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Section 1 – Introduction 

 

 

 PURPOSE OF PAPER 

 

1. The primary objective of this paper is to inform the Respondents, 

Stakeholders and the general public of the issues surrounding the price 

cap review process up to this point.  The Fair Trading Commission 

(“the Commission”) continues to gather information from the 

dominant service provider, Cable & Wireless (Barbados) Limited 

(Cable & Wireless) and interested parties to better inform its decision 

making during the review process. 

 
2. This paper is divided into 4 sections. Section 1 provides general 

introduction and background information. Section 2 addresses issues 

which were previously ventilated by the Price Cap Review 

Consultation Paper document FTC/CON2007/01; this section consists 

of the summary of the responses to the consultation paper. 

 

3. Section 3 presents summary information as submitted by Cable & 

Wireless on its financial and regulatory operations during the Price 

Cap period.  Section 4 informs persons about the next step in the price 

cap review process and gives procedures and deadlines for submitting 

responses. 

 

 

1.2 BACKGROUND INFORMATION  

 

4. The price cap on telecommunications services came into force as a 

result of the FTC decision FTC/UR/2005/01. In this Decision, the 

Commission outlined the reasons for the move away from the Rate of 



                                                                              Price Cap Review Information Paper 

 4

Return methodology to the Price Cap methodology to regulate the 

telecommunications sector. In accordance with its Decision the Fair 

Trading Commission was mandated to initiate the process of 

reviewing the Price Cap Mechanism nine months before the expiry of 

the Price Cap Plan. 

 

5. As part of the review, the Commission issued its consultation paper on 

the price cap regime (FTC/CON2007/01) on September 19, 2007.   

Interested parties were invited to respond by October 26, 2007.  The 

Commission received a total of eight (8) responses, these were: 

 

a) Barbados Association of Non-Governmental Organizations 

(BANGO). 

b)  Barbados Consumers Research Organization (BARCRO). 

c) Caritel. 

d) Cable & Wireless (B’dos) Ltd. 

e) Digicel. 

f)   Blue Communications Ltd. 

g) Ideas 4 Lease (BARBADOS) Ltd. 

h) Pubic Counsel 
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Section 2 - Summary of Responses 

 

 

6. This section will provide a summary of the responses to the elements 

of the Price Cap Mechanism in the order presented in the Consultation 

Paper. Unless otherwise stated Respondents refer to parties who 

responded to the consultation paper excluding Cable & Wireless.  

 

 

2.1 OBJECTIVES OF THE PRICE CAP MECHNISM 

 

7. The Respondents to this section of the price cap review document have 

suggested that for the most part the objectives have not been achieved.  

Their position was based on the increased profits earned by Cable & 

Wireless (B’dos) Ltd. during the price cap period. The Respondents’ 

inability to access relevant data was the reason given for the lack of 

thorough analysis.  One Respondent did however use some data 

analysis to bolster their argument, by using data supplied from the 

financials of Cable Wireless (B’dos) Ltd. 

 

8. In its response, Cable & Wireless was of the opinion that the price cap 

was able to meet its objectives.  However, they indicated that 

competition could be fostered by a more effectively administered 

competition law regime. 

 

 

2.2 SERVICE BASKETS 

 

9. Respondents indicated general dissatisfaction with the number of 

Service Baskets.  Most (including Cable & Wireless) were of the 

opinion that there were too many, and should be reduced to two.  
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Others believed that components within each Basket were not correctly 

allocated.  Cable & Wireless indicated that all prices were subject to the 

constraints of market conditions and due to this they had considerable 

unused headroom from all Baskets except Basket 1.  

 

2.2.1 Basket 1 

10. Most Respondents had difficulty with Basket 1.  The 7% escalator in 

this Basket attracted much criticism.  Respondents were of the opinion 

that it was set at too high a level and by inference allowed Cable & 

Wireless significant revenue increase from its fixed line residential 

customers.  These Respondents were of the opinion that domestic rates 

should not have been allowed to rise by 22.5 percent over the 3 years 

and 4 month period of the price cap.   

 

11. In contrast, Cable Wireless indicated that inflation had wiped out any 

nominal gains they derived from the escalator in Basket 1.  They were 

also of the opinion that residential fixed access was below cost.  Cable 

& Wireless was of the opinion that Barbadians benefited significantly 

from the flat rate.  They went on to state that no other provider would 

consider entering this market unless metered rates were approved for 

this segment of the market.    They also stated that all other Baskets 

(except Basket 1) should be eliminated, and the existing rates should be 

used as the maximum rates going forward, so that consumers would 

not be subject to any higher rates than those currently existing. 

