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1 Introduction 

(1) The draft decision of the Electronic Communications Office of Iceland (ECOI) on the 
Weighted average cost of capital for 2026 was submitted to national consultation which 
lasted from 13 July until 17 August 2026. 

(2) Comments were received from Ljósleiðarinn ehf. (Ljósleiðarinn). Ljósleiðarinn's 
comments in their entirety follow below.  

(3) In Appendix II, you will find a summary of ECOI's main subjects in Ljósleiðarinn 
comments together with ECOI's position. 

  



 

2 Comments from Ljósleiðarinn 

Ljósleiðarinn 

ECOI  

Suðurlandsbraut 4, 108 Reykjavík  

Reykjavík, 17 August 2026  

Subject: Consultation on the weighted average cost of capital (WACC) for 2026  

Reference is made to ECOI's notice dated 13 July last concerning the consultation on the 
weighted average cost of capital (WACC) for 2026.  

This submission is made on behalf of Ljósleiðarinn ehf., which wishes to present the following 
comments:  

1. Introduction  

Pursuant to Article 16 of Regulation No. 555/2023 on accounting and cost analysis in the 
operations of electronic communications undertakings, four matters are of particular 
importance.  

First, the required return on equity under the CAPM shall reflect the time value of money and 
the risks associated with operations in the relevant market. Second, the debt premium shall 
reflect the normal premium of undertakings in the market. Third, Fjarskiptastofa shall 
determine WACC for individual electronic communications markets, taking account of market 
conditions, an efficient level of leverage, and the position of working capital and debt. Fourth, 
different required rates of return may be used for individual operating units, and the choice 
of methodology shall take account of relevant EEA recommendations, having regard to 
conditions in the domestic market.[1]  

In Ljósleiðarinn's view, this provision calls for an independent and reasoned assessment of 
local financing and risk; in Ljósleiðarinn's opinion, a pan-European average alone is not an 
adequate benchmark for the Icelandic market.  

2. BEREC as the methodological basis  

Ljósleiðarinn considers it appropriate to use BEREC as the principal framework. BEREC 2026 
is based on the European Commission Notice on the calculation of WACC in the context of 
price regulation of electronic communications infrastructure and emphasises transparency, 
public data, and reproducible calculations. BEREC also states that national regulatory 
authorities have discretion within the framework to take account of the particular 
circumstances of each country.[3] The equity risk premium of 6.13% is presented by BEREC as 
a benchmark that also applies to Iceland and Norway. Ljósleiðarinn makes no specific 
numerical comment on that assumption in this submission.  

 



 

The same consideration applies to the beta coefficient. The Icelandic equity market is small, 
and the number of listed comparable companies is limited. A domestic beta estimate may 
therefore be volatile, and it is not proposed that it automatically replace the BEREC beta. 
Fjarskiptastofa should, however, publish an Icelandic sensitivity analysis to demonstrate 
whether the selected beta is consistent with the risk of the relevant market.  

3. Risk-free rate  

ECOI uses a five-year average interest rate, resulting in a real rate of 1.99% and a nominal rate 
of 6.03%.[2] A five-year average smooths short-term fluctuations and is consistent with the 
BEREC methodology. Where interest rates change substantially, however, such a long average 
may diverge materially from the cost of capital faced by an undertaking when making a new 
investment or refinancing.  

The Central Bank of Iceland publishes fixed-maturity interest rates based on the Icelandic 
government yield curve. Ljósleiðarinn proposes that Fjarskiptastofa consider the five-year 
average of ten-year long-term interest rates published by the Central Bank of Iceland.  

4. Leverage of Icelandic electronic communications undertakings  

Ljósleiðarinn proposes that specific consideration be given to whether leverage ratios should 
be assessed for listed companies for comparison with the BEREC benchmarks. It is also 
proposed that the efficient capital structure of electronic communications infrastructure 
operations be assessed separately, with reference to Míla and Ljósleiðarinn and to other 
infrastructure companies, as applicable.  

