EAST TIMOR TRANSITIONAL
ADMINISTRATION

NATIONAL TELECOMMUNICATIONSPOLICY

1. INTRODUCTION

The National Telecommunications Policy isastatement of the philosophy, objectives, drategies
and methodology, which sets the scene and defines the god's that the Government wishesto
achieve in tdecommunicationsin East Timor.

As bath the Stuation in the country and the technologies involved are congtantly changing the
Ead Timor Trangtiond Adminigration (ETTA) will from time to time make changes,
modifications and additions to the policy through aregular process of review.

Itisgenerdly recognised that access to rdiable and affordable tedlecommunications [as
recommended by the International Telecommunications Union (ITU) — Telecommunications
include any process that enables a correspondent to passto one or more given correspondents
(i.e. voice, data or video), or possible correspondents (broadcasting), information of any nature
delivered in any usable form (written or printed matter, fixed or moving pictures, words, music,
visible or audible signals, signals controlling the functioning of a mechanism, etc.) by means of
any electromagnetic system (electrical transmission by wire, radio transmission, optical
transmission, etc., or a combination of such systems], isa prerequisite for sustained economic
growth and socid coheson.

In post-conflict areasit is moreover particularly important that people can fredy express
themsdlves and have access to as many sources of information as possble. Freedom of exchange
aso contributes to nationd integration and helps preserve the socid and culturd fabric of the
netion.

The generd guiddines embodied in this policy document therefore emphasise the need for the
rapid development of atelecommunications infragtructure, coupled with a high qudity of service
in line with and supporting nationa development.

2. INSTITUTIONAL ARRANGEMENTS

Approvd of the Naiond Tdecommunications Policy Peper formdises the fird dep in the
rendbilitation of the tdecommunicaions sector in Eagt Timor. It can be the catdys upon which
to build a viable, sdf-sudaining date. The immediate task is to edtablish a solid organisation and
a tdecommunications policy framework, progressvely increesng the cgpecity of East Timoree
to take respongihility for their own future,



Therdle of the Government and hence of the Department of Infrastructure (DOI), will be defined
in the Telecommunications Act. Only after Cabinet has gpproved the Act will the BOT tender be

issued to interested bidders. Whilst the tenderers are preparing their bids, the regulatory regime
pertaining to the tender procedure, evauation and salection will be defined and established in

preparation for contract negotiation and Sgnature.

Although every effort is being made to ensure that the DOI will be capable of assuming its

responsibilitiesin regpect of the telecommunications sector it is recognised that the DOI will
require the continued assgance of internationda advisors for some time in the future.

Sarvices, such as public Internet, will not be the subject of sector specific regulations and may
therefore be initiated even prior to the promulgation of “The Tdecommunications Act”.

3 POLICY PRINCIPLES:

The Government recognises that a basic affordable, universa, cost-based telecommunications
system taking into account the specific drcumdances in East Timor should be availableto dll

peoplein Eagt Timor in the same manner and according to the same terms and condiitions
without discrimination.

Internet connections and "vaue-added" services such as, paging, data services, voice-mal and
video conferencing — should be mede available in sufficient quantity to satisfy demand, a
present and in the future.

The following more pecific objectives are centra to the Nationd Teecommunications Policy:
A. Privaistion/ Liberdisation

Generd
Privatistion / liberdisation in Eagt Timor
Cugtomer Premises Equipment (CPE)

B. Network development

Transmisson Backbone

International Gateway

Public Fixed Network

Mobile network

Private networks

Internet

Voiceover IP

Other Services (Transport of broadcast programs, data, video, €etc.)



C. Regulatory framework

Generd

Provison of aBasc Universa Service with unrestricted access for dl usars
Licenang

Taiffs

I nterconnection

Frequency spectrum
D. Training and Public Awareness

3.1 GENERAL PRIVATISATION /LIBERALISATION PRINCIPLES

Privatisation and liberdisation can be introduced  the same time or separately. A Government
may wish to open up the merket to other operators without sdling any of its holdings, or it may
wish to s (part of) its holdings without opening up the market to other operators or both.

It is crucid to the development of the sector that the timing and the extent of the liberdisation /
privatisation isright.

3.1.1 Privatisation

In the devel oped economies and even in many developing countries there has been a grong push
towards privatisation of al sectors of the government whereit is possible for the private sector to
provide asimilar or better service. In many countries this stops short of those services which dedl
with security of the nation, education and other services to which the public in generd is
conddered to be entitled or where it is unredidtic to assume thet the market will be ableto
provide the consumer with any red choice eg. nationd defense sysems

Tdecommunicationsis one of the prime examples of a service which can be better provided by
the private sector, dbat within aframework of aregulaory regimewhich ensuresaleve playing
fidd for dl goods and services providers and which protects the interests of the consumer.

