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Response to the Commission’s questionnaire on costing 

methodologies for key wholesale access prices in electronic 

communications 

 

ECTA appreciates the opportunity to respond to the Commission’s consultation on cost 

methodologies for wholesale access prices. Whilst technical in nature, we believe that selecting the 

right approach on charging methods will be crucial in delivering the Commission’s digital agenda 

broadband objectives, because wholesale charges affect the commercial decisions that drive 

investment (or disinvestment), competition, and retail pricing across the sector.  

We are broadly supportive of the aims in the Commission’s consultation paper and many of the 

specific proposals as to how to achieve these. The key points we wish to emphasise in this 

submission are as follows:  

Rationale 

We understand that a key motivation for the Commission in this consultation exercise is to set prices 

for copper and fibre-based services in a way which “promotes efficient investment in new and 

enhanced infrastructures”. This is indeed an important and relevant challenge during the transition 

to NGA. It should however not be forgotten that the primary objectives for national regulators in the 

EU Telecoms Framework are to promote competition and consumer welfare.  Regulation must also 

be non-discriminatory amongst operators. This last point is important when considering 

“competitive neutrality” and the avoidance of subsidies which favour the dominant firm.  When 

considering which are the most appropriate cost methodologies and approaches to pricing, all these 

factors should be considered. 

Scope 
 
The Recommendation should cover all regulated wholesale fixed access so that this is treated in a 
consistent way. WLR should therefore be included within the scope. As customers migrate to fibre, a 
fibre-based WLR equivalent may be needed. This should also be coherently treated within the 
Framework of these rules. We agree that leased lines fall naturally within the scope of the planned 
Recommendation. 
 
Incentivising open fibre 
 
It is important for the Commission to be clear in the Recommendation that its intention is to 
incentivise investment in open and unbundleable (preferably point to point) fibre (FTTH) 
infrastructure, on which access is offered in accordance with the Commission’s Recommendations 
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on next generation access and its planned Recommendation on non-discrimination. Figures suggest 
that Europe is falling behind other regions such as Asia on FTTH deployment (deployment of fibre is 
already widespread in Japan and South Korea, whilst government plans in Australia will lead to 
extensive roll-out). Unless we focus on fibre, Europe risks missing the digital agenda targets and a 
widening technology gap with other regions.  
 

 
 
Equally, it would not be appropriate through this exercise to incentivise the maintenance of 
historic networks which are hampering fibre roll-out in Europe. As long as copper and vDSL 
networks remain in place, the business case for parallel FTTH is extremely weak, as shown in 
quantitative assessments carried out by WIK for their April 2011 study “Wholesale pricing, NGA take-
up and competition”1. Dominant firms are already engaging in incremental upgrades to copper 
networks and have sufficient incentives to do so without further adjustments to the regulatory 
framework. Their motivation is partly to keep pace with cable and undermine more intense 
competition that comes from unbundling. In many countries, access rules for vDSL have also not 
been fully put in place, enabling incumbents to leverage their dominant position for retail 
advantage.  
 
Replicability and cost methodologies 
 
We agree with the Commission’s proposal that replicable and non-replicable assets should be 
treated differently from a costing perspective. Replicable should be defined on the basis of whether 
duplication is economically feasible and whether, if feasible, replication is likely in the medium term 
given the actual market shares of competitors in the market. Market share data since liberalisation 
suggests that the fixed access network continues to display features of a non-replicable asset with 
incumbents retaining around 80% of fixed access lines – the remainder largely represents cable. 
 

                                                           
1
 http://www.ectaportal.com/en/REPORTS/WIK-Studies/WIK-Study-Apr-2011/ 
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Looking towards fibre, bottom-up cost assessments by Analysys Mason for national regulators in 
Belgium, Netherlands and Ireland, and the WIK 2008 study on “Economics of NGA”2 show that the 
bottleneck nature of the access network is neutral as regards material and that it is not economically 
viable to duplicate fibre access networks to any significant degree. When an asset is not replicable, 
there is no justification to set prices so as to send “buy build” signals. Other considerations such as 
avoiding over-compensation and protecting consumers may take a greater role in this context. A 
further question as regards non-replicable assets is whether the asset is an enduring modern asset 
or not. If an asset is enduring such as ducts, regulation should avoid over-recovery and support the 
efficient maintenance and renewal of the assets going forward. If the asset is legacy such as copper, 
regulation should both avoid over-recovery on the legacy asset and support the efficient 
replacement of this asset with a modern version (ie fibre) which is open to competition so that the 
customer-base can be migrated. 

 

 Ducts are non-replicable assets which are enduring. The most important aspects in this 
context are to (i) reflect real costs and avoid compensation for assets which have been 
fully depreciated and (ii) to ensure that efficient ongoing maintenance and renewal costs 
are met. Different mechanisms can be used to achieve these goals. IRA cost methods are 
relatively straightforward to apply and could be used providing the regulatory asset value 
(RAV or RCV in the water industry) takes appropriate account of the state of depreciation 
of the assets (ie book value should be preferred over any method that approximates to 
current costs). The values could also be modelled through top-down HCA, if account is taken 
of depreciation. If there are concerns about the availability of reliable and transparent data 
from the dominant firm, duct costing can alternatively be handled within a LRIC model by 
making an assumption as to the proportion of ducts that have been fully depreciated and 
applying SRIC to this proportion. This approach is called the “brownfield” approach in the 
WIK April 2011 study. When a LRIC/SRIC blend is used the depreciation lifetime should 
reflect the actual lifetime of the ducts. Figure 5-4 in the WIK April 2011 report suggests that 
the lifetime should be set beyond 35 years. The WACC should be set at a level 
commensurate with the “utility” status of these assets.  The cost treatment for ducts should 
be consistent regardless of whether the ducts are used for copper or fibre. This ensures 
that the same investment decision-relevant costs are used for competitors as for the 
incumbent internally. 
 

                                                           
2
 http://www.ectaportal.com/en/REPORTS/WIK-Studies/WIK-NGA-Study-2008/ 
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 As regards copper pricing, the main components of unbundled loops are not replicable and – 
in the case of copper – the material will not be renewed in its current form. Setting charges 
above the actual cost will serve not deliver any positive outcome, but could undermine 
incentives for incumbents to invest in fibre, raise prices and limit the potential for 
competition. There is no economic justification for consumers and competitors paying 
towards excess profits for dominant firms. On this basis, we favour HCA for copper if 
adequate records are available from the dominant firm and if fully depreciated assets are 
excluded from the cost-based. Depreciation for non-depreciated assets should be straight 
line and the WACC set at a level commensurate with the “utility” status of these assets. If 
records are not available, an alternative approach could be to use SRIC+ to approximate 
this value.   
 

 As regards fibre (FTTH) pricing 
3, fibre access networks are unlikely to be replicable. 

However, as these are new assets, forward-looking methods will inevitably need to be 
applied. We favour CCA LRIC as this method allows the regulator to make an assessment 
which is independent of the projections of the dominant firm. DCF based on the dominant 
firm’s project plan could also be used, if a BU-LRIC cross-check is made to ensure that such 
plans are accurate and efficient. The treatment of ducts as components within the fibre cost 
should be the same as for ducts used for other purposes such as copper. If new ducts need 
to be built to support fibre networks, this can be reflected within the IRA method (by 
increasing the asset base) or brownfield (LRIC/SRIC combination) method put forward by 
WIK. 