5. Debt premium and a specific WACC for electronic communications infrastructure  

DEBT PREMIUM — ICELANDIC MARKET DATA  

ECOI uses a debt premium of 1.10% derived from the BEREC peer group.[2] BEREC compares 
corporate bond yields with government bonds denominated in the same currency and of 
comparable maturity, which is standard practice. Article 16 of Regulation No. 555/2023, 
however, states that the debt premium shall reflect the normal premium of undertakings in 
the market.[1] When the above debt premium is compared with the actual financing terms 
of domestic electronic communications undertakings, it is clear that a 1.10% debt premium 
does not reflect the undertakings' debt premium in the domestic market.  

Ljósleiðarinn estimates that the actual debt premium in the domestic market is substantially 
higher than the benchmark proposed by BEREC. Public data show that the premiums on Míla's 
issued bonds and Nova's debt are significantly above the BEREC benchmark. Ljósleiðarinn 
therefore proposes that ECOI assess the actual cost of capital of Icelandic electronic 
communications undertakings in accordance with Regulation No. 555/2023.  

 

 

 



 

SPECIFIC WACC FOR ELECTRONIC COMMUNICATIONS INFRASTRUCTURE OPERATIONS  

In Ljósleiðarinn's view, Article 16 of Regulation No. 555/2023 provides a clear basis for 
assessing a specific required rate of return for electronic communications infrastructure 
operations where their risk profile differs from that of integrated retail and service 
operations. The provision refers to risk in the “relevant market”, provides for WACC for 
“individual electronic communications markets”, permits different required rates of return 
for individual operating units, and requires account to be taken of conditions in the domestic 
market.[1]  

Domestic infrastructure companies own and operate electronic communications 
infrastructure in which substantial capital is tied up for long periods in specialized assets with 
limited alternative uses. Revenue depends to a significant extent on wholesale demand, 
network utilization, and access pricing, while a high proportion of costs is fixed and 
investment requirements are substantial. The cash flow of such operations may therefore be 
more sensitive to changes in utilization and demand than that of large integrated electronic 
communications undertakings that diversify revenue and risk across a broader range of 
services. The BEREC peer group consists mainly of large, integrated European electronic 
communications undertakings, and BEREC 2026 also notes that the WACC Notice on which 
the methodology is based concerns legacy electronic communications infrastructure.[3]  

It is therefore proposed that ECOI separately assess WACC for wholesale and infrastructure 
operations, on the one hand, and for electronic communications undertakings engaged in 
retail and service operations, on the other, and explain whether a single common WACC or 
further differentiation is justified.  

6. Specific risk premium for investment in very high capacity networks (VHCN)  

Commission Recommendation (EU) 2024/539 provides a clear substantive basis for a specific 
risk premium. Under paragraph 64, the allowed return shall take account of the risk of the 
investment concerned. Paragraph 67 specifically provides that, when pricing access to very 
high capacity networks, consideration should be given to a premium above the applicable 
WACC for the additional and quantifiable risk of new infrastructure investment, including 
newly built infrastructure. Paragraph 68 identifies uncertainty concerning wholesale and 
retail demand, deployment costs, technological development, market changes and 
infrastructure competition, and macroeconomic uncertainty. Under paragraph 69, the 
assessment shall be sufficiently detailed and take account of projects and geographical areas, 
while paragraphs 72–73 provide for a stable premium, generally for at least five years.[4]  

The premium should cover risk that is additional, quantifiable, and not already included in the 
base WACC, cost model, revenue forecast, or other adjustments. Correspondingly, the 
premium should be reduced or eliminated to the extent that risk is shared through long-term 
agreements, advance payments, minimum purchase commitments, or other binding 
obligations. This delineation is consistent with Article 16 of Regulation No. 555/2023, under 
which the required rate of return shall reflect the risk of the relevant market and different 
required rates of return may be set for individual operating units, having regard to conditions 
in the domestic market.[1]  



 

 

FINANCIAL RATIONALE  

Investment in fiber and other very high capacity networks are largely irreversible. A 
substantial proportion of the costs of design, earthworks, ducts, equipment, and connections 
is incurred before the final utilization rate and revenue stream are known. The investor 
thereby relinquishes the option of waiting for further information on demand and costs. A 
wholesale purchaser, by contrast, can often defer commitment until demand has 
materialized. If demand proves low, the wholesaler/owner bears the risk of stranded 
investment assets, while the purchaser retains the flexibility to buy only when the relevant 
conditions exist. Price regulation may also limit potential excess returns without removing the 
corresponding risk. This asymmetry provides an objective basis for a specific premium in the 
allowed return.  

