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STARHUB SUBMISSION ON 

CONSULTATION PAPER FOR INTERCONNECTION/ACCESS 

IN A FULLY LIBERALIZED AND CONVERGENT ENVIRONMENT

1. Description of the commenting party and its interest in the proceeding

1.1 Description

StarHub Pte Ltd and StarHub Mobile Pte Ltd were awarded a Public Basic Telecommunication Services (PBTS) licence and a Public Cellular Mobile Telephone Services (PCMTS) Licence in Singapore on 5 May 1998.

StarHub launched its commercial PBTS and PCMTS services on 1 April 2000.  StarHub acquired CyberWay (now StarHub Internet) for the provision of Public Internet Access Services in Singapore on 21 January 1999.

This response to IDA’s Consultation Paper on Interconnection/Access in a Fully Liberalized and Convergent Environment represents the views of the StarHub group of companies, namely, StarHub Pte Ltd, StarHub Mobile Pte Ltd and StarHub Internet Pte Ltd and is intended to be read together with StarHub's Submission on the Consultation Paper on the Proposed Code of Practice for Competition in the Provision of Telecommunication Services.

1.2 Request for Second Consultation

StarHub requests that the IDA release a second draft of the Interconnection/Access Consultation Paper for consultation and comments, with more time given for further debate and responses.  StarHub suggests that such further consultation should be at least equal to the initial consultation period of six weeks.

2. General Views

StarHub welcomes IDA’s consultation and supports the framework proposed by IDA which it believes, with a few additions, will provide the necessary environment to create and sustain competition in infrastructure and services.  

Broadband services over fixed and mobile networks are indeed of great significance for the development of communications in Singapore.  StarHub strongly supports the IDA's decision to regulate the Dominant Licensee in a relevant market, in order to allow the development of a competitive telecommunications market in Singapore.  This is vital if new entrants are to be encouraged to invest in infrastructure to create infrastructure competition.  

Additionally, the framework should distinguish between the different classes of operator, as set out in the IDA's Licensing Guidelines, namely, Facilities-Based Operators (FBOs) and Services-Based Operators (SBOs) and recognise that interconnection between different classes of Licensees should be on different terms, conditions and prices, so as to reflect the different infrastructure investment made by each type of Licensee.  

StarHub believes that the regulatory framework should take account of the following key issues:
1. Adequate accounting separation between the infrastructure business and service business of Dominant Licensees, as set out in more detail in StarHub's Submission on the Proposed Code.

2. In accordance with the objective of encouraging infrastructure investment and protecting existing, significant infrastructure investment, terms, conditions and prices between different classes of non-dominant Licensees should be commercially negotiated between such Licensees.

3. Not all Licensees should have rights to full network to network interconnection and access.  SBOs and FBOs should only be accorded limited rights to utilise networks at the appropriate costs for the provision of their services.  StarHub supports IDA’s proposed direction that non-dominant Licensees should have the flexibility to enter into commercial negotiations with respect to interconnection and access, under a light handed regulatory framework. 
3. Comments regarding specific provisions of and questions set out in the consultation paper

Our detailed comments are as follows:

1. 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, and how this would benefit the deployment of broadband local access and services, and whether inter-network competition is likely to develop without such regulation.

Appropriate regulatory framework

StarHub agrees with the general principle of any-to-any connectivity in order to protect new entrants and consumers in Singapore. 

StarHub believes an essential feature of this framework is the regulation of Dominant Licensees.  As set out above, the IDA framework should therefore be developed further to ensure that a Dominant Licensee is prevented from acting in an anti-competitive manner by cross-subsidising infrastructure and services through the appropriate separation of networks and services.

A Dominant Licensee should also be required to provide access to its network to other Licensees on terms and conditions no less favourable than the terms and conditions on which it provides access to itself and its affiliates.

Primary reliance on market forces

The framework must recognise that currently, the market is underdeveloped and is not yet fully competitive.  However, StarHub supports the IDA's approach of relying on market forces, rather than primary regulatory intervention, to promote competition.  Ultimately, all operators should be able to agree interconnection terms on a commercially negotiated basis.  

Only where there is a clear rationale for regulatory intervention should this occur, and this would rarely happen between non-dominant Licensees.  The appropriate rationale for intervention should be based on long term customer interest rather than factions in the industry.  Above all, regulation should not have the effect of diminishing incentives for investment, thereby delaying the offering of new services to the public.  

Interconnect access and pricing principles 

StarHub believes that not all interconnect services should be subject to a regulated price, which is in line with the IDA’s regulatory principles of placing primary reliance on private negotiations and industry self-regulation.  Essentially, non-dominant Licensees should be afforded flexibility to negotiate commercially terms of interconnection, access and infrastructure sharing.

