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GENERAL NOTICE 

NOTICE 209 OF 2005 

INDEPENDENT COMMUNICATIONS AUTHORITY OF SOUTH AFRICA 

NOTICE IN TERM OF SECTION 66 (4) OF THE TELECOMMUNICATIONS 
'ACT, NO. 103 OF q998 ("THE ACT") READ WITH SECTION 45 OF THE ACT 
INVITING REPRfSENTATlOhld WITH REGARD TO THE REVIEW OF 
TELKOM'S PRICE CONTROL. 
The Independent Communications Authority of South Aftice Cthe Authority") 
hereby provides notice and invites comment on the draft regulations h r  revlew of 
Tdkom's PAW Control under section 96 (4), read with section 45, of the 
Tdecommuniations Act No. 10s of 1988, as mended. 
Intemsted penons are hereby invited ta submit written representations, 
including an eleetronk version of the repmsentation In Micmsoff Word, of their 

.views on the Review d Prfce Control in Public Switched Telemmnunicalona 
Services by Monday, 14 Manb 2005. The Authority will not conduct public 
hearings, however, written representations will be considered in findiohg the 
R nsll regulations. 

A l l  witten nspnsentatf ons submifted to the Authority pursuant to this notice shall 
be made available far inspection by intemsbd penons fiam Tuesday 15 M a d  
2005 fiom the IMSA Library and copies of suGh representations and documents 
will be obtainable upon payment of a fee. 

At the request of any person who submits a vwittirn repmentation or dowwn! 
.puwuant to this notice, the Authority m y  determine whether such npresentation 
or doGumnt, or pofiion thereof, relates to fhs finandal capacity or buainess plan 
of any person, or to any other matler recrsanebly justifying cantidentialii, in 
Mich event such representation or document shall not be made available lbr 
inspection by memben of the public, If the request fbr nan-disclosure to public is 
remsed, the person making the mquest will be a l l m d  to withdraw the 
representation or document In qusstian. 
The Authedty hats limtsd the scope of comments to be made only to the draft 
regulation$ and the notes on fhs model are published fbr transparency on how 
an "x' factor of 9.9% HWS mlculated 

I C A S A  has taken all reasonable steps to ensure that ihe informatian contained 
harein has been obtained from reliable SOUTCBS @nd that these drafi regulation 
are accurate in all mspects. 
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Phase Oomrd your written comments to: 

Khulile Boqwana and Mankopane Nkopane 

Policy Analysis 81 Development 

ICASA, Private Bag X I ,  Marlborn, 2063; or 

ICASA, Block 8, Pill Mill Fam, 164 K6lthetine Street, Sandton, Gauteng. 

Where possible, written representations should also be emailed to 
Kboqwana@iwsa.argza and MNkogane@glcacFa.oQ.za 
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SCHEDULE 

1. DMnilPons 

ln these regulations Q word or expression shall have the maning assigned ta 
it in term of the Telecmununiwfions Act, 1996 (Act No. 403 of 1998) Insert 
w'prdds for emending legislation, and, unless the context indicates othennrise - 
.LPADSLa' mans Asynchronous Digital Subscriber Line 

csavrtrage residential billU is a measure of the average monthly bill hr 
residential customers, where avgragg is defined according to the median 
central tendency measurn obtained through a statistical sampling approach 

developed by Telkom and assented b by the Authority. 

l'avemqe unit tariff' b defined as the total revenue raised tbr a senrice 
divided by the unita of service supplied over the Priw Control Period. 

#basket services3' mans the telecommunication services lssted in Schedule 
A to which price control regulation applies. 

"business day" means any day other than a Saturday, Sunday or Public 
holiday, 

A1customer premise equipment" mans an item of approved equipment 
which does not form part of the PSTN but is connected, to Terminal 
Connection Equipment, whether fmd or pomble, and by mans of which 
signals am initially hnsnJtted or ultimately received. 
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"effective date" means the 1 August 2005. 

"emergency" mans an emergency of any kind, including without limitation, 
any circumstance whatsoever resulting hrn major accidents and natural 
disasters. 

