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INDEPENDENT COMMUNICATIONS AUTHORITY OF SOUTH AFRICA

NOTICE IN TERMS OF SECTION 18 (4) OF THE TELECOMMUNICATIONS
.ACT. NO. 103 OF 1986 (liTHE ACT") READ WITH SI:CTION 4& OF THE ACT
INVITING REPRESENTA110NS WITH REGARD TO THE REVIEW OF
TELKOM'S PRICE CONTROL.

The Independent Convramicetions Authority of South Africa ("the Authority")
hereby provides notice and Invites canmenton thedlllft regulations for review of
Telkom's Price Control under section 96 (4), read with section 45, of the
Telecomrl'llnicationsAct No. 103 of 1986," amended.
Inte....d persons are hereby Invited 10 submit written representation.,
including an electronic version of the representation in Microsoft Word, of their
viewa on the Review of Price COntrol in Public Switd1ed Teleconrnunicallons
Services by Monday, 14 March 2005. The Authority will not conduct pIIblic
heatingll, hov.ever, written representations will be consIdered in finalising the
final regulations.

All written representations submtted to theAuthority pursuant to this notice shall
be made available for inspection by interested persons from Tuesday 15 Msrch
2005fromthe ICASA UbnlrY andcaples of such representations anddocuments
Will be obtainable upon payment of a fee.

At the request of any person whoeubmlts a witten l'8prasentatlon or dOCllment
pursuant to this notice, theAuthority maydetermine whether such representation
or doeument, or portion thereof, relates to the fil1llncial capacity or business plan
of any pamn, or to any other matter reasonably justifying confidentiality, in
which ewnl such representation or document shall not be made available for
inspection by me~erI of the public. If the request for non-diaclosure topIIbllcII
refUsed, the person making the request will be allOW8cl to withdraw the
representation or doc:ument In question.

The Authorlty has lirrited the scope of corrvnents to be made only to the draft
regulation$ and the notes on the model are published fer transparency on hovv
an ·X· factorof3.5% wascalculated.

ICASA hastaken all reasonable step. to enlure that the Information contained
herein has been obtained from reliable sources and that these draft regulation
are accurate in al\ ~pec:ts.
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Please forward yourVtIIiiten comments to:

!<hullle Boqwana and MankDpane Nkopane

Policy Analysis & Development

./CASA, Private Bag Xi, Marlboro, 2063; or

ICASA, Block B, Pili Mill Farm, 164Katherine Street, Sandfon, Gauteng.

Where possible, written representations should also be emailed to
Kboqwllna@lcasa.orgza and MNkopane@lcasa.org.za



SCHEDULE

1. DefinitlDnS
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Inthese regulations a wold or expression .all have themaanlng assigned to

it in terms of the Teleeonmmlcatlons Act, 199B (ActNo. 103 of 1996) Insert

\Wrds for amending legislation, and, unless thecontext Indicates otheMise -

.BADaLD INtIml Asynchronous Digital Subscriber Line

l"verage residential billDis a measure of the average monthly bill for

residential customers, Where average is defined according to the median

central tendency measure obtained through a statistical sampling approach

developed by Telkom andassented to by the Authority,

"average wit tariff" i8 defined as the tobll revenue raised for 8 service

dMdedby the unifJ of service supplied overthe Price Control Period.

"basket .aMe.n means the telecorrmunication services listed in Schedule

A tov.tllch price control regulation applies.

lIbuslness day" means any day other than a Saturday, Sunday or Public

holiday.

"oLislomer prvmise equipment'" mHns an item of approved equipment
which does not form part of the PSTN but Is connec=ted, to Terminal
Connection Equipment, Ytttether flXlld or portable, and by means of which
signals are initially transrritted or Ultimately received.
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"effective date" means the 1 Auguat 2005.

"emergency" means an emergency of anykind. inctudng without limitation,

any circumstance whatsoever 1'88ultlng from ITI8jor accidents and natural

disasters.

'"exchange line" means a local line pro~ded to GOnneet a lennin.I

connection point to the local ~ange.

"fixed to mobile cal.- means a call ortglnatlng on an exchange line that

terminates on a mobilenetwork.

"horne branded ADSl ..NIce" means Asyrnnetr1c DIgital Subscriber line

service providing high-speed acceSlj to Intemet service Providelll YhIich

Telkom's Offelll to its residential subscribel'8.

DISON" means Integrated Servlces OlgitJll Network, which is defined as

Switched services Digital Net'MKk proyidlng end·to-end digital connection far

simultaneous ttansrniS5ion of voice anellor data lJV8r multiple rftIltiplexad

cormunlcation chtnn,Is and ell1lloylng iran.msslon that conforms to
intemationally defined standards.

"local exchange area" means a geographically defined and lirrited area, as

defined bytheexchange area code .lfocatlild by theAuthority fOr thaterea, to

which all exchange lines are connected and which are served by the S8mB

local exchange.

"local exchange" means a facility Inthe publlo switched telecommunications

netYtOrk to YAtlch userlinea areconnected 'Nithin a local exchange.
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"mobile retention- means the revenue retained from the revenue collected

for flX8d to mobile calls.

"mobile termination" means the revenue tl8nafened by Terkom to mobile

operators fer caDs made from Telkorn's fixed n&two!'\( to mobile netM»rks.

IInll means the number of services In th. owrall basket or residential sub-­

basket.

"price control period" means the period carrrnencing on 1 August 2005

SUbsequent periods comnencing an the anniversary of such date.

·price cantrol year" means a calendar year period during which the

approved tariffB shall be in fGn;e.

"PlTS" means Public SWitched Telecormllnications S8rvicea.

'''public pay telephonell mNn8 an un-manned devloe made availabla to the

genellli public for 1.1'" and \\'hlch oontalna • mean.of lICCepting any fClnn of

payment forth.._rvicea.

·public payphoM Telephone HlYloell means the provision of

telecotrm.lnication service by m8l1na of Public Pay telephone service and

includes the Installation, maintenance and bringing Into operation of one or

more PublicPay Telephones, which are conneoted to~e exchanges or looal

netv.ork of a public 8Witched telecomrrllnlcatlon servICIlicensee in any area

of the Republic.

aRC" melns Revenue Change.
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.Druid.ntial sub-blsket" means telecommunication services made

available to residential customers Including line rental, local calls, national

callsand intemational calls. Payphones will also10nn partof this sub-basket

Ufl ...ns the current year in the Price control period.

llterminal connection point" meana any point within an Item of Tenninal

Connection Equipment at which signals are conveyed to or fromone or more

items of customer prwnlses equipment.