Accordingly, cost based interconnect prices should be available in cases where the interconnect services require the use of bottleneck facilities.  StarHub agrees with IDA’s definition of bottleneck as specified in its existing guidelines/code. 

Unbundling the local loop

StarHub welcomes the IDA's commitment to mandating access to the Local Loop for ADSL services. StarHub should be permitted to use the Local Loop to provide other services such as xDSL or other technically feasible service that the bandwidth will allow.  We look forward to further details on terms, conditions and prices. 

StarHub has considered how access to bandwidth has been developed in the UK and the USA. The methods of providing access to bandwidth include:
· direct access to the copper local loop; 

· bit stream access to bandwidth in various multiplexed forms; and

· shared use of the same physical circuit already in use by other operators

OFTEL's December 1998 Consultation Document:  Access to bandwidth : Bringing higher bandwidth services to the consumer  and its November 1999 Statement:  Access to bandwidth:  Delivering Competition for the Information Age revealed that BT preferred bit stream access, while other operators preferred copper access.  OFTEL also favoured access to copper.  BT was allowed to provide bit stream access on a wholesale and retail basis, but was mandated by Oftel to provide direct access to the copper local loop.

StarHub believes it would be appropriate for the IDA to mandate access to copper as the model for local loop unbundling in Singapore.  If the Dominant Licensee chooses to offer access to a bit stream, while it should not be prevented from doing so, providing access to copper is also mandated. 

SBOs would also typically require access to a bit stream as they would be unwilling to make investments in upgrade of the local loop. The Dominant Licensee should therefore make access to ADSL available on a wholesale basis to operators on the same terms, conditions and prices that it does to its own business units and affiliates.  Access to the copper local loop should only be made available to FBOs.

2. The IDA seeks comments on its requirement of access to all broadband networks; specifying only ceilings and floors as guidelines for interconnection charges; and revising the Code to reflect market, industry and technology changes on a periodic basis.

StarHub welcomes IDA's direction that SBOs and FBOs can negotiate commercially within the specific ranges, based upon the cost and risk factors associated with the interconnection configuration for the provision of broadband technologies. 

StarHub is unclear as to what are floor and ceiling prices and the basis for IDA “revising the Code to reflect market, industry and technology changes on a periodic basis.”  StarHub reserves its comments until IDA provides greater detail in this respect in the second draft of the Consultation Paper.

Broadband access interconnection technologies are somewhat different from other interconnect services, such as in the narrowband environment, where call termination is currently mandated by IDA. The provision of broadband access under certain technologies such as: xDSL subscriber loop technologies, Fibre to the Building (FTTB), cable modems and even line sharing requires significant new investment, technology risks and uncertainties in market.

It is therefore important that IDA should take account of these differences in uncertainty, risk and new investment when seeking to regulate the supply of broadband access for broadband interconnection, especially for SMEs and residentials.  It needs to find a balance between the risks of inadvertently encouraging inefficient entry by broadband service providers on the one hand and  removing incentives for network infrastructure providers on the other.

In particular, given the certain high levels of uncertainty in the broadband market, IDA should, as far as possible, use ex-post rather than ex-ante regulation of broadband interconnection access issues.  However, for bottleneck components or services, ex-ante regulation is needed.  That is, IDA should leave operators to negotiate supply conditions and intervene only in the case of disputes.  Such a procedure is totally in line with one of the IDA’s regulatory principles, reliance on market forces, in establishing supply conditions.

3. The IDA seeks comments on the need for reciprocity in interconnection arrangement between infrastructure providers, and between infrastructure providers and service providers; and whether non-reciprocity arrangements are more appropriate and under what circumstances.
StarHub considers that interconnection arrangements between similar classes of Licensees should be on a reciprocal basis.  In this context, StarHub understands reciprocal to mean the same type of service (for example, Origination/Termination) is provided between operators.  Reciprocal interconnection arrangements, at the same price, between different class of Licensees, that is, between FBO and SBO, would send the wrong economic signals to the industry which would potentially reduce investment in infrastructure. 

Reciprocity is a useful concept in order to achieve any to any connectivity.  It is therefore useful between one infrastructure provider and another, but not between a service provider who does not own or lease any infrastructure and an infrastructure provider.  Non-reciprocal arrangements for access may be appropriate when the network operator requires a reasonable return on its investment especially in the broadband area.  

4. 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 and if there are other arrangements that may be more appropriate and if so, under what circumstances.