 
A decision-tree for the selection of the correct pricing methodology is shown below: 
 

 
 
 
In its April 2011 study on wholesale pricing, NGA take-up and competition, WIK has estimated that 
costing methods would result in the following approximate variations in price. 

                                                           
3
 In the case of fibre deployments by the copper SMP operator 
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Bottom-up cost methodologies may be used for CCA LRIC assessments and for mechanisms in which 
CCA LRIC and SRIC are combined to create a brownfield assessment eg in the case of ducts.  
 
IRA and HCA assessments typically call for top-down modelling. A LRIC model could nonetheless 
incorporate values of elements calculated through these methods eg the cost of ducts valued on an 
IRA basis in the context of the CCA LRIC fibre access charge.  
 
 
Incentive pricing 
 
With the aim of promoting efficient investment in FTTH and encouraging customer migration from 
copper to fibre, the Commission has proposed that copper charges could be set on a different basis 
(the Commission suggests either fibre as MEA or average of copper and fibre) if a credible 
commitment is made to invest in fibre.  The concept of “incentive pricing” is an interesting idea, but 
raises a number of important challenges concerning implementation. Moreover, not all of the 
available options for incentivise pricing would meet competitive and consumer welfare objectives. It 
is also important that any such mechanism is legally robust particularly in cases where national 
legislation may refer to the need to recover costs. 
 
If, these provisos notwithstanding, incentive pricing is followed in order to minimise the price cap 
between copper and fibre to foster migration, a number of steps should be followed: 
 
The regulator should make clear what the default option is in case of no commitment. We would 
suggest for this purpose the model originally advocated by WIK in its April 2011 study. This would 
involve setting copper and fibre prices independently on the basis of actual cost for copper (HCA or 
SRIC+ as described above) and LRIC cost for fibre, with a glide path for copper price reductions but 
allowing rapid switch-off of copper if open fibre is built. The only potential problem with this 
otherwise straightforward approach is that if the incumbent delays investing until the end of the 
glide path, a rate shock could result as customers are migrated. In practice, an incumbent may be 
incentivised not to wait, but invest early so as to avoid this rate shock. Before applying any special 
incentive mechanism, NRAs should be encouraged to assess whether the in-built incentives of this 
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approach could result in fibre being built out before the glide path is fully complete, thereby 
obviating the need for more complex mechanisms. 

 The incentive mechanism should be available only for open FTTH networks, which are  
unbundleable. This is also important when considering the practicality of mechanisms like 
price averaging between copper and fibre. 
 

 The mechanism used must be competitively neutral. Any payment to the dominant firm in 
excess of the real cost of copper constitutes a “subsidy” to that firm that is paid for by others 
(wholesale and retail customers) but is not available to others. This distorts investment 
between operators in that the incumbent could take advantage of the subsidy to invest in 
fibre whilst others lack access to these cashflows to enable them to do so. It also distorts 
competition because the incumbent could use these additional cashflows to fund 
penetration pricing or margin squeeze practices when others do not have the potential to do 
so.  The subsidy problem is illustrated in the diagram below. 
 

 
 
 

 The NRA should define what is meant by a “credible” commitment and the appropriate 
period for such commitment. Commitment should involve roll-out to a given number of 
homes/premises within a relatively short period – preferably 12 months. Within a price 
control lasting several years, checks should be made at intervals representing the 
commitment period to assess whether the commitment has been met and the charging 
method can therefore be maintained. 
 

 In order to present a credible threat, the regulator should not have to rely on multiple 
changes in cost methodology, but be able to revert immediately and automatically to prices 
that have already been previously calculated if commitments are not met – for example 
copper prices could immediately fall to values representing the true cost, or to pre-
determined steps on a glide path, if fibre roll-out does not proceed to plan. Reverting to true 
cost is preferred as steps on a glide path would have the negative effect that it would still 
allow a subsidy and therefore could be seen as a less serious threat. There must also be a 
claw-back mechanism in which any gains made by the dominant firm are returned, 
potentially with an additional penalty to ensure that gains from failing to commit do not 
exceed those from executing on the commitment. 
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We have considered the various options for incentive pricing proposed by the Commission and 
believe that there are only two ways in which incentive pricing could be achieved whilst preserving 
competitive neutrality. The appropriateness of each depends on national circumstances. 

 

1. Averaging copper and fibre prices between the real cost of copper (HCA or SRIC+) 
and LRIC of fibre (option 2 in the diagram below). This is competitively neutral in 
that subsidies paid for excess copper prices are returned through lower fibre prices. 
It has positive benefits from a consumer welfare perspective because prices would 
initially start reasonably low (likely below the current price for copper) thereby 
driving broadband penetration during this period of economic crisis and would climb 
steadily as more fibre was rolled out. Consumers would have time to experience the 
benefits of fibre as prices rise and would migrate easily as there would not be any 
price difference between copper and fibre-based services. The one drawback of this 
approach is that it assumes that the copper and fibre lines are controlled by a single 
entity. Others wishing to invest in fibre independently would lack access to the 
subsidies from copper. This option is therefore appropriate in circumstances where 
the incumbent is likely to be the primary investor in fibre or in circumstances 
where co-investment is a realistic option. Where co-investment is relevant, the 
availability of this type of flexible cross-subsidy between copper and fibre, could be 
made conditional on the establishment of a co-investment vehicle. 
 

2. A fibre fund (option 4 in the diagram below), whereby the difference between the 
copper price (eg today’s price) and the real cost of copper is ringfenced and put 
into a fund which is made accessible to all potential investors in fibre (ie any 
implicit subsidies for the incumbent that exist today, would be made explicit and 
available to others). This mechanism would not be suitable in circumstances where 
the incumbent or a co-investment vehicle is likely to be the primary fibre investor 
and therefore would remain the only beneficiary of this regime, but only where 
several independent investors are expected to operate. In this case, the Commission 
pricing Recommendation should advocate for a strict HCA (or SRIC+) tariff on copper 
as a first step leaving the creation of the fund to the national authorities as an 
explicit mechanism to finance the roll-out of open fibre. This solution is therefore 
effective to apply  option 3 in the table below without glide path but with its own 
separate solution to remedy to the potential migration issue from copper to fibre. 

 
A summary of our assessment of the effect of different options on fibre investment, consumer 
welfare and competitive neutrality is shown below. 
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 We do not see any circumstances in which it could be justified to artificially keep copper prices 
above actual cost whilst not returning that money in a form that could benefit those paying the 
subsidy. The option of using fibre as the MEA for copper (option 1 in the above) would suffer from 
this effect. 
 

A retail minus option should be available 

When markets are not effectively competitive, it is important to understand the baseline cost values 

that would normally form decisions about pricing. However, equally when new technologies are 

being rolled out and old technologies are being phased out, errors could occur in the cost 

calculations, and pricing may not always respond to the cost standards used for regulatory purposes. 

For example, an incumbent might price copper down to the level of SRIC if needed to differentiate 

itself from higher quality cable offers. On fibre, “penetration pricing” strategies are likely to be used. 

A retail minus option should be available for both copper and fibre in cases where the “margin 

squeeze”-free price is below the price initially calculated by the regulator. This should give added 

flexibility to the dominant firm if it chooses to base its retail pricing on different standards. 

If these strategies are followed, will it result in more fibre? 

