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Introduction

This document contains a summary of conclusions and comments received in the Post and
Telecom Administration (PTA), preliminary draft of the analysis of wholesale markets for
local access provided at a fixed location and central access provided at a fixed location for
mass-market products, Markets 3a/2016 and 3b/2016. The preliminary draft was submitted
to stakeholders for consultation with a letter dated 30 April 2020 and was thus completed on
10 July of the same year.

The following parties submitted comments on the preliminary draft.
. Competition Authority (CA)

. Gagnaveita Reykjavikur ehf. (GR)

o Tengir hf. (Tengir)

. Nova hf. (Nova)

o Syn hf. (Vodafone)

o Siminn hf. (Siminn)

. Mila ehf. (Mila)

o Stykkishélmsbaer

o Sneefellsbaer

o Fjardabyggd

Comments from the above specified parties have been categorised by subject, section and
paragraph. Endeavours have been made to identify all significant comments. At the end of
each comment there is a summary of the position of the PTA.



1 Introduction to preliminary draft

GR welcomes that this draft market analysis is in the consultation phase. The electronic
communications market has been waiting for a revised market analysis, as it is important for
market stability that the rules should be clear. There was also the fact that many matters of
opinion with respect to the market analysis in force had arisen, which were among other things
covered in the market analysis now under discussion, under the heading “competition
problems”.

GR strongly emphasised the importance of the PTA ensuring that there was effective
competition on the wholesale markets in question, as this was a fundamental prerequisite for
effective competition to flourish at retail level. This meant that obligations had to be imposed
on Mila to assure access for others to markets and to level the competition position with Mila,
which at the same time had market dominance and enjoyed significant dominance in
geographic distribution of networks. GR also considered it important that the PTA took into
account when imposing obligations on Mila, that the company was a subsidiary of Siminn,
which was the largest electronic communications company on the electronic communications
retail market and also in content providing in the understanding of the Media Act.

In the opinion of GR, for these reasons, obligations should not only be imposed on the Mila
copper network but also on the company’s fibre-optic network, because, as PTA statistics
showed, Mila fibre-optic network had expanded quickly during the last years.

The position of the PTA

The PTA agrees that it is important for stability on the market that the rules are clear on the
relevant electronic communications markets and that the PTA had identified certain
competition problems on these markets, where the intention was to resolve them by imposing
obligations on Mila with this market analysis.

According to the PTA Decision no. 21/2014, various obligations are imposed on the Mila
fibre-optic network, such as for access, for non-discrimination and for transparency. There
was however no obligation for price control. In the PTA preliminary draft market analysis,
the PTA planned to impose such an obligation on the Mila fibre-optic network in the form of
cost analysed prices. On 30 October 2020, the PTA opened consultation on specific changes
to the preliminary draft, which was completed last 27 November. In that case, the PTA
opened consultation among other things on changes to the above specified obligation for price
control, such that it would be in the form of an economic replicability test (ERT) instead of
cost-analysed price. Further details of the reasons for this will be provided in Sections 10 and
11 here below, where comments related to obligations will be answered, in the same Sections
of the updated original draft (Appendix A) and in Appendix C, where comments related to
the above specified additional consultation are answered.

Tengir says that it broadly agrees with the conclusions reached by the PTA in the preliminary
draft, subsequent to a detailed market analysis. This applied among other things to definitions
of the wholesale markets in question, which were both markets on which Tengir traded.




The position of the PTA

The PTA considers that the above specified comments by Tengir support the PTA conclusion,
among other things with respect to the definition of the relevant service markets and the
geographic definition of the markets in question, but in other respects does not see the need
to make further comments here on this matter.

Vodafone welcomes the market analysis in question and in the main, supports it. In the light
of the extremely serious state of the electronic communications market in Iceland as a whole,
as Siminn has succeeded with breaches of competition, to increase its share of the market and
to significantly reduce the competitiveness of its competitors, Vodafone considers it
extremely urgent that clear rules be imposed on Markets 3a and 3b.

Vodafone broadly supported the analysis in all main respects, with regards to definitions of
Markets 3a and 3b and to the obligations that the PTA intends to impose on Mila, but with
certain reservations, however. Vodafone considered it to be of vital importance for the health
of the electronic communications market, i.e., healthy competition, that Mila should be
subject to very clear and unequivocal obligations on offer of service and price, as very many
breaches of competition by the Siminn Group from the time that competition commenced on
the market, had demonstrated how important this was. Not least because of Siminn behaviour
during recent years, in connection with bundling TV material with Siminn electronic
communications service and Mila electronic communications service in an illegal manner,
through the Siminn Home Package. Complaints about a large number of breaches of
competition were now under investigation at the Competition Authority and one such
complaint had been concluded with a decision on a breach of the Siminn Settlement with the
Competition Authority, see Competition Authority Decision no. 25/2020, dated 28 May 2020.

On 18 July 2020, a news item was published about Siminn having had made an agreement
with GR which enabled Siminn to sell e.g. TV service (IPTV set-top box service) to customers
on the GR access system, and who were customers of Siminn competitors in Internet access
service, such as Vodafone, Nova and others, who were defenceless against the incursion of
Siminn into the GR system, with respect to offers where Siminn bundled TV material with
electronic communications service, even in an unlawful manner, without any barriers through
a central connection with GR, in the same manner that Siminn had practised on Mila systems
for years on end, and that had last been confirmed with the above specified Competition
Authority Decision no. 25/2020 and prior to that with the PTA Decisions from 2018 and 2019,
on a seeming breach of paragraph 5 of article 45 of the Media Act.

The position of the PTA

The PTA considered that the above specified comments from Vodafone broadly supported
the conclusions of the Administration’s preliminary draft, among other things with respect to
definition of the relevant service markets and the geographic analysis.

Vodafone considers that Mila needed to be subject to very clear and unequivocal obligations
on the offer of service and on price, in order to ensure healthy competition. In its preliminary
draft, the PTA planned to impose an obligation for price control on Mila in the form of an
obligation for cost analysed prices both on the company’s copper and fibre-optic networks.
This obligation only applied to the company’s copper network in the analysis from 2014. In




the additional consultation that was opened on 30 October 2020, the PTA proposed on the
other hand, that the obligation for price control on Mila on the company’s fibre-optic network
would be in the form of an economic replicability test (ERT). Reference is made to the
discussion in Sections 10 and 11 here below, in the same sections of the revised draft
(Appendix A) and to Appendix C, where comments from the additional consultation are
answered, in support of the above.

The PTA agrees with Vodafone that it is important that clear rules apply on the wholesale
markets in question.

The competition problems described here above by Vodafone are discussed in the relevant
sections of the draft market analysis and the PTA endeavoured to resolve them with planned
obligations to the extent possible, having respected proportionality.

Vodafone refers to the fact that Siminn had made an agreement with GR on Siminn entry to
the GR fibre-optic network. The PTA cannot prevent such agreements with obligations in the
market analysis. This agreement can be positive for competition between GR and Mila on the
relevant wholesale markets but represents a challenge for Siminn competitors on retail
markets. All things being equal, the GR market share could then increase somewhat at the
expense of Mila at the same time as the Siminn market share could increase at the cost of its
competitors on retail markets, and the Siminn market share was just over 46% on the retail
market for Internet service at the turn of the year 2020/2021. It is the task of the Competition
Authority to discuss whether behaviour of parties on the retail market comply with
competition law and with the Settlement that the Siminn Group has made with the
Competition Authority.

Mila says that one should view Mila’s main comments, the report from Analysys Mason from
1 July 2020 (commissioned by Mila) and the document with comments on individual
paragraphs as a single entity.

The position of the PTA
The PTA will examine all these documents as a whole when Mila comments are examined
and answered.

Mila states that the PTA appears to assume that a special consultation will take place on
obligations when the conclusions of this consultation are established and, in this respect,
refers to paragraph 10 in the preliminary draft. All rights are reserved in this connection.

The position of the PTA

In the initial phase of the market analysis in question, the PTA had planned to open a special
consultation on definition of the relevant service markets, geographic markets and on
evaluation of the status of competition and on the designation of parties with significant
market power on the one hand and on the imposition of obligations on the other. The PTA
decided not to do this and opened consultation on all these issues, as is clearly stated in the
preliminary draft. The PTA however omitted to change the reference text in paragraph 10,
which reflected this change. Mila made very detailed comments on imposed obligations, so
the PTA cannot see that it had impinged on the company’s right to object. In addition to this
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the PTA opened the additional consultation on specific aspects of the draft market analysis
on 30 October 2020.

Mila states that, as would be later argued in more detail, the company disagreed in significant
respects with the conclusions of the preliminary analysis, including the PTA market analysis,
the position of Mila on defined markets and the necessity and legality of the obligation that
the PTA planned to impose on Mila. Furthermore, that the PTA has far from fulfilled its
obligation to investigate and other procedural rules of the Administrative Procedures Act and
the main principles of administrative procedures law on which they were based in the
treatment of this case.

The position of the PTA

The PTA will discuss specific comments from Mila in more detail, later in this document.
The PTA however does not agree with Mila that there was a lack of investigation of the case,
as this was a very detailed market analysis. Further investigation and gathering of data
subsequent to this consultation, that took place during the period 30 April to 10 July, broadly
supports the conclusions presented in the preliminary assessment. The PTA then opened an
additional consultation on 30 October 2020, about a number of issues that the PTA considered
appropriate to change from the preliminary draft, such as issues relating to geographic
analysis, imposition of price obligations and that fibre-optic lines should continue to belong
to Market 4 (previously Market 6/2008 for terminating segments of leased lines) and not be
moved to Market 3a. The PTA furthermore opened consultation on substitutability
assessment for copper and fibre-optic and on a consumer survey that the Administration
commissioned in the autumn of 2020, but the PTA did not consider there to be reason to
change its position that there was still substitutability between these technical solutions on
the markets in question.

Mila states, as would be explained in more detail later, that it was clear that the preliminary
draft contained significant material limitations that would have to be remedied before a final
decision was made in the case. It was established that the conclusion of the analysis would
have an enormous impact on Mila interests and on circumstances on the market in the long
term, as the decision was binding for the market for the coming years, or until the PTA
decided to review the market again, and as experience clearly shows, it was uncertain when
that would be. For this reason, it was even more important now to work carefully, that the
PTA execute adequately its duty to investigate at all stages of the investigation and that it
respects considerations on the necessity and proportionality in connection with any kind of
decision, including on the imposition of obligations on companies operating on the market.

The position of the PTA

The PTA disagrees that the preliminary draft contained significant material limitations or that
the investigation has been deficient. As has been stated, the PTA opened an additional
consultation on specific parts of the preliminary draft after having investigated the case
further and having gathered data. In accordance with the principle of proportionality, the PTA
decided to propose to lessen to some extent the burdensome impact of the obligations, among




other things with respect to the obligation on Mila for price control for fibre-optic
connections, and in addition to this, more areas were subject to lighter obligations.

Siminn considered in general that the PTA had not yet conducted the actual market analysis,
as necessary data and views had not been gathered and for this reason it was necessary to
embark on such an investigation. On the contrary, there were many declarations and views
on issues that were not supported in the data and that were used as grounds as though the data
were available. When the PTA data list is examined, it is manifest that most of the PTA
opinions were conjecture. There was substantial discussion on issues and many instances of
repetition of issues that appeared not to be relevant to resolution of the case.

It therefore seemed as though the PTA had published the market analysis for the purpose of
receiving comments. Normal procedure would have been to send a list of questions about
various issues, request appropriate data and on the basis of such an investigation produce a
draft market analysis, as a market analysis should in fact be made in such a manner that it
would be an analysis that was close in form to being an administrative decision.

The key point was that in the PTA analysis the Administration had neglected to investigate
the case. No data have been gathered on issues that were important for definition of markets,
both product markets and geographic. Siminn proposed that the PTA performed its key role
and conducted the actual investigation of the service markets in question. It would be of value
for the future of electronic communications in Iceland that the Administration embarked on
professional evaluation of whether there was in fact substitutability between xDSL service
and fibre-optic service, i.e., to what extent consumers with fibre-optic service switched to
xDSL service, instead of assuming this as a fundamental criterion on which to base
administrative decisions.

There was furthermore no investigation made on whether there was effective competition on
the market, yet simple indications such as price and quality should have demonstrated that
effective and very strong competition was certainly in place, contrary to what the PTA
asserted.

This then led to the problems that the PTA considered to exist were not in accordance with
reality. This meant that obligations were imposed that achieved no objectives, they neither
led to increased competition, nor did they lead to new parties competing or offering fibre-
optic service where it was needed. On the contrary, the planned PTA measures reduce the
incentive to invest, which means that the quality of service would not increase.

The position of the PTA

The PTA totally disagrees with the contention that it has not made an actual market analysis
and has thus neglected its duty to investigate or that it has based its preliminary draft on
conjecture. This was a very detailed analysis, based among other things on statistical data by
municipality. The PTA furthermore used various indications for potential and real
competition problems as grounds. Subsequent to this consultation, which took place from 30
April to 10 July 2020, the PTA investigated certain issues in more detail and gathered various
data from electronic communications companies and commissioned a consumer survey.
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In the opinion of the PTA, this detailed investigation and gathering of data resulted in there
being no perceived reason to alter the PTA preliminary assessment - that there was still
substitutability between copper and fibre-optic networks on the markets in question.

The PTA totally rejects that it has not made an adequate investigation of competition on the
markets in question and on corresponding retail markets. It was stated there among other
things, that the Mila market share was still very high on the relevant markets and that the
Siminn market share on corresponding retail markets had not decreased by much since 2014
and was at just under 50%. Very many other issues were examined, such as vertical
integration, entry barriers, economy of scale and economy of scope. When this is all taken
into account, the PTA considered it perfectly clear that Mila still had significant market power
on the relevant wholesale markets.

Then the PTA give a detailed description of potential and real competition problems that the
Administration considered to exist on the relevant markets and proposed obligations that the
Administration considered would achieve the desired objectives and that were in accordance
with proportionality, particularly after the changes that the PTA proposed in the additional
consultation which was opened 30 October 2020. One consideration among others that was
taken into account was not to diminish the incentive to invest, by withdrawing the intention
to impose an obligation on Mila for cost analysed prices for the company’s fibre-optic
network and by proposing instead an obligation for an economic replicability test (ERT).

Siminn considered that the conditions set by the PTA for it being possible to separate markets
geographically were unrealistic and did not reflect the actual difference in competitive
conditions. There were no arguments to support how the conditions in question reflected the
variations in competitive conditions. It seemed as though the PTA had gone as far as possible
to avoid defining geographic markets. It was for example absurd to maintain that Mila was a
dominant player on the local loop market in the Tengir operational area, as according to the
PTA analysis, Tengir had 50 to 60% market share; or that Siminn was a dominant player in
the Capital City Area with under 40% market share in retail of Internet service.

The PTA conclusion led to an underestimation of the strength of those parties that offered
fibre-optic service, such as for example Tengir and GR. The PTA was in fact implementing
measures that the EU Commission had objected to with the PTA sister institution in Sweden.
It was obvious that the EFTA Surveillance Authority (ESA), which was bound by the main
principle of homogeneous interpretation of EEA rules, would follow the precedent set by the
Commission and would therefore make serious reservations about the lack of an analysis by
the PTA.

The position of the PTA

The PTA does not agree that the conditions that the Administration set for it being possible
to differentiate geographic markets were unrealistic, did not reflect the actual variations in
competitive conditions between areas and that arguments were lacking. The PTA geographic
analysis is very extensive and is grounded on guidelines from the EU Commission, ESA and
BEREC and takes into account the practices of the PTA sister institutions in Europe, having
taken into account the structure of the market and competitive conditions in this country. The
PTA then deals in detail with the variations in conditions in this country and in Sweden.
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It was the PTA conclusion, which is based among other things on the basic premise that there
is still substitutability between copper networks and fibre-optic networks on the relevant
markets, that competitive conditions are not sufficiently heterogeneous between regions to
justify segregating into geographic markets in this country. Consumers between areas, do not
perceive a difference that would justify such segmentation. On the other hand, however, the
PTA considered that competitive conditions between municipalities where there was on the
one hand, little or no competition in place and on the other hand where there was more
competition, justified lighter obligations in the latter specified area. In the additional
consultation opened by the PTA on last 30 October, the PTA announced that there would be
slackening of the requirements that were made for a municipality to belong to a region with
lighter obligations. They are inhabited by more than 70% of the country’s population.

The PTA refers to detailed discussion on geographic analysis in Sections 5-7 in the updated
original draft (Appendix A), to the PTA position on the detailed comments from Mila and
Siminn in the same sections in this document on geographic analysis and to Appendix C,
which discusses the above specified additional consultation with respect to the criteria for
lighter obligations by region.

Siminn said that there was no legal authority for imposing obligations on a company like
Mila on markets where the company hardly had the fibre-optic to compete with competitors
who had furthermore, higher market share than Mila. In the opinion of Siminn, the PTA was
imposing obligations on the wrong party in the regions in question. With respect to the areas
where Mila had xDSL and where there was no competitor to Mila, it was obvious that the
PTA should structure the obligations such that they would strengthen investments in fibre-
optic. That would have the effect of increasing the likelihood that new players would want to
offer retail Internet service. The PTA plans made sure that neither Mila nor other private
parties would deploy fibre-optic in the areas in question. The marketing environment in the
relevant areas would thus remain unchanged throughout the lifetime of the analysis. Siminn
could not see how this would strengthen competition for the benefit of consumers.

On the basis of investigation of the market in this case, the PTA would need to apply measures
where there was verifiable market dominance and ensure that fibre-optic was deployed to as
many locations as possible. The key issue here would be to evaluate the areas where economic
reasons would justify deploying fibre-optic, and to encourage this, instead of discouraging.
As the areas were such that they were economically challenging for operations of two or more
parties with bitstream service on top of a fibre-optic system, it would be necessary to ensure
access on an equal footing, and if there were indications that a company was charging too
much, the PTA could intervene, but not until such a situation existed.

The position of the PTA

The PTA points out that the above specified comments from Siminn are based on the
assumption that the PTA will come to the conclusion that substitutability does not exist
between copper and fibre-optic networks. The PTA has however come to the conclusion that
such substitutability does exist. The above comments are therefore based on false premises,
and therefore no reason to provide further reaction to them here.
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The PTA does however point out that the Administration plans, subsequent to the above
specified additional consultation, to relax the price obligation that was planned in the
preliminary assessment such that a cost analysed price for Mila fibre-optic will not be
prescribed but rather that the Siminn Group will pass an economic replicability test (ERT).
The PTA furthermore does not agree that an obligation on price control on the Mila fibre-
optic tariff or a non-discrimination obligation, regardless of whether it is a cost analysed price
for Mila fibre-optic or an ERT obligation on the Siminn Group, would diminish willingness
to invest by Mila competitors on the relevant markets.

Siminn pointed out that the PTA proposals on applying single price did not only have a
negative impact on Mila investments, but also on the incentive for other parties. The proposal
on single price was simply and generally recognised as a measure that would finally result in
fibre-optic not being deployed on market grounds, as it was clear that a company could not
make the decision to invest in a project that did not return profits. In this manner, the PTA
intended that taxpayers should fund development in the future that the private sector would
otherwise have implemented.

It was important that the PTA made its own market analysis and publicly announced as soon
as possible that single price for the whole country would not be applied. It was clearly not the
role of the PTA to level the position of consumers across the whole country, but rather a
political decision that the Althingi needed to make with legislation, and then the companies
in question should be compensated for such a loss with state support, or direct tax funds in
another manner to the development projects. It was not necessary to impose obligations
subsequent to market analysis in order to impose universal service obligations, which the
PTA seemed to be doing with its proposals. These were distinct evaluations. It was the nature
of effective competition that parties were free to decide their pricing having taken into account
the varying conditions, cost, potential revenue and other future criteria. This is something that
the PTA should look at.

The position of the PTA

The PTA repeats that subsequent to a detailed evaluation of competitive conditions in this
country and in accordance with the EU recommendation from 2013 on the obligation for non-
discrimination and for cost analysis methods and related additional consultation, the PTA had
decided to prescribe that Siminn Group passes an ERT test rather than cost analysed prices
for the Mila fibre-optic. This had among other things been done to make concessions to the
position taken by Mila and Siminn, that an obligation for cost analysed prices could lessen
the Groups willingness to invest in the countryside. The PTA does however not agree that
price obligation on Mila fibre-optic will lessen the willingness to of Mila competitors to invest
on the relevant markets.

Siminn considered it proper to emphasise a number of key issues, which will be explained in
more detail in the relevant Sections at a later point.

First, it was necessary to note that Siminn TV service was on offer across all electronic
communications systems and in the same manner in all systems, i.e., basic service with a
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limited number of set-top boxes. It was also undisputed that there was no difference in the
service with respect to quality, according to which system the party in question was on, i.e.,
that the platform independent Siminn solution was technically adequate for consumers and
returned the best performance available. This means that the whole PTA evaluation of the
Siminn offer of TV service was wrong and needed to be reviewed. Future development was
being assessed, which means that the current status needs to be evaluated. It was also a fact
that a number of foreign parties offered service in Iceland and the media giant Disney would
commence service in Iceland on 15 September 2020, where customers could purchase the
company services for Euro 6.99.

Second, Siminn had also almost completed negotiations with GR on bitstream service and
this would inevitably have a significant impact on the PTA evaluation, which is based on such
agreements not being in place and seems to assume that such an agreement would not be
signed. This would naturally have an impact on the number of Mila connections in GR
territory and again should have an impact on assessment of the position of GR. [...]

Third, the PTA service definition was wrong. No investigation was made on substitutability
of various services, but rather it was asserted that certain elements were part of the same
market while other elements were excluded, such as xXDSL being part of the same market as
FTTH, while service through cable was not. And Internet services through mobile phone
systems such as 4G or 5G are simply excluded without any reasoning. The PTA is obliged to
be forward-looking in this connection, but it was clear that this was not the case. The PTA
analysis simply lacked data, which meant that it carried no weight.

Fourth, it was hardly possible to dispute that markets for fixed line service were
geographically segmented and that in fact all criteria were fulfilled in this respect, and in
reality, it was inconceivable to maintain that market conditions in operational territory of GR
or Tengir were in some way similar to the conditions in East Iceland and the West Fjords.
Simple and clear matters such as market share of Tengir and GR in their own operational
territory compared with other areas were ignored. In reality, one hardly needed more
indications that Iceland was not a single market.

Fifth, a PTA analysis of competition at retail and wholesale levels was not available and in
contradiction with other assertions made by the PTA that the quality of electronic
communications services in Iceland was among the best-known in the world, while at the
same time, the PTA also said that the price of electronic communications in Iceland was
among the lowest known in the world. It was a mystery to Siminn how it was possible to
assert that there was no effective competition when quality and price in Iceland were among
the most advantageous on offer to consumers in the world. If this was not confirmation of
effective competition, then it was not clear what effective competition was. Furthermore, the
PTA did not provide the definition that the Administration used for the concept of effective
competition.

Sixth, the inadequate PTA investigation meant that wrong obligations were being imposed on
the market that had in reality no meaning for competition on the retail market, except a
negative impact, as access for retailers and thus consumers to fibre-optic connections would
diminish at many locations across the country, as a result of the obligations. The obligations
should rather support that parties would increase the speed of fibre-optic connections,
particularly at locations where xDSL service was prevalent. Obligations were widely
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withdrawn where parties had reached agreements on commercial terms without regard for
obligations. The PTA could take account of such precedent in order to encourage Mila to
make agreements on rollout of fibre-optic for access to the Mila fibre-optic network.

The position of the PTA

The PTA states that Siminn’s Heimilispakki (Home Package) has enjoyed great popularity
since the autumn of 2015, when the company first offered this bundle of electronic
communications and TV services, which among other things included the Sjonvarp Simans
Premium content provider. Other electronic communications companies have found it
difficult to emulate this product bundle. The PTA came to the conclusion in its Decision no.
10/2018, dated 3 July 2018, that Siminn had breached the provisions of paragraph 5 of article
45 of the Media Act on the grounds that the Siminn content provider directed its customers
at related electronic communications companies, i.e., Mila and Siminn. The District Court of
Reykjavik confirmed on 1 July 2020 the PTA decision in part with its judgement. Siminn had
among other things, breached the rights of GR in that provision of visual linear content
(Sjonvarp Simans Premium) had not been on offer on the GR fibre-optic network, but only
through Mila, in the GR operational territory. This judgement has now been appealed to the
National Court and a verdict is expected in late in the year 2021.

In the autumn of 2018, Siminn began to offer access to Sjonvarp Simans Premium
independent of the underlying network. The PTA came to the conclusion in its decision no.
27/2019, dated 25 November 2019, that such a solution had not absolved the company of the
breach against the provisions in question of the Media Act. Among other things, customers
needed to lease a special set-top box from Siminn in order to access the content through the
underlying GR network. The PTA had however not been able to assert that the breach in
question had been committed for a longer period than until the beginning of October 2019,
because then Vodafone did not wish to enter negotiations with Siminn on distribution of the
content provider in question over Vodafone’s IPTV system. One can also mention that there
had been little uptake of the Siminn TV service with the technical solution in question or just
around [...] at the turn of the year 2020/2021. Siminn appealed this decision to the Appellate
Committee for Electronic Communications and Postal Affairs. With a ruling of the
Committee, the PTA decision was declared void as the Committee considered that the PTA
had not adequately argued that the above specified set-top boxes belonged to the electronic
communications division of Siminn and not to the company’s TV division. The Committee
took however no material position in the case. In February 2021, Siminn announced plans to
offer the content in question and other television content with an OTT solution without
customers having to rent a special set-top box from Siminn, e.g., via Apple TV. The
implementation of that service is expected to be completed in the autumn of 2021.

Siminn and GR reached an agreement in July 2020 on Siminn bitstream access to the GR
fibre-optic network. This access became active in late August 2021. In its revised analysis,
the PTA has endeavoured to assess the impact of this agreement during the lifetime of the
analysis, and the PTA has gathered data from both Siminn and GR on the likely volume of
transactions in the coming years. Siminn has however not made an analogous agreement with
Tengir, [...]. Siminn has furthermore not made such agreements with parties like Snerpa or
Austurljos, which have deployed fibre-optic in their territories in the Westfjords and East
Iceland.
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The PTA rejects having been remiss in its assessment of substitutability between copper and
fibre-optic networks or of such fixed networks and of 4G or 5G mobile networks. Subsequent
to the consultation that was opened on 30 April 2020, the PTA investigated this issue in more
detail and called for detailed information from electronic communications companies and
commissioned a consumer survey for the purpose of determining consumer perceptions on
these issues. This additional investigation did not alter the PTA position on these issues, i.¢.,
that there is substitutability between copper and fibre-optic networks, but not between such
fixed networks and the above specified mobile phone solutions. The PTA also considers that
cable systems, such as that operated by Kapalveding in Reykjanesbar do not constitute
substitutable service to copper or fibre-optic networks in Market 3a, because among other
things it is not technically possible to offer local loop service on that network. The same can
be said about Market 3b, as the distribution of this system and its uptake, and thus the
Kapalkerfi market share, is very small at a national level and nor is it very high in the
municipality in question. The system served 3842 spaces in Reykjanesbar at the end of 2020
and uptake of the system is [...]. The cable system of Kapalvading is however a part of the
retail market of mass market internet access service.

With respect to the comments that there should be a segmentation of geographic markets,
reference is made to detailed discussion on this issue in Sections 5-7 in the updated
preliminary drafts (Appendix A) and to the same section later in this document that deals with
this issue.

The PTA does not accept that there is no analysis of competition at retail and wholesale levels,
or that it is inadequate. The preliminary draft, and even more the draft that was revised after
the above specified consultation, contain a detailed analysis of both the retail and wholesale
markets. There is no equals sign between Iceland being a leader in Europe, with respect to
quality and pricing of electronic communications services and that competition is effective in
this country. In order to assess these issues, the PTA follows guidelines that the EU and ESA
have published, having taken into account the circumstances in this country. The conclusion
was that competition was not effective in this country, neither at retail nor wholesale level.
For further details reference is made to the appropriate Section in the updated preliminary
drafts (Appendix A) and to discussion later in this document.

The PTA also reiterates that it does not agree that wrong obligations were imposed on the
market. It is certainly true that the PTA, subsequent to additional consultation, withdrew its
plans to impose a cost analysis obligation on the Mila fibre-optic network and instead to
prescribe that Siminn Group passes an ERT test. This was among other things done in order
to take into account comments from the Siminn Group to the effect that a cost analysis
obligation could inhibit the Group’s willingness to embark on further development of FTTH
in the countryside. The PTA furthermore reiterates its position that neither a cost analysis
obligation nor ERT would inhibit the willingness of competitors of the Group to embark on
such development. In addition to this, the PTA plans to propose an increased and more
transparent obligation for access to Mila ducts and conduits in areas with less competition
(approximately 30% of the country’s population).

The Competition Authority (the CA) noted that the Administration had examined the PTA
preliminary draft market analysis of the markets in question. It was stated that the CA
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examination of the draft had been limited to the definition of the relevant service or product
markets and geographic markets and to those factors that one could assume would have an
impact when assessing potential barriers to entry to markets and the necessary obligations
imposed. In the draft, the markets in question were defined in advance in accordance with the
role of the PTA. In accordance with this role, the PTA had assessed the circumstances on
these markets and development since the last analysis and likely development during the
coming years. The CA raised no objections to that part of the draft that it had examined and
considered that the analysis was in this respect well implemented and that it served its
objectives.

The CA however noted that the Administration had the role of exercising the provisions of
competition legislation on the electronic communications market. The conclusion reached by
the CA on definitions of markets and of the positions of companies is decided by events in
each individual case. This applied among other things to potential connections between
distinct electronic communications services and the impact of the position of parties at various
sales levels. In the light of this, then the CA would clearly not be bound by the methodology
and the opinions expressed in the draft when, in the future, it might deliberate cases related
to the markets in question.

The position of the PTA
The PTA considers that the above the CA comments support the PTA draft analysis and
considers there to be no reason to discuss them in further detail here.
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2 Definition of the relevant markets

The Competition Authority (the CA) considers the PTA approach to defining the relevant
retail and wholesale markets to be logical, i.e., that conditions at retail level and how Mila
customers (e.g., Siminn) implement their product development and retail operations vis-a-vis
end users (consumers), could be an indication of demand-side substitutability and of a
business pattern that should be taken into account when defining product or service markets.

The CA considered it relevant in this connection that service providers like Siminn, that was
apparently Mila’s largest customer, and probably the largest purchaser of local loops on the
one hand and bitstream service on the other in wholesale on the Icelandic electronic
communications market, sold access to local loops in retail to users against payment of a line
charge. For example, to the best of the CA’s knowledge, Siminn had not made any distinction
in its retail operations between whether resold local loops were on fibre-optic or copper
network, neither in marketing to end users or in other terms of business. On the contrary, the
CA had become aware that the company had based its sales campaigns in recent years on
there being substitutability between copper and fibre-optic local loops.

In addition to this, the CA considered there to be indications that competition was
significantly limited in retail for local loop access when one considered the fact that there had
been little or no price competition in line or access charges in recent years.

With respect to retail of Internet service with Siminn and other retail companies, no
distinction seemed to be made in the tariffs of these companies to consumers as to whether
retail service was delivered with fibre-optic technology or through an xDSL connection on
the copper network. The retail price of Internet connections appeared thus to always be the
same regardless of the technology of the access system, or local loop, in this specific context.

In the opinion of the CA the above issues supported the preliminary PTA conclusion in the
draft market analysis that Internet connections through the copper network and fibre-optic
belong to the same service market pursuant to paragraph 160 in the draft analysis.

The position of the PTA

The above specified CA comments categorically support the PTA conclusion that there is
substitutability between copper and fibre-optic networks on the relevant wholesale markets
and corresponding retail markets. The CA supports the main conclusions drawn by the PTA
from the conditions on the relevant markets and the PTA assessment of substitutability. There
is further discussion on substitutability and delineation of service markets in Sections 3 and
4 here below, in the same Sections of the updated preliminary draft (Appendix A), as well as
in Chapters 2 and 3 in Appendix C, which covers the additional consultation held by the PTA.

GR considers that the market has to be examined as a whole, with respect to substitute
products, both in the wholesale markets and related retail markets. Substitutability between
fibre-optic and copper connections exists as before, and the chain of substitution has not been
broken with respect to the fixed line connections in question. One can see, among other things
from the GR utilisation ratio, where the company is the only one with fibre-optic, and there
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the company’s share is far from being 100%, as service through copper is also being offered
in the areas in question, see Seltjarnarnes as an example.

GR agrees with the PTA that Internet connections provided over fibre-optic and those over
copper are on the same market. Though the technical solutions may differ, this makes no
difference to consumers with respect to the content and intake of service that is provided over
these varying technical systems, it is the same. In this way both fibre-optic and copper are
still providing service that gives the user an Internet connection of such quality that there is a
substitution chain between them.

This can well be seen in the areas where GR has fibre-optic and Mila does not. Even if fibre-
optic was only available from GR, a large proportion of consumers would nevertheless choose
service over copper local loops, both through Siminn and also through other electronic
communications companies on the retail market.

Today there was no such fundamental difference in service over copper or fibre-optic
networks that should mean that these technical solutions implied separate markets. This was
the same conclusion that almost all regulatory authorities in Europe had reached. There were
no such circumstances in Iceland, in the opinion of GR, that would lead to another conclusion,
and this could be clearly seen by the fact that parties to the market, place no emphasis on the
technology that was used for providing Internet and electronic communications service, but
rather emphasised the content, data volume and subscription price.

Broadband connections over copper with xXDSL and fibre-optic connections were therefore
substitute products for users on retail markets.

The position of the PTA

The above specified comments from GR support the PTA conclusion on assessment of
substitutability and definition of service markets. It is particularly worth having in mind that
where GR operates the only fibre-optic network, such as in Seltjarnarnes, there is still a
proportion of consumers that choose to purchase service through copper local loop. Despite
the fact that it is more than 10 years since GR completed deployment of fibre-optic in
Seltjarnarnes and that Mila had commenced fibre-optic rollout to a considerable degree, there
were still about [...]% internet connections over copper there at the end of 2020. There is
further discussion on substitutability and delineation of service markets in Sections 3 and 4
here below, in the same sections of the updated preliminary draft (Appendix A), as well as in
Chapters 2 and 3 in Appendix C, which covers the additional consultation held by the PTA.

Tengir says that it agrees in general and endorses the conclusions reached by the PTA in its
preliminary draft, subsequent to detailed market analysis, and says it sees no reason to
contradict them. This applied among other things to definitions of the wholesale markets in
question, which were both markets on which Tengir traded.

The position of the PTA
The Tengir comment supports the PTA definition of the service markets in question.
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Mila points out that the PTA point of departure for definition of the relevant markets is the
definition shown in the ESA Recommendation. There it was correctly indicated, according to
guidelines from the EU Commission on market analysis and assessment of significant market
power, that the point of departure for all analyses should be an assessment of the retail markets
in question, with respect to demand-side substitutability and as appropriate supply side
substitutability, from the point of view of end users and having taken into account a forward-
looking view of market developments. Mila referred, among other things to items 12-15 in
the ESA Recommendation from 2016 on the appropriate product and service markets.

Whether competition was considered to be sufficiently effective on the retail market, taking
into account a forward-looking perspective, and without obligations, decided whether it was
necessary to assess the wholesale market, and then with a view to potential obligations. As is
stated in the Recommendation, the objective of such obligations was to produce benefits for
end-users by making retail markets effectively competitive on a sustainable basis, see item 7
in the Recommendation. At the same time, it was expected that such obligations were only
imposed on markets where effective competition could not be found, i.e., in markets where
there were one or more undertakings designated as having SMP and where national
competition law remedies alone are not sufficient to address the competition problem
identified, see item 11 in the Recommendation.

Despite the fact that in the ESA Recommendation as in other guidelines referred to as
appropriate by the PTA in the preliminary assessment, including foreign precedent, one could
find specific indications that could be taken into account in market analysis, the above
specified documentation did not change the fact that the national regulatory authority should
in each instance make an independent assessment of the retail and wholesale market in the
state in question, keeping in mind the conditions found in that country, such as with respect
to behaviour of end users and electronic communications companies, substitutability and
other factors, as it was perfectly clear that the NRA in question did not have the grounds to
enable it to take a position on whether conditions were “comparable to those that generally
pertained within the EEA or not”, without having made such an independent investigation of
market conditions in the country in question.

It was Mila’s opinion that the PTA had in the available preliminary evaluation not fulfilled its
duty to investigate, pursuant to article 10 of the Administrative Procedures Act, see also ESA
Recommendation and guidelines from the Commission, among other things in the evaluation
of special conditions on the Icelandic market and limited substitutability between differing
access options. The preliminary evaluation in this respect, and the subsequent discussion on
the necessity to impose obligations, was therefore characterised by significant weaknesses
that the PTA had to correct and/or in all events prepare a more detailed investigation.

The position of the PTA

The PTA considers that the preliminary draft is based on an adequate PTA investigation. The
PTA conducted a detailed examination of conditions in this country and requested substantial
information from parties to the market, with a breakdown by municipality. The PTA
investigation when making this analysis is not inferior to the investigations made by the
Administration in prior analyses, which have received endorsement from the EFTA
Surveillance Authority and on occasions from the Appellate Committee for Electronic
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Communications and Postal Affairs. In reality, this is the most detailed analysis that the PTA
has ever performed. The PTA has however reacted to criticism from Mila and Siminn and has
gathered even more data. In addition to this, the PTA has commissioned a consumer survey
which among other things cast light on the factors that decide consumer choice of Internet
service provider and the willingness of consumers to switch between varying access networks
and is useful for substitutability assessment between copper and fiber connections.
Questionnaires have been sent to parties to the market to gather further information on a
number of issues. The PTA investigation is described in more detail in the updated
preliminary draft (Appendix A) and in the appropriate Sections here below.
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3 Competition circumstances on retail markets for access
provided at a fixed location and broadband service

3.1 General

3.1.1 Access, distribution, number of customers and line charge

The Competition Authority (the CA) considers there to be indications that competition was
significantly limited in retail for local loop access when one considered the fact that there had
been little or no price competition in line or access charges in recent years.

The position of the PTA

The PTA agrees that indications can be observed of limited competition in this area. Line
charge is an additional charge which is advertised nowhere as a specific product. An increase
of this charge may be considered in some respects barely visible to consumers, and the
electronic communications companies appear to follow each other’s increases. At the
beginning of 2021, however, Siminn began advertising Internet services individually and in
packages with the line charge in question included in the total price. In Siminn's invoice,
however, the line charge is still a separate item.

Nova refers to paragraphs 33-36 where it is among other things stated that the purchase of
dedicated Internet service entailed additional costs in the form of line charge/access charge
which were collected at retail level. Nova considered there to be a lack of transparency when
one took into account that Internet service was a “basic service” that always had to be paid
for when an access connection was used, and that seems to be the way things were structured
with Mila/Siminn. It was shown for example in instances reported by the CA in Decision no.
25/2020, that the customer always paid for Internet service if he was using an access
connection. It would for example be possible to only have IPTV service (no Internet) and
nevertheless have to pay for the basic Internet service in question. None of the services should
belong to access connections, for the sake of transparency and clearer comparison.

The position of the PTA

The PTA agrees that one can consider there to be a lack of transparency in respect to line
charges. With regards the Mila bitstream tariff, the company structures it such that [IPTV and
VoIP streams are additions to the Internet stream. A service provider of IPTV and VoIP can
therefore not sell a consumer service unless Internet transit is also purchased. As Nova points
out, the service provider must pay for wholesale transit of the Internet, which is not used to
gain access to IPTV transit for a household that only purchases TV service and not Internet.
This cost must therefore be recouped from the user.

Mila points out with respect to the list of urban kernels with fibre-optic in paragraph 27, that
VDSL is also offered at those locations.
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The position of the PTA
This 1s correct and it is nowhere stated that these locations do not have access to VDSL.

Mila points out that according to figure 3.3 in paragraph 35, Siminn appears in the last 3-4
years, not to have been an innovator in price changes of line charge. One could not see
information about this further back in time as such data for Vodafone was lacking in the
figure. Comparison between list price for local loops at Mila and GR was a very dubious
comparison. Mila gives no discount from these charges to customers that are electronic
communications companies at retail level. On the other hand, GR has for some time charged
end users directly, but has now changed direction and charges the service providers for the
local loop. Mila is quite sure that large service providers enjoy discounts after they began to
collect charges for local loops. One could consider it likely that with changes to the manner
of charging, GR increased its prices generously in order to create leeway for discount terms
to service providers, so that they could avoid loss of revenue resulting from the changes.

The position of the PTA

It is true that comparison between retail and wholesale prices does not always tell the whole
story, because the retailer adds some value to the product. The conjecture on list price and
discount terms will not be concurred with, but one can also consider it likely that experienced
companies will carefully examine the real cost of procurements for their operations and will
not allow high list prices and large discounts to distort their decision-making. One can
however point out that when an electronic communications companies collects access charges
from consumers instead of GR, it is clear that the cost of collection is transferred from GR to
the electronic communications companies. The PTA therefore cannot see that it is abnormal
if electronic communications companies pay a lower charge for each local loop than when it
is collected directly from each consumer.

3.1.2 Supply, price and market share on the retail market

Nova referred to paragraph 38 where it is among other things stated that Siminn was the
largest company on the Internet service market. Nova noted that at the same time as Siminn
was growing, a very significant transfer/transformation in technology was taking place, i.c.,
from older connections to Mila fibre-optic which one must consider to be an even greater
strength of the service and to be such that it further dynamized the advances of Mila and
Siminn on retail markets.

The position of the PTA

Here Nova indicates a point that the PTA made in paragraph 59 in the Preliminary Draft, see
figure 3.11, which is the number of customers with fibre-optic connections in recent years.
There it states that Siminn appears to be the company with the fastest growth in that sector of
the market that is growing most.

Since the Preliminary Draft in question was open for consultation on 30 April 2020, Siminn
has made an agreement with GR on bitstream access to the GR fibre-optic network. Siminn
service on the GR network commenced in late august of 2021. One can expect that with this,
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Siminn will, all things being equal, increase its market share even further. It was over 46% at
the end of 2020 and it is not unlikely that it will exceed 50% during the lifetime of the analysis.

In the same way, it is likely that a significant proportion of Siminn customers that will be on
the GR network will come from the Mila network, and it is furthermore clear that Siminn will
probably also seek customers that are already on the GR network with other service providers.
The PTA does however not expect any other outcome than that the Mila market share on
relevant wholesale markets will continue to be over 50% up to the end of the lifetime of the
analysis. In addition to this, various other developments could strengthen Mila market share
during the lifetime of the analysis, and it is not inconceivable that companies like Vodafone
and Hringdu, and even Nova, would move their custom partly or totally to Mila, or place
more emphasis on new customers going to the Mila network instead of GR network, as the
companies’ business is not tied to GR. The service providers in question do business today
both with GR and Mila, though the majority of their transactions are through the GR network.

Mila points out, with reference to paragraph 40, that Nova had grown quickly since 2016 and
one could assume that the company’s market share was about 12-15%. [...] Mila also pointed
out that this growth seemed to be mostly at the expense of Vodafone.

The position of the PTA

Nova had achieved 14.7% market share by the end of 2020, which means that the company’s
share had grown rapidly since 2016, when the company began to offer Internet service
through fixed line network. From the end of 2017 the Vodafone market share has dropped
from 36.8% to 27.7% by the end of 2020. During this period the Siminn market share has
however increased from 45.9% to 46.3%. Hringdu share has grown slightly from 7.3% to
8.6% during this period. It is therefore clear that Nova has first and foremost been taking
business from Vodafone. The PTA does not expect Nova growth on this market to be
significant during the lifetime of the analysis. The company’s market share could even
decrease during the lifetime of the analysis if Siminn takes a significant amount from the
company when Siminn begins to offer service on the GR network.

It is correct when Mila states that Nova has first and foremost purchased wholesale products
from GR, although the company only purchases about [...]% of its connections from Mila.
GR has no guarantee that Nova will not increase its business with the Mila network at the
cost of the GR network during the lifetime of the analysis, any more than applies to Vodafone
and Hringdu, who today also both operate on the GR and Mila networks.

The PTA points out that the share of “others”, i.e., Internet service providers that do not
achieve 5% share has dropped by almost half since 2017 and was 2.8% in total by the end of
2020. The Internet service market appears therefore to be converging into competition
between four parties where two are conspicuously largest, Siminn however much larger than
Vodafone, and Siminn has been growing, or at least held its own, while the other, Vodafone,
has decreased significantly in recent years.

Mila refers to paragraph 49 and points out that in the Nova offer, no distinction is made
between whether a connection is through fibre-optic or 4.5 G. Also, that only fibre-optic from
GR is available.
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The position of the PTA

It is true that in its marketing to consumers, Nova has chosen to offer connections through the
GR network. Nova corporate service, which originated with the Nova purchase of
Simaf¢lagid, offers connections through the Mila network, among others, and today about
[...1% of Nova connections are on the Mila network. GR has no guarantee that the company
will not transfer increasingly from the GR network to the Mila network during the lifetime of
the analysis. On substitutability, reference is made to the answers in Section 4.2.3.

Nova refers to paragraph 59, which deals with Nova growth in fibre-optic connections. Nova
states that it commenced operations on the fibre-optic market in April 2016. Siminn had
quickly reacted to this competition with marketing new offers, particularly in the form of
bundles and free offers, which Nova maintains do not stand up to scrutiny, both in the light
of the CA Decision no. 25/2020 and of article 11 of the Competition Act. The Siminn
emphasis on such offers has subsequently increased significantly and now covers all service
areas where Siminn and Nova competed.

The position of the PTA

Competition in the consumer market seems to have revolved first and foremost around
bundles in recent years. This is also clearly shown in the PTA consumer survey from October
2020 where it came to light that 71% of households that have Internet service, purchase it as
part of a bundle. Bundles are also high on the list of the issues that are important to those that
have switched service provider during the 12 months prior to the survey being conducted.
This appears particularly to apply to those that do business with Siminn, as 31% of these
respondents mentioned bundles as the reason for switching, while price was the primary
reason for switching to Vodafone, Hringdu and Nova.

It is clear that Siminn’s Heimilispakki (Home Package), which includes both electronic
communications service and TV content, in addition to preferential terms regarding the
amount of data for those family members who have mobile phone services with Siminn, has
achieved great popularity on the market. It strengthens the Siminn’s position on the retail
market and that of Mila on the wholesale market, as the Siminn service has for example not
been on offer on the GR network until now. With an agreement between Siminn and GR from
July 2020, this changed in late august of 2021 when Siminn begun to offer its service on the
GR network It is however not expected that a large proportion of Siminn customers will be
on the GR network at the end of the lifetime of this analysis. According to the agreement, it
is expected that the proportion will be [...]% at the end of the lifetime of the analysis, but it is
clear that a significant proportion of these customers will be customers that were already on
the GR network and that therefore they have not moved from the Mila network.

It is then in the hands of the CA to investigate cases that relate to possible Siminn abuse of
the company’s potential market dominance on retail markets. The above specified CA
Decision no. 25/2019 related to a breach of the Settlement between the CA and the Siminn
Group and was partially confirmed by the ruling of the Competition Appeals Committee no.
1/2020, dated January 13, 2021.
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Siminn said that development and Internet service in recent years was such that it was hardly
possible to maintain that effective competition did not pertain. Prices had dropped, and quality
had increased according to Statistics Iceland sources. It was not possible to dispute these facts.

According to measurements by Statistics Iceland, the consumer price index increased by
14.5% from the beginning of 2015, while the index for Internet service had dropped by about
30%. One could hardly say that this was an indication of shortage of competition in retail.

Next, one could consider quality of the service, and the best measure of this was speed of
connections. Other information on quality of connections was not available. In 2015, fibre-
optic connections were 27.5% of connections and this proportion has now risen to 62.8% in
2019. With respect to distribution of fibre-optic connections, it was perfectly clear that today
over 80% of homes had access to fibre-optic local loops.

In news from the PTA dated 6 July 2020, it was stated that the Administration would continue
to protect healthy competition on the electronic communications market, and the price of
electronic communications service in Iceland was among the lowest known.

It was clear that in this case the PTA discussion in the market analysis did not match the
actual reality. The PTA admitted that the price for electronic communications service in
Iceland was among the lowest known. This meant that Siminn, naturally had difficulty in
understanding the assertions by the PTA that there was no effective competition on the
electronic communications markets. The PTA was thus contradicting itself.

Something else that actually appeared in the PTA market analysis was that distribution of
fibre-optic was also among the best-known. This should be an indication of active
competition.

The situation is such that in Iceland, consumers received the best-known quality at the lowest
known price. How it could be that competition was not effective was simply a mystery to
Siminn, as it was clear that the PTA asserted this against its better judgement.

In this way, it was proven that the PTA market analysis did not reflect reality. Simply for this
reason, the PTA should retract its analysis and start again from scratch. An investigation of
competition on the market needed to be conducted, which had not been done. The price for
Internet service in this country had been on a steady decline since 2015. Siminn also indicated
that the PTA should check prices in the Nordic countries, which gave strong indications that
pricing on the market was significantly lower in this country.

The above specified pricing of service would not be achieved with ineffective competition.
The PTA had thus proven that there was effective competition on markets for electronic
communications service, though the Administration now wished to assert something else for
the purpose of continuing its projects, to micromanage the market with its bias and to impose
increased obligations on the Siminn Group. Then one could point to the entry of Nova in the
Capital City Area, as in a few years the company has achieved 20% market share, which has
returned ISK 2.5 billion in business. This fact was not an indication of major access barriers,
quite the contrary. The company could also easily increase the number of connections by
offering Internet service across the whole country but chose for some reason not to do so.
Nova was the company that had gained most customers in 2019. This means it was not
possible to maintain that access barriers were high.
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With respect to further discussion on small access barriers, one could point out that Vodafone
had in its merger records for the purchase of the operations of 365 Midlar ehf. (see the CA
Decision no. 42/2017, paragraph 399) said that “access barriers on the electronic
communications market were small and particularly because of changed and increased
service from the wholesalers Mila and GR”. One had to take into account that this was a
declaration from Vodafone to the Competition Authority and therefore clear that it was not
incorrect, unless the PTA succeeded in proving otherwise with data that has not previously
seen the light of day.

When analysing whether competition was efficient, it was normal to take into account
parameters resulting from competition, such as lower price, increased quality of service and
innovation. The PTA not had not considered any of these parameters. The PTA analysis was
thus contrary to article 10 of the Administrative Procedures Act. The PTA, for this reason,
could not use it as grounds and Siminn challenged the PTA to review its position and to retract
its document, taking into account the fact that the price of electronic communications service
was among the best known and the quality also.

The position of the PTA

The PTA notes that the Administration has conducted a detailed analysis of competitive
conditions in this country on the relevant wholesale markets, see Sections 8 and 9 and related
retail market in Section 3, in the revised analysis (Appendix A) and it was the conclusion that
Mila has SMP on the relevant wholesale markets and that there was not efficient competition
on the related retail market. This means that there cannot be effective competition on the
relevant markets. Reference is furthermore made to previous answers in this Section and to
Sections 8 and 9 in this document with respect to PTA answers to a large number of comments
from the Siminn Group, that relate to this assessment.

The price for Internet connections and the quality cannot on their own cast light on the
competitive position, nor the distribution of fibre-optic networks. It is conceivable that an
electronic communications company could be in a monopolist position or almost that, and
prices could still be advantageous, of high quality and fibre-optic distribution extensive. It is
clear that in such an example, effective competition cannot pertain. The PTA however agrees
with Siminn that low prices, high quality and extensive fibre-optic distribution can give
indications of competition, and even effective competition. It is appropriate to point out that
Siminn is describing conditions on the retail market where the underlying wholesale markets
are subject to a range of obligations. The PTA is obliged to consider how the situation would
be if obligations were not in place on the relevant wholesale markets. As explained above,
the detailed PTA analysis did not reveal that effective competition pertained on the wholesale
markets in this country, nor on a related retail market. The PTA furthermore totally rejects
not having taken these issues into account in its analysis.

The PTA furthermore points out that a drop in price for electronic communications service is
part of international development which has been taking place during the past years and is
therefore not unique for Iceland. The same can be said about increased quality and distribution
of high-speed networks. The PTA also rejects that there is some discrepancy between the
market analysis in question and PTA discussion in other fora, or that the market analysis does
not reflect the real competitive conditions in this country. The PTA furthermore totally rejects
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not having investigated the case adequately, and the PTA has replied in detail to comparable
comments from the Siminn Group elsewhere in this document.

The PTA therefore cannot agree that distribution, quality, and price alone are measures of the
status of competition on an electronic communications market. In this connection, one can
point out, though not relevant to this analysis, that in the years before the lifting of monopoly,
quarterly reports by Telegen showed that Postur og simi prices for voice telephony to homes
were among the lowest in the OECD, having taken into account purchasing power and
distribution of the copper line system to virtually all homes in the country.

ITU price comparison, which the PTA has used in recent years, has not shown that the retail
price of Internet service is particularly low in this country, though baskets of various
electronic communications services for homes and companies have compared well in
international comparison.

One can for example mention that in 2016, Iceland was in 22nd place in Europe for purchasing
power (PPP$), with tax included, for 1 Gb/s Internet service of 44 states - where all of Europe
was taken into account, not only the EEA. In 2017, Iceland was in 16th place, 15 in 2018 and
from that time the reference is for 5 GB data volume, and then in 41st place in 2019, which
is the year when ITU began to take line charge into account as part of Internet service, as it is
necessary to pay the charge to be able to have access to Internet service. After that, Iceland is
the most expensive country in Europe for 5 GB Internet service.
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Then Siminn points out that Nova success indicates that there are not significant access barriers
in place and that Vodafone has also confirmed this in the run-up to the company’s merger with
3651in 2017. The PTA refers to other answers in this document with respect to the Nova success
and reminds that it was not at Siminn’s cost, which has retained a strong position despite the
Nova success in question. Nova has first and foremost, cut into Vodafone market share in recent
years. The Vodafone comments in question in the run-up to the merger in question cannot
however, on their own decide on whether there is effective competition on the wholesale
markets in question, nor on the retail market. In that instance, Vodafone was protecting its
interests vis-a-vis the CA, and trying to get endorsement for the merger in question. One must
view the comments in this light. It is also necessary to note that all of the competitors of the
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Siminn Group that submitted comments in the consultation to the preliminary draft to this
market analysis, consider that there are still significant entry barriers on the wholesale markets
in question in this country and that there is not effective competition on them, among others
Nova and Vodafone. The same can be said about the CA.

Siminn said that it was the assessment of the EU Commission that a position of market
dominance was unlikely when market share was under 40%. In the PTA analysis it states that
Siminn had less than 40% market share in the Capital City Area. This means that the Siminn
status in that area is unlikely to be defined as having market dominance.

In further support of this contention is the fact that Siminn market share has been under 40%
in the relevant area for a number of years and there was no likelihood that this situation would
change. Assertions that the Siminn position would strengthen as a result of the English
Premier league were groundless. Siminn pointed out that when one considered the Capital
City Area, Olfus and Hveragerdi, with the addition of Akranes, the number of customers using
Siminn Internet service in these municipalities had dropped by about [...], and when one also
took into account the increase in population in the area during the last 4 years, it was clear
that the Siminn share in that area was on the decline, and not increasing as maintained by the
PTA. In any event, there were no indications that Siminn was strengthening its position in the
area, and certainly not significantly strengthening as was maintained.

Almost one whole season of three seasons of the rights to show English Premier league
matches was completed, so if the English Premier league had had any impact, then this impact
should have manifested itself in full. The fact of the matter was that the transmissions from
the Premier league had had almost no impact on competition for Internet service, as
maintained by the PTA.

The PTA maintained that Siminn, from the end of 2018 and into mid-2019, had been
increasing its market share in the GR operating territory, which was defined too broadly as
the PTA included apartments where GR did not have any operations, such as in the rural areas
of Rangarping, both the Ytra and Eystra municipalities, and included Reykjanesbzr in the
picture where GR operational territory only reached about 10-15% of homes in the
municipality. The PTA thus appeared to deliberately include 7000 households in the GR
territory, where the PTA knew that GR did not have operations and the PTA naturally knew
that this distorted the real picture of the state of the market. Siminn actually casts doubt on
individual numerical assertions made by the PTA, as the number of Siminn customers in these
areas has not increased as stated by the PTA. The PTA furthermore seems to include in the
totals, connections that are not Internet service, but rather data transfer connections, which
were a hardly measurable proportion of the market and which were on the decrease. In the
light of the fact that the market was Internet service, then such service would not be a part of
that.

Given the estimated number of inhabitants in Hella and Hvolsvollur, the Siminn share would
be about [...]% and the Vodafone share similar to that, even a little more as other companies
had limited market operations outside the Capital City Area.
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The position of the PTA

The PTA notes that it is the Administration's conclusion that the Capital City Area or the GR
operating territory are not a separate geographic market, but rather that market conditions and
competition across the whole country are so homogeneous that one must consider the whole
country as a geographic market. One can nevertheless find varying conditions, but they are
not sufficiently different to justify geographic segmentation of the market. In order to take
such conditions into account, the PTA has defined criteria and withdraws obligations from
Mila where those criteria are met, which is the case in 17 of 69 municipalities, which accounts
for about 70% of the country’s population. The Siminn retail share is one of these criteria and
therefore the points discussed here by Siminn are taken into account. Subsequent to the
additional consultation that was opened on 30 October 2020, the PTA decided to increase the
criterion for Siminn retail share from 40% to 50% and do not take into account a specific Mila
market share at the wholesale level.

The PTA chose municipalities as an area to be examined with respect to differing geographic
conditions after a detailed study of conditions by postcode and municipality. Neither
municipalities nor postcodes were homogeneous and fibre-optic rollout is first and foremost
implemented at the municipality level. Reference is made to Section 6.4 and 7.4 in updated
preliminary draft (Appendix A), to Sections 6 and 7 here below and to Appendix C with
respect to further discussion on this subject.

With respect to geographic analysis, the PTA refers in other respects to Sections 5-7 in this
document and to the same sections in Appendix A, and to Appendix C, where the PTA replies
to comments received in the additional consultation which was opened last 30 October.

Market share statistics that were published in the preliminary draft are from mid-2019, the
figures for the end of year 2019 were not available prior to the publication of the preliminary
draft. At that time the English Premier league season had not started, so one cannot say that
the first season had almost been completed. The PTA will update the statistics to end of year
2020.

Siminn is correct in saying that Siminn market share in the Capital City Area is just under
40%, as it was [...]% at the end of 2020, compared to a 46.3% share for that company
nationwide at that time. The Siminn market share was [...] in the whole GR operating territory
at that time. The above specified agreement between Siminn and GR will, all things being
equal, very probably lead to the Siminn market share in the Capital City Area exceeding 40%
during the lifetime of the analysis, as Siminn will doubtless encroach on the market shares of
Vodafone, Nova and Hringdu, that are already on the GR network. Siminn offers the Home
Package mentioned above, which among other things includes popular TV material that
should in any event, appeal to consumers that are on the GR network today, just as it does to
those that are with Siminn on the Mila network.

The PTA considers there to be no reason to specifically reply to the above comments made
by Siminn with respect to Rangarping eystra and Reykjanesber, as the PTA considers there
to be no justification for segmenting geographic markets, as previously explained.
Rangérping Ytra is, however, one of the 17 municipalities that meet the conditions for lighter
obligations.
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Siminn said that in the GR operating territory, as defined by the PTA, Vodafone had a market
share, up to 35-40%, Nova had 10-15% and Hringdu had 5-10%.

Siminn based this on the GR operating territory being an area where GR had achieved over
50% distribution, according to the OFCOM estimate. Made reference to definition of markets
with respect to this issue. In the opinion of Siminn, it was therefore clear that in the GR
territory, Siminn had less than 40% market share.

When one considers the actual GR operating territory, it was clear that the Nova share had at
the end of year 2019, increased to 15-20% and it the size of the Vodafone market share was
not clear but probably about 35%. The Siminn share was less than 40%, which meant that the
shares of Siminn and Vodafone were similar, from which one could draw the conclusion that
Siminn could not be considered to have a dominant position. The rapid entry of Nova was
furthermore proof that there were no barriers to entry.

Siminn had not sold Internet service through the GR system for quite some time. For a long
time, Siminn had requested access to the GR state funded local loops, but GR and the PTA
had jointly prevented such access. Siminn was now trying to make an agreement for access
to GR bitstream and there was a strong likelihood that this would be successful. Siminn had
sold its Internet service through the Mila system and through other networks in the
countryside. The Siminn increase in fibre-optic connections applied in a vast majority of cases
to Siminn customers that had switched from xDSL connections to fibre-optic. Siminn had for
example announced an arrangement for sale of the English Premier league in April 2019 and
from that time, Siminn customers, with Internet service in the GR territory had increased by
[...], from [...] in March 2019 to [...] June 2020. The numbers clearly showed that the PTA
assertions that the English Premier league had strengthened the Siminn position in Internet
was a fabrication. Though there were some fluctuations between months or periods, it was
more reasonable to look at development and the direction in which it was going. According
to the Siminn figures, the company’s development in the GR territory tended towards a steady
decrease. Nova, which only operated in the GR territory, had gained 6500 connections in
2018 and 4000 in 2019. The company had also increased its number of customers by more
than 10,000 over a period of two years. Residents in the GR territory during these two years
had increased by 4000 which meant that the Siminn share in the area [...]

The Siminn share in the GR operating territory had been on a steady decline, though
fluctuations between months had occurred in both directions. Siminn had slightly increased
its number of customers in the autumn of 2019. This could be true attributed to the fact that
Siminn had begun offering fibre-optic service to households, which Siminn had previously
not done. There had also been an increase in the autumn of 2018 for the same reasons. What
had however happened after the turn of the year 2018/2019 and after the turn of the year
2019/2020, was that the number of Siminn connections had decreased in both cases. Siminn
customers in the area had [...] during the last 6 months of 2019 by [...] while from the turn of
the year 2019/2020 (6 months) [...]. It was therefore clear that despite Mila fibre-optic rollout
and despite the fact that Siminn had acquired broadcasting rights for the English Premier
league, [...] This showed that the Siminn offer of fibre-optic through Mila systems and the
Siminn offer of broadcasts of the English Premier league had not led to a strengthening of
Siminn’s position in the GR operational territory and thus that there seemed to be no
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likelihood of Siminn exceeding 40% market share in the GR operating territory during the
lifetime of the PTA analysis.

The position of the PTA

In part, the PTA refers to the previous answer here above, among other things with respect to
Siminn discussion on the company’s market share in the Capital City Area and in the whole
of the GR operating territory.

As the PTA has previously explained, Nova gains in recent years have first and foremost been
at Vodafone’s cost. Siminn has held its market share quite well in recent years, at the same
time as the market has grown. In this manner, Siminn sold units increased from 61,328 at the
end of 2016 to 65,637 at the end of 2020 at a national level, or about 4,309 connections (7%).
Siminn’s position had thus not been weakening in any measure in recent years, which one
must consider good performance for a company that has just under 50% market share. The
PTA considers that the reasons are first and foremost the popularity of the Home Package and
popular TV content in that package, such as Siminn TV Premium, where among other things,
English football is included.

Siminn refers to the fact that the company market share in the Capital City Area has been in
steady decline in recent years. As is stated here in the previous answer above, the company
market share was [...]% in that area at the end of 2020. At the end of 2018, Siminn market
share was [...]% in that area and [...]% at the end of 2017. The PTA does not have older
information available on market share by municipality. Given the development during this 3
year, the PTA cannot see that major changes are taking place in Siminn's share in the capital
area, but it has decreased by 3.5 percentage points since the end of 2017. The PTA considers
that the agreement between Siminn and GR will, other things being equal, lead to Siminn's
market share increasing the capital area, as well as in the entire GR area of operation, during
the lifetime of the analysis and even exceed 50% nationally.

The PTA discussion on market share in the operating territory of Mila competitors is
indicative of development of the wholesale markets in question. The operating territories are
however in a state of constant flux, some districts and municipalities have been fully
developed, others are at various stages of development and new ones emerge. In the opinion
of the PTA, the operating territories of parties that operate electronic communications
infrastructure are not appropriate boundaries for geographic analysis, though a detailed
examination of the development of competition could be useful to describe conditions. For
discussion on areas for analysis, reference is made to Section 6.3 in the updated preliminary
draft (Appendix A) and to the same section here below.

Siminn said that there was no doubt that Siminn could not be considered to have SMP in the
GR operating territory. The data that supported this was not disputed:

a)  Siminn has steadily had less than 40% market share in the area and there are no
indications that this will change during the lifetime of the PTA analysis, i.e., that the share
would increase to more than 40%, and even less likely that the company was heading towards
the 50% threshold.

b)  The next competitor, Vodafone, had a comparable share at about 35%.
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c¢)  Few access barriers. Nova had entered the market and achieved significant market share
in a short period of time, i.e., growth from 0 up to 20% over a period of 3 years.

d)  The Siminn Group was not an inevitable business partner, i.e., it was not necessary to
purchase service from the Siminn Group in order to be able to provide competition in Internet
service in the area.

The above specified facts were sufficient to categorically state that Siminn did not have SMP
in GR market territory, and thus neither in the Nova market territory. PTA assertions to the
contrary were thus both unfounded and wrong.

The position of the PTA

The PTA again points out that the operating territories of Mila competitors, as such, are not
in the opinion of the PTA appropriate grounds for geographic segmentation. The PTA
considers it more appropriate to use administrative boundaries instead of distribution of
electronic communications networks and the PTA considers that municipality boundaries are
the most appropriate delineator. The electronic communications networks of GR, Tengir and
other parties are of course distributed in specific municipalities. Reference is made to prior
answers and to Section 6.3 in the updated preliminary draft (Appendix A) and to the same
section here below.

3.1.3 Internet service and Iceland in international context

Mila pointed out, with respect to paragraph 75 in the preliminary draft, that Council Europe
FTTH statistics indicate that the use of fibre-optic connections in Iceland is considerably
greater than is generally the case in neighbouring countries Mila considers that this indicates
that in Iceland, users consider copper connections as inferior service to connections through
fibre-optic. Mila therefore considers the PTA to be obliged to analyse Icelandic conditions
instead of solely taking into account considerations that apply where other competitive
conditions prevail.

The position of the PTA

The PTA agrees that these figures indicate that the use of fibre-optic connections is very high
in Iceland in international comparison. The distribution of such networks is also extremely
widespread and reaches a significant proportion of the population, which indicates strong
willingness to invest. It is clear that in the long term, consumers and electronic
communications companies consider that fibre-optic will completely or mostly replace
copper networks. It is however still the opinion of the PTA that there is substitutability
between such networks today and that there will be during the lifetime of this analysis, as
consumers as a whole consider that copper connections adequately meet the needs of
households, see PTA consumer survey. It is however likely that at some point in time, such
substitutability will no longer be in place, first and foremost because the aim is to cease
operation of the copper system in the future. This will however not happen during the lifetime
of this analysis in the opinion of the PTA.
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The PTA points out that at the end of 2020 there were still about 58 thousand copper
connections in use in this country. The fact that the Siminn product offer on the Internet
market still relied to this extent on copper local loops and that Siminn can sell fixed line
connections at the same price and quality across the whole country, regardless of whether the
local loops are copper or fibre-optic, shows without any shadow of a doubt that there is
significant substitutability. The development from copper local loops to fibre-optic local
loops is normal development over to new and more economic technology and does not
exclude substitutability at the same time.

The PTA will further discuss such substitutability later in this Section, and in Section 4, and
also in the same sections in the updated preliminary draft (Appendix A) and in Appendix C,
where the PTA will answer comments submitted in the special additional consultation where
this issue was discussed, among other things.

Mila refers to paragraph 76 of the preliminary draft and to the PTA opinion that there may
be less need for lifting obligations for the purpose of encouraging new investment. Mila
considers this opinion to be wrong. As an example, one could cite the call for tenders in
Vopnafjordur in the spring of 2020, which among other things had included development in
an urban area, where no one submitted a bid.

The position of the PTA

In the referenced paragraph 76, the PTA said that it seemed that market conditions had
supported the development of NGA networks, and there had been considerable investment,
both in development of VDSL and fibre-optic. Furthermore, that it also seemed that years of
investments by parties like GR and Tengir in fibre-optic networks had had the effect that Mila
had now recently been implementing major fibre-optic development to the home. In the
context of the above, the PTA wording was that in this country there might therefore be less
need for lifting obligations on NGA networks for the purpose of encouraging new investment
than there was widely elsewhere.

Though the PTA considered that there might be less need to elaborate obligations such that
they encouraged investment than there had been in 2014 when the analysis in force was made,
the PTA considers that this is nevertheless a factor that must be considered when elaborating
obligations. In the year 2014, Mila had commenced its fibre-optic rollout, which now reaches
about 77 thousand spaces. Then parties like a GR and Tengir had continued their rollout and
local companies such as Snerpa in the West Fjords and Austurljéos in East Iceland had
commenced deployment. In addition to this, 6000 spaces had been connected in the country’s
most sparsely populated areas through the project Iceland Digital Connected.

Subsequent to consultation on the preliminary analysis and additional consultation, the PTA
withdrew the prescribing of cost analysed prices for Mila fibre-optic and instead planned to
prescribe that the Siminn Group will pass an Economic Replicability Test (ERT). This is a
lighter and more flexible obligation than the above specified obligation. Among the things
taken into consideration with this change were views on distribution of fibre-optic networks
in the countryside. With respect to this issue, reference is made to discussion in Sections 10
and 11 in the preliminary draft (Appendix A), same sections in this document and Appendix
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C, which contain PTA answers to comments submitted in the above specified additional
consultation.

The PTA considers that significant conclusions cannot be drawn from individual projects or
calls for tender. One has to look further into the future when general willingness of parties to
invest in deployment of fibre-optic networks is assessed. Nor could the PTA see that Mila
had shown any interest in the project in Vopnafjordur, despite that there were no price control
obligations then in force on the company.

Mila refers to paragraph 77 in the preliminary draft and considers that it is a wrong approach
by the PTA to consider that development of fibre-optic systems during the past years indicate
less need for incentives for development. Also, the fact that Mila needed to answer
competition from GR and from other fibre-optic companies by developing its own fibre-optic
despite having a very good VDSL2 system, shows that the public and service providers do
not consider VDSL2 to be a real substitute for 1 Gb/s. Furthermore, the fact that there is
competition on about 80% of the market should lead to the lifting of obligations on the market
rather than there being reason to tighten them. As of today, Mila has deployed fibre-optic to
about 30-35% (about 25,000 of about 88,000) access addresses in the country and this on its
own should show that now is the wrong time to diminish incentives to development. It is
finally appropriate to point out that the “difficult” areas remain where there is only an average
of 1.1 homes at each address. There is therefore little incentive to deploy fibre-optic to these
addresses because of the costs and even less if single price is imposed. If the PTA imposes
the planned obligations on Mila, then the state will need to support development of the
remaining areas to a much greater degree than has been the case up to this point in time.

The position of the PTA

The PTA has previously replied to Mila’s comments with respect to incentives for fibre-optic
development and to the elaboration of relevant obligations here above, and reference is made
to that discussion.

It is interesting that Mila should say that it has such a good VDSL2 system. The PTA
considers that this strengthens the conclusion that there is still substitutability between copper
and fibre-optic networks. The PTA considers that various factors such as statistics on share
of copper connections in use in areas where fibre-optic has been deployed, and the
conclusions of consumer surveys, indicate that the Mila assertions about lack of
substitutability between VDSL2 and fibre-optic local loops are exaggerated.

In its comments, Mila widely refers to conditions in this country and in Sweden as being
comparable with respect to the substitutability assessment in question. No country in Europe
has a market analysis in force where the conclusion is reached that the substitutability in
question is not present. Mila is however correct in saying that in 2019 the PTS in Sweden
came to the conclusion in its preliminary assessment that such substitutability was no longer
present in that country. The analysis was subsequently stopped by the EU Commission
because of an unrelated issue, but that does not change the fact that the PTS has not made
such a decision formally and it is not established when such a decision could be made, but
that will not be until after national consultation on a revised analysis and after consultation
with the EU Commission. Such a process could of course take many months or even quarters.
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As the PTA will further discuss here, conditions in this country and in Sweden are precisely
not comparable, among other things as VDSL systems have very little distribution in Sweden.
For this reason, assessment of substitutability in that country has first and foremost been
directed at whether there is substitutability between ADSL networks on the one hand and
fibre-optic networks and cable systems (DOCSIS 3.0) on the other. There is however in this
country, a very good VDSL?2 system, as pointed out by Mila.

Mila states that it has only deployed fibre-optic to about 30-35% addresses in the country, or
about 25,000 addresses of 88,000. It appears to the PTA that these numbers contradict other
information from Mila. In a Mila reply, dated 1 October 2020, to a PTA query, dated last 24
September, it was stated that the company would have fibre-optic connections to [...] spaces
at the end of 2020 just in the Capital City Area, of spaces that the company considers to total
108,000. This gives [...]% distribution in the Capital City Area. In the same reply, Mila allows
for this number having reached [...] spaces at a national level at the end of 2020. Despite these
high figures on the roll-out of the Mila fiber-optic network, the PTA refers to the number
77,000 in this analysis, which is the figure that Mila gives in the PTA geographical database
(GAF). In the opinion of the PTA, however, it is clear that there is some miscounting at Mila’s
side, but the company has acknowledged that there is considerable error in those figures. It is
therefore clear that the company’s fibre-optic distribution is much more widely deployed than
it maintains in the above specified comments. Given information from Mila, the deployment
will continue to be strong throughout the lifetime of the analysis, while the deployment plans
of competitors are much more moderate.

The PTA has reacted to comments on single price for fibre-optic and subsequent to the
additional consultation has changed from imposing price control obligations on Mila to
introducing an ERT obligation on Siminn Group.