2. Application of these regulations

(a)These regulations shall be applicable to fees and charges (together

·prices") payable, pursuant to the TelecotmlLlnications N:t as amended,

to Telkom for the telecommunications services listed in SChedule A rthe

basket servk;es"), as such may be modified hm time to time in

accordance withthe provialons oftheae regulations.

(b) These regulations ah.11 be effective •• fromthe 1 August 2005 and stulll

renin inforce until 31 July2008.

(e)The Autholi~ .hall revl8\N the price cap regulation. twa years hm the

commencement date to review whether there i8 inaufflclentcompetition in

the mamt andthusthe need fer price controls.

3. Gene... Price Control Formula

(a) Telkom shall ensure that in each price control year the price charged far

the basket services shall be set so as to satisIY the criteria In farmJlae (1)

and (2) set forth below:
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(Re ttlRR (1.1,) X 100 S Ii.. CPI l-11-X ~ (1)

Xm~a5% ~

Subject to the following definitions:
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G05-002526-B

(t):

(t-1):

ACPI\to1):

Where:

(t-2):

CPI~:

Where:

theClllNntyearIn the price control pettod

thepreceding yetlr

the productivity factor

the year-on-.year Change In the Consumer Price Index.

co~i1ed and published by Statistics South Africa, which is

defined as follows:

ACPIMl =«CPI 1'-11- CPI •.:a)/(CPI ~» 100

the yearpreceding (M)

the Consumer Prtc8 Indllltfor the month of PMy the year (t-2).

the Consumer Price Index forthe month of May afyear (t.1)

thetotal Revenue Change, which Is caleullWd as follows:
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n:

RClltj:

Where:

RRo.~tl:

APlLlI :
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thenumber of services in the basket

therevenue chlnge of the i-ttl service inyear (t), which Is

calculated 8S follows:

RC(I,tj- RRn.t-1) liP n.\)

the Reported Revenue ofTelkom for the i-th service in the

basket fram the relevant financial year ended 31 March

comnsncing with 31 March, 2004 for the first year and each

subsequent flnanell! year ended 31 March for the dUl1ltion of

thePrice control periOd.

the peraentqe change in the price forth. i-th -Nice in year(t)

listed in Schedule A.

For a aeNice I with Gnly I variable component to pile.. this il

defined I' followl:

AP (I,tl • «po.ll - PO,I-,llI PG.t-1l) 100

Po.\-1) Iethe publllhecl charas made by Telkom far• epec:Ifta

product or ..rvice I at the beginning ofthePrice Control Ve.r

excluding anydiscounts offered by Tlikom; and

Pt.\! is the published charge made by Telkom for the lpeclflc

product or service i at time t dUring the Price Control Year
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excluding anydiscounts offered by Telkom
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For a service listed In Schedule A Which has both a fixed and

variable co~nent tDprice. til. percentage Clh8nge in the price

tar"e i-th service in year(t) 18 defined IS fbllowa:

b.P ll.1l • [(AWll"8gB unit tarttrof the 1-1h servtce III the end

of year (t»/ (Average unit tariff of the i·th service .lthe

end of year ("'1» -1] 100;

where the above Is Cllculated to exclude the efl'8et of discounts

offered byTelkom.

the reported revenue af Telkom, In year (M), of all the service

in thebasket, andis calculated as follows:

4. Raeidentlal 8Ub-lt••ket

(a> Telkom shall implement a resldlilt'ltia' sub-basket conslating of the

fOllowing elel11lnt8: Une rentsl, Local calls, National calls, International

calls and "Home' branded ADSL aerviC8S or their equiYIlenl Payphonu

WIll 1110 be subject to this8Ub-cap.

(b) T.ikom Yo11I determine an Average ReSIdential Bill, Which wO be uled In
determining the level af incrvaH applicable to residential custornBl'8.

(c)The welghted-avenlge annual rate IneAlase for the lub-Wlket of ballo

~ential services shall be 88t to satisfy the criteria In the uprelllion



12 No.27277 GOVERNMENT GAZETTE, 9 FEBRUARY 2005

below:

ACPIM>X1'

whel'8 Xm lil 3.5%

5. Carryowr

Telkom _n be allowed to carry IMlI" to the next price control year any

unused part of the allowed tilriff' incre.... The unused part of the 1II10'Mtd

tariff Increase Inboth the general and the residentialbaa. will I... " not

usedIn the nextprice control year.

8. Tariff Piling

(8) Telkom ...Utile the .... u \WU .. the relevant t8rma lind concltlon.
with ttle Authority pursuant to which It proPD888 fa otJer Public SWitched

TeleCGn'IftJniClltion StrvIcIi that are subject toth"l1Igutlltione,

(b) SUch tltltfI Ih&II be filed at IHit thirty (30) bullln... dIye before the

propOI8d data on YA1ich luch I'lItII ... to becon effecIlve in a form

lPeclfted by" Authortty•

.(0) If the Authority doe. not dlllver to Telkom a notice In writing of

d1.approwJ at Jeut fifteen (18) bualneas days betbnt the proposed

etfecIjve dIIte of the ...... ttle ratn shaD be deend approved.

Cd) Telkom must8110 file details, in accorclance with II methodology agreed
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by ICASA andTelkom, about the eft'ecl the propoeed rawswould haw on

the aVlnge realdenlal bill.

(e) The AuthorUy 1lIIYclMPrnve the propoeed~ onlywhere;

I) Thecalculation. contain mathematical errora; or

II) The tenna and conditions ~olaw applicable IBWll, including,

without Urrftation, polin, cllr8c11ons, regulationl and tie Rate

Regi., in 8 rnatlrtal rupect.

