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SUMMARY OF MCMC & FINAL VIEWS ON ACCESS PRICES

In this Public Inquiry ( BRI 0 ) the MCMC has undertaken the development of cost models

in order to calculate the cost s for the facilities and servicesi  nthe Access Li st. The costing

methodologies used  to calculate the costs of the various services and the proposed prices

were fully described in the Public Inquiry Paper on Revi ew of Ac ®ePaper B)i ci ng
(issued on 5 October 2022 ).

The PIPaper set out t Isprelidicaiy@éwvson  theregulation of access pricing and
invited comments in response to 47 general and specific questions. After consideration of

the submissions received in response to the Pl Paper as presented in this  Public Inquiry
Report on Review of Access P Repori g thg féllowing table summarises the

MCMC6 dinal views on regulatory pricing of the services in the Access List

Table 1: Summary of MC MC 6Fnal Views

Service MCMCO s fviewm al
Fixed Network Orig ination Service Price regulation
Fixed Network Termination Service Price regulation
Interconnect Link Service Price regulation
Domestic Connectivity to International Services Price regulation
Wholesa le Local Leased Circuit Service Price regulation
Trunk Transmission Service Price regulation
End-to-End Transmission Service Price regulation
IP Transit Service No p rice regulation
Layer 2 HSBB Network Service with QoS Price regulation
Layer 3 HSBB Network Service Price regulation
Network Co -Location Service No p rice regulation
Duct and Manhole Access Price regulation




Service

MCMCO6 s fviewm a |

Mobile Network Origination Service

Price regulation

Mobile Network Termination Service

Price regulation

MVNO Access Service

No p rice regulation

Domestic Inter - Operator Roaming  Service

Price regulation

4G EPC with 5G RAN Access

No p rice regulation

5G SA Access

No p rice regulation

Infrastructure Sharing

No price regulation

Digital Terrestrial Broadcasting Multiplexing Service

Price regulation




1. Introduction

1.1. Public Inquiry P rocess

In its Public Inquiry Paper on the Review of Access Pricing ( fiPl Paper 0) issued on 5
October 2022 , the Malaysian Communications and Multimedia Commission ( ICMC o)

detailed the approach and methodology it proposed to adopt with in this Public Inquiry:

(a) to determine  which facilities and services i n the Access List should be subject to
ex -ante price regulation;
(b) to determine cost -based prices for each facility or service in the Access List; and

(c) to set cost -based prices fo r some facilities and services i n the Access List.

The MCMC noted that under section 55(1) of the Communications and Multimedia Act 1998

(ACMA ), the MCMC may, from time to time, make a determination on any matter specified

in the CMA. This Public Inquiry  relates to access to services under Part VI, Chapter 3 of
the CMA.

Given the long -term consequences of access regulation, for this Public Inquiry the MCMC
adopted a consultative approach as provided for  under the legislation in order to obtain

maximum input from both  industry and the public . This approach was also de signed to

promote t ransparency in the exercise of the MCMCO6s power
The PI Paper set outthe MCMC &6s pr el i mi nar ywhich facilitees aad serviogs
should be subject to price regulation and, where relevant, the pro posed regulatory prices

for the period 20 23 to 2025. The PI Paper invited comments on the appropriateness of
setting the proposed prices and on the met hodology used to calculate the prices. The PI

Paper specifically sought comment s through 47 questions.
The PI Paper presented :

€)) the legislative co ntext and purpose of  the Public Inquiry;
(b) the scope of the Public Inquiry;

(c) the proposed outputs of the Public Inquiry; and

(d) the process of the Public Inquiry.

The Public Inquiry closed at noon on Tuesday , 17 Janua ry 2023.



1.2. MC MC bl=qgislative  Obligations

Part VI of the CMA contains provisions on economic regulation including access to services.
Section 149 within Chapter 3, Part VI requires  Access Providers to provide access to
facilities and services on reasonab le terms and conditions, which, in the MCMCOs Vvi ew,

include the prices that an Access Provider sets.

In addition to Part VI, section 198 under Chapter 4, Part VIII of the CMA contains
provisions on consumer protection including the following principles on rate setting:
(a) rates must be fair and, for similarly situated persons, not unreasonably

discriminatory;

(b) rates should be oriented toward costs and, in general, cross -subsidies should be
eliminated;
(© rates should not contain discounts that unreasonably pre judice the competitive

opportunities of other providers;

(d) rates should be structured and levels set to attract investment into the
communications and multimedia industry; and

(e) rates should take account of the regulations and recommendations of the

internat ional organisations of which Malaysia is a member.

As explained in the Pl Paper , the MCMC views that it is required to undertake a Public
Inquiry under section 55 of the CMA in order to set pri ces for facilities or servicesi  n the
Access List because dete  rmination of these prices is very likely to be of significant interest

to all sectors of the economy, including providers and potential providers of these services

as well as end users of communications services

The MCMC is now required to make any deter minations arising out of this Public Inquir y
no later than 3 March 2023, which is 45 days after the close of public comments on the Pl
Paper. The MCMC proposes to issue a new Commission Determination that will reflect the

MCMC6 s f i n ads expiesseds n this Pl Report in respect of the pricing of some of the

facilities and services in the Access List for the period 20 23 to 2025.

1.3. Consultation Process

The MCMC has consulted widely and openly with all interested stakeholders during this

Public Inquiry, in  cluding:



(a) publication ofthe Pl Paper on5 October 2022 and a request for comment, including

publicity on the MCMC website;

(b) presentation of the economic cost models to licensees during October to November
2022 and consideration of comments received ;

(c) making available on request public versions of the economic cost model s used in
determining the proposed prices in the Pl Paper ; and

(d) clarifications in response to stakeholders in relation to specific items raised in the

Pl Paper duri ng the consultation period.

The MCMC adopted a different procedure for the model viewing process for this PI.
Previously model viewings have occurred prior to the publication of the Pl Paper . However ,
this time the model viewing process occurred after t he publication of the Pl Paper .
Interested parties were invited to provide initial feedback on the models in October and

November 2022. Revised version s of the models, incorporating stakeholder feedback and

documenting any amendments with change logs, were provided to interested parties
between 12 to 15 December 2022. These revised models delivered updated results. The
MCMC invited parties to comment on these updated results in their response to the Pl
Paper.

1.4. Submissions received

At the close of the Public Inquiry periodat 12  :00 noonon 17 January 2023 ,the MCMC had

received 16 written submissions from the following parties.

Table 2: Su bmissions Received

Referred to in this
No. Submitting party

Pl Report as
1 Allo Technology Sdn Bh d Allo
2 Measat Broadcast Network Systems Sdn Bhd Astro
3 Celcom Axiata B hd and Digi Telecommunications Sdn Bhd CelcomDigi
4 Digital Nasional Bhd DNB
5 edotco Malaysia Sdn Bhd Edotco
6 Fibrecomm Network (M) Sdn Bhd Fibrecomm




Referred to in this
No. Submitting party
Pl Report as
7 irix Sdn Bhd irix
8 Maxis Broadband Sdn Bhd Maxis
. MyTV Broadcasting Sdn Bhd (on behalf of itself, Altel MyTV, Altel and
Communications Sdn Bhd and Net20One Sdn Bhd) Net20ne
10 Persatuan Penyedia Infrastruktur Telekomunikasi Malaysia PPIT
11 Sarawak Digital Economy Corporati on B hd SDEC
12 | TT dotC om Sdn Bhd TT dotCom
13 Telekom Malaysia Bhd ™
14 U Mobile Sdn Bhd U Mobile
15 [ XOX Com Sdn Bhd XOX
16 | YTL Communications Sdn Bhd YTL
Having thoroughly reviewed and assessed the submissions received on the Pl Paper
againstits own preliminary views, the MCMC now presents this Pl Report within the 30-day

requirement of the closing date of submissions, as stipulated under section 65 of the CMA.

1.5. Structure of this Pl Report

The remainder of this Pl Report is structured broadly to fo llow the Pl Paper to provide a
consi stent cont ext petifc guedtidnefor bbGMeEDD s The 47 questionsin the
Pl Paper are duplicated in each section with a summary of the comments received (in
alphabetical order of the submitting parties). The MCMC then sets out the rationale of its

final views on each issue:

Section 2 : Principles in Setting Access Pricing
Section 3: Cost Modelling General Issues
Section 4: Key Modelling Issues



Section 5: Weighted Average Cost of Capital (WACC)

Section 6: Fixed Services

Section 7: Mobile Services

Section 8: 5G Services

Section 9: Infrastructure Sharing Services

Section 10: Digital Terrestrial Broadcasting Multiplexing Service

Section 11: Next Steps



2. Principles in Setting Access Pricing

2.1. Overview

Part B of the PI Paper was concerned with the general principles relevant to regulatory

pricing.  After some brief background on the legislative objectives in Section 5.1, Section
5.2 ofthe Pl Paper sets outthe generalg uidelines to be used by the MCMC in determining
which services should be subject to ex -ante price regulation and the criteria by which
regulated prices should be set. These included the recovery of appropriate costs and the
promotion of economic efficiency. In addition, in Section 5.2.3 of the PI Paper, a time

horizon of 3 years was proposed for the regulated prices .

The MCMC sought comment on these issues.

2.2. Summary of submissions received
Question 1
Do you think that the criteria for ex -ante determination of access prices presented
remain appropriate  ?

Submissions received

221 Allo is of the opinion that the criteria for ex -ante regulation remains appropriate

and relevant.

2.2.2 Astro viewed that the criteria for ex -ante determination of access prices remain
appropriate. However, Astro commented that from the  Access Seeker
perspective, ex -ante is needed specifically for smaller operators that are unable
to enter into reciprocal Access Agreements yet . Astro highlighted that the criteria
used by the MCMC for ex -ante are aligned with European Union (AEU0)

Commis sion recommendation.

2.2.3 CelcomDigi commented that the criteria for ex -ante regulation remains
appropriate due to  the presence of high barriers to entry and the absence of a

trend towards effective competition.



224 CelcomDigi highlighted that the appropriateness of ex -ante intervention or
whether to intervene is a separate judgment to be made, by taking the full
circumstances into account. According to CelcomDigi, where competition exists,
even if it is thought to be less than fully effective, it deserves encoura gement

and may merit forbearance on the part of the MCMC.

2.2.5 DNB agreed that regulated ceilings to prices are needed in markets where there

is no effective competition.

2.2.6 Edotco commented that the MCMCés overall l evel of pricing
market is st ill too high even though the MCMCbs approach-antto the e

determination of access prices.

227 Edotco highlighted that given the extensive Access List, the extremely detailed
Mandatory Standar dMSAa)inAgblaleterms, dnd the fact that
Malaysia ha s had sector competition for more than 25 years, Edot co believe s

that the MCMC should generally refrain from regulating prices.

2.2.8 Edotco also commented that instead of price regulation, the MCMC should
channel the focus to ongoing market failure and the mark et segments where the

MCMC has re -introduced service exclusivity.

2.2.9 Edotco anticipate d the need for a thorough assessment and policies to resolve
the market distortions that such interventions result in, given the experience of
foreign markets that have imp osed exclusive mandates/monopolies (such as the

NBN network in Australia).

2.2.10 Fibrecomm is of the view that the criteria for ex -ante determination of access
prices presented is inappropriate given that fibre services in Malaysia are still
growing. Fibrecomm a Iso added that ex -ante determination deters providers to

take on high -cost projects due to geographical and/or other condition.

2.2.11 Maxis agree d that ex-ante regulationremain s appropriate prior to market failure
such as presence of high barriers to entry and absence of a trend towards
effective  competition for uncompetitive market, namely for fixed
telecommunications poles, alongside ducts and manholes. Maxis added that this
is due to an incumbent operator hold ing a significant market share with  full

control o fits facilities and services. Maxis also provided the cost of building an



2.2.12

2.2.13

2.2.14

2.2.15

2.2.16

underground fibre infrastructure alongside the cost estimates for poles which is

approximately 30 -40% less than the cost estimate for ducts and manholes.

Maxis is of the view that ex-ante regulation of prices is not appropriate in
competitive market s, specifically for  Mobile Virtual Network Operator ( AMVNO 0)

and domestic roaming services. Maxis added that it may create unnecessary

restriction where market forces have facilitated the provision of these services.
Maxis submitted that one operator has demonstrated success in domestic
roaming services and is becoming one of the major Mobile Network Operator

(AMNO 0) as well as an effective competitor to existing operators. In fact, Maxis
highlighted that for the past few years, the operator has successfully enter ed
into an agreement with various operator s for the domestic roaming service and

currently also focusing on expanding their own network.

Maxis commented with regard to internatio nal regulatory precedent for MVNO
Access and domestic roaming , most countries are generally against MVNO
Access and domestic roaming  price regulation and allow prices to be determined
through commercial negotiations between the Access Seeker and Access
Provider. Maxis added, in some cases where prices are regulated, it is due to

lack of competition.

Maxis added information that most countries are generally against regulating
prices for MVNO Access such as Australia, New Zealand, UK and Austria, Spain,

Czech Republic. Maxis also commented that, domestic roaming  services are also
not regulated in some countr ies namely in Australia, New Zealand, UK, Austria,
France and ltaly. Maxis commented that those count ries allow prices to be
determined through commercial negotiations between the Access Seeker s and

Access Providers.

Maxis also highlighted that the Eur opean ComnECS8 pecently extlided

the mobile market in its recommendation on relevant markets for ex -ante
regulation.

Maxis submitted that MNOs in Malaysia are having allocated spectrums and
typically plan and deploy their respective network progressively via a long -term

plan including investing in respective network expansion to improve network
coverage. Thus, Maxis viewed that regulating MVNO Acces s and domestic

roaming services in a competitive market , may discourage MNOs from investing

10



in infrastructure namely in expanding coverage, increasing capacity and

improving network quality.

2.2.17 Maxis is of the view that the pricing structure proposed for MV NO prices is not
appropriate as it should not be done on a price per GB basis but should consider
the network quality and coverage as well. Hence, Maxis viewed regulation of

prices of MVNO Access and domestic roaming  services should be removed and

the MCMC should intervene in the event of clear uncompetitive outcomes found

after conducting the relevant competition assessment. Maxis also added that in

order to charge MVNO Access, some level of coverage charge such as O6as per

base stati onihcopdreotad. d be

2.2.18 MyTV, Altel and Net20ne was agreeable that ex -ante regulations remain
appropriate as it may assist the MCMC in dealing with the licensees that are
providing bottleneck facilities or services. However, the companies added that
the rigidity in the appl ication of the regulation or methods in finalising the access
prices should be avoided by the MCMC to ensure the ex -ante regulation is

appropriate and effective.

2.2.19 MyTV commented that rigidity in choosing appropriate cost models and
assumptions made basedo n hypot heti cal ef fici enhroughr ovi der s
benchmarking may lead to inefficient ex -ante regulation in addressing real

issues faced by licensees.

2.2.20 MyTV also commented that the proposed access prices in the Pl Paper failed to
echo the true landscap e of Digital Terrestrial Television ( ADTT 0) service in
Malaysia, whereas the background of DTT service was not appropriately weighed
and costs calculated are incorrect. Hence, MyTV added that the proposed access
prices for DTT services was derived from the cost-based prices that are not

reflective of the service in Malaysia.

2.2.21 MyTV highlighted that, in a situation where the final access prices fail to cover
the actual base cost of providing DTT service in Malaysia, MyTV elects that the
access price s will be commercially negotiated with its customers and remains

reasonable.

11



2.2.22 PPIT is of the view thatex  -ante pricing is inappropriate for infrastructure sharing
services due to no o6unfair first move advantagebd
as their revenue ar e mainly generated from leasing infrastructure to the Access
Seeker. PPIT commented that Individual State Back ed Company (fiSBC0) have
maintained Access Agreements and Master Licence Agreements that are
transparent and fair to all Access Seekers, and inam anner consistent with local

and national regulations.

2.2.23 PPIT also added that the approach was inappropriate as there are no high
barriers to entry in the market and SBCs do not have a monopoly on licenc esto
build and maintain tower infrastructure. Lastly, PPIT highlighted that the ex -
ante pricing will not promote trend towards effective competition. PPIT also
commented that their pricing are published in the Reference Access Offer
( RAO 0 )and hence, it will enhance the effective competition in infrastructu re

sharing services.

2.2.24 SDEC was agreeable that the crite ria for ex -ante determination of access prices

presented remain appropriate.

2.2.25 TM is of the view that price -setting is rarely applied to an Access Provider to
services in markets where there is suffici ent competition, and where the Access
Provider is deemed to have not significant market power for th ose services.
Thus, TM added that the MCMC should not seek to apply price regulation where

there is sufficient competition.

2.2.26 TM also considered that the fib re network is still evolving in Malaysia, as such

the MCMC should circumspect as to which services should be price -regulated.

2.2.27 TT dotCom commented that the industry continues to be burdened to ensure
that the prices are not set by Access Provider, finan cial reports must be in
compliance with the accounting separation provided to the MCMC with detailed
information and adherence to statutory provisions that prohibit any form of tying
and linking services with other services. Thus, TT dotCom urges the MCMC to
review all access regime instruments beyond Mandatory Standard on Access

Pr i ci MS#P q o ensure its effectiveness.

2.2.28 U Mobile agree d with the criteria for ex  -ante regulation for most of the services

under the Access List due to lack of effective com petition in the provision of
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those services. U Mobile stated that there are a few factors such as the existence
of bottleneck monopolies, the case with network termination, high barriers to
entry and limited competitive choice primarily in the fixed networ k that made

the ex -ante pricing determination remain appropriate in this industry.

2.2.29 U Mobile emphasized that  the MVNO pricing should not be regulated under the
ex-ante determination as the barriers to entry are not unduly high and the

service is availabl e from all the main mobile operators.

2.2.30 U Mobile commented that most of the countries with available MVNO services
such as Australia, Hong Kong, Netherlands, New Zealand, Singapore, Thailand
and United Kingdomdo  not regulate MVNO pricing. Thus, U Mobile d oes not see
a possibility to introduce the MVNO pricing in Malaysia.

2.2.31 YTL is of the view that ex -post regulation will be effective in a perfectly
competitive market, where the market would self -regulate. However, YTL added
that the situation is not the sa me in Malaysia as the Access Provider and Access

Seeker are not evenly matched.

2.2.32 YTL strongly recommended ex  -ante regulations to regulate predictive behaviour
of dominant player s and to facilitate quick and efficient access. YTL commented
that with the presence of dominant players in the market with the ability and
means to delay access through several means such as protracting negotiation,
postponing discussion an d imposing unreasonable charges. These predatory
behaviour by dominant players with a signif icant share in the market exert unfair
control over facilities and services that are crucial for the operation of other

operators.

2.2.33 XOX submitted that, the criteria set forth remains appropriate. However, XOX
suggested that the MCMC should provide more sp ecifics regarding the second
condition, which stipulates that AratexOXshoul d
also added that Access Providers have a myriad of costs in their operation s, thus
the broad parlance could lead to different interpretations of wha t costs are taken

into consideration.
2.2.34 An operator stated that, even with the ex -ante determination, there are also

some providers charging higher prices than the MSAP pricing to the Access

Seeker on the grounds that the core network was designed based on a higher
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service level at 99.992%. Thus, the operator commented that it should be

avoided by setting the maximum regulated prices.

2.2.35 The same operator also commented that all Access Providers now have the
option of avoiding their Access obligations by arguin g that their services do not
correspond to those listed in the Access List. Thus, the operator further suggests
in a situation that Access Provider intends to provide facilities or services beyond
the specification of Access List determination, the said fa cilities and services

should be priced as per MSAP and not higher.

Discussion

2.2.36 The MCMC notes that stakeholders in general agree with ex -ante regulation of
prices in an environment of clear market dominance, but some reservations
were expressed about the M CMCO6s proposed regul ation of MV
roaming and towers. With respect to towers (infrastructure sharing) the MCMC

has decided not to regulate prices, for the reasons outlined in the Pl Paper .

2.2.37 With respect to MyTVoOs commbgitatl Berrestmal Televisionc ost i ng o
Br oadc asDTTB @ )sefvites, the MCMC addresses these in Section 10.

2.2.38 With regard to  MVNO services, the MCMC appreciates that these services are
not commonly regulated in other jurisdiction s. The MCMC believes that the
presence of MVNOs in the Malaysian market is beneficial to the long -term
interests of end -users, as they offer consumers additional choices and there is
the potential for innovation in service offerings. However, given the rel ative size
of MVNOs vis -a-vis MNOs the MCMC perceives a danger of inequitable treatment
in commercial negotiations leading to potential price squeezes which may
compel some MVNOSs to exit the market. The MCMC is encouraged that MNOs
have expressed willingne ss to continue to engage in commercial negotiations
and therefore will not regulate MVNO prices at this time. However the MCMC will

continue to monitor the market for any evidence of uncompetitive outcomes.

2.2.39 Finally, with respect to domestic roaming servic es, the MCMC is concerned about
a clear lack of roaming agreements which would facilitate better outcomes for
consumers. Domestic roaming agreements are common place in competitive
markets in many countries, yet in Malaysia the MCMC is aware of coverage

limitations in certain geographic areas which could easily be remedied by
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satisfactory roaming agreements. The MCMC notes Maxis 6 Cc 0 mmetmat s
regulating domestic roaming services may discourage MNOs from investing in
infrastructure  to expand coverage, increa se capacity and improv e network
quality. This suggests that MNOs do not perceive it is in their interests to reach

agreement on domestic roaming and may engage in anti - competitive behaviour
creating barriers to such agreements. However , Sseamless roaming  across the
country would be very convenient for consumers and businesses, potentially
supporting economic and social gains. As such , the MCMC considers that it is in
thelong -terminterestsofend -users tointroduce ex -ante regulation of domestic

roaming ser vices.

2.2.40 The MCMC is concerned to hear that some Access Providers are charging higher
prices than the MSAP pricing to the Access Seeker on the basis that the core
network was designed based on a higher service level at 99.992%. In other
words, the Access Provider is seeking to differentiate services from the regulated
service thus attempting to  justify prices which differ from MSAP. In the current
MSAP, the MCMC has attempted to increase transparency regarding the service
levels which should be associated w ith the regulated prices. The MCMC
encourages Access Seekers to discuss with the MCMC any difficulties with Access

Providers caused by service level differentiation, if and when these arise.

MCMCo6s final Vi ew

2.2.41 The MCMC confirms thatex  -ante pricing is appr  opriate for services in the Access
List.
Question 2:

Do you think that the approach to pricing which has been adopted is appropriate? Are

there any other criteria that should be considered?

Submissions received

2.2.42 Allo as a medium sized company commented that the approach is quite
inexpedient and  state d that lowering the price will reduce the profit m argin,
subsequently resulting in difficulties for Allo to maintain a good revenue due to

the high costing of servicing and installing the services.

15



2.2.43

2.2.44

2.2.45

2.2.46

2.2.47

2.2.48

Altel is of the view that  the adopted concept should open to a level of proposed
prices by the MCMC that is practicable within the industry and will benefit the

Access Seekers and ultimately promote the long -term benefit to the end users.
However, Altel commented t hat the proposed regulated prices mainly for the

Fifth Generation Wireless Technology ( BG 0 )access are too high and believes
that 5G access should also be treated similarly with Fourth Generation Wireless
Technology ( #G 0 )access. Hence, Altel proposed th at if the cost models do not
produce practicable regulated prices, the MCMC should consider a retail minus

approach.

CelcomDigi viewed that the approach to pricing which has been adopted by the
MCMC is generally appropriate. However, CelcomDigi added that it will also
depend on how the method is put into practice and may need to be further

improved to reflect the complexity of certain wholesale service situations.

CelcomDig i highlighted that the aim set by the MCMC is setting prices that
resemble as close ly as possible to those that would arise from a competitive
market . However, in a situation where competition may not be fully effective ,
this is generally unachievable through regulatory intervention in wholesale

service pricing based on costs.

Celcom Digi has noissue with the MCMC establishing a single fee for each of the
following three years, for example, mobile voice call termination as there is no

significant change in circumstances of these services

CelcomDigi added, that thisis different from MVNO services where, the potential
complexity of the negotiated range of services between the Access Seeker and

the Access Provider cannot be reasonably expressed in a single voice minute,
message or data capacity rate, as it will inevitably and arbitrari ly constrain and
distort the range and content of commercial outcomes that the parties might

otherwise have agreed.

DNB agreed that the regulated prices should enable the Access Provider to
recover efficiently incurred costs plus an appr opriate Return on I nvestment
( ROI 0 ) DNB also added that regulated prices should be able to promote

economic efficiency by setting regulated price caps.
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2.2.49 Edotco concurred with the basis of the regulatory pricing approach, where
regulated monopolies exist at state -level , i.e. SBC, then determining prices that
resemble as closely as possible to those that would arise from a competitive

market are complex and challenging.

2.2.50 Fibrecomm commented that the pricing needs to include other third -party, one -
off or recurring cost, such asrightofway ( iROW 0) from local authority or private

entity.

2.2.51 Fibrecomm also mentioned that there should be multiple tiered structure to allow
for return of investments on rural/geographically challenging areas or the use of

(if or upon availability) new technology or methods.

2.2.52 Maxis agreed that the approach to pricing which has been adopted is
appropriate, primarily for the OG6appropriate co:
economic efficiency in investmentsd in order to

for facili ties and services in the Access List.

2.2.53 Maxis also proposed explicit modelling of tax in area where there are significant

capital allowances primarily in 5G and Fixed services.

2.2.54 Maxis commented that Long Run Incremental Cost ( ALRIC 0) approach is critical
to pursue efficiencies in network investments specifically for the single wholesale

where there is no market competition involved.

2.2.55 Maxis further highlighted that the models must have clear and detail ed product
descriptions including Service Level Agreement ( 8LA O )or Key Performance
I ndi c atkKBIb ommiited to ensure model accuracy. Maxis also commented
that the MCMC should remove ex -ante price regulation for MVNO Access and

domestic roaming  services.

2.2.56 MyTV stated that some of the assumptions failed to mirror the situation of the
DTTB service in Malaysia including the assumption made by the MCMC for the
demands of DTT B. MyTV highlighted that demand assumptions remain the same
for three years of regulatory duration and demands are limited only to the
anal ogue migration which  appear s to be incorrect as MyTV has been engaging
with its counterparts and interests have been conveyed to MYTV to have new
broadcasters onboard. MyTV also claimed that the demand information provided

was overlooked in the calculation of the proposed access prices.
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2.2.57

2.2.58

2.2.59

2.2.60

2.2.61

2.2.62

2.2.63

MyTV also commented that the costing methodology developed for the DTTB
service has the basis of Capital Expenditure ( ACAPEX ¢) asset, which MyTV
considers to be not reflective of the current situation in the Malaysian lands cape,
hence, produced a great difference of costs between the hypothetical service

provider and the actual service provider.

MyTV highlighted that it would be unable to recover costs if the MCMC continues

to apply the proposed access pricing. MyTV suggest ed that the costing model
should be based on  Operation Expenditure  (AOPEX 0) based model, which ROI
and payback period are crucial determining factors as the approach is based on

the stand taken by the government through the MCMC when digitalization of

broa dcasting landscape was decided in 2012. PPIT was agreeable to the general
theoretical approach to pricing specifically for the appropriate cost recovery and

promotion of economic efficiency in investments.

SDEC agree d that the approach to pricing which ha s been adopted is

appropriate.

TM di sagreed with t mea fulytcampatitimve market,gficesfwill
tend towards marginal costo in the context of
section 5.2.2.2 of the Pl Paper . TM added, this is due to telcos incur ring large

costs at the outset in achieving initial coverage for the network.

TM also highlighted that telcos cost would be largely sunk if prices for telecom
services inclined to marginal costs since they would be unable to recoup these

coverage expenses

TM commented that the definition of reasonable efficiency used by the MCMC in
the context of TM must be unique compared to definitions used in other
countries. TM added, itis because TMis a Government -Linked Company (fGLCO0)
and the initiatives that ha  ve been contributed in the industry are not the same

with the perspective of commercial operator.

TM acknowledged the need to be efficient, but there are two issues in this line

of thought . First, the reductions in production costs must be in the context of
the expected Quality of Service ( oS 0 )and secondly, TM can incur other costs
that may not be viewed as efficient from a commercial perspective, but are
reasonably efficient from the perspective of a GLC that is supporting the

domestic economy.
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2.2.64

2.2.65

2.2.66

2.2.67

2.2.68

2.2.69

TM poi nted out that page 7 of the Pl Paper recognised the issue  on retaining
quality was highlighted but further details were not available in the entire Pl
Paper.

TM highlighted that the MCMC has assumed far lower levels of OPEX than what

TM incurs in

attributable

its netw ork-attributable OPEX. According to TM, t
OPEX0 , means the sum ofOPH&X imdrect netwogkt wo r k

OPEX and a portion of business overhead OPEX.

TM submitted

that TM will be looking at the level of modelled network costs as

a directive from the MCMC for TM to reduce costs to those specified levels and

he

hi ghlighted that TM incurs addi tional costs

maintenance since the MCMC imposed a wide range of Mandatory Standards for
Quality of Service (fiIMSQo0S 0). As such, TM viewed that the MCMC should not

remove

| arge amount s obmpareddte othterocsuntrieb where

such obligation does not exist.

TT dotCom is

of the opinion that the approach taken may not be appropriate.

Thus, TT dotCom suggested that the MCMC should take into account many other

factors that need evaluation before coming up with the calculations used such

as types and costs of different respective technologies, size of bandwidth, length

of contract tenure and volume of purchase.

U Mobi le agreed that theoretical approach to pricing outlined in Section 5.2.2 is

reasonable and consistent with international best practice. However, according

to U Mobile, the broader question of whether or when the onerous procedure of

calculating termination costs should be abandoned in favo ur of Bill and Keep

(ABAK 0) is not addressed in this part.

U Mobile stated that as voice and messaging traffic become an ever -smaller

proportion of the total and the costs of determining the price, measuring the

traffic a nd billing it continue to rise, it seems inevitable that the costs will

outweigh the benefits. U Mobile also suggest ed that the correct course of action

would be for

the MCMC to conduct a Regulatory Impact Analysis before

undertaking any further exercises of this kind and, if the costs outweigh the

benefits, to move to BAK
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2.2.70 YTL is of the view where the mandatory prices should be set at levels that ensure
adequate cost recovery, promote efficient use of resources and encourage

innovation.

2.2.71 YTL added that the pricing framework should foster healthy competition in the
industry where the prices should consider all the factors and without favo ur or

basis for both Access Provider and Access Seeker.

2.2.72 XOX commented that the current approach is appropriate. Howeve r, XOX also
submitted that rather than concentrating only on cost minimisation, the MCMC
also should consider examining a scenario where higher weightage is given to
"allocative efficiency” and "dynamic efficiency" in order to produce more

incentive to inn  ovate.

Discussion

2.2.73 In general submitters agreed that the MCMC6s pro
appropriate, but a number of operators suggested that additional considerations

were also important.

2.2.74 Maxis and TM noted the importance of quality of service. M axis suggested that
models must have clear product descriptions including committed SLA or KPIto
ensure model accuracy. TM noted that any reductions in production costs must
be in the context of the expected quality of service. Further, TM remarked that
itincurs additional costs in network operations and maintenance since the MCMC
imposed a wide range of MSQoS. TM claimed that the MCMC mentioned QoS

only once inthe Pl Paper on page 7 but provided no further details.

2.2.75 The MCMC would like to clarify that it has taken into account QoS considerations
to the extent possible within a cost modelling framework. As stated in the Pl
Paper (on page 69)t he fixed model calculates the number of required network
elements by dimensioning a network with capacity that wi Il meet service
demands each year at an appropriate QoS. The revised fixed model included

further refinements relating to the QoS.
2.2.76 TM also remarked that it should be considered unique when comparing its

efficiency to commercial operators from other countri es because it isaGLC. T™M

suggests that this status affects the level of efficiency it can reasonably be
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expected to attain.  The MCMC believes that it has accommodated a reasonable

level of efficiency in respect to the fixed modelling for the following re asons:

(&) An operator entering the market today would build a fibre network to deliver
fixed services. It would not build a copper network, yet the fixed model
encompasses a lower level of efficiency by including a legacy copper network

in addition to a fibre network for fixed service provision ;

(b) The fixed model deploys a hypothetical network yet it uses a scorched node
approach which effectively constrains the modeller from adopting a high

efficiency standard, as would be implicit in a scorched earth approach ; and

(c) Apart from its GLC status, TM is also a Public Listed Company and as such
seeks to maximise shareholder value , as do other listed companies . This goal

is emphasized many ti mes in TM&ds annual reports.

2.2.77 The MCMC notesU Mo bi | eds poi nt beadvantages of a BAK gegime.
Under a BAK model, the operators make no interconnection payments to each

other. This can occur under the following circumstances:

(a) incoming and outgoing traffic is equally balanced, in which case the net
interconnect payment (outpayments less inpayments) is zero T this can
occur even if the marginal cost of voice termination is non -zero; and

(b) termination rates are set to zero, implying that the marginal cost of voice

termination is zero.

2.2.78 The MCMC is aware that BAK has more comm only been used in jurisdictions with
receiving party pays models, such as the United States and Canada, however it
has also now been implemented in several countries that use calling party pays.
The MCMC considers that the appropriateness of such a regime for Malaysian

market conditions should be explored in the future.

MCMCo6s final Vi ew

2.2.79 The MCMC confirms that:

(&) The pricing approach outlined in the Pl Paper will be applied for the final

models ;
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(b) The appropriateness of a BAK regime for Malaysia will be conside red in

future ; and

(c) QoS considerations will be taken into account in the modelling to the extent

that this is possible.

