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Response to draft ERG Opinion on Proposed changes to the Commission Recommendation of 1998 on Accounting separation and cost accounting

Tele2 AB (“Tele2”) welcomes the opportunity to offer comments on the draft ERG Opinion on proposed changes to the Commission Recommendation on Accounting separation and cost accounting (the “Draft Opinion”).

Summary

Tele2 welcomes the ERG effort to get the Commission Recommendation of 1998 on Accounting separation and cost accounting (the “Recommendation”) up-to-date with the rapid changes and developments in telecommunications markets, services and technologies as well as in the regulatory regime. The proposed changes to the Recommendation addresses fundamentally important issues that still stand in the way for consumers to fully benefit from the now well established, yet still struggling competition in the telecommunications market.

Most problems concerning barriers-to-entry and other obvious obstructions by incumbents in order to delay competition entry into national markets have been overcome under the previous (1998 - 2003) regulatory regime. Some problems remain however, the most important of which are being addressed in the draft Opinion.

The Draft Opinion includes detailed and informed discussions on relevant issues and provides an important step forward in its recommendations on openness and transparency and in its understanding of the underlying fundamental remaining problems that prevent consumers from drawing the full benefits of free competition in the retail markets.

In its comments, Tele2 suggests some clarifications and modifications that in our opinion would further enhance the ERG Opinion.

Tele2 suggests that ERG would recommend a full and legal separation of the Incumbent’s Whole sale business from its Retail business in order to increase transparency and facilitate auditing.

Tele2 further urges ERG to even more clearly emphasise that depreciated assets must remain depreciated also when assets are re-evaluated from historical values to current values. This is independent of which type of model (based on FDC/HCA or LRIC/CCA) is recommended to calculate the cost basis for establishing cost oriented whole sale prices.

Tele2 would also welcome ERG’s clarification to the fact that by using WACC to calculate the cost of capital, the reasonable profit that the investor is entitled to is already included in the final outcome of the cost model.

The specific questions have been addressed in Annex 1

Background

Before commenting on the draft Opinion, Tele2 would like to take the opportunity to give a background as seen from a challenger’s point-of-view. This is based on experiences made by Tele2 in most countries throughout the EU over the past five to ten years.

Fixed Services

In virtually all countries the Incumbent has developed its infrastructure and services in splendid isolation over the past one hundred years or so. The Incumbent did not have to worry about competitors and could adjust revenues more or less at will in order to cover costs. The situation spurred a service development driven by technology rather than by demand and allowed the Incumbent to grow its pay roll without paying too much attention to efficiency. It also allowed the Incumbent to build an access network, often funded by government subsidies, which eventually covered virtually every building in the land. This has led to the present situation, where almost all consumers are physically connected to the Incumbent’s network. 

This is not to say that the Incumbents’ networks are poor. Quite the contrary; most Incumbents have built networks and offer services of a quality-of-service that today exceeds what most consumers are willing to pay for. But it does mean that most Incumbents are oversized and inefficient in terms of goods produced per Euro of cost, to the detriment of the consumers. It is not surprising that the Incumbents try to protect their market shares and business for as long as possible, but in the end both they and the consumers will benefit from the Incumbents becoming more and more efficient. Past and present regulation provide the incentives for them to develop in this direction.

Since Incumbents own the access networks, all competitors are to a very high extent dependent on buying Access services from them in order to reach the market. The competition also depends on the Incumbents for buying Termination services in order to be able to sell end-to-end telephony services to the market. Competitors have no realistic option. This fact puts the Incumbents in an extremely powerful position in the telecommunications market.

Usually the fixed network Incumbents offer both whole sale network services and retail services. The whole sale services are offered by the Network branch to their own retail branch and competitors alike. Often the whole sale business claims that all its whole sale customers buy services on equal terms (non-discriminatory conditions).