"exchange line" means a local line provided to connect a Tarminal 

.conneden peint to the Local W a n g e .  

'home branded A W L  services' means A s y m t r i c  Digital Subscriber line 
service pruviding high-speed access to Internet 8enrice Providers which 
.Telkom's offers to Its residential subscribers. 

UI$DN*J means Integrated Services Dtgital Network, which is defined as 
Switched Services Digital NennrPrk providing and-bend digital connection far 
simultaneous transmission of vaice andlor data over multiple multiplexed 
comnunicgtion channels and employing transtission that conforms ta 
internationally defined standards. 

alaml exchanqe m a a a  mans a geographically defined and limted area, as 
denned by the exchange m a  code allocatsd by the Authority for that ama, to 
which all exchange lines arrr connected and M i c h  am served by the s a m  

local m9iangee.- -___ ~ 

Ulocal exchange'' mans a aficility in the public swltched telecomnunications 
network to Mich user lings am connected within a local exchange. 
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."mobile termination" mans the rev&nue transhmd by Telkom to mobile 

opentbrs far calls made fmm Telkom's fmd network to moblle network. 

*'nu means the number of services in the overall basket or residential sub. 
basket 

uprice contra1 period" means the period comncing on 1 August 2005 

'subsequent periada comncing an the anniversary of such date. 

gsP$TSu mans Public switched Telecomnuniations Services. 

cCpublic pay telephone" means an un-manned devide made available td the 

general public fur use, and which contains a means of accepting any farm Of 

payment for these seMuas. 

ctpublic payphone Telephone service" man8 the pmvilon of 

teleobmnicafion service by mans of Public Pay telephone service ind 
includes the installation, malntenance and bringing into operation of one or 
mom Public Pay Telephones, which am connected io the exchanges or looal 
network of a public witched telecornmunlcation senrim licensee in eny m a  
of the Republic. 

"RC" means Revenue Change. 
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"midential sub-basket" mans telecomunication services made: 

available to residential customen including line rental, local calls, national 
calls and international calls. Payphones will also form part of this subbaskat 

"t" mans the current year in the Priw control period. 

"terminal connection poinP mans any point within an item of Terminal 

Connedlon Equipmnt at which signals are conveyed ta or h m  one or mora 
items of customer premises equipment 

2. Applirratlon of these iqulations 

(a)These regulations shall be applicable to fees and charges (together 

. 'prices") payable, pursuant to the Telemmnications Act as amended, 
to Telkom fbr the telecommunicaffans services lisbd in Schedule A rthe 
basket service$'), as such may be modified from time to time in 
accordance with the provisions of thew regulations. 

(b) Thsse regulations shall be eRective 8s from the 1 August 2005 and shall 
mmin inforce until 31 July 2008. 

(G) The Authority $hall mvisw the prim cap regulations hNb years fmm the 
commencement dats to review whether there is insufficient campdition in 
the market and thus the need for prlce controls. 

3. General Price Control Formula 

.(a) Telkom shall ensure that in each price control year the3 price chaaed for 
the basket seTYjms shall be set so as to satis@ the cribria In formulae (1) 
and (2) set fbrth below 
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Subject to the fpllowing definitions: 

(1): the urmnt year In tho priw control period 

(t-I): the preceding year 

X($ the pmductlvity fixtor 

ACPI @IF the year-on-year change in the Consumer Price Index, 
compiled and publkhed , b y  Sta!istios South Africa, which is 

defined as fallows: 

.(%2): the year preceding (t-1) 
CPI (Kq tha Consumer Price Index lbr the month of May the year (t-2). 

CPI 0-1): the Consumer Price Index kt the month of May of year (t-1) 

RC (o: the total Revenue Change, which is calculated as Pollaws: 

G05-002526-B 
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the number of SSM~WS in the basket 

the mvenue change of the i-th 3ervice in year (9, which is 
cbllculated 8s fal lows:  

the Reported Revenue of Telkom Cot ihe i4h service in the 
basket fmm the relevant financial mar ended 31 March 
commencing with 31 March, 2004 for the first year and each 
subsequent financial year ended 31 March for tho duration of 
the Price control peded. 

the percentage ohanga in the prlce krthe i-th SBMW in year (t) 
listed in Schedulg A. 

