& EPHET
HH—-____

Public consultation on the
methodology for cost modeling

Position statement



Public Consultation on the methodology for cost modeling in Cyprus

Contents

3 I I o o Yo ¥ [t o o ] o S 1
2. Responses to specific concerns on the Process .........c.ccvvvvennnn. 2
2.1. Concern 1: Consultation PrOCESS . iuuiiiiiiiiiii i e aee e 2
2.2. Concern 2: Model description and methodological details .............ccoovieiiennnn. 4
3. Responses to specific QUESLIONS .....ciiiiiiiiiiiii i 8
3.1. Responses to specific questions regarding Bottom-Up LRIC Model.................. 8

3.1.1. Question 1: Do you agree with the use of a Pure LRIC standard for the
calculation of voice termination services, while using a LRIC+ approach for the
(oo 1= =Y =T VAT ol <= PP 8
3.1.2. Question 2: Do you agree with the use of an effective-capacity approach
for the allocation of network common and joint COStS? ......ocvvviiiiiiiiiiiiiiiiiieeenns 12
3.1.3. Question 3: Do you agree with the use of an EPMU approach for the
allocation of G&A eXPENSES COSES? ..uiuiiiiiii ittt e e aenens 14
3.1.4. Question 4: Do you agree with the OCECPR’s view in how assets should
oIV 7= | 1 T= T P 16
3.1.5. Question 5: Do you agree with the use of the WACC as a mechanism for
the estimation of the reasonable amount of return? .........cocoviiiiiiiiiiii e 22
3.1.6. Question 6: Do you agree with OCECPR’s view to implement an
economic depreciation approach for cost annualisation in the BULRIC models?..... 23
3.1.7. Question 7: Do you agree with OCECPR’s view to determine the traffic
demand in the BULRIC MOdelS? ... it aae e e n e nnneaas 32
3.1.8. Question 8: Do you agree with OCECPR’s suggested approach to model a
hypothetical existing operator with the characteristics described?....................... 34
3.1.9. Question 9: Do you agree with the consideration of the above listed
services in the BULRIC Model for Mobile Networks?......ccooviiiiiiiiiiieieeneneeees 37
3.1.10. Question 10: Do you agree with the suggested definition of the
increments in the model for mobile NEtWOrKS?......ccviviiiiiiii e 39
3.1.11. Question 11: Do you agree with the suggested technologies to be
considered for radio access, transmission and core networks in the BULRIC
Model for Mobile NetWoOrKS? ... e eaee s 42
3.1.12. Question 12: Do you agree with OCECPR regarding the consideration of
a hypothetical existing operator with the same characteristics as Cyta?............... 44



Public Consultation on the methodology for cost modeling in Cyprus

3.1.13. Question 13: Do you agree with the consideration of the above listed
services in the BULRIC Model for Fixed Networks? .......ccooeviiiiiiiiiiiiiiiccecnenes 45
3.1.14. Question 14: Do you agree with the suggested definition of the
increments for the model for fixed NetWOrks? .....ccoviiiiiiiii s 48
3.1.15. Question 15: Do you agree with the suggested technologies to be
considered for access, transmission and core networks in the BULRIC Model for

D q=To I 1< Yo o 7 PP 50
3.1.16. Other questions regarding Bottom-Up LRIC Model .......ccocvviviiiiiiiiiiininnnns 53
3.2. Responses to specific questions regarding Margin-Squeeze Model ................ 55

3.2.1. Question 16: Do you agree with the consideration of adjusted EEO
operator with @ 20% market share? .. ... e 55
3.2.2. Question 17: Do you agree with the adoption of a product-by-product
analysis on the flagship products provided by the SMP Operator? ............cccvvenee. 57
3.2.3. Question 18: Do you agree with the definition and treatment of the
flagsShip PrOAUCES? ..uieii ittt e e e e e e e e neenenens 59
3.2.4. Question 19: Do you agree with the use of the LRIC+ standard in the
margin squeeze model, using FDC costs when LRIC+ data is not available? ......... 61
3.2.5. Question 20: Do you agree with the relevant downstream costs that will

be considered in the Model? ... e 63
3.2.6. Question 21: Do you agree with the consideration of the WACC in the
Margin-squUEEzZe MOAEI? ... i e i e 64

3.2.7. Question 22: Do you agree with the consideration of a static approach?..... 65
3.2.8. Other questions regarding Margin-Squeeze Model .........ccvviviiiiiiiiiieiinnnnn. 67

3.3. Responses to specific questions regarding Ancillary Services Model .............. 68

3.3.1. Question 23: Do you agree with the OCECPR’s approach for costing
ancillary, one-off and non-material services? Which of the above stated
services are the most important in terms of usage and cost? ........c.ccviviiiininnnn. 68

3.4. Responses to specific questions regarding NCUS Model..........cccevvivviiviiinnnnn. 72

3.4.1. Question 24: Do you agree with the adoption of the MDF area as the
relevant geographical level for the calculation of the NCUS of uneconomic
] T 3PP 72
3.4.2. Question 25: Do you agree with the OCECPR’s view on how to allocate
costs and revenues to each MDF ar€a? ....ciiviiiiiiiiiiii i aaeas 73
3.4.3. Question 26: Do you agree with the suggested treatment of the

INCOMING Call EffECt? .o e 74
3.4.4. Question 27: Do you agree with the OCECPR’s view in how profitability of
areas should be asseSSea? ...t 76

3.4.5. Question 28: Do you agree with the OCECPR'’s view in how Net Cost of
uneconomic areas should be calculated? ... 77



Public Consultation on the methodology for cost modeling in Cyprus

3.4.6. Question 29: Do you agree with the calculation methodology presented
by OCECPR for Net Cost calculation of Enquiry Services? .......ccceviviiiiniiniiniinnnnns 78
3.4.7. Question 30: Do you agree with the calculation methodology presented
by OCECPR for this NCUS cOmMpPONeNnt? ..ot ee e 78
3.4.8. Question 31: Do you agree with the indirect benefits that OCECPR
intends to include in the calculation of the Net Cost of the Universal Service? ...... 80
3.4.9. Question 32: Do you agree with the calculation methodology presented
by OCECPR for each one of the indirect benefits?......cccoiiiiiiiiiiiii i 81
3.4.10. Other questions regarding NCUS Model .......ccceiiiiiiiiiiiiiiiieiee e 83



Public Consultation on the methodology for cost modeling in Cyprus

1. Introduction

The Office of the Commissioner for Electronic Communications and Postal
Regulations (‘the OCECPR’) is empowered under The Electronic Communications
and Postal Regulation Law 112(I)/2004 as amended, to make decisions in relation
to the regulatory remedies that may be required to address the risks that arise for
consumers as a consequence of the lack of effective competition.

On February 17™, 2016, the OCECPR issued the Public Consultation on the
methodology for cost modelling in Cyprus to gather the views and comments of all
interested stakeholders in regards to the proposed methodology for the
implementation of the following costing tools:

Bottom-Up Long Run Incremental Costs (BULRIC) model for fixed networks
Bottom-Up Long Run Incremental Costs (BULRIC) model for mobile networks
Margin-Squeeze (MS) model

Net Cost of Universal Service (NCUS) model

Ancillary Services model

vVvVvyyvyy

As a result of this process, the OCECPR has received comments to the Consultation
Document (CD) from Cyta, MTN, Primetel, Cablenet and Callsat. The OCECPR
appreciates the time and efforts dedicated by these Operators to elaborate their
responses, which will surely contribute to improve the robustness of the
methodology to be applied to the costing models.

This statement illustrates OCECPR’s position on the questions and
recommendations raised by the Operators. In particular, the structure of the
document has been divided in two main sections as described below:

» Responses to specific concerns on the Process, which provides OCECPR’s
answers to operators’ concerns on the overall process.

» Responses to specific questions, which includes the treatment of operators’

contributions on the list of questions presented by OCECPR in the Public

Consultation document.
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2. Responses to specific concerns on
the Process

During the public consultation process, Cyta, MTN and Primetel expressed a number
of concerns related to the general process concerning the development of the
costing models which do not fall into any of the specific questions outlined in the
Consultation Document. OCECPR is glad to provide a deeper description of the role
of this project, providing an answer to each specific question raised by the
operators.

It has been noted that Callsat and Cablenet have not requested any additional
clarification regarding the overall process of the project, and hence, no comments
from their part will be included in this section.

2.1. Concern 1: Consultation process

This section discusses Operators’ concerns regarding the public consultation on the
costings models.

Cyta’s concerns

Cyta considers that "The current process, as identified in Exhibit 1.1 of the
Methodology document, does not provide for any consultation on the models once
these have been developed. Cyta does not agree with the process being followed
which is also against the norms adopted in other EU countries where there is almost
always a formal consultation both at the draft model stage (once the model has
been developed and is producing draft, meaningful outputs) and also again at the
draft results stage (when any formal decisions based on the model have been
drafted but not finalised). Therefore it is strongly proposed that in order to
safeguard the robustness of the process and ensure the integrity of the final results
the usual practice is followed and the opportunity is given for commenting on two
more occasions as they are outlined above.”

Additionally, according to Cyta’s view, there a number of issues that would require
“an additional consultation round to be included in the overall timeframe"” once the
models are developed and populated.

Finally, Cyta emphasises "the confidential nature of much of the information that is
being supplied to OCECPR. We would therefore stress that any “public” versions of

For the sole use of OCECPR - CONFIDENTIAL - 2016© Axon Partners Group 2
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the models have confidential data adequately disguised. We acknowledge that this
will mean that the results will not correlate precisely with the “official” results of the
confidential versions, but this can easily be addressed by OCECPR explaining the
need for confidentiality to be maintained and that the results are “broadly in line”
with the outputs of the confidential versions of the models.”

MTN’s concerns

MTN argues that “"The OCECPR has not explicitly sought stakeholders’ views on the
overall procedure and information provided as part of this consultation. However,
we note that the consultation document deals only with very high level
methodological principles (which MTN agrees, are necessary to discuss), but
provides limited to no information on the actual implementation of those principles
in the models OCECPR plans to develop. While it is common procedure in other
jurisdictions to undertake a more detailed, or indeed several, consultations on the
principles and implementation of the model, there is currently no certainty that this
will also be the case in OCECPR’s proceedings.”

Additionally, it notes that "there is ample precedent of regulators making similar
fixed BU LRIC models publically available. For example, regulators in Spain,
Belgium, Denmark, Sweden and Norway have published models for consultation
prior to determining the costs of fixed access and interconnection charges for
wholesale voice and broadband products.

MTN therefore urges OCECPR to follow such precedent and ensure that any further
consultation is done in the most transparent way possible, by consulting on the
detailed implementation of the modelling methodologies and publically available
versions of the models.”

Primetel’s concern

Primetels states that: "Suupwvouue pe Tnv npooecyyion Tou [EPHET yia Tn
uebodoAoyia avanTuéng KoOOTOAOYIKWV OVTEAwV. OegwpoUue OTI &gival noAu
onuavTiko va undpxel 01apaveia oTnv UAoroinon Tou KOOTOAOYIKOU IOVTEAOU.

Me Baon ta nio navw BswpoUue OTI To HOVTEAO (0 nAnpn avdAuon kai xwpic va
ouunepiAauBAvel  eunioTEUTIKA  OToIxEia) Ba npéner  eivar  diaBeoiyo  ora
evolapepoueva Pepn Hadli e Aentouegpn Tekunpiwon, ornv ornoia 6a karaypdgovrai
OAec TIC napdueTpol, unoBeoeic/napadoxec, €Eaipeceic nou exouv AneBei unown
oTnv uAonoinon Tou HovTéAou. Ta oToixeia autd Oa nipener va eivar diabeoiua ora
EVOIaQEPOEVA LEPN YIa OxOAld kKdBs @opd Mnou Tporomnolouvral Kai npiv Tnv
EKAOTOTE UAOIMOINON TOU KOOTOAOYIKOU HOVTEAOU.”

For the sole use of OCECPR — CONFIDENTIAL - 2016© Axon Partners Group 3
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OCECPR’s response

As outlined in Exhibit 2.1 of the Consultation Document, there are different
precedents as to the approach followed by European NRAs once the
implementation of the costing models has been completed.

While some countries including Portugal, Spain, France, UK, Belgium,
Netherlands, Denmark, Finland, Sweden and Romania have shared their costing
models, it is also true that Austria, Croatia, Greece, Bulgaria and Estonia did not.

OCECPR notes that it is discussing internally the approach that should ultimately
be adopted on whether or not to submit the final models to a public consultation
process with the stakeholders and expects to take a decision in the upcoming
days. All the operators involved in this process will be informed as soon as a final
decision is taken by the OCECPR.

2.2. Concern 2: Model description and methodological
details

This section discusses Operators’ concerns regarding the description of the model
and the general level of detail of the methodological guidelines presented in the
Consultation Document.

Cyta’s concerns

Cyta considers that "the document released for consultation is very “high level” and
is lacking throughout on detail thus rendering the effort to meaningfully comment
on the all the issues raised difficult. Additionally, many important issues are not
dealt with in the document and consequently important questions are not asked. It
is our strong view that this renders the document not fit for purpose as the sole
“defining” document on the methodology that will be adopted for the four models -
particularly given the lack of any subsequent consultation on the models when
developed (which could easily be very complex and contain a number of significant
errors and misunderstandings). This fact deprives Cyta the opportunity to state its
position on important issues. It is the view of Cyta that OCECPR must produce a
second, detailed methodology document and circulate this for formal consultation
prior to OCECPR’s retained consultants commencing any work on model
development, at which stage, it should be evident in which part of the model(s)
each type of data requested from Cyta were utilised.

For the sole use of OCECPR — CONFIDENTIAL - 2016© Axon Partners Group 4
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There is no real discussion on the methodology that will be adopted for operating
costs. Given that operating costs tend to represent a significant portion of total
product costs, we would expect them to be discussed in some depth in the overall
methodology. Likewise we would also expect that indirect capital costs such as
accommodation costs are discussed. In this regard, we would remind OCECPR that
Cyta has a detailed cost allocation model that it uses for its own costing purposes
and that the data contained within that model could prove very useful to OCECPR in
its assessment of necessary operating costs. We expect that in the more detailed
document of the Regulator the methodology of calculating operating costs and
indirect capital costs is discussed.”

MTN'’s concerns

MTN considers that "The OCECPR has not explicitly sought stakeholders’ views on
the overall procedure and information provided as part of this consultation.
However, we note that the consultation document deals only with very high level
methodological principles (which MTN agrees, are necessary to discuss), but
provides limited to no information on the actual implementation of those principles
in the models OCECPR plans to develop. While it is common procedure in other
jurisdictions to undertake a more detailed, or indeed several, consultations on the
principles and implementation of the model, there is currently no certainty that this
will also be the case in OCECPR’s proceedings.”

OCECPR’s response

OCECPR understands Cyta and MTN’s view on having additional consultative
rounds, but sees no substantiated reason on why the methodological public
consultation lacks sufficient detail.

The table below presents a summarised view on the contents that are generally
included in this type of consultations where, despite a few differences among
countries, it may be observed that the methodological aspects covered are

typically the same:

For the sole use of OCECPR — CONFIDENTIAL - 2016© Axon Partners Group 5
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Methodological aspect /
Country

Portugal® | Belgium'* Sweden®

Cost Standard v v v v v v
Definition of the increments v v v 4 v v
Allocation of common costs v x 4 v v v
Asset valuation v x v x x v
WACC v v v v v v
Depreciation method v 4 4 v v v
Period of time modelled v v v v v v
Treatment of the information x x x x x 4
Demand forecasts v v x x x v
Type of operator v v v v v v
Operator's definition v 4 4 v v v
Netvs{ork technologies v v v v v v
considered

List of services v 4 4 4 v v
Geographical analysis 4 v x v x x
Network design and v Annex v v Annex «

dimensioning

At the same time, OCECPR agrees to include a brief Annex on the methodological
algorithms that will be used in the Bottom-Up LRIC models, in order to provide
greater transparency on the modelling approach it expects to adopt.

Additionally, whereas MTN does not provide any reason on why it considers that
the public consultation “deals only with very high level methodological
principles”, it may be observed that Cyta’s concerns (e.g. treatment of OpEx,
accommodation costs) are not treated in any of the public consultation
documents analysed in the table above.

In any case, for the avoidance of doubt, OCECPR also presents the treatment of
these additional issues outlined by Cyta in section 3.1.16 (‘Other questions
regarding Bottom-Up LRIC Models’).

! We note that these consultations were launched not until the draft models were completed. No
consultations took place before the development of the models.

2 http://telecos.cnmc.es/c/document library/get file?uuid=ee36ecif-4ed2-4a1f-991f-
8779ea19d251&groupld=10138

3 http://www.anacom.pt/streaming/ConceptualApproachMobileBU LRICmodel.pdf?contentld=1079788&
field=ATTACHED FILE

4 http://www.ibpt.be/public/files/en/805/3653 en consultation _document for bipt 23-12-2011 .pdf

5 http://www.nkom.no/marked/markedsregulering-smp/kostnadsmodeller/Iric-fastnett-

kjerne/ attachment/1805? download=true& ts=139100f7b30

5 https://www.pts.se/upload/Ovrigt/Tele/Prisreglering/Mobil LRIC Conceptual design model specificati
on_Analysys 080125.pdf
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Based on the above, and the clarifications that are provided to the operators in
this document, OCECPR’s sees no need for conducting additional rounds of
consultation on the methodology to be adopted in the development of the

costing models.
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3. Responses to specific questions

This section includes the operators’ contributions to specific methodological
approaches outlined in the CD and the OCECPR’s position. The responses to specific
questions will address the comments provided in regards to each question included
in the CD. These responses have been divided in the following subsections:

Responses to specific questions regarding Bottom-Up LRIC Model
Responses to specific questions regarding Margin-Squeeze Model
Responses to specific questions regarding Ancillaries Services Model

vvyvyy

Responses to specific questions regarding NCUS Model

3.1. Responses to specific questions regarding
Bottom-Up LRIC Model

This section presents a summary of OCECPR’s understanding on the Operators’
comments on specific questions outlined in the CD on the methodology for BULRIC
Modelling and details the OCECPR’s position. This has been divided according to the
15 questions asked in the document.

3.1.1. Question 1: Do you agree with the use of a Pure LRIC
standard for the calculation of voice termination services,
while using a LRIC+ approach for the other services?

Cyta’s concerns

"Cyta does not agree that the Pure LRIC standard should be used for the calculation
of voice termination services, but instead believes that such services should be
based on the LRIC+ standard. Our objections are based on the fact that:

» The use of Pure LRIC detracts significantly from the principle of cost causality
underpinning the overall LRIC approach.

» The selection of voice termination services as the increment to which Pure LRIC
is applied is totally arbitrary as there is no justifiable economic rationale to treat
such services differently than, for example, voice origination and on-net voice
services

» It is clearly discriminatory since an off-net voice call is deemed to "cost” less
than an on-net voice call.

For the sole use of OCECPR — CONFIDENTIAL - 2016© Axon Partners Group 8
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In the event that Pure LRIC is adopted as the standard for the calculation of voice
termination services, Cyta would like to emphasise that all costs that would
otherwise have been allocated to voice termination services must be recovered
from all remaining services based on the LRIC+ standard and the principle of cost
causality. This practice (applying cost causality principle selectively on specific
products) actually discriminates against network operators and gives the wrong
signals to investors. Specifically, only MVNQ’s will benefit with negative long term
effects on the level of investment.

We would stress that there is no real discussion on the methodology that will be
adopted for operating costs. Given that operating costs tend to represent a
significant portion of total product costs, we would expect them to be discussed in
some depth in the overall methodology. Likewise we would also expect that indirect
capital costs such as accommodation, Power, IT costs are discussed.”

MTN'’s concerns

"The European Commission (EC) recommends using a pure LRIC approach for
costing voice termination services, and a LRIC+ approach for costing other
services. Given the regulatory precedent, MTN agrees with this approach.

