-executive summary

SINGTEL submission in response to

the IDA’S consultation document
“interconnection/access in a fully liberalized and convergent environment” 

SingTel supports the IDA’s decision to revise the interconnection regime in Singapore in light of further liberalisation of telecommunications markets.  A soundly-based interconnection regime will be important in achieving the goal of any-to-any connectivity between end users of telecommunications services.  

However, this goal should not be pursued by any means.  It is also critical that the IDA takes this opportunity to establish a framework for the promotion of sustainable competition between existing players and new entrants.  To this end, SingTel is of the firm view that the promotion of infrastructure competition, in particular, must be another key objective.  Any regulatory interventions must have due regard to the existing investments in infrastructure of incumbents and the incentives for all to invest in, expand and maintain infrastructure in the future.  As infrastructure competition develops, so too will robust service-based competition.

SingTel has responded in detail to the specific questions in the IDA’s Consultation Paper “Interconnection/access in a fully liberalized and convergent environment” in the attached submission.  Further, given the complexity and significance of this issue, SingTel would strongly recommend that the IDA conduct a second round of consultation after considering the comments received.

In brief, SingTel is of the following view:

· The interconnect regime should only apply to FBOs;

· the interconnect charging regime should promote infrastructure competition by rewarding those FBOs who actually roll out their own network;

· the regulation of broadband interconnection and access is unnecessary to achieve any-to-any connectivity;

· competition in the broadband arena is already competitive, with both copper and cable access to most Singaporeans;

· broadband regulation is unnecessary and will stifle pending investment in infrastructure by incumbents and new entrants;

· existing services provided by SingTel on a commercial basis such as the wholesale ADSL B-Access product will promote services based competition;

· to the extent that access/interconnection regulation is imposed, it should be reciprocal.  Otherwise regulation will allow for cherry picking and customer lock-in by those operators which are unregulated;

· to the extent that access/interconnection regulation is imposed, pricing should be left to commercial negotiation;

· to the extent that pricing regulation is imposed, pricing regulation should be available only to those operators who have made a significant commitment to national infrastructure investment.  If regulated pricing is to be made available to others, it should be done so on a sliding scale basis only;

· any pricing regulation must take into account a risk premium and the lost opportunity cost of the infrastructure based investor.

We set out below a more detailed summary of the interconnection and access regime which we believe will best serve the long term interests of the telecommunications industry and the public of Singapore, based on the key objectives of infrastructure competition and any-to-any connectivity.

1. regulatory framework for broadband local access and services

General comments on this section of the IDA Paper – any-to-any connectivity

Summary of SingTel position

· It is unnecessary to regulate broadband access on the basis of the need to achieve any-to-any connectivity.

· Regulation is not required to achieve any-to-any connectivity in the broadband world because networks already have commercial incentives to connect with each other.

The IDA seeks comments on the appropriate regulatory framework to stimulate competition in the provision of broadband local access and interactive broadband multimedia services, including interconnection with and access to the broadband infrastructure and services in Singapore.

Summary of SingTel position

· As stated above, just as the regulation of any-to-any connectivity (ie interconnection) is unnecessary because of the commercial incentives to connect networks and because such connectivity has already been achieved, regulation of broadband access (ie comprising both access by customers to the broadband network and by customers to broadband content) of broadband access is also unnecessary.  

· A market-based framework for broadband access will best promote investment in infrastructure, and hence stimulate infrastructure and service-based competition.

· This follows from the golden rule of “regulation only where necessary, competition where possible”.

· SingTel considers that broadband access is already competitive in Singapore.  Unlike other jurisdictions, there is both cable and copper access to most Singaporeans.  Further access technologies will be introduced in the short term. 

· Wholesale broadband access is being provided on existing broadband networks. 

· Access to content resident on other networks is also available and there is commercial incentive, just as there is with the narrowband internet, for this to continue to be the case.

· As yet, there is no evidence of market failure which would justify ex ante regulation.

SingTel recommendation

· A market-based approach is the most appropriate regulatory framework to stimulate competition in the provision of broadband local access and interactive broadband multimedia services, including access to the broadband infrastructure and services in Singapore.

The IDA seeks comments on how the appropriate regulatory framework would benefit the deployment of broadband local access and services.

Summary of SingTel position

· A market-based approach would benefit the deployment of broadband local access and services by ensuring that those who invest in infrastructure can obtain sufficient returns.

· It would also encourage parties to build their own networks, where they would otherwise seek to free-ride off the investments of others.

· Robust infrastructure competition would result, and this would in turn promote vigorous service-based competition.

The IDA seeks comments on whether inter-network competition is likely to develop without regulation.

Summary of SingTel position

· It is economically and internationally recognised that competitive outcomes are always preferable to regulated ones.  

· Inter-network competition is more likely to develop without regulation than with it. 

2. Mandated access to broadband networks

The IDA seeks comments on its requirement of access to all broadband networks.

Summary of SingTel position

· SingTel has already commented that access to broadband networks should not be regulated.

· Neither should submarine cable access be regulated as cable landing  has already been fully liberalised.

· However, to the extent that SingTel’s broadband access network is regulated, SCV’s network should similarly be regulated.

· If access to the new broadband networks is required, it should be limited to allowing service providers to access customers of those networks by way of wholesale carriage services.  Such wholesale carriage services already exist in the form of, for example, the SingTel wholesale ADSL B-Access product.

· Further, to the extent that the IDA determines to regulate any broadband access network, an obligation to provide access should be sufficient.  Price regulation is unnecessary to achieve any-to-any connectivity.

The IDA seeks comments on specifying only ceilings and floors as guidelines for interconnection charges.

Summary of SingTel position

· To the extent that prices are regulated, SingTel would support a flexible regulatory model which left the exact price of broadband interconnection to commercial negotiation, within the bounds of a ceiling and floor.  

· This support is conditional on the precise ceilings and floors and the principles used to set these.

· In particular, if interconnection to new broadband networks is mandated, this support is conditional on the ceiling being the retail price of the broadband service.

The IDA seeks comments on revising the Code to reflect market, industry and technology changes on a periodic basis.

Summary of SingTel position/recommendation

· The Code should be reviewed annually.

· Unbundling obligations in particular should be reviewed within a specified timeframe.

3. Need for reciprocal interconnection 

The IDA seeks comments on the need for reciprocity in interconnection arrangement between infrastructure providers.

Summary of SingTel position

· If parties are given a right to interconnect, they should similarly be obligated to provide interconnection.  

· This will promote good faith negotiations, with new entrants being conscious that any demands they impose may also apply to them.

· Without a reciprocal obligation to interconnect and provide UNE, new entrants may cherry pick an incumbent’s customers and service providers may be isolated on a particular network - this would not achieve the IDA’s goal of any-to-any interconnectivity.  New entrants are incented to engage in regulatory gaming through inflated pricing for origination and termination on their networks.

· Without reciprocity, over-reliance on the incumbent’s network would result and the use of cost-based prices would damage an incumbents’ investment incentives.  These cannot always be protected simply through access pricing.

SingTel recommendation

· Reciprocal obligations should be imposed on all narrowband and broadband FBOs.

· However, new LMDS and 3G FBOs should not be subject to access and interconnection obligations.

The IDA seeks comments on the need for reciprocity in interconnection arrangement between infrastructure providers and service providers and whether non-reciprocity arrangements are more appropriate and under what circumstances.

Summary of SingTel position

· FBOs have a commercial incentive to provide access to SBOs and therefore regulated access is unnecessary.

· SBOs should have no right (or obligation) to interconnect as they do not have a network for which interconnection is necessary. Therefore it is appropriate that they should have no reciprocal obligations.

4. AsymMetrical charges for broadband based on cost

The IDA seeks comments on the implementation of asymmetrical charges based on the cost structures of the different technologies in use in the broadband interconnection arrangements.

Summary of SingTel position

· Regulated pricing for broadband access is unnecessary.

· If it is regulated, the use of asymmetric charging for broadband to broadband interconnection, where the interconnecting technologies have different cost efficiency profiles, would ensure that a carrier recovers its costs.  

· However, such charges would only be competitively neutral if based on symmetrical pricing principles.

SingTel recommendation

· Asymmetric charging for broadband to broadband interconnection should be permitted, where the interconnecting technologies have different efficient cost profiles.  Efficient cost profiles may differ from actual cost profiles.

· Asymmetric charging should be based on symmetric pricing principles.

The IDA seeks comments on whether there are other charging arrangements that may be more appropriate and if so, under what circumstances.

· SingTel considers that symmetrical charging is necessary for narrowband interconnection and access, particularly to address over-charging by new entrants for call termination interconnection for which there is no substitute.

· Call origination could be removed as an IRS, particularly in the broadband context where there are likely to be many customer access networks and technologies available.

· If access and pricing regulation is imposed in the broadband context, symmetrical charging should also apply where a broadband network connects to a narrowband network to supply narrowband services eg. SCV connecting to SingTel to supply telephony.

· However, our support for symmetrical charging is subject to our submission in section 13 that interconnection charges should depend on the customer base and geographic coverage of the interconnecting party.  This may require asymmetric prices.

SingTel recommendation

· Symmetrical charging should be required in the narrowband context, subject to any asymmetry required by implementation of the type of differential charging model discussed in section 13.

5. Differential charging between FBOs and FBOs and SBOs

The IDA seeks comments on the implementation of differential interconnection charges - one set that is applicable between different infrastructure providers, and another that is applicable between infrastructure providers and service providers.

Summary of SingTel position

· SingTel submits that the interconnection regime should only apply to FBOs, as detailed in section 8.

· If the IDA nevertheless determines to grant SBOs some form of access rights, there should still be differential charging between FBOs and between FBOs and SBOs in order to promote infrastructure competition and ensure that SBOs do not cannibalise the market to the detriment of new FBOs.

· FBOs should be entitled to regulated wholesale prices whereas the price to SBOs should be determined through commercial negotiation or by the retail price for the relevant service.

· This principle should be applied to both narrowband and broadband interconnection.

· There is substantial international precedent for such a distinction to be made.

· While it may be inconsistent with cost-oriented pricing, there is always tension between the various objectives of interconnect regulation.  Where infrastructure competition is nascent, this should take priority.

· If infrastructure competition is allowed to develop, then service-based competition will follow.  There is no need for mandated price incentives to achieve this.

· As SBOs grow customer bases and competitive knowledge, SBOs will be incented to invest in infrastructure where it would be efficient to do so.

SingTel recommendations

· FBOs should be entitled to lower charges than SBOs.

· While FBO charges may be regulated, FBO charges to SBOs must be left to commercial negotiation or at most reflect the retail price of the relevant service.

The IDA seeks comments on whether there are other arrangements that may be more appropriate than an infrastructure/service provider distinction and if so, under what circumstances. 

Summary of SingTel view

· The most appropriate arrangement to promote infrastructure competition would be differential charging as between FBOs and as between FBOs and SBOs.

6.  Premium IN cost of capital for broadband

The IDA seeks comments on the inclusion of a risk premium in the cost of capital for broadband infrastructure and service deployment.

Summary of SingTel position

· SingTel has some reservations about the ability of access price adjustments to address the impact of cost-based regulation on broadband investment incentives.

· However, to the extent that cost-based pricing is imposed, inclusion of a premium in the cost of capital when determining access and interconnection prices for broadband networks would provide some protection against damage to investment incentives.

SingTel recommendation

· As noted above, broadband pricing should be left to commercial negotiation.

· If broadband access and interconnection are to be subject to cost-based regulation, a premium must be allowed to recognise the risks of investment in broadband.

7. scope of technologies and services to be covered

The IDA seeks comments on the scope of technologies and services to be included in the proposed Code with respect to IRS to ensure that the Code achieves the IDA’s policy objective of transparent, any-to-any interconnection and open access.

Summary of SingTel position

· The IDA should only regulate Interconnect Related Services (IRS).

· The IDA should not regulate beyond these IRS by requiring supply of wholesale access services, in order to ensure infrastructure competition is promoted.

· Regulation of call origination in the broadband context is unnecessary.  There are currently two customer access networks, with further investment to be made.  Broadband FBOs will compete for call origination traffic/usage.  Narrowband origination should also be reviewed if broadband origination is a substitute.

· Supply of wholesale access services such as SingTel’s ADSL B-Access product will still occur on a commercial basis and open access will be achieved.

· Neither should the IDA seek to expand the scope of the current IRS, in particular by requiring sharing of and access to all facilities.

· Only minor adjustments, if any, to the current list of IRS should be required to accommodate broadband interconnection and access.

· Both narrowband and broadband originating access should not be regulated.  Given the number of existing networks in Singapore, there are commercial incentives on operators to provide originating access, particularly in the broadband context.

SingTel recommendations

· The current list of regulated IRS should be retained, including the restriction of facilities sharing to UNE and support facilities that are essential facilities.  Originating access should be removed.

· Supply of wholesale services should not be regulated on an ex-ante basis.

· No broadband origination is necessary because this will be delivered commercially over the several broadband networks.  Broadband termination may also not be necessary because interconnection is already being delivered through commercial negotiation (eg as occurs with the internet).

8. reciprocity of access between carriers and VASPs

General comments on this section of the IDA Paper – transit 

Summary of SingTel position/recommendations

· Operators should have an obligation to allow other operators to obtain indirect interconnection via a transit operator.

· However, these obligations should apply only as between the interconnecting parties and not the transit operator. 

The IDA seeks comments on the need for reciprocity in the obligation to provide access between carriers and VASPs.

Summary of SingTel position

· Only FBOs require and should therefore be entitled to interconnection with other networks and access to UNE.

· SingTel considers that the question of reciprocity of access and interconnection between carriers and VASPs should not arise as there should be no obligation to provide access to VASPs in the first instance.

· VASPs acquire essentially the same services as retail customers and should be treated on a similar footing.  

· Giving VASPs preferential rights will damage investment incentives of carriers and will therefore stunt infrastructure competition.

· Opening up access to “all-comers” could also result in technical and operation concerns.

· SingTel is also unclear as to what sort of access to IRS that the IDA considers a VASP could provide on a reciprocal basis.  They do not have customer access networks which they could unbundle and provide to carriers.

· In terms of interconnection, VASPs will not have their own customer access networks which require interconnection to achieve any-to-any connectivity.

· However, to the extent that access and interconnection rights are given to VASPs, there should be reciprocal obligations.

SingTel recommendation

· VASPs should have no right to acquire nor obligation to provide access or interconnection.

· VASPs should instead obtain access to customers by way of wholesale end to end access services provided on commercial terms.

· However, if the IDA does give VASPs access and interconnection rights, these should be reciprocal.

The IDA seeks comments on whether there are other arrangements that may be more appropriate and if so, under what circumstances.

Summary of SingTel position/recommendation

· VASPs should have no right to acquire nor obligation to provide interconnection or access to IRS.

· VASPs should instead obtain access to customers by way of wholesale end to end access services provided on commercial terms.

The IDA seeks comments on whether reciprocity is critical to achieving its objective of transparent, any-to-any interconnection and open access.

Summary of SingTel position

· Allowing VASPs access and interconnection rights is not critical to achieving any-to-any connectivity and, in fact, is irrelevant to this objective.

· Further, regulated rights to access IRS are unnecessary to achieve open access – open access can still be achieved through the provision of wholesale end-to-end access services, without the need for unbundling.

9. FLEC-based charging

General comments on this section of the IDA Paper – ADC and USO for broadband

Summary of SingTel position/recommendation

· Where an access deficit is incurred or a universal service obligation imposed, regardless of the cost approach adopted, a mark up should be allowed to recover a contribution to losses.

The IDA seeks comments on the FLEC cost basis.

Summary of SingTel position

· Generally, forward looking cost models are inappropriate in immature broadband markets.

· FLEC pricing using a LRAIC standard will not allow new entrants nor incumbents to earn sufficient returns to justify the risk of investing in new networks or upgrades to existing infrastructure.

· It will send the wrong messages to new entrants (both on entry and exit, and on build vs buy).

· It will also be near impossible to calculate an access or interconnection price accurately where technology is changing rapidly.

· However, the IDA has applied FLEC prices to unbundled local loop access.  It therefore should also apply a FLEC model to cable network access.

SingTel recommendation

· The IDA should not apply a FLEC cost basis if it determines to set the price of broadband IRS except for existing and reciprocal IRS’ (eg unbundled local loop) which have already been costed on a FLEC basis.

The IDA seeks comments on the option to use alternative cost bases in the broadband context where appropriate on a case-by-case basis.

Summary of SingTel position

· For new broadband networks a historic cost base would best protect investment incentives and would also be the most practical to administer (except for the local loop component of broadband services which should continue to be based on FLEC).

· Current cost models are essentially the same as forward looking models and so give rise to the same difficulties.

SingTel recommendation

· If the IDA insists on cost-based pricing for broadband IRS, then the model should use historic costs (except for the local loop component of broadband services which should continue to be based on FLEC).

The IDA seeks comments on whether there are other approaches that may be more appropriate and if so, under what circumstances.

Summary of SingTel position

· SingTel has already submitted that broadband IRS prices should be set by market forces.

· If price regulation is to be imposed on broadband IRS, a retail minus model should be adopted except where regulated retail prices are below cost– any strict cost model would damage infrastructure investment and competition.

· Application of an ECPR model to broadband IRS would promote the IDA’s policy goal of infrastructure competition by allowing sufficient returns to justify investment risks.

· While ECPR has not been favoured in the narrowband context due to the compensation for the introduction of competition that it allows, it is pro-competitive to allow these in the broadband context as a way of sharing the huge risks of broadband investment.

· ECPR also recognises that the value of the carriage component to carry valuable content of a service provider is greater than its cost of production.

SingTel recommendation

· If the IDA determines to regulate the price of broadband IRS, it should apply an ECPR model.

10. LRAIC as cost standard

The IDA seeks comments on the LRAIC cost standard in the context of broadband and the earlier discussion of inclusion of a premium for risk in the cost of capital.

Summary of SingTel position

· SingTel stresses again that use of forward looking LRAIC to set broadband IRS charges is entirely inappropriate for new and rapidly changing technologies such as those used in the broadband environment.

· However, to the extent that the IDA is determined to use an incremental cost model (for example in relation the IRS of narrowband or existing broadband networks), SingTel submits that the LRAIC standard must include a mark up to contribute to common costs, which are considerable and highly relevant in the telecommunications industry.

· In other words, if incremental cost is preferred, we favour a TSLRIC model or the TELRIC variant used in the United States.

· As discussed earlier, a risk premium should be included in the cost of capital, regardless of which cost standard is adopted – this is necessary to protect investment incentives.

SingTel recommendation

· To the extent that the IDA applies a LRAIC standard, it should explicitly allow for recovery of a contribution to shared and common costs.

· Broadband carriers should be allowed to charge a premium for risk in addition to any mark up on LRAIC for shared and common costs.

The IDA seeks comments on whether there are other approaches that may be more appropriate and if so, under what circumstances.

Summary of SingTel position

· To the extent that the IDA determines to set cost-based prices for broadband IRS, an FDC standard would be more appropriate in light of the goal of infrastructure competition.

11. responsibility for charges and capacity based allocations

General comments on this section of the IDA Paper – usage based allocations

Summary of SingTel position

· SingTel supports cost allocation based on use, such that if an IRS is requested by a new entrant which it alone requires, it should bear all associated costs.

· However, this cost allocation should only apply where it is in accordance with the cost causality principle.

SingTel recommendation

· For FBO to FBO interconnection, costs should be allocated based on usage where usage charges reflect the way that costs arise.

The IDA seeks comments on the use of capacity based allocations in the broadband context.

Summary of SingTel position

· SingTel considers that cost allocation based on capacity requested will, in a number of instances, be preferable to usage based allocation in the narrowband and broadband context.

· Capacity based allocation would promote efficient use of networks.  

SingTel recommendation

· Costs should be allocated based on capacity requested where the bulk of the relevant costs are incurred when capacity is provided and are independent of how much traffic eventually flows through the network.

· However, it should be recognised that many costs continue to be usage based and care must be taken when introducing capacity based charging.