For a service i with only a variable component ta price, this is 
defined as fbllows: 

-dud or service i at time t during the Price Control Year 
 pat^ is the published charge made by Telkom for thc speciffc 
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excluding any discounts offend by Telkom 

For a service listed in Schedulp~ A which has both a fbcsd and 
variable component b prW, the percentage changFp in !he prim 
fbr the i-th service in year (t) is definsd as f ~ l l o w  

AP a 0 = [(Average unii tariff of the i-th senrice ai ths end 
of year (a)/ (Average unit tatiff of the i-th sewice &the 
end of year (b.1)) -13 100; 

Rb,: the nported revenue of Telkom, In year (t-l), of al l  the service 
in the basket. and is calculated as fallwvs: 

4. Residential sub&aakd 

(a) Talkom shall implement a resjdential sub-basket consisting of the 
fallowing elements: Une rental, Local calls, National calls, International 

. calls and WOMB' bnnded ADSL sewices or their equivalent. Payphonas 
will aldso be subject to this subcap. 

(b) Tdkom will dsbrmina an Avenge Residential Bill, which will be used in 
determining the lemi of incrsase applicable to rwsldentirl customram. 

(c) The weightecbaverage annual rate increase fbr the cubbasket of bash 
residential services shall be set to satisfy the criteria In the qmssion 
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Telkom shall be allowed to cany over to the next price control year any 
unused part of the allowed tariff incmw, The unused pert of the allowed 
Mff lnmase in both ths general and the resfdential baskets M l  lawe if not 
used in the nax! price control ymr, 

(a) Telkom shall file the mtes as WU a8 the relevant t e r n  and conditions 
with the Authorify pursuant to which it proposes to offer Public Switched 
Telecommunication SeMces that are subject to these wgulations, 

(b) Such tarifh shall b@ filed at k t  Wrty (30) business days befare the 
proposed date on which such ntes am to bewm efOedve in a form 
speclfied by the Authority. 

.(e) If the Authority does not deliver to Telkom a notice in wdtlng of 
disapproval at lead fifteen (la) buslness days behre the proposed 
effective dab of the rates, the rates shalt be deemed approved. 

(d) Telkom must also ffle details, in acoatdance with a methodology agreed 
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by EASA and Yetkom, about the efi'ect the proposed rates would have on 
the average residential bill. 

(e) The Authority may disappmve ihe pmposed tariff$ only where; 

r) The Galculatians contain mathematical emm; Of 

ii) The terms and conditions violate applicable law, including, 

without limbtion, policy dimctionar, regulations and the Rate 
R q i m ,  in a material respect. 

(a) Subject to subsections (b) rand (c) bslow, Telkom shall be sntitkd to add 
or repiace telewmnimtion services in kspect of the basket services 
only if such telecommunication sewices are: 

(I) Wholly or substantially in substitution of an existing 
telecommunication ssMce. 

@) Tellcorn shall notify the Authority in writing of It$ intention to add or mplace 
a telecommunication service in mspeot of the basket aeMces pursuant to 
subsection (a) above at least thirty (30) Business Days before the 
proposed date on which such senrice will  be implemented. 

(c) The Authority shall inform telkom in mating of its approval or disapproval 
of chartgas to tho basket services pmpoaed by the licensee in term8 of 
subsection (a) above at least fifteen (15) business days before the 
proposed date on which such service will bs implemented. 
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8. Maxlmum Priaas 

(a) with fmm the efpective date, prices m y  not exceed the Iirnlts set 
pursuant to these wgulations. 

(b) Prices fir any of the servkes in the residential sub-basket end far leased 
lines up to and including lines of capacity 2Mbps end far thk rental and 
installation of business exchanoe lines may b adjusted ' b y  Telkom fmrn 
tim to time during the price control period in which it is to apply in 
accordance with these regulations end the pmvisions of its licence, but 
may not be ,increased in real terms by a margin of more than fivsr percent 
(5%) based on the Consumer Price Index for May of year (t-1) except 
where specific approval has been received from the Auihodfy for a htgher 

. margin of incrsaae. Spcciflic approval br increases of more than 5% in 
mal tern will only bo mnsidsmd in exceptional instances where a dear 
case on coat grounds has been made hy Telkam to the Regulator. 