Nova refers to paragraph 77 where it states among other things that TV distribution through
IPTV systems is considerable in Iceland compared to other countries. Nova considers it clear
that Siminn has a considerable advantage over competitors in TV service over an IP network,
used for providing TV content to households in Iceland, and already had most set-top boxes
in the country’s homes. One could roughly estimate that given the Siminn tariff and the PTA
statistics, Siminn revenue was about ISK 1,500,000,000 annually for distribution of open
linear material through its closed fixed line network to customers, and that is without taking
into account revenue for access charges to Mila. If one considered the existing Siminn
definition of basic service, “Sjonvarp Simans”, one could easily assert that Siminn was the
largest distributor of linear TV content in Iceland, from which it generated significant
revenue.

The position of the PTA

The PTA does not take a material position on these comments but draws attention to the fact
that the Administration has considered IPTV systems to be electronic communications
networks that distribute content for content providers, see PTA Decision no. 10/2018 (Siminn
infringement of the ban provision in Paragraph 5 of Article 45 of the Media Act) on 3 July
2018 or what is called “the TV Case.”
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With a judgement of the District Court of Reykjavik in case no. E-3251/2018, dated 1 July
2020, Siminn claims for rescinding the above specified decision were rejected, with the
exception that the administrative fine imposed by the PTA on Siminn for breach of the above
specified provision of the Media Act was reduced from ISK 9,000,000 to ISK 7,000,000. The
District Court did however change some of the premises on which the PTA based its decision,
among other things with respect to the factor where an IPTV system was deemed by the PTA
to be an “electronic communications network™ and that its operation constituted electronic
communications service, which enabled the TV service. The District Court judgement states
the following on this issue:

“Though one may concur that the operation of an IPTV system for the purpose of
distributing visual content is strictly speaking deemed to be electronic communications
service, it is nevertheless clear that the operation of such a system is an inseparable part
of the operations of the content provider that the customer receives access to by purchasing
a subscription and connecting to the system. The system in question serves in reality only
the purpose of enabling customer access to the content provider. One must furthermore
take into account that the electronic communications service provided for the customer
with the IPTV system is insignificant when compared with the media service that
subscription to or purchase of access to a content provider has as its main objective.

The PTA is not satisfied with this interpretation of the court and has appealed the case to the
National Court. One can expect the judgement of the National Court to be pronounced late in
2021. The above specified TV Case will be discussed further in Sections 10.2 and 11.2 here
later and in the same sections in the revised preliminary draft (Appendix A).

Nova is correct in saying that Siminn has a significant advantage over Vodafone, which also
operates an IPTV system, at the end of 2020 Siminn had 64.5% market share for that service
against 35.5% market share for Vodafone. At the end of 2017, Siminn had 56% market share,
and Vodafone 44% such that it is clear that the Siminn position has strengthened significantly
on this market during recent years.

3.1.4 Demand on the market for Internet service

Nova referred to paragraphs 81-85 where among other things, it was stated that companies in
Iceland were mostly small in a European comparison and there was discussion on demand on
the market for Internet service here in this country. Nova agreed with the PTA assessment
that companies chose connections according to quality rather than type, but on the other hand
the price of connections also had a significant impact and was often the deciding factor. This
indicated significant substitutability between technical types of connections as quality was
generally good on the connections that were on offer, regardless of the technology used, and
the price factor therefore important for companies, which was clearly confirmation of
substitutability. This particularly applied to small and medium companies in Iceland which
formed a large majority.

The position of the PTA
The PTA considers it to be a characteristic of the Internet market in this country and a measure
of general high quality of connections, that small and medium companies appeared to make

37




do with service of a household quality for the company’s Internet service. Retailers on the
market appear to some degree to find it difficult to demonstrate increased value of more
secure performance, faster fault diagnosis and repairs and other such priority corporate
services that is in addition to consumer service. In the opinion of the PTA the above Nova
comment strengthens the PTA conclusion that there is still substitutability between copper
and fibre-optic connections here in this country.

Nova pointed out that the PTA needed to ensure transparency in assessment of numbers,
because as is stated in paragraph 85, the statistics on the number of companies doing business
with retail Internet service providers were distorted by the fact that it was common that home
connections for employees were being paid for. Such connections were in reality consumer
service but in the statistics, the connection is recorded as corporate service as the company in
question was the payer.

The position of the PTA

The PTA is aware of these limitations in collection of statistics, but as the data is sourced
from electronic communications companies, they needed to carefully record information
about such connections, be able to separate them and submit separately as household
connections, in order to mitigate this fault. The PTA has up to this point in time, considered
this to be an unfair burden for this collection of statistics. In a consumer survey that the PTA
commissioned in the autumn of 2020 revealed that this proportion was almost 20%. The main
issue is that the PTA considers that both household connections and connections to those
companies that make do with household connections, belong to the relevant wholesale
markets. The statistics are therefore correct in the context of the whole. Those connections

with augmented quality purchased by companies are deemed to belong to Market 4 (formerly
Market 6).

Mila refers to Paragraph 85 in the preliminary draft and points out that by far the largest part
of what the PTA calls corporate connections belong to that category because companies are
paying for employees’ home connections. Real company connections, i.e., connections that
are specifically designed for company needs are only a fraction of this number, probably
about 10-15%. Mila considers therefore that one should only count such connections as
“corporate connections”.

The position of the PTA
The PTA agrees with Mila that connections with higher quality belong to another market, i.e.,
Market 4 (previously Market 6).

Mila points out, with regards to paragraph 90 in the preliminary draft that SHDSL and
G.SHDSL are two names for the same technology. G.SHDSL is the name for the standard
that specifies SHDSL technology. The PTA probably means SDSL and SHDSL.

The position of the PTA
The PTA thanks for this comment and will correct this in the revised analysis (Appendix A).
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Mila refers to paragraph 95 in the preliminary draft and considers the PTA position on IPTV
over a managed network and OTT IPTV to be interesting. The PTA recognises that users
make little distinction between these methods. Why does the PTA consider that Siminn OTT
is not then a sufficiently good solution for users on other networks than the Mila networks?

The position of the PTA

The PTA considers it important that Mila has such an unequivocal opinion on one service of
its customer and notes that Mila should practice non-discrimination, with all its customers,
whether they are part of the Group or external parties. This paragraph discusses in a general
manner, visual streaming from the public Internet (OTT) and not specifically about Sjonvarp
Simans OTT solution, and no conclusions are drawn on the content and quality of that service
compared with that which is provided over a managed virtual network.

Nova furthermore referred to paragraph 93-95 in the preliminary draft, where among other
things, there was discussion on IPTV systems and network neutrality rules. Nova pointed out,
as is stated in paragraph 94, that IPTV service was offered over a separate virtual network as
“specialised service” in the understanding of network neutrality rules. With the advent of
more powerful connections (such as fibre-optic) it would hardly be possible to provide them
with the authority to distribute TV content through such networks without breaching the non-
discrimination rules, that network neutrality constitutes. Nova considered it therefore normal
that this service that was now provided through a closed network would increasingly be
disseminated through a more open network and expected that the PTA would soon raise
objections to the current dissemination.

The position of the PTA

The PTA considers it likely that development will be such that TV service will increasingly
be provided through the public Internet but would like to emphasise that the PTA has not yet
taken any position or decision on IPTV as a specialised service in the understanding of the
network neutrality rules mentioned by Nova.

In February 2021, Siminn announced that later that year the company would offer the content
in question without connection to Siminn's set-top box, e.g., through Apple TV. Subscribers
to IPTV services peaked in Iceland in mid-2018 but have declined somewhat since then, or
from 100,504 in mid-2018 to 88,109 at the end of 2020. This reduction is only at Vodafone,
but Vodafone’s IPTV subscriptions have decreased from 44,085 to 31,285 during the period,
while subscriptions from Siminn have increased from 56,419 to 56,824 during the period in
question.

Nova furthermore refers to paragraphs 96 to 101 where there is discussion on company shares
in bundles and indicates the very detailed discussion on bundles presented in the Competition
Authority Decision no. 25/2020, where the very strong position of the Siminn Group is
recounted.
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The position of the PTA

As is stated in prior comments and shown in PTA statistics collection, which again is very
clearly manifested in the newly conducted consumer survey, competition in retail Internet
service is very much based on the offer of product bundles or packaged solutions. The PTA
emphasises that the Administration does not regulate retail markets but analyses their status
with respect to the underlying wholesale markets.

With the decision of CA no. 25/2020, dated 28 May same year, the Authority came to the
conclusion that Siminn had violated three further specified conditions in two settlements that
the company had entered into with CA in 2015 when offering the channel Siminn Sport
together with the English football through Siminn's bundle Heimilispakki (Home Package).
Siminn was to pay a fine of ISK 500 million for the violations. With the ruling of the
Competition Appeals Committee no. 1/2020, dated 13 January 2021, the committee
confirmed that Siminn had violated Article 3 in Siminn's settlement with CA which was stated
in CA's decision no. 20/2015 and Siminn's fine was reduced to ISK 200 million. The provision
in question, which Siminn was deemed to have violated according to the settlement, was that
Siminn was not permitted to make it a condition for the purchase of electronic
communications services provided by the company that any of Skjarinn's services should be
included in the purchase. Furthermore, Siminn was not permitted to bundle the sale of the
company's electronic communications services and Skjarinn's services against prices or
business terms that could be equated to such a condition. Siminn was considered to have
violated the second sentence of the provision.

It was therefore confirmed that Siminn had violated the conditions of Article 3 of the
settlement in question by selling and marketing the television channel Siminn Sport through
the company's Home Package. In the committee's opinion, Siminn used its position to
encourage its customers of one division to buy or receive its services in another division, at a
price or terms of trade that could be equated with the condition of purchasing the service
components together. With this marketing of making the television channel Siminn Sport part
of the Home Package through the content provider Sjonvarp Simans Premium, and at the
same time raising the price of the Home Package insignificantly, it would be considered that
Siminn had specifically sought to get the part of its customers who had already bought
telecommunications and TV services through the aforementioned service route to also
purchase access to the TV channel in the same manner. In the committee's opinion, Siminn's
breach had been serious, but Siminn's conduct had been in conflict with the provisions of the
settlement which the company itself had undertaken to honour in its operations. It was
important that the conditions of settlements were complied with and that efforts were made
to achieve their goals. Siminn could not have been unaware of the fact that the company's
sales and marketing of the television channel Siminn Sport could be in conflict with the
provisions of the settlement.

3.1.5 Development of offer of various access technologies on the retail market for
access at a fixed location

Mila refers to paragraph 118 and points out that networks in the countryside are not based on
rings or nets. In many instances the topology of the fibre-optic network is P2P, and use is
based on P2MP.
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The position of the PTA
The PTA thanks for this comment and will change the paragraph in question in the final
edition of the revised analysis (Appendix A) with respect to this.

Mila points out with respect to paragraph 120 that the company does not have active
equipment in “Tengir technical facility” but only optical splitters. Active equipment is in Mila
telephone exchanges/technical facilities.

The position of the PTA
The PTA will correct the relevant paragraph in the final edition of the revised analysis
(Appendix A) and thanks for these comments.

GR would like to mention that in the case of GR connection points, what is said in paragraph
120 is not correct, that connection points in the access layer were large and therefore easy to
provide access to local loops. GR connection points today totalled [...] and were often in small
spaces that hindered easy access to local loops.

The position of the PTA
The PTA thanks for this comment and will correct the final edition of the revised analysis
(Appendix A) with respect to this.

Mila refers to paragraph 121, where there is discussion on wireless access network with fixed
usage location (e.g., WiMax), and mentions that today that this is normally done with 4 or 5G
technology with an aerial in a window or on the roof, such as e.g., the service of Telenor in
Norway, where copper is being decommissioned and such technology being used for home
connections.

The position of the PTA

The PTA has acquainted itself with this Telenor service and the nature of disputes that arose
with the Telenor decommissioning of its copper system in the relevant areas and the decisions
against Telenor made by NKOM and ESA when resolving these disputes. Mila has not
adopted such a solution in this country and the PTA is not aware that it is planned.

Mila raises objections to paragraphs 126-129 and considers that here the PTA has ignored
the fact that mobile network solutions are today substitute products for fixed line solutions,
e.g., in summer cottages, and in the opinion of Mila also to some extent in households. One
can expect that this development will increase during the lifetime of the analysis, as e.g., the
PTA is active in supporting this development, e.g. with statements at conferences and in the
consultation document and ruling on allocation of 5G frequency licences, recently published.
In that document, an obligation was specifically imposed on frequency holders to build 5G
systems in many urban kernels across the country, where there was a shortage of fibre-optic
local loops. It is therefore not possible to say anything other than that the PTA itself appears
to see 5G rollout as substitute product for fixed line local loops, though, the Administration
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appears to have another view in this market analysis. Mila also refers to news of 5G rollout
in the Westman Islands by Nova, https://eyjafrettir.is/2020/05/30/5g-vaeding-i-
vestmannaeyjum/ and https://eyjafrettir.is/2020/07/02/vestmannaeyjar-fyrsti-baerinn-til-ad-
Sg-vaedast-i-heild-sinni/

As is stated in the above specified news, Nova states that with this, the company is offering
hugely improved electronic communications services to companies and homes in the
Westman Islands with 5G. These Nova plans have had an impact on planned fibre-optic
rollout by the local authorities in that municipality.

The position of the PTA

The PTA considers mobile network service to be in addition to consumer solutions for their
data transfer needs, and not a substitute. It is still too early to determine what will be the
impact of 5G in this context, but the Westman Islands municipality has advertised the local
government fibre-optic rollout despite the Nova development described here. Mila has also
announced that the company intends to start fibre roll-out in Vestmannaeyjaber in the year
2021. In other respects, reference is made to answers in Section 4.2.3 here below.

3.1.6 Internet service companies’ business model

Mila refers to paragraph 134, which discusses lease of infrastructure and states that discussion
on Snerpa, which is both a retailer and wholesaler in the Westman Islands, is lacking.
According to Mila information, Snerpa is offering, fibre-optic to about 1000 homes in the
West Fjords and plans to continue with fibre-optic rollout across all the West Fjords.

The position of the PTA
The PTA will improve the discussion on Snerpa in this paragraph in the final edition of the
revised analysis (Appendix A).

3.2 Definition of broadband access (Internet service) at retail level

Siminn pointed out that the market was examined on the basis of retail. The market that was
still being examined was Internet service to homes and smaller companies, as appropriate. In
order to be able to provide such service, the electronic communications company needed two
key components, a connection to the household in question and a connection through Farice.
The PTA did not discuss in any way the latter element and its impact on competition, and this
is a case of a monopolist company owned by the state and it would have been appropriate to
examine the impact of this on the relevant market. Were this not done, the market in question
would not be adequately investigated.

The position of the PTA

The PTA points out that the wholesale markets being examined here are local access with
fixed connection and central access with fixed connection for mass-market products.
Connections through submarine cable are not a defined market, nor a market to be examined
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here. The PTA does not consider that Farice should be specifically examined or data transfer
through submarine cable when assessing the retail markets in question. It would be the last
thing one would expect that the Siminn Group would come off worse in this context, as it is
by far the largest electronic communications company in the country and doubtless enjoys no
worse terms with Farice than smaller electronic communications companies.

3.2.1 Varying access technology in broadband access (Internet service) at retail level

Siminn says that the PTA defined the market, such that it was Internet service over copper or
fibre-optic and excluded Internet service through a cable system, though NRAs in other
countries had defined Internet service over cable as part of the same market as Internet service
over fibre-optic. This had a particular impact on the Reykjanesbar municipality where there
was significant cable system distribution.

Siminn considered it to be a key issue to distinguish between Internet service and connections
that were for use in security systems, lift telephone, POS chip card reader etc. It seemed to
Siminn that such connections were included in market share statistics, as were local loops that
were only used for PSTN, which would clearly be closed in the near future. In this manner,
the PTA tried to show a position other than that which was the reality. Local loops or bitstream
connections that were not used for Internet service thus did not belong to the market. As an
example, there was a large number of local loops, particularly copper local loops, which were
not used for Internet service but appeared in the PTA count to be used in market share
statistics in the wholesale market. It was important to use connections that were used for
Internet service as a basis, and not other connections.

The PTA had furthermore not conducted any investigation as to whether ADSL, VDSL or
FTTH products belonged to the same market, but had rather referred only to all the positions
taken by foreign NRAs, but this does not replace an investigation of the market in Iceland.
The PTA also referred to the fact that ADSL+ and VDSL+ were part of the same market,
though they were actually connections that are for the corporate market and not for
households. In the same manner it was unclear whether the PTA was including connections
to smaller companies offered by GR, as part of the market and, where the real boundary lay
between connections that the PTA used as a basis. This was yet another example of lack of
investigation which means that the PTA has actually no grounds to assess competitive
restraint of the various service items, as the PTA has not investigated the relevant market in
Iceland. It was sufficient to indicate the data list in support of this and the fact that the PTA
based its position almost exclusively on discussion by foreign parties, that are discussing
other markets.

In the opinion of Siminn, the analysis revolves around standard Internet service to homes.
The next step was to examine whether varying service types that were on offer, were all part
of the same market, i.e., ADSL, VDSL, fibre-optic (FTTH), cable system, 3G, 4G and 5G are
all part of the same market. This investigation had not been conducted by the PTA and there
was no data on which to base the assertions made by the PTA.
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Siminn experience was that consumers did not switch from fibre-optic over to xDSL. Siminn
indicated the PTA figures on FTTH connections compared to xDSL connections in support
of this contention.

Local loops that were probably disappearing from the market, such as copper connections
which were only used for PSTN would probably disappear from the market and should
therefore not be part of the market when analysing the position for the future. xDSL
connections were furthermore simply on the way out as they were being replaced by fibre-
optic connections, where such connections were on offer. Siminn naturally was concerned
that the lifetime of xDSL service would, subsequent to the PTA analysis, be longer than was
necessary. At locations where fibre-optic had been deployed, copper connections could
probably not provide fibre-optic connections with competitive restraint. There was therefore
every reason to investigate these aspects.

The development of Siminn ADSL connections and VDSL connections in the territory of GR
or Tengir, also gave indications that there was no substitutability between xDSL and FTTH
connections. It was for all to see that ADSL and VDSL connections had decreased rapidly in
the operational territories in question. FTTH connections had normally increased and there
were thus no indications that there was substitutability in both directions given the situation
today. The fact that for some customers it did not matter whether the connection was fibre-
optic or xDSL and had for this reason not yet switched from xDSL to fibre-optic, had no
meaning. The question that the PTA had not endeavoured to answer is whether a customer on
fibre-optic would switch over to XDSL because of a 5-10% price increase in fibre-optic. If
the answer to that question was no, then they would not be the same market.

It was clear that the PTA had not conducted the investigation necessary to define markets and
the PTA draft was thus completely inadequate. As the focus was on the future, the key issue
should have been the assessment of whether xDSL service items could in reality be defined
as part of the same market as fibre-optic. It was Siminn’s assessment that consumer behaviour
was such that those who switched to fibre-optic, did not switch back and did not see xDSL
service as a substitute. Siminn was not aware of any examples where company customers had
requested that Siminn move them from fibre-optic service over to service over copper, but
there was a significant number of examples of switching from copper over to fibre-optic.

Siminn challenged PTA to investigate this issue and to issue a new and real market analysis.
Siminn then pointed out that, in connection with calculation of share and development of
market position, the PTA defined the market as ADSL, VDSL and FTTH connections, while
in the market share statistics, only VDSL was included and not ADSL, which gave an
incorrect picture of market development. In most instances, Siminn customers were switching
from one connection to another, and on the whole the Siminn share was not growing on the
market, with respect to the size of the market as the PTA defined the market. It was
furthermore important to examine market development and understand where the growth
came from. The fact that Siminn was increasing connections in fibre-optic and thus increasing
company share was first and foremost a case of switching from xDSL over to FTTH by its
own customers, but actual growth in the understanding that Siminn was receiving new entries
to the market or taking customers from other parties, was not the reality.
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The position of the PTA

The PTA considered the cable system of Kapalvading in Reykjanesbar in its preliminary
draft and after further data collection from the company in October 2020, the PTA's
conviction strengthened that the cable system had a very limited impact on the broadband
market, and one could refer to further discussion in Sections 4.2 and 4.3 here later in this
document and to the same sections in the revised analysis (Appendix A).

The Kapalvaeding cable system in Reykjanesbar only reached [...] spaces at the end of 2020
and uptake is only [...] connections in that municipality, which represents [...]%. The company
has no plans for further enlargement of the system, but it covers about [...]% of spaces in the
municipality, which are 8,762 in total. In addition, Kapalvaeding operates a fibre-optic
network, which covers [...] spaces in the town, which makes about [...]% coverage. The
customers are [...] on that system, which is [...]% utilization. In that municipality, Mila has
had a VDSL system which distributes to the whole municipality and has commenced fibre-
optic rollout at that location, as has GR, and it is expected that this project will be completed
in 2021 or 2022. It is clear that the Kapalvaeding cable system has negligible impact when
one considers the whole on the retail market in question at national level and also that it has
limited impact in the municipality in question. Kapalvaeding has now made an agreement to
join the GR fibre-optic network and will offer its service across the whole, GR operating
territory.

Though the main point of departure in PTA discussion of consumer markets in the preliminary
draft is retail Internet service, IPTV connections and VoIP fixed line telephone service, the
PTA wishes to keep in mind that the market for local access with fixed connection covers all
local loop lease, regardless of the purpose of leasing the local loop. This includes local loops
that are only used for PSTN, voice telephony, elevator telephone or payment services. In the
same way the market for mass-market connections with central access covers all mass-market
bitstream, not only that which is used for Internet service to households.

The PTA totally rejects that it has not conducted an adequate investigation of the bitstream
market and of the various possible access technologies on offer. In Section 4.3 in the updated
preliminary draft (appendix A) there is detailed discussion of the technology and products
that each company offers. This includes DSL technical solutions, mobile networks, other
wireless networks, and cable networks.

Since the publication of the preliminary draft, the PTA has conducted further investigations
of the relevant markets. Among other things, the PTA commissioned a comprehensive survey
among consumers about the factors that mainly influence the decision to purchase Internet
service for the home. It was shown there that customers are to a significant degree prepared
to switch from existing fibre-optic connections over to Ljosnet connections (VDSL) if the
price of existing service over fibre-optic were to increase permanently by a relatively small
amount.

One can also mention that in its comments, GR mentions that it is precisely that the
company’s perception that consumers would switch from fibre over to copper connections.
GR assesses this in the case of the consumer in question living in a location where there is no
other fibre-optic connection available than that of GR. According to data collected by the
PTA from GR in the autumn of 2020, the number of such examples is significant in recent
years and this is still happening, despite increasing deployment of fibre-optic. One can
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mention in this context that in the PTA consumer survey among those that had switch service
provider during the 12 months prior to the survey a significant group mentioned a package of
service included as the main reason for switching, and not the performance of the connection
speed. Price of service is what consumers put in first place in the survey. The PTA reiterates
that Siminn’s Heimilispakki (Home Package) enjoys great popularity on the market, and this
is a bundle with electronic communications service and popular TV content. The PTA
considers that this package is the main reason for customers switching from the GR fibre-
optic system to Mila copper network, where Mila has not deployed its own fibre-optic.

Conditions on the market, in the opinion of the PTA, give strong indications that there is
substitutability between connections over copper local loops and connections over fibre-optic
local loops. The PTA consumer survey conducted in October 2020 appears to confirm these
market conditions. There is nothing whatsoever to be found in conclusions in the survey to
indicate that substitutability is not in place. This assessment of substitutability is further
discussed in Section 4 here below, in the same section in the updated preliminary draft
(Appendix A) and in Appendix C, where the conclusions of the above specified additional
consultation are discussed.

Figures 3.4 and 3.5 in the preliminary draft show that the number of Siminn customers grows
and that market share increases slightly during recent months though the increase is not large,
while the larger competitor decreases, both in number and share, but smaller competitors
nevertheless grow. The Siminn share dropped, however, slightly in 2020, from 47.6% at the
turn of year 2019/2020 to 46.3% in the end of 2020. The Siminn share was 45.9% in 2017.
One can only therefore conclude that Siminn has been maintaining its position on the market
in recent years, though a small reduction has been measured during 2020. As at the time of
writing of the preliminary draft, Siminn had not offered its service to any significant degree
on other networks than that of its subsidiary Mila and Mila’s position is therefore also
strengthening, i.e., Mila's share therefore decreased less than it would have been if Siminn
had purchased bitstream services from network operators other than Mila.

In terms of ADSL technology and the connections on where it is used, it is part of the
substitute chain and included in the relevant market and share calculations. The number of
ADSL connections actually has little effect on the share figures, as at the end of 2020,
connections via ADSL were only 3% of the total connections.

Siminn has now made an agreement with GR on distribution of its service over the GR
network. This agreement was signed in July 2020 and has only just been implemented. This
agreement was implemented in late august 2021. The PTA expects that the Siminn market
share as a result of this agreement, all things being equal, exceed 50% market share on the
relevant retail market during the lifetime of the analysis. As a significant number of new
Siminn customers on the GR system will come from other service providers that are already
on the GR system, the PTA does not consider that Mila market share will decrease
significantly during the lifetime of this analysis, because of this agreement and will in the
opinion of the PTA remain over 50% on both relevant wholesale markets. It is not
inconceivable that the Mila position could strengthen if service providers such as Vodafone,
Hringdu and Nova move their business increasingly from the GR network over to the Mila
network.
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3.2.2 Internet connections through copper and fibre-optic

Mila considered it clear that in the areas where fibre-optic networks were on offer, electronic
communications companies (in wholesale) and retail customers, chose fibre-optic far ahead
of other service, such as VDSL It was furthermore the Mila view, see also conclusions in AM
report, pages 2-8, that VDSL service would during the period of validity of the analysis (2021-
2026), not have any or at least very insignificant competitive restraint in the market areas
where fibre-optic was available. This conclusion was supported mainly in two ways, see for
more detail AM report, page 2:

a. available data on the number of VDSL connections where fibre-optic was also available
indicated that the number of VDSL connections was in rapid decline and had been that way
for the last 3 years. See also discussion on pages 15-16 in the preliminary assessment on
development:

b.  in those instances where the connections were new, an insignificant proportion of new
Mila customers chose VDSL when fibre-optic was also on offer. In those areas where both
services were on offer, [...]% new customers chose fibre-optic rather than VDSL.

The figure below shows how development of Mila bitstream access had been in those areas
(the municipalities as a whole) where GR was also operating during the last years:
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From the above it was clear that use of xXDSL over copper had decreased rapidly in step with
an increase in connections over fibre-optic. It distorted the picture to some extent when
assessing substitutability between these service types, that the largest -electronic
communications companies offered their customers bundles where an Internet connection and
access was offered at the same price, independent of whether the service was provided
through VDSL or fibre-optic. One could however note that Hringdu had offered a lower price
for VDSL. This had on the other hand, neither resulted in reactions by other electronic
communications companies, such as price reduction on fibre-optic, nor increased market
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share for Hringdu, and this unequivocally supported the Mila assessment that even if VDSL
were priced lower than fibre-optic in retail, this would not arouse perceptible interest of end
users in switching from fibre-optic over to VDSL. This means that there could not be
substitutability between VDSL on the one hand and fibre-optic on the other, from the point
of view of end users.

It was perfectly clear in Mila’s opinion that there was not substitutability between VDSL and
fibre-optic for electronic communications companies in wholesale, as it was clear that the
electronic communications companies would choose fibre-optic rather than VDSL. Pricing
of the products in wholesale supported this, as it seemed that it had no impact on Mila share,
for example in VDSL, if it was priced considerably lower in wholesale than fibre-optic. In
the same manner, there was no supply substitutability between VDSL and fibre-optic in
wholesale, neither in Market 3a or 3b.

In the AM study, see attached report, on proportional division of broadband connections by
type, where fibre-optic was also available, one could see that a complete reversal had taken
place since the last market analysis from 2014, where fibre-optic networks had 30% share
and copper 70%. The fibre-optic network had now exceeded 70% share and was rapidly
increasing.

In the AM report, pages 2-4 in Section 2.2, the opinion was voiced that VDSL would not be
a significant competitor to fibre-optic networks during the period of validity of the analysis,
2021-2026. According to AM, VDSL connections were rapidly decreasing, and a very small
proportion of new customers chose VDSL in those areas where both VDSL and FTTH were
offered.

AM also drew attention to the fact that competition took place with offer of included data
volume at the same price, regardless of the nature of the underlying network and the Hringdu
offer of a less expensive subscription option for VDSL had not led to a reaction from
competitors. In this way one could see that VDSL was not an attractive wholesale product
when compared with FTTH, even if there was a price difference at wholesale level.

AM said that in Sweden, 63% of those who had access to FTTH chose that service. The
proportion was similar in Iceland as in Sweden, cable and FTTH had achieved about 74%
market share, and as a reaction to this, the PTS had defined separate markets for FTTH and
copper, and even though the analysis had been retracted, that had been for unrelated reasons.

The position of the PTA

Mila says that the largest electronic communications companies offered their customers
bundles where an Internet connection and access were offered at the same price, independent
of whether the service was provided through VDSL or fibre-optic. One can however note that
Hringdu offered a lower price for VDSL. This had on the other hand neither led to reactions
by other electronic communications companies, such as price reductions on fibre-optic, nor
increased Hringdu market share, and this unequivocally supports the Mila assessment that
there is substitutability between Internet connections over VDSL and fibre-optic.

The PTA points out that against this that one may consider that electronic communications
companies do not see a competitive opportunity in reaching price sensitive customers with
less expensive connections with impaired bit speed, nor was it possible to price more powerful
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connections at a higher price as a “premium” product. This supports that there is
substitutability.

One must consider there to be an overwhelming likelihood that consumers would not let
having to move from a property with fibre-optic connections to another where only VDSL
was on offer, deter their purchase of real estate. A chain of substitutability does not have to
be equally active in both directions for there to be substitutability in place. This indicates that
consumers do not see such a difference in quality between VDSL and FTTH that sellers see
a revenue opportunity in such a value difference.

The Hringdu subscription discussed also includes a limited amount of data and is therefore
only useful for those who have little or no Internet usage through streaming providers.

Assessment of substitutability cannot be decided solely by electronic communications
companies seeming to choose fibre-optic rather than VDSL. It is clear that this is development
that has taken place for some time and will continue to do so. Other factors such as the same
price at retail level and the same kind of marketing of the product, irrespective of underlying
network, are much more important in this case.

One can indicate a recent market analysis by ARCEP in France on the relevant markets (Cases
FR/2020/2277-2278) in this connection. In that country there has also been considerable
reduction in copper connections at the cost of fibre-optic connections and this development
will continue throughout the lifetime of that analysis. ARCEP also came to the conclusion
that there was still substitutability between copper and fibre-optic and the EU Commission
made no comment on that conclusion. The French Competition Authority also agreed with
this conclusion and challenged ARCEP to closely monitor the development in this respect. !

Mila refers to fibre-optic networks now having more than 70% share and copper networks
thus under 30%. The correct figures are that in end of 2020, the proportion of fibre-optic was
64% against 36% proportion of copper.

As the PTA has previously shown in this document, there are several indications that this
development is slowing down. The PTA allows for the weighting of copper connections to
remain significant at the end of a lifetime of this analysis.

In other respects, the PTA refers to detailed discussion and arguments for the substitutability
in question being in place, in Sections 3 and 4 in the revised analysis (Appendix A), here
before in this section and in Section 4 of this document and in Appendix C (conclusion of
additional consultation).

Mila referred to available information from the PTA on end-user usage of fibre-optic network
and xDSL (mainly VDSL), which indicated that users of fibre-optic used 60% more download
and 145% more upload on average per annum. This indicated in the opinion of Mila that there
was not substitutability between fibre-optic and VDSL for end users and in fact it was very

' On page 4 in the opinion of the Commission from 26 November 2020, it says, among other things where this
decision by ARCERP is discussed: “ARCEP does not segment the relevant product market between high and very
high capacity products. This finding is supported by the fact that there is no “killer app” that would be available
only with high capacity subscriptions. Further, the range of services offered is the same and price differences are
modest.”
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unlikely that end users that used fibre-optic would switch to VDSL even if the price for fibre-
optic should increase, as they needed the additional possibilities offered by faster Internet
service. One could not see that the PTA had investigated this in an adequate manner. This
appears in the Analysys Mason report in Section 2.6 on page 7.

The position of the PTA

There is always some group of customers that jumps on the newest technology for
performance and quantity, as soon as it is offered. A group of such users can have an impact
on the average. The PTA points out that a chain of substitutability does not have to be equally
active in both directions for there to be substitutability in place.

The PTA pointed that despite this, Mila had not considered there to be reason to stop
marketing Ljosnet (VDSL) with the assertion that it fulfilled all household needs for Internet
service and for IPTV service on many set-top boxes simultaneously. The PTA also refers to
the conclusions of the consumer survey that the Administration commissioned and to other
discussion on substitutability between fibre-optic and VDSL in PTA replies in this document,
and in Appendix C.

Mila said that it was established that the Siminn plan was to completely close the PSTN voice
telephony system in the first quarter of 2021 across the whole country?. This change would
mean that there was no longer a need to operate a copper access network in those areas where
fibre-optic was available.

[.]

It was established that on the Mila copper system, there were more than 20,000 connections
that only had POTS or ISDN, i.e., without xDSL connections. It was Mila’s assessment that
a large majority of these copper local loops would be cancelled. Most of these connections
were for security and were related to elevators, sprinkler systems, security systems and
suchlike. The Analysys Mason report discussed this issue in Section 2.7 on page 7.

The position of the PTA

One could assume that the retailer that currently providing these households with PSTN voice
telephony was likely to move customers over to their own VoIP service before or at the PSTN
switch-off. It is therefore not necessarily certain that these customers would stop using a fixed
line telephone when the Siminn PSTN system was decommissioned. Siminn began closing
the PSTN system in the autumn of 2020 and intends to complete that work in the spring of
2023. According to information from Siminn, this involves 17.000 connections remaining at
the beginning of April 2021. Only a few hundred such connections had been phased out at
the beginning of April 2021, but Siminn originally intended to complete the project before
the end of 2021. It is therefore clear that this will take much longer than Siminn had planned
and in the opinion of the PTA it must be considered that it is quite an ambitious plan to
complete the project in the spring of 2023. In recent years Siminn has systematically been
transferring fixed voice service customers from PSTN to VolP.

2 https://heildsala.siminn.is/
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There are still some customers that only have PSTN service, and no Internet service or
bitstream on their copper connection. Such customers probably consider their voice telephony
service important and could wish to retain it though it were moved to another carrying
technology. The PTA considers it impossible that Mila’s market share will decrease by these
17.000 PSTN connections, although Mila’s share may decrease slightly as a result.

Mila said that it was foreseeable that Mila would stop operating the company's copper access
networks in those areas where the company had rolled out a fibre-optic network during the
period of validity of the analysis (2021-2026), as it was costly to operate two parallel networks
in the same area, there was less demand etc. It was furthermore established that in the next
10 years, Mila would decommission the company's copper network as a whole, but the
company planned to divide the process into 3 phases. Mila had informed the PTA about these
plans, see paragraph 236 and further in the PTA preliminary assessment.

In its preliminary assessment, the PTA had on the other hand, evaluated those plans, and the
fact that share of copper network would continue to decrease with increased share of fibre-
optic networks, would have little impact on development during the lifetime of the analysis,
as it had not had an impact on substitutability continuing to exist between copper networks
and fibre-optic networks on the relevant market during the lifetime of the analysis.

Mila considered this basic PTA position would not withstand the light of day, as it was
perfectly clear that as it was established that a specific service would no longer be provided
during the lifetime of the analysis, that service could not be considered an option at all for
customers, and thus in competition with fibre-optic networks on the basis of the
substitutability consideration, as there was no substitutability. There was furthermore every
likelihood that electronic communications companies would be circumspect about purchasing
such service where it had not been decommissioned in order to sell to new customers, having
in mind the cost and work required to migrate customers over to another network in the
foreseeable future, particularly and especially when it was established that they could offer
the same customers a long term solution, such as fibre-optic, from the first day of business. It
was among other things the Mila assessment that the PTA had in no manner taken this
adequately into account, see instructions in article 14 of the ESA recommendation to the
effect that one is obliged to take a forward-looking view of development and then at least to
the end of the period of validity of the analysis.

The Analysys Mason report discussed this issue in Section 2.7 on page 7.

The position of the PTA

It has repeatedly been stated that the PTA expects the lifetime of the analysis to be an
estimated 3 years, and not 5-6 years, because of the current rapid development on the relevant
wholesale markets and related retail market during the coming years. A similar comment has
been answered in detail at another place in this document, and reference is made to that.

Mila rejected that there was a chain of substitution, in the understanding of articles 43-45 of
the EU Guidelines, between access and broadband service over copper on the one hand and
fibre-optic on the other. The PTA had come to the preliminary conclusion that on taking into
account the service offers in this country and practices elsewhere in the EEA, there was a
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chain of substitution which supported that Internet connections over a copper network and
Internet connections over fibre-optic network belonged to the same retail market. In addition
to this, homogeneity in pricing and service-offer on varying Internet connections strongly
indicated that they belonged to the same market.

In the above specified provisions in the recommendation, there was among other things
discussion on the conditions that had to be in place for there to be a chain of substitution. It
was among other things, a condition that the substitutability between the products in question
needed, as before, to be substantial. The PTA has not demonstrated that conditions for the
above specified provisions of the guidelines were fulfilled, such that there was a case of
substantial substitutability. Mila considered that substitutability did not exist and that a break
in the chain had occurred because of the significant technical and speed difference between
these two networks.

The significant speed difference between xDSL connections and fibre-optic connections in
reality meant that the networks and the services provided through the network are neither
comparable and nor can substitutability exist between them. In this connection it would be
worthwhile noting that between xDSL generations, speed had generally doubled or increased
by a factor of four. For example, the fastest network speed on offer here Mila by technology
is as follows:

- ADSL: 8Mb/s down and 0.6 Mb/s up

- ADSL2+: 12Mb/s down and 1 Mb/s up

- VDSL2: 50Mb/s down and 25 Mb/s up

- VDSL2 with vectoring: 100Mb/s down and 25 Mb/s up.

Fibre-optic connections were on the other hand much faster and in reality, one could see they
could achieve any speed whatsoever by switching out endpoint equipment.

- Current fibre-optic connections to households: 940 Mb/s down and 940 Mb/s up (what
are called 1 Gb/s connections).

- Next generation Fibre-optic connections to households which are already on offer at
several locations abroad: 10,000 Mb/s in both directions.

- technology is under development and standardisation which can offer households
100,000 Mb/s at a manageable price. (It is expected that the technology will be on the market
during the lifetime of the analysis.)

Mila considered that further upgrades of bitstream service over copper, including what is
called G. Fast, were not worth the cost. The main reasons were high start-up and operational
costs for fewer customers for each equipment as copper sub-loops for such connections were
30-50 m long to reach full speed of the connections. There was also the fact that the belief of
end users and electronic communications companies that such a service would not fulfil their
needs for the long term, weighed heavily.

Mila pointed out that where municipalities had deployed fibre-optic systems and Mila had
not had bitstream service in the area over copper, Mila had simply chosen to provide bitstream
service over the municipality’s fibre-optic system. In all such instances Mila did not offer
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bitstream service over its own copper network but only over the fibre-optic system of the
municipality. The reason for this is the Mila assessment that bitstream service over copper
would not be competitive with such service over fibre-optic. Mila considered this to be a clear
example of copper and fibre-optic local loops not being on the same market.

Mila competitors have placed strong emphasis in their marketing material on this difference
in service and consumers appear to have reacted to this. In this way it seems that the opinion
among the public has been formed that broadband connections over copper were “old-
fashioned technology”, while fibre-optic was “modern” and in addition to this, users and
electronic communications companies considered there to be more faults on copper
connections than on fibre-optic and copper was thus a “second-class” product. In addition to
this, it seemed that parties to the market considered that the useful life of fibre-optic
connections was much greater than that of xXDSL connections and that it therefore was not
worthwhile installing new xDSL connections if the fibre-optic option was available. The
effect of this can clearly be seen in the huge reduction of copper local loops during recent
years, and one can expect this development to continue throughout the lifetime of the analysis.
Here one can point out that of the [...] orders received by Mila, during the period 1 January
2020 to 31 May 2020, in those areas where there was a choice of VDSL and GPON, [...] of
the orders were for fibre-optic which is [...]%. If networks of other parties were included one
could estimate that this proportion would be even higher, probably over [...]. One could
therefore not conclude otherwise from this than that Mila customers, except a negligible
number of them, did not consider VDSL connections a feasible option for end users when
compared with fibre-optic connections.

One could note, that in specific areas, Mila could only offer Ljosnet over copper local loops
in competition with fibre-optic systems. Mila’s experience was that Ljosnet through copper
local loop (VDSL2) was not considered comparable to “real fibre-optic” by end users and
electronic communications companies; these were not alternative products but on the
contrary, customers preferred fibre-optic because of the difference in speed between the
systems. As Mila has access to fibre-optic from other parties, Mila paid a special access
charge to systems e.g. Tengir and Snerpa, on top of the local loop charge from these
companies, in order to be able to offer bitstream service over fibre-optic. It was clear that
Mila would not purchase such service if it was not necessary for requirements of end users.
Mila considered that this also supported the view that bitstream service over copper is not
considered to be substitute service for bitstream over fibre-optic and that therefore they should
not be deemed to belong to the same market.

In the Mila submission document that contains comments on individual paragraphs of the
preliminary draft it is said that it is unlikely that ISDN and ADSL can be considered substitute
service for fibre-optic, but ISDN and ADSL are at some locations the only option Mila has to
fibre-optic of other parties.

In an accompanying document with the Mila comments, a report by Analysys Mason, it is
also denied that there is a chain of substitution. The PTA has not presented any evidence for
a chain of substitution other than referring to a variety of technical solutions that are on the
market. The PTA also considered that a price anchor in copper would not constrain pricing
of fibre-optic and such a position speaks against a chain of substitution. In the United
Kingdom, both copper and fibre-optic connections have been deemed to be on the same
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market, because copper connections exercises restraint, but that could be because deployment
and take-up of fibre-optic is much less in the UK than in Iceland.

The position of the PTA

The PTA refers to previous answers on substitutability in this document, as well as in
Chapters 2 and 3 of the updated preliminary draft (Annex A) and in Annex C and indications
that can be seen in the consumer survey commissioned by the PTA in October 2020 about
those factors that mainly decide the decision to buy Internet service for a household. There it
was stated that customers are to a significant degree prepared to switch from existing fibre-
optic connections over to Ljoslina connections if the price of existing service over fibre-optic
were to increase permanently by a relatively small amount, and there were other indications
of substitutability.

Contrary to Mila assertions here above, it was furthermore shown that a significant part of
consumers appeared to have switched service provider during the last 12 months prior to
conducting the survey, such that they migrated from a service provider that provided a
connection over fibre-optic network of a Mila competitor to a party that provided his service
through copper local loops. The price of service appeared also to have been the strongest
factor in the decision to buy for those who have recently switched service provider, not the
performance of the underlying connection. There it is also shown that the large majority
purchase electronic communications service in a bundle and that Siminn’s Heimilispakki
(Home Package) is a strong player for such products. There are many examples of service
provider customers that have been on the GR network and have switched to a Mila copper
network to be able to use the Home Package in question. Though Mila can see indications
that speed of connections is advertised by retailers, it seems that these advertisements do not
control or have an impact on the willingness to buy when the purchase actually takes place.

Furthermore, the PTA has data at its disposal from GR which show in black and white that a
significant number of GR's customers of fibre local loops have switched to Mila’s Ljosnet in
recent years, and this development is still ongoing.

It should also be pointed out that the Mila website states that the speed offered on the
company's Ljosnet (VDSL) is up to 50-100 Mb/s and that it would be possible to have up to
five set-top boxes for television services and sufficient speed for all household use. It can
therefore only be seen that Mila's marketing is based on the existence of a substitute. The
same can be said about Siminn. It is therefore not a very convincing argument on the part of
the Siminn Group in this case that it now responds that the companies believe that such a
substitute does not exist. It may also be mentioned that in its comments on the PTA Draft
Decision, which became the PTA Decision no. 31/2017, dated December 29, 2017 (Mila’s
designation of universal service obligations), the following statement was made by Mila,
which the PTA considers showing that Mila actually views xDSL connections as a substitute
for connections via fibre networks:

"In the coming years, DSL systems will be able to meet the needs of speed and be able
to compete in the urban market from a technical point of view. With the current price
obligation and increasingly inefficient operations, especially in rural areas and small
populations, DSL systems will not be able to compete on the basis of market laws. Mila
therefore considers it important that the price obligation is lifted so that it is possible to
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protect the value of these infrastructures on the market so that their existence increases
options and strengthens competition.” (PTA’s letter change)

Mila refers to the fact that in paragraph 44 of the guidelines it is stated that when pricing of
existing technical generations can exercise competitive restraint on pricing of new technical
generations, then there can be grounds for defining the services on the same product and
service markets. The PTA has however not presented any evidence that verifies that pricing
of service over copper exercises competitive restraint on pricing for fibre-optic. On the
contrary, conditions on the market supported another conclusion. It seems that the PTA in
fact itself admits in the preliminary assessment that such restraint does not exist, see the
Administration’s arguments for not setting an anchor price based on price control of VDSL,
as this would not place restrictions on fibre-optic. In other words, there is no chain of
substitution, because if there was then VDSL would actually be chosen instead of fibre-optic.

The position of the PTA

After having examined its reasoning regarding lack of a copper anchor in the light of
comments submitted and taking into account the Recommendation 2013/466/EU, the PTA
considers that it had underestimated the impact of cost analysed prices for copper local loops
in its preliminary assessment. It is clear that the retail price for fibre-optic network echoes the
retail price for the copper network, as electronic communications companies do not
distinguish between underlying networks when they price their retail service. Though the
retail price of line charge has increased faster than increases of the line charge in wholesale,
it is possibly appropriate to also take into account pricing of retail packages as a whole. The
price of service packages has generally not risen in the same manner as line charges. Copper
local loops are still about 64% of the total number of Mila local loops on lease, so they still
represent a significant size on the market.

In the consumer survey conducted by the PTA in October 2020 it came among other things
to light that a large number of users were ready to switch over to Ljosnet (that is to say VDSL
copper local loops) if the price of packages on the fibre-optic network (FTTH) rose by
approximately 10% It also came to light that speed is in general not a deciding factor when
choosing Internet service. The PTA also has data from GR that demonstrates such a transfer
from fibre networks to copper networks to a considerable extent. This supports the conclusion
that cost analysed connections over copper local loops, can exercise restraint on retail fibre-
optic service.

One must also consider what is not on offer on the retail market as neither Siminn nor
Vodafone have offered a higher price category of Internet service with a speed that only fibre-
optic can offer. On the basis of the conclusion of the consumer survey, consumers are
generally not prepared to pay a higher price for fibre-optic connections. This indicates that a
copper anchor is in fact in place. An indication of copper anchor can also be found in the
tariffs of Hringdu and Hringidan, where the monthly price for Internet subscription increases
in increments according to speed, but there is no step in their tariffs that differentiates
connections over copper local loops from connections over fibre-optic local loops.
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Mila refers to precedent from Sweden, where copper and fibre-optic connections were not
considered to belong to the same service market. Despite the fact that older foreign precedent
indicated in some instances, that copper and fibre-optic could not be on the same market,
there were also known examples that are newer where copper and fibre-optic have been
defined on the same service market, such as in a recent case from Sweden. In 2019 PTS in
Sweden has found out that in the “eyes of the user”, there was not substitutability between
them but rather that local loops over copper and fibre-optic were not on the same market.
Mila considered that the same situation existed in Iceland as 9 of every 10 purchasers of new
connections where there was an option of copper or fibre on a Mila network chose fibre-optic.
If networks of other parties were included it was clear that this proportion would be even
higher, probably over 95% of purchasers.

Mila considered it necessary to further discuss the grounds for the PTS market analysis in
Sweden that Mila considered could be a model for a PTA market analysis. This was the
newest analysis that had been made in the Nordic countries and one could say that
circumstances in Sweden were similar to those in Iceland, e.g., with respect to consumer
attitudes regarding their electronic communications needs. Other circumstances in Sweden
were also in various respects similar, e.g., fibre-optic had been deployed to a similar
proportion of households there as in Iceland. There, in most cases, a single fibre-optic had
been deployed to households while in Iceland two had been deployed to about 57% of
households.

In the market analysis, the PTS had discovered that copper and fibre-optic local loops were
not on the same market and the main reason for this was that users did not consider there to
be substitutability between them. The PTA had come to this conclusion by conducting a user
survey where people were asked why they had chosen the network they were using. The
conclusion was that people, i.e., end users, chose fibre-optic services in order to achieve
higher speed, less delay on data and a lower fault frequency. The PTA had made no such
survey in Iceland. The EU Commission raised no objections to the PTS analysis of the service
market. Mila considered that precisely the same situation existed in Iceland, i.e., that end
users and electronic communications companies considered copper and fibre-optic not to be
in the same market. This could, among other things be seen by the substantial migration taking
place over to fibre-optic.

In discussion in the preliminary assessment, the PTA came to the conclusion that conditions
in Sweden were not comparable to market conditions in Iceland. This was particularly for the
reason that the Telia market share was quite different from that of Mila. In the PTA
preliminary assessment, Telia was said to have a 37% market share of the fibre-optic market
in Sweden. The PTA compared that market share on the other hand with the Mila market
share of the local loop market (copper and fibre) and said that it was about 63%. The PTA
was clearly not comparing the same things, because if the PTA compared the Mila share of
the fibre-optic market, then it was about 30-35%. Telia had the largest market share for fibre-
optic in Sweden, but this was absolutely not the case with Mila, it was rather GR that had by
far the largest market share of the fibre-optic market.

The position of the PTA
The PTA discussed at length the above specified case from Sweden in Appendix A-1 to the
preliminary draft and refers to that discussion. The PTA reiterates however, that
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circumstances in Sweden and Iceland are in so many respects dissimilar that it is not possible
to make substantial comparison. In Sweden the PTS came to the conclusion that there was a
break in the chain of substitution between service provided over copper network and service
provided over fibre-optic, where on the other hand there was poor performance and more
expensive service on copper and on the other hand, cheaper and higher performing service on
fibre-optic. The break in the chain is thus because VDSL was not generally on offer and the
offer chain that Mila so precisely describes in the previous comment therefore does not exist.
The Telia copper system is many locations not adequate to carry the VDSL bitstream and
there is a historical reason for this related to the methods that were chosen when the system
was developed. Telia was therefore fixed in ADSL technology in large areas when
competition from fibre-optic was developed, while in this country Mila answered competition
from fibre-optic with rapid and widespread distribution of VDSL. In a previous comment
from Mila here above, Mila admits that the company’s VDSL2 system is very good.
Conditions are therefore totally different between the countries.

Subsequent to consultation on the preliminary draft, the PTA commissioned a consumer
survey. The conclusion of that survey was in the opinion of the PTA that there was still
substitutability in this country. Unlike the conclusion in the consumer survey in Sweden,
where the conclusion was that consumer choice was decided mostly by speed of connection,
data delay and fault frequency, consumer choice in this country is decided first and foremost
by the quality-of-service provider and bundles. Speed is below that. This is a strong indication
that quality of xDSL connections in this country is much higher than in Sweden. There is also
the fact that most people that use the copper system in this country consider the connection
adequate for household needs, which is not the case in Sweden.

Mila says that there are more examples from Europe than the above specified example from
Sweden that show that substitutability does not exist. The PTA rejects this and does not know
of any examples of decisions from Europe on separating markets for copper local loops and
fibre-optic local loops. One can finally observe that the PTS has not made a final decision on
this, as the Administration withdrew the analysis at the beginning of 2020 because of
insufficient geographic analysis. There is no analysis in Europe in force today, that the PTA
are aware of, where the conclusion is that there is not substitutability between copper and
fibre-optic.

Reference is furthermore made to discussion on substitutability in Section 4 here below and
to sections 3 and 4 in updated preliminary draft (Appendix A) and to Appendix C, where there
is discussion on the conclusions of the additional consultation opened by the PTA on 30
October 2020.

Mila considered the PTA investigation to be inadequate with respect to substitutability
between fibre-optic and copper. The PTA had not investigated and adopted an independent
position on the special market conditions to be found in this country, as it seems that the PTA
conclusion on potential substitutability between copper and fibre-optic is based almost solely
on and old recommendations from BEREC from 2014 and on PTA references to foreign
precedent in market analyses, without an independent investigation of the nature of the
Icelandic market. The PTA has thus not fulfilled its duty of investigation pursuant to article
10 of the Administrative Procedures Act number 37/1993 when assessing substitutability on
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the one hand between service over copper and on the other hand over fibre-optic, and this
applies both to end users in retail and electronic communications companies in wholesale, for
example with the carrying out of what is called an hypothetical monopolist test on evaluation
of demand and supply substitutability on the market, see in more detail paragraph 29 et seq.
in the Commission recommendation on assessment of market conditions. As this had not been
done, the PTA had not adequately taken into account, and at the same time investigated, the
characteristic behaviour of end users and of electronic communications companies in this
country of choosing fibre-optic instead of copper, where fibre-optic is offered, even though
access to service through copper was priced lower in wholesale than fibre-optic.

In order to fulfil its duty of investigation, the PTA needed to assess the market on the basis
of conditions that prevailed in this country, see also Supreme Court judgement in case no.
111/2014, Competition Authority and Icelandic State versus Vifilfell hf. (Vifilfell Case),
where the ruling of the Competition Authority Appellate Committee was rescinded as the
Competition Authority had not provided grounds for the definition that the Authority applied
in its decision on the market to which the events of the case related, with an appropriate
investigation pursuant to the provisions of article 10 of the Administrative Procedures Act.
The court considered it appropriate to exercise caution in applying the opinion of foreign
competition authorities to market conditions on consumer markets in their home countries to
conditions in this country. On the contrary, an examination should have been directed at real
conditions in this country at the time covered by the investigation. From the above one can
conclude that the more important a specific issue is for the conclusion of a case, the greater
the requirements one can make for investigation by the authority in question on the basis of
article 10 of the Administrative Procedures Act on that specific issue. It was clear that the
PTA market definition is furthermore a basic prerequisite for the Administration being able
to take an informed position on whether competition is sufficiently effective on the defined
markets, having in mind a forward-looking perspective on future development of the market,
and thus whether it was necessary to impose obligations on one or more companies on the
market.

In the Analysis Mason report, reference is made to the fact that a very large proportion of
purchasers in those areas where fibre-optic is available, choose fibre-optic, which means that
VDSL will only be a small fraction of the number of connections during the period of validity
of the analysis (2021-2026). Reference is made to Section 2.2 in the report in this connection.

The position of the PTA

The PTA once again rejects that the assessment of substitutability in the preliminary draft
was inadequate and that the issue had not been adequately investigated, and not least rejects
that the conclusion was solely decided by a BEREC recommendation from 2014 and foreign
precedent. The investigation certainly analyses the situation here today in this respect, and
the ESA recommendations on the relevant market and the ESA guidelines on market analysis
are consulted with respect to the manner in which the assessment is made. Reference to
European precedent is for the sole purpose of drawing attention to the fact that there is no
market analysis in force in Europe, which has come to the conclusion that such substitutability
is not in place.

Mila states that caution should be exercised when applying the opinion of European NRAs to
market conditions, in this country. The PTA repeats that the Administration's conclusion with
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respect to the substitutability assessment is decided solely by competitive conditions in this
country. It is thus inconsistent that Mila should demand that the PTA should base its
assessment on a draft market analysis from that has been withdrawn. This is a draft market
analysis which contains plans that are contrary to conclusions of all other NRAs in Europe,
with respect to the substitutability assessment in question.

Because of serious concerns raised by the Siminn Group about the above specified assessment
of substitutability and despite the fact that the Competition Authority and all other electronic
communications companies that offered an opinion in the consultation on the preliminary
assessment, the PTA decided to conduct an even more detailed investigation on this issue,
among other things with a detailed questionnaire to electronic communications companies
and by commissioning a consumer survey. In the consumer survey in question, one can find
among other things, questions that relate to the use of a hypothetical monopolist test.

In other respects, the PTA refers to prior answers to comments on substitutability assessment
in the preliminary draft and conclusions of the consumer survey from October 2020 in Section
4 here below, to the sections 3 and 4 in the updated preliminary draft (Appendix A) and to
Appendix C that relate to the conclusion of additional consultation.

Mila considered that it would be straightforward for the PTA and actually legally obligated
to conduct a detailed investigation of alleged substitutability between copper and fibre-optic,
including the execution of a formal hypothetical monopolist test in order to verify the
assertions presented by the Administration in its preliminary assessment of substitutability,
such as with a market analysis directed at end users and electronic communications
companies on the market. It did not seem uncommon that such surveys were used abroad, see
references in the AM report and the Ofcom study from January 2020 and from Malta from
2012, to name but a few examples. The competition authorities in this country have
increasingly used such market surveys in connection with investigations of product and
service markets, and geographic markets, such as in mergers. One should assume that such
an investigation was in fact necessary for the PTA to be able to make a realistic assessment
of conditions and demand on the market, such as whether users and electronic
communications companies would switch to VDSL in the event of a price rise, and then at
what price difference. This would furthermore be a basic prerequisite for the PTA to be able
to adopt a position on potential market strength of one or more companies on the market.

Mila also considered it important to emphasise that although, in the guidelines from the
Commission with respect to market analysis, it was stated that market analysis was
fundamentally based on the relationship between the relevant wholesale and retail markets,
with the addition of possible related markets, it was clear from established precedent in
European practices that though conditions on the retail market could give NRAs indications
of the structure of the wholesale market, they could not give a definitive conclusion on the
market position of companies at wholesale market level, see also article 21 of the guidelines.
This is also compatible with considerations that were put forward in the grounds for the
District Court judgement in the previously referenced Vifilfell case, to the effect that when
assessing substitutability, one had to take into account the products in question, as perceived
by the customer of the party in question, i.e., the reseller.
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In the Analysys Mason report there is more detailed discussion about the process of market
analysis in the UK and in Malta. Reference is made to a document from OFCOM:
Consultation: Promoting investment and competition in fibre networks — Wholesale Fixed
Telecoms Market Review 2021-26, where OFCOM had submitted data about supply and
demand substitutability and to a consumer survey using SSNIP question that OFCOM
conducted on the market for fixed access, where it had come to light that consumers that had
connections with fast speed were less likely to switch service.

Analysys Mason also discusses definition of markets in Malta in 2012, where a consumer
survey was conducted to investigate demand-side substitutability.

The position of the PTA

The PTA has reacted to this comment by conducting such a survey and its conclusions support
the PTA assessment of market conditions presented in the preliminary draft. The PTA then
provided stakeholders with the opportunity to express their opinion on the consumer survey
in question and on the PTA position that it was not appropriate to withdraw the preliminary
assessment that there was still substitutability between copper and fibre-optic connections.
Furthermore, subsequent to consultation on the preliminary draft, the PTA gathered extensive
data from electronic communications companies, that support the PTA position.

Mila mentions that although conditions on the retail market can give NRAs indications of the
structure of the wholesale market, they could not give a definitive conclusion on the market
position of companies at the wholesale level of the market. The PTA agrees with this, and the
PTA conducted distinct substitutability assessment for retail and wholesale levels and came
to the conclusion that there was substitutability at both levels.

Mila considered that the PTA investigation did not take into account market development
during the lifetime of the analysis. It seems that a position is only taken on the status as it has
been, and not on development of the market as this would transpire during the lifetime of the
analysis (2021-2026). It seems that in the market analysis, only 4 points in time are examined,
i.e. the status of the market at the beginning of 2018 and 2019 and half year statistics for the
same years. There was no available information for the year 2020. In the same manner the
fact that copper was declining steeply was ignored, while it was, furthermore, established that
Mila would completely decommission copper networks in certain areas. In addition to this,
the impact of the Siminn decision to decommission the voice telephony system (PSTN) was
not taken into account.

With reference to article 14 of the ESA recommendation, Mila considered that the PTA was
obliged to take into account these foreseeable changes on the market and to present a clear
picture of market development during the lifetime of the analysis, such as with regards to
market share of the companies in question and to other facts. This was completely lacking.

The position of the PTA

The PTA denies not having taken into account possible future development of the relevant
markets. When the preliminary draft was written, early in 2020, the end of year statistics for
2019 were not available from electronic communications companies. The preliminary draft
was therefore based on the newest available statistics as of from mid-2019. The final
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document will be based on statistics for end of year 2020. As the PTA has explained in more
detail in the additional consultation that was opened in on 30 October 2020, the
Administration plans to collect annual data early each year on the end of year position, and
to recompile a list of municipalities where lighter obligations apply. The PTA will receive
information on the position for the year 2021 early in 2022, hopefully, not later than
February/March.

Subject to consultation on the preliminary draft, the PTA sent a detailed questionnaire to the
electronic communications companies, for example, at least four times to Mila, with the
objective of strengthening the grounds for more detailed projections with respect to potential
development of the relevant markets during the lifetime of the analysis. It is not expected that
the lifetime of the analysis will be longer than until end of year 2023, possibly shorter if
significant changes occur on the market during the next months or quarters. It proved difficult
to gather information from mobile phone companies on potential distribution and impact of
5G rollout during the coming years, among other things because of Covid-19, and because of
the potential banning of electronic communications equipment from a specific manufacturer
based outside the EEA.

It proved extremely difficult to gather information on Mila distribution plans for fibre-optic
rollout during the lifetime of the analysis. In October 2020, Mila could not provide the PTA
with information about the estimated number with respect to roll-out of fibre-optic networks
in the year 2021, and certainly not with a breakdown by municipality. The PTA had not yet
received this forecast at the end of April 2021, despite repeated requests to that effect. This
did not present a problem for other infrastructure companies such as GR, Tengir, Snerpa and
Austurljos. Mila could in fact only provide the PTA information about estimated total amount
of investments for the coming years. It is remarkable that the party that criticises the PTA
most for not providing an adequate future projection, and which is the largest party on the
market, should be the party that makes it most difficult for the Administration in this respect.
Mila’s roll-out plans for 2021 to 2023 were finally received by the PTA at June 15 2021, after
the draft analysis had been sent to ESA for informal consultation.

The PTA has now revised its future projections with respect to various issues in the analysis,
in a revised analysis (Appendix A), in Chapters 3 and 4 and other places, and in addition to
this the PTA has in other places in this document answered various comments that relate to
the subject. Reference is made to this.

Mila refers to paragraph 153, where among other things, it is stated that services that provide
varying data transfer capacity can belong to the same market. Mila points out that connections
with ISDN and ADSL are unlikely to be deemed substitute products for fibre-optic
connections. ISDN and ADSL are however at a number of locations the only options on M3a
that Mila has to fibre-optic from other parties.

The position of the PTA

The PTA points out that a chain of substitution can be such that products at the end of the
chain are not direct substitute products, but in the offer on the market there are products in
between that are a logical progression, each after the other. In this way, the PTA came to the
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conclusion that there is substitutability between these service types on the basis of a chain of
substitution.

Mila refers to paragraph 158, where among other things, it is stated with respect to supply-
side that there is a chain of substitution between connections with varying speeds and quality,
and even more likely on the demand-side. Mila says that it is correct that in most cases it is
possible to upgrade from a lower speed xDSL connection to a faster connection such as
VDSL. In large areas in the countryside [...]. It is not possible to upgrade to a faster
connection, except with fibre-optic rollout. This is the main reason why the state saw no other
option than to commence fibre-optic rollout in such areas. It is clear that as soon as the end-
user has the possibility of fibre-optic connection, use of xDSL discontinues and Mila will
decommission its copper network in such areas during the next 1-2 years.

The position of the PTA

The PTA points out that there are very few ADSL connections today on the relevant
wholesale markets and corresponding retail market. The PTA plans and has explained this in
more detail in the previously referenced additional consultation, to collect data on an annual
basis about the status of the local loop and bitstream markets in municipalities that will reveal
development on the markets and where lighter obligations will apply.

ADSL connections in use were about 3% of leased local loops at the end of 2020, which
means that they are just under 8% of xDSL connections according to the figures at end of
year 2020. As Mila says, users that only have access to ADSL have decreased because of the
project Iceland Digital Connected and will continue to decrease as the project progresses.
These users are in a few far-reaching and sparsely populated areas. One can also consider it
likely that use of ADSL in urban areas is to some extent legacy connections to payment
systems or analogous equipment that does not require high capacity. These are connections
that have performed their functions for a long time and will continue to meet the needs of the
users until the demands and needs of users increase.

Mila points out with respect to paragraph 159 where among other things it stated that the
PTA considers that in this country there is a chain of substitution that supports the contention
that Internet connections on a copper network and on a fibre-optic network belong to the same
market, that in many locations where ISDN or ADSL is offered, the next option is fibre-optic.
Widely, where traditional, VDSL connections are offered, faster, VDSL connections with
vectoring are not offered. G. Fast, which is the next generation copper connection, is not
offered anywhere in Iceland. This means that in large areas an upgrade from ISDN or ADSL
to fibre-optic is the only option. It is also clear that in the mind of the users, there is no
substitute in reverse in the chain, that the PTA says exists. Very few users that have the option
of fibre-optic would change back to xDSL, even if the price difference were significant.
Hringdu sells xDSL at a lower price than fibre-optic connections but has not had much
success with this product offer.

Mila considers that conditions in this country are different than in most locations in the
EEA/EU area and that market analysis should take account of the conditions on the markets
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under discussion. Miller therefore considers that the PTA cannot refer to practices elsewhere
in the EEA, but rather the Administration should conduct the analysis that is expected to be
done in order to come to a conclusion. In the opinion of Mila, there is no chain of substitution
and at many locations there is a very significant difference between the capacity of existing
copper networks and fibre-optic networks.

The position of the PTA

Reference is made to prior discussion on substitutability and to Section 4 here later, to the
conclusion of the PTA in chapters 3 and 4 in the revised preliminary draft (Appendix A),
Appendix C, which the consumer survey from October 2020 confirms. Nothing in the above
specified comments has not been answered here above or will be answered in Section 4 here
below.

Mila objects to the PTA conclusion presented in paragraph 160, i.e., that Internet connections
provided in this country on a copper network and those provided on a fibre-optic network
belong to the same service market at retail level, as ill-founded and with little support from
data. The PTA has thus not conducted a hypothetical monopolist test, which should be one of
the fundamental tests in such an analysis. Furthermore, the consumer chooses fibre-optic in
90% of new connections, where both copper/VDSL2 and fibre/GPON are on offer. In the
opinion of Mila, the PTA should investigate the opinions of consumers and electronic
communications companies as is the general practice in such market analyses abroad.

The position of the PTA

The PTA posed the question in the previously referenced consumer survey on what the
consumer reaction would be to a small but non-transitory price increase on the services in
question and the conclusion was that a significant proportion of consumers would switch to
a connection on a copper network if the existing fibre-optic connection were subject to a non-
transitory price increase of a relatively small amount.

When consumers are given the option by their service providers of choosing between copper
local loops with VDSL service or fibre-optic local loops, it is understandable that the
fibre-optic local loop will be chosen if the service is at the same price for the consumer as the
fibre-optic connection offers more speed and as in the long term such a connection is
considered a better solution for users’ future needs. The largest electronic communications
companies on the market do not distinguish in price in retail between copper/VDSL2 and
fibre-optic local loop, so one should not be surprised if the majority choose fibre-optic local
loops in the case of a new connection. This has no impact on assessment of substitutability.
The fact that these products are sold at the same price in retail, is however a very strong
indication that there is substitutability.

Nova also refers to the above specified paragraph 160. Nova would agree that Internet
connections on a copper network and fibre-optic network belong to the same service market.
Siminn marketing in general made no distinction between the service that was provided,
whether the service was delivered over xDSL (copper) or fibre-optic connections. Although
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the general data speed was more over fibre-optic, such a connection was for example in no
way a condition for Siminn general provision of service over the Internet, such as IPTV,
Heimilispakki (Home Package) with Siminn TV, voice telephony and general Internet access.
As was well known, Siminn targeted its customers with the very strong Home Package, and
that applied both to customers who used the copper network and those who use the Mila fibre-
optic network. Statistics on the market also strongly indicated that parties to the market that
offered service over fibre-optic found it difficult to appeal to Siminn customers that used the
Home Package over xXDSL. These examples clearly demonstrated that there was complete
substitutability between Internet connected service provided over copper/xDSL and fibre-
optic.

The position of the PTA

In its investigation of the retail offer in Internet service, the PTA saw no indication that there
was such a difference in competitive conditions, whether between regions, or by underlying
network, that retailers could see an opportunity to realise such a difference with “premium”
pricing or with any other differentiation of their products from those of the competition.
Competition seems to be limited to price and included data volume, also to the offer of
bundled solutions of various included services in addition to Internet service. This strongly
indicates substitutability between service over copper networks and fibre-optic networks.

3.2.3 Distinction between standard broadband access and high-quality access at the
retail level

Vodafone refers to paragraph 162 where it was stated that many small and medium
companies did not need Internet connections that were any different to those offered on the
market for individuals, and for this reason the PTA did not see any need to distinguish
between such service to companies and service to individuals and for this reason, the
Administration considered that such service belonged to the same retail market as Internet
connections to the home.

Vodafone pointed out that both GR and Mila were pricing standard service in different ways
depending on whether the end customer was an individual or a company. Vodafone
considered that this was not compatible with EU recommendations and that these companies
and other companies that provided standard connections over e.g., fibre-optic, were obliged
to provide the standard service at prices that were not dependent on whether the customer was
a company or an individual.

The position of the PTA

The PTA points out that GR and infrastructure companies other than Mila are not subject to
obligations. Nor is Mila subject to price control obligations on fibre-optic products on the
relevant markets but is subject to obligations for copper connections. Mila has published a
reference offer that contains price for copper connections on the relevant wholesale markets
on which consultation was conducted before the PTA endorsed the reference offer with a
decision. The proper place to make comments on pricing and the content of products subject
to obligations is in such consultation, and the PTA encourages Vodafone to exercise this right

64




when such consultation on a reference offer is next conducted, if the company sees a reason
to comment. In the case of cost analysed prices, a difference in pricing must be based on
underlying costs, but as previously stated, this only applies to copper local loops.

Mila pointed out, in connection with paragraph 167, which includes the PTA assessment that
standard Internet connections on the one hand and high-quality connections on the other are
considered to belong to separate markets, that the P2P Lj6slina that companies purchase from
Mila and the fibre-optic lines to mobile phone transmitters are technically the same product.
According to explanatory notes from the EU Commission it was proposed that fibre-optic
lines to mobile phone transmitters should be defined on Market 4 (previously Market 6) or as
a separate market (see page 51 in EU explanatory note). Mila emphasises that all P2P fibre
lines that did not connect to PON/ GPON belonged to the same market. Mila pointed out that
the Mila products called Ljoslina were not mass-market products. If one considered the
market in context, then the chain was: local loop, bitstream and so retail. In the case of fibre
lines, these were not bitstream and retail was conducted in the form of high-quality service.

The position of the PTA

The PTA has taken into consideration these comments and in the additional consultation that
was opened on 30 October 2020, the PTA describes its changed position on Ljoslina being
designated as part of Market 4, and not as part of the local loop market. Reference is made to
chapter 5 in Appendix C for further discussion on this issue.

3.2.4 Distinction between standard broadband access provided at a fixed location and
wireless service

Mila says that in the PTA preliminary assessment it was stated that wireless connections in
this country were very few and, on the decline, and that it was therefore unlikely that fixed
wireless connections belonged to the same market as fixed line connections. In any event, this
was such a negligible number that they had no significance in connection with analysis of
Markets 3a and 3b.

In Mila’s opinion, the PTA preliminary assessment of the impact of wireless technology on
Markets 3a and 3b was in many respects flawed and misleading and did not reflect the true
status of the solutions that were on offer on the market today and that were considered
substitute products for fixed line connections, or at least would be considered that during the
lifetime of the analysis.

The PTA preliminary assessment of use of wireless access technology appear to be limited to
an assessment of the number of users of older technology that had been developed before the
advent of modern mobile network technology, 4G and 5G, and that was disappearing from
the market. The PTA furthermore totally ignored the fact that today, solutions were being
used by mobile phone network operators that were directly intended for households, summer
dwellings, and even for companies and that replaced fixed line service. Some companies,
such as Nova, offered mobile network technology as future connections for households and
companies. That company was now offering 5G connections in the Westman Islands. Similar
mobile network solutions (FWA) were also being offered by Telenor in Norway and by other
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mobile phone companies in Europe, even within large cities. During the first quarter of 2020,
38,000 users had been connected and one month later there were 46,000 customers along with
1500 corporate connections.

Expectations of the public and of the authorities were high for the next generation of mobile
technology, where this technology was expected to provide comprehensive data transfer
service to homes and companies, along with connections to Internet connected devices. As is
stated in the consultation document, allocation of frequency licences B3600 and D3600 is
now in progress for 5G service to mobile network companies. There one could also find the
conclusions of the consultation on requirements for distribution:

General requirement: The service area of 5G service, should cover 30% of the population and at
least 40 5G transmitters should have been erected and activated by 31 December 2021.

Special requirements: A 5G network shall be built in one urban kernel from each size category,
which covers at least 95% of the inhabitants of the urban kernel and which provides a minimum of
500 Mb/s average data transfer speed by 31 December 2021.

One cannot understand this in any other way than to mean that within the lifetime of this
analysis a wireless connection would be on offer to 30% of the country’s inhabitants, which
would have a higher performance than for example the Mila wired xDSL solution that was
on offer in most of the urban kernels specified in the conclusions to the consultation. This
could have a significant impact on the Mila position on the market for xDSL solutions.

In addition to this, it is appropriate to note that in the planned amendments to electronic
communications legislation, universal service would no longer be tied to a specific
technology. This indicated that it was the wish of the authorities that technology other than
that in use today could completely replace wired access networks to households and
companies and that parties other than Mila could meet the needs of households and companies
for data transfer service. The PTA should furthermore take this into account when assessing
development of the relevant market and the company’s position on Markets 3a and 3b.