However, given the lack of precision in the current consultation document about
how OCECPR plans to implement the pure LRIC approach in its own model, MTN is
concerned that OCECPR’s application could lead to inaccurate cost results. In
particular, MTN believes it is vital that OCECPR assesses accurately the degree to
which network costs are variable over the long term. As set out in the EC’s 2009
recommendation on the regulatory treatment of fixed and mobile termination rates:
“in a LRIC model, all costs become variable”’. This concept needs to be
appropriately translated into a long term dimensioning of mobile network
equipment. For example, the cost of some network assets, such as base stations,
may be considered fixed in the short run. Therefore, even though excluding
termination traffic from the network could imply a decrease in peak traffic of
around 10%-20%, in the short run, network assets such as base stations would
remain fixed. However in the long run, both active and passive network equipment
(such as towers and sites) would be re-optimised to take account of this lower
traffic. Therefore, the costs of both active and passive network equipment should
be included in the estimate of pure LRIC. OCECPR should thus be careful not to

7 COMMISSION RECOMMENDATION of 7 May 2009 on the Regulatory Treatment of Fixed and Mobile
Termination Rates in the EU

For the sole use of OCECPR — CONFIDENTIAL - 2016© Axon Partners Group 9
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unduly characterise costs as fixed, by overly relying on the current structure of
existing mobile networks.”

Primetel’s concerns

“Supypwvouue. Oewpouue anapaitnto onwc OnuooionoinBei To MPOTEIVOUEVO
avaAuTIKO LIOVTEAO HE OAEC TIC NMApAUETPOUC TOU YIad MEPAITEPW OXOAId rpiv Tnv
TEAIKN) uAonoinon Tou. Eivalr onuavtiko 1a evdia@pepousva UEpn va yvwpilouv OAEC
TIC NAPAUETPOUC TOU LIOVTEAOU Kail OAEC TIC UNOBETEIC/NapadoxeC Mou EXOUV YiVel K
UEpouc Tou MEPHET £T01 WOTE va Unopouv va eKQPAcoUV T YVwUn Toug.”

Cablenet’s concerns

"Avagopikd HE TNV HEBODO KOOTOAOYNONG Vyia UMNNPECIEC TEPUATIOUOU QPWVIAGC
oraBepwv OIKTUWV, Ba BeAaue va avapepouus OTI dIAPWVOUNE UE TN XPHNon Tng
peBodoAoyiac Pure LRIC, kaBwc¢ n eTaipeia pyac avantuooel akoun 1o OIKTUO Kal Td
ouoTANATa HEOW TWV OrfoiwVv MAapeEXEl UMNNPECiec oTabepnc TnAspwviac. To
OUYKEKPIUEVO LOVTEAO Oev pac divel Tnv duvaroTnTa arnooBeonc ToUu HEPOUC TwV
ENevOUCEWY aQUTWV MOU a@POPOUV TEPUATIOUO PWVIG LE ArioTEAEOUA va UMNAPXE]
avaykn €mdoTnonG Twv €E0d0wv auTwv ano dAAEC UNNPECIEG, TwV 0MNoiwV UNAPXE!
dapa n avdykn auvénonc Twv Alavikov TIUWV. [NIOTEUOULE OTI N OUYKEKPIUEVN
npaxTikn BeTel Tnv unnpeoia pac oe duoxepn B€on UE Tov avTaywviouo Kai Tov
EYKATEOTNUEVO NAPOXEA MOU KATEXEI SIA Kal 0 0roioG £xel arnooBECElI TO EVOUPLATO
OIKTUO TOU €0W Kai nMoAAd xpovia. a Tov Aoyo auto BewpoUlE OTI KAl Ol UMNNPECIEC
pwvnec peow evoupuatwv OIKTUwV 6a npéEnsl va kooTtoAoynBouv pe tnv peBodo
LRIC+ onwc¢ kai ol dAAEC unnpeoiec.

Enionc¢ onueiwvouue OTI NpEnel va yivel 101K npovoia yia 1n duvaroTnTa napoxwyv
nou Oa napExouv UMNNPeCieC KIvnTHNG TnAspwvia¢ HEOw Tou povTéEAou Nontou
Mapoxea Kivntwv Ynnpeoiwv (MVNQO) va Xpewvouv eninpOTOETO TEAOG TEPUATIOUOU
yia kAnoeig nou 6a Tepuarifouv oTo dIKO TOUG vonTo KivnTo OIKTUO, £TOI WOTE va
undapxel n duvaroTnTa anooBeonc Twv OToIXEIwV JIKTUOU MOoU Xpnoionoiouvrai yia
TEQPUATIOUO. ZNMEIWVOUNE OTI Ta oOToixeia OIKTUOU, ME Bdon Tnv Kivnon @wviig,
xpnoigoroiouvral nepinou e&iocou yia ekkivnon kai TEPUATIOUO KAnoswv. Tovi{ouue
OTI TO KOOTOC TWV OTOIXEIWV MOU anaiTouvTai yia Tnv rnapoxn TeEpUATIOLOU KANOEWV
ano vonTouc Mapoxeic KIVNTWV UMNPECIOV €UNINTEl NANPWC €VTOC TWV POoVoIDV
TOOO TOU povTéAou LRIC, 600 kai Tou povTéAou LRIC+, kabBwc yia autouc o
gfonAiouoc autoc eivar &xkaBapa auéntikog (incremental). Edv Oev undpxel n
duvaroTnTa anooBeonc UEPOUG TOU KOOTOUG aro TOV TEPUATIOUO, Ol VONTOI Napoxeic
KIVNTWV Unnpeciov 8a urnoxpsouvTal va avakToouv 0A0 TOUG TO KOOTOG ano Thv
EKKIVNON KANOEWV, rnou Tou¢ BETel O akoun OUCUEVEDTEPN BEON O OXEON ME TOUG
Mapoxeic KIVNTWV UMNPECIWV.
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EvaAAakTika 6a npénesi va undpxel UEIWon ToUu KaBopiouEVoU KOOTOUC TEPUATIOUOU
nou Ba dikaioUuTal va XPEWVElI O MAPOXOC MOU MApexel TIC unnpeoiec MVNO (yia
napoxeic nou pubBuifovTal Kai UMNOXPEWVOVTAl va MAPEXOUV UMNPECIEC MPOC VoNToUC
MApoxeic KIvNTWV UMNPECIWV) NPoc Tov vonTo ndpoxo. H aitioAdynon 1n¢ Heiwong
givar 011 o ndpoxoc Twv unnpeociwv MVNO enw@eleitai o peydAo Babuo ue
EMINPOOOBETN Kivnon MoU Tou QEPVEI O VONTOG nNdpoxo¢ (TEpUATIoUo rnou uno
KavoVvIKEG ouvOnkec Ba Tepuatilotav oTo OIKTUO TOoU vonToUu Mnapoxou KIivOTwV
unnpeoiwv).”

CallSat’s concerns

"We agree with this methodology as Voice Termination services are differential than
origination services, were basically the customer or end user can control usage and
the network or company can also use methods to instigate usage. However, we
would like to point out and emphasize that reverse termination services, such as
Freephone calls should also be in this category as the costs allocated to these
services are basically the same as those for actual termination. Calls to Freephone
are not and should not be considered in the same light as originating costs as they
only use the network and cost elements that voice terminating calls use. These calls
should not be left for commercial agreements between companies, as the SMP has
an unfair influence over this price and the holder of the Freephone number does not
have any leverage for negotiation. The holder of the number may be generating
traffic on the network, but the prices are decided by SMP’s.”

OCECPR’s response

OCECPR recognises the merits of a pure LRIC costing approach to regulate voice
termination services, and feels that this approach does not injure other services
or investments. Indeed, the pure LRIC standard is being used by most European
NRAs following EC’s recommendation on the treatment of Fixed and Mobile
Termination Rates. Hence, a pure LRIC approach will be used in the model to
calculate voice termination costs.

The following exhibit outlines how the implementation of pure incremental costs
will be performed in the Bottom-Up LRIC Models:

For the sole use of OCECPR - CONFIDENTIAL - 2016© Axon Partners Group 11



Public Consultation on the methodology for cost modeling in Cyprus

Implementation of Pure LRIC costing

1. Calculation of resources required to cope with total traffic demand

2. Calculation of the costs associated to the network resources modelled in step 1
3. Calculation of resources required if termination traffic is not provided

4. Calculation of the costs associated to the network resources modelled in step 3

5. Calculation of pure incremental costs (Costs Step 2 - Costs Step 4)

6. Allocation of pure incremental costs to services

As it may be inferred from the exhibit above, the costs that will be considered as
incremental will be those related to the network elements that may be removed
when termination services are not provided.

Despite Cyta and Cablenet’s contribution on the treatment of common costs,
OCECPR notes that common costs, by definition, are not related to any service in
particular. In this sense, and following European common practice, network
common costs will be shared with all network services, except voice termination.

Regarding the treatment of Freephone calls, OCECPR notes that as already
outlined in the public consultation, these will not be included in the Bottom-Up
models.

3.1.2. Question 2: Do you agree with the use of an effective-
capacity approach for the allocation of network common
and joint costs?

Cyta’s concerns

"Section 3.1.2 refers to the allocation of "“common costs”. This is an over
simplification as a distinction should be drawn between fixed common costs and
variable common costs. Relevant variable common costs should be allocated
directly to the Pure LRIC increment, and via suitable allocation drivers to all other
services relevant to a particular cost type/pool.

The underlying principle of cost allocation should be cost causality. In this regard,
we agree that capacity consumption is a good measure of cost causality. A cost
object (for example, a network router) is dimensioned according to peak hour
demand, and then the cost of that object is allocated to the services using that
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object on the basis of relative consumption of the available capacity during the
peak hour.

There is an important caveat to the previous paragraph with regards to voice
telephony, especially over a fixed telecommunications network. Even where there is
a common "“all IP” network, voice telephony traffic should be carefully managed as
it traverses the network. This could be achieved via various means, including
VLANSs, traffic prioritisation, and traffic segregation. The impact of this is that, for
example, 10 Mbps of busy hour voice telephony traffic should tend to have a
significantly larger amount of network capacity allocated to it than 10 Mbps of basic
Internet traffic.”

MTN'’s concerns

"The approach described by the OCECPR is unclear. For example, in section 3.2.1
OCECPR seems to describe that there are only two increments being considered in
the model: (i) terminating traffic, and (ii) all other traffic. This approach would be
consistent with the approach taken in other mobile models. However, in relation to
question 2, the OCECPR provides an example of the allocation of costs to different
SMS products. In this example, OCECPR seems to describe that the model first
estimates the pure LRIC of many different services (i.e. not just (i) termination
traffic; and (ii) all other traffic). Second, the model identifies the joint costs for
subsets of services (e.g. the costs associated with an SMS-C platform) and
allocates those costs to each service within the subset on the basis of each service’s
share of effective capacity.

MTN is concerned that the current consultation describes the functionality of the
model in two contradictory ways, without there being any clarity about the on-going
procedure for finalising the model and stakeholder involvement in the process. We
believe that opportunity should be given to stakeholders during the remaining
procedure to review and comment on the approach implemented, by OCECPR
undertaking a second consultation on the practical implementation of the models.
As part of this procedure, the draft models should be provided to stakeholders (with
appropriate redactions of commercially confidential information).”

Primetel’s concerns

"“Suupwvouus Oedougvou OTI Ba €eEXOUUE npocBacn oTo HOVTEAO Kai OTIC
UnoBEoeIg/napadoxec Mou To oUVOOEUOUV ETOI WOTE va UNAPxEl enapknc eng&nynon
yia Ti¢ unoBEaoeig/napadoxeg nou yivovrair.”
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Cablenet’s concerns
“Suupwvouue.”
CallSat’s concerns

"We feel that this is the fairest way for this allocation and should have been in place
a very long time ago. The method should also be universal for all of the costs of
capacity regarding ports and links, on a bilateral basis. Both parties require these
interconnections in order to be able to effectively service their customers.”

OCECPR’s response

OCECPR welcomes the agreement reached in the way common costs are
allocated to services and notes the following on the questions arisen by the
operators:

» Despite Cyta’s indications, no variable common costs will be allocated to
termination services, as it would imply the use of a LRIC+ standard instead
of a Pure LRIC standard. Equivalently, no distinctions will be made between
variable and fixed common costs, as it would have no relevance on the
costing of network services.

» Regarding MTN’s contributions, OCECPR feels that the SMS-C example has
been misunderstood by the operator. In such example, OCECPR aims to
illustrate the allocation of SMS-C’'s common costs (which may exist,
irrespective of the set of increments defined in the model) following an EPMU
approach, and how it would be improved through the use of an effective
capacity approach. It should be noted that no indications on the set of
increments employed may be inferred from that example.

3.1.3. Question 3: Do you agree with the use of an EPMU
approach for the allocation of G&A expenses costs?

Cyta’s concerns

"We would stress that the principle of cost causality should not be limited to
network costs, as other costs can also be allocated using similar techniques. A good
example of this would be the corporate Human Resources department, which could
be allocated on the basis of either staff numbers or staff costs. The underlying staff
costs could also have been allocated on the basis of an ABC (Activity Based
Costing) analysis.
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We accept that Equi-Proportional Mark-Ups are a very easy way to allocate costs.
However, the reason that they are easy is because they do not offer an accurate
and objective way to allocate costs. Whilst it might be acceptable to utilise EPMU
where for a small amount of residual costs that need to be recovered, it is not an
acceptable approach where the costs to be recovered are significant (and we would
define “significant” as in aggregate representing more than 5 to 10% of the total
resultant cost base).”

MTN'’s concerns
"MTN agrees with the approach of using EPMU for allocating G&A expense costs.”
Primetel’s concerns

“Suupwvouus Oedougvou OTI Ba €eXOUUE npocBacn oOTo HOVTEAO Kal  OTIC
unoBeoeic/napadoxec nou 1o ouvodeUouv.”

Cablenet’s concerns
"Suppwvouue.”
CallSat’s concerns

"We feel that this is the easiest methodology to currently use but care needs to be
given with the allocation and incremental costing methodologies and results. The
G&A expenses taken into consideration need to be that of an efficient operator
employing modern technology and methodology, and not of an operator with an
oversized workforce etc.”

OCECPR’s response

OCECPR notes that Cyta’s suggested approach to use an ABC methodology for
allocating G&A expenses is not feasible in Bottom-Up modelling.

ABC systems are based on actual, static information that reflects the distribution
of the operator’s workforce in different functions, and hence are a good tool to
be taken into account in Top-Down costing systems. However, this approach is
not suitable for multi-year exercises, as the distribution of staff costs per activity
should be calculated/estimated yearly, which is not actually feasible.

In fact, to the best of OCECPR’s knowledge, no public Bottom-Up models have

implemented this approach for the allocation of G&A expenses.
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Regarding CallSat’s contributions, OCECPR notes that the percentage of G&A
expenses will be carefully calculated to ensure no inefficiencies are taken into
account.

3.1.4. Question 4: Do you agree with the OCECPR’s view in
how assets should be valued?

Cyta’s concerns

"It is unclear to Cyta what is actually meant by the term "Current Cost Accounting”
(CCA) as is used in the document since the term is generally used in relation to Top
Down (LRIC) models as opposed to Bottom Up models. We accept that “current
cost” essentially has the same meaning as “replacement cost”, but this is not the
case with the term "Current Cost Accounting”, which refers to something else. CCA
is a method used by accountants to estimate replacement cost by taking into
consideration fluctuations in the purchase price of assets during each year, and
accounting for such fluctuations via holding gains and losses in the formal company
accounts. CCA is therefore an accounting construct and not a Bottom Up LRIC
modelling construct. Cyta would therefore appreciate it if the OCECPR would clarify
the use of the term in the final version of the methodology.

Cyta notes that the methodology indicates the use of HCA for civil infrastructure
costs in both of the Bottom Up LRIC models. It is our strong view that Historical
Cost Accounting has no justifiable role to play in a Bottom Up LRIC model. We
accept that there is a move within regulatory circles to utilise historical costs as a
means of setting a price anchor with the copper access network, but that is a very
specific application and is in no way a justification for its use in Bottom Up LRIC
modelling, which essentially by definition should be based on replacement costs. To
do so will risk sending fundamentally incorrect build-buy signals to the market, and
in essence punishes those operators that have invested heavily in infrastructure in
favour of new entrants that simply wish to free-load on heavily or fully depreciated
infrastructure. Cyta therefore urges the OCECPR to use replacement costs for civil
infrastructure within both of the Bottom Up LRIC models.

Cyta does not accept that civil engineering assets are “unlikely to be replicated”.
The normal accounting lifetime for such assets is generally in the region of 40 to 50
years. Thus in this regard “"unlikely” would have to essentially mean "not within the
next 200 to 300 years”, which is plainly an unfounded assertion to make.

It is quite common in large urban areas for there to be competing access
infrastructure. Moreover, competing fibre access networks are deployed in many
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countries in non-urban areas. For example, in the UK competing fibre access
networks are now being deployed on a commercial basis in rural areas by a number
of new operators. In Romania we understand that the access network is now no
longer regulated with regards to broadband, due to the existence of competing
access infrastructure across the country.”

MTN’s concerns

"MTN agrees with the use of CCA in the context of valuing assets in the mobile
network.

However, MTN considers that the current approach described by the OCECPR to
value assets in the fixed network is somewhat unclear. For example, for valuing
civil infrastructure OCECPR generically discusses the use of HCA up until 2016 after
which it will use CCA in the context of modelling civil infrastructure in the fixed
network model, but does not set out what the use of HCA and CCA in the model
implies in practice.

In this context, OCECPR quotes Ofcom as an example of a regulator applying HCA
for valuing civil infrastructure assets. In fact, in the quote, Ofcom explains the
determination of the regulatory asset value (RAV) of copper and civil infrastructure
assets. It is important to note that this valuation is made not in the context of
bottom-up modelling but in the context of using BT’s financial data as a basis for
determining the cost of wholesale access services. In this circumstance Ofcom
proposed to apply the remaining net book value of BT’s assets as a basis for
estimating the cost of wholesale access services.

OCECPR does not set out how it intends to implement HCA for civil infrastructure
assets. Two approaches can be considered:

» It could estimate, through a bottom-up model, the quantity of the civil
infrastructure and copper assets required in the network and value these assets
using the historic unit costs of such assets, effectively as if such assets were
deployed today at historic prices,; or

» It could rely on the historic (net book) value of such assets according to Cyta’s
regulatory or statutory accounts.

It is important to note that Ofcom implements and the EC recommends the latter
approach for setting wholesale access prices. Based on this approach, OCECPR
would consider Cyta’s net book value of relevant assets in place of bottom-up
modelling duct and copper assets.
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For assets deployed after 2016, OCECPR proposes a CCA approach without
providing detailed information about the specific approach for implementing CCA.
Again, Ofcom uses a similar approach of using historic asset values up to one year
and CCA thereafter. Ofcom’s CCA approach considers actual network equipment
and the index considered for estimating current cost is the retail price index (RPI).
The use of RPI ensures a stable valuation of infrastructure assets without the
potential for significant fluctuations in regulated prices (for example as a result of
changes in underlying asset prices such as copper inputs). OCECPR should consider
a similar approach for ensuring reliable revaluation of the assets for years after
2016 to ensure that wholesale prices are determined on a stable cost basis.

Finally, it is important to note that Ofcom’s approach relies on BT’s regulatory
financial information, after having considered that such assets have been deployed
efficiently. It there are any doubts about the efficiency of Cyta’s network then
OCECPR should follow a mixed approach by:

» First, preparing a bottom-up model of an efficient duct and copper network in
Cyprus; and

» Secondly, applying the unit net book value (e.g. value per km) of copper and
duct assets according to Cyta’s regulatory financial accounts to the efficient
amount of duct and copper infrastructure determined in the first step.

Again, given that OCECPR’s approach is somewhat unclear at this point in time,
MTN requires that the actual implementation, in description or as implemented in
the actual model, will be shared with stakeholders and subjected to further
consultation with the industry.”

Primetel’s concerns
7 SUUPWVOUUE.”
Cablenet’s concerns

"revikd ouu@wvouue UE Tnv HeBodoAoyia nou npoTeiveTal e €Eaipean Ta TEXVIKA
£€pya Ta onoia apopouv avanTuén ouoTNUATWV aywywv o dnUOoIoUC XWPOUG LIETA
Tnv 1n Iavouapiou 2016. 3€ QUTEC TIC MNEPINTWOEIC O UMOAOYIOUOC TOU KOOTOUG BAdon
NG npooeyyionc CCA Oa npenel va XwpileTar kKat’ eAdxiOTo OTIC TPEIC AKOAOUBEC
Karnyopiec woTe va unoAoyileTar To nNpayuartiko kKoorto¢ 1n¢ ATHK yia Tnv kdBe
karnyopia.
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a) MepinTwoeic onou n ATHK avantuooel ue dikad TnG £€€0da To oUOTNNA AYWYWV Kal
enwuieTar Tnv enavopBwon 1n¢ TEAIKNG emipaveiac nefodpouiov Kar dpouwy.