The IDA seeks comments on the inclusion of bonuses and penalties based on the initial capacity requested for interconnection charges.

Summary of SingTel position

· A scheme which rewarded efficient broadband capacity requests by way of bonuses and penalties added to usage based charges would also encourage efficient network planning.

· It may also mimic how costs are incurred.

SingTel recommendation

· Where the bulk of costs are incurred when capacity is provided, a bonus penalty scheme could be adopted as a second-best alternative to capacity based allocation.

12. RESPONSIBILITY for O/T charges

The IDA seeks comments on the responsibility for origination and termination charges.  The IDA also seeks comments on the potential elimination of originating charges, where compensatory usage based retail tariffs are collected by the originating carrier. The IDA is particularly interested to receive comments on whether the current interconnection charges constrain the IDA in achieving the objective of actively promoting broadband service innovations and if there are other approaches to allocating responsibility for charges that may be more appropriate and if so, under what circumstances..

Summary of SingTel position
· Only FBOs are entitled to IRS.

· As a general rule, the party that generates the value in providing service and who is entitled to earn the retail revenue for its provision should be responsible for the payment of IRS charges to interconnect with, and obtain access to, anothers network and access customers.

· The originating carrier should only be responsible for the origination and transit component of the call to the extent that it is the retail supplier of retail service to the originating customer.

· Where the retail charge is usage based and collected by the originating carrier there may be no IRS originating charge applicable.  However, where an access deficit or universal service loss exists in additional to the usage based costs, then additional compensation should be made. 

· Market based outcomes are better than regulated outcomes.  Difficulties associated with applying standard rules to the broadband environment highlight that regulation should only be imposed where a market failure has occurred.

· IRS originating and terminating charges may constrain the IDA to the extent that differing retail pricing will be applied in the broadband environment.  It is difficult to assess how these models will operate and so post ante interconnection rules should only be imposed if the market operates ineffectively.

General comments on Public Forum presentation by IDA Consultants – PI costs

Summary of SingTel position
· New entrants should pay upfront for the costs of establishing physical interconnection, rather than forcing incumbents to act as banker.

13. differential charging based on customer base and infrastructure

General comments on this section of the IDA Paper – Simple licence distinctions

Summary of SingTel position

· SingTel strongly supports an interconnect charging regime which promotes infrastructure competition by rewarding those FBOs who actually roll out their own network.

· It is insufficient to simply differentiate between SBOs and FBOs as, while FBOs may be licensed on the basis that they will roll out a network, they may in fact only build limited infrastructure.  

· SBOs and FBOs with limited infrastructure, such as a PC-based switch and a short transmission link, should not be rewarded to the same extent as FBOs who roll out national networks. 

· If these small FBOs and SBOs are given the same interconnection rights as larger FBOs taking the risk of rolling out into marginal areas, they will cream skim and compete away the profits required by larger FBOs to fund extensive infrastructure.

· Only FBOs should receive the benefit of regulated charges on a sliding scale depending on, amongst other things, national infrastructure build.  SBO pricing should be subject to commercial negotiation.

SingTel recommendations

· Differential charging based on licence distinctions should be treated by the IDA as a second-best option for promoting infrastructure competition.  

· The IDA should develop a more sophisticated model to ensure that this objective is achieved.

General comments on this section of the IDA Paper – charges based on extent of infrastructure

Summary of SingTel position

· A more sophisticated model would involve a sliding scale of charges depending on the percentage of national fixed infrastructure owned by a FBO licensee, based on weighted factors such as customers served and geographic areas covered, as suggested in the IDA Paper.

· The principle of rewarding infrastructure investment through a sliding scale of access charges should be applied across both broadband and narrowband networks.  

· New and existing infrastructure would be taken into account under the model.

· Access deficit contributions should be applied on an equivalent basis across all usage/capacity allocated.

· Universal service allocations should be applied on an equivalent basis across all operators.

SingTel recommendations

· The IDA should start developing a model applying a sliding scale of charges depending on the percentage of all national fixed infrastructure owned by a FBO licensee.

· The FBO pricing model should be based on weighted factors such as customers served and geographic areas covered to ensure diverse networks.

The IDA is particularly interested in feedback on whether differential charges across classes of operators, based on the size of the customer base and the extent of new infrastructure investment, will pose problems in achieving the IDA’s objectives of actively encouraging broadband infrastructure and promoting service innovation.

Summary of SingTel position

· To the extent that FBOs are to receive regulated pricing, differential charges across the class, based on the size of the customer base and the extent of new infrastructure investment, will strongly promote the IDA’s objectives of actively encouraging broadband infrastructure and promoting service innovation, rather than pose any problem

The IDA is particularly interested in whether there are other approaches that may be more appropriate than differential charges across classes of operators and if so, under what circumstances.

Summary of SingTel position

· SingTel does not consider that there are any other approaches which would be more appropriate.

13A
requesting operator’s responsibility for extra functionality

The IDA seeks comments on its proposal in relation to the requesting operator’s responsibility for charges with respect to upgrades in functionality of the providing carrier’s networks in the broadband context.

Summary of SingTel position

· Requesting operators should be responsible for the costs of upgrades in both the broadband and narrowband contexts. 

· A providing carrier should not be forced to share the costs simply because it could benefit from an upgrade, as it may not intend to implement such an upgrade within the same timeframe, or at all. 

SingTel recommendation

· A “requesting party pays” principle should apply to all upgrades.

The IDA seeks comments on whether there are other approaches to allocating responsibility for upgrades that may be more appropriate and if so, under what circumstances.

Summary of SingTel position/recommendation

· An alternative approach which would be more appropriate than the IDA’s proposal would be to only require a providing carrier to share costs of an upgrade when it will clearly benefit from that upgrade.

13B.  Reservation of future capacity and use of proprietary protocols

General comments on this section of the IDA Paper – reciprocal sharing

Summary of SingTel position

· SingTel is concerned about the IDA’s proposal to suspend the obligations of new entrants to share IRS such as ESF and UNE.

· This would be deleterious to competition as these IRS are, by definition, necessary inputs for other licensees to be able to compete.

SingTel recommendation

· The obligation to share facilities should apply to both incumbents and new entrants who have control of an ESF or UNE.

The IDA seeks comments on whether capacity for future use should be allowed in all types of IRSs.

Summary of SingTel position

· Operators should be allowed to reserve capacity in their own facilities for future use, even where it is an ESF.  

· This is consistent with international best practice and will promote efficient investment and network planning decisions.

SingTel recommendations

· Facility owners should be free to reserve capacity in their own IRS where capacity is not constrained.

· Where capacity is constrained and the facility is an ESF, the facility owner should have the right to reserve 50% of the available capacity for a maximum period of 2 years.

· The facility owner must hold documentary evidence of its reservations and information on the existence and extent of reservations.

· Sharing operators should have no right to reserve capacity.

The IDA seeks comments on whether reservation rights would detract from the goal of any-to-any system and service connectivity.

Summary of SingTel position

· Reservation rights would not detract from the goal of any-to-any connectivity.

The IDA seeks comments on whether there are other approaches to reservation rights that may be more appropriate and if so, under what circumstances.

Summary of SingTel position/recommendation

· Reservation rights should extend to ESF but could be subject to time and space limits to protect access seekers.

The IDA seeks comments on whether proprietary protocols which inhibit interconnection should be permitted for limited periods of time.

Summary of SingTel position/recommendation

· Telecommunications operators should not be limited in their ability to obtain intellectual property protection for their inventions.

· Absolute prohibition on proprietary standards will stifle investment and development of new technologies.

· Open proprietary protocols should be encouraged, with licensing of proprietary standards with adequate compensation.

The IDA seeks comments on whether proprietary protocols would detract from the goal of any-to-any system and service connectivity. The IDA seeks comments on whether there are other approaches to proprietary protocols that may be more appropriate and if so, under what circumstances

Summary of SingTel position

· Open standards should be preferred but not mandated.

· Proprietary protocols will not detract from the goal of any-to-any connectivity where appropriate licensing arrangements are in place.

· If licensing not possible, IDA could impose conditions such as a requirement to develop an open standard or phase out of the service, depending on the consumer harm that would be done if the service was phased out.

SINGTEL submission in response to the IDA’S consultation document
“interconnection/access in a fully liberalized and convergent environment” 

SingTel welcomes the opportunity to make this submission on the IDA’s Consultation Paper “Interconnection/access in a fully liberalized and convergent environment” (IDA Paper).  SingTel is interested in this consultation as a Public Telecommunications Licensee who has a national fixed telecommunications network over which it offers a suite of narrowband and broadband services.

Our key message in this submission is that the IDA should continue to pursue a regulatory model premised on infrastructure competition.  Only infrastructure competition will provide for sustainable competition, promote services competition and allow for future regulatory withdrawal.
  While service - based competition is important, it must not be given priority over infrastructure competition in the early stages of telecommunications liberalisation.

The framework for SingTel’s comments

The IDA Paper does not define a number of key concepts underpinning the proposed regulatory framework.  SingTel assumes that the IDA intends them to have their accepted industry meaning.  However, we set out our understanding of these terms below to set the context for our comments.  SingTel considers that it would also be useful for any final IDA document or Code to define all relevant terms.

Definition of broadband

SingTel notes that the IDA Paper does not seek to define “broadband”.  SingTel considers that broadband networks should be restricted to those transmission media with channel capacity in excess of 2Mb/s.  The 2 Mb/s threshold is well accepted on an international basis.

We note that the actual broadband services may not have guaranteed transmission of over 2Mb/s.  For example, the SingTel Magix service is only provided at up to 512 Kb/s. Likewise, SingTel’s wholesale B-Access service is only provided at up to 512Kb/s.  Both services would be considered to be broadband services.

Meaning of carrier vs service provider and overlap with FBO/SBO distinction

SingTel supports the distinctions made in the Appendix to the IDA Paper between carriers and VASPs (or service providers). We note that VASPs are essentially individually licensed Services Based Operators.  SingTel considers that the definition of carriers should be restricted to those FBOs who have constructed transmission facilities and switching.  Switching equipment or leased transmission alone should not result in a carrier classification for reasons outlined in section 5 of this submission.  We therefore support the slide presentation made by Deloittes at the Public Forum to the extent it states that FBOs are those who own and operate transmission plant together with switching/broadcasting equipment.

SingTel also agrees that service providers should be restricted to those that do not have their own networks and simply connect communications equipment (which may be part of a private network) to the public networks of others.  This would be consistent with the definitions of service providers used by overseas regulations.

Another key distinguishing feature between carriers and service providers is that carriers have directly connected end-customers where as service providers rely on carrier networks to access customers.  This distinction is critical to understanding the difference between interconnection between networks which are directly connected to end-customers and access by service providers to end customers, as discussed below.

SingTel considers that a facilities-based Licensee (FBO) will generally be a carrier and a service-based Licensee (SBO) will be a service provider.  We use this terminology interchangeably throughout this submission.

SingTel notes that resellers of wholesale end-to-end services are classified in the IDA Paper as Service Innovators, and not service providers.  It was also made clear at the IDA’s Public Forum that resellers will not be covered by the interconnection regime. We support this outcome.

Interconnection vs access and resale

SingTel considers that it is fundamental to the design of an effective interconnection regime that interconnection services are distinguished from access and other wholesale services.  The key distinction is that interconnection services are only those that are required for physical connection and interoperability between two networks with direct connections to customers (ie. FBO networks), such as call termination.  

Services for accessing customers and end-to-end services for service provider resale, such as leased circuits are not required for this purpose and, to a large extent, are the same as retail services.  These can be described generally as access service.  

In the broadband context, interconnection would comprise ATM to ATM network connectivity, whereas access would comprise:

· access by and to customers connected to the broadband network through services such as Unbundled Local Loop and the SingTel wholesale B-Access product (which is the equivalent of the bitstream product to which OFTA refers when dealing with broadband access); and

· access to content resident on broadband networks.  

In a report to the EC, Squire, Sanders & Dempsey also stressed these distinctions as being critical to the design of an appropriate regulatory framework:

“ “Interconnection is generally understood to mean the physical linking of separate networks.  “Access”, on the other hand, is a broader concept which embraces the full range of requests by market players to obtain access to a network operator’s assets or its customers … 

In the short term, the concepts of “interconnection” and “access” should be clearly distinguished, because their respective roles in a future multimedia environment are likely to be different. The public policy behind “interconnection” is to ensure any-to-any communications among citizens of the European Union.  A concept of “access”, on the other hand, potentially refers to a very broad range of purely commercial relationships between market players … 

Requests for commercial access should be assessed in the context of [post facto] European competition rules … 

The concept of “interconnection” should be restricted to the termination of communications on the network of an operator.  Unlike the concept of “access”, whose terms should in principle reflect a competitive marketplace (i.e., a contestable market), there is an overriding policy goal in mandating that the termination of communications should occur at a price close to cost to ensure “any to any” communications.”

SingTel therefore supports the statements of Callahan Associates International at the IDA’s Public Forum that services such as call origination by way of simple resale, pre-subscription, data network and ISP connectivity and unbundled local loops are all services used to provide access to customers.  These can be provided as retail services or at wholesale for indirect access.  

Only network connectivity and call termination is a true interconnection service.
Meaning of any-to-any connectivity 

SingTel considers that, given much of the IDA’s proposed regulatory regime is premised on the importance of achieving any-to-any connectivity, the meaning of this term should be accurately defined and clearly understood by the regulator and industry alike.  In this regard, SingTel has some concerns that the IDA has confused ubiquity of service with the notion of any-to-any connectivity, in suggesting that customers should be able to access the services of all operators.  

Any-to-any connectivity is a network-to-network based term not a customer connectivity, service or content based term.  Customer connectivity (ie network access) and access to services and content are just that:  access terminology.  

SingTel points to overseas definitions of any-to-any connectivity in this section to clarify the distinction.

OFTEL has discussed the meaning of any-to-any connectivity in the narrowband and broadband contexts:

“ … “any-to-any connectivity” between customers underlies the regulation of narrowband switched networks.  This principle ensures that any telephone can be connected to any other, regardless of the network used…. There are however a number of difficulties in applying it in practice in the [Broadband Switched Market] world.  The “any-to-any” principle in narrowband telecommunications works only at a relatively basic level of service – basic telephony; in the BSM world sophisticated network interconnection would be required for any single customer to be able to access any service provider on any distribution network to which he is attached, ie a complete parallel to the basic telephony “any-to-any” functionality.  It would be arguably inappropriate to attempt to impose an obligation to provide this kind of access on emerging BSM networks … the regulatory regime should act to encourage that objective, though not require it.”

In Australia, there is a clear statutory definition.  The Trade Practices Act 1974 (which sets out access obligations for the telecommunications industry) provides in section 152AB(8) that:

“the objective of any-to-any connectivity is achieved if, and only if, each end-user who is supplied with a carriage service that involves communication between end-users is able to communicate, by means of that service, with each other end-user who is supplied with the same service or a similar service, whether or not the end-users are connected to the same telecommunications network” 

In the explanatory memorandum to this provision, it is also made clear that:

“any-to-any connectivity will only be relevant when considering whether a particular service promotes the long term interests of end users of a carriage service that involves communications between the end users.  When considering other types of services (such as carriage services which are inputs to an end-to-end service or distributive services such as the carriage of pay television) this criterion will be given little, if any, weight”.

The ACCC has also made clear on a number of occasions that any-to-any connectivity is primarily concerned with terminating access.

In other words, any-to-any connectivity is about allowing end users to communicate with all other end users at a basic service level through network-to-network interconnection.  It is not about allowing end users to access all services of other operators - the decision whether to make those services available must be at the commercial discretion of each operator.  Nor is any-to-any connectivity concerned with connecting a customer to a network per se.

14. regulatory framework for broadband local access and services

General comments on this section of the IDA Paper – any-to-any connectivity

Summary of SingTel position

· The IDA cannot properly base a decision to regulate broadband access on the basis of the need to achieve any-to-any connectivity.  

· Regulation is not required to achieve any-any connectivity in the broadband world because networks already have commercial incentives to connect with each other.

14.1 The IDA Paper appears to justify regulation of broadband access on the basis of any-to-any connectivity, however, SingTel notes that the IDA questions in section 1 relate to whether regulation is necessary to promote the different objective of broadband competition.  The IDA Paper appears to assume that regulation is necessary for broadband any-to-any connectivity, without need for further discussion.  SingTel disputes this assumption.  We firmly believe that in the new world of broadband access, the achievement of any-to-any connectivity does not require regulatory intervention.  As discussed earlier, any-to-any connectivity is about communications between end-customers.  This enhances the value of a network and so there is an incentive to achieve it without regulation.  

14.2 We refer again to the interconnection and access that has already occurred in Singapore on a commercial basis such as, at the interconnection level, SingTel to 1-Net and, at the access level, SingTel’s wholesale ADSL B-Access product.  Broadband interconnection occurs on a commercial basis to then facilitate broadband access to content resident on those interconnected networks  (eg SingTel is interconnected with 1-Net to enable SingTel Magix customers to access content/multi-media on Singapore One. SingTel’s wholesale ADSL B-Access product is about providing IASPs with the ability to obtain broadband  access to their customers and deliver high speed internet access services directly.)

14.3 The Internet is another prime example of the incentives to achieve any-to-any connectivity.  The Internet has achieved, and continues to maintain, any-to-any connectivity in the absence of regulatory intervention.  The market has driven this outcome.  Consumers have essentially required any-to-any connectivity from and to any location (eg for email and web surfing) and such interconnectivity has occurred in the absence of regulation to satisfy consumer demand.  

14.4 The Internet becomes more efficient and more valuable to those connected to it (both end users and service providers), the more people are connected. No-one mandates interconnection between the backbone Internet networks.  No-one sets prices for those interconnections.  The networks interconnect because the market demands it.  This has been achieved in a market where significant private investment has been made in domestic and international backbone networks, demonstrating that even private investing have incentives to interconnect.

14.5 The same has occurred in the narrowband internet context on a localised basis in Singapore.  SingTel, Pacific Internet and StarHub Internet  all have internet network connectivity in the absence of any form of regulatory intervention because competition has demanded it and consumers would not subscribe to one of these services without full connectivity to the others.  Further, these larger IASPs compete for the connection of smaller ISPs to their networks.

14.6 The same will be true of broadband delivery.  The market will demand, and get, any-to-any broadband connectivity. This will be achieved, not because a regulator demands that broadband networks interconnect, or attempts to set prices for that interconnection, but because networks that do not connect at market prices will never make a return on their investment.  

14.7 As stated above, the connection between SingTel and 1-Net is an example of market driven interconnect.  Market demand for interconnectivity then naturally leads to ubiquity of access.  Once interconnected, the value of the SingTel Magix offering is enhanced by making Singapore One content available, whilst Singapore One obtains value by increasing its audience for its content and multi-media services.  

14.8 There is also evidence emerging from the US market that networks that choose to ignore market demand for any-to-any connectivity soon lose customers to other networks that do provide that connectivity.  Customers reject networks that attempt to keep them within that network’s own boundaries.  The desire to reach other users and content is what drives customer to use online services.  The ability to make that content available depends on the networks connecting the customers by providing any-to-any connectivity.

14.9 In addition, SingTel believes that IDA Paper fundamentally misconstrues the nature of connectivity between the new networks.  Not every network needs to be connected to every other network (as the IDA seems to be suggesting).  The future of interconnection is a market-driven mix of direct connections, transit arrangements, SKA peering, and “full freight” charging.  In other words, networks will provide for any-to-any connectivity through a mixture of direct connections and transit arrangers. 

14.10 The IDA cannot predict what the outcome of all this will be.  As we discuss further below, regulatory intervention in immature markets is fraught with danger.  There are very strong economic arguments that interfering in emerging technology markets such as this attracts a very high potential for error.  While the advantages and disadvantages of intervening in narrowband interconnection may have been initially balanced in favour of intervention for some period, intervention in broadband technologies is weighted significantly against such an outcome.  In light of the likely commercial drivers to achieve any-to-any connectivity, SingTel does not consider that the risk of regulating to achieve the same outcome is justified.

