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EXECUTIVE SUMMARY

Over the past few years, the Azerbaijan economy has experienced rapid growth (e.g., in the range of 35-40% in 2006). This growth has stimulated demand for telecommunication services, particularly in the mobile telephony sector. Expanding telecommunications infrastructure capacity – through improvements in the public switched telephone network (PSTN) and through new network facilities provided by recent market entrants – is supporting an increasing diversity of information and communication service offerings.

At the same time, the Government of Azerbaijan (GoAZ) has been taking significant steps to restructure the sector. In 2003, the National Information and Communication Technology Strategy for the Development of the Republic of Azerbaijan 2003-2012 was adopted, providing a blueprint for reform. The Government has partially liberalized the telecommunications market in stages while also making changes to the legal, regulatory and administrative framework for the sector. The Ministry of Communications and Information Technologies (MCIT) was created in 2004. In 2005, the Law on Telecommunications was adopted, clarifying the roles and responsibilities of various state agencies, primarily MCIT, in the sector. 

The advent of broadband networks capable of supporting converged services (i.e., voice, data and multimedia services) and the current deployment of such networks in Azerbaijan increase market pressure for acceleration of sector reform. This pressure comes at the same time the Government is engaged with trading partners in negotiations on membership in the World Trade Organization (WTO). Accession to the GATS agreement could serve to make the GoAZ’s telecommunications reform process more focused and timely.

In light of the changing market and policy environments, USAID should consider providing targeted technical assistance to GoAZ on telecommunications regulatory issues that are critical to successful liberalization of the sector, to successful WTO accession, and to improvements to the competitiveness of the national economy through increased development of the broader ICT sector.

Telecommunications Market Profile

Market Trends

Since the promulgation of the ICT National Strategy in 2003, the Government has made considerable effort to promote the sector on its own initiative and in collaboration with international donor organizations and other governments. This effort has had measurable positive effect. With progressively improving scores over the past few years,

Azerbaijan is now ranked by the Economist Intelligence Unit as 69th in the 70 most digital economies.

Core indicators for the sector all showed positive trends between 2005 and 2006:

· Fixed telephone lines increased from 13% to 14% penetration

· Mobile subscribers increased from 27% to 39% penetration; mobile network coverage reached 99% of the population

· Computer ownership increased from 2.3% to 3.1% penetration

· Internet users increased from 8% to 10% of the population. (According to the Azerbaijan Internet Forum, 12% penetration was achieved by February 2008)

· Internet access charges at cybercafes decreased from 5 manats per hour to 4.8. (However, monthly charges for private accounts range from approximately $60 to $78 per month).

During the same period, the number of users accessing the Internet at home jumped from 27.5% to 36.4%. The percentage of households with some form of Internet access increased from 16.6% in 2005 to 21% in 2006.

However, indicators of computer and Internet penetration at the enterprise level are less promising: there was a .5% increase from 2005 to 2006 (20.5% to 21%) of enterprises using computers and only a .1% increase (3.8% to 3.9%) in the number of enterprises using the Internet. The percentage of enterprises with a Web presence registered a similar .1% increase for a 1.3% penetration level by the end of 2006.

Industry Structure and Ownership

After 2002, Azerbaijan began to liberalize the sector on a limited basis through the licensing of new operators that were joint ventures with the Ministry of Communications (usually on a 50/50 shareholding). As a result, some private investment and expertise entered the sector through these new licensees, particularly in fixed wireless and mobile segments of the market.

The Government has recently been selling its shareholdings in these ventures with the result that the current market structure is a mixed one with both state and privately-owned participants. The mobile, fixed wireless and Internet service provider (ISP) segments are now largely in the hands of private owners while fixed landline services remain dominated by state operators.

Fixed Services

Fixed services in Azerbaijan are provided by two state operators – Aztelekom and Baktelekom – and six small private operators. The state operators provide traditional fixed line telecommunications services at all levels – local, national and international – via the PSTN within their respective service areas. Baktelekom provides services in the Baku/Apsheron region and Aztelekom provides services within the other regions. Baktelecom also provides Internet access services through Bakinter.net. 

The other fixed service operators are AzEuroTel, AzQtel, Catel, Elcell, HotNet and Ultel. They primarily operate fixed wireless networks – via WiFi, WiMax or CDMA – in the Baku/Apsheron region, although Catel has expanded to some other local exchange markets with its own trunking links. These operators hold less than 3% market share each and collectively make up less than 10% of the total. Each of these operators is substantially foreign-owned.

Mobile Services

Growth in the mobile service market is robust with the number of mobile subscribers rapidly outpacing fixed line subscribers in a pattern now common to many developing economies. At the end of 2004, mobile subscribers constituted 16.25% of the population; by the end of 2006, that percentage had more than doubled to 39%. MCIT reports that mobile subscribers now number 4.1M, equaling a 55% population penetration.

There are four mobile operators in Azerbaijan. Three GSM operators dominate with AzerCell having the largest market share (approximately 64%). The other GSM operators are BakCell and Azerfon (dba Nar Mobile). Mobile network coverage is nearly ubiquitous with access to AzerCell and BakCell networks reaching almost 100% of all populated areas. Nar Mobile’s network achieved 80% coverage as of April 2008. Catel now provides mobile services over its CDMA network which has reached 55% coverage.

MCIT has sold its shareholding in BakCell and has privatized AzerCell. The controlling shareholders in both companies are foreign-owned as are the partners in Azerfon/Nar.
Satellite/International Connectivity Services

Under current market conditions, satellite services are important to Internet connectivity in Azerbaijan due to limited terrestrial cable capacity available through surrounding countries. While there are indications that the terrestrial network constraints may soon improve, especially due to current construction of private fiber networks throughout neighboring Georgia, satellite back-up for Internet connections remains a crucial part of connectivity and service delivery in Azerbaijan.

The primary satellite service providers are Delta Telecom, AzEuroTel and Aztelecom. Delta Telecom is the largest of the three and also operates a primary fiber-optic backbone network that transits traffic to Georgia. Delta was formerly 50% owned by MCIT, but the Government has sold its shares in this operator. 

Cable Television Networks

Cable television is acutely underdeveloped in Azerbaijan. Small operators provide limited analogue video transmission services to very few areas, connecting approximately 5% of the nation’s population. This segment of the industry does not seem positioned to provide any measurable competitive presence in the provision of converged services within the predictable future.

Internet Service Providers

There are twenty-four ISPs in Azerbaijan, providing a wide range of services. Prices vary substantially with the Baku region having considerably lower prices, a situation that reflects both better facility options and competitive service arrangements. Prices for dial-up connections remain high, but have been reduced by 75% over the past decade. Several ISPs provide both pre-paid and post-paid service arrangements, giving consumers more flexibility in their pricing options. ADSL services are available through some ISPs, but at comparatively high prices, especially for medium-to-high-speed connections.

