Regulatory Services

Regulatory Services, Stanley, Falkland Islands FIQQ 1ZZ
Telephone: (500) 28498

Price Cap Regime and Implementation for
Regulated Telecommunications Services provided
by Sure in the Falkland Islands

18 September 2016
Final v1.1



THIS PAGE IS INTENTIONALLY BLANK



Contents:

Chapter 1: Introduction

Chapter 2: Price Cap

Chapter 3: Broadband Obligation
Chapter 4: The MS Excel Workbook
Chapter 5: Compliance Procedures

Annex A: Regulated Services in the Price Cap and the Starting Prices in Price
Control Year 2016

Annex B: MS Excel Workbook
Annex C: Example of approach to calculating value of mobile packages
Annex D: Mechanics of Compliance Submission in Excel Workbook

Tables:

Table 1: Broadband Obligation — Data Allowances

Table 2: Broadband Obligation — International Satellite Capacity
Table 3: Broadband Obligation — Line Speeds

Table 4: Price Control Years and Compliance Statement Deadlines
Table 5: Services in the price cap and starting prices

13
15
16

19

21
22
23

13
14
14
17
19



Chapter 1: Introduction

Purpose

1. This document sets out the retail price control mechanism that has been agreed between the
Regulator and Sure South Atlantic Ltd (hereafter referred to as Sure) for regulated
telecommunications retail services (as defined at Annex A) provided in the Falkland
Islands. It contains two distinct but related components:

a. A price cap of the form RPI — X to ensure that the weighted average of annual
price increases of a defined ‘basket’ of regulated services does not exceed a
parameter called the ‘controlling percentage’

b. A broadband obligation that defines a series of increases in broadband data
allowance for consumers and other improvements in broadband; linked to defined
increases in international satellite capacity

2. This document replaces all previous versions and is accompanied by a MS Excel workbook
designed to facilitate implementation of the retail price control mechanism.

3. This document reflects the agreement made between the Regulator and Sure in relation to the
price control mechanism. It sits alongside the exclusive licence granted to Sure for
provision of telecommunications services.

4. The price cap came into force on 1 January 2016 and is similar in form to the previous price
cap for regulated telecommunications services on the Falklands Islands that was in place
between 1 April 2011 and 31 March 2015.

Background

5. In principle, the price control mechanism should protect residential and business customers
from monopoly excess while providing Sure with a reasonable rate of return on capital
efficiently employed, having regard to the risks involved.

6. In September 2012 the regulator of telecommunications applied a price control (known as a
price cap) on Sure, applied retroactively starting 1 April 2011.* The purpose of the PC was
to limit the ability of Sure to increase certain retail prices. Notwithstanding it allowed Sure
to change retail prices to reflect changes in the cost of certain inputs that were outside its
control.?

7. The controlling percentage consisted of an expression with four parameters:

1 The Revised Implementation Document (RID) final version dated 26 September 2012.

2 These inputs were the cost of electricity, international satellite capacity and the dollar-sterling exchange
rate



Where:

CPwu = A RPlg1y— X + CO1) + Y1

A RPI¢.1 corresponded to changes in retail price index over the previous year

X@ was defined as the offset factor and was set to 5% in order to reduce prices for
consumers during the price cap period

CO was the carry over factor which permitted Sure to transfer ‘credit’ for exceeding
price cap obligations between price control years

Y was defined as the cost pass through parameter that allowed the provider to pass
through cost changes not under their direct control, namely: tariff changes from the
Satellite provider on space segment rental; dollar-sterling exchange rate relating to
space segment costs; changes in the cost of electricity

8. This previous price cap lasted four years and was originally designed by a regulatory
economist, Chris Doyle, in close consultation with the management at Sure and the
Regulator.

Structure of this document

9. The main body of this document is arranged into this introductory chapter and four other
chapters:

Chapter 2 provides more detail on the price control mechanism, price cap framework,
formula and operating principles

Chapter 3 sets out the Broadband Obligation

Chapter 4 outlines the mechanics of the price cap including an overview of the Excel
Workbook through which data relating to the price cap formula will be entered and
computed

Chapter 5 sets out the compliance procedures for Sure

10. There are also four annexes:

Annex A provides detail of the starting prices for the all regulated services that fall
within the price cap

Annex B provides further detail and screenshots from the Excel Workbook

Annex C provides worked examples of the approach to valuing mobile packages
Annex D provides instructions on submission of compliance statements from Sure to
the Regulator



Chapter 2: Price Cap

Structure of Price cap

11. The Regulator shall apply on Sure a retail price control mechanism known as the ‘price cap’
(or ‘price cap’).

12. The price cap requires that a weighted average of the changes in retail prices for ‘price cap
regulated services’ shall not exceed something known as the ‘controlling percentage’. The
controlling percentage shall contain a term called the ‘offset factor X', which shall in this
case be set at zero. The price cap shall apply to prices for price cap regulated services in
a ‘price control year’ and there shall be four price control years the first of which starts on
1 January 2016. The price cap is to be applied retrospectively.

13. Regulated services mean all publicly available retail telecommunication services offered by
Sure having a published tariff in the Falkland Islands.

14. Price cap regulated services mean regulated services other than broadband internet
packages and broadband internet data boosters. This document provides a complete list
of price cap regulated services in Annex A.

15. New services offered to the public during the term of this price cap will be brought into the
price cap only when a revenue threshold test is positive. See Section C below.