This question raises issues of services versus 'technical carriage'.  Reciprocity/symmetry is suitable for narrowband, where minutes per service are measured in each direction, unit prices are reciprocal and retail charges are fairly closely coupled.  This is not the case in Broadband/IP networks.  In a simple case, either or both carriers will be passing other operators' traffic across the relevant Points Of Interconnection without having any contractual or agreed way of measuring what traffic belongs to who or its value.  Another method is needed, and at this stage these principles will need to be developed by the IDA in consultation with the industry.

Telephony services

StarHub considers that for telephony services (narrowband), there should be reciprocity between the same class of Licensees.

Broadband

StarHub reserves its comments on broadband interconnection until the IDA provides further details on what it means by broadband interconnection.  We hope to see such details of this in the second draft of the Consultation Paper.
5. 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 and if there are other arrangements that may be more appropriate and if so, under what circumstances.

StarHub considers that there must be symmetrical interconnection charges between the same class of Licensee.   However, asymmetric interconnection charges are needed between different classes of Licensees, for example, between FBOs and SBOs.  This is to ensure that the right market signals are maintained to prevent market distortions, especially in infrastructure investments.

Infrastructure providers (FBOs) generally make a more significant and longer term investment than SBOs.  If infrastructure investors are only able to recover cost-based interconnection charges at floor prices, they will not have sufficient incentive to invest, continue to upgrade and maintain their infrastructure.  StarHub would expect competition in services to become more highly developed than infrastructure competition, due to the lower barriers to entry and lower capital investment needed.  

To encourage investment in infrastructure, StarHub considers that differential interconnect and access prices between different classes of Licensees should be allowed.

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

Arguably, a risk premium is not needed for investment in broadband infrastructure, as this is largely demand driven. The risk premium is therefore effectively built into the retail price for the service.  However, there are circumstances where an investment is required because demand level is questionable. In such cases, it may be appropriate to incorporate a risk premium into the cost of capital for broadband infrastructure deployment.  Infrastructure investment is long term and high risk, which if not adequately compensated, will result in a lack of investment.

However, StarHub notes that the risk premium would require some subjective judgement by the IDA or its consultants as to the appropriate numeric value.  If the risk premium is too low, investment in infrastructure will fall.  If the risk premium is too high, then there could be an oversupply of infrastructure investment and lack of investment in services. 

7. 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.

StarHub supports the IDA's objectives of transparent, any-to-any interconnection and open access. However, without further detail on the proposed technologies and services, StarHub reserves its comments until further details are made available.

8. The IDA seeks comments on the need for reciprocity in the obligation to provide access between carriers and VASPs.  The IDA also seeks comments on whether reciprocity is critical to achieving its objective of transparent, any-to-any interconnection, and open access and if there are other arrangements that may be more appropriate and if so, under what circumstances.

There is no need to have reciprocity in the provision of access between different classes of Licensees, that is, carriers and VASPs.  Consideration needs to be given as to which need to be under an obligation to provide access.  A qualified form of access such as indirect access, may be more appropriate.  There is also some confusion in this section between interconnection (where reciprocity is more acceptable) and open access (where a requirement for reciprocity may not be initially justified).

The obligation to provide access should be based upon commercial negotiation between carriers and VASPs. 

9. The IDA seeks comments on the FLEC cost basis, and the option to use alternative cost standards in the broadband context where appropriate on a case-by-case basis; and if there are other approaches that may be more appropriate and if so, under what circumstances.

StarHub recognises that the cost model is of critical importance.  In broad terms, StarHub favours the charges based on Forward Looking Economic Costs (FLEC), but this should only apply to circumstances where a similar class of operator interconnects with each other.  By adopting FLEC between FBO interconnection with another FBO, the two operators can ensure they are compensated fairly for the local networks they have rolled out and maintain.  

However, StarHub believes that some other costing methodology (for example, Current Replacement Costs, Fully Distributed Cost (FDC) or Opportunity Costs approach) should be implemented for interconnection with different classes of operators, for example, between certain types of FBOs and SBOs.  If the “floor” interconnect price based on long run average incremental costs (LRAIC) is applicable to all Licensees, the result will be to hinder the evolution and investment of broadband infrastructure including continued investment, upgrading and maintenance of current infrastructure.  

The framework IDA has previously adopted to price telephony interconnection between existing PBTS operators is appropriate to apply in a broadband network under the same circumstances.  However, it is grossly inappropriate to apply in the circumstances between all FBOs and SBOs.

10. The IDA seeks comments on the LRAIC cost standard in the broadband context and the earlier discussion inclusion of a premium for risk in the cost of capital and if there are other approaches that may be more appropriate and if so, under what circumstances.