Primary Constraints on Sector Development

Even though the telecommunications sector in Azerbaijan has achieved a significant degree of liberalization, the economic stimuli normally found in competitive telecommunications markets have not yet developed to an appreciable level. 

Various private sector stakeholders identify constraints such as above-cost pricing for connectivity (both international and local exchange), poor quality of service, inadequate network facilities, and an incomplete regulatory framework. MCIT officials identify additional constraints such as lack of adequate consumer protection; low computer skills, penetration and usage; inadequate institutional capacity to exercise effective regulation; and the need for increased transit capacity to network hubs in Europe and Asia. Rates charged for transiting traffic through networks in neighboring countries constrain options for pricing services in Azerbaijan at competitive levels.

Some parties contend that the communications sector cannot develop adequately until the state-operators are privatized. However, experience in other countries suggests that privatization of incumbent operators with near-total market share and related market power prior to the development of adequate regulatory oversight may result in a crippling of competitive development. MCIT spokesmen indicate that this pattern is understood by the Government and that the current intent is to strengthen regulatory capacity prior to privatization. Thus, the timing of both rationalization of the regulatory framework and privatization of the state operators are very important considerations to the successful development of a competitive telecommunications market in Azerbaijan.

The Regulatory Framework

Ministry of Communications & Information Technology

There is no independent telecommunications regulatory agency in Azerbaijan. Most regulatory functions reside within MCIT which remains responsible for the state-owned operators. 

MCIT establishes general regulatory rules and conditions in keeping with mandates set out in the Telecommunications Act. Most of this responsibility is carried out by the Regulatory Department (RD). The RD is responsible for a variety of matters, including licensing, overall policy development, numbering policy, international liaison functions, policies on facility sharing, etc. Internet domain registration is carried out by a private contractor to MCIT. 

The Ministry maintains a website that provides public access to information on important sector, regulatory and policy matters; as such, the website supports a significant level of regulatory disclosure and transparency.

The Head of the RD has indicated that the Ministry intends to follow the European Union’s telecommunications regulatory framework where appropriate to market conditions in Azerbaijan. As the EU framework is widely regarded by industry analysts as a “best practices model,” such an approach holds considerable promise for the sector. 

The telecommunications licensing regime in Azerbaijan has been streamlined as a result of the 2002 Decree on General Licensing. MCIT publishes general license requirements, procedures and timeframes for relevant telecommunications services and facilities. Consequently, MCIT’s current licensing framework appears to be largely compliant with WTO standards although improvements in clarity could be made.

Interconnection arrangements are subject to commercial contract negotiations, but MCIT has the authority to review the negotiated terms. Consequently, this critically important area of regulatory policy is subject to some degree of regulatory oversight and may be WTO-compliant. However, in light of the economic importance of interconnection frameworks, increased clarity regarding the current review procedures and MCIT’s authority over the terms of such contracts would seem to be advisable.

Regulation and management of the radio spectrum is carried out primarily through a tripartite arrangement. The Commission on Radio Frequencies operates under the authority of the Cabinet and is responsible for establishing broad policy affecting deployment of the radio spectrum. The two principal entities responsible for spectrum allocation and management are the Azerbaijan State Committee on Radio Frequencies (ASCR), which acts under the authority of MCIT, and the National Council on Radio and Television Broadcasting.

The Tariff Council

Prices for services provided by the state operators are set by the Inter-ministerial Tariff Council. In view of the central economic importance of the pricing of services provided by the PSTN operators, this separation of economic regulation from MCIT creates an important degree of regulatory independence within the Azerbaijan market. However, this arrangement as currently constituted would be insufficient to meet the WTO requirement of full independence of the regulator from any operator.
Cost accounting policies and systems for these operators are jointly determined by MCIT and MED and are not subject to public scrutiny and analysis. The degree to which this accounting environment supports cost-oriented pricing cannot currently be determined, but there is reason to doubt that has resulted in WTO-compliant pricing practices. The need to reform the current system has been acknowledged by both the Council and MCIT.

The Tariff Council has initiated rate rebalancing for basic telecommunications services. International service charges, as well as regional service charges, have been lowered somewhat and monthly subscription fees for local services have been slightly increased. This process is a fundamental requirement for a successfully competitive market. Further restructuring is required and the process of doing so needs to be supported by appropriate costing policy and methodologies.

Areas of Requested USAID Technical Assistance

Ministry of Communications & Information Technology
WTO Accession Assistance

USAID assistance has been requested regarding international best practices and options related to regulatory issues that will likely arise during negotiations on Azerbaijan’s accession to the GATS agreement on telecommunications services. Such assistance could also address the development of an acceptable schedule of services to be opened to foreign investment/provision and the development of an acceptable proposal regarding the GATS regulatory principles and a timetable for implementing those principles. 

In view of current market trends, recent government actions, and general sector policy, the GoAZ should be able to negotiate a successful offer in telecommunications services. The presence of several foreign investors and operators in the sector is a very positive indicator of potential full compliance with fundamental WTO principles.

The current regulatory framework presents some potential challenges to a successful offer. Azerbaijan has not yet met the fundamental WTO requirement of independence of regulatory authority from any operator. MCIT has taken steps to be able to comply with several key WTO regulatory requirements (see the appended Reference Paper on Regulatory Principles). However, by the time an offer is formally tabled, MCIT will need to have taken certain additional actions to ensure compliance with all the GATS regulatory principles. 

Regulatory Policy Assistance

MCIT has requested assistance on costing methodologies to support tariff rebalancing policies and cost-oriented pricing of services provided by dominant operators (note below a comparable request from the Tariff Council). In a related area, MCIT has requested technical assistance in determining essential facilities, defining markets within the sector, determining dominance and significant market power, and determining appropriate ex ante regulations to be placed on dominant operators/suppliers.

Assistance would be useful concerning possible revision of current spectrum management practices and policies, particularly those that would allow MCIT to withdraw spectrum assignments not being used by licensees/assignees and to re-allocate spectrum bands in order to accommodate technological innovations in the market. 

MCIT has requested assistance in framing legislative amendments to the Telecommunications Act that may be required to support the transition to a fully liberalized market. An evaluation should also be undertaken to determine if legislative action is required to support successful privatization of the state operators in a manner consistent with development of sustainable competition in all services. Possible legislative amendments to enable compliance with the terms of any WTO offer should also be evaluated and related recommendations formulated in preparation for final accession negotiations.

MCIT requires assistance in formulating policies and procedures to support number portability as well as evaluation of requirements necessary to support efficient number administration. Portability has evolved into a key determinate to a successful competition, particularly in landline services.

