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1 Objectives, methodology and hypothesis

|
The aim of this study is to analyse the pros and cons of

regulating ITRs in light of international benchmarks

Objectives of this study:

Consider whether the International Termination Rate (ITR) for Nigeria should be
regulated by the Nigeria Communications Commission (NCC) and, if so, on what basis:

e Determine whether the NCC should set different rates for the ITR and MTR

» Present NCC with several options and their respective pros and cons to inform the
decision

* Suggest potential regulatory mechanisms to reduce grey market activity

* Benchmark Nigeria’s International Termination Rate (ITR) against relevant groups
of countries
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1 Objectives, methodology and hypothesis

We have gathered international evidence to assess the
current level of ITRs in Nigeria and its industry impact

Mobilisation ITR benchmarking ITR impact assessment Options fqr TR
regulation

* Set objectives for the
benchmarking study
and impact
assessment

* Develop hypotheses
to be tested as part
of the benchmarking
study and impact
assessment

* Define data required
and identify data
sources

 Collect data

Analysis performed:

1. Comparison of Nigeria’s
ITR with that of countries
with similar GDP,
population, number of
operators and technological
readiness':

e In Africa
» OQutside Africa

2. Comparison of Nigeria’s
ITR with that of countries
which with it makes or
receives the most
international calls

3. Comparison of Nigeria’s
ITR with that of selected
countries with international
best practice regulation

! As defined by the Global Competitive Report 2015

Analysis performed:

1. Evolution of the ITR before
October 2016

2. Estimation of net cash
outflow/inflow based on
international call volumes

3. Impact of the October 2016
ITR setting on international
call volumes

4. Identification of market
factors and conditions
which encourage ITR
setting in some countries

5. Approach other countries
use when setting ITRs

» Summarise the main
implications from the
benchmarking study and
impact assessment

 Understand ITR
regulatory options and
their pros and cons

» Provide NCC with
recommendations

regarding intervention on
the ITR
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1 Objectives, methodology and hypothesis

|
We have developed the hypotheses below which are to

be tested as part of this study

Hypotheses

Nigeria’s ITR post intervention is below that of countries with similar characteristics to Nigeria

Nigeria’s ITR post intervention is below that of countries with which it makes and receives the most calls

ITR
benchmarking

Following the October 2016 ITR increase, Nigeria’s ITR is above that of international best practice
regulation countries

In markets where the ITR is not regulated, it will tend to converge to the MTR

Prior to October 2016, Nigerian operators suffered from the low ITR levels compared to other
international operators

Developing countries with volatile currencies tend to regulate the ITRs to prevent imbalance of
payments with international operators

)
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The setting of the ITR in October 2016 has potentially led to an increase in grey traffic
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2 Background on ITR developments

|
The ITR is defined as the rate paid to local operators by
international operators to terminate calls in Nigeria

Local operator terminating
international calls

International International International Core Tower Call
Call Gateway Gateway ~ - recipient
AN AN —] -~
> o 4‘» ° > e 4*» ° > o= —» —
\ol \.’ =
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, \ ] N
° * e — > |umms| —» — >
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: Media/Packet Call
: Core Tower -
. Gateway recipient
Transit operator switching .
international calls on terminating Residual MTR

network

Operator who owns the international gateway into recipient country, also terminates the call, and charges the
ITR to originating operator

Operator which owns the international gateway in the recipient country, acts as a transit operator through
switching the call onto the terminating network. The transit operator charges the ITR to the originating
operator, however, owes the MTR to the terminating operator
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2 Background on ITR developments

Telecom’s industry developments in Nigeria since the
2013 NCC’s determination for the MTRs

¢ In 2013, NCCissued a determination stating that MTR rates are the same, “irrespective of where the call
originated” but this might have had an incorrect interpretation by international operators:

» This related to the price paid by one operator in Nigeria to another operator in Nigeria for terminating a call in
their own network. It was not intended to apply to international operators

* We understand operators abroad construed the 2013 Determination to mean that the ITR should equal the
MTR ignoring the international cost portion — i.e. the residual

» This seems to have been accepted by operators in Nigeria, apparently due to fears of losing traffic to other
operators who had also an international gateway

This had four effects:

» ITRs were agreed at MTR level, i.e. at a lower level and without a positive ‘residual’ to cover the costs of
the international leg

e ITRs continued to decline from there, in line with the MTR glide path

e ITRs were set in Naira, which had a further downward effect in dollar terms at the time of currency
devaluation

* Nigerian operators paid the international operators in dollars to deliver international calls which created
an imbalance of payments as the ITR in Naira declined
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2 Background on ITR developments

|
Following a sharp decline in the Naira and ITR, the NCC
intervened in October 2016 and set an ITR 24.40 Naira

