
Expertise and experience in interconnection: 
Policy, costing and charge setting

Introducing Analysys Mason
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Interconnection is vital for a well functioning, competitive telecoms 
market …

� The ability to interconnect with other operators is essential for all operators, 
particularly for new entrants, as customers for the services provided by the 
new entrant want to be able to reach all existing customers 

� Analysys has assisted operators and regulators in developing 
interconnection policies and reference interconnect offers (RIOs) that set 
out the general rules under which operators have to provide interconnection 
to other eligible operators, and vice versa 

� Our assignments have covered all markets in the telecoms sector and have 
been commissioned by a variety of clients, including national regulatory 
authorities and telecoms operators

� Our approach is based on our comprehensive knowledge of technologies, 
economics and cost modelling, as well as our regulatory expertise in the 
rapidly evolving telecoms environment

Three stages in setting interconnection charges

Costing

� Choice of the efficient 
operator and the 
services to be costed

� Cost trends, 
depreciation methods, 
WACC

� Common costs and 
mark-ups (identification, 
EMPU, Ramsey)

Policy

� Alignment with 
regulatory objectives

� Assessment of desired 
market outcomes (e.g. 
service-based versus 
infrastructure-based 
competition)

� Capacity-based (e.g. 
FRIACO* or CaBIS*) or 
per unit of traffic

Charge setting 

� Ex-ante or ex-post 
intervention

� Glide paths versus 
windfall losses

� Symmetric or 
asymmetric

*FRIACO: flat rate Internet access call origination;  CaBIS: capacity-based interconnect service

Analysys’s approach to interconnection reviews
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Iterative, transparent process involving consultation 
with operators and regulators

Above-cost 
interconnection 

prices

Below-cost 
interconnection 

prices

Increases the 
attractiveness of 

on-net calling

Consumer effects

Decreases the 
attractiveness of 
market entry by 
new operators

Operator effects

Discourages 
investment by all 

operators

Increases retail 
charges, reducing 

retail service 
demand

Economic cost

Prices reflect costs 
in a fully 

competitive market 
and regulation is 

not required

Effects of varying degrees of cost-based prices
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… and needs to be aligned with the general regulatory context

� The first step is to understand the regulatory context in which the 
interconnection policy needs to be developed, including:

� general ICT policy, including universal access, timetable for 
telecoms liberalisation

� licensing structure (specific licences granted by the regulator 
or determined by market forces (unified licensing))

� maturity of the sector (level of penetration and price 
competition)

� current payment structure for retail and wholesale traffic (e.g.
payment by the originating network (e.g. CPP) or payment 
by the receiving network (e.g. MPP or bill and keep) 

� Within this context, specific objectives of interconnection policy
need to be agreed, including for example:

� stimulating investment in access/penetration

� increasing the scope of services being offered

� increasing affordability of services

� increasing the competitiveness of existing operators

� increasing the efficiency of existing players

� Three key decisions will have a significant impact on these issues:

� What is the basis for this payment? 

� a charge per minute tied to the retail charging 
structure will provide investment certainty, whilst 
a capacity-based charge provides more scope for 
innovation

� What costing methodology? 

� FAC stimulates infrastructure-based competition, 
whilst LRIC encourages service-based competition

Specific licences CPP

FAC

Symmetric regulation

Charge per minute

Stimulate price and service competition

Stimulate access/penetration

Light-touch/market-drivenHeavy-touch/regulatory certainty

LRIC

Asymmetric regulation

Consistent policy choices 

Unified licensingMPP

Commercial negotiation

Capacity-based charge

Regulatory context Interconnection policy options

� Should players be treated differently?