16. Each of the four price control years ends on 31 December in each of the following years:
2016, 2017, 2018, and 2019.

Framework of price cap

17. This section and subsequent sections sets out the price cap and outlines the mechanics of
the price cap.

18. The price cap shall constrain the weighted average change in prices for the price cap
regulated services, where the weight for each service is determined as its share of total
revenue of all price cap regulated services in the preceding year. It is important to
recognise that the price cap in any given year t operates in practice with reference to
volumes in the year preceding, that is t-1.

19. The price cap is that in each price control year t the weighted average (using an arithmetic
average) of percentage changes in tariffs of price cap regulated services shall not exceed
the controlling percentage CP(t) in year t. The controlling percentage is defined more fully
below.

20. In price control year t the percentage change in the price of regulated retail service i is
calculated as follows:

AP ¢ v = ((piv— pat-1)/ pat1) x 100 [1]
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where

®): is the current price control year
(t-1): is the year (12 months) preceding the current price control year

pat1: IS the effective annualised tariff for regulated retail service i. This is measured by looking
at the price charged for service i over the previous year t-1, If the price of service i was
constant throughout t-1, then the effective annualised price is the list price observed in t-
1. If the price varied in t-1, the approach adopted is to find the equivalent constant
annual price that would have made consumers indifferent between the two scenarios
(ignoring time discounting costs). The method used to calculate this price is described in
Section E below. The starting prices at the beginning of the price cap on 1 January
2016, however, shall be equal to the prevailing tariff on 1 January 2016 (see Annex A).
Temporary offers and similar non-permanent discounts are excluded from the
calculations; and

pay:  is the published tariff of Sure for regulated service i at time t during the price control year
excluding any discounts offered.s

21. In the first price control year 2016 the price changes are measured with reference to ‘starting
prices’ prevailing at 1 January 2016 as shown in Annex A.

22. The revenue weight for price cap regulated service i is defined as the revenue associated with

price cap regulated service i in the year prior to the price control year divided by the total
revenue for all price cap regulated services i=7 ... n in that year:

(pa.t1) X qeit1) / Zi=1ton PGt1) X qat-1) [2]
where

ga.+1) is the volume (quantity) of price cap regulated service i bought by customers in the period
(t-1).4

23. The denominator £ i = 1 to n p(i,t-1) x q(i,t-1) in expression (2) is the total revenue of the

regulated services in the year preceding the price control year. To ease subsequent
exposition it shall be written omitting the summation sign (in vector format) as:

pt1qt-1= Z i=1ton PGit-1) X qit-1) [3]

3 Discounts are taken to mean introductory offers (whereby a consumer pays a lower price for an initial period of a
contract before the price reverts to the higher normal price), promotional offers and other temporary offerings. See
below for issues arising from within current price control year price changes.

4 The reason why weights make use of the previous year’s revenue is to allow the question: By how much in
expenditure terms has it changed for a consumer to buy a quantity of telecommunication services equal to the
amount purchased in the previous year. It enables comparisons to be made on a like-for-like basis. For example, if a
consumer purchased 100 national SMS text messages last year at 10p each, total expenditure would have been £10.
If during the current year the price of a SMS message increases to 15p, the cost of purchasing 100 SMS messages
would increase to £15 representing a 50% increase. In practice the consumer might, faced with the higher price,
lower demand for SMS messaging and spend less than £15.



The sum of the revenue weights is equal to one:

2 i=1ton{(pat-1) X qGt-1)/ priqe1} =1 [4]

24. Compliance with the price cap requires that at the end of each price control year it should be
the case that the weighted average of percentage price changes of price cap regulated
services shall not exceed the controlling percentage:

2 i=1ton[(((pay— pat-n) pat-1) X 100) x {(pat-1) X qa.t1)/ (pt1gt1)}] < CPw [5]

Note 1: The controlling percentage CP)is defined more fully below in paragraphs 27 & 28 and refers to
the allowable maximum annual percentage change in prices.

Note 2: The expression in (5) states that the weighted average of the price changes for all the price cap
regulated services must be no greater than the controlling percentage. The expression shows that sale
volumes in the current price control year, as measured at the end of the year, are not featured. If the sales
volumes grow or decline in the current price control year, the effect of this would be reflected in the following
price control year. Thus if the market size doubled this year, the price cap would act to constrain changes
in revenue associated with half the current revenue. It is important to understand that Sure is not deterred
from meeting extra demand in any current year and is certainly not penalised in any way for meeting rising
demand.

Note 3: The expression in (5) forms the basis for a price cap compliance test. However, the
test can be simplified and made more operational. This is shown algebraically below and in
the MS Excel workbook (see also Chapter 5).

The expression in (5) may be rewritten as follows:

[1/ (pt1ge1)] X {Z i=1t0n [(((Pdy— Pat-n)/ Paty) X 100) x (Pt X qaen)l} < CPw [5a]

Note 4: The fraction [1/ (pt1gt1)] appears in every term on the left hand side and is taken outside and pre-
multiplied into the remainder of the expression.

Note 5: The expression in (5a) can also be written as L <1 + CP(), where L is called the Laspeyre index
of price changes:

L=[Zi=1ton(payX qat1)])/ prigei.

Note 6: A Laspeyre index of price changes measures the effect of the change in prices by reference to
last year’s quantities — in other words how much does it cost this year to buy last year’s quantities. With
inflation present the value of L exceeds 1 as prices increase, in periods of deflation L would be less than
1.

The expression in (5a) is the same as:

{Zi=1ton[(((pah— patn)/ pat1) X 100) X (pat-1) X qait-1)]} < CPw x pt1gt-1 [5b]

Note 7: Multiplying both sides of (5a) by pr1qe1 gives the expression in (5b). The term on the left hand side
of the inequality in (5b) states that the percentage change in price for regulated service i in the current
price control year multiplied by the reported revenue associated with regulated service i in the year
preceding the current price control year summed over all the regulated services shall not exceed the total
revenue associated with regulated services in the year preceding the current price control year multiplied
by the controlling percentage. If the controlling percentage is negative, this requires a reduction in one or
more tariffs.