 

 

2.2.2 Basket 2 

12. Some Respondents suggested that the X factor was too low.  The 

argument being advanced was that it gives the impression that the 

company is operating in a market that has to be subsidised. Concern 
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was also expressed about the level of pricing since it would have a 

negative impact on the small and micro business sector.   

 

13. Cable & Wireless suggested different alternatives to the service Basket 

combinations.  Various options were suggested, either eliminate Basket 

1 and merge residential access with Basket 2 or alternatively, revise the 

escalator in Basket 1 and retain Basket 2 as it is presently constructed.  

 

2.2.3 Basket 3 

14. Similarly to the case for Basket 2 there was only one interested party 

that made any comment on the operation of this Basket. Again, the 

opinion was expressed that the X factor for this Basket was not at a 

high enough level.  Since this Basket contained international telephone 

services, this Respondent suggested that rates in this area needed to be 

reduced at a faster rate. 

 

15. Cable & Wireless suggested that Basket 3 be retained with some 

modifications to the regulatory reporting.  This modification would see 

the inclusion of residential access. Basket 1 would be eliminated and 

Basket 2 retained in its current form. 

 

2.2.4 Basket 4 

16. One Respondent took issue with the Commission’s assertion that 

competition existed for the services with respect to this Basket.  

However, the Respondent produced no analysis to support their 

contention that this was not the case.   

 

17. Another service combination option suggested by Cable & Wireless 

was to maintain most of the look of the current structure but to adjust 

the existing reporting regime required for Basket 3.  
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2.3 LENGTH OF THE PRICE CAP PERIOD 

 

18. One Respondent proposed that the second Price Cap should be for a 

minimum 4 years to a maximum 5 years to maximize the benefits of 

the price cap.  Cable & Wireless suggests a period of no longer than 

three years, given the rapid changes in technology and expectations of 

competition from Voice over Internet Protocol (VoIP). 

 

 

2.4 INFLATION (I) FACTOR 

 

19. Most Respondents disagreed with the use of the retail price index as an 

estimator of inflation.  Some argued that most of the components 

which account for domestic inflation are not part of the cost of Cable & 

Wireless’s inputs.  Caritel indicated that the main drivers for inflation 

in Barbados could be attributable to food, transportation and housing.  

Consequently, linking price increases to the retail price index offsets 

the benefits of any productivity gains.  Some Respondents suggested 

some form of wholesale price index; others felt that some form of 

producer price index would better measure the cost factors which 

would capture the cost of inputs that Cable & Wireless uses in the 

delivery of its services. Cable & Wireless had no difficulty with using a 

retail price index which was representative of the change in the 

Company’s input cost. 

 

 

2.5 PRODUCTIVITY (X) FACTOR 

 

20. Some Respondents were of the view that Cable & Wireless did not pass 

on productivity improvements to consumers by lowering prices.  Some 

examined Cable & Wireless’ financial statements and noted its 
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operating cost ratio as percentage of total assets declined since 2006.   

Others indicated that while there were some price reductions in 

international rates, domestic rates have increased.  In addition, they 

indicated that the fall in international rates would have come about in 

spite of the price cap. This was in reference to the Federal 

Communications Commission’s (U.S.A) decision to unilaterally reduce 

out-payments for overseas calls. 

 

21. Cable Wireless had no difficulty with the methodology surrounding 

the determination of the X factor.  However, Cable & Wireless 

suggested some changes to the Basket structure as discussed earlier 

under the service Baskets.  This would allow for a smaller more 

simplified model to be used.  Additionally, a simplified model would 

allow for the reduction in the number of X’s to be calculated. In fact, a 

model may not be needed if this option is adopted to modify the 

escalator and set maximum prices.  Also, Cable & Wireless intimated 

that if specific services are being provided below cost then it would be 

inappropriate to set a positive value for X. 

 

 

2.6 EXOGENOUS (Z) FACTOR 

 

22. None of the Respondents dealt with the Z factor to any significant 

extent.  Cable & Wireless was of the opinion that while the Z factor was 

standard practice in price cap calculation, the Commission was unduly 

limiting with regards to the circumstances under which it contemplates 

the use of the Z factor.  Cable & Wireless did not agree with the stance 

taken whereby the Commission would not apply a Z factor unless the 

exogenous event in question related to the telecommunications 

industry.  Cable & Wireless indicated that changes to the tax regime 
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and adverse exchange rate movement could have a significant and 

disproportionate effect on the company’s profitability. 

 

 

2.7 CARRYOVER HEADROOM 

 

23. Only Cable & Wireless commented on this issue. They had no 

difficulty in this regard; except to indicate that any future price cap 

should continue to allow for it as it gives greater price flexibility.  

 

 

2.8 PRICE CAP MODEL (PCM) 

 

24. Respondents for the most part had serious misgivings about the PCM.  

Many questioned its methodology and assumptions. Others suggested 

another alternative methodological basis, indicating they favored a 

Fisher’s Ideal Price Index as opposed to the Laspeyes Price Index, on 

which the Price Cap Model is based. 