The competitive problem arises when the Incumbent charges excessive prices from both its own Retail and from its competitors for e.g. interconnection services (Access and Termination) or offer another type of service to the its Retail, making it not immediately comparable to interconnection services. In doing so, all the Incumbent’s profits can be collected by the Whole Sale Service. From the Incumbent’s point of view it is not important that the profits stem from the Retail business. The profits stay in the company anyway. It is even better that profits come from the Whole Sale business. The Whole Sale market is even bigger than the Incumbent’s Retail market, since it covers not just the Incumbent’s, but all Retail revenues. It also allows the Incumbent to exercise more control over the market and the competitors. 

For the competitors however, such behaviour limits the possibilities to compete profitably in the consumer market. Interconnection charges alone typically amount to an amount equal to 50% or more of their revenues, while for example the Incumbent in Sweden reports a profit margin (EBITDA) of 41 % for its fixed services for Q1 2004. Such margins are not even theoretically possible to reach for the competitors under present circumstances.

It is for the reason described above that it is imperative that the NRAs make every effort to reveal and correct even the slightest tendency to charge excessive prices to either its own Retail and/or the Competition.

Mobile Services

Mobile markets show different characteristics. The major difference is that there is, at least to some extent, infrastructure competition. This efficiency of this competition varies between different member states.

Modern mobile services (GSM) have developed over a relative short period of time. A competitive environment was immediately established in most countries. The concept of offering mobile services to the mass consumer market is less than ten years old.

In some member states it is not evident that there is an “incumbent” to be defined. In general, one can say that in member states where there are two to three mobile network operators (MNO) the competition is rather weak and similar problems to the one that is experienced in fixed networks can be observed, but where there are four and MNOs the competition works fairly well. MNOs own and operate their own networks. There may also be one or more MVNOs (Mobile Virtual Network Operators) who own a limited network and buy radio capacity from an MNO. Lastly, there are a number of Service Providers (SP), who are “number guests” in an MNO and resell minutes to the end user market with no network of their own. The more players the more competition there is.

The whole sale market shows characteristics different from the fixed whole sale market. No operator is depending on interconnection services from one operator to get access to the end users. A mobile operator cannot execute the same control over the market as the corresponding fixed Incumbent may do. The main whole sale products are Termination and Resale of minutes/capacity to SPs and MVNOs (International Roaming will not be dealt with here).

Resale charges depend on the MNOs’ interest to keep minutes on their own network, given the fact that they risk loosing market shares in the Retail market to MVNOs and SPs. Oftentimes an MNO will conclude, that it is in its own interest to provide its competitors access to its network, in order to protect its network investment. Therefore there is at least some kind of competition even in the Resale (whole sale) market, in that a SP or MVNO may have alternative suppliers to negotiate terms and conditions with, and no single MNO has absolute power in the market.

Due to the nature of mobile markets, regulatory intervention in the mobile markets will have to be more delicate and fine-tuned than in the fixed markets. Regulating a market that works under the conditions and constraints of fully developed, albeit not always perfect competition, risks having quite adverse effects on that market and indeed, in this case on the entire telecommunications market. An indication on where more regulation would be necessary could be in member states where the interconnect fees are above the EU-average. 

Comments on the Draft Opinion

From the background description above it is clear that preventive ex ante regulation is still needed, mainly in the fixed market, but also in many member states in the mobile market. 

As mentioned earlier, most problems concerning barriers-to-entry and other obvious obstructions by incumbents in order to delay competition entry into national markets have been overcome under the previous (1998 - 2003) regulatory regime. Some problems remain however, the most important of which are: 

· assuring non-discriminatory terms and conditions in the Whole Sale market

and

· finding the appropriate costs and correct cost levels against which to charge for whole sale services

Tele2 is pleased to find that both of these issues are being addressed in depth and with a good deal of insight in the subject Draft Opinion.

In the following sections, Tele2 will first provide some general comments on Accounting Separation and on Cost Accounting after which will follow specific comments, where appropriate, to the questions put forward in the consultation invitation.