Question 3:

Do you have any comments on the appropriateness of setting regulated prices for the

period up to and including 202 5?

Submissions received

2.2.80 Allo commented that the pricing set by each telcos will not spike abruptly as
they compete in providing a better pricing . Thisisthe main reason it supported

the approach.

2.2.81 Astro agreed with  the MCMCds proposal of setti mperodegul at ed
of three years (including 2025) as the market is very dynami ¢ and suggested
that the MCMC include an automatic extension of 2025 price to be applicable in
the event that a new MSAP is not issued by end of 2025 as to avoid any

uncertainties and dis  putes between Access Seeker and Access Provider.

2.2.82 CelcomDigi agreed with the approach of setting regulated prices for three years
that the MCMC has adopted in the pas t and proposes to continue for the current

MSAP is appropriate.

2.2.83 CelcomDigi highlighted th  at a shorter period would create avoidable uncertainty
and suggested toinvolve both the MCMC and the industry in major reviews more
frequently. CelcomDigi commented that aregulatory period beyond 2025 should
not be considered as it would rely on forecast s of services beyond reasonable

horizons for an industry which is dynamic and volatile.
2.2.84 CelcomDigi also commented that a three -year period might be altered only in

cases where there is a serious uncertainty in demand due to the introduction or

rapid di splacement of a service.
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2.2.85

2.2.86

2.2.87

2.2.88

2.2.89

2.2.90

2291

2.2.92

CelcomDigi recommend ed that the MCMC considers setting a shorter periodic 5G

price review of no less than fifteen months after the effective date of the MSAP

which regulates 5G prices, in line with the mid -point review which have been
agreed by DNB.

CelcomDigi added that in the case of 5G, if a three -year period for regulated
prices is considered to be appropriate by the MCMC, then this might be best

implemented with the second -year and third -year price levels as indicative only.

DNB agreed that the period up to and including 2025 is appropriate for well -
established wholesale services and suggested the MCMC to take into account the
need to consider a longer time period for 5G services in order to recover

efficiently incurred ¢ ost.

DNB added that this will enable the MCMC to consider regulated pricing options
in which wholesale 5G prices are set below annualised cost in short term to
stimulatetak e up and use of 5G mobile data and there is opportunity for demand

side risk shari ng.

Allo was agreeable for the pricing to be regulated but reminded the MCMC to

consider the cost, difficulty and concern from all services providers.

Edotco submitted that setting regulated prices through to 2025 is concerning,
especially since prices  used to develop the costing model are pre -pandemic costs
from 2020. Edotco added that fixing the indicative costs from 2023 to 2025 as

indicated in the MSA P Pl in a high inflation environment means that there is a
substantial reduction of the costs which m ay be paid by Access Seekers and
hence under -recovery of costs. Thus, Edotco suggested to set annual indicative
regulated pric es in the MSAP only until 2024 and revisit the suitability of those

prices earlier than the previous reviews.

Fibrecomm stated that the current pricing has been used to set the models and
be the base for ROI calculations by providers and any change in price would
disrupt the recovery rate of existing infrastructures, induce unnecessary

impairment and affect the value of the indust ry of a whole.

Maxis agreed with the appropriateness of setting regulated prices for the period

up to and including 2025 as it would provide regulatory certainty for network
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2.2.93

2.2.94

2.2.95

2.2.96

2.2.97

2.2.98

2.2.99

2.2.100

operators and service providers for business planning and cost recovery

purposes.

Maxis also would like to propose a two -year price review period for 5G services,

to mitigate concerns about the accuracy of forecasts in a highly uncertain area.

Maxis added that the MCMC should specifically state that in the event of
government's 5G str  ategy significantly changes, the MSAP procedure may need

to be restarted and a new costing assessment conducted.

MYTV, Altel and Net20ne are of the view that a three -year period is appropriate
for the setting of regulated prices. However, MYTV views that the calculation of
costs -based price for DTT service should reflect the situation of the service in

the Malaysian landscape. Hence, MyTV added that there is a need to show an

effective operatords ROI and payback period6s

propo sed access pricing or MSAP.

PPIT commented that infrastructure sharing was considered as a long term
service provision. Thus, PPIT highlighted that the period of three years is too

short to be adopted to the nature of Infrastructure  Sharing Services.

PPIT added that, providing a short period as recommend ed by the MCMC would
compel infrastructure service provider to adjust all their prices depending on

current cost structures, disregarding when the CAPEX was incurred. Thus, PPIT
admit ed that, it may le ad to under recovery of committed historical costs, in

cases where there is a downtrend in costs.

PPIT also commented that the common business model adopted for the tower
services is generally over the long term of ten years or more. In fact, PPIT added

that the SBCs used at least six to ten years as its basis of ROI.

SDEC agreed with  the MCMCé6s proposal of setting regulated

of three years.

TM commented that the proposed three year regulatory period is consistent with
previous MSAP p rocesses. TM also added that the proposed period is appropriate
given that 5G is still a nascent service and more accurate cost information and

benchmarks could be gathered for the next
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2.2.101  TT dotCom is of the opinion that the pra ctical period for validity of the upcoming
MSAP should be at least five years due to the reason that the industry required
to conduct Access Agreement negotiation, dispute resolution (if any), A ccess

Agreement conclusion and registration of the Access Agre ement with the MCMC.

2.2.102 TT dotCom also co mmented that the proposed three -year period for MSAP
i mpl ementati on coul d af fect t he companyos ov el
investment for expansion of business that usually requires long term planning
between five t o ten years. In addition, TT dotCom added that, the three year
period could also affect the investorsd view of

terms of price changes due to frequent review made by the MCMC.

2.2.103 U Mobile considered that three years represent S a reasonable compromise
between providing regulatory certainty and reliable forecasting in a dynamic
market. Nevertheless, U Mobile suggested that any proposed changes over that
ti mescale be set in the context of botdélapast yea
extending current forecasts and modelling somewhat further than those three

years.

2.2.104  YTL suggested that the access pri cing should be adjusted based on a predictable
and consistent MSAP revision schedule of every five years with thorough study

and ana lysis for a better market dynamics reflection and asset cost depreciation.

2.2.105 XOX proposed a biennial review in light of the industry's rapid growth and the

innovations it is generating, particularly with the inception of 5G.

Discussion

2.2.106 In general , stakehol ders agreed with the proposed regulatory period, although
there was some disagreement in relation to 5G and tower services. The MCMC
is aware of the need for regulatory certainty on the one hand, and , on the other
hand, the dynamic nature of the market whi ch makes longer -term demand
forecasting challenging . As such, the MCMC considers that a three  -year time

horizon is a reasonable compromise.

22107 With respect to PPIT&ds concern that i-terimr astruct
services, the MCMC is cognisant of the average duration of contracts for such
services. The MCMC6s decision not to price reg
flexibility to service providers. With regards to Edot cobés point about t he
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inflationary environment and the potential impact on p rices over time, the MCMC
notes that the Risk-f r e e R RRR® )appfied in the Weighted Average Cost of
Cap i t WACC 6 icalculation encompasses inflationary expectations. The MCMC

has taken care to ensure that the latest information on the RFRisincluded inits
estimate of this parameter. Further details are provided in Section 5. The MCMC
would also like to clarify that it has used the latest avail able data in the cost

modelling and did notrely on pre  -pandemic dat a.

2.2.108 CelcomDigi , Maxis and XOX suggested that in relation to 5G services an earlier
price review (such as in two years6 time) may be
there is some uncertainty surrounding 5G wholesale service provision, and the
associated dema nd levels. However, TM indicates that three years would allow
time for more 5G benchmarks to emerge together with more robust cost data.
Finally , DNB recommend ed a regulatory period longer than three years in order

to accommodate cost recovery for new 5G s ervices.

2.2.109 The MCMC agrees that there is considerable uncertainty regarding many aspects
of the wholesale 5G  Service s. In the absence of detailed granular cost and
benchmark information , the modelling exercise has been extremely challenging.
As such , the MCMC will review the need for 5G price regulation after one year
from the p ublication of MSAP. The MCMC intends to monitor developments and

react as required.

MC MC 6FKnal View s

2.2.110 The MCMC confirms that it will apply a three -year regulatory period, so that the
regulated prices will apply from 2023 to 2025.

2.2.111  The MCMC confirms that with respect to wholesale 5G Services, it will monitor
developments, and review the appropriateness of setting regulated prices after

a one year period.
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3. Cost Modelling General Issu es

3.1 Overview

Sections6and 7 ofthe Pl Paper described the methodologies the MCMC was proposing to
adopt in order to determine cost -based prices. The Pl Paper sought comments on the

structure and use of each methodology.

Section6 ofthe PIPaper wasconc erned withthe available costing methodologies including
Fully Allocated Cost (fiFACO0), LRIC, LRIC with Common Cost Mark-Up (fiLRIC+ @), pure
LRIC, Stand Alone Costs and Step -by-Step. It proposed th e use of LRIC+ as the basis for
setting prices for 4G and 5 G mo bile services. It also proposed to use the LRIC+ approach,
with asset price adjustments to reflect the presence of fully -depreciated assets for the
fixed services. It proposed a bottom -up model based on current asset costs for Digital

Terrestrial Bro adcasting Multiplexing S ervice and Infrastructure Sharing.

Section 7 of the PI Paper proposed the use of bottom -up models incorporating titled
annuities as the appropriate depreciation method for all services, the allocation of common

costs using Equal Pro portionate Mark Up (  AEPMU 0), the inclusion  of licen ce and spectrum
fees, the definition of relevant increments, the use of the scorched node approach, model
calibration and reconciliation, the use of glide paths and the relevance of the cost models

for arb itration of disputes. Section 7 also discussed exceptions and adjustments to LRIC -
based prices relating to co -location, duct, manh ole and infrastructure sharing and

Universal Service Provision (  AiUSP ¢) subsidies and installation charges.

3.2. Summary of submi ssions received

Question 4

Do you have any comments on the proposed costing methodologies?

Submissions received

3.2.1 Allo commented that the consideration of serving the customer in terms of sales
and installation of services was excluded from the costing met hodologies.
3.2.2 Altel agreed with the methodology. However, Altel added that it appears from
the manual that 5G services using own core by the service operator for Stand
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3.2.3

3.2.4

3.25

3.2.6

3.2.7

3.2.8

3.2.9

alone (fiSA0) has not been included in the costing (only consider

by DNB c ore).

DNB agreed with the 5G LRIC model as the model represents efficiently incurred

costs plus an appropriate ROI, which is not inflated so as to give supernormal

profits to DNB. However, DNB believe d that the bottom -up LRIC+ approach used

by the MCMC was not appropriate for setting regulated 5G prices. This is

ation of costing

because, DNB stated that the model will inevitably overlook certain costs, as it

uses a scorch ed node approach which ignores real -life considerations and

wrongly assumes that DNBdéady. net wor k grow

DNB disagreed with the calculation used by the MCMC to sets the 5G price caps

through the model. Hence, DNB suggested the MCMC to consider

the LRIC+ price caps that are setoutinthe T able 104 of PI Paper .

Edotco was supportive of the MCMCb6bs proposed methodol

infrastructure namely, simple, bottom

-up model based on current asset costs,

despite limitations on the cost variation per site.

CelcomDigi generally agreed with the costing methodologies that the MCMC

sugge sts for determining the cost of the Access List services, a

for fixed services, 4G mobile services, and infrastructure sharing services.

CelcomDigi questioned , whether the MCMC should treat 5G for cost modelling

purposes as if it were an es tablished mobile service like 4G, or more akin to an

infrastructure project.

CelcomDigi argue d that a building -block approach based on an agreed or

independently assessed Regulat

appropriate approach to adopt if 5G is t 0 be treated as an infrastructure project

for initial cost modelling purposes. Even though the approach was deemed to be

challenging, CelcomDigi highlighted that

the MCMC through RAB approach could

satisfy whether the costs claimed have been efficiently in curred.

CelcomDigi concluded that at this point

of 5G services evolution in Malaysia, the

RAB approach is favo ured for 5G services since it provides a better means of

capturing the longer

-term infrastructure aspects of 5G.

S

an alternative

s it was applie d

ory Asset Base ( fiRAB (), would be the
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3.2.10

3.2.11

3.2.12

3.2.13

3.2.14

3.2.15

3.2.16

Fibrecomm commented that the proposed costing methodologies for fixed
network or services type should take into consideration small or medium size
licensees and the various deployment challenges and costs associated with non -
typical infrastructure such as fibre cable over high volta ge pylons, highways and
railways. Fibrecomm also believe d that the concept of  Fully Depreciated Assets

( RAD 0 )should not apply to fibre services for the same reasons.

Maxis agreed with the proposed costing methodologies specifically on the use of
LRIC+ f or the promotion of efficiency as well as to ensure consistency from the
previous MSAP. Maxis stated that the use of LRIC+ is crucial to enhance

efficiencies in 5G services as there is a single network operator in the market.

Maxis further agreed on the us e of LRIC+ for fixed and mobile including 4G and
5G services. While, for infrastructure sharing, Maxis agreed with the bottom up
model. However, Maxis opined that MCMC should not regulate and apply LRIC+

to MVNO Access and domestic roaming  services.

PPIT is aware and agreed on the costing methodology that ha s been proposed
for I nfrastructure sharing ser vupmaa basedant i s
current assets costsdé whereby i PlPapesin20i7mi | ar

However, PPIT commented tha t the flaws of this practice was the average or
median values will definitely not be the actual costs incurred and will exclude

new or next generation technologies, custom built and alternative structures.

PPIT also highlighted that, there are various cha rges, for instance, land
assessment charges, permits fee and replacement cost were excluded in the
cost model. In fact, PPIT added that the rental that was claimed as a pass

through cost does not reflect the SBCs 6operations.

PPIT commented that during th e data collection process, there was a lack of
clarity on the definition of costs required, whether the approach is based on
historical cost namely grossbookvalue ( @BV 0), 2022 historical costs or current

market cost that led to a mix of submission s from all SBCs.
PPIT believed that the cost input in the model should be based on current asset

cost (accounting for various tower configuration) plus inflation and

environmental changes such as new technology.
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3.2.17

3.2.18

3.2.19

3.2.20

3.2.21

3.2.22

TM is agreeable with LRIC+ methodology, as it en sures a suitable level of cost
recovery. However, TM commented that the implementation of LRIC+ on the

mobile network model is producing annualized network costs that are higher

than what existing operators in the market are reporting in their annual repor ts.
TM highlighted that the adjustment for FDA in fixed access is an approach that
has been increasingly applied for legacy copper services in the EU, but

specifically not for fibre services.

TT dotCom commented that the Access Pricing regulation should only be applied
to dominant players or to competitors with strong market position to influence

the supply of services of the related markets. TT dotCom added that, the
dominant players, who have the ability to manipulate pricing to their advantage

will dri ve this market trend. As a result, it is quite challenging for non -dominant
players to compete, and any actions taken by them will be insignificant

comparatively.

U Mobile is agreeable with the proposed costing methodologies. H owever, U
Mobile also recomm ended that the MCMC adopt Pure LRIC for the next Access
Pricing Review in 2025. This is because, U Mobile stated that Pure LRIC
represents a better fit with the principle of incremental costing, where only those

costs that are incurred as a result of addin g the service in question to the

regul ated firmbés output (or avoided by removi

U Mobile added that, the Apured approach
LRIC costing alluded to in the penulti mate paragraph of section 5.2.2 of the Pl
Paper, because an operator with market power would not be able to derive an
advantage over smaller operators by choosing to forego contributions to fixed

shared and common costs in their pricing of on -net calls as a means of driving

those smaller opera tors out of the market.

U Mobile further highlighted that the pure LRIC approach should be applied most
clearly to termination services (fixed and 4G mobile), but similar issues arise for

fixed infrastructure services, where a monopolistic fixed operator could use
wholesale prices that are inflated to cover fixed shared and common costs to

leverage their dominance in a regulated access market into more competitive

retail markets, for example where those access services, or similar ones, are an
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3.2.23

3.2.24

Discussion

3.2.25

3.2.26

3.2.27

input to mor e complex retail services in competitive markets, such as systems

integration and private networking for corporate clients.

YTL agreed with the adoption of LRIC+ model across all services. YTL added that
it will ensure owners of legacy networks are adequat ely compensated for

incurred costs while providing an incentive to invest.

XOX suggested a hybrid LRIC bottom -up also applies for 4G+5G model, given
that the expected demand for 5G is still contingent upon end -user adoption rate,
and recent market trends do not indicate signs of 5G adoption accelerating in

Malaysia.

In general , operator s wer e supportive of t he
methodologies. The MCMC notes that CelcomDigi and DNB did not favour the

LRIC+ approach for 5G services, however o ther MNOs were supportive of it. The
MCMC continues to believe that the LRIC+ approach is more suitable than the

RAB approach for a new 5G network in which actual costs could reasonably be

expected to be close to current replacement costs, which is the eff icient standard
applied in LRIC modelling . This may be contrasted with the RAB approach which
is typically applied to legacy utility networks

MCMC o

With respect to PPIT6s points, the MCMC agrees

infrastructure sharing costs is bas ed on averages and as such may not reflect
actual costs of certain infrastructure , particularly in different geographic areas
and for various custom -built structures. To attempt to capture the many
different features of such structures would involve a very complex model. The
MCMC sought to avoid these complexities by adopting an averaging approach.

Moreover , the MCMC stresses that the resultant prices are indicative only.

Fibrecomm and TT dotC om raise the issue of the challenges faced by smaller

operators, i ndicating that regulated pricing should only apply to larger dominant

operators, or perhaps that asymmetric rates may be appropriate. The MCMCOs

view is that smaller operators typically target niche markets, and have in general

lower cost structures than t heir larger counterparts. As such , itis not clear to
the MCMC tha t asymmetric rates are required. While, the MCMC agrees that in
principle, if an operator is not dominant in a market then pricing regulation may
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3.2.28

not be necessary , based on CMA, the MCMC is  obliged to impose symmetric

obligations on all operators.

Finally, U Mobile suggests that a pure LRIC approach may be optimal for fixed

and Mobile Termination Rate (AMTR 0), on the grounds that large dominant fixed
operators have considerable flexibility i n price -setting to recover common costs

at the wholesale level and then offer comparatively low prices for some retail

products (predatory pricing) to the detriment of smaller competitors. The MCMC

agrees that such a scenario is highly undesirable and unli kely tobeinthelong -
term interests of end  -users. The MCMC intends to monitor markets closely for

such behaviour and in future will consider pure LRIC as one potential tool to

address these issues.

MC MC 6Fnal View

3.2.29

The MCMC confirms that it will appl y the costing approaches outlined in the Pl
Paper.
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4, Key Modelling Issues

4.1, Overview

In Section 7 of the PI Paper a number of key modelling choices are summarised and
considered , including top-down / bottom -up model ling, various options for depreciation
met hods. The MCMC considered the features of the alternative possibilities for model

implementation and present ed initial proposals  for comment by stakeholders

4.2. Summary of submissions received
Question 5:
Do you have any comments on the proposed approach for allocating costs to services?

Submissions received

4.2.1 Altel is agreeable to adopt a bottom -up approach but pointed out that the key
to accurate bottom  -up model is accurate cost inputs and believable assumptions
and network design and dimensioning. Altel als o requested the MCMC to revisit
and re -verify data inputs, cost inputs, assumptions and network dimensioning
used in the 5G service as the model produces high prices. Altel also supports
the MCMC6s decision to include appropdelarmt e ¢ 0o mmec
agrees with the MCMC6s approach to include the

fees in the model.

42.2 CelcomDigi agreed with the proposed approach for allocating costs to services,
namely to reflect cost causation and to use routing tables based on asset usages,

as in previous MSAP reviews.

4.2.3 CelcomDigi urge d the MCMC to revise the part at the end of section 7.4 of the
Pl Paper that states A Consi st ent with previous practice i
services, the MCMC proposes to include appropriate common co sts in the cost
models an apportion these to services using the EPMU approach to ensure that
t his cost i s not transferred t o consumer so a s

inconsistent with CelcomDigi query to the MCMC.
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42.4

4.2.5

4.2.6

4.2.7

4.2.8

4.2.9

4.2.10

4211

DNB submitted their concerns related to the cost of transmission network and
core networkthat itdid not fully recover inthe initial MSAP model. However, the

issuehasbeen solved in the MCMCO6s revised

Fibrecomm commented that the proposed approach for allocating cost to

services should ta ke into consideration small or medium size licensees and the

mo d e |

various deployment challenges and cost associated with non -typical

infrastructure such as fibre cable over high voltage pylons, highways and

railways.

Fibrecomm also highlighted that the models should include checks to ensure that
the expenditures expressed by asset are then all recovered by the assumed

services that was excluded from the model.

Maxis is agreeable that bottom -up models are appropriate and an e E PMU

approach and routing tables f or cost allocation can be used.

Maxis expressed concerns about the lack o f transparency on the proposed

modelling approach forthe 5G core network. Maxis added, that the MCMC should
further explain the detail softhe top down modelling assumptions for the costing

of 5G core network.

Maxis further commented that the regulatory precedent and economic theory

favours fAoriginal 0 ec dqEbadnifor serdieep with increasing o n

demand such as 5G and  High Speed Broadband ( AHSBB 0) core traffic which is
likely to lead later cost recognition on a total cost basis than the methodology

used by the MCMC. Hence, Maxis questioned the use of a tilted annuity approach
and highlighted that  ED is the most appropriate approach based on international

regulatory consensus.

Maxis fully supported the MCMCOs deci si
in the models by using EPMU approach. Maxis also commented that the data

the released fixed model show the high costs and unnecessary network elements

in incumbent fixed oper at o rogmal data, which Maxis proposed to be fine

tuned.

Maxis is agreeable with the approach used by applying the appropriate routing

factors for allocation of costs to services. Maxis added that services are allocated

on

in
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a share of each of the various network component costs in proportion to their
use of them, including indirect costs such as management systems and motor
transport. Maxis also agreed with the approach to adopt the principle of cost

causation to allocate costs within the cost models.

4.2.12 MyTV commented that the entire costs of MyTV should be fully allocated for the

DTT serv ice as it is the only service My TV is currently providing.

4.2.13 PPI'T commented that the determined routing fact
operation model.  PPIT added that gene rally SBCs only provide one power supply
and one cable gantry per tower site, while other assets are usually provided by
the tenants. Thus, according to PPIT, it is inappropriate to assume a consistent
routing factor for all operators as different operator s have different operating

models.

4.2.14 TM highlighted that the models should include checks to ensure that the
expenditures expressed by asset are all recovered by the assumed services as
to ensure that cost recovery occurs. TM commented that such checks are not

included in the models.

4.2.15 U Mobile is agreeable with the proposed approach to allocating costs to services
However, whilst U Mobile would recognise that using tilted annuities as a proxy
for ED is consistent with the approach adopted in earlier reviews, U Mobile is
concerned on anissue raised in the fifth paragraph of section 7.3 inthe PIPaper .

U Mobile commented that whilst this issue is raised in the context of operational

costsinthe Pl Paper , the same point applies to the recovery of capita | costs over
time.
4.2.16 U Mobile further added that whilst this issue is less acute in situations where

volumes are relatively stable and are large enough to enable network capacity

to be adjusted to meet them, the 5G network faces just this issue. U Mobile
noted that DNB has recognised this and set prices that are intended to reflect

the lifecycle costs of its network. The MCMC however has applied a single -year
methodology, tilted annuities, that yields uncompetitively high estimated costs

in the early years, as shownin Figure 1.
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4.2.17 U Mobile suggested the MCMC to either apply ED or adjust the modelled costs
to avoid clear departure from the intended aim of replicating the behaviour of a

reasonably efficient firm in an ef fectively competitive market.

Figure 1: Model |l ed 5G data costs vs DNB6és RAO (RM p

Modelled 5G Data Costs vs DNB RAO
(RM per Gbps)
200,000
150,000

100,000

50,000

0
2023 2024 2025 2026 2027

DNB RAO = 5G SA/NSA

4.2.18 YTL commented that access to services and facilities does not always incur
incremental cost as the Access Seeker already possesse s surplus capacity  with
little to no additional costs involved. Thus, YTL suggested the MCMC to consider

the effect of depreciation on these assets, that have long been recovered.

4.2.19 YTL submitted that the valuation of assets at currently inflated costs will lead to
over -valuation and over cost recovery since the MSAP has been extended twice.

As a result, YTL has urged the MCMC to reconsider the book values of these

investments instead of the current v alue.
4.2.20 YTL agreed with LRIC+ model for fixed, 4G and 5G services, yet opines that care
must be given  to correctly account for depreciation to ensure fair costing for the

benefit of end users. YTL also agreed with the use of EPMU model.

4.2.21 XOX submitted tha t the proposed approach is appropriate, as ret ail billing

system, marketing and sales cost should not be included.

Discussion

4.2.22 Ingeneral ,operators agreed with the MCMCO6s proposed
costs to services. Fib recomm, TM and MyTV all stres s the importance of actual
cost recovery. YTL notes that over -recovery may occur if all assets are valued

at current cost rather than book value.
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4.2.23

4.2.24

4.2.25

4.2.26

MCMC6

4.2.27

To avoid over -recovery,t he MCMC has removed FDA in the fixed network , using
information largely provided by TM. Furthermore, the MCMC has carefully
scrutinised all actual costs provided to inform estimates of common costs. Only

those costs which the MCMC judges as efficient have been considered in the

models.

In response to Cel comDi gi 6s thg wPeRaper,the MGMCct i on
clarifies that the intended meaning is that the MCMC proposes to include

appropriate common costs in the cost models and apportion these to services

using the EPMU approach. The MCMC emphasises that only appropriate common

costs are included in order to ensure that inefficient costs are not transferred to

end - users.

Maxis and U Mobile express concerns about the approach to depreciation in the

5G model, recommending that the tilted annuity methodology be replaced with

true ED. Thisis further discussed in Section 8.2.

PPI T6s specific points a%2e addressed in Secti

s final Vi ew

The MCMC confirms that it will apply the approach outlined in the Pl Paper for

the allocation of costs to services.

Question 6:

Do you have any comments on the choice of costing methodology adopted?

Submissions received

4.2.28

Fibrecomm commented that the proposed approach for allocating cost to
services should take into considerat ion small/medium size licensees and the
various deployment challenges and cost associated with non -typical
infrastructure such as fibre cable over high voltage pylons, highways and

railways.
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4.2.29

4.2.30

4231

4.2.32

4.2.33

4.2.34

4.2.35

4.2.36

4.2.37

Fibrecomm highlighted that the scorched node approach might not

be

appropriate due to the optimistic nature on cost optimi sation that might not

reflect actual circumstances.

Maxis is agreeable that licen  ce and spectrum fees  represent a cost to network

operators and should therefore be included in the cost models.

Maxis requested the MCMC to consider acoverage layer and capacity to be added

in the modelling  of 5G services so that pricing structure can be more closely

aligned to the cost drivers

Maxis also is of the view that if DNB is highly inefficient  in building 5G  network

the MCMC should consider a scorched earth approach for future MSAP.

MyTV, Altel and Net2 One highlighted that the MCMC has to properly consider

the increasing overhead costs in Malaysia. For instance, in 2022, the Overnight

Policy Rate (AOPR 0) has increased four times which may affect office rentals,

etc. The companies also stated that the application of minimum wage and

increase in costs of living may also contribute to the rise of overheads.

PPIT comment ed that the bottom  -up model approach is more flexible and better

fitedto the MCMCO6s guidelines in modelling

top -down approach.

PPIT mentioned that tilted annuity is preferred over other depreciation methods

for an

including straight line and simple annuity as it represents a proxy for ED, in that

it provides an estimate of the revenue that would be required to produce a net
present value for the investment in a
isequal tothe co st of capital. Further, PPIT added that this method also accounts

for changes in asset prices over time.

PPIT highlighted that the licence and spectrum fees should be included in the
models as appropriate. Thus, PPIT concluded that, PPIT members

agreeable with the costing methodology proposed by the MCMC including the

capital

were

bottom -up models, depreciation method (ti Ited annuity) and the treatment of

licence fees.

TM raised concerns with the application of the scorched node approach in the

revised v6 f ixed model. TM highlighted that the scorched node is the approach
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nominated in  section 7.8 of the Pl Paper and means that network locations are
preserved but site functions can be optimi sed. TM added that the role of an
individual site could be optimised t o, for exampl Mul-Ses/icelAtcess +
NodeMSANO) OLTO6, o0 rondl SOAN>o nl6YWE.T

4.2.38 TM also highlighted that the updated v6 fixed model does not take into account
the regional core nodes  that contain routers in TM's network. Additionally, TM
commented that the model is also excluding most of the fibre distribution cabinet

|l ocations with fewer than a third of TM6és actual

4.2.39 U Mobile confirmed that the approach to the costing methodologies is aligned

with standard practice.

4.2.40 YTL is agreeable with the use of scorched node and to use existing network as
the basis for the costing for both the fixed and mobile networks with adjustments

made for efficiency and to correctly reflect depreciation.

4.2.41 XOX suggested to allow some measure of flexibility in employing the average,
marginal, or incremental cost structure due to the rigidity of insisting on a single
cost structure could stifle competition, especially in the MVNO segment where

customer behaviour is different.

Discussion

4.2.42 The MCMC thanks submitters for the constructive feedback on the costing

met hodol ogy and notes that in general there was

proposed approach.

4.2.43 MyTV, Altel and Net20ne raised concerns about ongoing inflationary pressure.
The MCMC notes that in flationary expectations are reflected in the RFR, a
component of the WACC. Further information is provided in Section 5. TMraised

concerns about the application of the scorched node approach rather than the

approach itself. The MCMC believes that a scorched node or a modified scorched
node approach is more appropriate for an incumbent fixed operator as it
captures the most of the cost incurred by the operator to ensure network
coverage. However, some effic iency adjustments are necessary . Adjustments
made by the MCMC  mainly involved the location of Optical Line Terminal
(AOLT 0). The MCMC does not believe that these adjustments had a severe

impact on the results. For example, the number of modelled OLT assets in 2023
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is just 4.2% lower than TM actuals in 2022. This is indicative that the model

incorporates a modest efficiency gain.

MCMCob6s final Vi ew

4.2.44 The MCMC confirms that it will apply the costing methodologies as presented in
the PI Paper.

Question 7:

Do you have any comments on the model calibration and reconciliation?

Submissions received

4.2.45 Cel comDi gi highlighted t hat reconciliation nee
assessment about whether actual network deployment reflects efficient practice,

both at the time of  deployment and at the time of reconciliation.

4.2.46 DNB commented that the question is relevant for the established services

considered in the inquiry but is not yet relevant for 5G services.

4.2.47 Fibrecomm submitted that the diverse number of ways network can be deployed
might cause the calibration to be invalid for certain conditions. Thus, Fibrecomm
suggested that there should be considerations for different network deployment

based on complexities and location.

4.2.48 Fibrecomm urge d the MCMC to review for the OPEX level to reflect the actual
situation in Malaysia as it was not in line with large network deployment and

maintenance.

4.2.49 Maxis highlighted that the MCMC should provide evidence of calibration and cost
reconciliation for fixed services specifically data inp ut provided by TM. Maxis
added that it is important for the other operators to verify the accuracy of the
data input, assumptions and network dimensions used by the MCMC in the fixed

cost model.
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4.2.50 Maxis also commented that the MCMC should explain the steps taken to ensure
that any ineffi ciency of the incumbent is not replicated as part of the calibration

process.

4.2.51 Maxis further highlighted that the MCMC should direct TM and DNB to publicly
report their return on capital for regulated services for a greater t ransparency

as well as enable better calibration and reconciliation.

4.2.52 My TV, Al t el and Net2One submitted OPHEXabasedmo st of
costs, which mainly are distribution costs, satellite costs, facilities cost and
operation and maintenance costs. The model calibration needs to weigh these
My TV6s actual costs t o-upenodelis reflective ef thie cealt o m

situation faced by MyTV as a DTT service provider.

4.2.53 MyTV, Altel and Net20ne agreed with the practice adopted but noted that the
aspect of scale and capacity of the new/small operator may not be the same as
another operator. MyTV, Altel and Net20ne further added that i f typical
calibration aspects are used, the new/small operator may not be able to

recuperate some of the sunk and common cost S.

4.2.54 TM highlighted that since there are multiple significant differences between the
model results and TM's actual fixed network infrastructure, TM doubts the extent
to which calibration and reconciliation have actually been carried out. In
addition, TM sta ted that the model led OPEX, for instance, is substantially lower

than the actual TM  OPEX.

4.2.55 TM commented that modelled GBV is also considerably less. TM added that poles
are an example of an asset count that has been calibrated, however other asset
counts, such as, fi bre di st r i butFD®on)locatians i do edt appe@rfio

have been calibrated.

4.2.56 TM has major concerns on the calibration or reconciliation of the modelled cost
base with actual operators in 4G model. TM viewed that the modelled OPEX
(di rect network plus indirect) in particular is significantly exceeds the total
business OPEX of all three major mobile operators namely Maxis, Celcom and

Digi.

4.2.57 TM is of the opinion that the draft model had RM 1.2 billion of modelled OPEX,

which is more reas onable level of cost for an efficient mobile network operator
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in Malaysia. TM also added that the conclusion made by the MCMC where it is
reasonable to allow significant over -recovery of expenditures by mobile

operators is highly dubious and contradicts co st modelling best practices.

