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National ICT Authority (NICTA) :
PO Box 8444 Dy iy 2 MDU/F

BOROKO

National Capital District ; < X
Dear Mrw N%%@%r@ Lf (::M m{-"‘m

SUBJECT: PUBLIC CONSULTATION ON IB AFT WHOLESALE PRICING PRINCIPLES
FOR BROADBAND CAPACITY SERVICES, AND INTERNATIONAL
SUBMARINE CABLE SERVICES :

We thank you for the opportunity to be able to provide the submission to the public consultation
on the draft wholesale pricing principles for Broadband Capacity Services and International
Submarine cable services.

As a wholesale only service provider and the manager and the operator of the National
Transmission Network (“NTN”) which comprises of International and Domestic transmission in
Papua New Guinea, the draft Specific Pricing Principles will have a direct impact and influence
on the following wholesale services that we offer:

1) The international submarine cable transmission capacity service;
2) The international submarine cable gateway access service:
3) The international submarine cable duct access service: and,

4) The wholesale broadband capacity service.

PNG DataCo Limited (“DataCo”) is of the view that the setting of the specific pricing principles
is premature at this stage in the development of the ICT sector as well as the development of the
National Transmission Network Program and will distort the growth of the market and further
development of critical wholesale ICT infrastructure for the country. Hence find attached is
DataCo's response accordingly.

We would be happy to discuss our views and position with you and your Management and any
other matters arising from the submission that requires further clarification.

Sincerely,

PAUL KOMBOI
Managing Director

Encl: DataCo Submission on the Public Consultation on Wholesale Pricing
Principles.
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PNG DATACO LIMITED
RESPONSE TO

DISCUSSION PAPER ON

“Public consultation on draft wholesale pricing
principles for broadband capacity services, and
international submarine cable services”
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SUMMARY OF DATACO COMMENTS

DataCo understands that the following wholesale services which are provided through DataCo
managed assets are now declared services.

1. the international submarine cable transmission capacity service:;
2. the international submarine cable gateway access service;

3. the international submarine cable duct access service; and,

4. the wholesale broadband capacity service.

While DataCo is of the opinion that the pricing principles set out in the consultation document
and the draft Specific Pricing principles covers the principles, DataCo is concerned that NICTA
has gone a step further by determining ‘Indicative Pricing * which cannot be accepted at this

stage for the following reasons.

1. DataCo has just taken on the Management of the PPC-1 and APNG 2 in August
2018
The services for which indicative pricing has been proposed are delivered on PPC-1
and APNG-2 which are assets that are now managed by PNG DataCo since August
2018. Prior to that TPNG was the operator and manager of this assets.

It has only been 12 months now since DataCo took on the assets and since then,
DataCo had reduced the price of the assets twice already from K1250 per Mbps per
month to K1000 per Mbps per month then to K800 per Mbps per Month. DataCo has
planned to further reduce the Wholesale internet rates further.

Apart from the Right to Use costs under the Business Transfer arrangements, the
business transfers include transfer of costs for:

O&M for the cables,

O&M for the systems,

Colocation in Sydney,

Cross connect costs

Fibre lease costs in Sydney between PoPs

Peering costs; and

IP transit costs.

Even with this high costs which is shared amongst the low usage, DataCo has
managed to achieve cost price reductions for the good of the market and users.

DataCo is focussed on achieving Government objectives on affordability and Access
and therefore feels that the timing between taking on the management of the wholesale
assets and the declaration is too short for DataCo to intervene through price ceilings
at this stage.

2. The NTN is still in construction
The National Transmission Network (NTN) is still under construction and there also
exists a lot of improvement in infrastructure to ensure resiliency and improved
reliability. While DataCo is on track to deliver the NTN, the heavy handed regulatory
intervention by NICTA like introducing price caps creates a lot of uncertainties as well
as disincentives for those investing in wholesale infrastructure like PNG DataCo.

3. The prices of declared services dropping with time and increase in demand

B
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Even without the wholesale declaration and indicative pricing by NICTA, PNG DataCo
has already since taking on the wholesale assets from Telikem has already started to
reduce pricing of Internet. DataCo has plans to achieve further price reductions but
can only do this with completion and commercialisation of the parts of the NTN and
achieving increased usage (Demand) on the network.