25. The expression in (5b) is key to the price cap to be applied on Sure. It states that the price
change of a price cap regulated retail service will contribute to the overall price cap
according to the share in price cap regulated revenue associated with the service in the
year preceding.

26. The controlling percentage should be known at the beginning of the price control year. It
should also be the case that the revenue in the year preceding the price control year for
each price cap regulated service should be known within three months of the start of the
price control year. Therefore Sure should at that point be in a position to determine
whether any actual or proposed price changes will be in compliance with the price cap.

27. The controlling percentage is comprised of four variables:

CPy=ARPl ¢n)— X 9+ CO )+ Y (1) [6]
28. The variables in the controlling percentage shown in (6) are described below:
Inflation
a. The first term A RPI 1)is a measure of the change in the index of retail prices (‘inflation’) as
measured by the change in the index of retail prices compiled by the FIG. Inflation shall be
measured as the year-on-year percentage change (from September to September) in the Retall
Price Index in the years preceding the relevant price control year, using the official published retail

price index of the FIG:

RPI 1) = ((RPI ¢-1)— RPI ¢-2))/(RPI (t-2))) x 100 [7]

where:

(t-2): is the year preceding (t-1)

RPI (2): is the value of the Retail Price Index for the month of September of the year (t-2)
RPI (1) is the value of the Retail Price Index for the month of September of the year (t-1)

In the first price control year 2016, the RPI values are therefore taken for the months September
2014(RPI (-2)) and September 2015 (RPI ¢-1)).

Offset Factor X

b. The offset factor is set equal to zero.

Carryover CO

c. A ‘Carryover’ factor CO(-1 measures the gap between allowable price changes and actual price
changes in previous price control years. If Sure chooses not to increase prices by as much as
permitted under the price cap in a price control year, the difference will be transferred as carryover
from the current price control year into the next price control year. There is no requirement to use
carryover of this nature (that is, carryover that would allow Sure to increase prices) within the next
price cap year and all or some of that carryover may be carried over into subsequent price cap
years. Similarly, if Sure fails to comply with the price cap in a price control year the difference will
transfer to the following price control year, although in this case the extent of that carryover will



be subject to a materiality threshold to ensure price cap compliance is met.> By definition carryover
is zero in the first price control year 2016. Any unused carryover — whether positive or negative -
remaining at the end of the price cap in December 2019 cannot be carried forward to any
subsequent price cap that may be applied.

Cost pass-through Y

d. A cost pass-through factor Y1) allows Sure to pass through electricity cost changes that are
outside its direct control.

At the end of a price control year, the price paid for electricity during that year is compared to the

price in the year preceding the price control year. The difference in price shall be expressed as a
fraction yq:

yo = (po-pen)/pe1) [8]

Note 8: Within year price changes should be dealt with using the methodology set out is section E below.
Note 9: If cost pass-through was allowed for more than one input, then price changes for each input
would need to be weighted according to the relative expenditure on each input.

Part of any change in electricity prices faced by Sure is already accounted for by the inclusion of
RPI inflation in the price cap formula. In order to reflect this, a fraction Y.-1) representing the
contribution of electricity costs to operating costs attributed to regulated revenues, relative to the
weight assigned to electricity prices in RPI, will be calculated as follows:

Y1) = (1-RPIW1/ROCW(-1)) [9]

Where:

RPIW 1) = the percentage weight assigned to electricity costs in calculation of RPI in the period
t-1 (to be provided by FIG)

ROCW -1y = EC(t-1)/OC(t-1)

EC(t-1) = Electricity costs incurred by Sure in period t-1attributed to price cap regulated services

OC(t-1) = Total operating costs incurred by Sure in period t-1 attributed to provision of price cap
regulated services

Note 10: The methodology for apportioning electricity and broader operating costs between price cap
regulated and non-price cap regulated services is set out in the MS Excel Workbook.

Cost pass-through shall be expressed as:

Y = Yt X Yo X EC(t-1) / pt-2qt-1 [10]

5 Chapter 5 sets out what may be termed a ‘material’ breach of compliance and proposes a way for identifying such
an eventuality.



which may be positive or negative. This figure represents the change in the cost of electricity to
Sure (at the previous year’s volumes), adjusted for the extent to which this change is reflected
by the inclusion of RPI in the price cap formula, expressed as a proportion of the previous year’s
price cap regulated revenues.

In addition, the Regulator may require sight of data on the volume of space segment under
contract with the satellite provider for the supply of regulated retail services, as well as the price
actually paid for this.

Treatment of new services

29. New public telecommunication services introduced during the term of this price cap shall be
excluded from the retail price control applying between 1 January 2016 and 31 December
2019, unless a service:

e is deemed to be a replacement for service listed in Annex A, or

e where it is not a replacement for a service in Annex A it contributes more than five
per cent of net regulated revenue (this includes revenues from broadband packages
and broadband data boosters, in addition to price cap regulated services) over four
consecutive quarters (measured on a moving average basis).

30. Note that this does not affect the application of the Broadband Obligation to broadband data
boosters, which will be regulated according to that obligation regardless of the level of
revenues that they generate.

31. The introduction of 4G/LTE data services will be treated as new services whether they are
introduced as data only mobile broadband services, or as part of a mobile telephone
package, which may combine different combinations of voice, SMS and 4G/LTE data
services.