4.2.58 TM highlighted that mobile Access Seekers are being made to pay far more than
the cost base of all actual Malaysian mobile operators where the mobile Access
Seekers are effectively being made to allow mobile operators to recove r retail
costs as well as all inefficient business costs through wholesale services. As such,
TM expect ed the modelling aberration is to be revised in the final 4G model as
TM viewed that modelled OPEX should be significantly reduced to far below the

total business OPEX of the mobile operators.

4.2.59 U Mobile submitted that, whilst U Mobile is agreeable that the process of

calibration is necessary, account should be taken of the possibility that, in a

market that has been determined to have less -than -effective competition, there
may be inefficiencies i n act tharresudtipgecostsst oAss 6 pr ac't
such, U Mobile requested  that the MCMC take this into account in reconciling to

top -down accounting cos ts.

4.2.60 U Mobile also noted that  the MCMC did not request equipment quantities from
the operators and so it would not have been possible to determine whether the
network dimensioning rules built into the models yielded comparable quantities
to those deployed in actual operator networks. U Mobile pointed that this is
particularly important where different operators may be using equipment from
different suppliers with different capacities and costs. In this situation, U Mobile
added, simply averaging the cost pe r item over different operators may produce

a highly misleading result.

4.2.61 XOX proposed a biennial review up to 2025 as the retail cost per subscriber may
be held constant and the overall level of retail costs will then vary linearly with

the number of subscr ibers.

Discussion

4.2.62 CelcomDigi, Maxis and U Mobile emphasized the importance of ensuring that any

reconciliation and calibration process did not lead to replication of actual

inefficiencies in models.
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4.2.63 TM opined that the fixed model had many divergences with the actual fixed
infrastructure, to the extent that it doubted any calibration and reconciliation
had occurred. Fibrecomm also was concerned that actual OPEX costs should be

reflected in the model.

4.2.64 TM expressed doubts that the 4G model reflected the costs of an efficient mobile
operator in Malaysia. TM concludes that the MCMC is allowing significant over -
recovery of expenditures by mobile operators which it states is highly dubious

and contradicts cost modelling best practices.

4.2.65 The MCMC would like to clarify that it has taken several steps , including detailed
benchmarking, to ensure thatinefficiencies are not captured in models, and that
the intent of the reconciliation / calibration process is to use reported data from
Malaysian operators as a reference point. The fact that the models are not a
perfect match with operatorsd networks and cost
has not simply developed models of actual networks, uncritically accepting all

actual operator data. To do so wo uld defeat the purpose of LRIC modelling. In

other words, if the modelling approach is tobe firmlybasedonrep licating actual
networks with actual data then a top -down model with historic data would be
appropriate. This is not the approach that the MCMC has applied.

4.2.66 With regards to TM6s c¢cl aim that the 4G modetecoewtyl ows si g
the MCMC notes that this is a truly forward -looking mobile model. In Malaysia
the MNOs still maintain Second Generation Wireless T echnology ( 2Go0)
networks, yet the MCMC modelled a 4G -only network. A hypothetical operator
would not build a 2G model today. In contrast, the MCMC elected for the fixed
model to include both the copper and fibre network s, despite the fact that a
hypothetical operator would not build a copper n etwork today. Effectively , a

higher efficiency standard has been applied to the mobile sector than to the

fixed. Yet TM appears to complain that the MCMC is allowing over -recovery for
mobile operators  through including inefficiencies , and under -recovery fo r the
fixed operator through not adhering to TM actuals . Further information in

response to TMOs cl ai ms c¢ onQ@PEXisgrovidedim®edten | ed mobi

7.2.
4.2.67 MyTV, Altel and Net2One have also expressed concerns about actual OPEX costs
vis-a-vis DTTB modelled costs. Once again , the MCMC has used actual costs as
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a reference point, but has developed a bottom -up model of an efficient operator.

Further details are provided in Section 10.2 .

4.2.68 Finally, with respect to U Mo bi | e 6 sbopt equipntent quantities, the bottom -
up approach calculates equipment quantities using information on demand
forecasts, network dimensioning and capacities. The MCMC would not expect the
outcome of t his process to directly reconcile with equipment quantities of a

particular operator.

MC MC 6Fnal View s

4.2.69 The MCMC confirms that:

(a) reconciliation and calibration processes will be applied for the final models ;

and

(b) care will be taken to ensure that there is no replication of actual inefficiencies

in models.

Question 8:

Do you have any comments on the appropriateness of using glide paths and the method

by which the glide paths have been calculated?

Submissions received

4.2.70 CelcomDigi commented that the approach adopted by the MCMC to extend glide
paths no later than 2025 seems to generally balance the factors that need to be

taken into account.

4271 Cel comDi gi added that when using LRIC+ <cost mo (
preference for costing many Access List service s, there may be situations where
glide paths are less appropriate. In such circumstances, the outputs of such cost
models should carefully be considered and not used directly as regul ated pri ces

as there may be other alternatives that are appropriate in some circumstances.
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4.2.72

4.2.73

4.2.74

4.2.75

4.2.76

4.2.77

4.2.78

Fibrecomm commented that the glide paths approach in the current

assumptions, might lead to selling price below actual cost within the next few

years making the industry less sustainable.

Maxis agreed on the use of glide paths on price caps for fixed services but should

not apply to transmissions services and recommended the MCMC to follow

ComRegds approach. Maxi s was alobgide paths e abl e

MTRs.

Maxis submitted that MVNO and DR services should not be price regulated and
proposesto remove any ex  -ante price regulation of these services. Maxis added,
the MCMC should incorporate the glide path into MVNO and roaming services

the proposed regulated prices maintained.

MyTV, Altel and Net2One  is agreeable and suggested the MCMC to apply glide

paths, as the proposed access prices for DTT is significantly lower than the
current MSAP by up to 80%. The application of glide paths will avoid significant
disruption to existing Access Providers and their finances , as well as can be

tool for the MCMC to check whetherthe  proposed prices are appropriate.

TM viewed the glide path that is leading to prices below cost prior to 2025,
shou Id be avoided, and, in such years, the glide path should revert back to the
modelled costs to ensure cost recovery is achievable in these years. This is
because, TM highlighted some of the modelled cost in certain services in 2025

is higher than the curren  t price by using glide paths approach.

U Mobile is agreeable that glide paths can provide an opportunity for industry
players to adjust to a new level of prices, where the market has clearly moved

faster than anticipat  ed to reduce unit costs . For instance , in the case of mobile,
the burgeoning data usage has had this effect. However, U Mobile commented

that, there is a danger that a linear reduction in the price over the time period

may keep prices out of align ment with costs for longer than necessary to reap

the economic benefits of aligning price more closely with costs. In this

a

circumstance, U Mobile suggested that it would be better to front -load the glide

path, so that the rate is brought into closer alignm ent with costs earlier on; for

example, glide over two years rather than three.

YTL agreed with the use of glide path to smoothen the process of new prices

implementation that would be sharply higher or lower than existing prices.
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4.2.79 XOX submitted thatifth e glide path follows a cost model with linear interpolation
up to 2025, XOX would suggests the MCMC to allow review & adjustments
regarding the projections for intervening years due the actualised output of the

industry could be different.

Discussion

4.2.80 In ge neral , operators agreed that glide paths should be applied as a means of
smoothing prices where there are significant changes in modelled prices
compared to current prices. However, not all operators agreed that a linear
calculation was appropriate in all circumstances. The MCMC concludes that
operators would prefer glide paths to be applied on a case -by - case basis with

reference to the relativities of prices and market dynamics.

MC MC 6Fnal View s

4.2.81 The MCMC has decided to carefully review, firstly, whethe r glide paths should be
applied for each regulated service, and, secondly, whether a linear calculation is

appropriate.

Question 9:

Do you have any comments on the appropriateness of using the cost model results in

arbitrating disputes over access pricing ?

Submissions received

4.2.82 Astro agreed with the MCMC adopting the cost model to settle access pricing
disputes. However, Astro believes that the most significant challenge is ensuring
that Access Seekers can obtain access to a natural monopoly network at a ¢ ost
that enables it to provide high -speed and high -quality services to its customers

in a way that fosters competition in Malaysia.

4.2.83 Astro also recommend ed that in addition to cost models, the MCMC should also
rely on other approaches when arbitrating disputes. The recommendation is to
includ e international benchmark reference s that would ensure the prices used in

Malaysia are cost -oriented . In addition, the Access Seeker should pass a o6retail

46



mi nus d t esure that efficient operators such as Astro can compete on a

level playing field against incumbent operators.

4.2.84 Astro agreed that the installation charges should be based on the labour cost,
however, Astro is of the view that the installation charges are very high as

opposed to the current charges.

4.2.85 Astro sought clarification from the MCMC whether the labour cost is calculated

based on the hourly rate of technician or an engineer performing the in stallation.

4.2.86 CelcomDigi commented that the decision of whether to use cost model results
in arbitrating access pricing disputes will depend on the nature of particular
disputes and hence the relevance of the cost model as well as the proposed

manner of use that the MCMC has in mind.

4.2.87 CelcomDigi is of the view that if the MCMC has determined a maximum access
price, there is no need to go behind the determination and to reconsider the cost
model. CelcomDigi added that the dispute may well involve complicate
particulars in circumstances where a cost model, which by definition is a

simplification of reality, is unable to provide assistance.

4.2.88 Edotco is of the view that if there are issues faced by the parties relating to
access pricing, it has to be resolved ¢ ommercially between the parties.
4.2.89 Edotco submitted that  multiple times using the average cost model results in

any MSAP for towerco access highly problematic as every tower is differently
sized, positioned and loaded (and dif ferent state charges apply). Therefore,
Edotco highlighted that the MCMC should exercise caution in the use of such

prices in arbitrating disputes over access pricing.

4.2.90 Fibrecomm commented that the model does not consider costs in the same
granularity as ac tual operator accounts. Hence, Fibrecomm added that the
model will not be appropriate for all disputes and in such cases where it is not

appropriate, operator data will remain the best source of insight.

4.2.91 Maxis recommendsthat  the MCMC should consider  the nature and circumstances
of the dispute, review, and update the model as necessary in accordance with
its statutory requirements in order to analyse the impact on the proposed

regulated prices.
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4.2.92 Maxis added that the MCMC should closely monitor the Acces s Providerds ret
prices to ensure that retail offerings do not directly or indirectly (through

bundling, discounts and rebates) foreclose others from competing effectively at

a retail | evel by 6squeezingd the margin within
operate.
4.2.93 Maxis also suggested that the MCMC should use margin squeeze tests in

conjunction with the cost models during disputes to verify that access prices set

via cost models are non  -discriminatory.

4.2.94 MyTV, Altel and Net20One commented that the proposed ¢ ost model result in the
Pl Paper did not reflect the current lands cape of DTT service in Malaysia, where
the proposed access prices differ greatly with the existing costs borne by MyTV.

Thus, MyTV, Altel and Net2One is of the view it is inappropriate to ap ply the

result to arbitrate any dispute over access pricing for DTT service.

4.2.95 MyTV, Altel and Net20One clarified that in an arbitration, there may be dispute

on the services that  are being or going to be provided, where the cost model

results may only be  used as a reference to the dispute. Parties to an arbitration
should not refer the cost model results to be absolute and final , as there may
be additional facilities or services which they are disputed on , and these

additional facilities  or services may re quire additional costs to the cost model

results.

4.2.96 My TV, Al tel and Net 20One however does not object
they think it is appropriate to use the cost model results for any services in
arbitrating disputes, and MyTV, Altel and Net2One believes it is reasonable for
the MCMC to use the cost model results in arbitrating disputes. MyTV, Altel and
Net20ne suggested the MCMC to seek further information pertaining to the
specifics of the disputes to ensure the appropriate cost is determined d epending

on the circumstances.
4.2.97 PPIT commented that using the cost model results in arbitrating disputes over
access pricing was inappropriate since there is no mandated prices for

Infrastructure  Sharing Services.

4.2.98 PPIT commented that the proposed model is developed based on average

services costs of all operators. As such, it would only be practical if the CAPEX
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4.2.99

4.2.100

4.2.101

4.2.102

4.2.103

4.2.104

and OPEX range of individual operators are close to the specified averages or if

they were sufficiently uniform across all SBCs.

PPIT mentione d that some variances could impede the applicability of the
proposed model in pricing arbitration such as tower height, geography,
discounts, tenure, quantum of mark ups applicable among customers and type

of services included in scope.

TMreminded thatt he cost models may not accurately represent actual operator
networks and costs although the model can provide some insight into the cost

base of a generic operator in Malaysia. Also, the model does not consider costs

in the same granularity as actual opera tor accounts. As a result, TM concluded
that the model will not be appropriate for all disputes and in cases where it is

not appropriate, operator data will remain the best source of insight.

U Mobile agreed that the cost models could provide a useful input to ex -post
dispute resolution, in addition to their role in setting prices ex -ante for 4G and
5G services. However, U Mobile suggested that for MVNO pricing, the modelled

costs should only be used to inform the discussion in cases where a di spute has

arisen and not for ex  -ante price setting.

YTL highlighted that the use of the cost models for the determination of disputes

is a good approach, however YTL commented that the lack of fine gran ular
costing at the QoS ha s become the major compliance gap in MSAP. YTL
suggested that MSAP framework should be updated to reflect pricing for higher

QoS in order to close the gap and to ensure MSAP is effectively enforced going

forward.

YTL also raised the issues on the Access Lists mandates transmission services
availability of 99.9% to 99.992%. YTL added whether the Access Provider s are
able to refuse the MSAP pricing if the Access Provider declare its service at
99.995%.

XOX submitted that the current approach in employing the cost model is

appropriate.

Disc ussion
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4.2.105 In general operators agreed that the cost models may potentially be useful as
part of a dispute resolution process , butthisis highly dependent on the particular
circumstances. Respondents suggested that the cost models may be used for

reference pu rposes in conjunction with other approaches, such as :

(@) Benchmarking ;
(b) Margin squeeze tests ; and

(c) Reviewing actual operator data

4.2.106 Edotco and PPIT expressed some concerns about the use of the infrastructure
sharing model for dispute resolution on the basis that the averaging process

would invalidate the results for particular structures.

4.2.107 The MCMC thanks operators for this constructive feedback, and agrees that use
of the cost models should be subject to the context of the dispute. The MCMC
also agrees that addit  ional approaches such as those listed above could be used

in conjunction with the cost models.

MC MC 6Fnal View s

4.2.108  The cost models will be used, where appropriate, to assist in dispute resolution.

4.2.109  Additional approaches will also be applied to assist with dispute resolution, on a

case-by-case basis.

Question 10:

Do you have any comments on the approach to setting prices for installation charges?

Submissions received

4.2.110 CelcomDigi agreed with the approach to setting installation charges but raised
concerns whe n itis applies to the fixed model. CelcomDigi added that, the unit
installation charges are | isted a<AREXO)pittaabll ee,x pen
which may be appropriate for those installation charges that are capitalized as

part of network equip  ment installation.
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42111

4.2.112

4.2.113

42114

4.2.115

4.2.116

42117

4.2.118

CelcomDigi highlighted that for End -to-End Transmission Service and Trunk
Transmission Service, the relevant installation costs for regulatory purposes are

the costs associated with the turning up of the transmission service, most often

on existing transmission infrastructure, for the provision of the service to an
Access Seeker. This cost is much less on average than an initial installation cost

and is normally treated as an operational cost.

CelcomDigi requested that the MCMC to clari fy the assumptions and calculations
in identifying efficiently incurred costs and justify its treatment of these costs as
CAPEX, instead of OPEX.

CelcomDigi also commented that the MCMC should avoid double -counting

installation costs, whereby the inst allation cost that are capitalized for installing

a complete transmission system are already recovered by the Access Provider
through the annual capital charge for the service. Thus, CelcomDigi added that,

the costs are being recovered twice if the same co sts are also introduced as the

regulated installation charge.

Fibrecomm commented that the approach to setting prices for installation
charges should refer to the MCMC Fixed Model LRIC plus model output + margin,
whereby fully loaded manpower cost need to be included in the calculation

(insurances, taxes, EPF, etc  .).

Maxis is of the opinion that the overhead costs should not be taken into account

for determining the HSBB installation charge.

Maxis also proposed that the MCMC should model the actual value o f the USP

subsidy for a typical operator and offset against the capital values in the model
by excluding the amount of government funding. In addition, Maxis suggested

that the MCMC might adopt Ofcombs model

TM emphasized that the assumed costs of labour for installation charges must
be fully loaded. For example, TM highlighted that TM must include not only staff
salary, but also other staff costs including insurance, contributions to pension

funds etc. and an allocation of busi ness overheads.

U Mobile agreed with the suggested approach for regulating installation charges,

mainly in generating direct costs (labour and materials) that do not need a LRIC
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4.2.119

4.2.120

approach. However, U Mobile highlighted that, it is important that the MCMC

scrutinise such charges to ensure that the costs are efficiently incurred.

YTL is agreeable with the approach to setting prices for installation charges taken
by the MCMC.

XOX commented that the benchmark information on the time and materials
involved in t he installation process, together with local labour costs should be

transparent to all parties involved in price setting.

Discussion

42121

4.2.122

4.2.123

In general, most operators agree with the MCMCO6 s p r oapmosdh d to
calculating the installation charges. CelcomDigi expr essed concern about the
potential of double counting installation costs in the model and required a
justification for treating these costs as capital costs and not operational costs.

XOX added that time and materials involved in the installation process sh ould

be transparent to all parties.

There are two parts of the installation costs. There are installation costs that are

included in the LRIC+ cost calculation. These costs relate to installation cost of

assets such as User Provider Edge , routers and fibr e cables. These costs have
been excluded from the installation charge. The installation one -off charge
accounts for the activities required for provisioning the service. This may include

activities such as (but not limited to):

(a) route design ;

(b) site surveyin g;

(c) wiring and equipment configuration ;
(d) testing ; and

(e) documentation and handover

While the costs of deploying and operating the associated assets are already

part of the LRIC+ cost, the MCMC recognise s that additional effort is needed to
provide connectivi ty between the end points and commission the service. The
MCMC believe s that calculating this cost separately instead of including it in the

LRIC+ cost provides more transparency and flexibility. The labour cost and man -

hours assumptions for non  -recurring charges are included in the model.
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4.2.124

4.2.125

Both Fibre comm and TM highlighted that the labour cost should be based on
fully loaded salaries. = The MCMC agrees with this and acknowledges that this has

been taken into account in the final model.

Inrespon se t o Maxi s 0 the MBMCasmofithe view that business overhead
costs should be included in HSBB installation and gateway costs, as the business
overhead is common to all activities of the operator. The MCMC has considered
the optimal approach to all owing for theimpact of USP subsid ies on capital value
and is aware that a number of alternative approaches are possible .t s
important to note that the LRIC approach is forward -looking hence previous
subsidies may not be a reliable indicator of future subsidies. On balance , the
MCMC believes that the most pragmatic approach is to assume that USP

contributions offset  the USP subsidy for a hypothetical operator.

MC MC 6Fnal View s

4.2.126

The MCMC confirms that it has maintained the approach outlined in the Pl Paper

for calculating the non  -recurring installation charges including overhead costs.
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5. Weighted Average Cost of Capital (WACC)

5.1. Overview

Part C ofthe Pl Paper presented the MCMCO6 s pedapproagh to calculating WACCs for
the different  services in the Ac cess List. Section 8 included a discussion of the WACC
formula to be used and detail ed the common parameters namely the RFR, Equity Risk

Premium (fERP0) and Tax Rate including  the pro posed rates for each.

Section 9 presented the calcu lation of WACC values for the fixed network services, Section

10 presented the calculation of WACC values for the mobile network services, Section 11
presented the calculation of WACC values for 5G services, Section 12 presented the
calculation of WACC val ues for infrastructure sharing services and Section 13 presented
the calculation of WACC values for the DTT transmission services. The proposed WACC

values were then summarised in Sections 14 and 15.

5.2. Summary of S ubmissions R eceived

Question 11:

Do you ha ve any comments on the approach to calculating the appropriate levels of

WACC?

Submissions received

5.2.1 CelcomDigi agreed with the formula used by the MCMC. However, CelcomDigi

had reservations about the assumptions used.

5.2.2 DNB agreed with the use of pre -tax W ACC. However, referring to the statement
made by the MCMC on page 31 of the Pl Paper , DNB viewed that the level of
risk faced by DNB now is likely similar to the level of risk associated with the
supply of a major fi BFTTEIO X o n ¢ thwo rhiearyiestage#it s
Therefore, DNB viewed that DNB&ds WACC shoul d be

than the WACC for other well - established services.

5.2.3 DNB commented that the level of government funding expected for DNB is

modest (around 8% in the form of equity), thus government participation should
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5.2.6

5.2.7

5238

529

5.2.10

have | ittl e i mpa c tDN®furthBrNdnientet\thaCDBIB had carried

out a benchmark exercise in which it has compiled the post -tax WACC estimates
of several financial analysts during the first half of 2022. Based on the
estimates, the average post  -tax WACC is 7.6% and the average pre -tax WACC

is 10.0%, which is just over 1% higher than the MCMC estimate.

DNB submitted that a pre  -tax WACC for 5G in excess of 10% is consistent with
the pre -tax WACC of 9.6% for electricity and 9.9% for gas . DNB highlighted that
the demand for these services is highly predictable and the investment risk is

subst antially lower than that for 5G.

Edotco submitted that it supported the approach as the computation of  WACC
in terms of arithmetic and process is consistent with a standard WACC

calculation.

Fibrecomm submitted that it is using the same formula for calculating the basic
WACC. Fibrecomm also include d illiquidity discount that increase s the basic
WACC to a higher adjusted WACC amount which is closer to the result from
empirical study where the discount for illiquidity and size typically ranges from

15% to 30%. Fibrecomm view ed that WACC calculation sh  ould include higher

margin due to potential delay in collection from Access Seeker.

Maxis agreed for a separate WA  CC for the different services. However, Maxis
proposed using post -tax WACC, similar to the appro ach used for cost modelling

in New Zealand, instead of us ing the pre -tax WACC approach. Maxis opined that
pre -tax WACC proposed by the MCMC makes the implicit assumption that tax is
payable at statutory rate and with immediate timing, but due to the availa bility
of capital allowances that defer or reduce tax payments, such an approach

materially overstates the implicit tax costs.

MyTV, Altel and Net20One  agreed that the calculation of WACC is appropriate.

PPIT agreed with the proposed approach in adopting the Capital Asset Pricing
Model (ACAPM 0) to calculate capital costs. PPIT also agreed that fixed and telcos,
tower companies and DTT transmission operators would have differing risk and

as such would require distinct WACC estimates.

TM noted that the WACC  formula applied is consistent with that used in most

other countries.  TM agreed with the improved approach as compared to the
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5211

5.2.12

5.2.13

Discussion

5.2.14

5.2.15

5.2.16

previous MSAP, specifically in respect to the removal of the downward
adjustment to the WACC applied for HSBB services in the pre vious MSAP

process.

U Mobile agreed that the CAPM methodology, as set out in the preface to Part C
of the PI Paper , is appropriate.

XOX suggested to explore different weightage levels for corporate bond funding

versus government funding, as the level of ri sk is different for the latter.

YTL agreed with the approach taken in estimating the WACC. However, YTL
commented that the calculation of WACC is not straightforward and even

financial institutions can differ on the calculation. YTL highlighted that there are
different investment cycles in the industry, for example, cycles for wireless
investments tend to be shorter relative to fixed networks. YTL commented that

WACC must account for such variances.

Twel ve submissions agr eed seddpproachlioecaldlatMg 6 s
the WACC. However, Maxis proposed that the MCMC should apply a post -tax
WACC rather than apre -tax WACC.

Maxis notes that the pre  -tax WACC formula assumes that the operator will pay

tax on its net income at the headline tax ra te and at the time that the income is
received. However, Maxis suggests that this assumption is inappropriate due to

the availability of capital allowances which may lead to financial benefits not
captured in a pre -tax approach, such as tax deferrals as we [l as the ability to
offset capital expenditure against taxable profits via an investment tax allowance

of 100% of qualifying capital expenditure.

The MCMC notes that its proposed approach to WACC estimation is commonly

applied by telecommunications regulators in many other jurisdictions, and has

also been applied in previous MSAPs. Other stakeholders have expressed similar
sentiments in their submissions. Maxis also concedes that a pre -tax approach is
often used in telecommunications regulation, but refers to the New Zealand
Commerce Commi ssi on&s -settingeexetcisefas dnmexampterofiac e

regulator adopting a post  -tax approach.
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5.2.17 The MCMC has reviewed the references cited by Maxis in support of its position.
The New Zealand Commerce Commissi on has introduced an RAB framework for
pricing Fixed Fibre Local Access Services ( iFFLAS 0) and was obliged to ensure
that its tax methodology was appropriate for all regulated fibre providers subject
to price -quality regulation  and Information D isclosure requirements over time.
The MCMC considers that this is largely an accounting approach and as such the
context is quite different to that of a LRIC model in which prices for one
regulatory period are based on economic or forward -looking cost s using a model
of a hypothetical efficient operator. As the MCMC is setting prices using the LRIC
approach rather than an RAB approach the MCMC considers that a pre -tax WACC

remains appropriate.

5.2.18 The MCMC also notes that the Commerce Commission itself dre w a distinction
between the LRIC approach it had previously applied in the 2015 price regulation
of unbundled copper local loop and unbundled bitstream services, and the RAB
approach, and clearly states that a pre -tax approach was appropriate for its

earli er LRIC calculation 1.

5.2.19 For these reasons the MCMC believes that it remains appropriate to apply a pre -
tax WACC.

MCMC's final view

5.2.20 The MCMC confirms that it will proceed with the approach to estimating WACC

as outlined inthe Pl Paper .

5.2.21 The MCMC confirms its  initial proposal to apply a pre -tax WACC.

Question 12:

Do you have any comments on the proposed common parameters to be included in the

WACC calculations?

1 Commerce Commission (2019), Fibre regulation emerging views: Technical Paper , 21 May 2019. See
paragraphs 926 i 928.
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Submissions received

5.2.22 CelcomDigi considered Damodaran , an academic at the NYU Stern School of
Busine ss provides a better and more widely accepted indicator of the Malaysian
RFR , thus recommend ed the MCMC to use the rate of 3.82%. CelcomDigi also
believed that Damodaran 6 ®stimate of the ERP of 4.41% is a better and safer
assumption that would be used i n global capital markets . CelcomDigi highlighted

that this rate falls within the range of estimates submitted by Malaysian

operators.
5.2.23 CelcombDigi is concerned about the MCMC6s benchma
beta and highlighted double counting the coun try risk. CelcomDigi commented

that a company in a higher risk country such as Malaysia would expect a lower

credit rating when the country risk is ignored. Country risk is already addressed

in other parts of the WACC formula such as the RFR. As such, CelcomDigiviewed
that the country risk is included twice, thus resulting in an overestimate of the

risk profile and WACC.

5.2.24 Fibrecomm commented that only ERP parameter  which is used in its WACC
calculation differs from the Pl Paper parameter. Fibrecomm had referred to

Damodaran's ERP for Malaysia (2019 study) which is a higher rate at 7.63% .

5.2.25 Maxis disagreed with the RFR, ERP and tax approach proposed by the MCMC.
Maxis proposed the RFR to be averaged over a one-year period instead of  three -
month period and to use post -tax WACC instead of pre -tax WACC approach.
Maxis also requested the MCMC to provide clarification and transparency on the
method used to evaluate ERP provided by the operators or service providers and

to re -visit and re -verify the data inputs use d.

5.2.26 Maxis recommended the following parameters for WACC calculation as per Table

3 below :

Table 3: Maxi s6 proposed WAEC gacsalatibno r

Common Parameters MCMC 6 svalues Maxis 6propose d values
Risk -free Rate 4.09% 3.80%
Equity Risk Premium 5.99% 4.24%
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5.2.27 MyTV, Altel and Net2One perceived the parameters to the calculation is

sufficient.

5.2.28 PPIT commented that aside from the corporate tax rate of 24%, the estimates
for RFR and ERP are not in-line with its estimates. PPIT viewed that the RFR of
4.09% which is based on average daily yield of ten -year Malaysian Government
Bonds for June to August 2022 should be updated as the interest rate continues
to be volatile. PPIT commented that based o n the three -month average daily
yield from October to December 2022, the RFR is 4.28%.

5.2.29 PPIT further commented that the ERP should be higher than the proposed 5.7%.
PPIT clarified that although the ERP of S&P 500 is estimated to be around 5.9%,
there is Country Risk Premium (fiCRP Q) that needs to be factored in. PPIT
suggested to adopt CRP of 2.1% for Malaysia which is consist ent with

Damodar an6s @&histwill rasult ie an equity premium of 8.0%.

5.2.30 TM agreed with the three  -month trailing daily average proposed for the RFR,
since it reflects current market trends without being distorted by a single spot
rate. TM highlighted that the RFR for the months of October, November and
December 2022 has increased to 4.26% from 4.09% calculated for June, July
and A ugust 2022.

5.2.31 TM viewed that the MCMCo6s benchmar ks PoPapeERP v al u
provide weak comparators as it is unclear why the specific case of New Zealand
is referred to individually, but a group of European regulators (no specification

on how many and which regulators) are referenced in aggregate.

5.2.32 TM further commented that it is unclear how the MCMC derived the values in the
AEur opean regul at or efthe Rl Baper offomiha bBlody of European
Regulators for Electronic Communicat ions ( BEREC 0 )document referred to in
footnote 5 of the  PI Paper . TM further explained that the page referred to in the
footnote (page 24) in the BEREC document describes the approach to deriving
debt premium and cost of debt rather than the ERP.

5.2.33 U Mobile viewed that the approach of calculating the RFR by reference to
Malaysian Government bonds is appropriate, provided that doing so does not
introduce an element of risk associated with Malaysia, as compared to, for
example, central bank bonds in large, dev eloped countries, such as the US

Federal Reserve or the European Central Bank . U Mobile clarified that this might
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5.2.34

5.2.35

5.2.36

Discussion

lead to an element of double counting of country risk later in the WACC
calculation. U Mobile further explained that another reason for not us ing local
Government bonds is because trading in these instruments can be quite low in

volume, leading to a concern that they may be somewhat illiquid, making an

accurate assessment of their price difficult.

U Mobile submitted that an alternative approach would be to base the RFR on
Federal Reserve or E uropean Central Bank  bond prices and make an adjustment
for differences in the respective rates of inflation in the comparator
country/region and Malaysia. However, current instability in those regions as a

result of the war in Ukraine and other inflationary factors had caused the rates

to be volatile, thus balancing the adopted approach may be preferred.

XOX suggested incorporating an updated projection on the RFR . XOX
commented that the inflation and interest rates have been increasing r ecently,
therefore the MCMCOs estimate is higher than

historical rates.

YTL supported the proposed approach and noted that the rates will be revised
closer to the end of the PI. YTL viewed that this will allow the MCMC to consi der

the effects of the recent increase in OPR.

Risk-free Rate

5.2.37

5.2.38

Inthe Pl Paper the MCMC proposedtouse the RFR for the three -month average
daily yield of ten -year Malaysian Government bonds for June to August 2022.

The MCMCOs r e amingthis &pproachasdo ensure that the most recent
information and inflation expectations are captured while reducing the impact of

any very short -term fluctuations. As such  , the MCMC noted inthe Pl Paper that
itwould updatethe  RFR as close as possi ble tothe date ofthe  final Public Inquiry

Report.

The MCMC notes that its proposed approach to estimation of the RFR was widely
supported in submissions. TM, PPIT, XOX and YTL also explicitly = supported an
update of t hRFR &SiM@idnsusing the m  ost recent available  data 1

that is, as close as possible to the date of the PI Report.
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5.2.39

5.2.40

5.2.41

The MCMC di sagrees wi tthat tMaRER shduld peraemged cvdr
a one -year period instead of a three -month period. If capital markets are
efficient then current yields reflect anticipated future earnings , including inflation
expectations . This means that current RFR better reflect likely future yields than
longer -term historical averages. The MCMC accepts that markets are generally
efficient and therefore considers that current yields should be the reference point

forthe regulatory  RFR. However, in selecting a short -term (three -month) trailing
average the MCMC has corrected for the impact of any temporary volatility

caused by institutional an  d other factors

The MCMC al so disagrees with Cel comDi gi 6s

based on Damodaran data for the regulatory RFR. The date of the proposed
value is not stated and it is the MCMCb6s view for
that infor mation used to estimate the RFR must be up -to-date. As in many other

countries the RFR in Malaysia has exhibited an upward trend in the last year,

largely driven by inflationary expectations.

PPIT and TM provided estimates of the RFR of 4.28% and 4.26% (r  espectively)
using data from October to December 2022. The MCMC has been able to obtain

data for the full month of January, and hence the data for the final decision on

the RFR is from November 2022 to January 2023. The average yield for this

time -period i s 4.10%. The MCMC notes that the January yields were in general

t

lower than the October yields. The average yield in January was 3.90%,
compared to 4.41% in October. This explains the difference between the PPIT /
TM estimates and the MCMCO6s | ater esti mate.

Equity Risk Premium

5.2.42

5.2.43

The MCMC applied 5.99% as the ERP in the WACC formulain the Pl Paper , which
represented both the mean and median value of estimates provided by

stakeholders.