 

25. Cable & Wireless’ response relating to the price cap model, concerned 

the changes to the Baskets, the underestimation of inflation and the 

impact of competition.  Inflation was three times that estimated by the 

model.   Other issues highlighted were: 

 

•    The effect of service substitution on service volume, given the 

growth in the mobile market  

•    The commensurate effect as a constraint on prices.   

•    The effect of VOIP on market competition. 
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2.9 DISCOUNTS AND PROMOTIONS 

 

26. The Respondents who submitted views on this element were of the 

opinion that bundled offerings should not count toward the calculation 

of API (Actual Price Index).  Some contended that it gave the dominant 

provider somewhat of an unfair advantage which could be construed 

as being uncompetitive in nature. Cable & Wireless agreed with the 

Commission’s position on this issue. 

 

 

2.10 ALTERNATIVE REGULATION 

 

27. The opinion was expressed that the current price cap regime was a 

failure; based on the increase in the domestic residential rate over the 

Price Cap period.  The opinion was also expressed that the 

Commission appeared to favour  Cable & Wireless, given that the 

“PCM parameters have been set contrary to all statutory provisions for 

exercising regulatory authority”.  Only one Respondent suggested the use 

of an alternative price cap model based on Fisher’s Ideal Price Index.  

However, no additional information was submitted to support this 

idea. 

 

28. Cable & Wireless suggest it may be appropriate to consider other forms 

of incentive regulation that are as not as stringent in monitoring.  This 

was in view of the fact that Cable & Wireless believed that all the price 

cap regulated services with the exception of residential access have 

competitive constraints. They were also of the opinion that it is too 

early to abandon the price cap regime as they are methods which can 

be used to improve the performance of price cap regulation. 
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29. Digicel suggested that there should be two policy goals of price 

capping and Tariff rebalancing by having two Baskets. One being for 

the Price Cap services which would include only services and elements 

that were thought not to be subject to competition in the medium and 

long term and the other Basket (rebalancing) would contain most retail 

services.  They were of the opinion that having two Baskets kept the 

issues separate and to be addressed by different mechanisms. In 

addition, Digicel stated that price capping of services for which close 

substitutes were made available by new entrant competitors amounts 

to a price capping of new entrants. 

 

30. Caritel was of the opinion that the Commission should revisit its 

approach to regulating prices in Basket 1, and devise an appropriate 

methodology and formula to protect  consumers from unjustified 

pricing which guarantees (by implication) the regulated company an 

unreasonable rate of return. 

 

 

2.11 NOTIFICATION 

 

31. Cable & Wireless commented that the Commission’s proposal that 

Cable & Wireless advise it and the public 20 business days in advance 

of any price increase was appropriate. 

 

32. In respect of price decreases, Cable & Wireless commented that it could 

provide the Commission with two day’s notification of price decreases 

and the general public one day’s notification.  They indicated that in 

competitive markets it is common practice for price decreases to be 

given to the public without prior notice. 
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2.12 COMPLIANCE FILING 

 

33. Cable & Wireless considered that the current compliance and 

monitoring arrangements are unduly burdensome and increased the 

cost of regulation to both Cable & Wireless and the Commission.  They 

believed that a simplification of the service Basket structure would 

simplify the monitoring and compliance process. 

 

 

2.13 REGULATORY MONITORING 

 

34. Cable & Wireless believed that the requirement to submit semi-annual 

regulatory statements in addition to annual statements is an 

unnecessary burden and does not add sufficient value to the 

monitoring process to justify their continued submission. 
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Section 3 - Summary of Financial and Regulatory Information 

Submitted By Cable & Wireless (Barbados) Limited 

 

 

35. An additional issue raised by the Respondents revolved around access 

to both financial information and trade information. Many of the 

Respondents were of the opinion that informed comment on the Price 

Cap Mechanism was circumscribed by a lack of financial information.   

  

36. With the introduction of the Price Cap Mechanism, most information 

from Cable & Wireless has been received under confidential cover.  

Cable & Wireless is of the opinion that should this information become 

publicly available it could give its competitors an advantage in what is 

now a liberalised market.     

 

37. Parties responding to the Consultation Paper were desirous of 

obtaining detailed financials on the Company’s operations. The 

Commission is however providing some financial information 

submitted by Cable & Wireless. This summary information can be 

found at Table 1.  

 

38. As part of the price cap review process the Commission will determine 

the validity and reliability of this and other financial information 

supplied by the company.   
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TABLE 1 

 

 

3.1 MARKET REPORT 

 

39. Cable & Wireless is required under section 13.4 (a) of the Price Cap 

Mechanism Compliance Rules and Procedures to provide a report  

 

“Outlining the extent to which specific competition related general economic 

and social developments in the industry have had an impact on its 

performance during the price cap period and are likely to do so.” 