The IDA seeks comments on the appropriate regulatory framework to stimulate competition in the provision of broadband local access and interactive broadband multimedia services, including interconnection with and access to the broadband infrastructure and services in Singapore.

Summary of SingTel position

· A market-based framework for broadband access will best promote investment in infrastructure, and hence stimulate infrastructure and service-based competition.

· This follows from the golden rule of “regulation only where necessary, competition where possible”.

· SingTel considers that broadband access is already competitive in Singapore.  Unlike other jurisdictions, there is both cable and copper access to most Singaporeans.  Further access technologies will be introduced in the short term. 

· Wholesale broadband access is being provided on existing broadband networks.

· As yet, there is no evidence of market failure which would justify ex ante regulation.

14.11 It is generally well accepted that regulatory schemes should seek to minimise regulatory intervention, if they are to promote robust competition.  Regulatory intervention has a high economic cost and can distort the development of markets.  Intervention should only occur:

· on an ex-post basis where there is clear evidence of market failure;

· on an ex-ante basis where there is clear evidence that market failure is likely and that competition will be damaged without intervention;

· if necessary to protect consumers, and the market will not achieve this.

14.12 SingTel submits that there is no evidence that intervention is required on any of these bases.  To the contrary, we submit that a market-based approach to regulation of broadband access is most appropriate in Singapore for the following key reasons:

· There are already two competing broadband access networks in Singapore and alternative forms of access to broadband infrastructure will emerge in the near future. 

· Customer access products are already available in the market.  The SingTel ADSL B-Access product has been made available by SingTel at the wholesale level.  StarHub is using SingTel’s unbundled local loop and is rolling out Points of Access at sixteen (16) local exchanges.

· As a result, there is clearly no evidence of market failure.  In fact, the market is meeting the competitive demands of wholesalers and consumer demands for access.  

· Regulation is unnecessary to achieve any-to-any connectivity in the broadband world.  There are already commercial incentives to do so because the value of a broadband network will depend on the number of customers connected to it and because customers will demand access to other users and broadband services on other networks.

We discuss these matters further below.

(i)
Competition already exists at access network level, with more to come

14.13 The Singapore broadband environment is relatively unique.  Singapore is one of the few countries in the world where there are, or will soon be, two competing access networks with broadband capability in all areas.  In most countries, there are only limited alternatives to the incumbent’s telephony access network.  Cable only has limited penetration and competition tends to focus on CBDs. 

14.14 In Singapore, in addition to SingTel’s national network:

· there is a competing access network in CBD with StarHub fully deployed;

· there is a competing access network in non-CBD areas in the form of SCV’s cable network. Further, SingTel notes that SCV has an FBO licence but we are uncertain as to the scope of the license.
  In any event, the potential for competition is well recognised as exercising a real competitive restraint;

· there is, and will soon be more, competition in CBD areas from a number of new entrants rolling out fibre access networks (including MCI, Yuana and others in the short-term over their own networks) ;

· there will shortly be competition in both CBD and non-CBD areas from new licensees of LMDS (Public Fixed Wireless Broadband Multimedia Service licensees) and 3G spectrum, once is allocated later this year.

14.15 SingTel stresses that the IDA must not ignore the importance of SCV’s network in deciding to regulate broadband access.   OFTEL has recognised that the primary justification for unbundling local loop is on the basis that cable networks are not ubiquitous and are unlikely to become so:
  

“It is true that other networks such as cable networks are not currently ubiquitous and are unlikely to become ubiquitous within the foreseeable future; that is a major factor in the rationale for mandating local-loop unbundling.  However, it is premature to suggest that they will not offer (as far as consumers are concerned) the same functionality.  For instance, cable is seen in the United States in certain circumstances to be a substitute for DSL."

In other words, there is no justification for unbundling where cable networks provide a viable substitute.  SingTel also notes that StarHub has rolled out is network in the Singapore CBD without the need for Unbundled Local Loop, clearly showing that local loop in this area (at a minimum) is not a bottleneck.  Furthermore, where FBOs have committed to rolling out networks, they should not attempt to meet these commitments by free riding and using existing network elements.  Their licence commitments to roll-out networks should be met with an actual network roll-out.  Otherwise, operators will be able to obtain FBO licences without any real commitment to rolling out new infrastructure. 

14.16 SingTel also stresses that the IDA must have due regard to the flood of new entrants to the market.  Any analysis of market conditions must take such entry into account where it will occur within the short to medium term.  The IDA has already announced that it will license a number of operators to establish LMDS access networks (ie PFWBM Licensees).  This is likely to occur in 3Q 2000.  Further, the IDA will licence further operators to establish 3G mobile networks, possibly in 3Q or 4Q 2000.  Both of these technologies can be used to provide broadband access and will compete head on with existing cable and copper networks.  Competition is likely in both CBD and non-CBD areas.  In other words, these networks will fill any gaps left by the SCV network.  

14.17 SingTel also notes that further alternative access networks may emerge in the future, such as broadband satellite and the networks of utilities, which are being trialed around the world for broadband capability.  We note that SP Telecommunications Pte Ltd  has been granted an FBO license. 

14.18 SingTel therefore agrees with the comments of Callahan Associates International that it is incorrect to describe the local loop as an essential facility which should be unbundled and provided at LRIC-based prices.  Competition in broadband access already exists in the form of SCV’s cable network and further entry to the market is imminent.  Where competition is possible, the most appropriate form of regulation to promote robust competition is to “leave it to the market”.

(ii)
No evidence of market failure

14.19 SingTel considers that it is too early for the IDA to make a decision that the market has failed and ex-ante regulation is required.  Evidence to date indicates that broadband access and interconnection will occur on a commercial basis. From an interconnection perspective, interconnection at the ATM level with SingTel and the 1-Netcore network has already occurred without regulatory intervention.  IASPs have also connected to I-Net/Singapore One. 

14.20 From an access perspective, SingTel has already made available to  IASPs a wholesale ADSL product, which will allow these operators to access customers.  Carriers and Wholesale customers will also be able to link with content providers to deliver broadband services using ADSL.  

14.21 This all occurred in the absence of regulatory intervention.  Further, the Code of Practice (Interconnection, Access and Infrastructure Sharing) (COP-IAIS) existed at this time and there was plainly no need to expand its operation to include SBOs because the market was working effectively.  SBOs represent an important source of wholesale revenue and access networks are, and will compete for their wholesale business e.g. ILC’s, LLC’s, SingTel's carrier hotel offering FM for new licensees. SBOs already have a choice of FBO networks to meet their needs and with the licensing of at least eleven (11) new FBOs, SBOs will enjoy the benefits of greater choice and enhanced competition for their business. 

14.22 In any event, we believe that the IDA Paper is focused too narrowly on access and interconnection to fixed broadband networks, and SingTel’s broadband network particularly.  It does not sufficiently recognise that the broadband industry is already competitive, and is about to be made even more competitive, as discussed above. Any decisions by the IDA regarding regulatory intervention should be made with a view to the development of the entire broadband industry and the dynamics that are emerging in that industry.  The focus on fixed networks will only lead to a distorted outcome.

14.23 In addition to looking at the broadband industry as a whole, SingTel considers that the weight of international regulatory opinion supports a very cautious approach to regulatory intervention in broadband markets.  That regulatory opinion acknowledges the huge potential for the industry and its relatively immature status at this time.  It also recognises that market forces, rather than regulatory intervention, are the preferred drivers of industry development.  Much in the same way as the Internet itself has evolved rapidly in the absence of regulatory intervention, the potential for broadband technologies is more likely to be fulfilled by allowing market forces to operate freely for sometime yet.  Only in the case of persistent market failure should regulation be imposed and, even then, it will be a poor substitute for market forces.

14.24 The combination of evidence from the industry in Singapore itself, the experience in overseas jurisdictions, and the weight of regulatory opinion in those jurisdictions leads SingTel to submit that the IDA should not seek to impose any form of regulatory constraints on the emerging broadband industry in Singapore at this time.  To do so would only produce distorted market outcomes that would not be in the best interests of Singapore.  The broadband industry is still at a stage where even market driven outcomes are highly unpredictable and investors are taking large risks in developing infrastructure and services for the industry.  Because of this unpredictability, the potential for ill-conceived regulation to do enormous harm is much more apparent than in the more stable narrowband PSTN markets.

(iii)
Regulation unnecessary to achieve any-to-any connectivity

14.25 As SingTel has already outlined above, regulation of broadband interconnection in Singapore is unnecessary to achieve any-to-any connectivity.  Market forces will drive the same result, as evidenced by the Internet phenomenon.

SingTel recommendation

· A market-based approach is the most appropriate regulatory framework of broadband local access and interactive broadband multimedia services, including interconnection with and access to the broadband infrastructure and services in Singapore.

The IDA seeks comments on how the appropriate regulatory framework would benefit the deployment of broadband local access and services.

Summary of SingTel position

· A market-based approach would benefit the deployment of broadband local access and services by ensuring that those who invest in infrastructure can obtain sufficient returns.

· It would also encourage parties to build their own networks, where they would otherwise seek to free-ride off the investments of others.

· Robust infrastructure competition would result, and this would in turn promote vigorous service-based competition.

14.26 A market-based approach would benefit the deployment of broadband local access and services by ensuring that those who invest in infrastructure can justify investment risks.  On the other hand, regulation would severely undermine the investment incentives of those operating such networks as regulated access would prevent them earning sufficient payback on their investments.  This will be particularly critical since the risks of investment in broadband technologies are extremely high.

14.27 There has never been the level of risk associated with investment in the communications sector that there is today in attempting to pick the winning broadband technology, services, or partners.  The industry is evolving so rapidly that there are no guarantees that technology that is viewed as leading edge today will not be obsolete in 12 months time.  It is an industry where the returns on investment can be high, but  so can the losses.

14.28 The recent UK auction of 3G spectrum illustrate the risks that investors will face in the future.  The enormous amounts paid for the 3G licences will be difficult for investors to recover, even in a commercial environment.  For this reason, current indications from OFTEL are that it will not require open access to 3G networks.

14.29 SingTel notes that restricting regulation to incumbent broadband access networks will still undermine investment incentives for new entrants.  New entrants supplying wholesale services in competition with the incumbents will have to price under the incumbents.  However, the regulated price for an access or interconnection service supplied by incumbents may be too low to justify the investment which the new entrants have made or are required to make.

14.30 Thus, although access and interconnection regulation may formally apply only to the incumbent, there may be serious adverse practical effects on new entrants where there are reasonable prospects of market entry in the near term.

14.31 SingTel also submits that a market-based approach would best promote broadband competition by encouraging parties to build their own networks, where they would otherwise seek to free-ride off the investments of others.  SingTel understands that a low price for unbundled loops has deterred alternative infrastructure competition from fixed wireless technologies in Germany.  The low cost of loops in Germany in 1998 essentially pre-empted the business cases of several wireless local loop operators, with the result that by the end of 1998, all respective trials had been abandoned.  While these are now being restarted, the launch of such services has clearly been delayed.  Further, it is considered likely that any build out will be restricted to high density areas as the higher investment risk in other areas is likely to tilt new entrant’s business cases towards using cheap unbundled local loop.
  As discussed above, StarHub has rolled out its network in the Singapore CBD without the need for SingTel unbundled local loop. 

14.32 In promoting infrastructure competition, a market-based approach would also promote service-based competition and innovation in broadband services. OFTEL has recognised that infrastructure competition will in itself achieve service competition, without the need for targeted regulation of the latter: 

“OFTEL’s goal is “to get the best possible deal for the customer”.  OFTEL remains convinced that the key to achieving a vibrant market for services provided over telecommunications networks is the promotion of fair, efficient and sustainable network competition and hence competition in the provision of network services.  Network services are an essential input to enhanced services, and competition in the provision of network services will help drive innovation and ensure that the inputs to ISPs [independent service providers] are competitively priced.”

14.33 SingTel therefore stresses that interconnection and access to broadband networks must not be regulated if competition is to be promoted.  

The IDA seeks comments on whether inter-network competition is likely to develop without regulation.

Summary of SingTel position

· It is economically and internationally recognised that competitive outcomes are always preferable to regulated ones.

· Inter-network competition is more likely to develop without regulation than with it.

14.34 SingTel believes that market-based approaches best promote inter-network competition by promoting investment in alternative infrastructure, as discussed above.  Where prices are set by market forces, parties will not be able to free-ride of the investments of others and will be incented to build out their own networks.  On the other hand, if regulation requires cost-based access, then it those parties will prefer to buy services from existing operators than build their own networks.  Unless parties build their own networks, clearly there will be no inter-network competition.

14.35 It is informative that other international regulators have considered broadband access should be left to the market despite the absence of competitive networks. The need for regulation in Singapore where there are already existing competing networks is clearly unnecessary .  As has been recognised overseas:

“In those areas where Cable TV networks and copper-based local loops provide alternative and competing platforms, market forces may be sufficient to ensure that the market remains open.”

14.36 The chairman of the FCC has repeatedly stated that both the experience of the Internet and the culture of the Internet suggest that broadband service delivery is an area where market forces and the consumer demand will drive development and that, in the absence of a market failure, there is no requirement for regulatory intervention.

14.37 In a speech last December to the California Cable Telecommunications Association, the Chairman of the FCC stated that:

“Everyone seems to agree that openness and choice are what consumers want and will demand.  This debate is really about how to get there.

There are two choices: we can rely on the market to facilitate openness; or we can try to regulate our way there.

For now, I’m putting my faith in the marketplace.

Unless a compelling case can be made for government action - a failure of the market to maximise consumer welfare - then we should give the marketplace a chance to work.

That’s particularly true with the deployment of new technologies.

In the mid-1980’s, when the telephone companies started to roll out “information services” - the regulatory forerunner of the Internet - the FCC had the good judgment to allow the phone companies to deploy information services in an unregulated environment.

Without that decision to exercise restraint and let the market develop, the Internet as we know it would not exist.

Imagine if in 1994, just five years ago, when there were only three million on-line users in America, government had decided to design a whole new regulatory regime for that emerging service.

Had we done that, we would not have almost 200 million Internet users in the world today.  I am convinced of that.

Well, today we have less than two million broadband subscribers in America, and the most important thing that we in government can do is to create an environment to get these pipes built.  Get them deployed to every business, every home, every school, every library and every hospital in America.  Get them deployed fast.

Broadband over cable, over DSL, over satellite and over terrestrial wireless.

Once we have a network of networks. multiple broadband pipes accessible to every American, this debate about access to your pipe will be remembered as a transitional issue.

But only if we do not make the mistake today of dismissing this debate and this issue.

The burning debate about access is how to make sure those cable pipes - your pipes - get deployed in a way that serves the public interest.

I have spent many hours discussing this issue with my counterparts in municipal government, some of whom believe that now is the time for a regulatory approach.  They are people of good faith who believe sincerely that the best way to advance broadband for consumers is to mandate access to your pipes.

I respectfully disagree.  I believe that this market is very dynamic and that the incentives are aligned so that we have a good chance that the market will develop an open platform.

I say give the market a chance.”

14.38 SingTel submits that the IDA should adopt the “wait and see” or “vigilant restraint” approach adopted by the FCC and other regulators.  That is, the IDA should give the broadband industry itself a proper chance to emerge and mature free from regulatory interventions.  Inter-network interconnection has already occurred in Singapore and competition has flourished in the absence of regulatory intervention.  Similarly in the broadband context, there are already existing networks, existing access products, imminent entry and commercial incentives to interconnect and provide access which makes regulation unnecessary.

15. Mandated access to broadband networks

The IDA seeks comments on its requirement of access to all broadband networks.

Summary of SingTel position

· SingTel has already commented that access to broadband networks should not be regulated.

· Neither should submarine cable access be regulated as cable landing has already been fully liberalised.

· However, to the extent that SingTel’s broadband access network is regulated, SCV’s network should similarly be regulated.

· If access to the new broadband networks is required, it should be limited to allowing service providers to access customers of those networks by way of wholesale carriage services. Such wholesale carriage services already exist in the form of, for example, the SingTel wholesale ADSL B-Access product.

· Further, to the extent that the IDA determines to regulate any broadband access network, an obligation to provide access should be sufficient.  Price regulation is unnecessary to achieve open access to customers of carriers.

15.1 SingTel refers to its comments in section 1 that the appropriate regulatory framework for broadband access networks, such as SingTel’s copper, SCV’s HFC and the new wireless access technologies, is a market-based approach.

15.2 SingTel also believes that submarine cable access should not be regulated on similar grounds.  This market has been fully liberalised such that anyone can land a cable in Singapore.  There is no justification to damage the investment incentives of carriers who choose to do so, by allowing other parties cheap access to their cables. SingTel notes that Flag Telecom Limited has been granted a licence to land cable in Singapore.

15.3 For example, StarHub successfully negotiated submarine cable access on commercial terms and conditions.  Further, access to cable landing stations is only relevant in the context of accessing IRU capacity and only PBTS licensees should have access to IRU (at commercial prices).  International leased circuits can then be obtained competitively from PBTS licensees, where there is a flourishing competitive resale market.

(i)
Competitive neutrality requirements

15.4 SingTel acknowledges that, despite the sound arguments above and in section 8, the IDA may continue to require unbundling of SingTel’s local loop so that other FBOs  may offer their own xDSL services or local narrowband services.  On this basis, SingTel considers that the principle of competitive neutrality requires that the other competing network, SCV’s cable, also be subject to access obligations.  These should be equivalent to any obligations imposed on SingTel, including as to price and the pricing methodology.  This would be consistent with the IDA’s emphasis on a technology-neutral approach.

15.5 It is clear that xDSL and cable modem broadband access services will, to a great extent, be substitutable and so will compete head on in the marketplace.  Asymmetric regulation as between these two technologies would severely distort the competitive playing field. It will not only have an adverse impact on the legitimate interests of SingTel in its network investment at the infrastructure level of the market, but will also distort downstream choices between these two access technologies.

(ii)
Regulation of access pricing unnecessary

15.6 Even if the IDA determines to regulate broadband access, SingTel does not believe that regulated pricing for access necessarily follows.  It would be preferable, even in an environment where access itself is mandated, to leave the issue of access pricing to commercial negotiation.  Again, it is a question of acknowledging that market forces are better equipped to arrive at market values for access than is regulatory intervention.  There is always the risk that regulatory intervention produces market distortions, and this is particularly the case in attempting to impose particular costing methodologies.

15.7 Other regulators have adopted an approach of mandating access itself but then leaving the parties to commercially negotiate access prices. For example, in Australia, the ACCC has determined that for non-bottleneck facilities, it may declare (ie. mandate access to) those facilities to ensure any-to-any connectivity, but that in such circumstances it will not attempt to set prices or impose a particular costing methodology.  Rather, the ACCC will leave the issue of pricing and other terms to commercial negotiation between the access provider and the access seeker.  This would be consistent with any IDA regulation of new broadband technologies on the basis of any-to-any connectivity rather than market power.

15.8 In any event, SingTel considers that pricing of broadband access to service providers will necessarily be competitive.  Broadband networks must attract service providers as well as customers to make the network viable and to enable a commercial return on the investment in building the network.  To attract service providers, access to broadband networks must be priced at a competitive level.  Online service providers are very sensitive to network access prices because they themselves are operating in highly competitive markets, not only amongst themselves, but with their “offline” competitors as well.  For example, an online stockbroking service is in competition not only with other online stockbroking services but also its offline stockbroking counterparts.  If a broadband carrier does not price access to its network at a level that is competitive for those service providers, then those service providers will not make use of the network because it will, in turn, cause them to be uncompetitive in their markets.  Thus, the online content and service providers already exert significant competitive constraints on broadband access pricing.

15.9 SingTel therefore concludes that if an obligation to provide broadband access was mandated, such access should be limited to a wholesale bitstream product, with pricing left to commercial negotiation.  SingTel notes that commercial tariffs would also be subject to approval by IDA.

The IDA seeks comments on specifying only ceilings and floors as guidelines for interconnection charges.

Summary of SingTel position

· To the extent that prices are regulated, SingTel would support a flexible regulatory model which left the exact price of broadband interconnection to commercial negotiation, within the bounds of a ceiling and floor.  