In mogt countries this has meant that the government, in anumber of stages, has sold its holdings
in the tdlecommunications sector. Thisnat only bringsin subgtantid revenue for the government

but aso bringsin expertise in both technicd and managerid terms to complement the exiding
qaff.

3.1.2 Liberalisation

Liberdistion i.e. the introduction of competition is an issue, which is paramount in the policies
and regulations of developed and deve oping countries.

Theam of liberdisation isto achieve higher growth rates and lower prices by dlowing different
operators/suppliers to compete for customers.



In mary cases this has multiple benefits. Not only have prices come down but aso the market
has increased substantidly. It has therefore not been a case of sharing an existing market but

developing new ones and expanding existing ones.

Liberdisation has dways taken place where there has been an established monopoly operator, a
functioning infrastructure and aredively developed market.

3.2 STUATION IN EAST TIMOR

East Timor isone of the very few countries in the world where there is no existing (monopoly)
operator, where there is no fully functioning infrastructure and a very underdeve oped market.

It istherefore not possble to compare the Stuation in East Timor with that in other countries et
aone goply the same solutions. Therefore solutions and a process of deve opment will need to be

introduced which are unique to Eagt Timor.

3.2.1 Privatisation in East Timor

As Ead Timor does not have the funds to buy atelecommunications system, the country is
dependant on externd finanang. The most effective way to redise both the funding and the
development of the system isto go through a competitive tender for aBuild, Operate and
Trandfer (BOT) project. In effect the proposed BOT tender would, de facto, be adirect and
complete privatisation of the sector. The government at the end of the BOT period could, when
the assets are trandferred from the BOT operator to the Government, then decide to formdise a
patid or complete conventiond privatisation of the assets.

3.22 Liberalisation in East Timor

The BOT gpproach to the establishment of a viable tedlecommunications network and services
implies giving the successful tenderer aperiod of excdusvity. Thiswill be necessary to dlow the
BOT operator to recoup the investments plus a margin and, equaly importantly, to ensure the
expandon of the system to areas outsde of the mogt profitable locations. If competition were to
be introduced from the beginning operators would be forced to limit their activities to Dili and
possbly one or two of the larger didtrict capitals. Competition would then prevent any of the
operators from moving out into less profitable areas. The price that the expansionist operator
would have to charge would necessarily be higher than if he were to provide servicesin only the
profitable areas. Thiswould result in loss of market share in the areas that would be providing
the income to finance the expanson.

The introduction of competition at this sage in the development of Eagt Timor would therefore
be counter productive and serioudy undermine the development of the tddecommunications
sector.



3.3 Customer premises equipment

One dement of the tddecommunications sector will be liberdised immediatdly and thet isthe de
and inddlation of Cusomer Premises Equipment (CPE). The only requirement on suppliers will
be that dl equipment must conform to the rlevant internationd standards and in no way
negatively effect the operation, rdiability or integrity of the network.

4. NETWORK DEVELOPMENT

The god isto esablish an integrated, sustainable and reliable telecommuni cations network thet
coversthe entire country and is cgpable of providing voice, video, dataand imaging services and
which is compatible with the networks in other countries thereby creegting anetwork thet is part
of the globa market of information processing.

The development of the Eagt Timor telecommunications sector and adminigration of the network
can be viewed asfollows

a A Network Provider (NW)

A high capacity national backbone based on the transmisson towersthat are dill ingtu
and with enough capacity to trangport televison, radio, internet and possibly other
savices not yet avalable. (The margind cost of cregting sufficient capacity to dlow for
the carriage of dl these services on the network isin the order of 5%)

b. Thefallowing Fadilities and Service Providers (Sarvices)

An Internetional Gateway to handle international connectionsin and out of Eagt Timor.

A fixed line netiond public telephone network

A nationd cdlular mobile network covering the Capitd of Dili, the Didtrict Capitasand

a alaer sage expanding as required to include the areas between, induding rura
communities

Customer access networks (cable or wirdess) for connection of subscriber equipment
(telephones, fax machines, etc.) to the fixed line network.

Other network services, including private networks, government networks, internet, voice
over |P and other services (trangport of broadcast programs for radio and televison, video
conferencing, etc.)