The RD is currently considering potential regulatory issues that may arise as converged services (voice, video and multimedia services provided over a given technology) enter the market. Advice related to such considerations would be timely in view of the current deployment of NGN (next generation network) technology by the state operators and the expansion of wireless broadband networks by private operators.

E-Commerce/E-Signature Procedures

MCIT is preparing a tender process for contracting technical assistance necessary to implement electronic signatures. The process is well-advanced and an expert review of the tender documents is requested.

Assistance regarding security and confidentiality management practices regarding data required for the issuance and maintenance of e-signatures would be advisable in order to ensure user confidence sufficient to encourage use of electronic signature services.

The Tariff Council

The Council requires technical assistance on costing methodologies to support full tariff rebalancing and the development of cost-oriented service and interconnection charges. Related advice should address the use of rate benchmarking, structuring of a price caps regime, and the development of cost profiles for IP-based services, particularly in broadband environments.

Advice is needed in evaluating possible legislation amendments that may be advisable for achieving effective price regulation in a post-privatization market. Related advice is requested for preparation of transitional pricing policies to move from a traditional monopoly environment to a competitive market that may soon be dominated by IP-based services.

Private Telecommunications Operators and IT Companies

In addition to constraints such as poor quality connectivity, high prices for access and an inadequate regulatory framework, a commonly cited market constraint for both telecommunications and ICT development is the high cost of IT equipment. This is traced to import tariffs in the 25-30% range.

As part of accession to the WTO, the GoAZ will need to prepare and negotiate an offer for the Information Technology Agreement (ITA). The ITA is a tariff agreement and under it, tariffs on scheduled information technologies must be eliminated. As part of WTO accession negotiations, MCIT and the GoAZ negotiators will need to prepare a comprehensive schedule of IT equipment for detariffing under the ITA.

Significant overall improvement in SME uptake of IT and information services would likely require extensive education and training programs. However, information provided to MCIT on the administration of electronic signatures could be also be provided to SME organizations on information security management practices that are appropriate to small and medium businesses having critical data management requirements.
Recommended Priorities for Technical Assistance 

In light of past assistance projects funded by various donor organizations, provision of USAID-funded advice and assistance in the ICT sector should focus primarily on assisting policymakers to apply general policy options on a practical basis. The level of broad understanding on the part of senior government officials is very high concerning fundamental regulatory concepts and policies needed to support a competitive market. However, they have requested information on how to apply such policies in order to create a regulatory framework that can be effective in light of Azerbaijan’s changing market environment.

First Priorities

· Assistance regarding the scheduling of services and overall compliance with various Reference Paper principles for WTO negotiations; such assistance now appears to be timely and would, in any case, be of great long-term benefit. 

· Assistance in developing proposed amendments to the Telecommunications Act with particular attention given to the structuring of the sector regulatory function in a WTO-complaint framework, achieving clear mandates of necessary regulatory authority, and ensuring the definition of proper roles for both the sector regulator and the competition regulator.

· Assistance concerning administrative options for specific regulatory functions now carried out by various agencies that might be better reorganized in order to increase regulatory efficiency and responsiveness, particularly in the event of privatization of the state-owned operators. These functions could include management of the commercial spectrum, administration of numbers, and rate regulation in a post-privatized market environment.

· Assistance on the related requests from MCIT and the Tariff Council concerning tariff rebalancing, pricing policies, costing methodologies, price caps and rate benchmarking; these issues are fundamental to the effective development of a competitive telecommunications market.

· Assistance in defining markets for the purpose of determining dominance and significant market power; this is a precondition to applying appropriate ex ante sector regulation.

· Expert review and comment regarding MCIT’s tender documents for the e-signature contractor.

· Assistance to MCTI and to SME organizations regarding security and confidentiality management practices regarding data required for the issuance and maintenance of e-signatures.

Second Priorities

· Appraisal of procedures currently used by GoAZ for management of the commercial spectrum.

· Advice on number policies and administration, especially number portability. Numbering is a scarce resource that must be regulated under WTO obligations.

· Advice and guidance as to the experiences of other countries in implementing regulatory principles necessary for effective sector reform.

· Support for regulatory staff participation in the International Telecommunications Union’s annual Global Regulators Symposia that address technological developments and evolving regulatory challenges. 

· Advice to the GoAZ regarding accession to the GATT Information Technologies Agreement (ITA). Under ITA, tariffs on scheduled telecommunications and information equipment must be eliminated. Such tariff reform would remove a major cost constraint on new entrants in the telecommunications market and on increased computer penetration and usage.
BACKGROUND AND INTRODUCTION

Over the past few years, the Azerbaijan economy has experienced rapid growth (e.g., in the range of 35-40% in 2006). This growth has stimulated demand for telecommunication services, particularly in the mobile telephony sector. Expanding telecommunications infrastructure capacity – through improvements in the public switched telephone network (PSTN) and through new network facilities provided by recent market entrants – is supporting an increasing diversity of information and communication service offerings.

At the same time, the Government of Azerbaijan (GoAZ) has been taking significant steps to restructure the sector. In 2003, the National Information and Communication Technology Strategy for the Development of the Republic of Azerbaijan 2003-2012 was adopted, providing a blueprint for reform. The Government has partially liberalized the telecommunications market in stages while also making changes to the legal, regulatory and administrative framework for the sector. The Ministry of Communications and Information Technologies (MCIT) was created in 2004. In 2005, the Law on Telecommunications was adopted, clarifying the roles and responsibilities of various state agencies, primarily MCIT, in the sector. 

Specific elements of this gradual reform have been supported at different stages by the World Bank, UNDP, the German government and the US Trade Development Agency (USTDA). Even though progress appears to have been episodic and results have been somewhat uneven, the cumulative effect of the changes in regulatory and industry policy has been to move the sector away, in substantial measure, from the Soviet era monopoly environment characterized by opaque oversight and central control to a partially liberalized market based on policies that have generally come more in line with international trends and practices.

However, such slow-paced reform is at risk of not keeping up with the rapid pace of technological innovations that are now the primary drivers of information and communications technology (ICT) development worldwide. The advent of broadband networks capable of supporting converged services (i.e., voice, data and multimedia services) and the current deployment of such networks in Azerbaijan increase market pressure for acceleration of sector reform. This pressure comes at the same time the Government is engaged with trading partners in negotiations on membership in the World Trade Organization (WTO). Accession to the GATS agreement could serve to make the GoAZ’s telecommunications reform process more focused and timely.

In light of the changing market and policy environments, USAID should consider providing targeted technical assistance to GoAZ on telecommunications regulatory issues that are critical to successful liberalization of the sector, to successful WTO accession, and to improvements to the competitiveness of the national economy through increased development of the broader ICT sector.