In the Analysys Mason report there is also a discussion on wireless connections. It is
maintained there, that 4G and 5G could be options instead of copper connections and could
encourage competition on the market for lower speed connections. It is furthermore stated
that paragraph 184 in the analysis is misleading because although the removal of 3.5 GHz
frequency licences reduced the participation of certain providers of fixed wireless access
service, this would in reality mean that a better wireless access would be provided with 5G
technology on 3.5 GHz.

The position of the PTA

The PTA cannot accept that the Administration’s analysis of the share of connections over a
Fixed Wireless Access (FWA) network in the market is incorrect, among other things with
respect to the negligible impact of such technology on the service offer and, on the
demand-side on the relevant markets. This technology has first and foremost been used in the
countryside, where there has not been a good Internet connection, neither through a fixed
network or mobile. It did not prove an easy matter to provide such service over an open
frequency range, as proved to be the case in the case of the electronic communications
company, eMax ehf., and that company was eventually taken over by Vodafone and

66




subsequently the service was replaced in phases by a traditional mobile phone network
solution like 3G and 4G or by fibre-optic.

Today it is first and foremost Gagnaveita Sudurlands ehf. that provides FWA service to
specific households and places of work in South Iceland, and in the south-west corner of the
country. The service is provided over the 3.6 GHz frequency range on the basis of frequency
licences tied to limited areas and that are in force until 1 September 2021. It is not certain
what will become of the service at the end of this licence period, as this frequency range is
now defined as for use for 5G service, see frequency licence A3600 which has not yet been
allocated, among other things because of current use by Gagnaveita Sudurlands ehf. of the
frequency range. At the end of 2020 there were only 274 such connections in total, as
compared for example to the end of 2017 when they were 1,294.

The Mila reference to the decision by Telenor in Norway to provide mobile phone service
through a fixed network connection point is not a valid comparison, as that solution is not
based on FWA technology, but rather on a solution called Fixed Mobile Broadband (FMB).
In the case of Telenor, the company had decided to decommission copper local loops, at least
in some areas. Instead, the company had offered data connection over its mobile network for
reception through a fixed network point. When the PTA opened consultation on the
preliminary draft, no plans had been announced by Mila for the decommissioning of the
company’s copper local loop network, and the notice for such a measure to come into force
is 5 years, unless agreement is reached with service providers on a shorter period. In the
autumn of 2020, Mila did however announce such plans for the next 10 years, but they were
bound by significant reservations and were very general plans at this stage. Such a measure
by Mila would therefore in all likelihood not be implemented during the lifetime of the
analysis, to any significant degree. In this connection it is also appropriate to mention,
especially with respect to the Telenor FMB solution, that it is now established that this is not
considered a substitute product on Markets 3a and 3b, according to a recent ESA opinion
dated 23 July 2020 on amendments by the Norwegian NRA Nkom to obligations on the
relevant markets in connection with the company’s action.

The PTA considers there to be a reason to correct the information that Mila refers to with
respect to the Administration's recent allocation of 5G frequency licences to existing 4G
licence holders, i.e., Siminn, Nova, and Vodafone. In its submission, Mila refers to specific
requirements that relate to frequency allocations that were named in the consultation
document. These requirements were however changed when processing submissions from
stakeholders, as can be seen in the conclusions to the consultation.? In this way, one criterion
allowed for distribution to 25% of the population by the end of 2021 instead of 30%. The
requirement for speed was reduced from 500 Mb/s down to 200 Mb/s.

The PTA considers it more appropriate to speak of guidelines for 5G service rather than
requirements for licence rights holders, as the above specified numbers are not mandatory in
the sense that the licence rights holder is obliged to achieve them. The guidelines are set as
metrics to indicate what is considered to be efficient use of frequencies during the period
covered by the frequency allocation. The guidelines furthermore constitute a certain incentive

3 See conclusions of consultation:
https://www.pfs.is/library/Skrar/Samrad/Ni%c3%b0ursta%c3%b0a%20samr%c3%al %c3%b0%20um%20%c3
%bathlutun%205G%20t%c3%ad%c3%b0niheimilda%20(03).pdf

67


https://www.pfs.is/library/Skrar/Samrad/Ni%C3%B0ursta%C3%B0a%20samr%C3%A1%C3%B0%20um%20%C3%BAthlutun%205G%20t%C3%AD%C3%B0niheimilda%20(03).pdf
https://www.pfs.is/library/Skrar/Samrad/Ni%C3%B0ursta%C3%B0a%20samr%C3%A1%C3%B0%20um%20%C3%BAthlutun%205G%20t%C3%AD%C3%B0niheimilda%20(03).pdf

for development, as the PTA has announced that those licence rights holders that meet the
guidelines will have their frequency rights renewed at the end of the current frequency
allocation. If the guidelines are not met with respect to specific frequency licences, then they
will be part of a public and open allocation process at the end of the frequency allocation
period.

In the autumn of 2020, the PTA sent mobile phone companies a questionnaire about their
distribution plans for 5G and about the potential impact of such technology on the market
here under discussion. The simple truth is that the answers were very general, short and did
not provide the PTA with much of an insight into the companies’ future plans in this area.
Among other things, reference was made to delays because of COVID-19 and the possible
government ban on equipment from a specific manufacturer registered outside the EEA. The
plans of those companies with respect to 5G development are therefore subject to significant
uncertainty, which makes it difficult for the PTA to make a projection of this development
for the lifetime of the analysis.

Taking the above into account, the PTA believes it is not possible to assume, as Mila does,
that 30% of the population will have access to 5G service during the lifetime of the analysis.
The outlook is not auspicious with respect to the manner in which 5G networks and offer of
service will develop. Initially, that is to say during the next 2-3 years, the PTA believes that
5G service will first and foremost mean increased data transfer speed and in addition to this,
the 3.6 GHz frequency range will be used to fill in the gaps in areas under pressure that are
calling for increased bandwidth to maintain good (adequate) speed. New 5G service items
that require significant bandwidth, very short ping times and very little jitter, will not in the
opinion of the PTA arrive during the lifetime of this market analysis. This will be further
complicated by uncertainty on the revenue and business model that will support such services,
among other things with respect to division of revenue between network operators and the
various service providers that offer service on the network, including potential verticals (VSP)
that provide specialised service e.g., for controlling self-driving vehicles or in the health
service. In addition to this uncertainty that in general applies to 5G development at world
level, there is the added plan of the Icelandic authorities to impose limitations on the type of
5G equipment that will be authorised for use in this country. Such limitations can delay or
restrain 5G development in line with the degree to which limitations increase in number and
become stricter.

According to all of the above, it is the opinion of the PTA that high-speed mobile network
service, whether it is 4G or 5G, will not become a substitute product during the lifetime of
this analysis. A consumer survey commissioned by the PTA in October 2020 did not alter this
assessment.

The Westman Islands is the municipality in this country that enjoys the fastest and most
distributed 5G service when measured by proportion of population. This does however not
appear to result in the municipality not seeing a need for fibre-optic rollout to the
municipality's households and places of work, as in the summer of 2020 a decision was made
to commence the first phase of fibre-optic rollout for the municipality. The following is stated
on this issue in minutes of a municipality council meeting: “The town council is unanimous
that there should be no further delays to fibre-optic rollout in the town, as this is part of the
infrastructure that is good to have in place in order to make the employment sector more
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varied with increased innovation and entrepreneurship.”? This decision by the Westman
Islands town council strongly supports the PTA conclusion that 5G service has not, at least
not yet, become a substitute product for high speed data transfer service over a fixed network.
Mila has also recently announced its plans to start fibre roll-out in Vestmannaeyjaber in the
year 2021.

In October 2020, the PTA gathered information from Nova about the status of the company’s
position in the Westman Islands. There it was stated that the company had at the beginning
0f 2020 [...] subscriptions for 4G and [...] 4G/5G subscriptions in October 2020, and that the
company commenced 5G service in that municipality in the spring of 2020. During this
period, [...] subscribers had discontinued this service. One can assume that spaces that can be
connected in the Westman Islands are about 1,950, which means that this is not a high
proportion of the total, i.e., about [...]%.

Siminn pointed out that the PTA excluded Internet service through mobile phone systems,
such as 4G or 5G service, although the service in question could return better performance
and faster than the service through copper was capable of. This instance is yet another
example of a lack of investigation by the PTA. It was established that the PTA had not
conducted any investigation on these issues, and Siminn pointed out for example, that Nova
offered 5G service in Reykjavik and in the Westman Islands and 4G service widely at other
locations. Vodafone also widely offered 4G service, as does Siminn, and all of the companies
offered unlimited Internet through mobile phone systems.

The connection with a household could be through a mobile phone system or through a fixed
line. In both instances the connection needed to reach into the home. This means that a fixed
line connection that connected to other households was thus not a substitute service and in
the same manner, a mobile phone transmitter that did not reach the household in question was
not a substitute service.

Nova assumed, for example that there is substitutability between Internet service through
fixed line and through a mobile phone system, but the PTA ignored such fundamental issues.

It was clear that the PTA had not conducted the investigation necessary to define markets and
the PTA draft was thus completely inadequate. As this was a case of looking to the future, it
would have been a key issue to evaluate the significance of 5G for the market.

The position of the PTA

The PTA refers to the detailed answer here above to an analogous comment from Mila. To
this it can be added, the PTA is not aware of Nova having asserted that such substitutability
existed. In any event, it is the assessment of the PTA that consumers do not see Internet
service through a mobile network system as a substitute for an Internet connection through a
fixed network, but rather as an additional service. Advertisements by parties about the

4 See minutes of Westman Islands town Council meeting from 11 June 2020:
https://www.vestmannaeyjar.is/stjornsysla/stjorn/fundargerdir/DisplayMeeting.aspx?1d=0863727220524396655
91 &text=
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benefits of their own products are first and foremost of a promotional nature and cannot
automatically become a basis for PTA assessment of potential substitutability.

Mila points out, with respect to paragraph 179 in the preliminary draft, that at many locations
where decommissioning of copper has commenced to some extent, FWA is used and instead
of wireless connections, 4G/5G is used. In such cases, aerials are fitted to buildings, to
increase stability of connections, but in other respects the indoor cabling is the same as in the
case of normal fixed line connections. One can expect such service to establish itself here as
elsewhere. A good example of such service can for example be found in Norway. Such service
can offer greater speed than Ljosnet service and can be comparable to existing fibre-optic
service.

The position of the PTA

The PTA agrees that this is technically possible, but against this there is the fact that it is still
unclear what impact 5G will have when rollout of that service begins in earnest. The PTA has
come to the conclusion that up to this point in time, there is no substitutability between mobile
phone network solutions and fixed line network solutions. Pricing and included service are in
many ways not comparable between mobile network and fixed network services and
consumers appear to perceive mobile network connections as first and foremost an addition
to the household's fixed line connection. In other respects, reference is made to prior answers.
In Norway, it is the party with SMP, Telenor, that has followed this route.

Mila refers to paragraph 185 by noting that it is appropriate to point out that in the Nova
service offer one can find package solutions that users can receive over fibre-optic or over
mobile network, that are not on offer over copper connections. One can also point out the
following text from the minutes of a Westman Islands town council meeting. “The mayor
furthermore provided information about his and two town managers’ meeting with
representatives of Nova on what is called 5G rollout, which greatly increases data transfer
capacity and speed in the Westman Islands. The company intends to locate transmitters at
various locations in the Westman Islands in the future and thus to offer a greatly improved
electronic communications status for companies and individuals. The company already has
two transmitters that are fibre-optic connected and where the intention is to take them into
service, but fibre-optic has to be deployed to new transmitters that will be located at many
places on the island when the network will be made denser.”. The Westman Islands
municipality therefore appear to consider that wireless connections have significance for
users of broadband connections at that location.

The position of the PTA

In addition to the previous answer on the Westman Islands, one can point out that the town
authorities in the Westman Islands published an advertisement in June 2020, which called for
expressions of interest in the development of a fibre-optic access network in the
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municipality®. One can therefore hardly conclude otherwise than that the municipality does
not plan to rely on mobile phone solutions being able to provide substitutability for fixed
network solutions, when it comes to high-speed broadband service for the inhabitants of the
municipality. In addition, Mila has recently announced that the company intends to start fibre
roll-out in the town in the year 2021.

3.2.5 Definition of the relevant service markets at retail level

GR agreed with the PTA that Internet connections for the home and for small and medium
size companies and institutions have the same or similar characteristics and can therefore
belong to the same market, that was possible to provide both over fibre-optic and copper.
Large companies and institutions that had a need for specialised solutions and high quality,
speed and special solutions belonged on the other hand to a separate market, and this group
was relatively small in this country.

The position of the PTA

The above comment from GR supports the position taken by the PTA, that Internet
connections for households and small and medium size companies and institutions have the
same or similar characteristics, and should therefore belong to the same market, regardless of
whether the transport layer is a copper network or fibre-optic. The PTA is now working on
an analysis of the market for high-quality solutions. These issues will be dealt with further
there.

Mila refers to paragraph 192 in the preliminary draft and considers that the conclusion that
the retail market for standard broadband access belong to connections with xDSL technology
and fibre-optic connections, but not wireless connections, was reached by looking backwards
and not forwards as the Administration is obliged to do, pursuant to the ESA recommendation
and the electronic communications regulatory framework. Mila considers that fixed wireless
connections over mobile networks will be far more widespread in the coming years with the
arrival of 5G. It is clear that Nova has commenced a market campaign in this tone and one
can expect that the mobile phone companies will do the same. Because Iceland is so sparsely
populated, such technology could offer each user much more bandwidth than in more densely
populated countries.

The position of the PTA

The PTA refers to its previous answers on the lack of substitutability between mobile
networks and fixed networks and to the uncertainty that exists with respect to 5G distribution
and service offer. If there should be significant development and take-up of such networks at
the cost of fixed networks, the PTA will promptly conduct a new analysis of the relevant
markets.

5 Advertisement from Westman Islands municipality, 4 June 2020.

https://www.vestmannaeyjar.is/mannlif/frettir/ahugakonnun

71



3.2.6 Competition in retail markets

Nova refers to paragraphs 196 to 199 in the preliminary draft and indicated the very detailed
discussion on bundles presented in the Competition Authority Decision no. 25/2020, where
the very strong position of the Siminn Group is recounted. Nova also agreed with the PTA
that effective competition was not in place in the retail markets in question.

The position of the PTA

The PTA came to the conclusion in the preliminary analysis that there was not efficient
competition on the relevant retail markets despite wholesale obligations that rest on Mila, and
that is endorsed here by Nova.

Mila refers to paragraph 195 in the preliminary draft and says that it is established that there
will not be a single network with national coverage during the lifetime of the market analysis
and in fact that it is no longer in place or in use. Plans for decommissioning the copper
network are in place that will be implemented in large regions during the lifetime of the
analysis. Mila further points out that obligations also rest on Mila from the Competition
Authority that the PTA appears not to take into account in its analysis.

It is remarkable that there are other figures here on distribution and market share of GR and
Mila than in paragraph 678 of the preliminary draft. This is fundamental information and Mila
must expect that accurate figures are used in the analysis. Mila would like to know whether
the figures are correct.

The position of the PTA
The PTA refers to previous answers on annual updating of data and areas where lighter
obligations will apply.

Inconsistencies in the numbers will be examined and corrected as appropriate in the revised
analysis (Appendix A). Given the published plans from Mila, from the autumn of 2020 on the
decommissioning of copper during the next 10 years, the PTA does not agree that there will
be significant decommissioning during the lifetime of the analysis. Mila allows for the
lifetime being until the end of 2026 part, the PTA considers that it will be at the most until
the end of 2023. Mila will also in the opinion of the PTA, first and foremost decommission
the copper network where the company has rolled out fibre-optic and/or where the company
has ensured the use of fibre-optic networks owned by a third-party. The decommissioning of
the copper network will furthermore not lead to Mila being without connections in any area,
to any significant degree, during the lifetime of the analysis.

Mila comments on paragraphs 195 and 196 in the preliminary draft and points out that the
Siminn market share increased only by about 1.4 percentage points between 2018 and 2019.
The most likely explanation is that Vodafone appears to have made a wrong move in the
merger with 365. On that occasion, a number of 365 customers switched to other service
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providers including Siminn. Vodafone has now launched a new campaign and will therefore
probably regain its position. Mila considers it unlikely that the Siminn market position will
continue to grow, particularly when one takes into account the fact that Mila fibre-optic
rollout has slowed down, as the most expensive areas now remain in the Capital City Area.

The fact that two other companies have developed fibre-optic networks reaching about 80%
of the households in the country appears not to have been sufficient reason to reduce
obligations on Mila, but to the contrary, to increase them. The fact that Mila has lost about 20
percentage points in market share between market analyses leads the PTA to increase
obligations on Mila. Mila objects to these PTA methods of working, which seem not to take
into account Icelandic circumstances where Mila is competing in the main urban areas with
high-speed networks on fibre-optic, with VDSL connections over copper which it is clear that
consumers do not consider to be a substitute product, as the PTA figures show, and Mila’s
own figures, that people switch in large numbers from VDSL when fibre-optic is deployed to
their house.

The position of the PTA

The PTA is extremely surprised that the above specified comments from Mila. Here, and in
many other places in the analysis, where there is discussion on the Siminn position, Mila
appears to take the side of its owner, Siminn. This is inconsistent, in the light of obligations
on Mila for non-discrimination between external and internal parties. Mila consistently makes
little of the Siminn position and of Siminn’s possibilities for the future.

The PTA considers that it has not seen any indications that indicate that Vodafone will
strengthen significantly during the lifetime of the analysis, although the PTA does not of
course, exclude anything in this respect. Now Siminn has made an agreement on entry into
the GR fibre-optic network and the PTA considers that this will, all things being equal,
strengthen Siminn’s position at the cost of service providers already on that network, and
Vodafone is one of those parties.

Then Mila asserts that the company’s fibre-optic rollout has slowed down. Given the figures
for recent distribution and the plans for the coming years, the PTA cannot see that Mila will
slow down in its fibre-optic rollout during the lifetime of the analysis. The company’s plans
are much more ambitious than those of competitors and for this reason the PTA considers
that the gap will lessen between Mila on the one hand and its competitors on the other during
the lifetime of the analysis with respect to distribution of fibre-optic networks. With increased
distribution of Mila fibre-optic networks, one can also expect an increase in active
connections on the company’s fibre-optic network.

The PTA has for this reason, announced its amended plans for obligations, particularly with
respect to price control, in the additional consultation that started on 30 October 2020.
Comments on that are answered in the relevant document, Appendix C.

Mila points out that paragraph 197 in the preliminary draft is in all likelihood unneeded as it
is precisely the same as paragraphs 195 and 196.
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The position of the PTA
The PTA thanks for this comment and will revise this in the final version of the revised
analysis (Appendix A).

Analysys Mason stated that the PTA analysis focuses too much on market development
during the last 5 years and does not focus adequately on the future. During the period
2021-2026 there will be a special market for fibre-optic connections as: Consumer uptake of
fibre-optic, where it is available, is very significant and such connections will constitute a
large majority during this period. Because consumers rather choose fibre, there will not be
competitive pressure from copper connections. There are also plans for decommissioning the
copper system.

The position of the PTA

The PTA assessment is that there is substitutability between copper networks and fibre-optic
networks and that sufficient competitive pressure is in place. When the Mila copper system
will be decommissioned and when newer Mila networks and/or those of others replace it, this
development will be addressed, and it will be taken into account in the annual collection of
data for municipalities where lighter obligations will apply. The estimated lifetime of the

analysis is furthermore at the most until the end of year 2023 and not to the end of the year
2026.

Analysys Mason, stated that the PTA does not present sufficiently clear projections on
market development. Reference is made to paragraphs 549, 1234, 1252 and 1590. The PTA
declarations are not presented in a clear manner in the form of statistics. It would be better to
present separate projections on development of number of lines by type and market share, as
this would give stakeholders a better understanding of the PTA conclusions and would give
them a better opportunity to present their view of likely market development.

The position of the PTA

The PTA considers it to be problematic to make precise numeric projections at this point in
time, as there are very many imponderables that must be taken into account and then there is
the fact that the market is now in a significant development phase. It proved difficult to gather
adequate data from electronic communications companies, among other things from Mila on
plans for fibre-optic rollout during the coming years and plans from mobile phone companies
for 5G development. The decommissioning of the Siminn PSTN service and of the Mila
copper system have been on the table for a number of years and have been postponed for a
variety of reasons, most recently due to Mila's takeover of various system components from
Siminn at the turn of the year 2020/2021. Siminn, however, seems to be aiming to complete
the decommissioning of the PSTN system by the end of 2021.

Instead of this, the PTA has provided more detailed information on its plan for annual revision
of the list of municipalities where lighter obligations will apply. The PTA also reiterates that
it has not been easy to get information from Mila, which is the largest company on the relevant
market in this country, on its distribution plans for the coming years. The PTA will however
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endeavour to add text in the revised analysis (Appendix A) as appropriate with regards to
possible future development with respect to the various issues. One can furthermore find
widely in this document (Appendix B) PTA answers to comments from the Siminn Group,
where the PTA endeavours to make projections on possible development with respect to the
various issues. Reference is furthermore made to this. Mila finally sent the PTA its roll-out
plans until end of 2023 in mid June 2021, after the drafts had been sent to ESA for informal
consultation

Siminn says that it is remarkable that in the PTA analysis, the competitive situation was
specified and announced before definition of the markets was made, whereas this should have
been the other way round.

The position of the PTA

The PTA begins its analysis with an overview of the retail market and identifies competition
problems that it would be possible to remedy with appropriate obligations on the underlying
wholesale markets. Then the wholesale markets are defined geographically and with respect
to service, and then analysed, before competition problems are described and obligations
elaborated. This is completely consistent with recognised procedure in market analysis.
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4 Definition of wholesale markets

Siminn refers to rules on definition of markets, including in competition law, in the notice
from the EU Commission on definition of markets from 1997 and in the Commission
guidelines on implementation of market analysis from 2018.

This was the most important step in the analysis, as a wrong analysis could lead to a wrong
conclusion on the status of companies on the market and thus on what were appropriate
obligations to apply in response to circumstances on the relevant market. The key issue in
analysis of markets was to identify competitive restraint.

It was clear that the PTA had not in any way conducted the investigation that the
Administration was obliged to conduct according to the law and had thus based the alleged
analysis first and foremost on guesswork. Siminn pointed out that the PTA could not avoid
making an investigation by applying so-called rules of proof instead of investigation, see page
516 in the publication by Pall Hreinsson: Administrative law — Case procedure. In this way,
the PTA seems to apply rules of proof in many instances, instead of investigating the case in
an adequate manner.

The PTA list of data proved that the Administration had not gathered sufficient data to
investigate the market.

Siminn challenged the PTA to make a real investigation of the markets and to assess markets
with respect to demand side substitutability. There was no data on which the PTA definition
was based, i.e., no information about whether e.g., Kapalvaeding operated on the same market
as Mila in Reykjanesber, but instead it was simply asserted without data that this was not the
case. There was no information provided on substitutability between fibre-optic and xDSL
solutions, i.e., whether there was a break in the chain of substitution. In addition to this there
was no actual assessment made on whether 4G service was part of the same market, or
whether 5G service could provide competitive restraint so that it could be deemed to belong
to the same market.

The PTA market research basically does not exist, and it needs to be conducted. Siminn
challenged the PTA to collect such data.

The position of the PTA

The PTA considers that the Siminn assessment of the investigation of service markets is
incorrect. The PTA had access to many kinds of information which were used in delineating
a service market, with respect to substitutability while making the preliminary assessment.
Subsequent to consultation on the preliminary assessment, the PTA has also gathered further
data which supports the PTA assessment of substitutability, among other things, responses
from electronic communications companies to the detailed PTA questionnaire and to the
consumer survey commissioned by the PTA in the autumn of 2020.

The PTA had among other things, gathered data from electronic communications companies
on distribution of high-speed networks and on plans for their further development, along with
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data on use of varying access networks for Internet connections, broken down by
municipality. This information gives a good picture of the nature of supply and demand.
Among conclusions one can draw from the statistics is the conclusion that copper networks
still compete with fibre-optic connections. This can for example be seen by the fact that a
proportion of users choose to retain connections through copper network despite the fact that
access to a fibre-optic network is almost 100% in the areas in question. One could name for
example Reykjavik, Seltjarnarnes, Koépavogur, Gardabaer, Hafnarfjorour, Mosfellsber,
Akranes and Hveragerdi, as in these municipalities the share of copper connections in use at
the end of 2020, was in the range 19-42% despite the fact that almost all users in these
municipalities had the possibility of a fibre-optic connection. The PTA considers that the
presentation of the information used as grounds could be improved, as could the conclusions
that were drawn from this information, and the PTA will revise the analysis (Appendix A)
with this in mind.

The PTA bases its assessment on well-known facts on characteristics and capacity of varying
technical solutions for Internet connections. Such information is available to everyone and
the capacity of each technical solution is therefore clear. The PTA gathered precise
information from electronic communications companies on the types of connections in use in
this country and on the number of connections of each type. Having gathered this information,
the PTA could then draw the conclusion that the varied offer of xXDSL solutions and fibre-
optic connections formed a sufficiently continuous chain for there to be every likelihood that
there was a chain of substitutability and there was no visible breach in the chain as most types
of xDSL solutions are on offer in this country, including VDSL with vectoring. This is
different from the situation in Sweden where there is little high-speed xDSL and for this
reason it was considered that there was a breach in the chain of substitutability in that country.

Further grounds were the available facts on marketing and pricing of Internet connections. It
is established that in marketing at retail level there is no distinction made between fibre-optic
connections and copper connections. Copper connections are marketed as a completely
adequate option to provide access to all network connected services for normal consumers.
At wholesale level, VDSL connections over copper network are presented on the Mila
homepage in the following manner:

“Mila Ljosnet
Mila offers Ljosnet connections to almost all urban households in the country.

The speed offered by Mila on Ljosnet is up to 50-100 Mb/s and it is possible to have up to
5 set-top boxes for TV service, and adequate speed for all household use.

Mila Ljosnet is based on what is called VDSL technology where fibre-optic is deployed to
the street cabinet and from there a copper line is used for the remaining metres.”

In Siminn’s answer, dated 25 September 2020, to the PTA question on whether there was any
difference in marketing, Internet service, depending on whether it was provided over copper
or fibre-optic, it was stated that Siminn had discontinued the policy of mentioning the
transport layer in marketing messages. On the other hand, they tried to upgrade customers
that were on copper and had the option of fibre-optic.
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The PTA considers there to be no question that a connection that had adequate speed for all
household use could exert competitive restraint on fibre-optic, even though the latter had
higher speed.

Pricing of Siminn and Vodafone is the same to end users, independent of whether the transport
layer is copper or fibre-optic. The retailers who do distinguish between them in price have a
pricing policy based on speed and one does not see a jump in price between copper
connections based on VDSL2 and fibre-optic connections.

General practice within the EEA 1is such that copper and fibre-optic connections are deemed
to belong to the same market. The PTA is not aware of any formal market analysis in force
in the EEA that has come to the conclusion that there is no substitutability between these
technical solutions. PTS in Sweden did however come to this conclusion in its draft market
analysis in 2019. Circumstances there are different from in Iceland, see discussion in Section
4.1.1 here below. It should however be noted that PTS retracted its draft market analysis at
the beginning of 2020 because of objections from the EU Commission related to the lack of
detailed geographic analysis. There is no decision in force in Europe, where the conclusion
has been reached that there is no substitutability between copper and fibre-optic. This practice
within the EEA is a strong indication that copper and fibre-optic local loops belong to the
same market. The PTA has acquainted itself with analyses in all EEA states and considers
that the general policy to be found there supports the PTA conclusion.

The PTA had access to the above specified information when making the preliminary draft
and one must consider this to be an adequate investigation, as it is in accordance with the
analytical work performed by the PTA in prior market analysis. It is therefore not correct that
the PTA had tried to use rules of proof as grounds rather than investigation.

In order to make concessions to the comments from stakeholders, particularly from the
Siminn Group, the PTA gathered further information on various issues which will be
discussed in the revised draft analysis (Appendix A) in this document, and in the following
sections of this document as appropriate. The information that was gathered did not change
the PTA assessment with respect to substitutability between copper and fibre-optic local
loops.

The PTA has seldom conducted consumer surveys in connection with market analysis and no
decision made by the Administration has been rescinded because of a lack of such a survey.
The conclusions of the consumer survey were among other things that the speed of the
connection was not the most important factor in consumer choice of Internet connection and
furthermore that a large proportion of consumers was prepared to switch from fibre-optic to
Ljosnet (VDSL) if the price of fibre-optic service increased by about 10%. The conclusions
from this survey will be discussed in more detail in the revised draft (Appendix A) and in
Appendix C, where there will be discussion on the conclusions of the additional consultation
opened by the PTA on 30 October 2020, as the PTA considers that the conclusions strongly
support the PTA assessment of substitutability that was presented in the preliminary draft.

One must keep in mind that what is called the SSNIP test, i.e., to investigate how consumers
react to a small but non-transitory price increase, has limitations and is only one method of
many for investigating substitutability. On this issue, reference is made, among other things
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to pages 6 and 7 in the EU Commission guidelines on market analysis and to pages 10-11 in
the explanatory note to the guidelines.

4.1 General

4.1.1 Market analysis according to the Recommendation and its Guidelines

Mila makes comments on paragraph 208 in the preliminary draft where the PTA notes that,
according to the EU Commission Guidelines on the relevant markets, analyses in the EEA
had not demonstrated a breach in the chain of substitution between broadband connections
over copper and fibre-optic and that it was therefore generally considered appropriate to
regard them as part of the same wholesale market.

Mila states that market circumstances in Iceland differ in many ways to those in EU countries.
Mila considers that there is no instance of such wide distribution of fibre networks as in
Iceland and furthermore that nowhere is such a high speed offered as in this country. Mila
considers therefore that the EU guidelines from 2014 do not sufficiently take into account
circumstances that pertain in Iceland. Mila pointed out that in the Swedish market analysis
from 2019, the PTS had come to the conclusion that broadband connections on copper and
fibre-optic were on different markets. The main reason had been a hypothetical monopolist
test, and a survey had been conducted among customers. The PTA had neither conducted an
SSNIP test in this country and nor had it conducted a survey for the market in this country.
Mila considers that this on its own suffices to invalidate this analysis.

The position of the PTA

It is true that distribution of fibre-optic is greater here in this country than in most EEA states.
This does however not change the fact that the characteristics of varying technical solutions
for Internet connections are comparable in all locations, as these are standard technologies.
Local circumstances can however have an impact on the quality of connections. There is
nothing to indicate that consumer needs are different in this country than in other EEA states,
and most technical solutions on offer here meet those needs. In this connection one can refer
among other things to the consumer survey commissioned by the PTA, subsequent to
consultation on the preliminary draft analysis.

With respect to the draft analysis in Sweden in 2019, one must keep in mind that the offer of
powerful connections over copper network in that country is much less than here. According
to the discussion on page 45 in the PTS analysis of Market 3a on copper network®, it is stated
that only 20% of users have access to VDSL. The average VDSL speed in Sweden is 27.5
Mb/s. The majority of users in Sweden thus only have the choice on the one hand of
connections over copper network with rather low speed and on the other hand, of fibre-optic
connections and cable connections with high speed. There is therefore much more reason to

6 Utkast till beslut om marknaden for lokalt tilltride till kopparnit enligt 8 kap. 5 och 6 §§, lagen (2003:389) om
elektronisk kommunikation, 2019-05-22 Dnr: 15-7200. https://pts.se/globalassets/startpage/dokument/icke-
legala-dokument/remisser/2019/telefoniinternet/3a3b/utkast-till-beslut_marknad-3a-koppar_dnr-15-

7200_190522.pdf
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consider there to be a breach in the chain of substitutability of Internet connections in Sweden
than in Iceland, as VDSL service is very widespread and much more variety in performance
of connections. For this reason, the PTA considers that referring to special circumstances in
Iceland rather supports the PTA conclusion on the existence of a chain of substitutability
between xDSL and fibre-optic solutions, than contradicts it.

4.1.2 Boundary between the wholesale market for access provided at a fixed location
and central access and wholesale market for high-quality access

GR says that there is a close connection between Market 3a and Market 4 with respect to
fibre-optic local loops/lines, as stated in the draft. Mila has also pointed to this fact, as can be
seen in the PTA Decision no. 24/2017. In the draft it is stated that the PTA considers now that
Ljoslina belongs to Market 3a and furthermore announced that price control obligations
would be imposed both on copper and fibre-optic connections on that market. GR is very
happy to hear this. In the opinion of the company, there was considerable overlap between
these two markets, and it was not feasible to separate them, particularly in the light of the fact
that up to this point in time there had been varying obligations on these two markets. It was
important that a company with SMP could not avoid obligations that had for example been
imposed on one market and not the other.

In the light of the fact that a case had arisen, where Mila had interpreted various decisions by
the PTA in another manner than the Administration itself, GR wish to point out that the PTA
discussion, to the effect that Ljoslina was now considered to be part of Market 3a and not
Market 4 (previously Market 6), could be found in Sections 10.2 and 11.2 on competition
problems in Markets 3a and 3b and that the description of obligations in Sections 10.7 and
11.6 might be clearer.

The position of the PTA

Mila made comments to the effect that Ljoslina were not part of the general access network
on Market 3a. The PTA took the location of this service for examination as a result of that
comment. After giving this consideration, the PTA came to the conclusion that Ljéslina did
not belong to Market 3a as they are generally deployed in the same investment projects as the
other public local loop network, that is deployed in the comprehensive network in Mila
fibre-optic rollout. They are still dependent on a special order and as appropriate, only
deployed against a share of start-up costs. The PTA therefore considers it appropriate that
they continue to belong to Market 6, i.e., terminating segments of leased lines and will in all
likelihood become part of Market 4 pursuant to the recommendation from 2016, and this
analysis is now being made by PTA. There will be further discussion on this later in this
document, and in the revised market analysis (Appendix A).

The PTA has furthermore decided not to apply an obligation for cost analysed prices on fibre-
optic local loops that are a part of Market 3a and to prescribe instead an ERT obligation. The
problem that GR considers could exist with respect to corporate connections, where a
company would try to avoid obligations by having an unclear distinction between product
offer on Markets 3a and 4, must be handled in another manner if it proves to exist. In this
connection one can monitor whether products that are to belong to Market 4 are in reality
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priced as such and furthermore the Competition Authority has the authority to take action in
the event of under-pricing of corporate connections.

Mila comments on paragraphs 215-218 in the preliminary draft, which discusses the
distinction between wholesale Markets 3a and 3b on the one hand and the wholesale market
for high-quality access (Market 4) on the other. There Mila says that it is not specified to
which market dark P2P fibre for high-quality connections belonged. Here there was only
discussion on connections that needed active equipment to provide service. The question,
which has not been answered, is whether the product Ljoslina was on M3a or M4. In other
countries, such a product was on M4, but the PTA apparently intended to have the product on
M3a, which was in contradiction to what other European countries had done. It was also
unclear where company connections should be located (xDSL/GPON+)

The position of the PTA

As stated here above, the PTA has reviewed its position on the location of Mila Ljéslina (P2P
fibre-optic for high-quality connections) on a service market. The PTA will explain this in
more detail in the revised draft analysis (Appendix A). With respect to corporate connections,
the PTA considers that it is stated in the preliminary draft that Markets 3a and 3b contain
procurements for standard mass-market-market service. If a company purchases such a
service which is configured with the needs of households in mind and which has no
characteristics above and beyond standard home connections, then the PTA considers that
procurements for such service are on Markets 3a and 3b. In the same way, various mass-
market solutions that are aimed at the corporate market are part of Markets 3a and 3b. If on
the other hand there are connections with increased quality and/or additional service items,
then their wholesale level belongs normally to Market 6, according to the older
recommendation and Market 4 according to the ESA recommendation from 2016.

4.2 Assessment of various access technology for the wholesale market
for local access (M3a)

4.2.1 Copper network

Vodafone refers to paragraph 221 where there is discussion on the Mila copper system and
specifically agrees with physical and passive access to the copper network belonging to
Market 3a. Vodafone has repeatedly requested prices for VULA from Mila and has not
received them.

The position of the PTA

This comment supports the PTA definition of Market 3a. The PTA received the information
from Mila that there was no demand for this product. In the PTA Decision no. 6/2017, prices
for VULA were decided. In national consultation, parameters for calculation of VULA tariff
were among other things published in order that stakeholders could comment on individual
parts of those calculations and the parameters on which they were based. Vodafone made no
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comments on the draft decision. The PTA encourages Vodafone to send comments to the
Administration if the company’s access to the service is denied.

It will be specifically examined in the review of the Mila wholesale tariff for the relevant
market, whether a requirement would be made for a new cost analysis of Mila VULA service.

4.2.2 Fibre-optic network

Vodafone refers to paragraph 222 which discusses the Mila fibre-optic network in connection
with assessment of varying access technologies with respect to Market 3a and considers that
this further opens possibilities that Mila be obliged to provide local loop lease in its point-to-
point fibre-optic networks. Then it would be possible to develop fibre-optic services to
households from node points, similar to what was possible with copper and to create more
competition and freedom.

With respect to paragraph 223 in the preliminary draft, where there was discussion on the GR
fibre-optic network in connection with assessment of varying access technology on Market
3a, Vodafone considered that this opened further possibilities to oblige GR to provide local
loop lease in its point-to-point fibre-optic networks and then it would be possible to develop
fibre-optic services to households from node points, similar to what was possible with copper
and create more competition and freedom.

The position of the PTA

With respect to the revised PTA position on Mila Ljosnet, see discussion here above, Mila
will not be obliged to mass produce P2P connections for the household market. Access to
such local loops was now bound by obligations on Market 6 and will be reviewed in the
analysis now being conducted on Market 4 for high quality connections, pursuant to the ESA
recommendation on the relevant markets from 2016.

The PTA has not imposed access obligations on GR as this is generally not authorised unless
a company has been designated as having SMP. Neither the PTA preliminary draft market
analysis of Markets 3a and 3b, nor the updated preliminary draft (Appendix A) does allow
for GR having SMP, so the PTA does not have the authority to impose obligations on GR.

Mila also commented on the above specified paragraph 222 in the preliminary draft where it
is said that GPON access is on Market 3a. After making a query to the PTA it had come to
light that this was an error. Properly, it was that the PTA considered that fibre-optic with PON
architecture belonged in M3a.

The position of the PTA
The PTA confirms that this was a mistake and will be corrected in the revised analysis.

Mila comments on paragraph 224 in the preliminary draft where there is discussion on fibre
optic networks of smaller parties in connection with assessment of varying access
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technologies with respect to Market 3a. Discussion on the Snerpa network is lacking there.
That was the largest fibre-optic network in the West Fjords and would, during the lifetime of
the analysis, become the only local loop network in a number of areas in the West Fjords.

The position of the PTA

The PTA has gathered further information on Snerpa operations which will be discussed in
the revised analysis (Appendix A). The PTA considers that this information makes no
difference to the PTA conclusions.

It is stated in information from Snerpa that the company’s distribution of FTTH local loops
had reached 1066 spaces in [safjardarbzr, Bolungarvik and in Talknafjardarhreppur on
1 October 2020. It is expected that they will increase by about [...] per annum throughout the
lifetime of the analysis and will be about [...] at the end of 2023. Active connections on the
network were 496 which makes the usage 46%. A draft agreement between Snerpa and Mila
on the Mila purchase of access to dark fibre on the Snerpa FTTH network was ready in
October 2020 but had not been signed. It was clear that the size of this fibre-optic network is
rather small when compared with the size of the networks of Mila and GR, and even tiny
when compared with the Mila local loop network nationwide through copper and fibre-optic.

4.2.3 Wireless network

Mila comments on paragraph 227- 229 in the preliminary draft where there is discussion on
wireless networks in connection with assessment of varying access technologies with respect
to Market 3a. Mila did not consider it sufficient to only take account of how consumers
perceived a service today when making a projection of how the market would develop during
the lifetime of the analysis. Actions of individual electronic communications companies could
have a significant impact on how the market behaves in the future, as Nova, which was the
third largest electronic communications company in the country, clearly perceived mobile
network service as a substitute product for fixed line. It could be clearly seen from their
service offer, see e.g., the fact that the company offers mobile phone network solutions to
households rather than Mila’s VDSL service. The PTA asserted that technically, local loops
on mobile phone networks were not possible. Mila could not see what this impossibility was,
as there were technical solutions available today that used mobile network service to offer a
fixed Internet connection. Miller therefore consider this assertion to be wrong and that such
systems were substitutes for local loops. The systems were certainly shared, but PON systems
were also shared. NKOM imposed an obligation on Telenor to sell wholesale access to such
“local loops” to other electronic communications companies. Mila considered this PTA
conclusion to be wrong.

The position of the PTA

With respect to substitutability between wireless solutions and fixed local loops, reference is
made to the detailed discussion on substitutability at the retail level in Section 3.2.4. The PTA
considers it clear that the same does not apply to wholesale level. With respect to the
possibility of wholesale service through a mobile network, the PTA can accept a change of
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wording such that local loop lease on mobile networks is “problematic to implement” rather
than saying that it is impossible. The PTA has however not seen examples that local loop
lease is offered on mobile networks. In the NKOM referenced by Mila, an access obligation
is imposed on Telenor on Market 3b, which is for central access and not local loop lease.
NKOM accepted that it was difficult to provide MVNO access in transmitters and therefore
limited the access obligation to central access. The Telenor wireless system in question is
only operated in areas where Telenor has stopped operating a copper system and the wireless
system is therefore not competing with a fixed line network which means that this operation
provides few indications of the substitutability capacity of the service.

GR states that in the analysis the assertion is made that neither companies nor consumers
consider broadband data transfer service on mobile networks to be a substitute service for
general broadband access on fixed line networks and it is unlikely that this will be the case
during the lifetime of this analysis. It was stated that the PTA would pay close attention to
this with the entry of 5G and would review the analysis at an earlier date than usual, should
the Administration consider this to be necessary. GR agreed that it was important that the
Administration did this. One electronic communications company has already announced that
5G service to households would commence in July 2020 in the Westman Islands. At the same
time, the municipality in question had requested expressions of interest from electronic
communications companies in deploying fibre-optic to households, but no conclusion had
been reached in this case.

GR considered it important that the Administration closely monitored progress in the
Westman Islands, as this development could reveal whether 5G was in fact a substitute service
or not.

As is stated in the market analysis, the Mila market dominance position, was among other
things in the company’s ownership and broad service offer that covered the whole country.
Mila competitors did not among other things, have their own mobile networks and their ability
to compete on the market was limited in this respect should it come to light that 5G mobile
network service proved to be a substitute service for fixed line networks. GR agrees with the
conclusion of the draft that progress in 5G service should be closely monitored.

The position of the PTA

With respect to substitutability between wireless solutions and fixed local loops, reference is
made to the detailed discussion on substitutability at the retail level in Section 3.2.4. The GR
comment does not call for changes to the PTA analysis, as they are only emphasising what
was stated in the preliminary draft to the effect that the PTA would closely monitor
development of 5G service with potential future substitutability in mind.

4.2.4 Conclusion regarding definition of Market 3a

Mila commented on paragraph 232 in the preliminary draft which discusses the PFS
conclusion with respect to definition of Market 3a. Mila considered that there was no chain
of substitution between copper and fibre-optic. In larger areas, the chain was from ISDN or
ADSL to fibre-optic and cannot be part of that definition. Circumstances vary greatly by
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region, and this had to be taken into account. It was established that on Market 3a, Mila would
have no infrastructure in large areas during the lifetime of the analysis.

The position of the PTA

The majority of consumers in the country have access to more types of connection than Mila
lists in its comments. The PTA, after careful scrutiny, has come to the conclusion that it is
not appropriate to segment the country into geographic markets. One must therefore take into
account the status in offer of technical solutions as a whole, and the overall situation is that
there is a normal and incremental increase in performance of the connections on offer. There
is no further elaboration of the meaning of the Mila assertion that it will have no infrastructure
in large areas, but the PTA feels that nothing has been said to indicate that Mila will
decommission its infrastructure without having acquired a new infrastructure, except possibly
in very sparsely populated areas, that do not have an impact on the overall evaluation. This
comment does not alter the PTA assessment with respect to the existence of a chain of
substitution.

Vodafone also referred to the above specified paragraph 232 and specifically expressed its
agreement with the PTA definition of Market 3a and considered it to be an improvement on
the market that all connections over fibre-optic and copper networks that fulfilled the
conditions that 1) access was local and not central, 2) the lessee can choose which service he
provides and that had guaranteed performance and 3) the lessee had full control of the
connection, belonged to the market.

Vodafone noted that the dominant market position of the Siminn Group as a whole on the
electronic communications market strongly supported that both the Mila copper and fibre-
optic connections belong to Market 3a and that obligations should be imposed on Mila for the
company’s fibre-optic system. There had been complete substitutability at Siminn between
copper and fibre, and Siminn customers were often moved between copper and fibre without
knowledge or prior written agreement.

Vodafone also agreed with the definition in paragraph 233 i.e., that Market 3a should be
deemed local loop lease on copper local loops, both full access and shared, and local loop
lease on fibre-optic local loops, regardless of whether the topology is PON or P2P.

The position of the PTA

The Vodafone comment supports the PTA market analysis. It should however be noted that
in the revised draft, the PTA does not intend to include Mila Ljésnet in Market 3a, as these
are P2P lines that are deployed specially with the needs of corporate users in mind and belong
to Market 6, i.e. terminating segments of leased lines, pursuant to the analysis now in force
on that market and they will probably belong to the new Market 4 for high quality connections
in the future, and the PTA has commenced work on analysing this market.
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4.2.5 Local access on offer in this country

Vodafone refers to paragraph 234 which discusses Mila local loop leasing and wishes to point
out that Mila often used the excuse that supplies had run out if Vodafone tried to get fibre-
optic from a node point into a residential property. There was also the fact that the local loop
price was higher in the case of PON.

In connection with paragraph 236, Vodafone asks when the starting point in time was when
reference is made to 0-5 years and 5-7 years, with respect to plans for decommissioning of
the Mila copper system.

In connection with paragraph 239, Vodafone emphasised that Mila had optical splitters in
telephone exchanges at many locations instead of offering a local loop on a whole continuous
optical fibre from the distribution frame to the point of usage, i.e., with P2P architecture,
which clearly curtailed the independence of electronic communications companies in their
service offer.

With respect to paragraph 240, Vodafone noted that Mila had refused to deliver Ljosnet to
households, but rather forced purchase of PON.

In connection with paragraph 242, Vodafone noted that Mila had refused to give a price for
VULA access.

With respect to paragraph 243, Vodafone says that it is not entirely correct that there had been
no interest in the VULA solution. Prices and a presentation had been requested, but little
happened. Vodafone had e.g., not known that PON was included there. Vodafone therefore
asks how interconnection with Mila was structured.

Then Vodafone says, in connection with paragraph 245 that GR should offer a solution such
that it would be possible to purchase a passive local loop from the node point into the home.

With respect to paragraph 248, Vodafone said that municipalities’ tariffs varied. Many of
them priced local loops as though they were fibre-optic between telephone exchanges, i.e.,
passive fibre-optic but with the same service as to homes. This was not tenable as these were
state supported networks. It was a normal demand that a company like Vodafone could
purchase connections into rural networks at the same prices as households on the rural
networks. This was precisely the same topology in a facility as in a home. Vodafone therefore
requested that general obligations be imposed with respect to this on Market 3a.

The position of the PTA

The PTA considers that obligations on access must mainly be related to Mila network
topology. This means that Mila will not be obliged to provide general access to homes through
P2P lines when the Mila public local loop network is based on PON topology. If, Mila is on
the other hand, an operator of a network in the countryside where the topology is P2P
connections to homes, then Mila is obliged to provide access to such local loops.

With regards to decommissioning the copper system, the timeframes were based on the time
when information was given when preparing the analysis. The information was received in
March 2020. In the autumn of 2020, Mila formally notified electronic communications
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companies and the PTA about these plans. As stated in the analysis, this projection is
presented with a reservation on uncertain factors.

The PTA reiterates that it is not possible to impose obligations on parties like GR, which have
not been designated as having SMP.

As has previously been stated the PTA received the information from Mila that there was no
demand for access to VULA. In the PTA Decision no. 6/2017, prices for VULA were decided.
As previously stated, the PTA will reassess the need for a revision of the VULA tariff if
considered necessary.

With respect to pricing of access to state-supported networks, such access is subject to rather
different criteria than those that apply to other Mila access networks. The PTA does not have
the authority to decide unilaterally the price for state-supported local loops owned by
municipalities or by other parties that have not been designated as having SMP. If the PTA
receives notifications that a specific municipality is collecting prices that are not in
accordance with state support rules, the Administration will examine such notifications and
try to adjust the pricing.

Mila comments on paragraphs 235, 236 and 238 in the preliminary draft, which discuss Mila
local loop lease. Mila states that about 58% of mass-market Internet connections in Iceland
are over fibre-optic. This number applied in mid-2019 and since then about 5-10% have been
added to the number and even more will be added during the lifetime of the analysis according
to Mila. Mila points out that the behaviour of consumers indicated that VDSL was not a
substitute for 1000 Mb/s fibre-optic connections. Mila considered it perfectly clear that the
chain of substitution is broken in this instance, as the behaviour of parties to the market and
of consumers strongly indicated this.

Mila pointed out that pursuant to the Mila plans for decommissioning, copper would be
decommissioned to about 60-70% of households and companies in the country during the
next 5 years. Mila rejected that the PTA should come to the conclusion that these plans did
not need to be taken into consideration in this market analysis. Mila considered it perfectly
clear that the impact of decommissioning copper would have a significant effect on the market
and on market conditions during the lifetime of the analysis. It was established that Mila
would at many locations not own any local loops, only decommissioned copper local loops.
Mila considered that the PTA should assess and take into account the impact of this on the
market status during the lifetime of the analysis.

The position of the PTA

The PTA has gathered the newest information on the number of connections of each type.
Further information will be provided on those numbers in the revised analysis (Appendix A)
and a projection made for the coming years. The PTA considers that the newest figures do
not give reason for amendments to the conclusions of the analysis.

Mila has sent a rough plan of decommissioning the company’s copper system to the PTA.
The plan is submitted with reservations and it depends to a considerable extent on the level
of success achieved in increasing fibre-optic connections, among other things in areas where
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the number of users is small and, where there is uncertainty about expectations of profits from
investments. With respect to imponderables, one may estimate that decommissioning the
copper system could take longer than the projection states, and that there is little likelihood
that it will take a shorter period of time. In any event, the PTA still assumes a three-year
period of validity for the analysis, despite the fact that there have been delays in the
implementation of this analysis. The PTA considers that because of considerable
development on these markets currently taking place, it is not justifiable to allow more than
3 years to pass before the next analysis. If there are very significant changes to the markets
within this period, the PTA will immediately commence a review of the analysis. For this
reason, the PTA stands by the conclusion that decommissioning of the copper system will not
have a significant impact on the conclusions of the analysis during its period of validity.

Mila objected to Ljosnet to companies being on the same market as fibre-optic local loops,
as they were not comparable products. Fibre-optic rollout as such is directed first and
foremost at households and the building of a comprehensive network in larger areas, while
Ljosnet for companies was provided according to special orders and as appropriate against a
share of start-up costs. Nor was pricing comparable between these two products. Both costs
and lease prices for Ljosnet were, in the light of the specialised nature of the product,
considerably higher than for fibre-optic local loops. Ljosnet were, as previously stated,
deployed by order and quality requirements were considerably more than for fibre-optic local
loops on the Mila PON system. There were also quite different grounds for these investments
than for deploying fibre-optic to households, which was explained among other things by
higher lease prices. As Ljosnet in mobile phone transmitters and Ljésnet to companies were
absolutely comparable products, and as costs were booked to the same accounts in the Mila
bookkeeping system, these Ljosnet needed to belong to the same market. Ljosnet to
companies and to mobile phone transmitters were however not underlying service for Market
3b, as generally applied to products that were categorised under Market 3a. These were
end-to-end fibre-optic but did not rely on the Mila PON system. Bitstream access was not
provided to this fibre-optic, but it was rather that the customer himself, installed his own
equipment on the fibre-optic and had complete control over the data transfer speed he wished
to achieve over the fibre-optic. It was therefore most logical for Ljosnet to be defined on
Market 4, or as a separate market.

Mila Furthermore stated that the EU Commission had proposed that Ljosnet to mobile phone
transmitters should belong to Market 4 rather than to a separate market (there was no mention
of the possibility of having these Ljosnet belong to Market 3a). Mila pointed out that Ljosnet
to companies and to mobile phone transmitters were comparable products within the Capital
City Area. Mila also pointed out that in Denmark, the same service product was offered, i.e.,
fibre-optic which was deployed separately to companies and to electronic communications
locations against a civil works charge and a special monthly charge.

The position of the PTA
As stated here above, the PTA plans to take this Mila comment into account and designate
P2P Ljosnet to companies as not belonging to Market 3a.
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Mila made comments in an appendix to paragraphs 244-245 in the preliminary analysis,
where the GR fibre-optic network was described. Mila stated that there was a very brief
discussion on the GR service territory and product offer in two paragraphs. The company had
about 50% market share in its service territory, which covers the south-west corner of the
country, which was the area where most of the country’s households were located. Mila
considered it to be absolutely clear that the PTA had thus not adequately examined the impact
that competitive pressure from GR had on Mila, or how the development of GR market share
would transpire over the lifetime of the analysis. GR offered to lease local loops to companies.
It was incorrect to assert otherwise, as Mila and GR have for example taken part in a number
of calls for tenders where this was a requirement.

The position of the PTA

The PTA points out that there is discussion on GR operations in a number of places in the
analysis and that this is therefore not the only discussion on the company. In this instance,
only the GR service offer in wholesale is being discussed. As that offer is not as varied as the
Mila offer, it is normal that this Section is shorter than an analogous Section on Mila. GR
does not offer public access to local loops to households. Although the company has taken
part in a number of calls for tenders where local loops of some type were part of the call for
tenders, such product offer is not a part of mass-market access service to households, but
rather in all likelihood, connections that belong to Market 6 (Terminating segments of leased
lines). As the PTA had agreed not to designate P2P Ljosnet to companies as part of Market
3a, these connections will not be discussed further here. The PTA therefore considers that GR
does not conduct external sales on Market 3a.

Mila made comments on paragraph 246 in the preliminary analysis, where there is discussion
on the Tengir fibre-optic network. In the opinion Mila, information was lacking to the effect
that Tengir also provided service in Nordurping, in Langanesbyggd, Skutustadahreppur and
according to Mila information also in Fljotsdalshreppur.

The position of the PTA

The PTA has gathered more detailed information about the Tengir distribution area, homes
passed, number of connections in use and future plans, and will revise the analysis to the
extent necessary. Among other things, the PTA will update the picture of Tengir's distribution
area in section 6.3 in the updated preliminary draft (Appendix A). The PTA considers this
addition to the distribution listed in the preliminary analysis not to be of such a size that it
would have an impact on the conclusions of the analysis.

Mila made comments on paragraph 248 where there is discussion on smaller local fibre-optic
networks. In the opinion of Mila, discussion was lacking on Snerpa, which offered fibre-optic
service to more than 1000 households in the West Fjords.
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The position of the PTA

The PTA has gathered more detailed information on the Snerpa network and services and will
revise the analysis as necessary. The PTA considers that this information does not have an
impact on the conclusions of the analysis.

4.3 Assessment of various access technology for the wholesale market
for local access (M3b)

4.3.1 Cable system for TV

Mila comments on paragraph 253 (Section 4.3.2) where there is discussion on cable systems.
There was no information to be found there on Kapalvaeding, which was a network operator
at Reykjanes, and which had both cable and fibre-optic systems, which were used for the
company’s data transfer service. According to Mila information, some thousands of Internet
connections were on these systems.

The position of the PTA

In Section 4.3.2 there is discussion of a cable system in Reykjanesbar and that is the
Kapalvading system. The discussion is based on information that the PTA received about the
system at the time that the preliminary analysis was made. Subsequent to the comments from
Mila and Siminn, the PTA gathered further information from Kapalvading. It came to light
that the connections in use in the cable system are fewer than the PTA had allowed for in the
preliminary analysis, i.e., only [...] on the cable system in question at the end of 2020, and
there is nothing that indicates that the cable system had such an impact on the status in the
relevant wholesale and retail markets that designating it as belonging to the relevant markets
would have any significance. The system reaches [...] spaces and the usage is only [...]%.
Wholesale access to the system has not been provided as parties to the market have not
requested such access. Kapalvading has no plans to enlarge the system and has instead made
an agreement with GR on access to the GR fibre-optic system and will therefore provide retail
service over the whole GR operational territory. The PTA will revise the text of the section
and give a more detailed description of the status of the Kapalvading cable system. The
customers of Kapalvading in internet access over cable are included in the relevant retail
market and are counted when retail shares in the municipality is calculated.

4.3.2 Internal sales

Vodafone pointed out, in connection with paragraph 258, which relates to internal sales on
Market 3b, that Siminn did not only operate at retail level, but also at wholesale level.

The position of the PTA
The PTA will mention that Siminn operates to some extent at wholesale level. Siminn,
however, does not sell service that belongs to Markets 3a and 3b. Also, a part of Siminn's
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operations was transferred to Mila at the beginning of 2021, among other things the mobile
phone distribution system and the IP-MPLS system.

4.3.3 Conclusion regarding definition of Market 3b

Nova refers to paragraph 259 where there is discussion on the PTA conclusion with respect
to definition of Market 3b and voiced its agreement with the PTA on definition of the relevant
wholesale market and particularly on there being a chain of substitution between varying
solutions on copper and fibre-optic on the retail market and that taking this into account one
had to conclude that a chain of substitutability also existed in the relevant wholesale Markets
3a and 3b.

The position of the PTA
The Nova comment supports the PTA conclusions.

4.3.4 Central access on offer in this country

Nova referred to paragraph 264 where there is a discussion on Access Options 1-3 with Mila.
Nova considers that arguments are lacking for public Internet service being part of access
service instead of being defined separately as IPTV and VolIP service.

The position of the PTA

Mila presents its tariff for bitstream transfer such that the product bought is transport through
a virtual network that carries public Internet. Access to virtual networks for transport of IPTV
and VolIP is sold as an addition to the transport for the public Internet service. In this manner,
the retailer cannot provide consumers with IPTV or VolP service unless by also paying for
Internet transport, if the consumer does not have an activated Internet service. One can
consider it likely that such an arrangement could strengthen the position of those retailers that
can offer households all 3 services in the same package. This can particularly apply when
retail competition appears increasingly to develop in such a manner that consumers are
directed to bundles.

Although Mila is subject to obligations on access, non-discrimination, and price control, the
PTA has in general not intervened in how the company structures its product offer and does
not intend to do that now.

Vodafone states in connection with paragraph 260 in the preliminary draft, where there is
discussion on central access on offer from Mila, that Mila also offers e.g., 500 Mb/s on
GPON.

With respect to paragraph 262, which discusses Access Option 2, Vodafone pointed out that
the company purchased A2 from Mila which means that the PTA assertion that wholesale
purchases did not use that option is incorrect.
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In connection with paragraph 263, where there is discussion on Access Option 3, Vodafone
pointed out that it had been extremely impractical that in order to use A3, service had to be
purchased both from Siminn and Mila.

With respect to paragraph 264, Vodafone referred to the text of that paragraph where it was
stated that Access Options 1, 2 and 3 were connections in the access network for Mila
bitstream service for central access with a fixed connection for mass-market products over
copper and fibre-optic networks of that company. Access Option 2 was on offer where MPLS-
TP connections were in situ. With the above specified Access Options through ADSL and
VDSL solutions on Mila copper networks and GPON and solutions in fibre-optic networks
there were generally three virtual networks on offer to households. One virtual network for
each service; general ISP service, IPTV distribution system (though not through Access
Option 3) and voice telephony with IP transmission, VoIP. Vodafone was curious to know
whether the PTA had investigated whether Siminn was purchasing this service over A3 and
if not, how was this differentiated and charged for within the Group. In this way, Siminn
always had an advantage in the opinion of Vodafone. Vodafone had furthermore heard that
Siminn was using some form of 4th virtual network.

With respect to paragraph 269, where there was discussion on local small rural networks, it
was stated by Vodafone that municipalities’ tariffs varied. Many of them priced local loops
as if they were fibre-optic between telephone exchanges, i.e., passive fibre-optic but with the
same service as to homes. This was not tenable as these were state supported networks. It was
a normal demand that a company like Vodafone could purchase connections into rural
networks at the same prices as households on the rural networks. It was precisely the same
topology in a facility as in a home. Vodafone therefore requested that general obligations be
imposed with respect to this on Market 3a and 3b.

The position of the PTA
The PTA will correct the errors that have been indicated when making the final version of the
revised analysis (Appendix A), but this has no impact on the conclusions.

With respect to Access Option 3 and the Vodafone comment that parties requesting access
needed to purchase both from Siminn and Mila, the PTA points out that in the beginning of
2021 the IP-MPLS system was transferred from Siminn to Mila. When this happens, all
transactions with those requesting access will only go through Mila.

With respect to transactions between Mila and Siminn, the PTA will react to this comment
and investigate whether the obligation for non-discrimination is complied with in this respect.

With respect to state-supported networks, reference is made to discussion on the same
comment from Vodafone in Section 4.2.5.

Mila made comments on paragraph 264 in the preliminary draft, where there is discussion on
Mila Access Options 1-3. There it is stated that IPTV was not on offer on A3. This is not
entirely true because the reference offer had been made but the tariff had not been submitted
by Mila nor endorsed by the PTA. The reason for this was that the PTA considered there not
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to be a demand in place that justified the work that this entailed. The Administration therefore
decided that such analysis would first take place if a request came for the service.

The position of the PTA

The PTA will provide more detailed discussion on the status of this case in the final text of
the analysis. This nevertheless has no impact on the Administration's assessment with respect
to definition and delineation of service markets.

Mila made comments in an appendix on paragraph 266 in the preliminary draft, on Mila plans
for decommissioning the copper system over the next 10 years. Mila disagreed that the impact
of Mila plans for decommissioning the copper system would have little impact on
developments during the lifetime of the analysis. Mila pointed out that the Administration
had not presented any data to support this assessment and it appeared thus to be an arbitrary
decision.

The PTA had made a decision on definition of markets corresponding to current markets, in
2007 and again in 2014. Six years had now passed since the last analysis and it was unclear
when a final decision would be published. The lifetime of the analysis was therefore at least
about 6-7 years. According to the current rules on market analysis, an analysis should have
been conducted at three-year intervals, but when one considers the execution of market
analysis up to this point in time, it was clear the PTA would far exceed the timeframe before
a new market analysis was endorsed. A bill for the new Electronic Communications Act
allowed for market analysis being conducted at 5-year intervals, so Mila considered there to
be little likelihood that a new analysis would come after 2-3 years as appears to be allowed
for in this draft. During the coming 5-7 years, there would be extensive changes with respect
to the copper system and Mila had plans for decommissioning 60-70% of its copper local
loops during the coming 5 years.

Mila considered it extremely important that the PTA took this into account in the market
analysis, as it was clear that with these changes, there would not be direct transfer from copper
over to Mila fibre-optic, but the transfer would rather have an impact on the wholesale market
as a whole. Mila also pointed out that about 15,000-20,000 local loops did not have data
transfer and it was therefore likely that these local loops would disappear entirely (i.e. not
transfer to another system), which would have a significant impact on Mila market share on
M3a. These local loops would disappear during the next 1-2 years if the plans for
decommissioning PSTN were realised.

Mila considered it therefore necessary that the PTA made a realistic assessment of
decommissioning plans with an analysis and a projection of market development as was one
of the fundamental issues when NRAs conducted market analyses such as this one. Mila
considered it clear that such an analysis would demonstrate that the impact would be
significant during the lifetime of the analysis.

The position of the PTA
The PTA has aimed at reviewing market analyses at 3 yearly intervals as is recommended in
the EEA regulatory framework currently in force. Specific circumstances have led to delays
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on this particular analysis, but in the future, the objective shall be that market analyses will
be reviewed at intervals that are generally expected, pursuant to the rules in force in each
instance. The PTA has taken measures in its operations to support this. If the bill for the new
Electronic Communications Act now in place is passed, the general maximum period between
analyses will be 5 years. It will nevertheless be authorised to conduct analyses at shorter
intervals, and this can happen if circumstances on markets change significantly. There are
also provisions in the bill for it being possible to amend obligations in specific instances
without the entire market analysis being repeated. The PTA therefore considers it not correct
to expect such a long time between analyses in the coming years, as maintained by Mila.
Should there be a significant change on the relevant markets, the PTA will commence a new
analysis without delay.

With respect to the Mila plan for decommissioning of the copper network, which is discussed
in a number of places in this document, one can say that the plan is rather rough with little
breakdown and in addition has a reservation that a variety of factors can have an impact on
the plan. It is likely that Mila will not decommission the copper local loops in specific areas
unless it has a widely distributed fibre-optic local loop network in the relevant areas, except
possibly in the case of very sparsely and little populated areas, which will not have an impact
on the overall assessment. Mila has among other things been installing with state aid,
purchasing or ensuring long term control over local fibre-optic networks owned by
municipalities that have been developed in recent years in collection with the project Iceland
Digital Connected. The PTA expects this development to continue during the lifetime of the
analysis. Mila has furthermore conducted substantial fibre-optic network rollout in the
operational territories of GR and Tengir, which indicates that Mila intends to complete fibre-
optic rollout in these areas, at least in the largest part of them. The PTA considers that during
the next 3 years there will still be a significant number of copper local loops in use and at
those locations where their use has been discontinued, the Siminn Group will have fibre-optic
local loops to enable transfer of its customers in the great majority of instances.
Decommissioning of the copper local loop system is therefore not likely to radically change
circumstances on the market during the period of validity of this analysis.

Mila made comments on paragraph 268 in the preliminary draft, where there is discussion on
the Tengir fibre-optic network. Mila pointed out that a large part of the Tengir network had
been developed with the participation of municipalities, at least in all of the company’s
networks outside Akureyri and Husavik.

The position of the PTA

The PTA does not see how the involvement of municipalities matters at this point in the
analysis as the discussion simply concerns service offer. Information on the Tengir
distribution territory will be revised but will not have an impact on the conclusions. It should
be noted that Mila has been the most assiduous of all infrastructure companies in deploying
these country networks with state aid, purchasing them or ensuring long term control of them.
The PTA expects this development to continue during the lifetime of the analysis. In addition
to this, Mila has access to Tengir dark fibre and extensively offers its bitstream service
through the Tengir network. Mila is in fact a much larger player than Tengir in offer of
bitstream service through the Tengir network than Tengir itself.
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Mila made comments on paragraph 270 where there is discussion on the small local networks.
Mila says that Tengir has also purchased smaller networks such as in Skttustadahreppur.

The position of the PTA

Information on the Tengir distribution territory will be revised but will not have an impact on
the conclusions this analysis. The PTA reiterates that Mila has been the most assiduous of all
infrastructure companies in such purchasing or installing these local networks with state aid.
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5 General on definitions of geographic markets

The Competition Authority (the CA) considers the PTA approach to definition of the
relevant retail and wholesale markets to be logical, i.e., that circumstances at retail level and
how Mila customers (e.g., Siminn) organised their product development and retail operations
vis-a-vis end users (consumers), could be an indication of demand-side substitutability and a
business pattern that should be considered when defining a geographical market.

The above discussion from the Competition Authority on line charges in the section on
definition of service markets, and on other aspects of operations and business patterns of
service providers at retail level, could have an impact on the definition of geographic market
for the relevant electronic communications services. It seemed that service providers at retail
level, when doing business with Mila at wholesale level, do not make any distinction between
Internet service and local loop access on the basis of the location in the country where these
goods are sold. In this way seems that promotion, tariff and other business terms, e.g., of
Siminn, for Internet service on the one hand and Siminn line charge on the other, are the same
regardless of where the end-user was located in the country.

In addition to this, the CA considered there to be indications that competition was
significantly limited in retail for local loop access when one considered the fact that there had
been little or no price competition in line or access charges in recent years.

The above specified aspects supported the CA assessment that the PTA preliminary
conclusion in the draft market analysis that there was no reason to define more than one
geographic market in this country, see paragraph 593 in the preliminary draft and the detailed
Appendix A1, Discussion on market analyses in Europe with respect to geographic definition
of markets.

The position of the PTA

In the opinion of the PTA the above specified CA comment supported the conclusion of the
PTA preliminary assessment that the relevant markets need not be segmented geographically
in this country.

GR agrees with the PTA that the country is one market, both at retail level and in the
wholesale markets in question.

GR wished to correct the misunderstanding that could be understood from paragraph 872,
where it was stated that the company’s plans did not provide for development across the
whole country. It is true that there is no provision in the GR plans for civil works to deploy
fibre-optic to the whole country, but the company has continuously examined new
opportunities to deploy fibre-optic, particularly in parallel to other civil works, on commercial
feasibility grounds. The GR market territory was thus the whole country and opportunities
were being examined to increase fibre-optic connections to households, among other things
in order to support the government goal of fibre-optic roll-out across the whole country. A
good example of increased GR distribution was the deployment of fibre-optic in Arborg and
Reykjanesbaer, which is currently being implemented. It was stated in the draft that the GR
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market territory was mostly limited to the OR service territory, and that development had
partly been in step with the maintenance or renewal of other ducts and conduits. GR pointed
out that the GR service area had first and foremost been developed around the GR backbone
network, which had been developed since 1999. In parallel to the expansion of the GR
backbone network GR to West Iceland, South Iceland and Sudurnes, the GR service area had
expanded beyond the Capital City Area.

In Arborg GR had had backbone lines through the municipality that it had been possible to
utilise to make connections and in Reykjanesbar GR had been able to deploy backbone lines
on the basis that commercial feasibility had provided grounds for making the investment.
What has prevented GR from embarking on further development at many locations across the
country was the fact that access to backbone lines, such as the NATO fibre-optic line, had
been too expensive for GR. A basic prerequisite for GR fibre-optic rollout in municipalities
in the countryside, was that it had to be possible to provide a backbone line into the
municipality in an economic manner, so that GR could provide service at the location in
question. With increased civil works and new legal provisions for economies in deployment
of high-speed electronic communications networks, it was foreseeable that GR could
increasingly connect municipalities in the countryside and the company looks positively at
the opportunities that this will offer.

The position of the PTA

The PTA considers that the above specified comments support the PTA conclusion that the
country is one market, on the relevant wholesale markets and corresponding retail markets
and that it will be so for the lifetime of the analysis. GR regards the whole country as its
operational territory, though the company's fibre-optic network does not cover the whole
country today. If the company were to acquire access to the NATO fibre-optic which lies
around the whole country, or to other backbone connections in the countryside, one can expect
the company’s service area to expand beyond its current deployment in the coming years,
even during the lifetime of this analysis. The government is currently preparing a call for
tenders for threads in the NATO cable in question, and the PTA expects a conclusion to be
reached on this late in 2021. At the end of February 2021, a working group of the Minister
for Foreign Affairs and Development Cooperation submitted a statement and a report,
proposing the formal preparation of a tender for two of NATO's three fibre threads, in the
interests of telecommunications market, national security and defence interests. The options
would be, on the one hand, to rent two threads to two parties with a reservation for some kind
of mutual access or sharing of the threads, and on the other hand to rent two threads /pairs to
one wholesaler. Since 2010, Vodafone has had a 10 year lease on one thread in the NATO
cable in question, which runs around the country, but that agreement has twice been
temporarily extended for one year, now until late spring 2022.

In addition to deploying its own fibre-optic network, GR has expressed its interest in
connecting to other fibre-optic networks, e.g., the Tengir network and rural networks, and
with this the company’s operational area would increase significantly on Market 3b though it
would remain the same on Market 3a.

GR notes that a prerequisite for the company being able to commence deployment of
fibre-optic networks in municipalities in the countryside was economic access to trunk line
lease. This analysis does not cover such networks, but this market will be analysed separately
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(Market 14/2004) and that analysis has commenced. One can expect this analysis to be
completed in 2022.

The PTA will correct the text in paragraph 872 in the preliminary draft, such that the GR
market area becomes the whole country, and elsewhere in the analysis where this may be
mentioned. The PTA considers, however, there to be little likelihood that the company will
have a fibre-optic network that covers the whole country during the lifetime of this analysis,
though the company appears to have this as a long-term objective.

Tengir says that it has no comments to make with respect to geographic definition of the
wholesale markets in question and to the PTA conclusions on this, including that there is no
reason to segment geographic markets in this country. Tengir had learned that despite the fact
that there would be no separate geographic markets, the PTA planned to apply varying
obligations on electronic communications companies that had SMP, i.e. that there would be
limitations on obligations in a number of municipalities in the Tengir operational territory,
both on Markets 3a and 3b.

The position of the PTA

The PTA considers that the above specified Tengir comment supports the PTA conclusion
that there is no reason to segment geographic markets in this country on the relevant
wholesale markets.

Nova agrees with the PTA conclusion that there is no urgent need to segment markets
geographically, even though competitive conditions might vary between municipalities. The
purpose of separating markets was unclear, as in most municipalities, competition was at a
very low level or not effective. Nova is not opposed to the varying obligations that the PTA
intends to impose in 6 municipalities on Market 3a and in 7 municipalities on Market 3b, and
considers the criteria used by the PTA as grounds for choice of area to be acceptable given
the circumstances on the relevant markets.

The position of the PTA

The PTA considers that Nova supports the conclusion not to segment markets geographically
in this country on the relevant wholesale markets and to apply varying obligations in specific
municipalities where greater competition pertains. In the additional consultation opened by
the PTA on 30 October 2020, more municipalities were added to those areas where lighter
obligations would apply. Reference is made to the revised market analysis draft in Appendix
A and Appendix C, where there is discussion on the conclusion of the above additional
consultation in this connection.