Wheressit istechnicdly viable to contract one angle NW provider and severd Service
Providersfor the various Services listed above, there are factors againg this gpproach.

In a stuation where the winner of the BOT controls both the NW aswdl asdl of the Services
such an operator can adversdly affect the entrance of new service providers to the market by
meking access to the infragtructure (in particular the NW) difficult or impossible



The converse where the BOT contractor controls only the NW and the Serviceslicenseis
awarded to other providersthe BOT contractor will be motivated to promote his facilities
aggressively. This therefore may seem to be a good solution. However, the minimum investment
for the NW backbone would be in the order of $9.6M, with amargind addition of $0.45M to
incorporate the additiona cgpacity for trangport of video and other fadilities. It will not be
possible to recuperate this order of invesment if the BOT winner does not participate in the
Services Sde of the project.

In this scenario the complexity of interconnection agreements would be an issue of Sgnificant
concern for the future Regulator.

The best gpproach would be to permit atemporary “monopoly”, dlowing the winner to operate
the NW and the necessary rumber of servicesto provide aviable busness beforethe“T” period
of the BOT. However, the option will be kept open for the Government to admit other Services
providersif and when convenient. For example a second mohile service operator could be
admitted when opportune.

Based on the above principles, the DOI envisages issuing atender in the near future for aBuild,
Operate and Trandfer Project for a complete telecommunications system congsting of the trunk
backbone, fixed and mobile networks, international gateway and ancillary equipment. This
project will result in the desired coverage and initid leve of sarvice.

The period required by the initid operator to build the system and make a reasonable return will
be approximatdly 10 years. The shorter the period the higher the prices will be to the consumer.

4.1 Mobilecommunications

Although the Government at this stage does not consider that the market can support a second
mobile operator, as sated above thereis no apriori decison to restrict the market and the
government may condder issuing alicense for a second mobile operator a sometimein the
future.



4.2 Private networks

The establishment of private networks will not be restricted but will be subject to Government
gpprova according to aset of criteriato be determined by the Telecommunications Regulatory
Authority (TRA). Other contractors, independent of the BOT winner, could provide these
networks.

4.3 Internet

The Government recognises that the internet is becoming a powerful tool of communication and
the community should be encouraged to learn of the possibilities which the internet offersand to
meke maximum use of it.

It isacommercidly dtractive sector which in generd is characterised by rapid growth and
vigorous competition and which can have grest vaue in terms of education, informetion, and
communication. Under these conditions there should be regulation with alight touch amed a
ensuring the protection of the customer (privacy), qudity of services and adherenceto generd
principles of fair competition and network integrity where there is connection with the public
network.

There will therefore, in principle be no redtrictions on the establishment of Internet Service
Providers. However, in the present circumdtances in Eagt Timor where thereis no effective
competition and the underganding of the public of the workings of the market is limited, the
Government wishesto ensure that any entrant onto this market will be fully capable of providing
an acceptable leve of service to the public. Asatrandtiond phase the Government therefore
intends to introduce a regidtration requirement for Internet Service Providers (ISP9). ISPsin this
initid phase will be given permisson to operate on the bads of a commitment toaminimum
level of service. In order to simulate the provision of Internet services by the private sector
ETTA will issue a public announcement in due course informing interested parties that they may
register asan Internet Service Provider. The announcement will aso contain details of the
regidration requirements.

The regigration regime will be reviewed annualy to determine whether or not there is sufficient
activity on the market to warrant the complete remova of any sector specific reguations.

4.4 \oiceover thelnternet

In Eagt Timor only asmall number of the generd population has access to computers. Moreover
the computer skills are very low. Although thisislikely to change quite rgpidly in the futureit is
not expected that the development of Internet services and in particular Voice over Internet will
have a sgnificant impact on the income position of the main NW operator. In the event thet an
Internet Service Provider might wish to market tdecommunications services as adiginct service,
that provider will have to gpply for alicense to become a Tdecommunications Operator.



5. REGULATORY FRAMEWORK

The progressve introduction of competition in the telecommunications sector, rgpid
technological advances and the increasng convergence of Telecommunications, Information
Technology (IT) and broadcasting technol ogies means thet the regulator will have to adopt a
flexible gpproach which will fadilitate the deve opment and the introduction of new sarvices
whilg & the same time ensuring thet the interests of the consumer are protected in terms of
access, qudity and quantity of services and price. In effect this means that regulaion should be
kept to aminimum and thet only those issues should be regulated which are essentid to ensure a
leve playing fidd and to protect the interests of consumers.

