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Comments on “The Ideal Method for Calculating
Interconnection Charges in and after FY 2005”

August27, 2004

Introduction

The European Business Community (EBC) and the American Chamber of Commerce in
Japan (ACCJ) are grateful for the opportunity to submit public comments on the draft report
of Information and Communications Council on the “The Ideal Method for Calculating
Interconnection Charges in and after FY2005".

The EBC and ACCJ believe that ensuring that new entrants get fair access to the
incumbents’ network is one of the most important elements of a competitive
telecommunications market. This is a commitment stated in the WTO Basic Telecom
Agreement, of which Japan is a member. From this point of view, the EBC and ACCJ
would like to comment on 1) interconnection charge estimates, 2) NTS costs, 3) the
disparity in interconnection charges between NTT East and West, and 4) forward-looking
settlement.

Detailed Comments

1) Interconnection charge estimates

The draft report estimates that the level of interconnection charge at which providers will
either withdraw from local call service market or be forced to increase local call charges to
be 5.2yen~6.0yen (GC rate, 3Min). To the extent that this estimate is used for the
discussion of the interconnection charge calculation, we do not agree with this figure. Even
at the current interconnection charge level (4.37 yen), local call services are being operated
ataloss. Furthermore, international benchmarking shows that the level of interconnection
charges in Japan are approximately twice that of other advanced countries — data tabled at
the Information and Communications Council shows 3 minute GC interconnection charges
in April 2004 of 1.20 yen in the US; 1.87 yen in the UK; 2.29 yen in Germany; and 2.55 yen
in France.*

2) NTS costs

® Please note that in addition this submission, EBC and ACCJ members may be making
separate submissions of their own.

* Based on weekday day-time charges at Verizon (New York), British Telecom, France
Telecom and Deutsche Telekom and exchange rates of 1 US dollar=108.90 yen; 1 British
Pound = 185.71 yen; and 1 Euro = 129.45 yen.



We fully support the draft report’'s recommendation that all Non-Traffic Sensitive (NTS)
costs should be excluded from interconnection charges because this recommendation
follows the principles of cost causation and orientation as affirmed by the WTO (see, the
panel report on “Mexico — Measures Affecting Telecommunications Services” (June 1,
2004)).

However, we also believe that NTS costs should be excluded from interconnection charges
as soon as practicably possible. We are disappointed with the draft report’s
recommendation that NTS costs be excluded gradually over a 4 to 5 year period. We
cannot find any well-grounded reason for keeping NTS costs in the interconnection charge
for such a long period. As mentioned before, including NTS costs in interconnection cost
violates the principle of cost-orientation.

3) Disparity in interconnection charge between NTT East and West

The draft report recommends the setting of a single averaged interconnection charge
applicable to NTT East and NTT West, as the new model results in a disparity of about
20% in the GC rates between NTT East and NTT West. The EBC and ACCJ do not agree
with this recommendation. There is no reasonable explanation why a 20% gap cannot be
allowed, nor how large a disparity would be acceptable. From the outset we believe 20%
gap could be reduced by reviewing model and/or input data, etc.

Based on the principle of cost causation and orientation, the EBC and ACCJ believe costs
should be allocated where they originate. Therefore we believe interconnection costs for
NTT East and NTT West should be separated, and not averaged as recommended in the
draft report. As NTT East and NTT West are separate and independent entities, we believe
separate interconnection charges should be determined based on the separate cost
structures of each entity.

4) Forward-looking settlement

The EBC and ACCJ agree with the draft report’s recommendation to move from the current
retroactive settlement method to a forward-looking methodology that allows carriers to
know in advance and with certainty how much they will be paying in interconnection
charges.

The EBC and ACCJ welcomes the MPHPT’s proposal to use actual traffic volume to
calculate interconnection charges and recommends that the data used in this calculation be
updated and independently verified on a quarterly basis.

Lastly, the EBC and ACCJ is thinking that there are remaining some factors for
improvement in the LRIC model considering asset life of transmission facilities and/or
NTT’s coefficient of efficiency. The EBC and ACCJ hope MPHPT to have further
discussions as to these factors under transparency process, and to keep the model would
always be improved and the newest one.