The wholesale pricing is volume driven. If the usage volume increases then the costs
are shared amongst a bigger volume base resulting in lower unit costs does achieving
lower prices.

However, DataCo is a wholesale service provider who depends on the volumes that
are acquired by the retails service providers who drive the volumes at the retail level.
The retails services providers need to grow the demand and acquire more wholesale
capacity for the market to see further reductions of prices.

Legal and Other observations and commentary

A further extension to the observations and commentaries made above is that whilst
there is a generalist approach taken by NICTA to further regulate and move to
indicative pricing, the timing is premature (considering there has only been a recent
declaration). In DataCo’s respectful view, the proposal is premature considering the
heavy capital investments which are being made into ensuring the backhaul network
is efficient enough to guarantee seamless service provision on those assets/network
with minimal glitches and generate volume domestically to meet the critical mass and
make such investment feasible and viable

Part of the objectives of the NICTA Act and in particular section 3(b) provides that the
regulatory measures imposed should be proportionate and drafted to achieve results
that are no more burdensome than necessary to achieve their stated regulatory
objectives; are based on sound economic principles and that they are implemented
within reasonable timeframes that recognize the need for ICT licensees to respond to
dynamically changing market forces among other matters. By proposing indicative
pricing at this stage would cripple the return on investment but importantly the ability
to repay loans obtained to fund these investments made by the PNG Government
through DataCo and could potentially stifle the current positive play of market forces
which have had the effect so far in driving prices down in the last 12 months.

Whether the indicative pricing accords with the general pricing principles spelt out in
Section 134 of the NICTA is an economist argument. For legal purposes though, any
sort of pricing which is being considered by NICTA should generally following section
134 (general pricing principles) and section 135 (for service specific pricing principles).

The "general pricing principles" under section 134 merely require that the price of access to a
declared service should among other things:

a)

b)

promote the achievement of the objectives set out in Section 124 (which among
other things includes the legitimate commercial interests of the access provider in
supplying the ICT services, including the ability of the access provider to exploit
economies of scale and scope; and the incentives for investment in the facilities by
which ICT services may be supplied, including the risks involved in making the
investment);

that the price of access to declared service should -
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(i) be set so as to generate expected revenue from that declared service that
is sufficient to meet the efficient costs of providing access to that declared
service; and

(i) include a reasonable return on investment, over the economic life of the
assets employed, commensurate with the regulatory and commercial risks
involved, this principle is known as the "cost recovery principle”; and

a declared service that is a resale service should be set by —

(i) RMAC, where this results in pricing that is consistent with the cost recovery
principle; or

(i) cost-based pricing, if RMAC would result in pricing that is insufficient to
meet the cost recovery principle; and

a declared service that is not a resale service should be subject to cost-based

pricing; and

a declared service, where the access provider is required to extend or enhance to

the capability of a facility in order to supply the declared service, should —

(i) be set so as to generate expected revenue in respect of that extension or
enhancement that is sufficient to meet the reasonably anticipated costs of that
extension or enhancement in the circumstances; and

(ii) include a reasonable return on investment, commensurate with the regulatory
and commercial risks involved.

DataCo prefer that NICTA consider these observations and commentaries with care and that
further consultative exercise and workshop needs to be conducted with DataCo to understand
the risks to DataCo and industry, complexities of the proposal being made and how best these

areas

may be resolved to the benefit of all stakeholders.

T
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Recommendation

1,

It is in DataCo’s view that setting Specific Pricing Principles including setting of
indicative prices at this stage is premature as the market is still evolving and any
intervention at this stage would distort the market forces and the evolution of the

market,

DataCo recommends for NICTA to restrain from setting specific pricing principles
including setting indicative pricing and allow for PNG DataCo to continue to build out
the wholesale infrastructure through the National Transmission Network Program as
this is a critical infrastructure that will transform the industry and the country.

NICTA to allow the forces of supply and demand to inter- play at the market of
submarine cable transmission and related services given the significant reduction in
wholesale prices already seeing in the market since the inception of DataCo in 2014.
Itis projected that the prices will further decrease overtime when the Kumul Submarine
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Cable Network Project (KSCN) and Coral Sea Cable System (CS2) are completed and
brought into use.
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