Cel combDigi and Maxis both considered t htaa
high, recommending 4.41% and 4.24% respectively. However, Fibre comm and
PPIT believed that the ERP was too low, and recommended value s of 7.63% and
8.0% respectively . A wide range of suggested values for the ERP was also
observed in the Pl Paper. Thes e values were submitted by 13 Malaysian

operators with a range from 3.75% to 8.20%.
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5.2.44 CelcomDigi, Maxis, Fibre comm and PPIT all cite Professor Damodaran as the
source of their reco mmendations. Professor Damodaran publishes annual

estimates by country of ERPs. His starting point is an implied equity risk

premium for the S&P 500. He then adds a CRP using a sovereign default spread
T either based on a sovereign rating or from the C redit Default Swap ( fACDS0)
market 1 in order to derive ERPs. The MCMC has reviewed Professor

Damodar anés ERP daed Januamna2022sand January 2023, and has
summarised these in the Table 4 below . Notethat CRP 1isbased on a sovereign
rating and this value is included in ERP1, while CRP2isbasedonthe CDS market

and the value is included in ERP2.

5.2.45 The MCMC notes that CelcomDigi and Maxis have both cited January 2022
estimates, with Celcom  Digi referring to estimates which include an adjustment
to the country default spread for the additional volatility of the equity market to
derive a CRP, while Maxis refers to estimates with no such adjustment. Both
CelcomDigi and Maxis believe sthat CRP1s houl d be deducted from Dam
total ERP 1 to derive an appropriate ERP for the regulatory WACC. They suggest
that this deduction is necessary to avoid double counting on the basis that the
RFRwhich is based on a Malaysian government bond yield, alrea dy accounts for

the risk of investing in Malaysia beyond a pure risk -free investment.

5.2.46 Fibrecomm refers to a much earlier Damodaran study published in January 2019.
The estimate it cites includes the adjustment for additional volatility of the equity
marke t, and Fibrecomm does not deduct the CRP of 1.67%. PPI Tb6s
recommendation of 8.0% is consistent with the most recent Damodaran ERP
estimate in January 2023, including an adjustment for additional volatility of the

equity market but with no deduction of the CRP.

Table 4: Equity Risk Premi um and Country Risk Premi um 1 Malaysia

) Country
Country Risk )
Approach Total ERP1 ) Total ERP2 Risk
Premium 1 )
Premium 2
January 2022
No adjustment for additional 5.26% 1.02% 4.96% 0.72%
volatility of equity market
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Country Risk

Country

Approach Total ERP1 Sl Total ERP2 Risk
Premium 2

Including  adjustment  for 5.43% 1.19% 4.96% 0.72%
additional volatility of equity
market
January 2023
No adjustment for additional 7.41% 1.47% 7.24% 1.30%
volatility of equity market
Including  adjustment  for 8.01% 2.07% 7.24% 1.30%
additional volatil ity of equity
market

[Source: Damodaran ]

5.2.47 Using CelcomDigi 6 sand Maxi s o approach but
Damodaran data , the MCMC estimates that the recommended CelcomDigi and
Maxis ERP values would both be 5.94%. This is very close to the
preliminary estimate of 5.99%.

5.2.48 In the PI Paper the MCMC acknowledged that there is no single accepted
methodology for estimating the ERP, and therefore considered values based on
alternative approaches , asis common among regulators. Maxis suggests that it
would not expect much variation in ERP values across operators and service
providers. The MCMC disagrees. There are a number of alternative approaches
for estimating the ~ ERP and wide variation may be observed in the results from
one a pproach compared to the next. As an example, the regulatory ERP values
in the BEREC 2022 WACC database, shown on page 23 of the December 2022
WACC report (BoR (22) 164), ranged from4.55% (Croatia) t07.37% (Romania).
The MCMC notes, however, that the EC supports (inanon -binding WACC notice
of 2019) estimation of a single ERP for the EU on the basis of empirical evidence
that EU financial markets are sufficiently integrated that convergent ERPs are
highly likely. This is consistent with the CAPM assumptio n that investors hold
efficient portfolios.

5.2.49 One approach is based on surveys in which market participants provide forward -

looking estimates of the ERP. Another methodology, endorsed by Maxis, is

Damodar anos

Damodar anods

i mplied

a [ p descebech aboweh i. c Howev er,

r e Bisifbrivasd -loakingn gpproach are unlikely to be the
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5.2.50

5.2.51

5.2.52

same asan alternative method  whichrelies on ex-post examination of long -term
historical returns . This approach encompasses calculation of average differences
between histor ical returns on a proxy for the market portfolio and returns on a

proxy forarisk -free asset. The underlying assumption is that the ERP is constant
overthelong -term and will remain so in future. This may be contrasted with the
Damodaran approach which d  elivered noticeably higher ERPs in his January
2023 update compared to results from one year earlier. There is a large increase

in the S&P 500 base premium from 4.24% in January 2022 to 5.94% in January

2023, as well as higher country risk spreads.

The M CMC has noted that a number of operators have expressed concerns about

double counting of risk T particularly country risk T in the WACC. The MCMC
would like to clarify that in general the RFR primarily captures inflationary
expectations while the ERP refl ects market risks . These are economy -wide
parameters, in contrast with the WACC parameters relating specifically to the

individual company business and leverage risk which are reflected in the equity

beta and the debt premium (via a company credit rating). Thus, the WACC

formula inherently avoids double counting.

CelcomDigi and Maxis support removal of the CRPfrom Damodaranos
estimate on the grounds of double counting with the RFR while conversely
FibreComm and PPIT  support inclusion of the CRP. The MCMC does not believe

there is double counting for the reasons provided in the foregoing paragraph. At

the same time, arguably it may not be necessary to include a CRP if we consider
that country risk is diversifiable. If it is possible for investors to di versify then ,
consistent with the CAPM, it is inappropriate to apply any extra risk premium.

The MCMC concludes that it is possible to make a reasonable case for excluding
Damo d ar &£RRK) but on the basis of diversifiable risk rather than double

counting. As such, the MCMC in reaching a final ERP estimate has considered

ER

submittersd recommended values based on Damodar a

excluding the CRP.

Finally, t he MCMC notes thatt hree of the submitters o n the Pl Paper accepted

t he MCMCO st iERaPt iesn while TM was sil ent on t he

value , indicating only that additional benchmarks should be examined . The
MCMC has considered additional benchmarks, as presented in the discussion
above.
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5.2.53

In relation to TMO6s (the PlPaper nhefreteencaisin relatian o f

to the approaches used by BEREC to ERP estimation, not the actual values. On

further checking the page number , the MCMC identified a typo graphical error
The citation should have read page 44, not page 24. Meanwhi le, t he cited values
in Table 5 may be found on page 21 of B E R E CRAReport Chapter 5 - WACC,
BoR (21) 161. The MCMC has reviewed all of the ERP estimates provided by
stakeholders, as well as benchmark information from overseas. Taking into
account the new and / or additional information provided by stakeholders the
updated median value is the same as the
while the average is higher at 6.54%, compared with 5.99% in the Pl Paper .
The MCMC notes that in December BEREC issu ed its 2022 report (BoR (22) 164)

on the WACCs of European regulators. The median and mean values of the ERP

have declined slightly compared to the values presented in the 2021 report

(Table 5).

Table 5: Equity Risk Premium i Benchmarks, 2021 /2022

Median Mean Point estimate
Malaysian operators (Pl Paper) 5.99% 5.99% 5.99%
Malaysian operators (Pl Report) 5.99% 6.54%
European regulators  (BEREC, 2021) 5.71% - 5.86% 5.80% - 5.83% -
European regulators (BEREC, 2022) 5.65% - 5.70% 5.50% -
New Zealand Commerce Commission 6.71% 6.81% 6.91%
[ Source: Malaysian operators; BEREC; Commerce Commission ]
MCMC's Final View s
5.2.54 The MCMC confirms its initial proposal concerning the approach for es timating
the RFR. Accordingly, the RFR has been estimated using a three -month trailing
average daily yield of ten  -year Malaysian Government bonds . The period over
which this has been estimated is the most recent three -month period, namely
November 2022 to  January 2023 . The updated RFRis 4.10% .
5.2.55 Additional data on the ERP value s were provided in response to the Pl Paper .

The MCMC has taken this data into account as well as data provided earlier in
the data collection stage.  Given the wide range of values sub mitted on the ERP

the MCMC has selected the median value of the available data provided by
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stakeholders . This is 5.99% which is the same as the value assumed in the Pl

Paper.

Question 13:

Do you have any comments on the approach used for determining the a sset beta and

gearing assumptions for fixed services?

Submissions received

5.2.56 CelcomDigi agreed with the asset beta and gearing assumptions used by the
MCMC for fixed services, after removing significant outlier fixed operators from

the benchmark comparator set.

5.2.57 Fibrecomm commented that the proposed gearing estimates (0.40 d/e ratio) will
deter financing via debt to meet WACC requirement. Fibrecomm believes that
there should be different calculations for fixed and mobile services due to the

nature of the bus iness.

5.2.58 MyTV, Altel and Net20One agreed with the assumptions.

5.2.59 TM commented that it is not clear why TM is excluded from the peer group for
fixed WACC as TM provided all the necessary data to allow its inclusion. TM also
believes that it fulfilled the two cr iteria stated on page 34 of the Pl Paper for
inclusion of companies in the peer group. TM viewed that although TM may not
satisfy the third criteria, this should not be an issue for the MCMC6s <calcul atio
as the MCMC also used non -publicly available data f rom other companies. ™
provided example s such as Ofcom that included BT in the peer group for fixed
WACC calculation in 2021 . Similarly, TM pointed out that Danish incumbent was

also included in the calculations for the beta.

5.2.60 TM highlighted that page 37 ofthe Pl Paper states that the resultant equity beta
was 0.63 . However, TM6s cal culation indicated the v
same as the value in Table 7 of the Pl Paper . Therefore, TM highlighted that the

calculations underpinning Table 9 and 11 ofthe Pl Paper must be corrected.
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5.2.61 U Mobile submitted that the quoted figures and methodology for ERP and the
corporate tax rate appear to be reasonable and in line with comparator

countries.

5.2.62 XOX commented that the current approach for determining the a sset beta and

gearing assumptions is appropriate.

5.2.63 YTL submitted that the comparison with companies from different countries
where each countr y has different interest rates and regulatory regimes, might
not be productive. YTL commented that asset beta an d gearing can be
determined from reviewing financial statements and ge aring profile of the
companies. YTL further highlighted that this information can also be procured
from leading banks and investment houses locally. YTL opined that the values

provided f rom reviewing local data will be more meaningful and contextual.

Discussion

5.2.64 Altel, MyTV, Net20One, CelcomDigi, U Mobile and XOX expressed support for or
were satisfied with the methodology and / or assumptions used by the MCMC

for the estimation of the asset beta and gearing for fixed services.

5.2.65 Fibrecomm indicated that the MCMCO6s proposed gearing estimate
deter debt financing. The methodology applied by the MCMC uses data from the
comparator companies to estimate representative or notional gearing
assumptions. The MCMC presumes that Fi brecommbo:
gearing levels typically increase the cost of debt, since the debt premium would
be expected to increase  if the companyis more highly levered . The MCMC notes
that 0.40 represents the fihigh 0 gearing estimate presented in the Pl Paper

whereas in fact it proposed to usethe  lower base case estimate of 0.33.

5.2.66 TM states that it is unclear why TM is excluded from the fixed comparator sample
used inrelation to the derivation of an appropriate beta and gearing for the fixed
WACC calculation. YTL also emphasized the importance of taking into account
local Malaysian data in determining appropriate fixed asset beta and gearing

assumptions for the WACC

5.2.67 The MCMC applied three criteria in compiling the comparator set for fixed
services in the Pl Paper , including the requirement that current and historical

financial and business information of the comparator company is publicly
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available. In its submissi  on, TM admits that it does not meet this requirement,

but suggests that this should not be an issue since the MCMC has used data

which is not publicly available for other compa
in this regard is incorrect. The MCMC confirms t hat only publicly available data

was used in its compilation of an appropriate comparator sample. As stated in

the PI Paper, the principal sources of data were company annual reports and

FT.com.

5.2.68 As indicated inthe Pl Paper the sample group was selected t o inform estimates
of the beta and gearing parameters, and the results were then compared with
estimates of TMG&s aver yepeassgtdaar In theg201d Ridhe f i v e
MCMC adopted a similar approach, comparing TM©G:
regional ¢ omparator sample (excluding TM). In 2017 , TM6s gearing and as

beta were comparable with the sample averages and therefore the MCMC found

it appropriate to apply TM values in the WACC. However , in the current PI the

MCMC found that TMOs nsidgesmldythigherandabavatse ugper

bound of the regulatory range. The MCMC therefore opted to use average values

from the comparator sample for both asset beta and gearing. In seeking to

inform a decision as to whether or not to apply TM actual gearing and beta data

in the WACC , it would be inappropriate to include TM in the comparator sample.

5.2.69 The MCMC acknowledges that an alternative approach would be to include TM in
the sample of companies, assuming it meets the criteria used in sample
selection, and rely only on the results of the benchmark for appropriate beta and
gearing parameters. In this approach , TM6s actual beta and gearing
become less relevant, as effectively the MCMC would no longer consider applying

these directly in the WACC for mula.

5.2.70 In its detailed examination of the published financial information of potential
comparator companies , the MCMC noted that other Asian operators appear to
provide more detailed current and historical financial and business information
than TM. Howeve r, the MCMC judges that it is possible to obtain sufficient public
data on TMés key r el e.Farihis reashnattre MENC qorisidersi ¢ s
on balance that TM would meet its three criteria for inclusion in the sample for

the alternative approach.

5.2.71 The MCMC also carefully examined whether any other Malaysian companies

would meet the criteria, and finds that TIME dotcom has suitable characteristics
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for inclusion, as it is publicly listed with current and historical financial

information publicly availabl

e, as well as all revenues relating to fixed /

broadband services (including retail and wholesale). It has a credit rating of AA2

( RAM)

whi ch

S

suf fi

sample. The inclusion of TM and TIME inc

four in the final original sample of the

as shown in Table 6 below .

Table 6: Characteristics of

ciently cl

0os e

to TMOs

reases the number of companies from

Pl Paper to six in the alternative sample

Alternative  Sample

Revenue from

Ma rket fixed or
o Credit rating
Company capitalisation broadband —— Notes
June 2022 services / Total )
(USDbn) operating avallable)
revenue

NTT (Japan) 104.56 65.72% Al (Moodys) Included in the
MC M C &% Paper
2022 final
sample

Telstra 30.57 49.00% A2 (Moodys) Included in the

(Australi a) MC M C &% Paper
2022 final
sample

Telkom 26.99 39.10% Baal (Moodys) Included in the

Indonesia MC M C &kPaper
2022 final
sample

TIME 1.72 100.00% AA2 (RAM) New i Malaysian
market

™ 4.33 84.00% A3 (Moodys); A - | New i1 Malaysian

(S&P); AAA market
(RAM)

Sri Lanka 0.15 51.70% AA (Fitch) Included in the

Telecom MC M C &kPaper
2022 final
sample

[ Source: FT.com, operator reports
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5.2.72 The equity and asset betas, together with the gearing ratios, are listed in Table

7 below . The median and mean asset betas of the original and alternative sample

are the same, while median and mean gearing is slightly lower in the alternative

sample than the original sample.

Table 7: Alternative Fixed Comparator Sample i Betaand Gearing
Levered Unlevered )
Company _ Gearing
(equity) beta (asset) beta

NTT 0.46 0.27 0.41
Telstra 0.64 0.45 0.29
Telkom Indonesia 0.76 0.65 0.15
TIME 0.15 0.15 0.03
™ 1.08 0.76 0.30
Sri La nka Telecom 0.86 0.45 0.48
Median (results from original 0.70 (0.70) 0.45 (0.45) 0.29 (0.35)
sample in brackets)
Mean (results from original 0.66 ( 0.68) 0.46 (0.46) 0.27 ( 0.33)
sample in brackets)

[Source: FT.com]

5.2.73

wider range of gearing than

The MCMC notes that the inclusion

in the final sample

of TIME in the sample has led to a much

the MCMC considers that the target or reference gearing should be based on the

median rather than the average gearing of the alternative

the asset betas of the six companies of the alternative sample were re

using the median gearing ratioof2 9%. The resultant equity beta was 0.6

sample. Accordingly,

is lower than the estimated equity beta (following relevering) of the origin

sample of 0.68.

5.2.74

For the avoidance of doubt, the median and mean values presented in Table 7

of the Pl Paper are those of levered and unlevered betas of the sample group.

These val

ues

are not

the resul

ts of r el

the median or mean gearing. The result of the relevering calculation is presented

used in the PI Paper . As such ,

-levered
4. This

al

ever.i
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5.2.75

in the text below the table. Note that this also applies for Table 1 3 of the PI

Paper (mobile) with the relevering result presented below the table.

Thus, itis not the case that the relevered figure provided under Table 7 of the

Pl Paper should always agree with the figure in the table. Nevertheless , in the

case of the final fixed comparator sample (which excluded Chunghwa) a

typographical error was in the text and the MCMC confirms that the  relevered

value was 0.68 inthe PI Paper.

MCMC's Final View s

5.2.76 The MCMC has decided to rely on the results of an expanded benchmark sample
for appropriate beta and gearing parameters for the fixed WACC. The MCMC
judges that two local companies, TM and TIM E, are suitable for inclusion in the
expanded sample.

5.2.77 The MCMC will rely solely on this approach and
observed beta and gearing values directly in the WACC formula.

5.2.78 The MCMC calculates the equity beta using this approach to be 0.6 4 and the
gearing ratio to be 29%. These values will be applied in the WACC formula for
fixed services.

Question 14:

Do you have any comment on the approach used for determining the estimate for the

debt premium for fixed services?

Submissions received

5.2.79

5.2.80

CelcomDigi is comfortable with the debt premium estimate used by the MCMC

for fixed services.

Fibrecomm submitted that it is subject to prevailing interest rate which is
normally higher than those subject to AA2/AA credit score. Fibrecomm
commented t hat the MCMC6s assumption based

be too optimistic.

(0]
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5.2.81 Maxis proposed to use a fixed debt premium value of 0.66% which is a spread
of AAA rated bond instead of 1.02% which is aspread between Governmentten -
year bond and corporat e securities for bonds rated AA2/AA . Maxis viewed that

the spread between  Government ten -year bonds and corporate securities may

be different for bond ratings provided by i nternational ratings agencies. Given
that the debt premium that the M CMC estimated for a provider of 4G mobile
services with 25% market share is 1.03%, Maxis believes that it is not credible

for a provider of fixed services with a substantial market share to have almost

identical spread at 1.02% .

5.2.82 MyTV, Altel and Net2One viewed that the approach is correct.

5.2.83 Referring to page 40 of the PI Paper, TM commented that the MCMC did not

provide justification on the assumption that a hypothetical fixed operator in

Malays ia may expect an AA2/AA credit rating. TM viewed that the MCMC seemed
to be compromising between TMés prime | ocal cr
international credit rating to arrive at a final credit rating of AA. However, it

appears that the weightage is h eavy towards the local credit rating. TM viewed

that the international rating should still be given significant weight, since

operators like TM raise capital on an international basis. TM highlighted that the

AA international rating represents the best rat ing from the MCMCO6s peer

which is an unreasonable estimate to derive.

5.2.84 TM submitted that a more reasonable approach is to average the AAA local credit
rating and the international A -rating . This gives an average spread of 1.69%

compared to the pr  oposed value of 1.02%.

5.2.85 U Mobile commented that the approach is consistent with the methodology
adopted by the MCMC for the RFR, but the assumption that the sampled spread
of values reflects those for corporates with a similar credit rating may be
problemat ic, as it does not take into account of any sectoral variation. U Mobile
viewed that the choice of an AA2/AA credit rating appears to be a compromise
between local and international rating agencies, but the local rating i.e AAA with
a spread of 0.66% mig  ht be more appropriate as a criterion, as this would be
more consistent with the methodology and comparator set. Therefore, U Mobile

recommended to amend the cost model.
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5.2.86 XOX commented that the current approach determining the debt premium is

appropriate.

Discussion

5.2.87 CelcomDigi, MyTV, Altel, Net20One, and XOX accepted t he MCMCOs approach
estimating the debt premium for fixed services. However, Maxis and U Mobile
disagreed with the approach, with both recommending that the MCMC assume
a hig her AAA credit rating for the hypothetical operator which delivers a debt

premium of 0.66

5.2.88 Maxis considers that for consistency with the source of the ratings (RAM) the
spread for a AAA rated bond should be applied rather than an AA2/AA rated
bond. Maxis al so notes that using a 1.02% spread for a AA2/AA rated bond

would incorporate an element of country risk for Malaysia, which according to

Maxis would already be captured in the use of a Malaysian RFR.
5.2.89 Maxis also compares the debt premium estimated by the MC MC for fixed services
with the mobile services estimate of 1.03%. Maxis argues that it is not credible

that the debt premium for a provider of fixed services with a substantial market
share is almost identical at 1.02% to that of a provider of 4G mobile se rvices
with 25% market share is 1.03%.

5.2.90 The MCMC considers that Maxis has raised a valid point concerning these
relativities. While the assumed gearing levels of the hypothetical fixed and
mobile operators were very close inthe PlPaper (at33%and31%re  spectively),
it would be a reasonable expectation that the market would attach a higher
premium to debt of the mobile operator compared to the fixed operator given
the impact on company risk of the differing conditions  in the Malaysian market
As such, an otional credit rating at least one place lower than the fixed operator

would be appropriate for the hypothetical mobile operator.

5.2.91 The MCMC reviewed the debt premium assumptions of the mobile operator as
presented in the Pl Paper . Inthe Pl Paper, the MCMC noted that Digi was the
only mobile operator to have current bonds active in the market with a rating of
AAA by RAM. However, during the last three months, there were insufficient
trades on the secondary market of active Digi bonds to provide a reliab le
indication of the current debt premium. The MCMC therefore used information

provided by MNOs to identify a suitable range for the debt premium for mobile
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5.2.92

5.2.93

5.2.94

5.2.95

5.2.96

5.2.97

services: namely, between 0.66% and 1.38%. The MCMC selected 1.03 % asthe
debt premium which was th e average debt premium of three operators, and also

close to the mid - point of the suitable range.

The MCMC6s est i maRl Raper meliel hom actual data provided by three
mobile operators in data submissions in June 2022. The MCMC has compared

the sprea ds between Governmentten  -year bonds and corporate securities from
May 2022 (that is, just prior to the data submissions) with current spreads.

Across all A grade credit ratings there have been significant increases in spreads

over this time -period, rangin g between 15% and 48%. The MCMC concludes
that the current spread for a credit rating of AA3 / AA1 would be appropriate for

the reference point for the debt premium of the hypothetical mobile operator.

TM and FibreComm both indicated that the debt premium for fixed services
should be higher than the value of 1.02% which was used by the MCMC in the

Pl Paper. FibreComm suggests that from its own experience the MCMC
assumption may be optimistic. However, FiboreComm does not provide any

evidence to support this assertion.

TM asserts that the MCMC selected a notional AA2 / AA credit rating for the fixed
operator with no justification. TM claims a more reasonable approach would be
to average the AAA local credit rating and the international A - rating to give an

average spread (and therefore debt premium) of 1.69% (compared to 1.02%).

As noted in the Pl Paper, in 2021, TM had the following credit ratings from

international and national sources:

(a) Standard & Poors (S&P): A -;
(b) Moodys: A3; baseline credit profile Baal; an d
(c) RAM Rating Services (Malaysian): AAA.

The MCMC took the above information into account in deciding upon an AA2 /

AA credit rating for a hypothetical fixed operator in Malaysia. TM claims that the
MCMC made this assumption with no justification and sugges ts that the MCMC
should have adopted an averaging procedure which would deliver a lower credit

rating than AA2 / AA (and hence a higher debt premium).

The MCMC does not agree that the assumption of an AA2 / AA credit rating was

made with no justification. The MCMC carefully considered

74

TM6 s

Cc



its financial obligations in reaching a decision on this issue. Under the Malaysian

RAM rating classification , an entity rated AAA has a superior capacity to meet its

financial obligations. This is the hi ghestlong -term credit rating assigned by RAM

TM in 2021 recorded an AAA RAM rating. However, the MCMC also took into

account TM6és 2021 ratings from S&P and Moodys. A
associated with a strong capacity to meet financial ¢ ommitments while a Moodys

A3 investment grade denotes an upper medium -grade rating and subject to low

credit risk. In its 2021 Annual Report TM itself states (on page 21):

AiWe maintained strong credit ratings from mul ti)

chal lenging landscape. This demonstrated our financial strength and capacity to

meet al l our financi al obligations. 0
5.2.98 TMés proposal is the equivalent of an A RAM rat|
adequate capacity to meet its financial obligations. The MCMC considers that a

more appropriate compromise for a Malaysian hypothetical operator is a notional

RAM credit rating which |lies between TM6és act us:
international ratings. The MCMC confirms its preliminary view that this should

be AA2 /A A credit rating.

MCMC6s Final Vi ews

5.2.99 The MCMC confirms its initial view that the hypothetical fixed operator should

have a notional credit rating of AA2 / AA

5.2.100 The MCMC confirms that the hypothetical mobile operator in the Malaysian
market could reasonably be expected to have a lower credit rating than the fixed

operator, and a notional credit rating of AA3 / AA1 will be assumed.

5.2.101 The MCMC has reviewed latest information available on debt premi um. As at
20 January 2023 , it observed that the spread between Government ten -year

bonds and corporate securities at all credit ratings had increased from the values

presented in Table 10 of the Pl Paper . The updated spreads are shown in the
Table 8 below, with the spreads from 30 August 2022 presented in parentheses .
It is the MCMCdés view that the | atest avail abl e

relevant for the company debt premium and as such the updated spreads will
be used in the final calculation of the WACC. The fixed debt premium in the

WACC formula will therefore be 1.19%.

75



Table 8: Spread between Government

Ten-Year Bondsand Corporate Securities,

20 January 2023
Credit rating Spread
AAA 0.89 (0.66)
AAl [ AA+ 1.04 (0.84)
AA2 | AA 1.19( 1.02)
AA3/ AAl 142 ( 1.24)
Al/ A+ 1.80( 1.58)
A2 /A 2.35( 2.16)
A3 /A - 292 (2.71)
BBB 4.25( 3.96)
BB and below 5.77 ( 5.75)
[ Source: Bank Negara Malaysia |
Question 15:
Do you have any comments on the proposed WACC for the fixed sector?
Submissions received
5.2.102  CelcomDigi proposed the following for the fixed sector as per Table 9 below :

Table 9: CelcomDigi

Proposed WACC for Fixed Services

MCMC CelcomDigi
Risk-free Rate 4.09% 3.82%
Debt risk premium 1.02% 1.02%
Cost of Debt pre - 5.11% 4.84%
tax
Cost of Debt post - 3.88% 3.68%
tax
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5.2.103

5.2.104

5.2.105

MCMC CelcomDigi
Equity Risk 5.99% 4.41%
Premium
Levered beta(equity 0.63 0.63
beta)
Cost of Equity pre - 10.35% 8.68%
tax
Cost of Equi ty post - 7.86% 6.60%
tax
Gearing 32.87% 32.87%
Post-tax WACC 6.56% 5.64%
Marginal rate of tax 24.0% 24.0%
Pre -tax WACC 8.63% 7.42%
Nominal
Difference -1.21%

Fibrecomm commented that its current post -tax WACC is higher than the

proposed WACC for t he fixed sector due to higher ERP, debt equity ratio and

asset beta.

Maxis proposed the following WACC for fixed services as per Table 10 below :

Table 10: Maxis Proposed WACC for Fixed Services

_ _ MCMC 6 s Maxis 0 proposed

WACC parameters for Fixed Services

values values
Risk-free Rate 4.09% 3.80%
Equity Risk Premium 5.99% 4.24%
Debt Premium 1.02% 0.66%
WACC 1 pre tax 8.61% 7.17%
MyTV, Altel and Net2One agreed with the calculation of WACC for the fixed

service.
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5.2.106 @ TM commented that the high estimate should be used instead of the base case
estimates on asset beta. TM strongly disagreed with the statement on page 38
of the PI Paper which stated that no regulatory risk was identified for TM which
might contribute to an elevated risk profile. TM argued that it operates in a
highly regulated environment where regulatory decisions had adverse impact to
its business over the past few years. An example would be the previous

Commission Determinati  on on MSAP in 2018.

5.2.107  TM submitted that its own equity beta is closer to the val uein the MCMCds hi gh
case (0.91). Therefore, TM viewed that an equity beta of around 0.9 would be

appropriate for the assumed fixed WACC.

5.2.108 U Mobile commented that despite the me thodological issues highlighted in the

earlier sections above, the fixed network WACC appears to be reasonable.

5.2.109  XOX proposed to incorporate an updated projection on the RFR. XOX commented

that the inflation and interest rates have recently been increasing, therefore the

MCMCb6s estimate is higher than submission data ¢k
Discussion

5.2.110  Altel, MyTV, Net20ne and U Mobile agree with the fixed service WACC calculation
whil st CelcomDigi and Maxis  suggest that the estimate presented in the Pl Paper
is too high . Onl vy TM argues t hat t he MCMC6 s initial
Fibrecomm appears to suggest that the MCMC estimate may be low,

commenting that its current post -tax WACC is higher than the proposed WACC.

5.2.111  XOX recommends an update of the RFR which the MCMC has now undertaken.
Cel combDigi 6s recommended esti meRFRThedCMChased on a

explained above the reasons for its final view on the value of the RFR.

5.2.112 Ma x irecdmmended a lowervalue as a result of applying an ERP, RFR and debt
premium | ower than the MCMCO6s estimated values.

above the reasons for its final view on all of these parameters.

5.2.113  Fibre comm indicates that a higher ERP, debt -equity ratio and asset beta lead to
its current post -tax WACC being higher than the proposed WACC for the fixed
sector. The MCMC notes that while it expects individual companies to compare

company financial assumption s with those of a regulatory WACC, the nature of
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the approach applied in determining notional gearing and asset betas will

inevitably lead to differences.

5.2.114 TM opines that the MCMC should use a high estimate because TM faces

regulatory risk T in particular it cites an adverse impact of a previous MSAP on
its share price. TM notes that its own equity beta, as provided to the MCMC in
its data submission (of 0.896 in 2021), is closer to the value in the MCMC&6s hi gh

case (0.91). TM considers on this basisthata n equity beta of around 0.9 would

be entirely appropriate for the assumed fixed WACC.

5.2.115 As stated in the Pl Paper, the MCMC considered whether TM is likely to have
hi gher systematic risk t han t he comparator set
relatively high asset  beta. The MCMC found that the share market value of TM
is likely to be affected by similar factors to those of the comparator companies.
Regulatory risk is one of these factors, however all of the comparator companies
are subject to this type of risk with TM6s exposure unlikely to be
higher than its regional counterparts. TM suggests that share market reactions
to MSAP pricing are an indication of elevated risk, yet MSAP is a regular process
undertaken by the MCMC, well understood by TM and w ith well -established
precedents. For these reasons , the MCMC does not accept that the high estimate

of WACC is appropriate.
MCMC6s Final Vi ews

5.2.116  The MCMC confirms the final WACC parameters for fixed network services, as
showninthe Table 11 below. These parameters deliver a pre -tax WACC for fixed

services of 8.93%.

Table 11 : WACC Parameters for Fixed Network Services

Parameter Value
Risk-free rate 4.10%
Equity Risk Premium 5.99%
Debt premi um 1.19%
Tax rate 24%
Gearing 29%
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Equity Beta 064

Question 16

Do you have any comments on the approach used for estimating the beta and gearing

for the mobile sector?

Submissions received

5.2.117  CelcomDigi agreed with the asset beta and gearing assumptio ns used by the

MCMC for the mobile sector.

52118 Maxi s viewed that the MCMCObs proposed beta for
proposed an asset beta of 0.65 based on publicly listed betas for MNOs in

Malaysia. Maxis did not have comments on gearing assumptions.

5.2.119  MyTV, Altel and Net20One commented that the estimation is sufficient.

5.2.120 TM observed that the peer group is much more sizeable than for the fixed WACC
calculation. However, similar to the fixed model, the Malaysian operators such
as Digi and Maxis, are not included in the mobile peer group. TM viewed that
the peer group should include the Malaysian operators. If not, the MCMC should

justify the reason for excluding them.

5.2.121 U Mobile commented that the methodology appears to be reasonabl e but is

concerned about the large amount of variability within the comparator samples.

U Mobile viewed that there is high risk for the mean value to be distorted by

extreme values such as outliers due to the high variability in the sampled values.

U Mobi le believed that this can be mitigated by excluding such extreme values.
However, this reduces the number of data points in an already small sample.
Alternatively, U Mobile suggested a median value to be used so that extreme

values have less impact. Give  n the potential for the sample to be distorted by
outliers, U Mobile commented that the median values (low case) would be a

safer option in this situation.

5.2.122  XOXviewed that the current approach for determining the beta and gearing ratio

is appropriate.
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5.2.123  YTL agreed with the general comparative approach taken. YTL commented that
comparison between local operators will be more appropriate as it will capture
the true asset and equity beta. YTL viewed that the local value will factor in cost
of capital in Malays ia as well as regulatory and political environment. YTL
highlighted that many local banks, investment houses and analyst have
undertaken reviews of telecommunication companies in Malaysia from time to

time. YTL commented that inputs from these local expert s can be useful.

Discussion

5.2.124  Altel, MyTV, Net20One, CelcomDigi and XOX agreed with the MCMCOs arg
to estimating asset beta and gearing for the WACC for mobile services. U Mobile
was also generally supportive of the appro ach, although recommended reliance
on median values rather than average values in order to avoid distortion by

outliers.

