those who would prefer to
be on a more rebalanced tariff; and tariffs that are designed to appeal only to those who have
genuine affordability difficulties.

Self selection of a more rebalanced tariff
Consider an optional tariff of the type discussed in Chapter 6, in which consumers were offered

lower prices per minute for making international calls (collection charges), if they agreed to pay a
specified fixed charge per month (over and above the normal line rental). Such an optional tariff

~would not appeal to all consumers. It would be of most interest to those who make, or wish to

make, a relatively large number of international call minutes. For these consumers the benefits
from lower prices for international calls would exceed the payment of an additional fixed charge.

Those consumers that opted for the tariff can be expected to make a larger volume of call
minutes in response to the lower price per minute, because more calls would be made and/or
because calls would be of longer duration. Those consumers would benefit from this increased
demand, and this would be the case even if their overall telephone bill was to go up. The value
that consumers placed on the additional call minutes would more than exceed the bill increase —
if consumers did not gain, they would not choose to make the additional call minutes (putting to
one side for the present, the possibility of transitional mistakes by consumers).



The additional call minutes would be profitable to CWJ, so long as the collection charge was still -
to exceed the marginal cost (the additional cost that CWJ would incur for each additional minute).
But CWJ's profit per minute of the volume of international call minutes that was previously made
would be reduced, because the collection charge would be lower. However, its overall profit
would increase, if the stimulation of additional international call minutes was sufficient to offset
the reduced profit per minute on the previous volume of call minutes. Even if this was not the
L case, profit could still be increased, if the reduced profit on international calls was less than the
U additional fixed charge that the consumer would pay. Hence, this type of optional tariff (suitably
designed) would benefit both consumers and CWJ.

7.7 Those who make, or wish to make, relatively few international calls would not opt for the tariff,-
because the payment of an additional fixed charge would exceed their benefits from the lower
collection charges. However, even these consumers might benefit from the optional tariffs being
offered. If the optional tariff was both attractive to some consumers and profitable for CW.J, there
is the possibility that CWJ's rate of return might rise above its maximum permitted 20%. Or, in
the context of falling settlement rates, the rate of return might be prevented from falling below the
minimum permitted return of 17.5%, In either case, even those consumers not on the optional
tariffs would benefit through prices lower than they otherwise would have been.

7.8  Optional tariffs of this type are very common in telecoms markets around the world. For
example, there are many optional tariffs on offer in the USA — one example (AT&T's One Rate
International Plan) is reported in Table C.1 of Annex C.

Self selection of an unbalanced tariff

7.9  Another very different type of optional tariff would be to offer the most unbalanced tariff in a way
that was attractive only to those with affordability difficulties. The idea is that it would only be
chosen by those who could not afford a more rebalanced tariff. One way to achieve this would
be to combine the most unbalanced tariff with a level of service that was reduced in some way,
which whilst it was adequate for the needs of those on whom it was targeted, it would not appeal
to those without affordability difficulties.

7.10 A possible approach would be to allow groups of consumers in the same building to choose to
have a shared line (at a shared line rental), rather than separate lines for each household.
Another approach would be to have a tariff with a special low line rental which, for example, only
allowed access to a line and incoming calls, but barred outaoing calls (apart from emergency
calls and possibly some other types of call than incur no charge to the caller, such as toll free
numbers). Or the unbalanced tariff might offer a limited number of outgoing calls per month.’

7.11 A reduced tariff for a service involving the barring of (chargeable) outgoing calls was, for
example, introduced in the UK last year, in the attempt to achieve universal service, ie to enable
those consumers not currently on the network to be able to afford a telephone line. With such
tariffs there could be a danger that ‘second class’ telephone consumers would be created. But
the tariff was introduced in the UK following research into the specific needs and wishes of those
not currently telephone subscribers, and had the strong support of consumer representation
bodies. The concept is that the tariff will act as a ‘stepping stone’ for many of those who take it

a



up, ie they are attracted onto the network by the tariff, but may only remain on it for a transitional
period, before choosing to move onto a tgriff that allows them to make outgoing calls.

7.12 There is no presumption that this type of tariff would be profit enhancing for the operator that
provided it. The motivation for introducing it, therefore, would be rather different than the first
type of optional tariff considered. It would seek to ensure that the assistance provided by below
cost tariffs is targeted on those with affordability difficulties and does not benefit those who could
afford a more cost reflective tariff. The next two sections discuss alternative (or complementary)
ways to achieve such targeting.

Q7.1 How should the low price optional tariff be designed, so that it would only be selected by
those with affordability difficulties?

Income Related Criteria

7.13 A direct method to target those with affordability difficulties would be to link the telecoms tariff that
a consumer was on to the household income. For example, the ‘standard’ tariff could be
rebalanced, but a special unbalanced tariff would continue to be offered to those who met
specified criteria. These criteria might be demonstration of household income below a certain
level or other indicators, such as eligibility to receive food stamps.

7.14 There are schemes of this type in operation, for example, in the USA and Germany. In the USA
- the Lifeline Assistance Program provides support of up to US$7 per month for qualifying
consumers, and the Link-Up America scheme offsets one-half of initial connection fees (up to
US$30). Eligibility criteria can include participation in Medicaid, food stamps, Social Security
Income, federal housing assistance or the Low-Income Home Energy Assistance Program.

7.15 One advantage of this approach is that it could be the best way to ensure that those with genuine
affordability difficulties receive assistance, whilst excluding those who could afford to do without
the assistance. A disadvantage is the potentia! administrative difficulties of implementing the
approach. Experience with these types of schemes in other services and in other countries tends
to suggest that take-up can be disappointing, say because of lack of information that the scheme
exists. Also, if the scheme was to be administered by CWJ, some consumers might have
concerns about revealing their household income to a private company. Or, there couid be a
different kind of error, such as fraudulent applications, so that many people without genuine
affordability problems receive the assistance. . .

Q7.2 What practical difficulties would arise from using income related criteria to determine
eligibility for different tariffs and how might they be best avoided?

Criteria Related to Telecoms Usage

7.16 A third possible way to target tariffs would be to relate eligibility for the tariff (or its attractiveness)
to the volume of call minutes made by the consumer, or the volume of international call minutes
made, or the call bill. This might be simpler to administer than income related criteria, since the
operator can relatively easily observe the volume of calls or the call bill. It could be effective in



s targeting assistance, if there is a good correfation between a low volume of these call mlnutes
‘ and affordability difficulties.

The UK provides an example of a tariff scheme, in which eligibility for a more unbalanced tariff is
based on the call bill. The bottom twenty one percent of households by call bill are eligible for a
tariff (called the “Light User Scheme”) that involves a specially discounted line rental, but higher

— priced calls. It is designed so that consumers on the scheme always have a lower bill, given the
v number of calls they make, by being on it rather than the ‘standard’ (more rebalanced) tariff.

7.18 Another example is Latvia, which has recently introduced a similar type of tariff, involving a lower
b fixed charge than the standard tariff, but call prices twice the standard rate beyond a threshold
number of call minutes. The scheme (though optional) is designed to appeal to (and provude
assistance to) low volume users. ° i

7.19 Research in the UK has suggested that there is some correlation between low teléphone usage
: and low income, but that the correlation is far from perfect.. If this approach was to be pursued, it
would be helpful for research to be undertaken in Jamaica on this question

Q7.3 Would telecoms usage criteria for determinlng tariff ellgibility be effective in targetmg
assistance on those most in need?