A key question that may be raised by some stakeholders is whether pricing strategies such as 

lowering copper charges will ultimately affect the roll-out of FTTH or not. The commercial 

considerations would seem to suggest that they can and should (see WIK Wholesale pricing etc April 

2011). Decisions to invest or not invest are based on potential returns, and high returns for copper 

are unlikely to provide a commercial reason to invest, if fibre investments are not necessary for 

other reasons eg due to a genuine competitive threat.  

It could be instructive to examine whether countries with lower copper charges have in practice 

achieved more roll-out. An interesting example is Austria, where copper charges were reduced 

significantly from €9.33 per month in 2008 to €5.87 in 2011 due to a change in methodology from 

CCA-LRIC to retail minus. During this period FTTH deployment did not grow by any significant degree. 

However, vDSL deployment accelerated rapidly. vDSL is not price-regulated in the Austrian market 
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and therefore it could be inferred that TA was able to “escape” the effects of low copper charges by 

investing in incremental technologies rather than in open FTTH. 

Austria 2007 2008 2009 2010 2011 

LLU charge €10.70 €9.33 €6.35 €5.87 €5.87 

vDSL lines n/a n/a 10,000 3,200,000 3,600,000 

(June) 

FTTH lines 24,500 41,000 60,000 127,500 149,500 

(June) 

  

Source: European Commission Implementation report/FTTH Council/IDATE 

Conversely, in Italy, where copper charges were allowed to increase from €7.64 per month in 2008 

to €9.02 in 2011, these price increases were not accompanied by any material investment in either 

vDSL or FTTH. 

It should also be recognised that copper charges are a key factor, but not the only factor in 

determining whether the conditions for fibre investment are right. Other factors include the 

existence or otherwise of a mechanism that allows rapid switch-off if fibre is built – no such 

mechanism has yet been put in place in Europe. We also expect that the Commission’s “incentive 

pricing” proposals, if properly implemented, could provide a further positive impetus for investment 

in open FTTH. 

 

Further detailed answers to each question are provided in the Annex below. 
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Annex: responses  to the questionnaire 

 
 
We broadly agree with the problems identified by the Commission and believe that the 

questionnaire correctly highlights issues concerning the rationale behind price setting and the need 

to ensure that cost methodologies properly incentivise investment in modern open networks.  Our 

detailed reactions to each question follows. 

 

Question 1: Would you agree with the proposed problem definition? 

ECTA strongly agrees with the problem as described by the Commission. Further supporting 

evidence can be provided as follows: 

Enduring bottlenecks remain in the fixed access network: Despite pricing regimes for access which 

have tended in the past towards “replacement” cost, and despite progress on the ladder of 

investment by competitors from resale and bitstream towards local loop unbundling, duplication of 

the “last mile” of the network, either with copper or modern fibre has been extremely limited with 

incumbents maintaining 80% share of local access lines used for broadband on average (higher for 

lines used for telephony). Those parallel infrastructures which are present such as cable tend to exist 

for historic reasons, and even in the case of cable, there has been a history in many countries of 

significant write-downs on the access network and/or bankruptcy proceedings. It should also be 

borne in mind that at the beginning cable networks were built to provide cable TV and therefore did 

not compete at that time with telecom networks. Studies carried out for national regulators and by 

WIK (Economics of NGA 2008) have tended to confirm that extensive fibre duplication is not 

economically viable (would not be profitable for the operators concerned) and this is borne out by 

practical experience in countries such as Slovenia, where parallel operation of two fibre networks 

(by T2 and Telecom Slovenija) resulted in bankruptcy proceedings by one of the operators.  Given 

the economic realities, cost-based price regulation of fixed access – both for copper and fibre - will 

continue to be an important requirement to enable competition and protect consumer interests. 

National regulatory authorities are applying divergent approaches:  Whilst reports from BEREC 

(Regulatory Accounting in practice4) suggest that approaches to applying costing principles are 

converging, these reports do not check the details of how the rules are applied. For example, in the 

UK for the copper unbundling charge, assets installed prior to 1997 are treated in a different way 

from those installed later, making this effectively a “hybrid” model, with efficiency adjustments 

additionally applied.  In Sweden copper charges are calculated on the basis of a bottom-up model 

which assumes that fibre is the modern equivalent asset. In Spain, copper charges are calculated on 

the basis of a top-down FDC approach with CCA asset values, which does not adjust for efficiency, 

whilst in Germany and Italy, CCA BU-LRIC methods are used.  The different approaches can result in 

significant differences in resulting prices such as the 20% increase in charges for copper unbundling 

over the two years following the change of methodology in Italy from historic costs to CCA BU-LRIC. 

                                                           
4
 http://www.erg.eu.int/doc/berec/bor_11_34.pdf 
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Where inappropriate methods are used they could inflate charges hampering competition and 

consumer welfare.  

Access charges have a significant effect on both NGA investment and competition:  Investment 

decisions on NGA are based on commercial considerations – ie the goal of maximising shareholder 

value and profitability. In markets such as local access where competition is non-existent or limited 

(eg from cable only) it cannot be assumed that competitive pressure (ie the fear of losing customers 

to a rival) will be sufficient alone to stimulate the level of investment that would result from a fully 

competitive environment. Rather the dominant firm is able to act to a certain extent independently 

when making decisions on whether and when to invest. In this environment, excessive access 

charges for copper leading to high profitability for copper would tend to disincentivise investment in 

NGA, because real (rather than regulatory) returns on an NGA network could be lower than those 

achievable by not investing. This could lead to very limited investment in countries without any cable 

constraint. Where cable is present, a rational dominant firm would invest just enough to ensure that 

it remained on a level with cable offers (eg incremental FTTN/vDSL investments), but would not be 

incentivised to entirely replace the copper network with fibre even if FTTH was economically viable. 

Fair access charges are also essential to boost investment by competitors. In the majority of cases, 

the local access network is not replicable. Hence investment by competitors in core networks and 

services will not occur unless access is fairly priced so as to allow them a reasonable return. In turn, 

it is only in countries in which individual competitors have been able to gain significant scale through 

unbundling, that there has been any prospect of national or regional operators other than the 

incumbent investing or co-investing in fibre access lines. Those without sufficient scale would not 

have the retail market share or cashflows to make such investments viable. Intramodal competition 

via effective access should also boost the incumbent’s business case for investing in NGA. First of 

all, effective unbundling of copper has been shown to stimulate take-up of higher speeds on the 

copper network which is important platform from which demand for NGA speeds can materialise. 

Secondly, offering open access on an NGA platform should reduce demand risk for the dominant 

firm by diversifying the retail market and stimulating take-up of NGA-based services by that means. 

We agree with the Commission’s suggestion that, if regulators continue to rely on CCA to calculate 

charges for the copper network, and apply methods that assume that costs are strongly linked to 

volumes, this is likely to  lead to increasing charges for copper that are out of step with its true 

value in the market. If margin squeeze tests are not rigorously enforced, this practice can lead to 

margin squeeze affecting the entrant’s ability to compete with incumbent and cable providers. If 

margin squeeze tests are applied, the result can be excessive retail prices for copper which hold 

broadband prices at an artificially high level. Neither result is compatible with the outcomes that 

would be expected in a theoretical competitive market.  

Moreover, where CCA is applied this is likely to result in a surplus over historic values that, in the 

absence of effective competition, is unlikely to be reinvested in the network. 