32. For the purposes of the 5% threshold test, all mobile packages including 4G/LTE data will be
taken together as one service, as will all data only mobile broadband services. For
example, if Sure were to introduce three mobile packages including 4G/LTE data, and
each of these contributed 2% of regulated revenues over a four quarter period, then the
test would be passed and all mobile packages including 4G/LTE data would enter the
price cap.

33. In the case of inclusion of new services in the price cap, this shall occur in the price control
year following that in which its revenue exceeds the 5% threshold test. Therefore the
earliest price control year in which a new service may be included in the price cap is 2017.

Treatment of mobile telephone packages

34. Mobile telephone packages, which offer consumers a monthly allowance of each of a set of
mobile telephone services at a fixed monthly price, present some challenges for price cap
regulation. In essence, this is because there is no obvious means to judge the value of a
particular set of allowances to consumers, and so how this value is affected by changes
in allowances. Simply regulating the headline price of a package regardless of its contents
would not meet the objectives of a price cap. On the other hand, Sure should be given



flexibility to offer packages that meet changing consumer demands. This is particularly
important where new services — such as 4G/LTE data services — are being introduced to
the Falkland Islands’ market for the first time and customer demand and preferences are
yet to be fully determined.

35. The following method of regulating mobile telephone packages within the retail price cap is
adopted:

The cost and price of different types of traffic

In relation to changes in price or volume(s) for existing price-controlled mobile packages,
the relative weight of the different components of the package will be calculated in terms
of the network data usage basis — used as a proxy for value of each component. This
uses per Mb data profiling to produce weightings for different types of traffic using Sure’s
IP network.

This data profiling results in the following weights for each type of traffic:®

Voice traffic  [3<] Mbs per minute
Texts [<] Mbs per SMS
Data [¢<] Mb per Mps

Using the above weightings, the theoretical maximum total Mb bandwidth used to provide
a particular mobile bundle can be calculated. Any changes to a package — due to changes
in the inclusive allowance of one or more components of that bundle (and/or a change in
the price of the package) — will result in changes to the price per Mb of the total theoretical
Mb bandwidth. The new total Mb bandwidth of a package can be compared against the
original value of total Mb bandwidth to produce a new price per Mb (referred to as the
Price Cap Offset). The Price Cap Offset plus the price of the new bundle will represent the
Flexed Revenue, which is the actual revenue that will be taken into account for price
control purposes, (subject to any caps on allowances that qualify for price cap credit as
explained below).

Worked examples of the mechanics of this approach are shown in Annex C.

Caps on allowances that will count for price control purposes

To avoid the scenario where Sure offers increases to allowances that are beyond that
which customers would value but which would have the effect of easing price cap

compliance, Sure will only get price control credit for increases to allowances up to 50%
of existing allowances in any one year.

6 See Annex C for sources of data profiling results



For example, if a package originally contained 100 minutes of voice traffic and 100 minutes
of SMS and Sure were to increase each of those allowances to 150 minutes, for the same
price, this would be an effective price reduction and Sure would get full credit for this
reduction within the price cap. If however, Sure were to increase those allowance to 1,000
minutes each, there would be no price cap credit for the incremental 850 minutes.

An exception to this 50% limit may be made where Sure can demonstrate to the regulator
that customers will benefit from providing allowances in excess of the agreed cap, in which
case full credit for the increased allowance will be given. The Regulator would need to
see suitable evidence that the change would benefit consumers.

No cap will apply to the price cap impact of a decrease in allowances within a package.
Changes to existing packages and introduction of new packages

Sure will be at liberty to amend the price of mobile telephone packages, and these price
changes would have implications for compliance with the price cap in the same way as
changes in prices for any price cap regulated service, subject to the provisions on the value
of different types of traffic and caps on allowances for price cap purposes as outlined above.

Sure will be allowed to withdraw any mobile phone package from sale to hew customers, or
to customers that have reached the end of their contract period. Sure will not be allowed to
withdraw any mobile phone package to any customer that is still within their contract period
for that package. For the avoidance of doubt, once that contract period ends, the customer
will not be entitled to renew their contract for a further period on that same package if Sure
has decided to withdraw that package from sale.

New packages — promotional packages and permanent packages

Sure may introduce new mobile phone packages as promotional packages for a period not
exceeding four months. Whilst a package is classified as a promotional package it will not
qualify for price compliance purposes. Customers that buy promotional packages will only be
entitled to receive the package for the length of the promotion.

Sure will not be obliged to make any promotional package a permanent offering and will be
entitled to close a promotion to new customers at any time.

If a promotional package does become a permanent offering it will count for price cap
compliance purposes at the point that it becomes a permanent offering (if the new service
test, where applicable, has been passed). The value of that package will be calculated in
terms of data profiling as outlined in paragraph 35, and subject to the cap on allowances that
count for price control compliance purposes as outlined in paragraph 35.

Although promotional packages do not have a direct impact on price cap compliance,
revenues derived from promotional packages will be taken into account in applying the new
service test. In determining the starting price for a new service if and when it does enter the
price cap, promotional packages will be ignored, and only the prices of packages offered on
a permanent basis will be taken into account.
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g. Forthe avoidance of doubt, Sure must inform the Regulator in writing at least seven days prior
to the introduction and the termination of any temporary promotional packages.

Treatment of within year price changes: guidelines

36. The following provides guidance on the treatment of multiple price changes for a regulated
service within one price control year. The adjustment explained below is intended to have
the effect that the allowable revenue Sure accrues as a result of individual tariff changes
during a price control year are no more than that which would have accrued had all of
those tariff changes been made at 1 January in the same year. No allowance is made for
the time value of money.