Respective Roles of the OUR and CWJ

7.20 Generally, it is for CWJ to propose tariffs and, where there is a need for regulatory involvement,
-~ for the regulator to accept, reject or modify them.~ This section considers some possible reasons
for the regulator to be more ¢losely involved in the design of tariffs. The reasons fall into two
categories: first, the need for consumer safeguards, and second, arguments that there may be a
divergence between the interests of CWJ and the national interest.

Consumer safeguards

7.21 One of the possible arguments against optional tariffs is that consumers might become confused
- and find themselves on the wrong tariff. Certain safeguards for consumers might therefore be
required.

7.22 To make a sound choice, consumers need to be properly informed abnut each of the tariffs on

. offer and the implications for their particular calling pattern. It could be argued that, where there
is a range of tariffs available, consumers should automatically be put on the one best suited to

; them, such as the one that results in the lowest bill for their number and type of calls made.

r There is a case for this approach, but it might not always be appropriate. One of the points of -

: optional tariffs is that it is left to consumers to make the choice, because they have the most
information about their actual and potential calling patterns. Also, a consumer’s calling patterns

_ can vary from month to month, or quarter to quarter, so the automatic approach could result in
some consumers moving regularly from one tariff to another, which they might dislike or find
confusing.




7.23

7.24

- implications for the achievement of universal service, in which there is scope for a divergence

It should also be recognised that some consumers might make mistakes in choosing a tariff.
Sometimes tariff schemes can have joining fees. Whilst there can be a good reason for such
fees (eg to cover specific administrative costs incurred), there is a danger that consumers that
made initial mistakes could be penalised. Consumers should be able to correct any initial
mistakes, without facing an undue penality.

Possible divergence of interests

There are four further reasons in principle why the closer involvement of the regulator might be
considered in this context. First, the structure and type of tariffs offered have important

between the incumbent operator’s private interest and Jamaica’s national interest. For example,
it is likely to be unprofitable to offer very unbalanced tariffs, particularly to consumers who are
relatively low users and/or are likely to receive few incoming calls, especially international calls
(which, as noted in Chapter 4, appear to be very profitable for CWJ). However, the promotion of
universal service may require such ariffs to be offered to ensure affordability (the funding of

B R

universal service is discussed in Annex E).

7.25

7.26

7.27

Q7.4

Second, one possible tariffing approach would be to rebalance tariffs for some consumers who
could afford to pay more cost reflective prices. Such an approach would have distributional
effects, benefiting some consumer groups but harming others. It is not necessarily appropriate
for the incumbent operator to be making decisions of this nature.

Third, there is the possibility that Jamaica as a whole is suffering through distortions to the
incumbent's incentives, even if those distortions are created by regulation. For example, CWJ's
licence issued in 1988 specifies that it will be subject to rate of return regulation. One
disadvantage of this type of regulation (compared, for example, to price caps) is that the
regulated company may be dissuaded from engaging in profit enhancing measures that are also
in consumers’ interests, because the additional profit earned might simply be immediately taken
back through enforced price reductions. Optional tariffs for those who would prefer to be on a
more rebalanced tariff may fall into this category.

Fourth, it is possible that tariffs which would be desirable for consumers are not offered, because
of inefficiency on the part of the incumbent operator. Inefficiency can take the form not only of
excessively high costs, but also not being properly responsive to consumers’ demand. A
different possible reason for certain types of tariff not having been introduced in the past, or
possibly prevented from being introduced in the future, is the regulatory approval required by
CW.J for changes to the prices under discussion. Through this consultation the OUR is seeklng
views on the types of tariffs that should and should not be approved.

What should be the respective roles of the OUR and CWJ in developmg tariffs for N

universal service and rebalancing?



Conclusion

7.28

7.29

Q7.5

The current set of tariffs offered by CWJ for fixed telephony services provides very little variation.
Business customers pay a higher connection charge and line rental than residential consumers,
but call prices are the same for all consumers, and there are no volume discounts or optional
tariffs available. Chapter 6 provided some reasons why this lack of variation might be
undesirable; this Chapter has discussed the ways in which the variation might be provided.

Some of the ways to rebalance tariffs and target assistance have possible associated problems.
For example, some may target those with affordability difficulties imperfectly, either by failing to
provide assistance to those who require it, or by providing assistance to some who do not require
it. Others may raise administrative difficulties or costs. But, proponents would claim that these
methods would represent an |mprovement on the current approach, in Wthh consumers have no
choice over their tariff, and assistance is not targeted at all.

In what ways could achievement of the universal service objective be best promoted, eg
how should tariffs be designed to target those with affordability difficulties?




CHAPTER 8: THE WAY FORWARD

Introduction : ) ; v i

8.1

82

83

84

This document has sought to explain the nature of the rebalancing debate and its importance to
Jamaica. Apart from some parts of Chapter 4, it has focused for the most part on qualitative
issues, discussing the issues involved in the current structure of tariffs, the pressures and the
possible benefits from rebalancing, the methods that might be used to achieve it, and the types of
consequences that might be expected for different groups of consumers, a3

[SU )

To assist the OUR to chart the way forward, the specuf c consultatlon questuons asked m the
earlier chapters address various more detalled aspects of the followmg broader questlonS'-

; How should Jamarca slart to prepare for rebalancmg that mlght be fm:ed upon n by extemal
pressures?

. o217 ShouldJamaica actively pure}re rebalancing everi iff the'absence of sUch'external préssures?

» If theanswer fo either question is “yes"; what mechanisms should be Used to rebatance tariffs,
in order to protect those consumers most in need of assustance"'

The results__oi iﬁe OUR's careful consrderatron of the responses that it hopes to receive to the
- consultation questions will be reported in the second Consultative Document; which the OUR
expects to publish next year:=That document wili also take further the quantitative analysis of the

issues and put fonNard for consultanon options andlor proposals for a Rebalancmg Strategy for

Jamaica.

The next section considers and invites views on the principles that the OUR should adopt in
developing a regulatory framework for tariff rebalancing.-Then the quantitative analysis that will
feed into the second Consultative Document is discussed. The final section addresses the
regulatory process and pulls together the threads of the discussion.

Framework for the OUR’s Consuderations

8.5

in developmg a regulatory framework for tariff rebalancing; what prmclples shouid the OUR take
into account? The OUR's initial view is that the following principles are relevant:-

The interests of all groups of consumers should be taken into account—In the context of tariff
rebalancina one natural classification of consumers is the following:-

- Those who benefit from the current structure of tariffs, because they make or wish to make
relatively few international calls. This characteristic may generally be associated with
residential consumers of below average income, and some types of business customer.

- Those who suffer from the current structure of tariffs, because they make or wish to make

++° arelatively large number of international calls. This may generally be associated with
residential consumers of above average income and many business customers.
Those who are potential future subscribers. In 1995 only 21% of Jamaican households
had a telephone — although CWJ has significantly increased the number of lines since



then, there is still a long way to go before the Government's universal service objective (a
telephone in every household that wishes to be connected to the network) is achieved.

Another possible classification would be those consumers who could afford to be on the
telephone network at more rebalanced tariffs, and those that could not.

o The trade-offs that some rebalancing policies have between different groups of consumers
should be carefully considered. The OUR is especially seeking views from respondents to this
document on how such trade-offs should be made (see Q8.2 below).