We also agree that when reviewing the cost methodologies for both copper and NGA it is important 

to define these in a way which promotes efficient investment and innovation in new and enhanced 

infrastructures. Attention has so far been focused on ensuring fair risk-adjusted returns on fibre in 

order to support NGA investment. However, the effect that copper pricing has on NGA investment 

incentives must also now be considered. 
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Question 2: would the above proposed list of access products to be covered by the 

Recommendation be appropriate? Should WLR and/or other access products be part of this list? If 

yes, please specify them and explain briefly why. 

We agree with the Commission’s proposal that, in order to ensure consistency, the 

Recommendation should cover all wholesale access services covered by markets 4 and 5, and that it 

is also vital to include market 6 (terminating segments of leased lines) as boundaries become blurred 

between this market and the bitstream market. Pricing consistency between markets 5 and 6 is in 

any event important, because leased lines are typically constructed on the same underlying 

materials as bitstream products and it is vital that the pricing signals allow the market to freely 

choose the most effective and cost-efficient method for delivering services to businesses.  

We understand that the relevance of WLR may decrease as VoB becomes more prevalent. However, 

it remains important that consumers that do not have a broadband connection can continue to 

receive competitive offers. WLR is an important mechanism in allowing them to do so, and should be 

priced consistently with other fixed access products. It should therefore be included within the 

scope of the guidance. Once NGA networks are installed, it is likely that a capacity-constrained 

bitstream product for voice only customers will be needed in order to ensure that competition is 

maintained in telephony services for those not receiving bundles. The price of this product should 

also be calculated consistently with other products in market 5, and sould therefore be covered 

within the Recommendation. 

Question 3: Which is the most adequate cost model (LRIC, FDC, other) to calculate prices for 

regulated assets in markets 4, 5 and 6? 

The answer depends on the asset under consideration and its characteristics. Please see response to 

question 8. 

Question 4: Which is the most adequate modelling approach (top down, bottom up) and asset 

valuation method for regulated assets in the above markets? 

The answer depends on the asset under consideration and the valuation method recommended on 

this basis (see answer to question 8). Top down models have the advantage of greater linkage with 

actual costs incurred. Bottom up models, if properly constructed, can provide cost information about 

an idealised efficiently constructed and operated network. Where a top down assessment is used, 

the figures should be adjusted for efficiency and it can be useful to cross-check the results against a 

bottom-up analysis. In cases where no reliable data is available from the dominant firm, bottom-up 

approaches will inevitably be required. 

The appropriate asset valuation should depend on whether the asset in question is replicable or not 

and then in turn whether it is an enduring or legacy asset (see answer to question 8). A non-

replicable asset can refer to assets where replication is not economically feasible due to scale 

economies or where replication is unlikely to occur in practice in the medium term due to the 

market shares of players or to legacy assets which would not be reconstructed in their current form. 

Question 5: Would the use of BU-LRIC based on CCA lead to an increase in copper access prices 

due to the reduction in subscriber numbers and the valuation at current cost of (nearly) 

depreciated assets? 
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Yes.  The use of “forward looking” CCA BU-LRIC models should be limited to technologies which have 

future prospects and are likely to be replaced with similar technology after the end of their 

economic lifetime. In markets which are contracting due to migration to a more modern technology 

eg from copper to NGA and cable “forward-looking” methodologies are likely to give rise to perverse 

results which do not reflect the proper cost for the SMP operator . In addition to two factors 

mentioned (reduction in subscribers, failure to take account of depreciation), a further factor that 

could inflate the costs of copper access – regardless of depreciation levels or volumes – is the cost of 

the copper material today compared with actual costs when installed, and the cost of digging 

trenches today compared with those actually incurred. If duplication is not relevant or desirable, 

allowing “current” costs would tend to give rise to over-compensation and consumer welfare losses, 

without significant accompanying benefits. 

 

Question 6: What is your view on the argument that the use of a CCA BU-LRIC model for the 

copper network could unduly compensate the incumbent for legacy assets? 

We agree that CCA BU-LRIC will over-compensate incumbents for legacy assets. Two factors tend to 

lead to this overcompensation effect (i) higher costs today for ducts and copper compared with 

those actually incurred; and (ii) a presumption in the model that new assets must always be built 

rather existing depreciated assets reused. These factors tend to lead to copper charges which 

significantly exceed those that were actually incurred, resulting in over-recovery by dominant firms. 

History and financial statements of incumbent operators   show that excess cashflows resulting from 

charges being set above cost are not typically reinvested in the domestic network, but instead are 

often diverted towards shareholder dividends or investments in expansion abroad. Higher access 

charges have also not led in practice to significant network duplication by other players. In many 

cases, the network remains an economic bottleneck even with high prices, and where duplication 

might be viable, the reduced cashflows and limited market shares of entrants undermine their 

business case for investing in parallel lines. The result is that excessive charges on access tend to 

benefit the regulated firm (through increased profits, shareholder returns) at the expense of 

consumer welfare and competition.   

Question 7: Would you expect fibre networks to be built in a cost-efficient manner? In this regard, 

would you consider the use of a CCA BU-LRIC model for fibre as appropriate? 

Yes. We would largely expect fibre networks to be built in a cost-efficient manner, although 

dominant firms may have an incentive to design networks in a way which results in unbundled 

access not being provided in a cost-effective way eg due to network architectures which render 

physical unbundling difficult.  

Use of CCA BU-LRIC would be appropriate for fibre in this respect, although the model would need 

to be adjusted to take account of the reuse of ducts (a non-replicable asset) in order to minimise 

costs. 

DCF should in principle deliver equivalent results to CCA LRIC, but one concern with this method is 

that it relies on data from the incumbent operator and could therefore be unreliable. It would 

therefore be preferable to cross-check DCF against a bottom-up LRIC model.  



 

14 
 

Question 8: Would it be, in your view, appropriate to value assets differently depending on their 

replicability? Would the application of different valuation methods, depending on the replicability 

of the assets, be appropriate irrespective of the cost model used (eg LRIC or FDC)? 

Yes. It is appropriate to value assets differently depending on their replicability. This is because CCA 

valuations are designed to give appropriate “buy build” signals to an alternative operator that might 

replicate an asset. However, when an asset is not replicable – because it is not desirable to replicate 

it, or it is uneconomic due to scale economies - setting asset values at CCA will inflate the cost 

without generating benefits for consumers or competition. A further circumstance where CCA would 

not be send the appropriate incentive signals is where an asset is effectively obsolete such as copper 

and would not be replicated in its current form by an investor today. In this case, pricing rules need 

to provide an incentive for network renewal.  

 Ducts are non-replicable assets which are enduring. The most important aspects in this 
context are to (i) reflect real costs and avoid compensation for assets which have been 
fully depreciated and (ii) to ensure that efficient ongoing maintenance and renewal costs 
are met. Different mechanisms can be used to achieve these goals. IRA cost methods are 
relatively straightforward to apply and could be used providing the regulatory asset value 
(RAV or RCV in the water industry) takes appropriate account of the state of depreciation 
of the assets (ie book value should be preferred over any method that approximates to 
current costs). The values could also be modelled through top-down HCA, if account is taken 
of depreciation. If there are concerns about the availability of reliable and transparent data 
from the dominant firm, duct costing can alternatively be handled within a LRIC model by 
making an assumption as to the proportion of ducts that have been fully depreciated and 
applying SRIC to this proportion. This approach is called the “brownfield” approach in the 
WIK April 2011 study. When a LRIC/SRIC blend is used the depreciation lifetime should 
reflect the actual lifetime of the ducts. Figure 5-4 in the WIK April 2011 report suggests that 
the lifetime should be set beyond 35 years. The WACC should be set at a level 
commensurate with the “utility” status of these assets.  The cost treatment for ducts should 
be consistent regardless of whether the ducts are used for copper or fibre. This ensures 
that the same investment decision-relevant costs are used for competitors as for the 
incumbent internally. 
 

