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Additional information as per your request 

On 10 October 2019, PTS notification of draft measures regarding markets 1 
and 2 was registered. On 21 October, the Commission sent PTS a request for 
information, pursuant to Article 5(2) of the Framework Directive and Point 13 
of Commission Recommendation 2008/850/EC. This letter contains the 
answers to your questions. 

WACC 

1. Why are different averages applied for different parameters of the WACC? For example, 
regarding the risk-free rate and credit risk premium, we observe 5 years and “up to seven 
years” respectively for the mobile WACC. A similar inconsistency is observed for the 
fixed WACC calculation. Please clarify and explain the rationale for the use of the 
different averaging periods for these parameters. 

PTS: PTS has established a practice during the last ten to fifteen years to 
calculate beta and gearing based on a five year average. The risk free rate 
was calculated as a 6 month average for the WACC up until 2010 and the 
plan was that PTS should have updated the WACC annually, but this did 
not occur. When PTS revised its method to calculate WACC in 2010-2011 
we strived to set a WACC that could be relevant for the entire regulatory 
period of three years. We proposed initially to use a combination of 
historical data with a three year average in combination with two year 
forward looking numbers based on estimates from various investment 
banks. But this received criticism in the public consultation and the 
suggestion from the market was to use a longer historical period, like a 
business cycle, to calculate the risk free rate. Based on historical data for the 
length of business cycles we concluded that seven years is an appropriate 
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period to reflect the length of a business cycle. We therefore modified the 
approach and established the seven year as an averaging period to calculate 
the risk free rate which PTS has used since 2011. The calculation of the 
credit risk premium is based on the spread of corporate bonds and as the 
duration period varies between corporate bonds we have strived to calculate 
the average spread over a couple years if possible, but always to have at 
least five year to maturity for the corporate bonds. Altogether, the 
averaging periods used for the calculation of the different parameters have 
been established since many years which means that PTS is calculating the 
parameters in a predictable way which have appreciated by the operators. 
PTS apply the same method for fixed and mobile WACC calculations. 

 

2. From the two WACC-calculations, it appears that some differences in the estimated 
parameters exist, due to the different time of the calculations. For instance, the risk-free 
rate from the fixed network is estimated at 1.39% whereas the similar parameter for the 
mobile network is estimated at 1.11%. As PTS also clearly indicate in both 
notifications, the risk-free rate significantly affect the resulting WACC. In this regard, 
could you please elaborate on the 
 

a. timing of the two WACC calculations; 

PTS: The calculation of the risk free rate for the fixed network is 
based on a seven year average of the yield on 10-year Swedish 
government bonds during 2011-2017. This gives a risk free rate of 
1.39%. A new cost model based on bottom up LRIC came into 
force by 1 October 2018 resulting in new prices for wholesale call 
termination on individual public telephone networks provided at 
fixed location in Sweden (M1) and wholesale local access at a fixed 
location (access to copper infrastructure). The WACC calculation 
used in this notification is the same as PTS use in the new BULRIC 
model. Given that PTS use the same cost model for calculating 
fixed call termination and wholesale local access at a fixed location 
which has been published very recently our assessment has been 
that a new update has not been motivated. The WACC has a 
significant impact on the cost result for fixed wholesale access as it 
involves capital investments while this is not the case for fixed 
termination as it is based on a pure LRIC calculation. The cost 
result in this notification is for single segments 0.29 öre, but showed 
with four digit it is 0.2852 öre, and if we apply a WACC of 5.9% the 
cost result for single segment would be 0.2839 öre, representing a 
reduction of 0.46%. Altogether this gives support for PTS 
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assessment that it is not proportional to make any changes to 
model. This is further reinforced by the fact that the new cost 
model has been appeal to the court for the regulated wholesale 
access on the for market wholesale local access at a fixed location 
(access to copper infrastructure), and case is pending.  

The calculation of the risk free rate for wholesale voice call 
termination on individual mobile networks in Sweden is based on a 
seven year average on the yield on 10-year Swedish government 
bonds during the period 2012-2018. The risk free rate is 1.11%.  

b. differences observed in the risk-free rates and the ERP; 

PTS: The risk free rate is based on a seven year average on the yield 
on 10-year Swedish Government bonds. The Equity Risk Premium 
that PTS calculate is based on a weighted average of three different 
methods and altogether nine data sources: implicit pricing, which is 
based on market prices on traded assets, historical method, which 
gives historical return on equity above risk free rates, and surveys, 
which capture investors and management expectations on future 
return on the equity market. This implies that the ERP capture a 
number of aspects relevant to estimate the risk above risk free 
assets that investors require to invest in equity. 

c. selection of different peer-groups and its impact on the values. Also, please clarify 
what would be the outcome if a peer-group for the fixed WACC had been 
established at the same time as the mobile WACC peer- group? Would the two 
peer-groups have been identical? 