« Economic efficiency should be promoted within a context of the social policies specified by
the Government and concern for the dlstnbutlonal effects of dlfferent actions and pOllCleS

« - The most efficient ways to attain soclal objectlves should be sought For example umversal

__-service may not requnre unbalanced tariffs for all and targeting may be more effi c:ent R

. Regulatory action should be initiated only where appropnate and required. Intervention by the
OUR in the setting of tariffs by CWJ could lead to distortions, unless there is a sound basis for
regulatory involvement, such as a divergence between the interests of CWJ and those of
consumers, economic efficiency, or the Government's social objectives, which the OUR has been
given a remit to promote.

8.6 The OUR also _nu{es_that existing licence conditions are binding, such as those relating to CWJ's
minimum and maxlmum perm!tted rates’ of return

08 1 What principles should the OUR take lnto account in developlng a mgulatb)}; framework
" for tariff rebalanclng?

Q8.2 Should an equal weight be given to all groups of consumers, or should serving the
interests of some consumers be given priority? If the latter, please explain which
consumers and why.

Informaitirurn and Analysis Required

87 Inthis document quantification of, for example, the extent of unbalanced tariffs and the |mpact of ==
rebalancing on different consumer groups has been severely hampered by a lack of relevant
_information._In many.cases comparisons have had to be made with prices and costs in other .. . ..
countries; where conditions might differ materially from Jamaica It is the OUR’s intention to =~

-—obtain the missing information and undertake such additional analysis as is’ reqUIred to allow
. properly informed judgements on tariff rebalancing to be made. The OUR proposes that the

.-second Consultative Doc ment on rebalanclng wnll Incorpo ate the es its f this quantifi cation
swork,~ 1 % :

: 8 8 ﬁThe OUR conmders ‘that at |east the followmg informatlon and analysls will be requrred
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8.9

Existence of unbalanced tariffs

. Obtain relevant and robust cost information by service.
. Quantify the existence and extent of unbalanced tariffs in Jamaica.

The most obvious source of the relevant and robust information referred to is CWJ. - Another
possibility would be to pursue the use of cost proxies, such as cost information from other .-
countries, as set out in various places in Chapter 4. A third option wouid be to use economic-
engineering cost modelling adapted to-Jamaican conditions=A number of such cost models exist
and have been or are being used by regulators in other countries (such as USA, UK,
Netherlands; France; Hong Kong).= Some of these models are publicly available and could be
adapted as appropriate for Jamaica. Such models have sometimes been criticised for
understating the true level of costs; by omitting relevant costs-and assuming idealised; unrealistic
network design and operation: On the other hand accounting information has been criticised for
lacking transparency, allocating costs among services in arbitrary ways and overstating the
efficient level of costs; by incorporating the inefficiencies of the incumbent's network design and

i operatlons Thisidebate is often characterised.as the top-down approach (accountlng system) N

8.10

8.11

b by

pproach (englneenng;moﬁel)

The botto_m-up _approach should not be seen as entnrely mdependent of CWJ Sngmf cant

amounts of disaggregated mformatlon on<Jamaican conditions are required to  populate .-

engineering models; relating for exampie to' geography, cost factors and dem: d pattems

Sources’ for some of this’ mformatnon outsude of CWJ might be difficult to find

o explor wnth CW1 the st y

information:onthe costs-ofiservicesJf such information.is'not forthcoming within the. necessary
timescale; or if itis oi” insufficient quality; the OUR would consider using other. types of cost
modelling or. cost proxies; such as cost lnformatvon from other countnes to |nform lts

- quantification of the issueg==== : e

8.12

What approach should the OUR adopt to obtam cost mformation on Jaman:a that is
relevant and robust? "~

impact of rebalancing

. Obtain information on residential and business consumer bill distributions in Jamaica.
. Analyse the impact that changes in the tariff structire might have on different grotips of
consumers.

The simplest impact analysis wouid be to assume unchanged volumes and establish which
consumers would end up with higher bills and by how much under various different rebalancing
scenarios. However, this would ignore the fact that volumes would be expected to change in
response to more rebalanced prices. It would also presume that consumers are worse off if their
bills go up, whereas consumers can gain even if their bills increase, if they make additional call
minutes on which they place a sufficiently high value. To analyse on this basis, some information
-on the nature of telecoms demand would be needed, including values of the demand elasticities
(the responsiveness of demand to price changes). This might be done by looking at the results



of studies carried out by CWJ in Jamaica (if any), studies in other countries, or by the OUR
""" commissioning a spemf ic study “The latter would place a much heavier burden on the OUR’s
limited resources. . . . .

Q84 What mformatron should the OUR obtain and what quantrtatlve analys:s should rt '
undertake?

The Approach to Rebalancing
Separating rebalancing from rate reviews

8.13 There is a conceptual distinction between a change in the structure of prices (rebalancing) and a
change in the overall level (the subject of rate reviews). In this spirit, the OUR would like to

-—explore the optron of treatlng tariff rebalancing and rate reviews as analytically separate issues,
t regulatory processes. .| -This seems .8pp priate because
Ir

Process

8.14 - As part of its normal rate applications, CWJ's request for an increase in prices might be
combined with a request for tariff rebalancing. There is a procedure and specific rules laid down
in CWJ's licence for rate reviews, some of which may not be helpful in this context. For example,
the regulator is not required to consider any rate application made before twelve months have
elapsed since the previous application. If a significant change in settlement rates was to occur

if settlement rates were to change more frequently.than once a year, it might be -

8.15 In addition, the OUR is consulting in this document on whether there could be benefits from a
more positive approach to rebalancing, because of the possible benefits to consumers, rather
 than solely reacting to settlement rate changes. It is conceivable that one outcome of the
..consultation could be to pursue rebalancing for some consumers, but phased in over a period of
time to avoid large one-off changes in tariffs. If applications to alter prices were only possible
“once every twelve months, some potentially helpful options would be ruled out such as
““progressive targeted rebalancing (say) every six months. : R

* Definition of rebalancmg
8.16 If rebalancing is to be distinguished from rate reviews, a definition of the dlstlnctron wrll need to
B be specrf ied. _One definition of rebalancing mrght be price neutr:

Achangeina set of prices that makes such prices more cost reflective, but involves no

change ln the welghted average price. - ; . .

8.17 One leading option for defining the weights to compute the averages before and after the pnce
changes would be that each price should be weighted by its share of volume in the previous




basis the average could be calculated from existing information. However, orie' problem with this
approach is that it is likely to result in an increase in CWJ's profitability; possibly to thé“extent that
CWUJ'’s rate of return rose above its maximum permitted level of 20%. The reasons why_
rebalancing is likely to be profitable were discussed in Chapters 6 and 7. Essentially, the__ _

demand for the services whose prices are inicreasing are likely to'be less efastic’
for the services whose prices are decreasing. =

&'demand

8.18 A second approach to defining rebalancing might be profit neutrality:
A change in a set of prices that makes such prices more cost reflective; but involves no
change in the expected profitability of the operator in the twelve months following the price
changes (or in the following financial year). . .