7. CN.ngee to the Basleet 8etvic88

(a)SUbject to IUbeectlon. (b) Ind (c) below. Telkom shill be entitled to add

or replace telecomnunication _rvIcI, in respect of the bllskel ..rviaee

onlyif such teleconrmnlcalon .rvices ani:

(I) Wholly or 8ub8IIIntiaily In subatitutlon of an eJCisting

tel8COrI'I'l"Unicallon urviee.

(b) Telkom Ihd notifytheAuthorityInwrftlng or ItIlntention toaddor r8p1ece

a telecoll'll'l.lnlcation service In rapecl of the basket aeMG88 pursuant to

IUbaecllon (a> above lit teat thirty (3D> Business Daye before the

proposed dateonwhich IUeb ..Nicewill be iR1llernented.

ee) TheAuthority _Uinform Telkom Inwriting of lte approYilI or dlupproYilI

or changes to the bIIsket servlcu propoaed by tie been... In lenni of

aubaeclion (s> above at least fittlHn (15) bullness days beftn 1M

proposed dale on......Ich web service will be I_minted.
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8. Maximum Prices

(a)With eleat from the eft'ective date. prices may not eXJ:Md the limtI let

puteuant to these rwgul&tiona.

(b)Pric:es for any of the seMceeln the residential sub-basket andfar leased

line. up to IUld incluclng linea of capacity 2Mbps and far the rental and

Installation of buIIn... exchange linea may be aciju.tedby Telkom hm
time to time during the price control period in which it Is to IPPlY In

accordance with these regulations and the provision. of its Dcenc:e, but

may not be lncreued in ..al terms by a margin of mom than five percent
(5%) beHd on the Cclnaumer Price Index for MIy of year (t-1) except

where specific IIppnMIl has been received fromthe Authority for • higher

margin of In..,.... Specific approval far increU8. of more than 6% In

real terms Will only be considered in exceptional instancn wh... a clear

ca.. oncostgrounda hasbeen made by TelkOm to the ReguJldor.

9. In yaar price chang..

(a) ForaIIleMces not liated in sec:IIon 8 above, Telkom will be permitted to
file price Ghang.. at MY time during the price contral period, subjsct to
the provisions in ..clionBabove.

(b) For the purpose of coqJIylng \'llIth plllBgl1lph 9(a), Telkom ahall taka d

reasonable atepa to secure that the I'8'I8nll8 It &CGI1I.... a rMUIt of an

relevant Ind'lVIciJ11 charge changee during anyPrIce Connl Vllr ahall be

no more than that YttIich it WQuld hive accrued h.t all of thOR changes

been lIIlde at 1st January In the Price Control Year. Forthe lvoidance of

doubt, this obligation ah8l1 be deemed to be satisfied Where, in the..

ofa single change In charge. during the Price Con1lV1 Yllr. the foDcMDg

foRI'll!. is satided:
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RCo.o (1-0) s TRC
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Where 0 is the elap$ed propotUon Ofthe Price Control Year, caIcullll8d

all the date onwhich thechange in charges takes effeCt, Dpmised as a

numeric entity on a scale ranging frOm 1st Auguet lIi 0 to 31stJuly=364,

divided by 365. In the case of a leapyear it is calculated 8S the date on

which the dlange in charges takeseffect, expressed as a numeric entity

on a scale ranging from 1st August ... 0 to 31st July =365, divided by
366; and

TRC Is the target revenue change required In the Price Control YeElr to
achieve COmpliance with Section 3, calculated by the Percentage

Change required in the Price Control Year to aellieve coJ'l1)lisnce with

Section 3 multiplied by the revenue accrued duffng the Relevant

FlnanClal Year.

(e) For the 8'JOidance of doubt, for all other services not included in 9(a)

above. TelkDm is pennltted to IIIIke one tiling for a price contral year.

10. ValueAdded Taxes

Prices set pursuant to these regulations are exclusive af any value-added

tax, which may be levied in addition to the pnces.

11. Publication of Prices

(a) Publication of thedetails of tarlfl'S shall be made by:

i) Sending a copyafthe releV8llt details to theAuthority;

Ii) Placing the relevant details In every registered office of the
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licensee so that it is available for inspection, free of charge, by

members of the public, I. soon as pntcticable after sending a

copy of them to theAuthority;

iiO Sending a copy of the relevant details (or eXlracts of them as

may, in the circumstances, be apprvprfate) to any person In the

Republic v.tIo ..questa a copy; lind

iV) including 8 pro forma statement inclcating the effect of the

proposed incteau. on the bills to CUstoR1Crs Vtith the

statements fD c:u&tomlrs prior to the implementation of suCh

tariff8" where po"ible:

12. Repeal of the Existing Regulations

These regulations nlpeal and replace the regulations published In

Government Notice No.R1333 of Government Gazette No. 23988 of 24

October 2002.
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Thefollo.no services shaD becompriMd In thebUket MMcee;

1. InMan.tion servlc:ee
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1.1 The InstallatIOn and bringing Into """ce of ",8ng8 Nne. to

....idential cultQrner&.

1.2 Theinstallation and bringing intoaeNice of exchangelines to bU8inen.

1.3 The installation and bringing Into service of direct dial6ng

Inward/outward lIJCChlngellnu tobusiness cu8tDmers:

1.3.1 analogueOnes;

1.3.2 2 MBPS digi181 nneB.

1.4 The Installation andbringing Into aeNlce or ADSL nnes:

1.4.1 "Home- branded ADSL lines;

1.4.2 All otherADSL lines.

1.5 TheInaml1800n and bringing Into IItVice of ISDN exchange lin..:

1.5.1 bale rate accea;

1.5.2 primlry l'lIlta aCC8ll.

1.6 The installation end bringing Into &erlice or exchange linea to awitl;hed

telematioservices:
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1.8.1 telexservices;

1.8.2 Saponet.p services.

2. Rentli lervlces

2.1 The ~lIon lind ..lnten.nee of exchange linea to resldentlBl

e:ultDmarl.

2.2Thepravltion Iftd rnlintenlftceofUDhlUlge Hnee to bu....custornetl.

2.3 Ttl. prcMlion and rnaintan8llC8 of di~ dialling inwardloutwlltd

uahange lineato business customers:

2.3.1 8fI8Iogue lines;

2.3.2 2 MBPS dlglllilinea.

