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1  R o m te l e co m c omme nt ar y o n  t h e  de c i s i o n  o n
L R I C

1.1  ANRC has pub l ished draf t  dec is ions regard ing  the  prepara t ion
of  a  top-down cost ing  mode l  f or  long- run incrementa l  costs
(LRIC)  by Orange/Mobi fon .

1 .2  In re lat ion to  the  LRIC dec is ion ,  Romte lecom notes that  ANRC
has aga in f a i led to h igh l ight  those aspects of  the regu lat ion  on
which  i t  i s  seek ing indus t ry  comment .   We request  that  ANRC
adopt  th is  po l icy in  fu ture indus t ry  consu l tat ions.

1 .3  W e request  tha t  ANRC under take in  i ts  e labora t ion of  i ts
dec is ion on LRIC to :

�  l i s t  and  i nd i v i du a l l y  a ddr es s  t he  op in io n s
e xpr ess ed  b y  op er a to rs  in  t he  su bseq u en t  de c i s io n ;

�  d emo ns t r a te  t he  b e ne f i t  wh ic h  t he
te l ec ommun ica t io n s  sec t o r  w i l l  g a in  as  a  d i r e c t  r e su l t
o f  ea ch  ob l ig a t io n  ANRC i s  p r op os ing ;  and

�  d emo ns t r a te  t he  a d van t ag es  a nd / o r
s hor t com ing s  o f  ea ch  op era t o r ’ s  r e sp o n se  re l a t i ve  t o
ANRC’s  p r op os a l  i n  o rde r  t o  p r o v i de  a  co n te x t  f o r
ANRC’s  f i n a l  d ec is i on .

1 .4  Romte lecom be l ieves  tha t  i t  i s  ANRC’s respons ib i l i t y  as the
pr imary representa t ive  of  the Romanian te lecommunicat ions
sector  – both end users  and new ent rants  –  to accompany a l l
fu tu re  draf t  and f ina l  dec is ions wi th  such an ana lys is .  I t  wi l l
on ly  be  through the  demonst rat ion of  the susta inab le
improvements be ing made to the te lecommunicat ions sector
that  the  Romanian te lecommunicat ions sec tor  wi l l  benef i t  f rom
long- term investment .

1 .5  In the  fo l lowing sec t ion (sec t ion  2) ,  Romte lecom summar ises
i t s  genera l  comments on the dec is ion  regard ing  LRIC for
mobi le  operators.   In  sect ion 3 we set  out  our  deta i led
comments on ind iv idua l  e lements  of  the  dec is ion .
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2  G e ne r a l  C o m ment s

2.1  Romte lecom suppor ts  the use by ANRC of  LRIC costs  as the
bas is  f or  mob i le  terminat ion  charges.  Th is  is  cons is tent  wi th
the approach set  ou t  in  the re levant  EC d irect ives  and as now
being  adopted th roughout  Europe.  Un l ike  the terminat ion ra tes
for  ca l ls  to  f ixed networks,  mob i le  terminat ion  rates in  Romania
remain  s ign i f icant ly  above cost .  The implementat ion of  cost -
based te rminat ion is  essent ia l  to  address  th is  d is tor t ion  of  the
te lecommunica t ions  market  in  Romania.

2 .2  Romte lecom a lso notes  that  the  mobi le  market  in  Romania  is
one of  the least  compet i t i ve  in  Europe,  wi th  h igher  market
concent rat ion  than in  any EU count ry ,  p r ices s im i lar  to  EU
markets and h igh prof i tab i l i t y .  Fur thermore,  un l ike many EU
markets where both  f ixed and mobi le  markets  have reached
saturat ion,  there are subs tant ia l  numbers of  cus tomers of  f i xed
te lecommunica t ions  tha t  are not  customers of  mob i le
te lecommunica t ions .  These factors make i t  essent ia l  that  any
implementa t ion  of  cost -based mobi le  te rminat ion  charges  does
not  generate any c ross-subs idy f rom f ixed to mobi le .