� Symmetric regulation stimulates economic efficiency, whilst 
asymmetric regulation can compensate new entrants for 
lower scale 

� To maximise effectiveness, consistent policy choices have to be 
made
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A quantitative assessment needs to be based on robust and flexible 
models ...                                                      

� Interconnection costing requires robust, flexible and easy-to-use 
modelling tools, utilising a variety of techniques:

� bottom-up: based on sound engineering rules and credible 
unit costs, allowing the examination of ‘what-if’ scenarios

� top-down: based on actual operator data

� hybrid: reconciled models combining the strengths of the 
bottom-up and top-down approaches

� Two activities need to be undertaken in parallel – data collection and 
model construction. These activities can be broken down into sub-tasks 
to increase efficiency, effectiveness and control:

� define specific sets of data that are necessary to populate the 
model at the various construction stages

� review and understand data in each phase with the operators

� Data collection is the most resource-intensive aspect of interconnection 
cost modelling. Several strategies exist to optimise this process:

� performing an initial assessment of all primary data systems

� establishing individual points of contact for particular areas of 
information

� conducting exploratory meetings with data owners, and obtaining 
written clarifications

� working together with the clients’ experts to leverage expertise

Phased data collection

Assessment of 
data systems

Interviews with 
key data owners

Data request 
and extraction

Data analysis 
and validation

Model construction 

Structural 
development

Population
Calibration and 
reconciliation
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… and a clear framework under which to make the appropriate 
methodological choices

Long-run invariant costs | OthersIdentification of common costs?

EPMU | Ramsey | Network externalitiesWhich mark-up method?
Incremental costing

Straight line | Economic | Tilted annuityWhat depreciation method?

Benchmark | Long-run CAPM What choice for the WACC?

Current | Future | All yearsFor what year(s) are results required?

Cost annualisation

Voice | SMS | DataWhich services are to be costed?

Network only | Vertically integratedNetwork or vertically integrated business?
Scope of model

What costing methodology? FAC | LRIC | International benchmark

Based on what technology? PSTN | IP | GSM voice | GSM/GPRS | 3G

Actual | Scorched node | Scorched earthWhat network design rules?

What size of increment? Average | Marginal | Traffic + subscribers

Design principles

Actual | Average | HypotheticalWhat size of operator?

Actual efficiency | Most efficientHow efficient?
Benchmark for regulation
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Cost results will provide a critical input to the charge-setting process

� Once the cost results have been finalised, a comparison with the
current interconnection charges can be made:

� if current charges are either in-line with the costs or can be 
shown to be converging towards costs, it can be argued that 
no ex-ante regulatory intervention is required

� if current charges are out of line with costs, a case can be 
made for ex-ante regulatory intervention. One of the key 
choices is between asymmetric or symmetric pricing

� Depending on the magnitude of the differences between current 
charges and costs, either a one-off cut to costs can be made or 
a managed transition such as a glide path is required:

� a glide path over a period of, for example, four years 
provides a potential trade-off between the conflicting 
objectives of maximising consumer benefits and 
minimising industry disruption

� Different technologies

� Different spectrum 
allocation

� Different licence fees

� Different licence 
obligations, e.g. coverage

� Different licence durations

� Operators’ inefficiencies

� Different coverage through 
commercial choices

� Higher-quality network

� Smaller scale (unless 
growth is limited for 
reasons outside the 
operator’s control)

Appropriate reasons for 
asymmetric pricing

Inappropriate reasons for 
asymmetric pricing
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There are a number of key trends in telecoms that have significant 
implications for interconnection

� When is the appropriate time to 
consider 3G termination costs?

� Should 3G licence costs be included in 
the costing exercise?

Policy

Launch of 3G 
networks

� How to deal with stranded 2G 
assets due to migration of traffic 
to 3G?

Costing

� Should a single 2G/3G termination rate 
be imposed, or should separate rates 
be used for 2G and 3G networks?

� Should new entrants be treated more 
leniently?

� How should fixed and mobile service 
bundling be treated when the mobile 
market is effectively competitive and 
the fixed market is not? Mobile 
operators often have access to the 
incumbent’s wholesale fixed products 
but the reverse is not the case

Fixed–mobile 
convergence

� Standalone fixed and mobile 
cost models or integrated 
fixed/mobile models?

� Should differential termination rates be 
charged when the user is away from the 
home location? If so, how can users 
know what they will pay?

