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| Vﬁmn the MCMC awarded 4G spectrum
. X A W tonine companies, the big question
~ \ | 0 o Was how the smaller players would finance the
. ) ' - rollout of the infrastructure. An imminent tie-up
between REDtone International and several
established players provides an answer.
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By Sheikh Al-Zaguan

Collaborating o

[TE rollo

The big mobile service providers are finding it necessary to tie up with
smaller players as the 4G/LTE rollout picks up pace

hen the Malaysian Commii-

nications and Multimedia

Commission (MCMC] split

up the 40/ Long Term Evolu-

Lion (LTE) metwork among

nins companies, evebrows
were raised.

The guestion askad was, how wonld allocat-
ing spectrum to small plavers in the telecom-
munications industry help rhe rollout of the 4G
network? The answer perhaps Les in REDtone
Inzernational Bhd's imminent panoershipwich
wo more established maobile service pll.l'-.‘iﬁ-
er=. This arranzement, observers say, wil
precursor to more collaboration among those
awarded the 2.6GHz spectrum.,

REDtone's two pariners are believed to
be DiG1.Com Bhd and Celecom Axiata Bhd.
However, this is not the first (ime telecommu-
nications companics have joined forces. There

€ two existing tic-ups — bepwern Maxis Bhd

ibea

EMene Internatione] Bhd, which
has Mmalﬁugmui:fnrth
past four years, is on treck for a
pml'ml:l:rm:.dthhfﬂm
ment projects and Wikl infrastruc-
rure business. According to group
managing director Daruk Wei ChusnBeng, he

iz Jooking at 2 turnaround in the correntyear

of operations.
“We are aiming to make a profit in Y2012,
and all the signs are ing in that direction.

In fact, the recent results are @ strong indica-
tion that the company is toming around,” he
says io an infeTview,

REMone has been over the
past four years, reporting a net loss of RM1L7
million in FY2011 ended May 3L llowevet, the
Ins=es have been narrowing hased on its recent
quarterly earnings.

Nonetheless, it will be Fy2013 that will prove
fruitful for the company soy= Wei This iswhen
the company expects to see the positive im-
p:tﬁmﬂscdlnhﬂmﬁnnwﬂm&lﬂ*phwﬂ
in 4G/LTE to come through.

To recap, Wei said previously that REDone
had entered into 2 4G/LTE network collaboration
znd partnership agreement with at lesst bwo
wther teloos. Although he is still tighe-lipped
zhout their identities, sources indicate that DIGIL
Com Bhd and Celecom Axiata Bhd could be the
company s potential parimers, with possiblya

Wei does go on to explain, however, that
the collaboration agreement will ultimately
help reduce capital expenditure and operat-
ing experuditure in the long run. "Our capital
expenditure through eollaboration could be as
Jow as 5% of what we would have spent had we
deaded to go abesd alone. It can be as simple as

and 7 Maobile 5dn Bhid and between DiGi and
Celoom — that may concern the 4G/ TE rollout
or the sharing of back-end services.

Buf the REDtone joint effor is expected to
be a game-changer in a way bevanse it resolves
the funding problem that the smaller players
(ace in rolling our 3G/LTE.

"REDtone is ikely to receive npfrant pay-
ment from sharning is partion of the spectom
with the more established plavers This solves
Lthe funding issue for the network rollout from
the perspective of smaller companies such as
RIDtone,” says an industry observern

To recap, the MCMC allocated nine com-
panics a totsl of 1800Hz of the LTE spectrum.
On one side were the more established cellular
service providers wilth a growing peol of sub.
scribers and war chest — Celcom, Maxis and
DiGi — while on the other were the smaller
companies — [T Mobnle, REDtone, Packet One
sdn Bhd (P1), Asiaspace Sdn Bhd Y TL Commmu-

inserting acand mto the existing infrastruct e,
and the service is already available for both our
parmers and customers,” he says.

At this juncrure however, Wei says the final
detzilz are sill being worked on and will inchede
amﬂmmﬁu;hmﬂm
such agreements nsuzily involve 2 minimum

payment, which means that even
if the bandwidth is not vsed, there will still be
mﬂlﬂifh:mﬁu'ﬂmmlnmﬂﬁ.