 As regards copper pricing, the main components of unbundled loops are not replicable and – 
in the case of copper – the material will not be renewed in its current form. Setting charges 
above the actual cost will serve not deliver any positive outcome, but could undermine 
incentives for incumbents to invest in fibre, raise prices and limit the potential for 
competition. There is no economic justification for consumers and competitors paying 
towards excess profits for dominant firms. On this basis, we favour HCA for copper if 
adequate records are available from the dominant firm. Depreciation should be straight 
line and the WACC set at a level commensurate with the “utility” status of these assets. If 
records are not available, an alternative approach could be to use SRIC+ to approximate 
this value.   
 

 As regards fibre (FTTH) pricing 
5, fibre access networks are unlikely to be replicable. 

However, as these are new assets, forward-looking methods will inevitably need to be 
applied. We favour CCA LRIC as this method allows the regulator to make an assessment 
which is independent of the projections of the dominant firm. DCF based on the dominant 

                                                           
5
 In the case of fibre deployments by the copper SMP operator 
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firm’s project plan could also be used, if a BU-LRIC cross-check is made to ensure that such 
plans are accurate and efficient. The treatment of ducts as components within the fibre cost 
should be the same as for ducts used for other purposes such as copper. If new ducts need 
to be built to support fibre networks, this can be reflected within the IRA method (by 
increasing the asset base) or brownfield (LRIC/SRIC combination) method put forward by 
WIK. 

 

A flow-chart is shown of this decision process in the summary. 

Bottom-up cost methodologies may be used for CCA LRIC assessments and for mechanisms in which 
CCA LRIC and SRIC are combined to create a brownfield assessment eg in the case of ducts.  
 
IRA and HCA assessments typically call for top-down modelling. A LRIC model could nonetheless 
incorporate values of elements calculated through these methods eg the cost of ducts valued on an 
IRA basis in the context of the CCA LRIC fibre access charge.  
 

Question 9: what could be an appropriate time horizon when considering the replicability of 

different assets? 

When determining whether assets can viably be duplicated by another operator, The first important 

question is not time related, but rather whether the asset class exhibits strong scale economies that 

mean that extensive replication would not be economically rational (in any timescale). With few 

exceptions, ducts and fixed telecoms access networks tend to exhibit features that make them 

bottleneck facilities [see studies by Analysys Mason and WIK referred to in the summary].  

After considering this theoretical question it is then appropriate to consider the practical question of 

whether duplication even if theoretically possible is likely within a foreseeable period given the 

actual market shares of competitors compared with the market shares they would require to 

profitably duplicate the asset in question. A reasonable horizon to examine in this latter context is 3 

years – which is typically the period over which market reviews are conducted. Treating assets as 

temporarily unreplicable in this case and thereby keeping costs low should facilitate the ladder of 

investment by helping entrants to gain scale until such time as they would have the necessary scale 

to potential replicate the asset in practice. 

If wireless technologies were to become a substitute for fixed networks this would constitute 

replicability. However, such substitution would be found at the stage of defining markets and would 

typically result in a no SMP finding. One can therefore assume that if SMP has been found in a fixed 

market with high scale economies, it can be treated as non-replicable from a pricing perspective. 

The potential for network “renewal” is different from “replicability” – for example, it might be 

economically feasible for copper to be replaced with fibre, but not for the copper or fibre to be 

duplicated. We address this issue, and how to gauge if an investment commitment is credible in the 

discussion on question 30. 

Normally, except in rural areas, network elements beyond the access network are in principle 

replicable. Nevertheless, one has to consider that replicability is not only determined through the 

construction/manufacturing cost of the asset in question but also of the cost of integrating this asset 
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with assets procured through (regulated) access requirements to allow production of the 

product/service in question. If integration costs with the incumbent assets are too high, an asset 

cannot be used though it is in theory replicable. 

Question 10: What would be, in your view, the appropriate method to value non replicable legacy 

assets: (i) HCA (either LRIC or FDC), (ii) infrastructure renewal accounting (IRA) or (iii) other 

methods 

The appropriate method will be mostly HCA, as most NRAs are familiar with the technique and it 

delivers workable results under the right assumptions. However, the HCA method used should 

ensure that there is no compensation for assets which have been fully depreciated. If reliable data is 

not available, an alternative (and perhaps more economically appropriate) method for copper would 

be to apply a mark-up on the SRIC. SRIC is the decision-relevant cost that an incumbent would use 

when considering whether to maintain an asset or to upgrade it. 

IRA is designed with enduring assets in mind which are in a “steady state”. As such it would not be 

suitable for copper in cases (ie the majority of cases) where copper is expected to be in decline. 

Question 11: What could be the appropriate method for those assets which can be replicated with 

a view to ensuring that competition on those assets is not distorted? Would CCA be suitable for 

that purpose? 

CCA could indeed be used to set appropriate “buy-build” signals for assets which can viably be 

duplicated. 

Question 12: Could copper be considered a replicable asset? If so, under which circumstances?  

When considering the status of an asset, it is worth looking both at whether it is a legacy or modern 

asset (would the asset be reconstructed in its current form or not) and whether it is replicable – ie 

could it viably be duplicated whether in its current form or through a more modern replacement.   

In the case of copper, it is both a legacy asset and an access network component exhibiting 

significant scale economies which is economically difficult to replicate. The scale economy effect is 

further exacerbated by the fact that incumbents maintain on average 45% market share in retail 

broadband compared with 15% for a typical large scale entrant. This means that even if it were 

theoretically viable to build a parallel fibre network alongside the copper network in a given 

location, the market position of the players would tend to make such duplication extremely risky. 

Given the characteristics of copper as a legacy non-replicable asset, we would suggest that an 

appropriate regulatory objective should be not replication of the copper network or installation of 

fibre in parallel to copper, but incentivising copper “upgrade and migration” – ie a shift away from 

copper to fibre – whether that be through the dominant firm upgrading its own network, 

transferring its copper customers to a co-investment vehicle which would build fibre, or to a pre-

existing respectively newly constructed fibre network operated by another player.  

Question 13: Could LRIC/CCA be appropriate to calculate the cost fibre-based access products or is 

another cost model such as DCF better suited for this purpose. 
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Bottom-up CCA LRIC (with ducts valued at IRA) is preferable on the basis that it does not rely solely 

on the assumptions of the incumbent. If DCF is used, the results should be cross-checked against a 

LRIC model.  

Question 14: In which manner would replicability considerations enter into the modelling of fibre 

access prices? Should civil engineering infrastructure be subject to different valuation methods 

depending on whether such infrastructure is de facto used for fibre deployment? Which 

circumstances could hinder the use of existing civil engineering infrastructure to deploy fibre 

networks? 