In the case of Eagt Timor the market will not be developed enough in many aress and
government intervention through specific sector regulation will be necessary for anumber of
agpects of the telecommunications sector.

However, this approach to regulation of the sector i.e. regulaion only whereit is necessary,
should not result in an ingbility of the Government to intervene swiftly in arees whereinitiadly it
was not foreseen that sector specific regulations would be necessary. Where competition does
not ded with an issue effectively or where competition does not result in the envisaged outcome
within areasonabletime it must be possible for the Government to introduce regulationsto
compensate for the delay in what was expected to be achieved by market forces.

As competition increases the need for sector specific regulaions will decrease and the regulatory
regime should therefore also be congtructed in such away thet it can be modified whenever
necessary to take into account developments in the market, the level of competition and the
ability of the consumer to express himsdf.

The Tdecommunications Act, which defines the regulatory framework, will focus on the
falowing issues

Badc Universd Sarvices
Licenang

| nterconnection

Taiffs

Frequency spectrum



5.1 Basc Universal Services

A fundamentd aspect of both Policy and Regulation is the availability and unrestricted accessto
telecommunications sarvices Bearing in mind the leve of investment required to re-establish
sarvices and the requirement of prospective operators to balance their books within acertain
(limited) period, one can only redigticaly put auniversa service obligation on the future

operator in the rather genera sense that access mugt be provided to dl personswithin a
reasonable geographic distance from their homes. What that geographic distance will be will
depend on the period of the license granted to the operator and on the price that the operator will
be able to charge for sarvices. In effect there will have to be atrade off between coverage and the
quantity of services provided and it will be for the tender evauators to determine which

proposed package of services, tariffs ad coverage would provide the greatest benefit to East
Timor.

Tdecommunicationsis one of the mogt important growth factors in modern economies. Initidly
it is the business sector, which will benefit most from the provison of advanced
communications. Advanced telecommunications sarvices will dlow busnessesto increese ther
productivity by making it chegper, faster and easier to do business

Although it issoddly and paliticaly attractive to ensure that individuas have access to
telecommunicatiors the benefit to the economy and therefore the benefit to the population, dbeit
indirectly, will be greatest if priority is given to connections which are predominantly used for
the conduct of business. However, it remainsthe am of the Government that access to and
delivery of afull range of contemporary and codt-effective services will be provided to as many
usersasiseconomicdly judifiadle.

5.2 Licensing

The quality and quantity of services can be best optimised in afree market environment where

providers compete for cusomers and cusomers have a choice of saverd service and equipment
providers.

It is, however, recognised thet the full liberdisation of the market may not be feesble in East
Timor for some condderable time. The market is sndl and the potentid for growth islimited at
thissagein some aress. Initid entrants to the market will have to be given some degree of
cartanty thet the rdatively large investments required could be trandated into a sugtainable
business before having to compete with a (limited) number of competitors. There will therefore
have to be a process of gradud liberdisation and introduction of competition over the next few
years. The speed of liberdisation will degpend on the market sector and will be determined by the
Regulator.

In the intervening period aregime of licenses will ensure an orderly and efficient development of
both infrastructure and services. Such aregime will be subject to regular review in order to
ensure that regulations do not retrict the growth and development of the sector or cregte unfair
advantages for any operator.



The Government recognises thet the sle or auction of licenses could generate subgtantia
income. However, the cogt of these licenses will be reflected in the price to the consumer, which

is contrary to the god of providing maximum access a the lowest price, and the Government
therefore does not intend to charge more for the license than the cost that is necessary to produce

thelicene

As has been pointed out above different gpproaches to the BOT project would result in different
licensang regimes. However it mugt dso be recognised that the new Regulator will be
inexperienced and any complicating factorsin terms of number of licenses or interdependency of
licenses will have a negetive effect on the effectiveness of the reguleor.

5.3 Interconnection

Interconnection and interoperability of networks are important aspects of the ted ecommunications

system. All operators will therefore be required to provide any other operator with accessto ther
network on demand wherever that istechnicdly possble.

I nterconnection agreements adso have adirect bearing on the price the subscriber hasto pay. In
the absence of full competition it isthe role of the government to ensure that interconnect is

carried out in a cogt-effective and transparent manner.

Where one or more of the parties has a Sgnificant market position, the terms and conditions of
the Interconnection Agreements, will be regulated under the Tdecommunications Act, possibly
through a price cap system.