NGN

ITR Residual

30 -
28
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24 1
22 4
20 4
18 4
16
14 4
12 4
10 4

gl

6 -
4
2

0

MTR NCC intervention in the ITR

The ITR residual existed up to the 2013
determination. From this point the ITR
residual was completely eliminated

The ITR followed the MTR glide
path from 2013 to 2016

N 4.90

N4.40 N3.90

N24.4

Jan 2011 Jul 2011 Jan 2012 Jul2012 Jan 2013 Jul2013 Jan 2014 Jul2014 Jan 2015 Jul2015 Jan2016 Jul 2016

Sources: NCC

Jan 2017 Jul 2017
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2 Background on ITR developments

In dollar terms the ITR was set at c. 0.08 USD post
intervention while pre intervention it was 0.03 USD

0.08 - ~—_

0.07 A
0.06
0.05 1

$ 0.04 -

0.03 -

0.02 T

0.01 T

0.00 T T T T T T 1
Jan 2011 Jan 2012 Jan 2013 Jan 2014 Jan 2015 Jan 2016 Jan 2017 Jan 2018

The rate at which foreign operators
paid to terminate a call in Nigeria
decreased in 2011/12, and then was set
equal to the MTR in March 2013

As a result, Nigerian operators were
faced with an imbalance of payments
with international operators

Due to the Naira depreciating, this
further exacerbated the problem of
Nigerian operators receiving less money
from terminating international calls

The NCC in October 2016 decided to
increase the ITR to 0.08 USD (24.40
Naira), so as to increase the level of
ITRs received by Nigerian operators for
terminating international calls in
Nigeria

Sources: NCC, Central Bank of Nigeria for 2016 USD/NGN exchange rate of 304.05 ¥/$, (as of 30/12/2016)
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2 Background on ITR developments

|
However, the depreciating Naira has made it challenging

for Telecoms to cover the costs of providing services

* Asaresult of economic factors
such as the slump in oil prices
that Naira depreciated sharply in

oo | 2014 and then even more sharply

vio - @@ in 2016

* In 2016, Naira declined by 34.6%

320 -
300 A L

280 -

:)Z | in relation to USD (or,
% 50 conversely, USD denominated
Z costs increased by over 50%)
~ 160 -
% 140 - » Nigerian operators’ international
S payments balance was hit as a
00 - result
80 | * Some operators who had debt
60 A denominated in USD also
40 1 suffered profitability declines
20 A
0O 4

Jan 2009 Jan 2010 Jan 2011 Jan 2012 Jan 2013 Jan 2014 Jan 2015 Jan 2016 Jan 2017

Sources: Bloomberg
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3 Benchmarking methodology and results

|
We have defined 4 categories of countries against which

to benchmark Nigeria’s ITRs

Unfortunately, there are few counties which exhibit Group Aim

similar characteristics to Nigeria and for which African countries similar - Compare Nigeria's IR to

. . to Nigeria similar countries within Africa
data required for a benchmarking study are 8
publicly available.
) ) International Best Practice Understand what best practices
Therefore, we have designed 4 sets of 5 countries regulation look like in more developed
against which to benchmark Nigeria’s ITRs, which telecoms markets

include African comparators as well as developed
EU countries.

High call volume to/from Understand the impact of ITRs

Nigeria on the international balance of
) ) payments between Nigerian
The countries we have chosen, together with our and other operators
rationale for selecting them, are shown in the table
on the right. Similar countries to Compare Nigeria’s ITR to
Nigeria outside Africa similar countries across the
world
Nigerian Communications Commission (NCC)  Strictly private and confidential February 2018
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3 Benchmarking methodology and results

For each category, we have identified specific countries
with which to benchmark Nigeria’s ITR

African countries similar

to Nigeria

International Best
Practice regulation

High call volume to/from
Nigeria

Similar countries to
Nigeria outside Africa

Countries similar to
Nigeria based on the
following parameters and
located in Africa:

* GDP per capita

Selected economies with
best practice
telecommunications
regulation. Regulators of
these countries are

Countries for which
Nigeria has the highest
number of inbound and
outbound international
calls based on aggregated

Countries similar to
Nigeria based on the
following parameters and
located outside Africa:

* GDP per capita

petiniiony. | Population typically seen as role data from all major mobile : ¢« Population

» Number of operators models around the world network operators » Number of operators