· This support is clearly condition on the precise ceilings and floors and the principles used to set these.

· In particular, if interconnection to new broadband networks is mandated, this support is conditional on the ceiling being the retail price of the broadband service.

15.10 As stated above, SingTel does not support regulation of access pricing to broadband networks. However, should the IDA maintain a requirement to regulate access pricing and if the IDA’s reference to reliance on commercial negotiation with use of ceilings and floors is intended to mean the following approach will be taken to existing broadband access networks (and not to new ones), then SingTel would support the IDA’s proposed approach:

· Cost-based pricing principles would be established in advance by the IDA.

· Precise access charges would not be set by the IDA on an ex-ante basis.

· Parties would be left to commercially negotiate the precise access charge, based on the pricing principles, but at least within a ceiling and floor set by the IDA.

· The IDA would use the ceiling and floor to assess precise access charges if challenged by one of the parties eg. in arbitration.

15.11 Use of a ceiling and floor approach would ensure that the IDA’s resources were not wasted in assessing the precise cost profile of each network and services provided over it.  However, sufficient protection would still be provided to ensure that achievement of any-to-any connectivity would not be hampered by unduly high prices.

15.12 SingTel notes that such an approach would be consistent with overseas practice.  For example, the EC has been examining the extent to which dominant operators should be given freedom to set interconnect prices above floors and below ceilings .

15.13 OFTEL also uses such an approach as a first order test in determining whether an interconnection charge is likely to be anti-competitive or is not reasonable. 

15.14 While BT can charge close to the ceiling for some services, it is constrained by the fact that other charges for services in the relevant basket must be set closer to the floor to meet the price control requirements for that basket.

15.15 In Australia, the ACCC does not set precise access charges in advance and informally applies a ceiling/floor approach.  It has noted the practical difficulties of determining whether a price is cost-based.  One of the tests it suggest for assessing the validity of an access charge is comparison with an access provider’s own retail prices:

“The retail price net of any costs the access provider avoids when it does not supply in the downstream market (avoided costs) will generally provide an upper limit to the cost of providing access.”

15.16 SingTel considers this would be an appropriate ceiling to apply if access to new broadband networks is to be regulated, except where regulated retail prices are below cost in which case the below cost retail price should clearly not operate as the ceiling.

The IDA seeks comments on revising the Code to reflect market, industry and technology changes on a periodic basis.

Summary of SingTel position/recommendation

· The Code should be reviewed annually.

· Unbundling obligations in particular should be reviewed within a specified timeframe.

15.17 SingTel agrees that the Code should be reviewed where a careful consideration of market conditions indicates that existing regulation should be rolled back.  To ensure that this review occurs, it should be specifically required on an annual basis.

15.18 Further, SingTel considers that the IDA should set a timeframe for review of unbundling obligations, as regulators have done in Canada and the Netherlands.  This will encourage a speedy transition from reliance on the network elements of incumbents to investment in infrastructure.  New entrants will only have an incentive to build if it is made clear at the outset that their rights to access the infrastructure of others is subject to a limited timeframe.  This approach is currently used in the SingTel/StarHub Interconnection Agreement, where local loop access is only required to be provided until a certain time.  At that point forward, there is no requirement to provide existing or new leases of local loop at regulated prices.

15.19 However, the ability to review the Code should not be seen as a way of regulating without risk.  Technology is changing rapidly and even a short term regulatory scheme can distort investment decisions with long term effects.  The preference should always be to allow the market to determine the appropriate outcome, not to impose short or long term regulation.

16. Need for reciprocal interconnection 

The IDA seeks comments on the need for reciprocity in interconnection arrangement between infrastructure providers.

Summary of SingTel position

· If parties are given a right to interconnect, they should similarly be obligated to provide interconnection.  

· This will promote good faith negotiations, with new entrants being conscious that any demands they impose may also apply to them.

· Without a reciprocal obligation to interconnect and provide UNE, new entrants may cherry pick an incumbent’s customers and service providers may be isolated on a particular network - this would not achieve the IDA’s goal of any-to-any interconnectivity.

· Without reciprocity, over-reliance on the incumbent’s network would result and the use of cost-based prices would damage an incumbents’ investment incentives. These cannot always be protected simply through access pricing.

(i)
Narrowband obligations

16.1 SingTel considers that reciprocal obligations should continue to apply in relation to narrowband interconnection between FBOs for call termination to ensure any-to-any connectivity between end-customers.  This is consistent with international best practice.  As discussed above, SBOs have no need for and should not be entitled to network interconnection.  Connection of SBOs to FBO network currently occurs on a commercial basis and it should remain that way.

16.2 Currently, the EC Interconnection Directive requires that operators who have the right to negotiate interconnection also have an obligation to negotiate to provide it.  This is so regardless of the respective market positions of the operators concerned.  These rules are designed to ensure end-to-end interoperability of networks.  The requirement for reciprocity cannot be varied.

16.3 In Australia and the United Kingdom, interconnection rights are also reciprocal.  OFTEL’s view is that all interconnection agreements should reflect this, for example when establishing POIs and conditions of service provision.

16.4 The FCC has also rejected arguments that it forbear from imposing any interconnection requirements on new entrants.  It considers that, even for telecommunications carriers with no market power, the duty to interconnect directly or indirectly is essential to achieving important policy objectives.  Furthermore, in the absence of a reciprocal right of interconnection, network fragmentation would occur.

16.5 SingTel is therefore of the firm view that reciprocal interconnection obligations must be imposed on new entrants if the IDA’s regulatory regime is to be fair and competitively neutral.  It is also fundamental to achieving any-to-any connectivity.
(ii)
Importance of broadband reciprocity

16.6 As discussed above, SingTel does not believe that broadband should be regulated.  However, if it is then SingTel considers that reciprocal interconnection obligations should be imposed on new carriers using cable or fibre but not new broadband players who use untried LMDS and 3G wireless technologies.  SingTel has already detailed in section 1 why these carriers should not be regulated.  

16.7 Reciprocal interconnection in this context simply means an obligation to allow service providers and customers parented on SingTel’s network to access customers of other carriers.  It means making access work in both directions, as expected in the narrowband environment.  In a broadband environment, it means connecting with other carriers at the ATM level, thereby allowing service providers on an incumbent’s network (including its internal business) to offer services to directly connected end users of other networks.  

16.8 If reciprocity is denied, there will be serious distortions in the service provider market.  In the absence of reciprocal access, service providers will always have a larger addressable market if they use another carrier’s network than if they use SingTel’s network (assuming the other carrier has its own directly connected customers).

16.9 Further, non-reciprocal access would artificially restrict the choice of broadband service available to directly-connected customers of other carriers.  Such customers would be limited to those service providers linked to their carrier’s network.  It would also lead to customer lock-in by new entrants.

16.10 Reciprocity is also critical to achieving the IDA’s stated goal of any-to-any connectivity in the broadband context.  Any-to-any connectivity means more than just interconnection to the incumbent’s network with limited interconnection the other way, or as between new entrants.

16.11 SingTel submits that arguments which are made by new entrants against reciprocal obligations are flawed.  Non-reciprocal access is not required to provide entry assistance to others as broadband is a new market, access to SingTel’s network will be opened by regulation, and SingTel’s experience in broadband services will be very similar to those of new entrants.  Further, SingTel cannot be described as dominant in an immature market where immature)where demand is highly uncertain.  Neither can it be said that non-reciprocal access is appropriate because new entrants do not have market power.  Reciprocal access is not about controlling their market power but about stopping them wielding power in future by restricting access to their customers.

16.12 SingTel also submits that reciprocity should be required at the network element level, such that new entrants are required to unbundle local loop in the same fashion as incumbents, although we note that local loop unbundling should not be granted to SBOs who make no infrastructure investment.  Local loop unbundling should also only be available to FBOs for a certain period of time and not to FBOs in areas which are competitive or where they have roll out obligations.  

16.13 Without reciprocity, there is a high risk of cherry-picking by new entrants.  New entrants will concentrate on the easiest markets to serve.  Such firms will pick and choose where to take up loops with little or no long term commitment.  In Canada, for example, MetroNet’s strategy focuses on the most profitable customers.  It will then build loop in these areas and leave the risk of the existing copper with the incumbent.
 

(iii)
Giving incumbents a fair return for commercial risk does not address the issue

16.14 The IDA has suggested that it may be appropriate to provide for non-reciprocal interconnection if it provides incumbents with a fair return for commercial risks.  SingTel does not understand how this addresses the concerns noted above in relation to cherry-picking by new entrants.  Pricing does not address this issue.  More importantly it would not address the failure to achieve the IDA’s objective of any-to-any connectivity.

SingTel recommendation

· Reciprocal obligations should be imposed on all narrowband and broadband FBOs.

· However, new LMDS and 3G FBOs should not be subject to access and interconnection obligations.

The IDA seeks comments on the need for reciprocity in interconnection arrangement between infrastructure providers and service providers and whether non-reciprocity arrangements are more appropriate and under what circumstances.

Summary of SingTel position

· FBOs have a commercial incentive to provide access to SBOs and therefore regulated access is unnecessary.

· SBOs should have no right (or obligation) to interconnect as they do not have any network for which interconnection is necessary. Therefore it is appropriate that they should have no reciprocal obligations.

16.15 SingTel considers that SBOs (including VASPs) should have no right to interconnection.  It would therefore be inappropriate to impose a reciprocal obligation to provide interconnection.  In any event, they have no customer access network with which an FBO would require interconnection.  SingTel discusses these matters in sections 5 and 8.

17. AsymMetrical charges for broadband based on cost

The IDA seeks comments on the implementation of asymmetrical charges based on the cost structures of the different technologies in use in the broadband interconnection arrangements.

Summary of SingTel position

· Regulated pricing for broadband is unnecessary.

· If it is regulated, the use of asymmetric charging for broadband-to-broadband interconnection, where the interconnecting technologies have different cost efficiency profiles, would ensure that a carrier recovers its costs.  

· However, such charges would only be competitively neutral if based on symmetrical pricing principles.

17.1 If broadband is to be regulated, SingTel supports the IDA’s proposal to allow asymmetric pricing for broadband where the efficient cost profiles of interconnecting networks differ.  Broadband networks include different technological platforms, such as cable and the traditional PSTN, as well as proposed wireless platforms.  All of these networks may be different in terms of product profiles, product development and investment stages, as well as payback period.  Different charges as between interconnecting parties may therefore be necessary where the technological differences account for underlying cost differences.

17.2 Allowing parties to recover costs based on differing network cost profiles will assist in achieving the IDA’s objectives of cost-oriented pricing and promotion of infrastructure competition.  It is critical that licensees are able to justify their risky investments with sufficient returns at both the wholesale and retail level.  

17.3 However, SingTel stresses that its support for asymmetric pricing for broadband interconnection is conditional on the use of symmetrical pricing principles.  In the absence of symmetrical pricing principles, new entrants may demand prices for access to their networks which reflect inefficient investment on their part (ie if they gold-plate the network and invest inefficiently in infrastructure, they will be rewarded for doing so by being entitled to charge a high access price but demand a lower price for access to the existing networks).  

17.4 If a broadband network is obliged to charge a forward looking LRAIC-based price, then if the other party has a different cost profile due to its a high technology, it should be allowed to charge a different price based on its cost, but also calculated using a forward looking LRAIC approach.  This is, of course, dependent on the other party having a reciprocal obligation to interconnect.  Use of symmetric pricing principles will ensure competitive neutrality and protect parties from price gouging for call termination as discussed below.

SingTel recommendation

· Asymmetric charging for broadband to broadband interconnection should be permitted, where the interconnecting technologies have different efficient cost profiles. Efficient cost profiles may differ from actual cost profiles.

· Asymmetric charging should be based on symmetric pricing principles.

The IDA seeks comments on whether there are other charging arrangements that may be more appropriate and if so, under what circumstances.

· SingTel considers that symmetrical charging is necessary for narrowband interconnection and access, particularly to address over-charging by new entrants for call termination interconnection for which there is no substitute.

· Call origination could be removed as an IRS, particularly in the broadband context where there are likely to be many customer access networks and technologies available.

· If access and pricing regulation is imposed in the broadband context, symmetrical charging should also apply where a broadband network connects to a narrowband network to supply narrowband services eg. SCV connecting to SingTel to supply telephony.

· However, our support for symmetrical charging is subject to our submission in section 13 that interconnection charges should depend on the customer base and geographic coverage of the interconnecting party.  This may require asymmetric prices.

17.5 SingTel supports the IDA’s proposal to retain a symmetrical pricing model for narrowband interconnection.  SingTel considers that such an approach is practical, easy to implement and ensures that new entrants cannot extort excessively high termination charges.  

17.6 In the case of pricing of call termination (and call origination if still regulated) supplied by new entrants, without regulation, the new entrant could charge an excessive price and there would virtually be no market forces to reduce the price to cost.  This is because an incumbent has no choice about which network its customers want to terminate a call to.  As a result, overseas experience shows that asymmetric charging arrangements result in abuses by new entrants.  For example, they have attracted large volumes of Internet traffic by charging incumbent’s excessive termination charges and then sharing this revenue with the ISPs.  The principle of cost-orientation has been ignored and inefficient investment signals have been sent to local carriers.

17.7 In contrast, reciprocal charging for call termination (and call origination if still regulated) is required in the UK on the basis that this meets the essential criterion of competitive neutrality.  OFTEL considers it reasonable for BT to reject proposals based on other principles. 

17.8 SingTel considers that symmetrical charging should not be unduly onerous for new entrants who are obliged to interconnect on a reciprocal basis.  Incumbents are not likely to purchase interconnection or unbundled elements from competing carriers, except for termination of traffic and possibly transport. 

17.9 SingTel also considers that, to ensure competitive neutrality, where a broadband carrier seeks interconnection with a narrowband network in order to supply narrowband services such as telephony, charges should also by symmetrical.  In particular, if SCV wishes to interconnect with SingTel in order to provide telephony, or a new entrant requests access to unbundled local loop for this purpose, it should be subject to narrowband regulation, including symmetrical charging obligations.

17.10 SingTel notes also that its views on symmetrical charging on the narrowband context are subject to its support for the proposal in the IDA Paper for differential charging as between FBOs, according to customer base and geographic coverage.  For example, if a national network was interconnecting with a niche network, it would be entitled to a higher charge than in the reverse situation.  In such cases, symmetrical charging would be inapplicable, except perhaps as a ceiling on what the smaller network could charge.  We discuss this proposed further in section 13.

SingTel recommendation

· Symmetrical charging should be required in the narrowband context, subject to any asymmetry required by implementation of the type of differential charging model discussed in section 13.

18. Differential charging between FBOs and FBOs and SBOs

The IDA seeks comments on the implementation of differential interconnection charges - one set that is applicable between different infrastructure providers, and another that is applicable between infrastructure providers and service providers.

Summary of SingTel position

· SingTel submits that the interconnection regime should only apply to FBOs, as detailed in section 8.

· If the IDA nevertheless determines to grant SBOs some form of access rights, there should still be differential charging between FBOs and FBOs and SBOs in order to promote infrastructure competition and ensure that SBOs do not cannibalise the market to the detriment of new FBOs.

· FBOs should be entitled to regulated wholesale prices whereas the price to SBOs should be determined through commercial negotiation or by the retail price for the relevant service.

· This principle should be applied to both narrowband and broadband interconnection.

· There is substantial international precedent for such a distinction to be made.

· While it may be inconsistent with cost-oriented pricing, there is always tension between the various objectives of interconnect regulation.  Where infrastructure competition is nascent, this should take priority.

· If infrastructure competition is allowed to develop, then service-based competition will follow.  There is no need for mandated price incentives to achieve this.

· As SBOs grow customer bases and competitive knowledge, SBOs will be incented to invest in infrastructure where it would be efficient to do so.

(i)
Differential FBO/SBO charging will promote infrastructure competition

18.1 SingTel submits that the interconnection regime should only apply to FBOs, as detailed in section 8.  If the IDA nevertheless determines to grant SBOs some form of access rights, there should still be differential charging between FBOs and FBOs and SBOs in order to promote infrastructure competition and ensure that SBOs do not cannibalise the market to the detriment of new FBOs.  Further, SBOs have never been governed by the COP-IAIS which was limited to FBOs but have nevertheless been competing for many years in Singapore.  As discussed above, FBOs compete for SBO business and have a commercial inventive to attracts SBOs onto their networks.  Therefore, there is neither an existing or future need for ex ante regulation of charging for SBO access.

18.2 SingTel believes that there is a need to recognise that the roll-back of the moratorium has occurred earlier in Singapore than in other jurisdictions where several years were allowed for infrastructure competition to develop before the introduction of service-based competition. We support this roll-back.  However, because we are in the early stages of infrastructure development, particular care should be taken to ensure that infrastructure investment continues to be encouraged and is not stifled by free riding on that investment. 

18.3 While service-based competition does contribute to market performance, it is generally well accepted that regulators should put an emphasis on infrastructure competition between different networks where such competition is possible.  A regulator must therefore create appropriate market structure incentives (ie. whether to become an FBO or SBO) through policies such as interconnection.

18.4 As noted by Kiessling and Blondeel, a new entrant’s incentives are affected by prices for the following:

· the price level for resale;

· the termination/origination charges that service providers have to pay;

· the interconnection prices that infrastructure providers have to pay.

18.5 After assessing various jurisdictions, Kiessling and Blondeel conclude that failure to differentiate prices between service providers and carriers considerably stifles incentives to invest in infrastructure and/or penalises existing infrastructure investment.  On the other hand, they note that differentiation of prices has promoted infrastructure competition.  Further differentiation of resellers from service providers and carriers also ensures that resale does not pre-empt investment in infrastructure.

18.6 SingTel agrees that any interconnection regime should send the right signals to encourage infrastructure competition.  A modern regulatory regime should not promote “pseudo carriers” that are simply resellers of capacity who rely on regulatory intervention to reduce access prices on a preferential basis.  These entities provide no value and exist only by virtue of “regulatory gaming’.  Any regime should not promote benefits for activities that do not provide and expand significant infrastructure.

18.7 Distinctions between carriers and service providers are particularly important in the broadband environment.  Interconnection and access should not be forced by ill-conceived regulation to become a simple arbitrage mechanism for service providers that choose not to invest in broadband networks and simply create broadband interconnection interfaces and establish a “middleman” position between true broadband networks and content providers.

18.8 SingTel therefore considers that, at a minimum, there should be a sharp regulatory distinction between FBOs and SBOs.  FBOs should be rewarded for their decision to invest in infrastructure by granting them interconnection rights at preferential charges.  

(ii)
SBO charges should be set by commercial negotiation

18.9 SBO prices should be set by commercial negotiation as if a retail price.  SBOs should be recognised as resellers of FBO services, who have made no infrastructure investment.  Therefore, SBOs should only be entitled to the rewards that they can obtain at the retail level to the extent they offer innovative services.  They should not be entitled to the same preferential charging as FBOs.  If SBOs are entitled to cost-based charges, then this will destroy the returns that FBOs need to recover their investments.

18.10 FBOs should also be able to negotiate access prices on a commercial and competitive basis because FBOs are competing for SBO business.  It is entirely appropriate for the price to vary depending on, for example, the value that the SBO brings to the FBO and consumers.  SBOs acting as mere traffic aggregators may, for example, benefit FBOs only to the degree that a large customer benefits them and may be charged accordingly.  On the other hand, a SBO with a new, in-demand service may be offered a lower price for access, as competition between FBOs to have that SBO providing the service over their network intensifies.

18.11 In any event, the question must be asked why service providers need lower prices.  If service providers are genuinely adding value to the services they resell, they should be able to pay the full retail price for those services and still charge a premium.  SingTel therefore supports commercially set prices for SBOs to access FBO networks.  We note that this reflects the current framework, for example between SingTel and IASPs, VANS providers etc.