37. The method is illustrated by way of example. Suppose that the price for a price cap regulated
service is £0.90 as of January 1 2016, and falls to £0.75 on June 1 2016. The average
price used to compute the value shall be:

D x £0.90 + (1 — D) x £0.75

Where D is the elapsed proportion of the price control year, calculated as the date on
which the change in charges takes effect. It is expressed as a numeric entity on a scale
ranging from 1 January = 0 to 31 December = 364, divided by 365. In the case of a leap
year (as in 2016) it is calculated as the date on which the change in charges takes effect,
expressed as a humeric entity on a scale ranging from 1 January = 0 to 31 December =
365, divided by 366. Hence for the new price £0.75 introduced on 1 June 2016 the value
of D=152/366=0.42 rounded.

Therefore the price for the regulated service in the price control year is calculated as
0.42 x £0.90 + 0.58 x £0.75 = £0.81 rounded.

Review of the price cap

38. The period of this price cap has been set at four years to reflect the challenge in forecasting
developments on both supply and demand sides.

e Onthe supply side, the telecommunications sector is characterised by rapidly evolving
technology and the introduction of new services. International capacity and satellite
links is particularly relevant for the Falklands; both in terms of the technologies
employed and in terms of the significant reduction in effective price for data that has
been observed and is expected to continue in the future.

e On the demand side, changes in the size of the consumer base are difficult to predict,
as is their usage of existing and new services.

39. A review of the price cap will be conducted in the first part of 2019 to inform a revised price
cap that will commence on 1 January 2020 (i.e. at the conclusion of this price cap). Any
revisions to the price cap will need to take account of conditions expected at and beyond
January 2020. In other regulated markets with a price cap arrangement (e.g. water supply
in the UK), this would be conducted and enforced by an independent regulator (e.g.
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OFWAT) based on an assessment of costs, necessary investments and projected
revenues.

40. This review will be conducted by an independent, objective third party. To ensure the
independence of the review, it will be jointly commissioned by the Regulator and Sure but
will be funded by the Regulator. Broadly speaking the primary terms of reference for the
review will cover, inter alia;

e A technical appraisal of telecommunications infrastructure and services on the
Falkland Islands and investment requirements to meet consumer needs

o A review of the effectiveness of this price control regime in meeting the policy
objectives set out in the Telecommunications Ordinance (2016)

e Areview of international capacity and satellite link and recommendations for the future

e A recommendation on a suitable price cap regime from 1 Jan 2020 based on an
assessment of future costs, revenues and profits for regulated telecommunications
services on the Falkland Islands and on forecast evolution of market conditions on the
Islands

41. Neither the Regulator nor Sure will be bound by the recommendations of the independent

review, but agree that the evidence base and findings of the review will inform discussions
on a revised price cap for the period from 1 January 2020 onwards.
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Chapter 3:

Broadband Obligation

Broadband Package Prices and Data Allowances

42. The biggest single priority for FIG through the negotiations with Sure during 2015 on a new

telecommunications licence and price cap mechanism has been increasing broadband
data and line speed. More specifically, to ensure that consumers experience significant
increases in broadband allowances at the commencement of — and throughout — the
period of a future licence at a price that is fair and affordable; without materially increasing
the overall cost of other telecoms services.

43. Sure shall provide increases to data allowances on all broadband packages at specified

dates.” These increases are detailed in Table 1. During the period of the price cap (i.e.
until January 2020) the monthly price to customers will not be changed.

Package Starter Lite Bronze Silver Gold Platinum

Previous name Residential | Residential | Residential | Business Business Business
Bronze Silver Gold Bronze Silver Gold

Price £15 £37 £75 £180 £300 £425

June 2016

Data Quota (GB) 1.5 4.5 9 225 375 525

Jan 2017

Data Quota (GB) 2 6 12 30 50 70

Jan 2019

Data Quota (GB) 3 9 18 45 75 105

Table 1: Broadband Obligation — Data Allowances

44. This broadband obligation is discrete from the basket of services that form the weighted

45, As

average change in the price cap and does not count towards the compliance
arrangements described in Chapter 2. Should Sure elect to increase data allowances
further or faster than laid out in Table 1, this would not confer any benefit in terms of carry
over credit for the price cap.

part of the negotiated agreement with Sure, the introduction of a facility for broadband
consumers to purchase additional data during a month was agreed. This facility — referred
to by Sure as a ‘data booster’ — will be implemented by September 2017 and will offer out-
of-package data at 1GB, 3GB and 5GB bundles with a fixed price of £15 per GB. The
price of these data boosters shall not be increased until such point as the data boosters
enter the price cap basket of services.

7 The increases in data allowances are minimum increases (i.e. Sure may decide to increase packages by more than
stated) and the dates are the latest point at which the increases would apply.
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International Satellite Capacity Obligation and Line Speed

46. These increases in broadband allowance will be enabled through increases to the

international capacity. The agreed increases are shown in Table 2.

% Downlink | Uplink Total

change (Mbps) (Mbps) | Mbps
2015 - 68 18.6 86.6
Jan-16 150% 2105 =228 2133
Jan-17 200% =140 =38 =178
Jan-19 300% =210 =58 =268

Table 2: Broadband Obligation — International Satellite Capacity

47. As international capacity is increased, line speed for consumers will also be increased in line
with the speeds stated in Table 3.