 

40. The remainder of this section reproduces a redacted report submitted 

by Cable & Wireless to the Commission. In this report the company 

provides an overview of the telecommunications market within the 

context of the review of the Price Cap.  In addition, it outlines what 

occurred with respect to prices of its services during the price cap 

period for the regulated portions of its business including residential 

access, business access, value added and international services.  The 

Commission as part of its review will be assessing the Barbados 

Telecommunications market in order to evaluate the claims made by 

Cable & Wireless. 

CABLE & WIRELESS (BARBADOS) LIMITED 

STATEMENT OF PROFIT AND LOSS – REGULATED SERVICES 

FOR THE YEAR ENDED 31ST MARCH 2005, 2006, 2007                                            BDS$ 

 

 Regulated Services 

ended 2005 

Regulated Services 

ended 2006 

Regulated Services 

ended 2007 

Gross Turnover 150,461,899 124,737,810 121,368,577 

Net  Revenue  137,258,933 106,946,234 102,230,616 

Profit/(Loss) By 

Service 

67,457,820 38,894,369 25,216,177 
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Section 4 – Review Process 

 

 

41. The review of the price cap mechanism includes consideration of 

responses to public consultation as well as an assessment of the 

Company’s regulatory and financial performance.  The Commission 

has to make two decisions. 

 

 

4.1     DECISIONS 

 

42. First, the Commission will decide whether it will continue with the 

price cap regulation or employ another method of incentive regulation 

for regulating Cable & Wireless.  It is expected that this Decision will 

be issued in early February 2008.  This is in accordance with the Price 

Cap Compliance Rules  Section 13.7 which states: 

  

The Commission shall publish its determination at least 6 months 

before the end of the initial Price Cap Plan. 

 

43. The first Decision will also identify elements of the current mechanism 

that will be revised.   

 

44. The second Decision will be delivered after the Commission has held 

further discussions with the service provider and any interested parties 

who so request, on revision to the structure of the price cap plan or any 

other incentive regulation.  This second decision will provide detailed 

information on the mechanism to be used to regulate the prices of the 

regulated services of Cable & Wireless and the associated rules and 

procedures.  
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4.2 RESPONSES TO THE INFORMATION PAPER 

 

45. The Commission invites and encourages written responses on the 

matters discussed in this Information Paper from all interested parties 

including Cable & Wireless, other licensed operators, government 

ministries, non-governmental organisations (NGOS), consumer 

representatives, residential consumers, businesses and the academic 

community.  Respondents who previously submitted a response to the 

consultation paper FTC/CON2007/01 may seek to revise or 

supplement their original response. 

 

46. All written responses should be submitted to the Commission by 

Friday, January 18, 2008. The Commission is under no obligation to 

consider comments received after 4.00 p.m on this date. 

 

47. Copies of the Information Paper can be collected between the hours of 

9.00 a.m. and 4:00 p.m, Monday to Friday from the Commission’s 

offices at the following address: 

 

Fair Trading Commission 

Manor Lodge 

Lodge Hill 

St Michael 

BARBADOS 

 

48. The Information Paper can also be downloaded from the Commission’s 

website at http://www.ftc.gov.bb 

 

49. Persons may submit their responses either written or in electronic 

format.  Mailed or hand delivered responses should be addressed to 

the Chief Executive Officer at the above mailing address.   Responses 



                                                                              Price Cap Review Information Paper 

 18

can be faxed to the Commission at (246) 424-0300.  Responses in 

electronic format may be prepared in either Word or PDF, attached to 

an e-mail cover letter and forwarded to info@ftc.gov.bb. 

 

 

4.3 CONFIDENTIALITY 

 

50. The Commission is of the view that the matters raised are largely of a 

general nature. The Commission expects to receive the views of a wide 

cross section of stakeholders and believes that views and comments 

received should be shared as far as possible with all respondents. 

 

51. Respondents should therefore ensure that they indicate clearly to the 

Commission any response or part of a response that they consider to 

contain confidential commercially sensitive or proprietary information. 

 

 

4.4 ANALYSIS OF RESPONSES 

 

52. The Commission expects as in most consultations, to receive a range of 

conflicting views. In such circumstances, it would be impossible for the 

Commission to agree with all Respondents. Through its Decisions, the 

Commission will seek to explain the basis for its judgments and where 

it deems appropriate give the reasons why it agrees with certain 

opinions and disagrees with others.  In the interests of transparency 

and accountability, the reasons will be set out and, where the 

Commission disagrees with major responses or points that were 

commonly made, it will in most circumstances, explain why. 
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