(iii)
FBO charges

18.12 SingTel discusses the appropriate price differential for FBOs in sections 9, 10 and 13.

(iv)
International precedent 

18.13 There is substantial international precedent for differential charging between carriers and service providers (a similar distinction to FBOs and SBOs, as noted at the outset of this submission).  The primary justification for differential charging in overseas jurisdictions is to encourage infrastructure competition.  Such a distinction is particularly important in the early stage of infrastructure competition – a stage which Singapore is only now entering.

18.14 SingTel considers that, given the IDA’s recognition of the importance of infrastructure competition, regard should be had to regimes which are also premised on this basis (as opposed to those promoting service-based competition).  An example of a jurisdiction which has placed a strong emphasis on infrastructure competition is the United Kingdom. 

18.15 Prior to 1996, there was no requirement for BT to interconnect with independent service providers ie. those who use the networks of others to provide telecommunications services.  With the development of competitive networks, OFTEL revisited this issue during 1996 and, again, decided that independent service providers should not have interconnection rights.  The right to interconnect was restricted to network operators who had made a substantial investment in building transmission facilities (the establishment of switching equipment was not sufficient).  These operators were referred to as having “Relevant Connectable Systems”.  Such operators were entitled to request interconnection at points other than the retail NTPs offered to end users and service providers.  

18.16 OFTEL’s only concession was that it recommended that BT charge independent service providers at less than retail prices for network services (with no requirement to supply enhanced services).  This concession was not implemented as an ex-ante rule.  Rather, OFTEL stated that it would be taken into account in assessing whether any charges to independent service providers were anti-competitive.  The retail minus model used did not require a specified discount.  OFTEL simply restricted the discount to any cost saving from not having to supply service providers with services required by end users, such as customer service and marketing (although SingTel notes that equivalent support functions will also be required at the wholesale level of any business).  OFTEL also noted that service providers should be entitled to any volume discounts offered to retail customers.

18.17 OFTEL’s primary justification for differentiating between service providers and those who had built their own infrastructure was to promote infrastructure competition.  It was concerned that, otherwise, those who invested in infrastructure would be required to bear all the risks of investment and service providers could simply free-ride off this investment.  It was also concerned that preferential pricing (beyond a retail price minus cost saving) for service providers could be used as a way of weakening or eliminating new carriers.  In OFTEL’s words:

“… whilst OFTEL wants to encourage independent service providers to compete in as many services as possible, it does not wish this to lead to inefficiencies which would be harmful to the market in the long-term.  Carriers need to be able to exploit their advantages of economies of scope and scale and network topology for the benefit of all.”

18.18 OFTEL considered that allowing service providers access at interconnect prices could result in detriment to end users:

“ … if ISPs offering a resale service substituting for BT traffic were charged at [interconnect] prices, BT could find it was at risk of not covering all the costs of providing end users with access to the network, and this might put upward pressure on other charges.”

In any event, despite the absence of service provider interconnection rights, the market for enhanced services was already considered competitive.

18.19 This regime remained in place until only recently.  By this time, infrastructure competition had already substantially progressed in the United Kingdom.  In this context, OFTEL decided to shift its emphasis towards independent service providers by granting them rights to interconnect.

18.20 SingTel notes that at no stage have systemless service providers, including those who provide value added services, qualified for interconnection rights in the United Kingdom.  Further, the interconnection requirements do not extend to provision of end-to-end services.  These are considered outside the objectives of UK interconnect regulation and the European Interconnect Directive, which is designed to facilitate interconnection.  An end-to-end service is only available at retail rates or service provider prices (ie. retail price less any cost savings of not supplying end users).

18.21 A similar approach has been taken in Australia.  In the early stages of competition, the focus was on infrastructure competition.  Only carriers were given the right to interconnect on cost-based terms and were explicitly given preferred interconnect and access rights.  Switched service providers and resellers were only entitled to acquire services at retail rates.  This regime remained in place until infrastructure competition had taken root.

18.22 In the US, there is still differential pricing between facilities-based competitors seeking local interconnection, those seeking originating or terminating access to provide long distance services and resellers.  The former get access to incumbents’ networks at long run incremental costs.  Resellers are only entitled to discounts off the retail tariff to recognise avoided costs.  A range for these discounts has been set by the FCC.  SingTel notes that it does not support such an inflexible approach on the basis that it is arbitrary and fails to recognise that costs avoided at the retail level may still be incurred by supplying at wholesale.  

18.23 Carriers providing long distance services are not entitled to request interconnection to originate or terminate an inter-exchange toll call.  Neither are exchange access services (eg. originating access) subject to the resale requirements.  These services are predominantly of a kind offered to long distance carriers and not end users.  Moreover, because access services are designed for, and sold to, long distance carriers as an input component to their own retail services, LECs would not avoid any retail costs when offering those services at wholesale to the same long distance carriers.  

18.24 SingTel acknowledges that in the EU, service providers who lease infrastructure are given interconnection rights.  However, we consider the EU places undue emphasis on service-based competition.  Following an EU approach would therefore not accord with the IDA’s stated goal of promoting infrastructure competition.  Nevertheless, SingTel notes that, even in the EU, pure resellers do not have interconnection rights.

(v)
Cost orientation principle will still be met

18.25 The IDA has expressed a concern that differential charging between FBOs and between FBOs and SBOs would be inconsistent with its objective of cost-oriented pricing. In this case, a cost-oriented approach would be in conflict with the objective of infrastructure competition.  It is also potentially discriminatory as between service providers and large end users.  This is because the services provided to service providers are essentially retail services.  Such discrimination cannot necessarily be justified on the basis of volume when many large end users such as banks will have greater requirements for telecommunications services than niche service providers.  

18.26 However, competition will drive prices down towards cost.  It is unnecessary for regulation to achieve this principle.  Therefore, the principle will be met and regulation is unnecessary to prematurely and inaccurately calculate appropriate market prices.

SingTel recommendations

· FBOs should be entitled to lower charges than SBOs.

· While FBO charges to other FBOs may be regulated, FBO charges to SBOs must be left to commercial negotiation or at most reflect the retail price of the relevant service.

The IDA seeks comments on whether there are other arrangements that may be more appropriate than an infrastructure/service provider distinction and if so, under what circumstances. 

Summary of SingTel view

· The most appropriate arrangement to promote infrastructure competition would be differential charging as between FBOs and as between FBOs and SBOs.

18.27 SingTel considers that it is not enough to simply distinguish between FBOs and SBOs in setting access and interconnection charges.  The charges which FBOs are entitled to should also differ depending on the extent of their infrastructure investments and the scope of their commitments in their licences.  We discuss this proposal further in section 13.

19.  Premium IN cost of capital for broadband

The IDA seeks comments on the inclusion of a risk premium in the cost of capital for broadband infrastructure and service deployment.

Summary of SingTel position

· SingTel has some reservations about the ability of access price adjustments to address the impact of cost-based regulation on broadband investment incentives.

· However, to the extent that cost-based pricing is imposed, inclusion of a premium in the cost of capital when determining access and interconnection prices for broadband networks would provide some protection against damage to investment incentives.

19.1 As discussed above, SingTel does not believes that regulation of broadband access/interconnection or broadband pricing is necessary because market conditions will lead to efficient outcomes.  However, if broadband pricing is to be regulated, it is vital that broadband access and interconnection charges allow a reasonable rate of return.  It is also important to ensure the economic efficiency of the broadband market as a whole.  In setting charges, following objectives should be pursued:

· To retain value in the network business.  There ought to be incentives to invest in network infrastructure, especially broadband infrastructure.  Broadband contains a high element of risk, offers substantial economies of scale and forms the basis of future interactive multi-media service offerings.  This risk is not limited to the normal risk associated with a telephone business but the specific and higher risks associated with a new technology.

· To restrict the competitive advantages of service providers to those which reflect innovation or productivity improvements on their part.  If the competitive advantage of a service provider is built on subsidised access to network facilities, it will distort the development of a fair competitive market.

19.2 To this end, SingTel strongly supports the IDA’s view that, if pricing regulation is required, application of a cost-based approach, without any premium to recognise the risk of broadband investment, would be severely deleterious to infrastructure competition.  

19.3 Where pricing for broadband access and interconnection is no higher than incremental cost, a carrier is forced to absorb investment risk in order to encourage retail activity.  Such a model only assists service providers and would leave the broadband industry dangerously imbalanced: all the advantages would be in the resale business, while carriers would lack any investment incentives.  Starved of investment, network quality and reliability will suffer, which will eventually feed through into the quality of the end-customer services and stifle retail demand for broadband.
  A pure cost-based approach should therefore be rejected in Singapore.

19.4 To the extent that cost-based pricing is imposed, SingTel considers that investment incentives could, to a degree, be preserved by inclusion of a premium in the cost of capital.  The premium would be a means by which a carrier could share the risks of its investment with those who seek to free ride off that investment.  

19.5 Such an approach is supported by Ovum.
  Ovum has expressed the view that when a party chooses to buy facilities from a carrier, it does so to reduce capital investment and risk.  However, from an economic stand point, it is important to encourage network investment and to ensure that the financial risks involved do not inhibit growth of broadband infrastructure.  Ovum therefore concludes it is imperative that companies which do invest in broadband networks share the risk of that investment with the parties which choose not to make such an investment.  The key risk of a carrier is its capital exposure in making available sufficient broadband capacity for the industry.  Therefore, broadband access and interconnection prices should include a mark up on costs, reflecting the level of risk which is being borne by the carrier. 

19.6 SingTel stresses, however, that there is no guarantee that investment incentives will adequately be dealt with through adjustments in access pricing.  This is because of the inherent risks of regulators setting the right premium, in addition to getting the underlying cost calculations right.  For this reason, SingTel considers that a cost-based model with a risk premium is an inadequate tool to encourage infrastructure investment when compared to a market-based approach.

SingTel recommendation

· As noted above, broadband pricing should be left to commercial negotiation.

· If broadband access and interconnection are to be subject to cost-based regulation, a premium must be allowed to recognise the risks of investment in broadband.

20. scope of technologies and services to be covered

The IDA seeks comments on the scope of technologies and services to be included in the proposed Code with respect to IRS to ensure that the Code achieves the IDA’s policy objective of transparent, any-to-any interconnection and open access.

Summary of SingTel position

· The IDA should only regulate Interconnect Related Services (IRS).

· The IDA should not regulate beyond these IRS by requiring supply of wholesale access services, in order to ensure infrastructure competition is promoted.

· Regulation of call origination in the broadband context is unnecessary.  There are currently two broadband customer access networks, with further investment to be made.  Broadband FBOs will compete for call origination traffic/usage.  Narrowband origination should also be reviewed if broadband origination is a substitute.

· Supply of wholesale access services such as SingTel’s ADSL B-Access product will still occur on a commercial basis and open access will be achieved.

· Neither should the IDA seek to expand the scope of the current IRS, in particular by requiring sharing of and access to all facilities.

· Only minor adjustments to the current list of IRS should be required to accommodate broadband interconnection and access.

(ii)
Danger of extending beyond IRS to wholesale services

20.1 SingTel strongly supports the IDA’s position to date that access and interconnection regulation should only apply to IRS.  

20.2 IRS should be restricted to those specified in the IDA’s current regime, being:

· physical interconnect

· call termination (but not call origination)

· unbundled network elements required by new entrants for an interim period until deployment of their own networks;

· essential support facilities for use by an operator in deploying its own network, where no viable alternative exists.

20.3 Regulation of call origination in the broadband context is unnecessary.  There are currently two broadband customer access networks, with further investment to be made.  Broadband FBOs will compete for call origination traffic/usage.  Narrowband origination should also be reviewed if broadband origination is a substitute.

20.4 SingTel would be gravely concerned if the IDA attempted to expand regulatory intervention to non-IRS services, such as the end-to-end services which will be acquired by SBOs.  As SingTel stresses in section 5 of this submission, such services are more akin to services supplied to end users rather than IRS, and should be regulated (or not regulated) accordingly.

20.5 Ubiquitous and uniform regulation of all wholesale services would be an unacceptable policy outcome.  The regulator would be required to determine the price for all of these services, the extent of acceptable discrimination between acquirers and the appropriate retail margins.  Competition, if it existed at all, would be a creature of the regulator.  The risk of regulatory failure would be substantial.  A similar outcome is likely whether the regulator sets charges up front or in an arbitration of disputes.

20.6 Over-extensive regulation of wholesale services, even if restricted to those offered by the incumbent, can also be counter-productive by undermining investment incentives for alternative carriers.  New entrants supplying competitive wholesale services will have to price under the incumbent’s regulated price.  This may be too low to justify the substantial investment required of new entrants.

20.7 In determining BT’s charges for wholesale services, OFTEL has recognised this issue and decided not to regulate BT in respect of the supply of national backbone leased circuits because of the potential adverse impact on the development of a competitive market at that level of the network:

“In order for non-incumbent operators to invest in infrastructure, they need an economic incentive to do so.  The provision of private circuits on [regulated access] terms could undermine this incentive.  OFTEL therefore considers that BT should not be obliged to provide inland and international private circuit services as interconnection services.” (Network Charges, para 3.8)

20.8 Similarly, the ACCC decided in 1998 that transmission capacity between the major East Coast capital cities in Australia should not become regulated because of the potential adverse impact on new infrastructure-based companies.

20.9 Similarly in Singapore, investment in infrastructure should be encouraged and presumption given that the market will determine the most efficient outcomes, particularly where there are no particular physical impediments to or population density issues which may prevent roll-out infrastructure.

20.10 SingTel would be particularly concerned if the IDA attempted to regulate wholesale broadband access services such as SingTel's ADSL B-Access product.  This would be deleterious to broadband infrastructure competition and would result in market distortions.  

20.11 International precedent supports our view that wholesale broadband access services should not be regulated.  For example, in Canada, where infrastructure competition is a priority, there are no mandated wholesale tariffs for broadband or narrowband access.  Combined with a limit of 5 years on local loop unbundling, this policy is designed to encourage new entrants to build their own networks.

20.12 OFTEL has also recently stressed the importance of allowing BT to offer its ADSL services on a commercial basis.

20.13 SingTel therefore stresses that supply of wholesale services and the charges applicable should be left to commercial negotiation.

(iii)
Market forces sufficient to ensure supply of wholesale access services/open access

20.14 SingTel submits that market forces will demand the supply of wholesale access services without the need for ex-ante regulatory intervention.  As submitted in section 1, ex-ante obligations are only necessary where there is clear evidence of market failure.  There is no such evidence in the case of wholesale broadband access services.  To the contrary, SingTel is already supplying a wholesale ADSL product without any regulatory requirement to do so.  Overseas precedent also illustrates that incumbents have incentives to and do in fact offer wholesale broadband access services on an ongoing basis.  For example, Telstra offers managed xDSL services in Australia on a commercial basis.  In the UK, BT has a number of ADSL product offerings which it has offered to provide on a commercial basis.  Further, in Singapore, SBOs have existed for quite some time, acquiring services from FBOs and there are commercial products currently available to facilitate access by SBOs (eg the SingTel ADSL B-Access product, SingTel's carrier hotel, and SingTel's wholesale IDD Termination offering).  Wholesale services are also offered by StarHub. The impending entry of at least eleven (11) new FBOs will further increase competitive supply of services to SBOs.

(iv)
Danger of extending scope of existing IRS to non-essential facilities

20.15 SingTel has detailed its support for targeted regulation of ESF and UNE in its submission in relation to the Competition Code.  However, we make some additional and supplementary comments here.

20.16 SingTel strongly submits that facilities sharing and access to UNE should only be mandated where the facility or element is an essential facility.  This check on regulatory intervention is vital to encourage infrastructure investment and competition between diverse networks which do not simply follow down the same streets as SingTel.  A restriction on sharing to essential facilities is consistent with the approach taken to date by the IDA as detailed in its Information Package to PBTS Licence Tenderers in 1997 and the COP-IAIS.

20.17 SingTel cites with approval the research of Kiessling and Blondeel in relation to facilities access.  They conclude that:
  

“Unbundling should be limited to infrastructure elements, which are essential for reaching customers, and which cannot be replicated by any reasonable means.  This ensures optimal incentives to invest into own infrastructure, at the same time enabling carriers to complete their service scope on the basis of unbundled network elements, thus making multi-carrier competition for broadband services more viable in the long run … To put it differently, unbundling is inefficient where it leads operators to purchase unbundled network elements where they would have constructed own facilities otherwise.”

20.18 They further criticise the over-extensive unbundling that has occurred in the US:

“Widespread availability of unbundled network elements (UNEs) harms facility-based competition … the set of UNEs which was identified following the [Telecommunications Act 1996] goes far beyond essential facilities.  It includes a number of loop, switching, transport and signaling elements and extends to the whole (geographical) local access market … The market development in the US since 1996 shows that widespread availability of non-essential UNEs has not significantly advanced intramodal competition (based on unbundled elements) and has harmed inter-modal facility competition.”

20.19 We note in addition here our real concern about the differing messages coming from the IDA and its consultants.  Parts of the draft Competition Code restrict mandated facilities sharing to essential support facilities.  These are defined in the IDA’s Information Package as being those for which no viable alternative exists.  However, other parts of the Code suggest that all facilities must be shared.  Further, the IDA’s consultants, Deloittes, indicated at the IDA Public Forum that they define ESF as including non-bottleneck facilities which should be shared by all FBOs.  Deloittes refers to some of these as “competitive bottlenecks” – a total contradiction in terms, as bottlenecks are inherently facilities for which there are no competitive alternatives.  

20.20 Deloittes also refers to the need to share conduits on the basis that there will be a lot of these available and they need to be used effectively – clearly not a bottleneck justification for sharing.  Again, Deloittes suggests that towers should be shared for environmental reasons.  This is totally unrelated to whether a facility is essential for a competitor to compete and whether that facility could be duplicated or substituted.  Mandated facilities sharing cannot be justified on these bases – the negative impacts on investment incentives outweigh any possible benefits suggested by Deloittes.  Furthermore, this proposal contradicts the previous infrastructure sharing framework which encouraged commercial negotiation, with favourable results for infrastructure investment and consumers.  Furthermore, mobile operators have deployed networks without the need to share facilities; StarHub deployed CBD network without the need to lease duct from SingTel save for lead-in manhole and lead-in duct, even though alternatives were available.

(v)
New IRS for broadband interconnection

20.21 The IDA has suggested:

· Expand IRS to all inter and intra-network POIs

· Allow multiple operators to share POI capacity

· Reflect one-way and point-to-multipoint in OT services

· Regulate access to ESFs with an additional constraint to bottlenecks, being the inability to economically construct or bypass
20.22 SingTel does not believe that any of the above is necessary.  POIs are already provided through Physical Interconnect at any technically feasible point.  

20.23 Shared POI capacity is not relevant because PI is always network-to-network.  Network-to-multi-network is not currently envisaged except in a transit case for indirect access where commercial negotiations have and will continue to deliver appropriate outcomes.

20.24 Point to multipoint does not appear to be relevant where services are still be delivered on a customer basis.  The internet is also distributive (ie point to multipoint) in general, but still involves IASP to customer communications.

20.25 Finally, SingTel does not understand the additional ESF suggestion.  Bottlenecks are by their definition not economic to construct.  There does not appear to be anything added to the definition of bottleneck by the IDA suggestion.

SingTel recommendations

· The current list of regulated IRS should be retained, including the restriction of facilities sharing to UNE and support facilities that are essential facilities. Originating access should be removed.

· Supply of wholesale services should not be regulated on an ex-ante basis.

· No broadband origination is necessary because this will be delivered commercially over the several broadband networks.  Broadband termination may also not be necessary because interconnection is already being delivered through commercial negotiation (eg as occurs with the internet).

21. reciprocity of access between carriers and VASPs

General comments on this section of the IDA Paper – transit 

Summary of SingTel position/recommendations

· Operators should have an obligation to allow other operators to obtain indirect interconnection via a transit operator.

· However, these obligations should apply only as between the interconnecting parties and not the transit operator. 

21.1 The obligation to provide indirect access is not an issue specifically related to VASPs.  However, SingTel briefly discusses it here since the IDA Paper raises it in this context.  The IDA suggest that a VASP could choose to fulfil its rights to interconnect to a carrier by way of indirect access.  SingTel currently operates as the transit carrier in many such cases.