“Thecompany can Lhen go to the bank and
use the agreerment tomise funds for future capi-
tal expendirure. 1Frhere is any excess theres a
possibibity that it could eventually be returmed
toshareholders,” savs an analyst.

Wi admits that if REDtane had chosen o rofll
out the $G/LTE services on its own steam, the
expansion wonld hove been slower: "1t would be
limited and (0 a2 much smaller extent. Itwould
also not be nationwide,” he says.

Aside from the 4G/1TT collaboration, RED-
tone has other plans up its slecve that will help
refurn the group to the black Like its peers,
REDtone is shifting away from the traditional
voice business to data.

The company's curment focus is offering its
data services to the government and the small
and meadium enlerprises (SMEs), which often
have a more complex requirement when 1t
comes (0 Managing their bandwidch, which
requires multiple rypes of connectivity.

“we have the in-depth capability to bring
together various infrastructure for data, which
and even some backup services that run on 36.
This clearly shows that for the government and
SMEs, there isn't just one type of technology
that suits their needs,” says Wiei, adding that
REDtone is currently bidding for RMEOQ mil-

UL

nicalivns Sdn Bhd and Puncak Semangat Sdn
Bhd. The Iatrer do not have the sort of subscribes
base that could generate the kind of cash flow
needed to put rhem in the big league.

In November last year, The Edge reported
that the MCMC was considering two options
However, in both Puncak Semangarwould re-
ceive the lion's share of the specbuom while
the remainder would be split among several
ur all of the remaining operators.

The result, which emerged a manth later,
saw Puncak Semangat receiving 30MPz while
Celeom, DiGi, Maxis, U Mobile, P1, REDtone and
YTL were allotted 20MITz each and Asiaspace
10MHz.

Why Puncak Semangat —an entity said ro
be linked toTan 5o Sved Makhtar Al-Bukhary
—was allocated a bigger slive of the specorum
i5 3 quasrion | hat has pone unanswered antil
today. What | has |:IE-|.|'| reported so far is that
the company i5 the front-mnner o clinch a

av Nadia § Hassan

livn worth of governmem jobs. 1= arder book
currently comprises around 10 government
enmtracts worth sbout BAM20 million.

REDtone's other earnings driver going
farward is its WiFi infrastructure EH.Iﬂil'ltm.
whiereby the company helps to set tp Inter-
met hotspots that help coter for the nomadic
broadband segment. Wei says REDfone iscur-
rently building 4,500 hotspots, 1,500 of which
gre in Penang, while the rest are spread across
the conniTy.

*These hotspots aze to be used by both us
and our partners, which are the other teloos.”
says Wei. This gels with what the three big
teloos said previoushy about their intention
to grow their nomadic broadband segmenr in
order cater for the groaving number of WiFi-
enabled devices.

"We see that Malaysia will eventually hove
more than 100,000 hotspots over the next five
vears. A1 the moment, we have fust over 10,000,
Hence, we would like to actively participate in
this lgrowth of WiFi],” says Wei.

In addition to 3 one-off lump sum payment
for building the network, REDtone will also
generate recurring income from managing the
China where it offcrs not only voice services but
ulso 3 prepaid shopping card, ssys Wel

“We currently have about two million cus-
tomers for our voice service in Shanghai. As
far our prepaid shopping card business, that
business requires more nurturing. We have
applied for a third-party payment licence, for
which the outcome is pending,and is expected
ta be announced in May,” he adds.

The Syed All factor
Wei points our that REDtone’s current ma-

RM2 billion job to build the inlrastructure to
facifitate the trens=mission of digitalizad free-
to-aoir television.

Coming back te the allocation of spectrum
to the smaller teloos, observers asked if com-
pantes such as REDtone and Asiaspace pos-
seczad the fnsoeizl resources and techoical
know-how ro rake full advantaye of what bas
besn ewarded to thenm.

“Orar belief i= that the spectrum should be
given Lo operatonrs who can best utilize it in
order to defiver value to thelr customers, That
should rzke into consideretion thetr treck recoed
and ability to invest large sums of capital o
establish the infrostructure,” savs an official
linked to one of the established celens.

The dezl by REDtone atdresses the hmding
issue and in some ways allows smaller compe-
nies o survive by way of colizboration.

This seems to be the sector’s best bet fora
win-win situation wherchy both the big boys
anil smaller entities ares able to on-exist ina
competitive envirnnmienl.