TELECOMMUNICATIONS MARKET PROFILE
Market Trends

Since the promulgation of the ICT National Strategy in 2003, the Government has made considerable effort to promote the sector on its own initiative and in collaboration with international donor organizations and other governments. This effort has had measurable positive effect. With progressively improving scores over the past few years,

Azerbaijan is now ranked by the Economist Intelligence Unit as 69th in the 70 most digital economies.
 

According to data analysis reported by the State Statistical Committee,
 there is a rising demand for ICT in the economy as reflected in growth of the volume of imported and locally produced ICT products, facilities and services. An increase of 24% in imported ICT goods took place over 2006 with an approximately 39% increase in investment to fixed capital, a 48% increase in mobile phone subscribers and an 8.6% increase in fixed telephone lines. Output by the ICT sector increased from 479.6M manats in 2005 to 599.1M manats in 2006 (the communications sector accounted for 453.6M and 567M of those respective totals). Overall ICT investment totaled 224.8M manats in 2005 – 128.8M of that in telecommunications equipment – and 278.9M manats in 2006 – 152.7M in telecommunications equipment.

Core indicators for the sector as reported in the Statistical Yearbook for 2007 all show positive trends between 2005 and 2006:

· Fixed telephone lines increased from 13% to 14% penetration

· Mobile subscribers increased from 27% to 39% penetration; mobile network coverage reached 99% of the population

· Computer ownership increased from 2.3% to 3.1% penetration

· Internet users increased from 8% to 10% of the population
 (According to the Azerbaijan Internet Forum, 12% penetration was achieved by February 2008)

· Internet access charges at cybercafes decreased from 5 manats per hour to 4.8. (However, monthly charges for private accounts range from approximately $60 to $78 per month.
)

While the number of households with a computer reached 8.6% in 2006, the number of households with television sets reached 99%. The number of users accessing the Internet at home jumped from 27.5% to 36.4% between 2005 and 2006 while the number of users accessing Internet services at cybercafés increased only from 21% to 23% during that year period. The percentage of households with some form of Internet access increased from 16.6% in 2005 to 21% in 2006. The principal barriers to Internet use, cited by households in 2006, were equipment costs (33%), lack of computer skills (22.4%) and perceived lack of need (19.5%). High access costs, however, were cited as a barrier by only 7% of users.

Indicators of computer and Internet penetration at the enterprise level are less promising. There was a barely measurable .5% increase from 2005 to 2006 (20.5% to 21%) of enterprises using computers and only a .1% increase (3.8% to 3.9%) in the number of enterprises using the Internet. The percentage of enterprises with a Web presence registered a similar .1% increase for a 1.3% penetration level by the end of 2006.

Among usage levels by industry sectors, the highest percentage of total enterprises per sector using computers were communications companies (72%), financial intermediation services (72%), educational institutions (57.7%) and the construction industry (55.6%). Across all sectors, only 21% of enterprises use computers.

Internet usage as a percentage of total enterprises per sector shows a surprising pattern. Financial intermediation services lead with 35%, followed by communications companies with 28.5%. The only other sectors to exceed a 10% usage level are manufacturing (11.5%), mining (10.7%) and public utilities (10.5%). In contrast to their usage of computers, only 2.9% of educational institutions use Internet services as does only 4% of the construction industry. 

Internet connections through dial-up modems are used by over 65% of enterprises. Digital subscriber line (DSL) connections are used by 14.4%, ISDN by 3.6%, wireless broadband connections by 4.7% and “always on” connections by approximately 12%. 

The uses made of the Internet and Internet-based services as identified by the Statistical Yearbook suggest that e-commerce and e-government services have not yet reached critical mass in the Internet user community. Approximately 41% of users engage in information searches and 38% use the Internet for communicating with others while only 1.7% of users engage in online ordering or selling of goods and services and only 4.4% use the Internet to deal with public authorities.

Industry Structure and Ownership

After 2002, the Government began to liberalize the sector on a limited basis through the licensing of new operators that were joint ventures with the Ministry of Communications (usually on a 50/50 shareholding). As a result, some private investment and expertise entered the sector through these new licensees, particularly in fixed wireless and mobile segments of the market. 

The Government has recently been selling its shareholdings in these ventures with the result that the current market structure is a mixed one with both state and privately-owned participants. The mobile, fixed wireless and Internet service provider (ISP) segments are now largely in the hands of private owners while fixed landline services remain dominated by state operators.

Fixed Services

Fixed services are provided by two state operators – Aztelekom and Baktelekom – and six small private operators. According to MCIT’s Department of Finance and Economic Analysis, the combined market share of these operators constitutes 90% of the economic value of the telecommunication sector.

The state operators provide traditional fixed line telecommunications services at all levels – local, national and international – via the PSTN within their respective service areas. Baktelekom provides services in the Baku/Apsheron region and Aztelekom provides services within the other regions. Baktelecom also provides Internet access services through Bakinter.net. Telephone services provided over Baktelecom network facilities are marketed by the Baku Telephone Communications Unit (BTRIB) of MCIT.

The other fixed service operators are AzEuroTel, AzQtel, Catel, Elcell, HotNet and Ultel. They primarily operate fixed wireless networks – via WiFi, WiMax or CDMA – in the Baku/Apsheron region, although Catel has expanded to other local exchange markets with its own trunking links. Catel is partnered with a “sister” operator, OmniTel, owned by a Catel shareholder, that is providing “triple-play” (voice, data and video services) via networks in new apartment blocks in Baku’s suburbs. OmniTel provides satellite television service to customers and hands off data and voice traffic to Catel for both on-net and off-net termination.

These operators hold less than 3% market share each and collectively make up less than 10% of the total. Each of these operators is substantially foreign-owned.

Fixed landline service penetration is only 14% of the population with an enormous disparity between urban areas (22%) and rural districts (5%) even though 31% of rural households have access to fixed services. The low rural subscriber rate has negative implications for Internet penetration and use in such areas as dial-up service through the PSTN is the most prevalent form of Internet access in the country as a whole. Thus, low landline service penetration currently constitutes a serious barrier to expanding rural use of Internet and IP-based information services.

Mobile Services

Growth in the mobile service market is robust with the number of mobile subscribers rapidly outpacing fixed line subscribers in a pattern now common to many developing economies. At the end of 2004, mobile subscribers constituted 16.25% of the population; by the end of 2006, that percentage had more than doubled to 39%. MCIT reports that mobile subscribers now number 4.1M, equaling a 55% population penetration.

There are four mobile operators in Azerbaijan. Three are GSM operators. One operator, Catel, provides mobile services over its CDMA network which now reaches covered approximately 50% of the country’s land area, providing access to 70% of the population. The GSM operators dominate with AzerCell having the largest market share (approximately 64%). The other GSM operators are BakCell and Azerfon (dba Nar Mobile). Mobile network coverage is nearly ubiquitous with access to AzerCell and BakCell networks reaching almost 100% of all populated areas. Nar Mobile’s network achieved 80% population coverage as of April 2008.