PTS: The following table list the companies that are included in the 
two peer groups: 

Company Fixed Mobile 

BT Group x   

Deutsche Telekom  x x 

Elisa   x 

Iliad   x 

KPN x x 

Mobistar   X 

Orange x X 

OTE   X 

Proximus x X 
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Swisscom x X 

TDC x   

Telecom Italia x X 

Telefonica x X 

Telekom Austria x X 

Telenor x X 

Tele2   X 

Telia Company x X 

Vodafone   X 

 

PTS approach has been to include listed operators in Europe. For 
the calculation of the WACC for the fixed network we have 
included listed European incumbents that are vertically integrated 
and that invest in infrastructure. For the peer group used to 
calculate WACC for the mobile networks we also include listed 
operators with more of a mobile business like Elisa, Iliad, Mobistar, 
Tele2 and Vodafone. PTS use peer groups as it provides a basis to 
calculate average values for the different parameters. PTS has not 
done a sensitivity analysis of different companies included in the 
two peer groups. One change has been that TDC from Denmark 
has been de-listed as it has been acquired by long term investors. 

d. different tax-rates applied in the two calculations. 

PTS: The Swedish government submitted a bill with proposals for 
new tax rules for the corporate sector on May 3, 2018, which state 
that the corporate tax rate will be reduced to 20.6 percent 2021. But 
the corporate tax is reduced in two steps, first 1 January 2019 the 
tax was reduced to 21.4 percent, which will be followed by the 
second step to 20.6% 2021. Consequently, PTS has used a tax rate 
of 22% for the calculation of the WACC for the fixed network, and 
21.4% for the mobile network. 

3. Could you please explain the time-lag between the two WACC calculations and 
notifications? Especially for the fixed, we observe that the notified document is dated 
2018-09-18 but only notified to the Commission now. 

PTS: In regards to the fixed WACC, it was calculated and notified along 
with the new bottom up LRIC model 5 June, 2018 (case SE/2018/2086 
and SE/2018/2087), and the new prices for fixed termination and 
wholesale local access at a fixed location. The decisions adopting the new 
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price were taken on 18 September, 2018 (with prices coming into force on 
1 October, 2018). The decision meant that the price for fixed termination 
was reduced from 0.66 öre to 0.29 öre. The WACC calculation used now is 
the same as in 2018, meaning that it has been notified once already. The 
Commission’s decision on 4 July 2018 (C(2018 4401 final) in case 
SE/2018/2086 and SE/2018/2087 stated that the Commission had 
examined the notifications and supplementary information provided by 
PTS and had no comments. 

As regards the choice not to change the WACC, PTS decided that since the 
cost model is new, it is not justified to make any changes to it, which means 
that the WACC has been left unchanged. It is worth noting that the price 
for fixed termination is based on pure LRIC which means that changes to 
WACC has a no meaningful impact on the cost result. Prices on wholesale 
local access at a fixed location and, are very sensitive towards changes to 
the WACC. The price regulation that came into force 1 October 2018 for 
the market on wholesale local access at a fixed location reinforcing our 
assessment not make any changes to the cost model.  

In regards to the mobile WACC, the updated model has not been 
implemented yet, and the measure to do so is the one notified now. Up 
until now, the prices, including WACC, used have been based on what PTS 
notified on 22 June 2016. 

Mobile termination rate 

4. According to BEREC, the mobile termination rate (MTR) currently applied in Sweden 
is 0.5659 EURcents/min. With the notified draft measures, the MTR would decline to 
approximately 0.26 EURcents/min from the time of decision and further decline in 
2020 and 2021.  

Has PTS considered the potential impact of this decrease in MTRs, also taking the 
feedback from stakeholders into account? 

PTS: Yes, PTS has considered the potential impact of the decrease in 
MTRs and taken into account the feedback from stakeholders in 
connection to the two consultations concerning this change of parameters 
in the Pure LRIC model and its effect on the termination costs for mobile 
telephony. 