5.2.125 TM and YTL suggested that the peer group should include the two listed
Malaysian mobile operators, while Maxis proposed that the peer g  roup should

only consist of the two Malaysian operators.

5.2.126 Inthe PI Paper, the MCMC considered using a Malaysian mobile operator only
sample but decided on balance that results based on a larger sample of regional

mobile operators would be more robust than reliance on only two operators.

5.2.127  Nevertheless,t he MCMC notes that inclusion of the two publicly listed Malaysian
mobile operators T Digi and Maxis 1 in the mobile comparator sample would be
consistent with the alternative approach used in relation to the fixed network
beta and gearing estimation. Accordingly , the MCMC has examined the key
relevant characteristics of these two companies and consider s that they meet

the criteria for inclusion in the sample.

5.2.128 The Pl Paper mobile comparator sample consisted of 21 companies. The MCMC
found a median asset beta of 0.39 and an average of 0.48, with median gearing
of 35% and mean gearing of 31%. The MCMC, using the alternative approach,
has now expanded the sample to 23. The results are shown in the Table 12
below. With the addition of Digi and Maxis to the sample the median asset beta
increased slightly to 0.41 and the average remained at 0.48, while median
gearing remained the same at 35% and mean gearing of decreased sligh tly to

30%. After relevering average asset betas at the average gearing rate , the
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resultant equity beta was almost identical to the equity beta used in the Pl Paper
T both results rounding to 0.69. This was the equity beta which the MCMC used

in the Pl Paper base case for mobile services.

Table 12 :Mobile Comparator Pl results versus Alternative = Sample 1 Betaand
Gearing
Levered Unlevered )
Company ; Gearing
(equity) beta (asset) beta
Median 1 original sample 0.61 0.39 35%
Median 1 alternative sample 0.61 041 35%
Mean i1 original sample 0.74 0.48 31%
Mean i alternative sample 0.74 0.48 30%

[Source: MCMC]

5.2.129 The MCMC believes it is appropriate to use the average asset beta and gearing
results of the alternative sample in its calculation of the equity beta rather than
the median results, for the same reason outlined in the Pl Paper i thatis, the
average results are closer to benchmarks from other jurisdictions (presented in
Table 14 of the Pl Paper ) than the median. The MC  MC notes that it was unable
to update the European benchmarks using the recently published BEREC report
on regulatory WACCs as for the first time it has not included information on
mobile WACCs.

MCMC6s Final Vi ews

5.2.130 The MCMC has decided to use the alternati ve sample, which includes two local
mobile operators, as the basis of its estimates for gearing and beta for the

hypothetical mobile operator.

5.2.131 The MCMC calculates the equity beta using this approach to be 0.69 and the
gearing ratio to be 30%. These values will be applied in the WACC formula for

mobile services.

Question 17:

Do you have any comments on the proposed WACC for mobile services?
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Submissions received

5.2.132

5.2.133

5.2.134

5.2.135

CelcomDigi recommended different estimates of RFR and ERP which reduced the
ices from 9.05% to 7.73% as

WACC for mobile serv

per Table 13 below :

Table 13 :RFR and ERP Estimated by CelcomDigi

MCMC CelcomDigi
Risk free rate 4.09% 3.82%
Debt risk premium 1.03% 1.03%
Cost of Debt pre - 512% 4.85%
tax
Cost of Debt post - 3.89% 3.69%
tax
Equity Risk 5.99% 4.41%
Premium
Levered beta(equity 0.69 0.69
beta)
Cost of Equity pre - 10.82% 9.03 %
tax
Cost of Equity post - 8.22 % 6.86%
tax
Gearing 31.12% 31.12 %
Post-tax WACC 6.88% 5.87%
Marginal rate of tax 24.0% 24.0%
Pre -tax WACC 9.05 % 7.73 %
Nominal
Difference -1.32 %

MyTV, Altel and Net2One agreed with the proposed WACC for the mobile service.

TM submitted

ben chmarks.

that the MCMC should include local operators as part of the

TM commented that the WACC for mobile operators are at 7.97%

(Maxis) and 8.77% (Digi) which are lower than the 9.04% derived by the MCMC.

U Mobile submitted that the mobile WACC calcul

subject to its comments in

question 16 above.

ation appears to be reasonable,
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5.2.136  XOX proposed to incorporate an updated projection on the RFR. XOX commented
that the inflation and interest rates have recently been increasing, therefore the

MCMCO6 s e st higharthan ithe data based on historical rates.

Discussion

5.2.137  Altel, MyTV, Net20ne and U Mobile considered that the mobile WACC
calculations were reasonable, while CelcomDigi and XOX recommended changes
in common parameters (the RFR and the ERP). As noted previously the MCMC
has updated the RFR, and has retained the ERP at the same value as estimated

in the PI Paper .

5.2.138 TM present ed WACCs for the 2021 financial year for Digi and Maxis, sourced
from Bloomberg, and notes that these are lower than the MCMCés proposed
mobile WACC from the Pl Paper . The MCMC notes that TM has presented post -
tax WACCs while the MCMC estimate is pre -tax. As such, once these post  -tax
WACCs are converted to pre  -tax, TM has in fact demonstrated quite the opposit e
inamely that the MCMC6s proposed mobil e WACC i
Maxis WACCs for 2021. Furthermore, the MCMC has used more recent data for
parameters such as the RFR and the debt premium than would have been
applicable in relation to the Bloom berg 2021 estimate. The MCMC concludes that

TMés benchmarks are inapplicable.

MCMC6s Final Vi ews

5.2.139 The MCMC confirms that it has applied a notional credit rating to the hypothetical
mobile operator of A A3/ AA1, resulting in a debt premium of 1.42%.

5.2.140 The MCMC confirms that it has included the two local operators in its final
comparator sample and the resultant parameters for mobile network services

are as presented in  Table 14 below.

5.2.141  These parameters deliver a pre -tax WACC for mobile services of 9.24%.
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Table 14 : WACC Parameters for Mobile Network Services

Parameter Value
Risk-free rate 4.10%
Debt Premium 1.42%
Equity Risk Premium 5.99%
Tax rate 24%
Gearing 30%
Equity Beta 0.69

Questi on 18:

Do you have any comments on the approach used for estimating beta and gearing

parameters for 5G?

Submissions received

5.2.142  CelcomDigi agreed that it will be inappropriate to use Digi, Maxis and TM as a
comparator sample for DNBOs ebteetras aansd [DgNeBabrsi nrgi spka
is different from the operators in competitive markets. CelcomDigi argued that
DNB is funded by Government debt, supported by implicit Government
guarantee and has monopoly status. Therefore, gearing might be taken as 100%
(alde bt ) . Cel comDi gi opined that the MCMC6s cal ct

is too generous as compared to C-¢ak)cacudliongi 6s cos

of 4.22%.

5.2.143 DNBcommentedthat it faces substantial demand -side risk given the uncertainty
over futur e demand for 5G services, especially because DNB is a wholesale only
operator with no mechanism to directly stimulate end -user demand for 5G. Risk
sharing is also not available if the MCMC requires DNB to charge within the
wholesale price caps proposed. D NB further commented that the risks involved

al so affect DNBO6s equity beta and debt premi um.

5.2.144  In terms of equity betas, DNB highlighted that the MCMC relies on a single
benchmark, i.e. Chorus in New Zealand for 2022 where the FTTH market had

matured. DNB c onsidered it more appropriate to use the 2019 or earlier
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5.2.145

5.2.146

5.2.147

5.2.148

estimates for Chorus when the demand for FTTH was less certain as the 5G
services in Malaysia is at embryonic stage. Taking this into consideration, DNB

noted that the WACC for DNB rises from 6.63% t 08.79% as per Table 15 below :

Table 15 : Adjusted WACC for DNB

An adjusted by DNB in section 4.92 Chorus 2019 Chorus
Item 2022
Asset beta (A) 0.5 0.25
Gearing (MCMC definition - B) 29% 50%
Tax rate Malaysia (C) 24% 24%
Equity beta (A(1+[(1  -C)B)/(1 -B)]) 0.66 0.43
DNB cost of equity 8.01% 6.67%
DNB cost of debt 4.49% 4.49%
WACC 8.79% 6.63%

DNB commented that it did not submit to the MCMC that the debt premium it

incurs is approximately 40 basis points above the RFR. DNB argued that the debt
premium should be higher than 0.4% assumed by the MCMC given the risks
explain ed above and that WACC should be evaluated since DNB is pioneering in
implementing a single wholesale network model which faces substantial
demand -side risk without risk sharing with the Access Seekers. DNB further
argued that Australia NBN Cods debumwas 858 per annum at early
stage in 2010 and the average debt premium for the four mobile operators is

2.59% while one of the operators is at over 7%.

Maxis agreed with the approach of not relying on the beta and gearing

information of Digi, Maxis an d TM to form a comparator as DNB is a sing le
wholesale provider for 5G. Maxis agreed that Chorus should be used as a
comparator as it is a wholesale only provider, thus ha s similar risk profile to
DNB. However, Maxi s opined that t h e on QAW @8 s

geari.

DNB6és single wholesale provider status closely

a highl y diversified telecom company. Thus, Maxis expected a gearing ratio of

70% based on international precedent.

MyTV, Altel and Net2One opined that the appr oach is appropriate.
TM highlighted that the gearing values for the three cases in Table 19 of the Pl
Paper are very different i.e. 17.4% for high case and 100% for low case . This
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makes it even more important to choose the appropriate case as baseline for 5G

WACC.

5.2.149 TM commented that since DNB is likely funded almost entirely with debt and has
little or no equity, the gearing should be at or close to 100%. Thus, low case
should beused. TM further commented that the MCMCO6s u:
Chorus (a fix ed-only business) for the beta, gearing and WACC calculation is
guestionable. TM submitted that other business es which are largely wholesale
only and have publicly available reports such as Netlink Trust in Singapore (fixed
infrastructure), NBN Co in Aust ralia (fixed infrastructure) and CETIN in Eastern

Europe (mobile infrastructure) should also be considered.

5.2.150 U Mobile commented that DNB is not funded from equity, therefore the WACC
should be based on debt funding only, until such policy changes. U Mobile also
highlighted that the operators are required to pay a minimum amount to DNB
and the total investment made by DNB will be paid off over the course of ten
year s. U Mobile opined that t his arrangement

owner(s), therefore the rate of return should be reduced accordingly.

5.2.151  XOX suggested an annual review up to 2025, as the pace of the industry and its

associated innovations is accelerating, especially with the inception of 5G.

5.2.152  YTL submitted that since the Single Wholesale Netw o r k SWNfi0 )model is first -
in-the -world and built in the context of Malaysia, YTL opined that the local data
is more appropriate as compared to using data from Chorus. YTL further
highlighted that Chorus is a fixed infrastructure business which is fundame ntally

different from DNB & 5G infrastructure business.

Discussion

5.2.153  Altel, MyTV, and Net20ne agreed with the MCMCO6s proposed
estimating the beta and gearing of DNB However , CelcomDi gi, Maxis, TM and U
Mobile consi der ed t hat t he MCMC6s 59.8580 was e d gear |
inappropriate. Three of these four operators opined that as DNB was fully debt
financed , the appropriate assumption for gearing is 100%, while Maxis
recommended 70% onth e grounds that DNB&s single whol esa
is more akin to a utility provider than a highly diversified telecom company. DNB
states that it anticipates average gearing of 66% over the regulatory period and

requests that the MCMC use this valuei n the WACC calculation
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5.2.154

5.2.155

5.2.156

5.2.157

TM and YTL raised concerns about the MCMC6s reliance on a
company which operates a wholesale fixed infrastructure business. YTL suggests

local comparators would be more appropriate, but does not off er any specific
recommendations in this regard. TM suggests that two other fixed infrastructure
businesses should be considered (NetLink Trust from Singapore and NBNCo from
Australia) as well as infrastructure provider CETIN from Eastern Europe. DNB
sugges ts that any comparisons with Chorus should consider data from an earlier

time -period when Chorus was at an earlier stage of development. It makes the

same recommendation in relation to NBNCo.

The MCMC agrees that reliance on a single comparator company to guide beta
and gearing estimates for the WACC is far from ideal. As the MCMC noted in the

Pl Paper there are no other comparable 5G wholesale mobile operators
worldwide, hence the MCMC sought comparators from other telecommunications
businesses. The MCMC i dentified only a wholesale only telecommunications
Access Provider, namely Chorus New Zealand, as a comparator on the basis that

it is a regulated provider of access services (albeit fibre), it faces little

competition and offers essential input services t o retailers.

The MCMC thanks TM for recommending three additional potential comparators.
In previous research , the MCMC had already investigated the characteristics of
both Netlink Trust and NBNCo and found that insufficient publicly available
information  was available for inclusion in a comparator sample despite the

publication of annual reports.

The MCMC had not, however, considered the Eastern European company CETIN.
Naturally , the MCMC would prefer to rely on Asia-Pacific comparators, but will
conside r all possible candidates for comparators, given the paucity of relevant

data on wholesale only telecommunications businesses. Unfortunately the MCMC
has been unable to find the required publicly available information for CETIN on

FT.com, but has reviewed recent CETIN Annual Reports. The MCMC notes that
the CETIN Group 6 s mai n b u dn Qreeckia , withssmaller operations in
Bulgaria, Hungary and Serbia. In all jurisdictions , itis a wholesale provider of
fixed and mobile telecommunications infrastructure , with no retail businesses

As at 31 December 2021, using the book value of debt, the MCMC estimated

CETI N6s gearing at apsrioaxg rmaetneclhynad X%.ng of

peer ¢ omp@HaTiNaerived a pre -tax WACC for its main business unit in
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5.2.158

5.2.159

5.2.160

5.2.161

Czechia of 6.6% for the 2020 financial year and 9.5% in the 2021 financial year.

Individual components of these WACC estimates are not available.

It is interesting to note that CETIN has a relatively high level of debt, however
as only partial information is available it is not possible for the MCMC to include
CETIN in a comparator sample. The MCMC concludes that there is insufficient

information available to enlarge the comparator sample.

CelcomDigi, Maxis, TM and U Mobile considered that th e MCMC's proposed
gearing of 50.35% was inappropriate. Three of these four operators opined that

as DNB was fully debt financed the appropriate assumption for gearing is 100%,

while Maxis recommended 70% on the grounds that DNB's single wholesale
provider status is more akin to a utility provider than a highly diversified telecom
company. DNB states that it anticipates average gearing of 66% over the
regulatory period and requests that the MCMC use this value in the WACC

calculation.

The MCMC finds it is difficult to reconcile information provided by DNB on its

likely equity funding over the regulatory period with submissions by mobile

operators. DNB has stated that the Government may provide 8% of funding in

the form of equity, which implies that DNB antic ipates a further 26% of equity
funding from mobile operators during the period. However , CelcomDigi and U
Mobile clearly state that DNB is not funded by equity. U Mobile also noted that

operators are required to pay DNB a minimum amount per month once the 5G
network is built. In any event, as DNB was established by the Ministry of Finance

on a cost recovery basis - that is, not -for-profit - equity investors would have

no expectation of a commercial return or dividend.

The MCMC concludes that it is not pract ical to attempt to benchmark the cost of
equity for a hypothetical wholesale only 5G operator deploying a network with

similar institutional arrangements to DNB for the following reasons:

(&) The business operation is at present still under development ;

(b) Equity investment over the regulatory period is uncertain ;

(c) Potential equity investors are aware that they will not receive a commercial
return ; and

(d) Insufficient relevant benchmark data is available
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5.2.162

MCMC6

5.2.163

In these circumstances , itis the MCMC's view that it is only po ssible to make an
approximation of the business risk faced by such a company. Therefore, the

MCMC will assume 100% debt funding, and apply the RFR plus a debt premium
appropriate for the level of risk incurred by debtholders. The MCMC judges that

the debt premium of the 5G operator should be based on an AAA credit rating,
as the level of company risk is reasonably expected to be lower than both

vertically integrated fixed and mobile operators in the Malaysian market

s Final Vi ews

The MCMC will assume the 5G operator is fully debt financed, and will
approximate company risk using the RFR plus a debt premium based on an AAA

credit rating.

Question

Do you have any comment on the WACC estimate for 5G?

1 9:

Submissions received

5.2.164

CelcomDigi viewed that th  ere is a strong case for setting the pre -tax WACC
estimate for 5G on the basis of 100% gearing and therefore estimated the pre -
tax debt to be 4.22%. CelcomDigi also commented that if the gearing assumed

by the MCMC is maintained, the pre -tax WACC estimate  should be reduced from
6.62% to 5.86% as per Table 16 below :

Table 16: Pre -tax WACC Estimate by CelcomDigi

MCMC CelcomDigi
Risk-free Rate 4.09% 3.82%
Debt risk premium 0.40 % 0.40 %
Cost of Debt pre - 4.49 % 4.22%
tax
Cost of Debt post - 3.41% 3.21%
tax

90



5.2.165

5.2.166

5.2.167

MCMC CelcomDigi
Equity Risk 5.99% 4.41%
Premium
Levered beta 0.43 0.43
(equity beta)
Cost of Equity pre - 8.77 % 7.52 %
tax
Cost of Equity post - 6.67 % 5.72 %
tax
Gearing 50.35 % 50.35 %
Post-tax WACC 5.03% 4.45 %
Marginal rate of tax 24.0% 24.0%
Pre -tax WACC 6.62 % 5.86 %
Nominal
Difference -0.76 %

CelcomDigi further commented that this calculation is assuming the gearing and

asset beta used are correct.

DNB viewed that the pre

t hat t he

services is 3% point below the post

adjustment to pre

opined that the parameters used by the MCMC are inappropriate. DNB

-tax WACC for 5G of 6.6

-t ax

1% is too low. DNB commented

esti mated

-tax level. As clarified by DNB in the earlier section, D

commented that investors face greater financial risks in 5G rollout funding than

investors do in backing fixed and mobile services. DNB viewed that the pre
more than 10% rather than 6.61% published in the

WACC for 5G should be
Paper.

Maxis agreed to

ERP and gearing as

the use of DNB O s

per Table 17:

debt

premium and

M C M G dpsestilmatet of pren -tax WACC for fixed and mobile
WA CC

by 13 fii
NB also
-tax
PI

proposed
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Table 17: Ma x i sPdoposed Value sfor WACC Calculations  for 5G Services

) Maxi sd& prog
WACC parameters for 5G Services MCMC6s val ug¢
values
Risk-free Rate 4.09% 3.80%
Equity Risk Premium 5.99% 4.24%
Gearing 50.35% 70%
WACC 1 pre tax 6.63% 5.58%
5.2.168  MyTV, Altel and Net20ne perceiv  ed the WACC is acceptable.
5.2.169 U Mobile reiterated that the arguments it provided in the earlier sections fo rs5G

WACC should be reflected. U Mobile also commented that it agreed with the
proposed approach for cost of debt, therefore the model should apply the Low

Case (100% gearing).

5.2.170 XOX proposed to incorporate an updated projection on the RFR. XOX
commented that the inflation and interest rates have recently been increasing,
therefore the MCMCO s esti mat e i s hi gher t han submiss

historical rate s.

5.2.171  YTL commented that information for Chorus may not be relevant as DNB has a
different corporate structure with the Government involvement and this

influences the cost of debt.

Discussion

5.2.172  Altel, MyTV and Net20One accepted the MCMC's pre liminary WACC for 5G,
however DNB asserted that the WACC is too low while the mobile operators
submitted that the WACC is too high.

5.2.173  DNB disagreed with the MCMC's preliminary company -specific risk parameters 1
that is the beta and the debt risk premium. As regards the latter the MCMC had
used 0.4% in its preliminary estimate based on earlier benchmark information
provided by DNB. However, in its submission to the PI Paper DNB has clarified
that it did not consider that it had proposed the use of 0.4% as th e 5G debt
premium, and that DNB risks were such that the debt premium should be
significantly higher. DNB does not provide a recommended debt premium but

notes that the average debt premium for four of the mobile operators is 2.59%
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5.2.174

5.2.175

5.2.176

5.2.177

(from Table 16 of the Pl Paper), and that NBNCo's debt premium was set at

3.50% when it commenced operations in 2010.

The MCMC has reviewed the debt premium of NBNCo, an Australian Government
Business Enterprise responsible for building and operat ing the National
Broadban d Network. The relevant data in the spreadsheet referenced by DNB is
labelled "nominal rate of return" which is calculated by the addition of 3.50% to

the RFR. The MCMC noted that 3.50% is added to a RFR in every year in the
spreadsheet - thatis, 2008 or 2009 to 2021 or 2022. In other words, this value

is constant over time, applied not only in the early years of the company's
operations but also over a decade later. The MCMC also found that NBNCo held
no debt until 2015, with financing previously pr ovided by the Government.
NBNCo states in its 2022 Annual Report that its nominal weighted average cost

of issued and drawn debt as at 30 June 2022 is 2.47% and as at 30 June 2021

it was 2.79%.

Given these observations, together with the fact that it was not possible to find
any explanation or justification of the 3.50% assumption, the MCMC considers
that it is an inappropriate benchmark for the debt premium of a 5G wholesale

operator in Malaysia.

DNB also contends that investors face greater financial ris ks in 5G rollout funding
than investors do in backing fixed and mobile services. As such it considers that
WACC benchmarks based on Celcom, Digi, Maxis and TM are relevant, and

further that these provide an indication of a WACC floor value for DNB.

The ris ks identified by DNB encompass:

(a) The lack of examples of the successful adoption of a single wholesale network
elsewhere in the world which raises investors' expectations of risk when

compared with, for example, 4G services ;

(b) Demand side risk, with DNB havi ng no mechanism for directly stimulating

end -user demand ; and

(c) Risk of having to charge wholesale prices based on a per -Gbps consumed

basisratherthan DNB's ~ RAO which involves risk sharing with Access Seekers.
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5.2.178  However, CelcomDigi and Maxis argue that DNB 0 siskis considerably lower than
that of vertically integrated operators in a competitive market and hence

benchmarks based on listed local telecommunications companies are

inappropriate.

5.2.179 The MCMC agrees that DNB's guaranteed monopoly status, coupled with

engagement of a reputable vendor which will essentially build and operate the

the

network, would reduce investors' perceptions of risk. While the MCMC accepts

that DNB is subject to demand side risk, it is apparent that the extent of this

risk has been mi tigated by DNB's pricing approach. Effectively

it has

externalised some of the demand risk so that it is shared with Access Seekers.

For these reasons , the MCMC confirms its preliminary position that the beta and

gearing information of Celcom, Digi, Ma xis and TM should not be relied upon to

form the basis of a comparator sample for DNB.

MCMC6s Final Vi ews

5.2.180 The final WACC parameters to be applied for 5G services are shown in the

18 below. These parameters de liver a pre -tax WACC for 5G services of 4.99%.

Table 18 : WACC Parameters for 5G Services

Table

Parameter Value
Risk-free Rate 4.10%
Equity Risk Premium 5.99%
Debt premium 0.89%
Tax rate 24%
Gearing 100%
Beta N/A

Question 20 :

Do you have any comments on the proposed approach for estimating betas and gearing

for the infrastructure sharing sector?
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Submissions received

5.2.181  MyTV, Altel and Net20ne agreed with the proposed approach.

5.2.182  PPIT submitted that it agreed with the adoption of the unlevered (asset) beta of
the six Malaysian tower companies which should reasonably represent the
operating environment and systematic risks of other tower companies in
Malaysia. Further, PPIT commented that the unlevered beta is also consistent
with the Asia Pacific comparators. PPIT also agreed to the suggested gearing

ratio.

5.2.183 TM observed that the peer group for infrastructure sharing calculation is much
more sizeable than for fixed WACC calculation . TM commented that this is partly
due to a difference in approach by way of relaxing the need for peer group
members to be bas ed inthe Asia -Pacific region. TM further commented that the
MCMC is strict in the approach for the fixed WACC but lax in the approach for
the infrastructure sharing WACC.

5.2.184 U Mobile com mented that the approach adopted appears to be reasonable.

Discussion

5.2.185  Altel, MyTV, Net2One and U Mobile agreed with the MCMCO6sS propose

for estimating beta and gearing for the infrastructure sharing sector.

5.2.186 The MCMC disagreeswith TM&6s contention thathitsiapproacas been |
for the infrastructure sharing WACC while adopting a strict approach in respect
to the fixed WACC calculation. The basis for this criticism appears to be that the
MCMC relaxed the criterion that compara tor companies should be headquartered
in the Asia -Pacific region for infrastructure sharing , while not adopting the same

procedure for fixed comparator companies.

5.2.187 The MCMC has adopted a comprehensive , consistent and fully justifiable

approach to beta and g  earing estimation for the regulatory WACCs.
5.2.188  Firstly, the MCMC has considered relevant available data from the Malaysian

market. This included information obtained from operator data submissions,

supplemented by publicly available financial data from opera tor reports and
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financial briefings, and publicly available data from other sources such as

FT.com.

5.2.189  Secondly, in establishing a comparator sample the MCMC considers that regional

(Asia - Pacific) companies are most relevant in an assessment of relative risk .In
the first instance , the MCMC identified ten relevant Asia -Pacific companies for
its fixed sample and seven for its towers (infrastructure sharing) sample. The

MCMC then carefully examined information on each of the candidates for the

comparator sample  and discarded companies which clearly could not meet the

MCMCb6s stated criteria for sample inclusion. Thi
five of the fixed candidate companies and two of the towers candidate

companies.

5.2.190  Thirdly, the MCMC has undertaken c omparisons of estimates of beta and gearing
between the Asia -Pacific sample and the local market. The MCMC adopted this
same approach for fixed, mobile and towers services. The results of the towers

Asia- Pacific comparator sample are presented in Table 21 of the PI Paper .

5.2.191  However, the Malaysian towers market differs from the local fixed and mobile
markets in that there are no listed towers companies. As the MCMC noted in the
Pl Paper the Malaysian tower company, Edotco, is a subsidiary of Axiata.
E d ot cVBAZE is not directly observable as Axiata is a large listed entity which
owns telecommunications companies in Malaysia and other Asian markets. While
some information was provided by six Malaysian tower companies in data
submissions, the MCMC noted a wide range of values for beta and gearing ratios
(as illustrated in Table 22 of the Pl Paper ). The MCMC had particular concerns
about relatively high local gearing ratios, likely the results of the use of book
values for equity in the Malaysian ratios, whereas market value of equity is used

in all comparator samples.

5.2.192  Another related issue was that, with no Malaysian listed tower companies, there
was no reference point for the credit rating. Furthermore, a credit rating was
available for only one of the seven in itial Asia - Pacific candidate tower companies.
I n contrast, T M6 s credi't ratings served as a
comparator sample, and credit ratings were available for nine of the initial Asia -

Pacific candidate s fixed companies.
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5.2.193  Given the issue s with local and Asia -Pacific towers data, the MCMC sought to
inform its final estimate with analysis which made use of both the Asia - Pacific
sample and an extended sample encompassing a further five companies , four of
which had publicly available credit r atings .

5.2.194 The MCMC notes that PPIT supports use of data provided by the six Malaysian
tower companies , believing that it may reasonably reflect the operating
environment and systematic risks of other tower companies in Malaysia. The
MCMC notes thatithasc onsidered available local data in its approach but prefers
to rely upon results from an extended comparator sample for the reasons
summarised above.

MCMC6s Final Vi ews

5.2.195 The MCMC confirms its preliminary estimates of the beta and gearing for
infrastructure  sharing of 0.57 and 25.74% respectively.

Question 21:

Do you have any comments on the proposed approach for estimating the debt premium

for the infrastructure sharing sector?

Submissions received

5.2.196

5.2.197

5.2.198

Edotco commented that the MCMC did not explore or provide rationale for the
higher debt premium incurred by the Malaysian tower companies. The MCMC
merely adopted the median as the base case rather than the mean as the base

case. In the absence of detailed analysis, Edotco supported the mean as the

base case as it reflects the high risk faced by tower companies.

MyTV, Altel and Net2One agreed with the proposed approach.

PPIT commented that the debt premium of 1.59% may be conservative
considering the current volatile interest rate environment. PPIT highlighted that
there had been four 25 basis points rate hike on the OPR in 2022, with more
expected in the near future as the government continues to battle with rising

inflation. PPIT sought clarification whether the upward trend had been factored

into the model. PPIT commented that UOB research expects another 25bps rate
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hike in January 2023 after the Monetary Policy Committee meeting, followed by
another in March 2023 while RHB Investment Bank Research also expects
another 25 to 75 basis points hike inthe same year. Therefore, PPIT viewed that
the MCMC should revisit the debt premium to consider the expected future

movement in interest rate for the review period.

5.2.199 U Mobile commented that the approach adopted appears to be reasonable.

5.2.200 XOX suggestedto revi ew the average debt premiumds unus

its upper bound.

Discussion

5.2.201  Altel, MyTV, Net20ne and U Mobile agreed with the MCMCO&s proposce
for estimating an applicable debt premium for the infrastructure sharing sect or.
Edotcoand PPIT i ndi cated that the MCMC6s proposed deb:
may be too conservative, and XOX expressed concern about the high value of

the upper bound of the range of submitted values (3.50%).

5.2.202  The quantum of the debt premiu m is influenced by the credit or default risk of
individual companies. The MCMC notes that estimation of the debt premium for
towers is particularly challenging in the absence of local listed companies and a
reference credit rating for a Malaysian tower co mpany. As such , the MCMC has

relied completely upon information from responses to data requests.

52203 I n r esponse poinks alfdi thd volatile interest rate environment, it is
important to note that it is the RFR which reflects inflationary expectations . The
MCMC, in updating the RFR, has captured the most recent inflationary
expectations. The debt premium of an individual firm compensates lenders for
risk over and above the RFR. The business risk of a particular firm is typically
influenced by company - specific factors such as the level of gearing. The question
then becomes whether general market volatility has a material impact on the
firmds | evel o f Onbbalancen, ettee MCMJ corisiders that even if a
company has a relatively low level of gearin g it may still be exposed to increasing

business risk if interest rates are rising sharply.

5.2.204  Asrecommended by XOX, the MCMC has reviewed the upper bound of the range

of submitted values. Compared to the other observations this value appears to
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5.2.205

MCMC6

5.2.206

beanoutli er . The MCMCO6s use of the medi an

submitted values addresses this issue in the PI Paper .

Consistent with treatment of the debt premium for fixed and mobile services,

n

the MCMC has considered whether an increased spread would apply to

infrastructure sharing, given that actual data was submitted over six months

ago and in general debt premi um have risen over this time  -period. The MCMC

notes that its preliminary estimate of the debt premium for infrastructure
sharing companies was 1.59% which was close to the prevailing spread of 1.58
associated with A1/ A+ credit rating at that time. The current spread for this
credit rating is 1.80. The MCMC judges that it is reasonable to apply this value

in the WACC formula for infrastructu re sharing.

s Final Vi ews

The MCMC confirms that it has updated the debt premium for Infratructure

Sharing Services and will apply the value of 1.80% in the WACC estimate.

Question

22 :

Do you have any comment on the WACC estimate for infrastructure s haring?

Submissions received

5.2.207

CelcomDigi commented that the adjustments to the RFR and ERP mentioned
earlier indicated that the MCMCb6s WACC
too high and the more appropriate estimate should be 7.58% as indicated

Table 19 below:

Table 19:Pre -tax WACC Calculation by CelcomDigi

MCMC CelcomDigi
Risk-free Rate 4.09% 3.82%
Debt risk premium 1.59 % 1.59 %
Cost of Debt pre -tax 5.68 % 5.41 %
Cost of Deb t post -tax 4.32 % 411 %
Equity Risk Premium 5.99% 4.41%

f
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MCMC CelcomDigi
Levered beta (equity 0.57 0.57
beta)
Cost of Equity pre -tax 9.87 % 8.33 %
Cost of Equity post - 7.50 % 6.33 %
tax
Gearing 25.74 % 2574 %
Post-tax WACC 6.68 % 5.76 %
Marginal rate of tax 24.0% 24.0 %
Pre -tax WACC 8.79 % 7.58 %
Nominal
Difference -1.21 %

5.2.208  Edotco submitted that it is supportive to use mean rather than median for debt
premium. Edotco commented that the debt premium for WACC should be 1.83%
rather than 1.59%. This would increase the c ost of debt in base case WACC in
Table 24 of the Pl Paper from 4.09% to 5.92%.

5.2.209 Maxis proposed changes to the RFR and ERP. The proposed WACC for

infrastructure sharing are as per Table 20 as follows:

Table 20 : Proposed WACC for Infrastructure Sharing Services by Maxis

WACC parameters for Maxis 6 proposed
) MCMC 6 sralues
Infrastructure Sharing values
Risk-free Rate 4.09% 3.80%
Equity Risk Premium 5.99% 4.24%
WACC 1 pre tax 8.77% 7.46%

5.2.210 MyTV, Altel and Net20One agreed with the calculation of WACC for the service.

5.2.211 PPIT submitted that the WACC of 8.77% is too conservative and is not

appropriate to be applied for the review period. PPIT highlighted that the WACC
set in the 2017 review was 12.11 %, which is significantly higher than the
MCMC6s proposed 8. 77 %. PPI'T believed this

adjusted and normalize the parameters used in the calculation of WACC, as
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raised in the above sections. PPIT proposed for the MCMC to revisit t he WACC

value of 8.77% based on PPI T6s comments on the F

5.2.212 U Mobile commented that the low case looks more robust, given that it is based
on median values in a sample that is riven with outliers. This gives 8.25%,
comparedto 8.77% i nthe base case where both are significantly lower than the

previous Pl (10.08%). U Mobile recommended for the low case to be used.