� Is capacity-based interconnection 
more appropriate in a context of next-
generation networks? How can it be 
introduced?

Next-generation 
networks

� How to deal with the fact that 
traffic routeing is dynamic?

� What costs can be attributed to 
voice in a multi-service network?

� Is distance-related charging (e.g. the 
equivalent of existing single and double 
tandem charges) still appropriate in an 
IP context? Is this true for all products?

� Should PSTN charges be allowed to 
increase due to declines in voice traffic?

Charge setting 

How can interconnection be regulated given that the market determines the number of licensees and the technologies/ 
combination of technologies in use? Will commercial negotiation prove workable between a large number of operators?

Unified licensing
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Since our initial work for Oftel in 1998, we have supported mobile and 
fixed operators and regulators at the leading edge of LRIC modelling

� Analysys has a long track record in all aspects of 
interconnection – we have proven ability to conduct large 
consultation exercises and, having worked with regulators, 
operators, central government and supra-national agencies, 
understand both the mobile and fixed interconnection policy 
perspectives and the practicalities of the mobile and fixed markets 

� We are world leaders in the application of the LRIC 
methodology in the mobile sector – this methodology is now 
considered to be best practice 

� We have vast experience of the LRIC methodology in the fixed 
environment – we have worked successfully with a number of 
regulators and operators on the application of LRIC principles to 
fixed networks

� We have applied other regulatory costing methodologies in 
numerous assignments – we have direct insight into the principles 
and practicalities of regulatory costing and implementation. This 
work has given us recent expertise in surmounting the challenges of 
regulatory costing in the present market environment 

For further information on Analysys Mason’s MLRIC capabilities, visit see our contribution to the MLRIC debate in Sweden: visit 
the site of the PTS (the Swedish regulator) www.pts.se/Archive/Documents/SE/ Conceptual%20Design%20final%20version.pdf
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Our process for developing LRIC models has been proved in projects 
for operators and regulators in Europe, the Middle East and Africa

� Used a LRIC model to help set the prices for the 
regulated wholesale services of the fixed incumbent 
operator, incl. voice and leased-line services

� The model was used to generate FAC results for 
setting a price cap on retail services

Building a LRIC model to determine prices for 
regulated wholesale voice and leased-line services

RegulatorAfrica

� Calculated the cost of unbundled local loops and 
co-location services provided by the fixed 
incumbent to help resolve a dispute between the 
incumbent and another licensed operator and set 
LLU prices with sufficient margin for all operators

Calculating the LRIC of unbundled local loops as 
part of a dispute between operators

RegulatorWestern Europe

� Examined all substantive inputs and algorithms in 
an existing LRIC model and produced a series of 
recommendations for making the model compliant 
with international best practice

Auditing the LRIC model of a fixed incumbent on 
behalf of the national regulatory authority

NRASouthern Europe

� Prepared a complete regulatory submission on 
behalf of the fixed incumbent for the determination 
of wholesale prices for a RIO

� The submission included a complete survey and 
revaluation of all network technical assets, land, 
buildings and other non-technical assets

Constructing a LRIC model and supporting the 
operator’s submissions to the national regulatory 
authority

Fixed incumbent 
operator

Central Asia

� Determined the cost difference between voice 
transit on next-generation networks and PSTN 
networks, to support a regulatory submission 
advocating differential interconnection rates for 
different network technologies

Building a LRIC model to understand the costs of 
voice interconnection on a next-generation network 
to support a new entrant operator’s regulatory 
submission

New entrant

� Prepared cost results for submission to the 
national regulatory authority and provided service 
profitability information for retail price setting

Developing a LRIC model for commercial 
and regulatory purposes

Incumbent 
operator

Middle East

Our achievementsProject scopeClient typeCountry
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Case studies and industry commentaries

Policy Costing Charge setting 

Interconnection framework and implementation for fixed and mobile in Tanzania

Mobile LRIC and pricing for a European regulator

Benchmarking local loop costs for France Telecom

LRAIC cost model for fixed, capacity-based services (CaBIS)