21.2 SingTel agrees that a carrier should be able to fulfil its obligation to provide interconnect by allowing indirect access to its network if that is what an interconnecting party requests.  However, the relevant rights and obligations are as between the carrier and the interconnecting party.  There should be no regulatory requirement for a transit operator to provide transit at cost, simply because the interconnecting parties have chosen to interconnect indirectly.  Transit is not an IRS which a carrier is obliged to supply.  It goes beyond a service which provides for interconnection between the transit operator and a requesting VASP or carrier.

21.3 SingTel understand that this is the approach taken in the United States, where the FCC considers that operators can exercise their right to interconnect by doing so indirectly with another operator.  That operator is obliged to allow indirect interconnection, however, no obligation is imposed on the intermediate carrier to provide transit.

21.4 As a secondary point, SingTel agrees with the IDA’s observations that indirect access may result in technical difficulties such as transmission delay, more points of failure, information degradation and difficulty in managing exchange of traffic. 

The IDA seeks comments on the need for reciprocity in the obligation to provide access between carriers and VASPs.

Summary of SingTel position

· Only FBOs require and should therefore be entitled to interconnection with other networks and access to UNE.

· SingTel considers that the question of reciprocity of access and interconnection between carriers and VASPs should not arise as there should be no obligation to provide access to VASPs in the first instance.

· VASPs acquire essentially the same services as retail customers and should be treated on a similar footing.  

· Giving VASPs preferential rights will damage investment incentives of carriers and will therefore stunt infrastructure competition.

· Opening up access to “all-comers” could also result in technical and operation concerns.

· SingTel is also unclear as to what sort of access to IRS that the IDA considers a VASP could provide on a reciprocal basis.  They do not have customer access networks which they could unbundle and provide to carriers.

· In terms of interconnection, VASPs will not have their own customer access networks which require interconnection to achieve any-to-any connectivity.

· However, to the extent that access and interconnection rights are given to VASPs, there should be reciprocal obligations.

21.5 SingTel notes that the IDA has posed its question in relation to VASP access rather than interconnection.  However, the discussion in the IDA Paper also deals with VASP interconnection.  As SingTel stressed at the outset of this submission, it is important that the IDA clearly distinguish between access and interconnection obligations.  Without network, VASPs do not need interconnection at all and have no need (either before or now) for access to be regulated given that the market has delivered the appropriate outcomes to date and will continue to do so.

(i)
VASPs more analogous to end-customers

21.6 VASPs are simply SBOs licensed on an individual basis.  VASPs own no network facilities with which to interconnect.  Their systems simply consist of the type of communications equipment one would expect to find in a large end user private network. Further, VASPs require end-to-end services rather than interconnection.  For example, a VASP can provide ISR with little more than an investment in a switching platform and transmission capacity acquired from an incumbent.  They then obtain indirect access to customers in the same way that customers can acquire connection services at retail. 

21.7 The communications equipment of a VASP should not be enough to entitle it to more favourable access rights than an end-customer.  For example, in some cases, switches used will be little more than small PABXs.  There may be little distinction between such VASPs and large corporate customers who use modern PABXs and other switching technologies and communications equipment in their private networks.  In this regard, it would be difficult and arbitrary to define what constitutes the requisite communications equipment entitling interconnection, when other facilities used in networks provide switching functionality eg. multiplexers, cross-connect facilities, PCs used as network controllers, concentration/aggregation devices and bandwidth management systems.  SingTel therefore stress that VASPs should not be entitled to any more preferential treatment than resellers or large customers.

21.8 For this reason, VASPs should be treated simply as customers of carriers and given the same access as other customers to carrier networks and services.  The extent of additional regulatory involvement in the carrier-VASP relationship beyond that applicable to the general carrier-customer interface should be minimal.

21.9 SingTel therefore strongly disputes the suggestion in the IDA Paper and slide presentation of Squires, Sanders & Dempsey at the IDA Public Forum that VASPs should be able to seek carrier-to-carrier interconnection on the same terms as carriers.  VASPs are not carriers. VASPs have existed in Singapore for some time, acquiring services on commercial terms and conditions from FBOs without regulatory intervention.

21.10 In particular, SingTel strongly objects to the IDA’s suggestion that VASPs should be entitled to interconnection rights such as:

· fair and non-discriminatory direct or indirect interconnection;

· POIs by negotiation, but sufficient to guarantee the same quality as a carrier’s internal operations;

· disclosure of technical standards and changes to networks.

21.11 SingTel particularly objects to the suggestion that FBOs consider the requirements of interconnecting VASPs when constructing or acquiring new facilities.  Such obligations simply do not make sense as VASPs simply buy end-to-end services in the same way as end-customers do.  End-customers have no need for such interconnection rights and nor do VASPs.  Such rights are unnecessary for them to fulfil their function of adding value to a network service provided by a carrier.

 (ii) Impacts on infrastructure competition of VASP rights

21.12 Treating VASPs as equivalents to FBOs would also damage infrastructure competition.  The industry structure and regulatory regime must provide appropriate incentives for network development by FBOs and ensure that business opportunities open to them are sufficiently attractive to enable them to generate the funds required for such activities.

21.13 Permitting VASPs to directly compete with FBOs could significantly limit the latter’s ability to generate enough surplus on some parts of their operations to fund infrastructure commitments.  FBOs may instead opt for a smaller commitment of capacity and technology by limiting themselves to capacity resale.  Similarly, VASPs would have no incentive to become FBOs.  The IDA’s objective of introducing a number of strong network competitors may be frustrated. 

21.14 SingTel notes that a common theme in other jurisdictions has been that service providers such as VASPs have no right to interconnect at all.  We have discussed these jurisdictions in section 5, in outlining why SBOs should not be entitled to the same prices as FBOs.  On the other hand, as Kiessling and Blondeel note
, Germany provides a good example of how failure to differentiate between interconnection rights for service providers and carriers can penalise investment incentives.  Nationwide call origination was granted to service providers interconnecting at a minimum of one POI, which can be achieved by operating a minimum of one switch (as compared to most countries which require connection in each geographic area to provide national coverage).  These service providers were then able to undercut the incumbent and new carriers.  This has hampered infrastructure competition.

(iii)
Operational and technical concerns

21.15 SingTel is also concerned about the operational and technical issues that are posed by allowing for VASP access and interconnection.  The over-encouragement of VASP services could lead to capacity short falls and significant stranded capital within FBOs networks if too great a number of VASPs enter the market.  Through lack of experience and uncertainty as to market size and potential, early entrants may lease capacity in excess of their requirements on the basis of highly inflated and optimistic market predictions.  SingTel notes that there are currently over 70 SBOs and to regulate each SBOs access to each FBOs network will become overwhelming.

21.16 This may affect FBO access to the capacity of other FBOs.  It may also mean that the overall cost of access for other FBOs increases because of the absorbed inefficiencies associated with the VASPs regulated access.  Therefore, SingTel considers that the interconnection requirements of FBOs must be preferred over VASPs.

21.17 SingTel also considers that unbundling of local loops will be a complex task.  Parties taking over loops should be required to satisfy a number of criteria if threats to security or the quality of services are to be avoided.  Those gaining access must be competent and abide by frequency requirements.  Personnel will also need to be skilled and competent to install and maintain network equipment.  Lack of competence could endanger the quality of service on all loops in the same cable, potentially affecting many customers.  Making local loop available to all parties, regardless of competence or credit worthiness is clearly inadvisable.  The simplest solution would be to restrict access to those licensed on an individual basis as FBOs – a well defined group whose licence applications should have been accepted on the basis of a minimum level of competence.  VASPs should not be entitled to unbundled local loop and should simply obtain access through commercially negotiated end-to-end wholesale service agreements. 

(iv) But, if rights granted, reciprocal obligations should follow

21.18 As we submit in section 3, if parties such as VASPs are given preferential rights, they should be subject to reciprocal obligations to ensure a level playing field.

SingTel recommendation

· VASPs should have no right to acquire nor obligation to provide access or interconnection.

· VASPs should instead obtain access to customers by way of wholesale end to end access services provided on commercial terms.

· However, if the IDA does give VASPs access and interconnection rights, these should be reciprocal.

The IDA seeks comments on whether there are other arrangements that may be more appropriate and if so, under what circumstances.

Summary of SingTel position/recommendation

· VASPs should have no right to acquire nor obligation to provide interconnection or access to IRS.

· VASPs should instead obtain access to customers by way of wholesale end to end access services provided on commercial terms.

21.19 SingTel refers to its comments above that the most appropriate arrangement for VASPs is to allow customer access via wholesale end to end services on commercially negotiated terms.  They should have no right to acquire IRS on a regulated basis.  That is, the current regulatory framework should be retained (ie FBOs interconnect, SBOs acquire commercial services).

The IDA seeks comments on whether reciprocity is critical to achieving its objective of transparent, any-to-any interconnection and open access.

Summary of SingTel position

· Allowing VASPs access and interconnection rights is not critical to achieving any-to-any connectivity and, in fact, is irrelevant to this objective.

· Further, regulated rights to access IRS are unnecessary to achieve open access – open access can still be achieved through the provision of wholesale end-to-end access services, without the need for unbundling.

21.20 SingTel submits that the only policy reason why one would allow reciprocal rights to access and interconnection as between carriers and VASPs is where the regulatory focus is on promoting service-based competition in preference to infrastructure competition.  Giving VASPs access and interconnection rights would not assist the achievement of any of the goals which the IDA has stressed as important in developing this new regulatory regime.  In particular, it is not necessary to achieve any-to-any connectivity.

21.21 As we have already explained, any-to-any connectivity is concerned with ensuring that customers connected to a network are able to communicate with customers connected to all other networks.  It does not require that customers be able to access all services on other networks.  Carriers do not need to interconnect with VASPs to allow their customers to communicate with customers of VASPs as the latter has no customer access network.  To the extent that customers of a carrier wish to communicate with a VASP parented on the network of another carrier, this can be achieved through interconnection obligations at the carrier level. 

21.22 SingTel also stresses that VASP rights to IRS are not necessary to ensure open access.  As discussed earlier in this submission, VASPs do not require unbundled network elements such as local loop to access customers.  Open access can be achieved by obtaining wholesale services such as ADSL on a commercial basis.  We note again that international precedent supports this and commercial provision of access to VASPs is already occurring in Singapore. 

22. FLEC-based charging

General comments on this section of the IDA Paper – ADC and USO for broadband

Summary of SingTel position/recommendation

· Where an access deficit is incurred or a universal service obligation imposed, regardless of the cost approach adopted, a mark up should be allowed to recover a contribution to losses.

22.1 To the extent that there is an access deficit on broadband line rental due to the imposition of price controls, a carrier should be able to require an access deficit contribution through access and interconnection charges.

22.2 To the extent that a carrier is placed under an obligation to provide broadband services to all-comers, then that carrier should be able to recover any losses incurred in providing universal service through access and interconnection charges (or any specific universal service scheme that may be established).

22.3 The access deficit should be recovered over all usage over the carrier network on a per unit basis.  Universal service contributions should similarly be paid on an industry wide basis.

The IDA seeks comments on the FLEC cost basis.

Summary of SingTel position

· Generally, forward looking cost models are inappropriate in immature markets such as those including broadband.  

· FLEC pricing using a LRAIC standard will not allow new entrants nor incumbents to earn sufficient returns to justify the risk of investing in new networks or upgrades to existing infrastructure.

· It will send the wrong messages to new entrants (both on entry and exit, and on build vs buy).

· It will also be near impossible to calculate an access or interconnection price accurately where technology is changing rapidly.

· However, the IDA has applied FLEC prices to unbundled local loop access.  It therefore should also apply a FLEC model to cable network access.

22.4 Forward looking cost models are inappropriate for setting the price of access
 or interconnection in immature markets such as those including broadband technology.  They are also unnecessary in competitive markets.  We have already submitted in section 1 that regulation, and price regulation in particular, should not be imposed as the market will produce the best outcome.  

22.5 There are two key difficulties with applying a FLEC model in the broadband environment:

· Calculation of the costs of the ‘best in use’ technology will be near impossible when this is constantly changing and views as to the “best” will differ.

· While narrowband services are at a mature product stage and payback period, application of a FLEC model would discourage incentives in the nascent broadband market.

22.6 SingTel acknowledges that incorporation of a premium in the cost of capital for broadband will assist in addressing the second issue of investment incentives.  However, it can only do so if the base calculation of FLEC is accurate.  If inaccurate, then a premium may do little more than adjust for any miscalculations.  

22.7 SingTel considers that there is an extremely high risk of miscalculating FLEC in the broadband environment as a result of the first issue raised ie. the difficulty of calculation in rapidly developing broadband markets.  More technological diversity in network design and service provision will make the notion of ‘efficient network’ costs very difficult to implement.  Another major difficulty is in assessing the appropriate cost of capital, rate of return and risk premium when there is an absence of precedents for mandated broadband access. 

22.8 In Australia, the ACCC has recognised that its FLEC pricing model should only be applied in mature markets:

“Within the set of declared [mandated] services, the Commission considers that [TSLRIC] pricing principles are appropriate for certain services … the service must be well-developed in the market and have established demand characteristics.  The pricing principles may not be appropriate for new services which are not well developed or for which there is a high degree of risk associated with uncertainty about demand.”

22.9 While OFTA has not yet made a decision about broadband access and pricing in Hong Kong, OFTA has noted that the application of forward looking costs is difficult in a fast growing industry with rapid technological advancement.  This is because costs may change rapidly as a result, forcing operators and the regulator to constantly update and interpret the forward looking costs.  The administrative burden of this approach could outweigh any benefits.
 

22.9.1 SingTel stresses that the dangers of applying a FLEC model cannot be addressed by simply restricting price regulation to incumbents, rather than extending it on a reciprocal basis.  The IDA must be mindful that if it sets an IRS price for incumbent operators that is too low, it may stifle competition in IRS markets.  New entrants will have to compete with these benchmark prices, but will struggle to do so because of their need for a higher return on capital employed to justify the investment risk and to raise capital.  The IDA should therefore dismiss any proposal to use a FLEC model for broadband access.

22.10 Having said that, SingTel recognises that the IDA has  applied FLEC-based charging to SingTel’s unbundled local loop.  Unbundled local loops have been used in mature markets, thus its application may be justified. As it has applied FLEC prices to unbundled local loop access, it should also apply a forward looking model to cable access, for reasons of competitive neutrality (see section 1).

SingTel recommendation

· The IDA should not apply a FLEC cost basis if it determines to set the price of broadband IRS except for existing and reciprocal IRS’ (eg unbundled local loop) which have already been costed on a FLEC basis.

The IDA seeks comments on the option to use alternative cost bases in the broadband context where appropriate on a case-by-case basis.

Summary of SingTel position

· For new broadband networks a historic cost base would best protect investment incentives and would also be the most practical to administer (except for the local loop component of broadband services which should continue to be based on the FLEC based pricing).

· Current cost models are essentially the same as forward looking models and so give rise to the same difficulties.

22.11 As noted by the IDA, alternative cost bases to FLEC include historical/embedded costs and current/replacement costs.  The IDA states its preference for FLEC but, due to some difficulties in applying it to broadband and lack of historical data, concedes it may allow current costs in “certain circumstances”.  Section 1.1 of the IDA Paper indicates that these circumstances are where the broadband technology or services are new.

22.12 SingTel agrees, for the reasons identified below, that FLEC-based charging is entirely inappropriate for new technologies, and will remain so for some time into the future  (except for the local loop component of broadband services which should continue to be based on the FLEC based pricing).

22.13 To the extent that a cost-based approach is adopted for new broadband technologies and services, a historic cost base would be preferable and would best protect investment incentives, although in certain cases, forward looking costs may be relevant if accurate information is available.  It would ensure that licensees could invest in innovative technologies, safe in the knowledge that they would be able to recover that investment.  While there is always the risk that those technologies may prove inefficient, in the broadband environment it is more important to promote innovation and choice.  Historic costs would also be practical to use, from the perspective of both the regulator and industry.  As stated above, SingTel recognises that the IDA has applied FLEC-based charging to SingTel’s unbundled local loop.  Unbundled local loops have been used in mature markets, thus its application may be justified.

22.14 A current cost approach would also be preferable to a FLEC base.  However, in a rapidly developing environment, a current cost approach produces essentially the same result as a FLEC model.  Estimating current costs can also be administratively difficult, where those costs are constantly changing.

22.15 SingTel therefore strongly submits that historic costs should be used in determining broadband prices (with the exception of the local loop component).  However, whatever approach is taken, a premium should be allowed, as discussed in section 6.

SingTel recommendation

· If the IDA insists on cost-based pricing for broadband IRS, then the model should use historic costs except for the local loop component of broadband services which should continue to be based on the FLEC based pricing.

The IDA seeks comments on whether there are other approaches that may be more appropriate and if so, under what circumstances.

Summary of SingTel position

· SingTel has already submitted that broadband IRS prices should be set by market forces.

· If price regulation is to be imposed on broadband IRS, a retail minus model should be adopted except where regulated retail prices are below cost– any strict cost model would damage infrastructure investment and competition.

· Application of an ECPR model to broadband IRS would promote the IDA’s policy goal of infrastructure competition by allowing sufficient returns to justify investment risks.

· While ECPR has not been favoured in the narrowband context due to the compensation for the introduction of competition that it allows, it is pro-competitive to allow these in the broadband context as a way of sharing the huge risks of broadband investment.

· ECPR also recognises that the value of the carriage component to carry valuable content of a service provider is greater than its cost of production..

22.16 SingTel considers that parties should be free to set prices for broadband access and interconnection, as discussed in section 1.  In particular, prices applicable to the new wireless access networks should be determined according to commercial judgment and the IDA should not attempt to second guess this.  A market-based approach is clearly the correct one given the risky nature of investment and the uncertainty involved.

22.17 If the IDA were to impose some form of price regulation on access to broadband IRS, then this should not be cost-based at all  SingTel considers that a retail minus model could preserve the investment incentives of carriers and hence promote infrastructure competition in Singapore.  Provided that the retail price recovered cost, the retail price of a broadband service could be the relevant benchmark and not the line rental.  This would ensure that carriers are able to share retail revenues, which would be disproportionately higher than wholesale charges based on cost.  Further, use of the line rental as a benchmark would be dangerous where there is an access deficit, since this would lead to under-recovery of costs. 

22.18 The EC has recently, with the assistance of consultants, been considering what regulation is necessary in the context of fixed and mobile convergence.
  In examining access to mobile markets, it was considered that in the absence of parties reaching commercial agreement, price should be determined using a retail minus approach.  SingTel considers that this situation is more analogous to broadband than the cost-based approaches used in the fixed narrowband environment.  This is because mobile and broadband markets are both characterised by relative immaturity but also greater competition than fixed narrowband.  These characteristics were noted by the EC consultants as rendering a retail minus approach the most appropriate:

“… a “retail minus” formula is arguably the most appropriate charging formula for determining the price of access to mobile networks in the absence of the parties being able to reach agreement.  This is because such a formula:  (i) is sensitive to “free rider” arguments raised by carriers; (ii) does not act as a disincentive for mobile operators to expand their network investments; (iii) does not require excessive and further regulatory intervention at the retail pricing level; and (iv) is the least disruptive alternative to the existing regulatory environment.  Access charges to mobile networks at purely cost-based rates would ignore the competitive conditions under which network investment has taken place in the mobile sector and the relative immaturity of the sector compared to the fixed sector.”

22.19 In its Access to Bandwidth inquiry, OFTEL also commented on the appropriateness of a retail minus model when moving towards competition
:

“First, retail minus is appropriate where markets are competitive or moving sharply towards a competitive structure.  In these circumstances, regulation of prices might be a disproportionate response to the degree of market power being exercised, and could even undermine the move towards competition.  Second, where major risky investment is being undertaken in order to provide the relevant services, price control would constitute the substitution of a regulator’s view for an investor’s judgement about the circumstances and prices under which an investment was likely to be viable.  It would risk distortion of investment, and indeed could deter investment in new ventures.”