2.4 The provision lind maintenance of ADSL lines to .....ntial cuatDmarl,

tnftd.cl.s ·Ho~.

.2.~ ThepR)v1lJon IIKI mllntenlnceofADSL Iln88 tu bUllne. customars.

2.8 Ttl. provIllon and rnllntenanGe of ISDN exchange lin. to bUllnul

eustoll'8ns:

2.8.1 buie rate ICCHa;

2.8.2 primary rate ac:cH8

2.7 The prcMaion and maintenance of access lines to S'Mtched telemalic

HI'ViceI:
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2.7.1 telexsennC8S;

2.7.2 Saponet-P aervicea.
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2.8 The prvvl8ion and mllntenanee 01 point-to-polnt telecOmmunication

cin:ulta leased to customera for the provision of private circuits or for

use in Private Telec:omrrlAnicatiGn Networks:

2.8.1 fixed rental element, "1lIny;

2.8.2 distance dependent rental element, if any;

2.8.3capacitylbandwidth dependent rental element, If anYi

but fIXCluding any circuits made available to an operatorin termsof any

agreement for interconnection services.

3. call &ervlcee

3.1 Calla nde to and ft'om terminal oonnectlon polntllAIfthIn the same local

exchange area (local calls) served by an 8utGrnatic or manual

".ng8:

3.1.1 fn)m an item of cuslDrmr premle. equipment;

3.1.2from. publicpay telephone

3.2 C8111 nde frOm II termlnII connection point In • _I -=hInge INI

.Mld by a manual Dr an automatic exchange to • network pravlding a

mobile telecommunication ••rviea:

3.2.1 li'om anItem ofCUllDmlrpremise. equipment;

3.2.2 frarn 8 publicpaytil_phone
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3.3 Calls made hm a terminal connection point in a local mcchange Grell

seMd by an autDmatlc or manual exchange to a teminal connection

point in another local exchange area via the national long-cllstance

telecommlftlcatlon network:

3.3.1 from an Item Of customer premsa. equipment, per each long

distance metering band;

3.3.2 from a public PlY telephone,,*, each long distance 1I""'U9

band.

8.4 International csJls made from a lem1nal connection point in a local

exchange via the international telecomnunlcation network per country

of destination.

3.5 Calls made by meana of the networks providing switched telematic

services:

3.5.1 Telex callspereach distance band;

3.5.2 Sapone~P service••

. 3.8 Directory information services

3.7 Telephane operator HNlcee

.. Excluded 8eMces

TheroDowing .ervicee are not included in thebasket 8eNlces:

4.1 Interconnection Services;

4.2 Value Added Network Services;

4.3 Mobile cellularTeleconm.lfticatlon SeNicea;

4.4 Emergency services;

4.5 Customer Premises Equipment: and any other services that may be

eliminated by theAuthority fromthe basket seNicesfromtime to time.
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INDEPENDENT COMMUNICAnONS AUTHORITY OF soum AFRICA

(ICASA)

NOTICE PROVIDING CLARlFICAnON TO NOTICE OF 200S

GOVERNMENT GAZETTE NO. ...... PUBLISHED 08 FEBRUARY 200S

(liTHE NanCE'') INVITING COMMENlS ON THE REVIEW OF TELKOM'S

PRICE CONTROL UNDER SEcnON 96 (4), READ WITHSECnON 48, OF

THETELECOMMUNICATIONS ACT No.iD3 OF 1986, AS AMENDED.

With reference to the above notice as published on 09 February 2005, the

Authority has decided to disclose further details about the modeling

framework usedto detemine the valueof X in the draft PaTS price review.

ICASA believes In the interestof transparency and good regulatory practice

that theSe details are made public Whenever poSSible. ICASA has decided

UlentfOre to publish this snort note. which plVVides further detaDs about the

methodology used to calculate X.

ICASAPrice l;ontrol model

1. This document consolidates the previous documentation (see AnnDBS 1

and 2) made available by ICASA on the model (now termed the 'Old

Model) used in the review of Telkom's price control. The document also

provides infolTMtion on revisions alrecting the ICASAPriceControl rmdel

(nowtermed the 'NewModel').

2. Following the initial consultal/on and taking account of comments

submitted . by interested parties, including TelkDm. ICASA has

. reformulated the price control model, amended &Orne key assulJl)tiomi,

NO.272n 21
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andconstructed a NewMadel. The mIIIIodOlogy used In the NewModel Is

equiwlent 10 that used In the Old MOdel Whichwas previously explained

byICASA..

3. ICASA highlights key changes _Je.n the Old Model end the NewModel

In the pointsbelow.

4. The GDPfal9Cl8st used in the NewModel Is based onstatistics produced

bystatistics South AfItca. TIleNewModel incorporates a real GOPgrowth

farecast of 3.5% p8 owr the period 2005-08. Whereas in the Old Model

the fOrecast assumed a growth rate overthe semeperiod Of8.0%PI. The

figure3.5%pa Is calculated by taking the average annualised changes in

real GDPas reported by SlatsSA owrthe period 2000quaMr 1 through

to2004quarter 3. ICASA views this period to be reflectiw of the blJ$lness

cyde. Independent 1brecasts of GOP closely correlate with this figure. The

effeCt ofassuming a highervalue for GOP growth would tend to Increase

U18 valueofX CiOl11)uted Inthe ICASA model.

5. In the New Madel, residential aaoess d8nmId grows at 0.4" pa,

s~ beloW the figure of S%useclin tile OldModel ICASA egrees

with Telkom that re&idltlltlal delllllld far eC08lS linea I, unlllc8lY to grow

rnIch CMlr the pertod 2006008. SImIarly demand tilr bUiIMu ecceliS

lines is assumBd to grow III 1.71Hl In the New Model. down substantitHy

from 5.6% in the Old Model. The chlIngeIl In thtIt ••umpUons would

tend to lower the value of X in the ICAM model.

8. In the Old Model it W8S assumed Telkom's productivity over the period

2005-08 would be 4.5% pa. In the New Model the produatlvtty growth

assulJ1)tlon Is lower at 3.75%. Telkom In Its submitted oomrnenls claim

that "reduoed pl'Ol!lpeets fOr growth with diminished opportunities far cost

reduOUon makes the environment slgnllcanUy more challenging for cost

reductions". It is noted that While Telkom has disputed the productlvity

estimates made by ICASA, at no stage during the price review process
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has Telkom fUrnished ICASAwith its awnestimates.