There are numerous precedents for applying a specific premium, including in Germany and 
Italy. These foreign precedents demonstrate that a specific premium may be justified when 
supported by reasoned evidence. It is proposed that ECOI examine whether a specific risk 
premium should be determined for the Icelandic electronic communications market.  

Ljósleiðarinn's WACC estimate, a 4.98% real pre-tax required return, is a base benchmark 
without a specific premium. Ljósleiðarinn considers it insufficient to assume, without 
justification, that investments in very high capacity networks entail no additional risk beyond 
the base WACC estimate.  

7. Ljósleiðarinn's proposals  

• ECOI should compare the 1.10% debt premium with actual Icelandic financing terms on a 
consistent basis.  

• ECOI should conduct a five-year leverage analysis in accordance with the BEREC 
methodology for listed domestic companies and a separate assessment of the efficient capital 
structure of electronic communications infrastructure operations.  

• ECOI should assess whether a specific WACC should be determined for wholesale and 
infrastructure operations, on the one hand, and retail and service operations, on the other, 
pursuant to Article 16 of Regulation No. 555/2023, and explain whether a single common 
WACC should be used or whether further differentiation is appropriate.  

• ECOI should assess, under paragraphs 64–73 of Commission Recommendation (EU) 
2024/539, the additional and quantifiable risk of investments in very high capacity networks.  

 

 

 

 



 

 

SUMMARY AND CONCLUSION  

Ljósleiðarinn considers that ECOI's methodology is based to a significant extent on the 
recognized BEREC methodology, but that the resulting 4.48% real pre-tax WACC has not been 
supported by a sufficiently clear comparison with Icelandic market conditions in 2026. Under 
Article 16 of Regulation No. 555/2023, the required rate of return shall reflect the risks 
associated with operations in the relevant market, WACC shall be determined for individual 
electronic communications markets, and the choice of methodology shall take account of 
conditions in the domestic market. BEREC is therefore an important methodological basis, but 
the Regulation also calls for an independent assessment of whether the European 
assumptions adequately reflect the Icelandic market.  

In Ljósleiðarinn's comparative assessment, only the debt-premium assumption is changed, as 
it can be verified using clear Icelandic market data. The risk-free rate, equity risk premium, 
beta, tax rate, and FST/BEREC leverage ratio remain unchanged in the calculation. 

Assumption ECOI 2026 
Domestic 
estimate Comment 

Real risk-free rate 1.99% 1.99% Unchanged 

Equity risk premium 6.13% 6.13% Unchanged; BEREC benchmark for Iceland/Norway 

Equity beta 0.41 0.41 Unchanged 

Debt premium 1.10% 2.20% 
Based on public data from domestic electronic communications 
undertakings 

Leverage ratio 45.58% 45.58% Unchanged, but domestic capital structure analysed separately 

Real pre-tax WACC 4.48% 4.98%   

 

Ljósleiðarinn's estimate of a 4.98% real pre-tax required return assumes a 2.20% debt 
premium, estimated from public data on domestic electronic communications undertakings. 
The estimate does not include a specific risk premium for investments in very high capacity 
networks. Commission Recommendation (EU) 2024/539 nevertheless expressly provides that 
the regulatory authority should assess whether a particular infrastructure investment entails 
additional and quantifiable risk not captured by the base WACC and, if so, add a transparent 
premium to the base required return. German and Italian precedents indicate that a specific 
premium above the BEREC methodology may be justified; it should also be delineated to avoid 
both double counting and the application of a premium to legacy assets without objective 
justification. 

 

Yours faithfully,  

for and on behalf of Ljósleiðarinn  

Valdimar Karl Sigurðsson 
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