B) Mepintwoeic ornou n ATHK avantuooel ye dika TnG ££€0da 1o oUOTNUA AYWYWV KAl
Oev enwyileTal Tnv enavopBwaon TN TeEAIKNG enipaveiac nelodpouionv kai dpolwy.

v) MepinTawoeic orou n avantué&n yiverar ano 101WTEC, ONwc OE MNEPINTWOEIC IOIWTIKWV
avantuéswv (diaxwpiouo oikonedwv) Kabwc nionc Kai O NEPINTWOEIC AVEYEPONG
unooTaTikwyv Orou TO KOOTOC avantuéng Tou ouoTANATOC aywywV To enwiiderar o
10160TNC.

>Tnv nepintwon onou 0 6a AngBouv unown ol npoava@ePOLEVEG OUVIOTWOEG
KOOTOUC £TOI WOTE va diaxwpilovral ol aywyoi TN¢ ATHK oTIC ev AOyw KATnyopiec,
TOTE TO UNoAoyi{ouevo KOOTOC TnNG ATHK 0 noAAEC nepintwoeic 8a eival ueyaiuTepo
ano To npayuariko (UEydAo HEPOC Twv aywywv TnG ATHK eunintel ornv Tpitn
Kkarnyopia kai O autn TNV Katnyopia undpxel duvnTikad n HEyioTn {NTnon yia
avantuén evaAAakTikwv OIKTUWV npooBacnc) HeE amoTeAsoua Tnv adikaioAoyntn
avénon Tou evoikiou xprniong Twv aywywv yia avantuén OIKTUwvV rnpooBaocnc aro
EVAAAAKTIKOUG Napoxeig.

SuunAnpwuatika 8a BeAaue va oac evnueEPWOOUUE OTI giuaoTe ornv Oi1dBson Tou
ypaQeiou 0ac yia va oac rnapeXoOULE AENTOUEPEIC MANPOPOPIEC yia TNV KOOTOAOYNaon
unodouwvV rMou apopouV Ta cUCTHHATA AywywV yid OKOornoug unoAoyiguou orn Baon
CCA.”

CallSat’s concerns

“"Taking into consideration and agreeing with the concept that there is difficult
replacement value and alternatives for many of the fixed network assets, we
disagree that this approach should allocated from the deployment dates (before
and after) 1/1/2016. We feel that this approach would be biased to the general
network rollout being used for the fixed network, including ducting other such
charges. Cyta have rolled out an effective fibre network and use technology and
methods other than those of the traditional '‘copper’ network. To have these at
Historical cost value and not at current cost may not be as precise or valid as it
initially seems.

This method may overvalue assets as the inflationary influences do not
counterbalance the price reductions over the last years.

Furthermore, IFRS even with Historical Cost, the ‘fair value’ of the asset can be
accounted for, so it would not necessarily be the Cost of the asset, but rather the
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value it would bring at its disposal;, hence depreciation etc needs to be taken into
consideration also.”

OCECPR’s response

OCECPR wants to clarify that the term CCA is used in the document to refer to
the use of Current Costs (i.e. the consideration of the costs required for the
deployment of a telecommunications network today), as opposed to HCA (i.e.
book value of the assets historically deployed by an operator).

It should be noted that the valuation of network assets at current prices is in
general designed to allow an alternative operator to make an informed choice
between building its own network and renting existing infrastructure from the
incumbent (i.e. “buy or build”), in instances where it is at least as efficient as the
benchmark (efficient) operator. Hence, this approach would enable the
development of infrastructure-based competition.

However, given that a new entrant is not expected to develop his own copper
access network, the regulatory actions performed by the OCECPR should not be
based on the premise of deciding between “buy or build” alternatives. Instead,
they should be focused on accurately reflecting the real cost incurred by the
Incumbent providing these services. Based on this rationale, OCECPR considers
that copper civil infrastructure assets acquired before 2011® should be valued
according to the Historical Cost Accounting standard. This vision is, for instance,
shared by the French NRA (ARCEP), which outlined that °:

“for copper local loop assets, the choice between building a new network
("make”) or renting the existing one ("buy”) is meaningless and the long-term
economic signal constituted by replacement costs has no reason to exist. On the
contrary, the reuse of these assets that are not bound to be replicated should be
encouraged.

Using an approach based on the operator’s real investments in these assets is
therefore more suitable than modelling that results in a “make or buy” type

signal”

8 Instead of the year 2016 initially considered in the Public Consultation. The original year has been
reassessed in order to fully guarantee that all assets related to the provision of FTTx services will be
valued at their replacement cost (CCA).

° Public consultation on the “Criteria for choosing an investment cost annualisation methodology and the
transition from copper to fibre”. March 2011
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It should be noted, based on the above, that only those copper-related civil
infrastructure assets will be valued according to their historical costs. This means
that all fibre-related investments, independently of the date they were acquired,
will be valued at their replacement cost (CCA). Therefore, the use of historical
costs will be limited to setting the cost of copper access services, being all the
other services costed through a CCA methodology.

Regarding MTN’s concerns on how the HCA methodology will be implemented,
OCECPR notes that both of the methodologies presented by the operator would
lead to equivalent results provided the number of network elements modelled is
the same as that in Cyta’s network. Adopting an approach solely based on Cyta’s
regulatory accounts would lead to (i) the consideration of any potentially existing
inefficiencies and (ii) tying up the copper civil infrastructure value for all the
years included in the model.

Instead, OCECPR will adopt a mixed approach under which the historical unit
cost of equipment is extracted from Cyta’s regulatory accounts. At the same
time, the Bottom-Up model will calculate the units of copper infrastructure
needed. Finally, a PxQ approach will be adopted in order to obtain the value of
this infrastructure for each of the years included in the model.

This approach will let OCECPR consider at current costs any recent investments
performed by Cyta on its copper access network.

OCECPR also notes that it will not define the unit cost of the civil infrastructure
assets based on their NBV, as it would require the NBV of these assets to be
defined for future years, which explains why this approach is not in place in the
development of Bottom-Up models.

As outlined by CallSat, in order to avoid any potential misalignment with
OCECPR’s objectives due to misunderstandings of Cyta’s treatment of its
financial accounts, instead of looking at Cyta’s statutory accounts, OCECPR will
extract the required information directly from Cyta’s HCA regulatory accounts.

The approach that will be followed by the OCECPR in the treatment of assets will
be announced, after OCECPR carries out further investigation.
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3.1.5. Question 5: Do you agree with the use of the WACC as a
mechanism for the estimation of the reasonable amount of
return?

Cyta’s concerns

"Cyta agrees with the use of WACC as a mechanism for the estimation of the
reasonable amount of return as long as the WACC utilised in the models reflects the
WACC of the SMP operator concerned. The reason for requesting this is that there
are many important differences among operators which affect the WACC. For
example Cyta does not have any debts and since debt is an important factor that
affects the WACC taking an average may lead to a WACC figure that is not
representative of the WACC of an efficient operator.”

MTN’s concerns

"The approach is consistent with that in other jurisdictions and MTN agrees that
capital costs should be determined this way.

It is important to note that Cyta provides both fixed and mobile services. In the
first instance, Cyta must therefore provide separate WACCs for its fixed and mobile
business. This is because providing a blended WACC would risk underestimating the
return that is required for investing in mobile networks in Cyprus and
overestimating the return that is required for investing in fixed networks.

In the context of the ‘hypothetical efficient operator’, WACC figures provided by
Cyta even if separated into a mobile and a fixed WACC may still reflect the fact that
it operates a combined fixed and mobile business. There may be reasons why the
separated WACC estimates for a joint fixed and mobile business could differ to the
cost of capital for standalone fixed and mobile businesses. For example, a mobile
operator that also has a fixed network may be able to achieve backhaul connectivity
on more reliable terms than its rivals that do not have a fixed network. This may
impact on the risk profile of the mobile operators. A hypothetical efficient mobile
operator should not be expected to also operate a fixed business. Therefore, MTN
encourages OCECPR to analyse carefully the reasonableness of using Cyta’s WACC
figures for fixed and mobile in its BU LRIC models.”

Primetel’s concerns

"“Suupwvouue. Oswpouus oti To WACC yia oTtabepad diktua dev propei va egivai
UEYAAUTEPO ano 1o UIKPOTEPO TWV AKOAOUBWV:

» 710 WACC 10 0noio xpnoiuornoiei n ATHK yia kivntd dikTua
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» ano o WACC nou 6a xpnoiuornoin6ei and 1o MNEPHET yia kivnta dikTua”

Cablenet’s concerns
“Suupwvouue.”
CallSat’s concerns

"We agree with the WACC being used however we would like to request some
clarification why there is a requirement for this to be reported separately for fixed
and mobile networks (if this is beyond the concept of account separation), and too
what extent the 'accounting separation’ in place actually provides this information.
WACC is found by using market equity and debt figures both for weighting and for
rate of return. As the only publicly traded company in Cyprus is Primetel there is a
lack of information available in order to arise at this figure. Therefore, which
markets are benchmarked? What pricing model is used for Equity return — is it
CAPM? How is the WACC figure found? This is a critical part of regulation and we
believe that these calculations and information should be scrutinized and publicly
available as they do play an important part in the markets overall investment

decisions.”

OCECPR’s response

OCECPR appreciates operators’ contributions and emphasises that the
reasonability of WACC values provided by the operators will be thoroughly
assessed in order to ensure these figures are representative of the Cypriot
market realities.

At the same time, answering CallSat’'s comment, OCECPR clarifies that the
calculation of WACC figures is irrespective of the costing methodology that is to
be used (e.g. accounting separation or Bottom-Up modelling). Additionally,
OCECPR clarifies that, as outlined in the public consultation, different WACC
figures will be used for mobile and fixed models, as both businesses have

different financial constraints.

3.1.6. Question 6: Do you agree with OCECPR’s view to
implement an economic depreciation approach for cost
annualisation in the BULRIC models?

Cyta’s concerns

"Cyta agrees that, in principle, the annualisation of fixed asset costs should be
based on economic depreciation or a good proxy for economic depreciation.
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However, it does not agree with the specific approach outlined in the document.
Further it believes that price-tilted annuities would provide a much better proxy for
economic depreciation than the methodology proposed. It would also have the very
significant additional benefit of reducing the complexity of the two BU LRIC models.

The algorithm shown at the top of page 19 (section 3.1.5) is an algorithm originally
developed by Analysys Mason and applied in a bottom-up mobile model in the UK.
It has subsequently been applied by Analysys Mason (and by other consultancies
that have employed ex-Analysys Mason employees) in models in other jurisdictions.
A more sophisticated version of the algorithm has recently been used in the UK. Its
use by regulators has therefore been essentially limited to projects run by such
consultants, with most (if not all) of the other consultancies much preferring the
more pragmatic (and easier to model) tilted annuity approach.

4

There are a number of problems with the so-called ‘economic depreciation
algorithm proposed (these problems also apply to the more sophisticated algorithm
which has been used in the UK):

» Economic Inconsistency

The algorithm produces a measure of average inter-temporal cost (adjusted for
input price changes) and will only in exceptional and implausible circumstances
produce the same results as a true measure of economic depreciation. In the
telecoms industry costs produced by true economic depreciation and average inter-
temporal cost are likely to be very different indeed.

The telecoms industry is characterised both by rapidly growing demand for certain
services (e.g. broadband usage) and powerful economies of scale and scope.
Economies of scale and scope are particularly important in fixed telecoms networks
but are also a significant factor in mobile networks. As a result of these two factors
the cost per unit of bandwidth has declined rapidly in recent years and will continue
to do so. Falls may have been enhanced by input price declines but such declines
are a less important factor and have not, in any case, been incurred for all assets.

Declining bandwidth costs have resulted in declining prices per unit of bandwidth
and such declines will continue to take place, as operators compete with one
another by offering lower prices. Given the above, it is quite extraordinary that
OCECPR should propose an algorithm which results in unit costs staying constant
throughout the period from 2016 to 2050 (except to the extent that input prices
change) and which, in turn, suggests that retail prices should stay constant (in the
absence of input price changes).
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A further related concern is that the algorithm produces unit costs which would not
be sustainable in a competitive market. The unit costs produced by the algorithm
for any given year depend on the year in which an operator enters the market. For
example, the unit cost of an operator entering the market in 2010 would be higher
in 2016 than if the operator had entered the market in 2011. In turn the unit cost
of the operator which entered the market in 2011 would be higher than if the
operator had delayed a year. These unit cost disparities create arbitrage
opportunities which would be competed away in a competitive market.

By way of comparison, the tilted annuities approach proposed by Cyta would result
in declining unit costs where demand is increasing (even where input prices are
constant) and would ensure that unit costs in a given year do not depend on the
operator’s date of entry into the market.

We have illustrated this in the example below (Scenarios 1 and 2), using the
formula provided by OCECRP.

The example is based on the following simple assumptions:

% Capital expenditure is Euros 1,000 and would be the same whether the
investment were made in Year 1, Year 2 or Year 10. Modifying this
assumption to allow for input price changes complicates the analysis
slightly in that unit costs change over time. However, the essential
result — differences in unit cost according to entry date - remains
unchanged,

< The capital good has a lifetime of 20 years, starting from the year the
capital expenditure is made;

< Output starts one year after the capital expenditure is made. It is
assumed that 100 units can be sold in year 2 and potential output
increases by 5% per year;

< The cost of capital is 12%;

< Unit costs are calculated under two alternative assumptions: i) the
operator enters the market in Year 1, ii) the operator enters the market
in Year 3;

< The period considered for each scenario is 20 years - where the
operator enters the market in Year 1 output is sold from Years 2-20;
where the operator enters the market in Year 3 output is sold from
Years 4-22.

As can be seen the unit cost for the operator entering the market in Year 1 is a
constant 1.11 while the unit cost for the operator entering the market in Year 3 is
only 1.01. Note that if the price of capital equipment increases/falls over time unit
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costs will increase/fall over time. However, in any given year unit costs will be
lower if the operator enters in Year 3 than if it enters in Year 1.

Scenario 1: Operator Enters Market in Year 1

Scenario 1, Years 1-10 of asset life

Year 1 2 3 4 5 6 7 8 9 10
alpha 0.89 0.80 0.71 0.64 0.57 0.51 0.45 0.40 0.36 0.32
Reference price (p) 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000
Production factor (Q) 100 105 110 116 122 128 134 141 148
Annualised cost (d) 111 117 122 128 135 142 149 156 164
Discounted Annualised cost 38 83 78 73 63 64 60 56 53
Sum of Discounted Annualised cost 1,000
Annualised cost per unit 1.11 1.11 1.11 1.11 1.11 1.11 1.11 1.11 1.11
N’
Scenario 1, Years 11-20 of asset life
Year 11 12 13 14 15 16 17 18 19 20
alpha 0.29 0.26 0.23 0.20 0.18 0.16 0.15 0.13 0.12 0.10
Reference price (p) 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000
Production factor (Q) 155 163 171 180 189 198 208 218 229 241
Annualised cost (d) 172 181 150 199 209 220 231 242 254 267
Discounted Annualised cost 49 45 43 11 38 36 34 31 30 28
Annualised cost per unit 1.11 1.11 1.11 1.11 1.11 1.11 1.11 1.11 1.11 1.11
Scenario 2: Operator Enters Market in Year 3
Scenario 2, Years 1-10 of asset life
Year 3 4 5 6 7 8 9 10 11 12
alpha 0.89 0.80 0.71 0.64 0.57 0.51 0.45 0.40 0.36 0.32
Reference price (p) 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000
Production factor (Q) 110 116 122 128 134 141 148 155 163
Annualised cost (d) 111 117 122 128 135 142 149 156 164
Discounted Annualised cost 38 83 78 73 63 64 60 56 53
Sum of Discounted Annualised cost 1,000
Annualised cost per unit 1.01 1.01 ‘ 1.01 , 1.01 1.01 1.01 1.01 1.01 1.01
A
Scenario 2, Years 11-20 of asset life
Year 13 14 15 16 17 18 19 20 21 22
alpha 0.29 0.26 0.23 0.20 0.18 0.16 0.15 0.13 0.12 0.10
Reference price (p) 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000
Production factor (Q) 171 180 189 198 208 218 229 241 253 265
Annualised cost (d) 172 181 150 199 209 220 231 242 254 267
Discounted Annualised cost 49 45 43 11 38 36 34 31 30 28
Annualised cost per unit 1.01 1.01 1.01 1.01 1.01 1.01 1.01 1.01 1.01 1.01

» Demand Forecasting Period

Implementation of the algorithm requires demand (and costs) forecasts to be made
for a period of around 35 years and is extremely sensitive to the forecasts made. It
is simply impossible to forecast a parameter such as bandwidth demand even five
years into the future let alone 35 years. The same issue occurs with assessing the
impact of competition and of technological change.

An examination of publicly available models for other jurisdictions shows that the
forecasts made in models developed in the past bear limited resemblance to actual
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outturns. Forecasting inaccuracies will increase significantly as the length of the
forecast period increases.

» Increase in Output greater than WACC

A further problem exists if the annual percentage increase in output is higher than
the WACC, since now the impact of later years increases each year into the future.
Thus, not only is the probable accuracy of long range forecasts very low, but their
relative importance to the result becomes very high.

Models using the so-called economic depreciation algorithm often make simplifying
assumptions relating to demand growth after a certain year e.g. constant demand
or constant demand growth. Assumptions of this kind have no theoretical basis and
simply highlight the impossibility of generating meaningful long term demand
forecasts.

In summary, Cyta has major concerns over the use of the proposed approach to
asset annualisation:

1. Given the same underlying market conditions, with an underlying annual
increase in demand, an operator entering the market later will have a lower
unit cost than an equivalent operator entering the market at the start.

2. The unit cost resulting from the approach remains constant over a number
of decades, whereas the market reality requires a decline in the unit cost as
overall usage grows (and/or equipment prices fall).

3. The approach requires accurate forecasts of demand spanning a number of
decades, which is clearly not feasible.

4. If the increase in output exceeds the WACC then the relative importance of
later years increases each year rather than decreases.

Given these fundamental problems Cyta strongly believes that the regulator should
not use the its proposed proxy for economic depreciation but should use price-tilted
annuities instead. As noted, the price-tilted annuities methodology produces unit
costs which fall over time both as input prices fall and as demand increases. These
are precisely the outcomes one would expect in a competitive market. The use of
price-tilted annuities will also reduce the complexity of the two bottom up models
significantly, making them easier to understand, easier to audit and sanity check,
and less prone to errors in implementation.

Cyta Price-Tilted Annuity Formula
Cyta proposes the use of the following formula for price-tilted annuities as a much

better proxy for economic depreciation:
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Annual Charge = Investment * (WACC - Input Price Change)/(1 - ((1+Input
Price Change)/(1+WACC))asset life)

With this formula:

a) Where the input price falls/increases — the annual charge falls/increases to
take account of this, and existing operators are thus prepared to be able to
compete with later entrants;

b) In the absence of input price changes — the annual charge is constant over
time which means that per unit costs decline where output increases (a
constant annual charge divided by the increasing output) which is what one
would expect where there are strong economies of scale;

c) The approach requires much, much less information than the proposed so-
called economic depreciation and makes the modelling much simpler and
more concise.

The following scenarios illustrate the impact of using the formula we propose.