Expert opinion on Digicel’s mobile service cost model

Review of initial RIOs of fixed and mobile operators

Cost-oriented models for operators in Lesotho

Retail and interconnection charging model for operators in Kenya
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Case study 1: Developed a cost-oriented charge model to assist 
the Tanzanian regulator to resolve a dispute on interconnection

Business challenge

Approach

Benefits and results

� Reviewed the markets and legislation relevant to interconnection in 
Tanzania in partnership with an international law firm and analysed 
the different options available for regulating interconnection

� Advised on an appropriate costing methodology and developed cost
models for the calculation of the cost of mobile- and fixed-call 
termination for the Tanzanian regulator

� The approach was highly interactive with a number of consultation 
periods to ensure that there was buy-in from all the stakeholders into 
the proposed costing methodology, the conceptual model design, the 
actual cost model and the results. A significant period of time was 
spent on-site in Tanzania working with the operators to ensure the 
best-quality data was available for the project within the constraints 
imposed by the operators’ accounting and IT systems

� In October 2002, the Tanzanian regulator (TCC, now TCRA) identified new rates for fixed and mobile network interconnection in Tanzania which 
represented a significant reduction from the rates that existed at that time. These new rates were influenced by an international benchmarking exercise 
undertaken by the TCC 

� However, these rates were not accepted by the operators, which argued that they should be cost-based 

� In order to provide a managed transition from the existing rates to the cost-based rates determined by the model, a four-year glidepath was proposed to 
bring prices in line with cost

� The TCRA accepted our recommendations and issued an interconnection determination on 30 June 2004. Four of the five operators accepted the rates 
and urged for immediate implementation

Cost-based interconnection rates with 
effect from 1 October 2004
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Case study 2: Developed a retail and interconnection charging model 
among telecoms network operators in Kenya

� Adopted a two-stream approach: determining economic/policy goals, 
and revising the regulations and licences to empower the regulator to 
achieve those goals:

– identified the limitations of the current legislation and the powers of 
the CCK

– recommended the introduction of new interconnection services to 
ensure that operators could purchase only the unbundled elements
they required

– developed market forecasts and service cost models in 
collaboration with the main telecoms operators, which provided the 
basis for identifying operators with dominant market power 

– formulated specific remedies, including price controls and glide
paths, and drafted modifications to bring the regulations and 
licences up to date with best-practice regulatory tools

� Kenya’s telecoms market was the fastest growing in sub-Saharan Africa, but the country had not yet had the chance to properly develop its regulatory 
framework, and retail prices did not seem to be falling at the rate expected. The regulator, CCK, was determined to put in place a more robust and 
forward-looking framework for interconnection and retail price regulation, and to realise the benefits as fast as possible

� Analysys was awarded the six-month contract to evaluate the regulatory price control regime for telecoms services in Kenya. The fundamental objective 
of this study was to devise a set of recommendations for regulatory intervention in retail and wholesale telephony services in Kenya to best encourage 
effective competition and, ultimately, produce the optimal outcome for Kenyan telephony consumers and the market as a whole

� The project provided policy recommendations for retail and interconnection price regulation, as well as the modifications to regulations and licences 
needed to empower the CCK to implement those recommendations. It also produced price-control recommendations that helped stimulate effective 
competition in the sector and provided affordable communications services in Kenya

� The project left the industry informed about the need for, and nature of, the recommended changes

Monthly cost of ownership for a subscriber with 
market-average usage on each of Celtel’s prepaid tariffs

0

200

400

600

800

1000

1200

1400

Jan-03 Jan-04 Jan-05 Jan-06 Jan-07

K
E

S
 (

no
m

in
al

)

Yes! Card Celtel 30 Celtel 35s Celtel 40 Jamii Umoja

Celtel moves from 
per-minute to per-

second billing

Business challenge

Approach

Benefits and results

Two new tariffs replaced 
old plans in late 2006; 