“All the players have said thar through work-
g together, they can save billions of nnggit.
what it will mean to smaller players compared
to the big boys is that the latterwill always sesk
to expand bemdwidth to cope with srowing ap-
petite for data, but they van only do sathrough
collzboration,” says an observer

Im fact, rhis was emmphasised 25 an oprion.
"In the letter of award given to the telcos by
the MCMC, it was stated that collaborations
between the providers were allowsd. This would
then result in a new kind of collaborative rollout
between the players and thus fulfil the MCMC's
goal of maximising the use of available Tesonrc-
23, REDtons managing director Darnk Wei
Chuan Beng told The Edige o an interview,

For the MOMC, spliting the spectrum mine
ways may be its way of -_z_ening_t he job done

jor shareholder, deputy chaimmesn Datuk Wirs
Syed Al Syved Abbas AThshshes, has cxtensive
experience in the industry and is extremely

‘hends-on in the running of the company. Syed 4

holds an indirect stake of 28.6% in RED{one.

The company’s strabegy to focus on date hes
already started o show in its egrnings. RED-
rene managed to pare its losses for 1IHFY2012 10
RM7S1 000, from BML 8 million in the previous
commespanding period.

Asitle from baniting on data REDtone's boand
of directors recently pessed 8 mandate to ra-
tionalise the business. “We are in the midst
of identifying the businesses under REDrone
that are not profitzble 2nd non-core, and the
mandate is to divest them ™ savs Wei.

The rationaliszrion started with REDtune
rinducng 1S stake In REDtone Mobile Sdn Bhé,
which offers Mobile Virtual Network Opers-
tor [(MVNO) services, on Jan 3. REDtone hac
entered intn a share-sale agreement with two
individuals to divest 75% of REDione Mobile,
which tumed the latter from a wholly-owned
subsidiary to a 35~-owned associare,

“We believe the partner that was brought
in can add value to the company. So, holding =
minority stake could actually result in bigger
returns forus,” says Wi

He adds that REDtone is also looking at
adopting a slightly simlar strategy forits [PTV
service €TV, which specialises in offering con-
tent from China."We are on the lookout for 3
strategic partner to come inand help to expand
the business.”

After 2 number of yvears of being in the red.
REDtone certainly seems paised to make a
comeback However, it has another six months
o see whether the change to ite strateay truly
pays off L
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population coverage required by the end o
March 2009,

Various technical issues were said to by
the cause of the delay in implementation and

gsome believed the time given to assess Lhe

feasibilicy of the rollout was inadeguare. While

this may have been Tz, workong mn pariner-
ship may press npanics o wark mare
diligently.

"Withoul 2 1DorELon in place, Weleos

may take their time with the nerwork's roll
putr. They would s Lo wail for demand

bode well for the

to tnnld up, which mey not bo
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Inthe case ol LTE, large telcos may act with
urgency 1 rofling out the network to accom-
madate growing demand for data services

Pressure on larger players

The LTE network will only be made avsilable for

mmercial use at the sta1t of 2013, although
thiere is market talk that the date could be
I

prought forward by the MOMC if the requisite
infrastructure is in place

CEVS T OPED
up bendiwidth for dats and free up their 36 net-
works (2 serve voice only. While this mooy prove
to be a natural push for the LTT rollout, it is alsg
why some of the large teleos sreunhappyat the
way the specorum has been allocatad,
“These collaborations take time to form

and may be 2 hindrance o the large teloos thar

TheTz is pressure on the largs Lol

Wes: Often. we need Lo deplay
muitiple techaologies. and that

S where our compelency in
niegration becomes very useful

wieTe prepared to fork out the cash snd roll out
the network swiftly. So, these large telcos are
asxing, wiy were the smaller telcos given the
spectrum when they don't heve the hnances
to support it?” says an insider.