8.19 The difficulty is that this would require that particular values of price efasticities (and other key
factors affecting demand) bé specified, in order to derive a forecast of volumes after the price
. changes have come into_effect. Furthermore; there would-also need to be forecasts of the costs
of the expected additional volumes (and of the cost savings from the forecast reduced volumes
for those services whose price was increasing):“ There is likely to be significant uncertainty about
the true values of the elasticities and the shape of the cost functions, and as a consequence ;
forecast errors will be inevitable. Howevet, on the.other hand, it represents the conceptually . . .
... correct approach if the intention is to sepdrate rebalancing fom TataTevlews (whichare =~ -
. :'ico_n‘c_emerd‘with Q_W_!j'_s pl_’pﬁtability) i v,.v.‘. B TR N N R L T L IR TL ey

8.20 A third approach to defining rebalancing might be revenue neﬁtfalify: ' '

A change in a set of prices that makes such prices moré cost reflective, but involves no
change in the expected revenue of the operator in the twelve months following the price
changes (or in the following financial year). ' ‘

8.21 This approach would be intermediate between the first two definitions. "It might involve errors in
the forecasting of revenues, but it would at least attempt to take account of the revenue effects of
the price changes, which the first approach simply ignores. But, by failing to consider the cost
implications of the volume changes (that are explicit or implicit in the revenue forecast), CWJ's
‘rate of return might be systematically raised or lowered by rebalancing (defined in this way),
depending upon whether CWJ's costs were reduced or increased by rebalancing. However, this
definition might have advantages, if there was no clear presumption about whether costs would
rise or fall, and the forecasting of costs was considered more difficult than the forecasting of

TEVEnues. .

Q8.5 Is it desirable to separate rebalancing from rate reviews and, if so, how should rebalancing
be defined?

i

"' An equivalent expression of this condition is that each percentage price change should be weighted by its share of revenue in the
previous twelve hs (or latest fi ial year). ’




Different tariffs fqr dirfferentrconsumgrs: putting it all tpggther )

8.22 Some might regard the current, almost entirely undifferentiated tariff structure offered by CWJ as
‘fair’. But the discussion of possible rebalancing policies in Chapters 6 and 7 suggests that it is
likely to be economically inefficient, because:-

« A group of consumers would prefer to be on a more rebalanced tariff. By using optional tariffs,
_ rebalancing for these consumers could be done in a way that did not harm, and might benefit, other
consumers.

* A group of consumers could afford to be on a more rebalanced tariff. More effective targeting
of assistance on those most in need could enable universal service to be delivered more effectively
and more rapidly. This could occur independent of settlement rate decreases, that might occur as a
result of the pressures discussed in Chapter 5. Or, it could be considered as one part of the
response to such changes, in order to provide the most protection to those consumers least able to

-afford increases in their.telephone bills. — . S

8.23" Chapter 7 discussed a number of different types of approaches to tariffing - Figure 8.1 itllustrates
how they might all fit together. The vertical axis show the consumer’s telephone bill. The
horizontal axis shows the number of call minutes made - for ease of exposition, it is simplest to
consider only the outgoing international call minutes. Five different possible types of tariff are
shown. One key feature of the tariff lines is the intercept with the vertical axis, which gives the
line rental plus any other fixed charges for that tariff. The other important factor is the slope of
the tariff line, which indicates the price per minute of (international) calls: the steeper the slope,
the more expensive the calls.

Figure 8.1: lMustration of different types of tariffs

Telephone
bill

Current
unbalanced tariff

e New ‘standard’
Ve tariff

. Standard line rental plus

- | - Optional [
additional fixed charge ptional* (mor

_rebalanced) tariff _{

Standard line rental |

B Low user
Current line rental & tariff

Low user line rental

Outgoing calls barred @ Optional outgoing
line rental calis barred tariff

Volume of call minutes |
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8.24 The current tariff involves a relatively low line rental and rela'tlvely high prices for international
calls, so this tariff line has an intercept quite close to the origin and a steep slope. One possible
approach would be to rebalance this tariff to become the new ‘standard’ tariff that has a higher
intercept, but a flatter slope (higher line rental but lower intemational call prices). At the time this
was done, (at least) three additional tariffs could be offered.~ Two of these would be to protect
consumers with affordability difficulties. First, by allowing low users to remain on the original
unbalanced tariff (called the low user tariff in Figure 8.1). 12 sacond, by introducing an optional
outgoing calls barred tariff with an especially low line rental - this tariff is shown as a point close
to the origin on the vertical axis. The other optional tariff, which would be the most rebalanced
tariff on offer, would be attractive to relatively high volume users. This would involve an
additional fixed charge (an intercept higher than all of the other tariff lines), but a lower ‘price per’

~ minute for international calls (the flattest slope of all of the tariff lines shown).

8.25 - In a context in which specific tariffs were being targeted at different groups of consumers, the

tariffs could be designed to better reflect each of their needs; which may be quite different from
- the rest of the population~ For éxample; those with affordability difficuities tend to care not just

e ﬂabout the chardes incuired, butalso the predictabilify and managéability of charges.. So, a fixed,
bill per month, possibly pre-pald, cotild be attractive fo this group of consumers (this is orie of the
.. possible advantages of the pufgblng,;:g]lsbarredjatﬂf). _Or the consumers that make or wish to

makea large voliime of interriational calls would prefer a miich more rebalanced tariff, that would

" not suit other consumers. ) .

8.26 Questions were set out in Chapters 6 and 7 individually on each of these possible tariff
.approaches:=But.because it.is.so.important to the overall thrust of the.approach to rebalancing,
the OUR would also like to invite views on the general principle of different tariff packages for
different consumers. . .

Q8.6 Do respandents ‘consider that different tariff packages should be developad for dlfferent
- groups of ¢ consumers? Please explam thereasons for your view.

2 qtis not necessary for the low user tariff to he the same as a portion of the original tariff - it is shown in this way in Figure 8.1 partly
because it avoids excessive complexity in the diagram. However, such an approach might make implementation of the tariff easier.
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CHAPTER 9: - - - LIST OF CONSULTATION QUESTIONS
The consultation process on tariff rebalancing

Q2.1 What consultation methods if any, should the OUR adopt to supplement the’ ‘written consultation
and at what point in the consultation process?

The current structure of prices

Q4.1 Please explain, giving reasons, whether or not you agree with the OUR'’s prellmlnary conclusnons
on the relatlonshlp of the current structure of telephone prices to costs.

Q4 2 What addmonal evndence should the OUR use to assess the eXIstence and extent of unbalanced
tariffs in Jamalca?

Q4 3 Please explaln glvmg reasons, whether orvnot, you agree with the OUR‘s prellmlnary concluswns
on how unbalanced tariffs are sustained.

External pressures for settlement rate reductions

Q5.1 Do respondents consider that a reduction i in Jamaica's settlement rate with the USA either to the
level of the target rate proposed by the Chairman of the ITU's Focus Group or the FCC's
....benchmark rate would force significant increases in the prices of domestic services in Jamalca?
Please explain the reasons for your view.
Q5.2 Do respondents consider that substantial reductions in settlement rates in the near future
because of pressures from the FCC or the ITU will be avoided and, if so, why?

Q5.3 Do respondents agree with the OUR that preparations should be made now to develop the
regulatory framework to cope with future possible settlement rate changes?..

i ~:Possible benefits of rebalancing ... ... ... ....

~Q6,1,.What view (if any) do respondents have on whether Jamaica benefits or suffers. overall from hngh -

settlement rates; and how has this view been arrived at?

" @6.2:-What benefits would Jamaican busin obtain from lower pﬂg_qd _lnt_ematlonal calls; and what o
: markets or services would be stimulated?..-.- .- B

Q6.3 ‘What types of buslnesses and services. located in the Montego Bay Free Zone area have N
benefited from access to lower priced international calls? Specific examples and any

.. quantification of the benefits il erms o Jamai rLemponmen created busx ess growth etc.
““would be’ especnally ‘welcome’




Q6.5

Q6.6

Q7.1

ar2;

Q7.3

Q7.4

Q7.5

Q8.1

Q8.5

Q8.6

—different tariffs"and how might they be bestavoided?:

Would it be desirable for optional tariffs t“aﬁé*offefeamamarca?;i;léase*eo(pla'iﬁ' the reasons for
your view.