» Technological » Technological

readiness*® readiness*®

* Ghana ¢ United Kingdom « USA + Pakistan

+ Tanzania * Germany e United Kingdom e Vietnam

+ Algeria * Netherlands * Niger * Peru

 Morocco  Sweden e India » Argentina
Countries * Poland * Benin * Colombia

« UAE

* South Africa
e Saudi Arabia
e China
 Canada

* As defined by the Global Competitive Report 2015
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3 Benchmarking methodology and results

|
Nigeria’s ITR is below average for similar countries in

Africa, both before and after the October 2016 increase

Results: African countries similar to Nigeria

International Termination Rates (2015) Implications

0.35 1 * Nigeria’s ITR pre intervention
0.31 was significantly below

0.30 A average for countries with
similar GDP, population,
0.25 - number of operators and

technological readiness. Post
020 SN _EEEEES B .  Average intervention, it is still below

USD average for these countries
0.15 1  However, these countries are
not the ones with which
0.10 1 0.08 Nigeria makes and receives
Post most of its calls, limiting the
0.05 - —

intervention impact of different ITRs

_’il)rffewenﬁon » Furthermore, the ITRs for
some of these countries may
not necessarily be cost-
oriented, again limiting their
use as comparators

8 ] 8 g S
g o g g g
= N =
o = =] &)

< Z
= &

Source: FCC, TeleGeography. The dashed line represents the October 2016 ITR increase
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3 Benchmarking methodology and results

|
Nigeria’s pre intervention ITR was higher than that of

countries with international best practice regulation

Results: International Best Practice regulation

International Termination Rates (2015) Implications

0.08 - 0.08 » Before intervention, the ITR
was slightly higher than
0.07 1 average of countries with
0.06 - international best practice
' —pPost regulation, while after the
0.05 | mtervention — difference become significant

» However, these comparison
UsD 0.04 - countries are not the
0.03 countries with which Nigeria

0.03 1 0.02 Lhverege makes and receives most of
0.02 - 001 o1 e ifeciargs, potent.ially limiting
: intervention pact of different ITRs
0.01 - » Also these countries do not
experience Nigeria specific

0.00 - . . e g . .

P . > 9 = 5 factors such as high inflation,

LE 5 g < ?g % and potential currency

2 & a Z ~ devaluation

2]
Source: FCC,ZTeleGeography. The dashed line represents the October 2016 ITR increase
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3 Benchmarking methodology and results

Nigeria’s ITR was below average for countries with
which it made or received the most international calls

Results: High Call Volume to/from Nigeria

International Termination Rates (2015) Implications

0.24 1 024 » Before intervention Nigeria’s
0.22 - ITR was significantly below
0.20 4 average for countries with
0.18 A which it made or received the
0.16 - most international calls. After
' intervention the ITR come in

0.14 1 line with the average

usb 012 » This suggests that Nigeria pre
=l H B H H 0.08- 4 Average intervention could have been
0.08 - paying out more for outgoing
0.06 A __, Post international calls than it
0.04 - intervention  recejves for incoming
0.02 4 001 001 001 __,Pre  international calls, subject to
0.00 - intervention  ca]] volumes for countries

e The ITRs in these countries
are not always set using a cost
base approach limiting their
use as comparators

USA
India

g g >
o0 g S
Z /M

China
Canada
Nigeria

Ghana
Saudi Arabia
South Africa

Source: FCC, TeleGeography. The dashed line represents the October 2016 ITR increase
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3 Benchmarking methodology and results

|
Nigeria’s ITR was below average for similar countries

outside Africa initially but became above average later

Results: Similar countries to Nigeria outside Africa

International Termination Rates (2015) Implications

0.08 - 0.08 Before the ITR increase,
I_ jl Nigeria’s ITR was below
0.07 | | average for similar countries
0.06 A : : to Nigeria outside Africa.
005 —————————————————— —————+—  Average However, it became above
0.05 - : : Post average after the October
0.04 : :_'intewenﬁon 2016 ITR increase
USD 0.04 1 l l * However, these comparators
003 4 are not countries with which
0.02 Nigeria makes and receives
0.02 - most of its calls, potentially
—,Pre o ey .
intervention limiting the impact of these
0.01 - different ITRs
0.00 - | * Furthermore, the ITRs for

some of these countries may
not necessarily be cost-
oriented, again limiting their
use as comparators

Pakistan
Argentina
Vietnam
Colombia
Peru
Nigeria

Source: FCC, TeleGeography. Dashed line is for after October 2016 ITR increase.
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3 Benchmarking methodology and results