Jamii matches Safaricom’s 
SaaSa tariff 

Celtel’s single prepaid tariff 
(Yes! Card) replaced by 

three new tariffs



13

Case study 3: Developed a cost-oriented interconnection cost model 
and a cost-oriented tariff model for the network operators in Lesotho 

� In early 2007, the telecoms sector in Lesotho faces its largest change yet, with the introduction of competition in all areas of the sector

� As part of this liberalisation process, the Lesotho Telecommunications Authority (LTA) needed to understand how best to regulate rates and tariffs for 
fixed and mobile network operators

� Analysys, in partnership with Sandstrom Consulting and the Commonwealth Telecoms Organisation, provided the LTA with a robust and tested market 
definition and analysis methodology, as well as an extensive set of cost and tariff models to support effective regulation of the sector

� We produced recommendations on how to remedy these root-causes and foster pricing efficiency in the market, to the benefit of all stakeholders. These 
included a recommendation to shift the focus of the regulatory legislation and practice from overseeing retail tariffs to focusing on fostering competition 
and imposing appropriate wholesale remedies where possible

� The LTA can support its decisions on price regulation with a set of best-practice cost and tariff models and an objective process of market analysis

Incentive-based pricing� Stage 1: reviewed the market structure and dynamics, as well as the 
relevant legislation and regulation

� Stage 2: developed extensive benchmarking tools and analysis to 
inform the focus of further, more detailed investigations

� Stage 3: conducted an analysis of the different markets relevant for 
ex-ante regulation in Lesotho

� Stage 4: modelled the costs of all network operators in detail, and 
developed high-level new entrant models

� Stage 5: recommended appropriate price regulation or deregulation 
in keeping with the findings of the market analysis and the costs

� We produced an objective analysis of the level of competition in
Lesotho by identifying the factors (legal, regulatory or economic) that 
were hindering dynamic price-competition in the market
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Case study 4: Approaches to asset valuation and price regulation and 
their implication for the pricing of wholesale services

� We adopted an approach which allowed our client to understand the 
implications of a wide range of possible outcomes:

– considered a range of accounting-based and model-based 
approaches to asset valuation 

– reviewed the advantages and disadvantages of different methods 
of price control

– applied our findings to key wholesale services, including fixed and 
mobile interconnection and broadband services

– provided detailed case studies of practice in other European 
countries

– investigated specific issues such as the treatment of significantly 
depreciated assets and the impact of price control on alternative 
operators

� As part of the market review process, the NRA was expected to consult with the industry on various aspects of the regulatory regime, including the area of 
price regulation 

� In preparation for this consultation, the incumbent operator wished to gain an understanding of the advantages and disadvantages of alternative 
approaches to price regulation and hired Analysys to review the various approaches and consider possible arguments to support their use in preparation 
for discussions with the regulator

� We were able to offer a highly qualified and experienced team, which provided a unique combination of Analysys’s extensive expertise in telecoms 
regulation and costing methodologies and our partner’s (CEPA) experience of price regulation in regulated industries

� Our client gained in its understanding of approaches used in non-telecoms industries and the different ways of valuing regulated asset bases. Our client 
also gained insight and advice on specific issues it was discussing with the NRA

Methods of pricing based on cost-orientation

Methodology

Model

Cost basis 

FAC LRIC

Current costs

Historic costs

FAC LRIC

Current costs

Historical costs

Bottom-up

Top-down

Business challenge

Approach

Benefits and results



15

Case study 5: Report to support France Telecom in arguing that 
the price of unbundled loops was fair and reasonable

� Benchmarked the cost of local loops in a way that accounted for the 
impact of significant differences between France and other European 
countries

� These differences included: geo-demographics; extent of cable 
competition; size of exchange areas (length of loops); and WACC 
imposed by regulators

� We were able to undertake this work rapidly based on our knowledge of 
loop costs and our in-house geo-demographic data sets

� Our approach was innovative in that it could be achieved with the data 
available to the client

� We assisted our client in presenting directly to the ‘College’ of ARCEP 
and the European Commission