2 .3  Romte lecom a lso notes  that ,  un l ike in  the f ixed in f ras t ruc ture
market ,  the pr ices o f  mob i le  in f rast ructure  have fa l len
substant ia l ly  over  recent  years and are cont inu ing  to f a l l .  In
l ight  of  th is  character is t ic  of  the mobi le  in f rast ructure,  i t  i s
essent ia l  that  carefu l  ana lys is  of  mob i le  in f rast ructure pr ices

2.4  The next  sect ion (sect ion 3)  se ts  out  Romte lecom’ s deta i led
comments on the spec i f ic  e lements  of  ANRC’ s draf t  dec is ion .

3  D e t a i l e d  c om men ts  o n  s pe c i f i c  e l e me n ts  o f
AN R C ’ s  dr a f t  dec i s i o n

3.1  Paragraph 3.1 regarding  mode l led serv ices .  The serv ices  l i s t
inc ludes SMS.  Th is  shou ld be expanded to inc lude SMS
terminat ion.  W here  SMS cos ts  have been eva luated fo r
regu latory purposes  in  other  markets,  reta i l  p r ices have been
found to be subs tant ia l ly  in  excess of  cos ts .  Underp inn ing the
h igh marg ins f rom these serv ices are rec ip roca l  h igh in ter -
operator  SMS terminat ion charges,  wh ich  act  ant i - compet i t i ve ly
in  the  same way as  the in ternat iona l  vo ice account ing  rate
sys tem d id  in  the past  to  de ter  pr ice compet i t ion  on reta i l
ou tbound serv ices  and inh ib i t  the ent ry in to the market  of
a l te rnat ive  prov iders.  W ith  SMS,  non-mobi le  operators  may
wish to deve lop app l icat ions,  such as  f rom f ixed- termina ls  to
mobi le  SMS or  emai l  to  SMS app l icat ions.  Mob i le  operators are
dominant  prov iders of  SMS terminat ion serv ices to the i r  own
customers ,  in  the  same way as  they are  fo r  vo ice terminat ion.
SMS terminat ion shou ld therefore  be subject  to  the same cost -
based te rminat ion regu lat ion  to prevent  the abuse of  th is
dominant  pos i t ion,  such as the  prevent ion of  the deve lopment
of  app l icat ions by non-mobi le  operators .  S im i lar ly ,  an
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add i t iona l  category of  SMS or ig inat ion ( terminated on another
network)  shou ld be a lso  added.

3 .2  Paragraph 4.2.3.  ANRC shou ld f ur ther  spec i f y the length of
the“modern equ iva len t  asset ”  t ime hor izon.  For  instance,  th is  is
un l ike ly  to  inc lude the use of  3G techno log ies,  wh ich  is  more
ef f ic ient  than a 2G network ,  bu t  shou ld take account  of  the
inc lus ion  of  PDH core network  (as  opposed to hub and spoke
leased l ines) ,  wh ich  has  a  far  shor ter  techno logy t ime hor izon.

3 .3  Paragraph 4.4.1.  Romte lecom notes  tha t  the use of  the  CAPM
approach is  common,  bu t  more recent ly ,  f inanc ia l  investors
a lso  take account  o f  other  factors that  might  in f luence the cos t
of  cap i ta l .  In  par t icu la r ,  any assessment  of  the cost  of  cap i ta l
shou ld be in formed by mul t i - factor  mode ls  to  account  for  the
smal l  s ize  of  operators  in  Romania re lat ive  to the i r  g loba l
counterpar ts ,  i l l iqu id i t y  of  non- l is ted  s tock  and,  where i t  ex is ts ,
the h igh book  to market  rat ios.  W e a lso  to refer  to  the  need to
mainta in a  cons is tent  approach to  the use of  ex-ante and ex-
pos t  costs  and r isks  be low.

3 .4  Paragraph 5.1.  Romtelecom sees no jus t i f icat ion  whatsoever
for  the inc lus ion  of  3G techno logy.  Romanian mobi le  l i censees
do not  have 3G mobi le  l i censes nor  access to  the core
spect rum upon wh ich 3G networks operate .  Unt i l  th is  is  the
case,  any inc lus ion  of  3G techno logy costs  wou ld  serve  on ly  to
compl ica te the model l ing  process and reduce the t ransparency
of  the  outcome.

