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PUBLIC UTILITIES COMMISSION

TARIFF DECISION

For

The Telecommunication Sector

May 7, 2004

INTRODUCTION

Background

On 22nd July 2003, Belize Telecommunications Limited (BTL) filed with the Public Utilities Commission (PUC) a set of telecommunication tariffs and associated terms and conditions for PUC approval.  BTL also published the proposed tariffs in the local newspapers advising customers that, subject to compliance with regulatory requirements, BTL intended to introduce the new tariffs with effect from September 12, 2003.  On August 25th, 2003 the PUC responded to BTL informing them that the tariffs to be charged for telecommunication services were fixed by Statutory Instrument 151 and these tariffs applied to services provided through December 31, 2003.  The period for which the tariffs were applicable was subsequently extended to April 30, 2004 by the PUC. 

However, the PUC has the duty to ensure that rates for telecommunication services are fair, reasonable and cost based pursuant to Section 6 (2) (o) and Section 26 (1) of the Belize Telecommunications Act, 2002, and Section 15 (2) of the Public Utilities Commission Act, 1999.  The PUC has been developing an in-house cost-of-service tariff model, based on internationally accepted principles and methodologies, for setting tariffs where such tariff setting is required of it under the law.   Previously, under the 1987 Telecommunications Act and an exclusive license, BTL used monopoly profits from certain telecommunication services and customer groups to cross-subsidize other services and customer group reportedly to maintain financial viability while offering universal service and growing its fixed and mobile lines from 7000 in 1987 to 90000 in 2003.  In 1996, in response to advances in technology and the liberalization of telecommunications globally, BTL implemented its first tariff rebalancing.   In general, when the telecommunications sector is liberalized and competition introduced in a country, incumbent monopolies such as BTL are allowed to rebalance rates to remove cross-subsidies and orient tariffs to the cost of providing the particular service, thus enabling competition.  

BTL’s stated objectives for the tariff change were to implement the company’s tariff rebalancing initiative to improve the competitiveness of their international voice services, reduce the level of cross subsidy for local and national calls, and help support the universal service objective.  The basis for the BTL tariffs was a study undertaken by the company to identify the total cost of providing each type of service.  An international consultant hired by BTL to review their methodology commented that while he found their methodology consistent with international standards, he could not comment on its implementation, as he had not reviewed the underlying cost assumptions, cost allocation procedures and calculations.  The PUC has thoroughly reviewed the Cost Model developed by BTL and has taken it into consideration in developing the PUC Cost Model.

Based on externally audited accounts and other pertinent information supplied from the company for the period April 2002 to September 2002, the PUC conducted its analysis and assessment of the company’s cost structure using a fully allocated, historical cost approach.  This approach entails that (1) all incurred company costs are allocated among all the services sold and (2) the assets used for the production of these services are valued at their historical purchase or acquisition costs.

The various considerations taken into account in the analytical assessment of the BTL cost structure included:

1. Treatment of the company as a multi-service provider whose infrastructure was set up to accommodate a wide range of telecommunication services, across which all costs were to be fairly allocated.

2. Usage of an economically efficient cost allocation procedure to apportion costs to the service that incurred the cost.  In a fully integrated, multi-service telecommunication network such as BTL, many services use common inputs.  For example, a local call and a national long distance call use the same central office telephone switch.  Allocating costs to each individual service, particularly with shared inputs, was necessarily based on cost causation.  Where a direct link was not readily apparent, then the allocation was based on the main consideration driving the expenditure.  In the event where no factor driving the cost could be easily discerned, an equi-proportional markup was applied to all services to recover these general overhead costs.  The objectivity of the cost allocator is very important for the fair allocation of costs between services and to prevent the unmerited loading of costs onto any one service.

3. The available information only permitted the development of average service costs.

The analysis first identified network costs associated with the operation of network elements such as the telephone switch, national transmission, international transmission and so on.  The cost of each network element was then apportioned to the different services based on their usage (defined as traffic minutes) of the element.  General overhead costs were allocated based on the contribution of each service to revenues.