Mila states that it disagrees in significant respects with the PTA geographic market definition
and considers there to be strong arguments for dividing the country into geographic markets,
as market conditions varied significantly today because of competition in service over fibre-
optic and that this would in fact remain so and actually increase.
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The position of the PTA
The PTA will discuss Mila comments on this issue later in this document where Mila presents
its views on this in more detail.

Siminn states that the first step in market analysis on the basis of the Electronic
Communications Act would be to define relevant markets. According to item 5 article 4 of
the Competition Act, a “market” was an area for sales of a product and substitute product
and/or an area for sales of service and substitute service. Substitute product and substitute
service was where one product or service could fully or to a significant extent replace another.

In a notice from the Commission on definition of relevant market, there was discussion on
how markets should be defined (Commission Notice on the definition of relevant market for
the purposes of Community competition law, 97/C 372/03). In the notice it states:

“Market definition is a tool to identify and define the boundaries of competition between firms. It
serves to establish the framework within which competition policy is applied by the Commission. The
main purpose of market definition is to identify in a systematic way the competitive constraints that
the undertaking involved face. The objective of defining a market in both its product and geographic
dimension is to identify those actual competitors of the undertakings involved that are capable of
constraining those undertakings’ behaviour and of preventing them from behaving independently of
effective competitive pressure.” (Siminn emphases)

As is stated, the purpose of defining markets was to identify competitive constraints that the
company in question faced. In the notice, reference is made to definition of geographic market
where the following is stated:

“The relevant geographic market comprises the area in which the undertakings concerned are
involved in the supply and demand of products or services, in which the conditions of competition are
sufficiently homogeneous, and which can be distinguished from neighbouring areas because the
conditions of competition are appreciably different in those area.”

This was one of the most important steps in the analysis, as an incorrect geographic analysis
could lead to a wrong conclusion on the status of companies on the market and thus to which
obligations were appropriate to use as a response to the circumstances pertaining on the
relevant market. The key issue in analysis of markets was to identify competitive constraints,
which was discussed in the notice in question:

,Firms are subject to three main sources or competitive constrains: demand substitutability,
supply substitutability and potential competition. From an economic point of view, for the definition
of the relevant market, demand substitution constitutes the most immediate and effective disciplinary
force on the suppliers of a given product, in particular in relation to their pricing decisions. A firm or
a group of firms cannot have a significant impact on the prevailing conditions of sale, such as prices,
if its customers are in a position to switch easily to available substitute products or to suppliers located
elsewhere. Basically, the exercise of market definition consists in identifying the effective alternative
sources of supply for the customers of the undertakings involved, in terms both of products/services
and of geographic location of suppliers. “ (Siminn emphases)

In this manner it was clear that in the process of defining markets it was imperative to identify
competitive constraints, where there was discussion on the available offer at each location to
which the customer could switch his custom, both with regards to products/service and
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geographically. This was at the core of market definition, i.e., substitutability, and demand-
side substitutability was the most significant issue.

On market analysis, with respect to the Electronic Communications Act there was discussion
in the EU Commission recommendation from 2018 on assessment of SMP with respect to the
electronic communications regulatory framework. There it is stated among other things:

., The starting point of any analysis should be an assessment of relevant retail market(s), taking
into account demand-side and supply-side substitutability from the end-user's perspective over the
next review period based on existing market conditions and their likely development. Having identified
the relevant retail market(s) and established whether absent regulatory intervention upstream, a risk
of consumer harm due to a lack of competition in the retail market(s) would persist, NRAs should then
identify the corresponding wholesale market(s) to assess whether they are susceptible to ex ante
regulation under Article 16 of Directive 2002/21/EC (21). They should start by identifying and
analysing the wholesale market that is most upstream of the retail market in which said competition
problems have been found and defining market boundaries by taking into account demand-side and,
to the extent relevant, supply-side substitutability of products.”

It was clear that the PTA had not in any way conducted the investigation that the
Administration was obliged to conduct according to the law and had thus based the alleged
analysis first and foremost on guesswork. The assertion that GR and Tengir both operated on
the same geographic market confirms that the PTA market analysis was incorrect with respect
to fundamental issues. Siminn pointed out that the PTA could not avoid making an
investigation by applying so-called rules of proof instead of investigation, see page 516 in the
publication by Pall Hreinsson: Administrative law — Case procedure. In this way, the PTA
seems to apply rules of proof in many instances, instead of investigating the case in an
adequate manner.

The PTA list of data proved that the Administration had not gathered sufficient data to
investigate the market. It showed that no data had been collected on the market share
development of Mila, GR or Tengir in varying areas since 2013, which was however key data
for assessing competitive pressure in the various areas since the last analysis was made. It
was not without cause that analyses should take place at 2—3-year intervals.

Siminn pointed out, e.g., that the PTA had no data on the extent to which Tengir customers,
whether individuals or companies, would have switched their demand to companies that
offered service in the Capital City Area, such as GR. This was however the underlying PTA
criterion for market definition.

Siminn challenged the PTA to make a real investigation of the markets and to assess markets
with respect to demand side substitutability, as it would seem obvious that this investigation
would show that the Tengir operational territory was a separate market, as was the GR
operational territory.

The PTA market research basically did not exist, and it needed to be conducted. Siminn
challenged the PTA to collect such data.
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The position of the PTA

It is certainly true what Siminn says, that the first step in market analysis, pursuant to the
Electronic Communications Act, was to conduct definition of the relevant markets. The PTA
had done this with respect to definition of service markets and the Administration came to the
conclusion that the relevant wholesale markets were composed of copper and fibre-optic
connections, while other technical solutions were not included there. With respect to
geographic definition of the relevant markets, the PTA came to the conclusion that the
conditions for segmenting the market geographically were not in place, but that there was
reason to impose lighter obligations on specific areas where greater competition prevailed.

Siminn refers to the notice from the EU Commission from 1997 on definition of markets in
competition law. The PTA refers to the fact that the Commission issued a special
recommendation and guidelines that deal specifically with definition of service markets and
geographic markets in electronic communications. ESA has subsequently issued analogous
recommendations and guidelines. The PTA considers it better to follow the specific
recommendations and guidelines that apply to electronic communications. The PTA however
notes that the general notice and the specific recommendations and guidelines are based on
the same fundamental principles.

The PTA agrees with Siminn that a wrong analysis of the relevant service markets and/or
geographic markets can lead to a wrong conclusion on the status of companies on the market
and thus to wrong obligations. The PTA furthermore agrees that the objective is to identify
competitive constraints, among other things by assessing demand-side and supply-side
substitutability. The PTA did this in the market analysis here under discussion, as in all of its
prior analyses.

Siminn then refers to guidelines from the EU Commission on market analysis on electronic
communications markets. ESA is now working on analogous recommendations, and the
recommendations in force are from 2004. Despite this, the PTA decided to take into account
the new recommendation from the Commission in its analysis, having consulted with ESA
on this issue.

Siminn refers to discussion in the above specified recommendation from 2018 where it is
stated that market analysis should commence with analysis of corresponding retail market or
markets, where demand-side and supply-side substitutability should be taken into account. It
was not until the relevant NRA had come to the conclusion that there was a risk that
consumers would be adversely affected because of lack of competition at retail level if
appropriate wholesale obligations were not in place, that such an NRA could analyse related
wholesale markets. Everything that Siminn maintains is true and correct, and the PTA has
come to the conclusion that effective competition does not prevail on the retail market for
broadband connections. One can refer among other things to detailed discussion and
arguments on this issue in Section 3 (Competition circumstances on retail markets for access
provided at a fixed location and broadband service) and Sections 6.5 and 7.5 (The position
on the retail market, with respect to geographic analysis on Markets 3a and 3b) in the revised
analysis (Appendix A).

The PTA totally disagrees with Siminn that the Administration had not in any way conducted
the investigation that the Administration was obliged to conduct according to the law, and
had thus based the “alleged* analysis first and foremost on “guesswork®. The PTA further
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disagrees that the Administration is breaching the rule of investigation of the Administrative
Procedures Act by applying rules of proof instead of an adequate investigation of the case.
Comments of this nature actually answer themselves when one considers the detailed analysis
that has been conducted. The PTA has furthermore gathered further data and has conducted
further investigations subsequent to the preliminary draft that was published for consultation
on 30 April 2020 and opened an additional consultation on specific issues, in the autumn of
2020, among other things on the criteria used when areas are categorised into areas with little
or no competition on the one hand and more competition on the other. This further
investigation has not led to the PTA considering there to be conditions for segregating the
relevant market geographically in this country, though the PTA had considered there to be
reason to relax some of the criteria that were chosen. With this, the number of areas increased
where lighter obligations will apply.

Siminn points out that the assertion that GR and Tengir both operated on the same geographic
market confirms that the PTA market analysis was incorrect with respect to fundamental
issues. The PTA disagrees with this. After detailed geographic analysis, the PTA has come to
the conclusion that competitive conditions between areas in this country, among other things
between the operational territory of GR and Tengir or other areas were not adequately
heterogeneous to justify separate geographic markets. Consumers in varying areas do not
experience sufficiently varying competitive conditions in the form of differences in prices,
quality or other factors that must be taken into account. Relatively few NRAs in Europe have
segmented the relevant markets geographically, particularly Market 3a, despite the fact that
local electronic communications companies operated there.

Siminn also considers that the PTA list of data proved that the Administration had not
gathered sufficient data to investigate the market. Among other things, it showed that no data
had been collected by the PTA on the market share development of Mila, GR or Tengir in
varying areas since 2013, which where however key data for assessing competitive pressure
in the various areas since the last analysis was made. The PTA rejects that the PTA list of
data had been thin when consultation on the preliminary draft was opened. In any event, it
was considerably more extensive now after various data collection, subsequent to the initial
consultation and the above specified additional consultation. The PTA furthermore uses data
from its regular statistical investigations, which are conducted twice a year and data from the
Administration's infrastructure database (GAF). The investigation of the case will not be
completed until after the revised draft has been sent to ESA for consultation and subsequent
to a final decision being made after consultation with that institution.

The PTA has gathered data on the status by municipality since work on the analysis,
commenced in 2018, i.e., as of mid-2018, end of year 2018, mid-2019, turn of the year
2019/2020 and turn of the year 2020/2021, and in addition to this, it has information on
development at a national level since the last analysis was conducted. In the analysis in force
from 2014, the PTA did not see reason to conduct a detailed geographic analysis of the
relevant markets. In actual fact, little happened on the relevant markets during the years after
that. In the year 2016, Mila commenced its fibre-optic development at full capacity, and in
addition to this, GR and Tengir had gradually been extending their distribution year by year
for an extended period of time. When the PTA commenced its market analysis late in 2018,
the Administration did not see a reason to gather information at the municipality level prior
to that time, among other things because this was extremely burdensome for electronic
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communications companies. The Siminn national market share of the retail market for
Internet service has in addition to this remained very stable at just under 50% during this
period and the share was 46.3% in the end of 2020. The PTA considers this to be sufficient
information to reach a conclusion in this case with respect to geographic analysis.

Siminn then pointed out that the PTA had no data on the extent to which Tengir customers
would have switched their demand to companies that offered service in the Capital City Area,
such as GR. The PTA points out that when making geographic analysis, it is not realistic to
assume that people or companies will move between regions of the country because of
varying prices of electronic communications services. In addition to this, prices in retail do
not vary between regions in this country.

Siminn noted that, apart from definition of the relevant products or service market,
geographic analysis of markets was the other key factor when defining markets. That is to
say, to analyse where competitive conditions were sufficiently homogeneous to indicate
instances of the same market. In the notice from the Commission from 1997, there was
discussion on geographic definition where reference was made to a difference in distribution
of market share being an indication, as were service offers, and whether a party could easily
switch to the region in question and begin providing service there.

There was discussion in the notice on data that was used to analyse geographic markets, see
paragraphs 44-55. Data that demonstrated that customers had switched their custom to other
areas were examples of data mentioned by the Commission. In addition to this, the nature of
demand, geographic transactions, switching of customers and barriers to moving custom to
companies that were located in other areas.

The Competition Authority has always defined retail markets as local markets, see decisions
nos.1/2020, 28/2018, 28/2017, where the Competition Authority has come to the conclusion
that consumers purchased specific service only in their local environment. The same
development can be seen with respect to electronic communications service over a fixed line
with other NRAs. In Competition Authority convenience store cases, customers could at least
shop in convenience stores that were at some distance from their homes, though the
Competition Authority thought this was unlikely. In the case of fixed line connections, the
customer could not purchase service that was not on offer into his home. It was impossible
for someone living in Akureyri to purchase Internet service through the GR system.

When the above specified factors are examined, one could not come to any other conclusion
than that the markets here under discussion should be defined on the basis of their location.
Market share or difference in market share and differencing development by region, were one
clear example that showed that markets should be defined on the basis of their location. A
simple examination of where inhabitants in Akureyri purchased the service would for
example be confirmation that people living in Akureyri did not purchase service from
companies in Reykjavik, such as GR, and one could therefore categorically state that this was
a local market.
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The position of the PTA

Siminn correctly says that when assessing homogeneity of competitive conditions, a
difference in distribution of market share and the offer of service would be among the factors
that it would be possible to take into account. The PTA did that in Sections 6.6 and 7.6 in the
preliminary analysis, see now Appendix A. When all the factors that have been assessed by
the PTA were considered as a whole, the PTA conclusion was that there was no reason to
segment markets geographically on the relevant wholesale markets, but only to apply varying
obligations by area.

Siminn furthermore referred to whether a party could easily switch to a relevant area and
commence service there. Siminn referred to supply substitutability and potential competition.
In general, one talks about potential competition in analyses of SMP and reference is made
to Sections 8.5.3 and 9.5.3 in the preliminary analysis, see now Appendix A. With respect to
supply-side substitutability it is stated in paragraph 279 in the preliminary draft that one can
say that where it is possible to demonstrate that an electronic communications company which
is not operating on the relevant geographic market would launch an entry into the relevant
market at short notice if prices were to increase somewhat (5-10%) then the market analysis
should be broadened to encompass that company, see paragraph 59 in the ESA guidelines on
market analysis and assessment of SMP (SMP Guidelines) from 2004. In paragraph 280 in
the preliminary analysis, it was stated that the above specified ESA guidelines generally
allowed for the use of a hypothetical monopolist test, that can be used to assess demand or
supply substitutability, was the point of departure for geographic definition of markets. It was
however stated there that this methodology could lead to a very large number of small
geographic markets, which would not be desirable, with respect to achieving the objectives
of market analysis, that is to say to impose appropriate obligations on companies with
significant market power for the purpose of strengthening effective competition, for the
benefit of consumers. For example, such a price increase in one area would in all likelihood
not on its own result in other companies extending their networks to the relevant area. It
should be pointed out that GR, Tengir, Snerpa and Austurljés had been extending their
distribution area and aimed to extend further, without this having been related to such a price
difference.

Siminn also pointed out that the PTA had to take into account data that showed that customers
had switched their custom over to other areas. The PTA continues to refer to paragraph 280
in the preliminary analysis where there is discussion on the drawbacks of the hypothetical
monopolist test, with respect to demand-side substitutability. There it is stated that such a
price rise would probably not cause inhabitants to move home between areas. In paragraph
281 it states that the hypothetical monopolist test was only one method of several for defining
service markets or geographic markets. For example, consumer choice was often decided by
factors other than price. To reach an adequate conclusion it could therefore be useful to
aggregate areas where comparable competitive conditions pertain, on the basis of specific
objective criteria of one area, into one geographic area. This was precisely the methodology
applied by the PTA and was in accordance with the BEREC Common Position on geographic
aspects of market analysis from 2014 and with the EU Commission guidelines on market
analysis from 2018.

Siminn then refers to factors such as the nature of demand, geographic transactions, switching
of customers and barriers to moving custom to companies that were located in other areas. In
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its preliminary assessment, the PTA examined a great number of factors prescribed in the
above specified BEREC common position from 2014, see access barriers by area and nature
of demand. Reference is made to Section 6.6.6 and 7.6.6 in the PTA preliminary draft (now
Appendix A) in support of this assertion. The PTA furthermore considers that in Iceland there
is not such a difference in consumer transactions with electronic communications companies
by area that this would justify separate geographic markets. The same can be said about
switching custom. Switching custom between electronic communications companies is not a
problem in this country, whether a consumer is moving between areas or not.

Siminn refers to the fact that the Competition Authority has generally defined retail markets
as local markets and that the same development can be seen with NRAs in other countries
with respect to electronic communications services over fixed lines. The Competition
Authority decisions referred to by Siminn relate to the pharmaceuticals market and to the
convenience store market at retail level. For reasons that have been explained here above, it
is not realistic to assume that customers of electronic communications companies move home,
solely to switch electronic communications company. Then there is the fact that the
Competition Authority has not defined the electronic communications market here under
discussion in such a manner that there would be geographic segmentation. The Competition
Authority furthermore supports the conclusion presented by the PTA concerning geographic
definition of the relevant wholesale markets and corresponding retail markets. The PTA
rejects that many NRAs have come to the conclusion that the relevant retail markets or related
wholesale markets should be segmented geographically, though this has increased somewhat,
particularly on Market 3b. But when this was done there had generally been at least 3
electronic communications networks in the relevant area, which is not the case in this country
except in Reykjanesbaer. Despite the existence of a cable system in Reykjanesber, the PTA
does not feel there to be reason to separate that market geographically as is further explained
elsewhere in this document, and in the revised analysis (Appendix A).

With the above in mind, the PTA considers there to be no reason to segment geographic
markets on the relevant wholesale markets in this country, nor on corresponding retail
markets.

Mila states that in competition law, geographic markets can technically be considered to be
local, regional, national markets or international markets. The size of the geographic market
depended among other things on an assessment of the need for the purchaser to be close to
the seller. This assessment was normally decided by what characterised the product and the
customers, by the routes through which sales and service were conducted and by the nature
of the customers, see for more detail the Competition Authority decision in case no. 28/2018
(Lyfja & heilsa hf. purchase of Opna ehf.). The definition of geographic markets was covered
in detail in the decision and the Competition Authority came to the conclusion that there was
a local geographic market, among other things on the basis of an examination of the nature
of the customer group in question in the relevant area, the conclusion of a consumer survey
among customers of the companies in a specific area, advertisements and statements made by
the parties themselves and other factors.

The need for direct connection between buyer and seller is particularly important, as are the
time and travel costs needed to reach the buyer at a greater distance. The market thus had a
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tendency to be local when there was a strong need for direct communications between
customers and the seller of the product. It had generally been considered in competition law
that retail markets were local.

Mila referred to an article by Mario Monti, then director of competition issues at the EU,
“Market Definition as a Cornerstone of EU Competition Policy, Workshop on Market
Definition", Helsinki 2002, page 24 and a report by the UK competition authorities from 10
April 2017, “Retail mergers commentary”.

It was clear from the nature of the retail markets in question here, as the PTA in fact seems
to agree with in its preliminary assessment, that neither demand side nor supply-side
substitutability appears to exist between geographic areas. The service with end-users was
local and took into account the location of the end-user in question. It was almost
inconceivable that end-users would be prepared to move home if the retail price was raised
by 5-10% for an extended period of time. It was in the same way, unlikely that new electronic
communications companies would commence operations in the relevant area with such a
price increase. One could then assume on the basis of results of a hypothetical monopolist
test, that geographic markets of the case should in general be considered local.

The position of the PTA
The above comment from Mila is very similar to the comment made by Siminn, which the
PTA answered immediately prior to this comment. Reference is made to this answer.

Then Siminn stated that one had to take into account that an area varied depending on whether
a company other than Mila had deployed an access network. Siminn considered it unavoidable
to discuss briefly the position taken by Ofcom, which was published in an Ofcom consultation
document from 8 January 2020, (Consultation: Promoting investment and competition in
fibre networks — Wholesale Fixed Telecoms Market Review 2021-26). There was discussion
in the document on the same market as is under discussion here, except that Ofcom also dealt
with the market that included a traditional part of a network system, i.e., access to ducts and
analogous facilities. The following is stated in the Ofcom analysis:

“Our geographic assessment identifies proposed geographic markets for WLA and LL Access. The
key consideration in defining geographic markets is whether competitive conditions in different areas
are significantly different from each other.”

“We recognise that there are arguments for applying a higher or lower threshold. Our proposal is
to apply a 50% threshold when considering MSNs. A 50% threshold means that we only include
postcode sectors where an MSN network passes more than half of premises in that locality. We think
that is a reasonable approach to drawing a line for where a network is present. We consider that our
proposed approach of applying a slightly lower threshold than we previously consulted on is
consistent with our strategy of promoting network investment and competition. Setting a higher
threshold would exclude postcode sectors even where more than half of premises would likely see
competition. Hence, a higher threshold could result in postcode sectors being considered to have no
competing networks despite existing or potential network presence covering the majority of
premises.
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Ofcom then categorised areas depending on whether it was likely that some party intended to
deploy a fibre-optic system in the area or not.

As is clear from this Ofcom analysis, there would be a separate market if another company
had deployed an access network in the postcode number in question to over 50% of
households. Ofcom also separated areas where development was likely from areas where it
was unlikely. The reason for this was that competitive conditions vary depending on whether
competition was imminent or whether there was no likelihood of there being competition in
the relevant area. Such views had to be taken into consideration in the opinion of Mila. In
many instances there was only a demand that another company had a market share of up to
10-20% for there to be a case of differing competitive conditions. Not only had GR achieved
100% distribution, but also more than 50% market share.

Ofcom had specifically noted that if the threshold were applied higher than 50%, then that
would lead to a post number where competition was effective, being wrongly excluded. This
clearly showed that the Ofcom assessment was that competitive conditions where one system
had achieved 50% distribution differed competitively from areas where such distribution was
less than 50%. Siminn considered it normal to apply the same threshold in Iceland.

In accordance with the Ofcom position, Siminn considered it normal to use areas where one
company had deployed a fibre-optic system to at least 50% of households.

The position of the PTA

Siminn considered that it should be deemed that an area differed depending on whether a
company other than Mila had deployed an access network. PTA rejects that this on its own
can decide whether areas in the relevant wholesale markets should be segmented. In
accordance with the BEREC joint position from 2014, the PTA decided to assess
homogeneity of competitive conditions in varying areas on the basis of specific objective
metrics. The PTA decided to categorise the choice of area, those where there was no effective
competition on the one hand and those where there was more competition on the other, by
municipality. After having assessed homogeneity of competitive conditions between these
areas, the PTA did not see reason to segment geographic markets on the relevant markets in
this country. Competitive conditions were not sufficiently heterogeneous between these areas
for this. The PTA also reminds that in Europe there had generally needed to be at least 3
networks, with the addition of other conditions, for it to be possible to come to this conclusion.

With respect to the Siminn reference to the Ofcom document from January 2020, the PTA
cannot agree that such a consultation document can be a precedent for geographic analysis of
the relevant markets in this country. This is not a final decision. There is also the fact that the
UK has left the EU and neither the EU Commission nor NRAs in the EEA will have the
option of commenting on the draft in question. Conditions on the electronic communications
markets in question furthermore differ greatly between the UK and this country. Fibre-optic
rollout is for example at a very early stage in the UK while in this country it is advanced. The
PTA considers that 50% distribution of another network, or other networks in this country is
too low a proportion, as generally there is only one or two networks. The PTA has on the
other hand, subsequent to the additional consultation that was opened at the end of October
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2020, decided to apply 50% market share for Siminn instead of 40% as allowed for in the
preliminary draft, and has also decided not to use a specific market share for Mila. This means
that municipalities where lighter obligations will rest on Mila, increase significantly and now
reach 70% of the country’s inhabitants instead of 40%.

5.1 General

Mila made comments on paragraph 282 in the preliminary draft. It was stated in that
paragraph that a more detailed examination needed to be made of demand and supply
substitutability on the relevant markets, e.g., where local competitors of the party with SMP
could exert competitive pressure outside their operational territory. Mila considered it
obvious that this was the case with GR and could not see that the PTA had examined that
more carefully. Despite this, Mila pricing in the Capital City Area was different from that in
the countryside.

The PTA points out that there were few large competitors that competed with Siminn, but in
this connection it was appropriate to note that the CA had endorsed a merger between 365
and Vodafone, which had taken the country’s third largest Internet service off the market and
resulted in a reduction of competitors.

The PTA had stated that for investment in infrastructure networks to continue, there was a
need for a stable and predictable regulatory framework, which among other things was based
on market analysis, based on real investigations and on data from the Icelandic market and
obligations appropriate to the above information. No real analysis had on the other hand been
conducted on the Icelandic market, though it was perfectly clear that Mila market share had
steadily and significantly declined during the lifetime of the existing analysis.

It was therefore inconsistent, and was in the opinion of Mila, not a predictable regulatory
framework where obligations were added and made more stringent despite the fact that
market share declined and that there was considerable movement on the market, particularly
at wholesale level. One should not apply more burdensome obligations, and certainly not
when the measures in place had led to a shrinking of Mila market share and when one could
hardly find a location where development and distribution of high-speed networks was greater
than in Iceland. In the light of market development, obligations should rather be lifted than
increase them significantly on Mila by announcing a nationwide price control obligation on
fibre-optic, which in Mila’s opinion was the most burdensome obligation that the PTA could
impose. The obligation was not in step with market development on the wholesale market,
and nor was it necessary, as less burdensome obligations were in place and were not in proper
proportion to the status on the wholesale market.

The position of the PTA

In the above specified paragraph 282 in the preliminary draft, it was stated among other things
that regional competitors of the SMP operator exert competitive pressure on him outside his
regional territory in a situation where the SMP operator applied the same pricing across the
whole country and where the competitors in question were large enough not to be ignored.
To demonstrate that there were conditions to segregate the market geographically there should
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also be clear indications that regional price differences resulted from varying competitive
conditions between areas and did not only reflect a difference in the underlying cost of
providing the service in the region in question.

It is true that to some extent Mila applied varying pricing in the Capital City Area and in
Akureyri on the one hand and at many locations in the countryside on the other hand. As will
be discussed in more detail later, the PTA considers that this difference in prices can first and
foremost be attributed to varying underlying costs, rather than significantly different
competitive conditions. Only about 8% of Mila sold fibre-optic local loops and 18% bitstream
connections are for example in the countryside regions in question, that is outside the GR’s
and Tengir’s area of operation, and by far the largest part of these connections are sold within
the Siminn Group. This difference is not passed on to the consumers in varying pricing.

The PTA stands by its assertion that few large parties competed with Siminn on the retail
market for Internet service. Siminn had just over 46% market share at the end of 2020,
Vodafone had just under 28%, Nova had just under 15% and Hringdu had 8.6% while other
smaller parties had about 3%. During recent months the gap between market shares of Siminn
and Vodafone had significantly increased. While Siminn had maintained its market share,
since the end of 2017, Vodafone had fallen significantly behind. Vodafone has lost much of
the share that the company had at the end of 2017, despite the Vodafone merger with 365,
i.e., from 37% to just under 28% at the end of 2020. At the same time, Nova, which is the
third largest party, had increased its share from 5% to just under 15% while Hringdu had
increased its share slightly with about 8.6%% at the end of 2020, but was with 7.3% at the
end of 2017. Other smaller parties had about 5% market share at the end of 2017 but are now
just under 3%.

The PTA totally rejects that no real analysis had been conducted on the Icelandic market in
the preparation of the preliminary assessment in question. The PTA refers to the fact that a
detailed investigation of the relevant wholesale markets and corresponding retail markets was
used as grounds for the PTA preliminary assessment. Subsequent to this consultation, which
took place during the period 30 April to 10 July 2020, the PTA investigated the markets in
question even further and gathered various data from electronic communications companies
and conducted a consumer survey. This further investigation has only strengthened the
conclusion of the preliminary assessment with respect to most issues in the analysis. The PTA
however decided to open an additional consultation on specific changes at the end of October
2020, see Appendix C.

Mila points out that Mila market share has declined steadily and significantly since the last
analysis in 2014. The PTA notes that Mila market share is still high on both those wholesale
markets that are here under discussion. On market 3a, the Mila share was 83% at the end of
2013 but had come down to 57% at the end of 2020. Corresponding figures for market 3b
would be 65% and 57%. Though Mila market share had declined somewhat during this
7 years period on Market 3a, but very little on Market 3b, it is still significantly high on both
markets, which strongly indicates that the company still has SMP on those markets.

Mila noted that it was not an indication of a predictable regulatory framework that the PTA
added obligations at the same time, as Mila market share had declined on the relevant markets
and that there was considerable movement on the market, particularly at wholesale level. One
should not apply more burdensome obligations when the measures in place had led to
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shrinking of Mila market share and when one could hardly find a location where development
and distribution of high-speed networks was greater than in Iceland. One should rather
withdraw obligations from Mila. Price control obligation on fibre-optic at a national level was
the most burdensome obligation that the PTA could impose.

The PTA notes that one cannot expect obligations to remain unchanged between analyses.
For this reason, predictability between analyses is subject to limitations. It is appropriate to
point out that in 2014, the PTA did not impose an obligation for price control on the
company’s fibre-optic on the relevant markets, among other things because the company had
then hardly commenced deployment of such FTTH networks. The elaboration of obligations
depends on the competition problems identified on the relevant markets in each instance. As
is stated in Sections 10.2 and 11.2 in the preliminary analysis (now Appendix A), the PTA
identified extensive potential and real competition problems on the relevant wholesale
markets and related retail markets, despite the fact that the Mila market share had declined
somewhat on the relevant wholesale markets. The Siminn retail market share had however
declined very little during the lifetime of the analysis, which is now in force, and in addition
to this the PTA expects that the Siminn agreement with GR from July 2020 will, all things
being equal, very likely lead to an increase in Siminn share during the lifetime of the analysis,
even to the extent that the company may have achieved over 50% market share at the end of
the lifetime of the analysis, at the end of 2023.

Subsequent to the additional consultation that was opened at the end of October 2020, the
PTA decided however to withdraw the intention to impose an obligation on Mila for cost
analysed prices on the company’s fibre-optic local loops on the relevant markets, and instead
to prescribe an ERT test on the Siminn Group. This is therefore a case of a milder version of
obligation than the obligation for cost analysed prices, having taken into account
proportionality. A further description of the arguments for this is provided later in this
document, in Sections 10 and 11 in the revised analysis (Appendix A) and in Appendix C.

5.2 BEREC Common Position on geographic aspects of market
analysis from 2014

Mila referred to paragraph 289 in the preliminary draft, and considered that all the conditions
in question in that paragraph were fulfilled for it to be possible to segment varying
geographical markets, i.e. 1) that the segmented areas needed to be smaller than the whole
country and to be mutually exclusive, 2) that it was possible to map the service offer of each
electronic communications company in the area in question, 3) that the boundaries of the
areas shall be clear and stable and 4) that the areas shall be sufficiently small to ensure that
competitive conditions were unlikely to change significantly within the area and sufficiently
large to prevent an excessive burden on electronic communications companies and NRAs.

The position of the PTA

Though it was stated in the above specified paragraph in the preliminary draft that these
conditions need to be fulfilled for it to be possible to segment varying geographic markets,
that on its own does not suffice. These are specific fundamental conditions, but subsequent
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to that, the whole analysis remains. After a detailed geographic analysis, the PTA came to the
conclusion that there was no reason to delineate geographic markets in this country. The PTA
however came to the conclusion that there was reason to impose varying obligations on Mila
in specific municipalities.

Mila referred to paragraph 290 in the preliminary analysis which lists the factors that were
most likely to indicate a need for a detailed geographic analysis, and made the following
comments on the 5 factors:

Varying degree of access barriers between areas: There were substantial obligations on Mila
for open access and non-discrimination, both as a result of PTA decisions and because of the
Settlement with the CA. This therefore did not apply. If the PTA considered that as there were
no access barriers as a result of PTA obligations on Mila, and thus no difference between
geographic areas, such that there was no need to segment the market, then this argument did
not hold. GR had on the other hand, used access barriers to dark fibre, and in the Capital City
Area, GR probably had SMP today, or this would be the case during the lifetime of the
analysis.

Variation in number of electronic communication companies operating between areas: It was
not possible to compare Iceland with communities with millions of inhabitants, as by the
nature of things there could be more competing electronic communications infrastructures.
In Iceland there was hardly space for 1-2 and for this reason it should not be possible to
conclude that there were varying conditions where there were two network operators.

Market share of electronic communications companies were comparable in a specific area:
Market share was verifiably not comparable between areas, and in the GR territory, that
company had about or over 50% market share and the same applied to the Tengir territory
and at locations where municipalities had deployed fibre-optic networks.

Possible price difference by area: Mila pointed out that there were varying wholesale prices
for fibre-optic local loops and start-up charges/installation charges, depending on whether it
was in the Capital City Area or the countryside where there was no competition. It was
appropriate to point out that GR did not have a public tariff, so it was difficult to operate on
a competitive market where the party that in reality had the greatest market share, did not
have public tariff.

Difference in service offer by area: Mila should practice non-discrimination, pursuant to the
obligations now in force, and for this reason Mila has endeavoured to offer the same service
where possible, but an assessment was of course made of number and costs in each individual
area. There was therefore a difference in service offered by area. There was also a significant
service difference in areas where a Mila competitor had fibre-optic and Mila only had copper.
There was also a difference in many areas with regards to service offer of Internet speed. For
example, Mila did not offer 1 Gb/s GPON everywhere.

The position of the PTA

The PTA conducted a detailed geographical analysis and came to the conclusion that there
was no reason to segment the relevant wholesale markets geographically. The PTA however
came to the conclusion that there was reason to impose varying obligations on Mila by
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municipality. This is explained in more detail in Sections 6 and 7 in the revised analysis
(Appendix A) and in the answers to comments here below.

Mila referred to paragraph 297, which discusses the factors that must be examined, see the
BEREC report from 2014, before embarking on an assessment of whether there was a need
for a more detailed analysis of competitive conditions in alleged differing geographic areas.
These were factors such as distribution of competitors’ electronic communications networks,
competitive pressure of competitor electronic communications networks on the retail market,
service offer, number of electronic communications companies and pricing.

Mila considered that, according to what was presented in the BEREC report, which is referred
to here for those factors that must be examined, it was clear that the PTA had not conducted
analysis of geographic markets in accordance with that report. The PTA had not made any
independent investigation and appeared to use inadequate and unclear data, for example, with
respect to distribution. The wholesale price of copper was the same across the country,
because of obligations for the same price for the whole country and there was therefore little
reason for a retailer to have varying prices across the whole country. The wholesale price for
fibre-optic was however not the same for the whole country and this was a difference that
consumers paid for fibre-optic service, depending on whether they were in the GR operating
territory or in other areas. The retail price of fibre-optic connections to households was lower
in the competitive areas, because no charge is made for connecting equipment indoors. It was
clear that retailers appeared to follow each other in pricing, which indicated competition.

The position of the PTA

The PTA totally rejects that it has not conducted a geographic analysis in accordance with the
BEREC common position from 2014. An obvious example can be referred to in Sections 5-
7 in the preliminary analysis (Appendix A), where one can find a detailed geographic analysis
on 160 pages, and in addition to this Appendix A-1 contains discussion on geographic
analyses by NRAs in 21 European states on an additional 40 pages. Reference is also made
to the PTA answer to comments from Mila and Siminn in Sections 5-7 in this document.

The PTA bases its methodology on, among other things the ESA recommendation on market
analysis and assessment of significant market power of electronic communications companies
(SMP guidelines) from 2004, having taken into account newer guidelines from the EU
Commission from 2018, recommendation from ESA on the relevant markets that are the
object of ex-ante regulatory intervention from 2016, the BEREC Common Position in
question on geographic aspects of market analysis from 2014 and the BEREC report on the
experience from this from 2018, recommendations from the EU Commission from 2010 on
regulated access to Next Generation access networks (NGA), the recommendation of the EU
Commission on consistent non-discrimination obligations and costing methodologies to
promote competition and enhance the broadband investment environment from 2013 and the
BEREC report on co-investment and SMP, in environments of next generation electronic
communications networks from 2012. In executing this task, competitive conditions and the
structure of the markets in this country were of course taken into consideration and it was
endeavoured to make a projection on probable development of distribution of electronic
communications networks and on market shares during the lifetime of the analysis.
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The PTA also rejects that it had not conducted any independent investigations and that it used
unclear and inadequate data on distribution of networks. The PTA has detailed data on
distribution of networks, which is not all published in the analysis. The PTA considered there
to be no reason to publish distribution statistics for all 69 municipalities in the country, but
the PTA will do that in the revised Appendix A. There is, however, discussion on the
municipalities that fulfil the PTA criteria for areas where there is more competition, and a
75% distribution criterion is one of them. Subsequent to consultation that took place from 30
April to 10 July 2020, the PTA gathered on the other hand, detailed data on future plans of
electronic communication companies, with respect to further distribution. Subsequent to the
additional consultation that was opened at the end of October in 2020, the PTA decided to
somewhat relax the criteria that were needed for municipalities to belong to an area with more
competition, where lighter obligations would apply. These municipalities are now 17 and they
reach 70% of the country’s population. The PTA intends furthermore to update the list of
such municipalities annually, which is a much more precise method than that of making a
projection of likely development during the lifetime of the analysis in this connection.

The PTA will reply to the Mila comments on prices varying by area, later in the document.

Mila referred to paragraph 298 in the preliminary draft, where it is stated that according to
the BEREC report that it was not obligatory to analyse geographic markets unless competitive
conditions were so different between areas that this could possibly have an impact on either
the designation of a company with SMP or identified competition problems, and that “real”
competitive conditions should be assessed that are reflected by market behaviour of electronic
communications companies, e.g. with respect to their pricing and the impact of their
behaviour on the structure of the market, e.g. market share.

Mila considered that competitive conditions in the Capital City Area were very unlike
competitive conditions in the countryside and that GR market share was so high in the most
populated area of the country that it must have an impact on the market, see e.g. varying prices
for indoor cabling and connection of equipment.

The position of the PTA

In its preliminary draft, the PTA came to the conclusion that Reykjavik and Seltjarnarnes
belong to areas of a number of municipalities (6 on market 3a and 7 on market 3b) where
more competition prevailed than elsewhere. This was based on specific objective criteria.
Subsequent to additional consultation that was opened at the end of October 2020, the PTA
decided to somewhat relax the criteria that decided the categorisation of the municipalities in
question in areas with more competition on the one hand and areas with little or no
competition on the other. With this, the areas in question with more competition are 17
municipalities, both on Market 3a and Market 3b, among others, all 6 municipalities in the
Capital City Area. It remains on the other hand that the conclusion of the PTA is that
competitive conditions are not sufficiently heterogeneous between the two sets of areas in
question to justify segmented geographic markets, but rather there is reason to prescribe
varying geographic obligations on these areas. Varying prices will be discussed later in this
document.
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Mila referred to paragraph 299 in the preliminary analysis where it is stated that as the main
purpose of the imposition of obligations is to ensure effective competition for the benefit of
consumers, the starting point for geographic analysis should generally be the survey of
competitive conditions or related retail markets if obligations were not in place on the
wholesale market being examined (modified greenfield approach).

Mila says that here it seems that the possibility has been opened to have varying prices by
geographic area because of competitive conditions, despite the fact that no more than one
service market was defined. According to the PTA draft, it seems that the Administration
does on the other hand not intend to allow varying prices, which would lead to a very distorted
competitive position for Mila.

The position of the PTA

Subsequent to the additional consultation that was opened at the end of October 2020, the
PTA decided however to withdraw the intention to impose an obligation on Mila for cost
analysed prices on the company’s fibre-optic on the relevant wholesale markets, and instead
to prescribe that the Siminn Group had to withstand an ERT test. More detailed discussion on
this will be provided in the revised decision draft (Appendix A), later in this document, and
in Appendix C.

5.3 The impact of next generation networks and number of
infrastructure competitors on geographic analysis

Mila refers to paragraph 304 where it is stated that distribution of next generation electronic
communication networks (such as for example FTTH fibre-optic networks) could
significantly alter the motive power of competition on broadband markets. This could relate
to the distribution of such networks by the SMP operator, by his competitor/competitors or
by both/all of these parties, including municipalities and utilities.

Mila considered that in large parts of the country, where municipalities had deployed fibre-
optic systems, such a system would be in a monopoly position for the future. Mila considered
that such areas should be considered separate geographic markets, defined by postcodes, as
such segmentation effectively handled such areas. Mila also considered that market
conditions in the Capital City Area justified defining the area as a separate market.

The position of the PTA

With respect to local municipality fibre-optic networks, the criteria used by the PTA when
selecting areas with little or no competition on the one hand and more competition on the
other, handled such areas well. Subsequent to additional consultation that was opened at the
end of October in 2020, municipalities belonged to the latter area if the distribution of an
electronic communications network of a party other than Mila had achieved at least 75%
distribution and where the Siminn market share in the area was below 50%. This applies for
example to the local networks such as in Asahreppur and Floahreppur. One should also note
that Mila has purchased many of these networks recently and one can expect this development
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to continue throughout the lifetime of the analysis, whether the purchaser will be Mila or
another electronic communications company. It could be difficult for small municipalities to
operate such networks for the future. In addition to this, these networks are mostly developed
with state aid, and there is therefore open access to them.

With respect to the Capital City Area, it belongs in its entirety to an area with more
competition and thus is subject to lighter obligations. On the other hand, the PTA considers
that there is no reason to segment geographic markets in this country. Competitive conditions
are not sufficiently heterogeneous between areas for this to be.

The PTA will discuss later the Mila assertion that postcodes are more suitable and normal
units to use as a basis than municipalities.

Mila refers to paragraph 305 where it states among other things in the EU Commission
recommendation on regulated access to the NGA networks from 2010 that the deployment of
NGA networks is likely to lead to important changes in the economic reality of providing
broadband access and in the competition situation. It is recommended that NRAs carefully
examine the development that may take place in competitive conditions as a result of the
deployment of such networks, including the impact of possible definitions of geographic
markets if varying competitive conditions are identified that are stable over a period of time.

Mila could not see that the PTA had taken adequately into account the competitive pressure
that 1000 Mb/s (VHCN) connections of GR/Tengir had on Mila VDSL connections. Mila
considered it clear that it had to be specifically examined whether end users and electronic
communications companies purchased new VDSL connections from Mila if Mila or GR
fibre-optic service was on offer. According to Mila data, this only happened in exceptional
cases which was about [...]% of instances.

The position of the PTA

The PTA came to the conclusion in its preliminary analysis that there was still substitutability
between copper and fibre-optic networks. In the comments from Mila and Siminn, subsequent
to the consultation that took place from 30 April to 10 July 2020, the PTA decided to examine
this issue better and among other things, commissioned a consumer survey, as well as
gathering further data from electronic communications companies. The PTA opened a further
consultation on this issue at the end of October 2020. Subsequent to this, it is still the PTA
conclusion that such substitutability exists. Reference is made in support of this to the PTA
discussion in Sections 3 and 4 here above, to the revised Sections 3 and 4 in the preliminary
draft (now Appendix A) and Appendix C.

Mila refers to paragraph 325 where reference is made to the BEREC report on co-location

and SMP in the environment of next generation electronic communication networks, from
2012.

Mila pointed out that there was probably a typing error as the PTA speaks of “co-location”.
That should probably be “co-investment”.
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The position of the PTA
Mila’s comment is correct, and the PTA will correct this in the revised draft analysis
(Appendix A).

5.4 The risk and/or gain from geographic measures by area

Mila refers to paragraph 337 where reference is made to the BEREC common position from
2014 and discussion on Type I and Type 2 errors. It was stated there that when NRAs conduct
geographic analysis, they should maintain a balance between two possible error types which
could result from geographic analysis. On the one hand there is Type 1 where deregulation
(or the imposition of lighter obligations) has been implemented when in fact regulation (or
stronger obligations) should have been imposed. On the other hand, there is Type 2 error
where it would have been justified to deregulate (or impose lighter regulation) when
regulation is imposed.

Mila considers that the planned PTA decision will lead to “Type 2 error”.

Mila furthermore, referred to paragraph 340 where it states that Type 2 error would mean that
regulation would continue in the area or areas where there was considerable or even effective
competition in place. This could lessen the incentive for the potential SMP operator to
introduce innovation which could provide benefits for consumers. There were examples in
Europe, where deregulation on M3b, and thus freedom for the SMP operator on that market,
had in some instances led to innovation in the structure of product bundles, increased speed
of connections and lower price for broadband service at retail level.

Mila considered that here it was clear that planned imposition of obligations on Mila
constituted a Type 2 error as it was intended that obligations continued to apply and would,
among other things be increased in areas where “significant or even effective competition*
prevailed. BEREC also emphasised that the imposition of obligations should not be allowed
to inhibit incentives for investments or innovations on the market.

The position of the PTA

The PTA does not agree with Mila that the PTA draft market analysis results in Type 2 error,
i.e., that excessive or burdensome obligations are imposed on Mila on the relevant markets.
This particularly applies after the PTA decided to make specific changes to the criteria with
respect to delineating areas with more and less competition and on the obligation for price
control of Mila tariff for fibre-optic network by prescribing an ERT test instead of cost
analysed prices. These changes should lead to Mila having more leeway to expand its fibre-
optic network, both in areas where another such network is operating and areas where such a
network is not in place.

In very sparsely populated and rural areas, where municipalities have developed a fibre-optic
network, often with the assistance of state aid, Mila could close its copper networks and not
see the advantage in developing another fibre-optic network in competition with a given rural
network. In a large majority of these instances, Mila already has access to them for its
bitstream service. In addition to this, Mila has been purchasing or ensuring long term control
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over such networks or installing these local networks with state aid and one can expect such
a development to continue during the lifetime of the analysis.

Mila refers to paragraph 339 where it is stated that Type I error on M3b could result from
misunderstanding of end user needs. For example, electronic communications companies that
served large customers on the corporate market, needed wholesale products that cover the
whole country, as this would reduce opex and software costs for the electronic
communications companies in question when they reacted to demand from the large corporate
customers that would always want to interconnect all of their operations locations. The
withdrawal of bitstream obligations in certain regions could lead to a shortage of wholesale
access from SMP operators which could lead to those requesting access having to rely on
wholesale access from local parties on business conditions, where such access was actually
available. On the other hand, the fact that some service providers might choose wholesale
access from one specific party does not mean, on its own, that the relevant market was the
whole country. If there were, for example, a sufficient number of service providers in an area
which had been deregulated that operated their own electronic communications network in
the area in question or could purchase wholesale access from a party other than the former
SMP operator in that area, such parties should not need to worry about not being able to
provide services to such large companies. These deliberations call for assessment of each
individual instance.

In the opinion of Mila, the above did not apply to Iceland as service provider companies
generally tried to minimise their business with Mila and to purchase from Mila competitors,
where this was an option because of the fidelity discount offered by GR. The PTA decision
would lock Mila into this development as business with parties other than Siminn would
steadily diminish, both on Market 3a and Market 3b. A non-discrimination obligation would
however suffice to resolve this problem.

The position of the PTA

The PTA does not agree with this comment from Mila. Electronic communication companies,
like Vodafone, Nova and Hringdu, purchased both from GR and Mila, though the quantity is
currently greater with GR. Countervailing buying power of these parties, particularly
Vodafone, is considerable and that company, like the others, could switch its business to Mila,
either entirely or a larger part than is now the case, as there is no binding on the household
market, with respect to GR. On the other hand, by far the country’s largest retailer, Siminn,
solely did business with Mila up to this point in time in the operational territory of GR. Siminn
and GR did however make an agreement on Siminn purchase of bitstream service from GR
in July 2020 and this service became a reality in late august 2021. It is not expected that this
will be substantial business when one considers the size of Siminn and the number of
connections that company has with its subsidiary Mila.

With respect to the assertion on the fidelity discount for Vodafone, Nova and Hringdu from
GR, then it can be stated that [...] One can note that the fact that some service providers have
not chosen to use the Mila local loops, or to use them in a limited fashion, as fibre-optic is on
offer from a Mila competitor, can have a number of explanations. One could e.g. be attributed
to Mila being owned by their largest competitor at retail level.
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The PTA considers that there is some uncertainty about development of these matters during
the lifetime of the analysis and that it can be difficult to make a projection about the
development. This does not change the fact that Mila is in a very strong position on both
Markets 3a and 3b and the PTA expects that this will continue to be the case throughout the
lifetime of the analysis, even if some of Siminn customers may switch from the Mila network
to the GR network during the lifetime of the analysis. According to data from Siminn and
GR, it is not expected that this will be a very large number as a proportion of total Siminn
customers.

Mila refers to paragraph 342 where it states that BEREC had indicated that geographic
segmentation of the relevant market could have an impact on price structure of regulated
wholesale service. Deregulation of the competition area could exclude a region with lower
development costs (common in urban areas), from the calculation of average prices in the
area, as obligations would still apply (usually rural areas) and thus the regulated wholesale
price would increase. This could lead to higher retail prices in those areas that would remain
regulated or lower profits from service providers if the retail price of the SMP operator
continued to be level across the country. This could lead to less competition in those areas
that are still regulated. NRAs had an available tool to tackle such a problem if they considered
it necessary to maintain comparable prices across the country. This could however result in a
negative impact on other connected markets, e.g., predatory pricing by the SMP operator in
the deregulated areas by virtue of cross subsidies from the regulated areas.

Mila says that it cannot see that the PTA has conducted any analysis of the real impact on the
Icelandic market, given the real situation on that market. The PTA cannot build an analysis
and impose burdensome obligations without such analysis taking place and arguments being
clear and related to the real situation. To refer generally to the reports from BEREC would
not be acceptable analysis on which one could build burdensome obligations.

The PTA had pointed out that deregulation in competitive areas would lead to the regulated
wholesale prices in the countryside being higher than in the competitive areas. This could
lead to higher retail prices, or that there would be a lower markup on regulated areas if the
retail prices were the same across the whole country, which would lead to less competition in
the regulated areas. The PTA has furthermore stated that NRAs had the tools in place if they
considered it necessary to maintain comparable prices at a national level, but such could lead
to damaging under-pricing on the part of the SMP operator in the deregulated areas through
cross subsidies from the regulated areas. Mila requested explanations of which tools the PTA
was referring to, and how these cross subsidies came about.

The position of the PTA

The PTA rejects that it has not conducted any analysis on the impact of obligations for price
control, that relate to the real situation on the market in this country. The PTA considers that
Mila misunderstands the PTA reference to the BEREC report, in support of its position. This
is a text from the BEREC common position on geographic analysis in Section 5, which
discusses generally the analysis of geographic markets. Explanations are given there in a
general manner on issues that could raise questions that the NRAs would need to consider in
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such analysis, but the PTA was not making these words its own. The actual PTA geographic
analysis of the relevant wholesale markets is in Sections 6 and 7.

In the PTA preliminary draft, one can find a very detailed geographic analysis, and in addition
to this one can find detailed discussion on the potential and real competition problems that
the Administration identified on the relevant wholesale markets. Included were also detailed
arguments for planned imposition of obligations on the Mila fibre-optic network for cost
analysed prices.

In the additional consultation document, which the PTA opened for consultation at the end of
October 2020, the PTA planned to withdraw its plans that were presented in the original
preliminary draft which the Administration opened for consultation on 30 April 2020, to
prescribe a cost obligation for analysed prices on Mila fibre-optic and to prescribe instead
that the Siminn Group withstood an ERT test. This obligation provided the Siminn Group
with more latitude with respect to pricing than the obligation mentioned above on cost
analysed prices. On this matter PTA also refers to the updated preliminary draft (Appendix
A), Chapters 6 and 7 below, and Appendix C.

5.5 Geographical delineation and/or varying obligations by area

Mila referred to paragraph 348, where it was stated that geographic markets should be
segmented when the NRA had come to the conclusion that the market structure and the
competitive situation were in other respects significantly different between regions, i.e., when
competition was considered active in a given area or given areas/set of areas to the extent that
no party had SMP, and obligations should thus be withdrawn or not imposed. Experience has
shown that it could be difficult to reconsider deregulation on markets where effective
competition had been deemed to be in place and obligations withdrawn for that reason.

Mila said that the PTA appeared to be afraid to define geographically varying markets and to
withdraw obligations as it could be difficult to reimpose them. This was hardly a justifiable
reason to decide not to define geographically varying markets. It could not be a reasonable or
lawful reason to maintain or increase burdensome obligations that conceivably might be
difficult to reimpose were they lifted.

The position of the PTA

The PTA notes that there is also general discussion on geographic demarcation of markets on
the one hand and on the other hand the imposition of varying obligations by area, and
reference to discussion on these issues in the BEREC common position on geographic
analysis. The PTA was not making these words its own but rather referring to the document
in question in its general discussion on the geographic analysis of markets, which is stated in
Section 5 of the updated preliminary draft (Appendix A). The actual geographic analysis of
the relevant markets can be found in Section 6 (Market 3a) and 7 (Market 3b). There one can
find detailed arguments for why the PTA comes to the conclusion that there is no reason to
segment geographic markets on the relevant markets in this country. In Sections 10.6 and
11.5 it is however argued why the PTA considers there to be reason to prescribe varying
geographic obligations on the relevant markets.
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5.6 Definition of geographic markets in Europe

Mila refers to paragraph 359, which deals with the situation in Hungary. In the market
analysis from 2011 of what are now Markets 3a and 3b, these markets had been segmented
geographically into three, in line with the deployment of the country’s three electronic
communications networks that did not overlap, and the three companies were designated as
electronic communications companies with SMP, each in its own area. A new market analysis
had been conducted in Hungary in 2017. Circumstances had then changed such that new
electronic communications companies were expanding into the operating territory of these
electronic communications companies with deployment of their own infrastructure. The
conclusion in 2017 had been to divide the country into 6 areas such that the operating territory
of each of the above specified three parties had been divided into two areas, i.e., on the one
hand competitive areas and on the other hand areas with limited competition.

In the opinion of Mila, the PTA could use this methodology, i.e., GR/Mila territory,
Tengir/Mila territory and Mila territory.

The position of the PTA

The PTA considers that the circumstances in this country and in Hungary are not comparable.
The competitive areas in Hungary had been decided such that there needed to be a minimum
of two competitors to the SMP operator that had their own infrastructure (i.e., 3 companies
in total with their own infrastructure). Then both competitors of the SMP operator needed to
have achieved at least 15% market share and jointly 50% market share in the relevant area.
The conclusion had therefore been that the competitive areas were those areas where at least
3 networks were operated, and the market share of the prior monopolist was less than 50%
and that two competitors (network operators) both had at least 15% market share in the
relevant areas. The competitive areas in question reaches 20% of the population of Hungary.

The circumstances are not as above in any municipality in this country, as in general, there is
only the Mila network or the Mila network plus one infrastructure competitor. It is certainly
true that the company Kapalvaeding operates a cable system in Reykjanesbar, and the PTA
has previously provided arguments for why the PTA considers there to be no reason to
segment that municipality as a separate market in this country. Among other things, the
Siminn market share is over 50% in that town, or more precisely [...]% at the end of 2020.

Mila refers to paragraph 360 where it was stated that since May 2018 two states had joined
the group of 3 states that had delineated geographic markets on Market 3a, i.e., Italy and
Poland. In July 2019 the EU Commission had agreed a draft market analysis from AGCOM,
the Italian NRA, which allowed for the division of Italy into two areas for the market in
question, i.e., Milan on the one hand and the rest of Italy on the other. The reason why Milan
had been considered a separate market was that there were three varying access networks
there, i.e., besides the network operated by the former monopoly holder. The conclusion had
been that there was effective competition in that city on the market in question and for this
reason, obligations had been withdrawn from the former monopoly holder. Varying
geographic obligations had been furthermore prescribed in the market analysis in question.
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Mila pointed out that circumstances in this country were quite different than those in countries
with tens of millions of inhabitants. In this country it should be sufficient to apply the criterion
of one other access network and not two.

The position of the PTA

The PTA points out that no state in the EU has considered the network of one competitor of
the former monopoly holder adequate to come to the conclusion that Market 3a should be
segmented geographically. This was however the case in Portugal on Market 3b in 2016.
Circumstances then in Portugal, and here in this country today are very different. In that case,
the NRA has long placed strong emphasis on access to ducts and conduits and thus on
competition in developing fibre-optic networks with such access. In this country, such access
has not been used much, at least up to now. There is also the fact that the SMP operator in
Portugal had barely commenced FTTH rollout in 2016, while Mila FTTH rollout has been at
a very high level in past years and is now very substantial, or just under 50% by the end of
2020.

In addition to this, Mila controls a copper network with close to national coverage, though,
one may expect the company to decommission this in part during the lifetime of the analysis.
In the opinion of the PTA this will however be in areas where the company has already
deployed fibre-optic or has long term control of such a network. One can expect Mila to
decommission some of its copper networks in very sparsely populated and rural areas, where
another party has deployed fibre-optic and the company did not intend to deploy a fibre-optic
network in parallel to such a network. In the opinion of the PTA, such decommissioning will
be on a very small scale when compared to the total context. In addition to this Mila has
installed its bitstream equipment on almost all of its rural networks.

It was the PTA conclusion that competitive conditions in those municipalities where there
was little or no competition on the one hand, and on the other hand in those municipalities
where more competition prevailed, are not sufficiently heterogeneous in this country to justify
geographically segmented markets during the lifetime of the analysis, without prejudice to
what may transpire in the future.

Mila refers to paragraph 364 where it stated that in the BEREC report from 2018 on
geographic analysis there was discussion on the reasons for the increased significance of
geographic analysis on Markets 3a and 3b. The main reason was on the one hand said to be
related to the deployment of next generation networks (for example, fibre-optic networks),
both of the former monopoly holders and of their competitors, and on the other hand the
uptake of regulated access to electronic communications services. The latter reason applies
first and foremost to Market 3b. BEREC considered that as this development will continue,
the importance of geographic analysis will further increase in the future.

In the opinion of Mila, the PTA should follow the same route as widely elsewhere in Europe
and emphasise geographic analysis. It would, on the other hand, never be possible in such a
small country as Iceland that the requirement was that three different networks should reach
each household. Here there are two networks that reached by far the largest proportion of
inhabitants.
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The position of the PTA

The PTA placed strong emphasis on geographic analysis in this instance and reference is
made to detailed discussion on this in Sections 5-7 in the preliminary draft (now Appendix A
and A-1). It is widely known in Europe that detailed geographic analysis has not led to
separate geographic markets, but only to varying obligations, or even no geographic
measures. The PTA is not saying that segmentation of geographic markets will not under any
circumstances come to pass in this country, even if there were only two networks. But for this
there need to be strong indications that competitive conditions are significantly different
between markets. It is common in Europe that the first step in such a process is to begin by
prescribing varying obligations.

Mila refers to paragraph 365 where it is stated that in the above specified BEREC report from
2018, there was discussion on the main reasons for varying competitive conditions between
areas. With respect to Market 3a, the reason was first and foremost the deployment of next
generation networks by competitors of the SMP operator (e.g., in the form of fibre-optic cable
systems). Furthermore, there is the fact that market share of the SMP operator in wholesale
and/or retail had decreased and had begun to fall below a specific level (often set at 40% or
50%). With respect to Market 3b, the same reasons are named and in addition, the take-up of
regulated access to wholesale services on Market 3a.

Mila pointed out that there was no discussion in the preliminary draft on potential joint SMP
status for GR and Mila.

The position of the PTA

Given the conclusion of the PTA, to consider that there is still substitutability in this country
between copper and fibre-optic networks and that no reason was seen to segment geographic
markets on the relevant wholesale markets, conditions on the relevant markets did not indicate
that there could be a joint SMP status for Mila and GR. This is the reason why that complex
and time-consuming task was not embarked on.

Mila refers to paragraph 370 where it was stated that after having analysed the geographic
areas, the next step was normally to group those areas with similar competitive conditions.
Areas were normally grouped as competitive on the one hand and areas where there was no
competition on the other hand. Varying criteria could be used for such grouping. On Market
3a the most common criteria used were on the one hand that a specific number of competitors
of the SMP operator had begun to deploy their own infrastructure above a specific level and
on the other hand that the market share of the SMP operator had fallen below a specific level
in retail. The same could be said about Market 3b, but in addition it was common to use a
criterion based on the number of competitors of the SMP operator. These generally had to be
“significant” competitors who achieved for example, 10-15% minimum market share. In the
states in question the deployment condition was anything from 20-75% (though usually
between 50% and 75%) The criterion for market share of the SMP operator was variously
40% or 50%.
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Mila pointed out that the PTA had chosen to set the strictest conditions in all its criteria on
when one should withdraw obligations from the company. The PTA had also chosen to link
the Siminn market share on the retail market for Internet with the Mila market share on the
local loop market. Mila had no control over whether or when Siminn reached an agreement
with GR and/or Tengir on the company’s bitstream service. In this way, Mila could have an
insignificant proportion of local loops and/or bitstream service in a municipality, but
nevertheless have all the obligations on that market, simply because Siminn had a 40% share
of Internet. The fact that Mila was a wholesale company subject to an Equivalence of Input
(Eol) non-discrimination obligation on the basis of the Settlement with the Competition
Authority should mean that it would not be necessary to link obligations to Siminn market
share on the retail market, but only to the Mila market share.

Mila considered that in large areas of the countryside, service providers saw advantage in
offering their own network service. The reason was simply that the locations were so small
that they could not support many network operators with their own equipment (in fact market
failure). In such areas, one could expect that Mila would have a high market share and also
considerable costs providing the service. Such locations meant that Mila market share at
national level could be high while at the same time, market share was low at those locations
where profit expectations were highest. This planned decision would mean that Mila was
obliged to withdraw service to such areas in order to be able to participate in competition in
competitive areas, where profit expectations were highest. Anything else could have serious
consequences for the company.

The position of the PTA

In the preliminary draft, the PTA considered it normal to apply 75% distribution of networks
of parties other than Mila, because of the fact that in general, there is not more than one
network of a Mila competitor in place. The PTA does not intend to change this criterion. On
the other hand, the PTA proposed in the additional consultation that was opened in October
2020, to change the criterion for Siminn market share to 50% instead of 40% and to remove
the condition on Market 3a that related to a specific Mila market share. It is a well-known
practice in Europe, to apply the market share of the retail arm of vertically integrated
companies or company groups. Given the data the PTA has at its disposal, there is significant
correspondence between the market shares of Mila and Siminn in the various areas. Among
the factors the PTA took into account when making this change was that Siminn came to an
agreement with GR after the preliminary draft was submitted for consultation, and there was
furthermore greater proportionality in these changes. This led to more municipalities now
belonging to areas with more competition, where lighter obligations would apply or 17 in
each market instead of 6 in market 3a and 7 in market 3b in the preliminary draft.

The PTA reiterated that in the additional consultation document in question, the PTA
proposed that an obligation for cost analysed prices for the company’s fibre-optic on the
relevant wholesale markets would not be imposed on Mila, but instead the obligation for price
control would be elaborated in the form of an economic replicability test (ERT). This should
provide Mila with latitude to provide service in the countryside and to extend FTTH networks
there.
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Mila refers to paragraph 371 where it was stated that in the BEREC report in question from
2018 it was stated that most NRAs had taken expected future development into account when
elaborating geographic measures. Both expected development of market share and expected
development of deployment of next generation networks, including fibre-optic networks were
taken into account.

Mila considered that the PTA had not followed these guidelines, i.e., no attempt appeared to
have been made to make a projection on development of the relevant markets during the
lifetime of the analysis. All of the PTA discussion appeared to relate to the status in mid-2019
and to the years before that time, 1.e., looking only to the past. It appears that nowhere was a
serious attempt made to include changes that it was known would transpire during the next
1-2 years, e.g., what the impact of the decommissioning of the voice telephony system
(PSTN), the speed and division of fibre-optic rollout or electronic communications
companies' development of 5G systems, would be. The PTA also seems to believe that the
Mila plans to decommission a large part of the copper system during the lifetime of the
analysis would not have an impact on the conclusion of the analysis and seems to believe that
all of the impact from this would not occur until after the lifetime of the analysis, or that it
simply was of no importance.

The last market analysis on these markets had been in the years 2007 and 2014. Experience
therefore showed that one could expect the lifetime of this analysis to be 6-7 years, at least.
Mila could not see that the PTA had presented any arguments or data for this position and
considered that the PTA needed to add a detailed analysis of these factors and to significantly
improve its arguments as to why the Administration considered that none of these issues
would have an impact on the analysis.

The position of the PTA

The PTA endeavoured to make a projection on the development of deployment of mobile
phone networks and on market shares in its preliminary draft. Such projections are often
difficult and revolve around various undecided factors. After the preliminary draft was
submitted for consultation on 30 April 2020, certain changes have taken place on the markets
in question. Among others, Siminn and GR had made an agreement on Siminn’s bitstream
access to the GR fibre-optic network that commenced in late august 2021, and the companies
have come to an agreement on the likely number of Siminn customers on the GR network and
furthermore, the companies have made an assessment of how many of those customers will
come from the Mila network and how many are already on the GR network and thus came to
Siminn from other electronic communications companies which were already on the GR
network.

The PTA gathered more detailed data from electronic communications companies subsequent
to completion of the above specified consultation on 10 July 2020, and the Administration
will revise its projection of the likely development of distribution of electronic
communications networks and market shares during the lifetime of the analysis in the revised
draft decision (now Appendix A). The PTA points out, however, that subsequent to the
additional consultation, the PTA intends to annually revise the list of those municipalities that
are included in the areas with more competition, where obligations will be lighter. Such a
methodology is more precise than projections of unlikely development in the future.
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The lifetime of the analysis now being reviewed has been too long, and the PTA does not
expect that the lifetime of this analysis, that is now being processed, will be more than 3 years,
as there has been considerable development in the relevant markets in recent times and it is
expected that this will continue in the near future. The lifetime of the analysis could be shorter
than 3 years, if significant changes take place on the market in the near future, which cannot
be ruled out. The PTA is now for the first time conducting detailed geographical analysis and
the Administration has recently collected information and built up a geographic database
which the PTA applies in this analysis. The PTA expects that it will not take a long time to
update such an analysis regularly, as the database is updated.

In the revised draft, the PTA will mostly apply statistical data from the end of year 2020 and
in various instances will apply newer figures and data that the Administration has recently
gathered. In its revised draft, the PTA has taken more into account than in the preliminary
draft, the factors Mila mentions here above, i.e., decommissioning of the PSTN voice
telephony system, Mila plans for decommissioning the copper system, expected fibre-optic
rollout and development of 5G systems.

Mila refers to paragraph 378, where it is stated that the most common criteria for choosing
potential competition areas were on the one hand that there was a specific minimum
deployment of networks by a specific number of competitors of the SMP operator and on the
other hand that the market share of the SMP operator had fallen below a specific level, which
was generally 40% or 50%.

Mila considered that the PTA did not take into account the measures that had already been
taken to ensure that electronic communications companies had equal access to Mila systems,
such that Mila could not discriminate with respect to related parties. It was for example not
taken into account in this analysis that the company was a wholesale company that operated
independently, with an independent board where the majority of directors, including the
chairman of the board were independent of Siminn.

Mila considers that the Siminn market share on the retail market should not be applied when
examining the withdrawal of obligations from Mila. Siminn had notified about the
decommissioning of the voice telephony system (PSTN). In the calculation of Siminn/Mila
market share there were about [...] local loops that had no data transfer. One could expect
these local loops to disappear along with corresponding [...] copper local loops leased by
Vodafone. This was strong indication that this was already happening, as Mila local loops
were on a steady decline. A large part of them were precisely local loops that were stripped,
1.e., without data transfer.

The position of the PTA

The PTA rejects that it has not taken into consideration the fact that an obligation for non-
discrimination rests on the company, both from the PTA, and according to the Settlement
between the Siminn Group and the Competition Authority. In Sections 10.3 and 11.3 in the
preliminary draft, there was discussion on obligations in force and in Sections 10.4 and 11.4,
an assessment was made of the impact of the obligations on the relevant markets. In the light
of the extensive potential and real competition problems that were identified on the relevant
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markets, see Section 10.2 and 11.2 in the preliminary draft, the PTA considered that it did not
suffice to only impose obligations for access and non-discrimination on Mila.

The same may be said about the Settlement between the Siminn Group and the Competition
Authority which prescribes an independent board for Mila. That on its own is not sufficient
to make it possible to come to the conclusion that obligations for access and for non-
discrimination would suffice.

As Mila is a subsidiary of Siminn and in 100% ownership of Siminn, the PTA considers it
normal to determine potential competition areas with among other things, Siminn market
share. It is in accordance with the BEREC common position from 2014 on geographic
analysis and with practice elsewhere in Europe. The PTA points out that in the additional
consultation document that was opened for consultation at the end of October 2020, the PTA
proposed that the reference level for Siminn market share at retail level would be 50% instead
of 40% as allowed for by the preliminary draft. With this change and the change of not
applying a specific Mila market share, there was an increase in the number of municipalities
included among the areas where more competition pertained, as mentioned before.

The PTA has furthermore, in the revised draft decision (Appendix A) discussed further the
possible impact of the decommissioning of the PSTN voice telephony system, along with
other factors that could have an impact on a projection for development of Mila market share
and that of other parties on the relevant markets during the lifetime of the analysis.
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6 Geographical definition of wholesale market for local access
with fixed connection (Market 3a)

6.1 General

Mila refers to paragraph 381, where it is stated that one shall assess real competitive
conditions that are reflected in the market behaviour of electronic communications
companies, for example in their pricing and service offer, and the impact of this behaviour on
the structure of the market, for example market share and network deployment. In order to be
able to analyse distinct geographic markets there therefore had to be convincing indications,
relating both to the structure of the relevant market and to the behaviour of parties to the
market, that competitive conditions varied considerably from those in other areas within the
state in question.

Mila states that competitive conditions in the Capital City Area are not in any way comparable
to locations in the countryside without competition, as the PTA appears to think.

The position of the PTA

The PTA came to the conclusion in its preliminary draft that competitive conditions certainly
varied somewhat between those municipalities that belong to areas with little or no
competition on the one hand and those areas where more competition prevailed on the other
hand. After a detailed assessment, the PTA came on the other hand to the conclusion that real
local competitive conditions at wholesale and retail level were not significantly different
between these two areas to justify the segmentation of geographic markets, but however,
sufficiently different to justify varying obligations.

In further support of this, reference is made to Sections 6 and 7 in the revised preliminary
draft (Appendix A) and to answers later in this chapter and Chapter 7 in this document.

6.2 Deployment of networks, deployment plans and network topology

Mila referred to paragraph 396 where it is stated that the Mila copper network covers the
whole country, to all households and companies in the country, after having been developed
throughout the century long history of the country’s state operated telephone system.
Subsequent to the monopoly having been lifted, the copper system had also been improved
and renewed to be able to meet increased demand for data transfer, in the first instance
because of dial-up connection modems and then after that for ADSL and VDSL. Fibre-optic
networks had achieved significant distribution during what must be considered a period of
relatively few years. In total there are about 81% residences that have access to fibre-optic
networks and the distribution to companies is also large.

Mila pointed out that the company was decommissioning its copper network with national
coverage and that at many locations there would be no network from Mila to replace it. Mila
did not consider it correct to allow for Mila having a network with national coverage
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throughout the lifetime of the analysis, as addresses where Mila did not have a local loop
were on the increase.

The position of the PTA

It is clear that copper local loops in use have decreased significantly in recent years. They
were about 114,000 at the end of 2016 and were about 58,000 at the end of 2020. In the end
of 2020, FTTH connections in use with Mila were about 32,500. A large majority of Mila
local loops in use are thus still copper local loops or 64%, though the difference is shrinking
rather quickly. At the same time, fibre-optic local loops have increased significantly in recent
years, both those owned by Mila and by other parties like GR, Tengir and Snerpa. Mila fibre-
optic connections will for example increase in this country by about 10,000 in 2020 and
reached about 77,000 spaces at the end of 2020, including 64,000 in the Capital City Area.
Due to discrepancies in Mila's distribution figures, it is likely that Mila's actual fibre local
loop coverage may be somewhat more extensive than the above figures suggest. The company
allows for continuing vigorous development of FTTH connections in the coming years,
though the company had not been able in October 2020, to provide the PTA with a
broken-down distribution projection for the years 2021, 2022 and 2023, and certainly not a
projection broken down by municipality, despite repeated criticisms from the Siminn Group
about a lack of future projections by the PTA on network distribution. Despite repeated
inquiries from the PTA, this information had not been received from Mila at the end of April
2021, not even the expected rollout in 2021. Mila finally made its rollout plans available to
the PTA in mid June 2021. Mila has also been purchasing or leasing for long term a number
of municipality local networks, that were deployed with state aid or installing these local
networks with state aid.

In a Mila reply, dated 22 September 2020, to a query from the PTA dated 7 September 2020,
there is a company plan for decommissioning copper over the next 10 years. Mila has now
acquainted electronic communications companies with this plan. It was stated that the plan
was still subject to a number of uncertainties and that Mila had not been able to predict the
number of connected copper local loops in the next years. The current plans are to divide this
into 3 main phases, i.e., over the next 5 years, these would be locations where fibre-optic
rollout had commenced, was well developed or completed. This should apply to the whole of
the countryside (Iceland Optical Connected project), to the Capital City Area and to urban
areas to which the above description applies. During the following 5-7 years, there would be
locations where fibre-optic rollout had commenced and where there were clear plans in place.
This should apply to many urban areas outside the Capital City Area. In the 7-10 years
following that, the locations would be urban areas where fibre-optic rollout was very limited,
new buildings connected to fibre-optic, but no clear plan yet elaborated. It was then stated
that this phasing of the task was presented with reservations and would take into account
progress in fibre-optic and 5G rollout in this country.

From the above it is clear that copper connections in use with Mila have been on the decline
in recent years, but the company’s fibre-optic connections in use have also increased
significantly over the same period and the deployment of the company’s FTTH networks has
increased considerably. One can expect continued development in this direction during the
lifetime of the analysis. The above specified plan for decommissioning the Mila copper
system is very general and sketchy, and in addition to this, it is presented with reservations.
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The PTA considers that Mila will continue to have a local loop network that will cover most
of the country and that will be composed of both fibre-optic connections and copper
connections during the lifetime of the analysis. As previously stated, Mila has been
purchasing or securing long-term control over various local fibre-optic networks that have
been deployed by municipalities in the rural areas with the assistance of state aid through the
project, Iceland Digital Connected or installing these local networks themselves with state
aid.