Scenario 3: Operator Enters Market in Year 1, Zero Price Tilt

Scenario 3, Years 1-10 of asset life

Year 1 2 3 4 5 6 7 8 9 10
alpha 0.89 0.80 0.71 0.64 0.57 0.51 0.45 0.40 0.36 0.32
Reference price (p) 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000
Production factor (Q) 100 105 110 116 122 128 134 141 148
Annualised cost (d) 134 134 134 134 134 134 134 134 134
Discounted Annualised cost 107 95 85 76 63 61 54 48 43
Sum of Discounted Annualised cost 1,000
Annualised cost per unit 1.34 1.28 ‘ 1.21 ) 1.16 1.10 1.05 1.00 0.95 0.91
=
Scenario 3, Years 11-20 of asset life
Year 11 12 13 14 15 16 17 18 19 20
alpha 0.29 0.26 0.23 0.20 0.18 0.16 0.15 0.13 0.12 0.10
Reference price (p) 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000
Production factor (Q) 155 163 171 180 189 198 208 218 229 241
Annualised cost (d) 134 134 134 134 134 134 134 134 134 134
Discounted Annualised cost 38 34 31 27 24 22 19 17 16 14
Annualised cost per unit 0.86 0.82 0.78 0.75 0.71 0.68 0.64 0.61 0.58 0.56
Scenario 4: Operator Enters Market in Year 3, Zero Price Tilt
Scenario 4, Years 1-10 of asset life
Year 3 4 5 6 7 8 9 10 11 12
alpha 0.89 0.80 0.71 0.64 0.57 0.51 0.45 0.40 0.36 0.32
Reference price (p) 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000
Production factor (Q) 110 116 122 128 134 141 148 155 163
Annualised cost (d) 134 134 134 134 134 134 134 134 134
Discounted Annualised cost 107 95 85 76 63 61 54 48 43
Sum of Discounted Annualised cost 1,000
Annualised cost per unit 1.16 1.10 1.05 1.00 0.95 0.91 0.86 0.82

=
%}
=
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Scenario 4, Years 11-20 of asset life

Year 13 14 15 16 17 18 19 20 21 22
alpha 0.29 0.26 0.23 0.20 0.18 0.16 0.15 0.13 0.12 0.10
Reference price (p) 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000
Production factor (Q) 171 180 189 198 208 218 229 241 253 265
Annualised cost (d) 134 134 134 134 134 134 134 134 134 134
Discounted Annualised cost 38 34 31 27 24 22 19 17 16 14
Annualised cost per unit 0.78 0.75 0.71 0.68 0.64 0.61 0.58 0.56 0.53 0.50
Scenario 5: Operator Enters Market in Year 1, 5% Annual Price Decline
Scenario 5, Years 1-10 of asset life
Year 1 2 3 4 5 6 7 8 9 10
alpha 0.89 0.80 0.71 0.64 0.57 0.51 0.45 0.40 0.36 0.32
Reference price (p) 1,000 950 903 857 815 774 735 698 663 630
Production factor (Q) 100 105 110 116 122 128 134 141 148
Annualised cost (d) 168 159 151 144 137 130 123 117 111
Discounted Annualised cost 134 113 96 82 69 59 50 412 36
Sum of Discounted Annualised cost 1,000
Annualised cost per unit 1.68 1.52 1.37 1.24 1.12 1.02 0.92 0.83 0.75
a
Scenario 5, Years 11-20 of asset life
Year 11 12 13 14 15 16 17 18 19 20
alpha 0.29 0.26 0.23 0.20 0.18 0.16 0.15 0.13 0.12 0.10
Reference price (p) 599 569 540 513 488 463 440 418 397 377
Production factor (Q) 155 163 171 180 189 198 208 218 229 241
Annualised cost (d) 106 100 95 91 86 82 78 74 70 67
Discounted Annualised cost 30 26 22 19 16 13 11 10 8 7
Annualised cost per unit 0.68 0.62 0.56 0.50 0.46 0.41 0.37 0.34 0.31 0.28
Scenario 6: Operator Enters Market in Year 3, 5% Annual Price Decline
Scenario 6, Years 1-10 of asset life
Year 3 4 5 6 7 8 9 10 11 12
alpha 0.89 0.80 0.71 0.64 0.57 0.51 0.45 0.40 0.36 0.32
Reference price (p) 903 857 815 774 735 698 663 630 599 569
Production factor (Q) 110 116 122 128 134 141 148 155 163
Annualised cost (d) 151 144 137 130 123 117 111 106 100
Discounted Annualised cost 121 102 87 74 62 53 45 38 32
Sum of Discounted Annualised cost 902
Annualised cost per unit ‘ 1.37 ) 1.24 1.12 1.02 0.92 0.83 0.75 0.68 0.62
p—
Scenario 6, Years 11-20 of asset life
Year 13 14 15 16 17 18 19 20 21 22
alpha 0.29 0.26 0.23 0.20 0.18 0.16 0.15 0.13 0.12 0.10
Reference price (p) 540 513 488 463 440 418 397 377 358 341
Production factor (Q) 171 180 189 198 208 218 229 241 253 265
Annualised cost (d) 95 91 86 82 78 74 70 67 63 60
Discounted Annualised cost 27 23 20 17 14 12 10 9 7 6
Annualised cost per unit 0.56 0.50 0.46 0.41 0.37 0.34 0.31 0.28 0.25 0.23

In this section it is mentioned that international benchmarks may be used. Given
the size of the Cypriot market and other specificities, international benchmarks may
not give an accurate figure of the actual situation. Therefore we recommend that
extra care is taken when using international benchmarks and that the necessary
adjustments are made in order to reflect better the local situation.”
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MTN'’s concerns

"MTN accepts that the EC recommendation suggests economic depreciation as a
basis for amortising the costs of asset investments. However, MTN highlights that
the approach suggested by OCECPR is only one option for implementing this. More
importantly, it is the option most susceptible to forecast errors as it will be applied
to very long-lived assets for which the necessary forecasts of demand are
notoriously hard to predict. MTN further notes that the cost recovery profile
imposed by such an economic depreciation approach is mostly inconsistent with the
typical development of prices. For example, under the economic depreciation
approach, costs would be recovered in line with demand (measured as capacity),
which would generally be expected to increase significantly over the period covered
in the models. However, ARPUs have rarely ever increased for telecommunication
services, while the required capacities for services have significantly increased over
time.

As a result, MTN recommends that annualised capital costs are determined using a
tilted annuity approach, which is also a form of economic depreciation. A tilted
annuity approach amortises the costs of investments so that annual costs are equal
over the lifetime of the assets (after taking account of the nominal rate of asset
price changes). This results in annual cost recoveries that are more consistent with
the pricing of telecommunication services. Another advantage of an approach based
on annuities is the significantly reduced complexity of the models, which improves
the transparency and ability to verify the models developed by OCECPR. There are
also examples of regulators applying the tilted annuity approach. The Austrian,
Danish, German, Luxemburgish and Swedish regulators have developed fixed or
mobile or both types of models using tilted annuities as a basis for amortising
capital investments.”

Primetel’s concerns

"SuupwvoulEe voouuevou 0TI Ba undpé&el diapaveia kai 6a yvwaoTonoinbouv ol KUPIEG
napaueTpor nou 6a An@Bouv unown €10l WOTE va UNOPOUUE vad EKPPACOULE TNV
anown pac (n.x. w@EAIUn {wn ava nepiouciako oToixEio).”

Cablenet’s concerns

"Juppwvouue.”

CallSat’s concerns

"We have no objection or query regarding this. It is an EC recommendation and has

been effectively implemented by other European NRA’s.”
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OCECPR’s response

OCECPR believes that the implementation of an economic depreciation has
multiple advantages, especially in the case of recently deployed networks (e.g.
FTTH, 4G) in order to avoid low usage ratios having an excessive impact on the
results, which could potentially become unrealistic. At the same time, OCECPR
also emphasises its aims to align the methodology employed to that
recommended by the EC.

Nevertheless, OCECPR fully recognises that demand projections may exert a
substantial force in 2016 costs, which by nature, introduce some additional
levels of uncertainty.

Based on the above, OCECPR will adopt a tilted annuities methodology based on
the formula presented below:

P:

" i HUL—1
E:::fn (pn : an)

dizf

Where:

I is the investment associated to the asset

d; is the annualised costs at year i (within the useful life)
p; is the reference price of the asset for the year i

UL is the useful life of the asset

ig is the year when the asset was purchased

vvvyyVvyyVvyy

a; represents the cost of capital factor and responds to the following
formula:

a; = (1 +wacc) tie+t)

This decision will be reflected in the final version of the methodological
document.
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3.1.7. Question 7: Do you agree with OCECPR’s view to
determine the traffic demand in the BULRIC models?

Cyta’s concerns

“Cyta agrees with the general approach outlined in section 3.1.8, and that such
information should be sourced from the operators. However, Cyta does have some
significant reservations with how this approach might be implemented, in
particular:

» If the operators are not given sufficient time to gather, and check the required
information. In regards to this please also note that the required information is
not always readily available but rather it has to be extracted from various
systems and processed accordingly. If adequate time is not given then and due
to lack of checking the quality of the information may be compromised.

» No one can be expected to produce meaningful traffic (or indeed subscriber)
forecasts that extend much beyond the next 3 to 4 years. The uncertainties of
the market (technological change, competitive forces, etc.) are simply too great
for longer term forecasts to have any realistic level of validity.

Whilst we might accept that, in principle, OCECPR’s consultants might come to a
view that there is a need to adjust the figures provided by the operators, it is our
strong view that the affected operators must be contacted and consulted prior to
such adjustments being finalised. It is quite possible that OCECPR’s consultants
might simply not adequately understand some Cyprus specificities or be making
erroneous assumptions themselves. This is one further reason to support our
request for a consultation round to be held whilst the models are still in “draft”
form. Therefore, we are of the view that traffic information has to originate from
the operators but adequate time should be given for the gathering, processing, and
checking of that information.”

MTN'’s concerns

"MTN agrees with the approach described by OCECPR for populating the demand
modules of the cost models. In relation to the concerns raised regarding the
economic depreciation approach, MTN notes that the demand for such a long period
of time (2010 - 2050) is notoriously hard to predict and could be subject to
significant estimation errors. In relation to question 6 above on economic
depreciation, MTN notes again that an annuity approach does not rely on demand
assumptions and services costs can be based on significantly shorter forecasts, only
covering the current price review period.
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Finally, MTN expects that traffic forecasts provided by operators in the data
collection process can vary significantly and should therefore be subject to
extensive scrutiny and international benchmarking. As outlined above, OCECPR
should facilitate a subsequent consultation on the implementation of the model and
the model itself to allow stakeholders to comment on model inputs, including
demand forecasts.”

Primetel’s concerns
"Suupwvouue.”
Cablenet’s concerns
"Suppwvouue.”
CallSat’s concerns

“Yes, from a historical level as well as the method to be used when information is
not readily available. Benchmarking with other EU states may not be fully
representative, but if it comes to estimating forecasts based on other member
states trends it is useful.”

OCECPR’s response

Regarding Cyta’s concerns on the time given for gathering the required data,
OCECPR notes that the same time frame has been granted to all operators, and
expects the data provided by them to be of maximum quality and, to the
maximum possible extent, free from mistakes.

The treatment/adjustment of any sets of data by OCECPR’s consultants was fully
treated and discussed during the on-site meetings held the week of April 11,
and hence, OCECPR does not envisage a need for further consultations in
relation to the treatment of input data with the operators.

On the other hand, based on the adjustment of the depreciation methodology
agreed on the previous point, OCECPR does not see a need to include a time
frame that goes until 2050. Based on that, the suggested timeframe to be
modelled will be adjusted to encompass the years from 2010 to 2025.

When developing such projections, OCECPR will only use data from international
benchmarks when strictly necessary and will thoroughly analyse their adequacy
to the Cypriot market.
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3.1.8. Question 8: Do you agree with OCECPR’s suggested
approach to model a hypothetical existing operator with the
characteristics described?

Cyta’s concerns

"Cyta agrees with the general approach outlined in section 3.2.1, which is broadly
in line with current EC guidelines for mobile BU LRIC modelling and experience
elsewhere in Europe. We would, however, add two specific comments:

» The final bullet on page 24 does not actually say anything in terms of what the
modelled network architecture and topology will comprise. The previous four
bullets have a brief summary position attached (for example, “"Market Share:
33,3%"). The bullet needs to be modified to include the summary position. Our
suggested amended bullet would be:

% "Network architecture and topology to be modelled: Weighted average
(in terms of subscribers) of the network architecture and topology used
by the three existing MNOs”

» Whilst the MTR will be based on the model of a Hypothetical Existing Operator,
we believe it is also crucial that specific runs of the model are made that more
closely resemble each of the real life mobile operators in Cyprus. This is
necessary as an important cross check on the dimensioning rules used in the
model to calculate the required number of base stations by technology.”

MTN’s concerns

"MTN believes that it is reasonable to model a hypothetical operator, as long as it
accurately captures the circumstances under which actual operators operate in the
market.

However, MTN notes that applying this approach for the mobile model would be
inconsistent with OCECPR’s proposed approach to the fixed network model. For the
fixed network model, OCECPR proposes to assume a hypothetical network based on
Cyta, to reflect the actual circumstances of the network in Cyprus. The same would
seem relevant for developing a model of a mobile network operator. This is because
it is important to take into account the factors specific to Cyprus and reflected in
the networks currently deployed in order to avoid a situation in which a difference
between hypothetical and actual operators is interpreted as inefficiency rather than
a true constraint on operators in Cyprus. OCECPR can ensure this by calibrating the
BU model to match the existing mobile networks when using the respective levels
of demands on those networks. This would help improve the credibility of the
model.

For the sole use of OCECPR — CONFIDENTIAL - 2016© Axon Partners Group 34



Public Consultation on the methodology for cost modeling in Cyprus

However, it is important to consider in such an exercise that economies of scale and
scope achievable by Cyta, as a combined fixed and mobile operator, are not
universally achievable by all mobile operators in the market. As such, a
hypothetical mobile operator should be presumed to not be able to generate such
economies of scale or scope, in full or in part, and any aspects of Cyta’s network
roll-out that are directly attributable to the fact that Cyta is a combined fixed and
mobile operator should be disregarded in this exercise. OCECPR should seek to
identify such aspects by comparing the network roll-out of Cyta and other mobile
networks in Cyprus.”

Primetel’s concerns
"Suppwvouue.”
Cablenet’s concerns

"AlapwvoUlE e TN XPnon e€voc urnoBeTikoU napoxea rou 6a €xel yovo 1o 33.3%
UEPIOIO ayopdc yia Tnv MEPINT®WOon TNG ayopdc KivnTrnc TnAspwviac. >tnv Kunpo n
ATHK &géakoAouBei va kartéxel €va nooooTO ayopdc nepav Tou 62% kai Ogv
undapxouv evOei&eic 0TI TO NOoOOO0TO auTo Ba peiwBei dusoa (ue BAon Ta OTATIOTIKA
ToU TEPHET 0 puBuoc ueiwonc Tou HepIdiou ayopdc Tnc ATHK egivai uoAic tng Taénc
ToU 2% KaBe £T0C). Oswpouue dpa oTi n ATHK Ba diatnpnoel uepidio ayopdc ornv
KivnTn TNAEpwvia népav Tou 50% yia apkeTd xpovia akoud.

AEOOUEVOU TOU YEYOVOTOC OTI Td MA€iOTa KOOTN nou a@opouv Tnv AsiToupyia
JIKTUWV KIVNTNG TnAspwviac eivai oTabepnc n nui-orabepnc Hopeng, 1o HEPIdIO
ayopdc kai dpa o apibuoc Twv ouvOopounTwv Kai n kivnon Tou JIKTUOU ennpedlouv
dueoa kal ouoldoTIKd TO povadiaio KOOTOC TwV TIUWV MoU a@opouV TIC UMNPECIEC
KIVNTHG TNAEQWVIAg, Onw¢ eKKivNon KANOEWV, €KKIVNON Kal TEPUATIOUOG ypanTtwv
unvuudtwv (SMS) kai anooToAn kai Anwn dedouEVwY.

OewpoUuE OTI 0l XOVOPIKEG TIUEG TWV UMNPECIWV auTwVv rnou 6a rnpokUwouv ano To
HUOVTEAO KoOTOAOYnonG eivar autec rou Ba sivar unoxpen n ATHK va rnpoopepel o<
vonTouC Napoxeic KIVNTNG TNAEQwVIAc aTo nAaioio TnG puBUIoNG TNG WG 0pPyaviouoc
ue ZIA orn ouykekpiuegvn ayopd. H idia n ATHK, Aoyw kai Tou peyeBoucg Tou UEpIdiou
ayopdc rnou KATexel, €ival o KUPIOC avTaywvioTnG ToU oroloudnnoTe vonTou napoxou
Kal 0 napoxeac ano Tov ornoio duvnTikd 6a npogABouv noAAoi and Toug NeAdTEC Tou.
Eivar kpioiuo dpa yia ornoiovdnnoTe vonTo ndpoxo va Unopel va avraywvioTei Tnv
ATHK otnv Bdon Twv npayuartikowv TNG KOOTwV.
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Kpivouue dpa rnoAu onuavTtiko To LEyeBo¢ Tou napoxea nou Oa xpnoiyoroinbei oro

UOVTEAO KOOTOAOYNONG TnG KIvnTAG THAEQwviac va eival To npayudariko HEPIdIo

ayopad nou kartexel n ATHK ava naca oriyun.”

CallSat’s concerns

"Yes, both operators are unique in there set-up and have very different business

approaches to the market. Using a hypothetical operator is the best option at is

would reflect best practices of an operator.”

OCECPR’s response

>

OCECPR appreciates the comments provided by all operators and includes below
its observations on the main issues discussed:

As outlined by Cyta, OCECPR agrees to adjust the final bullet on page 24,
which should be read as follows “Network architecture and topology: Based
on the network developed by the existing MNOs in the market”. As opposed
to Cyta’s suggested text, OCECPR notes that the architecture and topology
of the different operators can’t be easily weighed or averaged. However,
OCECPR acknowledges that the characteristics of the 3 MNOs should be
considered when designing the structure of the hypothetical existing
operator.

Regarding Cyta’s second comment, OCECPR outlines that the results of the
model will be checked against the different operators’ data in order to:

+ Identify any potential inefficiencies

% Ensure that the results are aligned with operators’ actual data

In regards to the distinction of the type of operators modelled in the fixed
and mobile networks outlined by MTN, OCECPR outlines that there are
several differences in both businesses that merit this decision. That is,
whereas in the mobile segment there are three MNOs with coverage levels
that are comparable, in the case of the fixed segment, the incumbent status
of Cyta creates a large difference in terms of geographical footprint between
Cyta and the alternative operators. This requires the use of different
approaches in the definition of the operators modelled. In fact, this approach
is shared by most European NRAs, including Spain, France or Norway.

As per MTN’s second comment, OCECPR notes that the mobile model will not
take into consideration those efficiencies that may be applicable to Cyta
derived from being an integrated operator.
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» Regarding Cablenet’s comment on the scale of the mobile hypothetical
operator, we note that according to the EC’s recommendation the market
share level considered should refer to the “minimum efficient scale” of an
operator, and not the actual scale of the operator. In fact, the EC
recommends NRAs to consider a 20% market share. While OCECPR
acknowledges the market conditions in Cyprus may recommend the use of a
different approach (i.e. consideration of a 33% market share), it does not
see a reason to adjust the level of market share to the 50% suggested by
Cablenet.

3.1.9. Question 9: Do you agree with the consideration of the
above listed services in the BULRIC Model for Mobile
Networks?

Cyta’s concerns

”

"Cyta considers the services listed in section 3.2.1 under “List of Modelled Services
to be reasonable for the purposes of assessing the total network demand that
needs to be addressed by the modelled mobile operator.

Cyta would like to emphasise, however, that it understands that the purpose, and
thus focus, of the BU LRIC model to be limited to the calculation of the cost of
Wholesale Call Termination on a mobile network. If this is not the case, then
OCECPR should be very explicit in highlighting this. Our reasoning is that
models that have a specific purpose and/or focus should not be “automatically”
relied upon to produce equally consistent and valid results for products and services

outside of that focus.

Should the purpose or focus of the model expand into other areas, then it is crucial
that OCECPR undertakes a detailed review of the model accordingly, and adapts the
input detail and/or calculation methodology accordingly.”

MTN'’s concerns

"MTN notes that BU LRIC models may be unsuitable for calculating service costs
that are primarily driven by non-network operating expenses. For example, it is not
clear how the cost of connection and subscription fees would be estimated using a
BU LRIC model. It may be more appropriate to base these cost estimates on the
actual costs incurred by operators. This approach would be simpler and more
transparent.
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MTN further notes that a number of services which OCECPR proposes to cover in
the model (e.g. subscription, connection) are not currently regulated by OCECPR.
For the avoidance of doubt MTN seeks OCECPR’s confirmation that the fact that it is
modelling the costs of unregulated services does not imply that it intends to
regulate such services. MTN would expect, in line with common regulatory practice,
that any decision to regulate such services would be subject to a separate
determination and corresponding consultation procedure.”

Primetel’s concerns

“Suupwvouue. EionyoUuaoTe 0nwc npooTeBouv Kai ol unnpeois¢ M2M.”
Cablenet’s concerns

"SUupQwWVoUUE UE TNV EEETACN TWV AVAPEPOUEVWV UMNPECIWV.