Accounting Separation

Accounting separation involves two slightly different sets of problems. The first issue relates to separating costs associated with providing retail services from costs associated with providing whole sale services. The second issue involves separating costs associated with providing non-regulated whole sale services from costs related to the provisioning of regulated whole sale services.

The proposed Recommendation #1 in the Draft Opinion states in its second paragraph that:

“The purpose of imposing an obligation regarding accounting separation is to provide a higher level of detail of information than that derived from the statutory financial statements of the notified operator, to reflect as closely as possible the performance of parts of the business as if they had operated as separate businesses, and in the case of that vertically integrated undertakings which provide electronic communications networks, to ensure that they do not discriminate in favour of their own activities.”

Retail vs. Whole sale

The following discussion will take departure from the statement: “… as if they had operated as separate businesses” in the proposed Recommendation #1.

Since the Network branch of the Incumbent typically produces all regulated whole sale services, while retail services are offered by the Incumbent’s Retail branch, the basic conditions for separation are already in place.

Tele2 suggests that, given the limitations of national law in any specific country, the ERG should consider recommending that a full, legal separation between the Retail business and the Whole sale business of the Incumbent be enforced. By full and legal separation Tele2 means that the Incumbent should move all its whole sale business (Access and Core Network Services) into a separate legal entity. This could be a wholly owned, subsidiary that would be under the same legal regulation as any other registered company of the specific country, in order to have a requirement to issue its own yearly financial statements according to applicable national laws and regulations. 

Such a reform would probably not infringe the Incumbent’s property rights, since it would not force any assets to be transferred out from the Incumbent’s consolidated balance sheet. It would however improve the transparency of, and facilitate the NRA’s intentions to audit the Incumbent’s accounting of costs and revenues for its whole sale business. It will also provide additional assistance in the allocation of common costs that are associated solely with whole sale to just whole sale products. It would to an equal extent facilitate for the Incumbent to provide the NRA with the required information in a timely and orderly fashion.

Regulated vs. non-regulated

Once the separation suggested above has been achieved, the issue is reduced to auditing the Whole sale business with regards to separating costs and revenues related to regulated services from other items. The audit could then be focussed on determining the degree of non-discrimination between sales to its own Retail vs. sales to other operators, and on associating the correct costs to the appropriate regulated products.

Cost accounting

Although understood that this headline basically refers to the allocation of costs to appropriate services, the issue of how the costs should be calculated and how asset values should be appraised is quite important and closely related. 

Therefore, Tele2 will here, in general terms discuss the applicability of LRIC and important issues related to an “LRIC” model.

First of all it is important to state that LRIC is not a model. LRIC is a theoretical approach as to how a costing model could be designed. This opinion is also reflected in the draft Opinion, which also concludes that “LRIC” models could differ considerably from one country to another. Tele2’s experience is that “LRIC” models could differ considerably even in one and the same country.
Applicability

The basic idea behind the LRIC approach is that the whole sale market should be modelled as a fully competitive market. This means that charges for regulated whole sale products should be set at a level which would have prevailed in a fully competitive market situation. In other words; “the supplier of a product or service in a competitive environment cannot price its services based on historical costs, but is forced to adjust his price to levels set by competing operators with modern and efficient equipment” (from the Swedish NRA’s current proposed decisions on SMP and appropriate remedies on the various Relevant Markets, (translation by Tele2)). Another basic idea with the LRIC approach is that regulated prices should give the right investment incentives where replication of assets is deemed feasible and desirable.

The quote supplies a correct analysis provided that investments in new and modern equipment actually allow for more efficient operation. It should be noted that “efficient” is understood to mean less cost per produced unit. This is typical of services produced in the core network, such as access and termination interconnect services, where for instance the price for telephone exchanges has dropped dramatically over the past few years.