7. ICASA has been guided to the figure of 3.75"" pa for productivity growth

by two SOURl8S.

8. First,the Wortd Bank Regulation Handbook states that oil appears that in

the long-term pnlductivily growth of the corrmmications industry In the

IJeveIOI)ing COuntries hasbeen about 2"" to 2.5" higherthan productlvily

growth of the respective economies".1 ICASA believes that this

ob8eMltion is highly likely to occur In SOuth Africa. Given the ongoing

iMOwllons occun1ng In the teleconmmications sedor, ICASA has taken

the average oftl1ese two figures, that is 2.25%.

8. 8eclond, Telkam IIIlde 8 nurmer of statements In their Juna 2004 filing

(Form 2O-P) to the SEC that suggest strongly that it will continue to

IfT1)f'OYe1he efticIency ofthe tbcIIId linebusiness:

-we will seekto IncretIse opendional and capital 8lCP8Rditure efticiencies

toI~ operating mI/UIn8 and il1lll'e8Se cuh t10lMS in our tbl8cI-\lne

business. We Intend to contln.. to .arearnlne and Improve our business

operations through the following stratBgies:

•~ ftJ tvduceIIfHJdtJaunt. \IV8 wID continue to reduce headcount by

utilizing wluntary severance and '1tlhement packages, natural attrition

and other e.Y88 opIitrWdfon InitiatWes. In the 2004 financial year,

TelkomempI.- declinedI.K to 32,358 and our number of fbaBd lines

pertbced-line ._oy.. Incnaaed to 14 9 as ofMarch 31, 2004.

• ConIiiJue to reduoe tipeiBlil/9~. we will seek to conUnue

i~elT8ntinU a &lrIct cost mmagement polley and further operating

expeMe rectuetion initiatMs. In the 2004 financial year, our cost-saving

program in our fiXId·/ine business contributed to an apprmdmate 3.5""
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decrease in 1D1al Dd-JiDe OJleta!iug expeuses, wbilll materials BD1 "Vi...." ...

expeDSeS dltdirllld appm~ 16.0% as we _zed benefitS from our

networft inwstment and saw fault rates and losses in respect of cable

theft decrease. Our current initiatlws Include CIbIe alann systems,

enhanced hue! management, consolidation of stores, spilCli optlrmation

and continual reduction of ourvehicle fleet.02

"We intend to continue to reduoe our fixBd-line he-,count over the nul

fewyears.os

10.ICASA believes that Telkom's statements are strongly IndicatIVe of a

company that expects to maintain healthy rates of productivit;y growth. It

seems reasOl1llble th8l8fore to suppose that Telkam's productMtygrowth

will a:eed growth in total factor productivitY bY 2.25% over the period

2005-08.

11.AcconIng to Pro.... Ben Snit, DIrector of the Buresu of Economic

Researctr', total factor prodUCllivity in the SOuth ~n economy is

e:peded to growIt 1.ft. p.8. lMlrthe per10d 200$008.s Therefore ICASA

believes that TBIIlDm'8 pnxIuclIvtty wi! growat 3.75% i.e. (1.5" +2.26%)

pa over the period 2005-08.

11.A numberof ftJrt18 I'8III'*IIIrlts we... nBde by lCA8A In producing the

New Model. The most aignlftCant of these refinements InvolVed the

1811lDV81 of a modelUng ISSUfI1Itlon U&ed In ttle Old ModeI1hat required

each service line to break."," by 2008. This 8uumplion was inwkBd

because it meant that TelkDm's tblied /Ine business would by definition

"l'aae41. Form4Ol', saImitIIldlDthe SllCbyTtllalm, 11m" 2OQ4.

•Pap 112, 1'oIm-2OF. mlbmiU8dm1IIlt SEC byTclkam, 1lIDa 2004.
4HMlepltO bIlp:Ilwww.1IIr.lllll.aG....
• 'lbl iII'Ill:astr41.~P.L IlllII flIc1IJr~ is1llbnhm Ta," 3lA "'n. SauIh Afii.Gaa
!OOIIIlIII)': A 10Y..Vift"". pmtIl11:d by~BClII SDIit. Piiilllldllli 18'.N__ 2004. This
be-t iBalsolIHdby1bl: IMP io "IMP: SOUlh Africa: S,,1GId Issuoi'./MF CaIIIIItyR;p2rr. 1UIlC
2004,p12.
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lm:ak-even in 2008.8 However, there is no reason to believe that Telkom

would wish to selecttariffS for Noh line of serviceSUCh that each service

on a stand-alone basiswould break-even. Indeed, thete is good reasan to

_ect the continuation of access deficits. albeit at a declining rata, on the

access products.

12.M • result of the change to the breIIG even requirement_~on on a

per servioe basis, the tariffs th8l could be set by Telkom ill the Imdel

daw forgreater t1cdbllltY. Malhemallcaly the effect of this is benign, and

8S 8 result Telkom can ac:hieve higher rates of perfonnInae in the New

Model. However, the calculation of X in the model stili requires tltll

Telkom bmk-even asa Whole in 2008. However, over the price control

period as a whole 2005-08 TeJkom shoUld make a positive profit. The

lattar Is I~rtant as this provides 8 strong incentive for Telkom to
continue to improve lis businea and is one of the comerstones of

inGefItMbased regulation.

13.1CASA beliews tII8t the changes made to the Wll'I In which priClll are
calculated slrengthens tt1e credibility of the price r8Vlew model.

14.Asa result of the changes made to the model. the NewModel computes.

VIIlue of X equal to S.72%, Which is lowerthan tltat produced in the Old

Model.