Historically, the large telcos have been a
the lnsing end when it comes to spectrum
allpcation. This was most apparent in the case
af 3G spectrum and DIGLL

The 3G speciium was oo doubt a key part of
MGi's ong-term g raat i -'!L.'-l.'f-gl',h:f the com-
pany lobbied for the brence mumerous imes tono
avail 1t finally leased

the rights (o use the spac-
rrum thar had been awarded
to Time dotCom (TdC) for a in the case of
mere RM50 miillion LTE, large tedcos
Observers questioned the mzy act with
award of the Heence to 1dtC,  urzency inrolling
which did little with the out the network
specirum. to acoommodate
rde” signed a 10-year lease growing demand
for the bandwidth rights and  for datz services

this was paid for with 27.5
million new D shares valued at RALG6SE mil-

Lom. At the time, only three other companies
had the licence — Telekom Malaysia Bhd, Maxis
and MiTV Corp Bhd

MITV enjoved a short stint as the countrv's
second pay-TV operator after Astro All Asia
Nerworks ple. It was later transformed mnto ©
Television Sdn Bhd, which is the major share

bolder of U Mabile which is now estahblis Hing
tself in the 3G market
The fact of the matter is thet the large

ielcos — having built a large subscriber base
and financial sireceth over the years — devel-
aped considerzble Egr;nming power with the
MOMC and end-users., £

It may be this situation that the MUMC is
oying to change
COMTINUES MEXT PAGE

Catering for the government and SMEs

n an interview with The Edge recently,
Datuk Wei Chuan Beng talked about
low he plans to position the company
amid the increasing competition in the
mdustry and with the 4G dynamics be-
ing thrown into the pacture.

The Edge: REDtone's tecent 20 ¢arnings
showed its losses are definitely narrow
ing.What is the company s focus when it
comes to growth?

Datuk Wei Chuan Beng: We are aiming to
cater mostly for the government and small
and medium enterpriscs (SMEs). We have a
strong capability te put together solutions
for customers from these segments. Usually
their requirements are more complex when
it comes to managing their bandwidth across
multipie types of connectivity. They also
demand a high level of service and techni
cal capabiliry.

1t clearly shows that for the government
and SMEs, there is not just ene technology
that suits all their needs. Often, we need to
deploy mulriple rechnologres, and that 15
whete our competency in integrarion be-
comes veryuseful Thos, we continoe to bring
in new customers, which is in line with the
growth of data around the world.

1 want to emphasise thet both the gov-
ermment and SMEs are now relying more
on the Internet to deliver their business.
This ranges from the back-end operations,
such as putting together their inventory
system, all the way to the front-end. suchk
as communicating with their customers.
All of these rely heavily on acvess 1o broad-
hand and dara, thus demand is always on
the increase.

Aside from the government and SME con
tracts, what else is helping to conmiribute
to REDMone s earnings?

The second contributor 15 the building and
mansgement of WiF networks That hasnow
become a core part of our business and we are
currently building 4,500 hotspots Of that, we
are completing 1,500 hotspors in Penang along
with 3,000 other hotspots in vanous parts of
the country. Given thar capability, we are the
largest WiFi builder in the country.

Are these hotspots only for REDtone s
SETVICEST

The hotspots are for us and our partners,
who are the other teleos. You have to under-
stanud that the majority of devices used to-
iy are either on 3G or WiFL, and eventually
4G/LTE. Of the three, WiF is known to have
high bandwidth and stabibity and hence, 15
very popular. We foresee thar Malaysia will
eventmally have 100,000 hotspot=s over the
next five years. At the moment, the number
is over 10,000,

There is high merket demand for WiFi
hotspots from both the enterprise and con-
sumeT segments, which went access oy matter
where they are.This is happening globally a=
well. China, for example, has more than bwo
million hotspots, and it is building more.

So'we would like to actively parboipate
in this, and we have the strong capability
to do 0. One af the unigue offerings that
we have here is the entire back-end sys-
tem that iz developed in-house through oor
RE&ED.So it allows the end-user to be authen
ticared across muitiple hotspots and vse the
service seamlessly.

CONTIRUES NEXT FAGE



Final plans still pending approval from the MCMC

FROM PREVIOUS PAGE

"Being allocated parts of the specirum,
the smaller players now have the levernge to
negotiate a better deal for themselves, It will
break the dominance of the big three telcos,”
savs the insider. *The indust ry incumbents
are also able to drive down prices 1o 2 level
that makes it impossible for the smaller ones
[0 Compete.”

The smaller telcos now have the heft to
survive In a compettive feld.

The road to integration
The sharing of infrastructure, from basic equip-
ment such az radio electronics to towers, means
risources are pooled to alloww a more effictent
rollout of the LTE network.