However, in a market where it is more expensive to invest in new assets rather than to continue utilising existing assets, the advantage of using an LRIC approach is less obvious. This market behaviour is typical for access network production plants, i.e. the copper network and related services. A whole sale price for access services based on costs calculated in an “LRIC” model will most likely have an effect by increasing the whole sale price. This is especially true if the NRA does not consider that some assets have already been depreciated. If whole sale prices for LLUB, Bitstream Access and Whole Sale Line Rental will be based on LRIC, the NRA must consider also regulating the retail price for the corresponding services. The NRA must regulate a minimum retail price level to avoid margin squeeze effects of the whole sale regulation for the reasons set out below. 

To allow a whole sale price considerably higher than actual cost (incl. e.g. booked value on assets) does not provide any incentive for any market player to invest. The Incumbent is already being reimbursed as if he made the investment. Any new real investments will only increase his costs and reduce margins. They will not be added to the capital base in the model and therefore will not generate any new revenues. Any other player could invest, but would only find that once the investment is made, the Incumbent would lower his price to just below the Competitor’s cost, while still earning a healthy profit and remaining in the market. In this context it is important to remember the big transmission networks built by KPN Quest, Ebone, GTS, Telia etc., These investments were one reason that some of these companies went under and that others have faced write-offs of billion of Euros.

Tele2 is at this point not suggesting that LRIC could not be used for costing of access services. Tele2 merely suggests that ERG applies considerable caution and pays due attention to this problem before promoting LRIC as a general approach to solve all identified problems related to defining “the right costs”. 

If not handled with caution the effect may be that retail prices may increase due to a theoretical model without any relation to real costs. In Sweden there is now a proposal where the proposed cost model would lead to, if implemented and transferred to retail price, a > 40% increase on the retail price for line rentals.

Cost of Capital

One factor of major importance for the costs that result from the “LRIC” model is the Cost of Capital (CoC). The following discussion bears reference to two issues, capital employed and how the cost for the capital employed is calculated.

Capital employed

Regardless of what model is being used in assessing the value of assets, be it HCA, CCA or MEA, one must recognise the fact that some of the assets in use have already been fully depreciated (FDA). Allowing FDA to re-appear in the model and be included in the amount of capital employed, on which the depreciation and CoC then will be calculated, is the same thing as endorsing that the Incumbent should get reimbursed once more for assets for which he has already been paid. This has a double effect on the modelled cost. First the CoC is calculated on a capital base much higher than justified, and secondly, the yearly depreciation, which appears as an operating cost in the model, also becomes much higher in the model. 

ERG treats this issue in brief in ANNEX, section 1.3, page 26 under “Net replacement cost”, where the ERG seems to agree with the points made above.

Tele2 urges the ERG to emphasise this point much stronger in its final Opinion. Not all NRAs have adopted this view in their realisations of “LRIC” models.

WACC Parameters

Tele2 recognises WACC as a generally accepted method to calculate CoC. However, a number of considerations have to be made before the final calculation.

First of all it must be stated that when WACC is applied to calculate the CoC in specific cost models, then the WACC also must represent the CoC for the modelled undertaking. The result must be Project Specific Cost of Capital. So for example, when calculating the cost for providing fixed interconnection services in a specific market, using a specific increment in the model, then the WACC should reflect the CoC for a SMP operator who offers only that incremental service in the specific market. The CoC should not reflect or include the cost for other, more or less risky investments and services in the national or international markets around the globe. 

Tele2 recognises that calculating a project specific WACC (say for fixed interconnect in a specific country) is not as easy as calculating a WACC for an Incumbent as a consolidated company. But that reason alone just is not good enough to justify using some other measures for the WACC calculations.

Keeping the project specific aspect in mind, it is then important to assess the appropriate values of

· β, which should be an appreciation of how the value of the “Project” varies with some investment index, preferably the national stock market index

· Rm, which reflects the return on investment an investor in the specific project would require (the corresponding parameter is referred to as Pm in the ANNEX)

Both parameters are specifically treated in footnote 10 on page 35 of the ANNEX. 

Tele2 would welcome an expanded discussion and a clear statement along the lines indicated above in the final ERG Opinion.