R

Do respondents agree with the d|st|nct|ornhaftm,rouR13‘drawmqbetweemmwersal servn:e (the
objective) and unbalanced tariffs (the means)?-f not; please explam why- not

Should an approach of rebalancing tariffs for those that could afford it be actively pursued, or
should it be considered only in circumstances of decreases in settlement rates? .

il
i
i
i

R EEA R FII T AT TR R 1 ot

Ways to rebalance tanffs

How should the low price optlonal tanff be desngned so that it would only be selected by those
with affordability difficulties?

-What practical difficulties"'would arisefronrusingincome re|ated1:ntena to—detenmneehglblhty for

Wotuld telecoms usage criteria forc detenmmrTg tarlffehglblhty beeffective i targetmg -assistance
on those most in need?

rosersrrmemtre taTITION Y

What should be the respective ro|es of the OUR and CWJ i in developlng tarlffs for umversal
service and rebalancing?” : - SIRAN R

In what ways could' achievement of the universal service objective be best promoted eg how
should tariffs be designed to target those with affordability difficulties?

The way forward

What principles should the OUR take into account in developing a regulatory framework for tariff
rebalancing?

Should amequal welght be given to ail groups of consumers; or should serving the interests of

some consumers be given priority? - If the Iatter please explain which consumers and why.

\What annroach chould the QUIR adant to obtain cost information on Jamaica that is relevant and
robust”

What information should the OUR obtain and what quantitative analysis should it undert’ake?“

Is it desirable to separate rebalancing from rate reviews and, if so, how should rebalancing be - -
defined? ’

Do respondents consider that different tariff packages should be developed for different groups of
consumers? Please explain the reasons for your view.



Arbitrage and bypass (Annex C)

QC.1 Even if attempts are made to prevent arbitrage, such as refile and call back, will the exploitation
of profitable arbitrage opportunities have an effect in reducing Jamaica's settlement rates and/or
reducing CWJ's net settlement profitability?

QC.2 How important (in terms of amount or proportion of traffic) will be the methods for accounting

rates to be bypassed, and how soon can their effects on a significant scale expect to be felt in
Jamaica?

Fully rebalanced tariffs (Annex D)

QD.1 What approach should be takeh to defining *fully rebalanced’ tariffs, both conceptually and for
practical implementation? oo

w'i?:!'“zwzn:“”
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rANNEX A: i = WORLD TRADE ORGANISATION (WTO) BASIC SERVICES
' : AGREEMENJ' ~JAMAICA’S COMMITMENTS

The Government of Jamaica’s oofr;nmitments as Ipeirt of the WTO agreement and the Reference Paper
on Regulatory Principles may also be viewed on the WTO's Website at
www.wto.org/wto/new/gbtoff.htm | :

WORLD TRADE ‘ GATS/SC/45/Suppl.1

11 April 1997

ORGANIZATION

(97-1453)

Trade in Services

JAMAICA
Schedule of Specific Commitments
- Supplement 1

(This is authentic in English only)

This text is inserted as the Telecommunication services section in document GATS/SC/45.




ot !Zl

: msns—border supply

da \‘ 1ot

2) C ption abroad

3) Commercial presem;e >4) Pri

JAMAICA - SCHEDULE OF SPECIFIC COMMITMENTS

of natural persons

tor. 1

Limitations on Market Access

Limi

on National Tr

Additional Commitments

Voice telephone scmcu i‘ ‘

(7521)
domestic, fixed network
only

international, wire and
wireless networks

for publicuse - ],
Telex services (7523‘”)
Telegraph services (752?

Private leased circuit | |

services (7522%*, 7523“)‘ ‘

domestic, ﬁxednc(work :

facilities ‘

international, wucand

wireless network facnl{ucsb

Facsimile sérvices
(7521%%, 7529%%). -
Enhanced/value-

i v

(3) Voice telephone, facsimilcr telex, and
teleprinter services may not be supplied
over cable TV network facilities

3

1| Until Sept. 2013, bypass of exclusive
|private operator not permitted. .
Callback services and refiling not permmed

|

(2) Callback services not permmed :

(3) Reserved to exclusive supply until

Scpt 2013 No limitation on foreign equity
ion in the exclusive pnvate
it . 1 Operator. |

a

-

: - i B
(4) Unbound except as indicated in the
horizontal commitments |

m

@
(©)

@)

None ;

None

None

Unbound except as indicated in
the horizontal commitments

See attached additional
commitments on regulatory
disciplines.

The Government will submit to
Parliament a new draft law on
Telecommunications. This law
will provide the legislative
framework for the provision of
telecommunication services
reflecting technological
advances and pro-competitive
practices in the sector.
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Modes of supply: 1) Cross-border supply 2) C ption abroad  3) Commercial presence 4) Presence of naturil persons

Limitations on National Treatment

Additional Commitments

i~ Sector or subsector Limitations on Market Access
a.  Voice Telephone Services (1) Until Sept. 2013, bypass of exclusive
(7521) pnvatc opcrator not permitted - |
- for pri\.z;té ﬁse (2) None v
3)

b. Packet-switched data
transmission services
(7523**)

- Domestic

¢ Circuit-switched data
transmission services
(7523*%)

- Domestic

h.  Electronic mail (7523**)

i Voice mail (7523*%)

j.  On-line information and
data base retrieval

(7523%*)

k.  Electronic data interchange
(7523*%)

m. Code and protocol
conversion

n.  On-line information and/or
data processing
(incl.transaction
processing) (843**)

(G

m
(03}
3)
@

m
@
(€]
(C)

Reserved to cxclusxvc supply until Sept.
2013 !

Unbound except as indicated i in he
horizontal commitments

None Py

None

None

13 i
RIS ]
Unbound except as indical
. o1k 1
horizontal commitments
IiF

None
None

None i »

Unbound except as in
horizontal commitments

: ?;!I NI

(1) None
(2) "None
(3) None
(4) Unbound except as indicated in
the horizontal commitments
(1) None
(2) None
(3) None

(4) Unbound except as indicated in
the horizontal commitments

(1) None
(2) None
(3) None

(4) Unbound except as indicated in
the horizontal commitments

The Government is in the
process of reviewing this with
the exclusive private operator in
the context of the draft Telecom
Bill and the establishment of the
regulatory regime in 1997. If
the outcome of this review is
favourable, the Government will
submit an improved commitment
on private voice telephone
services.