|
Even following intervention Nigeria’s ITR is on the low

side compared to world countries with an ITR of $0.08

International Termination Rates (2015) — Countries around the world

o = = PP
© B N d O ©

=
£
8 L3 L3 L3 L3
g Nigeria post Nigeria before
0.6 intervention intervention
0.4
o H H I
O |||||||||||||||||||||||||||||||||||||||||||||||””|||||||||||”””””“”””I” |||||||| 11 IIIIIIII|I||_|_|_|||||||||||||||! ..........................
CE2E82RT28c8S 8582355888238 Tgae82g g2 9-9529 B ESETSSRRELYERSL
SE3S83Sc 28885 c88ogEE35c5cct3nc58c5c2¢3E6E530cce:c8885883¢2
SOZ2ECcO0O535cESVR28L S 28088 cN2caS8cTSa3UWSassaeZc@ld50oxax=sLE—
L_“X¥o8 Fol007aN=Sgect 2gPwctd Xx>xn00”asy 8208830 ¢E ~TZ 038 o0xb =
5= 85 F@3dogs “E25S 54 —<5. §85cd &8Nm 23385 gTFeZ 8 g
22 B c s E03 Sg E -8 BZ0O 3 T 750§ Lig  gg
0z Q 0 0 © £ 3 > () 9
= E o g 8 ¢& z <
< < > o > = 50 o
= T 8 ¢ 2 4 S
= © 5 < g o
0] c L.
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Sources: FCC, TeleGeography
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4 ITR impact assessment

|
ITR impact assessment
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4 ITR impact assessment

Following the ITR intervention in October 2016, there
was a net cash inflow of international call receipts

Before October 2016 ITR increasel After October 2016 ITR increase
$000’s per month $000’s per month
-1,500 -1,000 -500 0 500 1,000 -2,000 -1,000 0 1,000 2,000 3,000

L | | | | | L | | | | —1

United States . 668 United States 2,079
United Kingdom Overall net position 48 5 United Kingdom ,739
Germany - $0.98m per month Germany
Ttaly 106 Ttaly
Spain Spain
South Africa South Africa
Netherlands Netherlands
Ireland Ireland
Canada Canada
France France
Australia Australia
Malaysia Malaysia
India India
China China
Niger Niger
Turkey Turkey
United Arab Emirates United Arab Emirates
Cameroon Cameroon
Saudi Arabia Saudi Arabia Overall net position
Ghana Ghana $4,6m per month
Benin -1,335 Benin -032
» Before the October 2016 ITR increase, Nigeria had a net cash
outflow of international call payments, driven by high net cash After the October 2016 ITR increase, Nigeria’s overall net cash flow
outflows for EMEA countries position became positive, driven by larger net cash inflows for the US
» The average 2016 ITR for Top 30 countries with most traffic to and and European countries
from Nigeria is $0.1 per minute?
! Analysis based on data from 4 months before and after October 2016
2 Analysis based on data of Top 30 countries from a large operator - data constitutes 89% of overall international traffic
Nigerian Communications Commission (NCC)  Strictly private and confidential February 2018
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4 ITR impact assessment

|
The ITR intervention might have led to an increase in

grey traffic activity, however more analysis is required

Incoming international call volumes in Nigeria

(Jan. 2016 — Feb. 2017, millions of minutes) Implications
250 1 » For operator 1, there was a steep
200 - decline in incoming international
call volumes after October 2016,
150 7 the month in which the NCC set
100 Operator 1 the ITR to N24.40
50 - » This decline suggest that a degree
o | | | | | of call masking or call re-routing
Jan-16 Apr-16 Jul-16 Oct-16 Jan-17 Apr-17 may have occurred from October
2016
207 : + In February 2017, there were a
15 - : 51% and 59% year-on-year
: decrease in incoming
10 : international call volumes for
: Operator 2 Operator 1 and 2 respectively
5 7 .
A « More detailed data from a
0 . . . . . broader set of operators needs to
Jan-16 Apr-16 Jul-16 Oct-16 Jan-17 Apr-17 be analyse to derive robust
Sources: Operators’ data conclusions on grey traffic
Nigerian Communications Commission (NCC)  Strictly private and confidential February 2018
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4 ITR impact assessment

|
In a sample of EU markets where ITRs aren’t regulated,

the ITR has not converged to the MTR level over time

Non-exhaustive analysis

ITR and MTR price differential (USD, 2009-2014) Implications

* For a selection of EU countries

which do not regulate ITRs, the
0.16 7 ITR is typically above the MTR,
over the period analysed

0.14 -
) \ _ e In Nigeria, up to 2013 the ITR was
0.12 - \/ ?:;Itlrclj above the MTR, however following
010 Germany the 2013 MTR determination it
UK converged to the MTR
0.08 - / Poland « The MTRs data comes from
Netherlands country regulators data and the

0067 ‘__/ Sweden ITRs have been calculated based

0.04 - = = Nigeria on FCC reports!
0.0 e ITRs are derived based on the total
’ number of international minutes

[—
/< —_— o
0.00 . _— originated from US operators and
2009 2010 2011 2012 2013 2014 the international settlement
Sources: FCC, OECD, NCC. charges that US operators had to
1 (e.g. https://transition.fcc.gov/ib/sand/mniabl/traffic/files12/CREPOR12.PDF) pay to international operators
Nigerian Communications Commission (NCC)  Strictly private and confidential February 2018
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4 ITR impact assessment