9. In year ptice chmges 

(a) For all services not listed in Section 8 above, Telkom will be permitted ta 
file priw Ghanges at any time during the price control pen'od, subject to 
the pmvisions in section 6 above. 

(b) For the purpose of cowlying with paragraph 9(a), Tslkorn shall take all 
masonable steps te secure that that mvenue it acmes as a result of all 
relevant fndiiidual charge changes during any Price Control Year shall be 
no mom than that Hhich it wuld have accrued had all of those changes 
been made at 1st January In the Price Control Year. For the avoidance of 
doubt, this obligation shall be deemed b be satisfled where, in the case 
of a single change In charges durinQ the Prim Control Year, the fdlfwuhg 
farmule is satisfied: 
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Where D is the elapsed proportlon of the Prios Control YeSaf, calculated 
88 the date on which the change in chaqes takes elfed, expwsaed as a 
numeric entify on a scale ranging from 1st August = 0 to 318t July = 384, 
divided by 365. In the case of a leap year it Is calculated as the date on 
which the change In charges takes effkd, expressed as a numeric sntily 
on a scale ranging from 1st August = 0 to 31st July = 365, divided by 

. 388; and 

(c) For the avoidance of doubt, for all other servkes not included in S(a) 
above, Telkarn is pennibd b make one filing for 8 price contml year. 

q0. Value Added Taxes 

Prices set pursuant to these regulations am exclusive of any value-added 
tax, Which may be levied in addion to the Pdces. 

11. Publiuation of Prices 
(a) Publication of the details of Wffb shall be made by: 

i) Sending a copy efthe relevant details to the AuthoriM 
ii) Placing the relevant details in every registered oftice of the 
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. I iii) 

iv) 

licensee so that it is available for inspection, free ef charge, by 
members of be public, as soon as practicable aflet sending a 
copy of them fa the Authority; 
Sendtng a copy of the nlewnt details (or extracts ef them as 

m a y ,  in the drwmstanws, b@ apprupffate) to any person in the 
Republic who mquests a copy; rand 

including a pro hrma a k m e n t  indicating the efpect d the 

proposed increases on the billas to customers with the 
statements to customers prlor le the implementation of such 
&riffs, where possible; 

’ 12. Repeal of the Existing Regulations 

These regulations repeal and mplace the mgulationa published in 
Government Notice No.Rl333 of Gowmment Qdleette Ne. 23986 of 24 
October 2002. 
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SCHEDULE A 

The PolloHRng services shall be comprised in the basket orenricrps: 

I. Installation Service9 

1.1 The installation and bringing into service of exchange lines to 

1.3,l analogue lines; 
1.32 2 MBPS digbt lines. 

I .4 The installation and bringing into service of ADSL linea: 

1,4,1 'Horna branded ADSL lines; 
1 A.2 A l l  other ADSL lines. 

1.5 The installation and bringing into senrice of ISDN exchange lines: 

1.5.1 bask rate access; 
1 S.2 primty rate access. 

1.8 The installatian and bringing into service of exchange lines to swibhrpd 

dekWBtiG S S M h S :  
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2. Rental Sem'cer 

2 1  The pmvision and mintsnanca of exchange lines to buslness customers. 

2.3 The prevision end maintenance of direct dialling inwrdloutward 
exchange lines to business customrs: 

2.3.1 analogue lines: 
2.32 2 MBPS digital lines. 

2.4 The provision and maintenance of ADSL lines to residential customers, 
branded as ~ o r n ~ .  

.2.8 The pmvlsion iand mintenlance of ADSL lines to business cummers. 