0. Other

Internet and internet access
services (75260)

m

2)

Until Sept. 2013, excludes voice thephony
over Internet

Nome . . . i

(1) None

(2) None

The Government is in the
process of reviewing this with *
the exclusive private operator in
the context of the draft Telecom
Bill and the establishment of the




'

of natural persons o

3 C ial presence _4) Pr

3 TR T
1) ¥ iCross-border supply ! 2) Consum umption abroad

' Modes of 8
" ' Sector or sub on Market Access Limitations on National Treatment Additional Commitments
regulatory regime in 1997. If
(3) Until Sept. 2013, excludes voice telephony (3) None the outcome of this review is
over Internet favourable, the Governmem will
i : submit an improved commitment
o (4) Unbound except as indicated in the (4) Unbound except as indicated in on voice over Internet. |
; ;. horizontal commitments the horizontal commitments
Digital mobile services (1) Commercial presence required (1) None
(terrestrial) (75213™): :
- Cclluhr/mobﬂe Iclephone ~| 2 None (2) None
. services . a .
. ; [ (3) Five to ten year licence scheduled to be (3) None
; issued to exclusive private operator
:,‘ (4) Unbound except as indicated in the (4) Unbound except as indicated in
;i - horizontal commitments the horizontal commitments .
Mobllc telephon!: services wo:i ] (1) Nome (1) None
(satellite-based) (15213") !
2 Domestic’i ' "(2) "None (2) None
(3) Five to ten year licence scheduled to be (3) None
| issued to exclusive private operator
i1 (4) Unbound except as indicated in the (4) Unbound except as indicated in
i i horizontal commitments the horizontal commitments
Mobile telephone services (1) Until Sept. 2013, the exclusive private (1) None
(satellite-based) (75213 ') operator has rights of first refusal to enter
- International ‘ . into arrangements with suppliers of such
Fixed satellite mmpon services satellite services
- Intcmauoml
(2) None (2) None
(3) Until Sept. 2013, the exclusive operator has  (3) None
rights of first refusal to supply such services
(4) Unbound except as indicated in the
' . i+ horizontal commitments (4) Unbound except as indicated in
B ; the horizontal commitments
1 H




Modes of supply:

Cross-border supp iz 2) _Consumption abroad

3) _Commercial presence 4) Presence of nan

Limitations on Ma:lm Access

u'al persons
:..i Additional Commitments

Limitations on National Treatment :

horizontal commitiient * '}

the horizontal commitments

i ‘Dmtﬂmobﬂesemccsw b | (1) “None b ! —_ | (1) Nome . ;- i FNEYY
(terrestrial): * v i ;
- Mobile data services (2) None IR -(2) 'None Pt
- Personal communications
* services '’ (3) None (3) None
- Paging (75291) S vl i ! i
(4) - Unbound except in the (4) Unbound except as indicated in
horizonta! section the horizontal section '
g ! .
Video transmission services (1) Until Sept. 2013, excludes vi&eo telephone (1) None The Government is in the
(satellite-based) (75241"") ) ) process of reviewing this with
(2) None e (2) * None the exclusive private operator in
: i the context of the draft Telecom
(3) Until Sept. 2013, excludes v1deo telephony (3) None Bill and the establishment of the
Ponilgnta ) I ' regulatory regime in 1997. If
(4) 'Unbound except as indlcatcd m the (4) Unbound except as indicated in . | the outcome of this review is
horizontal commitments ; the horizontal commitments favourable, the Government will
s i i submit an improved commitment
1 on video telephony services.
Trunked radio system services (1) None i
| (1) None
(2) None ' '
| 1 (2) None ° '
(3) Until Sept. 2013,! mlercoxmecuon with local
public swnched nctwork 'not permitted (3) None r
i ll T i
(4) Unbound except as mdu:atcd in the (4) 'Unbound ey‘(cept‘ as indicated in
horizontal comrmtmcms i “ the horizontal commitments
Teleconferencing services (1) Until Sept. 201 aly on uetv!rork facilities (1) None
(75292) supplied by the cxcluswc pnvate operator
i} (2) None
(2) None
Y 1/'1 If (-
(3) Until Sept. 2013, only on nelwork facilities (3) None
supplied by the excluswc pnvate operator
(4) - Unbound except as mdlcatcd in the (4) Unbound except as indicated in
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Modes of supply: l) l Cross border supply 2) Consumption abroad 3) Commercial presence 4) Presence of natural persons

e

. «Sector or subsector ' Limitations on Market Access Limitations on National Tr Additional C
] T |
i I
Intem:manal voxce. dau and | (1) None ! (1) None
video transmission services i :
supphed to firms mvolvcd in §:1| (2) None (2) None
information processing locatcd :
wuhmfreewncs . i : i i1| ( Until Sept. 2013, interconnection with the (3) None
' | b local public switched network not permitted.
‘ ; ‘ Service to unauthorized parties not
T E i permitted
b
’ E I1:1] 4) Unbound except as indicated in the (4) Unbound except as indicated in
T T horizontal commitments the horizontal commitments
3 [ i :
Telecomx‘nmcauons eq!npmlxlt! (1) None (1) None
salés, fental, maintenance, || |
connection, repair and consulting || (2) :None (2) None
services (75410 - 75450) i |
. ey | (3) None (3) None
i (4) :Unbound except as indicated in the (4) Unbound except as indicated in
‘ horizontal commitments ‘ the horizontal commitments
i |
r ]
it
i
)
]

D

- ,x,,

'Both et
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termmal equxpmcnt, PBAX. I

P

and network equipment including,
I

(N

but not limited to, tel,

sets, mobile tel
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ATTACHMENT: ADDITIONAL COMMITMENTS

REFERENCE PAPER
Scope
The following are definitions and principles on the regulatory framework for the basic telecommunications services. -
Definitions
Users mean service consumers and service suppliers.

Essential facilities mean facilities of a public telecommunications transport network or service that

(a) are exclusively or predominantly provided by a single or limited number of suppliers; and

®) cannot feasibly be economically or techmcally substituted in order to provide a semcc
A major suppher isa supplier which has the ability to mar.ermlly affect the terms of participation (havmg regaxd to pnce
and supply) in the .relevam market for basic telecomnmmcatums sgrvices as 8. rwult of -

(a)W comrol 6vék essenﬁal facilities; or

(b) use of its position in the market.

1. Competitive safeguards

"""" = 1nl Prevention of anti-competitive practices in telécomniunications

Appropriate measures shall be maintained for the purpose of preventing suppliers who, alone or together are a
major supplier from engaging in or continuing anti-competitive practices.

1.2 Safeguards

The anti-competitive practices referred to above shall include in particular:

{2} pnoaging in anti-com
) gagmg

(b) | using information obtained from competitors with anti-competitive results; and

(c)  not making available to other se;vices suppliers on a timely basis technical information about esseritial
facilities and commercially relevant information which are necessary for them to provide services.

2. Interconnection

2.1 This section applies to linking with suppliers providing public telecommunications transport networks or services in
order to allow the users of one supplier to communicate with users of another supplier and to access services prov1ded by
another supplier, where specific commitments are undertaken,
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22 Interconnection to be ensured

Interconnection with a major supplier will be ensured at any technically feasible point in the network. Such
interconnection is provided.

S

() under non-discriminatory terms, conditions (including technical standards and specifications) and rates and
of a quality no less favourable than that provided for its own like services or for like services of
non-affiliated service suppliers or for its subsidiaries or other affiliates;

(b) in a timely fashion, on terms, conditions (including technical standards and specifications) and cost-oriented
rates that are transparent, reasonable, having regard to economic feasibility, and sufficiently unbundled so

S that the supplier need not pay for network components or facilities that it does not require for the service to
be provided; and -

) upon request, at points in addition to the network termination points offered to the majority of users, subject
to charges that reflect the cost of construction of necessary additional facilities.

23 Public availability of the procedures for interconnection negotiations

The procedures applicable for interconnection to a major supplier will be made publicly available.