All three of the GSM operators have requested spectrum allocations to support migration to third generation mobile networks (3G) capable of providing converged services through the Internet. Given the widespread network coverage of these operators’ network facilities, mobile Internet services may soon overtake dial-up Internet access for Internet-based services.

MCIT has sold its shareholding in BakCell and has privatized AzerCell. The controlling shareholders in both companies are foreign-owned as are the partners in Azerfon/Nar.
Satellite/International Connectivity Services

Under current market conditions, satellite services are important to Internet connectivity in Azerbaijan due to limited terrestrial cable capacity available through surrounding countries. While there are indications that the terrestrial network constraints may soon improve, especially due to current construction of private fiber networks throughout neighboring Georgia, satellite back-up for Internet connections remains a crucial part of connectivity and service delivery in Azerbaijan.

The primary satellite Internet service providers are Delta Telecom, AzEuroTel and Aztelecom. Delta Telecom is the largest of the three and also operates a major fiber-optic backbone network that transits traffic to Georgia. Delta was formerly 50% owned by MCIT, but the Government has sold its shares in this operator.

As a result of this mix of transmission networks, Delta Telecom holds a key market position in the provision of international connectivity as it exercises a near-monopoly over incoming Internet traffic. According to the Azerbaijan Internet Forum, Delta marks up service prices to levels 7or 8 times higher than comparable service prices in Russia or Turkey. Such pricing probably cannot be sustained under a cost-oriented pricing regime.

Subscribers to foreign-based television services constitute the largest number of individual satellite service users. According to MCIT, there are currently six such services licensed in Azerbaijan. 

A small number of residential users obtain Internet connections and some VoIP (voice over Internet protocol) services through VSAT (very small aperture terminal) arrangements. The primary user market for satellite-based data services, mostly through VSAT systems, are foreign embassies/delegations and large corporations, notably financial institutions.

Most external communications services in the Nakchivan Autonomous Region are supplied via satellite although a backbone facility through Iran now connects the region to Aztelekom’s national network.

Cable Television Networks

Cable television is acutely underdeveloped in Azerbaijan. Small operators provide limited analogue video transmission services to very few areas, connecting approximately 5% of the nation’s population. Only one operator, B&BT (Baku and Boston Television), has any appreciable market position and it operates in a limited area of the Baku region. This segment of the industry does not seem positioned to provide any measurable competitive presence in the provision of converged services within the predictable future.

Internet Service Providers

There are twenty-four ISPs in Azerbaijan, providing a wide range of services. However, only three of those ISPs have their own international gateway facilities; thus, the majority of these providers depend on connectivity provided by other operators, primarily over the state-owned networks, and on the pricing practices of those operators. 

Internet service rates vary substantially with the Baku region having considerably lower prices, a situation that reflects both better facility options and competitive service arrangements. Rates for dial-up connections remain high, but have been reduced by 75% over the past decade. Several ISPs provide both pre-paid and post-paid service arrangements, giving consumers more flexibility in their pricing options. ADSL services are available through some ISPs, but at comparatively high prices, especially for medium-to-high-speed connections.

An encouraging development for increased Internet usage has been the implementation of free Internet access points, particularly on university campuses, underwritten by UNDP, OSI and IREX. ULTEL, Catel and AzEuroTel support these WiFi “hot-spots” over their fixed wireless networks.

PRIMARY CONSTRAINTS ON SECTOR DEVELOPMENT

Even though the telecommunications sector in Azerbaijan has been liberalized to a significant extent, competitive entities are generally small with little market power. Consequently, the economic stimuli normally found in competitive telecommunications markets have not yet developed to an appreciable level.


Various private sector stakeholders identify constraints such as above-cost pricing for connectivity, poor quality of service, inadequate network facilities, and an incomplete regulatory framework. MCIT officials identify additional constraints such as lack of adequate consumer protection; low computer skills, penetration and usage; inadequate institutional capacity to exercise effective regulation; and the need for an increased transit capacity to network hubs in Europe and Asia.

The lack of alternative broadband transit networks has negative impacts on both quality of connections and pricing. All traffic into and out of Azerbaijan that is carried over terrestrial networks must transit through other national territories in order to reach major Internet hubs. Rates charged for transiting traffic through networks in neighboring countries constrain options for pricing services in Azerbaijan at competitive levels.

Some parties contend that the communications sector cannot develop adequately until the state-operators are privatized. However, experience in other countries suggests that privatization of incumbent operators with near-total market share and related market power prior to the development of adequate regulatory oversight may result in a crippling of competitive development. MCIT spokesmen indicate that this pattern is understood by the Government and that the current intent is to strengthen regulatory capacity prior to privatization. Thus, the timing of both rationalization of the regulatory framework and privatization of the state operators are very important considerations to the successful development of a competitive telecommunications market in Azerbaijan.

THE REGULATORY FRAMEWORK
Ministry of Communications and Information Technologies
There is no independent telecommunications regulatory agency in Azerbaijan. Most regulatory functions reside within MCIT which remains responsible for the state-owned operators. When MCIT was created in 2004, it was reportedly intended to be a policy-oriented entity without operational responsibilities. However, such a transformation in the ministry’s roles has not yet taken place.

MCIT establishes general regulatory rules and conditions in keeping with mandates set out in the Telecommunications Act. Most of this responsibility is carried out by the Regulatory Department (RD). The RD is responsible for a variety of matters, including licensing, overall policy development, numbering policy, international liaison functions, policies on facility sharing, etc. Internet domain registration is carried out by a private contractor to MCIT. 

The Ministry maintains a website that provides public access to information on important sector, regulatory and policy matters; as such, the website supports a significant level of regulatory disclosure and transparency.

The Head of the RD has indicated that the Ministry intends to follow the European Union’s telecommunications regulatory framework where appropriate to market conditions in Azerbaijan. As the EU framework is widely regarded by industry analysts as a “best practices model,” such an approach holds considerable promise for the sector.  (Telecommunications regulators in both Georgia and Armenia are similarly following the EU model, a development that should promote regulatory consistency within the region.)

The telecommunications licensing regime in Azerbaijan has been streamlined as a result of the 2002 Decree on General Licensing. The decree reduced the number of industry sectors subject to licensing and specified the areas of telecommunication activities that require licensing. License fees were greatly reduced so that they now primarily cover administrative costs. 