Evidence from other countries suggests a relationship
between currency volatility and regulation of ITRs

Currency volatility against USD 2009 - 2016 Implications
45% - Bl Regulated ITR « Countries with volatile
Not regulated ITR currencies tend to regulate
40% A Not regulated ITR (EUR) ITRs, in order to prevent a
balance of payments deficit
o/ 4 .
35% between domestic operators
30% - and international operators

e Regulated ITRs prevent this
25% through allowing domestic
operators to charge a higher

20% . .
termination rate than the
15% - MTR to international
operators
10% A . .
» This allows domestic
5% - operators to typically charge a

higher rate for received calls
0% - —— than the rate they pay to send

S 85 8 B4 5T LSS ET QLS E TS G REINMTT i i
EEEICEEEESREREE ig 2 § s E5EE calls internationally
B2 2855 8 50 2358 EEE 2 g8
Z§UZ§VJ°*MU < R °Om @85 _E»—«
© n
Sources: Oanda
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5 Options for ITR regulation

l Options for ITR regulation
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5 Options for ITR regulation

|
The significant changes to Nigerian ITRs raised the

question whether, and if so how, NCC should intervene

In this context a number of considerations need to be analysed:

1. Operators in Nigeria would like to cover their international termination costs

2. A steep fall in ITR has affected operators’ commercial results; hence, the ability to serve the Nigerian
market efficiently

3. Unregulated ITRs in 2015 may have been too low given equity considerations. Do foreign operators receive
higher ITRs, and do they receive a ‘free ride’ — not paying the residual amount to Nigerian operators, when
it comes to terminating calls in Nigeria?

4. However, setting a rate above the costs will have a number of repercussions:

« Elasticity effect — An emergence of elasticity effect in the market due to an increasing of the retail
price by international mobile operators

 Consumer shift to online channels — Increasing growth of calls made though IP based
technologies, such as Skype or WhatsApp because of high international call prices

 Growing grey market activity — Potential increase in grey market* activity, driven by Nigerian
operators charging MTR, rather than ITR cost to their local counterparts. Nigerian operators are
incentivised to retain the highest level of revenue possible

5. Volatility caused by the currency fluctuations, that would be hard to forecast or account for

* Grey market is defined as an illegal activity performed by an entity to mask international traffic by changing the CNI to imply that the call is
originating in Nigeria instead of originated abroad

Nigerian Communications Commission (NCC)  Strictly private and confidential February 2018
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5 Options for ITR regulation

|
The NCC has several options to regulate ITRs. Best

practice is cost based to support operators’ negotiation

* NCC has a number of options

Refrain from on how to set the ITRs
regulating

To leave the current ITR to bilateral negotiations

» All of the options have
individual pros and cons that

Current ITR To keep the currently existing ITR rate could lead to a variety of
different effects in the Nigerian
market

Benchmark based To adjust current level of ITR based on . .
international benchmarks, bring ITR levels in line ¢ The NCC’s choice will depend
ITR e - . )
with international levels on the weight placed on the

competing objectives of
economic efficiency and
allowing operators to generate
revenues, respectively

Economically To develop an economically efficient ITR
efficient ITR (essentially cost based for the residual part)

Eco.n Dl Use a cost base approach as a floor, and clarify the
efficient ITR as o . .
determination to allow operators to negotiate for Recommended option
floor and operator . . .
. e compensation of the residual portion of the ITR
negotiation
Nigerian Communications Commission (NCC)  Strictly private and confidential February 2018
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5 Options for ITR regulation

There are number or pros and cons for the options
suggested

Pros

Cons

Option 1

Refrain from
regulation

Market forces tend
to lead to good
outcomes
Operators could
work directly with
each other to
achieve the best
possible outcome
for them

Might lead to more
volatility in the
market

Nigerian operators
might not be able
to agree on
mutually beneficial
ITR terms for them
Could take ITR
level back to 2016
low levels

Option 2
Current ITR

NCC does not need
to change the
current regulation
International
operators are
benefiting from
ITRs set in Naira

Currently grey
market, elasticity,
and consumer shift
to other channels
could continue to
increase

Mobile operator
revenues would
continue to be
affected

Option 3

Benchmark based

ITR

Information is
easily accessible
Satisfies the need
of hard currency
inflow

Could be based on
a group of regional
or comparable
countries

Could not
necessarily address
unique Nigerian
market issues

No underlying
economic
rationale, only a
comparison to
similar but still
different countries

Option 4

Economically
Efficient ITR

Economically
efficient ITRs (set
at cost base levels)
would maximise
economic benefit
Less vulnerable to
bypass