2.4 Transparency of interconnection arrangements

It is ensured that a major supplier will make publicly available either its interconnection agreements or a reference
interconnection offer.
2.5 Interconnection: dispute settlement

A service supplier requesting interconnection with a major supplier will have recourse, either:

(a) at any time or

(b) after a reasonable period of time which has been made publicly known
to an independent domestic body, which may be a regulatory body as referred to in paragraph 5 below, to resolve disputes
regarding appropriate terms, conditions and rates for interconnection within a reasonable period of time, to the extent that
these have not been established previously.
3. Universal service

Any Member has the righi to define the kind of universal service obligation it wishes to maintain. Such obligations
will not be regarded as anti-competitive per se, provided they are administered in a transparent, non- discriminatory and

competitively neutral manner and are not more burdensome than necessary for the kind of universal service defined by the
Member.
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4. Public availability of licensing criteria
Where a licence is required, the following will be made publicly available:
(a) all the licensing criteria and the period of time normally required to reach a decision concemir;g an o
application for a licence and
{

®) the terms and conditions of individual licences.

The reasons for the denial of a licence will be made known to the applicant upon request.

5. - -~ Independent regulators

The regulatory: body-is“sepataté from;-and not accountable to;-any supplier of basic telecommunicatiéis services.
The decisions of and the

6. ) P;iiocatlon and use of scarce resources” - R
PIE : LRI R T T R ST EEI L VTS PPl T R VI A H k)
Any procedures for the allocation and use of scarce resources, including frequencies, numbers and rights of way,
will be carried out in an objective, timely, transparent and non-discriminatory manner. The current state of allocated .
frequency bands will be made publicly available; but-detailed identification of frequencies-allocated for specific'government
uses is not required. - -
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ANNEX B: THE FCC’'s BENCHMARKS ORDER, AUGUST 1997

1. In this Annex a summary is presented first of the FCC’s position and proposals in its Benchmarks
Order?, and then some of the main criticisms that have been made of this approach. The OUR's
intention in presenting these summaries is simply to provide a purely factual account of the Order
and the surrounding debate. By their nature, the summaries will provide only a selected account
of the positions of the various parties involved in the debate. Consequently, it might be
considered by some that important pieces of information or arguments have been omitted.
Inclusion or omission should not be regarded as indicating the agreement or disagreement of the
OUR. :

Summary of the FCC’s Order

2. The FCC considers that settlement rates, which are significantly above cost, lead to artificially high
international calling prices for US and foreign consumers. The USA’s net settlement deficit was
approximately $5.4 billion in 1996. The FCC estimates that at least 70% of the annual settlement
payments made by US operators constitutes a payment in excess of costs. It regards its
Benchmarks Order as seeking to reduce this amount significantly by bringing settlement rates
closer to cost, which it believes will result in much lower prices paid by consumers for international
calls, and in turn will stimulate significant increases in traffic volumes.

3. The FCC's Order sets out benchmark figures for each country with which the USA has telecoms
traffic. By dates laid down in the Order (‘transition periods’), US licensed operators wiil be
required to pay a settlement rate no higher than the benchmark figure specified by the FCC for the
relevant country. Countries have been classified into four categories using their Gross National
Product (GNP) per head. Benchmark rates were derived for each category separately, and each
has a different transition period. In the FCC’s view, this categorisation provides a reasonable
indicator of a country’s ability to make the transition to settlement rates that are closer to costs.
The FCC’s benchmarks and the dates by which they are to be achieved are shown in Table 5.4,
which is repeated as Table B.1 for completeness. Jamaica is included in the lower middle income

category.
Table B.1: FCC’s benchmark settlement rates in US cents per minute
Country category Benchmark rate - | Date by which to be achieved i -
Upper income 15 1 January 1999
| Upper middle income 19 1January 2000. . — - ]
Lower middle income 19 1 January 2001 e
Lower income 23 1 January 2002 I
" | 1 January 2003 (for countries with less than one
_.{ line per hundred inhabitants)

Source: FCC-

Derivation of benchmarks - 7T ETos i
4. The FCC derived its benchmark figures from a methodology, which it refers to as Tariffed
Components Prices (TCP). The costs incurred by operators in terminating international calls are

RESHe I
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classified into three elements (see Figure 4.1), following ITU-T recommendatiomD+140;:In each,
case, operation and maintenance costs are relevant as well as mvestment costs (and some
indirect costs may also be relevant):- B T »
1. International transmission facilities — these facilities may include the following elements:
satellite transmission, earth station, submarine or terrestrial cable system,‘cable landing
station, and national links between these facilities and the international switch.. 7=

2. International switching fac;lutues = the cost of the international sw'tching centre andw
associated signalling equipment.

3. National éxténsion = tHe ¢ostof transmission and switching on the domestic network, using
the same facilities as would be used for a-domestic call (and, according t0.0-140;the local
loop, if appropnate and identified under a bilateral or multilateral agreement).

5. ... ;Flgures fi e ved. by maFCC based on the lnformatlon ihat ngatbered

P nts
_ on the tariffs charged by-operators in-foreign countries for intemational leased circuits (element 1)
and domestic calls (element 3). Cost information was not used, because it was not available. The
+- - figures fof-element 2-weretaken from:ififdithation published by the ITU on settlements between sy
i~ + . various European countrles, whlch showfhe -amou, of the rate: Iated jo intematlonal swntchmg

6. To arrive at the benchmarks TCPs were derived for countnes and then averaged together within

each country category. The FCC'’s view is that the' TCP for a country can' be-expected to'exceed
the costs incurred by the foreign operator in terminating intemational calls, primarily because the
TCP methodology uses tariff information, which will include cost elements not relevant to
terminating incoming international calls; such-as retail costs:: Tariffs'may also exceed the efficient
level of costs, if there are inefficiencies in the operatlons of foreugn operators (the TCPs were
averaged together to mitigate the effect of these inefficiencies on the benchmarks). The TCP

N .»ﬁgures for Jamaica (and, for comparison, other Caribbean countries) are shown in Table B 2.

3 For details of the assumptions used, see Appendix E to the FCC’s Report and Order.

Table B.2: FCC’s figures for Jamaica and other Caribbean countries, using the Tarlffed
_ Components Price methodology in US cents per minute —===
Country Intemational | International | National | Total TCP
transmission | switching extension

Jamaica 2.9 4.8 1.0 8.7
Bahamas . 52 1.9 12.8 19.9
Bermuda 4.5 1.9 3.5 9.9
Barbados 8.6 34 zero 12.0
Dominican Republic 3.6 4.8 6.1 14.5
Guyana 6.6 4.8 0.6 12.0
Haiti 8.6 4.8 17.0 30.4
Trinidad 3.6 34 7.6 14.6
Source: FCC




The FCC's TCP figure for Jamaica of just under 9 cents per minute is less than one-half of the
settlement benchmark rate of 19 cents that applies to Jamaica as a lower middle income country.
This difference arises from the averaging of Jamaica’s TCP with higher TCPs for other countries
in the lower middle income group of countries. :

Summary of criticisms of the FCC’s approach

8.

10.

1.

12

The FCC's Order was preceded by a Notice of Proposed Rule Making, which invited comments
from interested parties. The FCC received comments from over 90 governments and operators
outside the USA, in addition to comments from within the USA. A short summary of criticisms is
presented here to provide readers with information on both sides of the debate.