MCIT publishes general license requirements, procedures and timeframes for telecommunications services and facilities that require licensing under the Telecommunications Act. The terms and conditions of licenses for provision of commercial services may be reviewed by parties applying for a given type of license. Consequently, MCIT’s current licensing framework appears to be largely compliant with WTO standards although improvements in clarity could be made. To the degree that the current EU licensing framework, or a version thereof, may be adopted, MCIT may choose to issue business authorizations or require simple registration for certain types of facilities or services at some future point, most likely after privatization and licensing of the state-owned dominant operators has taken place.

Interconnection arrangements are subject to commercial contract negotiations, but MCIT has the authority to review the negotiated terms. Consequently, this critically important area of regulatory policy is subject to some degree of regulatory oversight and may be WTO-compliant. However, in light of the economic importance of interconnection frameworks, increased clarity regarding the current review procedures and MCIT’s authority over the terms of such contracts would seem to be advisable.

Regulation and management of the radio spectrum is carried out primarily through a tripartite arrangement. The Commission on Radio Frequencies operates under the authority of the Cabinet and is responsible for establishing broad policy affecting deployment of the radio spectrum. 

The two principal entities responsible for spectrum allocation and management are the Azerbaijan State Committee on Radio Frequencies (ASCR), which acts under the authority of MCIT, and the National Council on Radio and Television Broadcasting. ASCR, the agency with primary responsibility for the allocation and assignment of frequencies for commercial use, is the principal agency relative to WTO considerations. ASCR does not make the national spectrum allocation chart of commercial spectrum bands publicly available and its allocation procedures/criteria are not transparent.

Numbering policy and the administration of number blocks is a responsibility of MCIT. In future, this area must be carried out on a basis independent of any operator. Several stakeholders assert that MCIT gives preferential consideration to the state-operators in the assignment of numbers and number blocks and if so, such practice will not be WTO compliant.

The Tariff Council

Prices for services provided by the state operators are set by the Inter-ministerial Tariff Council. In view of the central economic importance of the pricing of services provided by PSTN operators, this separation of economic regulation of the state operators from MCIT creates an important degree of regulatory independence within the Azerbaijan market. However, this arrangement as currently constituted would be insufficient to meet the WTO requirement of full independence of the regulator from any operator.

Cost accounting policies and systems for these operators are jointly determined by MCIT and MED and are not subject to public scrutiny and analysis. The degree to which this accounting environment supports cost-oriented pricing cannot currently be determined, but there is reason to doubt that has resulted in WTO-compliant pricing practices. The need to reform the current system has been acknowledged by both the Council and MCIT.

The Tariff Council has initiated rate rebalancing for basic telecommunications services. International service charges, as well as regional service charges, have been lowered somewhat and monthly subscription fees for local services have been slightly increased. This process is a politically challenging and substantively difficult area of regulation, but successful tariff reform is a fundamental requirement for a successfully competitive market. Further restructuring is required and the process of doing so needs to be supported by appropriate costing policy and methodologies; these have not yet been developed or adopted.

AREAS OF REQUESTED USAID TECHNICAL ASSISTANCE
Ministry of Communications and Information Technologies
WTO Accession Assistance

Senior MCIT representatives have requested advice from USAID regarding international best practices and options related to regulatory issues that will likely arise during any negotiations on accession to the GATS agreement on telecommunications services. Such assistance could encompass advice on the development of an acceptable schedule of services to be opened to foreign investment/provision and on the development of an acceptable proposal on GATS regulatory principles to which Azerbaijan will be bound and a timetable for implementing those principles. 

In view of current market trends, recent government actions, and general sector policy, the GoAZ is well-positioned to negotiate a successful scheduling of telecommunications services. MCIT indicates that it expects to “bind” every category of service in its proposed Schedule. The presence of several foreign investors and operators in the sector can be viewed as a positive “going-in” position and a strong indicator of such intention. 

The current regulatory framework presents potential challenges to a successful offer. Azerbaijan has not yet met the fundamental WTO requirement of independence of regulatory authority from any operator. Moreover, there may be division within MCIT has to how such separation is to be accomplished –  by privatization of the state operators or by creation of a regulatory agency separate from the Ministry. There are reasonable arguments in favor of both approaches, but MCIT and the Azeri trade negotiators need a clear understanding of the accession implications inherent in both options and regarding possible timetables necessary to implement one or the other.

MCIT has taken steps to be able to comply with several key WTO regulatory requirements (see the appended Reference Paper on Regulatory Principles). However, by the time an offer is formally tabled, MCIT will need to have taken additional actions to ensure compliance with GATS regulatory principles as well as with generally accepted international best practices. 

For example, MCIT should consider seeking an amendment to the Telecommunications Law that would enable it to assume primary jurisdiction for the resolution of disputes between operators rather than having such disputes taken in first instance to the courts as is now the case. The current provisions in the Law would not seem to be consistent with the intent of the WTO requirement in this regard.

As another illustration, MCIT may wish to modify the current licensing framework to bring it more in line with EU practices where authorizations or registrations may be employed for certain facilities and services, particularly for operators and service providers that are deemed not to possess dominant market positions or exercise significant market power. The current legal requirements for licensing facilities and services in Azerbaijan do not permit such an approach. While the WTO principles would not require a country to follow the EU licensing framework, MCIT should understand the intent of the related WTO provisions regarding licensing before implementing any EU-like scheme.

Regulatory Policy Assistance

The Head of MCIT’s Department of Finance and Economic Analysis, Rashad Nabiyev, has requested assistance on costing methodologies to support tariff rebalancing and cost-oriented pricing of services provided by dominant operators (note below a comparable request from the Tariff Council). The Head of MCIT’s Regulatory Department, Alyar Tamirov, has requested related technical assistance regarding regulatory definition of markets within the sector, determination of essential facilities, determination of dominance and significant market power, and application of appropriate ex ante regulations to be placed on dominant operators/suppliers.

Mr. Nabiyev has also requested assistance regarding current spectrum management practices and policies, particularly procedures that would allow MCIT to withdraw spectrum assignments not being used by licensees/assignees and to re-allocate spectrum bands in order to accommodate technological innovations in the market. (Re-allocation is frequently a politically controversial process, but as the current global migration to digital television and related re-allocation of spectrum illustrate, this area of regulatory policy can be of enormous economic importance.)

Mr. Tamirov has also requested assistance on framing legislative amendments to the Telecommunications Act that may be required to support the transition to a fully liberalized market. An evaluation should also be undertaken to determine if legislative action is required to support successful privatization of the state operators in a manner consistent with development of sustainable competition in all services. Possible legislative amendments to enable compliance with the terms of any WTO offer should also be evaluated and related recommendations formulated.

Mr. Tamirov has requested assistance in formulating policies for number portability as well as evaluation of requirements necessary to support efficient number administration. Portability has evolved into a key determinate to a successful competition, particularly in landline services. Moreover, numbers are a scarce resource subject to WTO principles.