Starter Lite Bronze-Silver-Gold-Platinum
up/down up/down up/down
2015 128Kbps / 512Kbps 1Mbps / 256Kbps 2Mbps / 256Kbps
Jan-16 1Mbps / 256Kbps 2Mbps / 333Kbps 3Mbps / 333Kbps
Jan-17 1Mbps / 256Kbps 2Mbps / 333Kbps 4Mbps / 768Kbps
Jan-19 1.28Mbps / 256 Kbps 2.56Mbps / 333 Kbps 5Mbps / 768Kbps

Table 3: Broadband Obligation — Line Speeds

Night time window

48. The night time window is defined as 0000 through to 0559 Falklands time in each 24 hour
period. During this period data use will not be charged and inclusive data allowances are
unaffected by use in this period. The night time window will be offered as a right until at
least 1 January 2020. However, data use during this period will be subject to a ‘fair use
policy’ that will be agreed between Sure and the Regulator to optimise the experience for
the maximum number of consumers. It is expected that this fair use policy will evolve in
response to shifting consumer usage.
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Chapter 4: The MS Excel Workbook

50. Accompanying this document is (in Annex B) a MS Excel Workbook that operationalises the
price cap. The Workbook is a ‘live’ document and will evolve as circumstances dictate.
However, whilst minor modifications and refinements of the Workbook would be expected
over the course of time, the structure and framework of the Workbook will adhere to the
principles set out in this document.

51. The Workbook contains a number of worksheets which are described briefly below.

e Compliance statement — this sheet determines whether the price cap obligation has
been met, based on data entered in the remainder of the Workbook.

¢ Individual service sheets — The Workbook contains a worksheet for each price cap
regulated service. Monthly data on the price of each service and the volume sold
should be entered in these sheets. The sheets covering mobile phone packages
incorporate the specific methodology relating to those services outlined in paragraph
35 of this document.

e Cost pass through — This worksheet calculates the effect on the price cap obligation
of changes in the price paid by Sure for electricity.

¢ New service test — This sheet calculates if and when services introduced during the
term of the price cap reach the revenue threshold for inclusion in the price cap.

The Workbook also contains a number of ancillary sheets.
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Chapter 5: Compliance Procedures

52.

This chapter sets out the steps involved in the compliance process for the price cap and for
the broadband obligation.

Price Cap

53.

54.

55.

56.

57.

58.

59.

60.

The first step in the process involves the completion by Sure and submission to the Regulator
of the MS Excel Workbook containing the data needed to assess compliance, included in
Annex B of this document. The final step in the process is written confirmation by the
Regulator that Sure has complied with the price cap. Compliance is an annual process
and the address for submission is: “Head of Regulatory Services, The Falkland Islands
Government, Stanley, FIQQ 1ZZ”. Submission may be made electronically to the
appropriate email address. The Regulator shall acknowledge receipt of a submission
within 2 working days.

Sure shall comply with the price cap outlined above and specified in the accompanying MS
Excel Workbook. The compliance test necessitates Sure to complete and submit the entire
MS Excel Workbook. The workbook will be populated with data for the relevant price
control year. The sheets submitted to the Regulator will be reviewed on behalf of the
Regulator by audit functions residing in FIG.

The test of compliance is set out on the worksheet “COMPLIANCE” for each price control
year. Where it is indicated in the relevant cells that the test is positive (i.e. the letter “Y”
appears in the two cells marked in Row | of the Compliance Form on the sheet), it shall
be presumed by the Regulator that Sure has complied with the price cap.

If the Regulator does not query the submission within 28 days of the date of submission (the
date being that marked on the submission cover letter and time stamped on the MS Excel
Workbook submitted), compliance shall have occurred.

If the Regulator seeks verification of data within the sheets submitted as part of the compliance
process or questions whether compliance has been met, the Regulator shall write to Sure
within 28 days of the date of submission requesting clarifications from Sure.

If the Regulator is content with the clarifications provided and the “COMPLIANCE” worksheet
meets the requirements of the compliance test, compliance shall have occurred. The
Regulator shall write to Sure within 28 days of the letter sent to Sure mentioned in
paragraph 59 that compliance has occurred for the relevant price control year.

Where the Regulator is not satisfied by the clarifications provided, it may apply statutory
powers within the Telecommunications Ordinance to request further information from
Sure.

If following the disclosure of further information requested under provisions in the Ordinance
causes the Regulator to doubt whether the compliance submission is acceptable, he must
set out detailed reasoning in a written statement as to why this is the case. In this case
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the Regulator may order by Direction that Sure take appropriate measures to amend the
compliance submission and/or vary tariffs to remedy a breach of compliance.

61. Where compliance is not achieved and is shown in the relevant cells as “N” in the worksheet
marked “COMPLIANCE?”, the Regulator will exercise discretion and accept the submission
if the failure is less than 10% of the allowable regulated revenue change shown in Row G
of the Compliance Statement. If Row | in the Compliance Statement shows “N” it will trigger
the Discretion Test in Row I1. Discretion will allow a breach of up to 10% of the allowable
regulated revenue change and carry this forward to the following price control year.? In the
written response to Sure the Regulator should make clear that compliance occurs on a
discretionary basis.

62. If the submission shows “N” in both the Compliance Test and the Discretion Test, Sure would
be deemed to have failed to comply with the price cap. In these circumstances, the
Regulator shall apply penalties in accordance with the statutory powers.

63. Sure shall submit the statement of compliance no later than three months after each full year
of the application of the price cap in a price control year. A compliance statement shall
apply to the tariffs of regulated services in the twelve months of the previous price control
year. For the sake of clarity, the price control years and respective compliance statement
deadlines are shown in Table 4.