15.Another W8'/ to compute the WIua of X, 18 to use an Ipproach auggnted

In the influentisl World BlInk Regulltlon HandDClOk.7 The IaUer ItItII tnat
the value ofX cart be calculated by UIIng the following fUrm.lla:

• ItatH IIIIIdlIl iacClIparaIIIs aWIi&IdCd .....0llIl ~GIIpiIIl (WACC)...bm_ NqUinIIIcat
g CIlIIDpatiJIlO wi1II TcIbm....a lUlIIIIa1 NIUlL Byi.mpallq a~reqaImumtattho.
aflbo price CCllIId period, 1CASAis able to .......YIl1Ull otxdIat_1hiI~ll
mlIt.
1SooZ\'W_ZUItc;2Iim.t~HIIIlIIltoai Modulo 4 'Prico~..1i0D· pp. ...._ 'WoddBuk
N..-bef2000. .
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ptfJductivity PLUS PfOducer prlce in1IaIion LESS Input,nee kItIaIion for

the teIet:ommuniGflfions secirr

16.The World BanJc Regulation Handbook lUrther statesthat "The long.term

hlstoltcal input price differential (IPO) between the 1elecommlnicatlons

sector and the economy is generally positive, but 15maUer than 1%",8

ICASA thef1lfore U&Ume$ that over the period 2005-08 the IPC wiU

8Yel8ge around 0.5%.

17.Calcufllling X by ISing ttlmllla g1wn In the World Bank Regul&tion

HandboOk yields the following:

the IfIgU/ated ftm's productivily (3.191) LESS the et;Ono~ total factor

produe6vity (1.5%) PLUS InputPriDe DiRerentiaI (0.5%) =2.75%.

18.1'he above caJculation is only an aJ)pl"OlCimation and oRits an incentive

factor. The ICASA NewModelaUows for an incentive factor. Acconflng to
the World Bank Regulation Handbook, an incentive factDr (IF) c:an add

anywhere betWeen 0.5% to 1% to the value of X. TherefOre, allowing for

Incentive efl'8Cls In the appnmrnatlon melhod results in a value of X

between 3.25% and3.75...

19.ICASA therefore proposes X=3.5% I.e. 2.75 + 0.75 where 2.75 is as

calculated above and0.75is the incentive factor(IF).

20.JCA8A would like to en'4'hasise tt1at lis modified assumptIOns In the New

Model have taken account of Telkom's comments. In particular. the

expected effiCliency gain has been reduced substantially ttom an

apfIiOlCII,1lde 4.5% p.&. to 3.7511. p.a. (a 28,% reduction). The lowerftgure

..lid " conslslent willi' ClbSeMltions In oilier )JriSdictions and has been
appliedwidely elsewhere.
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21.By responding to TelkDm's criticisms and observations and eorrments

received from other Interested parties, ICASA has reformulated its pr1ce

control madel. ICASA has also calculated X using an alternative

approximatlon method which is I'8COIMI8nded by the Wor1d B4ulk for

Developing Countries Regulators. ICABA proposes a new value for X=

3,5%.
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ANNEXURE 1

INDEPENDENT COMMUNICATIONS AUTHORITY OF
SOUTH AFRICA (ICASA)

NOTJD: PIlOVIDING CLAJIIFICATION TO NonCE 2490 OJ' 2G04
GOVERNMENT GAZEllE :No. 26977 P1IRUSBID 8 :NOVDIBER 2004
(""l'IIJ: NO'l1CE") lNVlTlNGCOMMENT ON'DIE REVIEW OF'l'ELKOM'S
PBlCE CONDlOL tlNJJU. SECDQN rT BEADWlTlI SECTlON!16(4). AND
SECTION 4S,OJ' '11D. D.LECOMM1JNlCATIONS ACTNO.103OF 1996. AS
AMENDED.

W"Jth It:IEaciixi 10the abcmt IIOdclI asit was tDlisbed DB tbe 8 NCriedler2004. tlIe
AlJtbDzity hall teeehed a wIitteD teqUeSt fIQm .. iII1eresrIld pady reg;mtiDg the Price
B&Msw, thIz lCASA pmviIe :fiDtblr detBiII 8Ilout fbi mode1iug that was used to
ileto' "'hethIlw1De arx illtile draftPriceReviIlw CODliD1taIionpaper.

lCASAbelieves ill b iIimst oftmDliplllellCy aDd goodDlgu]atoJy pmcticcthat..
detailsare'"publicwharenr poIIiblil. ICASA has dalidIld tben:il1U to pdJJish this
sbmt DDIe, wbich provJdes mrthI:tdetail8 about thIl DI8tIxidoIogy used to caIcaJRt\', :x.
PartharqaeDss nJ8lIfdin8 tbIl methldologyemployedbyICASAlIIId any Dth:r Il5P'Gt5
n:Jewul to t1Il Price RMnr can be raid at tbe PabIic lIM_ p=bednled to tab
pI;a~ IIIIlI~. 13 aDd 14 Det*"'cr at BIoc:i: c.Pt..""iO'Il Room.
PiDmlJl Fmn, 164XatberiJw SDet, 8aIIdtOJL

:L~

InOl'derto eatabIiIba IauwWOlkwJtJdnwbIchtb: lelia...of• .,pdce ClOdIOl
aaaogerneots aRJ1d be ... leMA has daUpc:da financial JlIIdelotTeUmm. Thi&
modBl aab1IllI lCASAto caIcaIBte tbeapecbldJrqiact ofwdDus .,11111", pice
coDtivl wgIas 1IDder aIiIIIp ofahalltiYe..'".,._

'I'hI.JII)de111as beenc1eveIopclll ill JiDB wilhlote"wlkJnal best pmctfce aurl COIIIIsCs ofa
DDdlerof IlIOCIuIes .IDIIIa1 valw:I ofby 'YU.IabIes are U&ed IIll iDpms aod_."optioJls
• IDiIde aJJout aJIIDdler ofwtiablel.TogedmthIa: llfIilgtmllDIeS tbmughtbIir
afIllct ODdemaDd iJr lmYiI:elI, aJI1 demlUllIwhmIls cldvc w&t5. 'I1IlDKldeli5 dolled
by seekiDgavalue1brx,,11Iepmcb:tiriI;y iJGtDr. whichJUWlJ& iIlmeDleS blliDgequal
to costs intil: 1iI&1,earoft1leprice CODIlVINYilw periDd. 1'0 eu5IIZIl thatTelkom
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earma n:tw:n thlIl c:overs its estimated costofcapiIa1, com used in tbB finaD:iaJlIIldel
iD:IDde a costofcapital element A SlWeulilil: repJllllllIWttl oftbl: finandaJ model is
sbawninF"Jgme 1.