22.20 However, SingTel stresses that the IDA should not jump at this as a preferable alternative to commercial prices.  Even the retail minus model is fraught with risks.  For example, it may result in under-recovery of costs if retail prices are low. It cannot be assumed that industry retail margins will be positive.  Further, the benchmark retail price may be difficult to determine where there are a multitude of retail products and packages.  Finally, it may also encourage gaming by third parties who seek to lower the retail price in order to put a squeeze on wholesale charges.

22.21 An ECPR (Efficient Component Pricing Rule) model may be more suited to determining the price of broadband IRS.  This model would essentially involve an opportunity cost mark up on LRIC reflecting the lost profit from services that would otherwise be provided using the IRS.  The advantage of an ECPR approach is that it encourages efficient entry, in the sense that in order to undercut the incumbent and cover its own costs, an entrant would have to be more efficient, or provide more attractive services, than the incumbent.  Any charge which is lower than the ECPR will therefore result in excessive entry to the provision of services over the relevant local loop.  

22.22 SingTel contends that the ability of carriers to generate a positive margin above LRIC under this model is not anti-competitive.  In fact, it is critical that a positive margin is allowed to ensure compensation for risky investment.

22.23 An ECPR model would also be pro-competitive as it recognises the benefits to entrants of not needing to sink assets in an environment of uncertainty and is also consistent with the expectations of returns when as asset is sunk.  In setting a reasonable price for access, it incents entrants to roll out their own networks and compete based on infrastructure.

SingTel recommendation

· If the IDA determines to regulate the price of broadband IRS, it should apply an ECPR model.

23. LRAIC as cost standard

The IDA seeks comments on the LRAIC cost standard in the context of broadband and the earlier discussion of inclusion of a premium for risk in the cost of capital.

Summary of SingTel position

· SingTel stresses again that use of forward looking LRAIC to set Broadband IRS charges is entirely inappropriate for new and rapidly changing technologies such as those used in the broadband environment.

· However, to the extent that the IDA is determined to use an incremental cost model (for example in relation the IRS of narrowband or existing broadband networks), SingTel submits that the LRAIC standard must include a mark up to contribute to common costs, which are high in the telecommunications industry.

· In other words, if an incremental costing principle is to be adopted, we favour a TSLRIC model or the TELRIC variant used in the United States.

· As discussed earlier, a risk premium should be included in the cost of capital, regardless of which cost standard is adopted – this is necessary to protect investment incentives.

23.1 SingTel has already stated its views that a forward looking LRAIC model should not be used as the basis for setting broadband interconnection or access charges (see section 9).  

23.2 In this section, SingTel expresses its concern with the use of LRAIC (whether based on forward looking, current or historic costs) which arise in both the broadband and narrowband IRS context.  To the extent that the IDA is determined to use an incremental cost model (for example in relation to narrowband networks), SingTel is concerned that a LRAIC standard does not allow for recovery of any common or shared costs.  We consider that there needs to be a mark up on LRAIC to contribute to common costs.

23.3 The IDA has stated that it applies the LRAIC model as including all variable charges, directly attributable fixed costs and a share of indirect costs.  While the reference to indirect costs suggests some recovery of common costs, SingTel remains unclear as to how the IDA intends to treat these costs. A pure LRAIC standard would not usually include a reasonable contribution to common costs.  These are substantial in both the narrowband and broadband environment and in many cases will be shared across narrowband and broadband services.  Their omission under a LRAIC model would lead to a substantial under-recovery of costs.

23.4 For this reason, a pure LRAIC standard has not been adopted in overseas jurisdictions such as the United States and Australia.  Rather, it has been varied to a TSLRIC standard which examines the total service costs (or in the US, the total element costs) and therefore includes a reasonable contribution to common costs.  The TSLRIC standard is widely recognised as producing low interconnect charges which also encourage efficiency on the part of new entrants.

23.5 Common costs, such as shared maintenance facilities are quite significant in telecommunications. The ‘total service’ element of the TSLRIC model has been developed to ensure that the LRIC model does not result in under-compensation of a carrier.  The term “total service” in the context of TSLRIC, indicates that the relevant increment is the entire quantity of the service that the firm produces rather than just a marginal increment over and above a given level of production.  Thus TSLRIC includes the incremental costs of dedicated facilities and operation that are used by only the service in question as well as the incremental costs of shared facilities and operations that are used by that service as well as other services (common costs).

23.6 TSLRIC therefore protects the legitimate interests of a carrier by allowing it to recover full costs.  Further, TSLRIC encourages competition in telecommunications markets by signalling the true costs of entry.  SingTel therefore submits that the IDA should explicitly state that its LRAIC model is, in fact, the same as a TSLRIC standard which allows recovery of a share of common costs.

23.7 In Canada, a slightly different approach has been taken.  For example, the prices mandated by the CRTC for unbundled loops involve actual incremental costs with a mark up of 25% in order to cover shared and common costs.

23.8 As outlined in section 6, SingTel supports the inclusion of a premium in the calculation of LRAIC to recognise the risk of investing in broadband networks, including upgrading existing networks.  Such a premium should apply regardless of the cost model and standard adopted by the IDA.

23.9 However, SingTel notes that if a LRAIC model is adopted, unless the issue of under-recovery of common costs is addressed, a premium for broadband charges is at risk of doing little more than compensating for that under-recovery.

SingTel recommendation

· To the extent that the IDA applies a LRAIC standard, it should explicitly allow for recovery of a contribution to shared and common costs.

· Broadband carriers should be allowed to charge a premium for risk in addition to any mark up on LRAIC for shared and common costs.

The IDA seeks comments on whether there are other approaches that may be more appropriate and if so, under what circumstances.

Summary of SingTel position

· To the extent that the IDA determines to set cost-based prices for broadband IRS, an FDC standard would be more appropriate in light of the goal of infrastructure competition. 

23.10 SingTel has already expressed its firm view that the price of broadband IRS should not be regulated, even if the obligation to supply is.  As with wholesale broadband services, prices should be determined by commercial negotiation, subject to the usual post facto rules against anti-competitive pricing.  We refer again to our arguments in section 1.

23.11 However, if the IDA insists on a cost-based approach to broadband IRS then, while it has its flaws, an FDC approach would be far more conducive to investment incentives and infrastructure competition than a FLEC model using LRAIC.  It is also highly practical to implement and relies on data already available in accounting systems.  SingTel considers that this should be an important consideration to ensure that the regime works in practice.  There is no point in having a regime with lofty goals if these cannot be achieved in practice.

23.12 An FDC model would be fair since it fully allocates joint and common costs.  This approach is often used where the costs in the production of multiple products or services cannot be separately attributed to individual product/service segments.  In other words, it would be well suited to the multiple service offerings available in the broadband environment, the costs of which may be shared with other broadband services or narrowband services.

23.13 OFTA has recently suggested, in considering broadband interconnection, that FDC could be adopted in newly installed as well as upgraded broadband networks so as to maintain the investment and operational incentives for these young products.
  Otherwise, the lower charges resulting from use of LRAIC as opposed to FDC may lead to a deferral of plans of new entrants to build their own networks, leading to over reliance on incumbent networks.  

23.14 However, we note that OFTA also suggested restricting use of FDC to where the interconnection service is provided to established competitors or the interconnection service is a substantial proportion of the business of the supplier of that service.  SingTel can see no rationale for such restrictions.  They appear to be entirely arbitrary.  For example, it would distort the competitive playing field to require parties to pay more if they are dealing with a supplier whose primary business is broadband access or where the acquiring party is ‘established’.  A party can be established yet smaller than a new entrant who has rapidly rolled out.

23.15 SingTel considers that the OFTA suggestions may have been motivated by a concern in relation to service-based  competition.  However, an FDC approach will not discourage service competition.  It will provide strong investment incentives for broadband FBOs and, where infrastructure competition is promoted, service competition will follow.

24. responsibility for charges and capacity based allocations

General comments on this section of the IDA Paper – usage based allocations

Summary of SingTel position

· SingTel supports cost allocation based on use, such that if an IRS is requested by a new entrant which it alone requires, it should bear all associated costs.

· However, this cost allocation should only apply where it is in accordance with the cost causality principle.

24.1 The IDA has stated that for PI, UNE and ESF, costs will be allocated based on relative use (equally for non-traffic sensitive and a function of connections, actual usage and capacity requested for traffic sensitive facilities).

24.2 SingTel comments on this principle below but notes that IRS’ should only be required to made available between FBOs.  For SBOs, FBOs should only be required to commercially negotiate. 

24.3 SingTel agrees that, generally, this will be in accordance with the cost causality principle.  For example, a requesting operator who uses greater capacity to benefit from broadband services revenue must pay for POIs to support this.

24.4 In the United States, the FCC has stated that costs of interconnect links should be shared where used for the mutual termination of traffic.  However, the new entrant should bear the full cost where the link is used to provide it with access to the incumbent’s network elements such as local loops.  OFTEL has taken a similar position.

24.5 Similarly, in Hong Kong, OFTA has recently suggested that the operator requesting interconnection should pay for all the cost incurred by the carrier if the element established would only support one service provided ie. it is dedicated.  In the case of shared capacity, all operators interconnected to the same network would share the cost incurred in proportion to some relevant unit.

24.6 SingTel agrees that it would be sensible to share POI costs in the broadband context based on capacity requested, since POIs can be shared in the broadband environment.  The initial establishment costs contributed to by an early entrant should be recoverable over time as more operators share.  However, it should still be required to pay a full share of establishment and maintenance costs until such time, as discussed in section 12.

SingTel recommendation

· For FBO to FBO interconnection, costs should be allocated based on usage where usage charges reflect the way that costs arise.

The IDA seeks comments on the use of capacity based allocations in the broadband context.

Summary of SingTel position

· SingTel considers that cost allocation based on capacity requested will, in a number of instances, be preferable to usage based allocation in the narrowband and broadband context.

· Capacity based allocation would promote efficient use of networks.  

24.7 The IDA has recognised that broadband costs are affected by the upfront capacity requested.  Uncertainty over this may result in inefficient consumption of interconnection resources.  The same concern arises in relation to narrowband costs.  SingTel therefore considers that, in many cases, capacity based cost allocation will produce more efficient outcomes than usage based allocation. 

24.8 Capacity based allocation in both the broadband and narrowband context is preferable because per minute charges do not reflect the way costs arise.  They may therefore distort interconnecting operators’ incentives for efficient use of an incumbent’s resources.  The bulk of costs in a network are incurred when capacity is provided and are independent of how much traffic eventually flows through the network.  Thus, new entrants should pay for the extra capacity that they cause an incumbent to install in anticipation of interconnected traffic rather than the actual interconnected traffic they pass on.  Further, the amount of network capacity installed is dependent on peak hour traffic rather than total traffic.  Per minute charges doe not reflect network dimensioning implications and hence cost implications for different types of interconnected traffic.

24.9 Capacity based arrangements would achieve economic benefits such as:

· more efficient use of the network by having each operator optimise their traffic flows in light of installed and contracted capacity;

· truthful revelation of relevant information for network planning purposes to the incumbent.  The advance notification of capacity requirements would appropriately transfer installed capacity risk from the incumbent to the parties responsible for traffic origination.

24.10 SingTel notes that OFTA has recently stated that the costs of establishing and maintaining essential support elements should be shared among operators on the basis of the relative proportion of capacity requested.

24.11 However, care should be taken not to apply the capacity pricing rule blindly.  SingTel notes that some network elements may continue to be usage based, in which case charges should also be usage based.

SingTel recommendation

· Costs should be allocated based on capacity requested where the bulk of the relevant costs are incurred when capacity is provided and are independent of how much traffic eventually flows through the network.

· However, it should be recognised that many costs continue to be usage based and care must be taken when introducing capacity based charging.

The IDA seeks comments on the inclusion of bonuses and penalties based on the initial capacity requested for interconnection charges.

Summary of SingTel position

· A scheme which rewarded efficient broadband capacity requests by way of bonuses and penalties added to usage based charges would also encourage efficient network planning.

· It may also mimic how costs are incurred.

24.12 SingTel considers that an acceptable alternative would be a usage-based allocation with a bonus/penalty scheme based on usage as a proportion of capacity requested.  This would be in line with the IDA’s suggestion.  However, such a scheme introduces a degree of uncertainty as to eventual charges and is more administratively burdensome than a simple capacity-based allocation.  SingTel believes the use of an O/T charge for E1s could be levied where use was less than 90% of forecast capacity. 

24.13 Ovum has suggested a similar bonus/penalty scheme in its broadband pricing study.
  It has suggested that parties should be rewarded for committing to capacity requested  The access component of wholesale broadband prices should have a higher degree of certainty attached to it, reflecting the fact that it is dedicated to one service provider.  Discounts should be available for high volume capacity purchase and long term contracts to reflect the economies of scale and increased certainty of planning that such contracts provide.  Ovum also recommends that there should be penalties for orders above forecast:
  

“If a service provider required more capacity than its guaranteed availability in any particular time period, the telco would not necessarily be able to provide it.  If it were provided, the telco would expect a charge or premium – say 50% more than the equivalent spot price.  Each of these constraints would create incentives for the service provider to forecast its demand profile accurately and work capacity appropriately.  This in turn would provide the telco with good information for network capacity planning purposes.  The risks of an accurate forecast would be split appropriately between the telco and service provider.” 

SingTel considers that this type of bonus/penalty scheme could be workable, although not the best or most practical cost allocation model.

SingTel recommendation

· Where the bulk of costs are incurred when capacity is provided, a bonus penalty scheme could be adopted as a second-best alternative to capacity based allocation.

The IDA seeks comments on whether there are other approaches that may be more appropriate than a bonus/penalty scheme and if so, under what circumstances.

Summary of SingTel position

· SingTel refers to its comments above.

.

25. RESPONSIBILITY for O/T charges

The IDA seeks comments on the responsibility for origination and termination charges.

Summary of SingTel position
· Only FBOs are entitled to IRS;

· As a general rule, the party that generates the value in providing a service and who is entitled to earn the retail revenue for its provision should be responsible for the payment of IRS charges to interconnect with, and obtain access to, anothers network and access customers.

· The originating carrier should only be responsible for the origination and transit component of the call to the extent that it is the retail supplier of retail service to the originating customer.

· Where the retail charge is usage based and collected by the originating carrier there may be no IRS originating charge applicable.  However, where an access deficit or universal service loss exists in additional to the usage based costs then additional compensation should be made. 

· Market based outcomes are better than regulated outcomes.  Difficulties associated with applying standard rules to the broadband environment highlight that regulation should only be imposed where a market failure has occurred.

· IRS originating and terminating charges may constrain the IDA to the extent that differing retail pricing will be applied in the broadband environment.  It is difficult to assess how these models will operate and so post ante interconnection rules should only be imposed if the market operates ineffectively.

25.1 IDA suggests:

· Originating charges where retail service provided by terminating carrier or connected VASP.

· Terminating charges where retail service provided by originating carrier or connected VASP.

25.2 As a general rule, the party that generates the value in providing service and who is entitled to earn the retail revenue for providing the service should be responsible for the payment of IRS charges to interconnect with, and obtain access to, anothers network and access customers. 

25.3 The IRS of origination/termination (O/T) is an access service which serves as an input to the  interconnecting operators retail service. The interconnecting operator to whom the IRS O/T access service is provided is provides the value in the call and is entitled to generate the retail revenue and is the party responsible for the IRS O/T charges. 

25.4 For example, Operator A provides a retail IDD service and seeks to provide its retail IDD service to the access customers on Operator B’s network.  Operator A as the interconnecting operator will need to interconnect with Operator B’s network and acquire O/T access services to enable those access customers to use Operator A’s IDD service. Operator A provides the IDD service to the access customer and earns the retail revenue for providing the IDD service. Operator A is responsible for the charges associated with providing the IDD service to its customers including the charges tointerconnect with, and obtaining access too, the network and access customers of Operator B.

25.5 Where there is an indirect interconnect configuration the same general rule applies. 

25.6 The notable exceptions are for FBOs licensed for the providing PCMTS and PRPS where the Mobile/Paging Party Pays regulatory framework clearly establishes that the responsibility for charging for incoming and outgoing calls rests with the access customers of the PCMTS and PRPS network.. In these cases, the PCMTS and PRPS network provides the carriage service to their access customers and is entitled to recover retail charges from their customers. For example, Operator A is a mobile network operator. Operator A choses not to resell Operator B services. Operator B interconnects with, and obtains access to, the network of Operator A for the purpose of providing services in its own right. Where an access customer of Operator A uses the services of Operator B, Operator A provides the mobile airtime carriage component of the call to its customer and charges airtime. Operator B provides the IDD service and separately bills and collects the IDD charge from the customer. 

The IDA also seeks comments on the potential elimination of originating charges, where compensatory usage based retail tariffs are collected by the originating carrier.

Summary of SingTel position
· The originating carrier should only be responsible for the origination and transit component of the call to the extent that it is the retail supplier of the retail service to the originating customer.

· Where the retail charge is usage based and collected by the originating carrier there may be no originating charge.  Where an access deficit or universal service loss exists in additional to the usage based costs then additional compensation should be made. 

25.7 IDA suggests:

· in future, the originating carrier will be responsible for all charges and payment of transit to other operators;

· an originating charge overcompensates where retail tariff is usage based.  (eg call from mobile to information service – customer pays terminating operator for retail service and per minute charge to originating mobile carrier).  

25.8 The first proposition is only valid to the extent that the originating carrier is the provider of the carriage service to their customer. If the regulatory regime is such that the originating carrier is always entitled to levy a retail charge on all originating calls, then this may be valid. Currently this is not the case. For example, where a SingTel fixed line subscriber accesses the IDD services of another operator via a three (3) digit access code, SingTel is not entitled to levy a local call charge. SingTel must therefore recover an IRS O/T charge from the other operator.

25.9 If, in future, the originating carrier is entitled to levy a retail carriage charge on their customer, the originating carrier will need the  flexibility in its tariffing to reflect the different costs of providing the service in their retail charging e.g. a call which transits another network may incur a higher charge than a call which does involve transit.  This is also not always the case.

25.10 As to the second proposition, an originating O charge levied on another carrier/operator would only overcompensate where the originating carrier fully recovers from levying a retail charge on their customers.. In the example quoted this is not necessarily true. In relation to calls to and from mobile origins, the mobile network carrier provides the carriage component of the call to its customers. The regulatory framework establishes that the mobile party is responsible for carriage component and the mobile network carrier is entitled to recover a retail usage charge. An originating access charge is inapplicable. The mobile carrier levies a retail usage charge to their customer for providing the carriage service. The information service provider charges the customer for providing the information service. Accordingly, care needs to be taken with general rules and originating charges should only be considered where the originating party is fully compensated for usage and line related costs at the retail level.  

The IDA is particularly interested to receive comments on whether the current interconnection charges constrain the IDA in achieving the objective of actively promoting broadband service innovations.

Summary of SingTel position
· Market based outcomes are better than regulated outcomes.  Difficulties associated with applying standard rules to the broadband environment highlight that regulation should only be imposed where a market failure has occurred.

· Originating and terminating charges may constrain the IDA to the extent that differing retail pricing will be applied in the broadband environment.  It is difficult to assess how these models will operate and so post ante interconnection rules should only be imposed if the market operates ineffectively.

General comments on Public Forum presentation by IDA Consultants – PI costs

Summary of SingTel position
· New entrants should pay upfront for the costs of establishing physical interconnection, rather than forcing incumbents to act as banker.

25.11 SingTel agrees with the Deloittes slide presentation at the Public Forum insofar as it relates to responsibility for charges.  In particular, we support the emphasis on requesting operators being responsible for services and facilities that they request.

25.12 SingTel does not agree, however, that a dominant operator should initially be responsible for the investment in physical interconnection, with requesting operators reimbursing them as they use that physical interconnection.  This would amount to a regulated requirement for SingTel to act as banker to new entrants, which is entirely inappropriate and unjustified in a liberalised competitive environment.