The RD is currently considering potential regulatory issues that may arise as converged services (voice, video and multimedia services provided over a given technology) enter the market. These are timely considerations in view of the current deployment of NGN (next generation network) technology by the state operators and the expansion of wireless broadband networks by private operators. As this is an evolving area of regulatory concern, the best approach to understanding regulatory implications of NGN is likely to be examination and evaluation of experiences to date in countries where NGN has been or is being deployed (e.g., Singapore, Korea, Japan, Ireland, etc.).

Mr. Nabiyev indicated that the Ministry also requires advice concerning the defining and structuring of regulatory activities such as technical standards setting, application of competition policies, infrastructure sharing, and tariffing policy relative to competitive service markets. All of these topics reflect common requirements in fashioning an effective regulatory framework flexible enough to accommodate evolving competition.

E-Commerce/E-Signature Procedures

MCIT is preparing a tender process for contracting technical assistance necessary to implement electronic signatures. The process is well-advanced and an expert review of the tender documents is requested.

Assistance regarding security and confidentiality management practices regarding data required for the issuance and maintenance of e-signatures would be advisable in order to ensure user confidence sufficient to encourage use of electronic signature services.

The Tariff Council

The Council’s Secretary, Elshan Asadov, has requested technical assistance on costing methodologies to support tariff rebalancing and the development of cost-oriented service and interconnection charges. Related advice should address the use of rate benchmarking, the options for structuring a price caps regime, and the development of cost profiles for IP-based services, particularly in broadband environments.

Mr. Asadov has also requested assistance in evaluating possible legislative amendments that may be advisable for achieving effective price regulation of dominant operators in a post-privatization market. Related advice is requested for preparation of transitional pricing policies to move from a monopoly environment to a competitive market that may soon be dominated by IP-based services rather than by traditional circuit-switched services.

Private Telecommunications Operators and IT Companies

In addition to constraints such as poor quality connectivity, high prices for access and an inadequate regulatory framework, a commonly cited market constraint for both telecommunications and ICT development is the high cost of IT equipment. This is traced to import tariffs in the 25-30% range.

As part of accession to the WTO, the GoAZ will need to prepare and negotiate an offer for the Information Technology Agreement (ITA). The ITA is a tariff agreement and under it, tariffs on scheduled information technologies must be eliminated. USAID should provide advice and assistance to MCIT and the GoAZ negotiators on the preparation of a comprehensive schedule of IT equipment for detariffing.

The Statistical Yearbook data on the extremely low levels of penetration and use of computers and Internet-based services cited above indicate that computer and Internet usage by small and medium enterprises (SME) in Azerbaijan constitute a market failure for the sector. Aside from equipment cost factors that can be ameliorated by elimination of tariffs on imported IT, lack of confidence in and understanding of electronic services and capabilities has been identified as a source for this market deficiency. 

Significant overall improvement in SME uptake of IT and information services would likely require extensive education and training programs. However, USAID assistance to MCIT on the administration of electronic signatures could be structured to also provide information transfer by short-term technical advisers on information security management practices that are appropriate to small and medium businesses having critical data management requirements. This assistance could be coupled with similar assistance provided to MCIT related to e-signature implementation.

RECOMMENDED PRIORITIES FOR TECHNICAL ASSISTANCE
In light of past assistance projects funded by various donor organizations, provision of USAID-funded advice and assistance in the ICT sector should focus primarily on assisting policymakers to apply general policy options on a practical basis. The level of broad understanding on the part of senior officials is very high concerning fundamental regulatory concepts and policies needed to support a competitive market. However, they have requested information on how to apply such policies in order to create a regulatory framework that can be effective in light of Azerbaijan’s changing market environment.

First Priorities

Assistance regarding the scheduling of services and overall compliance with various Reference Paper principles for WTO membership negotiations appears to now be timely and would, in any case, be of great long-term benefit. 

Assistance in developing proposed amendments to the Telecommunications Act. Particular attention should be given to the structuring of the sector regulatory function within a WTO-complaint framework, achieving clear mandates for necessary regulatory authority and ensuring the definition of proper roles for both the sector regulator and the competition regulator. Recommendations should be developed for any legislation necessary to enable the Azeri regulatory framework to be adapted to the EU telecommunications framework.

Assistance concerning administrative options for specific regulatory functions now carried out by various agencies that might be better reorganized in order to increase regulatory efficiency and responsiveness, particularly in the event of privatization of the state-owned operators. These functions could include management of the commercial spectrum, number administration, and rate regulation in a post-privatization market. 

Assistance on the related requests from MCIT and the Tariff Council concerning tariff rebalancing, pricing policies, costing methodologies, price caps and rate benchmarking should be given high priority as those issues are fundamental to the effective development of a competitive telecommunications market. A related activity that would promote transparent and market-responsive regulation would be assistance to stakeholders (e.g., AMCHAM, the Internet Forum, etc.) to increase effective analysis and participation in the Council’s annual review of service rates with particular emphasis on achieving better user and regulator understanding of the challenges inherent in migration to cost-oriented, market-driven pricing policies.

Assistance in defining markets for the purpose of determining dominance and significant market power is a precondition to applying appropriate regulation to a competitive telecommunications market. Such assistance should relate to the request for technical assistance on applying costing methodologies and rate regulation in a competitive market where prices of operators/suppliers determined to be dominant or to possess market power must be determined by the regulator.

Assistance in contracting a provider of e-signature services through expert review and comment of the procurement documents for MCIT’s upcoming tender process.

Assistance regarding security and confidentiality management practices regarding data required for the issuance and maintenance of e-signatures and related information transfer on international best practices in commercial data management practices for SMEs.

Second Priorities

Appraisal of procedures currently used by GoAZ for management of the commercial radio spectrum. In view of the fact that economically effective “last mile” competition in a market such as Azerbaijan may largely depend on efficient deployment of wireless broadband networks, technical assistance to MCIT in putting spectrum management on a transparent, market-responsive basis could be essential to such competition becoming sustainable over the long term.

Appraisal of number policy and administration, especially number portability. Numbering is a scarce resource that must be regulated under WTO obligations. Experience in many countries has shown that competition, especially in fixed voice services, will be substantially retarded without effective enforcement of neutral numbering policy.

MCIT and Tariff Council officials requested advice and guidance as to the experiences of other countries in implementing regulatory principles necessary to effective sector reform. USAID has been able to provide such assistance very successfully over the course of telecommunications regulatory reform projects in other nations. Seminars providing case studies and comparative experiences with regulatory topics of priority concern have been a keystone of these projects. 

Another area of assistance that has been funded by USAID – often on a cost-share basis – has been regulatory staff participation in the International Telecommunications Union’s annual Global Regulators Symposia that address technological developments and evolving regulatory challenges. The substantive materials made available at these programs are of highest quality. The opportunity to examine and evaluate such information with both experts and fellow regulators has made these programs very successful. MCIT has not, to date, participated in these ITU symposia. Assistance that would integrate appropriate officials into this international network would be a valuable contribution to expanding information resources and regulatory understanding at MCIT.