Comparison of population density between 
France and the UK

exchanges by geotype

28 to 35
21 to 28

14 to 21
7 to 14
0 to 7

� Our final report was relied upon in a submission to the French regulator to support arguments that prices in France were fair and reasonable compared to 
those in other countries. As with many submissions of this sort, it is not possible to tell whether the regulator’s opinion was materially changed 

� The client was also able to use our evidence in lobbying the European Commission

� France Telecom, in common with other incumbents throughout Europe, is obliged to rent the local loop to other operators, at a price fixed by the regulator 
and based on costs. France Telecom believed that it was being treated more harshly than other incumbents

� Analysys was asked by France Telecom to undertake a study to compare, from an independent and objective standpoint, the local loop costs faced by 
France Telecom to the costs faced by other incumbent operators in a number of major European countries. We sought evidence to convince the regulator 
that the price charged by France Telecom for a local loop was fair and reasonable when compared on a like-for-like basis to those in other countries, and 
that they were therefore out of line with their peer regulators

Business challenge

Approach

Benefits and results
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Case study 6: Developed a LRAIC cost model for fixed, capacity-
based services (CaBIS)

� Always kept in mind a strategic appreciation of the potential problems 
caused by a move from per-minute to CaBIS – especially problematic 
for voice, overflow traffic and pre-booking

� Created a ‘shadow model’ of the costs of a  typical incumbent operator, 
by applying international benchmarks to publicly available Spanish geo-
and demographic data, calibrated with the published financial results of 
the incumbent operator

� The client enriched this model with its own knowledge of the location 
and capacities of its own interconnection points

� The ‘shadow model’ was refined to take into account unavoidable 
inefficiency, as well as feedback from the regulator on various 
practicalities that prevent theoretically ‘optimum’ network dimensioning 
in practice

� As part of the review process during the preparation of the 2001 RIO, the Spanish telecoms regulator, CMT, was evaluating the introduction of innovative 
interconnection schemes, in particular the introduction of CaBIS. A kind of CaBIS called ‘FRIACO’ for Internet call origination had been introduced in the 
UK and was under discussion in several European countries

� One of the alternative operators in Spain, which wanted to contribute actively to the discussion and the introduction of CaBIS for Internet, hired Analysys 
to carry out an evaluation of a range of innovative interconnection schemes and charging options and their operational implications

� The work provided one of the quantitative bases that the regulator had available when taking the difficult decision to introduce a more wide-ranging 
version of CaBIS than other EU member states had adopted to date

� The work also helped our client quantify its sensitive appreciation of the wider issues (as mentioned above, to do with voice, overflow and pre-booking), 
and show that it understood and took into account the incumbent’s concerns on these issues

Model flow of bottom-up core fixed-network cost model 
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Case study 7: Declaration on the suitability of Digicel’s cost model for 
determining the unit cost of voice termination services

� As part of the ongoing dispute on mobile termination rates between Digicel and TSTT, Digicel commissioned Analysys to provide its expert opinion on the 
mobile service cost model developed by Digicel. The model was developed by Digicel in support of its position during arbitration and incorporated recent 
business data from launch, projections of demand and costs, and was required to be consistent with the suggestions of the arbitration panel’s expert 
advisor on the LRIC of mobile termination

� Our work focussed on determining the reasonable level for the cost of mobile termination in Trinidad and Tobago, and on reviews of the Digicel’s cost 
model developed for submission to the panel

� Provided clear strategic advice – for internal risk management – to our client and its lawyer on the areas where their position in arbitration may be subject 
to conflicting scrutiny from the perspective of international practice in mobile termination costing

� Our client was able to better support its position in arbitration due to the accompanying reports of Analysys detailing our view on Digicel’s cost model
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Case study 8: For a EU regulator, helped to ensure that the initial 
RIOs of fixed and mobile operators were fair and reasonable

� Reviewed the draft reference offers and identified commercial and 
procedural aspects which were not in line with EU best practice and 
which might be detrimental to the development of competition. In each 
case, we recommended how the RIOs should be modified