Charges for regulated services must not just be derived from, but must be equal to, costs including a reasonable rate of return on investment (RoI). RoI is defined as the return an investor would require to invest in the company, and is guaranteed by using the appropriate Rm in the WACC formula. Thus there is no need for; indeed the NRAs should not allow any additional “trading profits” to be added to the charges derived in the above fashion. Although this is already implied in the LRIC approach it is nevertheless rarely explicitly declared. It would add to the regulatory clarity if ERG would make a clear statement to that effect in its recommendation.

Responses to the specific questions

Draft ERG Opinion on proposed changes to the Commission Recommendation on cost accounting and accounting separation of 1998

Do you agree that the proposed changes to text of the Recommendation as set out in the draft ERG Opinion addresses correctly, in general, the issue of cost accounting and accounting separation obligations, or do you think that is there any part that should be expanded/reduced? If so, please provide details.

Tele2 finds that, in general, the proposed changes to the Recommendation do address the most important regulatory issues at hand in a correct and comprehensive way. For further comments please refer to the discussion above on separation of the whole sale branch from the retail branch and on FDA and WACC.

Do you think that the proposed changes to the text of the Recommendation as set out in the draft ERG Opinion provides sufficient practical guidance on how to implement a cost accounting system and accounting separation? If not, please highlight the areas where you would wish to see more guidance provided and why.

In Recommendation 2, 4th paragraph, Tele2 would like to see a clarification of the expression “reciprocity” in this context. It is not clear exactly what is meant. For further comments please refer to the discussion above on separation of the whole sale branch from the retail branch and on FDA and WACC.

Cost Accounting:

Do you agree with the general rules established to prepare a cost accounting system?

Yes.

Do you agree with the definition of directly attributable, indirectly attributable, joint and common costs?

Yes.

Do you think common and joint costs allocation criteria are set out in a proper way?

Yes.

Do you agree with the given definition of transfer charges?

Yes. 

Tele2 wants to emphasise the importance of transparency. Since much of the data needed to verify compliance with non-discrimination and cost orientation, to a varying degree could be of a more or less confidential nature (depending on national law), the responsibility of verification lies heavily on the national NRA. Transparency then would primarily mean that the NRA should have full access to all necessary data, and the Incumbent’s accounting system must be organised so that it facilitates the NRA’s review. Other operators would to a great extent have to rely on the NRAs official audit reports, which for the purpose of openness must allow for as much transparency as possible. All of course assessed with a proportionality valuation

Accounting separation:

Do you think that the accounting separation requirements contained in the document allow to properly providing the regulator, the industry, customers and other stakeholders with detailed information on the regulated services?

Tele2 is of the opinion that the proposed measures are a good step forward, but they do not go far enough.

Much of the proposed measures were already supported by the former regulatory package (1998). The NRAs have had great difficulties in getting the appropriate data from the Incumbents plainly because the NRAs have not had the knowledge and insight to know what to ask for. This statement is by no means to be seen as a criticism against any specific NRA. It merely points to the fact that without extremely detailed and stringent rules as to how to report activities to the NRA, the Incumbent has a great degree of freedom to choose to report what he wants to report.

Taking this recommendation one step further to also include requirements for the legal separation of whole sale services from retail services, within the limits mentioned earlier in this document, would greatly facilitate NRAs’ role to verify compliance with cost orientation and non-discrimination. It would also mean added transparency, in that the yearly reports would be published in the public domain.

Please refer to earlier discussions in this document for more details on Tele2’s opinion.

Do you think that the given examples for accounting separation are useful to understand how to allocate the cost components to each service? Are you aware of any another relevant example that could be useful in this context?

Tele2 has no specific comments on this point. 

Do you think that accounting separation could be effectively implemented using any of the cost bases indicated in the text (HCA and CCA)?

How to separate accounts from one another in order to identify costs for regulated services from other costs is one thing, evaluating equipment based on historical costs or current costs is another. Tele2 sees no reason why accounting separation would be affected in any way by which valuation method is being used.