Price Control Year Price Control Period Compliance Statement Deadline
One 1 Jan 2016 — 31 Dec 2016 1 April 2017
Two 1 Jan 2017 — 31 Dec 2017 1 April 2018
Three 1 Jan 2018 — 31 Dec 2018 1 April 2019
Four 1 Jan 2019 — 31 Dec 2019 1 April 2020

Table 4: Price Control Years and Compliance Statement Deadlines

64. If a submission is not received by the compliance statement deadline the Regulator will write
to the licensee requesting clear reasoning and submission details to ensure compliance
within the allowable three months. If no submission is received within that period the
Regulator will seek to apply penalties in accordance with his statutory powers.

65. Annex D contains further details of the mechanics of the Excel Workbook for calculation and
submission of compliance statements.

8 Using the carry-over parameter within the price cap formula
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Broadband Obligation

66. Sure will confirm to the Regulator in writing whether or not they have met each component of
the broadband obligation within one month of that component of the obligation coming
due. Should they fail to meet any component of the obligation, the Regulator will seek to
apply penalties in accordance with his statutory powers unless he judges there are
extenuating circumstances.
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Annex A: Regulated Services in the Price Cap and the

Starting Prices in Price Control Year 2016

Starting prices shall be those for the regulated services supplied by Sure South Atlantic at 1
January 2016, except broadband services where the starting price are those supplied at 1 April

2016.

Unit of

Service Starting Price

Fixed telephone services

measurement

New telephone Installation Fee £200.00 Number of new lines
New Activation of Telephone Line £50.00 Number of
activations of lines
Standard monthly charge (residential) £8.00 Monthly number of
residential
subscriptions
Standard monthly charge (business) £20.00 Monthly number of
business
subscriptions
Subscriber over 64 monthly charge £5.00 Monthly number of

subscribers over 64

National Calls (Landline-Landline)

£0.06 per minute

Total Minutes

National Calls (Landline-Mobile)

£0.10 per minute

Total Minutes

International Calls (to UK standard rate)

£0.90 per minute

Total Minutes

International Calls (to UK off-peak rate[1])

£0.60 per minute

Total Minutes

International Calls (to Rest of World standard rate)

£1.00 per minute

Total Minutes

International Calls (to Rest of World off-peak rate)

£0.80 per minute

Total Minutes

Local Directory Inquiry charge

10p per minute

Total Minutes

Pre-Paid Phone Card telephone services

National Calls (Landline-Landline)

£0.06 per minute

Total Minutes

National Calls (Landline-Mobile)

£0.10 per minute

Total Minutes

International Calls (to UK standard rate)

£0.99 per minute

Total Minutes

International Calls (to UK other rate[2])

£0.80 per minute

Total Minutes

International Calls (to Rest of World standard rate)

£1.10 per minute

Total Minutes

International Calls (to Rest of World other rate[3])

£0.99 per minute

Total Minutes

Mobile Telephone services

Set up fee (Premium) £30.00 Monthly number of
set-up Premium (not
upgrades from
PAYG)

Set up fee (Pay As You Go) including £10 credit £30.00 Number of set-ups

Pay As You Go data charges £0.12 per MB MBs

Premium 25 (Post Paid) monthly fee £25.00 Monthly number of

subscriptions
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Premium 25 (more than 6 packages on one
account)

£19.99 each

Monthly number of
subscriptions

Premium 25 data package overage charge £0.12 per MB MBs

Premium 40 (Post Paid) monthly fee £40.00 Monthly number of
subscriptions

Premium 40 (more than 6 packages on one | £34.99 each Monthly number of

account) subscriptions

Premium 40 data package overage charge £0.11 per MB MBs

Premium 60 (Post Paid) monthly fee £60.00 Monthly number of
subscriptions

Premium 60 (more than 6 packages on one £54.99 each Monthly number of

account) subscriptions

Premium 60 data package overage charge £0.10 per MB MBs

National calls (Premium)

£0.10 per minute

Minutes exc. 120
minutes per account
bundled per month

National calls (Pay As You Go)

£0.15 per minute

Minutes

International calls (Premium) £0.80 per minute Minutes
International calls (Pay As You Go) £0.90 per minute Minutes
SMS national £0.10 per message Number of

messages exc.
bundled national
text allowance per
month

SMS international £0.25 per message Number of
messages

MMS national £0.30 per message Number of
messages

MMS international £0.40 per message Number of
messages

WiFi access services
WiFi phonecard charge £0.10 per minute Minutes

Price cap regulated

broadband services

Broadband installation fee

£20.00

Account set ups

Overage — Starter £0.10 per MB MBs
Overage — Lite £0.09 per MB MBs
Overage - Bronze £0.08 per MB MBs
Overage — Silver £0.07 per MB MBs
Overage — Gold £0.06 per MB MBs
Overage — Platinum £0.05 per MB MBs

[1] Off-peak times: 6pm-6am Monday to Thursday;
6pm Friday to 6am Monday.

[2] Other rate times: Weekends, Public Holidays,
6pm-Midnight Weekdays

[3] Other rate times: Weekends and Public
Holidays.

Table 5: Services in the price cap and starting prices
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Annex B: MS Excel Workbook

Attached to electronic copy and confidential
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Annex C: Example of approach to calculating value of mobile
packages

[<]
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Annex D: Mechanics of Compliance Submission in Excel
Workbook

Some extracts from the MS Excel Workbook to be used for compliance purposes are presented
here. These are for illustrative purposes only and may not reflect the content of the Workbook
finally agreed on by FIG and Sure.

The compliance statement determines whether the price cap obligation has been met, based on
data entered in the remainder of the compliance submission.