� Audited the top-down cost model of the fixed incumbent: attended a 
meeting with the operator to better understand its approach; reviewed 
the methodology and functionality of the model; for those key 
parameters and assumptions which had a significant impact on the
output interconnection prices, verified that these were appropriate

� Reviewed the cost-of-capital proposals to ensure that the CAPM model 
was correctly applied and that suitable parameters had been used. In 
some cases we derived more appropriate parameters

� Provided broad strategic advice to the regulator concerning the 
development of interconnection and retail price controls

� The dominant fixed and mobile operators were each required to publish a public RIO for the first time

� The regulator wished to ensure that the RIOs provided fair and reasonable terms of interconnection and that the price for services offered were based on 
an accurate allocation of costs, and accounted for a reasonable cost of capital

� Analysys’s wide international experience and detailed understanding of interconnection processes and price models enabled us to conduct an efficient 
and thorough review of the draft RIOs

� The regulator used our work to make recommendations to the operators for amendments to their RIOs, including amendments to the timeframes, 
negotiation procedures, and the inclusion of a mechanism to include additional services in future

� Based on our review of the cost model and cost-of-capital calculations, the proposed prices were adjusted to reflect costs more accurately, including a 
significant reduction in the WACC proposed by one operator

Summary of allocation of costs via marketing cost pools

Business challenge

Approach

Benefits and results

Cost pool 5260
Marketing to key clients

ACP 0770
Web site

ACP 0760
Customer

care

ACP 0750
Marketing 

management

ACP 0760
Customer care

ACP 0770
Web site

ACP 0755
General marketing

Cost pool 7490 
Customer care

See notes below
Cost pools
5712, 5722
5738, 5780

Various ACPs allocated 
to retail cost objects

Various ACPs allocated 
to retail cost objects

Allocated to retail cost objects

Various ACPs allocated to retail cost objects

Cost pool 5260
Marketing to key clients

ACP 0770
Web site

ACP 0760
Customer

care

ACP 0750
Marketing 

management

ACP 0760
Customer care

ACP 0770
Web site

ACP 0755
General marketing

Cost pool 7490 
Customer care

See notes below
Cost pools
5712, 5722
5738, 5780

Various ACPs allocated 
to retail cost objects

Various ACPs allocated 
to retail cost objects

Allocated to retail cost objects

Various ACPs allocated to retail cost objects



19

Industry commentary

Peering into the future of interconnection

It is now widely accepted that the next generation of fixed-
voice networks will be based on voice-over-IP (VoIP). 
However, it is not yet known when this will occur, nor is it 
clear how certain regulatory issues will be resolved. One of 
the key regulatory issues to be considered is 
interconnection, and the interconnection regime applied will

VoIP services are increasingly popular, partly due to the relatively low 
entry barrier to offering VoIP services in comparison to traditional voice 
services. Indeed, this enables VoIP providers to offer services 
independently from ownership of the network. In terms of emerging 
interconnection tendencies, when VoIP providers exchange traffic with 
one another, they are already adopting peering arrangements, but the 
penetration of VoIP in general, and the level of traffic exchanged 
between VoIP providers in particular, is currently too small to deduce a 
general trend

The possibility for new interconnection arrangements to be fully
established will emerge as the incumbents begin to deploy next-
generation networks (NGNs) and migrate their own traffic to VoIP. At this 
point, it is possible that voice interconnection could be based on the 
principles that govern peering, which could also lead to the deregulation 
of interconnection in general

Of course, many incumbents may still not consider any of their 
competitors to be true ‘peers’, in the sense of finding it beneficial to 
interconnect with them on a settlement-free basis for voice traffic, as is 
the case with IP peering today. The principal question to be resolved is 
the extent to which the provision of VoIP becomes separate from the 
underlying NGNs, and whether voice will truly become just another 
Internet service. This would lead to greater competition and open up the 
possibility for voice to be seen simply as another factor to be considered 
in negotiating peering arrangements

regime applied will ultimately result from a clash between the principles 
that govern IP interconnection and voice interconnection. These 
approaches are currently at opposite ends of the regulatory spectrum