The PTA expects that during the life of the analysis, Mila will first and foremost close copper
connections where the company has already connected with fibre-optic or ensured long-time
control over fibre-optic local loops. If Mila does not own or have long term control over fibre-
optic local loops at any locations at the end of the lifetime of the analysis, this will, in the
opinion of the PTA, be first and foremost in sparsely populated rural areas that will not have
an impact on the overall conclusion of this analysis.

Mila refers to paragraph 397 where it is stated that Mila has developed an extensive access
network using PON fibre-optic topology and has assured access for itself to the fibre-optic
networks operated by other parties, where the company installed GPON equipment for active
access service. Mila had also been purchasing or leasing the various local fibre-optic networks
in the countryside that had been developed during recent years with financial contributions
from the Telecommunications Fund, and also in urban areas such as Gagnaveita Skagafjardar,
which among other things had developed a fibre-optic network at Saudarkrokur. It was not
unlikely that such purchases by Mila would continue during the lifetime of the analysis. Mila
furthermore provided GPON service to almost all other local fibre-optic networks in the
country (except the GR network). Mila therefore operated in most of the country’s
municipalities in the field of access through fibre-optic. In footnote 82 under the above
specified paragraph, there was a list with the number of local networks that Mila had
purchased, leased long term or deployed with state aid.

Mila pointed out that one could understand this list in footnote 82 as though this were a
comprehensive network in the municipalities in question. This is not true, as it was rather a
list of rural connections in these municipalities. In most instances these networks were very
small and only with a few tens of addresses. In the reference list there was some wrong
information. It was wrong Mila had purchased leased or deployed countryside systems with
the support of a municipality in Hvalfjardarsveit and Skaftarhreppur. In Langanesbyggd there
were 17 addresses which is only a very small proportion of the municipality. Mila has
informed Hvalfjardarsveit that the company would withdraw its offer because of the
obligations that the PTA had imposed in this draft decision. Mila was not aware of having
purchased the Skaftarhreppur network, as up to this point in time, the municipality’s fibre-
optic had been deployed by Laki, Orkufjarskipti, Hrafnholl and Mila. Mila had acquired fibre-
optic in Borgarfjordur Eystri. The market analysis would have an impact on Mila plans to
purchase more rural networks. Mila did not provide service on the Lif i Myrdal network as
the company had not gained access to that system.
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The position of the PTA

In a mail to the PTA, dated 4 January 2021, Mila stated that it had fibre local loops in
Skaftarhreppur. The PTA will however correct the text in footnote 82 in the preliminary draft
such that Hvalfjardarsveit is not listed as local networks that Mila had purchased, deployed
with state aid, leased long term or deployed with financial support from the municipality in
question. Borgarfjordur Eystri will be added to the networks that Mila has purchased but that
municipality now belongs to the merged municipality of Mulaping.

The PTA therefore has information that Mila has purchased the following 16 local networks
in part or in full, leased them on a long-term basis, entered into a lease agreement for them or
deployed them with financial support from the relevant municipality or electronic
communications fund. The connections in question are about 1,600 out of more than 6,000
fibre-optic connections in rural areas of the country: Akrahreppur, Akraneskaupstadur (rural
areas), Blonduosbar (rural areas), Borgarfjardarhreppur, Fjardabyggd, Grimsnes- og
Grafningshreppur, Grundafjardarhreppur, Hunaping vestra, Mosfellsbaer (rural areas),
Skaftarhreppur, Skagabyggd, Skagafjordur, Snafellsbaer, Sveitarfélagid Skagastrond. In the
following 7 additional local networks there is mixed ownership of local loops or that Mila
leases long-term local loop networks and operates them: Strandabyggd, Sudavikurhreppur,
Svalbardshreppur and the rural areas of Langanesbyggd, Vesturbyggd, Vogar (rural) and
Grindavik (rural). In total, these are 23 local networks.

In addition, Mila provides GPON services and charges the local loop for the owner of the
network for the following 18 local networks: Asaljos, Fjarskiptafélag Skeida- og
Gnupverjahrepps, Rangarljés, Hunanet, Orkufjarskipti, Ljosfesti, Hrunaljos, Dalaveitur,
Vopnafjardarljés, Snerpa, Leidarljos, Floaljos, GR (Arborg and Borgarbyggd), Fjardabyggd
(part of the network), Blaskogaljos, Hrafnsholl, Ljosleidari Borgarbyggdar og Skaftarljos.
Finally, Mila provides GPON services over 10 local networks, but does not charge for the
local loop for the owner of the network in question. They are: Tengir, Eyja- og
Miklaholtshreppur, Helgafellssveit, Fjarskiptafélag Reykholahrepps, Hitaveita Drangsness,
Ljospunktur, Fjardabyggd, Gagnaveita Hornafjardar, Hotel Laki and Hvalfjardarsveit. These
are a total of 51 local networks that Mila owns, leases, operates to some extent or provides
bitstream services. The PTA expects that this development will continue somewhat during
the lifetime of this market analysis, so that more local networks will become the property of
Mila or the company leases them.

Mila states that the PTA preliminary draft market analysis of the relevant markets would have
an impact on Mila plans for purchasing more rural networks. Subsequent to the additional
consultation that was opened at the end of October 2020, the PTA decided to withdraw the
intention to impose an obligation for cost analysed prices on Mila fibre-optic, and instead to
prescribe an ERT test on the Siminn Group. The PTA considers that such a change would
increase flexibility in pricing within the Group. It is for this reason not unlikely that such
purchasing, long term lease or deployment with financial support from municipalities will
continue during the lifetime of the analysis, as it is difficult for municipalities to be involved
in such operations, and it is not part of the statutory role or core operations of municipalities.
Besides this, the PTA expects that Mila will extensively rollout fibre-optic to urban kernels
in the countryside on commercial terms, with or without the involvement of municipalities or
inhabitants of the urban kernels in question.
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Mila refers to paragraphs 399-401, where it was stated that at the end of 2019, GR fibre-optic
had reached about 102,000 homes and companies of about 140,000 homes and 15,000
companies in the country. In its plans, GR projected that the company’s network would reach
about 128,000 households and companies by the end of 2020 and about 130,000 at the end of
2021. The Tengir network reached 9000 households and companies and the company expects
to increase its distribution, such that this network will reach about 11,000 parties at the end
0f 2020 and just under 12,000 at the end of 2021.

Mila stated that according to company information, Tengir had deployed to about 10,000
homes and companies by mid-2019. Mila considered that the size of the Tengir system was
underestimated in the analysis, both geographically and with respect to the number of homes
and companies that it reached.

According to this, these two companies would have about 140,000 homes and companies at
the end of 2021. That represents about 92% distribution. In addition to this, rural networks
and parties other than Mila would have 2-4%. The remainder would be about 10,000-15,000
homes and companies without fibre-optic from parties other than Mila. Despite the fact that
Mila could only offer xDSL in large areas, the PTA considered there to be reason to impose
increased obligations on Mila, instead of withdrawing them. Mila objected to these PTA
plans.

GR had declared plans for a fibre-optic network with national coverage which should be ready
in 2025. Mila had received a presentation of these plans and they had been presented to the
Competition Authority. The PTA should be informed of these plans. The GR plans talk of
distribution of up to 153,000 in 2025, which was the lifetime of the analysis.

The position of the PTA

In GR replies, dated 22 October 2020, to queries from the PTA dated last 8 and 9 October, it
was stated that the company’s connections would be 112,000 at the end of 2020, [...] at the
end of 2021, [...] at the end of 2022 and [...] at the end of 2023. These numbers were subject
to considerable uncertainty, and there was the fact that GR planned to [...], which could
increase these numbers on Market 3b. GR says that spaces in the country are [...] in 2020, i.e.
[...] homes and [...] companies. Mila considers as stated above, that spaces totalled [...] in the
country at the end of 2019, of which [...] were homes. There is quite a difference, about [...],
in the Mila and GR numbers of homes and companies in the country.

In the Mila reply dated 25 November 2020 to the PTA query, dated 17 November of the same
year, Mila says that the number of homes in the country is [...] and real companies about [...].
Total [...]. The number of registered Mila spaces were however [...], but the company did not
consider it appropriate to use the number of registered spaces at any given time to estimate
the size of Markets 3a and 3b, particularly with respect to the corporate market. There could
be many companies in each space and one company could have many spaces in its operations.
The Mila registration would often have additional records, e.g., possibly for lift telephones or
security systems. Instead of counting the number of spaces it would be more appropriate if
the PTA gathered the number of real connections in use in each individual area. Retail
electronic communications companies were perfectly capable of providing the PTA with this
information. It was stated that Mila was struggling with the same uncertainty and lack of
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precision as the PTA in its counting of corporate spaces. Registering properties in Registers
Iceland was the responsibility of each municipality. It was known that this data contained
many errors that needed to be corrected. Mila was working on reducing the number of errors
in its own systems and on improving processing of that data. Mila allows for the number of
spaces increasing by about [...] per annum in the coming years, and then they would be about
[...] at the end of 2023.

In PTA’s assessment, the number of spaces in the country at the end of 2020, was 163,209.
GR distribution was therefore about [...] of spaces in the country at the end of 2020. The
number of new connections with GR in the years 2021-2023 is estimated to be rather small
on the basis of development in recent years and does not reach the 130,000 connections that
Mila mentions that GR aims for at the end of 2021, and GR allows for as seen here above,
that the company’s distribution will reach [...] spaces at the end of the lifetime of the analysis
at end of 2023.

Mila stated that the Tengir network had reached about 9000 spaces at the end of 2019 and
that it would reach 11,000 at the end of 2020 and 12,000 at the end of 2021. In the Tengir
reply, dated 6 October 2020, to a query from the PTA, it was stated that the Tengir fibre-optic
network had reached [...] spaces on 1 October 2020. The PTA considers that there is some
overestimation on the part of Tengir, because the PTA infrastructure database, which is based
on figures from Tengir, assumes that the distribution of Tengir's fibre network was around
9,500 spaces at the end of 2020. It was projected that the number would be [...] at the end of
2021, [...] at the end of 2022 and [...] at the end of 2023. This was about [...] distribution at
the end of 2020 and the projections are rather modest for the coming years. In total, the fibre-
optic networks of GR and Tengir reached about [...] of spaces at a national level at the end of
2020. This is about 119,000 spaces and is projected that they will be just under [...] at the end
of 2021, and not 140,000 as stated by Mila. This would not be 92% distribution, as stated by
Mila, but about 76%, considering that the annual increase in total spaces is estimated at 3,000
per year.

At the end of 2020, Snerpa had deployed FTTH connections to 1,177 spaces in 3
municipalities in the West Fjords, i.e., in Isafjardarbzr, Bolungarvikurkaupstadur and
Télknafjardarhreppur. The company reckons that connections, roughly estimated, will be
about [...] at the end of 2021, [...] at the end of 2022 and [...] at the end of 2023. At the end of
2020 Austurljos had deployed fibre-optic to about 200-300 spaces at Egilsstadir, where there
were about 70 subscribers. The Austurljos plans for the coming years are rather modest and
will be decided by demand. It should be noted that Mila has also deployed fibre-optic at
Egilsstadir, just over 600 spaces in the autumn of 2020, in addition to which Mila has
continued fibre development in the town in the summer and autumn of 2021.

In addition to this one can add fibre-optic networks of rural areas, where about 6,000
addresses in rural communities have received state support. According to the PTA’s
infrastructure database, there were only around 3,000 addresses ready for connection. The
PTA expects that more will be added during the lifetime of the analysis. Mila has also
purchased a number of these networks or secured long-term control over them, or deployed
them with state aid, so this figure is significantly reduced. That number is at least 1,600 and
the PTA expects that Mila will increase its share there during the lifetime of the analysis.
Therefore, it can be assumed that the number of connected spaces still owned by parties other
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than Mila, is about 123,000 at the end of 2020, which is approximately 75%. At the end of
2021, this would be 128,000 spaces or about 77% distribution. Mila states that there would
then be about 10,000-15,000 spaces without fibre-optic from parties other than Mila at the
end of 2021. It would be correct to say that those spaces would be about 30,000-40,000 if
calculated according to PTA figures on the number of homes and companies, taking into
account the likely increase in the population during the period.

Given the newest plans from GR for rollout of fibre-optic networks, it is not expected that the
company will have a fibre-optic network with national coverage during the lifetime of the
analysis, and nowhere approaching this, if one considers distribution by region.

Mila refers to paragraph 412 where it is stated that the requirement in common for local
networks that have received state aid is that they are subject to an obligation for open access
to their networks on Markets 3a and 3b, and that access prices to the networks shall be based
on benchmarking. It was therefore clear that such networks bore various obligations that did
not rest on parties that had not received state aid or that had been designated as having SMP.
It was therefore clear that there was less likelihood of competition problems arising from the
operations of such networks than from networks that do not bear obligations.

In Mila’s submission it was stated that there were areas where there should be no obligations
on Mila, i.e., the networks that Mila had not purchased. On these networks, Mila would not
own the infrastructure, and therefore unreasonable to maintain obligations on Mila in such
areas.

The position of the PTA

The PTA notes that there will certainly not be obligations on Mila on Market 3a for fibre-
optic networks that are not owned or under long-term control by the company. Obligations
on the other hand apply to fibre-optic networks owned by parties other than Mila on Market
3b, if Mila owns and operates bitstream equipment on such networks. Then there will be an
obligation on Mila copper networks in such areas, where such networks are in place. The PTA
reiterates that these are small and little populated networks that do not matter much in the
broader context of this market analysis. If one subtracts the rural networks that Mila has
purchased or over which Mila has ensured long term control, one may assume that they will
be about 2-3% of the total number of local loops in the country.

Mila refers to paragraph 413 where it is stated that a number of municipalities or residents
had deployed fibre-optic without public funding, e.g., Hvalfjardarsveit, Skeida- og
Gnupverjahreppur and Fljotsdalshreppur. The above three municipalities had in common, for
example, income from power stations located in those municipalities. Mila has now
purchased the Hvalfjardarsveit electronic communications network subsequent to a bid for
tenders. Further to this, the electronic communications company Snerpa, which operated in
the West Fjords, had commenced deployment of fibre-optic in the West Fjords e.g., in
[safjordur and Bolungarvik, and in more towns and villages in the area. This development
was in the early stages and it was not expected to make great progress during the lifetime of
this analysis.
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Mila stated that the company had not purchased the Hvalfjardarsveit fibre-optic system. Also,
that the access network was significantly underestimated, according to Mila information.
Snerpa offered Mila access to over 1000 homes over fibre-optic in the West Fjords and
seemed to aim at expanding its network further in the coming years. According to the media,
Snerpa has made an agreement with Bolungarvik municipality on the deploying of fibre-optic
in rural and urban areas which should be completed in 2022. The Snerpa development
territory in the West Fjords reaches from Bolungarvik to Talknafjordur and there were many
instances of agreements between Snerpa and municipalities. Discussion was also lacking on
Kapalvading in Reykjanesber.

The position of the PTA

The PTA will correct the assertion that Mila purchased the Hvalfjardarsveit fibre-optic
network. An agreement was reached between the parties, but Mila says that it has decided not
to sign because of the preliminary assessment of market analysis which the PTA published
for consultation on 30 April 2020.

The Snerpa fibre-optic network reached 1,177 spaces at the end of 2020 and it is planned that
it will reach about [...] spaces at the end of 2021, [...] at the end of 2022 and [...] at the end of
2023. Most connections are in Isafjardarbaer, and some in Bolungarvikurkaupstadur,
Studavikurhreppur in Vesturbyggd (Bildudalur) and in Téalknafjardarhreppur. The PTA does
not consider this development to be extensive, when one considers the country as a whole,
under 1%.

Kapalvading in Reykjanesber operates a small FTTH fibre-optic network belonging to the
relevant market in Reykjanesber together with a cable system that is not covered by the
relevant wholesale markets, as the PTA explains in more detail in the revised preliminary
draft (Appendix A) and at another place in this document. The company's fibre optic network
reached 749 spaces out of 8,762 spaces in Reykjanesbar at the end of 2020 (8.6%). The
company's customers on that network were only [...] at the end of 2020.

Vodafone referred to paragraph 416 and pointed out that there were optical splitters at many
locations in node points/telephone exchanges.

The position of the PTA

In the referenced paragraph, the PTA describes the network topology that is generally
appropriate. Though in some instances in the Mila fibre-optic local loop network, where
connections are in place close to node points/telephone exchanges, there is an optical splitter
in the telephone exchange and a continuous thread from there to a home or company, this
does not change the fundamental topology of the general Mila fibre-optic local loop network
which is built with PON topology. These facilities-related deviations are exceptions.

Siminn considered it to be unthinkable that one could maintain that market conditions were
sufficiently homogeneous across the whole of Iceland for it to be one and the same market.
This applied, regardless of the sale level. One of the most important issues in operations and
investments in fibre-optic systems was building density and the number of apartment
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buildings. If costs varied, this was an indication of separate markets. In the same way,
economic grounds for fibre-optic deployment varied. The PTA had not investigated that.

For this reason, it was appropriate to describe geographic delineation in Iceland and the
significance it had for development of electronic communications service. Information from
the turn of year 2018/2019 was used as a reference, because all information about breakdown
of inhabitants by urban area was not available for the turn of year 2019/2020. This actually
should not have made any difference. The data was acquired from Statistics Iceland and from
Registers Iceland.

The total number of inhabitants in the country was 356,990 at this point in time and the total
number of apartments 140,600.

Most of the country's inhabitants live in the Capital City Area, 228,231, and of them only 1%
lived in a rural area. The number of apartments was 87,934. The proportion of inhabitants in
this area was 64% of the country’s total population. It is not disputed that from a marketing
and geographic point of view, the area differed from all other market areas. The proportion
of single dwelling buildings of all dwellings was 25%. The area was the smallest region in
the country. In order to be able to operate at retail level and achieve satisfactory profitability,
it would suffice to have one’s operations on this market.

In Reykjanes there were 27,112 inhabitants, of whom 144, lived in a rural area, about half a
percentage point. The number of apartments was 9,967. The proportion of inhabitants in this
area was 8% of the total and the proportion of single dwelling buildings was 44% of dwellings
in the area.

In West Iceland there were 16,507 inhabitants, of whom 15.6% lived in rural areas. The
proportion of inhabitants was 5% of the total and the proportion of single dwelling buildings
was 60% within the area.

In the West Fjords there were 6,614 inhabitants, of whom 10.4% lived in rural areas. The
proportion of inhabitants was 2% of the total and the proportion of single dwelling buildings
was 64% within the area.

In North West Iceland there were 7,676 inhabitants, of whom 30.1% lived in rural areas. The
proportion of inhabitants was 2% of the total and the proportion of single dwelling buildings
was 60% within the area.

In North East Iceland there were 30,445 inhabitants, of whom 11.3% lived in rural areas. The
proportion of inhabitants was 9% of the total and the proportion of single dwelling buildings
was 51% within the area.

In East Iceland there were 13,059 inhabitants, of whom 14.1% lived in rural arcas. The
proportion of inhabitants was 4% of the total and the proportion of single dwelling buildings
was 69% within the area.

In South Iceland there were 27,346 inhabitants, of whom 20.2% lived in rural areas. The
proportion of inhabitants was 8% of the total and the proportion of single dwelling buildings
was 73% within the area.

From the above, one could conclude that the Capital City Area was unique and not like any
other area with respect to population density, with a small proportion of detached dwellings.

135




There was a significant difference between the larger urban areas and the smaller urban areas.
Circumstances, in smaller urban kernels could change very quickly in a short space of time,
where very few customers could alter the share statistics very quickly.

It was undisputed and generally accepted that the cost of deploying a fibre-optic system
depended on population density. In the EU Commission guidelines on state aid in Telecom,
the following is stated among other things:

“Due to economics of density, the deployment of broadband networks is generally more profitable
where potential demand is higher and concentrated, i.e., in densely populated areas. Because of high
fixed costs of investment, unit costs increase significantly as population densities drop. Therefore,
when deployed on commercial terms, broadband networks tend to profitably cover only part of the
population.”

The PTA had not investigated this aspect and needed to conduct such an investigation in order
to assess varying conditions, and whether the proposals made by the Administration were
conducive to encouraging fibre-optic deployment, or prevent it, where fibre-optic was
lacking.

FTTH Council had made many studies that discuss this issue. This was significant because
the PTA appeared to maintain that it cost just as much to deploy fibre-optic infrastructure in
the Capital City Area as outside that area. This was also significant with respect to the
assessment of how likely it was that Mila would deploy fibre-optic where Tengir had
deployed fibre-optic and, where GR had deployed fibre-optic (mostly detached dwellings
remaining in the GR operational territory).

The Institute of Regional Development has information about population density and the PTA
could call for this information from that source.

An investigation of this kind would reveal very differing costs per dwelling that reflected the
very significant cost difference between areas. It would then be the role of the PTA to
delineate the areas to be defined by borders, i.e., how many dwellings did an urban area need
to have to make deployment of fibre-optic feasible, and whether it was realistic to deploy two
parallel fibre-optic systems. Competitive conditions and appropriate measures would then be
assessed on the basis of these criteria. The PTA had not done that and did therefore not
succeed in assessing the needs of the market at appropriate locations, neither those of
consumers nor of retail electronic communications companies.

Of 99 urban kernels, there was only one kernel with 220,000 inhabitants, two with 18,000,
two in the range of 7000-8000, two in the range of 3000-4500, 7 with 2000-3000 inhabitants,
12, in the range of 1000-2000, 14 in the range of 500-1000, and the rest under 500. A large
proportion of smaller urban kernels did not have fibre-optic, unlike the larger urban kernels.

It would have been useful, and in fact necessary for the PTA to investigate which urban
kernels had fibre-optic connections and the proportion of urban populations and the status in
varying urban areas. In this way, looking at an average of a specific municipality instead of
the relevant urban kernels, provided misleading information about the real situation. A
postcode or urban kernel would be a more appropriate measure, as post numbers were
normally a better measure of the status between urban and rural areas than municipalities
were.
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GR, for example had 100% distribution at Hella and Hvolsvdllur, which were only about half
of the relevant municipality, i.e., Rangarping Ytra and Rangarping Eystra, which were very
much rural populations. According to the PTA metrics, GR had 50% distribution in the
municipalities which means that incorrect obligations were imposed on the municipalities as
a whole, when the reality was rather that GR had a very strong position in the urban kernels
in question and did not intend to deploy in rural areas. This clearly led to a wrong assessment
of the situation by the PTA, both with respect to rural areas and urban areas.

With the above in mind, density of population, proportion of multiple home buildings and
single home buildings and the cost of providing service, were indisputably, issues of
importance in the assessment of whether competitive conditions were comparable. This was
particularly significant with respect to the relevant wholesale markets. It could also be
significant with respect to assessment of the extent to which 5G service was a substitute
service.

The position of the PTA

The PTA comes the conclusion, after detailed geographic analysis, that competitive
conditions are not sufficiently different between municipalities with little or no competition
on the one hand, and areas with more competition on the other to justify geographic
segmentation in this country on the relevant wholesale markets. The same can be said about
the related retail market. In this connection one can refer to paragraph 593 in the preliminary
draft. It is stated there among other things that though there is a certain difference in market
structure between the two areas in question, among other things with regards to deployment
of the fibre-optic networks of Mila competitors and with regards the market share, this
difference is not in the form of variations in price, quality, service offer and other aspects that
should affect consumers if competitive conditions varied significantly between areas. The
competitive pressure faced by Mila is thus not sufficiently different between these two areas
on the relevant market to be considered significant.

Siminn pointed out that one of the most important issues in operation and investments in
fibre-optic systems was population density and the number of apartment buildings. If costs
varied, this was an indication of separate markets. In the same way, economic grounds for
fibre-optic deployment varied. The PTA had not investigated that. The PTA does not agree
that varying costs for deploying electronic communications networks between areas or
population density sufficed on their own to come to the conclusion that markets should be
geographically segmented. Such a difference in cost needs to be reflected in significantly
differing competitive conditions between areas that the consumers perceive. For example, it
is stated in the BEREC common position from 2014 with respect to geographic analysis that
it matters whether, for example, there is a price difference between areas at wholesale level
as a result of varying costs with deployment of networks or as a result of varying competitive
conditions between areas. As is explained further here below, the PTA considers that varying
Mila wholesale prices between areas is explained first and foremost by varying costs in
deploying and operating networks.

In a reply dated 22 September 2020 to a PTA query about what explained that the price
difference for Mila fibre-optic between urban and rural areas on Market 3a was 17% against
about 67% on Market 3b, it was stated among other things that Mila installed ONT at its own
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cost, regardless of where in the country the service was offered. By the nature of things, it
was considerably more expensive to visit a customer in the countryside. Installation of ONT
was part of bitstream service. This factor weighed heavily in the reasons for A1 service being
more expensive in locations other than in the Capital City Area and Akureyri. In connection
with the percentage difference of fibre-optic and bitstream in these areas, the main reason was
that usage of fibre-optic lines was much better than usage of bitstream equipment. Mila can
only conclude that this reply from Mila confirms the above position taken by the PTA, i.e.,
that the price in question is explained first and foremost by varying costs for deployment and
operation of networks by area, rather than being a consequence of more competition in more
densely populated areas.

Then Siminn describes at length, “geographic delineation” in this country, as the company
sees it, and the significance it had for development of electronic communications service in
the opinion of the company. There one can find discussion on the various areas with respect
to number of inhabitants in each area, the proportion between urban and rural, the proportion
of the total population of the country and the proportion of single dwelling buildings of all
dwellings within each area. The areas discussed by Siminn were 1) the Capital City Area, 2)
Reykjanes, 3) West Iceland, 4) The West Fjords, 5) North West Iceland, 6) North East Iceland
7) East Iceland and 8) South Iceland. According to the Siminn analysis, the Capital City Area
was unique and unlike any other area with respect to population density and small proportion
of single dwelling buildings. Circumstances, in smaller urban kernels could change very
quickly in a short space of time and a very small number of customers could change the
market share statistics very quickly. It was undisputed that the cost of deploying a fibre-optic
system depended on population density. The PTA had not investigated this aspect and needed
to conduct such an investigation in order to assess varying conditions, and whether the
proposals made by the Administration were conducive to encouraging fibre-optic
deployment, or preventing it, where fibre-optic was lacking. This was significant because the
PTA appeared to maintain that it cost just as much to deploy fibre-optic infrastructure in the
Capital City Area as outside that area. Among other things, the PTA needed to assess how
likely it was that two parallel FTTH networks would be deployed and in which areas. Then it
was stated that postcodes or urban kernels would be more appropriate measurements of the
situation between urban and rural areas than the municipality boundaries, see for example
Hella og Hvolsvollur. It could also be significant with respect to assessment of the extent to
which 5G service was a substitute service.

The PTA based its methodology on geographic analysis of the relevant markets and on among
other things, appropriate ESA guidelines and recommendations and on the BEREC common
position on geographic analysis. This applies among other things, to the choice of areas for
analysis. On the one hand, Siminn appears to be proposing that the areas to be analysed are
the above specified 8 geographic areas, while on the other hand that postcodes should be used,
but there are more than a hundred of them. As is covered in detail in Section 6.4 and 7.4 in
the updated preliminary draft (Appendix A), the PTA considered it most appropriate to select
on the basis of municipalities that fulfil given conditions, in accordance with the guidelines
referenced here above, and in accordance with practice in other European states. More
detailed information will be provided on choice of areas for analysis later in this document.
It is worthy of note that after the changes that were announced in the additional consultation
that was opened in October 2020, all municipalities in the Capital City Area, along with a
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number of other municipalities in the countryside belong to areas where there is considered
to be more competition. These are 17 municipalities out of 69, where about 70% of the
population lives. On the other hand, the PTA considered that competitive conditions between
these areas and the areas with little or no competition was not sufficiently different to justify
segmented geographic markets, and that there was only reason to apply differing obligations
between these two sets of area.

Population density, the proportion of single dwelling buildings as opposed to apartment
buildings or the cost of deploying fibre-optic networks are not factors that should be taken
into account in isolation, but rather such factors that reflect significant differences in
competitive conditions that relate to the structure of the market and varying behaviour of
parties to the market, e.g., pricing, quality of service and service offer. The investigation that
Siminn asks that the PTA conduct in connection with the above specified comment is more
in the remit of the administration responsible for the execution of rules for state aid. Nowhere
does the PTA assert that it costs as much to deploy fibre-optic in urban areas, as in rural areas,
as this is not the case. About 6000 addresses in the most sparsely populated regions of the
country, within the specified municipalities, have received state aid for fibre-optic rollout.
There are still almost 30,000 spaces remaining in the country’s villages that do not have
access to fibre-optic local loops. It still has to come to light in the coming years whether
commercial terms exist to complete deployment, or whether further state aid is needed. The
PTA market analysis is not the proper place to make decisions on that. By reversing the
intention to impose an obligation on Mila for cost-analysed prices for the company’s fibre-
optic, and applying instead an ERT obligation, the PTA has definitively made concessions to
the Siminn views on roll-out of fibre-optic networks.

With respect to the conditions that could change rapidly, in smaller urban kernels, then this
is correct as far as it goes. The PTA revised market analysis draft allows for annual review of
the list of municipalities that are classified as having more competition and thus lighter
obligations. In this way the PTA systematically reacts to changed conditions from year to
year.

The PTA has furthermore requested distribution plans from the three mobile phone
companies for 5G. Replies from the companies have been very general and short and very
little can be concluded from them with respect to potential development of distribution of 5G
in this country during the lifetime of the analysis. There seems to be great uncertainty about
such potential distribution. Reference is made for further detail on potential substitutability
between fixed networks and mobile networks to Sections 3 and 4 here above, to the same
sections in the revised preliminary draft (Appendix A) and to Appendix C, where there is
discussion on the above specified additional consultation.

The Siminn assertion that postcodes are more appropriate metrics than municipalities are
referred to the PTA reply on this issue later in this document. The PTA, furthermore, disagrees
that urban kernels within municipalities provide more appropriate metrics, as they are not
administrative units in themselves, but it is rather than municipalities themselves that are.

Siminn said there had been a lack of PTA investigation with respect to supply of fixed line
systems in varying areas.
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With respect to the Capital City Area, it was established that fibre-optic had been rolled out
at all locations by one company, GR. Another fibre-optic system had been deployed by Mila
at many locations in the area, but that company was subject to a variety of obligations from
the PTA and Competition Authority. In this way the supply of Internet service by fibre-optic
was widespread, 100% in the case of GR, but rather lower in the case of Mila as districts with
single dwelling buildings were prominent in the areas that lacked fibre-optic from Mila.
Siminn consider it clear that the majority of inhabitants in the Capital City Area had Internet
service over fibre-optic. Supply service in the whole area was homogeneous and significantly
different from other areas where fibre-optic had not been rolled out as extensively. GR and
Mila offered service in all areas. Both companies offer bitstream service, GR, through its
fibre-optic and Mila through fibre-optic and xDSL. Siminn, Vodafone, Nova and Hringdu
offered service in the area, as do other small parties like Hringidan, and the University of
Iceland also offered Internet service to staff and students that needed to be investigated.

At Reykjanes, fibre-optic was in the development stage in the urban areas of Keflavik and
Njardvik (Reykjanesbar). GR had already deployed fibre-optic to about 10-15% in the urban
areas but nothing to other urban areas at Reykjanes and nothing, in rural areas. GR had plans
to deploy fibre-optic in the Vogar municipality, but not to other municipalities in the area.
Mila had deployed fibre-optic to some extent in the area. Kapalvaeding also offered service
in Reykjanesbar through a cable system and as far as can be determined, Kapalvading has
about 15-20% share there and 0% elsewhere. The precise distribution of the system or related
plans were not known. This was an area where offer of service was different from other areas,
and there was a significant difference between adjacent areas in the Reykjanes region. This
meant that there were 3 parties that offered service through their own systems in the
municipality. GR would complete its plans in the coming 2-3 years and after that, just under
7000 inhabitants at Reykjanes would only have access to xDSL service. It may have been an
exaggeration that GR intended to conduct fibre-optic rollout in other municipalities at
Reykjanes.

With respect to West Iceland, the largest urban areas, Akranes and Borgarnes had 100% fibre-
optic from GR and an insignificant offer of fibre-optic from other parties, and about 57% of
inhabitants of the area live in these two urban kernels. About 2500 inhabitants were in rural
areas, many of them probably having access to fibre-optic through the Iceland Digital
Connected project, but there remained approximately 4000 inhabitants, many of whom only
had access with xXDSL service and did not qualify for the Iceland Digital Connected project.
In this way, Borgarnes and Akranes were separate markets as their service offer was different
from other areas, but part of the GR area. It cannot be seen that the PTA has assessed
development or changes in supply of services in the area. This constituted lack of
investigation.

The West Fjords comprises a number of urban kernels, most of which only have xDSL access,
although fibre-optic has been deployed to some extent. The PTA analysis does not, on the
other hand, show distribution there, as the PTA used the whole country first and foremost
which meant that it was difficult to analyse the status on the market in the area in question,
among other things because official information was not available for parties operating in the
area, such as e.g., Snerpa. Geographically speaking, the West Fjords was a significant
challenge with respect to cost in deploying fibre-optic, and the PTA could have analysed the
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area with respect to how supply of service would develop in the coming years in the main
urban kernels in that region. This had not been done and constituted a lack of investigation.

North West Iceland was that part of the country that had proportionately the largest number
of inhabitants in rural areas, but fibre-optic distribution was on the other hand, quite
widespread, among other things on the basis of fibre-optic rollout by municipalities and that
supported by Iceland Digital Connected. Fibre-optic systems in the area were variously
owned by the municipality in question or by Mila, and Mila also had an xDSL system in the
area. Offer of service varied across the area.

North East Iceland was the next largest market area, and the area was to a large extent served
by fibre-optic from Tengir, but only to a small extent from Mila. Contiguity of the Tengir
fibre-optic system was much more than in neighbouring regions to the west and east, which
meant that supply and uniformity of the fibre-optic offer differed sufficiently to be deemed to
have different competitive conditions. In the opinion of Siminn, it was actually enough to
indicate a difference in the proportion of Mila connections in the area compared with
neighbouring areas in order to categorically state that these were separate markets. As this
was an obvious fact, Siminn considered it unprofessional of the PTA to ignore an obvious
difference in offer. The PTA furthermore appears not to have made any assessment of the
probable plans of others in the area and of whether there was a likelihood that the Mila offer
of fibre-optic connections in the area would increase during the coming 2-3 years. Tengir
offers fibre-optic to 9000 homes and would expand its system up to 11,000-12,000 homes in
the coming 2-3 years. Tengir would be that party in the area that other parties needed access
to in order to offer fibre-optic service. Both Mila and Tengir offer bitstream through the
Tengir system. There was no evidence that Vodafone offered other electronic communication
companies bitstream service through the Tengir system, but there was nothing to stop
Vodafone from doing that.

East Iceland is e.g., somewhat different from other areas, as there has been relatively little
investment in fibre-optic, which is possibly explained by the fact that it would be a
significantly costly project. Supply of fibre-optic service was totally different when compared
to North East Iceland, which should be enough to state categorically that these were not the
same market area. The Tengir share was insignificant, and GR had no operations in the area.
Similarly, the Mila share was rather high, but this was xDSL service that could change rapidly
if the state were to become involved in a project in the area. It could also have an impact, if a
party were to develop 5G service in the area, but the PTA has not investigated this and
therefore has no information about it. It was undisputed that the supply of service in the region
was quite different from neighbouring regions. Siminn considered it to be foreseeable that the
PTA proposals would lead to even further delays in built up areas in East Iceland gaining
access to fibre-optic connections. Siminn’s experience was that fibre-optic service had a far
lower fault frequency than xDSL service, which is very important when distances between
companies, operational premises and service area were great, as is the case in East Iceland. It
was therefore most likely that fibre-optic to the home would reduce costs for providing service
and thus awaken interest in new parties to provide service. The PTA should rather work
towards fibre-optic being deployed than preventing it, which would be the result of PTA
proposals.
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South Iceland was an area with fragmented distribution of fibre-optic, which would however
achieve contiguity in the coming years, when Mila and GR completed deployment of fibre-
optic in the Arborg municipality. Today, the Olfus and Hveragerdi municipalities had 100%
distribution of fibre-optic from GR. Arborg would achieve that within 2-3 years. Many
municipalities in the area had taken advantage of the Iceland Digital Connected project, and
municipalities like Skeida- og Gnupverjahreppur had themselves deployed fibre-optic and
offered passive access through their systems. GR had taken part in a number of such projects
in the area and offered passive access to the system. GR had also deployed fibre-optic at Hella
in Rangarping ytri and at Hvolsvollur in Rangarping eystri, but not in the rural areas of the
municipalities in question. The situation is that fibre-optic is widely on offer and market
conditions varied greatly between areas in South Iceland.

Taking the above into account, there was a significant difference in service offer between
geographic areas, which the PTA appears to choose to ignore in its analysis. The whole
country was far from being sufficiently homogeneous, as the status for example between
Tengir operational territory, GR operational territory and of other geographical areas, clearly
showed. East Iceland was indisputably unlike other regions, with respect to service offer and
infrastructure. There was a significant difference between competition in the operational areas
of Tengir and GR. This meant that they were separate markets.

The position of the PTA

The PTA does not agree that the Administration’s investigation was lacking with respect to
the offer of fixed line connections in varying areas. The PTA has statistics on the offer of
fibre-optic connections of all parties that offer such connections in this country, broken down
by municipalities.

The PTA believes that the above specified division by Siminn by geographic areas, i.e., the
Capital City Area, Reykjanes, West Iceland, West Fjords, North West Iceland, North East
Iceland, East Iceland and South Iceland is not admissible for a choice of areas for further
analysis, and nor is it possible to use specific urban kernels within specific municipalities as
a basis, in these regions. These are not administrative units as municipalities are. Siminn
actually admits that the status varies within the areas in question with respect to distribution
of electronic communications networks.

It is incorrect when Siminn says that the PTA chooses to ignore the difference in the offer of
service or distribution of electronic communications networks in its analysis. The PTA
examines this precisely on the basis of municipality borders and thus endeavours to aggregate
those municipalities into one area where competition is more with respect to at least 75%
distribution of a fibre-optic network of a party other than Mila and where the Siminn market
share at retail level is below 50%. This is a recognised methodology on the basis of the above
specified guidelines and recommendations from ESA and of the BEREC common position
on geographic analysis from 2014, and it furthermore aligns neatly with competitive
conditions in this country in the opinion of the PTA, as is explained in more detail later in
this document.

It was however the conclusion of the PTA, after detailed geographic analysis that competitive
conditions within this area where there was more competition on the one hand were not
significantly different from competitive conditions in areas with little or no competition on
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the other, to the extent that it would justify the segmentation of the two previously referenced
areas geographically. On the other hand, the PTA considered there to be reason to apply
varying obligations between these two areas.

6.3 Choice of areas for analysis

Mila referred to paragraph 425 where it was stated that after having analysed the geographic
areas, the next step was normally to group those areas with similar competitive conditions.
The areas were generally grouped into areas where there was significant or some competition
on the one hand and on the other hand, areas where there was less or even no competition.
Varying criteria could be used for such grouping. On Market 3a, the most common criteria
used were on the one hand that a specific number of competitors of the potential SMP operator
had begun to deploy their own infrastructure above a specific level (at least the networks of
two parties in addition to the network of the potential SMP operator) and on the other hand
that the market share of the potential SMP operator had fallen below a specific level in the
retail market. In the European states, the distribution condition ranged generally from 50-75%
and the condition for market share of the SMP operator on the retail market variously 40% or
50%.

In Mila’s submission, it was stated that the PTA was here comparing obligations in countries
where many millions of inhabitants lived with the circumstances in Iceland, which could be
considered a micro market in comparison with other countries in Europe. The PTA was also
comparing circumstances where the regulated companies competed with cable companies and
not with parties with their own fibre-optic network. Mila considered that it was not possible
to compare the circumstances in Iceland with the circumstances on such a market.

Mila also considered that it was not possible to make the same demands for the number of
infrastructure competitors when it was clear that because of the small size of the market and
the high number of buildings with few dwellings, market conditions were such that such a
number of fixed line systems would never be profitable unless line charges were significantly
higher than now. Mila considered that the circumstances that the PTA appeared to demand
for lifting obligations, i.e., 3 fixed line companies and that Siminn was below 40% in market
share, were not realistic in the Icelandic environment. This demand meant in reality that the
PTA would never lift obligations from the market because on duopoly markets it was clear
that one party always had over 50% market share. Mila considered that under such
circumstances, there was sufficient competitive pressure to justify at least the lifting of price
control obligations, particularly when taking into account the fact that GR had a much higher
market share of the fibre-optic market and had therefore every capability to perform well in
competition. GR controlled a comprehensive fibre-optic system, unlike Mila, which had a
long way to go to reach the same distribution as GR, and it was in fact unlikely that Mila
would embark on such development in the GR market territory.

Mila pointed out that the criteria that the PTA intended to use for networks of other parties,
were stricter than the examples that Mila had found for 75% distribution. In Denmark, the
criterion was 75% homes and not homes and companies as the PTA appears to intend to use.
Mila pointed out that with this, addresses were being included that were on Market 4 and
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which should therefore not be included. Data on company spaces were very poor and simply
wrong. The PTA seemed for example, in some instances to have many more company spaces
in its analysis than Statistics Iceland indicated.

The position of the PTA

It is certainly true when Mila says that the electronic communications market in Iceland is
small in comparison with most states in Europe. There one can however find states that are
comparable to Iceland in size, such as Luxembourg and Malta, and states have populations
that are not much larger, such as Cyprus, Estonia, Latvia and Lithuania. Lichtenstein is also
a much less populated country than Iceland.

There is no hard and fast rule in EEA states as to whether there are cable companies operating
or not. Where they are in place, the extent of their distribution is also very unequal and the
extent to which they provide SMP operators with competitive pressure. Then the cable
companies have generally not been considered to belong to Market 3a, and there are various
examples of them having been considered to belong to Market 3b and related retail market.

As has been stated in the PTA analysis, there are no known examples where a network of one
competitor of the SMP operator has been considered adequate to segregate geographic
markets on Market 3a. There are a very few known examples that this has been considered
sufficient on Market 3b, such as in Portugal. When the last analysis of the relevant markets
was made in that country, circumstances were however significantly different from
circumstances on the relevant markets here in this country today. In Portugal, the NRA in that
country placed great emphasis on developing infrastructure competition by imposing wide
reaching obligations on the SMP operator in that country with respect to access to ducts and
conduits, and for related transparency and non-discrimination. The SMP company in that
country had hardly commenced fibre-optic rollout in 2016.

The PTA furthermore agrees with Mila that it could be unrealistic to assume that a network
of more than two parties, including the Mila network, was realistic in this country. And in
some areas, there was even only one network. Though the conclusion of the PTA geographic
analysis had in this instance been such that there was not considered to be a reason to segment
markets geographically, as competitive conditions were in the opinion of the PTA not
sufficiently heterogeneous between areas, this does not mean that such a position could not
arise in the future in this country, despite there being only two parallel networks, but for this,
the competitive conditions between areas must be sufficiently different that the consumer
perceives a tangible difference between areas, e.g. in prices, quality, service offer, demand,
etc. In the opinion of the PTA this is not the case as it stands in this country, and nor is it the
assessment of the PTA that this will be the case during the lifetime of this analysis.

The PTA therefore does not make the demand that at least 3 networks are needed under all
circumstances to be able to come to the conclusion that a market should be segmented
geographically. It depends first and foremost on whether it is possible to determine
significantly heterogeneous competitive conditions between the areas. The existence of 3
networks would however without doubt make this more likely. The PTA however considers
that competitive conditions are somewhat different between the areas with more competition
on the one hand and the areas with little or no competition on the other, such that varying
obligations are justifiable. Subsequent to the additional consultation opened at the end of
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October 2020, the PTA decided to prescribe that the criterion for Siminn retail market share
should be increased from 40% to 50%, and this means that more municipalities will belong
to the area where it is considered that there is more competition and lighter obligations will
apply than was the case in the PTA preliminary assessment, or 17 instead of 6.

Mila considers that circumstances in this country are such that there is sufficient competitive
pressure, among other things in many of the municipalities where GR and Tengir operate, to
justify at least the lifting of obligations at those locations. The PTA draws attention to the fact
that subsequent to the above specified additional consultation, the PTA decided to retract the
imposition of obligations for cost analysed prices on the Mila fibre-optic network on the
relevant markets and prescribe instead that the Siminn Group needed to withstand an ERT
test, which is a lighter measure than an obligation on cost analysed price. ERT is often
categorised as a non-discrimination obligation, as it is intended to ensure that competitors of
the retail arm of the network operator are as well placed as the retail arm with respect to
possibilities of price competition. The ERT obligation constitutes specific monitoring of
prices, but not cost analysed wholesale tariffs. This change provided the Siminn Group with
more latitude with respect to pricing than the obligation mentioned above on cost analysed
prices.

Because in this country there are generally only two parallel networks (and in large and
sparsely inhabited areas, only the Mila network), the PTA considers that the condition for
75% distribution of a network other than that of Mila is justifiable and in accordance with
proportionality. The PTA rejects that it is including connections that belong to Market 4 in
this calculation. The PTA has furthermore, subsequent to consultation on the preliminary
draft, gathered more detailed data on the number of spaces, i.e., both homes and companies
that use home connections. The revised draft decision (Appendix A) takes into account these
more detailed data. On the other hand, the PTA decided subsequent to the above specified
additional consultation, to increase the threshold for Siminn market share at retail level from
40% to 50% and to refrain from applying the condition that Mila should be under a specific
market share at wholesale level on Market 3a, and the latter condition was not on Market 3b
in the preliminary draft. In this way the PTA was however not excluding the possibility of the
eventuality that a specific market share could be prescribed for Mila at some time in the future,
should competitive conditions give reason to do so.

Mila referred to paragraph 426, where it was stated that in the BEREC common position from
2014, it had among other things been stated that the main parts of geographic analysis
constituted demarcation of appropriate geographic areas and assessment of competitive
conditions. NRAs were generally faced with two situations in such a task.

Scenario 1: Access that is based on wholesale obligations (local loop lease, bitstream access,
resale) is an important source of competition on the retail market, as appropriate with the
addition of the existence of electronic communications networks operated by competitors of
the incumbent SMP operator in specific areas (e.g., FTTH/FTTB network, cable system,
mobile network or WiFi system). These networks then needed to be capable of providing
comparable service to the traditional copper network.

Scenario 2: The above specified access obligations were not an important source of
competition on the retail market, but rather first and foremost the existence of electronic
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communications networks operated by competitors of the incumbent SMP operator (first and
foremost where coverage of competitor infrastructure was substantial).

Mila considered that Scenario 2 applied to the areas where GR and Tengir had developed
their fibre-optic systems. Mila considered that the PTA had not divided the country correctly,
taking into account the scenarios. Where there were networks of Mila competitors, service
providers had in general chosen to use them. Imposing obligations on Mila in such areas
would therefore have little impact on their opportunities to reach end users and the distribution
of such networks was considerably less than the Mila network. An example of such
companies was e.g., Nova and Vodafone.

The position of the PTA

Discussion on these scenarios can be found in general discussion in the above specified
BEREC common position on geographic analysis from 2014. In the actual PTA geographic
analysis, a direct position is not taken on which scenario applies better to this country, or even
a mixture of both of them, as a decision on this does not have a direct impact on the conclusion
of the analysis.

The scenarios are on their own not deciding factors in the NRA choice of appropriate areas
for geographic analysis and for assessment of competitive conditions within them. This is
only a general description of how the market structure could appear in the various states.

Mila states that service providers had generally chosen to use the networks of Mila
competitors. It is certainly true that parties such as Vodafone, Hringdu and Nova had
increasingly used the underlying GR network than that of Mila, but all of these companies
also purchase access to Mila systems to a significant degree, particularly Vodafone and
Hringdu. It is not unlikely that these transactions will increase during the lifetime of the
analysis, as the Mila fibre-optic rollout progresses. Mila fibre-optic rollout has been vigorous
in recent years, and according to information from the company, such investments will
continue in this vein during the lifetime of the analysis. GR has no guarantee that the
companies in question will not transfer their custom increasingly to Mila in the coming years.
In addition to this, Siminn, by far the country’s largest retailer, has only done business with
Mila in the GR operational territory up to this point in time. With the agreement between
Siminn and GR from July 2020, Siminn will however to some degree enter the GR system as
from the second half of 2021.

In the following illustration one can see growth in leased fibre-optic local loops owned by
Mila, and the organised Mila fibre-optic rollout did not get under way until 2016. As can be
seen in the illustration, there is very significant growth in Mila leased fibre-optic local loops
in recent times.

Number of leased fibre local loops owned by Mila from 2010:
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By comparison, the following illustration shows the number of leased fibre-optic local loops
from GR for the same period, but the GR fibre-optic rollout has been under way for a much
longer period.

Number of leased fibre local loops owned by GR from 2010:
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As can be seen in the above specified illustration, the increase in GR fibre-optic local loops
has slowed down significantly since the beginning of 2018.

In the next illustration here below there is a comparison between the development of GR and
Mila where Tengir has been added. The PTA had intended to include Snerpa fibre-optic
network in the illustration, but the number with that company is so small that it would not
have been seen in the illustration.

Number of leased fibre local loops owned by network operators.
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Mila referred to paragraph 428 where it was stated that in the report it was stated that most
NRAs had taken expected future development into account when elaborating geographic
measures. Both expected development of market share and expected development of
deployment of next generation networks, including fibre-optic networks were taken into
account.

Mila requested answers from the PTA about whether an analysis had been made of future
development in this analysis and where it was. Mila could not see that it had been made.

The position of the PTA

In the preliminary draft that was submitted for consultation on 30 April 2020 there are many
attempts to estimate expected future development with respect to aspects such as potential
development of market share and distribution of electronic communications networks. Such
discussion can however not be found in specific sections on possible future development, but
rather can be found here and there in the draft.

Subsequent to the above specified consultation, the PTA gathered detailed information from
electronic communications companies in order to try to gain a better picture of likely or
potential future development with respect to these issues and more, during the lifetime of the
analysis. The PTA has now revised the text at many places in the draft decision (Appendix
A) with respect to a projection of future development during the lifetime of the analysis, and
such projections are also to be found in various places in this document.

Mila refers to paragraph 431 where it is stated that in the case of a large number of small
areas, it was likely that there would be various parallels or contiguity with respect to
competitive conditions between these areas, or at least part of them. In such instances it could
be difficult to draw a clear line between areas where more or less competition existed. One
method was to assess competitive conditions in each of such areas separately and
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subsequently group the areas. This would however result in huge pressure of work on the
NRAs in addition to the fact that it could be a somewhat random process. A more useful and
more appropriate method would be to define clear criteria on how the areas are to be grouped.
It would then be proper to have in mind the purpose of market analyses which were not in
themselves a goal, but rather a device to analyse competitive conditions for the purpose of
deciding whether and then on what party, obligations should be imposed to resolve
competition problems for the benefit of consumers.

Mila states that the PTA has mentioned in a number of places in this market analysis that it
would not be possible and would be very burdensome for the Administration, if many, small
areas had to be analysed. Mila casts doubt on this assertion. The situation today was that Mila
provided such data for the PTA several times a year and it was broken down by municipality,
postcode and address. Mila considered that it should not be very much work for the PTA to
analyse small geographic areas such as post numbers, as most of the work should lie with the
electronic communications companies with the provision of data. Mila considered that it was
easy to analyse data in Iceland, e.g., by postcode if there was a will to do so. Mila considered
that, as the state had supported development of fibre-optic systems in the countryside, which
were generally separate postcode areas, then this approach was much more reasonable than
the one chosen by the PTA.

The position of the PTA

The PTA had initially gathered data both by postcode and by municipality and as of mid-
2018, in connection with this analysis. After having analysed this data, the PTA considered
that it would be more reasonable to apply municipality boundaries than postcodes. Further
discussion can be found on this issue later in the document and reference is made to that. The
PTA wishes however to correct that the Telecommunications Fund had not provided grants
by postcode, as the fact is that the grants were made to municipalities which means that
municipality boundaries are applied in this connection.

Mila refers to paragraph 433 where the question is raised about whether the nature of
competitors of the potential SMP operator should be of any significance when categorising
areas. If, for example, a potential SMP operator operated first and foremost on xDSL systems,
competed with a fibre-optic network operator in area A and with another in area B, the
question was whether it is possible to group the areas in question together. In the opinion of
BEREC it was the homogeneity of competitive circumstances that should be the deciding
factor, and not that these were two separate competitors in different areas. This meant that if
analysis of competitive circumstances indicated that they were sufficiently comparable, then
areas A and B should be grouped together. If the competitors in question behaved, on the
other hand, differently, this should come to light in the analysis and should result in the areas
in question forming each their own geographic market, as competitive conditions were not
sufficiently homogeneous.

Mila considered it clear that there was extremely distorted competition between xDSL system
and fibre-optic connections. Mila pointed out that the price difference that now existed
between fibre-optic and xDSL appeared not to suffice for the electronic communications
companies to consider it advantageous for them to use xDSL. With the planned PTA decision,
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it was clear that the price difference would disappear and that the electronic communications
companies would then move connections from what might be an even faster speed in the Mila
system over to GR. This would lead to an even greater increase in GR market power than was
now the case and Mila considered it clear that GR would become dominant (if GR was not
that already) in almost all of its operational territory during the lifetime of the analysis.

The position of the PTA

The PTA has come to the conclusion that substitutability still exists between connections over
copper network and fibre-optic network in the relevant wholesale markets. Reference is made
to discussion in Sections 3 and 4 in this document, to the same sections in the revised
preliminary analysis (Appendix A) and to Appendix C, where there is discussion on the
conclusions of the additional consultation.

As has been stated before, the PTA has decided, subsequent to additional consultation, to
retract the imposition of an obligation for cost analysed prices for Mila’s fibre-optic network
on the relevant wholesale markets and instead to impose an obligation on the Siminn Group
to withstand an ERT test, which is a lighter measure than an obligation on cost analysed price.
An obligation for a cost-oriented tariff will however still rest on Mila for copper local loops.

The PTA notes that Mila has, in recent years, vigorously rolled out a fibre-optic network, and
according to information from the company, this development will continue vigorously
during the lifetime of the analysis. The PTA has already conducted an analysis, where GR is
considered to have SMP. As the PTA has now come to the conclusion that there is still
substitutability between copper and fibre-optic, and that there is no reason to define
segmented geographic markets, it is clear that Mila is the company that has significant market
power on the relevant wholesale markets.

Mila refers to paragraph 435 where it is stated that when forward-looking market analysis
had been conducted, it was normal on the basis of legal security and predictability
considerations, to make no alterations to the analysis until the next review, even though the
development had proven different from the prediction. In the case of significant discrepancy,
it was likely that a new market analysis would need to be conducted earlier than planned.

Mila stated that it was established that the Icelandic state had made a binding agreement with
most other municipalities in the country on deployment of fibre-optic in the countryside. It
was not correct not to take this into account. The same applied to published plans of parties
to the market. Mila wondered whether the PTA was providing arguments for only looking to
the past and not to the future. The general ESA recommendation on market analysis stated
that when conducting an analysis, one should look to the future from the current market status.
Mila considered that during the lifetime of this analysis there would be significant changes
on the market and for this reason a provision for revision should be included in the analysis
for it to be possible to take this into consideration.

The position of the PTA
The PTA discusses the project initiative, Iceland Digital Connected in its analysis and lists
the municipalities that have received grants for fibre-optic rollout in the various rural
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communities in recent years and the amounts of the grants. When the project completes in
2022-2023, more than 6,000 addresses will have been connected with fibre-optic at a wide
range of locations in the country’s rural areas. Mila’s has purchased many of these rural
networks recently, has ensured long term control over them or deployed the networks with
state aid. Mila also provides bitstream access over most of the rural networks in question, to
a much greater extent than the company’s competitors on Market 3b.

The PTA also describes distribution plans of parties to the market, such as Mila, GR, Tengir,
Snerpa and Austurljés. In the autumn of 2020, the PTA requested detailed information on
distribution plans of electronic communications companies. Of these parties, it proved most
difficult to acquire meaningful distribution plans from Mila but given the amounts of money
that Mila intends to invest in fibre-optic rollout in the coming years, it is clear that none of
the above-mentioned companies will even get close to the Mila distribution plans.

It is therefore not correct when Mila states that the PTA has not been forward-looking in its
analysis, that it has concentrated on the situation today and only looked at the past.

The PTA expects that substantial changes could take place in the next months and years on
the relevant markets, among other things with respect to possible substitutability between
copper and fibre-optic, distribution of electronic communications networks of parties to the
market, and distribution projections are subject to various variables and a level of uncertainty,
the possibility of service providers transferring from one network to another, planned
decommissioning of Mila copper network and the distribution of 5G networks and possible
uptake of that service and the impact of these factors on the relevant wholesale markets. It
could transpire that the PTA needed to commence a new analysis earlier than expected, and
even within the 3 years, that should, other things remaining unchanged, be a normal lifetime
of this analysis.

Mila refers to paragraph 438 where it is stated that the advice in the ESA Guidelines on
market analysis and assessment of SMP from 2004, with respect to geographic definition,
was such that the appropriate geographic area for a market depended generally on the
distribution of the electronic communications network of the former monopolist and/or the
jurisdiction of the Electronic Communications Act, which is the whole country, could in many
instances have become obsolete for the purpose of analysing varying competitive
circumstances by area. Such criteria could lead to excessively large-scale geographic units. It
could also be more appropriate in such instances to use administrative units, particularly if
the NRA could demonstrate that competitive conditions within such an area or set of such
areas were sufficiently homogeneous and sufficiently different from competitive conditions
in other areas or set of areas. As stated in the discussion of cases of PTA sister institutions in
Section 5 and in Appendix A-1, it had become more and more common in recent months and
years to apply administrative units, not least municipalities.

Mila states that circumstances in Iceland (through state support from Iceland Digital
Connected) had resulted in a certain homogeneity that followed postcodes rather than
municipality boundaries.
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The position of the PTA
Later in this document, the PTA will discuss the comments made by Mila and Siminn that
relate to postcodes and reference is made to that.

Vodafone referred to paragraph 450 and said that it was useful to receive information on how
the PTA had arrived at these specific proportions in its criteria for areas with greater
competition, i.e., more than 75% distribution of a network other than that of Mila, Siminn
market share in retail being under 40% and Mila market share less than 50% in lease of local
loops at wholesale level. Equally, whether other factors had not had any impact, such as other
electronic communications markets, or other service that companies provided, such as e.g.
IPTV service. Vodafone considered there to be doubt as to whether the PTA criteria were
founded on an appropriate legal basis.

The position of the PTA

For the decision on 75% distribution of fibre-optic network of a party other than Mila, the
PTA used the methodology recognised in the ESA guidelines on market analysis, on the ESA
recommendation on the relevant markets, on the BEREC common position on geographic
analysis and on the practices of the PTA sister institutions in the EEA, having taken into
account competitive conditions in this country. The 75% distribution criterion is rather high
given the practice abroad, but the PTA considered this necessary and normal in the light of
the fact that in general one cannot find areas in this country where more than two parallel
electronic communication networks are in place. Widely abroad, the practice is to require at
least three for it to be able to justify geographically segmented markets.

The PTA on the other hand, came to the conclusion that there was no reason to segment
geographic markets in this country, but rather to prescribe differing obligations by area. The
obligations that the PTA lifted from Mila in areas with greater competition are 3 specific
obligations that relate to access to Market 3a and one such obligation on Market 3b. In the
light of the above, and as Siminn has made an agreement with GR on Siminn entry into the
GR fibre optic network, the PTA considered furthermore, subject to additional consultation,
that the criterion that Siminn market share needed to be under 40% was relaxed and proposed
that this proportion be increased to 50%. The PTA then proposed that the condition for a
specific Mila market share (50%) be removed on Market 3a and it was not prescribed as a
condition on Market 3b in the preliminary draft, as there was generally a correspondence
between lower Siminn market share on the retail market and lower Mila share at wholesale
level.

Then the PTA decided to relax price obligations on Mila fibre-optic and to prescribe that the
Siminn Group needed to withstand an ERT test instead of cost analysed prices on the fibre
optics in question. This was first and foremost done in order not to raise further obstacles to
Mila fibre-optic network rollout in the countryside, as development of fibre-optic networks
is one factor that the PTA must have in mind when implementing obligations. If conditions
on the relevant wholesale markets were to worsen significantly subsequent to the analysis in
question, it would be an option that the PTA would soon conduct a new analysis, which would
take into account competition problems that might exist and potentially changed competitive
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conditions. It would then be an option to apply stricter criteria and possibly impose an
obligation on Mila for cost analysed prices on the company’s fibre-optic.

The PTA did not consider it appropriate to specifically take into account the position on the
IPTV market when elaborating the above specified criteria, among other things because
problems related to that market could be on the decline because of a new agreement between
Siminn and GR on Siminn bitstream access to the GR fibre-optic network. The incentive for
consumers to switch underlying electronic communications network should diminish with
such an agreement and consumers on GR fibre-optic network should therefore be able to
purchase, e.g., Internet service from Vodafone or other service providers that are independent
of the Siminn Group, and purchase Siminn IPTV service as a separate product. Though
Siminn had offered access to Sjonvarp Simans Premium and to the English football with what
is called “independent network solution”, it is clear that there has been little uptake of that
service.

Mila states that the PTA applies municipality boundaries when assessing whether it is
appropriate to segment the country into geographical markets. The PTA had examined
whether one could apply the segmentation on the basis of postcodes, but had considered that
this was not suitable for a number of reasons, among other things that postcodes had varying
coverage, some covered more than one municipality, postcodes have been changed and it was
possible that this would happen again, it was complex and substantial work for the
Administration to manage segmentation of markets if postcodes were to change, some
electronic communications companies had not been able to supply data by postcode, etc.

Mila considered this PTA approach to be faulty and asserted that postcodes were a better basis
when assessing homogeneity within each area and in this country. Then there was,
furthermore, the fact that the PTA had only requested sales figures from Mila by type of
service, municipality and purchaser (electronic communications company). A request had on
the other hand not been made for such detailed data by postcode, only in the case of sales
figures for xDSL service.

In the opinion of Mila, conditions within each postcode were much more homogeneous than
in entire municipalities. The main rule was that there was a separate postcode for each urban
kernel while the rural area had another postcode. Circumstances in rural areas in the
countryside were quite different from circumstances in urban kernels in the countryside. If
one examines circumstances in most municipalities outside the service territories of GR and
Tengir, then VDSL from Mila was the best option in urban kernels, with up to 100%
distribution, while fibre-optic that had been deployed or would be deployed during the
lifetime of the analysis by the municipality in question in the project Iceland Digital
Connected, was in the rural areas. Mila market share of the local loop market was in a rapid
decline in postcodes in rural areas and it was established that Mila would disappear from the
local loop market in many postcodes during the lifetime of the analysis.

The proportion between the number of homes in urban kernels and in rural areas was very
varied between municipalities outside the service territories of GR and Tengir, but on average
they were 1/3 in rural area and 2/3 in urban kernel. The division of area between rural and
urban was the opposite, is by far the largest part of the area was rural. This high proportion
of homes in urban areas meant that the Mila position in the municipality was assessed as
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sufficiently strong to maintain obligations on the company in the whole municipality, despite
the fact that the Mila position in the rural part was very weak and it was established that Mila
would decommission copper local loops during the lifetime of the analysis.

If urban and rural areas in these municipalities (outside the service territories of GR and
Tengir) were examined separately, then it would come to light that the proportional decrease
in local loops in rural and urban areas were totally different, as connections in urban areas
had decreased by about 2.9% during the years 2014-2019, while the corresponding number
was 10.8% in rural areas. In the same way, Mila expected that continued rollout of fibre-optic
and the decommissioning of the Siminn PSTN system would have a significant impact on
Mila for the future. Mila projection allowed for a decrease in urban area up to the year 2026
of 19%, while it allowed for a 57% decrease in rural areas of the same municipalities. It was
therefore clear that conditions, both current and future (2026) were totally different between
urban and rural post numbers of the same municipalities.

Mila has made a projection on the number of local loops in use with the company, by
postcode, until 2026. The share has been calculated, i.e. the number of leased local loops with
the total number of dwellings and commercial spaces. Here below one can see 3 illustrations
that showed by postcode 1) the estimated Mila share 2019, 2) the estimated Mila share 2026
and 3) the estimated Mila share 2026 where it has dropped below 10%.

Azetlud hlutdeild Milu 2019 nidur & pastnimer eftir fidlda ryma
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One can see from the above illustrations that Mila’s strength at national level has been
seriously overestimated by the PTA.
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In the opinion of Mila, it would have been more appropriate to apply postcodes when
segregating geographically, as conditions in rural areas were totally different from those in
urban areas, particularly on the local loop market, where Mila had lost and would continue to
lose, significant market share. Segmenting by postcode would give a more accurate picture
of market conditions, as it would be possible to aggregate post numbers where similar
conditions pertained.

The PTA arguments for not applying postcodes because of the level of complexity and
considerable work for the Administration's employees was not acceptable and the PTA,
pursuant to the law, was perfectly capable of gathering information from electronic
communications companies, such as data ordered by postcode. Mila also rejected that
electronic communications companies did not provide information about connections,
ordered by postcode. All connections had a specific location which naturally linked to a
postcode. It must be clear to electronic communications companies, where the connections
they were offering were located. Municipality boundaries were Furthermore, no less variable
than postcodes. There were many examples of changes to municipality boundaries during
recent years and one could expect significant changes in the coming years because of new
rules on minimum number of inhabitants in municipalities.

The PTA then considered among other things on the basis of the above specified criteria that
municipality boundaries should be applied, that there was no need to segment the country into
varying geographic markets where it was among other things, argued that these areas were
not sufficiently heterogeneous.

The position of the PTA

In this instance, Mila is calculating the number of leased, Mila local loops as a proportion of
dwellings and commercial spaces. This is not what the PTA has been applying in its analysis
and here Mila is mixing together two methodologies which gives a very misleading
conclusion. There is a certain proportion of dwellings and commercial spaces that does not
have any connection (does not have any local loop or that a local loop is in place, but no
active connection), which means that no company can achieve 100% share with this method,
even though the company in question had on its own, all the active connections in the area.
This presentation is therefore very misleading and without merit.

The PTA on the other hand, examines distribution, where a calculation is made of the
proportion of the spaces (both the number of dwellings and commercial spaces) that has the
opportunity of a connection to a local loop from the electronic communications company in
question and on the other hand, examines market share on the retail market, which is the
proportion of leased local loops owned by a company of the total number of local loops that
are leased (not all spaces).

Mila then presents a projection for the year 2019, which has passed and should be available,
and a projection is presented for 2026 without any attempt being made to provide information
on the criteria for these Mila projections.

In the light of the above, the scenarios presented by Mila in its comments are totally without
merit.
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In the first PTA collection of data by area, with reference to statistics for end of year 2017,
information was only requested by postcode and from mid-2018, the PTA requested
information from electronic communication companies by postcode and by municipality. In
this case the request was made for both distribution numbers and numbers in wholesale and
retail. Subsequent to this request for information, the PTA made the decision that it was most
appropriate to use the statistics by municipality rather than by postcodes. After that the PTA
has requested such numbers by municipality as of end of year 2018/2019, mid-year 2019, turn
of year 2019/2020 and the turn of the year 2020/2021. The preliminary draft, which was open
for consultation on 30 April 2020, was on the basis of statistics from mid-2019, as end of year
figures for 2019 had not been received. In the revised analysis (Appendix A), the statistics
were revised on the basis of end of year figures from 2020, with respect to market share
figures by municipality and distribution of networks. Retail figures have furthermore been
updated on the basis of figures from the end of 2020. The PTA will then, on an annual basis,
request end of year figures by municipality at the beginning of each year, next at the beginning
of 2022 for end of year figures for 2021. The PTA also has distribution figures by
municipality in connection with regular data collection for the operation of the PTA
infrastructure database. These are distribution of networks at the end of 2020. The PTA does
not however have new figures than from mid-year 2018 on market share by postcodes, but
only by municipalities, as the PTA considers it more appropriate to use municipality
boundaries than postcodes after careful scrutiny.

The PTA does not agree with Mila that postcodes are more suitable criteria than municipality
boundaries when assessing homogeneity or differing competitive conditions by area in this
country. As is stated in Section 6.4.2 in the preliminary draft (now Appendix A) those local
networks that have enjoyed state support through the project Iceland Digital Connected, have
been deployed within the relevant municipalities, though they have not yet all achieve total
coverage of the relevant municipality. A number of municipalities have also funded networks
for their inhabitants, with or without the participation of inhabitants, without state funding.

It was then stated that the PTA had examined whether postcodes could be suitable units for
geographic analysis. That examination had revealed that some postcodes covered a very wide
area while other postcodes were very small. There is also the fact that some postcodes in the
countryside covered more than one municipality while in other municipalities there were
many postcodes. Postcodes had also been subject to changes and it was not impossible that
such changes would take place in the future and for this reason the PTA judged them not to
be sufficient to be stable boundaries. Though the merging of municipalities could possibly
take place during the lifetime of the analysis, it was the opinion of the PTA that such changes
would not result in municipality boundaries being unstable, as with such merging, an area of
land did not move from one defined area to another area, but rather merged while the
boundaries of the merged municipality remained unchanged, with respect to other
municipalities. It was much more common in Europe to use municipality boundaries than
postcodes.

It is appropriate to note that pursuant to article 15 of the Act on Postal Services no. 98/2019,
it is the PTA that decides geographic boundaries of postcodes and issues a postcode register.
Until the Act came into force, this role was in the hands of Islandspostur ohf. According to
the definition of postcodes, pursuant to the Act, the sole purpose of postcodes is for
geographic demarcation, in order to locate the recipient and thus facilitate distribution of post.
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One can therefore say that postcodes have in fact the only purpose pursuant to the above
referenced Act, to provide employees and sorting machines with information about where to
send the relevant post, in order for it to be distributed to the proper recipient. The purpose of
postcodes is therefore only to support efficient distribution of post. On the other hand,
companies and the authorities have throughout the years used postcodes for another purpose,
e.g., for various kinds of categorisation with respect to rights and obligations of citizens. Any
other kind of use of postcodes is the responsibility of the party that uses the postcodes for
some other form of differentiation in his service. It is furthermore not required that postcodes
and their geographic coverage follow the boundaries of individual regions, municipalities or
counties. Many smaller municipalities do not have their own postcode, but rather share a post
code with another or other municipalities. Only postal operators, municipalities and public
institutions can demand that postcodes and/or geographic coverage be changed. Electronic
communications companies are for example not in that group.

The Local Authorities Act no. 138/2011 deals with municipalities. In article 1 it states that
the country is divided into municipalities which are responsible for governing their own
affairs. The administration of municipalities is managed by the local authorities who are
democratically elected. Each person shall be deemed a resident of the municipality in which
they are legally domiciled. Municipalities are legal entities. In article 3 it is stated that the Act
forms a general foundation for the operation and public administration of the municipalities.
It is stated in article 4 that municipalities have certain boundaries that are dependent on the
outer limits of the sites of real property, including national land, that lie within them.
Municipality boundaries may not be altered except by law. Despite the above, the Minister
may alter the boundaries of municipalities in conjunction with the merging of municipalities,
while in Chapter XII of the Act there are provisions on merging of municipalities. When two
or more municipalities merge, a new municipality shall come into being and will have the
same geographic demarcation as the merged municipalities had.

Subsequent to the merging of 4 municipalities in East Iceland in the spring of 2020 there are
now 69 municipalities in the country. Postcodes are however something over 170 when post
box numbers have been deducted. In the BEREC common position on geographic analysis
from 2014, one criterion that must be taken into account when choosing areas for geographic
analysis is that the boundaries of the areas should be clear and stable, such that parties to the
market can easily understand them. The PTA considers that both parties to the market,
consumers and other stakeholders find it easier to understand boundaries of municipalities
than the large number of postcodes, which in the opinion of the PTA are very untransparent
and numerous for a country with as small a population as Iceland. For this reason, there is
greater transparency in applying municipality boundaries.

Another criterion discussed in the BEREC document in question is that areas should be
sufficiently small to ensure that competitive conditions would be unlikely to change
significantly within these areas and they should be sufficiently large to prevent an excessive
burden on electronic communications companies from replying to queries and reacting to
requests for data from electronic communications regulatory bodies and on the electronic
communications authorities from analysing data received. It was often possible to use as an
indicator that the area was large enough to be subject to investment decisions of a network
operator. The PTA considers that this condition is better fulfilled by applying municipality
borders than postcodes. In the opinion of the PTA, it is clear that investment decisions of
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infrastructure companies in electronic communications are made rather on the basis of
municipal boundaries than postcodes, as they often come to an agreement with the relevant
municipalities on fibre-optic rollout in the relevant municipality, with or without state aid,
which is provided to municipalities from the state Telecommunications Fund.

In the opinion of Mila, conditions within each postcode were much more homogeneous than
in entire municipalities. The main rule was that there was a separate postcode for each urban
kernel while the rural area had another postcode. Circumstances in rural areas in the
countryside were quite different from circumstances in urban kernels in the countryside. If
circumstances in most municipalities outside the service territories of GR and Tengir were
examined, then VDSL from Mila would be the best option in urban kernels, with up to 100%
distribution, while fibre-optic that had been deployed or would be deployed during the
lifetime of the analysis by the municipality in question in the connection with the project
Iceland Digital Connected, would be best in rural areas. Mila market share of the local loop
market was in a rapid decline in postcodes in rural areas and it was established that Mila
would disappear from the local loop market in many postcodes during the lifetime of the
analysis. The proportion between homes in urban kernels and in rural areas was very varied
between municipalities outside the service territories of GR and Tengir, but on average they
were 1/3 in rural area and 2/3 in urban kernel. The division of area in urban and rural, was the
opposite.