26. differential charging based on customer base and infrastructure

General comments on this section of the IDA Paper – Simple licence distinctions

Summary of SingTel position

· SingTel strongly supports an interconnect charging regime which promotes infrastructure competition by rewarding those who actually roll out their own network.

· It is insufficient to simply differentiate between SBOs and FBOs as, while FBOs may be licensed on the basis that they will roll out a network, they may in fact only build limited infrastructure.  

· SBOs and FBOs with limited infrastructure, such as a PC-based switch and a short transmission link, should not be rewarded to the same extent as FBOs who roll out national networks. 

· If these small FBOs and SBOs are given the same interconnection rights as larger FBOs taking the risk of rolling out into marginal areas, they will cream skim and compete away the profits required by larger FBOs to fund extensive infrastructure.

· Only FBOs should receive the benefit of regulated charges on a sliding scale depending on, amongst other things, national infrastructure build.  SBO pricing should be subject to commercial negotiation.

26.1 The IDA Paper questions whether differential charging across classes of operators depending on the extent of their investment in infrastructure would have an adverse impact on competition.  SingTel responds to this question in the negative later in this section. However, we consider it essential to first consider the strong reasons why such a charging regime should be implemented before examining any reason why it should not.  In short, differential charging is justified in order to promote the key regulatory objective of infrastructure competition.

Simple FBO/SBO distinction is not enough

26.2 The IDA Paper suggests that differential charges may be set for different operators where justified on the basis of the type of licensing conditions such as a Service-based Licence and a Facilities-based Licence.  SingTel agrees that the latter should be entitled to preferential charging as discussed in section 5, but considers that the licensing distinctions are too arbitrary and will not provide sufficient incentives to invest in infrastructure beyond that required for an FBO licence ie a switch, and possibly some transmission.

26.3 A simple FBO/SBO distinction could, for example, result in discrimination between an SBO and an FBO with a PC-based switch and a very short transmission pipe.  Further, with liberalisation of telecommunications, it is very likely that some operators will be so specialised and geographically constrained that they generate much smaller volumes of traffic than some large corporate end users such as banks.

26.4 OFTEL has similarly commented that its previous distinction between operators depending on the type of authorisation under which they operated allowed parties rights to interconnect even though they might have only limited infrastructure.

26.5 If small FBOs and SBOs are given the same interconnection rights as larger FBOs, this will increase the larger FBOs’ risks of rolling out into marginal areas.  Small FBOs and SBOs who have not made significant investments will be able to cream skim in low risk areas and compete away the profits required by larger FBOs to fund their extensive infrastructure.  This is likely to result in the larger FBOs cutting back their roll out plans, with consequent adverse impacts on infrastructure competition.

26.6 A slightly preferable position would be differential charging as between FBOs designated as Public Telecommunications Licensees (PTLs) with national networks and a universal service obligation, other FBOs and SBOs.  This would range from cost to wholesale to retail.  However, such a model is still very unsophisticated and would not reward the widely varying levels of investment in infrastructure made by non-PTL FBOs.

SingTel recommendations

· Differential charging based on licence distinctions should be treated by the IDA as a second-best option for promoting infrastructure competition.  

· The IDA should develop a more sophisticated model to ensure that this objective is achieved.

General comments on this section of the IDA Paper – charges based on extent of infrastructure

Summary of SingTel position

· A more sophisticated model would involve a sliding scale of charges depending on the percentage of national fixed infrastructure owned by a FBO licensee, based on weighted factors such as customers served and geographic areas covered, as suggested in the IDA Paper.

· The principle of rewarding infrastructure investment through a sliding scale of access charges applicable to FBOs should be applied across both broadband and narrowband networks.  

· New and existing infrastructure would be taken into account under the model.

26.7 SingTel strongly endorses the IDA’s statement that differential charges based on customers and investments of FBOs are more in line with IDA objectives of encouraging investment in broadband infrastructure.  Recognising differences in infrastructure rollout and rewarding operators on this basis is less arbitrary then a bright line SBO/FBO distinction.  Gaming would not occur as an FBO would not automatically be entitled to cost-based prices.  It would actually have to roll out its network first rather than sitting on its rights as an FBO.  SBO pricing would be set in commercial negotiations.

26.8 SingTel also considers it equally important to encourage investment in narrowband infrastructure by implementing this differential charging regime, if competition is to ever be truly effective.  Narrowband services will still be of key importance for many years to come.  If new entrant FBOs and SBOs, such as VASPs, get access to narrowband or broadband IRS at the same charge as carriers they will be indifferent as between building or leasing infrastructure.  Existing market power at the wholesale level will never be constrained, with consequent adverse effects for downstream competition and innovation.

26.9 As we have noted above, there are many international precedents for differential charging between carriers and service providers, and between interconnection and wholesale services.  For example, the UK, US and Canada have differentiated rates.

26.10 Some countries have also granted favourable interconnection prices based on the extent of network construction, such as France and Spain.  However, these models simply required a new entrant to be present in each of the interconnection areas nationwide to be entitled to favourable interconnection rates. This resulted in each new carrier rolling out in the same areas.  The carriers used existing network facilities and did not construct new networks. Therefore, SingTel does not consider that the precise target roll out models adopted in these countries should be adopted in Singapore - they are unsophisticated and do not ensure robust infrastructure competition.  Nevertheless, SingTel considers that these regulatory regimes support a conclusion that further differentiation beyond service provider and carrier classifications is warranted to promote infrastructure competition and could successfully do so if the model was more rigorous.  SingTel considers that the model proposed below is sufficiently sophisticated to ensure construction of diverse networks.

(i) Proposed model

26.11 SingTel has already made submissions to the IDA in relation to its proposed model for a sliding scale of charges depending on infrastructure investments.  However, we restate these here as directly relevant to the questions the IDA has posed.

26.12 SingTel supports a position where PTLs that make national investments in telecommunication fixed network infrastructure should have equivalent rights with respect to each other’s network to ensure any-to-any connectivity between customers connected to those networks. 

26.13 The remaining FBOs lie on a continuum between national fixed infrastructure PTL operators and small FBOs which operate as either niche players and/or limited geographic operators. These FBOs each still require any-to-any connectivity like the national fixed PTL operators and should be permitted, in SingTel’s view, to have the right, and be subject to the reciprocal obligations, to provide IRS to other FBOs on request.  

26.14 Each FBO also contributes to long term competition in Singapore in different ways.  Smaller FBOs should be encouraged to continue to develop and upgrade their infrastructure with lesser reliance on other FBO networks over time.  Additionally, niche FBOs should be encouraged to provide value added services. 

26.15 In either case, the charging of a higher interconnection charge is justified for smaller or niche operators below the level of national fixed PTL operators. This can be achieved through establishing an interconnect charging regime where the interconnect ceiling rate is equal to the local call price and the interconnect floor rate is the cost based interconnect price.  Under this regime, smaller FBOs know that if they roll out more infrastructure they will be entitled to lower interconnection charges.  Infrastructure development can therefore be facilitated through the interconnection charging regime where national fixed based PTL operators obtain cost based charging, with smaller FBOs and SBOs encouraged to invest in infrastructure by being charged an interconnect rate somewhere between the local call price or broadband equivalent and the cost based interconnect price depending on their national fixed infrastructure deployment.

26.16 The mechanism for determining the percentage of national fixed infrastructure should be based upon a number of weighted factors such as percentage of customers served, the percentage of buildings served, the geographic areas served etc. This can be represented graphically as follows:


(ii)
Existing and new investments are relevant

26.17 SingTel stresses that the infrastructure included in the model must include existing and new investments.  In jurisdictions where access prices depend on the extent of the access seeker’s infrastructure, regard is had to all investments, rather than only new infrastructure established after interconnect liberalisation.  For example, the existing narrowband infrastructure of an incumbent and any early entrant is taken into account.  Clearly, this is the correct approach as it would be farcical to treat the infrastructure investment of an incumbent with a national network in the same way as a new entrant.  Such investment should be recognised, as should the need for ongoing incentives to maintain that infrastructure and expand as required.  We therefore disagree with the suggestion in the IDA Paper that favourable charging should be restricted to those that make new investments in infrastructure.

SingTel recommendations

· The IDA should start developing a model applying a sliding scale of charges depending on the percentage of all national fixed infrastructure owned by a FBO licensee.

· The FBO pricing model should be based on weighted factors such as customers served and geographic areas covered to ensure diverse networks.

The IDA is particularly interested in feedback on whether differential charges across classes of operators, based on the size of the customer base and the extent of new infrastructure investment, will pose problems in achieving the IDA’s objectives of actively encouraging broadband infrastructure and promoting service innovation.

Summary of SingTel position

· To the extent that FBOs are to receive regulated pricing, differential charges across the class, based on the size of the customer base and the extent of new infrastructure investment, will strongly promote the IDA’s objectives of actively encouraging broadband infrastructure and promoting service innovation, rather than pose any problem

26.18 The model proposed above is designed to provide incentives for investment by FBOs, including broadband investment, and to disincent free-riders.  If upstream infrastructure competition is promoted, downstream competition and innovation will result.  SingTel is therefore surprised by the IDA’s query as to whether this type of model would disincent broadband investment and innovation.  It is difficult to see how a model that rewards investment through lower access charges could have this effect.  Broadband innovation will still occur because infrastructure-based operators will always have the incentive to offer reasonable access prices to service providers in the broadband environment as content and customer numbers are critical in the broadband world.  Innovation by these service providers will also be encouraged if they are prevented from taking advantage of cheap access prices to attract customers and forced to add real value.

The IDA is particularly interested in whether there are other approaches that may be more appropriate than differential charges across classes of operators and if so, under what circumstances.

Summary of SingTel position

· SingTel does not consider that there are any other approaches which would be more appropriate.

SingTel does not consider that there are any other approaches which would be more appropriate.  The proposed model is the most likely to achieve robust infrastructure competition and therefore service-based competition and innovation.  However, SingTel has already discussed elsewhere that a second-best option would be to apply differential charging based on licence distinctions.  We stress that this should not be seen as an easy way out of developing a more sophisticated approach - it is a highly arbitrary model as already discussed.

13A
requesting operator’s responsibility for extra functionality

The IDA seeks comments on its proposal in relation to the requesting operator’s responsibility for charges with respect to upgrades in functionality of the providing carrier’s networks in the broadband context.

Summary of SingTel position

· Requesting operators should be responsible for the costs of upgrades in both the broadband and narrowband contexts.

· A providing carrier should not be forced to share the costs simply because it could benefit from an upgrade, as it may not intend to implement such an upgrade within the same timeframe, or at all.

26. SingTel supports the IDA Paper to the extent it provides that requesting operators will be responsible for the additional cost of modifications to IRS in the broadband context.  We believe that this principle also has application in the narrowband context, as it would be unfair and against the principle of cost causality to require a providing carrier to pay for upgrades to a narrowband network requested by another operator.  

26. SingTel strongly disagrees with the IDA suggestion that a providing carrier should share responsibility for an upgrade where the modification is required to meet the obligation to provide access and the providing carrier could benefit in any way from the modification by offering the enabled services themselves.  SingTel notes that such an exception was not included in the Deloittes slide presentation for the Public Forum.

26. The exception proposed by the IDA fails to take account of the reality that the providing carrier may have no intention of offering the enabled service, or may not have planned to do so for some time.  Requiring it to pay for modifications in any event may force access providers to change business plans and priorities.  This would amount to unwarranted regulatory intervention in commercial matters.  In other words, the IDA proposal would require providing carriers to incur expenses which they may not recover.

26. SingTel notes OFTA’s position is that any modifications to essential support elements should be entirely borne by the operator seeking the interconnection.

SingTel recommendation

· A “requesting party pays” principle should apply to all upgrades.

The IDA seeks comments on whether there are other approaches to allocating responsibility for upgrades that may be more appropriate and if so, under what circumstances.

Summary of SingTel position/recommendation

· An alternative approach which would be more appropriate than the IDA’s proposal would be to only require a providing carrier to share costs of an upgrade when it will clearly benefit from that upgrade.

26. SingTel would agree to a narrower exception to the “requesting operator pays” principle than that proposed by the IDA.  SingTel concedes that it may be appropriate to require a providing carrier to contribute to the costs of modifications where it is clear that it will benefit by offering enabled services within the same timeframe as the requesting operator.  Any broader exception would be unfair and amount to subsidisation by a providing carrier of new entrants.

13B.  Reservation of future capacity and use of proprietary protocols

General comments on this section of the IDA Paper – reciprocal sharing

Summary of SingTel position

· SingTel is concerned about the IDA’s proposal to suspend the obligations of new entrants to share IRS such as ESF and UNE.

· This would be deleterious to competition as these IRS are, by definition, necessary inputs for other licensees to be able to compete.

26. The IDA’s framework for interconnection has, to date, required licensees to share Essential Support Facilities (ESF) and Unbundled Network Elements (UNE).  This obligation has applied to both the incumbent and new entrant.  The investment incentives of these parties have been protected by limiting the requirement to share facilities to those exhibiting bottleneck characteristics, rather than mandating sharing of facilities generally, including those which are not required to compete.  SingTel strongly endorses this approach and believes that it has continued application in a multi-operator environment.  

26. SingTel is concerned by the IDA’s suggestion that it would be unreasonable to require new entrants to make available excess capacity and that it should suspend sharing obligations for a period on a case-by-case basis.  Provided the obligation to share is limited to ESF or UNE necessary for others to compete, then such an obligation could not be considered unreasonable.  To the contrary, a refusal to share would be unreasonable and detrimental to competition.

26. SingTel also notes that it is commonplace in other jurisdictions to impose an obligation to share on all parties, for example in Australia and in various European countries.

SingTel recommendation

· The obligation to share facilities should apply to both incumbents and new entrants who have control of an ESF or UNE.

The IDA seeks comments on whether capacity for future use should be allowed in all types of IRSs.

Summary of SingTel position

· Operators should be allowed to reserve capacity in their own facilities for future use, even where an ESF.  

· This is consistent with international best practice and will promote efficient investment and network planning decisions.

26. SingTel supports the IDA’s position that the owner or operator of an IRS should be entitled to reserve capacity for its future requirements.  Reservation rights are vital to protect investment incentives and to ensure that decisions to invest are made with an efficient, long-term outlook.  For this reason, SingTel strongly disagrees with the IDA’s qualification on reservation rights where the IRS is an ESF.

26. The ability to reserve capacity is most critical where capacity is seriously limited, since it directly influences the available capacity.  SingTel considers that it would be unreasonable to require a facility owner to displace its concrete, future plans to use remaining capacity in favour of an access seeker, and take all the risks of investing in a new facility (particularly when it may not even be economically feasible).  At a minimum, the costs of displacement would have to be compensated for and these would be extremely difficult to estimate (particularly the lost opportunity cost).

26. Any reservation rights should be restricted to the owner/operator of a facility.  Other licensees who share a facility should not be entitled to reserve space in priority to new access seekers.  Reservation by the facility owner is different from reservation by an access seeker because the facility owner has made long term investments with regard to infrastructure for its own use. The absence of reservation rights for the facility owner would lead to inefficient investment decisions.  For example, it would see no point in establishing facilities with excess capacity over which it would have not control, and so it would instead build facilities necessary to meet its immediate needs.  Clearly, this would run directly counter to efficient network planning.

26. SingTel acknowledges that the market entry of new licensees should not be hampered by capacity reservations for unspecified/unverifiable future plans of the facility owner. This requires measures which strike a balance between the investments of the facility owner and timely network roll-out of new market entrants.

26. This balancing exercise has been considered in detail in the European Union.  The European Commission engaged consultants to examine facilities sharing regimes in a wide range of jurisdictions, both in Europe and elsewhere.  Having done so, these consultants came up with the following recommendation in relation to reservation of capacity for future requirements:

“With regard to reservation of capacity we recommend that:

· the access provider should have the right to reserve 50% of the available capacity for a maximum period of 2 years in case of limited capacity;

· the access provider must hold documentary evidence of its reservations and information on the existence and extent of reservations;

· the access seeker should have no right to reserve capacity in case of limited capacity and a large number of access seekers, except where there is significant investment participation.”

These recommendations were not limited to competitive facilities and had equal application to bottlenecks.  Further, in cases where capacity was not constrained, the presumption was that capacity could be reserved without challenge.

26. SingTel also supports the EC consultant’s conclusion that proof of reservation should be required.  It acknowledges that this may be necessary to balance the interests of access seekers.  The type of documentary evidence of its reservations could include whether the access provider has started to:

· obtain a building permit; or

· obtain landlord and/or local government approval; or

· order and/or install equipment for that specific facility.

SingTel recommendations

· Facility owners should be free to reserve capacity in their own IRS where capacity is not constrained.

· Where capacity is constrained and the facility is an ESF, the facility owner should have the right to reserve 50% of the available capacity for a maximum period of 2 years.

· The facility owner must hold documentary evidence of its reservations and information on the existence and extent of reservations.

· Sharing operators should have no right to reserve capacity.

The IDA seeks comments on whether reservation rights would detract from the goal of any-to-any system and service connectivity.

Summary of SingTel position

· Reservation rights would not detract from the goal of any-to-any connectivity.

26. The impact of reservation rights on the objective of any-to-any connectivity is neutral.  Facilities sharing does not promote this objective as it does not have any bearing on whether end-customers on one network can communicate with end-customers connected to another network.  Therefore, restrictions on the right to share are also of no consequence. 

26. SingTel has already stressed that any-to-any connectivity is not concerned with the ability of end-customers to use all services on all networks.  In any event, we note that facilities sharing, and therefore reservation rights, do not impact on access to services.

26. Facilities sharing is only relevant to the objective of promoting competition by allowing carriers to use necessary inputs of other carriers where they could not otherwise compete.

The IDA seeks comments on whether there are other approaches to reservation rights that may be more appropriate and if so, under what circumstances.

Summary of SingTel position/recommendation

· Reservation rights should extend to ESF but could be subject to time and space limits to protect access seekers.

26. SingTel has already discussed above the need to vary from the IDA’s approach to reservation rights.  We agree that reservation rights should be granted, but do not agree with the IDA proposal to restrict these to non-ESF.  SingTel would support time and space limits on reservation rights

The IDA seeks comments on whether proprietary protocols which inhibit interconnection should be permitted for limited periods of time.

Summary of SingTel position/recommendation

· Telecommunications operators should not be limited in their ability to obtain intellectual property protection for their inventions.

· Absolute prohibition on proprietary standards will stifle investment and development of new technologies.

· Open proprietary protocols should be encouraged, with licensing of proprietary standards with adequate compensation.

26. Protocols and standards need to be developed by leading edge operators in order to research, develop and introduce new services.  Like any other person, telecommunications operators should not be denied some form of protection for their ideas.  

26. An absolute prohibition of proprietary standards will stifle innovation and investment.  For example, ATM was provided by SingTel when there was no international standard in place.  If SingTel was unable to introduce this service in the absence of an international standard then consumers would have suffered.

26. Of course, open standards should be encouraged particularly for broadband networks which have fewer “legacy” issues associated with the public switched telephone system.

The IDA seeks comments on whether proprietary protocols would detract from the goal of any-to-any system and service connectivity. The IDA seeks comments on whether there are other approaches to proprietary protocols that may be more appropriate and if so, under what circumstances.

Summary of SingTel position

· Proprietary protocols will not detract from the goal of any-to-any connectivity where appropriate licensing arrangements are in place.

· If licensing not possible, IDA could impose conditions such as a requirement to develop an open standard or phase out of the service, depending on the consumer harm that would be done if the service was phased out.

26. Where a proprietary standard is in place, appropriate arrangements could be put in place through licensing of technology to ensure that interconnection occurred.  In the rare cases that licensing would not achieve any-to-any connectivity, then the service should still be allowed to be provided subject to any conditions that may be placed by the IDA on the development of open standards for the service or the phasing out of the proprietary standard over a period of time that did not harm consumers.

Summary of SingTel recommendation

· Open standards should be preferred but not mandated.

· Proprietary protocols could be licensed where necessary.

· If licensing not possible, IDA could impose conditions such as a requirement to develop an open standard or phase out of the service, depending on the consumer harm that would be done if the service was phased out.
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