Replicability considerations should apply consistently within calculations for all access products. In 

this context if ducts are considered non-replicable, for economic reasons and because replication is 

not considered desirable, ducts used for fibre should be treated in the same way as ducts used for 

any other asset. This will also reflect the costs that are relevant for the incumbent’s internal 

decision-making purposes. 

We expect that dominant firms will re-use existing ducts when rolling out fibre, to the extent this is 

possible. Exceptions may arise when there is insufficient space in existing ducts or they are of 

insufficient quality. A costing mechanism for ducts which compensates for actual investments and 

maintenance – including for new ducts where installed – remains compatible with treating ducts as a 

non-replicable asset. 

Question 15: Could fibre be considered as the MEA for copper? In this respect, could the fibre 

access network be considered as the most cost efficient method, using modern technology, of 

providing the same services, to the same level of quality and to the same customer base as is 

provided by the existing copper access network? 

No, we do not believe that fibre is in general an appropriate MEA for copper for the following 

reasons. 

Whilst fibre allows the provision of the same services as are provided over copper today, it also 

allows the provision of services with considerably higher specifications potentially expanded its 

revenue generating capacity. This makes it at best a “partial” equivalent.  One should in this context 

not take the total cost as equivalent to copper, but only that portion which would be required to 

offer the same level of service. However, this kind of assessment is inevitably subjective. 

A further concern over fibre as the MEA concerns incentives. As suggested in the Commission’s 

consultation, if copper prices were calculated on the basis of fibre costs in circumstances where the 

dominant firm has not yet built fibre, it would compensate operators for investments they have not 

yet made and may never make. This would provide very little incentive to actually make those 

investments, since excess compensation would be received regardless. This would run counter to 

the objective in the EU telecoms framework that regulation should incentivise efficient investment 

in new and enhanced infrastructures. In addition this method would provide a significant implicit 

subsidy to the dominant firm, which would put it at an advantage compared with any other 

independent fibre investor. 
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Question 16: Would it be, in your view, appropriate to calculate the access prices for products 

along the same value chain according to the same cost models? Would this approach ensure 

consistency in the costing methodology? 

Yes. It is vital to calculate access charges for products along the same value chain and relying on the 

same basic inputs within the same model to ensure consistency, amongst other things to provide a 

coherent framework for the ladder of investment. 

Access prices fostering investment in NGA networks 

Question 17: Is, in your view, the migration from copper to fibre a pre-condition for achieving the 

DAE broadband targets? In particular, could future technological developments allow the 

traditional copper network to support bandwidths similar to those of NGA networks (i.e. 

100Mbit/s) and if so, under what circumstances? 

Migration from copper to FTTH is, in our view, essential in order to ensure that the 100Mbit/s 

broadband target is achievable and – importantly – to retain Europe’s position in the global race for 

broadband diffusion and ICT-led growth. 

It is possible that technological developments on the copper network including pair bonding and 

developments in DSL capability, could achieve 100Mbit/s by 2020. However, even if this is the case: 

 Regions depending on copper as the underlying asset will significantly lag regions which 

have upgraded to fibre. Just as copper technologies will improve, we expect fibre 

technologies to advance at a greater rate. 1Gbit/s is already possible over fibre technologies 

and by 2020 other regions such as Asia may be targeting this higher goal, leaving Europe 

trailing behind.. 

 copper is unlikely to offer the upload capabilities that we expect will be increasingly 

demanded by consumers and businesses as data exchange and cloud computing become 

increasingly prevalent. 

 Technologies used to improve the performance of the copper network, also often have the 

effect of weakening the potential for competition over the network. Even if capabilities 

improve, a weaker competitive environment may mean there is less innovation and take-up 

of high-speed services at retail level. 

For these reasons, the Commission should give a clear priority to the FTTH roll out. 

Question 18: How do you consider that the incorporation of a risk premium in the WACC should be 

calculated to adequately and effectively reward the investment risk and provide the necessary 

incentives for investment in NGA infrastructures? 

We agree that investments that are genuinely risky should be compensated through an appropriate 

risk-adjustment on the WACC. However, before considering how risk can be reflected, we would like 

to emphasise that it is preferable for both the investor and from the perspective of consumer 

welfare and the DAE targets that risks are minimised so that – ideally – no significant WACC 

adjustment is needed. Key tools to minimise the WACC include: 

 Minimising inefficient duplication of the access network to reduce costs 



 

19 
 

 Enabling and enacting rapid switch-over of customers from copper to fibre to minimise 

demand risk 

 Opening networks to maximise the demand-boosting effect of competition – again reducing 

demand risk 

 Taking amount of implicit subsidies received through LLU charges which in some cases were 

greater than real costs from 1998 onwards 

If despite risk minimising measures, a degree of risk still remains, this can be reflected in the WACC. 

Allowable risks should be constrained to risk concerning administrative decisions (building permits, 

rights-of-way, specific environmental protection issues like tree protection) and specific construction 

risks. 

Question 19: What role do copper prices and a price differential to fibre access play with respect 

to NGA investments? 

Relative charges for copper and fibre play a significant role in the investment decisions by incumbent 

firms. In the absence of significant external competitive pressure requiring an investment reaction 

(cable offers some pressure, but not as much as would stimulate a competitive level of investment), 

incumbents’ decision to invest or not is centred on whether investment would generate a higher 

return for shareholders than the status quo. In an environment where – due to pricing regimes - 

copper remains a highly profitable and cash generating business, it is hard to see how incumbents 

could justify fibre investments (over and beyond any incremental upgrade to keep pace with cable) 

to their shareholders. 

WIK’s April 2011 study (Wholesale pricing, NGA take-up and competition) concluded that copper 

prices would need to be substantially reduced compared with current levels in order to make fibre 

investment more profitable for a dominant firm – if fibre charges are regulated at cost with a 

reasonable return. WIK estimated that the cost of fibre in a representative European country 

(Euroland) would be approximately €11.65 per month if a portion of ducts could be reused, but 

incumbents would only invest in fibre at this price, if copper was charged at €3.42. 

Conversely, if copper charges remain at the current European average of €8.55 per month, WIK 

concluded that wholesale fibre charges would need to set at €19.49 per month – significantly above 

the cost-based rate. Whilst this alternative scenario could in theory still stimulate fibre investment, 

WIK highlighted that retail prices could rise to unaffordable levels and consumer welfare would be 

harmed. 

WIK’s analysis shows both that relative copper and fibre wholesale charges are crucial in 

determining investment incentives for incumbents and that absolute levels of charges are relevant 

to consumer welfare. Their conclusion is that in order to trigger investment for all players and 

maximise consumer welfare, copper charges should be reduced to the level at which investment in 

cost-based fibre (including risk adjusted return) would be more profitable.  

WIK identifies that such gaps between copper and fibre, whilst necessary in order to trigger 

investment and switch-off of the copper network, might in some circumstances also create problems 

for customer migration potentially creating a rate-shock when moving to fibre. We address this 

potential problem in question 21. 
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Question 20: Would, in your view, a price increase for copper access products have an impact on 

the incentives of SMP operators and the economic capacity of alternative operators to invest in 

NGA? 

WIK’s analysis shows that a price increase for copper could further increase profits from maintaining 

the legacy technology and thereby further reduce incentives for dominant firms to replace copper 

with fibre. At the same time, higher copper charges would further reduce the margins for alternative 

operators relying on unbundling, resulting in lower levels of competition. 