No incentives for
grey market
Lesser elasticity
effect

Requires
quantification of
the costs of the
international links
Potential decrease
of unit revenue
from current levels

Option 5
Economically efficient
ITR as floor and
operator negotiation

 If set slightly above
costs based on
operators’
negotiation, balances
the need to receive
hard currency
inflows and also
maintaining cost
effective rates

» Developing complex
cost models is time
consuming and
requires qualified
resources

 Setting weightings
between the two
objectives will be
subjective

Nigerian Communications Commission (NCC)
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6 Recommendations

|
Recommendations
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6 Recommendations

Findings suggest that post intervention ITR is lower
than countries comparable to Nigeria

ITR benchmarking

Hypotheses

Nigeria’s ITR post intervention is below that
of countries with similar characteristics to
Nigeria

Nigeria’s ITR post intervention is below that
of countries with which it makes and receives
the most calls

Following the October 2016 ITR increase,
Nigeria’s ITR is above that of international
best practice regulation countries

Findings

Nigeria’s ITR was below average for countries (in Africa) with similar GDP,
population, number of operators and technological readiness!. Following the
October 2006 intervention the ITR is still below average for these countries

Nigeria’s ITR was below average for countries which with it made or received
the most international calls. After the October 2016 intervention the ITR come
in line with the average for these countries

Nigeria’s ITR was slightly higher than that of countries with international best
practice regulation. After the October 2016 ITR increase these difference
become significant

ITR impact

)
s
£
7))
7))
Q
)]
)]
«®

In markets where the ITR is not regulated, it
will tend to converge to the MTR

Prior to October 2016, Nigerian operators
suffered from the low ITR levels compared to
other international operators

Developing countries with volatile currencies
tend to regulate the ITRs to prevent
imbalance of payments with international
operators

The setting of the ITR in October 2016 has
potentially led to an increase in grey traffic

In international EU markets, where the ITR was not regulated, the ITR did not
converge to MTR overtime and was above the MTR during the period analysed

Following the ITR increase in October 2016, Nigeria experienced a net cash
inflow of international call receipts, driven by high net cash inflows from the
US and European countries

A number of developing countries with low MTRs, which suffer from currency
fluctuations, regulate the ITR to avoid its convergence to the MTR and
therefore an imbalance of payments with international operators

The fall in international call volumes since the ITR was set above the MTR in
October 2016 could be related to a potential increase in grey traffic activity

! As defined by the Global Competitive Report 2015

Nigerian Communications Commission (NCC)  Strictly private and confidential February 2018
PwC 31



6 Recommendations

The recommended action for NCC is to set a cost based
floor and leave room for negotiation between operators

zas : - =] :
Economic Efficiency )—4 Displacement

Operators’ need to maintain Growing consumer switch to
cost-based operational digital IP based technologies
efficiency, which could be as a way of communication as
understood as MTR plus the a result of growing retail

cost of the international leg/sub costs

sea cable.

Equity Need for hard
considerations currency inflows

Operators’ need to address A need for strongg, stable
their company’s finance ability currency inflows into the
and stability in the long term Nigerian economy

@ Operator revenue Grey Market
Operators’ need to maximise Growth in illegal operators’
their revenue activities due to high ITR.

Sources: NCC

We recommend the NCC to set an ITR floor at an
economically efficient level based on costs
(including the costs of international
transmission) and still leave room for operators
to negotiate with international carriers the total
compensation for the international termination:

e This would enable Nigerian operators to
maximise their revenue, and their customers’
marginal utility rate

» This would also enable NCC to minimise grey
market, as it would remove cost-driven
incentive for the activity

» The approach rationale is to ensure Nigerian
operators are compensated for international
transmission and enable them to strike the
right balance between higher revenue per
minute and higher risk of grey traffic (illegal
bypass)
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7 Appendix — Benchmark approach

l Appendix — Benchmark approach
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7 Appendix — Benchmark approach

|
How we collected the data and made adjustments

o Objectives Summary Output
Our goal: to benchmark Nigeria’s International Termination Rate (ITR),

which is the regulated international wholesale cost for an operator International

e e . . . Country of
originating an international call. destination wholesale cost
(USD/min)
Algeria 0.30
Ghana 0.21
Tanzania 0.31
Approach
e pp oac Kenya 0.11
Difficulties in sourcing data: However, in many countries, international Uganda 0.25
wholesale costs are not regulated so no published International Termination Congo (DRC) 0.46
Rate exists. Zambia 0.14
Egypt 0.09
Moreover, commercially negotiated international wholesale costs often vary glg‘?r 0-27
across originating operators, terminating operators and countries, and Tenm 2’1Z
. o e . . . . . 0go0 .
individual data points are sometimes commercially confidential. S k
Cameroon 0.28
. . . Cote d’Ivoire 0.24
Solution: Therefore, we have used international wholesale cost data from Sudan o1
TeleGeography for ’Fhis ?lnalysis, which averages out costs across originating Guinea 0.33
operators and terminating operators, providing a single data point per

destination country in a common currency (USD at market exchange rates). Sources: TeleGeography
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7 Appendix — Benchmark approach

Our methodology for selecting which countries to

benchmark

Dovecves

Our objective: select the country sample is to find the operators which give
the most objective test of Nigeria’s performance. Due to the operational and
country characteristics of Nigeria, and lack of detailed data, is it not possible
or sensible to compare and adjust a small set of comparable countries.