5.2.213  XOX proposed to incorporate an updated projection on the RFR. XOX commented
that the inflation and interest rates have rece ntly beenincreasing, therefore the

MCMCb6s esti mat e ithe ddta bgskdeon histolical mates.

Discussion

5.2.214  Altel, MyTV, and Net20One supported the MCMCdéds proposed WACC
the infrastructure sharing sector. XOX proposed an update of the RFR, which the

MCMC has now undertaken.

5.2.215 CelcomDigi, Maxis, and U Mobile proposed a lower WACC. In the case of
CelcomDigi and Maxis , this was based on lower common parameters (the RFR
and ERP). In this regard , the MCMCd&s deci sion and the reasons
been discussed. U Mobile prefers the MEMCOSs I o
grounds that the sample has outliers and so median values of parameters should
be applied . The MCMC notes that while the low case WACC pres ented in the PI
Paper used the median gearing and asset beta of the comparator sample, it also
applied a lower debt premium of 0.64% which was in fact the lower bound of
the range of submitted values. The base case applied the median debt premium

in order to correct for outliers.

5.2.216  Finally, Edotco supports a higher WACC on the basis that the mean debt
premium should be applied in preference to the median. For the reasons outlined
above the MCMC has opted to update the debt premium using as a reference

point s preads on bonds with an A1/ A+ credit rating

MCMC6s Final Vi ews

5.2.217 The MCMC confirms that the only change s to the preliminary infrastructure
sharing WACC are driven by an updated RFR and debt premium . The final
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parameters are confirmed in the Table 21 below. These parameters deliver a pre -

tax WACC for infrastructure sharing services of 8.84%.

Table 21 :WACC parameters for Infrastructure Sharing Services

Parameter Value
Risk-free Rate 4.10%
Equity Risk Premium 5.99%
Debt premium 1.80%
Tax rate 24%
Gearing 25.74%
Beta 0.57
Question 23
Do you have any comments on the WACC estimate for DTTB Multiplexing Service ?

Submissions received

5.2.218 MyTV accepted the proposed calculation of WACC as the s tandard approach to
cover financing cost for the provision of service. MyTV commented that although
MyTV is internally financed by its shareholders, there is high possibility that

My TV may require external borrowings in the near future.

5.2.219 XOX proposed to in corporate an updated projection on the RFR. XOX
commented that the inflation and interest rates have recently been increasing,
therefore the MCMCO s esti mat e i s hi gher t han submiss
historical rates.

Discussion
5.2.220  In response to XOX, the MCMC confirms thatthe  RFR has been updated.
5.2.221 No objections wer e received on the MCMCO&s proposed WAC

value of 22% and asset beta of 0.32 for DTTB services. The re -levered equity

beta of 0.42 will therefore be used in the final DTTB WACC calcu lation.
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5.2.222  Similarly, no submissions were made in relation to the debt risk premium for

DTTB services. The MCMC therefore confirms its initial proposal which was to

adopt the same debt premium as has been used for the fixed sector

1.02% inthe PI Paper, but has been updated now to 1.19%

MCMCb6s Final Vi

5.2.223  The final parameters to be used in the DTTB WACC are shown in the

below . These parameters deliver a pre

e wWs

T that was

Table 22

-tax WACC for the DTTB service of 7.94%.

Table 22 :WACC Parameters for DTT Multiplexing Service

Parameter Value
Risk-free Rate 4.10%
Equity Risk Premium 5.99%
Debt premium 1.19%
Tax rate 24%
Gearing 22.35%
Beta 0.42
5.3. MC MC 6Fnal View s
5.3.1 As a result of the revision s to a number of the parameters as proposed by the
respondents to the Pl Paper , the rates of WACC that will be used by the MCMC
for calculating the costs of the services in the Access List are as shown in Table
23 below.
Table 23 :Final WACC Rates
Fixed Mobile 5G Infrastructure DTT
sharing Multiplexing
WACC 8.93% 9.24% 4.99% 8.84% 7.94%
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6. Fixed Services

6.1. Fixed Services Cost Model

The MCMC develop ed a single fixed network cost model using t he LRIC+ methodology to

assess the cost s of providing the fixed services in the Access List. The model was based

on a network operator with similar scope and scale tothatof TM. A form of the cost model
with all commercially confidential data removed wa s made available on request to
interested licensees during the Pl period.

Part D of the Pl Paper dealt with the fixed services. Section 16 provided a list of the
services from the Access List which were costed in the model. It set s out the steps which
the modelling process followed dealing with service demand and traffic, network
dimensioning, network costing, service cos ting and model reconciliation. Section 17

presented the MCMC&s proposed prices for the fixed se

6.2. Summary of  Submissions  Recei ved

Question 24:

Do you have any comments on the approach adopted for the fixed model?

Submissions received

6.2.1 With regard to Duct and Manhole Access, CelcomDigi considers that on balance,
using a LRIC -based approach to cost calculation is necessary to give an Access
Provider incentive to build out ducts and manholes with spare capacity for Access
Seekers. However, there is a competitive incentive for an Access Provider not to
provide spare capacity in its network build, thereby creating a bottleneck for its
competitors. It is therefore necessary for the regulator to be vigilant in ensuring
that an Access Provider does not act in an anti -competitive manner. CelcomDigi
urges the MCMC to ensure that Access Providers do, in fact, make provision,

without exceptio n, for ducts and manholes to be used by Access Seekers.

6.2.2 A further matter that affects the market for duct and manhole access and its
overall efficient functioning is the lack of comprehensive and centrally available
online records on the location and avail ability of ducts and manholes on the part

of some Access Providers. To some extent, this is a function of the age of the
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6.2.3

6.2.4

6.2.5

6.2.6

6.2.7

ducts involved which were originally recorded on redline diagrams stored and
maintained locally. In some cases, the issue may even be a problem for the
Access Providerés administration and wuse
this, CelcomDigi proposes that the matter be facilitated by the MCMC and the

provision of current information online is imposed as a regulatory condition on

Access Providers.

Fibrecomm submitted that the approach taken by the MCMC to calculate costs
is too low and does not reflect the situation faced by Fibrecomm. Fibrecomm

fears that the company will not be able to run a viable business due to the
increasing ¢ osts as well as ongoing requirements to maintain a non -typical
infrastructure. Fibrecomm also noted that additional costs, such as third - party
charges by infrastructure owners for compliance to industry safety requirements

have been neglected from the calc ulations.

Maxis provided comments covering the following key areas:

(a) Key calculations are carried out prior to input, not in the model that has been
shared;

(b) Transparency of customer volumes;

(c) Routing factors;

(d) Core and access duct split;

(e) USP;

(f) Taxation;an d

(g) Redacted data.

Maxis pointed out that the model documentation is not comprehensive. Maxis
expressed its concern that much of the calculation that is relevant to deriving
the costs have been carried out in preparing the input values which is not visible

to them.

For physical access prices and for the access network, input unit capital costs
are converted into an annual capital charge using the tilted annuity formula
The annual operating costs are a percentage of the capital costs. Volumes are

cancel led during the calculation of these unit costs and considered not relevant.
Once the complexity of the model is removed, the annual unit cost of each

element is simply calculated as below, inflated by the input annual cost inflation

rate for the relevant network element:
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6.2.8

6.2.9

6.2.10

6.2.11

6.2.12

6.2.13

6.2.14

Unit capital cost  x(annuity factor+operating cost %)x(1+over head markup %)

X(1+USP markup %)

Maxis is of the view that the model could be greatly simplified to make the above
formula obvious to users and to eliminate redundant intermediate steps in the

calculation.

Cost inflation and asset lifetimes are assumpti ons directly input into the model
but unit capital costs and unit operating costs cannot be simply derived and must
have been modelled separately from base input data prior to input. The overhead

mark -up percentage must also be the output from another mode I

For example, to derive unit capital cost per metre of duct, Maxis expects that
there must be a model that would include factors like labour rates per hour,
grades of labour used, transport costs, costs of licences needed to carry out the
construction w ork, time taken to install a duct in different locations, location

mix, materials costs, and absorption rates for direct and indirect overheads.

Maxis requested that the MCMC shares such models with stakeholders for
comment on the formula and input sourc es used in future MSAP consultations.
Without such an assessment of these models the consultation on the price
setting methodology will be incomplete, given that consultation is aimed to

improve competition to benefit the consumer.

Maxis thanks the MCMC for addressing their earlier concerns of using dummy

numbers, with the true data servicesd forecast
These were later provided and now appear to be a reasonable order of

magnitude figures; for example, the forecast for nationa | leased lines for 1Mbps

to 1Gbps is now 12,000, not 10 as in the earlier version of the model.

However, Maxis understands that the historic volume data is specific to TM and

is therefore reasonable to redact. Maxis also notes that the forecast data is fr om
the MCMC and therefore would not be commercially confidential. Maxis therefore
requested that the MCMC share these forecasts or explain why the forecasts for

these volumes would be confidential, when the HSBB and calls forecast volumes

are not.

Maxis un derstands that the routing factors are not redacted and those that are

shown are actually used in the calculation. Following provision of Maxis feedback
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to the MCMC on the routing factors, the MCMC made some changes in the
revised models. However, Maxis st ill do not fully understand how these factors
were derived and think that some of them may still be incorrect, particularly for
transmission services. Maxis requested that the methodology for the derivation

of therout ing factors, which are material to the ¢ alculation of costs of all services
using the aggregation and core network are documented and shared with

stakeholders.

6.2.15 Maxis have expected leased lines services to have identical core or aggregation
routing factor to those for End-to-End and Trunk Transmi ssion, with the
differences between the services lying in the access element i.e. End-to-End

Transmission, leased lines and Trunk Transmission should have the same routing
factors across the core or aggregation network, and be differentiated only by

havin g the costs of two, one and zero access lines respectively.

6.2.16 However, in the costing model the End -to-End Transmission Service  and Trunk
Transmission Services received double factors for certain equipment on the edge
ofthecore( Net wor k Pr ovi NREO JaBddgeg & AiPr ovi d €PEOEdge ( f
whilst the leased lines receive a single factor. In the response to the queries
received from stakeholders early January 2023 , the MCMC stated that the End -
to-End Transmission Service and Trunk Transmission Service use ag gregation
and Edge routers ( BRO )twice as much as leased line services. However, Maxis

claimed that this was ~ not consistent with  their understanding.

6.2.17 Additionally, in the MCMC®6 s i fixédt cost| model , the submarine cable
appeared particula r |y anomal ous. Foll owing Maxi s6 feedba
in the MCMC6s revised modeltse. MGMWGWesy ereviisned model ,
fall ocation factorso are now 0.18 for a circuit
for end -to-end up to 1Gbps where it is stil | 0) and 0.29 for a circuit with a
submarine cable. Maxis highlighted during a meeting with the MCMC that the

routing factors require revision.

6.2.18 However, Maxis do es not understand why the factor would not be 1 for a circuit
with a submarine cable and 0 otherwise. The new factors would attribute too
much cost to most transmission circuits without submarine cable and too little
to those with a submarine cable. Maxis would like the MCMC to correct these

attribution factors.
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6.2.19 Although the unit costs for the duct access pri ce is calculated independently of
volumes, the treatment of duct in access services is volume dependent. The total
duct |l ength is split between core (fAtransporto)
ino) duct and the |l engths ar e msdervedmalbovedod by t he

give total costs.

6.2.20 The MCMC stated that Afall ocating 82% of the tota
network is consistent with thePlBapdraatpagedd i ded by
but also runs a fAtest caseod0 wherrutedbeaweeshuct cost
access and core on the grounds that PlPapsr fiseems
at page 81. In fact, both the 82% and 50% assumptions appear very low. Maxis
provided feedback to  the MCMC on this point, and in the revised models, the
proport ion of shared duct was updated to be 93%. Whil st Maxis believes that
the 93% assumption to be more appropriate, Maxis stated that it now potentially

overstates the portion of duct to be allocated to the access network.

6.2.21 Maxis, therefore, proposes that the M CMC revises its assumption of the

proportion of access duct to 88%.

6.2.22 As di scussed i n Maqguéssod 10y Masissopposter the removal of
USP contribution costs as being a more appropriate approach than including the
subsidy costs but not the impa ct on assets. However, Maxis believes that due to
the high level of historic USP funding for fixed services, this still leads to a
significant overstatement of asset values. The same argument would apply to
other government types of funding for TM. The amo unt is substantial and Maxis
considers that the actual value of the USP subsidy for a typical operator should

be modelled and offset against the capital values in the model.

6.2.23 This is common practice in other regulatory juri
treat ment of Buil dBDUKODi graakt s UKwliifich are very
naturetothe Nat i onal Fiberisation aNRCP&)sroresluce i vi ty Pl
the value of the network in line with the grants received. Maxis provided
i nformation onpiU&K@rsamBmdKand Of combés treat ment o]

cost model to support its view.
6.2.24 Maxis commented that Malaysia offers significant tax deferrals for some capital

investment projects of national and strategic importance involving heavy capital

investment and h  igh technology, alongside other tax incentives and investment
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6.2.25

6.2.26

6.2.27

6.2.28

6.2.29

all owances. Maxis pointed out TM6és deferred

to tax deferrals from TMés 2021 statutory
economic regulators (for example Of gem, Ofwat and the CAA in the UK) take
this tax effect into account. Some telecom regulators have also taken this tax

effect into account .2

By not taking this effect into account, Maxis submitted that the MCMC is
implicitly assuming that tax is paid in the year to which it relates at the statutory
rate and not deferred, thus, this approach is not consistent with the economic

reality.

Maxis also highlighted that a more appropriate approach would be to incorporate

a tax expense that consists of current tax pa yable plus a deferred tax component

to reflect the depreciation timing difference. A deferred tax asset or liability is

then recorded in the accounting balance sheet. The MCMC could then model the
tax provision either on a pre -tax or post -tax WACC basis. M axis expects that

these tax deferrals would also be expected to apply to DNB.

Maxis provided information on investment incentives that will permanently

reduce the tax costs payable by an operator in its official Pl submission and
enlightened that these co st reductions should be taken into account in the
MCMC6s cost model

In the revised models, the MCMC updated the calculation of overheads for fixed
services to include an operating cost overhead to account for indirect network

costs. This overhead is set a  t an extremely high level 3, and Maxis highlighted
that the MCMC have not provided any details of how this percentage is

calculated.

Maxis asked that the MCMC conducts a review of this calculation to ensure that
it has not double -counted costs already inclu  ded as part of the direct operating
costs or business overheads and provides full details of this review and how the

operating cost overhead has been calculated in its Pl Paper .

2 Fibre regulation emerg ing views: Technical Paper, Commerce Commission New Zealand, 21 May 2019,

Chapter 8.

% In the revised m odel, the value provided is 87.1% which is stated to be within 20% of the true value. Maxis
pointed outthata  value of even 67.1% is extremely high.
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6.2.30 With regards to  FDA, Maxis supports the MCMOAMaxsdj ust mer
subm itted that it is not appropriate for the efficient operator to recover the costs
of assets that are fully depreciated, as their costs have already been recovered
over the useful economic lifetime of these assets. This is in line with standard

international regulatory practice .4

6.2.31 On the network assumptions and cost data, Maxis stated that it was difficult to
assess and validate the redacted data and assumptions used by the MCMC in

the MCMCO6s initial fixed cost mo d e |

6.2.32 Maxis thanked the MCMC for releasing a ran ge of data for fixed model so that
they ¢ ould review and comment on whether the values of these are appropriate.
The data released show the high costs and unnecessary network elements in

i ncumbent fixed operatoro6s original dat a.

6.2.33 Maxis appreciates the MCMC for revising the cost data for Optical Distribution
Frame , Lead -in Duct , Mainline Duct , Lead -in Manhole , Mainline Duct , EPE 1G,
EPE 10G, EPE Chassis , Transport Manhole  and HSBB BTU Installation Cost  , which

is now more in line with the current industry practices and vendor prices.

6.2.34 However, Maxis also proposed further changes to the network assumptions and
cost data used for fixed services cost model to reflect the current industry
practices and vendor  prices to ensure that Access Providers are not overcharging
the Access Seekers. Maxis proposed further changes to the estimates for the

network assumptions and cost data in the fixed cost model to support this view.

6.2.35 Maxis also particularly noted that the c osts for exchange and technical buildings
appear extremely high and understood that TM is currently significantly reducing
its number of exchanges. Therefore, TM may not be using them for solely the
provision of wholesale services. Maxis provided additiona I information in the UK
about Ofcomés requirement on the allocation of s
suggested that the MCMC consider allocating only a proportion of exchange and
technical building costs to the regulated MSAP services by taking account o f
space used for other non  -wholesale purposes and vacant space in exchange

buildings.

4 Analysys Mason, Report for Nkom, Modelling the costs of copper networks in the Norwegian context, 15
December 2017, Section 5
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6.2.36 Finally, Maxis thanked the MCMC for revisingthe = Wholesale Local Leased Circuit
( WLLC 0 ) installation, Trunk Transmission installation and End-to-End
Transmissioninsta | | ati on costs based on the MNOO6s feedt
highlighted some concerns with the installation cost proposed by the MCMC in

the current Pl Paper for HSBB Network Services.

6.2.37 TM submitted its responses on demand modelling, OPEX modelling, CAPEX

mod elling and network modelling for all the fixed services that it deploys.

Demand Modelling

6.2.38 TM pointed out incorrect mapping of the submission for its transmission lines.
TM notes that s edeneandachtegariés havéiiesn mapped onto t he

three servic es modelled for WLLC over fibre.

6.2.39 TM emphasized thatthesethree service groups are not provided using regulated
WLLC services and that they should be categorized as commercial services. TM
submitted that the three services should not therefore be u sed to simulate the

characteristics of WLLC services.

6.2.40 TM also expressed its grave concern about how much the busy -hour Mbit/s
forecast has significantly increased across all modelled services between the
draft v5 fixed model and the revised v6 fixed model p rovided by the MCMC i.e.

for broadband services and transmission services.

6.2.41 In 2022, a total of 31,282Gbit/s is now assumed to be required in the core
network inthebusy -hour whil st TM&és actual throughput i s
modelled Mbit/s in 2022.

6.2.42 TM is already concerned that the model only assumes recovery of a low level of
cost, far below the actual costs that TM experiences in the real world. However,
the model assumes a far higher broadband Mbit/s than TM is observing in
practice and thereforeth e modelled cost per Mbit/s used to set a price per Mbit/s
will be far too low. As a result, TM cannot hope to even achieve the cost recovery
that the revised v6 fixed model allows, as TM cannot sell the volume of Mbit/s

that this model assumes the network will carry.

6.2.43 TM further stated that the MCMC cannot naively accept demand forecasts from

other operators as TM is the main provider of fixed broadband service in the
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mar ket (both retail and wholesale basis). Al so,
standard of quality and TM has provided the actual traffic statistics on its
network. TM stated that this should be used to calibrate the model . Using higher

traffic than what is being utilised will result in severe losses to TM.

6.2.44 TM sub mitted that the Mbit/s forecast is driven by the assumed contention
ratios. The draft v5 fixed model assumed a contention ratio of 50:1 for all
broadband services whilst the revised v6 fixed model reduced the contention
ratio for sub -100Mbit/s fibre or Very-high -bit -rate Digital Subscriber Line
( YIDSL 0 )services to 20. This has a massive impact on the modelled network,
flooding the core with broadband Mbit/s throughput and significantly reducing
the modelled cost per Mbit/s. This gives a blended -average con tention ratio of

approximately 33

6.2.45 In November 2022, TM provided data demonstrating the assumed contention
ratio experienced by Malaysian subscribers on its network where the value
provided wa s relatively a stable measure. T MO s act
volumes of copper, VDSL and fibre services. TM is of the view that the MCMC
should therefore use this evidence provided by TM to set a reasonable contention

ratio for the final model.

6.2.46 Given th at TM carries a large proportion of the wholesale broadband traffic in

Malaysia, TM also noted its observation that other Access Seekers are also

utilising average contention ratios which are sl ightly | ower than TM6s
contention ratio provided by TM in November 2022.
6.2.47 Therefore, TM concluded that the MCMC6s assumed contention rat

aligned to actual data of TM as well as Access Seekers. Similar to TM, most

Access Seekers are also offering speeds of between 30Mbit/s and 800Mbit/s.

6.2.48 T M6 s psedofgrecast (derived by adjusting the contention ratios) recognises
TM6 s 2basy Bour Mbit/s actuals as a starting point, growth in the forecast
busy hour Mbit/s over the modelling period that follows a similar trend to the

past growth

6.2.49 TM provided comm ents on excessive busy -hour Mbit/s assumed in the core

network for transmission services, as follows:
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(&) In a stakeholder meeting, it was indicated that the Mbit/s per line for the
Transmission Services is based on the midpoint of the speed range for the
servi c e. For example, the assumed Mbit/s per |
line wusing 1Mbit/s to 1Gbit/s Ethernet acces:
500Mbit/s). A comment was made that actual Mbit/s data on these services
was unavailable to the MCMC. This com ment was incorrect as forecast s of
both transmission lines/circuits and Mbit/s for a number of different

transmission services  were previously  submitted by TM in May 2022;

(b) TM provided the comparison of the total transmission busy -hour Mbit/s
forecast subm itted by TM in May 2022 and the total in the revised v6 fixed
model. TM submitted that the forecast in the revised v6 fixed model is
significantly above TM&s o wor the pariodi2@3 i ton, espe.
2025 (the forthcoming regulatory period);

(c) The d ata provided in the May 2022 submission allows a Mbit/s per line for
separate services to be calculated using actual historical data. TM ha s
calculated the actual Mbit/s per line in 2021 for the modelled services where
it can, using the appropriate categor ies i.e., the TM service (or services)
whose lines were mapped onto the modelled services. A comparison of the
values assumed in the revised v6 fixed model and the actual average for
2021 was submitted to the MCMC. TM opined that the actuals can differ
greatly from the MCMCés assumed val uethe MOMCgouallayve st e d
the revisions based on the actual data it provided where all of these values

should be taken together as a package of inputs. TM additionally submitted

the adjusted mapping for its wholesa le leased line services; and

(d The most significant difference is for the fNa
to 1GMbit/s Ethernet accessoO service, where th
the MCMC (500Mbit/s) is greater than the actual Mbit/s per line, leading t o]

a significant overestimate of the Mbit/s required for that service. T™M
highlighted that the MCMC should use the evidence provided by TM to

improve the assumptions in the model to reflect the actual levels of

transmission Mbit/s purchased by other operato rs over TMOds networ k.

6.2.50 Finally, for its input on demand modelling, TM noted that the model assumes
excessive assumpti on of finoti onal demando wh e
10finoti onal 6 connections for a service in the ab
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TM notes that only one notional connection is actually required for the cost

allocation, and some of the services have very high Mbit/s requirements per line.

OPEX Modelling

6.2.51 The estimated split of business overheads between network/wholesale and retail
is cost -based. Other costs include outpayments and bad debt, which are out of
scope in the context of the cost model and also should not attribute business

overheads.

6.2.52 TM has reviewed the total OPEX in the revised v6 fixed model which captures
the direct network OPEX, ind irect OPEX (OPEX overhead), common network
OPEX, business overhead @ OPEX, USP or licence mark -up on OPEX (this is
effectively only for licences in the revised model, given that the USP component

has been de -activated erroneously).

6.2.53 When compared to the submitted top -down information, TM is disappointed to
see that large efficiency adjustments still appear to be made to the cost base.
Assuming that the direct network OPEX, indirect OPEX (OPEX overhead), and
common network  OPEX are network costs and the remaining are network -
attributable over heads, the modelled costs for 2022 onwards show a large

decline compared to TM6és thi2Rr.oric costs for 201F¢

6.2.54 TM further elaborated the three operating cost categories in related to network
(direct and indirect), network attributable overheads and wh olesale customer -

related to support its claim.

6.2.55 For network (direct and indirect) costs, TM commented on the presentation
accompanying the revised v6 fixed model which indicated that direct OPEX is
intended to capture maintenance and equipment energy costs whilst indirect
OPEX accounts for the rental of vehicles/buildings required to operate the
network, staff costs (salaries, medical insurance, provident funds), consultancy

and outsourcing.

6.2.56 In November 2022, TM provided the MCMC with a very detailed b reakdown of
its operating costs for the years 2019, 2020 and 2021. This enabled TM to give
the MCMC a comprehensive and complete insight into

reconciled back to its published financial statements.
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6.2.57 TM commented that these correspo nd to categories in-dowMbés netw
OPEX breakdown. If aggregated and compared to the modelled network OPEX
on a like -for -like basis, both direct and indirect are assumed to have a certain
l evel of reduction in the model asonopedthadad t o T MG
there is still some difference between the categories that are deemed allowable
by the MCMC and the modelled costs.

6.2.58 TM notes that several of these categories are unlikely to be reducible. For
example, electricity costs are unlikely to fall from 2021 levels, especially given

the recent significant increases in energy tariffs.

6.2.59 Similarly, TM outsources many maintenance contracts using competitive
tendering processes. TM has compiled evidence of these contracts which has
been appended ficiabPl Jubhdission dofjustify that the contracts are
efficiently priced. TM strongly highlighted that it is unreasonable for the MCMC
to assume TM can break existing contracts and negotiate lower rates unilaterally.
Given the considerations above, TM insist s that the MCMC calibrates direct OPEX
to TMO6s |l evels without taking unjustified redu

reducible in reality.

6.2.60 TM is also concerned that the following significant top -down network cost
categories appear to be ignored entirely in t erms of the OPEX reconciliation:
(@) Network Operation Centre (fNOC0);
(b) Network -related research and development ( R&D 0 )
(c) Staff costs: Other benefits;
(d) Staff costs: Bonus;
(e) Cable maintenance; and

(f) Other costs which include staff communication costs.

6.2.61 TM urges that the MCMC includes the NOC cost within the model using an
appropriate common network asset or the indirect OPEX mark -up. In the event
that the MCMC disagrees with TM that this OPEX is already captured i.e. as the
Al T.systemso asset, T Munaceeptable aissthe tirimualt OPREX®f | s
the Al T.systemsd asset which is RM20 million in
TM6és NIPEX Therefore, TM finds it impossible that the NOC costs are

currently included in the model.
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6.2.62

6.2.63

6.2.64

6.2.65

6.2.66

6.2.67

6.2.68

TM also wishes to clarify that the NOC costs provided include staff costs and that
these staff costs categories were not captured in the November 2022
submission.

For the NOC cost category provided in the November submission for the years
2019 to 2021, approximately 75% is staff costs for the NOC (covering salary,
EPF, SOCSO, medical care, overtime and allowances), 10% is electricity costs

and another 10% is rent al costs.

Therefore, TM strongly recommends that either the OPEX for the IT.systems
asset is significantly increased to reflect NOC OPEX or a separate asset called
NOC is modelled and these costs included. Additionally, TM provided a summary

document of the NOC facilities in its official Pl submission.

TM alsoin sisted that network R&D costs  should be considered in the cost model
if the MCMC desires for Malaysia to have world -leading networks and services
for its population as an effective R&D function is required to help achieve that

goal. TM recommend s that this co st is included within the derivation of the
indirect OPEX mark -up. TM provided a list of its R&D activities that have been
undertaken since 2020 in its official PI submission to justify its input on network

R&D costs.

TM noted that the MCMC is undertaking an unreasonably aggressive position as
staff bonuses are not included in the OPEX calibration. TM commented that it is
certainly not offering executive staff remuneration that can be deemed excessive

in the context of other Malaysian companies, and therefo re these costs are not

inefficient and should be allowable.

TM does not believe that the MCMC has considered the other staff costs in the
revised v6 fixed model. During the period 2019 to 2021, this cost category

comprised of staff allowances, medical care and overtime as well as travel costs.

TM provided the outcome of a study with a reputable HR consultancy in 2020
where it is found that the 3 to 4 month benefits  offered to non -executives are
at-market rates and recommended no adjustments were required. The study
indicated that it is a market practice in Malaysia to provide such benefits and
that these allowances are provided for non - executive staff, including for the cost

of living (e.g., financial support for the higher cost of living in urban areas), as

well as other domestic and travel allowances.
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6.2.69 TM also brought in a specific allowance related to the C ovid - 19 pandemic, since
parts of the TM workforce were deemed critical workers and had to interact with
the population at closer quarters. TM considers that these allowances and other
benefits are what a reasonably efficient operator (and particularly a company
like TM that has GLC responsibilities) would offer to facilitate health protection
and financial support to the workforce and ensure that the staff are satisfied and

incentivised as far as possible.

6.2.70 As aresul t, TMis of the view that the MCMC should consider that these benefits
and allowances are reasonable in the context of Malaysia and should not be
excluded from a reasonably efficient cost base. TM reiterated the need to provide
competitive remuneration to attract and retain the talent necessary to run a
leading -edge network and innovate. TM further stated that as a GLC, TM also
shares the burden with the Government to support gainful employment in this

challenging period of high inflation.

6.2.71 With regards to the MCMC6s statement about the | evel of
and overall asset values in Section 7.9 of the Pl Paper , TM submitted that there
are currently several divergences in the modelled cost base and, as of yet, the
MCMC has not explained them. TM opine d that if an adequate explanation is not
provided on the divergence between TM actuals and modelled output, then the

divergence must be reduced or removed by adjusting the modelled output.

6.2.72 TM urge d the MCMC to reflect the wholesale customer -related costin  the model,
as this cost did not seem to be captured at all. TM has substantial wholesale
activities (to the benefit of Access Seekers in Malaysia) and should be allowed
to recover the costs of providing these wholesale activities to wholesale
customers f or the wholesale services that it sells. This is entirely consistent with

the principle of cost causation.

6.2.73 It should also be noted that wholesale customer -related expenses are incurred
by TM to support the various obligations that the MCMC directs as part of the
MSA Determination. It is inconsistent where on one hand, the MCMC wants
Access Providers to improve on the wholesale standards, responsiveness and

SLAs but does not allow the necessary wholesale -related costs to be captured.

6.2.74 TM recommend ed that the OPEX of an asset included within the common

network mark -up be increased to adequately reflect the costs incurred by TM.

117



6.2.75 TM recommend ed that the modelling of business overheads is revised so that

the overhead mark -up is applied to all costs, including indirect costs. TM also

noted that the MCMC&6s i nclusion in its deriv-agis$on of t
unclear. TM also commented that the current mark -up is barely recovering the
categories included in the derivation of the mark -up i.e. vehicles, management

and professional services, bank commissions, utilities, office supplies and

maintenance and employee salaries.

6.2.76 TM noted that the revised v6 fix ed model is producing significantly less overhead
OPEXattri butable to the network thandowndata.be deri v
TMés overhead costs that are attributable to th
comprises of donation to Yayasan Telekom Malaysia ( TMb6 s schol ar shi
programme), R&D (corporate related), sponsorship or corporate social
responsibility and general staff training. TM is of the view that these overhead
costs are unique to TM as a GLC as the costs r €

which con tributes to the wider economy.

6.2.77 TMobservedthat in the model, the business overhead mark -up hasbeen applied
to the network  CAPEX and direct OPEX but not to the indirect OPEX. This is not
consistent with how business overheads are derived in the models built in other
countries, where a mark  -up for these costs is usually applied as the final stage

on top of all costs.

6.2.78 TM recommends that the modelling of business overheads is revised so that the
overhead mark -up is applied to all costs, including indirect costs. TM also noted
that the top -down categories included by the MCMC in its derivation of the
overhea d mark -up is unclear as the current mark -up barely covers the
categories such as vehicles, management and professional services, bank

commissions, utilities, office supplies and maintenance and employee salaries.

6.2.79 TM provided details of the above categorie s excluding employee salaries for
2021 as comparison t o t h-attribotabte ®lerthead REXd wb 0 k

justify its remark.

6.2.80 TM further commented that the MCMC did not capture TMés two
overhead OPEXcat egories in TMO6s owhich éneompassesoost base
employee costs and other support and maintenance costs. TM stated that the

two costs are corporate  -related and as such, a portion should be recoverable by
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the network part of T M0 s -attbhutablenoeeshsadsa/ss anet wor k
conseq uence, TM should not be assumed to be able to recover the costs of any

corporate -related staff or maintenance through its network functions.

6.2.81 The MCMC has set the mark -up for USP to zero in the revised v6 fixed model,
having been 6% in the draft v5 fixed mo del. In the January briefing presentation,
it is justified on the basis that the AUSP | evy
of fset by the receipt of USP fundso. TM strongly

6.2.82 TM provided correspondences from the MCMC receiv ed in Q3 2022 which
indicates that TM will not be able to offset the levy through the receipt of USP
funds over the next few years. TM highlighted that only the mobile operators
are able to claw back investments from JENDELA ( Jalinan Digital Negara 0)
usin g USP funds. Therefore, TM requested that the final fixed model has the

mark -up restored to the value assumed in the draft v5 fixed model.

6.2.83 TM observed that not all modelled overhead costs have been included in the
passive access cost calculations. For example, the calculation of the costs related
to pole assets used total annual cost, marked up for business overheads and
USP. Total annual cost includes CAPEX and direct OPEX but not indirect OPEX
and common network costs. TM submitted that the two costs should also be

recoverable b y these services, as they are also network -related overhead costs.

6.2.84 TM provided correction of multiple formula on its worksheet in relation to the
calculation of the passive access costs which appears to be underestimated, at

present.