SuunAnpwuartikd, onwc¢ avagepaue kKai orn andvinon Jac orn  epwtnon 1,
£MOUUOUUE va avapEPOULE OTI Ol MAPOXEIC Ol OMoiol MApEXOUV UMNPECIEC KIVNTAC
uéow MVNO TUnou A kai B katexouv OIKTUO nupnva pe duvaroTnTec dpooAOynong
UE €nakoAouBn Tnv usiwuevn xprnon nopwv OIKTUOU nuprnva Tou MNO kard Tov
TEPUATIOUO OTOUC OUVOPOUNTEG TOUG OE OXEON ME TIGC MEPINTWOEIG TEPUATIOUOU Yia
TpiTOUG Napoxeic oi oroiol ivair diacuvdedeuévor e Tov MNO. la Tov Aoyo auto To
TEAOC Tepuatiopou napoxea MVNO Tunou A kai B 0g ouvOpounTeEG ToUu OTO OIKTUO
ToU MNO 6a nipEnel va eivai no xaunAo ano 1o TEAOG TEPUATIOUOU TPITWV NAPOXEWV
nou givai diaouvdedeuevol Ue 1o dikTuo Tou MNO kai Tepuatifouv TNV Kivnon oToug
ouvdpountec Tou MNO.”

CallSat’s concerns

“"In addition to the services, the below should also be taken into consideration on
order to make regulation more effective and limit the ability of SMP’s to undertake
margin squeezing scenarios. A more in-depth review and analysis of these
scenarios is needed as they are a substantial part of an alternative operators cost
base, and any negotiations or commercial agreements for these services is difficult
as there are no substitutes or alternatives for this usage/service.

» Calls to Freephone numbers need to be emphasized that they come under the
scope of terminated calls; as reverse termination and need to be clarified and
costed accordingly.

» MVNO services such as billing (for ESP services), set-up costs, subscriber
activation, and CDR exchange should also be included as these are also a large
part of costs for virtual operators. A market the size of Cyprus may not justify
full MVNO scenarios for new entrants but rather light MVNO/ Extended Service
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Provider (ESP) may make more business sense. Currently these are not utilised
and the regulation is completely ineffective. This is apparent by definition on the
number of entrants in this market, as well as the ESP scenario has been ‘locked’
by the only regulated MNO of this service (Cyta), and has made it totally
economically unfeasible for a new entrant to choose this service. Set-up costs
are unjustifiably high for an ESP leading to a compulsory Full MVNO Scenario.”

OCECPR’s response

Regarding Cyta’s and MTN's contributions, OCECPR notes that a Bottom-Up
model should include all relevant network services being provided by Operators,
so as to ensure the robustness and causality of the cost allocations performed,
irrespective of whether OCECPR expects to regulate any of those services or not.

OCECPR also outlines there was a typographical error in the consultation
document and, as pointed out by MTN, connection fees will not be included in the
Bottom-Up model, but will be treated in the ancillary services model.

Regarding billing, set-up, activation costs related to MVNO services, the OCECPR
notes that these are already included in the model for Ancillary Services and
hence, should not become part of the Bottom-Up model. In the case of
Freephone calls, as already outlined in question 2, these will not be included in
the model.

3.1.10. Question 10: Do you agree with the suggested
definition of the increments in the model for mobile
networks?

Cyta’s concerns

"The EC 2009 Recommendation on wholesale call termination concentrates on the
definition of a single increment, essentially as that recommendation is concerned
with the pure LRIC cost of wholesale call termination. Prior to that
recommendation, increments tended to only be specified in fairly broad terms.

The reality of the BU LRIC models produced by regulators up to that point was that
the actual, precise definition of any increments used did not impact on the cost-
based prices that the models produced as outputs. This “reality” makes perfect
sense if, as was the case, the models concentrated foremost on the principle of cost
causality, which essentially crosses the boundaries of any increments “defined” or
specified in an arbitrary fashion.
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Putting this another way, as long as the model respects the principle of cost
causality, and has been developed and populated in a professional manner, then
the size and scope of any increments should not affect the final results of the
model. Clearly, the use of a "pure LRIC” increment represents an exception to this
since the cost-based price that results for the service covered by that increment no
longer respects cost causality.

In summary, the position of Cyta is that OCECPR can define the remaining
“increments” as it sees fit, as long as the principle of cost causality is properly
reflected within the model which is safeguarded by the use of LRIC+. This is an
important reason for an additional consultation round to be included in the overall
timeframe once a draft version of the model has been developed and populated by
OCECPR’s retained consultants.

One final specific point that Cyta would like to bring to the attention of OCECPR is
that messaging services appear to have been included within the “termination”
increment - and would thus, presumably, be part of the Pure LRIC increment. This
is clearly an error that should be rectified in the final version of the methodology
document. The EC 2009 Recommendation only requires wholesale call termination
to third parties to be calculated on the basis of Pure LRIC:

"Within the LRIC model, the relevant increment should be defined as the
wholesale voice call termination service provided to third parties” [Article 6
of the EC 2009 Recommendation]

For the avoidance of doubt, if OCECPR does intend the inclusion of messaging
services in the “termination” increment, then Cyta would stress that it strongly
disagrees with such a definition of the increment.”

MTN’s concerns

"As already set out in response to Question 2, MTN believes that there may be an
inconsistency between the proposed approach regarding the allocation of common
costs, and the definition of increments. OCECPR proposes to consider only two
increments in the mobile model: (i) termination; and (ii) other services. This is
inconsistent with the increments set out in the context of explaining the approach
for allocating joint and common costs.

On the basis of the approach set out in the context of this question, the issue of
common cost allocation would not arise. Given that the increment for terminating
traffic would not recover any common costs, all common costs would be attributed
to the second increment. Again, we note that this inconsistency warrants further
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explanations regarding the implementation of the model and that these should be
shared and consulted on with the industry, once OCECPR’s models are more fully
developed.”

Primetel’s concerns
n ’ ”
2ULPWVOULIE.
Cablenet’s concerns
n ’ ”
2ULPWVOULIE.
CallSat’s concerns

"Not Exactly. We do believe that the Regulator should view all wholesale services in
their specific detail and act accordingly. One of the reasons for regulating an MNO s
that commercial discussions and negotiations are non-existent as there is no
alternatives to services so the MNO does not need to negotiate — there is no choice
but to use that specific service. As we mentioned above, the Regulation is severely
lacking in some areas that are not traditional considered. Having high costs in these
areas can be a serious barrier to entry.”

OCECPR’s response

OCECPR welcomes the contributions made by all operators and describes below
its views on the different issues that have been raised:

» As it has already been outlined at the beginning of this document, OCECPR
will adopt a Pure LRIC approach for the calculation of voice call termination
services. Based on this, OCECPR considers that Cyta’s comment would not
be into play

» We note that MTN’s perceived inconsistencies have already been treated in
section 3.1.2. At the same time, OCECPR clarifies below the list of
increments considered in the mobile model, as these may not be clear in the
consultation document due to a formatting issue:

«» Voice call termination

*,

» Other voice and messaging services
< Data

» Even though Callsat expressed its disagreement with this point, it is not
clear to the OCECPR which approach is suggested through its contribution.
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3.1.11. Question 11: Do you agree with the suggested
technologies to be considered for radio access,
transmission and core networks in the BULRIC Model for
Mobile Networks?

Cyta’s concerns

"Cyta is of the opinion that the suggested technologies to be considered for radio
access, transmission and core networks appear reasonable. However, a final
opinion will not be possible until we have seen how the text referred to by Question
11 is actually implemented within the model. This is an important reason for an
additional consultation round to be included in the overall timeframe once a draft
version of the model has been developed and populated by OCECPR’s retained
consultants.

For the avoidance of doubt, Cyta would like to stress that we now utilise a common
IP core network for all of the mobile radio access technologies (thus, 2G, 3G, and
4G.) Very little is said in the document on how the mobile networks will be
“designed” within the model. Given that the network designs are central to the
design of the model, we expect OCECPR to provide details on the mobile networks
to be designed within the model.”

MTN'’s concerns

"MTN agrees with the radio technologies considered in the mobile model.”
Primetel’s concerns

"Suupwvouue.”

Cablenet’s concerns

"SUUPWVOULE YEVIKA, AAAd E10NYOUUAOTE ONWG Yivel UEAETN Kal avdAuon TnG ayopdc
ooov a@opd TIC HovadigieC TIUEG UMNPECIOV €AV KAMOIEC OXEDOV &EENEPAOIEVEG
TEXVOAoYiec dev xpnaigonoiouvrav (onwc 2G yia pwvn Kai unvouara). Eidikad o€ yia
oedoueva, npenesl va unv An@Besi kaBoAou unown 1o KOOTOC yia UETAOOON TOUG UE
TeExvoAoyia 2G.

Enionc BewpoUue OTI o1 LICOWUEVEG YpauuEeC ival Eenepacuevec oav TexvoAoyia kai
6a unopouoav va avTikaraorabouv ogxedov NANPwG UE ONTIKEG IVEC.”
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CallSat’s concerns

"“Yes. We have no comments or objections for the suggested technologies, however

we would suggest that the OCECPR reserve the right to adapt or adjust these

considerations for any new technology should the need arise — telecoms is a fast

changing industry and we do not believe that it would be wise that the OCECPR

limit itself when technologies such as 5G are already being discussed in other areas
of the World.”

OCECPR’s response

>

Based on the general agreement reached in this question, OCECPR will maintain
the position outlined in the Public Consultation.

At the same time, it includes below its position on the different issues raised by
the operators:

As it has been outlined in the introductory section of this document, a brief
overview on the dimensioning algorithms will be included in the final
methodological document. Nevertheless, as opposed to Cyta’s
argumentation, OCECPR sees no reason why these algorithms would be
needed in order to define the technologies to be considered in the model.
OCECPR notes that the mobile model to develop will not be 5G ready as
there are many uncertainties regarding this technology. In case a new
update of the model is needed once 5G technologies are already in the
market, a new consultation phase will be launched, as there may be other
methodological choices that could need to be revisited as a result of that
evolution.

Finally, OCECPR notes that in order to represent current market conditions,
it believes it is necessary to include all access technologies in the market
(including 2G). Regarding the use of Leased Lines, whereas OCECPR
acknowledges that the use of PDH/SDH is obsolete, Ethernet Leased Lines
provide an efficient transmission solution to operators which will be taken
into consideration in the model.
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3.1.12. Question 12: Do you agree with OCECPR regarding the
consideration of a hypothetical existing operator with the
same characteristics as Cyta?

Cyta’s concerns

"Cyta agrees with the general approach outlined in section 3.2.2, which is broadly
in line with current EC guidelines for fixed BU LRIC modelling and experience
elsewhere in Europe. We would, however, add two specific comments:

» The characteristics should be limited to those pertinent to Cyta’s fixed
telecommunications business, thus excluding its mobile telecommunications
business.

» Modelled services should assume the same “technical” presentation as the
actual services, thus, for example, TDM for TDM, Ethernet for Ethernet, SDH for
SDH, PDH for PDH.”

MTN’s concerns

“MTN agrees with this approach. However it is concerned by OCECPR’s reference to
the Maltese approach. The MCA in Malta considered "...GO [the incumbent operator
in Malta] as a proxy for the model’s hypothetical efficient operator...”. This would
suggest that such a model does not undertake any analysis that corrects for the
fixed operator’s inefficiencies, but rather considers them as a given. For example,
suppose the incumbent operator happens to have deployed equipment at local
exchange nodes with excessive line capacity, when smaller variants of the same
equipment were available. Or similarly, the incumbent operator may have high
operating costs relative to other operators in the market. For example, Cyta is
known to pay some of the highest salaries in the market. Therefore, taking the
incumbent as a benchmark for efficiency may overstate service costs, and not
mimic the outcome of a competitive environment. Furthermore, this approach is not
consistent with the approach OCECPR proposes for the mobile model and OCECPR
should equally consider suitable benchmarks for assessing the efficiency of Cyta’s
fixed network business for determining efficient inputs and assumptions for the
fixed network model.”

Primetel’s concerns
"Suupwvouue.”
Cablenet’s concerns

"Suppwvouue.”
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CallSat’s concerns

“Yes. We have no comments or objections to using Cyta as a basis for the
hypothetical operator.”

OCECPR’s response

OCECPR appreciates operators’ contributions, and will therefore model a
hypothetical existing operator with the same characteristics as Cyta, as originally
outlined in the Public Consultation paper.

Regarding other contributions to this question, OCECPR notes that:

» The consideration of “the same characteristics as Cyta” shall only apply to
Cyta’s fixed telecommunications business, except when relevant synergies
are identified between its fixed and mobile businesses which may require
special attention.

» According to the Long-Run approach that is to be expected from a Bottom-
Up LRIC model, Modern Equivalent Assets (MEA) will be used to replace
obsolete network technologies such as PDH or SDH.

» Regarding MTN’s comment, OCECPR notes that in no circumstance has it
related any efficiency issue applicable in Malta to Cyprus, and its
recommendation is clear: “model a hypothetical existing operator based on
Cyta”. This is not to say that Cyta’s OpEx will be directly adjusted for
efficiency, as suggested by MTN, but only in case any clearly identifiable
inefficiencies are found.

3.1.13. Question 13: Do you agree with the consideration of
the above listed services in the BULRIC Model for Fixed
Networks?

Cyta’s concerns

“Cyta considers the services listed in section 3.2.2 under "List of Modelled Services”
to be generally reasonable for the purposes of assessing the total network demand
that needs to be addressed by the modelled mobile operator. We would point out,
however, that the services listed do not include Leased Lines with an Ethernet
presentation, which Cyta does provide, but does include FTTH access services,
which Cyta does not yet provide, and thus needs to be modified accordingly.

Cyta would like to emphasise, however, that it understands that the purpose, and
thus focus, of the BU LRIC model to be limited to the calculation of the cost of
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Wholesale Termination of Voice Calls on a mobile network. If this is not the case,
then OCECPR should be very explicit in highlighting this. Our reasoning is
that models that have a specific purpose and/or focus should not be “automatically”
relied upon to produce equally consistent and valid results for products and services
outside of that focus.”

MTN’s concerns

“MTN makes the following observations in relation to the services considered in the
fixed network model:

» Leased line connections: MTN notes that the leased lines considered in the
model are based on legacy PDH and SDH technology (E/STM carrier leased
lines). Given that the model explicitly considers next generation core
equipment, it would make sense to further utilise the model for costing next
generation transmission services such as virtual private circuits and 1GE and
10GE native Ethernet based transmission services.

» xDSL broadband subscription fee and FTTX broadband line subscription
fee: these fees are considered as a single entry in the list of services and it is
unclear if such fees will be modelled as a single blended cost item or separate
cost items. It is further unclear if this entry refers to wholesale or retail charges.
OCECPR should clarify this line item.

» IPTV services: OCECPR considers modelling the cost of an IPTV access
product. However, the consultation does not foresee any product in relation to
the transport of IPTV services nor is it clear whether this service is a retail or
wholesale product. MTN agrees that IPTV services should be considered in the
model. This is because competition already focuses on double and triple play
services including IPTV services and this trend is likely to grow in importance. It
is therefore reasonable to consider such wholesale services (access and
multicast transport) to aid OCECPR in any future decision for regulating
additional wholesale services. However, OCECPR should clarify what exactly the
model will cover.

» Infrastructure access products: In many jurisdictions there is an increasing
focus on promoting access to passive infrastructure services, such as duct
access and dark fibre products. In fact, OCECPR already regulates duct access
on Cyta’s duct network although this is yet to be implemented by Cyta. In light
of this and the potential need to regulate further passive infrastructure services
in the future, OCECPR should consider including the costing of such services in
the fixed network model.”
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Primetel’s concerns

“Suupwvouue. EninpooBera va ouunepiAn@Bouv 0Aa Ta Ethernet kai VPN npoiovta
TN¢ ATHK (UE UQIOTAUEVEG I HEAAOVTIKEC TaxUTNTEC) KABw¢ kai dark fiber unnpeoisc
apou oOnwc exouue evnuepwBel, n ATHK npoopepel aquto To [poiov o€
OUYKEKPILEVOUG OUVOPOUNTEG TNG.

Enionc va ouunepiAngBei 10 XOVOPIKO TEAOC ouvdpounc TnAedpaonc uECw
d1adIkTuakoU npwTokoAAou (IPTV).”

Cablenet’s concerns

"SUUQPWVOUUE UE TIC MPOTEIVOLEVEG UMNPECIEC KAl BEWPOUUE MOAU OnUavtiko va
ouunepiIAn@Bouv kar ol akoAouBeg, kabwc agopouv TA ONUAVTIKOTEPA OTOIXEIQ
KOOTOUC yid Tnv napoxn Twv gUpul®VIKWV Unnpeoiwv. [MIoTEUOUUE OTI HE TNV
£QApUOyn KOOTOAOYIKOU EAgyxou OTIC Mo KATw unnpeocie¢c Oa diapavei o011 n
napouoa TIUn nNapoxnc Touc¢ eivar adikaioAoynta wnAn, ue duvarornta ueydiAwv
nep1Bwpiwv UEIwWonNG, UE TEAIKO ENWPEAOULEVO TOV TEAIKO XproTn.

a) TeAn napoxncg dIEBvG xwpnTIKOTNTAG ano orabuouc npooalyidAwonc otnv Kunpo
npoc ToUuG OTABUoUC npooalyidAwonc Tou eEWTEpikoU rnou Exouv rpooBacn Ta
unoBpuxia kaAwdia ora onoia oUUUETEXEI n ATHK, yia xwpnTikoTnTee 10 kai 40
Gbps kai xpovikn nepiodo picBwong 15 xpovwy.

B) ZuveykaTtdoraon o aywyous Kabwc eniong Kai xpnon Qpeartiov yia npoopacn os
unooTarikd.

Ooov apopd Tnv napoxn TnAedpacnc (IPTV), eionyouuaoTe Onwc Yivel XwpioTn
LEAETN yIa TO TEXVIKO KOOTOC MApoxnc Tn¢ UMNPeciac Kai XwploTd yid TO KOOTOG
nepiexougvou.”

CallSat’s concerns
“In addition to the listed services, the below should also be considered:

» Facility Services for Wholesale Line Access (such as CLI)
» Installation and Fault costs (such as visits from technicians).”

OCECPR’s response

Based on the contribution provided by the operators, OCECPR recognizes the
following:
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» Based on MTN and Cyta’s comments regarding Leased Lines services, it will
substitute PDH/SDH services by Fast Ethernet and Gigabit Ethernet Leased
Lines.

» The model needs to be capable of considering any historical, current or
projected FTTH services provided by Cyta.

» Regarding xDSL and FTTH subscription fees, OCECPR notes that all different
speed configurations available in the market will be considered in the model.
Additionally, it clarifies that these two terms refer to the retail services,
whereas the bitstream line subscription fee would refer to wholesale
services.

» The IPTV service to be considered refers to the retail service consisting of
the full provision of IP Television to the subscriber (including contents rights
and transmission). At the same time, OCECPR outlines that it has no plans
to model an IPTV wholesale service, as it is not regulated and no evidence
exists of it being provided massively in the country.

» OCECPR notes that infrastructure sharing and installation services are
already addressed in the model for ancillary services (see question 23).
Additionally, it should be noted that CLI services are regulated under a retail
minus approach and therefore will not be included in the ancillary services
model.

3.1.14. Question 14: Do you agree with the suggested
definition of the increments for the model for fixed
networks?

Cyta’s concerns

"The EC recommendation on wholesale call termination concentrates on the
definition of a single increment, essentially as that recommendation is concerned
with the pure LRIC cost of wholesale call termination. Previous to that
recommendation, increments tended to only be specified in fairly broad terms.

The reality of the BU LRIC models produced by regulators up to that point was that
the actual, precise definition of any increments used did not impact on the cost-
based prices that the models produced as outputs. This “reality” makes perfect
sense if, as was the case, the models concentrated foremost on the principle of cost
causality, which essentially crosses the boundaries of any increments “defined” or
specified in an arbitrary fashion.

Putting this another way, as long as the model respects the principle of cost
causality, and has been developed and populated in a professional manner, then
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the size and scope of any increments should not affect the final results of the
model. Clearly, the use of a "pure LRIC” increment represents an exception to this
since the cost-based price that results for the service covered by that increment no
longer respects cost causality.