B proaen

Difficulties in comparing countries: Unfortunately, there are few
counties which exhibit similar characteristics to Nigeria and for which data
required for a benchmarking study are publicly available. For example, most
European fixed operators are required to produce extremely detailed
financial and regulatory accounts, but are so much larger than Nigeria that
comparisons are likely to be invalid.

Solution: Therefore, we have designed 4 bespoke sets of 5 countries with
which to benchmark Nigeria’s ITRs, which include African comparators as
well as developed EU countries. The countries we have chosen, together with
our rationale for selecting them, are shown on the next page

Summary Output

Similarity to

Nigeria score

Algeria 4.50
Ghana 4.50
Tanzania 4.50
Morocco 4.25
Kenya 4.50
Uganda 4.50
Congo (DRC) 4.33
Zambia 4.25
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7 Appendix — Benchmark approach

Definitions: African countries similar to Nigeria

Metric Source Definition

: : EGDP is the sum of gross value added by all resident producers in the economy
GDP : 2015 : World Bank ‘plus any product taxes and minus any subsidies not included in the value of the:
: : products. Data are in current U.S. dollars :

.................................................................................................................................................................................

: : éTotaI population is based on the de facto definition of population, which counts
Population : 2015 : World Bank -all residents regardless of legal status or citizenship. The values shown are
: : ‘midyear estimates

.................................................................................................................................................................................

‘This metric ranks countries based on the below criteria;
' Availability of latest technologies

: » Firm-level technology absorption

Technological : 2015 ‘World Economic Forum — FDI and technology transfer
Readiness : :Global Competitive Index: Internet users
: : » Fixed-broadband Internet subscriptions

 Internet bandwidth
'» Mobile-broadband subscriptions
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7 Appendix — Benchmark approach

Country Selection: African countries similar to Nigeria

Global Competitive

Population Actuals Number of Index:
Country CRIP (D) : (2015) Operators (2017)  Technological AVEIEE SEeiE
readiness (2015)

Nigeria . 481,066,152,870 : 182,201,962 8 3.03 -
............ N |gena166838617797396665193263450
............ Ghana37543361204274098939324450
Tanzama45628247290 ....... o 53470420 ......... o s o RSREE ............ o
........... Morocco100593283697343775113362425
............ Kenya 63398041540460503023330 e
T Uganda27529249701 ................. 39032383 ........................ R R g T 450
........ Congo(DRC)35237742278772668146nodata433
........... Zambla21154394546162117674300425

Key
ZWhalesale|international Rates/available romTGIT:
........... Data notavailable from 76~~~
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7 Appendix — Benchmark approach

Definitions: More economically developed countries

Metric Source Definition

: : EGDP is the sum of gross value added by all resident producers in the economy
GDP : 2015 : World Bank ‘plus any product taxes and minus any subsidies not included in the value of the:
: : products. Data are in current U.S. dollars :

.................................................................................................................................................................................

: : éTotaI population is based on the de facto definition of population, which counts
Population : 2015 : World Bank -all residents regardless of legal status or citizenship. The values shown are
: : ‘midyear estimates

.................................................................................................................................................................................

‘This metric ranks countries based on the below criteria;
' Availability of latest technologies

: » Firm-level technology absorption

Technological : 2015 ‘World Economic Forum — FDI and technology transfer
Readiness : :Global Competitive Index: Internet users
: : » Fixed-broadband Internet subscriptions

 Internet bandwidth
'» Mobile-broadband subscriptions
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7 Appendix — Benchmark approach