CAPEX Modelling

6.2.85 TM also commented on the remaining shortcomings in the FDA adjustment. TM
acknowledged the approach taken by the MCMC which is now closer to the best

practice applied in  EU Member States.

6.2.86 However, TM is also perplexed as to why the MCMC has not i mplsemented

data for all categories since this data reflect the actual proportion of FDAs

present in the network as of late 2022. Specifically, TM noted that the MCMC did
not use the dat a provided by TM to adjust the copper and access Civil Works
(ACWOQ) assetcategori es but instead use values document

Strategies assumptiono.
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6.2.87 Based on clarification provided by the MCMC in a meeting with the industry , it
was indicated that the assumption for the Aacces
a comparison wit h top -down data. This does not make sense to TM since the
proportion provided by TM (75%) automatically e

top -down data.

6.2.88 TM also recommended that no adjustment is applied to the fibre category,
however, the MCMC has used the pro portion derived from TMds dze
guestions this assumption, since good practice in other countries (and
recommended by the EC) has been to reflect the replacement cost of fibre
network assets and make no adjustment for FDA since fibre networks are still

relatively new.

6.2.89 In the revised v6 fixed model, TMis not clear about costing assumptions on fibre
feeder cables used for copper cabinets . If this is a justification f or why fibre
should have FDAs removed, then it is still incorrect to apply the proportion since
the model does not consider fibre feeders for copper cabinets. In any case, these
fibre feeder assets will be removed from the network as part of the copper
shutdown and thus from 2025 onwards (when copper shutdown has been
completed), the proportion applied for fibre assets should be 100%. TM
therefore emphasises again to the MCMC that this proportion should be set to

100%, consistent with best -practice fibre ne twork cost modelling.

6.2.90 TM provided its proposed values to the MCMC to update the relevant costing

assumptions cells.

6.2.91 TM also expressed its views on the reduction in assu med unit costs of certain
assets between the draft v5 fixed model and the revised v6 fixed model. In
particular, the = CAPEX assumptions for the EPE and NPE assets have been
reduced significantly with TM6és cost submissions
assets seemingly rejected in preference to benchmarks. TM is unclear if the
benchmarks are Malaysia -specific or extracted from other sources and, if the
latter is true, whether appropriate adjustments have been made for inflation and

forex.
6.2.92 TM is particularly  concerned about the low values for EPE or NPE assets. TM

notes that whilst the prices may appear higher than those in the draft v5 fixed

model these units can service higher capacities. For example, each 10G EPE card
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6.2.93

6.2.94

6.2.95

6.2.96

6.2.97

in this contract has 20 ports, whereas the draft v5 fixed model assumed 4 ports

per card and the revised v6 fixed model assumed 10 ports per card.

TM does not recognise the CAPEX values for EPE or NPE assets used in the

revised v6 fixed model as the values are unreasonably low. TM expects the

MCMC to use the values from TMés new contract
the unit costs for the final model since the values are Malaysia -specific, current

(agreed only a few months ago) and competitively set given the tendering

process and discounts ap  plied in the subsequent supplementary agreements.

TM also provided a copy of its maintenance contract in its official Pl submission

to justify the maintenance of these assets. Base

TM concludes that the revised v6 fixed model must be understating network
OPEX since the modelled network OPEX barely covers maintenance, and cannot

therefore capture other direct network costs i.e. electricity and air -conditioning.

TM highlighted that the MCMC has assumed exceptionally low costs pe r metre
of trenching that TM cannot achieve as the input values for the per -metre costs
of trenching have been significantly decreased compared to the draft v5 fixed

model. TM strongly disagrees with this revision and has investigated the costs

of its own trenching activities in detail in order to provide the best possible

evidence to the MCMC to justify that this reduction must be reversed.

TM has undertaken a deep investigation of the actual trenching costs incurred

by TM in the year 2022 and has provided to the MCMC the summary of an extract

of actual trench kil ometres dug by trench
Additionally, TM provided the summary of data from purchase orders raised in

2022 for trenching activities which includes the metres dug, the trench method

and the associated trenching costs (as well as any reinstatement costs or milling)

which have been extracted from its purchase orders to derive average unit costs

paid for trenching per metre by trenching method.

me

The key observation is that a signif icant proportion of TMés trenc

Horizontal Directional Drilling ( A H DD owhich is clearly a more expensive
method. The use of HDD is frequently imposed by other parties and is not the
choice of TM. The MCMC acknowledges this fact for CW in Mala ysia in its own
best - practice document (reference MCMC MTSFB TC G025 -1:2020).
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6.2.98 However, the cost per metre in the revised v6 fixed model can only be so low if
the lower cost methods (open -cut trenching and micro  -trenching) are being
assumed to be used acro  ss almost the entire modelled network. This is not the
situation that TM finds in real -life deployments where TM is not free to choose

its trenching method and must abide by the requirements of other parties.

6.2.99 TM provided an example of a one -stop state gov ernment agency in Selangor co -
ordinating permit approvals in relation to wayl e
application to use HDD rather than micro -trenching. TM provided the permit
approval document as an appendix in its official Pl submission to suppor tits
views. TM would like the constraint to be reflected in the final fixed model by
blending in a significant proportion of HDD trenching into the assumed trench

unit cost.

6.2.100 TM recommended taking the blended average cost per metre which it proposed
inits official PI submission which gives the final trenching cost when permit costs
of RM21/m are included. Should the MCMC still seek to consider other sources
for trench costs i.e. those submitted by other operators, then TM proposed that
the MCMC should blen  d them together using a consistent mix of trench methods.
TM expects that HDD will have been entirely (or almost entirely) absent from

other benchmarks given the low value calculated.

6.2.101  TMwould like the MCMC to be mindful that TM is the only fixed network operator
with a nationwide footprint with its GLC obligations. As a result, TM does not
have the luxury of cherry - picking deployments only in commercially viable areas
with low roll -out costs and high revenue potential, unlike other operators in the
market . TM hopes that the MCMC gives considerabl e
dat aset which it provided in its official Pl s ul
recent trench depl oy ment swoddsconstraihtd in tarms of M6 s r e al

trenching method selection

6.2.102  TM submitted that any non -Malaysian cost benchmarks for trenching activities
must be avoided since the costs of trenching are highly country - specific, driven
by the labour and terrain of the country. Also, the benchmarks from other
countries have little  practical application in this context. TM highlighted the case
in other jurisdictions i.e. in the Final Pricing Principle  in New Zealand where the
full focus for deriving trenching costs was using New Zealand -specific data to

substantiate its views.
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6.2.103  Apartfrom the above, TM also provided its inputs on the costing for its exchange
buildings which was stated as inefficient in the MCMCO s Jagd2xar y
presentation. The MCMC®6 s J a2023a prgsentation indicated reduction of
exchange building costs and this ca uses grave concern for TM as TM worries that
the MCMC will m ake opaque and poorly justified or unjustified or unwarranted

efficiency adjustments to this cost category.

6.2.104 TM stated that it is able to provide evidence that the modelled cost levels are
more than likely being underestimated. TM considers the information in relation
to the following to substantiate this claim:
(@) number of exchange buildings in the network;
(b) the absolute value associated with exchange buildings; and
(c) any potential adjustments with r egard to the amount of space required by

TM in its buildings on a forward -looking basis for network T related purposes.

6.2.105 TM emphasi zed that the MCMC has chosen and justified a modified scorched
node approach for the fixed model. Therefore, whilst the func tions present at
nodes can be modified, the number of locations must be preserved in principle
and thus, TM expects the number of exchange buildings modelled to be kept as

is.

6.2.106 TM provided inputs on total value of exchange buildings and clarified that the
category submitted by TM includes exchanges, data centres and transmission /
satellite /submarine cable stations. TM highlighted that these are however not
the only exchange building  -related costs in the cost submission. The GBV of the
categories , namely the Network Heating, Ventilation and Air Conditioning
(AHVAC 0), security systems , land and fixtures, fittings and office equipment as

submitted to the MCMC are also relevant to the technical buildings.

6.2107 TM noted t hat tNetworlc VAC@mdrsecurify systems 6 was i ncluded
as a common network asset in the revised v6 fixed model , which was previously
omitted in the draft v5 fixed model. However, the GBYV is significantly lower and

the MCMC did not justify the significant reduction
6.2.108 ToTMés knowl edge, t he cfaittetgiomgys fidmc&ktof fasdc e equi f

the category ALandodo are not i ncl ud@®&dignficantt he r evi

portion is associated with technical buildings. TM also indicated that the revised
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v6 fixe d mode&€AREXi s much | ower than TMés actual GBYV
Hence the modelling starting point of exchange building cost is being
understated. Moreover, this represents the book
in historic cost terms. TM commission ed a valuation of these buildings for

insurance purposes in August 2019 and the screenshot of the final valuation

table was provided by TM in its official Pl submission.

6.2109 TMbés valuation cover s -bubhanddvils,ibutéxclmdonglandine, f i t

2019 currency. This replacement cost valuation co
ANet wor k HVAC and security systemso, AExchange
fittings and office equipmento categories, total

this basis, rs excharge huitdipg T reldted GBV in current cost terms

leads to a substantial increase in capital value.

6.2.110  As described in Section 6.9 of the MC MC &EPaper , the fixed model should be
considering current costs AWith respecMCdéso t he
proposed methodology encompasses current costs, it also takes account of
historical costs for the access network through application of the EC long -lived
assets compromise approach. o0 Therefore, the exc

be revalued into curr  ent costs.

6.2.111  Finally, although the MCMC di d not ask for the data on fl oo
technical buildings, TM provided an estimate of this data available as of 2021
which indicated that the vast majority of the area in these buildings is used for
network purposes, with only a slight percentage used for other purposes

(retail/data centres).

6.2.112 TM stated that it is able to provide the profile of its technical buildings in terms
of the number of floors. Almost three -guarters of TM6s exchange bl
single -floor in nature (i.e., ground floor only), meaning that there is little scope
to reduce the size of these buildings going forward (such as by leasing out a

floor).

6.2.113  Furthermore, TM uses separate floors in its larger buildings for the central core
locations to separate equipment by purpose for more efficient logistics of
operation. For example, one floor may contain MDFs, another power systems
and batteries, another transmission equipment, and another office space.

Therefore, TM does not consider there to be any need to reduce the assumed
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cost of exchange buildings in the model with efficiency adjustments. The only
adjustment that would appear warranted would be the slight reduction in the
value, mentioned earlier, to reflect the floor space usage for no n-network -

related functions in the exchange buildings.

6.2.114 TM further elaborated on formula adjustments to the modelled exchange
building costs . TM proposed removal of floor space that is not used for network

purp oses of the model.

6.2.115 TM noted that in relation to the  poles CAPEX modelling is on out -of-date. TM
submitted that the value used in the revised v6 fixed model were submitted to
the MCMC by TM in its May 2022 data submission. However, TM p rovided a
further submission on 15 November 2022 where a more recent cost value was
provided. Therefore, TM request that the material cost is revised to reflect both
(i) the current requirement for increased use of iron poles in network
deployments and (ii ) the recent rapid rise in material cost of iron poles. The

installation maintains at RM115.

6.2.116  TM also appended the unit cost of poles by type over the last ten years and the
blended average based on those poles deployed in -year in its official PI
submissi on which indicated that the cost of an iron pole has increased
significantly since 2020 whilst the use of iron poles has also increase. This had
a significant impact on the unit cost of a pole and should be reflected in the fixed
model. TMenclo sed a screenshot of one of TMO6s current
and the cost of poles incurred following the completion of a procurement process

via open tendering.

6.2.117  TM highlighted that the pricing for iron poles in these contracts is not fixed for a
period of time, but rather uses an index to adjust for fluctuations in the price of
steel and the exchange rate between MYR and USD and that both factors have
been fluctuating significantly since 2020. TM provided the steel price index from
January 2020 to Januar y 2023 which showed that there is a steep increase in
the index in 2021 and 2022 compared to 2020 that further explains the marked
increase in the cost of iron poles. TM emphasized that the price schedule shows
only a fAbasico price wtlentfosnuladerives thp finalprice. adj ust m
To illustrate, TM provided calculations of the final price daily for 2022 for

Peninsular Malaysia.
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6.2.118 TM requested that the modelled input pole material cost be more reflective of
current market conditions, such as the av erage value for 2022 as displayed in

its data for material cost of poles.

6.2.119 TM stressed that the adoption of an unjustified downward adjustments on pole
prices by the MCMC will automatically be interpreted as an acknowledgement
that TM can use cheaper concre  te pole types at the expense of a longer roll -out
ti me which wil/ i mpact on TMés abthd MCWMCd® cat e
requirements on the Demand List obligations introduced in the MSA. TM stated
that TM will take this as an acknowledgement from the MCMC that more time

can be taken to resolve pole  -related issues.

Network Modelling

6.2.120 TM stressed a number of points in relation to network modelling, such as
incorrect calibration of the mix of access and core civils, under -dimensioning of
cabinets especiall ythe FDC, incorrect omission of national submarine costs from
the HSBB service, absence of growth in the duct or manhole network over the
modelling period, certain utilisation factors which remain aggressively high,

under -estimation of busy -hour voice, om itted routers for interconnection of

broadband traffic, unrecognised subscriber capacity constraint of Edge routers ,
insufficient transmission links between the NPE and parent edge routera nd lack
of direct backhaul links between OLT and paren t node.

6.2.121 The MCMC ha s calibrated the access civils cost to be more than 80% of total

civils costs .

6.2.122  In its additional data submission in November 2022, TM provided the total GBV
for both AAcc€¥dtmenwhrl) 0 and @WOr.anTshmree sGB \ no f
FDAs for those categories was also provided, meaning that the GBV excluding
FDAs could also be derived. Therefore, model should be calibrated accordingly.
This calibration step should only be taken after more reasonable trench costs

have been as sumed.

6.2.123  Inthe revised v6 fixed model, cabinets (specifically FDC) are dimensioned based
on active subscribers. However, the number of cabinets should be modelled
based on premises passed rather than active subscribers to leave sufficient

capacity for futur e growth in take -up. TM consider this issue as still a material
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6.2.124

6.2.125

6.2.126

6.2.127

deviation since the model deploys far fewer FDCs than TM has had to deploy in

its actual network.

In reality, TM deploys FDCs in roadside cabinets which does not necessarily

constitute the full capacity of the FDCs as it is depending on the density of the

areas and availability of fibre routes connecting to

distribution point

serving the

premises. TM provided its diagram on the deployment of the fibre network

versus how the revised v6 fixed model is deploying the fibre network

shows how the revised v6 fixed model is

Figure 2: How the Revised

Alternatively, demand must be
assumed to appear in a very controlled
fashion around a modelled FDC (so
take-up is very locaised): this is also
unrealistic

An entire More FDCs are
settlement is deployed with
originally more demand:
covered by one their coverage
FDC shrinks

Roads in a
settlement
along which
dwellings
are located

More cable is deployed
and connections must be
reconfigured to be routed
to new FDCs and cables:

this is unrealistic

Operator digs
trenches and
lays some cable
along most roads

deploying the fibre network.

. Figure 2

v6 Fixed Model deploys the Fibre Network

TM submitted that the MCMC model should therefore better reflect the realities

of fibre network deployment, with network build

occurring more substantially

ahead of demand. This could be accomplished by using a utilisation factor time

series for FDC deployment, where the utilisation factor increases over time to

the value assumed in the revised v6 fixed model. The factor value fo

be derived by calibrating to TMOo6s

r 2022 can

actual FDC as

TM finally emphasized that failure by the MCMC to consider its JENDELA

commitment and the costs involved in this regard will mean that the MCMC

endorses a deployment approach whe

re TM does not deploy FDCs ahead of

demand, which goes against the MCMC6s own JENDELA programme.

implies that the MCMC accepts a much longer waiting time for TM to clear the

demand list for HSBB services.

TM clarified the incorrect omission of n

ational submarine costs from the HSBB

service where the allocation factors for the two national submarine cable

systems should be set to 1 for the three HSBB services as well as for the

Speed

Br oadban tHSBA& service. Thisfis because this cab

High

le system
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can be used to carry internet traffic from the HSBB subscribers in East Malaysia
to Peninsular Malaysia. Therefore, HSBA or HSBB services should be modelled

as using this asset.

6.2.128 TM highlighted the absence of growth in the duct/manhole network ove r the
modelling period as the access network trench/duct/manholes are still not
increasing over time in the revised v6 fixed model (but cabling is still increasing).

The number of trench ~ or duct or manhole assets shoul d be increasing if network
coverage is increasing. TM, however, notes that improvement has been made
to the pole assets added in the revised v6 fixed model where the newly modelled

poles are therefore increasing over time.

6.2.129 TM submitted that a similar implementation should be assumed for the trench
or duct or manhole assets as these network assets are also increasing in
inventory. The above data indicates that a percentage increase of at least 1%

in trenches would be reasonable.

6.2.130 TM reminded the MCMC that new developments require trenching from TM to
cover these areas as these areas are not always commercially viable to cover,
but TM as a GLC has the obligation to do so. As an example, T M explained about
how the Government requested TM to take action through a letter from Istana
Negara in April 2022 requesting the provision of Unifi infrastructure at Kampung
Mukut, located on the southern tip of Pulau Tioman. The project has fewer than

100 households and lack of opportunities to fiberise the existing mobile tower.

6.2.131  TM further expressed its disappointment on the rejection it received from the

MCMC for cl awback 20196s proposal submission on
in Kampung Mukut. Despi t e the rejection, TM was Oo0obligec
net wor k i n Kampung Muk ut using TMOo6s own funds

O6special 6 request.

6.2.132  TM submitted considerable commentary on the assumed utilization factors in the
model which remained too aggressively high. Whilst the revised v6 fixed model
does have more reasonable values for certain assets, the copper asset utilisation
factors have been set to 100% (copper distribution cable, MSANs) making the
network as small as possible during shutdown. It is imposs ible for a shutdown
to be very efficient since the residual demand will be dispersed across the

country and therefore some underutilized equipment remaining active is
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6.2.133

6.2.134

6.2.135

6.2.136

6.2.137

6.2.138

inevitable. The utilisation factors from the draft v5 fixed model should, therefore,

be r estored for these assets.

In the revised v6 fixed model, busy -hour fixed voice traffic is still calculated

assuming all days are busy days. TM pointed out that this is incorrect as busy -

hour voice should be calculated using the number of busy -days and the
proportion of traffic in busy -days. TM further added that the necessary input
data has already been provided by TM and is al

revised v6 fixed model but was not used by the MCMC.

TM previously commented on this point and whilst the MCMC did make the
suggested changes , it is no longer used in the revised v6 fixed model and as

such, the change whilst apparently accepted, appeared to be not implemented.

TM proposed that the MCMC make  schangesacc or di ng t o T M&smuar oposed

with regard to  demand forecasts in  the f inal model.

TM also submitted that TM has provided the network and cost information on a
number of routers in its network, including iMSE, iBSE and HSE routers in its
initial submission. However, the v6 model only considers the Edgerout e r sER0O)
where these are used for aggregating data traffic. However, these routers are
also used to interconnect data traffic to other operator networks, including

operators that are subscribing to the HSBA or HSBB Layer 3 services.

Therefore, TM recomme nd that two assets be added to the asset list for the
modelled core network infrastructure. The HSE router network or cost

information provided by TM can then be used to dimension and cost these assets

as these routers are currently used by TM for interco nnecting broadband traffic.
HSE routers were indicated on the network diag
Serviceso worksheet in TMéds data submission. T h

|l abell ed as AHSE. Chassisd and AHSE 100G portso.

th ese assets would require changes on the following worksheets:

(@ addition of t he assets t o t he named ranges

AiTraff.driven. NEO on the fiNetwork EIlI ement Lis

() addition of net wor k/ cost i nput s t o t he i Co

Capacitieso worksheet;
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(c) addition of allocation factors to the traffic -rel ated tables on the i/

Factorso worksheet ;

(d addition of di mensioning calculations of HSE

Net wor ko wor ksheet ;

(e) extension of the asset list calculatio ns on the ANet wor PEBXU mMmar yo.
Trendo CAPEXKTiiendd worksheets; and

() extension of the costing calculations on the 0

worksheets.

6.2.139  According to TM, the refinement to the model will ensure that the use of routers
for interc onnection with other operators will be captured in addition to their use

for traffic aggregation in the network.

6.2.140 In general, TM strongly recommends that the asset lists for the access network
and core network assets be extendetds 6o nwotrhkes hiieNeett w
as the lists remain fully occupied. TM is of the view that good modelling practice
should ensure availability of space entries for the addition of further assets, if
required, to avoid the risk of calculation errors if a list needs to be exte nded

throughout the model.

6.2.141  The revised v6 fixed model considers one type of service thatisthe edge router .
The number of units required are dimensioned based on busy -hour Mbit/s. Whilst
the asset is primarily capacity -driven, another constraint on the iBSE or iIMSE
chassis in TMés actual network is the number of

points. TM proposed that similar constraint should be imposed on the modelled

ER.
6.2.142  Moreover, to ensure the growth in broadb and users can be accommodated and
to ensure a resilient service for subscribers, iBSE ori MSE chassis in TMO6s

network are deployed in pairs with each one in the pair loaded up to 50%
capacity in terms of connected broadband users. In the event of a failure in any
one unit in the pair, all the demand can be served by the remaining unit in the

pair. This gives fAlocal o resilience for the broas

6.2.143  TM also submitted the real  -life assumption of the number of connected users

per ch assis, the number of ER chassis required in the model to serve the
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6.2.144

6.2.145

6.2.146

6.2.147

6.2.148

6.2.149

modelled users in 2022 which should be increasing a certain value by 2
rather than the same number of ER units in the revised v6 fixed model for all
years between 2022 and 2027

TM proposed that the MCMC refines the network design so that ER units are
constrained not just in terms of the busy -hour traffic they need to carry but also
the actual number of broadband users they serve according to these des

rules, as they reflect a level of resilience that Malaysian broadband users expect.

TM also provided record of this good practice from their network planning

documentation for the iBSE where the same is applied for IMSE units.

TM described about the i nsufficient transmission links between the NPE and

025

ign

parent edge router where all modelled Dense Wave Division Multiplexer

(DWDM 0 )lassets appear to be significantly

certain types of transmission links are being under -dimensioned.

For example, there should be two separate paths connecting an NPE back to
parent ERs (for resilience purposes). TM is of the view that this resilience is
currently not being modelled in the network design of the cost model. TM also
added that additional ports should be deployed on the DWDM units at the NPE

layer for this purpose.

Finally, TM highlighted the lack of direct backhaul links between OLT and parent
node. TM has reviewed the modelled core network infrastructure compared to
that submit ted by TM and captured in the revised v6 fixed model. The fixed
model considers three network layers of rings, which is consistent with the left

hand side of the diagram submitted by TM in its official Pl submission. TM

| ower

also

t

h

submitted a diagram where TM6s actual net work has | ocal

rings and core rings whilst the MCMCb6s

core rings and core rings.

mod e |

However, TM noted that the HSBB or fibre -specific links on the right  -hand si de

of the diagram are not being captured. These are the dedicated backhaul links
between the OLT and NPE which are necessary due to the higher capacity
requirements for fibre services. Each OLT in reality has a route back to two
separate NPEs deployed for resilience rather than the one link implied in the

diagram, which it submitted. In the revised v6 fixed model, 1+1 uplink port
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6.2.150

6.2.151

6.2.152

6.2.153

6.2.154

redundancy is now included for OLT, but it now connects to the EPE, not the

NPE.

TM indicated that some of the links are not co -located within the same building
and therefore require additional core network cabling routes to be built. ™
indicated where these  routes should be added to the fixed cost model. TM also

recommended renaming the said section in the fixed cost model as rings, spurs
and nodes for clarity. These routes should then be allocated to fibre access

services.

TT dotCom is agreeable on the bottom -up model. However, TT dotCom is
disagreeable with the use of LRIC+ model which is incremental in nature and
heavily discounts the previous fibre and civil investments made, which were
expensive in the earlier rollout years. Additionally, the costs for fiberization will
not reduce at the same rate as equipment and may instead increase due to other
factors including permitting and labour costs. For fixed network, TT dotCom

recommends the MCMC to consider the use of a FAC model for fibre investme nt.

U Mobile was pleased to see that in version 6 of the cost model the forecast
number of fixed access lines in Malaysia was assumed to be fairly constant rather
than forecasting a material decrease as had been the case in version 5. In
addition, in vers ion 5 large bandwidth FTTH products showed a reduction in

demand whereas version 6 rectified this anomaly.

With regards the forecast demand for end-to-end transmission links, U Mobile
believes that the figures should be higher. U Mobile noted that its cur rent usage
of this product is greater than the assumption for the market demand in the cost

model. The picture conveyed by the forecast is of an operator going nowhere

despite investing in an all  -fibre access network. Significant traffic growth is
assumed for mobile and U Mobile do not see why that would not be the case for

fixed also. U Mobile stated that they have highlighted this point in their written
submissionto the MCMC on 17 November 2022 but the updated version 6 of the

model did not reflect it.

Overall, U Mobile is of the view that the costs in the fixed model is too high. One
example of this is exchange buildings. As the old copper based infrastructure is
being decommissioned, typically the number of exchanges and the floor area

per exchange loc ati on decreases. U Mobile noted that

132



6.2.155

6.2.156

6.2.157

Discussion

made reference to BT in the UK during an industry meeting and the plan to

decommission 4,500 exchanges from its fixed network.

U Mobile also stated that the fixed cost model needs to reflect a simi lar trend to
these other markets. Finally, during a meeting with MCMC , the MCMC&
consultant flagged a concern about FDA still being captured in the fixed model.

U Mobile shares this concern and believe s itto be a contributing factor to the
high resulting FTR values. U Mobile urges the MCMC to fully investigate this

matter on behalf of the industry because the other stakeholders do not have

access to TMO6s detailed asset informati on.

YTL commented that the bottom -up LRIC+ approach based on a scorch ed-node
is appropriate. However, YT L noted that the use of replacement costs to value

the cost of the network may result in an increase in costs as many of the fixed

line assets are either legacy assets, well depreciated o r have been funded by the
GovernmentviaHSBB and  Broadband to the General Population. The application
of replacement costs in the valuation of the assets will cause overpricing of the

network facilities and services eventually harming the Rakyat.

XOX sugg ested an annual review for the allocation of duct and trenching costs
to the access and core networks as the model reconciliation could be incongruent

with industry movement in the future.

Demand Modelling

6.2.158

TM has made a number of assertions co ncerning appropriate demand
assumptions for the fixed network. Firstly, the MCMC would like to clarify that,
contrary to TM6s allegation, the MCMC does
operators naively. The MCMC seeks all available sources of relevant data to
support its analysis, undertakes comparisons and benchmarking and then makes

informed judgements. The MCMC further notes that TM , inrelation to a number

of data items , has over recent months provided so -called Arefinedo
which effectively hav e modified or changed the data received in its original data

submission. The MCMC does not accept data from TM or any other operator

without question, and where amendments to data have been made the MCMC

investigates the underlying reasons.
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6.2.159

6.2.160

6.2.161

6.2.162

6.2.163

6.2.164

For the avoidan ce of doubt, after careful consideration of all data sources the

MCMC revised its demand forecasts as follows:

(@) For fibre based broadband services, the forecast for the number of

broadband lines was increased. Previously, the MCMC forecast i based on

assump tions for the household growth rate and household take -up 7 was

modest and did not sufficiently capture the impact of migrating copper

broadband subscribers to fibre broadband. The MCMCO6s subscriber

model was subsequently revised, and re -based using the most recent data

(Q3 2022 )providedto the MCMC as well as demographic data for September

2022 from Statistics Malaysia. It was calibrated to be consistent with the

migration from copper broadband. Traffic generated by the updated forecast

is consiste nt with the average broad band line speed provided by TM; and

(b) For voice traffic, the forecasts were updated based on the most recent data

on total call minutes and call durations provided to the MCMC (to Q3 2022)

The MCMC has revised the traffic demand for e ach transmission or leased line
service. The new forecast i s baset 2a2A THEMO s

average trend over the most r ec e ndastdewmalid

for each service over the regulatory period.

Demandforall TM6s | eased services, including

are now mapped into the national leased line services included in the model. For
the avoidance of doubt, the traffic demand of Metro Ethernet hub and spoke
services wer e addleaded tine using\lbitis to 1@Mbit/s Ethernet

accessbd6 service in the model

Traffic demand for  End-to-End Transmission Service was entirely based on TM

data submitted after the revised model was reviewed.

wh ol

year s

For fibre -based Transmission Services forwhichT M has no O6exi stingd

such as trunk transmission and I P transit, onl

assumed in the final model. The traffic carried by the line is an average of the

maximum line speed.  Atleast one service line is required to calculate the service.

For WLLC services only 6oned notional
traffic carried by each line is assumed to be equal to similar wholesale leased

lines provided by TM. At least one service line is required to calculate the service.

e wa s

esal

actu

\
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6.2.165 U Mobile claims that demand for End-to-End Transmission Services should be
higher. The MCMC agrees that the demand for this service seems significantly
lower than leased lines services. However, in the absence of further evidence,

no adjustments have bee  n made to the number of lines of this service.

6.2.166  The MCMC checked the total modelled demand in 2022 and found that is broadly
consistent with TM data. The MCMC therefore considers that every effort has
been taken to calibrate the demand forecasts with TM dat a, however notes that
provision of accurate data at an earlier stage of the MSAP process would have
facilitated the calibration and reduced the need for the MCMC to make

assumptions which were subsequently refuted by TM.

Assumptions for Contention Ratio s

6.2.167  The MCMC has reviewed all information provided on contention ratios. The MCMC
noted that in its initial May 2022 submission TM presented only an average
contention ratio, with no information on the contention ratio by broadband
service category. The ave rage contention ratio submitted by TM significantly
underestimates the total broadband traffic, which subsequently leads to high
costs for broadband and transmission services. After publishing the draft and
the revised model, both Maxis and TM submitted recommendations  for
contention ratios. These served as a guide for the MCMC to optimise the
contention ratios in the final model. Furthermore, the contention ratios were

adjusted in two steps, including:

(a) forecasting total broadband traffic assuming an annual traffic growth of
28.5% starting from 2021. The base year total broadband traffic (2021) is

derived from actual TM data; and
(b) adjusting the contention ratios year by year to match the traffic forecast
over the regulatory period. The base contention ratios used in the model
are:
a. 1:10 for broadband services up to 20 Mbit/s ;

b. 1:20 for broadband services between 30 -50 Mbit/s ;

c. 1:33 for broadband services at 100 Mbit/s ;
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d. 1:80 for broadband services between 300 -500 Mbit/s ; and

e. 1:140 for broadband services at 800 Mbit/s

6.2.168  The assumed traffic growth is well within international trends and is consistent
with local trends. To match the traffic forecast, the contention ratio s were

assumed to decrease by 13% annually.

Utilisation of Copper Network

6.2.169 TM commented that the uti lisation factors for the copper network are
aggressively high and  the MCMC acknowledges that while demand is likely to
diminish at an accelerated pace over the first two years of the modelling period
(2023 -2024), TM is still obliged to maintain the under -utilised assets until the
phase out of copper assets. The MCMC agrees to maintain the utilisation levels
of copper related assets at a level equal to fibre based assets in the access

network.

Modelling Inputs

6.2.170  Maxis raised concerns that some of the assumpt ions in the model are a result of
calculations and modelling steps that are not included in the model. The MCMC
ensures that all calculations essential for cost modelling are made inside the
fixed model. No other models have been used to generat e the inp uts. The only
exception is the calculation of the business overhead. This is calculated outside
the model due to confidentiality reasons. However, the steps used to calculate

the overhead cost can be found in a publicly available reference document .5

6.2.171  The additional assumption for the duct sharing ratio is not a result of a
calculation outside the model. It is an adjustable assumption. This is initially set
to 25% for consistency with the previous MSAP. Other input assumptions are
either provided by  TM or b ased on benchmark data where appropriate. The
source of the assumptions is included in the model. It is also a common
modelling practice to include the operating cost as a percentage of the capital
cost. In this regard, calculations outside the model were restricted to sanity

checks to ensure that the operational costs (provided as percentages of capital

costs) are representative of the direct operational costs. The MCMC welcomes
5 Ofcom 2011. Wholesale mobile voice call termination Modelling Annexes , Annex 9. Available at
https://www.ofcom.org.uk/__data/ass ets/pdf_file/0026/53981/mct_statement_annex_6 -10.pdf .
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6.2.172

Maxi s® recommendati ons f ol Hosévenp thé MOMC rbglievesh e mo d e

that maintaining the current structure of the model is important to allow

stakeholder s to track changes easily.

With regards to Maxisd concern about t hhe
MCMC believes that this has been addressed sufficiently in the rev ised model.
Confidential data has been adjusted within margins that allow a judgement of

the model. Forecasts conducted by the MCMC have not been redacted in the

model.

Routing Factors

6.2.173

6.2.174

The MCMC has updated the routing factors in the revised model upon fur ther
clarifications from stakeholders. The purpose of the routing factors is to
determine how much a certain service uses a network element compared to

another service. This underlies the basic methodology in determining the routing

factors. For example, t raffic of transmission services typically traverses two
aggregation and two edge rings to connect two points while traffic of leased lines

typically traverses aggregation and edge rings only once and is terminated in

the core. Hence, transmission services utilise aggregation and Edge routers

twice as much as other services.