StarHub has expressed its preference for the FLEC cost basis.  Since Long Run Average Incremental Cost (LRAIC) is a common measure of FLEC to be used in the computation of interconnect charges; StarHub is agreeable to this cost methodology provided that it is only used between PBTS operators or similar class of FBO Licensees.  

11. The IDA seeks comments on the use of capacity based allocations in broadband context, and the inclusion of bonuses and penalties based on the initial capacity requested for interconnection charges and if there are other approaches that may be more appropriate and if so, under what circumstances.

It is unclear whether this question refers to forecasting, but StarHub assumes this is the case. StarHub does not agree with the use of bonuses and penalties for the provision of capacity.  A more appropriate solution would be staged provision, with an obligation on operators to be flexible to follow demand.  Where the interconnection is between non-dominant operators the terms should be commercially negotiated.  

12. 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 that may be more appropriate and if so, under what circumstances.

Broadband

The subject of origination charges in the broadband context is a complex issue that is still being worked out in many regimes.  StarHub reserves its comments on this issue and proposes that broadband interconnection should be dealt with under a separate consultation process. 

Telephony

On the subject of narrowband telephony, StarHub would like to comment on the IDA proposal in section 6.2.1 regarding O/T policy.  This paragraph deals with responsibility for call origination and termination payments and also transit charges.

Under the current Code, the terminating operator of the service provider is responsible for the payment of call origination and transit charges to the originating operator, as would be the case for 1800 and IDD.  That is, transit charges for call origination (IDD, 1800) are paid by the originating operator.  As the originating operator does not bear the transit charges, it does not face any incentive to minimise them by seeking more economical routing.  Thus the originating operator's choice of interconnection could be detrimental to the terminating operator (service provider).  

To prevent this externality and encourage economic efficiency, StarHub suggests that the originating operator bear some or all of the responsibility for the transit charges.  StarHub is in favour of the IDA proposal where the originating carrier, whose customer requests the services being accessed or terminates the communication with an access customer of another carrier, is responsible for all charges as well as the payment of any transit charges to other operators, if applicable. 

For example, under the new proposal in the case of a 1800 or IDD call, the originating operator would not receive any payment from the terminating operator for call origination and the originating operator would not make any payment to the terminating operator.  However the originating operator would be liable for any transit charges.  For PSTN calls (non VAS) where a termination payment is made there is no change and a termination payment is still applicable.

13. 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 and if there are other approaches that may be more appropriate and if so, under what circumstances.

StarHub supports the concept of differential charging as between infrastructure providers and VASPs.  See our previous comments on this issue.
StarHub does not agree with the charges being dependent on the size of the customer base.  The Dominant Licensee would therefore be able to charge more for access to customers.  However, interconnection or access to customers should not be a source of competitive advantage.  Charging based on network size would pose significant problems to achieving the IDA objectives, by promoting the value of the Dominant Licensee at the expense of the smaller operator.

14. The IDA seeks comments on the requesting operator’s responsibility for charges with respect to upgrades in functionality of the providing carrier’s networks in the broadband context and if there are other approaches that may be more appropriate and if so, under what circumstances.

StarHub supports the development of a set of charging principles similar to those set out in Appendix B of OFTEL's July 1998 Consultation Document: Carrier Pre-Selection in the UK.  These principles take a broader view of how costs are incurred and which parties are likely to benefit. 

For example, network modifications between two operators may be of benefit to the customers of all networks, who benefit from greater overall competition.  It may be appropriate that these customers also incur some costs.  Additionally, there are different types of cost (per line, per operator) that could be incurred that need to be allocated correctly to prevent economic distortions.  

A set of principles of this nature would remove some of the ambiguity of the charges and provide greater transparency.  

We note that OFTEL's 6 principles were: - 

· Cost causation;

· Distribution of benefits;

· Effective competition;

· Cost minimisation;

· Reciprocity; and

· Practicability 

These principles have been applied to both carrier pre-selection and local loop unbundling.

15. IDA seeks comments on whether capacity for future use should be allowed in all types of IRSs, and whether proprietary protocols that inhibit interconnection can be used for limited periods of time.  The IDA is particularly interested to receive comments on how these issues may detract from the goal of any-to-any system and service connectivity and if there are other approaches that may be more appropriate and if so, under what circumstances.

StarHub does not agree that capacity for future use should be allowed for all types of IRSs.  Generally, to achieve the goal of any-to-any system and service connectivity, proprietary protocols that inhibit interconnection especially that implemented by a Dominant Licensee should not be allowed. 
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