54  Tariff Policy

Taiffing in generd should be on the principle of cost-orientation. However, it is recognised that
in the specific drcumstances of Eagt Timor drict gpplication of the principle of cost orientation
might mean that, in particular, rurd tariffswould increase by an extent thet is conddered to be
socidly unacceptable.

In view of the fact thet switching is only donein Dili and that the largest determinant of cogt is
the switching, the Government congdersthet initialy auniform price for both local and long
digance cdlsisjudifiable. The Government accepts that the minor deviation from cost
orientation which results from providing both locd and long digtance cdls a the same price is
acceptable in the light of making tdlecommunications (finendidly) accessble to low income
populationsin rurd aress. Even though there might therefore be asmdl cross subsdy from loca
to long-distance traffic, the government does expect, the principle of cost-orientation to be
adhered to for the totd provison of nationa public services.

Taiffswill be subject to review and revisons by the TRA from timeto timein relation to the
changesin the cost of equipment, development in technology, increase in the use of services, and
S0ci0- economic consderations such as affordability of users, consumer price index, extent of
rurd service requirement and any other requirements pertaining to tedecommunications sarvices.
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In determining the actud tariffs the costs of Smilar services/ packages of servicesin
neighbouring countries with more advanced sysems will be taken as a benchmark.

In the case of re-sde of sarvices by individuds (this refersto the services provided by a person

or a group of persons forming very small enterprises to extend telecommuni cations services such
as overseas telephone calls, facsmile and Internet services at a nominal additional service
charge under license from the service provider), permisson may be given by the Government to
add service charges, which will be required to be displayed to their users a the point of service.
Thismay be gopropriatein rurd areas where only avery limited number of phones are avalable

and the only one available is on the premises of abusness or an individua who would be

prepared to dlow third parties to make use of the phone for asmal charge. The Government,

however, will retain the right to fix the maximum surcharge, which may be gpplied to any such

sarvice chargesin order to protect the interests of the users.

Each operator will be required to provide separate itemised billing for mobile, fixed (locd and
internationa) and Internet services.

6. FREQUENCY SPECTRUM

Spectrum isascarce and vduable nationd resource. It is therefore gppropriate thet the
responghbility for management and assgnment of frequendesis given to the Government. In
prectice the role of the Government in repect of frequency planning, management, monitoring
and enforcement will be delegated to a Radio communications department. It will be the
responghility of this department to establish afrequency plan and to make and maintain an
inventory of the frequencies which arein use and which are available. It will dso ensure thet the
assgnment of frequenciesis coordinated with neighbouring countries in accordance with the
tables of frequencies established by the ITU.

A licenang system will be introduced on the bagis of which individud licenses will be issued
according to a dearly defined methodology and criteriafor the digtribution of frequencies
thereby ensuring trangparency and equitability. Each license will contain details of the frequency,
the purpose for which it may be used, the tranamitter power and other relevant detalls.

The license fees, which will be sat by the Regulator, will, under norma circumstances, be just
ufficient to cover the Government expense of providing the license and the costs of monitoring
and enforcement of compliance with the conditions of the license. However, where frequencies
are scarce the Government reserves the right to ether tender or auction specific licenses.

The Radio communications department is respongble for the entire frequency spectrum.
However, in the case of frequencies to be dlocated to broadcasters, the Radio-communications
department and any future Media Authority together will have to make an initid inventory of the
frequencies, which will be required for the foreseegble period.
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Frequencies for broadcasting purposes will subsequently beissued by and in close cooperation
with the future Media Authority. In practice this means thet afrequency for ether televison or
radio broadcast purposes will be issued a the request of and through the future Media Authority
fallowing on the recognition by that Authority of the applicant as alegitimate broadcadter.

1. TRAINING and PUBLIC AWARENESS

The crestion of trained and skilled manpower in dl fidds of tdecommunicationsis a prerequiste
for the successful development of the sector. All telecommunications operators will be required

to establish their own training programs. The need to create short, medium and long term plans
for the training of manpower for al operaorsisimperdive.

Besdes the cregtion of the physca fadilitiesand the training of the workforce thereisdso a
need for the greater public participation. Thiswill be achieved through the establishment of

conaultative forawhere the views and the needs of the business community and the public can be
heard.

One such forum will be the Advisory Board to be st up under the Telecommunications Act but
the Government will encourage dl interested parties (including user groups) to ensure thet they
areinformed and that their views are heard @ther individudly or collectively.

The Government also expects operators who wish to enter the Eagt Timorese market to put into
place information programmes to raise the level of consumer avareness.