It has been argued by some incumbents that higher wholesale charges would increase incentives for 

alternative operators to bypass the incumbent network and invest in a parallel (most likely fibre) 

access network. However, WIK’s analysis of April 2011 (page 126 – business case for an independent 

fibre investor) suggests that in a circumstance where the incumbent maintains its copper network 

(as would be its incentive if copper charges are increased), a competitor could only sustain a parallel 

network in circumstances where wholesale charges are so high that no further competition would 

exist and each operator would enjoy a monopoly on its respective network. A further factor which 

militates against competitors duplicating the incumbent’s access network even when access charges 

are high is that the typical retail broadband market share of a large competitor – at 15% - is too low 

to justify such an investment, given that access network investments, due to high scale economies, 

require very high market shares to generate returns for the investor.   

These findings are supported by practical evidence in the market. Despite setting copper charges at 

the highest levels in Europe as reported in the Commission’s annual Implementation report, 

countries such as Ireland have not experienced bypass of the incumbent network. In the UK, prior to 

the reduction in copper unbundling charges in 2005, high copper charges did not stimulate greater 

duplication of the access network, but simply deterred entrants from investing in backbone 

networks to take advantage of LLU.  

Lastly, it should be noted that the EU telecoms framework requires regulators to promote efficient 

investment, and not investment at any cost. If wholesale charges are set above a cost-based level 

including a fair return on capital, any investment that did occur in network duplication could be 

inefficient. 

Question 21: What results could be expected in case of a significant reduction in the copper access 

prices on consumers and operators eg in terms of retail copper/fibre-based broadband prices and 

fibre investment incentives. 

If copper access charges are significantly reduced, one might expect two effects (i) greater incentive 

on the incumbent to invest in fibre due to reduction of cannibalisation effect and (ii) a reduction in 

retail copper-based broadband prices [See WIK April 2011 page 103 figure 6-4] if adequate margin 

previously existed between the retail price and unbundling to support competition.In cases where 

there was no such margin the effect of lowering wholesale charges might enable competitive entry 

without significantly reducing the retail rate .  

If copper and fibre were to continue to co-exist and there was a significant price gap this could 

create problems in encouraging customers to voluntarily migrate from copper to fibre, which would 

in turn increase demand risks for fibre and reduce investment incentives. It should be noted that the 
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problem of the price gap between copper and fibre and the problems this creates for migration 

arises regardless of the absolute levels of the wholesale charges and would exist even if copper 

charges remain as today at €8.55 per month and fibre wholesale charges were set close to €20.00 

per month.  This is a classic conundrum – without the price gap, fibre investment would not occur in 

the first place, but with it, migration issues arise.  

The solution must ultimately be to retain the idea of different treatment of copper and fibre in order 

to stimulate the initial investment, but to address the migration problem directly.  

WIK’s proposal in its April 2011 study is that rate shock could be mitigated through a signalling 

approach to copper pricing through a glide path with mandatory switch-off once fibre is installed. 

The theory is that once it knows that copper profits would be reduced, the incumbent would have 

an incentive to invest early (before the end of the glide path for the copper price) in order to avoid 

rate shocks occurring in the migration.  

Other mechanisms to address migration could be to average the charges for copper and fibre so that 

they are essentially the same, or to retain existing copper charges, but withhold the difference 

between such charges and the real cost and ringfence this “subsidy” for the sole purpose of 

investing in fibre (a fibre fund available to all potential investors). 

 

Question 22: Do you consider that the parallel running of copper and fibre networks create 

inefficiencies for both SMP operators and alternative operators? Would this lower the incentives 

to invest in NGA networks? Do you consider, in this regard, that the migration from copper to fibre 

should be carried out in a relatively short timeframe in order to minimise such inefficiencies and 

increase the incentives to invest in fibre networks? 

Yes. We do consider that parallel operation of copper and fibre creates inefficiencies. This is not only 

due to the increased cost of maintaining two networks, but importantly due to very substantial 

demand risks that this creates for the fibre network. This is due to the fact that customers would 

have to actively choose to migrate to the fibre network, and many – given the option – may not do 

so, even if fibre retail prices are held close to those of copper-based services. WIK concludes in its 

April 2011 report that these demand risks are such that it is not in general economically viable to run 

the copper and fibre network in parallel. The only circumstance in which this would be feasible is at 

wholesale prices so high that competition would be severely reduced. In this context, it should be in 

the interest of both SMP providers  and alternative operators to switch-off the copper network as 

soon as possible with the proviso that, this may only be done IF effective cost-based access is offered 

on the fibre network to enable competitors to migrate their customers in an equivalent manner to 

those of the incumbent. The nature of the access should also allow competitors the same degree of 

differentiation, flexibility and innovation over fibre as they have experienced on copper through 

physical unbundling of the copper network. 

Question 23: Could a copper switch-off accompany a steered copper to fibre migration? In this 

respect, in what circumstances, in which areas and in what timeframe would a copper switch-off 

be appropriate? 
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Yes. A copper switch-off could accompany a steered copper to fibre migration. In this case, whole 

MDFs have to be converted at the same time as it is uneconomical for access seekers to operate 

their equipment for unbundling copper for only a small fraction of the lines at each MDF. The NGA 

Recommendation has already provided some important cornerstones for assessing switch-off of 

MDFs, especially concerning the relevant notice period of 5 years. This does not mean that a copper 

MDF can only be switched-off 5 years after the fibre network is ready to take over. But this time 

frame is necessary for the operator to adjust its midterm investment planning and to avoid stranded 

investments (for instance in DSLAM or air conditioning equipment).  

Question 24: With regard to copper switch-off, how could those consumers be served, which 

would also, post-migration, demand fixed narrowband telephony services at a rate comparable to 

today’s rates? Do you consider that the benefits associated with the provision of higher quality 

services could outweigh the associated potential price increase of basic Internet and telephony 

services? 

In order to protect services and choice for those not wishing to receive broadband or TV following 

the switch-over, it would seem reasonable, at least for a transitional period, for the owner of the 

fibre network to provide a specific narrowband bitstream service equivalent to wholesale line rental. 

Such a service would presumably be subsidised by marginally higher costs for the full capacity fibre 

unbundling service. It is hoped in time that once the benefits of fibre become clearer – and these 

relate not only to broadband but also to other services such as on-demand TV – that the 

narrowband emulating service could be discontinued and all customers migrated to the full 

capabilities of the fibre line. 

Question 25: How would NGA network migration occur in a world where multiple infrastructures 

exist and where it could not be taken for granted that copper customers migrate to fibre rather 

than cable and/or 4G mobile? How would this uncertainty affect the investment incentives of the 

SMP/alternative operators? 

The existence of cable has both positive and negative effects on investment. Cable’s competitive 

effect may encourage incumbents to upgrade networks to a sufficient level to compete with 

offerings over Docsis 3 (FTTC/vDSL is often sufficient to achieve this). However, equally, the presence 

of cable reduces the potential market share achievable by the fibre investor and this can make the 

business case more challenging. In a world in which copper and cable co-exist and the copper will be 

upgraded with fibre (eg due to incentivisation from wholesale pricing strategies), it is reasonable to 

expect that customers that might otherwise switch to cable, would be more likely to remain with the 

upgraded fibre network, especially since fibre could offer greater capacity than cable networks, 

especially in the upstream direction which is relevant for any future cloud-based services. 