In summary, the position of Cyta is that OCECPR can define the remaining
“increments” as it sees fit, as long as the principle of cost causality is properly
reflected within the model. This is an important reason for an additional
consultation round to be included in the overall timeframe once a draft version of
the model has been developed and populated by OCECPR’s retained consultants.”

MTN'’s concerns

"MTN agrees with the suggested definition of the increments proposed by OCECPR.
This approach is consistent with the approach taken by a number of regulators in
other jurisdictions.”

Primetel’s concerns
"Suppwvouue.”
Cablenet’s concerns

"Onw¢ avagepaue kai ornv Anavrnon 1 didQwvoUue HE Tnv KOOTOAOynon
unnpeoiwv Kivnong ewvne o€ orabepad dikTua Bacn Tou HovTeAou Pure LRIC.”

CallSat’s concerns
"“Yes. We have no comments or objections for the suggested increments.”

OCECPR’s response

OCECPR notes that the treatment of Cyta’s contributions has already been
included as part of its answer to question 10, and will proceed with the definition
of the increments presented in the public consultation paper.
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3.1.15. Question 15: Do you agree with the suggested
technologies to be considered for access, transmission and
core networks in the BULRIC Model for Fixed Networks?

Cyta’s concerns

"Cyta is of the opinion that the suggested technologies to be considered for access,
transmission and core networks generally appear reasonable. We would, however,
question if it is correct to completely ignore the use of SDH equipment. Our
reasoning here is twofold:

» There is still a high volume of leased circuits (at both the retail and wholesale
level) that are “"based on” SDH technology - the circuit “presentation” is SDH,
and in many cases there will be a critical need for the circuit to be synchronous.

» The intention is to retain TDM exchanges in the model, at least during the
transition period, and these exchanges will require SDH equipment in order to
connect to the Media Gateways which are in general sited at remote locations
(there are few Media Gateway sites than TDM exchange sites).

However, since very little is said in the document on how the fixed network will be
“designed” within the model, a final opinion will not be possible until we have seen
how the text referred to by Question 15 is actually implemented within the model
and details are provided on the fixed networks to be designed within the model.
This is an important reason for an additional consultation round to be included in
the overall timeframe once a draft version of the model has been developed and
populated by OCECPR'’s retained consultants.”

MTN’s concerns

“MTN agrees, to some extent, with the choice of access technologies to be
modelled. MTN believes that the xDSL equipment considered in the model should
be backward compatible (i.e. suitable for simultaneously handling current and
legacy DSL technologies) and that the provision of three xDSL technologies in
parallel must not result in inefficient utilisation of network equipment or inefficient
deployment of parallel network infrastructure. For example, if the model considers
three separate xDSL technologies and the equipment is not compatible, then this
may mean that at a given access node, there are three separate pieces of xDSL
equipment each with a low level of utilisation. This would clearly be inefficient and
imply high unit costs and could therefore result in excessive wholesale access
charges. MTN understands that modern network equipment can accommodate
different technology types in a single piece of equipment. Taking the same example
above, this means that all three xDSL technologies may be accommodated in a
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single piece of equipment, implying lower unit costs and resulting in lower access
prices.

MTN agrees with the choice of transmission technologies but notes that the use of
microwave links in a fixed network is questionable and unlikely to be an efficient
technology for a stand-alone fixed operator. MTN further notes that OCECPR’s
decision to only consider DWDM and native Ethernet technologies is inconsistent
with the services it wishes to model. E and STM carriers are those of PDH/SDH
transmission technologies. Since the model is meant to no longer incorporate these
technologies, it would be inconsistent to model these types of services instead of
Gigabit Ethernet transport services (which OCECPR currently does not consider in
the list of services it plans to cost using the model).

MTN disagrees with the proposed technologies for the core network and believes
that modelling TDM and NGN core technologies would represent an inefficient
network and unduly reward Cyta for maintaining a legacy network beyond its
typical useful asset life. Cyta’s TDM network is likely to be fully depreciated and a
hypothetical network operator of the scale and scope of Cyta would not invest into
TDM and NGN technology in parallel. Instead, it would consider the modern
equivalent network structure only. Modelling both technologies in parallel would
also be inconsistent with the OCECPR’s views regarding the transmission network.
Here, OCECPR is of the view that SDH technology has largely been replaced by its
Ethernet counterparts. It should equally be the case that the TDM network
equipment is largely being replaced by NGN equipment. Contrary to the OCECPR,
MTN believes that there is very limited precedent today of models being developed
using legacy TDM technology. For example, MTN is aware of cost models developed
in Denmark, Sweden, Norway, Luxemburg, Belgium, France and Spain that do not
include any TDM equipment. Other jurisdictions are likely to follow a similar
approach”

Primetel’s concerns
n ’ ”
2ULPWVOULE.

Cablenet’s concerns

"SUuuQwWVoUUE yeviKd, dAAd 000 apopd To KOUUATI TOU JIKTUOU HETAPOPAC BEWPOUUE
OTI TOOO Ol TEXVOAOyia UE UIKPOKUUUATIKEG (eu&eic, 000 Kai n TexvoAoyia SDH €xouv
EenepaoTei kai avTikataoTaBei e Ethernet HEow oNTIKWV IVOV.

‘Ooov apopd T1a dIkTua nNpooBaocnc, napakaAouue onwc OIEUKPIVIOTEI TI 6a I0XUEl O
NEPINTWOEIG AAANAOKAAUWNG TwV OIAPOPETIKWY TEXVOAoyIwv. Ta oToixeia KOOTOUG
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NG nmio nNaAidc TexvoAoyiag dev 8a npoousTpouv kaboAou nAgov n 8a eEakoAouBouv
va unoAoyilovTal 0To OUVOAIKO KOOTOC TNG OUYKEKPILEVNC TEXVOAOYIAG;

AveéaptnTa ano tnv nio ndvw ano@acn nou 8a An@Osei, e10nyouuaocTe 0TI TO KOOTOG
onoiwvOnnoTeE OUVIOTWOWV OTOIXEIWV (0NWC M.X. Ay@WywVv Kal QPeatiov, Kaunivwv
K.0.K.) NPOCUETPOUV € 0AOKANPOU yia To KOOTOC TNG M0 VEAG TEXVoAoyiac (n.x. yia
70 GPON). Atgv npénesl va yiverar kaBoAou eniuePIOUOC ToU KOOTOUG OTNV raAid
TeEXVoAoyia.”

CallSat’s concerns

“"For access networks, Cyta are currently using xDSL3 technology so we believe this
should be considered as part of the costing analysis. Basically, due to their very
strong position, network coverage and overall positon all the services that Cyta
offer should be considered.

For transmission and core networks we have no comments or objections with the
suggested technologies.”

OCECPR’s response

OCECPR appreciates the contributions provided by the operators and outlines
below its responses to the different issues raised:

» OCECPR agrees with MTN in that the access technologies considered in the
model should be capable of providing simultaneously the different kinds of
xDSL services dimensioned.

» The use of microwave links will be based on their actual use, as reported by
the incumbent operator. OCECPR will always take into consideration the
most cost efficient alternative, even if consists of microwave technologies
that may come of use for interconnecting remote rural areas.

» Regarding the use of TDM technologies, OCECPR notes that it will consider a

migration path from TDM to NGN technologies, representing the actual

status of Cyta’s network at each year. Irrespective of the approach taken in
other countries with regards to the treatment of TDM/NGN networks,

OCECPR still needs to understand the costs of providing services through

TDM networks.

OCECPR appreciates CallSat’'s comments on the use of xDSL3 technologies.

vV Y

In case there is overlapping of different technologies (e.g. copper, FTTH) in
the access network, the cost of the shared resources will be allocated to

both services based on their use.
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3.1.16. Other questions regarding Bottom-Up LRIC Model

Cyta’s concerns

"Cyta has a specific concern related to the Mobile BU LRIC model related to busy
hour traffic. We have two specific points to stress:

» It is not sufficient to take an overall network busy hour traffic level. Within
mobile networks, the busy hour traffic (and indeed the busy hour itself) will vary
from base station to base station and from technology to technology (2G, 3G,
and 4G). For example, some base stations will be busy in the morning whilst
customers are travelling to work, and others during the day, whilst customers
are at work.

» Certain parts of Cyprus enjoy high levels of tourists, particularly during the
summer months. On the assumption that the mobile model will, as is the norm
for such models, consider a range of different geotypes, then we would urge
OCECPR to include geotypes that are specific to areas frequented by tourist.
Cyta is very willing and available to support OCECPR in the identification of
these areas geographically. Furthermore, if OCECPR’s retained consultants can
inform us on how they intend to define the various geotypes in general, then
Cyta can provide our own assessment of which base stations fall into which
goetype category.

» There is no real discussion on the methodology that will be adopted for
operating costs. Given that operating costs tend to represent a significant
portion of total product costs, we would expect them to be discussed in some
depth in the overall methodology. Likewise we would also expect that indirect
capital costs such as accommodation costs are discussed. In this regard, we
would remind OCECPR that Cyta has a detailed cost allocation model that it uses
for its own costing purposes and that the data contained within that model could
prove very useful to OCECPR in its assessment of necessary operating costs. We
expect that in the more detailed document of the Regulator the methodology of
calculating operating costs and indirect capital costs is discussed

» Very little is said in the document on how the fixed and mobile networks will be
“"designed” within the models. Given that the network designs are central to the
design of the models, and that very little time exists for that model
development, we find it very hard to believe that OCECPR does not already have
a very good idea of what those network designs would be. On that basis, we
find it odd that very little is said about this in the methodology document. We
therefore expect OCECPR to provide details on the fixed and mobile networks to
be designed within the models
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We would urge OCECPR to ensure that the mobile BU LRIC model adequately
addresses both of the above points.”

OCECPR’s response

>

Even though the above contributions provided by Cyta are not linked to any
question in particular, OCECPR provides below its views on each of the four
issues under discussion:

Whereas OCECPR recognizes the merits of introducing two different busy
hours in the model, as in fact, different sites may have their busy hours at
different times of the day, it acknowledges it is not common practice among
European NRAs to consider this aspect. In fact, only the Spanish NRA is
known of having adopted such approach. At the same time, OCECPR notes
that Cyta has not provided any of the traffic-related information at site level
requested in the Excel templates, which prevents OCECPR from conducting
any analysis of the traffic patterns at this level.

As outlined in the previous point, Cyta was already asked to provide traffic
information at site level, even in a more aggregated format as to that
required to perform such analysis, which has not been provided throughout
the data collection process. OCECPR considers that Cyta has already been
allowed extensive time to provide such information and therefore, will not
request to the operator any additional data.

As presented in section 2.2, the treatment of operational expenses in the
Public Consultation documents issued by other European NRAs is not
common. Nevertheless, as Cyta will have observed, OpEx figures related to
the different network elements were requested during the data gathering
process, which are expected to be used in the model after having thoroughly
analysed their validity based on the approach presented in Exhibit 3.3 of the
Public Consultation. In case no values are available for a given resource,
OCECPR will make use of international benchmarks and/or (if possible)
Cyta’s Top-Down costing system.

OCECPR does not see a need to publish the dimensioning algorithms in order
to be able to comment on the methodology to be adopted in the
development of the costing models, as they are not linked whatsoever.
Nevertheless, for the sake of transparency, a brief presentation of the
dimensioning algorithms has been included as an annex in the final
methodological document.
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3.2. Responses to specific questions regarding
Margin-Squeeze Model

This section presents a summary of OCECPR’s understanding on the Operators’
comments on specific questions outlined in the CD on the methodology for Margin-
Squeeze modelling and details the OCECPR’s position. This has been divided
according to the 7 questions asked in the document.

3.2.1. Question 16: Do you agree with the consideration of
adjusted EEO operator with a 20% market share?

Cyta’s concerns

“The final paragraph of section 4.1.1 provides three examples of market share that
have been adopted by the relevant NRAs:

» Greece (population 10.8 million), 13.5%.
» Norway (population 5.2 million), 20.0%.
» Croatia (population 4.5 million), 25.0%.

These examples show a clear relationship between the assumed market share of
the Hypothetical Existing Operator and the population of the country concerned.
Given that the population of Cyprus (excluding the area currently under Turkish
occupation) is only around 800.000 it is clear that the assumed market share
should be greater than 25.0%. Cyta is of the opinion that a market share of 30.0%
would be appropriate.”

MTN'’s concerns

“MTN agrees with OCECPR’s approach but notes that the current information
provided as part of this consultation does not allow MTN to respond on the
OCECPR’s approach for inferring the corresponding downstream cost under the
adjusted EEO test. On one hand, Cyta’s costs do not represent those of a 20%
market share operator. On the other hand, the use of the fixed bottom-up model
assuming a level of demand consistent with a 20% market share would allow
OCECPR to estimate the cost of a smaller scale operator but would not allow it to
estimate the costs of an operator of equal efficiency to Cyta, as required under the
EEO test. OCECPR should therefore set out more clearly its approach for estimating
the downstream cost given its adjusted EEO test and again consult with the

industry once this approach is more clearly defined.”
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Primetel’s concerns
"Suppwvouue.”
Cablenet’s concerns

">T1nv nepinTwon Twv oTabepwv SIKTUWV CUUPWVOULIE UE TO NMPOOAPHOCUEVO UEPIDIO
ayopdc EEO 1n¢ 1@énc tou 20%. >Tnv NEpINT@WON TwWV UMNPECIWV M0OU NapExovTal
ano SikTua KIvnTnc To rpooaplIooUEVO LUEPidIo ayopds EEO Ba npénel va ueiwBel oTo
10% kabw¢ agopd nooooTo TO onoio &ivai duvatO va avakTnoel Evac
VEOEIOEPXOLEVOC APOXEAC O MePiodo Mepinou nevre xpovwv. 'Eva nio HeydAo
noocooTo uepidiou ayopdc TO oroio 6a xpnoiyornoloTav O doKNon OCUUMIECNG
nepiBwpiou kEpdouc Ba eixe mBavwe wc anoTeAsoua Tnv auvénon Twv XovOpIKwV
TIUWV 0Ot &enineda ora ornoia va unv eivar duvarn n Biwoiudtnta €evog
VEOEIOEPXOLEVOU opyaviouou.”

CallSat’s concerns
"“Yes. We have no comments or objections with the consideration.”

OCECPR’s response

OCECPR considers a market share of 20% for the adjusted EEO to be reasonable
to develop a viable business plan. This value should not only be related with
country population but also to the actual concentration in the market. In fact,
the list of countries referenced by Cyta to prove the relationship market share vs
country population is distorted if Luxembourg is added to the equation:

Greece (population 10.8 million), 13.5%.
Norway (population 5.2 million), 20.0%.
Croatia (population 4.5 million), 25.0%.

vvyvyy

Luxembourg (population 0.5 million), 15.0%.

Additionally, OCECPR notes that according to the EC Recommendation on Fixed
and Mobile termination rates, “To determine the minimum efficient scale for the
purposes of the cost model, and taking account of market share developments in
a number of EU Member States, the recommended approach is to set that scale

”n

at 20% market share
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3.2.2. Question 17: Do you agree with the adoption of a
product-by-product analysis on the flagship products
provided by the SMP Operator?

Cyta’s concerns

"Cyta disagrees with the adoption of a product-by-product analysis. Cyta is of the
opinion that the margin squeeze must be calculated for all products for each market
(e.g internet market, mobile market etc). In accordance with the Deutsche Telecom
case (Commission Decision of 21 May 2003 Case COMP/C-1/37.451, 37.578,
37.579 - Deutsche Telecom AG), (Court of First Instance (CFI) Case 7-271/03))
during the examination of revenues and costs all the products of the relevant
market should be considered. Therefore the margin squeeze for the whole market
should be calculated. It is mentioned in the case that “The tariffs to be taken into
account for the comparison of wholesale and retail access services therefore must
cover the full range of retail access services which competitors can offer.”

MTN'’s concerns

"MTN agrees with OCECPR’s product by product approach. It therefore disagrees in
principle with the flagship approach, but agrees with the way in which OCECPR
appears to interpret flagship products (see next response).”

Primetel’s concerns
"Suupwvouue.”
Cablenet’s concerns

"“Suupwvouue. Tovidouue oOTI oTnv €&€Taon Twv npoiovrwv RED yia Tnv ayopd
KIVNTNG rpenel onwodnnoTe va AauBavovral urnown 1a OUYKEKPILEVA XaPaKTNPIOTIKA
XpNonc Twv mlavwv XpnoTwv TwV v AOyw NakeTwv (€1dikd yia 7a RED 2, 3 kai 4).
Anown pac eivai 0TI UE TIC ONUEPIVEC povadiaieC TIUEC UMNPECIOV KIVNTNG
TnAspwviac nou exer kabBopioer n ATHK kai rnou rnpoopepel 0 vonToUuC rnapoxeic, 1a
naketa RED 2, 3 kai 4 dev egivar duvarov va npoo@pepfouv ano Touc vontToug
napoxeic ornv ayopd xwpic onuavtikn {nuid.”

CallSat’s concerns

"We do agree with this approach, but however the OCECPR should reserve the right
to be able to run a combination approach should the need arise. It is important
when analysing the potential for margin squeezing scenarios that the analysis be
done from the decision making side (retail perspective) and cost side (wholesale).
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Therefore, if there are any underlying or indirectly linked products these should
definitely be considered in a margin squeeze scenario. For example, Cyta’s RED
products offer unlimited voice, SMS and substantial data usage. The prices of this
usage in some cases the retail prices of these services are cheaper than the
wholesale prices.

We would also like to point out again here that the regulation is insufficient for
access to wholesale mobile services (MVNO). Only one operator is regulated and is
compelled to offer the service, while in essence all three MNO’s can offer this
service and are an SMP in the provision of this services (it can easily be viewed in
the same light as wholesale termination services). Currently, if you compare the
mobile data services offered by all the MNQO’s to the cost of wholesale data it is
strikingly obvious that margin squeezing is in effect.

Also, we would like to emphasize again at this point that the OCECPR needs to
consider what it considers and SMP operator for which services. For example, MTN
has been operating with a MNO license for over 12 years with a 30%-35% market
share, and is not considered as an SMP for the provision of wholesale mobile
services. Access to MVNO services is a wholesale market, and regulation needs to
be imposed to all operators that can offer this service- in the same way that any
operator terminating calls is considered as an SMP for the market of terminating
calls to their network, then any company with its own network should be considered
as an SMP for access to these wholesale services. The market of mobile (MVNO)
services is not competitive. The lack of margins, set-up costs, lack of alternatives
are barriers to entry into this market. This is apparent from the number of
companies offering this service. We are one of the few MVNQO’s operating in Cyprus.
Primetel was another, but they have become a full MNO, and Lemontel, the other
full MVNO, has been bought out by Cablenet and still does not offer post-paid
services. There is another MVNO, Mundio, in the process of setting up (for a few
years now) who use a hosted- full MVNO solution, whom have yet to commence
commercial activities due to the various barriers to entry they are experiencing.
Our experience with the MVNO market is that we currently use MTN, via a
commercial agreement and have been trying to negotiate various rates and
services for over 1 year with no affect, or even response. We are also trying to
discuss with Cyta the potential of an ESP scenario and changes to the scenario they
offer, and again no response for close to a year here as well. This is not
representative of a competitive environment, and commercial
discussion/negotiations are non-existent. This is also a major concern of ours when
it comes to the discussions of Freephone calls that we have just started to discuss-
the MNQ’s do not negotiate or discuss and merely impose regulation - if this
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regulation does not cover all commercial aspects of a service then the market will
not be competitive and the regulation ineffective.

To make this market more effective, we strongly insist that the only way (in a
market of the size of Cyprus) is to regulate all MNO’s to offer MVNO services, hence
at least, removing the barriers of entry into this market.”

OCECPR’s response

OCECPR notes that, despite the high relevance that the Deutsche Telekom
decision had in the telecoms market, it is now dated back from 2003, way before
the 2013 EC Recommendation on consistent non-discrimination obligations,
which outlines:

“There are a number of reasons underpinning the use of a product-by-product
test in an ex-ante setting where an operator has SMP upstream to one or a
number of wholesale inputs required to replicate an offer at the retail level. In
particular, the use of a product-by-product approach ensures that each

bundle/standalone offer is replicable and that there can be no form of cross-
subsidy between bundles/standalone offers” (underlining added by OCECPR)

Therefore, OCECPR is still of the opinion that a product-by-product analysis
should be performed

Regarding Callsat’s concerns, OCECPR appreciates the indications given by the
operator, and will assess any potential issues on the costs of MVNO services
upon the finalization of the costing models.