A juint statement by Mexis and U Mobile
on an agreement signed last year stated that
parmerships among feleos are a response to
rthe government’s call to “reduce the duplica-
tion of network assets” and allow “increased
compelition at the service level rather than
the infrastructure level™,

“Some of the exasting players have already
instzlled multiple differen: brands of equip-
ment that make integration challenging bue
still possible. However, if you lcok ar the smaller
players that have probably not invested ac much
in indfrastrocture, it becomes a fresh possibil-
ity ...=0, it makes a lot of sense from day one
to collaborate,” savs an observer.

Omne operator, L Mobile, has made collabo-
ration a promnent part of its sitategy. The
company first signed a domestic roaming
arrangement with Celcom in 2007 (o ride the
Iatter’s 26 network for its services. It later
entered into a parmerﬂhjn with Maxis for the
sharimg of 3G infrasttocture.

U Mobile szid the agreement with Maxis

enzbled it to expedite the roilour of its 3G
network by four to five times. For Maxis. the

agreement p:L-uLed cost savings by wav of

n=twork sharing.

More imporiantly, the agreement was ox-
tended ro cover the shanng of LTE infrastroc
ture, although it was penned monrhs before
the final spectrum winners were announced.
This agreement may even be extended w other
players

“As for extending active shanng of ITE spec-
trum, we are working closely fwith U Mobile!
1o finalise our rollout plans, joint toals and
vendor selection as well as aligning with ad-
dirionzl players to extend the sharing of the
LTE space to potentially three or four players,”
s3ys Maxis COO Mark Dioguardi in an email
interview with The Edoe

This sugeests that companies will work less
as standalone entities in the hoture as collabo-
rations extend into long-term partnerships to
cover more areas of business.

*This form of sharing is = trend rhat leading
operators around the world are progressively
doing as ownership is not necessarily a differen-
riating factor anymuore. Increasingly, customers
expect network quality and coverage as a basic
service before lookong for more value-added dif-
ferentiators such asdatz speed, innovative pric-
ing plans and so on,” says U Mobile CEO Kaizad
Heerjee in an email response o questions.

another laree operator, Celeom, sayvs itwonld
have preferred tobe allocated 40MHz (it recetved
only half of this) to realise the full capabilities
of the LTE spectrum.

However, the company concurs that
collaboration is vital. "We fully support the
MCMC’s initiative to encourage specttum and
infrastrocture sharing among industry players.
Therefore, we are open to industry cooperation

Dioguerdi: Weare to ensure better service to
warking clasely customers,” It says in an of-
{with U Mobiie] hcial statement.

ta finalize our A local analyst says large
rollout plans, joint  telcos require more than
trisis and vendor ~ 20Mhz bandwidth to sup-
sehection port their long-term data

growth, although the mini-
mum 2mount required Lo support 4G devices
(such as dongles) is 20MHz This becomes s
predicament for Asiaspace, which was allo-
cated anly 10MHz.

“They were allocated only half the amount
promused to them. So they have no choice but
ro partner another player. They are in the proc-
ess of evaluating this,” saysa source.

YTL Commumications, whach won 200z, has
the advantage of & cash-rich parent —YTL Inter
nationel Power Bhd - and may not need to resart
to collaboration to roll cut its LTE network.

Businesses that are not profi

FEOM PREEVIDUS ..lﬂ"_

However, aren't all the telcos looking to
tap into this segment, which is known as
nomadic broadband?

That is whene we work with them fthe other tel-

cos|. The difference iz the number ofhotspots

you want to build. If you want to build 10
hotspots, that is ezsy to do. But ifyouwant to
build thousands, the whole operation is very
different, and we are geared for that.‘this is
called the mass deployment of Wik, and we
seeitasa high-growth area. Itwill be a bigger
contributor to REDtone in the future.

How does it work in terms of revenue? 18 it
a one-off payment or continwous?
ﬁegﬁmﬂmmmhmmwem

Once we have the economiss of scale, that is

when it will become profitable. In fact asitis,

we have passed that point, so we are se¢ing a-

healthy business from that segment.

1f that is the case, what is still de=gging
‘REDtone down? And how will the company
overcome the problem?

This year, we have received 3 mandate from
the board to rationalise the business, Business
segments that are not profitable and non-core,
it will be worthwhile for us mlﬁﬂthun.

