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Question : 29/100

Study Group III- Contribution

SOURCE : Korea Telecom

TITLE : Revision of Supplement No.3 in Fascicle II.1

1. INTRODUCTION

As the demand of and facilites for leased line service increase, the cost
of the leased line service to telecommunication operators is not negligible any
more. However, the recommended cost model in the Bluebook does not include the
cost of the Jeased line service. Henceforth, we propose a revised cost model to
include the leased line service.

2. PROPOSED MODEL

In revising the cost model, we do not change assumptions on telephone and
telex service. In the proposed model, local and long-distance leased line
service are defined. Assuming no subscriber equipment for leased line service is
provided by the administration or RPOA, we do not establish a cost center
corresponding to the cost. However, when the subscriber equipments are provided,

the cost may be easily reflected by a simple modification to the proposed cost
model.

3. THE REVISED ITEMS
1) Inclusion of leased line service

The leased line service is provided through local network and long-
distance transmission, bypassing switching facilities. The proposed model
reflects its process of production. As local leased line service uses only
local network alone and long-distance leased line service uses long-distance
transmission facilities in addition to local network, the cost of each
service can be estimated by allocating costs of local network and long-
distance transmission.
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2) Allocation of indirect cost

Although present recommendation on allocating of indirect costs(section
3.4)is a good guideline, it seems too simple to allocate a variety of
indirect cost. For example, in case of administration cost, allocating by the
ratio of manpower assigned to each service rather than by the ratio of direct
cost, may better reflect the real cost structure. With regard to marketing
cost, the number of subscribers of each service may be a recommendable
allocator. Though there is no absolute guideline, as the above example
llustrates, it may be more flexible and accurate to use multiple allocators
rather than just one.

3) Others

In section 3.3.5, it seems obvious that the cost of long-distance
transmission(TA9) should be included in the long-distance telephone service
profit center. We also make some editorial changes to include leased line
service in sections, 2.1.2, 2.3.

(The changed paragraphs and figures are in Annex 1.)
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ANNEX 1. A PROPOSED REVISION IN THE HANDBOOK(Supplement No. 3)

2.1.2 What is being proposed

The proposal is to achieve a model for studying the cost of the telephone
service, the telex service and the leased line service at the national level.

(Second paragraph) - No change
(Third paragraph) - No change

2.2.1 The production process

(First Paragraph) - No change
(Second paragraph) - No change
(Third paragraph) - No change

Thus in the process of a local call, we can identify the "activities” of
the subscriber terminal equipment, the local network and local switching; and in
a long-distance call, in addition to these activites, long-distance
transmission and switching,

With regard to the leased line service, the diagram (FIGURE 2) shows the
facilities assigned 1o the leased line service. We can see that the local and
long-distance leased line service do not use the switching facilities. We can
also see that the local and long-distance leased line service use the same
installation at local network.

Thus in the process of a local leased line service. we can identify only
the activity of the local network; and in a long-distance leased line service.
in addition to this activity, the long-distance transmission actavity.

Considering the the smallest unit of activity by which costs are accumulated as
cost centers, it would seem reasonable to structure cost centers at the level of
the modules that constitute the telecommunications network. In order to reach
the total cost per service, we would then need to establish cost centers for the
company's other activities which are not directly linked to the production
process of the services(indirect expenses) such as: Commercialization of
Services, General Administration, Instruction, Training, etc.

2.3 How the model works

Supposing that a telecommunication company provides local and long-
distance automatic subscriber-to-subscriber telephone and telex service. and
also provides local and long-distance end-to-end leased line service. the
model proposed here would work in the manner shown in Figure 3.

(The rest of paragraph) - No change
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3.1.2 Profit centres

11. Local telephone service.

12. Local telex service.

13. Long-distance telephone.

14. Long-distance telex service.

15. Local leased line service.

16. Long-distance leased line service.

3.2.3 Local Network

Local network consists of:

- open wire lines and support pylons:

- aenal cables and support pylons

- underground cables

- cabinets, pillars, etc.

- equipment like PCM(pulse coded modulation), digital microwave, single
line, optical, etc., used in the local network;

- other equipment and belongings.
Service unit: network facilities for interconnection between switching
centers, and between user terminal equipment and switching centers;
Cost allocation criterion : Proportonal to the service unit allocated
to telephone service or telex service or leased line service.

1. Direct costs

Manpower —>

Material/equipment ——3 4, Transferred costs

Logistic — to aggregation level

Contracted works 3|

Financial charges — ——¥ "Local network”

and amortization 9 telephone service charge

Others —»| Local P "Local network"
network |— telex service charges

2. Indirect costs
5. Transferred costs

MI1S — to profit centre
Marketing —
Administrations _— —Local” leased
ETC. —_— line service

3. Total cost of this centre —— "Long-distance”
3=1+2 Leased line service
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3.2.10 Long-distance transmission

Long-distance ransmission consists of:

- open wire line system;

underground cable systems;

radio based system;

logistic, tower, repeater stations;

satellite based system;

optcal fiber system;

test and control positions and equipment;

- other equipment and belongings.
Service unit: voice channel
Cost allocation criterion : for each service like telephony, telex,
leased line service. etc., proportional to the unit service allocated

)

1. Direct costs

Manpower —>
Material/equipment ——» 4. Transferred costs
Logistic —_ to prfit centre
Contracted works ——— 3
Financial charges — 3 —> Long-distance
and amortization — telephone service
Others —_— Long- _J

2. Indirect costs disu\nc'e .| +—> Long-distance

transmissiqn telex service

MIS —»
Marketing —> "Long-distance”
Administrations —_p Leased line service
ETC. —_—

3. Total cost of this centre —— Etc.
3=1+2

3.3.3 Long-distance telephone service

Service unit : minutes/pulses.

Long-distanc Final cost to be

costs from TA8 — telephone |——> compared to products
JA9and AL 4 service
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3.3.5 Local leased line service FAA =

Service unit : number of lines or capcitv of lines

Local , _Final cost to be
costs from TA 3 —3» lsgfvegelme — compared to producis

3.3.6 Long-distance leased line service

Service unit ;: number of lines or capcity of lines

costs from TA 3 Long-distance _Final cost to be
and TA 9 — 3 lsgrsgi?: é‘”e — compared to products

3.4 Allocation of indirect costs

Cost allocation criterion:

For each cost centre: The following allocators can be used to distuibute
indirect cost.

- direct cost

- Manpower

- subscribers

- number of lines

For example. indirect cost of MIS can be allocated to each cost centre
by applying the direct cost allocator.

direct cost of each centre
- indirect cost of MIS  x

total direct cost

Manpower —

Material/equipment —®! Common Cost center"Y"
Constructions(building) | services | ———=3or Technicai
Contracted works . MIS Aspects

Financial charges ——3»
and armortizaton =~ ———3»
Others - -89-
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Similarly, indirect cost of administration can be allocated by applving

the manoower allocator.

- indirect cost of administration x

Manpower —_—
Material/equipment  ——3»
Constructions(building) ——3»
Contracted works —_
Financial charges —
and armortization —
Others

manpower assigned to each centre

total manoower

Common
services
Adminis-
tration

Cost center"Y"

or Technical
> aspect
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