The PTA cannot see that there is any main rule in the country’s municipalities that urban
kernels generally have 2/3 of the inhabitants and rural areas within the municipality in
question have 1/3 of the inhabitants.

In a news item on the Statistics Iceland website, 22 July 2020, it was stated that 5.9% of the
country’s population lived in rural areas, while 94.1% lived in urban areas, as of 1 January
2020. Rural areas mean countryside or an urban kernel with fewer than 200 inhabitants. The
number of urban kernels in rural areas is 32, where about 21,633 inhabitants live. Urban areas
are defined as urban kernels that can cross municipality boundaries where there is a minimum
of 200 inhabitants. An urban kernel is a contiguous group of houses within one municipality
were fewer than 200 metres between buildings, and the kernel has a specific name. The
minimum number of inhabitants in each urban kernel is 50. Urban areas with 200 inhabitants
or more were 63 at the beginning of 2020. They have 342,501 inhabitants. The population of
the whole country was therefore 364,134 on 1 January 2020.

As previously stated, the country’s municipalities total 69. In the following 19 municipalities
where there are almost no rural areas or at least negligible areas: Reykjavik, Hafnarfjordur,
Gardaber, Kopavogur, Seltjarnarnes, Mosfellsbar, Akraneskaupstadur, Stykkisholmsbeer,
Talknafjardarhreppur, Bolungarvikurkaupstadur, Blonduosbaer, Skagastrond, Akureyrarber,
Westman Islands, Hveragerdisbar, Grindavikurkaupstadur, Reykjanesbear, Sudurnesjabeer
and Vogar. Mila has now acquired the Blonduds municipality network.

In the following 19 municipalities there are rural areas with no urban areas, according to the
above definition: Kjoésarhreppur, Hvalfjardarsveit, Skorradalshreppur, Eyja- and
Miklaholtshreppur, Helgafellssveit, Arneshreppur, Hunavatnshreppur, Skagabyggd,
Akrahreppur, = Horgarsveit,  Pingeyjarsveit,  Skutustadahreppur,  Tjorneshreppur,
Svalbardshreppur,  Fljotsdalshreppur,  Asahreppur, Fléahreppur, Grimsnes- and
Grafningshreppur and Skeida- and Gnupverjahreppur. Mila has now acquired the networks
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of Akrahreppur and Grimsnes- and Grafningshreppur and has leased the networks of
Skagabyggd and Svalbardshreppur with a long-term lease.

This is a total of 38 municipalities to which the above applies and are thus not according to
the alleged rule referred to by Mila. There are 31 municipalities remaining.

The alleged “main rule” named by Mila, where urban areas/urban kernels have about 2/3 of
the population and rural areas about 1/3 could apply to the following 20 municipalities:
Borgarbyggd, Snafellsbeer, Grundarfjardarbaer, Dalabyggd, Reykholahreppur, Vesturbyggd,
Sudavikurhreppur, Strandabyggd, Sveitarfélagid Skagafjordur, Dalvikurbyggd, Svalbards-
strandarhreppur, Grytubakkahreppur, Nordurping, Langanesbyggd, Vopnafjardarhreppur,
Mulaping, Sveitarfélagid Hornafjordur, Rangarping Eystra, Rangarping Ytra and
Sveitarfélagid Olfus. Mila has now acquired the networks of Snafellsbzr, Sudavikurhreppur,
Strandabyggd (in part), Sveitarfélagid Skagafjordur and Rangarping Eystra and has leased
the Langanesbyggd network on a long-term lease. There are therefore only 14 fibre-optic
networks in municipalities where Mila considers that the above specified “main rule” applies,
that are not owned by or under long term control of Mila. This is about 20% of the country’s
municipalities. One could note that 4 of the above specified municipalities are included in the
PTA plans for lighter obligations, i.e., Sveitarfélagid Olfus, Svalbardsstrandarhreppur,
Rangérping Ytra and Grytubakkahreppur. If they are deducted, then there are actually only
10 municipalities remaining.

So, 11 municipalities remain that constitute both urban areas/urban kernels and rural areas
that do not conform to the alleged main rule asserted by Mila. In the following 4
municipalities one can find one or more urban area/urban kernel and much fewer inhabitants
in rural areas than 1/3 of the inhabitants: {safjardarber, Fjallabyggd, Fjardabyggd and Arborg.
In the remaining 7 municipalities the situation is such that there the proportion of inhabitants
in rural areas is considerably higher than the proportion of inhabitants in urban areas/urban
kernels: Kaldrananeshreppur, Hunaping vestra, Eyjafjardarsveit, Skaftarhreppur,
Myrdalshreppur, Hrunamannahreppur and Blaskogabyggd. Mila has now purchased the
Hunaping vestra network and a part of Skaftarhreppur’s network.

In 38 municipalities there is variously no urban area/urban kernel or only one urban
area/urban kernel with no or very little rural area. This represents 55% of municipalities in
Iceland. With the above in mind, there are 20 municipalities of 69 that one could say
comfortably fit the description that Mila asserts is the main rule with respect to population
distribution within municipalities in Iceland. This represents about 29% of municipalities in
Iceland. Mila has purchased or made long term lease agreement for several of these networks.
There are, as previously stated, only 14 municipalities where Mila does not own or have long
time control over fibre-optic local loops, that fit the alleged main rule, which is about 20% of
the country’s municipalities. The PTA considers it absolutely clear that there is no main rule,
as Mila asserts, but to the contrary, that situation only applies to a small minority of
municipalities in Iceland. It can therefore not be an adequate argument for the conclusion that
municipality boundaries are not appropriate as a reference for geographic analysis.

Mila stated that this high proportion of homes in urban areas meant that the Mila position in
the relevant municipality was assessed as sufficiently strong to maintain obligations on the
company in the whole municipality, despite the fact that the company’s position in the
sparsely populated part was very weak and it was established that Mila would decommission
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copper local loops during the lifetime of the analysis. Mila connections had decreased during
the years 2014-2019 by about 10.8% in sparsely populated areas, but only by about 2.9% in
urban areas. Up until 2026, Mila projected that connections would decrease by about 57% in
sparsely populated areas of some municipalities, but only by about 19% in their urban areas.
Segmenting by postcode would give a more accurate picture of market conditions, as it would
be possible to aggregate post numbers where similar conditions pertained.

As specified above, this situation only applies to about 14 municipalities of 69 or 20% of the
country’s municipalities, which means that the above specified situation is not typical for
competitive conditions within municipalities in this country. Of those, there are 4 that are
covered by the PTA plan for lighter obligations, which means that there are in fact only 10
remaining that could match the Mila hypothesis, i.e., 14.5%.

As stated above, the PTA initially requested data from the electronic communications
companies both by postcode and by municipality. For the reasons described above, the PTA
considered it more appropriate to use municipalities rather than postcodes. The PTA reiterates
that Mila has recently purchased many of the state-supported country networks from a large
number of municipalities, leased them on long term lease or deployed them themselves with
a grant from the municipality in question and/or the electronic communications funds. The
PTA considers this development can continue during the lifetime of the analysis. The PTA
then states that it is assumed that the lifetime of this analysis could be about 3 years, and even
shorter should significant changes occur on the relevant markets before that time. It was not
correct to base projections on the coming 6 years or until 2026, as Mila appears to have done.
According to the Mila plan for decommissioning of the company’s copper local loops, most
of this will take place during the next 5-10 years, at least where Mila has not already deployed
fibre-optic local loops or acquired such local loops. It is clear from the Mila investment plans
that the company’s fibre-optic rollout will be extremely well distributed at the end of the
lifetime of the analysis.

One can also note that there are two criteria with respect to choice of areas for analysis, i.e.
on the one hand the above specified 75% distribution of fibre-optic networks other than that
of Mila and on the other hand the criterion that Siminn has less than 50% market share in
retail in the municipality in question. The Siminn position in retail in the countryside is
extremely strong, where the average Siminn market share outside the Capital City Area is
about [...]%. Even if the PTA would conduct geographic analysis by postcode, the situation
would doubtless not change significantly, given the methodology of applying municipalities,
as the large majority of postcodes in rural areas in the countryside would not meet the latter
criteria which prescribes that the Siminn market share in retail is less than 50%.

One can also note that subsequent to the additional consultation that was opened at the end of
October 2020, the PTA relaxed criteria for selection of areas, which meant that municipalities
that belong to areas with more competition and thus with lighter obligations, increased from
6 on Market 3a and 7 on Market 3b to 17 on each market. The situation now is that the whole
of the Capital City Area belongs to this category and at national level this is an area where
about 70% of the country’s population lives. Then the change was prescribed that the list of
municipalities that belong to the areas with more competition, and thus lighter obligations,
should be updated annually, for the next time early 2022.
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Mila finally asserted that the PTA arguments for not applying postcodes because of the level
of complexity and large amount of work for employees of the Administration were not
acceptable and that the Administration had, by law the capacity to acquire information from
the electronic communications companies. Mila also rejected that electronic communications
companies did not provide information about connections, ordered by postcode. All
connections had specific locations that naturally were linked to postcodes. Municipality
boundaries were, furthermore, no less variable than postcodes. There were many examples of
changes to municipality boundaries during recent years and one could expect significant
changes in the coming years because of new rules on minimum number of inhabitants in
municipalities.

The reason why the PTA chose municipality boundaries and not postcodes was that the
postcode methodology was more complex or required more work for the PTA. There were
many reasons and they have been adequately explained here above.

Mila maintains that the company’s market share of the local loop market was in rapid decline
in postcodes in rural areas and it was established that Mila would disappear from the local
loop market in many postcodes during the lifetime of the analysis. As stated here above, only
5.9% of the country’s population live in sparsely populated areas, which is about 22,000
inhabitants. The Telecommunications Fund has with its project, Iceland Digital Connected,
supported fibre-optic rollout to about 6000 addresses in sparsely populated areas when the
project completes in 2021-2022. It has furthermore previously been described that Mila has
purchased a large number of such countryside networks in recent years and months or ensured
long term control of such networks. This means that there are far fewer than 6000 addresses
where Mila does not own or control the countryside fibre-optic network or has deployed them
with grants from the relevant municipality and/or electronic communications fund. The PTA
considers these purchases can continue during the lifetime of the analysis. The PTA estimates
that at the end of the lifetime of the analysis, 2-3% of addresses in the country would be in
the situation where Mila had neither copper nor fibre-optic local loop to the property, and this
would be in the most sparsely populated areas of the country. Mila will then probably offer
bitstream access to almost all of these addresses.

Though obligations may rest on Mila for these few addresses in rural areas, where Mila will
not have a local loop, the obligations will in reality not be active, as there is no local loop in
situ, owned by Mila, or of which Mila has long term control. These local loops are however
such that most of them were deployed with state aid and therefore there is no great risk of a
competition problem resulting from them.

Mila referred to paragraph 441 where it is stated that it was the PTA assessment that
municipalities were suitable units as references for geographic analysis, given the situation in
this country today. Reference is made, among other things to discussion in Section 6.3 on the
distribution of electronic communications networks, planned distribution and network

topology.

Mila considered the PTA assessment to be wrong. Market conditions in Iceland varied
greatly, and the difference fitted directly with postcodes. Market failure and the support of
the Icelandic state in fibre-optic rollout fitted directly with segmentation by postcode.
Postcodes were the only realistic method to encompass the varying deployment of local loops,
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which was extremely varied. Competitive conditions were at many locations homogeneous
within post numbers, but not within municipalities. In a great number of municipalities, there
was one party to the market involved in development in rural areas and another in urban areas.
Postcodes encompassed both development by municipalities with state aid and the
development of other parties to the market. Municipality boundaries, on the other hand did
not do this and would create a distorted picture of differing market conditions.

The position of the PTA
In reply to the Mila comment here immediately above, the PTA argued in detail why
municipality boundaries were considered in the opinion of the PTA to be more correct and
suitable references for choice of area for further geographic analysis than postcodes.
Reference is made to this.

The PTA does not agree with the Mila assessment that competitive conditions are widely
homogeneous within postcodes. Though they can be in some postcodes, the same does not
apply to connections in many others.

Mila states that market failure and the support of the Icelandic state in fibre-optic rollout fitted
directly with segmentation by postcode. The PTA points out that state support from the
Telecommunications Fund for fibre-optic rollout is provided to specific municipalities for
fibre-optic rollout in sparsely populated areas within that municipality. In that instance, this
is not related to postcodes. Nor is it possible to agree that such grants fit directly to
segmentation by postcode. There are many permutations of how postcodes are divided within
municipalities or between them. Some postcodes cover e.g., more than one municipality, and
there are various discrepancies between municipalities and postcodes. As stated above, the
role of postcodes pursuant to Post legislation, is solely to support efficient distribution of post.

The PTA reiterates that the “main rule” asserted by Mila to apply to municipalities in Iceland,
i.e. that they are structured such that two thirds of the inhabitants generally live in urban
areas/urban kernels within the municipality while one third live in the sparsely populated
areas, only applies to about 20% of municipalities in Iceland, when one has deducted the
municipalities where Mila has purchased countryside networks, ensured long-time control of
such networks or has deployed them with grants from the relevant municipality and/or
electronic communications fund. When one has deducted the 4 municipalities that already
fulfil the PTA criterion for lighter obligations, this figure is only 14.5%.

Nor is the PTA aware of it being common in this country that there is one party to the market
in development in rural areas and another in urban areas within specific municipalities, though
such examples do exist. Tengir has for example deployed fibre-optic no less in rural areas
than in urban. On the other hand, GR has almost exclusively deployed fibre-optic in urban
areas.

With the above in mind, the PTA rejects that municipality boundaries draw a distorted picture
of differing market conditions in this country. It is perfectly feasible to design criteria by
municipality boundaries that gather together in one group those municipalities where
comparable competitive conditions pertain. What matters most is that Siminn is generally in
a dominant position on the retail market in the countryside with over 50% market share, which
is the reference that applies along with the criterion for at least 75% distribution of a network
other than that of Mila. It would therefore, in the opinion of the PTA, not change much with
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respect to the conclusion of this analysis to apply postcodes instead of municipality
boundaries.

The PTA refers to paragraph 442 where it is stated that Mila distribution has national coverage
and that the company operates in all municipalities on the relevant markets. From former
times, the company system was divided into telephone exchange areas which were mostly
based on urban kernels and service with neighbouring rural areas.

Mila said this was not the case. At those locations where municipalities had not deployed
fibre-optic networks, the Mila network would be decommissioned with the decommissioning
of PSTN. Mila would therefore not have national network coverage on Market 3a.

The position of the PTA

The PTA reminds that the decommissioning of the Mila copper system has not commenced
to any significant degree and it is not expected that this development will commence in
earnest until after the lifetime of this analysis, particularly in areas where the company does
not have a fibre-optic network to take over, except then in very sparsely populated and
widespread areas. At the end of 2020, specific assets and operations from Siminn were
transferred to Mila, including the PSTN voice telephony system. Mila has informed the PTA
that the plans that Siminn notified with regards to decommissioning of the PSTN system
could be delayed, as Mila intends to conduct this decommissioning in step with
decommissioning of the copper system. It is not inconceivable that the lifetime of the xDSL
service could be extended in parallel to a longer lifetime of PSTN. The PTA also reiterates
that Mila has in recent times, purchased, ensured long term control of or deployed with state
aid a large number of these countryside networks and it is expected that this development will
continue during the lifetime of the analysis. Particularly after the PTA withdrew the intention
to prescribe cost analysed prices for Mila fibre-optic.

Mila referred to paragraph 444 where it was stated that the PTA had examined whether
postcodes could also be suitable units for geographic analysis. That examination had revealed
that some postcodes covered a very wide area while other postcodes were very small. There
is also the fact that some postcodes in the countryside covered more than one municipality
while in other municipalities there were many postcodes. It is worthy of note that postcodes
had changed, and it is not out of the question that such changes would occur again. Though
the last change was fairly recent, they were not stable boundaries that one can assume to
remain unchanged for the lifetime of the analysis.

Mila said that in the same way, some postcodes covered a wide area, and municipalities did
that too. Some municipalities were small, while others were large, just like the division
between post numbers. Post numbers handled the difference that existed in building
development between rural and urban areas, which the postcodes did not. Post numbers were
considerably more stable boundaries than municipalities where it was established that they
would change rapidly during the coming years when the minimum number of inhabitants
would be set at 1000.
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The position of the PTA

It is true what Mila says, that municipalities vary in size in this country. The PTA refers to
detailed arguments here above as to why the PTA considers municipal boundaries to be more
correct and appropriate references for geographic analysis in this country than postcodes.
Though municipalities may merge during the coming years in this country, this does not
change the demarcation between the merged municipality and other municipalities. It is
usually sparsely populated and neighbouring municipalities that have been merging, where
competitive conditions are generally similar.

Mila refers to paragraph 447, where it is stated that the PTA plans to base its selection of
areas for geographic analysis on municipal boundaries.

Mila said that by choosing municipal boundaries without reasoned grounds, the PTA choice
on an important basic premise was incorrect and conducive to drawing an incorrect picture of
the real geographic difference and to creating an area where homogeneity was not in place,
instead of using postcodes which captured homogeneity.

The position of the PTA

The PTA refers to detailed arguments here above, as well as in chapter 6.4 in the updated
preliminary draft (Appendix A) as to why the PTA considers municipal boundaries to be more
correct and appropriate references for geographic analysis in this country than postcodes.

Siminn considered that postcodes or urban kernels were the best measure, as connections
were categorised by postcode and not necessarily by municipality numbers. Then postcodes
that were adjacent to each other and to which the electronic communications company in
question had deployed fibre-optic, should be aggregated and thus categorise together areas
that were adjacent and that had comparable competitive conditions. When this was done, one
contiguous area would be achieved where GR had gained more than 50% distribution, and
one contiguous area where Tengir had achieved 50% distribution.

It was more difficult to analyse other areas, but they could be categorised using the same
measure. When kernels or urban areas had a limited population, it was normal to categorise
such municipalities along with larger kernels or categorise them as part of a rural area. The
key issue was to have areas sufficiently large, so that minor fluctuations did not lead to
exaggerated changes in market share.

The position of the PTA

The PTA refers to detailed arguments here above as to why the PTA considers municipal
boundaries to be more correct and appropriate references for geographic analysis in this
country than postcodes. The PTA does not consider it feasible to apply “urban kernels”,
among other things because they are not recognised administrative units, pursuant to Icelandic
law, as the municipalities are. The PTA furthermore considers it appropriate to limit areas,
e.g., municipalities, such that they had to be adjacent. The PTA considers that if
municipalities fulfil the two conditions, i.e., that if a network other than Mila network had at
least 75% distribution and, where Siminn market share was under 50%, then they belonged
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to areas with more competition, without regards to whether they are adjacent or not. This is
in accordance with recommendations from ESA, with the BEREC common position from
2014 on geographic analysis and with practice elsewhere in Europe. The PTA also considers
it to be insufficient to apply 50% distribution of a network other than the Mila network in this
country, as there is generally only one network competing with the Mila network in this
country, where Mila is not in a monopolist position.

Siminn mentions that a key issue was to have areas sufficiently large, so that minor
fluctuations did not lead to exaggerated changes in market share. The PTA cannot see that
this comment harmonises with the Mila comment described here above, with respect to it
being most reasonable to apply postcodes. There are very many of them, about 170, and many
are very small and sparsely populated. Subsequent to additional consultation, the PTA also
decided to revise the list of municipalities deemed to have more competition, on an annual
basis. This should “capture” changes in development of market share, which the PTA actually
considers to be not likely in the countryside in this country, as Siminn generally has a very
strong position.

Mila referred to paragraph 448, where it was stated that in BEREC reports there generally
had to be more than one network competitor of the SMP operator for it to be possible to
consider that effective competition, or at least significant competition, could exist on the
relevant market. In Iceland it was generally the case that there was only one network
competing with Mila in each area and it was assumed that this situation would not change
during the lifetime of this analysis. Large and rather sparsely populated areas did not however
enjoy any such competition.

It was stated by Mila that the PTA did not take into account that most of these large areas
would not have any network from Mila, but rather a fibre-optic system from the municipality
or otherwise from a Mila competitor.

The position of the PTA

The PTA does not agree that most of these large areas would not have any network from Mila
but rather only a fibre-optic system from the municipality or otherwise from a Mila competitor
during the lifetime of this analysis. The PTA considers that most effort in decommissioning
the Mila copper network would be subsequent to the lifetime of this analysis, and Mila had
now published a plan for the next 10 years, in connection with this. Mila had furthermore
been purchasing the networks of such parties widely across the country, and in addition to
this, several municipalities had made agreements with Mila on deploying a fibre-optic
network against a grant from the municipality in question and/or the electronic
communications fund. The PTA considers this development could continue during the
lifetime of the analysis. Particularly after the PTA withdrew its intention of imposing a cost
analysis obligation on Mila fibre-optic and prescribed instead an ERT obligation.

Mila referred to paragraph 449 where it was stated that in order to divide areas into units with
little or no competition on the one hand and units with more competition on the other hand,
it would be normal in the opinion of the PTA in the light of conditions in this country to
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subject such segmentation to rather strict criteria. There are no known examples from Europe
that the existence of only two networks, including the network of the former monopolist, had
justified geographic measures on Market 3a.

Mila disagreed with this strict definition. The uniqueness of the Icelandic market had to be
taken into account, as there was no economic basis for deploying 3 fibre-optic networks. All
analysis by the PTA was furthermore lacking on distribution of wireless high-speed networks
that could be a substitute for fibre-optic networks.

The position of the PTA

The PTA states that subsequent to additional consultation, the Administration had
significantly relaxed the conditions in question. Among others, had increased the reference
for Siminn market share from 40% to 50% and had retracted its intention to apply a specific
market share for Mila. This means that municipalities that belong to an area with more
competition, increase significantly, or from 6 to 17 in the relevant market, and now cover
about 70% of the population. The PTA refers to Sections 3 and 4 in the revised preliminary
analysis (Appendix A), to the same sections here above and to Appendix C with respect to
assessment of substitutability between wireless networks and fixed line networks.

Mila refers to paragraph 450 in the preliminary analysis, where the 3 criteria were listed that
the PTA planned to use for its choice of areas with more competition.

Mila considered these to be far too stringent rules, and in fact designed to justify even further
regulation on the relevant markets, which had been extremely active and served its customers
well. Iceland has among the highest usage in the world of fibre-optic connections and the
distribution of high-speed broadband connections was among the highest known on a world
basis. With these rules, it was clear that further development by Mila on the local loop market
was being stopped, without significant demands for setup charges from customers and/or state
support. As GR did not collect start-up charges and had already completed fibre-optic rollout
in the south-west corner, Mila could not collect setup charges if a single price tariff was
imposed. It was therefore clear that with this, the growth and development that had been
taking place in recent years was being suffocated.

Mila also thought that it could not be right to increase demands on Mila at the same time as
the company’s competitors had developed their fibre-optic networks to 100% of homes and
companies in an area that covered 72-75% of households in the country, while Mila had a
mixture of fibre-optic systems and VDSL systems in that area. GR had declared that during
the next two years, the company would have deployed fibre-optic to about 90% of homes and
that the company had about 50% market share in major parts of this area. GR planned to have
a local loop network with national coverage in the year 2025. Tengir had also deployed to
about 7% of the country’s homes in another area, i.e., about 60% to 70% coverage of that
area.

The position of the PTA
The PTA refers to the fact that subsequent to the original consultation on the preliminary draft
and to the additional consultation, the Administration decided to somewhat relax the criteria
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needed for a municipality to be deemed to belong to an area with more competition. The PTA
furthermore decided to withdraw its intention of imposing a cost analysis obligation on Mila
fibre-optic and prescribed instead an ERT obligation. This gives the Siminn Group greater
latitude in pricing at wholesale and retail level and should to a certain extent represent
concessions to the views that cost analysed prices on fibre-optic could slow down deployment
of fibre-optic networks in the countryside.

The PTA considered in its preliminary analysis, on the basis of the potential and real
competitive problems identified on the relevant markets and the fact that Mila had since the
last analysis, conducted fast and vigorous deployment of fibre-optic, that it was normal to
impose an obligation for cost-oriented tariff on Mila fibre-optic. But, as previously stated,
various developments have taken place since the preliminary draft in question went for
consultation, among other things an agreement between GR and Siminn. Subsequent to
additional consultation, the PTA decided to withdraw its intention to impose such an
obligation and prescribed instead a lighter obligation in the form of ERT test. As is stated in
Section 6.2 here above, Mila significantly exaggerates the GR deployment plans during the
lifetime of the analysis, while the Mila deployment plans during the life of the analysis are
ambitious.

Mila referred to paragraph 451 where it was stated that the PTA had analysed specific data
and come to the conclusion that the 3 conditions the PTA had applied in its preliminary draft
for Market 3a were fulfilled at the same time in the municipalities of Reykjavik and
Seltjarnarnes, in the GR operational territory and in  Skutustadahreppur,
Svalbardsstrandarhreppur, Grytubakkahreppur and Tjérneshreppur in the Tengir operational
territory. In the Olfus municipality, GR distribution reached, for example 75% of households
and the Siminn share of retail market Internet service is under 40%, while the Mila market
share in wholesale of local loop lease is over 50%.

Mila considered that the PTA needed to explain the grounds for this analysis. Mila could for
example not see that any attempt had been made to try to predict market development during
the lifetime of this analysis, as it would be normal to do, but rather had used a point in time
situation in mid-2019. It was clear that this position would be 1 1/2 to 2 years old when this
market analysis became a decision. This was at the same time as there was considerable
development taking place by parties other than Mila. Mila considered, for example, that even
if the PTA only looked forward by about 1-2 years, it was clear that, as Mila lost 2-4% market
share per annum, there would certainly be more areas that would belong to that category
during the period. Mila also considered that in an analysis like this one, where burdensome
obligations were being imposed on companies, the data used had to be correct and preferably
presented in such a manner that parties to the market could in some way scrutinise their
veracity. Mila therefore considered that a table should be used, e.g., in an appendix, where
the data that was not considered to be confidential, e.g. number of homes and addresses that
were applied, were shown and there should be an explanation of how each conclusion was
reached, step-by-step.

Mila also considered that the PTA data was significantly lacking. The PTA, for example,
came to the conclusion that Siminn had 50-100% market strength in Internet in
Fljotsdalshreppur. Mila did not see how this could be, as fibre-optic had been rolled out in
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the area and Mila did not have access to those local loops. Mila was also not aware that Siminn
provided Internet service in the area.

Mila actually considered that the PTA data with respect to distribution and number of homes
and spaces in total was faulty. The number of homes appeared to be in many instances
reasonably correct, but other spaces significantly distorted the distribution of others. In many
locations, where municipalities considered that they had completed 100% distribution, the
PTA concluded that distribution of FTTH was inadequate.

If postcodes were used as a reference, many more areas would be examined, as there is a great
number of post numbers where municipalities have completed FTTH rollout and where the
Mila copper network would be decommissioned within two years. In reality, it would be
proper to exempt copper local loops that only carried PSTN, which would be closed in the
coming years, and FTTH fibre-optic connections were widely in use and additionally a copper
line for PSTN.

The position of the PTA

The PTA rejects that no attempt had been made to predict market development during the
lifetime of the analysis in the preliminary draft. Though there had not been a separate section
on this, such discussion can be found at various places in the document, both with respect to
the likely development of market share and the development of distribution of fibre-optic
networks. Subsequent to consultation on the preliminary draft, the PTA gathered detailed data
from electronic communications companies and the PTA has updated discussion on such
likely future development in its revised analysis (Appendix A). It proved most difficult to
gather adequate data on development plans for the coming years from Mila. The PTA has
furthermore updated statistics to the status as it was at the turn of the year 2020/2021. The
PTA will next gather data by municipality at the beginning of 2022 for the status at turn of
year 2021/2022. The PTA has furthermore gathered various data from electronic
communications companies as of mid-2020 and up to 1 October 2020 in some instances. The
PTA will from now on update the list on an annual basis of those municipalities that belong
to areas with more competition, the next update will be early 2022.

Mila mentioned that the company is losing 2-4% market share per annum on Market 3a. Given
the development in the newest statistics that the PTA has to hand, the PTA considers it likely
that the higher number, i.e., 4%, was closer to the truth in this 18-month period. Mila market
share on the market in question was 63% in mid-2019 and 57% at end of year 2020. This
makes 2% in half a year which means with no changes, 4% per annum. This is a much larger
decrease than in previous years. It is clear that if this becomes the rate of decline of Mila
market share during the lifetime of the analysis, Mila will have less than 50% market share at
end of year 2023. However, the PTA does not believe that Mila's share will continue to
decrease at this rate throughout the life of the analysis. The distribution plans of Mila
competitors are much more modest than Mila in the coming years. It is not ruled out that
parties such as Vodafone and Hringdu will increasingly move from the GR network to the
Mila network during the lifetime. The PTA therefore considers it more appropriate to use the
lower figure in its forecasts over the lifetime, i.e., 2% per annum. On Market 3b, the decline
of Mila market share has been significantly slower. It was 57% at end of year 2019 and was
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65% at end of year 2013. The PTA considers that there is every likelihood that the Mila
market share on that market will also be over 50% at the end of the lifetime of the analysis.

Mila also considered that in an analysis like this one, the data used had to be correct and
preferably presented in such a manner that parties to the market could in some way scrutinise
their veracity. Mila therefore considered that a table should be used, e.g., in an appendix,
where data that was not considered to be confidential, e.g., on number of homes and addresses
that were applied were shown and there should be an explanation of how each conclusion was
reached, step-by-step. The number of homes appeared to be in many instances reasonably
correct, but other spaces distorted the distribution of others significantly in specific
municipalities. In many locations, where municipalities considered that they had completed
100% distribution, the PTA concluded that FTTH distribution by a party other than Mila did
not reach 75%. The data was significantly deficient. The PTA, for example, came to the
conclusion that Siminn had 50-100% market strength in Internet in Fljotsdalshreppur, which
was not credible as fibre-optic rollout had been completed in the area and Mila did not have
access to those local loops. Mila was not aware that Siminn provided Internet service in the
area.

In the data that Mila itself submitted to the PTA, it was stated that there were very few
connections in Fljotsdalshreppur, including fibre-optic connection on GPON bitstream
provided by Mila where Siminn had 50% share of service on these connections. On the other
hand, information is lacking from the parties in question on the distribution of other networks,
but this has now been rectified. It is thus clear that there is both distribution of networks other
than Mila over 75% in the municipality and that the Siminn share is under 50%.
Fljotsdalshreppur is therefore categorised under the areas that fulfil both conditions for lighter
obligations, as well as Skeida- and Gnupverjahreppur and Rangarping ytra.

With respect to the comment that states that if postcodes were used as a reference, many more
areas would be examined, as there is a great number of postcodes where municipalities have
completed FTTH rollout and where the Mila copper network would be decommissioned,
reference is made to detailed PTA arguments here above.

Mila noted that though further distribution of access networks in fibre-optic could take place,
the company considered that the borders between differing market areas were now relatively
clear and stable with respect to the market for fibre-optic and were such that there were
grounds for defining specific geographic markets on the basis of differing market conditions.
One could basically divide these market areas into three:

1. Active competition - This area covered about 70-90% of homes in the country and covered
therefore, the largest part of the service market for fibre-optic. In these areas there were two
competitors that offered fibre-optic on the one hand Mila and GR and on the other hand Mila
and Tengir. There was significant competition between the companies in question in these
areas and significant distribution of fibre-optic within them. End users in these areas have the
option of high service quality with high-speed connections (1 Gb/s), and in addition, there
was price competition between competitors, to the benefit of end users. One could not
conclude otherwise than that there was active competition in the areas in question, which had
flourished well without any price obligations from the PTA, and this development would
continue.
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2. One operator of fibre-optic system - These areas currently reached a small proportion of
the country’s homes, and this was a market area where one fibre-optic system was operated,
variously by Mila, GR, Tengir or by another local party, such as a municipality. In these areas
there was by the nature of things, a local monopolist company on Market 3a for fibre-optic
(where the party in question may however offer wholesalers dark fibre for lease) or 3b (if
bitstream service was offered by local parties, e.g., as GR did). The local company inevitably
had a high market share and might have SMP because of its position in the geographic area
in question. There was every likelihood that service through copper would be discontinued in
these areas in the near future. Even though, such access was still on offer today, Mila
considered nevertheless that such service exerted very little competitive restraint on the fibre-
optic service provider, if any.

3. Areas where fibre-optic systems will not be offered during the period covered by the
analysis - Those areas where it was established that fibre-optic would not be rolled out during
the lifetime of the analysis (2021-2026). In these areas the Mila copper system would in all
likelihood be the fastest broadband system available to inhabitants, in any event until high-
speed 5G was introduced in such areas.

The position of the PTA

Mila said that though further distribution of access networks could take place, the company
considered that the borders between differing market areas were now relatively clear and
stable with respect to the market for fibre-optic, such that there were grounds for
differentiating specific geographic markets on the basis of differing market conditions. One
could basically divide these market areas into three: i.e., 1) areas with active competition, 2)
one operator of fibre-optic system and 3) an area where a fibre-optic system would not be on
offer during the lifetime of the analysis.

In this case, the basic Mila premise is wrong that there is a separate market for fibre-optic.
The PTA came on the contrary to the conclusion that there is still substitutability between
copper and fibre-optic connections. Reference is made to the discussion on this issue in
Sections 3 and 4 in the revised preliminary draft (Appendix A), to discussion in Sections 3
and 4 here above, and in Appendix C there is discussion on the additional consultation opened
by the PTA at the end of October 2020. For the above specified reason alone, it is clear that
the Mila categorisation in question into 3 areas, that is based on distribution of fibre-optic
networks, is not appropriate.

Mila referred to Section 4 in the Analysys Mason (AM) report from 1 July 2020, which Mila
appointed as its adviser in this case. There it was stated among other things that the PTA had
not, in an adequate manner, examined the possibility of segmenting the country into areas
where competitive conditions on the fibre-optic market differed significantly and would
continue to do so.

There were two fibre-optic networks in areas where approximately 40-55% of the nation
lived. This competition had now led to significant distribution in these areas, high speed, low
price to end users and higher uptake of the service, without any kind of obligations on the
networks in question. This was a positive result for inhabitants in this country and something
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that one should encourage. There was an opportunity to allow competition to flourish for this
large proportion of citizens, which could lead to Iceland being a world leader in high-speed
connections. It was likely that the copper system would be decommissioned in these areas as
time progressed.

For the other 30-35% of the nation, one fibre-optic network would be on offer, which could
be owned by GR, Mila, Tengir or municipality. In such areas there would in fact be a
monopoly for the local network operator on either Market 3a (e.g., where the party in question
leased dark fibre) or on Market 3b (if bitstream was only on offer, see e.g., GR). This local
party would enjoy a very high market share and could have SMP, in a specific area or areas,
even though those parties that had received state aid offered access. The party with such local
monopoly would normally not be Mila, as GR and Tengir have jointly much greater fibre-
optic distribution than Mila. The copper network would be decommissioned in many such
areas. If not, it would exert competitive pressure on the fibre-optic party.

The rest would be areas that would, in the years 2021-2026, not have any fibre-optic network.
In these areas, the Mila VDSL system would be the fastest connection, at least until 5G had
been distributed in the relevant areas.

Though it would be likely that the distribution of fibre-optic networks would increase
somewhat in the country, AM considered that geographic boundaries were not sufficiently
unstable to hinder geographic segmentation of the country into appropriate areas.

By adhering to the position that the geographic market was the whole country and that there
was substitutability between copper and fibre-optic, it was likely that the PTA would come
to a wrong conclusion with respect to the designation of electronic communications
companies as having SMP and by imposing obligations that were not in accordance with
proportionality on the basis of the real status on the markets in question.

The position of the PTA

Analysys Mason (AM) also builds on the fundamental premise that there is a separate fibre-
optic market in this country. This is not the case, as is stated in the PTA reply to a Mila
comment here above. The PTA has furthermore withdrawn its intention to prescribe cost
analysed prices on Mila fibre-optic, and instead has prescribed an ERT obligation, which
allows the Siminn Group greater latitude in pricing. The PTA is therefore not applying as
strong an intervention in pricing of fibre-optic as was indicated in the preliminary analysis.

The PTA furthermore points out that development with respect to local countryside networks
has been that Mila has been purchasing them in large numbers, has ensured long term control
over them or has deployed them with the support of the relevant municipality and/or the
electronic communications fund. The PTA considers that development can continue in this
direction, as these are significantly small and uneconomic operational units, that are not on
the priority list of most municipalities for continued operation. In addition to this, it is not
likely that competitive problems will arise from the small networks, as access to them is open
in accordance with rules on state aid and pricing has not been a problem in such instances.

As is argued in detail in Appendix A in this document, and in Appendix C, the PTA considers
it appropriate to come to the conclusion that there is still substitutability between copper and
fibre-optic and that there is no reason to segment areas geographically in this country, though

172




there is reason to prescribe varying obligations by area. PTA obligations take these
fundamental issues into account and are in the opinion of the Administration imposed on the
proper party, and in addition to this are justifiable, and in accordance with proportionality.

Mila refers to the AM report. In Section 6.5, where there was discussion on competitive areas
and areas with the potential for competition, and in Subsection 6.5.1, where there was
discussion on the criteria used by the PTA in demarcation of areas with more competition, it
was stated that the criteria in question were too strict and that in addition, those obligations
that the PTA planned to withdraw in “competitive areas” were not sufficiently different from
the obligations that were generally in force.

The PTA has designated a few areas, i.e., 6 in total on Market 3a and 7 on Market 3b, as areas
with more competition. These are areas which accounted for 38% of the country’s inhabitants,
which is less than half of the households that would have access to fibre-optic systems, other
than those of Mila at end of year 2020.

The criteria were too strict. Almost all demand in the areas where Mila does not have a fibre-
optic system, and where GR or Tengir had fibre-optic systems, was already met by either GR
or Tengir. The criteria therefore simply did not reflect the significant competitive nature of
the fibre-optic market in areas where Mila did not have a fibre-optic system.

In its preliminary analysis, the PTA seems to be very eager for Siminn to use another
wholesaler than Mila in the future. Were that to be the case, it would doubtless not be
appropriate to continue to make a link between the questions of whether Mila was a party
with SMP or whether there was more efficient competition in specific areas, and Siminn retail
share.

Finally, it was stated in the AM report that though it was doubtless correct that greater
competition would result from having more than two parallel fibre-optic systems, rather than
only two, it was doubtless unrealistic to allow for this to happen, even in the most populated
areas of the country.

The position of the PTA

The PTA reiterates that the Administration has come to the conclusion that there is still
substitutability between copper and fibre-optic. For this reason, there is no separate market
for fibre-optic. The PTA also relaxed the criteria in question, subsequent to the preliminary
assessment being submitted for consultation on 30 April 2020. The situation is now that the
area where approximately 70% of the country’s inhabitants live, i.e., 17 municipalities out of
69, is designated as an area with greater competition. The PTA will subsequently update this
list annually.

The PTA furthermore considers that the assertion that GR and Tengir meet almost all demand
for fibre-optic in their operational territories is not credible, or at least it has not stopped or
slowed down Mila fibre-optic rollout, as Mila has conducted a major fibre-optic rollout in
those areas during the past years, particularly in the GR operational territory. For example,
Mila fibre-optic rollout had hardly started in the year 2015, but there are now approximately
64,000 spaces in the Capital City Area, which one could estimate as at least 64% distribution,

173




and there are about 77,000 spaces in the country as a whole, which is well over half of the
spaces at national level. As further stated in the updated preliminary draft (Appendix A), it
was not possible to locate about 7% of Mila's spaces according to the National Register of
Home and Business Register. These can be houses and sheds that do not fall under the
definition of a home or business, a elevator house or equipment house of various kinds or
houses under construction that are not yet registered with the National Registry as an
apartment or company. The figures used by the PTA for the spread of Mila are therefore
probably underestimated to this extent, or up to 10 thousand connections. In Mila's answer to
the PTA inquiry in the autumn of 2020 in connection with this analysis, it was stated that the
number of fibre-optic connections was over 90,000 nationwide. Despite repeated attempts,
the PTA has not been able to obtain credible explanations for this discrepancy from Mila. To
be on the safe side, the PTA relies on the lower number in this analysis. Mila’s distribution
plans for the coming years are furthermore ambitious and much more ambitious than the
distribution plans of GR and Tengir. Those areas where GR and/or Tengir have a fibre-optic
network and Mila does not, are therefore decreasing rapidly, and the PTA expects that the
gap will diminish significantly in this connection during the lifetime of the analysis.

AM further considers that the obligations that the PTA plans to withdraw in “competitive
areas” are not adequately different from the obligations that in general should apply. Given
the potential competitive problems that have been identified, the PTA considers it not
justifiable to go further in varying obligations in this instance. In the opinion of the PTA, the
access obligations that the PTA proposes should not apply to Mila in specific areas, are not
insignificant. In addition to this one can point out that the PTA has now withdrawn its
intention to impose the obligations on Mila that the company has most criticised, i.e., for cost
analysed prices for fibre-optic, and has instead proposed an ERT obligation. Latitude for
pricing within the Siminn Group will therefore be greater than was allowed for in the
preliminary assessment.

AM also noted that if Siminn were to make an agreement with other wholesalers than Mila,
it would doubtless not be correct to continue to connect the question of whether more
competition pertained in specific areas with the Siminn market share in retail.

Siminn has now made an agreement on bitstream access to the GR fibre-optic network, and
Siminn commenced service on GR’s network in late august of 2021. On the basis of data from
both Siminn and GR, the PTA does not expect that a large number of Siminn customers will
switch from Mila systems to the GR system. An influencing factor here is that Mila will
continue to increase the density of its fibre-optic network in the operational territory of GR
during the lifetime of the analysis, and another is that a significant proportion of Siminn’s
new customers are doubtless already on the GR network, i.e., that Siminn will acquire
customers that are already in the GR system that have received service from Siminn
competitors at retail level. Siminn has not made an analogous agreement with Tengir, but
Siminn says that such exploratory negotiations are ongoing.

The PTA considers that while Mila is a subsidiary of Siminn, it is inevitable that one criterion
for choice of areas with greater competition is related to the Siminn retail share. Despite the
above specified agreement between Siminn and GR, the parties agree that by far the largest
part of Siminn business will continue to be on the Mila network.
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The PTA agrees with AM that it is undoubtedly unrealistic to expect that parallel networks
of more than two parties will be a reality in this country. The PTA has however, not
considered that it is a mandatory condition for it being possible to segment geographic
markets in this country. The PTA came to the conclusion, on the basis of the premise that
there is still substitutability between copper and fibre-optic and having conducted a detailed
assessment of competitive conditions between areas in this country, that there was no reason
to segment geographic markets in this country for the time being at least, but there was reason
to apply varying obligations by area.

Siminn stated that there were significantly differing competitive conditions between the GR
operational territory, the Tengir operational territory and other locations. There were differing
competitive conditions in many municipalities such as in Reykjanesbar, where the company
Kapalvading was already operating. One also needed to assess the likely development in the
Westman Islands and possibly at other locations with the entry of Nova with Internet service
over 5G. Then one needed to examine the situation in the West Fjords, in Hvalfjardarsveit,
Skeida- and Gnupverjahreppur etc., where local fibre-optic systems have been deployed. In
any event, the operational areas of Tengir and GR were clearly separate from other areas. All
metrics indicated that these were separate areas, for example difference in market share,
difference in competitive restraint, difference in service offer and the fact that neither
demand-side substitutability nor supply-side substitutability was in place.

For this reason, it was Siminn’s assessment that the following postcodes form one market
area:

a)  GRarea I — Reykjavik, Seltjarnarnes, Kopavogur, Gardaber, Hafnarfjordur, Akranes,
Borgarbyggd, Hveragerdi, and Olfus. According to Statistics Iceland, these areas had 96,500
homes.

b)  GR area II — Hella and Hvolsvollur. It was estimated that about 700-800 dwellings
were at these two locations. According to Statistics Iceland, there were about 1500 dwellings
in the municipalities that these urban kernels belong to, where about half of them lived in
urban areas.

¢)  GR area III — Reykjanesbzr, Vogar and Arborg.

d) Tengir area I — Akureyri, Eyjafjardarsveit, Horgarsveit, Svalbardsstrandarhreppur,
bingeyjarsveit, Dalvikurbyggd, Grytubakkahreppur and Skutustadahreppur. According to
Statistics Iceland, these municipalities had about 10,000-11,000 homes.

e)  Tengir area II — Olafsfjérdur, Nordurping and Tjorneshreppur.
f)  Area with more than 50% distribution from other parties.

g)  Area that did not have 50% distribution, i.e., all other areas than those specified here
above.

Siminn considered that the above specified areas were a separate market. GR area I and GR
area II were areas where GR had achieved 100% distribution and had more than 50% share
in connections. GR area III comprised areas where 100% distribution would be achieved in
the coming 2-3 years. Tengir area I was an area where Tengir had achieved up to 80-90%
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distribution and had over 50-60% share in connections. Tengir area II was an area where
Tengir would achieve 50% distribution, but plans were unclear. In general, area I was an area
where a company other than Mila had achieved over 50% distribution while the remainder
was where Mila had on its own over 50% distribution.

The position of the PTA

The PTA has provided arguments here above as to why the PTA considers municipal
boundaries to be a more appropriate reference for geographic analysis here in this country
and refers to that. Furthermore, that there is no separate fibre-optic market, as there is
substitutability between copper and fibre-optic.

The PTA furthermore refers to detail its geographic analysis in Sections 6 and 7 in the revised
preliminary assessment (Appendix A) and to the general Section on geographic analysis in
Section 5 in the appendix in question. The PTA considers that the methodology applied by
the Administration is both in accordance with guidelines and recommendations from ESA
and with the BEREC common position from 2014 and geographic analysis and with the
competitive conditions that pertain in this country. The proposal for areas submitted by
Siminn here does not fit the methodology applied by the PTA and the PTA hereby rejects it.
Individual areas named by Siminn here above, are examined and assessed within the
methodology applied by the PTA, as are all other municipalities in the country. With respect
to the reference to 5G rollout, particularly in the Westman Islands, this comment has been
answered in Sections 3 and 4 here above, in addition to which the subject is discussed in the
same sections of the updated preliminary draft (Annex A) and in Annex C.

6.4 The position on the retail market, with respect to geographic
analysis

Mila refers to paragraph 464 where it was stated that market analyses in the EEA had
generally shown that on the retail markets for standard broadband connections and high-
quality connections, there would be a lack of competition if obligations on the underlying
wholesale markets (one or both), particularly in states where there is only one network with
national coverage, were not in place. In this country, it is only the Mila network that has
national coverage, and it would therefore be likely that the situation on the relevant retail
markets here would be similar to what is generally the case within the EEA, if obligations at
wholesale level were not in place.

Mila considered it clear that in the lifetime of the analysis, Mila would not own a local loop
network with national coverage and that was the real situation when the market analysis came
into force with respect to the decommissioning of PSTN and copper in the countryside. In the
same way, GR planned to have a network with national coverage during the lifetime of the
analysis. The premise that the PTA assumed that Mila would be the only party with a network
with national coverage would not be correct in a forward-looking analysis.
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The position of the PTA

The PTA considers, on the basis of the gathering of data conducted by the Administration,
that it was safe to say that Mila would control an electronic communications network in the
form of copper and/or fibre-optic local loops, that would be to all intents and purposes with
national coverage during the lifetime of the analysis and that it will cover well over 90% of
connectable spaces throughout the lifetime of the analysis. The PTA considers in the light of
considerable development and volatility on the relevant wholesale markets and related
electronic communications markets, that it is injudicious to estimate that the lifetime of this
analysis will be longer than 3 years, even shorter if there are significant changes on the
market, which the PTA considers not inconceivable.

At the end of 2020, the number of copper local loops in use with Mila was about 58,000, and
they had decreased from about 114,000 since end of year 2016. At the end of 2020, fibre-
optic local loops in use from Mila were about [...], whereas they were only just under [...] at
the end of 2016. At the end of 2020, Mila had deployed fibre-optic local loops to at least
77,000 homes and companies in the country, but as stated above, the PTA considers this to
be a significant underestimation. The development during the last 3-4 years with Mila has
therefore been in the direction that the number of copper local loops in use has decreased
significantly while the number of fibre-optic local loops in use has correspondingly increased
significantly. Despite the fact that Mila has lost some market share on Markets 3a and 3b, the
company’s position is still very strong on the relevant markets, as the company had a market
share of 57% on both Markets 3a and 3b at the end of 2020.

In a Mila reply dated 22 September 2020 to a query from the PTA dated 7 September last
year, Mila, for the first time, provided information on its plans for phased decommissioning
of the copper system over the coming 10 years. Mila made the reservation to the plan that it
was still subject to a number of uncertain factors and that Mila had not been able to make a
specific prediction of the number of connected copper local loops in the next years. The
decommissioning was planned in 3 phases. The first phase, which covered the next 5 years,
included locations where fibre-optic rollout had started, was well under way or completed.
Mila said that this should apply to the whole of the countryside (Iceland Optical Connected
project), to the Capital City Area and to urban areas to which the above description applies.

Mila has now deployed fibre-optic to at least 64% of households and companies, and probably
more, in the Capital City Area and according to the Mila distribution projection for the coming
years, it seems clear that Mila will continue to vigorously increase the density of the
company's fibre-optic network in that area. The PTA considers it unlikely that during the
lifetime of the analysis, the company will decommission its copper local loops in spaces in
those areas where the company has not deployed fibre-optic. The same applies to urban
kernels in the countryside.

With respect to sparsely populated areas, where fibre-optic networks have been deployed by
municipalities with state aid, they are a very small proportion of the whole, i.e. just over 6000
addresses, or 3-4% of local loops for the whole country, and doubtless only around 2-3% if
one only counts the spaces where Mila has not purchased the networks in question, ensured
long-time control over them or deployed with a grant from the relevant municipality and/or
electronic communications fund. The PTA considers this development could well continue
during the lifetime of the analysis. Mila has leased local loop access to the vast majority of
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those country networks that remain and offers bitstream access to them. The PTA considers
it clear that the local fibre-optic networks in question do not distort the large picture with
respect to competitive conditions on the relevant markets.

At the turn of the year 2020/2021, many assets and operations were moved from Siminn to
Mila, among other things, the mobile phone distribution system (RAN) and the IP-MPLS
system. A service agreement was made between the companies at the same time that assured
Mila guaranteed business with Siminn for a significantly long period of time. This strengthens
Mila’s position on the relevant markets and provides the company with increased possibilities
for product development, both with respect to fixed line networks and mobile network
solutions. Up to this point in time, Mila has been financed at the Group level, but the company
has the possibility of financing itself at attractive terms, as interest on patient capital to
infrastructure companies is generally much lower than interest to service providers on the
electronic communications market. It should assure the company capital at attractive terms to
put even more effort into the company’s fibre-optic rollout during the lifetime of the analysis.

It is not foreseeable that any party other than Mila will be close to controlling a fibre-optic
network with national coverage, and certainly not a copper network, during the lifetime of
the analysis. Although the GR fibre-optic network reaches more than half the spaces in the
country, geographic distribution of the network is only linked to the south-west corner of the
country. Given the data from GR dated 22 October 2020, it is not very likely that the
company’s distribution will increase to any significant degree outside the south-west corner
of the country during the lifetime of the analysis, on Market 3a. It is however not
inconceivable that GR operational territory could expand across the country on Market 3b if
the company made an agreement with a company like Tengir and/or the local countryside
networks. Shortage of trunk leased lines at a reasonable price could however make such GR
plans difficult.

Mila referred to paragraph 465 where it was stated that in mid-2019, the GR fibre-optic
network had reached about 70% of households in the country but they were all in the south-
west corner of the country, i.e., 97,653 households of about 140,000. At the end of 2019, the
GR connections were 102,231 of 140,700 households or about 73%. The Tengir network had
in mid-2019 reached about 7% of the country’s households but only in the north and north-
eastern parts of the country. The fibre-optic networks of GR and Tengir thus reached about
80% of the country’s households. One could therefore expect that the GR and Tengir
connections would increase somewhat during the lifetime of the analysis, although it was
likely that this would be insignificant in terms of percentage. The Mila market share of the
wholesale market in question was however very small, standing at 63% at a national level on
M3a and 58% on M3b. During the lifetime of the analysis the Mila market share was not
expected to decrease substantially on the wholesale markets in question.

Mila in fact considers there to be no grounds for the PTA assertion that during the lifetime of
the analysis this situation would not change. GR had revealed that the company planned to
have a system with national coverage within 5 years. The company had also revealed,
according to paragraph 399 that it planned to increase its distribution in 2020 to about 26,000
homes and companies, i.e., about 25% in one year.
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At the same time Tengir was developing with the same energy as before, i.e., about 1000-
1500 homes per annum as the company had done in recent years. The company was thus
increasing its distribution by about 15-20% per annum.

There was no discussion about Snerpa, which had plans for development across the whole of
the West Fjords.

With these distribution plans, one could expect that by the end of 2020, these companies
would have completed fibre-optic rollout to over 90% of the homes and companies in the
country and at end of year 2021, more than 92%. This did not include the 4000-5000 homes
that had been connected with fibre-optic through Iceland Digital Connected. If all this were
counted together, parties to the market had made plans for their fibre-optic rollout to reach
almost 95% of homes at the end of 2021. There appeared to be no attempt made to take this
into account, or to try to get a picture of development of the market in the coming years.

The position of the PTA

In its revised draft analysis (Appendix A), the PTA will revise those distribution figures
presented in paragraph 465, on the basis of more precise figures that the PTA has gathered
on total number of spaces (homes and companies). The PTA will furthermore endeavour to
make a projection on development of distribution during the lifetime of the analysis, though
this could prove difficult, not least because Mila did not respond to such a request from the
PTA in September 2020 in an adequate manner, but rather only referred to the capital that
would be invested in fibre-optic in the coming years. Given those figures, Mila plans not to
relax its fibre-optic deployment compared to the last years, while the distribution plans of GR
and Tengir are modest compared with recent years. The PTA repeatedly requested Mila's
distribution plans for 2021 in January, February and until the beginning of March 2021, but
no response had been received by the end of April that year. Mila’s roll-out plans were finally
received in mid June 2021.

According to information from GR, dated 22 October 2020, the company's fibre-optic local
loops reached about 109,000 spaces on 1 October 2020 and the company expects that they
will have reached about [...] at the end of 2023. Should this happen, the fibre-optic
deployment that the company has conducted in recent years will be significantly reduced. In
a reply from Tengir dated 6 October 2020, the company's fibre-optic local loops reached
11,152 spaces and the company predicts an increase of about [...] local loops per annum until
the end of 2023, which means that they will then be about [...]. However, the PTA bases its
analysis on the fact that Tengir's fibre-optic local loops reached about 9,500 spaces at the end
of 2020, cf. figures from the PTA Infrastructure Database (GAF), for the same reasons as
mentioned for Mila above. This is a total of about [...] spaces of approximately 163,000,
which is about [...]% of the country’s spaces at the end of 2020, and according to the
company’s plans, they should have reached about [...] at the end of 2023 or about [...]% of
the total spaces in the country based on an annual increase in local loops of 3,000.

According to figures from Mila dated 1 October 2020, the company's fibre-optic local loops
then reached about [...] spaces, of which there were about [...] homes. The Mila plan allows
for the number to have reached just under [...] spaces at the end of 2020. As stated above, the
PTA will however presume that the Mila fibre-optic local loops have been at least 77,000 at
the end of 2020, but as previously stated, this is undoubtedly a considerable underestimation.
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As previously stated, Mila could not provide plans for new connections to the end of 2023
but given the projection on investments in the coming years, that were little less than in
previous years, it is clear that the number of Mila fibre-optic connections during the lifetime
of the analysis will increase by many thousands each year until the end of 2023. The roll-out
plan received mid June 2021 confirms this projection. The PTA also refers to the above
specified agreement on transfer of specific assets and operations from Siminn to Mila, which
should create even more latitude for Mila for faster fibre-optic development in the coming
years. This means that there is every likelihood that there will be a significant levelling of the
number of fibre-optic connections of Mila on the one hand and GR and Tengir on the other
during the lifetime of the analysis.

Mila maintains that GR has informed that the company plans to have a network with national
coverage within 5 years. Given the above specified information from GR, the company still
has a long way to go to achieve this during the lifetime of the analysis. Furthermore, it is not
correct when Mila says that Tengir will increase its number of connections by 1000-1500 per
annum during the lifetime of the analysis. The correct figure is that the company intends to
increase them by approximately [...] per annum.

With respect to Snerpa, the company’s fibre-optic local loop network had reached 1.177
spaces at the end of 2020. The company estimates that they will increase by approximately
[...] connections per annum until the end of year 2023 when they would then be approximately
[...]. It is clear that the Snerpa fibre-optic network is very small in the grand scale of things
and hardly reaches 1% at a national level, and thus has no impact on the competitive
conditions to any significant degree, on the relevant markets in this country. Austurljos has
also laid 200-300 fibre-optic local loops in Egilsstadir and the company has very modest
distribution plans for the lifetime of the analysis.

It is therefore wrong when Mila says that the above specified companies had already rolled
out fibre-optic to over 90% of total spaces in the country at end of year 2020. The correct
figure was that this proportion was about [...]%. It is also wrong that when Mila says that the
companies will have rolled out fibre-optic to over 95% of total spaces in the country at end
of year 2021. It is much more likely that this proportion will have reached about [...]% at the
end of 2023.

Mila refers to paragraph 466, where it is stated in the above specified Section 3.2.6 in the
preliminary draft that the Siminn Group’s strong position on the retail market, where the
company’s market share appeared no longer to be decreasing and to be strengthening again
with just under 50% market share in mid-2019 and on the above specified wholesale markets,
strongly indicated that if it was not for wholesale obligations, the Group could operate without
concern for competitors or consumers and could continue with access barriers to
infrastructure, systems and service. The Siminn market share of the retail market had in reality
only decreased by a very few percentage points since the last PTA analysis of the wholesale
markets in question in the year 2014 and this share now stood at just under 50%. It is a main
principle in competition law that market share of over 40% gave a general indication that the
company in question had market dominance and when market share was 50% there had to be
very good reasons for this not to apply. Despite the entrance of Nova to the market in question
in recent times and the merger of Vodafone and 365 in 2017, the Siminn market share had
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increased somewhat recently. At the same time the company’s main competitor, Vodafone,
had lost significant market share.

Mila stated that in this connection it was worthwhile noting that Vodafone now offered its
customers an apology in advertisements in the media for poor service in recent years. One
could not see otherwise than that the company thus recognised that the merger between
Vodafone and 365 had not proceeded as expected because of service problems, and not
because of actions of parties to the market.

Mila had already lost about 20% of its market strength during the lifetime of the existing
analysis. Mila did not see any attempt by the PTA to present statistical arguments, e.g., by
examining likely development in the coming years. It was clear that with the coming of 5G
service, the situation would change even further and that competitors aimed to rollout fibre-
optic to about 50% of those areas that remained to be connected during the years 2020 and
2021. Nor was there any attempt made to be forward-looking in this analysis. Mila raised
serious objections to this. The nature of duopolies, as was actually the case in the local loop
market in Iceland, meant that if one party had less than 50% market share then the other one
had more than 50%. Despite this, no attempt was made in this market analysis to assess the
GR position on the market.

The position of the PTA

In the Section on competitive problems in the preliminary draft, the PTA describes various
real and potential competitor problems that Siminn competitors in retail have faced in recent
years. Among other things, Siminn has achieved good results since 2015 with its Home
Package, which includes various types of electronic communications service and popular TV
content. From the end of 2015 until end of 2020, the number of Siminn connections increased
by 4,918, and because the total number of connections has increased somewhat during the
period, Siminn market share has dropped by 2.5% during these 5 years, that is to say from
48.8% to 46.3%. This must be considered a good result over such a long period of time at the
same time as there have been various fluctuations on the market, for example with the merger
of Vodafone and 365, the powerful entry of Nova on the fixed line market and the slow and
steady increase at Hringdu.

Vodafone had 29% market share at the end of 2015 and at its highest was 37.1% market share
at end of year 2017, after the merger with 365, which had had about 11.7% market share at
end of year 2016. From the beginning of 2018 the Vodafone market share has dropped rapidly
and stood at 27.7% at the end of 2020. One can say that Vodafone has lost the equivalent of
all those customers that the company inherited from 365 and is in a bit worse position to
which the company was in at the end of 2015. Although Vodafone has recognised that there
have been various problems in its service to its customers subsequent to the above specified
merger in 2017, among other things the issuing of incorrect invoices, the PTA does not
consider that that alone explains this development, only to a certain extent. The company is
still losing market share.

Nova entered the fixed line market in 2016 and has shown steady growth and the company’s
market share was 14.7% at the end of 2020. Hringdu then stood at 8.6%, and the company
has increased its market share on a yearly basis, but to an insignificant amount between the
years. Other smaller parties share just under 3%. For this reason, it seems that Nova has
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sought almost all of its market share to Vodafone, while Siminn has remained on course. This
indicates a very strong Siminn position and the position of the Siminn Group as a whole on
the Icelandic electronic communications market. Siminn has now made an agreement on
bitstream access to the GR fibre-optic network and the PTA considers it axiomatic that the
Siminn market share will for this reason, all things being equal, increase somewhat at the cost
of other parties that were already on the GR network, such as Vodafone, Nova and Hringdu.
It is not injudicious to conclude that Siminn will for these reasons, exceed the 50% market
share hurdle during the lifetime of this analysis. It is difficult to predict at whose cost this will
be, or how the internal division of their potential declining market share will be in the coming
years. Various things could however occur for this development not to become a reality, but
at this point in time, the PTA cannot see what they could be.

Mila mentions that the company had lost market share since the last analysis in 2014. It is
true that Mila lost some market share on the relevant wholesale markets, especially on market
3a, but one must look to the fact that the company was in a totally dominant position at that
time. At the end of 2020, the Mila market share on both Markets 3a and 3b was 57%. This
must be considered a significantly strong position. Given information from Siminn and GR
one can expect quite a number of Siminn customers to move from the Mila network to the
GR network during the lifetime of this analysis because of the above specified agreement on
the entry of Siminn into the GR network. One can also assume that Siminn will gain
customers that were already on the GR network and are thus not coming from the Mila
network. In the opinion of the PTA, it is not likely that the above specified agreement on its
own will lead to Mila market share on the relevant markets dropping except by a very few
percentage points during the lifetime of the analysis and will probably still be over 50% on
both markets at the end of the lifetime of the analysis.

Nor can one exclude the possibility that market share figures at wholesale level will have
changed during the lifetime of the analysis, to Mila’s advantage, for example if parties like
Vodafone and Nova, who today are both customers on the networks of Mila and GR, should
move their custom to greater degree over to Mila. The PTA here reminds that the above
specified agreement on transfer of assets and operations, from Siminn to Mila, which gives
Mila the opportunity to increase and change its service offer. Today, Vodafone, Nova and
Hringdu have far more customers on GR networks than on Mila. It is very difficult to make
predictions about this, despite the fact that the PTA has endeavoured to gather information
on this from service providers.

With respect to the potential development resulting from deployment of 5G networks, it is
difficult to make predictions. The PTA sought information in September 2020 from Siminn,
Vodafone and Nova about potential deployment of 5G networks, but what their answers had
in common was that there was a great uncertainty about such distribution and its potential
impact. For this reason, the PTA could not adequately predict the impact 5G rollout will have
on the relevant wholesale market, nor how quickly such an impact would manifest itself. At
this point in time, the PTA considers that the potential impact will not be significant during
the lifetime of this analysis. Should anything come to light to the contrary, the PTA will
immediately commence a new analysis of the relevant wholesale markets.

Mila maintains that Mila competitors planned to roll out fibre-optic to about 50% of the areas
that remain to be connected during the years 2020 and 2021. The PTA considers this most
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unlikely and refers to its reply here above with respect to planned fibre-optic network
deployment during the lifetime of the analysis.

The PTA also totally rejects that no effort was made to assess the GR position on the relevant
markets. This is absolutely untrue, as there was discussion on the company’s position in many
places in the analysis. This discussion is by the nature of things, based on the fundamental
premise that there is still substitutability between copper networks and fibre-optic networks.
Have that not been the conclusion, the analysis would have been different, as one would have
had to analyse one market for copper networks and another for fibre-optic. When considering
separate markets for fibre-optic, the investigation of this matter was somewhat different than
Mila's when one allows for the existence of substitutability.

Mila refers to paragraph 473 where it was stated that Siminn provided retail service for
broadband services across the country as the former monopolist incumbent in electronic
communications in this country. The company did this first and foremost by offering high
speed connections over fibre-optic and VDSL. At occasional locations, the company only
offers upgraded ADSL connections, but examples of this are rapidly decreasing. The
company thus enjoys what is called ubiquity on the market in question.

Mila said that the PTA had emphasised that individuals and companies were served in
sparsely populated areas of the country in the same manner as in other areas. Mila and Siminn
have been those companies that have served these areas best, despite the fact that from a cost
point of view it would not have paid because of substantial start-up and operational costs for
a few connections. The PTA here seems to come to the conclusion that the competitive
position of Siminn/Mila was better than others because of this. Mila was now to be punished
for this with increased obligations on those markets where most competition pertained. Mila
objected strongly to these PTA plans.

The position of the PTA

In the referenced paragraph in the preliminary draft, there was simply a description of the fact
that Siminn provided broadband service across the whole country, the only company in this
country. The Siminn Group is a former monopolist incumbent in electronic communications
in this country and benefits from this with an electronic communications network with close
to national coverage, which to great degree was developed over a period of decades, that is to
say the copper part of the network. Because of this and having taken into account the number
of other factors that have been discussed in this analysis, the PTA considers that the Siminn
Group is in a much better competitive position than the competitors of the Group, both at
wholesale and retail levels. It is not correct when Mila says that because the Siminn Group
has been providing service to all citizens that the PTA will punish Mila with increased
obligations. Imposition of obligations depends on the potential and real competition problems
that are identified in each instance. The PTA would also like to remind that the Administration
has now withdrawn the intention to prescribe a cost analysed prices obligation on Mila fibre-
optic on the relevant wholesale markets, and instead to prescribe an ERT obligation.

There is no longer a universal services obligation on Siminn to provide electronic
communications services across the whole country, but this obligation does rest on Mila with
respect to connections to the public electronic communications network, see PTA Decision
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no. 31/2017. The universal services obligation in question applies, unchanged until the end
0f 2022.

Siminn has been working on the decommissioning of the old public switched telephone
network (PSTN) and completed the first phase of this project on 1 October 2020. It is was
planned that the system will be fully decommissioned at the end of 2021 in rural areas and
that could be several hundred connections, but delays to this full decommission are likely. It
is not the plan to dismantle the copper network in this project.

Electronic communications systems based on analogue technology have in recent years been
replaced by digital networks which are considered more economic in operation and provide
consumers with a better service experience. Users are connected with a copper thread and the
system reaches more than 99% of households in the country. The technological change in
discontinuing use of analogue electronic communications networks to the adoption of digital
electronic communications networks is thus inevitable, and this development has been taking
place worldwide. Iceland is in a leading position in international comparison when it comes
to deployment of high-speed networks. This is such that about 97-98% of the country’s
inhabitants have access to high-speed fixed line connections, fibre-optic or VDSL, and 3G
mobile phone service reaches 99.97% of the population. Iceland is therefore in a good position
to embrace the technological changes that are ahead.

In individual instances, there are households that do not have a connection, such as fibre-optic
or a short copper local loop, which can carry digital telephone service or usable Internet
service. It is clear on the basis of the Siminn prediction model that there will be some instances
where homes or workplaces will lose all electronic communications connections with the
closing of the PSTN voice telephony system. No such instances were however expected on
the completion of the first phase. In such instances one has to guarantee such connections, for
example through wireless, satellite or by taking measures to receive and amplify mobile
phone signals, if this is an option.

In order to react to this situation, the PTA nominated Neydarlinan ohf., a service provider to
provide electronic communications connection for telephone service and usable Internet
service in the special cases, see PTA Decision no. 9/2020, dated 25 September last year. So,
no one should be without a connection after the old telephone system has been
decommissioned. The function of Neydarlina ohf. will be to monitor that such connections
are configured if there is a need and that this shall be done in cooperation with other electronic
communications companies where possible. It is established that some users need to make
changes to their electronic communications service after decommissioning of the PSTN
system, for example to order digital service (VoIP) through copper local loop, which will still
be in use despite the decommissioning of the PSTN system, (until this system is closed in
phases over the next 10 years), or through activating a fibre-optic connection which has been
deployed to buildings at many locations in the country, the most sparsely populated areas are
there included.

Mila refers to paragraph 475, where it was stated that the Siminn market share had been about
48% on the relevant retail market at national level in mid-2019. The Siminn market share by
municipality varied somewhat. In the Capital City Area (Reykjavikurborg, Képavogsber,
Seltjarnarnesber, Gardaber, Hafnarfjardarkaupstadur and Mosfellsbar) Siminn would have
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about [...]% market share while a common market share for the company outside this area
would be in the range of 65-85%, apart from in those municipalities where GR or a local
network is operated.

Mila pointed out that according to this paragraph, the Siminn retail share was said to be in the
range of [...]% in the Capital City Area as a whole. Mila considered that as such, Siminn did
not have SMP in the Capital City Area and immediately for this reason, obligations should
be withdrawn on the relevant markets or at the very least obligations should be made lighter,
and not increased as the PTA intended to do.

Mila considered that nowhere in this market analysis did the PTA attempt to assess market
share during the lifetime of the analysis, which however should be one of the fundamental
premises for a well conducted market analysis pursuant to guidelines from the EU
Commission.

It was clear that solely the decommissioning of the PSTN system that Siminn had notified
would be completed in the first quarter of 2021, would mean that Mila (and Siminn) market
share decreased, as there were between 10 and 20 thousand local loops without data transfer
that only served PSTN while that service was on offer. Mila did not consider it right to apply
obligations in geographic areas where there seemed not to be a competitive problem in its
retail sector. By imposing price control on Mila, one was in reality, letting Mila customers in
a competitive area subsidise service where other network operators did not want to develop
service. GR and Tengir did not need to take part in this subsidising, which led to a significant
distortion of the Mila competitive position, and furthermore to flexibility in pricing being
little, when circumstances changed, as all analyses had to go through a lengthy process with
the PTA.

The position of the PTA

Mila refers to the PTA analysis, saying that Siminn should not be considered to have SMP in
the Capital City Area, as the company only had [...]% market share. For this reason,
obligations should be withdrawn or at least made lighter.

The PTA notes that it is the conclusion of the analysis, both at retail and wholesale levels,
that there is no reason to segment geographic markets in this country. Which is why the PTA
looks first and foremost at the country as a whole. When this is done, it is clear that the Siminn
position on the retail market, of having 46% market share, and Mila having market share of
57% on the relevant wholesale markets, is extremely strong. At the end of 2020, Siminn's
market share was [...]% in the capital area and just under [...]% in when considering GR’s
entire operating area. In its preliminary draft, the PTA came to the conclusion that potential
and identified competitive problems were significant on the relevant wholesale markets and
related retail markets and considered that there was a reason to increase obligations on Mila,
among other things by imposing a cost analysis obligation on the company’s fibre-optic.
Subsequent to consultation, the PTA reversed this and decided instead to prescribe an
obligation for ERT, which gives the Group greater latitude with respect to pricing than the
cost analysis obligation. An additional consultation was held on this change in PTA plans.
The PTA then came to the conclusion that there was reason to have differing obligations
between areas and among others the whole Capital City Area now belongs to an area with
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lighter obligations, but in total there are 17 municipalities, where about 70% of the country's
population lives, that fall under that area.

The PTA once again rejects that the Administration had not been forward looking in its
analysis. The PTA refers to previous replies on this issue here above.

Mila mentions that solely the decommissioning of the PSTN system would mean that Mila
(and Siminn) market share would decrease, as there were between 10 and 20 thousand local
loops without data transfer that only served PSTN while that service was on offer. The PTA
refers to the answer here above. In the opinion of the PTA, it is likely that the Mila market
share will diminish somewhat on Markets 3a because of the closing of the PSTN system, but
nevertheless it is the PTA assessment that when considering development of this factor and
others that are important, that the Mila market share will continue to be over 50% during the
lifetime of the analysis. As has been previously explained, various things could happen on
the market in the coming years that would increase Mila market share, such as if service
providers like Vodafone and Nova would increasingly migrate from the GR network to the
Mila network. The PTA considers this not inconceivable.

One must also keep in mind that Market 3a covers all local loop lease, both those that are
used for voice telephony and/or Internet service, but also for other requirements. Internet
service is the fundamental use of local loops and the retail metric on which it is most
appropriate to base one’s examination of the market.

The PTA reiterates that the Administration has decided not to impose a cost analysis
obligation on Mila fibre-optic on the relevant wholesale markets, but instead an obligation
for ERT. Such an obligation provides the Siminn Group with greater latitude with respect to
pricing than the cost analysis obligation. In the opinion of the PTA, the rapid Mila deployment
of its fibre-optic since the last analysis was made, and the identified potential and real
competitive problems result in the PTA considering it to be unjustifiable that the Siminn
Group be totally without obligations on price control. For this reason, the PTA considers that
an obligation on cost analysed wholesale prices for copper local loops and an obligation to
withstand an ERT test for fibre local loops are justifiable, and in accordance with
proportionality but in the opinion of the PTA, such an obligation is a mixture of a non-
discrimination obligation and an obligation for price control.

Mila refers to paragraph 476, where it is stated with respect to the Siminn pricing policy, that
it was not possible to determine any distinction in this policy by geographic area. The same
applied to connections of Siminn competitors where they were operated.

Mila pointed out that there was in reality a price difference between areas. In GR competitive
areas, setup of service was free, and a full charge was paid elsewhere, but the cost of setup
could be significant.