The PTS cost model for MTR has been adjusted as specified in annex B of 
the model documentation in order to correspond to the market analysis and 
the conditions and forecasts for the mobile communications market in 
Sweden.  
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The change in the cost model having the greatest impact on the cost results 
is the updated forecast for the development of voice traffic over 2G, 3G 
and 4G for the years 2019 – 2022. The forecast is based on the MNOs’ 
own individual forecasts of the technology split of their future outgoing 
voice traffic. It is thus the operators’ own predictions that have led to the 
largest part of the reduction in MTR levels. 

PTS has taken into account the feedback from stakeholders in connection 
to the two consultations concerning certain parameters in the Pure LRIC 
model. 

PTS has made an estimation of the impact of the proposed MTR level 
decrease and has found that, in all, the net effect on the combined MNO 
EBITDA level would probably be of less than one percent for the year 
2020. The EBITDA margin would consequently be reduced by about a 
third of one percent, which would be without consequence for the short 
and long term financial stability and operations of the MNOs. 

Has a more gradual reduction been considered as seen recently in other Member- States 
(see for instance case IE/2019/2150-2151 and DE/2019/2172), taking into 
account the introduction of the Eurorate? 

PTS: PTS has not considered a gradual reduction of the termination rates 
in view of the introduction of the Eurorate as PTS is fully adhering to the 
Commission’s Recommendation on Mobile Termination Rates in the EU 
(COMMISSION RECOMMENDATION of 7 May 2009 on the 
Regulatory Treatment of Fixed and Mobile Termination Rates in the EU 
(2009/396/EC)) until the Eurorate has been introduced.  

PTS has applied glide paths historically when major shifts in methodologies 
have taken place, for instance, for the introduction of the pure LRIC cost 
model. 

The current adjustment only reflecting changes in market conditions and 
traffic volume forecasts, and the cost results stemming from these changes, 
would not qualify in any respect as a reason for applying glide path 
smoothing. 
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Fixed termination rate 

5. Please explain in more detail the proposed extension of the market definition to certain non-
geographic numbers and your rationale for such extension. In doing so, please, in particular, 
explain whether competitive conditions have changed and how since the last market review. 

PTS: The reason for which PTS decided to conduct a deeper investigation 
is that the authority had received additional information regarding the 
pricing of certain numbers, implying that the competitive conditions were 
similar to those of geographic numbers.  

All details regarding the market definition method applied on non-
geographic number series are set out in the memorandum submitted in the 
notification. The analysis showed that certain numbers should be regulated, 
which is what PTS is proposing. 

Both fixed- and mobile-termination 

6. Please explain whether the proposed new approach towards non-EEA calls is essentially based 
on the Court judgment mentioned in the decision or also on other reasons? Has PTS considered 
imposing limitations on the rates applied to calls originated outside the EEA, e.g. by capping the 
rate that may be charged by Swedish operators at the level charged by the non-EEA counterparty 
(or other forms of reciprocity)? 

PTS: The Court ruled that it was not proportionate to have the same 
regulation for calls originating outside as well as inside the EU/EEA. The 
Court found that the aim of regulation was not to defend the interest of 
end-users living outside the EU/EEA, especially taking into account the 
negative competitive consequences for Swedish operators to which the 
regulation would lead. Thus, PTS must differentiate the regulation as 
regards extra EU/EEA calls. 

In the analysis preceding the decisions which are currently in force, PTS 
conducted a consultation with the market exploring the option of reciprocal 
pricing based on the pricing of the originating operator. The answers and 
further analysis gave the conclusion that reciprocal pricing was not 
practically feasible. Completely reciprocal pricing is only possible in a 
situation where there are bilateral negotiations between the originating and 
the terminating operators. In a situation where an originating operator buys 
termination from a transit operator, the termination price would not be 
transparent, since the price that the originating operator would pay would 
also include transit. 
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Due to the Court’s ruling, PTS has not analysed any other kind of 
reciprocal pricing, where PTS would put various other types of price caps 
on extra-EEA calls based on the country of origin rather than the 
originating operator. Such regulation would be very complicated, since 
many countries do not have regulated termination prices, requiring PTS to 
investigate (without any legal tools forcing the extra-EEA operators to 
answer) the actual termination rates of all operators in each unregulated 
country. In addition, unregulated termination fees may change several times 
each week, making the regulation incorrect rather quickly. This arrangement 
would prove unfeasible and expensive for PTS as well as unpredictable and 
complicated for the operators. For this reason, PTS finds that this kind of 
price caps would not be proportionate. 