3 .5  Paragraph 5.2.1.  Romte lecom notes  ANRC’ s  scorched ear th
approach,  bu t  fee ls  s t rong ly  that  i f  th is  approach is  adopted
then account  shou ld a lso  be taken of  the ex-ante r isks  of
inves tment  g iven the uncer ta in ty  of  demand,  and the mater ia l
impact  th is  has on network  des ign .  Th is  wou ld necessar i ly
requ ire  the  adopt ion of  a cos t  of  cap i ta l  h igher  than that  ex-
pos t  cost  of  cap i ta l  tha t  ANRC impl ies  through the use of  the
CAPM formula.  As  a genera l  po in t ,  i f  ANRC fa i ls  to  take fu l l
account  of  the requ i red ex-ante ra te  of  re turn i t  r i sks
undermin ing  investment  in  the  indust ry,  wh ich  in  Romania,
more  so than in  most  European markets ,  the sec tor  cannot  at
th is  s tage af fo rd  g iven the  need fo r  inves tment  in  in f ras t ruc ture
to suppor t  the  deve lopment  of  the  economy.

3 .6  Paragraph 5.2.2.  Romte lecom notes  ANRC’ s  inc lus ion of  an
ef f ic iency ad justment  in  the ca lcu lat ion.  As wi th  a l l  such
ef f ic iency ad justments ,  th is  wou ld  be impract ica l  and subjec t  to
a  h igh degree of  er ror  and serve  on ly  to  reduce the
t ransparency of  the  ca lcu lat ion  of  costs .  Any opera tor  has
an incent ive  to increase ef f ic iency to  prov ide  returns to i t s
shareho lders.  These incent ives wi l l  ensure  that  any operator  is
reasonab ly  ef f ic ien t ,  so that  actua l  costs  represent  a
reasonab le est imate of  ef f ic ien t  costs ,  and f ar  more
appropr iate tha t  the  inc lus ion  of  an arb i t rary  adjus tment  tha t
fa i ls  to  take in to account  the  rea l-wor ld  const ra in ts  on  s i te
locat ions  caused by geography,  p lann ing author i t y  and
commerc ia l  negot ia t ions.
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3.7  Paragraph 10.1.  Romte lecom agrees wi th  ANRC’ s  assessment
that  common costs  shou ld be at t r ibuted us ing  EPMU.
Substant ia l  ana lys is  of  th is  has  been under taken in  other
markets and conc luded that  the scope for  the  inc lus ion of  any
other  methodo logy has no mer i t  and wi l l  on ly  serve  to increase
the complex i t y  and reduce the  t ransparency of  the ana lys is .

3 .8  Paragraph 10.2.  Romte lecom agrees wi th  ANRC’ s  assessment
that  non-network  costs  shou ld be exc luded f rom the cost
re la ted to ca l l  te rminat ion.  For  the avo idance of  doubt ,  these
shou ld be exc luded f rom the common costs  assoc iated wi th ca l l
terminat ion.  The t reatment  of  non-network  costs  shou ld be the
same in estab l ish ing  the who lesa le pr ices of  bo th  f ixed and
mobi le  serv ices .  In  other  markets,  there  has been argument  fo r
the inc lus ion  of  some non-network  costs  in  the ca lcu la t ion  o f
mobi le  te rminat ion charges .  W here th is  ahs been the case,
customers  of  mob i le  te lephony reta i l  serv ices have been found
to be la rge ly  the same as the  customers of  f i xed to mobi le  ca l ls
and the mobi le  te rminat ion charge does  not  represent  a
t ransfer  of  va lue f rom one set  of  cus tomers  to another  as they
are the  same customers.  In  Romania ,  th is  is  not  the case.  In  a
recent  market  survey,  53% of  RTc ’ s  res ident ia l  customers
made ca l ls  to  mobi le ,  ye t  on ly  33% of  res ident ia l  customers  are
a lso  mobi le  cus tomers.  Th is  suggests that  a  substant ia l
p ropor t ion of  ca l ls  to  mobi le  are made by non-mobi le
customers  and tha t  the inc lus ion  of  non-network  cos ts  in
mobi le  te rminat ion charges  wou ld  represent  no t  on ly  a
d is tor t ion  of  compet i t ion but  a  t ransfer  of  va lue  away f rom
customers  of  f i xed te lephony