The position of the PTA
The PTA will answer the above specified comment in Section 6.5.5 here later.
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Mila refers to paragraph 477 when it was stated with respect to the quality of connections,
that it was not possible to identify a difference by geographic areas where the relevant access
technology was on offer. Quality of the access technology was thus comparable between
areas. There was nothing to indicate otherwise than that this was also the reality with Siminn
competitors, as in many instances it is the same underlying wholesale product which provides
retailers with access to the customers. Other internal quality aspects in the operations of
retailers, such as their core systems, capacity of their foreign connections and other aspects
that can impact on consumer experience, appeared to be comparable.

Mila pointed out that VDSL with vectoring was on offer in competitive areas, but not
elsewhere. Also, that in competitive areas, the practice was generally to offer 1 Gb/s fibre-
optic connections, but outside these areas only 500 Mb/s. This means that there was a
difference in speed by geographic area, though the PTA asserts otherwise.

The position of the PTA

The PTA points out that the above specified paragraph describes the situation at retail level.
The Administration stands by its assertion that it is not possible to determine a difference by
geographic area with Siminn or Siminn competitors with respect to quality of connections,
given that the relevant access technology is available.

Mila points out that VDSL with vectoring is only on offer in competitive areas and not
elsewhere, and that it was therefore not correct when the PTA stated that there was no
difference in speed by geographic area. Mila states that “competitive areas” comprises the
Capital City Area and Akureyri.

With an email dated 17 November 2020, the PTA directed the questions to Mila as to what
the main reasons for the company were not using vectoring outside the alleged “competitive
areas”, what was the proportion of their customers that had requested that vectoring be
disconnected, where vectoring was on offer and whether some problems had arisen related to
the quality of broadband service when using vectoring. The PTA finally requested a detailed
list of municipalities where vectoring was on offer and requested information on the
proportion of VDSL connections that had vectoring of the total number of connections in use
in the country and by municipality. A reply was received from Mila on 25 November 2020.

Mila stated that the company had made a decision on upgrading the VDSL system with
vectoring at the end of 2014. The initial investment had been on the basis of the above
specified “competitive areas” and the upgraded system had been quickly implemented and it
was up and running about mid-2015. This service had thus been on offer for service providers,
but it was they that had a business relationship with users, and they decided which service
would be installed with their users. At the end of 2015, it had been decided to focus using
existing infrastructure and to emphasise investments in fibre-optic (FTTH) rather than
continue with the temporary step represented by vectoring. Investment in xDSL and copper
lines had thus been limited in recent years.

It was stated there by Mila that the VDSL system was good in most locations. There was
significant cost in vectoring and the gains, among other things by increased revenue, were
small. For this reason, the Mila board had not wished to sink additional investment funds in
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services based on copper, but rather the emphasis had been placed on deploying fibre-optic
and on the development of related services.

Mila therefore considered that the Mila reasons were based on marketing, cost, and even
technical premises. With VDSL connections having declined in those areas where fibre-optic
had been deployed, some vectoring-compatible equipment was freed up, though not much.
This meant that Mila did not have the capacity to cover a whole new urban area with
vectoring-compatible equipment and from a marketing point of view it was difficult to offer
a proportion of the customers in a municipality more speed without new investments in
equipment. For this reason, Mila had moved less equipment than would have been desirable.

It was furthermore stated that in total there were [...] VDSL lines in the Mila system and that
the company had not recorded separately in its systems the reasons why vectoring had been
disconnected where it was on offer. On the other hand, Mila could see in its systems, the
number of existing active lines that had at one point in time been configured with vectoring
but were not configured with vectoring today. This proved to be [...] lines. Today there were
about [...] VDSL lines with vectoring of about [...] active connections that had the possibility
of vectoring, which is about [...]%.

It was then stated in the Mila answer that there had been some problems activating vectoring
at the beginning, and that furthermore, not all endpoint equipment supported vectoring,
particularly not equipment owned by users. The problems mainly related to incorrect
installation of in-house lines, for example, when a line splitter was lacking or where lines in
the same in-house cable were used for other connections. When vectoring had been activated
initially, lines had been moved over to vectoring in considerable number, mainly lines of
Siminn and Vodafone. Lines had mainly been selected that were most stable, according to the
Mila monitoring system. Despite this, specific problems had arisen that would have resulted
in interference in some of the lines which would have ended with service providers requesting
that these changes be stopped. After that, service providers had only put lines into vectoring
themselves, and then generally because of user requests.

It finally was stated that the proportion of VDSL connections with vectoring was [...]% at a
national level. The proportion was [...]% in Gardaber, [...]% in Seltjarnarnes, [...]% in
Akranes, [...]% in Koépavogur, [...]% in Reykjavik, [...]% in Mosfellsber, [...]% in
Hafnarfjordur [...]% in Hveragerdi, [...]% in Olfus municipality and [...]% in Akureyri.

Given the Mila answers, PTA does not consider it possible to read from the above specified
information that the division with respect to vectoring is as asserted by Mila. It is clear that
vectoring is on offer at a number of locations outside the Capital City Area and Akureyri,
such as in Akranes, in Hveragerdi and Olfus. This means that the average use of vectoring in
the locations in question mentioned by Mila is only [...] of those who have it as an option.
This means, in the opinion of the PTA, that it is not possible to conclude that the situation is
generally such that vectoring is on offer in the Capital City Area and in Akureyri, but not
outside the Capital City Area, such that it would be normal to segment markets geographically
according to this. For that to be the case, vectoring is not sufficiently general within the
Capital City Area, and in addition to this, it is on offer at a number of locations outside the
Capital City Area.
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Another thing that the PTA reads out of these data is that users have generally considered an
xDSL connection adequate, among others with respect to speed, that they have not in large
numbers requested vectoring on the connections. As vectoring and doubling of the speed of
connections that it returns, is provided without a separate charge, this supports the PTA
conclusion on the insignificant weighting of speed in substitutability assessment of the
analysis. This is in accordance with the conclusions of the above specified consumer survey,
and strongly indicates that there is still substitutability between copper and fibre-optic
connections.

Mila also points out that in “competitive areas” 1 Gb/s is on offer but only 500 Mb/s outside
those areas and for this reason it was not correct for the PTA to say that there was no
difference in speed by geographic area. In the opinion of the PTA, this difference is
immaterial for users today and it is not likely that it will be so during the lifetime of the
analysis. 500 Mb/s connections are extremely powerful. It should not be particularly difficult
or costly for Mila to upgrade speed to 1 Gb/s if there was demand for this.

Siminn commented on the competitive conditions in the GR territory. The company pointed
out that there was no doubt that competition was fully active in the Capital City Area. It was
established that the price of Internet service had been dropping since 2015. This was
undisputed. Nevertheless, PTA did not discuss this issue, but deliberately avoided it.

Homes in the Capital City Area had the option of fibre-optic of up to 1 Gb/s connection. So,
it was clear that service was among the best in the world, and when one considers that prices
had dropped, one couldn’t come to any other conclusion than that there was very effective
competition on the market. It was a mystery to Siminn how one could determine that
competition was in place, if this was not a measure on which that should be based.

As proof that access barriers were not in place on the market, one could refer to the Nova
entry where the company began to provide Internet service over fibre-optic in 2016. The
company had thus provided such service for just over 3 years (as of end of year 2019). The
company did not provide such service outside the GR area and was therefore not in
competition in other areas. In 2017, Nova customers increased by just under 5000, in 2018
by 6500 (Nova acquired Simafélagio in 2018, which probably had an impact on the increase)
and in 2019 by about 4000. Nova customers had in total thus increased by about 15,000 in 3
years. There is no information about development since the turn of the year 2019/2020. Given
development during the past years, it was fairly clear that, Nova was still growing. As an
example, Siminn had lost [...] in the GR operational territory and when one considers
traditional increase in number of homes, it was likely that Nova was increasing its share. It
was quite clear that there were no indications that Siminn was strengthening its position in
the area. There was no likelihood that Siminn would exceed 40% share and it was thus out of
the question that Siminn would achieve 50% share in the area."

It was also stated in the PTA statistics report that Nova had increased its customers in the area
by over 2000 customers in the latter part of 2019. [...] There were, therefore, all indications
that the Nova increase still continued. The PTA arbitrarily asserted on the other hand, that
there was no effective competition on the market.
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The position of the PTA

Siminn states that competition was effective in the Capital City Area, where it was established
that the price for Internet service had been on the decline since the year 2015. The PTA
reiterates that the conclusion of the PTA analysis of the relevant wholesale markets is that
competitive conditions between areas where there is little or no competition on the one hand
and areas where there is more competition on the other hand are not significantly different, to
the extent that there is a reason to segment geographic markets in this country. The PTA
however saw reason to apply varying obligations in these two sets of areas and the whole of
the Capital city area (Reykjavik, Seltjarnarnes, Mosfellsbar, Kopavogur, Gardaber and
Hafnarfj6rdur) is within an area where more competition pertains. The PTA cannot see how
diminishing price for Internet service can justify segmented markets with respect to the
Capital City Area, as the price of Internet service has declined equally across the whole
country and is the same at retail level.

Siminn says that homes in the Capital City Area had the option of fibre-optic with up to 1
Gb/s connection. The PTA points out that the same can be said about a large number of other
areas outside the Capital City Area, such as Akranes, Borgarnes, Reykjanesber, Hverageroi,
Olfus, Arborg, fsaﬁaréarbaar, Blonduos, Skagastrond, Saudarkrokur, Olafsﬁéréur, Dalvik,
Akureyri, Husavik and Egilsstadir to a greater or lesser degree, and in addition to 6000
addresses in the country’s most sparsely populated rural areas. There one can also find fibre-
optic with 500 Mb/s up to 1 Gb/s connections. During the lifetime of the analysis one can
expect more municipalities and urban kernels to gain access to fibre-optic. The Westman
Islands, for example have now begun preparations for fibre-optic rollout in the town and Mila
has now announced that the company intends to start deploying fibre local loops in the town
in the year 2021. One cannot see therefore, that the Capital City Area is unique in this respect,
to the extent that it would justify the particular segmentation of that area geographically.

Siminn indicates the Nova success in the Capital City Area. The PTA has here above
discussed a similar comment related to Nova and refers to that. Siminn says that there are no
indications that Siminn would strengthen its position in the Capital City Area. The PTA points
out that in July 2020, Siminn made an agreement with GR on entry into the GR fibre-optic
network. The PTA does not expect it to transpire otherwise than that Siminn will make gains
in the customer group of Vodafone, Nova and Hringdu in the Capital City Area during the
lifetime of the analysis in connection with this agreement. The Siminn position in the Capital
City area or in the whole of the operational territory of GR, will in all likelihood be
strengthened during the lifetime of the analysis because of this, all things being equal. Siminn
will therefore most likely continue to have strong position on the retail market for Internet
service at a national level, and as previously stated, the PTA does not consider there to be
reason to segment the relevant retail market, nor the relevant wholesale markets
geographically. However, the PTA considers it necessary to apply different obligations
between areas with little or no competition on the one hand and areas with more competition
on the other.

Siminn commented on the competitive conditions in the Tengir territory. It was the
assessment of the company that access barriers were not in place in that area. It seemed that
it was first and foremost Siminn and Vodafone that had operations in this area and there were
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no reasons why Nova should not use the Tengir system and offer Internet service in the area
in the same manner as in the Capital City Area. There were no indications to the contrary than
that Nova could achieve comparable results in that area. Siminn had at least not seen any data
or arguments that could lead to another conclusion. Nova had simply made a commercial
decision, up to this point in time at least, to not offer fixed line service in that area.

Even though the Tengir operational territory was the second largest market area after the GR
operational territory, the size of the area was nevertheless significantly smaller, which led to
the market being able to move much more quickly. Nova had achieved about 17,000
customers in the Capital City Area over a period of 3 years. If Nova entered the market, Nova
did not need to gain a particularly large number of customers to quickly achieve a significant
market share. [...] This showed that Siminn could not be in a dominant position and
particularly in the light of how easy it would be for Nova to connect to the Tengir system and
offer fixed line service in North East Iceland.

In the opinion of Siminn, there was in reality one reason for Vodafone not having a higher
market share than it had in fact in Akureyri, that the company had not served its customers
well enough, see the recent marketing campaign where apologies have been offered to
Vodafone customers for poor business practices. Vodafone offers comparable service to
Siminn and it was therefore clear that the only reason for the difference in share was that
Vodafone had been issuing incorrect invoices, overcharging customers that had, according to
Vodafone lead to a loss of customers. If Vodafone succeeded in improving its image, it was
not known what direction the company would take or whether Nova would take over.

With respect to Hringdu, that company did not have facilities in North Iceland and normally
had limited priority for the area, unlike the Capital City Area. This explained the limited scope
of the company’s involvement in North Iceland.

The position of the PTA

The PTA disagrees with Siminn that there is reason to segment the Tengir operational territory
geographically. Competitive conditions are not sufficiently homogeneous within this area.
The PTA considers that there are entry barriers, no less than elsewhere in the country. Siminn
generally has a very strong position in retail service in this area or with just over [...]% market
share. The PTA however agrees with Siminn that Nova could make an entry in the Tengir
operational territory during the lifetime of the analysis, particularly if [...] This alone though,
does not make it obligatory to segment the Tengir operational territory geographically.

Siminn is concerned that the situation could change rapidly in the Tengir operational territory
if Nova should start offering service in that area. The PTA points out that subsequent to the
additional consultation that was opened on 30 October 2020, the Administration decided to
update on an annual basis, the list of those municipalities belonging to areas with more
competition, where lighter obligations would be in force. The PTA furthermore decided to
increase the criterion with respect to Siminn market share in retail from 40% to 50%. The
annual updating of the list would therefore capture all such fluctuations in a regular manner.

The PTA cannot see the Siminn purpose in trying to explain the significant reduction in Mila
market share in this context. And how that should support the Siminn assertion that the Tengir
operational territory should be a separate geographic market. The PTA is not prepared to
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predict whether Vodafone will recover on the relevant retail market during the lifetime of the
analysis, neither in the Tengir operational territory nor at national level. It is clear that the
Siminn agreement with GR on the entry of Siminn into the GR fibre-optic network will not
make it easier for Vodafone, nor for other Siminn competitors, in competition during the
lifetime of the analysis.

With respect to the Siminn reference to Hringdu, the PTA considers it not inconceivable that
company will place greater emphasis on service in the Tengir operational territory during the
lifetime of the analysis, as applies to Nova as was explained here above.

Siminn discussed the competitive situation in other areas than the operational territories of
GR and Tengir. It was the company’s assessment that competition in other areas could be
extremely varied, but one could point out that most urban areas outside this these areas had
generally very few homes, compared with the Capital City Area and Akureyri. Exceptions to
this would be municipalities where GR intended to deploy fibre-optic in the next 2-3 years,
i.e., Arborg and Reykjanesbaer. GR had commenced its projects in these municipalities, but
they were at a relatively early stage where sales were only recently commenced.

In Reykjanesber, competitive conditions differed significantly from other areas in the country
for the reason that there was a company operating there, Kapalvading, and to the best of
available information, the company had about 20% market share in retail, only when one took
cable connections into account. According to the company’s web page, it offers Internet
service, both over fibre-optic and cable and the company’s market share was therefore
unclear. When GR and Mila fully implement their fibre-optic rollout in Reykjanesber, there
will be at least 3 companies operating their own systems. It was however unclear how large
the Kapalvading system would be, but the PTA could well investigate that factor. On the
company’s website, it seemed that service was on offer to most homes in Reykjanesbar. In
any event, it was Siminn’s assessment that competitive conditions in this area differed from
those in the Capital City Area. Kapalvading had operations and a significant market share in
Reykjanesbar, but no operations in the Capital City Area and thus no share in the Capital
City Area. Siminn considered that the company did not have SMP in this municipality. Siminn
challenged the PTA to examine and analyse potential development in Reykjanesbar.

Other municipalities in the Reykjanes region were so small that a small change in customer
numbers could have a significant impact on the situation, which meant that no company could
have SMP under such circumstances.

With respect to Arborg it was established that GR had deployed fibre-optic to part of Selfoss,
but no official information was available on when fibre-optic would be rolled out to Eyrabakki
and Stokkseyri. When those projects were completed, then parties that use the GR system
would begin to sell the service and over the next 2-3 years, development in the area would be
quite different. In any event, parties had the choice of purchasing bitstream service from two
parties, i.e., from Mila or GR. It was Siminn’s opinion that there was effective competition
in the area and that entry barriers were small. Entry barriers would be further lowered when
GR completed fibre-optic rollout in the area.

With respect to other municipalities in South Iceland, i.e., from Arborg and east to Hofn,
which was in East Iceland, there were a few urban kernels that had xDSL systems, but the
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rural areas had had fibre-optic deployed to a significant extent. The development had been
under the aegis of GR, Mila and of the municipalities themselves. Siminn considered it
difficult to find a homogeneous picture of the area as the underlying infrastructures were
many, and differences between areas could be significant. In this way, there was a difference
between Hella and Hvolsvdllur on the one hand, and the surrounding rural areas on the other.
On the whole, this was an area that needed to be analysed in detail in order to determine the
competitive situation and why some companies did not offer their services in the relevant
area. In the opinion of Siminn, the idea appeared to be that few companies showed an interest
in offering service in rural areas. On the whole, there has been significant fibre-optic rollout
and it was necessary to analyse which areas remained for fibre-optic to be deployed and to
react by encouraging such fibre-optic rollout and then to facilitate access to the relevant areas.
The planned PTA, obligations worked in the opposite direction.

East Iceland is something of an exception to the other areas where fibre-optic rollout has
lagged far behind. Few municipalities have deployed fibre-optic systems compared with other
regions. [...] In the opinion of Siminn, the key issue in development of electronic
communications in East Iceland was to encourage development by parties and the private
sector, by creating positive conditions for them. This would for example be possible by
encouraging parties, alone or in cooperation with others, to deploy fibre-optic and thus
decommission the xDSL system, which was still in the vast majority of cases in the area.
Conditions for fibre-optic rollout on commercial terms in East Iceland were extremely
demanding and it was therefore clear that if conditions or grounds for recovering investments
were difficult or unlikely, there was a risk that the region would fall even further behind.
Siminn has significant concerns that the PTA plans for single price for Mila would lead to
Mila not seeing an advantage in embarking on such a project in the area. Siminn considered
that PTA obligations would lead to the situation in East Iceland remaining unchanged.

Siminn considered that the prerequisite for increasing competition in East Iceland was to
speed up or encourage fibre-optic rollout. It was an obvious fact that for companies that
emphasised fibre-optic service, they would not start to invest in xDSL equipment or
deployment for small areas which would provide insignificant results, and which was known
would at some point in time be replaced. Operations would thus not commence on the market
until fibre-optic was on offer. The PTA had for example not estimated whether Nova or any
other electronic communications company could enter the area with 5G service and thus
resolve the need for faster service than that which was on offer today.

The remaining region was the area from GR operational territory in West Iceland to the Tengir
territory in North Iceland, i.e., the north-west corner of Iceland (Sneefellsnes, West Fjords and
North East Iceland). As in South Iceland this was an area with differing development and
infrastructure and very varied between areas. On the whole, in the opinion of Siminn, there
was a need to identify where fibre-optic had been developed and where not. Where only an
xDSL system was available, measures needed to be examined with respect to encouraging
deployment of fibre-optic and to encourage parties to offer bitstream service in order that
more parties could offer service. The same can be said about East Iceland, which was an
extremely expansive area with a small number of inhabitants and a high proportion of single
dwelling units in each urban kernel. The fact was that parties’ interest to offer service in the
areas was often limited and regardless of what obligations were imposed with respect to
access to bitstream service or local loops, that did not change these challenges.
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On the whole, competitive conditions outside the territories of Tengir and GR differed greatly,
and i1t was difficult to define which market applied. In the opinion of Siminn, one had to take
into account the measures required for there to be a likelihood that fibre-optic would be
deployed where it had not previously been deployed, and the measures needed to be adopted
for the purpose of increasing parties’ interest in offering service in the relevant areas. The
policy of the Althingi was that fibre-optic should be deployed as widely as possible and the
PTA should pay attention to that policy. It was perfectly clear that given development in the
Capital City Area, the Siminn service offer was not the problem as maintained by the PTA,
on the contrary, the challenges lay elsewhere. It was simply because of the fact that there was
a sufficient number of customers that one could acquire in the Capital City Area, that parties
prioritised their market operations on this market, where expected revenue was highest.

In the opinion of Siminn, the interest of parties would increase if fibre-optic was offered in
99.9% of cases, such as the Althingi has emphasised, and the PTA should endeavour to go in
this direction, as such a policy harmonised with the objectives of the Electronic
Communications Act.

The position of the PTA

The PTA does not agree that competition in other areas than the operational territory of GR
and Tengir are significantly different at retail level. Nor does the PTA agree that competitive
conditions differ significantly at retail level across the country. Consumers, regardless of
where they are located in the country, generally do not experience varying prices, product
offer, service characteristics or quality to any significant degree. It is however clear that
deployment of fibre-optic does not yet have national coverage, but nevertheless it is relatively
high, and fibre-optic rollout will continue under full steam during the lifetime of the analysis.
There is furthermore some difference in Siminn retail share in the various areas, but nowhere
is it significantly low. The PTA captures this variety in the criteria applied by the
Administration when choosing areas for closer analysis and has aggregated those
municipalities where fibre-optic rollout of Mila competitors is high and the Siminn retail
share is under 50% and applies lighter obligations in those areas. Competitive conditions do
however not differ between areas to such a degree that would justify segmented geographic
markets.

The PTA does not consider there to be reason to answer particularly here, the above specified
Siminn deliberations on competitive conditions in the various areas and refers to prior
answers on this subject. The PTA does however reiterate, because of the Siminn assertion
relating to cost oriented tariff on Mila fibre-optic that was notified in the preliminary
assessment, that the PTA has retracted this obligation for the time being, among other things
because of considerations that it could delay deployment of fibre-optic networks in the
countryside The PTA intends instead to apply an ERT obligation, which affords the Siminn
Group greater latitude with respect to pricing and should thus encourage Mila in continued
deployment of fibre-optic networks.
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6.5 Assessment of homogeneity in competitive conditions in selected
areas

6.5.1 General

Mila refers to paragraph 485 where it stated that in forward looking geographic analysis it
could come to light that infrastructure competition on Market 3a was inadequate, as sufficient
number of network operators was not in place. This particularly applied if barriers to entry
were also significant. Incentives for damaging collusion would increase as the number of
network operators was lower. Under such circumstances, a lack of wholesale obligations
could lead to a lack of effective competition on corresponding retail markets to the detriment
of consumers. In order for efficient competition to be deemed to be in place, BEREC had in
its common position from 2014 generally considered that there needed to be electronic
communication networks of more than one competitor to the potential SMP operator. The
same could be said about other NRAs in Europe.

Mila said that the PTA had not made an adequate analysis which was forward-looking, and
which examined, for example whether there was a potential joint dominance situation. It was
clear that GR had SMP on the market for fibre-optic in its operational territories.

The position of the PTA

The PTA refers to detailed arguments for its decision that there is still substitutability between
copper and fibre-optic networks and that there is no reason to segment geographic markets in
this country, but rather to apply varying obligations by area. This means that GR operational
territory is not examined separately, but rather the whole country as one geographic market.
Mila has a very strong position there with market share of 57% on both Markets 3a and 3b at
the end of 2020. As previously stated, the PTA does not expect that Mila market share will
diminish significantly during the lifetime of the analysis and that it will in all likelihood
exceed 50% on both markets at the end of the lifetime of the analysis. Given the above
premises, there was no reason to embark on complex and time-consuming assessment of
potential joint dominance of GR and Mila.

Siminn pointed out that the PTA had neglected to investigate demand-side substitutability in
connection with geographic analysis, despite the fact that the Administration generally
referred to this as being a very important factor. The PTA considered that it was not sufficient
to maintain on the basis of information from web pages of electronic communications
companies that the same price was on offer and thus the conclusion was drawn that this was
one and the same market area. This was clearly incorrect and Siminn pointed out that the PTA
used criteria that had been rejected, see the EU Commission Decision in the case in Sweden
no. SE-2019-2216, where it says, among other things:

“BEREC observes that there is very limited direct competition in Sweden between fibre network
operators on the market for wholesale local access to fibre networks, however, the market analysis of
PTS does not elaborate on this point. BEREC further considers that there is no sufficient evidence of
direct constraints and no evidence of indirect constraints to define the market as national in scope.
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As regards PTS’ argument that Telia’s nationally uniform pricing is a sign of national market, BEREC
considers that this argument (alone) is insufficient to define the Swedish market for wholesale local
access to fibre networks as a national market.”

Then Siminn also indicated a news item from the Commission where definition of geographic
markets had been discussed:

,» The Swedish fibre access market is fragmented with a multitude of fibre network operators. The
traditional telecoms incumbent Telia has the largest fibre network, with a share of under 40% of all
fibre connections. Over 60% of the fibre connections link to municipal networks. Networks owned by
municipalities focus on connecting homes within their respective geographic boundaries. Thus, they
tend to have very high market shares in their municipality and usually no presence beyond it.

Typically, fibre networks in Sweden do not overlap geographically; only limited numbers of larger
apartment buildings are connected to more than one network. Prices for wholesale access are often
different across the country, depending on the provider and other conditions such as density. There is
no evidence of either demand or supply substitutability between operators.

For these reasons, the Commission considers that competitive conditions are not sufficiently
homogeneous across the entire country to conclude on one national market.”

When one considers Iceland, it was clear that the same situation existed in this country. Tengir
owned 40% in Nordurorka, which was owned by municipalities in North East Iceland, and
which offered fibre-optic service in the operational territory of its owners. The same applied
to GR, 1.e., those areas where the company had 100% distribution. GR had actually gone
beyond its owners' territory, but only in neighbouring municipalities, and did not offer service
in competition with Tengir.

The easiest way to analyse the relevant market area was to identify the possibilities facing
electronic communications companies if the price of a specific company would increase by
5-10%. If the point of departure was Mila, then there would be varying possibilities by area.
In the GR territory, companies could purchase service from GR in the Tengir territory,
companies could move service to Tengir, but outside that there was no option for wireless
solutions. This shows clearly that competitive conditions between these areas were not
homogeneous.

If one considered consumer, one could consider what would happen if an electronic
communications company should pass on the Mila cost increase directly into the pricing. In
such a situation, the consumers would have comparable options, and electronic
communications companies. In addition to this, the emphases of electronic communications
companies differed by market area, i.e., Nova did not offer Internet service through a fixed
line connection outside the GR territory, but widely marketed Internet service through mobile
networks (4G and 5G).

The position of the PTA

The PTA has here above replied to comments on alleged lack of assessment of supply-side
substitutability in geographic analysis and refers to this and to the discussion in the revised
preliminary draft (Appendix A).

Siminn is not correct in saying that the PTA bases its conclusion that there is no reason to
segment geographic markets in this country, only on the same price being on offer with
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electronic communication companies across the country. The PTA bases that conclusion on
a comprehensive assessment of a large number of factors that were investigated, see Sections
6.6 and 7.6 in the preliminary assessment (now the same sections in Appendix A). Reference
is made to this and to the PTA reply to comments from Siminn and Mila here in the continued
discussion.

Siminn makes reference to the case from Sweden from 2019 on Market 3a. The circumstances
in this country and in Sweden are totally different on the relevant market. It was the
assessment of the PTS that in that country there was no longer substitutability between copper
networks and fibre-optic networks. It should be noted that in Sweden there are generally only
ADSL copper networks and not VDSL to any extent. That is why copper networks in Sweden
have much less capacity than the Mila copper network in this country. Then the situation in
Sweden does generally not pertain where fibre-optic networks are deployed in parallel, which
means that there is very little overlap. Under such circumstances, by the nature of things,
there is more likelihood that there will be a need to prescribe geographic segmentation than
in this country. The PTA reminds however that the PTS retracted the analysis in question and
work is now being done on amending the analysis.

In this country there are widely examples of parallel fibre-optic local loops, see for example
up to 70% of the Capital City Area, but also in Arborg, in Reykjanesbzar, widely in the Tengir
operational territory in North Iceland, in the Snerpa operational territory in the West Fjords
and in the operational territory of Austurljos in East Iceland, which is now deploying a fibre-
optic network at Egilsstadir. In addition to this there is a large number of parallel local loop
networks in place, if one includes the Mila copper network in the equation, as is reasonable
to do as this is a case of a substitute, when one considers the very numerous fibre-optic
networks owned by municipalities at a wide range of locations in the country’s rural areas.
The PTA expects this development to continue throughout the lifetime of the analysis, among
other things because Mila plans to continue to invest vigorously in fibre-optic rollout, and
because of the plans of GR, Tengir, Snerpa and Austurljés, that are however more modest
than the Mila plans. Because of the fibre-optic development of parties other than Mila, which
reached about [...]% of homes and companies at the end of 2020 and is expected to reach
about [...]% at the end of 2023, there is some competitive restraint at locations in many places
in the country, and it will in all likelihood move to more areas during the lifetime of the
analysis. This indicates that geographic markets should not be segmented on the relevant
markets in this country.

In addition, Siminn noted that the emphases of electronic communications companies differed
by market area, i.e., Nova did not offer Internet service through a fixed line connection outside
the GR territory but widely marketed Internet service through mobile networks (4G and 5G).

In a Nova reply, dated 22 October 2020, to a query from the PTA dated 6 October last year,
it, among other things, was stated that the [...].

Then it was stated by Mila that there were plans for [...].

It was clear that Nova had plans to offer fixed network service at more locations than the
country did today, during the lifetime of the analysis. This means that is not unlikely that
Nova [...]. There is greater uncertainty about distribution of 5G networks during the lifetime
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of the analysis and its potential impact on competitive conditions on the relevant wholesale
markets and related retail market.

Siminn said that when assessing supply substitutability, with respect to geographic
demarcation, one took into account how quickly a company operating in a specific area could
change or move its production in the event of a 5-10% price rise. In short, it was clear that a
company that offered fibre-optic service was not likely to move its service into a new area in
order to react to changes in demand, subsequent to a 5-10% price rise. Tengir was thus
unlikely to enter the whole of the GR territory sufficiently quickly, if GR raised its prices by
about 5-10% or vice versa. Siminn pointed out that a price rise only needed to be notified
with 30 days' notice, but the planning and deploying of fibre-optic connections took a
considerably longer period of time.

This confirmed that on the basis of supply-side substitutability, there were separate markets
by territory of Tengir and GR and by other areas. Here it would for example have been
important to assess the significance of 4G or 5G service and whether a price rise in xDSL
service would lead to a mobile phone company subsequently starting to offer 4G or 5G service
in the area. The nature of Internet service over mobile phone systems was as before, local and
demarcated by the area sufficiently close to the transmitter in question in order to achieve
adequate quality.

The position of the PTA

The PTA refers to the detailed answer here above on supply-side substitutability and the
problems with the SSNIP test when making geographic analysis. Reference is made to this.
With respect to potential substitutability of mobile networks for fixed line networks, reference
is also made to the PTA detailed reply here above in Sections 3 and 4 and to the same sections
in the revised preliminary draft (Appendix A).

6.5.2 Access barriers by area

Mila referred to paragraph 488, where it was stated that one could assume that in this country
access barriers were more common in sparsely populated and more widespread areas than in
more densely populated areas, as had been manifested with the rollout of the GR fibre-optic
network in the Capital City Area and that of Tengir in Akureyri and widely in North Iceland.
In those areas there had been players that competed with the former monopolist incumbent.
Gagnaveita Skagafjardar had been founded in Saudarkrokur on the initiative of utility
companies in the region, but it had proved not to have a basis for operating as an independent
unit and was therefore sold to Mila late in 2013 when it provided service to about 650
households and 80 companies.

Mila said that here, “providing service” was being confused with customers having the option
of service. When Mila took over, about 400 homes and about 40-50 companies had active
service on the Gagnaveita Skagafjardar (GVS) system. Despite the fact that this system had
been relatively large, it had nevertheless been too small to have an operational basis and
revenue from operations that did not even cover operational costs. GVS experience had been
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that as soon as a company intended to offer bitstream, then it needed to have achieved a
specific size. This was probably one of the reasons that other municipalities had not seen the
advantage of choosing the same route.

The position of the PTA

The PTA cannot see that this Mila comment does not harmonise with paragraph 488 in the
preliminary draft. This means that it will not result in amendments to the paragraph in
question in any respects other than that the PTA will correct these numbers.

Mila refers to paragraph 490 where it is stated that access to economic trunk line connections
for the service that access networks needed to connect to service providers, mostly operated
a central system from the Capital City Area, are also quite important in this connection.
Another factor was that potential customers were fewer than in the Capital City Area and thus
had to support higher costs for trunk line connections than was the case there.

Mila stated that there were 3 parties that operated IP transit networks that were a prerequisite
for service for access networks in the countryside, not the trunk line connections themselves.
They were the equivalent of fibre-optic that everyone had access to on a basis of parity, and
in addition to this there were more than Mila who had trunk line fibre-optic around the
country. Mila did not operate an IP transit network with national coverage. This was therefore
not an access barrier to development of access network.

The position of the PTA

The PTA pointed out that market analysis for trunk line lease has now commenced at the PTA
and that the decision currently in force is from 2015. The PTA also came to the conclusion
that Mila had SMP on that market and that there were significant barriers to entry. From that
time, trunk line networks had certainly been deployed by parties other than Mila at various
locations around the country. The PTA however stands by its assertion in paragraph 490 in
the preliminary draft to the effect that access to efficient trunk line connections were very
important for the development of Markets 3a and 3b and that potential customers were fewer
in the countryside than in the Capital City Area and needed to support higher costs for trunk
line connections than customers in the Capital City Area.

With respect to the Mila reference to IP transit networks and that Mila did not operate such a
network, it should be noted that from the turn of the year 2020/2021, Mila operated an IP-
MPLS transit network that was owned by Siminn, see the above specified agreement between
Siminn and Mila on the transfer of specific assets from Siminn to Mila. It is clear that no other
electronic communications company in this country operates an IP transit network with
national coverage, or such a network that was close to being as powerful as the Mila network
in question.

Mila referred to paragraph 492, where it is stated that in 2021 6000 fibre-optic connections
would have been deployed in the most sparsely populated parts of this country with the
support of the Telecommunications Fund and in addition to this, a number of municipalities
would have embarked on such deployment without public funding. Mila has variously
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purchased such networks or leased them recently and continued developments in this
direction were expected. Mila furthermore offered bitstream service on those local networks
that the company has not purchased or leased (with the exception of the GR network). Given
the declared distribution of players such as GR, Tengir and Snerpa, the fibre-optic networks
operated by Mila competitors would reach about 90% of households in the country during the
lifetime of the analysis.

Mila stated that GR had notified intentions for a fibre-optic network with national coverage
in 2025.

The position of the PTA

Given the newest GR distribution projection, it is clear that the company will not have a fibre-
optic network with national coverage at the end of the lifetime of this analysis. One can expect
that the GR distribution will reach about [...]% of homes and companies at the end of 2023
on Market 3a, assuming that the number of spaces increases by 3,000 per year due to new
construction, etc. At the end of 2020, this proportion was 67% at GR. In other respects,
reference is made to the detailed reply on this issue in Section 6.2 here above.

6.5.3 Number of significant competitors by area

Mila refers to paragraph 498, where it is stated that it was very unlikely that consumers and
companies in this country would have access to more than two options for access networks
provided at a fixed location and that one could assume that in many areas in the countryside
it was unlikely that there would be more than one. Mila had requested the withdrawal of the
universal services obligation, as fibre-optic networks under the auspices of municipalities had
taken over the service provided by copper network with the very substantial increase in
service possibilities that fibre has over copper. The PTA however reiterated that Mila had
been purchasing or leasing many of these local networks at many locations in the country and
it was likely that this development would continue throughout the lifetime of this analysis.
Mila provided bitstream service on almost all of the local networks where this had not
happened (except on the GR network).

Mila pointed out that although Mila had purchased a number of local loop networks owned
by municipalities, they were usually very small and only had possibly a few tens of local
loops in each instance. These few local loops have therefore little significance in the context
of the number that were in the south-west corner of the country and in Akureyri. These
purchases had little significance in the bigger picture. Nor was it correct that Mila had access
to all the fibre-optic systems in the country, apart from GR. Mila, for example was not in the
Lif i Myrdal fibre-optic network or in the fibre-optic network that served Fljotsdalshreppur.
There was also the fact that Mila was not on the Snerpa network to any significant degree
today. The company had only access to about 15-20 homes in the rural area in Dyrafjordur
but was conducting negotiations with Snerpa about access to the company’s network against
an additional fee.
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The position of the PTA

The PTA agrees with Mila that these local countryside networks were often very small and
had little significance in the big picture. Though Mila could name two small networks of
many tens, where the company did not have access, Mila considers this not to be sufficient
reason to change the assertion that Mila provided bitstream service on almost all of the small
networks. The same can be said about Snerpa in the West Fjords, where Mila states that its
presence there is very small today but that it is conducting negotiations with that company on
access, and one must consider it likely that an agreement will be reached as the Snerpa
network gradually extends.

Mila referred to paragraph 499 where it is stated that Siminn planned to decommission the
PSTN digital telephone service as voice telephony using the IP protocol is replacing it and
Mila has declared its intention to decommission the copper system in phases during the
coming years, where the first phases are within two years and the last phases after about a
decade or so. These Mila plans would therefore not have a significant impact during the
lifetime of this analysis.

Mila considered it clear that the decommissioning of copper would have a significant impact
during the lifetime of the analysis and that this had to be taken into account.

The position of the PTA

The PTA stands by its assertion that the Mila plan for decommissioning the copper system
during the next 10 years will not have a significant impact on the relevant wholesale markets
during the lifetime of the analysis. Subsequent to PTA opening consultation on 30 April 2020,
Mila had formally notified about these plans. Reference is made to the discussion on this issue
here above and the PTA will revise the above specified paragraph 499, in accordance with
this in Appendix A.

Mila referred to paragraph 500, where it is stated that it would be fairly certain that
deployment of fibre-optic would take over the vast majority of the copper connections that
Mila would decommission, if not all, but it was not inconceivable that wireless connections
could replace some of these copper connections. The roll-out of fibre-optic connections
through the project, Iceland Digital Connected, made it unlikely that there would be business
opportunities in that sector.

In the opinion of Mila, published press releases from Nova and the Westman Islands
municipality indicated that parties to the market did not agree with this PTA conclusion.

The position of the PTA

The Althingi endorsed, with its parliamentary resolution in 2019, the government policy in
electronic communications, on the one hand for the years 2019-2023 and on the other hand,
for the years 2019-2033. The 5-year plan allows for 95% of legal abodes and companies in
the country having access to fibre-optic connections. The longer plan prescribes that this
proportion will be 99.9%, no later than 2033. At the end of 2020 this proportion reached 83%.
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It is therefore clear that, according to the policy of the Icelandic government, they do not
consider that wireless solutions will replace fixed line solutions. If fibre-optic reaches 90-
95% of legal abode and companies at the end of 2023, there will be 5-10% remaining.
According to new Mila plans for decommissioning the copper system, this closure will over
the next 5 years only come into effect at locations where fibre-optic rollout has commenced,
is at an advanced stage or is completed. This applies to all of the Icelandic rural areas (Iceland
Digital Connected), the Capital City Area and to all urban kernels to which the above
description applies. It would not be until after 7-10 years that the remainder of the copper
system would be closed. That would be in those areas where fibre-optic rollout was at a very
early stage.

According to the above, it is clear that in the lifetime of this analysis, Mila will not close its
copper networks to any great extent in areas where fibre-optic is not been deployed. The PTA
considers that mobile network solutions, including 5G, will rather be an addition to fixed line
networks rather than substitute, but one may expect that a small proportion of
homes/companies will settle for mobile network solutions. Mila refers to Nova and Westman
Islands and the PTA requested information from Nova relating to this. In a reply from Nova,
dated 22 October 2020, it was stated that on 1 October 2020 there had been [...] active mobile
connections from that company in the Westman Islands that could replace home connections
through a fixed line network, and they had been [...] at the beginning of that year. The PTA
had no information about whether the homes/companies in question also had fixed line
connections, and this is not inconceivable. It should be noted that Nova commenced 5G
service in that municipality in the spring of 2020. This would be about [...]% of
homes/companies in the Westman Islands. And a council meeting in the Westman Islands on
3 December 2020, it was decided to allocate significant funds in the year 2021 to deploy fibre-
optic in the town. This indicates that the local authorities in the Westman Islands did not
consider mobile network solutions to be a substitute for fibre-optic network (FTTH). Mila
has also recently announced that the company intends to start fibre roll-out in the town in the
year 2021.

The PTA requested information from three mobile phone companies in September 2020 on
their development plans with respect to SG. The PTA referred to the fact that the companies
had been allocated frequency ranges for 5G in April 2020 and that the period of validity was
until 31 December 2021. No specific requirements had been made on deployment of networks
and distribution of service. On the other hand, specific incentives had been elaborated for
development and distribution of service. On the one hand, the assumption was that general
distribution would be achieved to 25% of the population and on the other hand a specific
distribution service in specific urban kernels.

In a reply from Nova, dated 1 October 2020, it was stated that Nova had already fulfilled the
specific requirement, i.e., by deploying 5G connections in Hella, Sandgerdi and the Westman
Islands. It was expected that 40 transmitters would be set up in the year 2021 to fulfil the
general distribution obligation, i.e., that the service reached 25% of the population. There
were no plans available for distribution for specific areas, for example in urban kernels and
in the countryside. The pandemic had distorted plans and slowed down development and had
created uncertainty about plans and emphases. It was hoped that in the coming months, the
plans would be clearer on geographic areas and development of 5G service. Then it was stated
in areply from Nova, dated 22 October 2020, that there was significant uncertainty now about

202



the above specified information as the authorities had indicated that limitations would be
imposed on the use of 5G equipment from a specific manufacturer that the company had used.

In a reply from Vodafone, dated 5 October 2020, it was stated that there was considerable
uncertainty about 5G issues with that company and that various factors could have an impact
on the speed and nature of this development. There were no available plans. The only thing
available was that the company would fulfil the above specified PTA requirements according
to the frequency allocation. The distribution would hopefully be more than the requirements,
at least in the Capital City Area.

In a reply from Siminn, dated 1 October 2020, it was stated that the company would meet all
requirements of the frequency allocation, i.e., to have developed 5G service which reached at
least 25% of the population and to provide 5G service at Blonduds, Porldkshofn and
Egilsstadir. Siminn would fulfil the 25% distribution requirement at least with development
in the Capital City Area and in Akureyri. As 5G technology and related equipment was
relatively new and expensive, Siminn would wait with decisions on further development until
the conditions of permanent frequency allocations and the status of 5G technology in Europe
became clearer.

With the above in mind, it is clear that it is extremely difficult for mobile phone operators in
this country to predict development of distribution and take-up of service on 5G systems. It
is therefore no less difficult for the PTA to predict likely development in this respect during
the lifetime of the analysis. The PTA keeps to its conclusion that is not likely that 5G service,
or another mobile phone service, will have a significant impact on the development of the
relevant wholesale markets during the life of the analysis. If there are significant deviations
from this prediction, the PTA will commence a new analysis without delay.

Mila referred to paragraph 501, where it was stated that widely outside the Capital City Area
and larger urban clusters, one should consider it unlikely that two, and even less likely three
companies would deploy fibre-optic to households and companies. It was likely that in the
more dispersed regions and in smaller urban clusters, there would only be one choice. In the
same way one would have to say that the possibility of third-party entering the market at those
locations where there are already two network operators was negligible and unrealistic. Mila
seemed to be systematically guaranteeing access for itself to the municipality networks in
question, either by purchasing them, leasing them long term, taking over their operations or
at the very least providing its GPON bitstream service through them. Taking into account
future outlook of decommissioning of the copper system, it was clear that Mila was actively
endeavouring to assure its future position as a nationwide network operator.

Mila considered that it was correctly assessed that there would widely be only one network
operator, as most of the areas that remained to have fibre-optic deployment could hardly
support one network operator, certainly not more than one. Mila was under significant
pressure from such areas (both from municipalities and individuals) to provide bitstream
service, even though it was clear that such development would not pay. Mila objected to the
PTA casting suspicion on such development. The conclusion of the draft market analysis
indicated that the PTA wished that parties other than Mila provided service. Mila would
therefore review its plans to operate access networks across the whole country.
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The position of the PTA

The PTA rejects that it casts suspicion on the Mila fibre-optic network development in the
countryside and that the PTA particularly wished that parties other than Mila provided their
service there, by saying that Mila had actively endeavoured to assure its future position as a
network operator across the whole country, among other things by purchase or long-term
leasing of small countryside networks or the deployment of such networks with state aid. In
the above specified paragraph in the preliminary draft, the PTA said that it could be unrealistic
for smaller communities or widely distributed populations to support more than one fibre-
optic network. The PTA considers it important that fibre-optic networks be developed in as
many locations as possible, whether this is in the hands of Mila or of other electronic
communications companies. Among other things, the PTA decided subsequent to the
additional consultation to withdraw its intention to impose an obligation for cost analysed
prices on Mila fibre-optic and to prescribe instead an ERT obligation, which gave the Siminn
Group greater latitude for development of fibre-optic networks and pricing.

Mila referred to paragraph 502 where it was stated that it was mainly GR in South West
Iceland and Tengir in North Iceland that could be considered significant competitors to Mila
on the market in question.

Mila considered that Snerpa in the West Fjords should be categorised as a significant
competitor. It was in fact foreseeable that in some areas, Snerpa would be the only network
operator. The same applied to Kapalvaeding at Reykjanes.

The position of the PTA

The PTA disagrees that Snerpa, on the basis of current number of fibre-optic connections and
plans for development during the lifetime of the analysis, could be considered a significant
competitor when one considers the whole picture. The Snerpa market share was negligible in
a national context. Snerpa had deployed fibre-optic to buildings in its operational territory in
the West Fjords, to about 42% of connectable addresses or to 1,177 households and
companies at the end of 2020. Snerpa is most advanced in its fibre-optic distribution in
[safjorour, where the network reached about 52% of homes and companies at end of year
2020. Mila has already deployed fibre-optic networks in the West Fjords, see in Sudavik. In
October 2020, Mila could not submit a distribution plan to end of year 2023 to the PTA,
where the plan was broken down by municipality. In fact, Mila could not even provide the
PTA with such information for the year 2021, certainly not for longer into the future. At the
end of April 2021, the PTA had not yet received this information from Mila, despite repeated
inquiries. It is not inconceivable that Mila development in the West Fjords will continue
during the lifetime of the analysis. The roll-out plans Mila finally provided to PTA on the 15"
of June 2021 support the projections of the PTA made above.

The PTA rejects that Kapalvaeding, which operates a rather small cable system in
Reykjanesbar and even smaller FTTH network, could be considered a significant competitor
when considering the whole picture. The PTA has come to the conclusion that such a cable
system did not provide a substitute for copper networks and fibre-optic networks on Market
3a and therefore did not belong to that market. According to information from Kapalveading,
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the company will not extend the distribution of its cable system from what it is today.
Kapalvading has also made an agreement on entering the GR fibre-optic network and will
therefore operate at retail level over the whole of the GR operational territory, as that is at any
given time.

6.5.4 Market share in wholesale and retail by area

Mila states that market conditions are not homogeneous across the whole country. Significant
changes have taken place, with increased fibre-optic rollout across the country since the PTA
Decision no. 21/2014 was made. The situation was such that there was no substitutability
between copper and fibre-optic. The Mila copper network with national coverage did not in
reality have significance for geographic definition of markets for fibre-optic networks on
Markets 3a and 3b, unlike the situation that may have pertained at the time when the
previously referenced decision was made. The Mila position had furthermore weakened
significantly from this time, as the market for service over copper was a declining market. It
was also foreseeable that the Mila position would continue to weaken in copper during the
lifetime of the analysis, because of this. At the same time there had been significant growth
in service over fibre-optic with increased competition between a variety of fibre-optic
networks in specific areas.

The position of the PTA

The PTA did not say that competitive conditions were precisely the same across the whole
country. The PTA has however come to the conclusion that they are not so significantly
different between municipalities that belong to the group of areas with little or no competition
on the one hand and a group of municipalities within areas where more competition pertains
on the other hand, to justify segmenting these areas geographically. There is only reason to
prescribe lighter obligations in those areas where more competition pertains.

It is true that fibre-optic deployment has increased significantly from the last analysis.
Companies like GR and Tengir have increased their distribution, Snerpa has commenced
fibre-optic rollout in the West Fjords, as has Austurljos in Egilsstadir in East Iceland. What
has however changed most, is that Mila has greatly increased its fibre-optic distribution
during the period. In the year 2014 Mila fibre-optic rollout had hardly started, while at the
end of 2020, Mila had deployed fibre-optic to at least 77,000 spaces, but as previously stated,
the PTA considers this to be underestimated and that the number could be close to 90,000.
The investor presentation of Siminn Group for Q2 2021 from 31. August 2021 it is stated that
Mila’s network now reaches 100.000 homes. Given information from Mila on investment in
fibre-optic rollout in the coming years, it is clear that Mila will continue to vigorously invest
in such distribution, while the distribution plans of GR, Tengir, Snerpa and Austurljés are
much more modest. For this reason, the PTA believes it to be axiomatic that there is every
likelihood that there will be a significant levelling of the number of fibre-optic connections
of Mila on the one hand and of the other four parties on the other during the lifetime of the
analysis. At the same time, Mila has a copper local loop network that virtually has national
coverage that Mila has however plans to decommission little by little over the next 10 years,
at the same time as fibre-optic deployment will continue to be vigorous.
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Mila says that the position is such that substitutability no longer exists between copper and
fibre-optic. The PTA does not agree with this, and refers to the detailed arguments on this
issue in Sections 3 and 4 here above, and in the same sections in the revised PTA preliminary
assessment (now Appendix A) as well as in Appendix C. The PTA does not agree with Mila
that the Mila copper network with national coverage does not matter in geographic definition
of the relevant wholesale markets. Though the development will without doubt continue
during the lifetime of the analysis that active copper connections will decrease at the cost of
fibre-optic connections, the PTA considers it unclear whether this will be reflected in a
significant decrease of Mila market share on the relevant wholesale markets. The vigorous
Mila fibre-optic rollout in past years is a factor here, and also the company’s ambitious plans
for continuing fibre-optic rollout.

Though the Mila market share has decreased somewhat since the last analysis, it was still
extremely high at end of year 2019, i.e., 57% both on Market 3a and 3b. As stated above, the
PTA does not expect that the company will drop below 50% in the lifetime of the analysis on
the relevant markets.

Mila refers to paragraph 503, where it is stated that one method of including the size and
strength of competitors by area when conducting geographic analysis, was to examine the
market share of market players in specific areas. One must keep in mind that at this stage in
the case, these were not real market shares, as the final delineation of geographic markets is
not yet concluded. It would be ideal if not only market share at a given point in time were
shown, but also its development over time in order to make it possible to identify certain
trends in this connection. In this context, two points in time could often suffice. Should there
be indications of significant changes in market share through points in time, then this could
be an indication of varying competitive conditions by area.

Mila pointed out that the PTA had not followed the guidelines prescribed here, i.e., that no
attempt had been made to make a projection on future development of the market.

The position of the PTA

The PTA endeavoured to predict development of market share on the relevant wholesale
markets and related retail market in its preliminary assessment. However, it can be difficult
to make accurate predictions. Subsequent to consultation on the preliminary draft, the PTA
called for more detailed data and information from electronic communications companies,
and in addition to this, various developments had taken place since the preliminary assessment
was submitted for consultation. The PTA will endeavour, in the revised draft market analysis
(Appendix A), to present more reliable predictions on probable development during the
lifetime of the analysis.

Siminn for example has now come to an agreement with GR on bitstream access to the GR
fibre-optic network, see agreement on this issue from July 2020. At the end of 2020, Siminn
market share was 46.3% and it was 47.9% at end of year 2016. The Siminn market share has
thus changed very little in recent years, while the market share of the next largest party,
Vodafone, has for example decreased from 37.1% at end of year 2017 to 27,7% in at the end
of 2020. In competition law, one needs to take such differences into account. The Siminn
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position has therefore not been weakening to any significant degree in recent years. Among
other things, because of the above specified agreement between Siminn and GR, it is likely
that the Siminn position will strengthen somewhat during the lifetime of the analysis, all
things being equal. It is not unlikely that Siminn will have more than 50% market share on
the retail market at the end of the lifetime of the analysis.

At the end of 2020, the Mila market share on Markets 3a and 3b was 57% and had decreased
somewhat on both markets from end of year 2013, i.e., from 83% on the former market and
from 65% on the latter market. The weakening had however only been in the order of a
number of percentage points per annum on market 3a and even less on market 3b. The PTA
considers that the Mila market share will decrease somewhat during the lifetime of this
analysis but considers every likelihood that at the end of the lifetime of the analysis, it will
be over 50% on both markets. In this context, it is taken into account that a number of Siminn
customers will move from the Mila systems to the GR system, though Siminn will without
doubt also gain a significant number of customers of its competitors that are already on the
GR system. The Mila decommissioning of the copper network could furthermore have a small
impact, but as has previously been stated, the PTA considers that the greatest effort in this
decommissioning will be subsequent to the end of the lifetime of this analysis. The significant
effort that Mila has put into fibre-optic deployment in the past years, and its plans for
continued vigorous fibre-optic rollout by the company in the coming years, will without
doubt, mitigate the negative impact of this for Mila. It is also possible that companies such as
Vodafone and Hringdu, which have been more on GR's fibre network than Mila, will
increasingly move to Mila during the lifetime of the analysis.

In its preliminary draft, the PTA discussed market share in specific areas, but as the PTA has
come to the conclusion that there is no reason to segment the relevant wholesale markets in
this country geographically, the PTA considers no reason to discuss in detail market share in
individual areas, but the PTA has such data at hand and has analysed them.

Mila refers to paragraph 505 where it is stated that the PTA had collected data on the retail
and wholesale market for connections with a fixed usage location, where the data had been
divided by municipality at the points in time, i.e., 01 July 2018, 1 January 2019 and 1 June
2019. The figures for the status on 1 January 2020 were expected. Data had been collected on
retail share in Internet service and deployment of networks, both networks owned by Mila
and by others, and also on the adoption of service on each network. Data had been collected
on the number of customers in each municipality and on the network through which the
service was provided.

Mila said that, according to guidelines on conducting market analyses it was not enough to
look to the past in such analysis. Mila considered it to be an absolute condition that the PTA
made a prediction on future development and took particularly into account the planned
decommissioning of voice telephony, that had a significant impact on the calculation of
market share.

The position of the PTA

As stated in paragraph 505 in the preliminary draft, the PTA collected data on distribution of
electronic communications networks and market share on the relevant wholesale markets and
market share on the related retail market, are 3 points in time, i.e., 1 July 2018, 1 January
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2019 and 1 July 2019 by municipality. Subsequent to the Administration having opened
consultation on the preliminary draft on 30 April 2020, the PTA received information as of 1
January 2020. In March 2021, the PTA received such data for 1 January 2021. The PTA will
revise the statistics of the analysis on the basis of that information. The PTA plans, subsequent
to this, to collect such information once a year with the end of year figures of each year. One
can expect that the figures for 1 January 2021 will be received by the Administration in
February to March 2022. Apart from this, the PTA has information on distribution of
networks, broken down by municipality in connection with the infrastructure database that
the Administration operates, as of 1 January 2021. The PTA also has information on market
share in retail for the whole country as of 1 January 2021, and the PTA has collected such
information systematically twice a year for many years, in connection with general gathering
of statistics.

In this way, the PTA can see the development by municipality since about mid-2018. The
PTA thought that it was not in accordance with proportionality to request such information,
backdated many years. In its answers, here above, the PTA has discussed its projections on
development of distribution of fibre-optic networks and development of market share on the
relevant wholesale markets and related retail market and refers to that. The PTA will
furthermore update this projection in its revised analysis, see Appendix A.

Mila refers to paragraph 511, where there is discussion on Siminn market share in the Capital
City Area in retail on figure 6.9.

Mila states that, according to the figure, Siminn was below 40% in many locations in the
Capital City Area and according to paragraph 475, Siminn was below 40% in the Capital City
Area as a whole. As parties other than Siminn purchased local loops from GR, where they
could, one can expect that the GR share in retail would be over 60% during the lifetime of the
analysis and thus, GR would have SMP in an area where the vast majority of the population
of the country lives, and not Mila. It is worth noting that the figure showed the position from
mid-2019. In the light of the development, one should consider it necessary that the PTA used
a forward-looking methodology and defined the whole Capital City Area as a separate
geographic market.

The position of the PTA

The PTA notes that the Administration will update these figures on the basis of the status at
the end of 2020. Figures for mid-2019 were the most recent that the PTA had on hand when
the first draft was consulted on 30 April 2020.

The PTA notes that it was the conclusion of the analysis that there was no reason to demarcate
geographic markets on the relevant map markets in this country. For this reason, no party can
have SMP in specific areas, because the country is a single geographic market.

Apart from the above, the PTA does not agree with Mila that one can expect that the GR
market share in the Capital City Area will be over 60% during the lifetime of the analysis. At
the end of 2020, it was [...], after having been [...]% at the end of 2018. At the end of 2020,
GR's market share in the company's entire operating area was [...]%, after being [...]% at end
of 2018. In this regard, the PTA considers it more appropriate to look at the entire GR area of
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operation, not just part of it, i.e., of the capital area. Given the indications on potential
development on the relevant wholesale markets, which were detailed here above, the PTA
expects that the GR market share could be around [...]% in the in GR’s entire operating area
at end of year 2023. Among the factors taken into account are the new agreement between
Siminn and GR, the closing of the PSTN voice telephony system and the Mila first steps in
the 10-year plan to decommission the copper system, but it balanced with the fact that Mila's
fibre roll-out plans seem to be much more ambitious than GR's plans for the rest of the market
analysis lifetime.

It is furthermore taken into account that today; GR has completed deployment of fibre-optic
networks in the Capital City Area where Mila has under 70% distribution in that area. Mila
has provided the PTA with the information that the company will allocate significant funds
in the coming years to further fibre-optic deployment, without having been able in October
2020 to provide information on the potential number in the coming years and was certainly
not able to give this broken down by municipality. The PTA considers there to be every
likelihood that a significant proportion of the funds Mila intends for fibre-optic development
in the coming years will be used to increase connections in the Capital City Area, which has
the greatest economy of scale. For this reason, there is every likelihood that there will be a
further levelling between the Mila and GR fibre-optic network coverage in the Capital City
Area. This should strengthen Mila’s position in competition with GR. Mila’s rollout plans for
2021 to 2023 finally received mid June 2021 confirm the conjecture made above.

It is therefore not inconceivable that large service providers, such as Vodafone and Hringdu,
that now have the majority of their customers on the GR network, will increasingly move to
the Mila network during the lifetime of the analysis. This further significantly improves
Mila’s position in competition with GR.

Mila refers to paragraph 514, where it is stated that in the operational territory of Tengir, the
position was not entirely analogous to the position of GR in the Capital City Area as Tengir
distribution to households and companies was about 75-90% while GR has over 90% and up
to 100% distribution in the Capital City Area. In Dalvikurbyggd, Tengir had nevertheless
over 90% distribution, but under 75% in Horgarsveit. Mila noted that the figures for Tengir
distribution, e.g., in Horgarsveit, were probably based on false premises.

Mila also referred to paragraph 516, when it was stated that Mila wholesale share in local
loop lease was widely below 40%, and otherwise under 50% in the Tengir operational
territory. The share in bitstream lease was on the other hand higher because of the Mila local
loop lease from Tengir.

Mila said that more detailed information had not been provided on Mila market share in local
loop lease in the operational territory of Tengir, but the fact alone that the market share was
under 50% in a duopoly should mean that Tengir had SMP in this area with 51-100% market
share. Despite that, Mila was said to have SMP, except in a number of very small
municipalities. The reason for this was that Siminn still had more than 40% market share.
Linking Mila obligations with Siminn market share was in the opinion of Mila incorrect. This
would lead to a situation where if Mila had 0 market share then the PTA would come to the
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conclusion that Mila had SMP in the area on the local loop market. Mila considered that such
was not tenable.

The position of the PTA

Mila considers that the PTA assertion that Tengir distribution in Horgéarsveit was under 75%,
hardly held and was probably based on false premises. According to data from Tengir, Tengir
distribution reached [...]% homes and companies in the municipality as of end of year 2020.

The PTA points out once again that the Administration considers there be no reason to
segment geographic markets on the relevant wholesale markets in this country, neither by
Tengir operational territory nor by that of GR. In the opinion of the PTA, the country is thus
one geographic market which means that no company can have SMP in the Tengir operational
territory. Mila has, however SMP in the country as a whole, both on Market 3a and 3b.

Here above, the PTA has answered why the Administration feels that it is reasonable to base
selection of areas for further geographic analysis, among other things on market share of the
parent company of Mila, Siminn, on a related retail market. Reference is made to this. The
PTA has admittedly withdrawn use of the criteria of 40% Siminn market share and under and
now intends to apply 50% market share and under.

Mila refers to paragraph 517 where it is stated that according to PTA data, there had not been
a significant change in market share at the retail or wholesale levels within individual
municipalities during the above specified 18-month period. The PTA considered that the
situation would not change significantly during the lifetime of the analysis with regards to the
development of market share. As local fibre-optic networks had been taken into operation,
shares had changed at some locations, but there, the customers were so few that the shifting
of a few customers had an impact on shares in the municipality.

Mila noted that there were no statistics or data published to support this PTA assertion and
Mila considered that they would not stand up to inspection or at least were misleading. Taking
only the previous 18-month period was a wrong methodology in market analysis and not in
accordance with guidelines that the PTA should follow when making such analyses One must
consider it perfectly clear that Mila and Siminn had lost significant market share in previous
periods, i.e., before the PTA 18-month period began, in many areas in the Capital City Area.
It was clear from the data published by the PTA, that Mila market share on the local loop
market would have collapsed when fibre-optic networks were available from other parties
and particularly if Mila had not had its own fibre-optic network. This, however, always took
1-3 years, and Mila considered it clear that if this development continued then Mila would
fall below the 50% mark in the whole of the Capital City Area during the lifetime of the
analysis. It should also be perfectly easy for the PTA to examine changes from the previous
market analysis and predict Mila market share and those of others on the market 3-4 years
into the future.

Mila considered it also clear that the lifetime of this market analysis would be 5-8 years and
not 2-4 years as the PTA appears to maintain. Important known factors, such as the
decommissioning of PSTN on copper, agreements between municipalities and the Icelandic
state on fibre-optic rollout and agreements between municipalities and parties to the market
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on development were factors that the PTA should examine carefully and take into account in
its assessment.

The position of the PTA

The PTA has now also collected data on market share at wholesale and retail levels at the end
of 2020 and will update its analysis, accordingly, see Appendix A. The PTA will therefore
use five points in time in the two- and half-year period instead of 18 months. The PTA will
next call for end of year figures for 2021 early in 2022 by municipality and then annually
after that. The PTA considered there to be no reason for the purpose of this analysis and with
a view to proportionality when gathering data to collect information on this development
within municipalities during a number of previous years. The PTA would doubtless have done
this if the Administration had come to the conclusion that there was no longer a substitution
between copper and fibre local loops and/or that it was necessary to segment geographic
markets on the relevant wholesale markets.

The PTA considers that because of commercial interests of parties, it is not appropriate to
publish detailed breakdown of information on market share at wholesale and retail levels by
municipality. This does not change the fact that the PTA has this information and uses it in
its geographic analysis.

As previously stated in PTA answers here above, the PTA will revise its projections on
potential development of market share at a national level throughout the lifetime of the
analysis. It is not possible for the PTA to make a breakdown of the projection by municipality,
among other things because Mila could not even, in October 2020, give the PTA a likely
prediction at national level of the increase in the company's fibre-optic local loops during the
year 2021, and certainly not for 2022 or 2023. At the end of April 2021, the PTA had not yet
received Mila's roll-out plans for the year 2021, despite repeated requests in January, February
and the beginning of March 2021. In October 2020 could Mila only provide the PTA
information on the planned funds that would be allocated to development by year, but as has
been stated before, these are significant funds which means that continuing vigorous fibre-
optic deployment can be foreseen for Mila throughout the lifetime of the analysis. The roll-
out plans when finally made available to the PTA support this finding.

The PTA entirely rejects that the lifetime of this analysis will be 5-6 years. The PTA has
previously stated that it is not expected that the lifetime of this analysis will exceed 3 years,
if that, because of various changes and development that are likely in the near future on the
relevant wholesale markets and related retail market. Factors involved in this are among other
things, uncertainty about development and impact of 5G rollout, a level of uncertainty about
the distribution of Mila fibre-optic local loops and how this distribution will be structured in
the near future, the closure of the Siminn PSTN system, some uncertainty about the
decommissioning of the Mila copper system, possible changes with respect to migration of
service providers between the GR and Mila networks, the nature of the impact that the new
agreement between Siminn and GR will have and [...]. It is therefore not unlikely that the
PTA will need to commence a new analysis of the relevant wholesale markets sooner than
later. These are all factors that are difficult to predict, despite detailed data collection in
September and October 2020 and in fact until March 2021.
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Siminn considered it necessary to discuss differing conditions in competitive circumstances
and development of market share, that had taken place since 2013, which the PTA had mainly
left out of its analysis.

Siminn defined the GR operational territory as the following municipalities, which was as per
distribution in excess of 50% in mid-2019: Reykjavik, Seltjarnarnes, Kopavogur, Gardaber,
Hafnarfjordur, Mosfellsbzr, Akranes, Borgarbyggd, Hveragerdi and Olfus. Siminn did not
include Rangarping Eystra and Rangarping Ytra, as GR distribution in those municipalities
was not known precisely, except that GR had finished deployment of fibre-optic in urban
kernels at Hella and Hvolsvéllur. Nor was there any discussion about Arborg, although GR
today has more than 65% distribution, while on the basis of the PTA preliminary draft, GR
seemed to have exceeded 50% by mid-2019.

Today there were two companies in the area, i.e., GR and Mila, who offered local loops for
the purpose of selling Internet service and the same two companies offered bitstream service.
Both companies rented local loops to electronic communications companies and also sold
bitstream service to electronic communications companies. GR made it a condition that GR
bitstream service was purchased if an electronic communications company wished to use the
GR local loop to offer Internet service, and that company was developed with P2P topology.
GR had not wished to offer passive access to its local loops and had received the support of
the PTA for this position.

GR only offered fibre-optic local loops while Mila offered both xDSL and fibre-optic
connections Mila fibre-optic connections had GPON topology, which was considerably less
expensive in development than the P2P system that GR had developed, and it could be
deployed much more quickly. GR fibre-optic local loops reached all homes in the area while
the Mila fibre-optic local loops reached only about 60-70% of homes. All homes in the area
therefore had a choice of at least one fibre-optic as an option to copper local loop, while about
two thirds of homes had the option of a fibre-optic connection from two companies.

Nova, Vodafone, Siminn and Hringdu were operating as retailers. Other parties were smaller,
and it was difficult to see who they were and therefore whether they had local service or not.
It was established that Nova did not offer its fixed wirebased solution outside the GR territory
and nor did it offer Internet service over an XDSL system, nor fibre-optic service through the
Mila system in the area.

In 2013, the municipalities that Siminn defined as the GR operational territory had just under
88,000 dwellings. At the end of 2019 the same municipalities had about 96,500 dwellings.
This was an increase of about 8500 dwellings.

In 2013 the GR fibre-optic system reached just under 58,000 homes and the company had
23,000 active connections. The GR system had thus reached 66% of homes in the area and
the company then had 26% of homes as customers. According to the PTA preliminary draft,
GR had about 52,000 active connections in mid-2019, and thus about a 55% proportion of
connections, probably somewhat higher at end of year 2019.

At the end of 2013 the proportion of homes in the GR territory doing business with Siminn
with Internet service was [...]%. At the end of 2019, that proportion had [...]
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At end of year 2013, Hringdu had 3911 connections, while at end of year 2019 they had
increased to 10,815. Hringdu had its operations first and foremost in GR territory, although
some connections were outside that area. It is likely that about 80-90% of Hringdu
connections were in the GR territory and one could therefore assume that the thing to share
was just under 10%.

Nova had entered the market for Internet service over fixed line connection in 2016. At end
of year 2019, Nova had 17,228 connections. Then number of dwellings in the defined GR
territory was 96,500 which meant that the Nova share in the area was 18% and appeared to
have grown from 15% as of mid-2019. Nova was the company that had grown most how in
each six-month period from the time that the company began to sell Internet service over a
fixed line connection, though the company had no operations outside the GR territory. No
customers had for example increased by 4000 in 2019 at the same time as Siminn had
increased its customers in area by about [...]. Nova customers had increased on average by
about 334 per month in 2019.

]

When one considers the number of dwellings in the area, the number of connections of
Hringdu, Siminn and Nova, then Vodafone probably had about 32,000-34,000 connections in
the GR operational territory, which would give the company about 32-35% share in the GR
territory and end of year 2019. In this way, the difference between the Siminn and Vodafone
shares was not significant in the understanding that Siminn could be considered to have SMP.

In summary, the situation on the GR operational territory was such that Mila probably had
less than 50% share in local loops for Internet service, and bitstream service, and Siminn
probably had less than 40% market share in retail. All of these conditions indicated that all
obligations on the Group should be lifted, whether this was on the basis of competition law
or electronic communications law, in the defined GR territory. On the contrary, the PTA
announced increased obligations on the Group.

In 2013, Mila probably had over 70% share, while Siminn had more than 40% share in retail.
This area covered 67% of all dwellings in the country.

One could not see better than that since the end of year 2013 until mid-2019, GR had increased
connections in the area by 30,000 and moved from a 25% share, up to a 55% share.

The position of the PTA

Siminn is here proposing that the GR operational territory be defined as a separate geographic
market. The PTA has previously replied to comments from Siminn and Mila in the Section
on choice of areas for definition here above and has rejected them. Reference is made to this.
and the PTA considers no need to pursue or correct individual assertions by Siminn in the
above comments that are extensive, as the PTA came to the conclusion that the whole country
was a single geographic market. One may however note that the Siminn market share in the
GR operational territory was [...]% at the end of 2020 after having been [...]% in that area at
the end of 2018. Siminn states that Mila had doubtless less than 50% market share in this area
and that GR probably had about 55% share. The reality was that Mila market share was [...]%
in this area at the end 0f 2020 and the GR share was [...]%. If the whole GR area was included,
i.e., also Arborg and Reykjanesbzr, the Mila market share was [...]% and that of GR was
[...]%.
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It is remarkable, however, that Siminn considers that only some municipalities in which GR
operates, and not all, are included in this area. In the opinion of Siminn, Arborg and
Reykjanesbaer, where GR operates and is now responsible for deploying fibre-optic networks,
are not included in the area. The PTA can only assume that Siminn does this in its attempt to
show the appearance of the company and Mila in a worse position in the “GR operational
territory” in question, as Siminn wishes to define it, as Siminn and Mila have a very large
market share in the above specified two municipalities. If Siminn were to suggest defining
areas by operational territories of specific companies, this would clearly not hold.

Siminn considered that the Tengir operational territory, which covered Eyjafjordur and other
areas in the North-east part of the country, where the company had achieved over 50%
distribution in mid-2019, included the following municipalities: Akureyri, Eyjafjardarsveit,
Horgarsveit, Svalbardsstrandarhreppur, Pingeyjarsveit, Dalvikurbyggd, Grytubakkahreppur
and Skutustadahreppur. This would have been 9710 dwellings at end of year 2013 and 10,668
dwellings at end of year 2019.

It was established that Tengir had more than 50-60% connections with customers in the
relevant areas, which meant that Mila was below that proportion. In neighbouring areas, Mila
probably had close to 100% share, which had remained unchanged for a considerable period
of time. This proved that competitive conditions differed. If competitive conditions were
homogeneous, then the Mila share would not have dropped below 40% in a few years. In this
connection, it would have been a key issue that the PTA had analysed market development,
but as usual, the Administration did not do so. In the analysis for Decision no. 21/2014, it was
stated that Tengir had had 1700 homes as customers and its distribution was 4500 homes.

This meant that the Tengir share in the area had changed from being just under 20% of
dwellings in 2013, up to 60% of dwellings in 2019, which was manifestly a substantial change
and very unlike other neighbouring areas. It was not known how the division was in bitstream
connections and not possible to estimate that in this area. It was established that Tengir offered
passive access to its system, unlike GR. There was no doubt that in this area, Mila did not
have SMP and in the opinion of Siminn, there was little likelihood that the Tengir position
would change in the coming years.

Competition in the area appeared to be only between Vodafone and Siminn. With regards to
the Vodafone performance, one could simply point to the company’s public apology for its
poor business practices in the past years and that it intended to change this. If Nova entered
the market, it was difficult to say how quickly the company would increase its share. It was
however a fact that Nova had from its founding, emphasised the Capital City Area in its
actions. It was not because of a shortage of access to local loops or bitstream service that
Nova was not offering service in the Tengir operational territory. This means that it was not
issues that related to this market that prevented Nova from offering its service in the area in
question and for this reason, obligations on Mila on these markets would change nothing with
regards to whether new parties entered the market or not.
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The position of the PTA

The PTA refers to its previous answers here above with respect to fact that the Tengir
operational territory is not a separate geographic market. Reference is made to this. The PTA
sees no reason to correct the numerical information presented in this comment from Siminn.
The PTA does however state that the Administration had not neglected analysis of market
development in the municipalities that Siminn believes to belong to a separate geographic
market in that area, nor in other municipalities in the country. The PTA also states that it is
not unlikely that more retailers will enter the market in Tengir operational territory during the
lifetime of the analysis, [...].

Siminn stated that municipalities outside the operational territories of Tengir and GR are very
small and thus the share could change quickly, simply as a result of a few connections
switching between companies [...]

The largest challenge to providing service in these areas for companies that had operational
headquarters in Reykjavik, was the cost per customer. With fibre-optic rollout it was likely
that operational costs on each customer would decrease as there was more stability in fibre-
optic local loops than in xDSL, and thus fewer operational problems, which meant less
likelihood that there would be a need to visit a customer, which in turn would lead to less
operational risk and cost. This operational cost was considerably higher in the countryside
than in the Capital City Area, as it was easier to serve more customers in a short period of
time and efficiency was greater as there was no need to travel long distances. This showed
the importance of encouraging fibre-optic rollout for the whole country.