At one end of the spectrum, IP interconnection is governed by 
commercial interactions between operators, and has never been 
regulated. The form of interconnection that evolved is known as peering, 
which involves a bilateral exchange of traffic between two similar 
operators (as the name suggests), typically without any accompanying 
interconnection. Peering enabled backbone providers to join together to 
create the ‘network of networks’ that is the Internet. They were then able 
to sell access to the Internet (‘IP transit’) to smaller providers, including 
the ISPs that provided access to end users

At the other end of the spectrum, voice interconnection (particularly with 
incumbent operators) has been used by regulators to promote 
competition and ensure end-to-end connectivity. This was considered 
necessary at a time when the owner of the network also controlled the 
voice customer, and was loathe to make access to either available 
without regulatory intervention. Typically, voice interconnection rates 
have been set at per-minute rates, using a cost model, and encompass 
both fixed and mobile voice networks
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The regulators’ mobile termination dilemma

Regulators considering if, when, or how to regulate mobile 
termination (MT) face a multitude of issues and a variety 
of reference points from other countries. At the same time, 
the mobile market continues to evolve, 3G networks are 
being launched and traditional market boundaries become 
increasingly blurred

What commercial freedom does the glide path give to operators with 
both old and new networks, or just one mobile technology? Are future 
uncertainties sufficiently accommodated in demand or network costing 
assumptions? Is there a valid way of making 2G-based costs reflect 
impending migration to the next generation? 

� The LRIC of future services – as 3G and advanced services become 
more prevalent, costing mobile services requires a consideration of 
parallel and independent 3G networks, costs and demand. What are
the deployment rules of a 3G network today and in the long run? What 
extent of cost sharing exists between 2G and 3G networks, and do any 
costs arise only because of migration? How are LRIC principles, such 
as the identification of common costs, applied when there are two 
entwined networks? Is a stand-alone 3G costing more appropriate?

Since the year 2000, mobile network traffic and penetration have
increased significantly, prices have fallen, and competition for consumer 
spending has intensified between fixed, mobile, voice, and data service 
providers. Simultaneously, guidance for mobile market regulation has 
introduced a degree of standardisation in the definition of MT 
monopolies on individual operator networks in ‘calling party pays’ (CPP) 
regimes. It has also brought about the repeated application of long-run 
incremental costing (LRIC) principles as the standard for cost-based 
calculations. Even the simple application of a benchmark is now 
influenced by the background to the MT rates in other countries – are 
they cost-based? 

These standards of MT regulation have been refined over the last five 
years. Today’s dilemma is to establish whether these standards are still 
appropriate and, if so, how to be sure that they can be robustly applied 
over the next five years. In recent months, we have seen the 
emergence of three distinct approaches to MT regulation, illustrated in 
the exhibit, and discussed below

Established 2G network costing – application of 2G costing methods 
and medium-term glide path regulation is frequent; however, a single 
technology model may neglect the reality of today’s complex mobile 
businesses. Are major differences between market players an issue? 

Exhibit 1: Three approaches to MT regulation 
[Source: Analysys Consulting, 2006]
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The regulators’ mobile termination dilemma (Contd.)

Mobile markets worldwide can be sure that the convergence of the last 
five years of MT regulation is unlikely to continue indefinitely – the 
emergence of diverging approaches for different countries is resulting in 
regulation tailored to the specific requirements of each market.
Telecoms operators need to understand the strategic implications of 
these different approaches to MT, and ensure that regulators are fully 
aware of the ramifications for the market of each of them

� A new regime – two factors upset conventional cost-based MT 
regulation and glide path reductions. Firstly, the structural MT
monopolies created by a CPP regime do not apply under a ‘mobile 
party pays’ (MPP) regime. Is there merit in exploring a radical shift to 
MPP? Secondly, new licensing regimes and new convergent 
technologies are removing market partitions between fixed and mobile 
services. What type of regulation should apply? 
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