The FCC has been criticised for adopting a unilateral approach to settlement rates, which are
negotiated in bilateral agreements. It is suggested that effectively the FCC is seeking to control
the rate for terminating international calls charged by foreign operators that are outside of the
FCC'sjurisdiction. =~ =~ ’ ) ' ) ' '

Some commentators have suggested that reductions in settlement rates would not necessarily
flow through into reductions in the collection rates charged by US carriers, but might instead
merely increase the US carriers’ profit margin. Evidence cited includes the slower pace of decline
in recent years of both US carriers’ undiscounted collection charges and average revenue per
billed minute (which incorporates the effects of discounts) compared to the rate of decline of
settlement rates.

Some of the assumptions used by the FCC in its TCP methodology have been criticised. For
example, the use of tariffs for the national extension element, because in many countries, possibly
including Jamaica (see Chapter 4), domestic call prices are below cost (the criticism is most
clearly illustrated by countries that do not charge for local calls on the basis of usage, eg
Barbados, for which the FCC uses a TCP figure of zero). Criticisms have also been put forward
concerning the assumptions used by the FCC to convert prices per leased circuit into per minute
figures in the international transmission element, and the appropriateness of the information used
to derive the figures for the international switching element. Consequently, some critics consider
that the TCP figures are inappropriate and may significantly understate costs for some countries.

The classification of countries by GNP is regarded by some as inappropriate, for example,

.. because it is an imperfect indicator of the state of telecoms development of countries.. Some
. critics argue that the averaging of TCPs within each country category:is unfair, because certain

13,

countries (such as Jamaica) benefit by having a benchmark rate applied to them that is well above

the TCP derived, whilst others suffer a benchmark rate that is substantially below their TCP.

Another criticism is that the FCC has ignored in its benchmarks the need for settiement ratesto
make a contribution to enable incumbent operators in developing countries to make investments
to expand their telecoms networks, and to sustain unbalanced tariffs and thereby promote
universal service._The point is made, which the FCC accepts, that investment in network ——

“infrastructure in developing countries benefits not only those ecohomies: but alsa the economies

of other countries with which they trade and communicate. To many, the need to finance
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14.

investment and sustain unbalanced tariffs is regarded as a justification for settlement rates to
remain above the costs of terminating international calls. (Or, looked at another way, a ..
justification for including some costs of the local loop in the relevant costs to be covered by the
settlement rate). .

The FCC explicitly disagrees with some of these criticisms. For example, it argues thatitis_. .
misleading to compare collection charge declines against reductions in gross settlementrates, ~
because the effect on a carrier of a settlement rate decline is the reduction in its settlement
outpayment net of the partially offsetting reduction in its settlement receipt.- The FCC also“claims
that its benchmarks will generally be above costs and so will allow some contribution to be made
towards sustaining unbatanced tariffszz it emphasises that it is giving operators an opportumty to
supply evidence to demonstrate that its costs exceed the benchmark figure, in which case the
higher cost-based amount would replace the benchmark.: In response to criticism of its unilateral
~approach, the FCC states that it will waive enforcement of the benchmark settlement rates, |f a
"“multitateraltonsensus 1§ Teached “ona substantially equivalent measuré to achiéve our [the™ -
“FCC's) goaTs of a cosH:ased system of setﬂements in a t»mely manner: [paragraph 1 90].=

45—

16.

The FCC
nature of the-accounting rate agreements that they may reach with foreign carriers. 'As discussed
in Chapter 4, these include, for example, requiring the 50/50 division of the accounting rate, the
same accounting rate for all US carriers with the same foreign carrier (parallel accounting) and
proportional return. These restrictions, which are collectively known by the FCC asits
international settlements policy, are imposed to attempt to prevent dominant foreign carriers from
whlpsawmg, ie playing off one US carrier against another.

In August 1998 the FCC issued a Notice of Proposed Rule Making (NPRM)* that sets out
proposals to relax the international settlements policy in certain circumstances._This follows an

" Order® issued by the FCC in 1996 that allowed US carriers more flexibility in their arrangements
“with foreign carriers where competitive conditions exist at the foreign end of an international route.
The FCC's intention is to allow greater flexibility in the agreements between carriers providing
international calls, where it considers such flexibility would not result in anti-competitive practices,
such as whipsawing. In the NPRM the FCC proposes to remove the international settlements
policy for agreements with foreign carriers in WTO countries that do not have market power. It
has also sought comment on whether to remove the international settflements policy for olt carriers
from WTO countries that meet certain conditions, such as having 50% of traffic settled at or below
the FCC’s benchmark rates. CWJ would not satisfy any of the proposed conditions for the FCC’s
international settlements policy to be removed.

* In the Matter of 1998 Biennial Regulatory Review - Reform of the International Settlements Policy and Associated Filing Requirements,
IB Docket No. 98-148

$ Flexibility Order: /n the Matter of Regulation of International Accounting rates, CC Docket No. 90-337, Phase 11
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ANNEX C: ALTERNATIVE CALLING PRQCEDURES

1. This Annex contains a summary of the main alternative calling procedures available now or in the
near future. The first category involves ways of exploiting arbitrage opportunities within the
accounting rate system, such as differences between collection charges and settlement rates, and
among settlement rates. A second type are procedures that bypass the accounting rate system,
ie avoid the payment of the settlement rate for international telephony. -

Arbitrage opportunities

Refile .

2 Refile involves indirect routing of traffic through a third country (sometimes called a ‘hub’) and

) presentation of the call to the destination country as if it had originated in the hub country, rather

than sending it on the direct route between two countries. It could involve the payment of two
settlement rates, or more typically the use of an international leased circuit for one leg and so only
one settiement rate — see the discussion of bypass below (for ease of exposition, however, the
case of payment of two settlement rates is discussed further). Say there was a call from country A
to country C that was refiled in hub country B - there would be a settlement payment by A to B and
Bto C. This is unlike use of a third country for transit, where the accounting rate agreement
specifies use of a third country and a proportion of the accounting rate is paid to the transit
operator.

Figure C.1: Refile - hypothetical example

7 cents

Refile

Country B
(USA)

19 cents

N\

Direct route |
]
AY

T =l

Country C
(Jamaica)

3.” ""Refile may be used to exploit differences in settiement rates between countries. For example,
consider the following hypothetical example, illustrated in Figure C.1. Say the origination country
Awas the UK, the hub country B was the USA and the termination country C was Jamaica, and .

""" assume that the FCC's benchmarksettlement rate’ (19 US cents per minute) applied on the USA-
.. "Jamaica route, but that there had been no change in the UK-Jamaica settlement rate (63 cents) or

“7"""in the UK-USA'settlement rate (7 cents). There Wolild be a profitable efile opportunity for traffic
~—between the UK and Jamaica, because refile would result in settlement payments of 26 cents per




4.

minute (UK-USA plus USA-, Jamaica) as opposed to the 63 cents per minute that would be pald on
the direct UK-Jamaica route

Refile can apply pressure for settlement rates to be reduced For example if in the' hypothetlca|
example, a large proportion of traffic from the UK to Jamaica was refiled, there would be an
incentive for the UK-Jamaica settlement rate to be reduced to ‘recapture’ this traffic on the direct
route. Since, there may be some costs incurred in implementing refile, the direct route to’ Jamaica
is likely to be cheaper than the route through the hub country, so the traffic ‘recapture’ could occur
at a settlement rate just above the sum of the two settlement rates paid under refile (26 cents in
the hypothetical example). Where refile was carried out using leased circuits for one leg of the
route, the settlement rate would have to be lower-to ‘recapture’the traffic onto the direct route. - in
its commitments to the WTO, the Government of Jamaica has stated that refile is not permrtted
(see Annex A). But detecting and preventing refile may not always be<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>