Country Selection: More economically developed
countries

Global Competitive

Population Actuals Number of Index:
Country CRIP (D) : (2015) Operators (2017)  Technological AVEIEE SEeiE
readiness (2015)
Nigeria : 481,066,152,870 182,201,962 8 3.03 :
............ POIand477066454437379994944478425
....... CZeChRepUth185156359571105512194543400
........... SRR 177954489852198323894463400
......... Netherlands750283908173169365204610375
........... s 49562369730597988715624 IR
... UnltedKlngdom285800308796665138232 ............... R S A 300
........... - é.r.rﬁ;n.;................5.1.3.63.,.446.152.2.'.6(%5...............éi'.‘iié.,.l.‘l.s....................é...........................6..0.1..........................2..7.5;).............
T s .1.8‘-,;).3;(.5,.(;4.1.8.,(.)66,.().66.m ............ é'z'i,'ziié',é'z'dum .............. P A T
R ; 9.4.1:51.-3.1..,.3.1.5.),.1.%.5 ................... ; 6,'ééé','7'3'2' ................... S SRR L R S
Key
i sleelle Emeiiins] Rellss sl 2l 10 g
........... Data notavailable fom TG
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7 Appendix — Benchmark approach

Definitions: High call volume to/from Nigeria

Metric Source Definition

: : EGDP is the sum of gross value added by all resident producers in the economy
GDP : 2015 : World Bank ‘plus any product taxes and minus any subsidies not included in the value of the:
: : products. Data are in current U.S. dollars :

.................................................................................................................................................................................

: : éTotaI population is based on the de facto definition of population, which counts
Population : 2015 : World Bank -all residents regardless of legal status or citizenship. The values shown are
: : ‘midyear estimates

.................................................................................................................................................................................

‘This metric ranks countries based on the below criteria;
' Availability of latest technologies

: » Firm-level technology absorption

Technological : 2015 ‘World Economic Forum — FDI and technology transfer
Readiness : :Global Competitive Index: Internet users
: : » Fixed-broadband Internet subscriptions

 Internet bandwidth
'» Mobile-broadband subscriptions
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7 Appendix — Benchmark approach

Country Selection: High call volume to/from Nigeria

Global Competitive

Population Actuals Number of Index:
Country CRIP (D) : (2015) Operators (2017)  Technological AVEIEE SEeiE
readiness (2015)

Nigeria : 481,066,152,870 182,201,962 : 8 : 3.03 :
I Egypt ...... B B Rt S : 75
I é'o'dt'r;'A'f'r'iéA“”m'Em"”1-4,'5;7”1',5;1'5,;3'5;%'mm_”mmsiéééééb ......................... 4456 ............ ............ : 25
............ e P
............. Indla20953983490961311050527122733
............ N T s L e S

Key

. Wholesale International Rates available from TG
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7 Appendix — Benchmark approach

Definitions: Similar countries to Nigeria outside Africa

Metric Source Definition

: : EGDP is the sum of gross value added by all resident producers in the economy
GDP : 2015 : World Bank ‘plus any product taxes and minus any subsidies not included in the value of the:
: : products. Data are in current U.S. dollars :

.................................................................................................................................................................................

: : éTotaI population is based on the de facto definition of population, which counts
Population : 2015 : World Bank -all residents regardless of legal status or citizenship. The values shown are
: : ‘midyear estimates

.................................................................................................................................................................................

‘This metric ranks countries based on the below criteria;
' Availability of latest technologies

: » Firm-level technology absorption

Technological : 2015 ‘World Economic Forum — FDI and technology transfer
Readiness : :Global Competitive Index: Internet users
: : » Fixed-broadband Internet subscriptions

 Internet bandwidth
'» Mobile-broadband subscriptions
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7 Appendix — Benchmark approach

Country Selection: Similar countries to Nigeria outside
Africa

Global Competitive

Population Actuals Number of Index:
Country CRIP (D) : (2015) Operators (2017)  Technological AVEIEE SEeiE
readiness (2015)
Nigeria : 481,066,152,870 182,201,962 8 3.03 :
........... Paklstan2710498866731889248748288500
[ i ; 9359937909591703800 .................... 5332 ............ ............ 500
............. S 189111139010313766704340475
.......... Argemma583168571071434167554386450
o T 29208015563348228704 ................... S SRR E R SRS
[ Indones|3861933968740 ............ 257563815 ............... 7349 ............. ; 50
.......... s
........... Thalland395168025882679593596424450
............. Irannodata791092726317500
............. ir.e;é....................1.5626‘.55,;5.37.;465..................éé'.‘iéé.,éé.s.....................é..........................r.u.).(.j;a.t;..........-............é.o.(.).............
......... BangladeSh1950786658281609956428262475
.......... - zbeklstan66732736498312995005nodata467
.......... Venezuelanodata311080833314467
Key

i sleelle Emeiiins] Rellss sl 2l 10 g

........... Data notavailable fom TG
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This document has been prepared only for Nigerian Communications Commission and solely for the purpose and on the terms
agreed with Nigerian Communications Commission. We accept no liability (including for negligence) to anyone else in connection
with this document, and it may not be provided to anyone else.

© 2018 PwC. All rights reserved. PwC refers to the PwC network and/or one or more of its member firms, each of which is a
separate legal entity. Please see http://www.pwc.com/structure for further details.
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