2.6 That prevision and maintenance of ISDN exchange lines b busineaa 
customers: 

2.8.1 basic rate access; 
2.62 pn'mery rate access 

2.Y The pruvbion and maintenance of access lines to switched telrmatic 
services: 
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2.7.1 telex service6 
2.?.2 Saponet-P ssnric9s, 

2.8 The pmvision and maintenance of point-to-point telec6mmunication 
circuits leased to customers for the provision of private circuits or fur 

use in Private Telecommunication N e h M  

2.8.1 fixed mntal element, if any, 
2.8.2 distance dBpendmt mnhl element, if any; 

2.8.3 capacityhandvvidth dependmt nntal elemnt, if any; 

but exduding any circuits m d s  available to an operator in terms of any 

egmemnt for interconnection services. 

3.1 Calls mde 14 rand Ram terminal connection points within the same local 
exchange area (local calls) sewed by an rutomtic of manual 
exchange: 

3.1 .I fram an item of cusfomer premises equipment; 
3.1.2 from I public pay telephone 

3.2 Cells made from P krm'nrl connection point in a local exchange area 
sewed by a manual or an automatic exchange to a network pmviding a 
mobile Llecammunication service: 

32.1 frpm an itern of customer premlses equipment; 
32.2 fmm a public pay telephone 
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3.S Calls made from I terdnal connection point in a local exchange area 
sewed by an automatic or manual exchanqe ta a Wm’nal connection 
point in another local exchange ana via the; natlonal long-distance 
telecomrmniwUon network: 

3.3.1 from an Item of customer premises equipment, per each long 

3-32 fmm a public pay telsphone, per each long di&ncs mbfing 
distance metering band; 

band. 

3.4 International calls made from a tsminal cwnnection point in a local 
emhang& via the international telecomnunlcatlon network per country 
of destination. 

3.5.1 Telex calls per each distance band; 
3.59 SaponetP services. 

3.7 Telephone operator services 

4. Excluded Services 

The following s(DIVices are not included in the basket services: 

4.2 Inbonnectlon &rviess, 

4.2 Value Added Network Services; 
4.3 Mobile Cellular TelecorrrnuniMtian Sewicrpa; 
4.4 Emsgency asnricgs; 
4.8 Customer Premises Equipment: and any other rsMcsa that may be 

eliminated by the Authority fmm the basket services from time to tim. 
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NOTICE PROVIDING CLARlFlCATIDN TO NOTICE ......... OF 2005 
GOVERNMENT GAZETTE NO. ...... PUBLISHED 09 FEBRUARY 2005 
("ME NOTICE") INVJTINO C O M M W ~  ON.?HE aEvlEW OF TEMOJW 

PRICE CONTROL UNDER SECTION 96 (4), READ WTH 8ECTION 45, OF 

THE TELECOMMUNEAllONS ACT NO, 103 OF 1S96, A8 AMENDED. 

With reference to the above noli= as published on 09 F6brua1y 20015, th6 

Authortty has decided to dlsdose further details sboh the modeling 
framework used to determZne th6 value of X in the draa PSTS price r8view. 

lCA8A Price control model 

1. This downrent consolidates the previous documsnWon (see Ann- 1 
and 2) made available by I C A S A  on the model (now t e m d  the 'Old 
"W,? used in the nvh of Telkom's price control. The, document also 
pmvidea infomation on revlslonss akding the ICAaA Prim Control model 
(now t e m d  the New Model?. 
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and constructed 8 New Model. The methodology used In the New Model 5s 
equivalent to that used in the Old Model Which was previously explained 
byICAsk. 

3. lCASA h$hlights key changes W e e n  ihe Old Model and the New Model 
In the points below. 

4. The GDP fbwcast used in the New Model Is based on statistics produced 
by statistics South AMca. 7he New Model incorporate!!? 8 r e s 1  GDP g m M  
foeecast of 3.5% pa owr the period 2005.08, whereas in the Old Model 
the @recast assumed a gmwth mk over the S a m  period OP8.0% pa. The 
figum 3.5% pa Is calculated by taking the average annualised changes In 
mal GDP as reported by St& SA over the period 2040 quarbr 1 through 
to 2004 quarter 3. I C A S A  views this perlad to be reflective of the buslnm 
me. Independent fhcasts ofGDB closely cornlate with this figure. The 
effect of aasumitlg 8 higher value for GDP growth would tend to Increase 
the value of X computed Cn the ICASA model. 