For some services, the MCMC considered the fact that a proportion of subscribers

is in East Malaysia and will use the domestic submarine cable. This includes
voice, broadban d and leased line services. The fraction of 0.18 included in the
allocation table for these services represents an estimate for the proportion of
subscribers in East Malaysia. The only exception is on -net voice services where
the probability of the callers being in East Malaysia is 0.29. In the final model,

the WLLC does not use the domestic submarine cable. The traffic cost of WLLC

only consider a local connection (without submarine cable) to a Point of
I nt er ¢c o nROE @ tIThe(MCMC assume s that if the PO |islocated at a location
where a domestic submarine cable is required, the service should be
complemented by a trunk transmission service. A factor of 1 for submarine cable

is only considered for submarine -cable specific transmission services that are

differentiated from other transmission services not using a submarine cable.
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Proportion of Access Ductsto Core Ducts

6.2.175

6.2.176

Maxis commented that the assumption that 93% of ducts are allocated to the

access network might be overstated. It is important to note that this assumption

is only used to adjust the proportion of access duct costs to core duct costs. The
key issue is the proportion of the cost allocated to the access and core networks.

This proportion has been compared to submissions by two Malaysian op erators

and international benchmark data to ensure that it is valid.

The MCMC believes that determining an accurate level of duct sharing between

the access and core network is a difficult exercise which ideally requires
measurements of how much space is occupied by the access and the core cables

in shared ducts. As such, a high -level calibration basedon ~ a comparison between

modelled costs and top  -down data remain s the only viable solution.

OPEX Modelling

6.2.177

6.2.178

TM in assessing OPEX and overhead allowances int  he fixed model expresses

di sappointment that Al arge efficiency adjust ment

cost baseo. Conversely, Ma x i s Orsmdireetdosts tmad t
been set at an extremely high level which it suggests is indicative that double
counting may have occurred of costs which have already been included as part
of the direct operating costs or business overheads. Maxis has requested for full

disclosure of the calculation of the operating cost overhead.

For the avoidance of doubt the MCMC clarifies that the following operational and
overhead costs have been included in the fixed model, and provides the

definition of each:

(a) Direct operational expenses i these are the operations and maintenance
expenses which are directly associated w ith individual services, such as

direct maintenance costs and electricity;

(b) Indirect operational expenses I this is a category of common costs
associated with the network, including buildings and vehicle rentals, staff
salaries, contribution to employee pro vident fund and insurance, charges
for staff fixed and mobile connections, consultancy and outsourcing , and

R&D cost related to improving network operations ;
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6.2.179

6.2.180

6.2.181

6.2.182

(c) Common network operational expenses I these costs relate to the running
costs of assets required f or network operations, such as the primary
reference clock, technical buildings, IP synchronisation units, interconnect

billing and network IT systems;

(d) Business overhead 1 this comprises common corporate expenses which
must be allocated across various busi ness units of the firm, such as
corporate IT, insurance, managerial and other corporate staff; and

(e) Network licence overhead T amark -up to reflect licence fees.

The direct operational expenses were calculated as a mark -up on the capital cost

of assets. The value of the mark -up in each case was derived from either TM
cost data or benchmark data. It should be noted that the MCMC preferred local
benchmark data wherever available rather than data from other jurisdictions.

Where T MO6wost data was us ed to inform the estimates further checks were
performed to ensure inefficiencies were not being included. And finally, the total
direct OPEX was compared with TM &6 s +dowp data to ensure that it is

reasonable.

The indirect operational expenses are added as a mark -up to the direct

operational costs calculated in the model.

The direct operational costs calculated in the model account only for energy
consumption and direct maintenance costs, including replacement of assets. The
indirect OPEX is added as an overhead. The MCMC confirms that the proportion

of indirect overhead cost was informed by top -down data submitted by TM.

The total cost across  indirect network OPEX  categories is divided over the actual
direct network costs (as submitted by TM) to derive the indirect  OPEX overhead.
The proportions of direct, indirect and business overhead in the model is

illustrated in Figure 3.
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Figure 3: Proportion of Direct, | ndirect and Busine ss Overhead in the Final
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TM has compared modelled OPEX and overhead costs to its actual costs and
claims there is a large unjustified discrepancy. In relation to a number of specific

categories of top -down data it provided TM claims that no efficiencies are
possible. These categories are: staff costs, maintenance contracts, and the NOC.
TM appears to be asking the MCMC to include its actual top -down operating and
overhead costs in the model. The MCMC notes that it would be very unusual for

a regulator to accept the proposition that an operator is fully efficient with no

room for improvement.

As an example, in a survey of r e gul adpproaéhss for assessing OPEX for a
bottom -up LRIC model for Traficom, the Finnish regulator, five approaches are

listed ©:

(&) Adjusted top down approach in which adjustments are made to the
oper at o rdown datatp eliminate inefficiencies and / or differences

between actual operations and the modelled operator;

5 Analysys Mason (2015), Survey of the suitability of a bottom -up LRIC+ model for Finland, 30 April 2015

140



6.2.185

Modelled

6.2.186

6.2.187

6.2.188

(b) Benchmarking, using  OPEX mark -ups applied in other countries ;

(c) Bottom -up OPEX as a proportion of CAPEX;

(d) Bottom -up events -based calculation ; and

(e) Bottom -up functional area calculation.

TMbés position t hatOPEXoand dverheed cleolld reconcile very
closely with actual top -down data would also appear to contradict its reply to
guestion 9 above. TM states that cost models are not necessarily reflective of
actual operators and should not be used to assess actual operator networks and

costs. TM cautions that  models can only prov ide some insight into the cost base

of a Malaysian operator.

Network Attributable OPEXv er s u s A6 GPEX

The MCMC wishes to thank TM for providing
OPEX with various data sourced from the fixed model v 6. In particular, the
spreadsheet formula provided by TM was particularly helpful as it clearly

identified the error made by TM in its use of data from the model and its
misinterpretation of how the various mark -ups are applied to determine total

costs, wh ich comprise network costs plus overheads.

TM has assumed that the model applies the overhead mark -ups for common
network costs and business overheads to direct OPEX. In fact, as the formula in
the model shows, these mark -ups are applied to annualised cos ts 1 namely
annualised CAPEX plus direct network OPEX. TM therefore grossly under -
estimated the mark  -up calculated by the model by omitting a large component

of these costs.
The outcome of TM6és cal cul at Hesiimated the ggantum s

of m odelled network attributable OPEX in version 6 by 37.8 % and this is

reflected in  Figure 4.
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Figure 4:Br eakdown o tUndé&rdstinsmte of Modelled Network Attributable
OPEX in Fixed Model Version 6
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6.2.189  The quantum of modelled network attributable OPEX increased in the final

version of the model. The MCMC has compared the final modelled network
attributable OPEXwi t h TM&s s ub mand fineddthatvoser &1 e9% of TMO6s

submitted value  has been included in the model.

6.2.190 For the avoidance of doubt, the MCMC confirms that the remaining 3 1%
comprises 14 % of costs that the MCMC did not consider were attributable to the
regulated services, and approximately a further 17% of cost reductions were
attributable to efficiency improvements. This is depicted in Figure 5 below. The
MCMC provides reasons in the following subsections for its decisions regarding

both of these reductions.
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Figure 5: Br eak down o fSubmitléids Network Attributable Cost Model

Versions 6 and 7

Model via Model w7

20%
59%
02%

0%
60%
50%
40%%
20%

24%

17%
20% 14% 14%

attributable opex

10%

Percentage of TM's claimed network

0%a

Modelled opex Disallowed opex Efficiency
adjustment

Indirect Costs

6.2.191 TM asserts thatthe assumed OPEX overhead is too low and does not account for
al | of T MOGPEX costs. A itustrated above, t he MCMC has not made
substantial adj ust ments to the data provided by TM. I
claims a very large amount of overhead operational cost that is difficult to verify.
It is always possible that an operator chooses to classify costs as common costs
for b usiness reasons while having no relationship to the regulated services . As

such, the MCMC could not simply accept TMb6s data seutinhout furt he

6.2192 The MCMC wel comes TM&és submissions including bre
However, the MCMC notices that from 2019 to 2021, the proportion of indirect
network OPEX to direct network  OPEX proportion has fallen by approximately
12 %. This trend has been taken into account in determining an efficient OPEX
overhead, since a LRIC approach should be forward -looking . The MCMC also sees
no justification to take the average indirect OPEX overhead cost over the three
years provided. The MCMC believes that the lowest value for each indirect OPEX

cost category is the most relevant for representing an efficient operator.

6.2.193 The MCMC clarifies that t he only cost category excluded from the indirect

network OPEX is the cable maintenance costs, as it is already an explicit line
item in the LRIC+ calculation. However, the MCMC is of the view that the cost
of the network operations centre is excessive and the potential for double
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counting some of its cost components is high.

is that it undertook a bottom

resources for operating the NOC. This calculatio

The reason

-up functional calculation to determine the required

n forms the basis of the

adjustment that the MCMC has made to ensure an efficient cost for the NOC is

included in the model . With regard to R&D costs,

R&D i s essenti

al t o

an

operator 6s

the MCMC acknowledges that

f or vigwh e

MCMCE

actiwvdllfi es. Ho

project based and not ongoing operational activities. This is also evident from

the data provided by TM.
adjustment to the claimed

cost.

6.2.194 The MCMC acknowledges

indirect OPEX. This, however, has been amended in the final model.

This is the reason that

cost encompassing an assumed

6.2.195 Overall, the MCMC has included the cost of all indirect

appropriate adjustments. Accepting all TM

a bottom -up LRIC model that

represents

6g0sts

the MCMC has made an

average ongoing

that some of the passive access costs did not include

OPEX categories after

dialates thesplrpose of

an efficient operator. It is not the

purpose of a LRIC model to match the actual costs of the modelled operator. In

contrast, it provides incentive for an

the divergences between its own costs and the modelled costs.

6.2.196 The MCMC has also undertaken benchmarking of indirect

operator to improve its efficiency to reduce

OPEX using local data

from a fixed fibre deployment. The results are compared to version 7 of the

model. It is clear from the

benchmark comparison that indirect

OPEX as a

proportion of direct ~ OPEX is significantly higher in both model versions than the

| ocal benchmar k. |t

t o TMb6 s statement s,

s the MCMCO6s

view that

t h e heamogelr doascnot reflecteanh

inappropriate efficiency standard but encompasses a generous consideration for
TM6s GLC status.

Table 24 : Benchmark  Comparison of Ratio
to Total OPEX

of

I ndirect OPEX to Direct OPEX and

Source Model v6 Model v7 Benchmark
Indirect OPEX /direct OPEX 82% 86% 46%
Indirect OPEX/ ( Total OPEX) 45% 46% 31%

144

n

t hes

t



Business Overheads

6.2.197  TM states that the derivation of the business mark -up is unclear. It is important
to note that there are many appr oaches to deriving the business/administration
overhead cost. The choice of the approach depends often on the type of data
available. For the fixed model, the MCMC adopted an approach similar to the

method followed by Ofcom in the UK. ” This yielded a mark  -up of 20.22%.

6.2.198 The costs included in the calculation of the business overhead includes all
business overhead costs submitted by TM except the following costs which have
been disallowed

(@) Corporate advertising ;
(b) Sponsorship costs ; and

(c) Forex related costs

6.2.199 The MCMC considers that  corporate advertising  and sponsorship 1 even though
such activitiesare  not endorsing retail products 1 still promote brand recognition
to a firmds target market. The MCMC therefore p

from the calculation of the business overhead.

6.2.200 Asinput, the MCMC selected the year with the lowest business overhead costs.
No adjustments have been made to the individual overhead cost categories. The
MCMC does not agree with TMés proposition to ap
the indirect OPEX overhead. The indirect OPEX consists largely of salaries
(including benefits and bonuses) for staff , including executives, involved in
network operations . TM6s request basically | eads to apply
overhead. Thereasonf orseparating the indirect OPEX from the general business
overhead in the model is to improve transparency and model reconciliation. The

MCMC notes that some models do not include this distinction.

6.2.201  In conclusiont he MCMC reiterate s that it has carefully re  viewed all costs in the

business overheads category as submitted by TM. There is insufficient

granularity in the categories for the MCMC to be confident that every category

is applicable in part to the wholesale regulated services. It is entirely possible
7 Ofcom 2011. Wholesale mobile voice call termination Modelling Annexes , Annex 9. Available at
https://www.ofcom.org.uk/__data/assets/pdf_file/0026/53981/mct_statement_annex_6 -10.pdf .
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that some of these costs have been defined as common overheads for business

reasons.

6.2.202 The MCMC also investigated potential benchmarks for common costs, and noted
a benchmark analysis provided in a submission for a review of the Irish
regul ator 6s @00 aeessgétwojk model. The benchmark analysis
claimed t hat ComRegds ¢ ommeups ok letsvéen 20% rakd 29%
compared unfavourably with those from the Swedish and Danish models which
were cited as 4.49% and 1.31% 8 respectively. The MCMC notes that the Irish
regulator queried these benchmarks and concluded that such comparisons are
complicated as a result of inconsistencies across models between what is
categorised as a common cost and what is categorised as a direct or indirect
cost®. The MCMC concu rs with this point of view, and as such has disregarded

potential benchmarks from international models.

6.2.203 TM sought to include a n additional category of overhead s reflecting wholesale
customer -related cost in the model. In the breakdown of OPEX provided by T M
to the MCMC in November 2022 this <cost categor
mar keting for whol EeMIME wihanotpdrsuadled that  the costs
of any sales and marketing activities in a non -contestable market  should be
allocated to the wholesale servi ces. These are potentially open -ended and highly
discretionary pursuits , in contrastto  retail sales and marketing activities where
the firm is competing with others for business . By attributing such discretionary
activities to the regulated services there is an increased risk of margin squeezes
at the retail level. For these reasons the MCMC has not included this cost
category in its overhead calculations. In other words, for the above reasons, this

is a non -allowable category.

Removal of the USP  Mark -up

6.2.204  TM disagrees with the zero mark -up for USP which was applied in the revised v6
fixed model. TM asserts that it will be unable to offset the USP levy through the

receipt of USP funds in the coming years.

8Analysys Mason (2021), Review of ComRegds 2020 access network mod
for Sky Ireland, 8 January 2021. See Figure 5.

9 Commission for Communications Regulation (2021), Regulated wholesale fixed access charges, review of the

access model, 17 December 2021, see section 5.491.
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6.2.205 The MCMC clarifies that the initial model included a 6% mark -up for USP
contributions, however following further research it became apparent that, in
including a consideration for USP contributions without any assessment of USP
fund receipts, there was a risk of over -recovery which would not be in the long

term interests of the end -users.

6.2.206 The MCMC concluded that if it were to retain the 6% mark -up then it would
become necessary to exclude the benefits obtained through the distribution of
such funding to the fixed operator. While there are various possible ap proaches
(such as introducing changes to affected asset valuations, or using a pure
financial adjustment), this would introduce further complexity to the model. For
example, in 2020 TM received funding from the NFCP 5 project to migrate
existing copper bro adband subscribers to fibore - optic broadband access networks
within the UST areas nationwide. As this was a two year project the timing
overl aps with the calibration year of the MCMCOH:
of the subsidy sho uld be considered if the MCMC were to include an allowance

for USP contributions.

6.2.207  The MCMC has applied the same approach to USP across all models. In reaching
its decision on the treatment of USP in the models the MCMC has carefully
reviewed USP disburseme nts in relation to individual operators. The MCMC
acknowledges that it has relied on historical data to inform its decision, which
may be an imperfect reflection of the future relationship between USP
disbursements and receipts. However, on balance the MCM C decided it was
reasonable to assume that over time the USP fund contributions balance out

with USP receipts.

CAPEX Modelling

6.2.208 The MCMC welcomes the additional data submitted by TM providing information
the FDA in each category. The MCMC reiterates that  the submitted data lacks
sufficient granularity and explanation. TM expects the MCMC to accept
suggestions for the proportion of FDA for each asset by highlighting that the
suggestions are consiste nt with the submitted top  -down cost data. However,
duetot he lack of granularity, a whole range of values for FDA can be consistent
with the top -down data. Therefore, some adjustments are necessary. For
example, TM records do not differentiate between poles and ducts in the Access

CW, leading to the assumption th at both assets should have an equal proportion
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6.2.209

Ducts and

6.2.210

6.2.211

6.2.212

of non -FDA. However, the deployment rate of poles in the past 11 years that
has been submitted by TM is inconsistent with the proportion of FDA suggested
by TM for Access CW. As such, the MCMC made an adjustme nt to the value

based on the assumed lifetime of poles.

Following an extensive review of the cost of active electronics, the MCMC decided
to update the costs of EPE, NPE and Edge routers . The MCMC received cost data
from a number of Malaysian o perators and compared the data with international
benchmarks for modern equivalent assets. The MCMC selected the asset costs
that come the closest to the modern equivalent assets, while still considering

the capacity of the assets. It is important to highl ight here that 58% of asset
costs in the model are sourced from TM. The MCMC believes that itis appropriate

to replace TM asset costs in case s where the cost is representative of a modern
equivalent asset that allows a more cost - efficient network deployme nt. This
includes also replacing assets that represent a capacity constraint, such as the

multi -service edge router, with an asset that has a higher capacity in terms of

connected broadband subscribers.

Manholes

Ductand Manhole Access costsar e determined based on the incurred annualised

cost. Permitting fees have been included in the unit costs of ducts. As such, the

calculated duct and manhole access costs are representative of actual costs. The
MCMC has not received any further information o n additional costs from the
operators. The MCMC acknowledges that the cost of such infrastructure is

increasing with time, which is also considered in the cost model.

TM raised the concern that ducts and manholes do not increase with increasing
coverage in the model. The MCMC does acknowledge that duct and manhole
assets should change with coverage. The draft model did not account for this

due to lack of information. In urban areas with an existing legacy network, an
efficient operator will more likely re -use ducts previously used for copper. As
such, the MCMC expects that an increase in duct and manhole assets is likely to

be small over the modelling period and agrees to account for this growth in the

model.

TM argues that the MCMC has assumed exceptionally low costs metre of

trenching. It is important to note that TM has provided an exceptionally high
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cost at the start of the data collection. The initial cost was viewed by the MCMC

to be representative of the most expensive trenching techniques rather than a
blended average. This has led the MCMC to seek additional information on local
trenching costs. The core network trenches assume now an average trenching

cost based on data provided by Malaysian operators. The assumed costs are

inclusive of permitting fe  es.

6.2.213 A substantial amount of cost input is provided as lump sum costs by TM. Despite
the lack of detail provided by TM, t he MCMC has undertaken analysis to
determine whether  these costs should be adjusted for efficiency. For example,
the total cost of HVAC  can be benchmarked against how much air conditioning
capacity would be needed to cover the total ar e
Based on that, an estimate can be made for the cost of HVAC equipment and
installations. After conducting this exercise, the MCMC is of the view that the

TM6s submitted costs are overstated, which | ed t

6.2.214 The MCMC does not agree with TMO6s position to cons:e
exchange building rather than the GBV (minus FDA).  The idea of using modern
equivalent assets involves networking assets, not buildings . Such a proposition
would only be considered if a scorched earth approach is followed. However,
even if a scorched earth approach is used, there will be efficiency adjustments
to the actu al number of nodes (buildings) and actual area usage which is likely

to offset (if not exceed) any gains of using the current cost of the buildings

6.2215 The MCMC confirms that it accepted TMO6és modest

building and implemented this in the updated model.

6.2.216 The MCMC welcomes the updated pole costs submitted by TM that reflects the
current requirement for increased use of iron poles in network deployment.
However, the MCMC believes that the lifetime of poles should also be adjusted
toref lect the substantially higher lifetime iron poles compared to concrete poles.

Both parameters have been updated in the final model.

Network Modelling

6.2.217  TMis of the view that the FDC should be dimensioned based on passed premises.
The MCMC disagrees with th is suggestion, as this will allocate costs of unmet
demand on active subscribers. The MCMC believe s that an efficient operator will

have reasonable demand forecasts that ensure cost recovery over a reasonable
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amount of time. The utilisation factor for FDC already accounts for 25% margin
for future growth while more FDCs are deployed to meet increasing demand.
Deploying FDCs ahead of demand is a matter of delayed cost recovery rather

than increased costs. This is typical for infrastructure investments.

6.2.218 The MCMC does not agree to set an all ocatli on fac
submarine cable for HSBB and HSBA services. This essentially implies that all
HSBB and HSBA traffic uses the national submarine cable. The MCMC believes
t hat an all ocat il fwahdtcchr icsf réep.oresent ati ve of

East Malaysia is appropriate.

6.2.219 The MCMC acknowledges that the proportion of voice traffic in busy days was
not considered in the revised model. This has been amended in the final model.
The busy hour voice tr  affic is calculated using the proportion of traffic in busy

days of the years based on voice traffic profiles provided by TM.

6.2.220 TM recommended to add a number of router types in the model, including iBSE
and HSE to interconnect data traffic to other operator s. Firstly, the modelled
network is not and should not be an exact replica of the existing network. Our
understand ing is that interconnection with other operators can also be
accomplished using routers supporting the border gateway protocol , Which is the
case for the edge router selected in the model. The edge router selected in the
revised and final mo del does not have tight constraints in terms of the number
of served broadband termination points as the one suggested by TM. The MCMC
also believes that port redundancy and utilisation factors used for the Edge

routers account for the additional cost of network resilience.

6.2.221 The MCMC di sagrees with TMés claim that the number
appears to be signif i satodsllInyfact, toediéferendetspust T MO
3%. Il n addition, it i sthattalrieg topbiyPiddesvlitlepath

redundancy by nature.

6.2.222 The MCMC does not see a strict technical requirement in connecting OLT directly
to NPE. As the model aims to refl ect a cost efficient network, OLT are assumed
to be co -located with the first level of aggregation routers (EPE). The selected
routers provide sufficient capacity to handle OLT traffic. This also ensures that a

1+1 path redundancy is provided to OLT traffi ¢ through the ring topology.
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Tax Deferrals and Investment Tax Credits

6.2.223

6.2.224

6.2.225

6.2.226

6.2.227

Maxis highlighted the potential financial benefits accruing to TM through
significant tax deferrals for some capital investment projects of national and

strategic importance involvi ng heavy capital investment and high technology,

al ongsi de ot her t ax incentives and i nvest ment

statutory accounts, Maxis notes a deferred tax liability of RM1.5 hillion relating

to such tax deferrals. By not incorporating any consi deration in the fixed model

for such benefits, Maxis considers that the model is not consistent with economic

real i ty. Maxi s also provided evidence of

types of benefits in cost models.

The MCMC has reviewed the stateme nts in relation to deferred income in the

2021 TM Annual Report. TM states on page 53 of the 2021 Integrated Annual

Report Financi al Statements that AfDeferred tax

extent that it is probable that taxable profit will be available in the future, against
which the deductible temporary differences or unutilised tax losses and tax

credits (including investment all owances)

It is evident that TM has previously received investment allowances. A more

explicit statement  is made in the TM 2019 Financial Statements (on page 106)

in relation to RM113.8 million of current
financial year, this comprised tax credit in respect of prior years arising from the

last mile broadband tax incent ive granted to the Company for 5 years
commencing 16 September 2008, to be offset against future tax payables.

During the current financial year ended the balance of tax recoverable has been

confirmed by the tax authorities for refund purposes and thus rec lassified as

current recei vabl eso.

The MCMC has identified two issues which should be considered in this context
firstly, the treatment of tax in a LRIC model, and, secondly, the treatment of

subsidies in a LRIC model.

With regard to the first issue, as discussed in Section 5, the common practice is
toadoptapre -tax WACC for LRIC models which means that there is no separate
provision for tax. This may be contrasted with an RAB approach which typically

uses apost -tax cost of capital and includes a building block for tax. The examples

provided by Maxis relate to RAB modelling approaches. The MCMC does
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6.2.228

6.2.229

acknowl edge that TMbés effective rate of tax may

standard corporate tax rate which ha s been assumed in the WACC calculation.

With regard to the second issue , the MCMC has considered whether investment

tax allowances effectively amount to subsidies. The MCMC has omitted
consideration of USP subsidies in the model on the basis that USP cont ributions
provide for a balancing out effect. However, if investment tax allowances such

as the last mile broadband tax incentive granted to TM be interpreted as pure
subsidy, then there is no such balancing effect within the model and its
assumptions . It shoul d be noted that the MCMCO6s gui di
pricing allow for recovery of legitimate costs. In effect , such subsidies reduce
the amount of the cost base which TM must recover. If this is not reflected in

the fixed model via an allowance f or the subsidy to the hypothetical operator

then the MCMC acknowledges that there is a risk that TM may be over -

compensated, recovering more than legitimate costs.

The MCMC has been unable to obtain sufficient information on the quantum of

investmenttax al | owances which have benefitted TMOs
and thus is unable to determine the extent of this issue. As such the MCMC has

decided to take a conservative and pragmatic approach with the assumption that

no such benefits are available to the hypothetical modelled operator.

MCMC6s Final Vi ews

6.2.230

6.2.231

6.2.232

6.2.233

6.2.234

The MCMC will apply updated assumptions for demand, contention ratios and

routing factors in the fixed model.

The MCMC will maintain the utilisation levels of copper related assets at a level

equal to fibr e based assets in the access network.

The MCMC confirms its approach to modelling CAPEX will be as applied in the

revised model.

The MCMC confirms its approach to modelling OPEX will be as applied in the

revised model.

The MCMC confirms that there will be no USP mark -up in the fixed model.
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6.2.235 The MCMC has decided to retain the approach to calculating the duct and
manhole access costs in the revised model. However, the MCMC will assume that

ducts in the access network will grow by 1% annually .

6.2.236 The MCMC will as sume that no investment tax allowances are available to the

hypothetical operator

Question 25

Do you have any comments on the proposed prices for the fixed services in the Access

List?

Submissions received

6.2.237  Astro is of the view that the cost efficiency should improve with volume. Hence,
Astro recommends the MCMC to consider introducing the concept of volume
tiering. For example, currently, the price of the Service Gateway ( 8GO0 )ost per
Mbps is fixed at a particular price regardless of the volume subscr ibed (i.e. the
price per one (1) Mbps for 30 Mbps is the same as the price per one (1) Mbps
for 1000 Mbps.

6.2.238  Astro suggested that the price per one (1) Mbps should not be fixed and
decreased in accordance with the volume subscribed to motivate Access Seeker
to subscribe for more Mbps in growing their market and achieving economies of

scale which should be a win ~ -win situation for both parties.

6.2.239  Astro sought clarification from the MCMC as to whether the HSBB SG charge in
the cost model shared by the MCMC is sim ilar to the HSBB  SG (non -recurring
installation charge), determined in the previous MSAP. If it is referring to the
same charge, Astro notes that the new set of proposed charges are very high as

the charges exceeds tSGenstallatiorrcbange dIWbg 7RO s

6.2240 Astro understands that the source for SG instal
site (exchange)o. Therefore, Astro sought <cl arif
Apesrite (exchange)od is derived as this would avoi

Provid er and the Access Seeker during negotiations, especially on determination
of such charges. For an example, one Access Provider in particular has defined

SG as OLT which would result in Astro, as the Access Seeker, being required to
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pay a huge amount of SG activation charges. With the increase of the SG
installation, it would result to higher barrier to entry for small or new Access

Seekers.

6.2.241 CelcomDigi stated that the proposed price patterns for some the fixed services
in the Access List require further expl anation and possibly smoothing of the kind

implemented through glide paths.

6.2.242  CelcomDigi also noted that there is a more fundamental issue than adopting a
glide path approach and smoothing the model results, and that is whether the
model assumptions and resu  Its are sound in the first place. In the overwhelming
majority of jurisdictions in which cost modelling is used to determine network
termination charges, MTRs are greater than fixed termination rates ( AFTRO )
CelcomDigi pointed out an example of case in va rious jurisdictions covered by
the EU where the MTR and FTR amounts have been documented by BEREC.

6.2.243  For example, CelcomDigi pointed out all of the 27 EU Member States and 10
other European countries that are included in the BEREC assessment where the
FTRs are below MTRs. The simple average of the lowest regulated FTRs of
incumbents at the European level (all 37 countries/participants) was 0.2446
eurocent per minute. The simple average of MTRs at the European level (all 37
countries/participants) was 0.7460 eurocent per minute. This is a substantial

di fference and is the reverse of thePrPaperati onshi

6.2.244  CelcomDigi does not have the information about the costs and other operating
data (relating mainly to TM) to be able to suggest r easons why the relationship
between MTR and FTR in Europe where cost modelling has been rigorously
practiced in this area for decades should be reversed in Malaysia. However, it is
an important matter and one that CelcomDigi asks the MCMC to explore furthe r.
It may be that the utilization levels of the fixed networks considered by the
MCMC in Malaysia are below what might be considered efficient levels. In any
case there is a strong disconnect between Malaysian and international

experience that requires exp lanation.

6.2.245 In addition, CelcomDigi is concerned that there were a very large number of
changes to the values of cost and other parameters between the earlier version
of the fixed model and the latest one. This suggests that many crucial values

have not b een fully evaluated and that there is considerable doubt about the
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inputs to the  fixed model. The MCMC should provide greater confidence that the

Fixed Model inputs are suitable for efficient costing.

6.2.246  As alonger -term issue, CelcomDigi has raised with t he MCMC the aim of using
mobile costs for both fixed and mobile origination and termination because
mobile is the most efficient means of managing and conveying voice traffic.
CelcomDigi requests that the MCMC separately progresses this matter and

consults with the industry in the process.

6.2.247  Fibrecomm submitted that the current proposed cost input might not reflect the
realities of operating a large -scale network in Malaysia and hinders future
expansion and/or network refresh as it will not allow for reasonab le cost
recovery. The proposed WACC is |l ower than Fibre

this does not consider their anticipated investments to maintain their network.

6.2.248  According to Fibrecomm, the proposed fixed price would have a detrimental
impact on the industry due to lower expected returns as well as increasing
operation costs due to higher interest charges brought about by risk of reducing

returns.

6.2.249  Maxis provided views on data services, network KPIl and SLA and poles prices.

6.2.250  According to Maxis, costs for each s ervice for the data services are modelled on
a per line and per Mbps basis and then combined to give the price for each
bandwidth for the service. Maxis was of the view that it is important that the
prices available include higher bandwidth for which there is actual and potential
demand during the market review period. If this is not done, then the prices for
these high bandwidth services will not be reflective of costs. For example, if the
highest price available is 5Gbps but demand emerges at 10Gbps, then Access
Seekers would need to pay the price for two 5Gbps circuits. However, this price
would be higher than that which would be set if 10Gbps were modelled

separately, due to the double counting of the access element.

6.2.251  Maxis proposed that the MCMC specify the network SLA and KPI for the regulated
services to avoid disputes between the Access Provider and the Access Seeker
on compliance with the MSAP rate as happened previously in 2018 and to ensure

high service quality provided to the end -users/customers, a s follows:

(&) Network SLA for Core Network (from IP Core to NPE): 99.992% and above;
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(b) Network SLA for Access Network (from EPE to CPE): 99.9%;
(c) Access network configuration: 1+1;
(d) Network Latency within Peninsular Malaysia: < 20ms;
(e) Network Latency within East Ma laysia (Sabah & Sarawak): < 20ms;
() Network Latency between Peninsular and East Malaysia (including submarine
cable): < 40ms;
(g) Zero or more routes of redundancy; and
(h) Any other technical parameters specified or utilized by Access Provider from
time to time in  cluding the above.
6.2.252  Maxis also proposed a high  -level network diagram for End -to - End transmission
asin Figure 6.
Figure 6:End -to -End Transmission Service T High Level Network Diagram with
SLAs
IN TOC
-z-
‘ In Hmmn g Il 7 A e
Enterprise i -
L J L
I
Configuration: 1+1 SLA: 99.992% and above
SLA: 99.9%
+ Fully ring topology from aggregation network up to Internet
* Customer can opt for 1+1 protection from Access to Customer Premise
* POC1-Core
* POC2-NPE
* POC3-EPE
* CPE - Customer Premise Equipment
6.2.253  In addition, Maxis proposed to include 99.992% SLA for core network (SG

NPE) for the regulated prices to avoid the disputes between AP and AS, for

Layer -3 HSBB Network Services. The high -level network diagram is shown in

Figure 7 below:
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Figure 7:High -level Network Diagram for Layer 3 HSBB services

6.2.254  Maxis supported the MCMCO6 s deci sion to regul at e t he

telecommunications poles together with the ducts and manho les for
completeness purposes as both have similar functionally , 1.e. to carry the fibre
cable.

6.2.255 SDEC raised a question if the proposed price is per km per month but did not

further clarify which services it is referring to.

6.2.256 U Mobile notes that the layout o  f the pricing for the Layer 3 HSBB Network
Service in both the current MSAP and the Pl Paper are the same. However, the
fixed network operators ( TM and TT dotCom) use a different layout or structure

and makes it difficult to compare and comment.

Discussio n

6.2.257  With regard to SLA commitment s, the MCMC confirms that the model includes
full 1+1 path redundancy from first traffic aggregation nodes, where OLTs and
aggregation routers are hosted, to network core routers. The path redundancy
is ensured by uplink port redundancy of OLTs and routers and DWDM ring
topology. However, MCMC wishes to emphasise that an accurate level of SLA
cannot be determined in the model. Network availability and performance are
determined by other aspects such as restoration times of f aults and capacity

management that are related to network operations.

6.2.258  The MCMC thinks that having a 1+1 redundancy in the access network, between

end customer and OLT or first aggregation router, is not a standard practice. As
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