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TRC haveahree main options when setting
wholesale and some retail services prices :

1. Benchmark®ased on 'average' or 'best
practice' methodologies;

2. Cost-based charging :

A. FAC |
B. TSLRIC+ method

. Price cap



1. Benchmarking



- The principlebehindbenchmarkings that

It IS aneasywayto determinereasonable
levels for chargeswithout engagingin

costlyandcomplicateacost modelling

- The basic exercise involved is one of
comparing chargesfor other operators
providing the same service In other
jurisdictionsin order to determine what
should be charged by the regulated
operator to reflect efficiency



. Although widely used, benchmarks have the
problem that they take no accountof the actual
costs of providing servicesin the local context,
which meansthey may either over or under
compensateperatorsfor the servicesrovided

- In Jordan ,TRC had used benchmarking in
calculating the weighted average cost of
capital(WACCQC),

Also it was an alternativesourceto TRC to use
benchmarking when the requested data for
TSLRIC models is not provided by the
operatorseg For the efficientoperator models,
the total operationalcostsasa proportion of total
costs were crosschecked against international
benchmarks




WACC parameters

(1) Localbond yields(?) internationalcurrency local bond yield adjusted
Risk-free Rate for sovereign risk, duration and currency effe¢8;Maturemarket bond
yields adjusted for inflation differential

Equity Risk Longrun ERP fronDimson Marsh and Staunton using both arithmetic &

Premium (ERP) geometric mean

Beta Based on Jordanian data where possible, otherwise international
comparators

Adjustments to Adjustingfor country riskusing either government bond spreads or

Standard CAPM instruments with the same credit rating as Jordan

Nominal and Real = Nominal WACC since interconnection rates set for oryear in 2008, but
Return in context of 35Y regulatory period, TRC will consider real WACC

Cost of Debt Based on company actual efficient debtcosts

Gearing Based on actual or efficient level of gearing




2. Cost-based charging



. Cost-basedchargingrepresentsthe most
accurate methodology Iin terms of
reflecting the true costs of providing
services

- The actual cost of providing servicesis
considered the best estimation of the
prices that would applyin a competitive
market, which Is why regulators are so
keenon them.



- Where cost models are used, their
introduction quite often resultsin a sharp
reductionin the levelof charges

- Thisis especiallyikely if there hasbeenno
regulation,or regulation based solely on
benchmarks,

. To smooth these effectswhile still moving
towards economicallyefficient outcomes,
costbased chargesare often introduced
over a period of time. Such an
Implementationis commonly known as a
oglidepatho. 0



A. FullyAllocated Cost (FAC)

- TRC hadusedFAC methodduring2006- 2010

- FAC Is an accountingmethod to distribute all
costs among a firm's various products and
services

. According to FAC methodology, costs are
spreadequallybetweenservicesand economies
of scaleand scopeassociatedvith the provision
of the servicesare not takeninto account

. As canbe seenin chart 1 below,serviceA and
serviceB eachget their proportionate shareof
the total costsbasedon the respectivevolumes
of the services



Chart 1 : FullyAllocated Cost FAC)
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- Under the FACapproachallthe costsof the
operator, including directly attributable cost
iIndirectly attributablecost,andunattributable
cost are fully allocated to the compamyinal
products.



B.TSERICMETHOD

In September2009 the TRC publishedits oRegulatorgecisioron
the principle$o be usedin the constructioaf TSLRIC#modeldor the
costsof interconnectio8ervic&s which was later followed by the
submissiorof the Hybrid TSLRIC+modelsin June2011

TSLRIG method overcomesthe weaknessesf the FAC models
whichare

The decisionsare basedon historicaldata. The rates for the
year beginnindl Julyare basedon the FAC modelsprovided by
licenseedor the yearendedthe previousDecember

The decisiondhavenot beentimely. The licenseesavedelivered
their models late, in some cases,and then there has been
considerablefollow-on review by the TRC before the model
results are accepted This meansthat decisionson rates are
often retrospective

The cost allocationsin the models are not transparent or
adequate Variousallocatorsare usedbut are not justifiedby the
licensees



- The Hybrid Model approachis usedby TRC in Jordan Under
this approach, TRC produced hybrid models,i.e. bottom-up
models for fixed and mobile network operators that are
reconciledand calibratedwith top-down data,includingoutputs
sourcedfrom the operatorlatestFAC top-down models



Chart 2 : Hybrid TSLRIC model approach
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Issue

Design of individual
operator LRIC models

TRC TSERIC Principles

Design of efficient
operator LRIC model

Conceptual network
design

Scorched node / modern
equivalent assets

Scorched node / modern
equivalent assets

Fixed network
technology

Actual switching technology in
IT network (but will consider
variations for WiMAX operators
if data is provided)

Circuit-switched technology for
voice; IP technology for data

Mobile technology

2G and 2.5G networks using
the actual spectrum
assignments

2G with capability for 3G
overlay, particularly for data
services. 900/1800 spectrum.

Spectrum assignment

Actual spectrum assignments in
900 or 1800MHz bands

Mixed 900/1800 spectrum - to
be reviewed in case of

significant cost differentials.

Metwork dimensioning

Actual subscribers/traffic and
best practice network design
parameters, reconciled against
actual equipment volumes

Average subscribers/traffic and
best practice network design
parameters,



TRC TSERIC Principles

WACC

TRC approved WACC for each
operator

Efficient operator WACC,
derived from the TRC approved
WACCs

Depreciation

Tilted annuity, but with other
options that may be used in
reconciliation with top-down
data.

Tilted annuity

Assetwvalues

Current costs of operator
assets

Modern equivalent asset prices
for efficient operator scale

Asset price trends

Operator data cross-checked
against international
benchmarks

Operator data cross-checked
against international
benchmarks

Asset lives

Operator actual (accounting
lves)

Operator data and international
benchmarks (economic lives)



. Havingreachedthe end of the period reflectedin
the previousregulatorydecisiong2014),the TRC
decidedbackin 2015 to start a new wholesale
price setting process to update the applicable
charges

. As part of this process, TRC has updated its

Hybrid TSLRIC+modelson the groundsof the

methodologythat was establishedn September
2009 to recognize the latest technological
developmentghat havetakenplacein the market
(e.g. introduction of IMSIP networks, massive
take-up of 3G and 4G servicesgrowth in fixed

andmobile datatraffic).



. TRC has determined the final mobile
Interconnection costs calculatedby the
modelsfor the 20182021 period

. TRC has determined to set symmetric
chargeson all operators for the 2018
2021 period



3. PRICE CAP



Whatt is a price cap?

A Since the early 198G, price cap
regulation has been adopted in a wide
rangeof countries In Australiaprice caps
have been used IN the
telecommunications, energy and
transportindustries

A In 1ts simplestform a price cap simply
sets a maximum allowed inter-temporal
path for the price of a specificproduct
The rulesfor the pathare setin advance
and only depend on factors that are
beyondthe control of the regulatedfirm.




Generalprincipalesiof ‘a Pri€eap

- Set prices allowing the Incumbent

operator to make reasonablebut not
excessivaeturn.

- Not unduly constraint the incumbent
pricingflexibility on individualservices

« Incentivize productivity improvements
andefficienciegjains



- To achievethese gener rice cap
structure (baskets)will portant
role:

9Within an individualbasket,changesin the
price of one servicecanbe offsetby changes
In the pricesof other servicesaslongasthe
overallcapis met;

9The narrower a basketis defined the less
pricing flexibility the operator will retain for
Individualserviceswithin that basket