Advice should be provided to GoAZ trade negotiators and MCIT officials regarding accession to the GATT Information Technologies Agreement (ITA). The ITA requires the elimination of tariffs on scheduled telecommunications and information equipment. Such tariff reform would reduce a major cost constraint on new entrants in the telecommunications market as well as on the development of the IT and information service industries.

CONCLUSION
The regulatory and policy environment in the Republic of Azerbaijan has been undergoing significant change over the past five years, having evolved away from the Soviet era monopoly environment characterized by opaque oversight and central control to a partially liberalized market based on policies that have generally come more in line with international trends and practices.

The Government of Azerbaijan has recently indicated serious interest in negotiating membership in the WTO which would entail accession to the GATS agreement on trade in basic telecommunications services. Such accession would provide a major stimulus to further reform of the national telecommunications market in Azerbaijan and would parallel new pressure for sector reform coming from the partially liberalized market as well as from the rapid transformation of the sector toward provision of converged, IP-based services.

The current market environment in Azerbaijan is characterized by several constraints to further development. The primary constraints are:

· above-cost pricing for connectivity, 

· poor quality of service, 

· inadequate network facilities, 

· an incomplete regulatory framework and inadequate institutional capacity,

· lack of adequate consumer protection, 

· low computer skills, penetration and usage,

· underdeveloped use of computer and information services by SMES,

· lack of adequate transit capacity on networks to Europe and Asia, and

· high costs for use of international transit facilities.

Targeted technical assistance to appropriate GoAZ agencies can have a major positive impact in eliminating or reducing each of these constraints. If provided in the context of possible WTO accession, particularly related to the requirements of the basic telecommunications and information technology agreements, USAID assistance and advice could provide a much-needed focus and stimulus to additional liberalization, regulatory reform and institutional capacity building that are necessary to the creation of a sustainable competitive telecommunications market and to the creation of a productive, transformative information society in Azerbaijan.

ANNEX

WTO REFERENCE PAPER ON REGULATORY PRINCIPLES 

Scope

The following are definitions and principles on the regulatory framework for the basic telecommunications services.  

Definitions

Users mean service consumers and service suppliers.  

Essential facilities mean facilities of a public telecommunications transport network or service that

(a)
are exclusively or predominantly provided by a single or limited number of suppliers;  and

(b)
cannot feasibly be economically or technically substituted in order to provide a service.

A major supplier is a supplier which has the ability to materially affect the terms of participation (having regard to price and supply) in the relevant market for basic telecommunications services as a result of:


(a)
control over essential facilities;  or


(b)
use of its position in the market.

1.
Competitive safeguards
1.1
Prevention of anti-competitive practices in telecommunications

Appropriate measures shall be maintained for the purpose of preventing suppliers who, alone or together, are a major supplier from engaging in or continuing anti-competitive practices.

1.2
Safeguards

The anti-competitive practices referred to above shall include in particular:

(a)
engaging in anti-competitive cross-subsidization;  


(b)
using information obtained from competitors with anti-competitive results;  and

(c)
not making available to other services suppliers on a timely basis technical information about essential facilities and commercially relevant information which are necessary for them to provide services. 

2.
Interconnection
2.1
This section applies to linking with suppliers providing public telecommunications transport networks or services in order to allow the users of one supplier to communicate with users of another supplier and to access services provided by another supplier, where specific commitments are undertaken.

2.2
Interconnection to be ensured

Interconnection with a major supplier will be ensured at any technically feasible point in the network.  Such interconnection is provided.

(a)
under non-discriminatory terms, conditions (including technical standards and specifications) and rates and of a quality no less favourable than that provided for its own like services or for like services of non-affiliated service suppliers or for its subsidiaries or other affiliates;

(b)
in a timely fashion, on terms, conditions (including technical standards and specifications) and cost-oriented rates that are transparent, reasonable, having regard to economic feasibility, and sufficiently unbundled so that the supplier need not pay for network components or facilities that it does not require for the service to be provided;  and

(c)
upon request, at points in addition to the network termination points offered to the majority of users, subject to charges that reflect the cost of construction of necessary additional facilities.

2.3
Public availability of the procedures for interconnection negotiations

The procedures applicable for interconnection to a major supplier will be made publicly available.

2.4
Transparency of interconnection arrangements

It is ensured that a major supplier will make publicly available either its interconnection agreements or a reference interconnection offer.

2.5
Interconnection:  dispute settlement

A service supplier requesting interconnection with a major supplier will have recourse, either:


(a)
at any time or


(b)
after a reasonable period of time which has been made publicly known

to an independent domestic body, which may be a regulatory body as referred to in paragraph 5 below, to resolve disputes regarding appropriate terms, conditions and rates for interconnection within a reasonable period of time, to the extent that these have not been established previously.

3.
Universal service

Any Member has the right to define the kind of universal service obligation it wishes to maintain.  Such obligations will not be regarded as anti-competitive per se, provided they are administered in a transparent, non-discriminatory and competitively neutral manner and are not more burdensome than necessary for the kind of universal service defined by the Member.     

4.
Public availability of licensing criteria

Where a licence is required, the following will be made publicly available:

(a)
all the licensing criteria and the period of time normally required to reach a decision concerning an application for a licence  and

(b)
the terms and conditions of  individual licences.


The reasons for the denial of a licence will be made known to the applicant upon request.

5.
Independent regulators

The regulatory body is separate from, and not accountable to, any supplier of basic telecommunications services. The decisions of and the procedures used by regulators shall be impartial with respect to all market participants.

6.
Allocation and use of scarce resources

Any procedures for the allocation and use of scarce resources, including frequencies, numbers and rights of way, will be carried out in an objective, timely, transparent and non-discriminatory manner. The current state of allocated frequency bands will be made publicly available, but detailed identification of frequencies allocated for specific government uses is not required.
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� On as scale of 1 to 10, the Economist’s E-Readiness Index ranked Azerbaijan with a score of  2.92 in 2006, 3.26 in 2007 and 3.29 in 2008. The average score was 6.39.


� Information Society in Azerbaijan: Statistical Yearbook 2007, State Statistical Committee of the Republic of Azerbaijan, p.6 (hereinafter “the Statistical Yearbook”).


� Internet use is notoriously difficult to document, particularly in developing economies with low levels of computer ownership as most users obtain Internet access at cybercafés where usage data tends not to be kept at reliable levels of accuracy. Consequently, the number of Internet users in Azerbaijan could easily exceed the indicated 10%.


� Azerbaijan Internet Forum
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