Figure 1: Schemm.pm llali'uofthi: lCASA finmclal DDdel

TabJes 1-4below pnmde tlutheriDfbrmatiOG.aIlout IlSSWIlpIiJDs, iDpuI daIa, ml
vadablIs in thelCASA financ:jallllldel.

Table 1: IJmat dan. in ICASAfiJllndll model
1rrrRd SoBn:e ofillfMmmion
Cummt StlIVial TeIkom, TelknmplIblisOOd VohJmcs associated with
volumes 8CCOIIIIl3, Form2O-F, individual semces, fur

COACAM (Cbart ofAcanmts n:sidentiallllldbusimss
SIll CostAllocaIion..•• .n

Costs COACAM U!litcosts(~~)
per service, iJIcmImItal
costs(applied costvolume
reJalionshiD . .

Tariffwelgbtinp Telkom tarlfffiliDp, SBfVice We:igbtls.usedinprice cap
vola1mes

Macroecommig and Statistics SouthAfdca FeediDIo dem:md fimctiDm. ... .A_\
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GDP

Tabk3:
. fa ICASA fiN..... madeI

n
Pace demaDd eJactirities UII:d to lUIIllSIllDw dllJlllDd 'Variesas III:Ivil:e prices

~. Assumal tneJutic fUr anIlllIYices;bustness 1Il!;eI8

mom jneJastW thanJnidential (1'Ih1a"shows
•• 'Ya1ues).

IDtlome eJesli:il"es Used to assess bowdenpmf wriesasiacoasc1Iall;e.
.A&IUUld to be0.8 ft)r an lleI'Ykes, 'IbusifiDcoa
iDc=ases bv 1%tIIIlIl&uuancI iD:ft:ases bv O.S%.MaJbt__
Telkom's shaleufthe clifl\:lmIt 5ll1Vice nrhls is
1llH!sed. '1bllse assumptions are JJIiDbt 5eIlSiIMIas
by1lIkB acc:omltoftbe degree afsua:ess ofeIItIy,
assumec1 tooccur iD.JIIlIIIY :iiIiII:Utsftom Febnmy
2005.

Use ofUl1ephony services by Toas&e8S how44M1l11111l evol\Ie.
1Iller

SewDdliDell Gmwth in second JlDes dcts costs/JevellDes.
ISDN.ADSL Growth affecrts costslIev........
BusinI1ss deuwu'b. Feedmto de.maDd tiJIlctiDDB.
Rfticiency clue to AccouaI JbrIllliDgeDDIIS U!¢I.,j ill pmgn:a 3%pel'

techooIoeiail ' ammm source 0IlI:L
eatclHJp efficiem:y Telkomto catdH1p wilh averap ofUK, Get:maui

lIIIIl FJmx:l$1iDespeteql10yee o.er aibur,ear
period, n:quidDg a 1.3%pet8llllJllliapuvemeal in

. ,Cuito2008l.
Cost~Iume reJatioDShip Taken to be0.75 Jilr an setvices. 'I'bIl coltoftbs

5IIVicc is75% afth: cuneutUDit cost.
Weigbted IMQge costof Cak:uIaIed tobe13.04%llDmjm! ona po&I:-tax basis.
c:apiIa1 E.;pWned fIJ11y in the2004PIa CoDtml&view

OO!ISUItation doCIIDImL

Table4: Pabc:JutiI;it, of demandassamptioBiforI\lIideIltIal &ad business
lIIln'iees 20040-10

- .
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'lbe ahow dati, lIIImmtilm IIIId -w¥ioos""tW.a spreadsheet 1IIllde1
designed 1ISiD3MiGIoJDI BlIceL The JDDdelwas JIlOSiallllled to caJcuIate X.which
~~withwm. The linkaps betwwu dim4eD1 elements aftbe Jll)de!. an:
llhIrwninFfgure2.
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INDEPENDENT COMMUNICATIONS .AlJTHORITYOFSOUTHAFRl'CA (ICASA)

NOTICE PROVIDING CLARIF.lCATION TO NOTICE 2490 OF 2004
GOVERNMENT GAZETI'E NO, 26977 PllBI JSHED 8 NOVEMBER 2004 ("THE
NonCE") INVlTlNG COMMENT ON THE REVIEW OP TELKOM'S PRICE
CONfROL UNDER SECfiON 27 READ WITH SECI'ION 96 (4), AND SEenON
45. OF THE TELECOMMUNlCAnONS Acr NO. 103 OF 1996. AS AMENDED.

With relfmlce to the abow notice as it Wll5 published on the 8 November 2004, the
Authority has decided to disclose fiather detaiIlI about the modeliug framework used. to
cfetcanine the -valDe ofX in the drafl: Price ReviBw consaItation paper.

lCASA beliews in the mtereBt of lraDsptU'eDCy aDd tood regulatory practice that tbe&e
details are made public whenever possible. lCASA _ decid6cl~ to publish thia
short note, whidlprovides :further details a1loGt the melhodoJogy med to~X.

ICASA PriceeODtrulmodd

• ICASA establishes tII8whJe ofX ia. tbeprice controlllPPlied 10 Telkom usiDg a
fiDlmcial model of'Telkom ~ repJatedbualltas. In the moc1el TeIkom's mgalated
busin.eu~ fbrn.4% of'Te!rom's total filled !iDe llIIll databusiJIIlss.9 The
model. does DOt include NW!IlteS dsrived :fiom other activities lIIIdertakawiIhin
the Te1kom Group ofcompanies.

• Tho model has been developed byICASA's aonsultams in liDe with inlemlltioual
best practice aDd consists of a.D8lllher ofmocluJcs. The model has been
constructed usingMicrosoft &eel, and CODf:ains antdDlx:r ofmac.ros mr solving
wrious problems.

• The model bas been POPulated with data c1etiwd fulm Te1kom's published
accounts, otherTelkomso~ lIIld Telkom's COA.cAMsubmitted to ICASA.