5. In the New Model, residential awsss dsrmand g m  at 0.4'68 pa, 
substantially below the flguw of 3% used in the Old Model. IGASA agrsw 
with Telkom that wsidenttal demand Por 3 ~ ~ ~ 8 3  lines Is unlikely to graw 
much w r  the perlod 200508. Si la f i y  demand for business a-9 
line% is assumed to grow at 1.7% In the New Model, down substantially 
from 5,Q% in the Old Model. The changes in thwe assumptions would 
tend to lower the value of X in the I C A S A  model. 

. 6. In the Old Model it was assumed Telkom's productivity over the period 
200508 would be 4.5% pa. In the New Model the pmdudlvl& grawth 
sasumptlon Is lower at 3.45%. Tdkorn in Its submitted c o m n t s  dalm 
that 'reduced pmpects for grpwth with diminished opportunities for cost 

reduotion mks the environment significantly mom challenging fix cost 
reductions'. It is noted that whUe Telkom has disputed the productivity 
estimates m d e  by ICASA, at no stage during the prlce review pmcess 
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W e  will seek to increase operational and capital expenditure efficiencies 
to improve opemting margins and inmast? cash flows in our iWd4ine 
business. We intend to continue to streamffne and improve our business 
opgratlons through the following s m e g i e s :  

# 
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W e  intend to continue to reduce our ked-line headcount over the next 
lew years? 

I1.A number of further refinements were made by I C A 8 A  In producing the 

New Model. The m t  signiflaant of these refinements involved the 

wmoval of a modelling assumption used in the Old Model that required 
each senrice tine to break-ewn by 2008. This assumption was invoked 
because it m i n t  that Tdkom's fblrrd line business would by definition 
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bmk-em ia 2008! How&ver, there Is no mason to believe that Telkom 
would Hsh tu select tariff3 for each line of service such that each sendm 
on a stand-alone basis would break-. I n d e e d ,  there is good reason ta 
w e d  the continuation of access deficits, albeii at I declining mtS, on tne 
access products. 

14.As a result ofthe changes made to the model, the New Model computes a 
value of X equal to 5.72%, whloh is lower than that produced in the OM 

Model. 

15,Another way to wmputs ths value of is to use an approach suggM6d 

In the influential Worfd Bank Regul;sr#on Handbook7 The latter states that 
the value o f X  rn be calculated by usfng the following bmla: 
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16.The World Bank f3egulsition Handbook Mher states that The long-term 
historical input price dmmntial (IPD) between the tekcqmmunkat.ions 
&f and the economy is generally positive, but smailer than 1 se'? 
ICASA therefore assumes that over the period 2005-08 the IPD will 
average m u d  0.6%. 

1f.Calculathg X by using fbrmula glven In the Woffd Bank Regulation 
Handbook yields the following: 

18.The above calculation is only an approximation and onits 0111 incentive 
fector. The I-SA New Model alows for an incentive fador. Acwrdfng to 
the World Bank Regulation Handbook, an incentivg factor (IF) can add 
anywhere between 03% to 1% to the value of X. Therefore, dlom'ng for 
I r I C e n t l v S  elkcts In the apprmhatlon method results in a value of X 
between 325% and 3.75%. 

19.lCASA themfbn proposes Xs;3.5% I.$. 2.75 + 0.75 where 2.75 is as 
calculated above and 0.75 is the ineerdiue Factor (IF). 
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INDEPENDENT COMMUNlCA"lONS AUTHORITY OF 
SOUTH AFRICA (ICASN 
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costs 
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k 



STAATSKOERANT, 9 FEBRUARIE 2005 No. 27277 31 



32 No. 27277 GOVERNMENT GAZETTE, 9 FEBRUARY 2005 



STAATSKOERANT, 9 FEBRUARIE 2005 No. 27277 33 



34 No. 27277 GOVERNMENT GAZETTE, 9 FEBRUARY 2005 