Does this include your IPTV service, eTV?
Would you consider eventually divesting
that?

When it comes to €TV, we are looking for an

from China to come in and help grow the busi-
ness. When it comes to Internet TV, it is defi-
mitelya business of the future, but wezre <tillin
Emmﬁtﬂi,ﬁetﬂlﬂtﬂﬂtnh:m
patient or geta strategic ;l&lt!:lﬂ'.'l‘ht is more
our position, rather than divesring it.

So,what other segments is REDtone look-
ingat divesting?

If mimim inand finds our voice
business ¢ tnﬂlu:ﬂmdwm

to take up- thctmurngmml,m will be

e

huthmpﬂwméﬂtunhm-mn]mdina'

margin squaeze. It's a stendy business, but
youl can't pmifﬂm.&g and bottom lines
-’lmmgmnl:

‘able, non-core to be divested

Sowhat is the status now?

In early Dacember, all the nine companies had
to submit their detailed plans along with any
collaboration agreements to the Malaysian
Commumnications and Muoitimedia Commis-
sion. We have been made to understand that
this is to ensure the resources made availahle
can be mavimised through collsboration. Com-

mercially, this means two things: it means that -

in & very short amount of time, and that the

If REDtone were not to collaborate with
another teleo, would the company still be
able to manage the rallout on its vwn?

1t would be limited, and to & much smaller

~What has Emdmtn m-htium

‘pany 4G/LTE ready?
We have done an assessment ona test equip- 1

ment basis, and the results have been veryen-

the couraging. We have 2lso leamt from Japan's

ing nprﬂtm; m:pnn&tmm m‘a&uﬂﬂ:—
tails are still being worked put, but the ar
rangement could entail paying only when

the broadhand is being used This flexibil-
ity can be advantageous when it comes ta
. designing different packages.

'NTT DoCoMo's 4G rollout, which managed to

show speeds of more than 20 times of whar

iimnnﬂiymﬂﬁﬂu.

-m&mm'uwmm

How is that division faring?
Our China bﬁhﬂmhﬁhh?in&

growing

customers.
mdﬁnmﬂtmﬂm

when canl, which requires more nurturing We have

applied for a thind-party payment licence, for

“which the outcome ispending, It is expected

mhmmm

/]

Kaizad: This H.m.:a-ﬁ.elmngat SsirateRy 4
formof sharing  remains unknown, although | ‘
5 a trend that with 30MHz of the spectrum, |
leading operators it will surely play a role in the
aroundthe world  future LTE network.

are progressively The competitive natureof
doing the telecoms sector has been

gruelling for the smaller tel-

cos. For example, U7 ‘h[u':lile struggled for years
to expand its marker share, which conld have
been the reason behind rhe exit of two foreign
strategic shareholders — Japan’s NTT DoCoMo
and South Eorea’s KT Freeral — in 2008, Henice
why collaboraring among themselves conld
provee to be 3 lifeline,

Howeves, their final plans are still pending
approval from the MCMC_“The nine companies
were asked (o submit 2 final detailed business
plan (DBF) in December, so things are stll
uTiler Teview, Says 2 SOUICE. (E

S0, has REDtone truly turned around after
making losses over the past four years?
Cur recent results wre a strong indication that
REDtoze has turned around. We are growing
our data broadband segment and participating
in more government projects. We have put in
a bid for 2 lew government projects amount -
ing to about RMR00 million. At the moment,
we have about 10 different contracts from the
government worth around RM20 million.

We are on track for a profitable year in
FY2012. But it will be ¥¥2013 before we see
any contributions from the collaborations we
have entered into.

Last October, REDtone saw the entry of a
new substantial shareholder, deputy chair-
man Datuk Wira Syed ali Irldahhmm
shee. What has hl"h'm:ghtlnthrnmpu;
thus far? :
He is very experienced mﬂ..-m 1nd'-
'mnmnﬂfmtuthmﬂtgiﬁe '
company. -
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grate multiple service providets under one
entity, which will then offer a full range of
mmﬁﬂﬂhuﬂmtﬁmm
this with a partner, and looking for possibly
another partner before moving forwand. We.
mlhndiﬂllﬂ‘lﬂﬂrimn:ﬁiumm _
s work out the structure.