, Tbu model_thatR21,547I11iUiOll__II1'II atln"bulabJe tothe.atu1 busillllSS, whereaa
TeJkqnsaa c:ompaay eamed lCO,17S1lrl.1llOlJ _1IllII in2003-04.
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n.data area mix of financi,l aad cpIIdiI:yVIJiphIM

• The seni= rmlIIIIll& IDIl ClOD d8tainthomoc18I are dcAaI&ied to tab account of
:iDt1ation (n:a1 w1uea ....1118I1).

• DIU1br thefin,nc:jeI,.. 2CJ03..04 II" II IN.. iaitiaI~ af'koy"8Iiab1es

• The model iDcoIponles aaump 1IIIbt growth, lXJ8t volumI
reIatioDSlUps, deruId~ COlI 010 dicieacy (pmductivity), aad1b8
effilctofcompetilion (lois ofJlllld£lt sllareto compe1ilors). TlIese assumptioD8l1l'8
lDfinmedby TeIkom's =:cdhiItoJy.dwfig_pI markets in SouthAmoe,the
South.Africa macro llCOIlOIIly, ""'0.,,-....1ItjonN~ mul
independent 1i::mlcaItsfbrtheIlIIII8.

• Themodel also iaw:cpw_ al!llftlber ofCOIIItraiaCI. In partieuJer, theprice
changes fur some seni&:a om' a)'Nr C8IIIIOt fllIIleed S% inrealwrms.

• The model also hasa moduJein the residenrialllUb-1&bt.

• The iDi1iaJ. valDes. theassumptions tmd tile COJISlraima fimn theinputs to the
model

• The valueofX is aakmIldec1 by driDa ID aJgorithm. which wades by lIpP1yiDg 811
itemtiw procedure.

• The duration Tof theprice ClIp illIlilleded (ICASA halchoIllD T=4)'8Pft) aDd a
value ofX is selected. The iDi1iaJ. value afX is~cbosIII to be low
(t)'piGally 0.5).

• HariDg selilcted. T and X, dieIIIOdellDlwI :lbr eachyeartheoptirIIfIleet afprices
:lbr_ Q:es in the repJalory1MIIIbt. 0pCimal1ll8lDS the set ofprices tesu1tiDg :iD
the lrlgbest profit Ilm1" sabjIGt to ClODIp1yiaa widL tho pne. c=ap. This pmC8SS is
UDdertaken sequeotially intQ model. 0pGma1pr.iaes are estIbli8IuIcl iaitialIyfor
Year1, theD. Year2. 1lIUl1lO aD.

• In deklrminiDg optim.a1.prices, tJIImodel_..._ cIeDlIIId variIS ine.dt..
service (governedbydeDQlllCl et.ticity auumptioJul) lIDd howcosts vary
(aovemedby thecost voJame nJatlonships). For services wilentotal demand
iDcreases" it is assum.ed tIIIIt TaIIrom beNdi.ls :Iiam scalD llUODomielI.

• For theX c:hoscm 8IId the set of'optimel priolaclllellllined fbr eaah)'elf, themodel
campares the final pedod (YearT) CDII1I_11MllIDaS. Coltsin the model &nl real
costs and iaclude a COlllriImticm tuwmds thooostofct,pital. Ifefficient COllis lR
less than. rewuues ill Year T, themodel.0_.higharwkle ofX 8IId repea1i
the~ decribed abow. l'hiI:pnlClIII ClODfime until 00it8 equal
m'ClWlS in Year 4 (orwhere memaeia.... tbaIl ClCIIt but verydo. to cost).
At thispoiDt the model_ 101Yecl for X
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• Th.e model does not constrain menues. • mmues lIl'e IIIdogenously detemrined.

• HaviDs call1l1iPed a__torX. themodel1heD. pdmu lIllDIitivi1y aaaI;y&is
IlUwul ke.Y...''tlltelI

• 11Ie "Va1JH:..bJisbed1brX lIhouI4 euarethat ill YeII'TTe1IIIIm's re&I1Jatal
"asiness eamsame ofRltam 011. 0lqII81 eaxploycd eqaa1 to tileweighted ll'ftll'Ig8

cost at cepjtaL .A1Immltiwly.1'8VaIlleI of ....viI:oI ill tbe priIlo lXIIdlol1la;ked In
eqaallo thecosts of$Upplyiag SWlh services. 'Ibi8 QIlOIdt is iDliae with
iDtematimal best practice: '"1'hB ildentian WUad ntebreias the J'flgIIIaWd cbatgesby
RPI-X ineach,.. ofthe a1Jmp GOIIb'01 illb' daB weishted avenge chqe ofthD
produets lIIId~ witJIjn the Cl1uIrp comroIbIIbt to eqwd the:liltecutoft!»
efficient level ofCOSIJ at the endofthecharp controlperiod.''''o

• ODe of themain bemditB ofa CPt·X price capiI that it creat.es iD.ceIItiwls O!I

Telkom to inmeasc :its ""icimcy. OW{ theperiod inwbldlthll price control ill in
furc:e. The objecti:ve oftheprk:e comrol isto briagtheCOJIb'OIled cluRges of
Telkom into line withanefficiali levelofc:osts at the end oftbe price COIl1tol
period. As part oCthis process it isbDportlDlt to 1mdmt8llll theateot ofTelkom's
efiicieDcy/inef6gjency at the au.ofthe price coutrollO that erosion of
ineffidency <lID betefI.ected in the 'Value ofX It ill reI8O'l.b1e to expect
jneflicicllcy existiDg at the start of theprH:e «mtrol to be e1inrinaWd o-ver theHfi= of
the fbur-)":ar C:ODtroJ,jast lIS compotitiwpe&1IUIU would1brce inlJf&ilmt
c:ompanies to becomB efficiIlntin a ce·nlpltiti,eJlHllbt. ICASAis CUDat!y ftl­

IIIIISping the degree to which Telkmn is jnefticjent reIat:ive to bestpractiI:e

IDPlua. 4.1,Olilom"1'artiaI PriYlds CilllDits CJlaqcCaoSml: YlIIlIl statemmrt",~ 2004.ADamtB
at1bls dacluaIeDt providca a dGbWad gvanjewClf'OJi:om's prjaeCClllIroI matlmdolct!Y. l1le0fil0IQ
lIIIlthcxkJlogy iasimilll1' 1u the UlCIlhodoIogy cmpIO)'lIl bylCASA.