3.2.3. Question 18: Do you agree with the definition and
treatment of the flagship products?

Cyta’s concerns

"Cyta could accept the consideration of 100% of the products on the basis that a
product group approach is adopted. If OCECPR finally concludes that a product-by-
product approach is necessary, then Cyta is of the strong opinion that the effort
involved in undertaking a specific test for each and every product is
disproportionate and thus the analysis should be restricted to only a limited set of
flagship products.”
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MTN'’s concerns

"MTN agrees with the OCECPR’s approach although we note that it seems
somewhat inconsistent with the adoption of a flagship approach as set out in
relation to the previous question. On one hand, OCECPR states that a flagship
approach ensures that not every new product is subject to the MSQ test. However,
it is unclear if any new product introduced by Cyta would be considered a flagship
product and would therefore be subject to the margin squeeze test or if the
approach only designates current products as flagship products, with OCECPR then
deciding on a case by case basis if new products should also be considered flagship
or not. MTN believes that OCECPR’s approach should consider all products, new and
existing, in the Margin Squeeze test to ensure that Cyta does not abuses its
dominant position in the market.”

Primetel’s concerns
"Suppwvouue.”
Cablenet’s concerns
"Suppwvouue.”
CallSat’s concerns

"Yes we agree with the adoption of 100% of products be considered as flagship
products and again stress that the OCECPR should reserve the right to consider
these as combinations and in their entirety if the need arises.”

OCECPR’s response

Given that the amount of products being commercialised by Cyta is reduced (as
no bundling is being carried out), the analysis of the complete product offering of
Cyta becomes feasible in this case, without a need to appeal to the flagship
product definition commonly adopted by other NRAs (in which cases, multiple
bundles are being commercialised).

Based on MTN’s comments, and in order to avoid any misunderstandings in the
interpretation of OCECPR’s guidelines, the editing of this section will be revisited
to ensure it is clear that flagship products (as named by the EC) should
represent Cyta’s complete product portfolio.
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3.2.4. Question 19: Do you agree with the use of the LRIC+
standard in the margin squeeze model, using FDC costs
when LRIC+ data is not available?

Cyta’s concerns

"Cyta is of the opinion that the use of the LRIC+ standard in the margin squeeze
model, using FDC costs when LRIC+ data is not available, appears reasonable.
However, a final opinion will not be possible until we have seen how the text
referred to by Question 19 is actually implemented within the margin squeeze
model. This is an important reason for an additional consultation round to be
included in the overall timeframe once a draft version of the NCUS model has been
developed and populated by OCECPR’s retained consultants.”

MTN’s concerns

"MTN agrees with the use of the LRIC+ standard as a basis for estimating
downstream costs for the margin squeeze test. We also agree with the use of FDC
in the event that LRIC+ is unavailable. However, MTN is unclear how, under this
approach, OCECPR will take into account the adjusted EEO approach. For example,
OCECPR states that FDC from the operator’s accounts should be used in the event
that LRIC+ is unavailable but does not state where it expects to obtain LRIC+
estimates from. The two sources it could obtain such information from are:

» The fixed bottom-up LRIC model it is currently developing.
» A top-down LRIC model developed by OCECPR or Cyta.

As already set out in response to question 16, we believe that the use of the fixed
bottom-up LRIC model would be inappropriate for the implementation of the margin
squeeze test. This is because such a model should be based on a hypothetical
operator of the scale and scope of Cyta. Such a model does not, therefore,
represent the costs that an operator, equally efficient to Cyta but of a smaller scale,
would incur.

If a top-down LRIC model, from either OCECPR or Cyta is being used, it would be
important to consider what information would be obtained from such a model and
how such a model would be adjusted to reflect the adjusted EEO (again, see
response to question 16).

Finally, if relying on the FDC based on Cyta’s accounts, OCECPR needs to develop a
methodology for estimating the downstream costs of an adjusted EEO. This may be
challenging if the FDC information does not provide sufficient information to allow
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OCECPR to distinguish variable, fixed and common costs. This is important in order
to identify the correct unit costs that would apply for an adjusted EEO rather than
the EEO. For example, fixed costs will not change given the change in volume
assumed under the adjusted EEO, and therefore the unit downstream costs will be
higher for the adjusted EEO.

MTN therefore asks OCECPR to further specify its approach regarding the areas set
out above and provide an opportunity to industry stakeholders to comment on that
approach.”

Primetel’s concerns
"Suppwvouue.”
Cablenet’s concerns

“Suppwvouue ue Tnv xprion LRIC+ wc¢ npoTuno oTo HOVTEAO ouumnieonc nepibwpiou
KEPOOUC OTIC UNNPECIEC TEPUATIOUOU Kivnong wvnc oe KivnTd dikTua aAAd oxi ora
oTraBepa dikTua BdAon Twv NponyouUEVwV LAc¢ oxoAiwv. XTnv nepintwon onou Oev
undpxouv Ta OToIxEia yia xprion TnG rnpooeyyionc LRIC+ Bdon Twv onoiwv 6a
EMITPENETAl 1] AVAKTNON TwWV OUVOAIKWV danavwv e TIGC onoiec 6a eniBapuvOsi o
Popeac exeTdAAeuonc ue SIA, TO0TE unopei va yiver n xpnon FDC &vo¢ anodoTikou
napoxea n n xpnon oroixeiwv Baon diebvwv npotunwyv.”

CallSat’s concerns
"“Yes. We have no comment”

OCECPR’s response

Based on operators’ general agreement, OCECPR will make use of LRIC+ data,
complemented with FDC related information when the former is not available.

Regarding MTN’s concerns on how this information will be obtained, OCECPR
notes the following with regards to the two main costs inputs that need to be
defined in the model:

» Network-related costs: OCECPR will adjust the parameters of the Bottom-
Up model it is currently implementing to make it representative of an
efficient operator with a 20% market share.

» Retail costs: These will be extracted from the analysis of the information
provided by all the operators, with the aim to ensure that the resulting

values are representative of an efficient operator with a 20% market share.
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» Additionally, it should be noted that, when regulated charges are available,
these will be given additional preference.

3.2.5. Question 20: Do you agree with the relevant
downstream costs that will be considered in the model?

Cyta’s concerns

"Cyta is of the opinion that the relevant downstream costs categories identified in
section 4.1.5 appear reasonable. However, a final opinion will not be possible until
we have seen how the text referred to by Question 20 is actually implemented
within the margin squeeze model. This is an important reason for an additional
consultation round to be included in the overall timeframe once a draft version of
the NCUS model has been developed and populated by OCECPR’s retained
consultants.

We would stress that the model needs to take great care to ensure that the same
functionality (e.g. on island backhaul, or cost of customer CPE) is not costed twice.
Also, the model should take proper account of the fact that the NGA wholesale
input costs also include a mark-up for general management and business costs.”

MTN’s concerns

"We agree that the costs mentioned by OCECPR should be included in the
downstream cost estimate. In the event that regulated services are bundled with
other services, any net-cost in the provisioning of these bundled services should
equally be taken into account. For example, Cyta could improve the attractiveness
of its services through bundling. In the event that such bundled services (e.g. an
IPTV product that is added to a broadband service) are provided at a price below
the incremental cost of the added service (i.e. IPTV), the net-cost of the IPTV add-
on must be taken into account in the margin for broadband services. This is
especially important where bundled services cannot be replicated by access
seekers.”

Primetel’s concerns
"Suupwvouue.”
Cablenet’s concerns

“Suppwvouue.”
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CallSat’s concerns

"We believe that the item 'Wholesale prices for regulated wholesale products’ be
extended to include wholesale prices on non-regulated products. If all products are
considered flagship products, then there are costs that will be incurred that do not
fall under any regulation. However, if this is a combined service product then it will
have to be taken into consideration if a complete analysis and view of a product is
to be undertaken. There should in essence be no limitations on the costs to be used
when it comes to margin squeezing examination.”

OCECPR’s response

OCECPR appreciates operators’ agreement on the relevant downstream costs
that will be considered in the model.

Additionally, it notes that in case any bundled offers are eventually provided by
Cyta, these will be considered in the replicability test.

Finally, following CallSat’s contributions, wholesale prices for non-regulated
products will also be included in the list of downstream costs considered in the

margin squeeze model.

3.2.6. Question 21: Do you agree with the consideration of the
WACC in the margin-squeeze model?

Cyta’s concerns

"Cyta is of the opinion that the use of the WACC from the BU LRIC model for fixed
networks appears appropriate for use in the margin squeeze model. However, a
final opinion will not be possible until we have seen how the text referred to section
4.1.6 is actually implemented within the margin squeeze model. This is an
important reason for an additional consultation round to be included in the overall
timeframe once a draft version of the NCUS model has been developed and
populated by OCECPR’s retained consultants. Please also note that wholesale prices
include cost of capital, therefore WACC should not be double counted.”

MTN'’s concerns

“MTN agrees with the use of WACC as proposed by OCECPR, subject to that WACC
being properly calculated by OCECPR. Information missing from the current
consultation document in that regard is how OCECPR plans to reflect the WACC of
an adjusted EEO. For example, a fixed operator with 20% market share may face a
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higher cost of capital given that its operation is subject to a much higher degree of
competition. The WACC associated with Cyta’s fixed operation does not reflect such
an exposure to competition risk and would therefore not be suitable as a basis for
determining capital costs of the adjusted EEO. See also response to question 5
above.”

Primetel’s concerns

"Suppwvouue.”

Cablenet’s concerns

"Suupwvouue.”

CallSat’s concerns

"“Yes. We have no comments or objections for the suggested consideration.”

OCECPR’s response

OCECPR appreciates operators’ agreement on the consideration of the WACC in
the margin-squeeze model.

With regards to MTN'’s contributions on the adjustment of the WACC level, it
should be noted that, whereas it is true that the adjusted EEO with a market
share of 20% could have a different WACC than Cyta, OCECPR considers Cyta’s
WACC to be the best proxy in the definition of this figure in the margin squeeze
test.

3.2.7. Question 22: Do you agree with the consideration of a
static approach?

Cyta’s concerns

"Cyta is of the opinion that the use of a static approach within the margin squeeze
model appears reasonable, given that OCECPR already utilises such an approach
with its ex post margin squeeze analysis. However, a final opinion will not be
possible until we have seen how the text referred to section 4.1.7 is actually
implemented within the margin squeeze model. This is an important reason for an
additional consultation round to be included in the overall timeframe once a draft
version of the NCUS model has been developed and populated by OCECPR’s
retained consultants.”
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MTN'’s concerns

“MTN agrees with the static approach.”
Primetel’s concerns

"Suppwvouue.”

Cablenet’s concerns

"fevikd OUUQWVOUUE OTNV Xpron Tn¢ OTaTikNG rpooeyyionc HE &&aipeon TIC
UNnNPEeoiec KivnTNG. 3TNV MeEPINTWon TwV UMNNPECIOV KIVvATAG N dOKNon OUUMIEONG
TIHWV Ba npensl va AauBaver unown oTov urnoAoyiouo Tou xovopikou kooTouc (CW)
TO M0000TO VEWV NWANCEWV TOU KAOBe AiavikoU mnpoiovTog/nakerou kai OxI TNV
uQIoTAUEVN BAaon neAaTwv Tou opyaviouou e SIA. ZTnv nepinTwon nou AauBdaverai
unown ortov urnoAoyiouo Tou CW OAoc o Oyko¢ npoidviwv mnou agopd Tnv
upioTauevn Baon neAarwv 1n¢ ATHK, 0riou 1o LUEYaAUTEPO MOCOOTO APOPd KAAOIKA
MAaKeTa, UnNnNPeocisc e wnAo nepiBwpio kEpdouc rnou eEakoAouBouv va napauevouv
AOyw TnG adpdaveiac Twv neAATwV va UETAKIvOoUv O vea rpoiovra/nakerd, TOTE TO
PS 06a civai apvnTikO. Av OUwC An@Bei unown To TPEXOV Kal HEAAOVTIKO MoooO0TO
nwAnoewv orov unoAoyiouo Tou CW Tou napoxea rnou katexel ZIA 1o onoio 6a &ivai
70 I0I0 UE AQUTO TOU VEOEIOEPXOLIEVOU, OMOU TO M0COO0TO MNWANONG KAGOIKWV NMAKETWV
givar oxedov undev, T0Te TO0 PS Bdon Twv nakeTwv RED 6a eival BeTikO Xwpic kav va
AauBavovrar unown ol dAAec ouvioTwoeg kooTou¢ CR, CN kai M. ANAoyw Tou OTI n
ayopd unnpeoiov Kivntrig eivar duvauikr), n doknon ouunieonc Tidwv 6a rnpéner va
enavalauBdveral kdBe TpPeIC HUNVeS, kKaABw¢ emionc kai npiv TNV Tporonoinon n
01d0Be0n VEWV MpoiovTwv amnod Tov opyaviouo Ue SIA. SnUEIOVOUUE OTI 0 AOyoc yia
TOV oroio n eraipeia uac Oev NMPoxwPNOE UE TNV NnaApoxn UMNPECIOV KIvnTnG &ivai
10T undpxel ouunison TiLwV BAon Twv TIUwV Tou unodeiyuaro¢ MVNO tnc ATHK.”

CallSat’s concerns

"We would like to emphasize here that as the static approach does not take into
consideration relevant cash flows from operations, it may not be a very realistic
method of analysis during the current economic conditions in Cyprus. There may be
cases where the lack of effective financing, or cash flow issues related to a service
may provide a barrier to entry with a certain service. Although, the static approach
is useful, we believe that the Regulator should not place any limitations on any
considerations when it comes to providing healthy and effective competition.”
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OCECPR’s response

OCECPR appreciates operators’ agreement on the consideration of a static
approach in the margin-squeeze model.

It also notes that the difference between adopting a static or a dynamic
approach would fall mainly in the fact that under the latter, several periods
would be modelled, based on sales forecasts. However, each period would be
independent under such analysis, and the cash flows or sales variations YoY
would not affect the results of other periods, as this could be creating an over-
dependency on the demand projections estimated by the OCECPR.

Finally, whereas OCECPR will initially update the margin squeeze model on a
year by year basis, if it sees relevant market dysfunctionalities that need to be
urgently treated, it may adjust its approach towards adopting a quarter by

quarter update.

3.2.8. Other questions regarding Margin-Squeeze Model

Cyta’s concerns

"We could not find any mention in the methodology document of the customer
lifetimes that will be assumed for the purposes of the margin squeeze tests. We
would urge OCECPR to rectify this oversight in the final version of the methodology
document. Cyta understands that the standard contract utilised by the major
competing ISPs has a minimum duration of 24 months. We would thus expect that
the lifetimes included within the model are in excess of this since not all customers
will churn to a different ISP at the end of the minimum contract period.”

MTN'’s concerns

"This section sets out our comments in relation to the margin squeeze test (MSQ)
model.

We note that the methodology does not set out the way in which OCECPR will
consider the relevant wholesale products. For example, a standard broadband
margin squeeze test can be done using LLU but also bitstream access as a
wholesale basis for the service. The current consultation does not cover this aspect.
However, we consider that OCECPR should ensure there is no margin squeeze using
any wholesale product, independent of the actual products being used on the
market. This is so that access seekers have the ability to choose which wholesale
products to use when offering retail services, and to prevent Cyta from attempting
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to lock access seekers into using particular wholesale products. For example, an
access seeker may wish to offer retail broadband services through an unbundled
local loop wholesale product. However, an incumbent could have an incentive to
restrict the access seeker to a bitstream product as this could lead to higher
wholesale revenues for the incumbent. The MSQ test must ensure that the
incumbent is not able to do this.”

OCECPR’s response

Regarding the customer lifetimes that should be used in the population of the
Margin Squeeze model, OCECPR notes that these were already requested to the
operator, without having achieved a positive answer so far.

In regards to the relevant wholesale products that should be considered,
OCECPR notes that all of them will be available in the model, including the
provision of both direct and indirect internet access, with the model
automatically selecting the most cost efficient alternative in each region,
provided it is available in a given geographical area.

3.3. Responses to specific questions regarding
Ancillary Services Model

This section presents a summary of OCECPR’s understanding on the Operators’
comments on the specific question outlined in the CD on the methodology for
Ancillary Services modelling and details the OCECPR’s position.

3.3.1. Question 23: Do you agree with the OCECPR’s approach
for costing ancillary, one-off and non-material services?
Which of the above stated services are the most important
in terms of usage and cost?

Cyta’s concerns

“Cyta would point out that it is impossible to agree with an “approach” that has not
been specified. Cyta does agree that these services are best addressed outside of
the BU LRIC model, but cannot comment on the OCECPR approach unless/until it
has been defined (and defined adequately) in the methodology document. An
approach can be inferred from the columns specified in the Data Request for
Ancillary Services, but OCECPR needs to be specific in how the various columns will
be used.
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Even after an approach has been defined, a final opinion will not be possible until
we have seen how that approach is actually implemented within the Ancillary
Services model. This is an important reason for an additional consultation round to
be included in the overall timeframe once a draft version of the model has been
developed and populated by OCECPR’s retained consultants.

With regards to the second question, we have the following specific comments:

» Wholesale line rental connection is no longer available as a service (it ceased on
15th March). Thus this is not applicable for the purposes of the ancillary
services model. Since that service was retail minus based on
PSTN/ISDNZ2/ISDN30 retail connection fee then those services are also not
applicable for the purposes of the ancillary services model.

» Shared Access subscription fee is not a one-off service and thus is not applicable
for the purposes of the ancillary services model.

» There were no new Shared Access connections during either 2014 or 2015.

» Backhaul at the Landing station is included in Leased Lines Offer

» International Capacity from the landing stations to the main destination is not
regulated

» Carrier selection and preselection Reference Offer will be removed as this
market is no longer regulated.

» IPTV is not regulated

» The Prepaid services for mobile for SPs and ESPs will be set when the technical
solution is finalised between the two providers

» Leased Lines Reference Offer should include Ethernet as well

» Other services -Activation/subscription services are not regulated”

MTN’s concerns

"The arguments provided for considering a simpler costing model separate from the
fixed BU LRIC model for ancillary services is consistent with our response to the
modelling of a connection fee as part of the mobile BU model. OCECPR should apply
the same principles across mobile and fixed models.

For completeness, MTN notes that OCECPR’s list appears to exclude the following

two services:

» The survey charge that applies when access seekers apply for duct collocation
service; and

» The survey charge that applies when access seekers apply for an expansion of
LLU/SLLU DSLAM capacities.”
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Primetel’s concerns

"SUUQWVOUUE. ZNUAVTIKEC OE KOOTOC Kai xprion &ivai o ouvdEoeIc kai o1 BAABEC Tou
LLU/Bitsream.”

Cablenet’s concerns

"Suupwvouus HE TNV KOOTOAOYynon Twv  MNAPENOUEVWY,  £pdna&  kai
enavaAauBavouevwv Unnpecimv.

Juykekplueva 6a BOsAaue va emionudvouue Tn onuacia TnG e&ETaonc Twv
Mapenouevwyv UnnNPecIwV KAatd Tnv napoxn rnpoiovrwv CUVeyKaTaoTaonc aywywv TNg
ATHK riou apopoUv Tnv UeYaAUTEPN OUVIOTWOA KOOTOUG Kai Tov BACIKO aroTpeNTIKO
napdyovra ornv avadntuén avrTaywvioTIKwv OIKTUWV VEAC yevidc. Ol Maperoyeveg
UNNPeCIEC aPopouv TNV MPOETOINATIa HEAETNC, €EAeyxo O1aBeoIUOTNTAC AYWYWV,
napakpdTnonc nopwv Kai eniBAswn kard Tnv eykardoracn Kal ouvinpnon Twv
KaAwdiwv. ZnUEIOVOULE OTI HEXP! Twpad TO KOOTOC avanTuénc idiac unodounc oe
MEPINTWOEIC UIKPWV AroOTACEWV EIval HIKPOTEPO ario TNV napoxrn Twv rnapenouevwv
UMNPECIWV OUVEYKATAOTAONG aywywv ano 1nv ATHK, yeyovoc nou Epxeral avTiBeTo
UE Tnv @iAogo@ia TnG OuveykaraoTaonc n onoia emBdAAETal onou unapxouv
UQIOTAEVEG UNOOOUEG YIA OKOMOUG UEIWONG TOU KOOTOUG avanTu&ng dIKTUWV.