COMPLIANCE STATEMENT
Price Control Year 1 — 1 January 2016 to 31 December 2016
FIG SURE
STEPS WORKINGS VALUE CRECEC o ot
FROM "RPI" SHEET -0.3%
B X GIVEN 0.0%
A-B -0.3%
GIVEN 0
E e c+D -0.3%
TOTAL 2015 PRICE
CAP REGULATED
F REVENUE 'VALUE FROM SHEETS
no | costeass |
THROUGH /
SUMMARY SHEET
MAXIMUM
ALLOWABLE
G T (ExF) + F1 #VALUE!
ON 2015 VALUES
REVENUE CHANGE
ON REGULATED VALUES FROM
H SERVICES BASED SHEETS/DATA #RER
ON IMPLIED 2015 SUMMARY SHEET
VOLUMES

I IS H<@&@

If Row I contains "N"

exercise discretion if

violation is less than
10% of regulated
revenue change in

Row G and carryover

n DISCRETION TEST

F+H #VALUE!

CHANGE IN [( - (F+F1))/(F+F1)] AVALUE!
x 100

[(H- 6)/6] x 100
'AND DISCRETION OR #RER

E-K-K1 #VALUE!
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The Workbook includes a tab for each price cap regulated service. Each tab must be completed
with data on prices charged and usage levels of each service. The revenue change from that
service, based on the previous year’s revenues, is then calculated.

Price Control Year 1 — Mobile setup

2016
I i m v \'
1 JANUARY 2015 ALLOWABLE
2016 STARTING :OREAVERAE Z‘ CHANCENS REGULATED REVENUE = III
SERVICE  |vaLUE REVENUE xIV
£
£ £ £
Set up fee Input value cell
(Premium) B - #VALUE E30
Set up fee (Pay
As You Go) R _ Input value cell
including £10 #VALUE H30
credit
TOTAL

Regulated Mobile Postpaid Services Monthly Record 2016

Month
Jan-16 - " HVALUE! " HVALUE!
Feb-16 - " #VALUE! " HVALUE!
Mar-16 - " BVALUE! " HVALUE!
Apr-16 - " HVALUE! " HVALUE!
May-16 - " BVALUE! " #VALUE!
Jun-16 - " #VALUE! " HVALUE!
Jul-16 - " HVALUE! " HVALUE!
Aug-16 - " WVALUE! " WALUE!
Sep-16 - " #VALUE! " HVALUE!
Oct-16 - " HVALUE! " HVALUE!
Nov-16 - " HVALUE! " HVALUE!
Dec-16 - " HVALUE! " HVALUE!
Annual values - - " @ALUE! - - " #VALUE!

Regulated Mobile Postpaid Service Revenue 2015
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The new service test sheet calculates when a new service meets the revenue threshold and enters the price cap.

New Service Test Sheet

Years 2016-2019

2016 2016 2016 2016 2017 2017 2017 2017 2018 2018 2018 2018 2019 2019 2019 2019
SERVICE Q1 Q2 Q3 Q4 Q Q2 Q3 Q4 Q Q2 Q3 Q4 Q Q2 Q3 Q4
NS1 = NEW
SERVICE 1 £0.00 £0.00 £0.00 £0.00 #VALUE! #VALUE! #VALUE! #VALUE! £0.00 £0.00 £0.00 £0.00 £0.00 £0.00 £0.00 £0.00
REVENUE
NS2 = NEW
SERVICE 2 #VALUE! #VALUE! #VALUE! #VALUE! #VALUE! #VALUE! #VALUE! #VALUE! #VALUE! #VALUE! #VALUE! #VALUE! #VALUE! #VALUE! #VALUE! #VALUE!
REVENUE
REGULATED
SERVICE #VALUE! #VALUE! #VALUE! #VALUE! #VALUE! #VALUE! #VALUE! #VALUE! #VALUE! #VALUE! #VALUE! #VALUE! #VALUE! #VALUE! #VALUE! #VALUE!
REVENUE
ROLLING FOUR
QUARTER
AVERAGE #VALUE! #VALUE! #VALUE! #VALUE! #VALUE! HVALUE! HVALUE! HVALUE! HVALUE! #VALUE! HVALUE! H#VALUE! #VALUE!
INCLUSION TEST
NS1
ROLLING FOUR
QUARTER
AVERAGE H#VALUE! H#VALUE! #VALUE! #VALUE! H#VALUE! HVALUE! HVALUE! HVALUE! HVALUE! #VALUE! HVALUE! HVALUE! #VALUE!
INCLUSION TEST
NS2
NEW SERVICES Monthly Record 2016
COARTED QUARTER
NEW SERVICE 1 2016Revenue  NEW SERVICE 2 2016Revenue | REVENUENSL | oo oo
Month PRICEE VOLUME NEW SERVICE £ PRICE £ VOLUME NEW SERVICE £ £
Jan-16 - - £0.00 - - " HVALUE!
Feb-16 - - £0.00 - - " HVALUE!
Mar-16 - - £0.00 - - " HVALUE! £0.007  H#VALUE!
Apr-16 - - £0.00 - - " HVALUE!
May-16 - - £0.00 - - " HVALUE!
Jun-16 - - £0.00 - - " HVALUE! £0.007  H#VALUE!
Jul-16 - - £0.00 - - " HVALUE!
Aug-16 - - £0.00 - - " HVALUE!
Sep-16 - - £0.00 - - " HVALUE! £0.007  H#VALUE!
Oct-16 - - £0.00 - - " HVALUE!
Nov-16 - - £0.00 - - " HVALUE!
Dec-16 - - £0.00 - - " HVALUE! £0.007  HVALUE!
Annual values £0.00 - £0.00 - -7 #VALUE!