The PUC cost analysis form the basis for the PUC decisions on economic, cost based telecommunication tariffs for the public fixed switched telecommunication network.  The tariffs set by the PUC in the following decisions will apply for the period starting 1st June, 2004 and terminating on 31st May, 2005.  The PUC intends to conduct Annual Review Proceedings for telecommunication tariffs.  The decisions forthcoming from this review are as follows:

Decision 1:  PSTN domestic call service rates, postpaid and prepaid
The PUC directs that the following rates for DOMESTIC CALL SERVICES shall apply:

	Call Service
	Approved Tariffs
	BTL Filing 

	Local Calls: per minute

Peak

Off Peak


	$0.10

$0.05
	$0.20

$0.10

	National LD: per minute

Intra-District: 

Peak

Off Peak

Inter-District

Peak

 Off Peak
	$0.20

$0.10

$0.40

$0.15
	$0.20

$0.10

$0.50

$0.20


While these rates have been set based on the total cost of providing the calling service, provisions are made to provide assistance to the low income, needy customers as outlined in Decision 3.

National long distance calls falls within two bands – an intra-district (e.g. Belize City to Ladyville) and inter-district (e.g. Belize City to Orange Walk Town).  Inter-district calls generally use more resources than an intra-district call.  The tariff rates at $0.20 and $0.40 per minute for intra-district and inter-district, given the traffic distribution between the two zones, allow the company to fully recover its service costs and encourage them to further develop rural areas where they are not providing service at the moment.

Decision 2: PSTN Installation and Line Access and Maintenance
The PUC directs that the following rates for PSTN INSTALLATION AND LINE MAINTENANCE AND ACCESS SERVICES shall apply:

	Service
	Approved Tariffs
	BTL Filing

	Line installation (one time)
	$100
	$100

	Line Access and Maintenance (monthly)

   Residence (prepaid and postpaid)

   Business (prepaid and postpaid)
	$20

$50
	$20

$50


The line installation cost covers the installation of the telephone wire from the distribution point to the customer’s premises, including internal wiring.  For fixed wireless, it includes the installation of the subscriber unit, which consists of antenna, radio unit and internal wiring.  Although the cost analysis yielded a unit cost above the approved tariff, further detailed examination of these costs would be necessary for any approved upward adjustment.

The line access and maintenance costs cover the line card in the telephone switch and the external plant up to the subscriber unit.  This takes into account all external plant devices that can be attributed exclusively to the customer and their maintenance.  For fixed wireless, this takes into account the maintenance of line access equipment at the exchange and the subscriber end.  The residential and business rates reflect the allocation of resources between both classes of customers.   Business customers, who comprise a lower percent of the customer base, utilize the resources more intensively than residential customers and thus incur a higher share of this cost.  In addition, the business rate covers the cost of value added switching services such as customer controlled call barring, three way calling, call forwarding, caller ID and so on.  Additionally, efforts are made to restore business service immediately, notwithstanding weekends and public and bank holidays.  

Decision 3.  Assistance to low income, needy customers
In consideration of the need of low income customers to have access to basic telephone service, the PUC directs that special consideration be given to this category of customers through a monthly Residential Line Access and Maintenance Charge (Prepaid Platform Only) of $5 per month together with no security deposit and no installation fees required for new qualifying customers.

Assistance will be restricted to residential customers through one prepaid telephone service per household and will cover basic telephone service within the existing telephone exchange area.

Eligibility for receiving this special consideration will be determined by a committee established for this purpose.  Criteria to ascertain need will include but not be limited to parameters such as household income close to minimum wage levels, demonstrated need, etc. 

Customers who have a current contract for the economy package offered by BTL and who qualify for the assistance to low income, needy customers will be given the choice of (1) continuing the existing arrangement to the end of the contract term or (2) changing over to this new service with any balance credited to their account.

It is estimated that some 5,000 to 6,000 existing customers will benefit from this special assistance.  BTL is also projecting a roll out of services to some 5000 new customers in rural areas in the next year of which many will be able to benefit from this program.

Decision 4.  Mobile (Cellular) and Internet Service
The PUC forbears to set tariffs for Internet service and mobile cellular service at this time.  Service providers other than BTL currently offer Internet service and mobile cellular service.  

The PUC under section 2 (c) of the Belize Telecommunications Act, 2002, is charged with the promotion of fair competition and efficient market conduct within the telecommunication industry.  The PUC is of the view that, consistent with the regulatory framework as established under governing legislation, market forces should determine the price levels for these services.  