SnUEIWOTE OTI Napauevouue otnv d1dBeon Tou ypageiou oag kard Tnv dnuioupyia
TWV OXETIKWV HOVTEAWV yId napoxn AENTOUEPWV MANPOPOPIWV 0of oroiec 6a
Bon6noouv aTnv akpifn neprypa@n oAwv Twv oUuVIOTWOWV KOOTOUG. ”

CallSat’s concerns

"We disagree with the OCECPR’s approach for costing ancillary services as
mentioned in section 5. We believe that the BU LRIC model should be allocated
across the board and do not agree with the separation of the services. These
services cannot be considered separately as they offer and provide an integral part
of the overall product/service (depending on which one). For example, a barrier to
entry of MVNQO'’s is not necessarily the costs of originating voice only, but rather the
activation fee of the service is a considerable barrier (from the regulated offer at
least). We strongly believe that if the OCECPR is not going to view each service
within its entirety then competition and regulation will not be effective - again this
is apparent even by a quick overview of the current market.

Furthermore, the vague comment that another costing method will be used is not
sufficient for us and we will need more information/timeframe/examples in order to
feel confident that these costs will be viewed effectively and quickly (and not in 2
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years for example). If all products are considered as flagship products then why are
costs that are required to offer a service, separated?

For the second part of this question, we again would like to say that not viewing
these services in their entirety is not a commercially feasible method and analysis.
The market is so small in Cyprus, as well as the margins, that ALL costs need to be
considered. Although some are more important than others, none of them should
be considered as unimportant. Some of the main barriers to entry in the market are
associated with these costs and fees, and therefore their importance should not be
diluted.”

OCECPR’s response

In regards to CallSat’s contribution on the use of Bottom-Up costing models also
for ancillary services, OCECPR notes that these models are designed to calculate
the costs of network recurrent services, which do not make use of extensive
labour force. Based on that, Bottom-Up models have proven unsatisfactory in
trying to calculate the cost of ancillary services (a proof of that is that they are
not being used for such purpose anywhere) and different alternatives have been
adopted by the NRAs.

In order to cost these services, it becomes extremely relevant to identify those
costs that are specifically required for their provision, which may differ from
operator to operator. Because of this, OCECPR can't provide detailed indications
on how each service will be costed.

Nevertheless, it includes below two examples on the approach that shall be
taken for costing leased lines related services as well as those related to
activations/cancellations:

P Leased Lines: Wholesale price = Retail price x % Retail minus
» One-off services: Wholesale price = One_off costs+Annual costs

Where “One-off  costs’ refer to  activities directly related to
installation/uninstallation, activation/deactivation or provision of information,
and "Annual costs’ refers to the annualised equipment costs, including their
maintenance and operation. These terms would be calculated as follows:

One off costs = Man_hours x Man_hour price + Material costs
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Annual costs = Annualized costs (CAPEX)
+ Maintenance and operational costs (OPEX)

+ Other specific costs

Regarding the specific list of services to be included in the model, OCECPR notes
the following:

» Wholesale line rental connection: Will be preserved in the model
» Shared Access subscription fee: Will be removed from the model (only
applicable for the Bottom-Up model)

v

Shared Access connection: Will be preserved in the model

v

Backhaul at the Landing station: Will be preserved in the model

v

International Capacity from the landing stations: Will be preserved in the
model

Carrier selection and preselection services: Will be preserved

IPTV related services: Will be preserved

Prepaid services for mobile for SPs and ESPs: Will be preserved

Ethernet Leased Lines related services: Will be included

Other services —-Activation: Will be preserved

vvvyVvyyVvyy

Survey charge that applies when access seekers apply for duct collocation
service: Will be included

v

Survey charge that applies when access seekers apply for an expansion of
LLU/SLLU DSLAM capacities: Will be included

3.4. Responses to specific questions regarding NCUS
Model

This section presents a summary of OCECPR’s understanding on the Operators’
comments on specific questions outlined in the CD on the methodology for Net Cost
of Universal Service modelling and details the OCECPR’s position. This has been
divided according to the 9 questions asked in the document.

3.4.1. Question 24: Do you agree with the adoption of the MDF
area as the relevant geographical level for the calculation of
the NCUS of uneconomic areas?

Cyta’s concerns

“Cyta accepts that the adoption of the MDF area as the relevant geographical level
is reasonable. However, as has been previously stated to OCECPR, revenue and
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usage data is collected within Cyta by area code and not MDF and there is not a
complete 100% 1:1 match between the two. Having said this, we are of the opinion
that the relationship between area codes and MDF areas will be sufficient to allow
for an acceptable mapping of data between the two.”

MTN'’s concerns

"Given international precedent, we agree with this proposal.”
Primetel’s concerns

"Suupwvouue.”

Cablenet’s concerns

"Suppwvouue.”

CallSat’s concerns

"No comment or objection.”

OCECPR’s response

OCECPR appreciates operators’ contributions and their agreement with the
adoption of the MDF area as the relevant geographical level for the calculation of
the NCUS of uneconomic areas.

Cyta’s comment about the relationship between area codes and MDF areas will
be taken into consideration once data has been fully provided, analysed and
verified.

3.4.2. Question 25: Do you agree with the OCECPR’s view on
how to allocate costs and revenues to each MDF area?

Cyta’s concerns

"Cyta is of the opinion that OCECPR’s view on how to allocate costs and revenues to
each MDF area appears reasonable. However, a final opinion will not be possible
until we have seen how the text referred to by Question 25 is actually implemented
within the NCUS model. This is an important reason for an additional consultation
round to be included in the overall timeframe once a draft version of the NCUS
model has been developed and populated by OCECPR’s retained consultants.”
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MTN'’s concerns

"Given the limited information provided by OCECPR, MTN reserves its judgement on
this question. The cost categories in the NCUS model should reflect those in CYTA’s
audited regulatory accounting model and allocations should be fully consistent with
the principles of cost causality and transparency. Full details on the final cost
categories included in the model and all cost allocations, should be published for
comment before any application by CYTA for USO funding is accepted.”

Primetel’s concerns
"Suupwvouue.”

Cablenet’s concerns
"Suppwvouue.”

CallSat’s concerns

"No comment or objection.”

OCECPR’s response

OCECPR appreciates operators’ contributions and their agreement on the
approach to allocate costs and revenues to each MDF area.

3.4.3. Question 26: Do you agree with the suggested
treatment of the incoming call effect?

Cyta’s concerns

"Cyta is of the opinion that OCECPR’s view on how the suggested treatment of the
incoming call effect appears reasonable. However, a final opinion will not be
possible until we have seen how the text referred to by Question 26 is actually
implemented within the NCUS model. This is an important reason for an additional
consultation round to be included in the overall timeframe once a draft version of
the NCUS model has been developed and populated by OCECPR’s retained
consultants.”

MTN'’s concerns

“MTN agrees that revenues from incoming calls should be considered in determining
whether an MDF area is profitable or not. This should include revenues from
incoming international calls as well as incoming domestic calls. Typically, MTN
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would expect that the NCUS model will work on an iterative basis, removing the
most unprofitable MDF areas first and adjusting the profitability of other MDF areas
after each unprofitable area is removed.

The OCECPR states that “"revenues generated from intra LE are not considered”. It
is not clear what this is intended to mean. These revenues should be captured in
the assessment of whether the MDF area under consideration is profitable.

OCEPCR is also asked to clarify the last bullet of this section as its meaning is
unclear (i.e., "When the amount of revenues from calls made from a profitable area
to unprofitable areas is above the profits of this area, the difference is not
considered (assuming that a profitable area cannot finance other areas above its
own profits)”).”

Primetel’s concerns
“Suupwvouue.”

Cablenet’s concerns
"Suppwvouue.”

CallSat’s concerns

"No comment or objection.”

OCECPR’s response

OCECPR appreciates the agreement reached with regards to the approach to be
taken in the treatment of the incoming call effect.

Regarding the methodology to be adopted, OCECPR notes that it will be based,
provided that the information exists, on the creation of an origin-destination
matrix for each local exchange, in which the traffic originated/terminated in any
of the unprofitable local exchanges will be removed. The profits Cyta may be
obtaining from the provision of these services will then be discounted on the
amount of the NCUS calculated in the previous steps.
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3.4.4. Question 27: Do you agree with the OCECPR’s view in
how profitability of areas should be assessed?

Cyta’s concerns

“Cyta is of the opinion that OCECPR’s view on how profitability of areas should be
assessed appears reasonable. However, a final opinion will not be possible until we
have seen how the text referred to by Question 27 is actually implemented within
the NCUS model. This is an important reason for an additional consultation round to
be included in the overall timeframe once a draft version of the NCUS model has
been developed and populated by OCECPR’s retained consultants.”

MTN'’s concerns

“MTN agrees that all service revenues, including those of non-USO services, should
be considered when determining if a MDF area is unprofitable. This will mirror the
investment decision of the USP. USO and non-USO services will be provided over
the same network and a provider will decide whether to invest in a given area (in
the absence of regulatory obligations) by looking at the total revenues it can

generate over its infrastructure.”
Primetel’s concerns
"Suppwvouue.”

Cablenet’s concerns
"Suupwvouue.”

CallSat’s concerns

"No comment or objection.”

OCECPR’s response

OCECPR appreciates operators’ contributions and their agreement on the

approach for areas’ profitability assessment.
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3.4.5. Question 28: Do you agree with the OCECPR’s view in
how Net Cost of uneconomic areas should be calculated?

Cyta’s concerns

“Cyta is of the opinion that OCECPR’s view on how the Net Cost of uneconomic
areas should be calculated appears reasonable. However, a final opinion will not be
possible until we have seen how the text referred to by Question 28 is actually
implemented within the NCUS model. This is an important reason for an additional
consultation round to be included in the overall timeframe once a draft version of
the NCUS model has been developed and populated by OCECPR’s retained
consultants.”

MTN’s concerns

“MTN agrees with OCECPR’s proposal, which appears to support the iterative
process described by MTN in its response to Q26. In particular, MTN agrees that
any losses on non-USO services should not be taken into account in calculating if a
MDF area is profitable to serve.”

Primetel’s concerns
"Suppwvouue.”

Cablenet’s concerns
"Suupwvouue.”

CallSat’s concerns

"No comment or objection.”

OCECPR’s response

OCECPR appreciates operators’ contributions and their agreement on the method
for Net Cost calculation of uneconomic areas.

For the sole use of OCECPR - CONFIDENTIAL - 2016© Axon Partners Group 77



Public Consultation on the methodology for cost modeling in Cyprus

3.4.6. Question 29: Do you agree with the calculation
methodology presented by OCECPR for Net Cost calculation
of Enquiry Services?

Cyta’s concerns

"Cyta is of the opinion that the calculation methodology presented by OCECPR for
the Net Cost calculation of the Enquiry Service appears reasonable. However, a
final opinion will not be possible until we have seen how the text referred to by
Question 29 is actually implemented within the NCUS model. This is an important
reason for an additional consultation round to be included in the overall timeframe
once a draft version of the NCUS model has been developed and populated by
OCECPR’s retained consultants.”

MTN'’s concerns

"This approach seems reasonable.”
Primetel’s concerns
"Suppwvouue.”

Cablenet’s concerns
"Suppwvouue.”

CallSat’s concerns

"No comment or objection.”

OCECPR’s response

OCECPR appreciates operators’ contributions and their agreement on the

calculation methodology for Net Cost calculation of Enquiry Services.

3.4.7. Question 30: Do you agree with the calculation
methodology presented by OCECPR for this NCUS
component?

Cyta’s concerns

"Cyta is of the opinion that the calculation methodology presented by OCECPR for
the Net Cost calculation for Discounts for People with Disabilities and in Social
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Exclusion appears reasonable but it should be calculated based on loss of revenue
as the Decree states. The Loss calculated should take into account retail price and
not Access cost. A final opinion will not be possible until we have seen how the text
referred to by Question 30 is actually implemented within the NCUS model. This is
an important reason for an additional consultation round to be included in the
overall timeframe once a draft version of the NCUS model has been developed and
populated by OCECPR’s retained consultants.”

MTN'’s concerns

“MTN thinks that the NCUS calculation should take into account all the revenues
generated by disabled users (including revenues from incoming calls to these users)
and compare this to the costs of providing services, rather than only looking at the
extent to which the price paid for access is below cost. This is because OCECPR’s
approach risks ignoring the revenues that these customers may generate from call
services.”

Primetel’s concerns

"Suppwvouue dedougvou OTI Ba urnoAoyioTel Kal XovOpIKO TEAOG yia TNV unnpeoia
autry kar 6a eivar Oi1abgoiuo oTOoUG evaAAakTikoug napoxeic. O apibuog Twv
ouvopouNTWY MOU Aavikouv O€ auTr) TNV KATnyopia &€ivai onuavrikog Kali Xwpig
XOVOPIKO rpoiov oI evaAAakTikol napoxeic dev urnopouv va OIEKDIKNOOUV UEPIDIO
ayopdc ano autnv Tnv Karnyopia.”

Cablenet’s concerns
"Suppwvouue.”

CallSat’s concerns

"No comment or objection.”

OCECPR’s response

OCECPR notes that it is in the process of updating the Decree, so it reserves the
rights to adjust what it is stated in that reference. In that regard, OCECPR
considers the approach described in the public consultation document to be
better suited for the calculation of this NCUS component.

On the other hand, while OCECPR recognizes the merits of the approach
suggested by MTN, it does not believe it to be applicable due to the difficulties of
gathering the information needed for the development of that exercise.
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Therefore, the approach to be adopted will be as described in the consultation

paper.

3.4.8. Question 31: Do you agree with the indirect benefits
that OCECPR intends to include in the calculation of the Net
Cost of the Universal Service?

Cyta’s concerns

“Cyta is of the opinion that the indirect benefits OCECPR intends to include in the
calculation of the Net Cost of the Universal Service appears reasonable. However, a
final opinion will not be possible until we have seen how the text referred to by
Question 31 is actually implemented within the NCUS model, particularly with
regards to how the model values the Cyta “"brand”. This is an important reason for
an additional consultation round to be included in the overall timeframe once a
draft version of the NCUS model has been developed and populated by OCECPR’s
retained consultants.”

MTN'’s concerns

“MTN agrees that brand value and ubiquity can both be important components of
the indirect benefit that a USP derives from its position. However, MTN does not
agree that other possible forms of indirect benefit should be dismissed by OCECPR
before it assesses the potential scale of these benefits. MTN would expect a full
consultation on the results of the NCUS calculation would set out OCECPR’s
assessment of each possible type of indirect benefit and provide reasons for why
any of these benefits may be excluded, with that reasoning going beyond the
superficial benchmarking provided by OCECPR as part of this consultation.”

Primetel’s concerns

"OewpoUue OTI NpéEnel va ouunepiAng@Oouv 0Aa Ta oToixeia Tou nivaka 6.6 apou oAa
Exouv Tnv BapuTtnTa TOUC.”

Cablenet’s concerns
"Suupwvouue.”
CallSat’s concerns

"No comment or objection.”
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OCECPR’s response

OCECPR appreciates the contributions provided by the operators, and notes that
the issue of potential additional rounds of consultation is presented in section
2.1.

Regarding MTN and Primetel’s contributions, OCECPR notes that it already
analysed thoroughly the weight of the different intangible benefits components,
reaching the conclusion that the following components have been either proven
to be completely irrelevant or directly ignored by several NRA:

Life Cycle
Wholesale discount
Customer Database

vvywvyy

Mailing

Therefore, the final list of the intangible benefits components that will be studied
by the OCECPR will be composed of ‘Brand Value’ and ‘Ubiquity’.

3.4.9. Question 32: Do you agree with the calculation
methodology presented by OCECPR for each one of the
indirect benefits?

Cyta’s concerns

"Cyta is of the opinion that the calculation methodology presented by OCECPR for
each one of the indirect benefits appears reasonable. However, a final opinion will
not be possible until we have seen how the text referred to by Question 32 is
actually implemented within the NCUS model, particularly with regards to the
inputs used within each methodology, where those inputs have been sourced from,
and the degree to which each input has been validated and benchmarked . This is
an important reason for an additional consultation round to be included in the
overall timeframe once a draft version of the NCUS model has been developed and
populated by OCECPR’s retained consultants. Whatever amount for indirect benefits
is arrived at, needs to be justified.

We would, however, like to point out that the equations contained within the
Question 32 box are not consistent with the text provided in section 6.4.”
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MTN'’s concerns

“Within the Q32 box in the consultation, OCECPR has included a formula for
calculating the advertising revenues that a USP could earn from providing
payphones. This is not mentioned elsewhere in the consultation although MTN
agrees that this should be considered as a source of revenue for the USP.

The other calculations proposed are less clear. For example, the brand value could
also be calculated as a proportion of existing CYTA brand advertising spend (on the
basis that absent the USO, this spend would need to increase). It is also not clear
why the ubiquity benefit takes into account fixed penetration when calculating the
"base lines”. Again, this benefit could be calculated by considering:

» Churn between uneconomic and economic areas;

» The average margin earned by the USP in economic areas; and

» The likelihood that a customer churning from an uneconomic to an economic
area will remain with the USP, as a result of having taken service from the USP
in an uneconomic area.

MTN expects OCECPR to provide a fuller explanation of its approach to calculating
indirect benefits as part of a subsequent consultation and before any estimate of
the NCUS is finalised so as to establish if there is a need for any contribution.”

Primetel’s concerns

n ’ ”
2ULPWVOULE.

Cablenet’s concerns

n ’ ”
2ULPWVOULE.

CallSat’s concerns

"No comment or objection.”

OCECPR’s response

Firstly, OCECPR acknowledges the editorial error in the presentation of question
32 box, and clarifies that the formulas presented there should not be considered
by the operators.

At the same time, OCECPR welcomes the overall agreement reached on the
overall approach towards the calculation of indirect benefits.

For the sole use of OCECPR - CONFIDENTIAL - 2016© Axon Partners Group 82



Public Consultation on the methodology for cost modeling in Cyprus

Regarding the estimation of the indirect benefits related to brand value and
ubiquity, OCECPR acknowledges the following:

» While there are multiple methodologies that can be defined for the
estimation of the indirect benefits, including those outlined by MTN, OCECPR
is focused on ensuring:

«» The approach may be implemented with the available information
«» The approach is aligned with international best practice

» Regarding the use of the “fixed market penetration” in the calculation of the
ubiquity component, OCECPR notes that, as pointed out by MTN, it should
not have been included in the equation.

3.4.10. Other questions regarding NCUS Model

Cyta’s concerns

“The quote from Article 9 of OCECPR’s Decree 140/2005 implies the use of current
costs and LRIC (since the method has to be consistent with that used for the
calculation of the costs of interconnection charges). The following paragraph of the
same Decree actually stipulates this explicitly:

(2) O1 napoxeic KaBoAiknc TnAenmikoivwviakng Ynnpeoiag o@eilouv va
urnoAoyifouv To KOOTOC napoxnc KaBoAikng TnAenikoivwviaknc Ynnpeoiac Ue
Baon Tnv AoyiOTIK) KATaypa®rn TPEXOVTOC KOOTOUG Kai Tnv UEB0dO
HakponpoBsououU LUECOU au&avouEVOU KOOTOUG.

However, the final sentence of section 6.1.1 states that Fully Distributed Historic
Costs will be used - in clear violation of the Decree. On that basis Cyta insists that
the NCUS model utilises current costs.”

MTN'’s concerns

"Overall, MTN broadly supports the OCECPR’s proposals. However, it notes that the
proposed approach to determining the NCUS does not consider whether such a net
cost actually creates an unfair burden on the USP. MTN would therefore expect
OCECPR to go through this additional step before determining that the USP should
receive compensation for its NCUS. Missing out this step would be inconsistent with
European precedent (e.g., Ireland) and would risk creating a situation where a USP
is able to claim funding, despite still earning supernormal profits as a result of it
still having a dominant position in many markets, or a situation whereby the costs
of managing any universal service fund are excessive, when compared to the actual
net cost.”
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OCECPR’s response

As outlined in question 30, OCECPR is in the process of updating the Decree and
therefore, the approach to be adopted in these calculations may differ from what
it is stated in the reference outlined by Cyta. Therefore, OCECPR sticks to the

approach of using the FDC-HCA based data for the extraction of cost-related
information.

OCECPR acknowledges MTN’s concerns, and is fully aligned on the need of
determining whether the net cost creates an unfair burden on the USP, which
will be assessed throughout its works on the calculation of the NCUS.
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