Principles for cost causality, driver definition and attribution methodologies:

Do you agree with the principles for cost causality, driver definition and attribution methodologies set out in the text?

Yes. 

Tele2 strongly advocates ABC to be applied, rather than some arbitrarily set mark-up percentage on investment.

One problem that will arise using ABC is to convince NRAs that operations can be run much more efficiently than what is commonly achieved by the Incumbents. For this reason Tele2 would welcome the ERG’s recommendation to NRAs to actively visit and see for themselves how operators run their business in real life. 

Do you agree on the fact that all cost allocation methods, hence a detailed list of the cost drivers, should be reviewed by NRAs for assessment before financial statement preparation?

Yes. Preferably this could be done in public and include discussions and possibly consultation with the industry as a whole.

Do you think that the cost allocation process illustrated in Figure 1, although simplified, could provide a useful guide for the logic to be followed in cost allocation?

Yes. This is one approach that is acceptable. There are other approaches that may be equally acceptable, but Tele2 sees no reason to favour others before this one.

Is there any further principle, in addition to those set out in the text that you wish to propose? If so, please justify it/them.

Please refer to the final comment in this document.

Guidelines for CCA implementation:

Given the key role played by network asset revaluation in the application of a current cost accounting methodology, in your opinion should network assets subject to valuation be jointly identified by the NRAs and the operators?

Yes.

Based on the discussion above regarding the applicability of LRIC, it is Tele2s view that an open discussion should take place regarding first of all if LRIC should be applied in the access network (for access services) and secondly, if access network assets should be valued according to historical values or current values.

The outcome of this discussion will have a major impact on the [regulated] prices for access services and for the requirement of retail price regulation or not.

Do you agree that NRAs should illustrate and submit to public consultation the parameters and factors chosen for current cost accounting modelling?

Yes, most definitely.

It has to be recognised that imposing cost based price regulation is done through some sort of decision or other documentation by the NRA. The outcome could be challenged and appealed. However, it is not evident that it is not only part that the remedy is assigned to that may appeal the decision. Due to this fact it would be valuable if the other operators the, at least indirectly, may be effected be the decision has a way of make comments and argue. 

The consequence of this is that if the notified operator is satisfied (that the outcome was better than expected, which implies that other operators are not satisfied for the same reason), the outcome will not be questioned and subject to court examination. This is in spite of the effect that every Euro in higher revenue for the notified operator means one Euro higher cost for his competitors. And furthermore: If he is not satisfied and decides to appeal the decision, the result, as seen by other operators, could at best be the same as the NRA decision, but it could also be a lot worse, without other operators having any possibility to influence the court process.

Being part of the process in a manner suggested above is many times the only way for the rest of the market players to be able to influence decisions that will have a direct impact on the profitability of their business.

Do you think the definition of net replacement cost, deprival value and economic value given in the text is correct?

Regarding Net Replacement Cost, page 26, this is the only place where ERG treats the issue of depreciated assets. This issue has to Tele2’s knowledge, not achieved the attention it deserves in any previous EU, IRG or ERG documentation, presumably because it would seem so obvious that once an asset has been fully depreciated consideration to this fact has to be taken when re-evaluating assets to net replacement values or current costs. To allow all assets to appear as brand new in the model is not a correct approach.

However; as can be seen from e.g. Denmark and Sweden such an assumption is far from obvious. Because of the huge impact full re-activation of FDAs will have on the final results of the cost models, Tele2 would like to emphasise the importance that the ERG takes a firm stand on this issue.

To exemplify the impact: In the Swedish fixed LRIC model the capital cost (in total SEK per annum retrieved in the model, regardless of the WACC rate) is, by Tele2’s estimation, 400% higher than it would have been, had depreciated assets remained depreciated also in the model.

To make this point even more clear: the capital cost (WACC + depreciation) in the model amounts to 64 % of calculated annual costs (excluding allocation of overheads) in the core network and 80 % of the calculated annual costs in the access network.
Do you agree with the given definitions of CCA capital maintenance methodologies, namely operating capital maintenance (OCM) and financial capital maintenance  (FCM)?