The PUC can intervene as provided for in Section 26 of the Telecommunication Act if, for example, the PUC detects anti-competitive pricing and acts of unfair competition.  Furthermore, the PUC can also review rates to assess if they are fair and reasonable through the complaint process established in the Public Utilities Commission Act.  

Nonetheless, all telecommunication service providers are required to file their service rates with the PUC and give public notice as required under the Telecommunication Act, any governing Regulations, and their respective licenses.

Decision 5:  International Rates

There are several outstanding issues yet to be analyzed and resolved pertaining to international rates. These include but are not limited to declining settlement rates and their effect on the country’s foreign exchange earnings, the ability to carry on funding universal service and roll out of infrastructure with lowered earnings resulting from “whipsawing” of outgoing international rates among service providers, the tendency to seek to raise domestic rates to compensate for reduced profit margins on outgoing calls and assure reasonable returns for investors, the changing role of Voice over Internet Protocol (VoIP) in international calls, and the use of price floors on international calls to fund universal service obligations.

These issues are presently causing changes in the telecommunication landscape around the world.  Recently the FCC ruled that ATT Wireless have to pay the Local Exchange Carriers (LEC) for use of their networks to terminate VoIP calls.  The Office of Utility Regulation in Jamaica has recently revisited the international call market regulatory framework and increased the termination charges and settlement rates for international calls noting that Jamaica’s Settlement Rates had declined precipitously from US$0.625 in 1998 to $0.07 at December 2003.

The PUC at this time forbears from setting tariffs for international calls. The PUC will continue its analysis and will be making a determination in the near future.  Until that time as provided for in the governing legislation, the competitive forces will be allowed to determine the rates.  Nonetheless, all telecommunication service providers are required to file their service rates with the PUC and give public notice as required under the Telecommunication Act, any governing Regulations, and their respective licenses.

Notwithstanding its decision not to set rates for international calling services, the PUC directs that the following rates constitute a ceiling on rates for international calls.

	Call Service, postpaid and prepaid
	Ceiling Rates

	International Long Distance: per minute

USA: Peak

          Off Peak

Caribbean/South America/Canada:

          Peak

          Off Peak

Mexico/ Central America

         Peak

         Off Peak

Rest of World:

          Peak

          Off Peak
	$1.60

$1.40

$2.50

$1.90

$1.40

$0.90

$4.00

$3.50


The PUC opines that placing a ceiling for international calling service at this time protects consumers by preventing any increase in charges while still providing flexibility to competitive forces in lowering rates for consumers.  Importantly, the PUC does not anticipate that placing a ceiling on international call charges will distort the market or interfere with market forces since these prices, in response to the business environment and international market forces, have been moving downwards.

Decision 6: Interconnection Tariffs for Mobile to BTL Fixed and Mobile Networks

The PUC hereby approves the following interconnection tariffs (call termination charges) for POTS (Plain Old Telephone Service) domestic traffic between BTL and International Telecommunications Ltd. (INTELCO) occurring during peak periods.  These interconnection tariffs have been agreed between the two operators.  BTL had offered these tariffs specifically for interconnection between a new entrant’s mobile network and BTL’s fixed and mobile networks.  

	Network Interconnections
	Interconnection Rates

	INTELCO Mobile to BTL Fixed (Local PSTN):
	BZ$ 0.065 per minute



	INTELCO Mobile to BTL Fixed (National PSTN):
	BZ$ 0.160 per minute

	INTELCO Mobile to BTL Mobile (Analog and Digital)
	BZ$ 0.300 per minute

	BTL Fixed and Mobile to INTELCO Mobile
	BZ$ 0.300 per minute


These charges fall within the range established by ceiling tariffs (Stand Alone Cost) and floor tariffs (Marginal Cost) currently calculated by the Public Utilities Commission (PUC) with the cost and traffic information provided by BTL. 

Interconnection arrangements have been an elusive goal over the past year and a half and the PUC hopes that negotiations on the other terms and conditions required for a comprehensive interconnection agreement can be quickly concluded.  The PUC continues to encourage all parties to expedite and conclude this important step in furthering the reform in the telecommunication sector.

PAGE  
4

_1063090522.psd