Customers that could be attracted by 4G are more likely to be those with limited broadband needs. 

Arguably, such customers may be even more tempted to give up a fixed line connection if they 

perceive insufficient difference in what they are receiving to justify the fixed connection – this is 

more likely with existing copper networks. A transition to fibre networks could demonstrate to some 

of those customers that were considering switching to 4G that there are very substantial differences 

in capacity that warrant retaining the fixed connection. Alternatively, those with genuinely limited 

needs that are not attracted by the improved fibre offer may be tempted to switch off their fixed 

connection, especially if fibre-based connections are more expensive.  
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Overall, whilst some customers at the very low end of the broadband spectrum might not be 

attracted by a fibre connection, we expect that the net result of a copper to fibre transition should 

be positive retaining customers that might otherwise migrate to cable, and some of those customers 

that wondered whether mobile connections might be equivalent to the fixed connections they are 

receiving. 

Question 26: What would be the main operating costs, technical difficulties (for SMP operators) 

and service discontinuity issues stemming from both the copper switch-off and the migration from 

copper to fibre? In this respect, do you consider that some services which are currently provided 

over copper could not be provided over fibre? 

In case of FTTH no significant operating and technical issues concerning switch-off and migration are  

expected. In this case the customer should receive its new hardware and be in a position to use the 

new service before the “old” copper line is disconnected. So if there is a problem in the migration 

process, it can always fall back for the time being on its copper connection. On the other hand, with 

FTTB there will be some operational issues, as the copper access line in the building needs to be 

physically disconnected from one network and connected to the other network. Fall-back in case of 

problems cannot be easily established. 

Question 27: What would be the obstacles to a swift migration from copper to fibre in terms of 

economic viability, consumers’ switching costs (such as consumer inertia, reluctance to switch 

provider when advantages in price and/or quality are not perceived), construction works, 

ownership rights etc? In this respect can a clear distinction be made between areas where 

migration will and will not occur within a reasonable timeframe? 

Customers may be deterred from taking up fibre if fibre-based services are significantly more 

expensive than previous copper-based services. It should be assumed that in order to effect a 

transition as smoothly as possible, customers should be offered a better service at little additional 

cost. Even so, other practical issues may arise that could render a switch-off more time-consuming. 

For example, switching to a fibre-based connection would require the installation of optical 

equipment. The costs of this may need to be met by providers if customers are otherwise unwilling 

to switch.  

Question 28: Could current copper-based alternative operators adapt smoothly to the new NGA 

environment and continue running their business over the new fibre networks? 

Alternative operators could adapt, but only providing certain important conditions are met. The 

connection should be provided at the same location as the current connection – otherwise 

compensation for stranded assets may be required. The fibre connection must also be fully flexible 

and enable full differentiation of the services of competitors equivalent to a physical unbundled 

fibre line (where copper unbundling is used). The charge for the unbundled fibre line and fibre-based 

bitstream should be cost-based and not significantly higher than previous charges (WIK calculations 

suggest that the difference between today’s copper unbundling and fibre unbundling should not be 

more than a few euros). Lastly, the process must be non-discriminatory, such that the incumbent 

retail and wholesale operations follow the same migration process at the same time and have access 

to the same information as their competitors. 
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Question 29: How could an access pricing scheme that combines both copper and fibre be 

constructed in order to ensure efficient migration to fibre and achieve the DAE targets? 

In principle, a scheme could be devised whereby the price for copper and fibre could be averaged 

between the real cost of copper (HCA or SRIC+) and the LRIC of fibre, such that the overall price 

would depend on the proportion of fibre installed by the dominant firm. Under this scenario the 

incumbent would commit to roll out unbundlable FTTH to a given number of households in a specific 

timeframe. A three year plan could be constructed with intermediate targets at intervals of 12 

months.  The regulator would decide on the appropriate geographic reach of the pricing mechanism 

– this could be a regional deployment area (this would tend to result in a higher price to the greater 

proportion of fibre within that region) or national (resulting in a nationally averaged price with a 

proportionately lower number of fibre lines incorporated. This mechanism would result in wholesale 

prices possibly reducing initially (due to the effect of moving to HCA for copper) and then gradually 

increasing in proportion to the fibre lines installed. Migration would be facilitated because copper 

and fibre charges would be the same. This could also be viewed as a kind of penetration pricing in 

which initially low prices are used to encourage take-up, whilst prices subsequently rise as 

customers become attuned to the value of the service.  

This model should be competitively neutral for access seekers as higher copper charges would be 

off-set through lower fibre charges. However, it would not be “investment” neutral in circumstances 

where independent fibre investors may exist, because only the incumbent would have the ability to 

subsidise fibre through excess copper charges. It is therefore suitable in circumstances where the 

incumbent is likely to be the primary investor or where co-investment is a possibility. This type of 

pricing flexibility could be made conditional on co-investment in that case. 

In countries where there are independent fibre investors (such as regional operators or competitors 
in mutualisation schemes) a different approach would be needed to ensure that all could benefit 
from any subsidy due to excess copper charges. A solution in this case could be to set the price of 
copper at the strict cost (HCA or SRIC+) under the Recommendation and leave it for the national 
authorities to set-up a mechanism whereby an additional amount over the cost could be diverted 
into a fibre fund which could be made accessible to all operators investing in open fibre.  
 
Question 30: Could a pricing scheme for copper be envisaged that rewards fibre investors at those 

exchanges where a credible commitment is made to carry out NGA investments? In this respect, 

could prices for copper access at those exchanges (or in those areas) where fibre investments are 

carried out be calculated on the basis of (i) the average cost of copper and fibre access, (ii) the 

MEA approach ie entirely reflect the cost of fibre deployment? 

As explained in question 29, a pricing scheme could be envisaged whereby the costs of copper and 

fibre are averaged. This could be on an exchange, regional or national basis. Pricing of both copper 

and fibre would directly relate to the proportion of copper and fibre installed.  

We would have serious concerns with the MEA approach (as distinct from averaging) on the basis 

that it would imply a very significant subsidy for dominant firms that would not be returned in the 

form of lower fibre charges. It would incentivise commitment, but would disincentivise follow-

through since very high profits could be obtained on copper networks. Devising a credible threat 
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would also be more difficult in these circumstances since the gap between the commitment price 

and true cost would be very significant.  

 

Question 31: With regard to question 30, what would be an appropriate time frame for such an 

incentive pricing scheme ie for how long should higher copper prices apply and by which time 

should fibre investments be finalised? 

A typical price control period may be 3 years. However, if incentive pricing schemes are used, it 

would be necessary to set shorter interim targets of 12 months for fibre roll-out to ensure that 

progress can be properly assessed and  measures taken in case commitments are not met. Failure to 

meet targets should result in an automatic adjustment to the copper charge that would apply if the 

commitment had not been made. 

Question 32: In case a glide path for copper-based access prices were to be used, what would be 

the appropriate length and intermediate steps of such a glide path? 

If incentive-pricing is not followed and instead the WIK proposal for a glide-path to copper cost-

based (HCA or SRIC+) charges is  used, one approach could be to aim that prices reach the newly 

calculated level (eg on the basis of HCA reflecting depreciation) within 3 years. The decline in the 

first year could be less significant in order to allow investment plans to be put into action, followed 

by steep declines in subsequent years. 