The important difference between the two approaches as ERG presents them seems to be that, as FCM is defined it will consider the fact that new equipment in general is not only cheaper, but also more efficient in terms of output units produced per Euro invested. The same is not true for the definition of OCM in the paper. OCM seems to only be concerned with the price of the equivalent asset and not at all consider the possibly higher output that that piece of equipment can produce for that same price.

Therefore Tele2 recommends that the ERG revisit the definitions so that the two come in line with each other. That would most likely also produce approximately the same result regardless of which method is used in the actual calculations.
Cost of capital and capital employed

Do you agree that WACC is the correct way to calculate cost of capital?

Yes, it is one generally accepted way to calculate the CoC.

Do you agree with the way CAPM is proposed to be applied for regulatory purposes? In particular, do you agree with the definitions of the input parameters?

CAPM is an accepted method.

Tele2 would suggest that βe be defined as “Project beta” which should reflect the volatility of the “Project Company” relative to market fluctuations.

Tele2 would further suggest that Rm be defined as the “Project risk premium”, to emphasise that it is the cost for the capital employed for the modelled “project” that is to be calculated, not the CoC for something else, or for another undertaking.

Do you agree with the fact that, besides CAPM, other methodologies could be correctly utilised to determine the cost of equity?

Tele2 offers no comments to this statement.

Qualitative characteristics of accounting information

In your opinion, in the absence of regulatory accounting guidelines, should NRAs require the notified operators to apply IAS (International Accounting Standards) for regulatory financial statement assessment? If not, what accounting principles should be applied?

Most SMP operators are likely to be listed on a stock exchange or be a subsidiary to a listed company and subsequently they probably already apply IAS. The important characteristic of the applied accounting standard or principle is that it would allow as much transparency into costs and separation as possible.

In order to guarantee comparability and consistency over time, do you agree on the fact that changes to the regulatory aggregates and sub-aggregates in the financial statements should take place only if previously approved by the NRAs?

Yes, and then only after a public consultation process and given that the changes are not prompted by changes in other legislation in fields where the NRA has no jurisdiction.

Do you think the two concepts of "materiality" given in the text are consistent?

Regarding treatment of common costs, Tele2 recommends some caution to be applied. The suggested threshold of 10% is acceptable only if it is combined with a requirement that those not directly attributable and common costs that have already been allocated are clearly identified in an allocation table, so that the rationale behind the allocation could be revisited by the NRA. Otherwise too much leeway is given the Incumbent.

Regarding the other materiality concept Tele2 has the following comment:

Given that the concept is applied on either core or access, then the concept is acceptable.

If, on the other hand, the entire fixed network is modelled, and the concept implies that less than 15% of all assets remain evaluated using HCA, then Tele2 can not accept the concept limitation of 15%. Without going any further it suffices to say that it is not obviously “advisable” to re-evaluate the access network assets using CCA.

Other comments

Please provide a concise description of any other issues that you believe the document should address or a critique of any other aspects of the document that you consider relevant. In doing so please refer to actual or potential problems encountered in electronic communications markets, as well as to any relevant case law and/or other precedents.

Please refer to the discussion on Accounting separation and Cost accounting earlier in this submission for comments.

As a final general comment Tele2 would like to underline that, considering the huge impact these decisions have on the individual entities, it is important that the NRAs apply a sound, logical, economically critical view and analyse the final “theoretical” outcome of the process, in order to ascertain that “it all makes sense”. If not there is a risk that the products delivered by NRAs become desk products with no real connection to reality. 

Tele2 recognises that much of the work is of a theoretical nature. However, the fundamental one must keep in mind that in the end there are real companies with real costs and real customers and real owners who invest in real markets that are affected by the NRAs’ final decisions.

Yours faithfully,

Tele2 AB

Jan Tjernell

Director, Regulatory Affairs
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