Siminn reiterated that although the share was high at a specific point in time, the situation
could change so quickly, in those municipalities where Mila was the only party with an xDSL
system, with the entry of new party where Mila did not have fibre-optic, so there was
significant doubt as to whether the company could be considered dominant at those locations
where fibre-optic rollout was expected. For this reason, this factor needs to be carefully
examined. This also applied where Internet service over 5G was expected.

One could for example point out the development in the urban kernel in Olafsfjérdur, which
was part of the Fjallabyggd municipality. In the mid-2018, Siminn had [...]

Another example was the development in the municipality of Olfus, where GR had entered
on the basis of unlawful state support. [...]

A drop of [...] customers in Hveragerdi had led to the proportion of dwellings with Internet
service with Siminn having dropped by [...]

This demonstrates how a few connections can have a significant impact on market share and
in the same way, how limited the information was that was provided by the points in time
used by the PTA. It also showed how reasonable it would be to group together post codes
where competitive conditions were similar instead of separating by municipality, many of
which could vary significantly in size and composition, with respect to urban kernels and
rural areas.
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The position of the PTA

The PTA reiterates that the Administration came to the conclusion that there was no reason
to segment geographic markets in this country but considered there to be a reason to prescribe
lighter obligations on Mila in areas with more competition The PTA plans to review the list
of such municipalities on an annual basis. In this way it would be possible to capture large
fluctuations in Siminn retail share, but the PTA does not have the grounds to make a
projection on this, with great certainty, at this point in time.

With respect to the Siminn reference to the Olfus municipality and the Hveragerdi
municipality, the PTA points out that they are two of the 17 municipalities that are included
as areas with more competition and thus lighter obligations on Mila.

In its answers here above, the PTA has clearly explained why the Administration considers
that municipality boundaries are more appropriate for selection of areas for further analysis,
rather than postcodes.

6.5.5 Pricing and possible price difference in wholesale and retail by area

Mila commented on paragraph 518 where it was stated that an important criterion when
identifying whether competitive conditions might vary between areas was the possible price
difference between them at both retail level and wholesale level. If pricing of the potential
SMP operator and pricing of his competitors were the same or similar across the whole
country, i.e., not significantly variable between areas within the companies in question, this
could provide indications that competitive conditions were not sufficiently heterogeneous
between areas to justify separate geographic markets or varying obligations by area. This on
its own did not however always have to be the reality, as from the point of view of consumers,
there could be a significant difference between “competitive areas” and areas where limited
or no competition pertained, despite the fact that the potential SMP operator’s prices were the
same across the country.

Mila pointed out that one needed to keep in mind that Mila was subject to price control on
copper and had the same price across the whole country for that reason. With respect to fibre-
optic local loops, there was a price difference at wholesale level. Retailers seemed however
to keep the same price across the country, possibly because they were trying to simplify their
tariffs and not cause dissatisfaction in the end users who would otherwise pay varying prices
by geographic area. Mila had often seen that other network operators used the Mila cost
analysed prices as a reference for their prices. Mila had for example seen this, both with
Tengir and Snerpa when doing business with those companies.

The position of the PTA

In this paragraph, there is discussion on guidelines from BEREC. The PTA is conscious of
the fact that price control on copper local loops allows for the same wholesale price applying
across the whole country and the Administration has therefore been taking into account the
Mila tariff for fibre-optic local loops and the retail price when examining whether there are
indications of considerable varying market conditions by geographic area. The PTA cannot
see that there is anything wrong with Tengir and Snerpa taking into account the prices on the
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market, but this is, in the opinion of the PTA, an indication that active competition does not
pertain on the relevant wholesale markets, as these parties are small compared with the Mila
local loop network.

The PTA has examined monthly prices for fibre-optic local loops from Mila, Tengir and GR.
In the following figure one can see the development of wholesale prices for Mila, Tengir and
GR local loops. The figure also shows Mila prices with the addition of a charge for Access
Options 1 and 3.
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The wholesale prices from the beginning of 2016, are examined, and in that year, Mila
commenced deployment of fibre-optic local loops and prior to that time, Mila leased fibre-
optic local loops were very few compared with the number today.

As can be seen in the figure, there is an increase in mid-2017 that all the companies participate
in. Then it varies by party, how the prices have developed. The Mila price for fibre-optic local
loops did however not increase for more than 3 years, or until autumn 2020. Meanwhile,
prices increased both at Tengir and GR, as there were general price increases during this
period and the building index increased by 12.5% from June 2017 until September 2020. Both
GR and Tengir then raised their local loop prices on 1 January 2021.

When comparing prices of fibre-optic local loops in wholesale, one must keep in mind that
GR delivers its local loops with bitstream and the same applies to Mila GPON local loops,
and the proportion of local loop price alone to the price of local loop with bitstream is not
necessarily the same between companies, and other factors that can have an impact on price,
such as where, and how the product is delivered. One must also note that in addition to an
access charge, GR collects a charge from electronic communications companies for Internet,
IPTV and VolIP access. For this reason, the PTA considers that behaviour on the retail market
gives a better picture of competition, and there are indications that competition is significantly
limited in retail.

The Competition Authority agrees with this in its comments. The Competition Authority (the
CA) considered there to be indications that competition was significantly limited in retail for
local loop access when one considered the fact that there had been little or no price
competition in line or access charges in recent years. With respect to retail of Internet service
with Siminn and other retail companies, there seemed to be no distinction made in the tariffs
of these companies to consumers, depending on whether retail service was delivered with
fibre-optic technology or through an xDSL connection on the copper network. The retail price
of Internet connections appeared thus to always be the same regardless of the technology of
the access system, or local loop, in this specific context.

Mila commented on paragraph 519, where it was stated that when the potential SMP operator
set the same price across the whole country, with the objective of maximising profit, he had
to find a balance between pricing where he had a monopoly position (dominant position) and
lower prices where he was in competition with other players on the market. The likely
conclusion was a compromise between these two prices, as the price was lower as the
“competitive area” was larger. If the “competitive area” was sufficiently large, the pricing of
the potential SMP operator should be rather low, and in addition to which, the price difference
between him and his competitors should be small. Under such circumstances, it would be
justifiable to conclude that the geographic market was the whole country because of
widespread common pricing constraint.

Then it was stated that in those instances where the “competitive area” was on the other hand,
small, the “monopoly price” had more weighting in the pricing decision of the possible SMP
operator and there could thus be a significant difference between his price and that of his
competitors. This probably led to a situation where the potential SMP operator had a low
market share in “competitive areas”. This means that consumers could perceive a significant
price difference. While consumers could only purchase relatively expensive service from the
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potential SMP operator in areas where there was little or no competition, a relatively large
number of them could purchase less expensive service from competitors in the “competitive
areas”. In such instances, considerations on margin squeeze could be good arguments for
having the country as one geographic market, despite the fact that the potential SMP operator
maintained equal prices across the whole country.

Mila said that it collected varying prices depending on whether it was a competitive area or
not. That indicated that there was competition, otherwise the price in the Capital City Area
would probably be the same as in the countryside. Mila also pointed out that the cost of
connecting fibre-optic varied by area.

The position of the PTA
In this paragraph, there is discussion on guidelines from BEREC on geographic analysis from
2014.

Mila pointed out that the company collected varying prices depending on whether the area
was competitive or not, and that indicated that there was competition. It is clear that there is
more competition in some of Mila operational areas than in others. The question is, however,
whether this difference will lead to competitive conditions in those areas where there is more
competition, being sufficiently different from the areas where there is little or no competition
to require segmentation of the areas into separate geographic markets. The fact that there is a
certain price difference can also reflect varying costs, as Mila has often pointed out itself,
among other things in a reply dated 22 September 2020 to a query from the PTA on 7
September last year.

The PTA particularly notes that although there is some difference in Mila wholesale prices
by geographic area, consumers do not perceive such a difference at retail level.

With respect to the price for connecting to fibre-optic local loops, reference is made to the
reply to the comment on paragraph 527 of the preliminary draft here below.

Mila comments on paragraph 523, where it is stated that it was important to examine pricing
and possible price differences, both at wholesale and retail levels. In the opinion of the PTA,
pricing at retail level had greater weighting in pricing at wholesale level in this assessment as
it was this that the consumers experienced.

Mila states that here the PTA is presenting its “own assessment”. The Administration said
that “in its own assessment”, the behaviour of a retail company was more important than that
of a wholesale company. Mila objected to this, as it was more reasonable to examine
behaviour in wholesale. Mila thus maintained varying prices depending on whether it was a
competitive area or not, but at the same time Mila had tried to keep pricing moderate. Mila
prices in the countryside were thus among the lowest on offer, even though the company was
the only one providing the service. Mila had therefore shown a responsible attitude in its
pricing and had not taken advantage of being the only company that offered bitstream service
in some areas. The PTA had thus not demonstrated under or overpricing by the company It
was not reasonable to suggest that such was the case with the company, without investigation
or arguments.
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The position of the PTA

In the BEREC discussion, the methodology used is to examine the difference from the point
of view of the consumer, though one should also examine the wholesale price. As indicated
in the BEREC discussion, it is not possible to only take into account the pricing of the SMP
operator, because that party could then have an influence on demarcation of geographical
markets by issuing varying prices. The prices of the Siminn Group, that are on offer to
consumers are the same across the whole country. The same applies to other service
companies on this market, they are not offering lower retail prices to consumers by area.

Mila comments on paragraph 525, where it is stated that in general the above specified
analysis of pricing at wholesale level should be directed at the market that was being analysed
in each instance. On the other hand, information on pricing on wholesale markets was not
always readily available and it could be difficult to acquire such information. In such
instances it could be useful to examine pricing on corresponding retail markets when
analysing the relevant wholesale market. When such was not appropriate, the NRA should
place greater emphasis on other criteria that needed to be examined. Despite the fact that an
NRA encountered problems when conducting a detailed analysis of pricing, it can
nevertheless be possible to examine whether market players could or were likely to use
varying pricing by area or whether market players that offered their services solely in a
specific area or areas, priced their service in a significantly different manner compared to that
of the SMP operator.

Mila said that the PTA, as an NRA, had the authority to call for information, including about
price. This means that it was not a valid reason to not analyse the market that it was not
possible to acquire information. In the opinion of Mila, it was absurd that the Administration
should omit examining pricing on the wholesale market for the reason that price information
was not available. If this was the case, then the PTA analysis was not reliable in this respect.

The position of the PTA

In this paragraph, the discussion is about the above specified guidelines from BEREC, and
the PTA referred to that discussion without specifically making it its own view. As is stated
in this section in the analysis, the PTA gathered information on wholesale prices of the main
parties to the market, and of a number of municipalities that operate local loop networks.

Mila commented on Paragraph 527 where it was stated that at retail level, it was not possible
to determine any price difference by geographic area with the Siminn Group. The same could
be said about competitors of the Siminn Group. Then there was no significant price difference
between the Siminn Group and its competitors in Internet service at national level.

Mila said that at retail level, there was a price difference that the PTA had not noticed. In GR
areas, installation was free, while elsewhere it was at the cost of users. This could represent
significant cost.
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The position of the PTA

What Mila says is correct and this seems to be the only difference in price that is returned in
retail. In the opinion of the PTA, it is not a tipping point with respect to whether the market
should be defined geographically or not that Mila on-site service is less expensive in the
immediate environment of the company’s operational sites, when the service market is the
whole country. This is a one-off cost and a large part of increased cost in the countryside is
per diem and other additional costs for travelling in the countryside, where distances are
important. There are therefore clearly cost considerations that apply in this instance. This does
not apply to the Akureyri area, where there is however, competition from Tengir, as costs
there are higher for Mila as that area is not in the immediate environment of the company. In
addition to this, the PTA considers that this one-off cost is not high in the light of the fact that
the average consumer lifetime is doubtless counted in years rather than months. PTA sister
institutions have in some instances come to the conclusion that such average lifetime is 60
months. It could easily be significantly longer, when it relates to the underlying carrying layer,
than when switching service provider on the same carrying layer. The PTA consumer survey
also indicates that Siminn customers are less likely to switch service provider than customers
of other service providers.

As is stated by Mila, there is no charge made for delivering home connections over Mila fibre-
optic in the Capital City Area. One reason for this could be that the Mila VDSL system is
good in the Greater Capital City Area and in Akureyri, where among other things, vectoring
is offered, and for this reason Mila could consider that the collection of a connection charge
could delay transfer of customers from the Mila copper network to the company's fibre-optic
network, which is Mila’s long term objective. Though it is possible to achieve synergy with
other Mila operations in the Capital City Area when implementing these connections, this
does of course involve some costs. This cost is collected in one way or another for these local
loops, and one could assume that it is collected with monthly charges in the Greater Capital
City Area. When one has calculated connection cost and start-up costs, as presented in the
Mila tariff, into the monthly charge, then the Mila price areas are in fact three, i.e., the Greater
Capital City Area, Akureyri and the countryside. The cheapest is in the area where the costs
are lowest. One may also point out that a sizeable proportion of fibre-optic local loops owned
by Mila in the countryside were purchased after having been connected to homes, which
means that it is not in all instances that a connection charge is collected in the countryside.

Mila commented on Paragraph 528 where it is stated that at wholesale level, Mila pricing of
fibre-optic service varied by area. There it was stated among other things that the price of
Access Option 3 in the countryside was ISK 1997.

Mila wished to correct the above specified price which was 1977 and not 1997.

The position of the PTA

The PTA is grateful for this comment and will correct the table that shows Mila prices. Mila
prices increased in September 2020, after the first draft was consulted, and the PTA will
therefore publish the current prices in the updated first draft (Appendix A).
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Vodafone pointed out, in connection with paragraph 528 that the price to companies for some
connections are on another price list and are higher.

With respect to paragraph 537, it was incorrect that prices had remained unchanged. Mila had
started differentiating by whether the premises were a home or company and had made new
prices for corporate premises.

The position of the PTA

In its discussion, the PTA was referring to monthly prices for fibre-optic connections to
homes. As is stated here below in the discussion on paragraph 537, the PTA will revise the
discussion in accordance with the comments.

Tengir refers to paragraph 537, where it is stated that the Mila local loop price for fibre-optic
local loops has remained unchanged from 2016, but since 2016 there have been some price
rises on the local loop price of Tengir and GR and that Mila appears therefore not to be
following these price changes for local loops. In the opinion of the PTA, this raised the
question of whether this constituted under-pricing by Mila.

Tengir emphasised this point, along with others of a similar nature, i.e., that related to
indications that the Siminn Group kept prices down or even practised subsidies/under-pricing
on Markets 3a and 3b and thus significantly impaired the competitive grounds of independent
network operators. It was also important that the obligations that the PTA planned and
considered necessary, worked in such a manner that Mila did not have the opportunity and
incentive to discriminate against competitors in pricing.

The position of the PTA

In the replies here above, with respect to comments on paragraph 518, there is an overview
of the development of wholesale prices of Mila, Tengir and GR for access to fibre-optic local
loops from the beginning of year 2016. Then it is stated that Mila access prices for fibre-optic
local loops were unchanged from June 20177 until September 2020. Mila had previously
announced an increase that was to come into force on 1 May 2020, but it was postponed until
last 1 September.

With respect to possible under-pricing by Mila, this comment will be answered in Sections
10.2 and 11.2, where there is discussion on possible and real competition problems on the
relevant markets.

With respect to the Tengir reference to it being important that PTA obligations worked in
such a manner that Mila did not have the opportunity and incentive to discriminate against
competitors in pricing, then the PTA decided subsequent to consultation on the preliminary
draft, to retract the imposition of an obligation for Mila cost analysed tariff for fibre-optic and
to prescribe instead an ERT obligation. Reference is made to Sections 10 and 11 here later,
with respect to obligations and to Appendix C, which discusses the conclusions of the
additional consultation opened by the PTA on 30 October 2020. The PTA has therefore

" The Mila tariff in July 2017 had been announced on 1 September 2016, but in fact the increase did not come into
force prior to 1 July 2017. Mila explained that this had been a mistake.
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reviewed its position with respect to an obligation for cost analysed prices for access to fibre-
optic local loops. Obligations to provide access, for non-discrimination, transparency,
accounting separation and cost accounting still apply to Mila, with respect to fibre-optic local
loops. Such obligations should ensure that parties are not discriminated against by pricing.

Mila also commented on the above specified paragraph 537.

Mila stated that in this case, the Administration allowed itself to make serious insinuations
about Mila. Mila criticised such insinuations, without any investigation, in an official
document from the Administration. It was incorrect that the price for fibre-optic local loops
had remained unchanged since 2016. That was clear to the PTA, as the Administration had
requested information on this in April 2020 and had received this information. On 1 January
2016, the price for fibre-optic local loops had increased from ISK 1417 to ISK 1750 in the
Capital City Area, which is about 24%. In 2017, the price had reached ISK 1970 and now in
May, the price should have become ISK 2120, but that increase had been postponed until the
autumn because of COVID-19. This means therefore, that in total the price of fibre-optic local
loops from end of year 2015 until September 2020, had increased by about 49%. At the same
time, the consumer price index (January 2016 to January 2020) increased by just under 10%.

The structure of the tariff for copper local loops had been changed in 2017 and from that time
the price for copper local loops had increased by about 11%, while at the same time, the
consumer price index had increased by about 8% (January 2017 to January 2020). One had
to check whether the price for copper local loops in Iceland was far in excess of what the EU
Commission used (Euro 9). This was public information and the PTA had all of this
information. It seems that in this instance, untrue assertions of competitors were being echoed.
The price for fibre-optic local loops outside competitive areas had remained unchanged from
January 2016, but costs had increased from ISK 1417 to ISK 2300, which is actually 62%.

Mila then pointed out that the company had only deployed a limited number of fibre-optic
local loops outside the south-west corner of the country. This had not been a comprehensive
fibre-optic rollout but rather a case of investments being made in areas where this was most
economic. As it should be clear to the PTA, there could be significant cost differences in
fibre-optic rollout by area and number of households at each address.

Mila also pointed out that the prices the PTA presented as GR prices were in fact incorrect,
as GR offered a quantity discount on its connections. This is something that Mila considered
not to be possible because of the obligations that rested on the company. Mila considered that
real GR price rises were limited because the company had increased the price on local loops
by the collection having been moved to electronic communications companies, in order to be
able to offer them a quantity discount.

If one considered the Mila countryside price, then it was correct that the price had not risen
for some time, but planned price changes that should have come into force in May had been
postponed. On the other hand, one had to keep in mind that the Mila countryside prices
covered a larger part than simply countryside networks, i.e., included in this were often the
most economic urban areas in the countryside. It was also appropriate to point out that the
Mila countryside prices were mostly used where Mila did not face competition and it was
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unlikely that it would be on fibre-optic local loops. One might therefore wonder what dubious
considerations might lie behind keeping prices low at such locations.

The position of the PTA

With respect to possible under-pricing by Mila, this comment will be answered in Sections
10.2 and 11.2, where there is discussion on possible and real competition problems on the
relevant markets.

The PTA agrees that this wording in paragraph 537 in the draft is not sufficiently precise.
Given the information that the PTA had at its disposal when this was written, the last increase
in Mila local loops was on 1 September 2016, according to a notification from Mila, and had
not increased from that time. Shortly before publication of the PTA draft market analysis, it
came to light that the increase that Mila had announced on 1 September 2016 did not go into
the Mila system before 1 July 2017, because of a mistake, but the draft was not revised in
accordance with this information. The PTA has altered its discussion on development of
monthly prices of fibre-optic local loops in the revised analysis (Appendix A) in order to
make it clearer.

With respect to the example taken by Mila about comparison of price rises with the index, it
does not give a true picture in the opinion of the PTA to take the fibre-optic local loop increase
from 31 December 2015 (the day before the tariff increase) until 1 September 2020 and
compare it with indexed increases. The PTA considers it more reasonable in this instance to
use the dates when the increase came into force, i.e., in the example taken by Mila that would
be 1 October 2013 when fibre-optic local loops increased to ISK 1417 or 1 January 2016,
when fibre-optic local loops increased to ISK 1750.

One also has to keep in mind, as the PTA has often indicated, that the Mila GPON local loops
are not delivered without bitstream, but the product is rather delivered with bitstream, often
on Access Option 1. Given the information from Mila dated 11 December 2020, there are
only [...] Mila fibre-optic local loop sold without bitstream. This is [...]% of Mila leased fibre-
optic local loops, if one bases this on the number of Mila fibre-optic local loops leased in June
2020. It is for this reason more normal to take into account development prices for Mila fibre-
optic local loops with bitstream (often on Access Option 1), and this is the product that
customers most often use, as the proportion of P2P local loops of the total Mila local loops is
very small®. In the table here below one can see dates of changes to local loop price and prices
for Access Option 1, that have led to changes in prices to the customers of this service:

8 Only [...]% of leased Mila local loops in June 2020 were P2P local loops, as access to local loop without bitstream
is realistic.
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Manadargjald ljésleidaraheimtaugar Milu athent i adgangsleio 1

. . Visitala
Dagsetning/Haekkun & Hofuiiborga.rsvzeélﬁ Landsbyggd byggingar-
og Akureyri
veros

1. aglst 2013 - Adgangsleid 1 3.105 kr 3.105 kr 118,7
1. oktober 2013 - Heimtaug 3.217 kr 3.217 kr 118,7
1. jantiar 2016 - Heimtaug 3.550 kr 4.100 kr 128,2
1. febriar 2016 - Adgangsleid 1 2.950 kr 3.900 kr 1279
1. september 2016 - Adgangsleid 1 2.640 kr 3.900 kr 131,6
1. jini 2017 - Heimtaug 2.860 kr 3.900 kr 131,6
1. september 2020 - Heimtaug og A1l 3.080 kr 4.080 kr 148,0
Hlutfallsleg haekkun 1. september 2020

fra 1. agist 2013 -0,8% 31,4% 24,7%
fra 1. oktober 2013 -4,3% 26,8% 24,7%
fra 1. jantar 2016 -13,2% -0,5% 154%
fra 1. febrtiar 2016 -4.2% -4,4% 15,7%
fra 1. september 2016 16,7% 4,6% 12,5%
fra 1. jini 2017 7,7% 4,6% 12,5%

As seen in the table, there were many changes to these prices from 1 January 2016 and up to
mid-2017, but the prices remain unchanged from June 2017 until September 2020. In the
table, these changes are compared with an increase in the building price index’. Then one
must bear in mind in this connection that at the end of 2013 the leased fibre-optic local loops
owned by Mila were only [...], and it was not before the first half of 2017 that Mila leased
local loops exceeded [...]. In mid-2020. Mila leased fibre-optic local loops were [...]. In order
to examine the development of price with Mila, the PTA considers it appropriate to consider
the date where the Mila tariff policy was published at the beginning of 2016, as at that time
there were significant changes made to the tariff, or even more so, on 1 July 2017 when
changes/adaptation between local loop price and the price for Access Options 1 and 3 took
place. If one examines the development of Mila’s access price for fibre service from 1 June
2017 until 1 September 2020, the increase is below the index increase, i.e., the price for local
loop in Access Option 1 did not increase at all in over 3 years and the increase then was 7.7%,
while the building price index increased by 12.5%. Prior to that, i.e., in February and
September 2016 reductions were made in the tariff, and as stated previously, Mila was
commencing its fibre-optic rollout in 2016 and leased local loops were not many initially.

The price of Mila copper local loops increased by 11% from 1 July 2017 until 1 June 2019,
while the building price index was 11% for the same period. The price for copper local loops
in Access Option 1 is now ISK 2283 per month and there is thus a considerable difference in
price between the company’s copper and fibre-optic local loops. The last cost analysis of Mila
copper local loops ended with the PTA Decision no. 8/2019 and was based on information on
operational costs for 2017, while investments were indexed to average price level price in
2017, and investment plans for the years 2018 and 2019 were included in the equation. The
PTA has now requested that Mila submit a newer cost analysis early in 2021, which will be

% The building price index is used when considering costs for distribution of fibre-optic, as the largest cost item is
civil works.
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based on figures from 2020. It is very likely that the conclusion of that analysis will lead to
increases in the Mila copper local loop prices and that in the future the difference will level
between the prices of the above specified technical solutions, among other things because of
significantly diminishing use in the copper network. By the nature of things, increases appear
later when a company is subject to obligations for a cost analysed tariff than when pricing is
free. What matters most in the opinion of the PTA is that with larger electronic
communications companies, there is little difference in retail in prices to consumers, on the
basis of whether the connection is over a copper or fibre-optic network. This fact strongly
indicates that there is still substitutability between connections over copper and fibre-optic
networks.

Mila also mentions that the company had only deployed a limited number of fibre-optic local
loops outside the south-west corner of the country and that there had not been a
comprehensive fibre-optic rollout but rather a case of investments being made in areas where
this was most economic. There was furthermore a significant cost difference in fibre-optic
rollout by area and by the number of dwellings at each address. It is stated there by Mila, that
there is a cost difference by area, but as is seen in the answer following this one, the PTA
considers that this is first and foremost, the reason for varying pricing by Mila between area,
rather than strong competition on the relevant wholesale market and related retail market.

Mila comments on paragraph 538 where it is stated that the price difference between Mila
local loop prices for fibre-optic in the most densely areas of the country on the one hand and
in the countryside on the other, could be to some extent be explained by varying costs for
each local loop in the areas in question. On the other hand, one might assume that part of the
explanation for lower monthly prices for Mila fibre-optic in the Capital City Area and in
Akureyri, was that these are the operational territory of GR and Tengir. In these areas, Mila
was investing in fibre-optic where another fibre-optic system existed.

Mila stated that here the PTA agreed that the Mila prices varied because of competitive
conditions. Later in the analysis, the Administration appears to have forgotten that conclusion.

The position of the PTA

With respect to the difference in unit prices of fibre-optic local loops between areas on the
Mila tariff, it has been stated by Mila, among other things in the company cost analysis, that
costs are higher in the countryside. This is among other things, confirmed by Mila in the
company’s reply, dated 22 September 2020, to a query from the PTA dated 7 September last
year, specifically with respect to Market 3b, where price difference with respect to that service
1s much greater between the Capital City Area and Akureyri on the one hand and other areas
on the other, than is the case for Market 3a. This price difference is described in more detail
in the answer immediately here below.

There is also the fact that all state grants for rollout of fibre-optic networks in the countryside
are because of this difference, as discussed in the PTA analysis. It is also clear that the number
of spaces/dwellings at each address is significantly more in the most populated parts of the
country, as there are more multiple dwelling buildings when compared with smaller urban
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areas in the countryside. The number of spaces at each address has a significant impact on
unit costs.

If the cost of investments and operation of fibre-optic local loops were analysed for each area
in the country, it is likely that there would be a cost difference between areas, which means
that the cost difference between areas for Mila between the two most densely populated areas
of the country on the one hand and smaller urban areas and countryside on the other, can be
explained by varying costs to a large degree or entirely.

It is then clear that for new parties, that do not have the same economy of scale as Mila, it is
normal that they begin by showing an interest in development where population density is at
its highest. This means that competition begins where it is most economic to deploy fibre-
optic local loops.

The fact that the Mila price for access to fibre-optic local loops is not the same in the most
populated areas of the country and elsewhere in the country indicates that competitive
conditions differ there to some extent. It is however clear that there are cost arguments for
collecting differing prices in these areas as has been stated by Mila. In the opinion of the PTA
this is thus not a definitive indication that these areas are significantly different with respect
to competitive conditions, particularly when one considers that electronic communications
companies do not differentiate in price between these areas in retail, and similarly, these areas
are not exceptional with respect to service offer or quality of connections to any significant
degree.

Mila pointed out that the PTA seems not have taken into account differing pricing between
areas with effective competition, where GR e.g. operated in other areas, but in areas with
effective competition, Mila had e.g., not charged separately for installation of fibre-optic in
order to meet comparative offers from GR in these areas.

The PTA had come to the conclusion that even though the Mila prices varied by geographic
area on M3a and M3b, there were differing costs and that therefore this was not an indication
of different geographic markets. The Mila tariff on M3a was as follows:

Ljosleidaranet | eigu Milu

Lysing Eigandi nets Manadarverd

stor hofudborgarsvedia og Akureyri * Mmila 1.970 kr.
Fyrirtaekjatenging - stor hofudborgarsvaedi og Akureyri * Mila 4.980 kr.
Fyrirtaekjasvadi - stor hofudborgarsvasdi og Akureyri * Mila 4.980 kr.
Landsbyggad Mila 2.300 kr.
Fyrirteekjatenging - landsbyggd Mila 5.280 kr.
Fyrirtaekjasvadi - landsbyggd Mila 5.280 kr.

*Allir péttbylisstadir fra Borgarnesi til Selfoss falla hér undir. ATH. 3 ekki vid um dreifbyli.
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As stated there, there was a 16% price difference in fibre-optic local loops between the
GR/Tengir service territory and other areas. It was appropriate to note that the large majority
of Mila fibre-optic local loops were in the GR/Tengir service territory.

If one considered Mila prices on M3b, one could see an even greater difference by competitive
area, up to 80%.

Heimilistengingar

Lysing Svaedi Adgangsleid 1 Adgangsleid 3 Stofnverd
ADSL Allt landid 725 kr. 1.239 kr. 3.166 kr.
L]vjsr‘.et Allt landid 725kr. 1.239 kr. 3.166 kr.
Ljosleidari Milu (GPON) Hifudb.sv 890 kr. 1.267 kr. Okr.*
Ljdsleidari Milu (GPON) Akureyr 890 kr. 1.267 kr. 3.166 kr. *
Ljgsleidari Milu (GPON Landsbyggd 1.600 kr. 1.977 kr. 3.166 kr. *

* A adeins vid um ibtdarhisnaedi. Stofnverd fyrir heimilistengingar til fyrirtaekja er 25.000 krénur.

The position of the PTA
In an email to Mila, dated 7 September 2020, the PTA posed the following question to Mila:

“Why is the price difference between urban and rural areas for Mila fibre-optic on M3a
about 17% (monthly charge per local loop) but about 67% (monthly charge for A1) on M3b,
after price change last 1 September (was 8§0%)?”

In the Mila reply, dated 22 September 2020, it was stated that it was only 4 years since Mila
had started to offer this service to any degree, and the service and its distribution was still in
continuous development, particularly with respect to distribution and use of investments
related to the service. On the other hand, there was the fact that Mila installed ONT at its own
cost, regardless of where in the country the service was offered. By the nature of things, it
was significantly more expensive to visit customers in the countryside, not least customers
on countryside networks that had been deployed in rural areas, in connection with the project
Iceland Digital Connected. Installation of ONT was part of bitstream service. This factor
weighed heavily in the reasons for Al service being more expensive in locations other than
in the Capital City Area and Akureyri.

It was then stated in the above specified reply from Mila, that, in connection with the
percentage difference between fibre-optic and bitstream in the Capital City Area and Akureyri
on the one hand and the countryside on the other, the main reason was that usage of fibre-
optic cables was much better than usage of bitstream equipment. In this way, there were many
more connections on each GPON installation in the Capital City Area than in the countryside.
Most of those who received fibre-optic would start to use it immediately or within a few years.

As was stated in Mila replies to the PTA question, the main reason for the price difference is
differing costs, depending on whether the location was in the Capital City Area in Akureyri
on the one hand or the countryside on the other.

229




The Mila tariff for fibre-optic connections on Markets 3a and 3b is as follows subsequent to
the increase that the company announced in September 2020:

Area Fibre Local Loop Access Option 1 Access Option 3 Fibre Local Loop with Al
Capital area and Akureyri 2,120 kr 960 kr 1,337 kr 3,080 kr

Rural 2,480 kr 1,600 kr 1,977 kr 4,080 kr
Difference in % 17.0% 66.7% 47.9% 32.5%

As is shown in the above specified table, the difference between areas is 17% on Market 3a
and 66.7% on Market 3b for Access Option 1, and 47.9% for Access Option 3. As Mila sells
hardly any [...] fibre-optic local loops without bitstream or [...]% of Mila leased fibre-optic
local loops, the PTA considers that it does not give a proper picture of what is on offer on the
market to look at Mila fibre-optic local loops without bitstream as this is not a realistic option
except for P2P local loops which are an absolute minority at Mila. If one considers Access
Option 1 and fibre-optic local loop lease, the price difference between areas is 32.5%. The
PTA considers, as previously stated, that this price difference results first and foremost from
varying costs incurred in deploying and operating the networks and on less economy of scale
in the countryside areas, rather than significantly differing competitive conditions between
areas.

The PTA also notices that the Mila tariff does not cover Egilsstadir, where Mila has fibre-
optic connections to [...] spaces, and Austurljos has also deployed fibre-optic at that location
and provides service over that network. Austurljos it is therefore providing Mila with
competition in this area, but Mila has not included that area in the tariff for the Capital City
Area and Akureyri. One can assume that the location and population density mean that the
unit cost is higher in this area than in Akureyri.

Mila also notes that in areas with active competition, Mila does not, e.g., collect separately
for installation of fibre-optic in order to meet comparative offers from GR. The PTA considers
that this fact does not indicate that there is a significant difference in competitive conditions
between these areas, as the amounts involved are not large. These are one-off costs, and when
the amount is divided over the average lifetime of a customer, the amount is negligible.
European PTA sister institutions have in some instances come to the conclusion that such
average lifetime is at least 60 months. According to the conclusions of the PTA consumer
survey, there is no reason to expect that this period of time is shorter in this country, and in
addition to this, Siminn customers are less likely to switch than customers of its competitors.

In the light of the above it is the conclusion of the PTA that varying Mila tariffs result first
and foremost from cost factors rather than that market conditions differ significantly between
areas.

6.5.6 Other aspects, including marketing policy, marketing behaviour, the service
offer, quality of connections and nature of demand by area

Mila states that there is a difference in service offered by area, as Mila offers 1 Gb/s speed in
the areas with effective competition, but only 500 Mb/s outside them.
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The position of the PTA

This is not an entirely true assertion from Mila that the company only offers 1 Gb/s speed in
the areas that Mila defines as competition areas. Mila offers 1 Gb/s speed more widely, e.g.,
at Snaefellsnes and Skagafjordur. The fact that Mila rather offers 500 Mb/s in the countryside,
where the company offers fibre-optic, and not 1 Gb/s as in the Capital City Area, does not
indicate in the opinion of the PTA that competitive conditions are significantly different
between these areas, such that there is reason to segment geographic markets. One cannot see
that this difference manifests itself in Siminn Group marketing, nor with other service
providers that have access to the Mila fibre-optic network. Neither for service over fibre-
optic, nor for VDSL on a copper network where 50 Mb/s are generally on offer and widely
100 Mb/s where vectoring is applied. The PTA considers that, according to the PTA consumer
survey, where most of those who had access to VDSL considered their connection adequate
for the needs of the household, and this applies even more to 500 Mb/s fibre-optic
connections. The PTA believes that the general user does not make any significant distinction
between 500 Mb/s and 1 Gb/s connections today and that the same will apply during the
lifetime of this analysis, regardless of what may come to pass in the future. In this connection,
one can mention that many other factors have an impact on consumer experience with respect
to performance of network connections, not least capacity of wireless network connections
within homes, which is dependent on very many variables, such as other wireless networks
in the vicinity and the nature and thickness of partition walls in the premises. It should not be
difficult for Mila, and not so costly, to upgrade these connections to 1 Gb/s if and when there
is general demand for this.

Mila commented on paragraphs 539-542, which contains discussion on other factors in price
that NRAs can take into account when identifying potential difference in competitive
conditions between areas. One can find discussion on factors such as marketing policy,
market behaviour, service offer, quality of connections and nature of demand by area. The
PTA considered these factors not sufficiently heterogeneous between geographic areas to
justify separate geographic markets.

It was stated by Mila that the company disagreed with the PTA that there was no difference
between the areas. One had to keep in mind that Iceland was a very sparsely populated
country. Siminn had been subject to obligations and Mila was subject to obligations for single
price for copper local loops across the whole country and for quality level on delivery and
service (Eol). It was therefore not out of the ordinary that customers received the same service
and same quality and price, despite the areas being different, both with respect to costs and
competition. The result of single price across the whole country was that the Group was
shouldering significant costs for the countryside which led to smaller market share in the
Capital City Area. This did not mean that this was a single geographic market.

Mila considered it inappropriate to assess the wholesale market on the basis of how retail
companies differentiated themselves on the market. Both prices at wholesale level and start-
up costs vary by area. Though the price difference at wholesale level was not large, then this
was not the case when it came to start-up costs, i.e., costs for installing connections at users’
homes. In order to react to competition, Mila installed connections at its own cost in areas
with effective competition, while the company did not do that in other areas. The price
difference was therefore more than the PTA appeared to realise.
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It was normal that demand should be similar across the country. Everyone naturally wanted
the best possible connection. Historically, the Group had served the whole country and had
in place an infrastructure that needed renewal. This had nothing to do with competitive
position. Quite the contrary, this impaired the competitive position, as the Group had invested
substantial funds in serving the whole country because of obligations and because it was a
former monopolist incumbent.

The position of the PTA

Mila disagreed with the PTA that there was no difference between the areas. It was not normal
that customers received the same service with the same quality and price, despite the fact that
the areas differed, both with respect to cost and with respect to competitive conditions, when
one had in mind that Iceland was an extremely sparsely populated country, that Siminn had
been subject to obligations and that Mila was bound by obligations for same price on copper
local loops across the whole country and for quality level with respect to delivery and service.

The PTA could not see otherwise than that Mila was thus confirming that customers receive
the same service with the same quality and price across the whole country, where the service
in question was on offer. The PTA considers it to be unlikely that Mila would relax quality
requirements or provide poorer service in the countryside even if wholesale obligations did
not apply to Mila. Siminn is not subject to obligations and nevertheless provides good service
across the whole country.

Then Mila considers that the result of single price across the whole country was that the
Siminn Group was shouldering significant costs for the countryside which led to smaller
market share in the Capital City Area. This did not mean that the whole country was a single
geographic market.

The PTA does not consider that the Mila market share is lower in the Capital City Area than
in the countryside solely because the company’s copper local loops are priced in the same
manner across the whole country. At many locations in the countryside, there was no other
network than that of Mila on offer, which meant that the Mila market share at such locations
was to all intents and purposes, 100%. Where another network is on offer, as for example in
the operational territory of GR and Tengir, the Mila market share is by the nature of things,
smaller. The PTA has come to the conclusion that despite the fact that competition in certain
municipalities is more than in others, there is not such a difference in competitive conditions
between areas that it would justify geographically segmented markets, but only lighter
obligations between areas.

Mila considered it inappropriate to assess the wholesale market on the basis of how retail
companies differentiated themselves on the market. The PTA also precisely considers that
alleged varying competitive conditions between areas needs to be reflected in such a manner
with respect to consumers that they perceive a significant difference by area with respect to
factors such as price, quality, characteristics and nature of service, promotional and sales
policies of electronic communications companies etc., that justifies geographic segmentation
of markets.

Mila states that both prices at wholesale level and start-up costs vary by area. Though price
difference at wholesale level was not large, this was not the case when it came to start-up
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costs, i.e., costs for installing connections at users’ homes. In order to react to competition,
Mila installed connections at its own cost in areas with effective competition, while the
company did not do that in other areas and for this reason the price difference was greater
than the PTA appeared to realise.

Here, Mila is admitting that price difference at wholesale level is not large, but that it is if the
difference in price of connecting to end users is also kept in mind. With respect to the price
for connecting to fibre-optic local loops, reference is made to the reply to the comment on
paragraph 527 of the preliminary draft here above. In the opinion of the PTA, it is not a tipping
point with respect to whether the market should be segmented geographically or not that Mila
on-site service is less expensive in the immediate environment of the company’s operational
sites, when the service market is the whole country, and reference is made to the PTA answer
here above in Section 6.5.5.

Then Mila said that it was normal that demand should be similar across the country. Everyone
naturally wanted the best possible connection. Historically, the Group had served the whole
country and had in place infrastructure that needed renewal. This had nothing to do with
competitive position. Quite the contrary, this impaired the competitive position, as the Group
had invested substantial funds in serving the whole country because of obligations and
because it was a former monopolist incumbent.

The PTA considers that this Mila comment supports the conclusion that competitive
conditions between areas in this country are not sufficiently heterogeneous to justify
segmented geographic markets, but only imposition of varying obligations by area. There
Mila is explaining why demand is the same across the whole country and is not attempting to
demonstrate that it differs between areas.

6.6 Conclusion with respect to geographic definition of the wholesale
market for local access with fixed connection (Market 3a)

Vodafone wholeheartedly agrees with the PTA position that the geographic definition of the
markets in question is the country as a whole. As is stated in the draft, there are no known
examples from Europe that the existence of only two networks, including the network of the
former monopolist, had justified geographic measures on the relevant market. Simply for this
reason, all attempts by the Siminn Group to force narrower geographic demarcation than the
country as a whole should be rejected. On the other hand, one cannot avoid making a comment
on the PTA plans to use as a criterion for areas with more competition that the following 3
conditions be fulfilled. That is to say:

1. That there is a fibre-optic network that competes with Mila in the relevant area, which has
distribution to at least 75% of households and companies.

2. That the Siminn market share on the retail market for broadband service is under 40%.
3. That the Mila market share in leasing local loops is under 50%.

The only PTA arguments for these criteria was that they were in accordance with the BEREC
guidelines. No examples were however mentioned from Europe where these criteria have
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been applied, so it seems that they are home-made. In the opinion of Vodafone, the PTA does
not have authority to apply anything other than Icelandic law when deciding whether to
impose obligations on access to networks and service. The criteria that the PTA is obliged to
apply are listed exhaustively in paragraph 3 of article 28 of the Electronic Communications
Act. It could not be seen that appropriate grounds could be found in the provision, for the
home-made criteria that the PTA plans to use. Vodafone objected to the plans to withdraw
access obligations in those areas that the PTA had defined as areas with effective competition.
In other respects, Vodafone supported the PTA plans to maintain and tighten obligations that
were intended to be imposed on Mila.

The position of the PTA

It seems to the PTA that Vodafone has misunderstood PTA plans. The PTA does not plan to
segment geographic markets in this country, but only to decide on varying obligations by
areas with little or no competition on the one hand and areas with more competition on the
other. The PTA is thus not accepting Siminn’s “attempts” to force a narrower geographical
demarcation than the whole country, but the matter rather revolves around the implementation

of obligations.

The PTA also rejects that the only arguments provided by the Administration for criteria for
selection of areas for further analysis is the BEREC common position with respect to
geographic analysis from 2014. The PTA also took into account the ESA recommendation on
the relevant markets, ESA guidelines on market analysis and the main principles of European
competition law, having taken into account the circumstances in this country. It is completely
wrong when Vodafone says that there are no precedents for such criteria in Europe. It is
sufficient to refer to the detailed PTA discussion on precedent from Europe in Appendix Al.

The PTA furthermore follows Icelandic law in all respects, and in article 16 of the Electronic
Communications Act it is stated that the PTA shall define geographic markets in accordance
with the main principles of competition law and obligations pursuant to the EEA agreement.

Mila objected to the conclusion in the PTA preliminary draft with respect to geographic
analysis, as badly researched and in reality, incorrect. One could not come to any other
conclusion than that there were strong indications, both with respect to the structure of the
relevant Markets 3a and 3b and behaviour of parties to the market, that significantly differing
competitive conditions pertained between the 3 areas, i.e., where there was effective
competition, where one party operated a fibre-optic system and areas where fibre-optic
system would not be on offer during the lifetime of the analysis. With reference to this, there
was thus every reason for the PTA to review its preliminary assessment in this respect and
segment the relevant service markets into a number of geographic markets.

In this connection, the PTA could easily take account of foreign precedent, where markets
had been divided, see case from ANACOM in Portugal from 2016 (PT/2016/1888-1889)
where cities had been defined as having effective competition areas where specific conditions
were fulfilled, including when there was one other operator with a system which had more
than 50% distribution within the area and with market share “MEQ” at retail level of under
50% within the city in question. Mila considered that this condition could be applied in a
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relatively easy manner to the circumstances that pertained in this country where GR and
Tengir operated in competition with Mila on the market for fibre-optic. More examples could
be mentioned from the Analysys Mason report.

The position of the PTA

The PTA rejects that the PTA geographic analysis is badly researched and in reality, incorrect.
On the contrary, the PTA decision is supported by a very detailed geographic analysis, much
more detailed than the Administration has ever embarked on before. The conclusion of the
geographic analysis is furthermore correct in the opinion of the PTA, given competitive
conditions in this country and expected development during the lifetime of the analysis.

The PTA reiterates that in this country there is no separate market for fibre-optic, as the
Administration has come to the conclusion that there is still substitutability between copper
and fibre-optic networks on the relevant wholesale markets and related retail market.

The PTA does not agree with Mila that there are strong indications that significantly differing
competitive conditions pertain between 3 specific areas in this country, i.e. 1) where effective
competition pertains, 2) where one party operates a fibre-optic system and 3) where a fibre-
optic system will not be offered during the lifetime of the analysis. Here above, the PTA has
argued why the PTA selection of areas for further analysis, which is based on specific
objective criteria, is appropriate and suitable given the competitive conditions in this country
on the relevant wholesale markets. The above specified division of areas into 3 by Mila is not
compatible with the methodology. One has to take many more factors into consideration than
the distribution of fibre-optic networks and market share alone, which relate to market
structure Among other things, it is important to take into account the behaviour of parties to
the market, with respect to aspects such as pricing, service offer, quality, marketing, etc., not
least at retail level, where the user experience is analysed. For factors that are categorised
under market structure to lead to demarcation of geographic markets, variety in structure
needs to lead to specific behaviour of parties to the market, which differ significantly between
areas. This is not the case on markets in this country.

Mila notes that the PTA could have taken foreign precedent into account, as geographic
markets have been segmented, for example in Portugal. The PTA has precisely examined

foreign precedent in some detail and among other things, explained most of them in Appendix
Al.

When the above specified precedents are examined, it comes to light that the case in question
in Portugal from 2016 is not at all typical for the criteria that the NRAs in Europe have applied
in geographic demarcation of markets on the relevant wholesale markets. The PTA points out
that the precedent in question, where the conclusion was reached with respect to one criterion,
that two networks were sufficient, only applies to market 3b not 3a. There is no example in
Europe of only two networks, including the network of the monopolist incumbent, are
considered to suffice for it to be justifiable to segment geographic markets. ANACOM placed
very strong emphasis on access to ducts and conduits for some considerable time, in order to
strengthen infrastructure competition. Such access has not been particularly common in this
country. When the ANACOM analysis in question was made in 2016, the SMP operator had
barely commenced fibre-optic rollout. The PTA therefore considers it not possible to apply
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this Portuguese case to the circumstances pertaining on the relevant wholesale markets in this
country.

Mila refers to Section 4 in the Analysys Mason (AM) report from 1 July 2020. It was stated
there that EU states were faced with varying circumstances and had chosen various routes in
geographic analysis of markets. Here one could mention Portugal, United Kingdom and
Spain. Similar routes could be chosen here in Iceland.

In the case of Portugal, ANACOM had differentiated competitive areas and areas where there
was no competition. Municipalities belong to competitive areas if 1) there were at least two
competitors MEO that had more than 50% distribution of next generation networks (fibre-
optic or cable systems) or 2) that there was one competitor MEO that had more than 50%
distribution of next generation networks (fibre-optic or cable system), and a retail department
MEO under 50%. About 56% of the inhabitants of Portugal belong to areas where competition
pertained. It was possible to apply the latter condition to Iceland, where GR and Tengir
compete with Mila on the local loop market.

Reference was then made to the UK case, where Ofcom had in January 2020, published a
consultation document, entitled “Promoting investment and competition in fibre networks —
Wholesale Fixed Telecoms Market Review 2021-2026". With respect to local loop Market
3a, it was planned to segment two geographic markets, i.e., 1) a market where there was
already some distribution of electronic communication networks on commercial terms by
competitors of Openreach, or that such would be financially feasible in the future and 2) a
market where it was unlikely that distribution by Openreach competitors would take place in
the future on commercial terms.

Ofcom thus took future development into account, i.e., did not apply existing distribution of
networks or market share statistics, but concentrated on regulation that supported the policy
that had been formed, i.e., distribution of high-speed networks on commercial terms. This had
taken place in reality in Iceland, see GR and Tengir. Circumstances in the United Kingdom
were in many ways different from circumstances in Iceland, as Openreach had been separated
from BT and only operated at wholesale level under a strict non-discrimination obligation
(Eol), not unlike the Settlement between the Siminn Group and the Competition Authority.

AM finally referred to the case in Spain from 2016. In that case, CNMC had analysed 66
municipalities (35% of Spain’s population) on Market 3a, where competition pertained on a
market for next generation networks (fibre-optic or cable system). There needed to be at least
3 networks that all had over 20% distribution in the municipality. This was a forward-looking
methodology where existing distribution could be very small.

On Market 3b for homes, CNMC had analysed 758 telephone exchanges (60% copper local
loops) that constituted a competitive market. These were the telephone exchanges where at
least two competitors of Telefonica each had at least 10% market share in retail, and where
the Telefonica share was less than 50%.
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The position of the PTA
The PTA refers to the Administration’s reply here immediately above to the Mila comment
and reference to the above specified case in Portugal from 2016.

With respect to the UK case from January 2020, which is a consultation document, so those
plans have not become a reality and it is impossible to predict whether they will become a
reality. Then there is the fact that the UK is no longer in the EU, nor in the EEA market. The
status of fibre-optic rollout in the UK is furthermore quite different and worse than in this
country, such that competitive conditions are not at all comparable. The PTA is not aware
that any state in the EEA has taken the route prescribed by this plan. It is therefore not possible
to see this as precedent that could apply in this country.

With respect to the Spanish case, 3 networks are needed for an area to be segmented
geographically on Market 3a. This is in accordance with what the PTA has previously said
that no precedent can be found in Europe, where two networks have sufficed for such
segmentation on that market.

Mila stated that with respect to whether an area could be considered to have more
competition, the PTA had applied the previously specified 3 conditions that needed to be
fulfilled in the relevant municipality, i.e. 1) that there is a fibre-optic network that competes
with Mila in the relevant area, which has distribution to at least 75% of households and
companies, 2) that Siminn market share would be under 40% on the retail market for
broadband service and 3) that Mila market share in local loop lease was under 50%.

Mila pointed out that the requirement for 75% distribution of other networks was very strict.
In Portugal, the criterion was for example 50% distribution of another network. In Denmark,
the reference was 75% distribution to homes and companies were thus not included. This
clearly meant that the distribution requirement there was in reality in the range of 50-60% of
homes and companies.

The position of the PTA

It is true when Mila says that in its preliminary assessment, the PTA proposed 3 conditions
for Market 3a, but only the two first mentioned on Market 3b. Subsequent to consultation on
the preliminary assessment and the subsequent additional consultation, the PTA proposes to
withdraw the third condition on Market 3a, i.e. that which relates to a specific Mila market
share, and to relax condition number 2 on both markets such that the reference would be 50%
Siminn market share instead of 40%. With this, the number of municipalities increased that
belong to areas with more competition, from 6 on Market 3a and 7 on Market 3b to 17 on
both markets. This meant that area today covered municipalities where about 70% of the
country’s inhabitants lived.

In the light of the fact that in this country the requirement is only two networks, including the
Mila network, the PTA considers it not appropriate to reduce the condition that the network
of the Mila competitor had to achieve 75% distribution. The PTA reminds that in Europe the
reference has always been at least 3 networks on Market 3a and there are very few examples
of only two networks being considered adequate on Market 3b.
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With respect to the Mila reference to the Danish precedent, the PTA does not agree that the
impact is as the company states. Distribution needs to have achieved 75% of homes. The
inclusion of companies in this country for which a normal household connection suffices,
cannot be more burdensome in the opinion of the PTA, as it is clear that a large proportion of
companies have access to fibre-optic connections and electronic communications companies
generally strongly emphasise fibre-optic rollout to them.

Mila said, with respect to linking Mila obligations among other things to Siminn retail share,
that Siminn was an independent legal entity and was among other things, bound by detailed
conditions from the Competition Authority. Given the meaning of paragraph 5 of article 45
of the Media Act, including in the light of administrative and case law precedent, one could
expect Siminn to enter into other electronic communications networks with its service during
the lifetime of the analysis.

Mila also considered it most inappropriate to take into account Siminn market share on the
retail market for Internet service when assessing Mila market strength on geographic parts of
local loop Market 3a, where Mila clearly had a minority of local loops.

In many instances, Mila collected local loop charges for municipalities that requested that
Mila do so. This was done for a minimum fee, generally about 10% of the charge. This could
in other words not be considered a Mila strength on the local loop Market 3a in a specific area
when Mila collected local loop lease from Siminn for the owner of the system, which then
collected a line charge from the end-user. Mila was not the owner of the fibre-optic and only
received a low fee for collecting the local loop lease charge.

The position of the PTA

While Mila was a subsidiary of Siminn, the PTA considered it unavoidable to apply a specific
Siminn market share in the choice of areas for further analysis, in addition to the above
specified criterion on a specific distribution of a network of a competitor of Mila. In the
opinion of the PTA, it is irrelevant that Siminn is an independent legal entity, as the PTA
considers Siminn and Mila to be a single economic unit in the understanding of competition
law. Nor does it matter that Siminn is subject to conditions from the Competition Authority,
subject to the Settlement between the Siminn Group and the Competition Authority, as those
conditions do not have much weighting with respect to selection of areas for further
geographic analysis in this market analysis. Then the PTA points out that the Administration
has now decided to increase the criterion with respect to Siminn market share to 50% from
40%, which significantly increases the number of municipalities in the category of areas with
more competition.

The PTA furthermore considers that the provisions of paragraph 5 of article 45 of the Media
Act have no relevance here. The fact that Siminn has now made an agreement on bitstream
access to the GR fibre-optic network was among the factors that the PTA took into account
when it decided to increase the above specified boundary from 40% to 50%. The agreement
in question can, on its own, in the opinion of the PTA, not justify completely retracting the
application of a specific Siminn market share on a related retail market. The PTA considers
that competitive conditions where Siminn has more than 50% market share, do not give any
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reason to slacken in any way the obligations. The PTA also reminds that the Administration
has retracted the application of a specific market share for Mila in this analysis but notes that
it is not inconceivable that this condition will be applied in the future, for example if Siminn
should sell Mila.

The PTA does not understand the purpose of the Mila comment that in many instances Mila
collects the local loop charge for municipalities that so request, and that this cannot be
considered a strength of Mila on Market 3a in specific areas when Mila collects local loop
lease from Siminn for the owner of the system, which then collects a line charge from the
end-user. Then Mila stated that it was not the owner of the fibre-optic and only received a
low fee for collecting the local loop lease charge. Obligations will solely rest on fibre-optic
local loops operated by Mila, and market share is only calculated on this basis.

Mila said that the condition for Mila market share in local loop lease being under 50%, did
not take into account that because of sparsity of population and of how extensive the areas
were, the market would not support more than two local loop networks, though the PTA
actually admitted in its analysis that this was the case. Under such circumstances, it was clear
that one of the two parties would always have over 50% market share.

It was in fact clear, that this PTA requirement of the above specified 3 conditions was such,
and even presented for that purpose that a situation was structured where competitive
conditions could almost never be considered to pertain. This methodology in the opinion of
Mila would never stand up to closer inspection.

The position of the PTA

Subsequent to national consultation on the preliminary draft and additional consultation, the
PTA decided for the time being to retract the condition that municipalities categorised under
areas with more competition, and thus lighter obligations, had a specific market share on
Market 3a. There was no provision for such a criterion on Market 3b.

The PTA rejects that the criterion presented by the PTA in the preliminary draft had been of
this nature or put there for the purpose of structuring so that competitive conditions could
almost never be considered to pertain in such a manner that there was reason to segment
geographic markets or to apply lighter obligations in specific areas. Since the preliminary
draft was submitted, the PTA has announced plans to relax somewhat the criteria in question,
as previously explained. The conclusion of the PTA geographic analysis in this instance is
however that competitive conditions between the two areas are not sufficiently heterogeneous
to justify segmented geographic markets, but the PTA considers there to be reason to apply
lighter obligations in the area where more competition is deemed to pertain.

Mila criticised that the PTA should not take into account likely development during the
lifetime of the analysis. The following figure shows how Mila considered that the company's
market share had developed from 2014 to 2019 in the GR area, and how the company
considered that it would develop in the coming years.
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As one could see, the Mila market share was none in fibre-optic in 2014 but was about 33%
today and expected that it would be about 38% in the year 2026. The market share in copper
would develop in the opposite direction, i.e., it was 67% in 2014, was about 19% today and
would progress to 0% in the year 2026. In the figure one can also see that the Mila market
share on the local loop market was about 67% in total in 2014, was about 49% today and
would be about 38% in 2026. Mila considered it clear that GR had SMP in its operational
territory, regardless of whether one considered fibre-optic on its own or combination of
copper and fibre-optic.

As one can see from the figures specified below, the trend was that Mila market share on the
local loop market would have dropped to well under 40% in those municipalities where
Tengir offered service:
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The position of the PTA

The PTA totally rejects that it had not endeavoured to make a prediction on likely
development of market share during the lifetime of the analysis in its preliminary draft.
Subsequent to national consultation, the PTA gathered detailed data from electronic
communications companies with the intention in mind to endeavour to predict likely
development in a more reliable manner. The PTA has thus updated its projection in the revised
draft (Appendix A), and in addition to this the PTA has here above answered various
comments from the Siminn Group that relate to this issue. It was stated there that the PTA
allowed for the Mila market share on the relevant wholesale markets being well over 50% on
both markets in question at the end of the lifetime of the analysis, i.e., at end of year 2023.
Reference is made to this discussion, as well as to Chapters 6 and 7 of Annex C.

It proved most difficult to get detailed distribution projections from Mila, which can have a
significant impact on development of market share on the relevant wholesale markets, and
the company could only, in October 2020, provide the Administration with statistical
information on planned funds that the company intended to use for fibre-optic rollout during
the coming years, but not estimated quantities, and certainly not a breakdown of quantity
figures by individual municipality. Mila could in fact not even provide the PTA with such
information for the year 2021, the PTA had not received the information in question at the
end of April 2021, despite repeated requests to that effect. This means that, along with many
other uncertainties, that PTA projections on development of market share during the lifetime
of the analysis on the relevant wholesale markets cannot be very exact, and no better than the
information that the Administration receives.

The PTA however does not agree with the figures presented by Mila in its comment on market
share today, market share in the future or in Mila projections. The PTA reiterates that the
lifetime of this analysis is not until end of year 2026 as Mila seems to assume. The PTA does
not expect that the lifetime of the analysis will be longer than 3 years, even shorter if there
are substantial changes on the relevant wholesale markets and/or related retail market, which
is not unlikely as has previously been stated.

Mila states that the company’s market share on the local loop market was 67% in total in
copper and fibre-optic connections in the GR operational territory in the year 2014 and was
49% today. The PTA does not have information on Mila market share in the GR operational
territory in the year 2014, as the PTA has not deemed that the area formed a separate
geographic market. The PTA can however confirm that the Mila market share in the GR
operational territory at end of year 2020, was 53% on the relevant market. The Mila market
share was 83% at end of year 2013 on the local loop market at national level. The market
share on the bitstream market was 65% at that time. At end of year 2020, Mila market share
had dropped to 57% on both markets. This is the development over a seven-year period, at
the same time as parties like GR and Tengir were implementing substantial fibre-optic rollout
in their areas which is not expected to be as extensive in the coming years as it has been in
recent years.

Mila has also during the lifetime of the analysis currently in force, implemented fast and
vigorous fibre-optic rollout, particularly since 2016. According to information from
electronic communications companies, Mila will implement even more fibre-optic rollout
during the lifetime of this analysis than GR and Tengir, and there will thus be a significant
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levelling in the number of Mila fibre-optics on the one hand and the joint number of fibre-
optics of the company’s competitors on the other hand during the lifetime of this analysis,
and it is likely that the difference at the end of the lifetime of the analysis will be insignificant.

With the above in mind, the PTA considers it extremely unlikely that the Mila market share
on Market 3a will have dropped to 38% on the local loop market (copper and fibre-optic) in
the GR operational territory in 2026, but the PTA reiterates once again that the PTA does not
consider that is a separate and distinct market. As stated here above, the PTA considers that
there is every indication that the Mila market share will be over 50% at the end of this analysis
at end of year 2023. Nor is it inconceivable that the Mila market share may increase during
the lifetime of the analysis from its current size, e.g., if large customers that are mostly on the
GR network today, switch to a larger degree or totally to the Mila network. According to
information that the PTA has gathered from parties to the market, this is not out of the
question.

Then Mila says that the Mila market share in fibre-optic is 33% in the GR operational
territory. At the end of 2020 that market share was 34% in the GR operational territory and
32% at a national level, and one can expect this share to increase during the lifetime of the
analysis, among other things because of substantial investments by Mila in recent years and
months in fibre-optic rollout, because of plans for vigorous continuation of such development,
because of the efforts that have been made towards increasing fibre-optic connections at the
cost of copper connections and if large service providers increasingly move from the GR
network to the Mila network. The PTA states however, that it is the conclusion of the
Administration, that there is still substitutability between copper and fibre-optic connections,
which means that it is the total market share for these technical solutions that are important
in this context.

It is not true that market share in copper is only 19% in the GR operational territory today.
The reality is that the percentage of total local loops was 36% at end of year 2020 at a national
level and 28% in the GR operational territory. In 2018, the number of fibre-optic connections
exceeded for the first time, the number of connections over copper, see figure below for share
of technical solutions for always-on internet services:
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In the light of information on distribution plans of electronic communications companies
throughout the lifetime of this analysis, which is estimated at end of year 2023, the PTA
considers that the gap will continue to widen between the above specified technical solutions.
The PTA considers, however, that is not likely that this will happen at the same speed as in
recent years, among other things because of the rather modest fibre-optic rollout plans of
parties like GR, Tengir, Snerpa and Austurljoés, and the fact that the main effort in
decommissioning the Mila copper system will be after the end of the lifetime of this analysis
and that Mila will first and foremost close copper systems in the lifetime of the analysis where
the company itself has fibre-optic. The PTA expects that the proportion could have reached
75-80% fibre-optic at a national level against 20-25% in copper at end of year 2023.

Mila says that it is clear that GR has SMP in its operational territory, regardless of whether
one considered fibre-optic on its own or combination of copper and fibre-optic. As previously
stated, the PTA considers that there is substitutability between copper and fibre-optic. So, it
is the total market share of copper and fibre-optic that matters in this context. The PTA has
also come to the conclusion that there is no reason to segment geographic markets, so it is the
market share at a national level that matters. At the end of 2020, the Mila market share was
57% on the relevant market at national level. One should note that the GR market share was
36% and Tengir had 5% at the same time. The Mila market share was 57% on Market 3b at
a national level. In addition to the clear indications given by market share figures, there are
many other factors that indicate a strong Mila position on the relevant markets, and these
factors will be explained in more detail in Sections 8 and 9 in the revised draft market analysis
(Appendix A). It is the PTA conclusion that GR does not have SMP on Market 3a and 3b in
this country but rather, Mila.
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Mila refers to Section 4 in the Analysys Mason (AM) report from 1 July 2020. There it was
stated among other things that the PTA had not, in an adequate manner, examined the
possibility of segmenting the country into areas where competitive conditions on the fibre-
optic market differed significantly and would continue to do so.

There were two fibre-optic networks in areas where approximately 40-55% of the nation
lived. This competition had already led to significant distribution in these areas, high speed,
low price to end users and higher uptake of the service, without any kind of obligations on
the networks in question. This was a positive result for inhabitants in this country and
something that one should encourage. There was an opportunity to allow competition to
flourish for this large proportion of citizens, which could lead to Iceland being a world leader
in high-speed connections. It was likely that the copper system would be decommissioned in
these areas as time progressed.

For the other 30-35% of the nation, one FTTH network would be on offer, which could be
owned by GR, Mila, Tengir or municipality. In such areas there would in fact be a monopoly
for the local network operator on either Market 3a (e.g., where the party in question leased
dark fibre) or on Market 3b (if bitstream was only on offer, see e.g., GR). This local party
would enjoy a very high market share and could have SMP, in a specific area or areas, though
those parties that had received state aid offered access. The party with such local monopoly
would normally not be Mila, as GR and Tengir have jointly much greater fibre-optic
distribution than Mila. The copper network would be decommissioned in many such areas. If
not, it would exert competitive pressure on the fibre-optic party.

The position of the PTA

AM states that the PTA had not, in an adequate manner, examined the possibility of
segmenting the country into areas as competitive conditions on the fibre-optic market differed
significantly and would continue to do so. AM assumes here that there is no longer
substitutability between copper and fibre-optic, but as the PTA has repeatedly stated, the
Administration does not agree with that. Reference is made to Sections 3 and 4 here above,
to the same sections in the revised analysis (Appendix A) and Appendix C, in support of this.
On the contrary, the PTA investigated in a very detailed manner, whether there was reason to
segment geographic markets on the relevant wholesale markets, given that there was
substitutability between copper and fibre-optic, but came to the conclusion that competitive
conditions between areas were not sufficiently heterogeneous to justify this. The PTA also
considers that development of fibre-optic networks during the lifetime of the analysis will be
such that the greatest increase will be with Mila and that there will be a significant levelling
between the Mila fibre-optic network and the networks of competitors.

AM refers to infrastructure competition having led to significant deployment of fibre-optic
networks and high uptake of these networks, without any kind of price obligation on the
networks in question. This is something that the PTA should continue to encourage.

The PTA points out that in the last analysis, Mila fibre-optic rollout had hardly commenced,
which had been the single main reason why the PTA had not imposed a price control
obligation on Mila fibre-optic. At the end of 2020, Mila had deployed fibre-optic to about
77,000 spaces (homes and companies) of 163,000 spaces at national level. Mila has stated
92.000 spaces but acknowledged the company could not allocate all connections to homes or
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business. The investor report for Q2 2021 states that Mila’s FTTH network reached 100.000
homes in the quarter. As mentioned earlier, there is probably a considerable underestimation,
and it is probable that the number of homes reached was around or over 90,000 at this time.
As previously stated, the PTA expects most distribution during the lifetime of the analysis to
be done by Mila. Because of the above specified facts, and in the light of potential and actual
competition problems that the PTA identified on the relevant wholesale markets, the PTA
considered that it could not do other than prescribe an obligation for price control on the Mila
tariff for fibre-optic in its preliminary assessment. There the PTF proposed that an obligation
for cost analysis be imposed on Mila fibre-optic. Subsequent to consultation on the
preliminary draft and an additional consultation, the PTA considered it more appropriate to
impose on ERT obligation on Mila, as has been previously argued in Sections 10 and 11 on
obligations later in this document, and in the same sections in the revised analysis (Appendix
A) and in Appendix C.

Then AM says that for about 30-35% of the nation there will only be one fibre-optic network
on offer, which would not in all instances be owned by Mila. This would be a monopoly
situation. In the light of the fact that the PTA had come to the conclusion that there was still
substitutability between copper and fibre-optic, the PTA considers that there will not be
monopoly in areas where there are competitors to Mila, or where they have fibre-optic and
Mila does not, during the lifetime of the analysis, to any significant degree. Mila has copper
networks at those locations, and the PTA does not consider it likely that Mila will close them
in any significant numbers during the lifetime of the analysis, but first and foremost will close
copper networks where the company itself has acquired fibre-optic. In the opinion of the PTA,
it would only be in very sparsely populated rural areas, which would not have an impact on
the big picture of this market analysis. Monopoly will however pertain in areas where no
party other than Mila operates a fibre-optic network.

Mila refers to paragraph 557 in the preliminary analysis where it is stated that instead of
embarking on a detailed and time-consuming assessment of competitive conditions in each
municipality in the country, and they are 72, the PTA considered it to be a more useful and
appropriate method to define clear criteria on how to group the areas, i.e. on the one hand into
areas with little or no competition and on the other hand into areas with more competition.
Given the situation in this country, the PTA considered it important to base such grouping on
more than one criterion. In accordance with the BEREC common position 2014, the PTA
considered that it should not matter whether the area in question was operational territory of
GR or Tengir for it to be possible to group them together, if competitive conditions were
homogeneous between the municipalities in question.

Mila said that it disagreed that it should not matter whether the area was GR or Tengir
operational territory. Mila pointed out that GR was 100% owned by a party in the public
sector, as Tengir was in part.

The position of the PTA

The PTA states that the country's municipalities are 69 in total, after 4 municipalities in East
Iceland, i.e., Fljotsdalshérad, Seydisfjardarkaupstadur, Djapavogshreppur and Borgarfjardar-
hreppur merged in Mulaping in the spring of 2020.
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Mila considers that the PTA should rather have categorised areas for geographic analysis
according to operational territory of GR and Tengir, than define specific criteria. Here above,
where there is discussion on selection of areas for more detailed analysis, the PTA has
supported its methodology with arguments and reference is made to that. The PTA reiterates
that competitive conditions within the GR operational territory and within the Tengir
operational territory had not been sufficiently homogeneous for it to have been possible to
take the route suggested by Mila. The PTA also points out that after the changes that the PTA
made to the criteria in the additional consultation, by far the largest part of the GR operational
territory belongs to an area with more competition. Furthermore, ownership of GR and Tengir
does not affect the methodology that was chosen to decide which criteria are most appropriate
when selecting areas for more detailed analysis.

Mila refers to paragraph 562 in the preliminary draft, where there was an explanation of the
3 criteria that the PTA plan to apply in connection with a decision on areas with more
competition on Market 3a.

Mila did not understand why the PTA chose to apply the strictest conditions that could be
found in Europe. Many countries applied 50% when it came to market share of related retailer.

The position of the PTA

The PTA points out that the Administration has, subsequent to consultation on the preliminary
draft and to additional consultation, decided to increase the reference proportion for Siminn
market share from 40% to 50%. The PTA also plans to withdraw the application of a specific
Mila market share on Market 3a, and such a condition was not allowed for on Market 3b in
the preliminary assessment. The PTA totally rejects that the PTA applies the strongest
conditions to be found in Europe. Many European states apply, for example 40% market share
in retail. But as in this country there is generally only one competitor to Mila in each area, in
instances where there is such a party, the PTA considers it important to apply a rather high
distribution proportion of the network of a party other than Mila, i.e., 75%.

Mila refers to paragraph 564 in the preliminary draft, where it is stated that when these 3
factors are taken together, then the municipalities of Reykjavikurborg, Seltjarnarnesbeer,
Skutustadahreppur, Svalbardsstrandarhreppur, Grytubakkahreppur and Tjorneshreppur were
those where all 3 conditions were fulfilled.

If postcodes were used for the conditions in question, along with accurate basic data on
distribution of fibre-optic networks, the conclusion of this test would change considerably. If,
in addition, the decommissioning of PSTN and copper and the existing agreement between
municipalities and the Icelandic state on fibre-optic rollout were taken into account, then there
would be even more in the group. Finally, if a forward-looking approach on development
during the lifetime of the analysis were applied, the increase would be even greater.
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The position of the PTA

The PTA refers to prior answers and detailed arguments here above with respect to why the
PTA considers that municipality boundaries are more appropriate and suitable criteria for the
geographic analysis.

The PTA can agree that the results of the test might have been, by the nature of things,
somewhat different if postcodes had been used instead of municipality boundaries. Postcodes
and municipality boundaries are not harmonised except to a very small degree, and there are
significantly more postcodes than municipalities. It would probably have been the case that
more sparsely populated rural postcodes would fulfil the 75% distribution requirement for a
network other than that of Mila. On the other hand, the reality is that the Siminn market share
is generally very high in rural areas and at the vast majority of locations is over 50%. More
specifically, Siminn has over 50% market share in the retail market in 48 municipalities out
of 69 in the country and on average over 60%. For this reason, the PTA cannot agree with
Mila that such a methodology for selection of areas would have changed the final conclusion
to any significant degree.

Subsequent to consultation on the preliminary draft and additional consultation, the PTA has
decided to review the list of municipalities that are classified as areas with more competition
and to do this on an annual basis throughout the life of the analysis. In this way, taking
development on the relevant wholesale markets into the equation will be built-in to the
methodology. It is for example very difficult for the PTA to predict what impact the Siminn
decommissioning of the PSTN voice telephony service, and the Mila decommissioning of
copper local loops will have during the lifetime of the analysis. The newly published Mila
plans for decommissioning the company's copper system are for example, very general and
cover the coming 10 years, and in addition to this Mila states itself, that the plan is subject to
considerable uncertainty. Mila has furthermore informed the PTA that subsequent to the
transfer of specific assets and operations, from Siminn to Mila at turn of year 2020/2021. For
this reason, the PTA considered it more appropriate to use such an inbuilt annual review of
the list of municipalities categorised for lighter obligations, than to endeavour to predict
various developments during the coming years with sufficient certainty, without having for
that purpose, sufficiently reliable data, among things from Mila.

Mila refers to paragraph 566 in the preliminary draft, where it is stated that Mila was generally
very strong in areas outside the 6 municipalities in question, i.e. over 50% and up to 100%
market share. Mila’s position was furthermore fairly strong within the 6 municipalities. The
Mila market share was approximately [...] in the whole of GR operational territory and [...] in
Tengir operational territory. Over the whole country, the Mila market share was 63% of the
market in question.

Mila considered the PTA was not analysing the market properly, according to guidelines on
implementing such analysis. Mila considered that the fundamental rule was to examine
development on the market for the lifetime of the relevant analysis, and not to look backwards
or take static status of the market. In this way, the PTA was not taking into account that during
these years, the decommissioning of the largest part of the copper system would take place
and that Siminn also intended to close their PSTN voice telephony system in the first quarter
of 2021. This would mean that about [...] local loops would disappear from the Mila system.
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It was not unlikely that Vodafone would also decommission its PSTN system during the
lifetime of the analysis, which meant about [...] additional local loops. In this way, copper
local loops would decrease by about 20,000 in the next 1-2 years. The PTA did not take these
changes into account which would mean significant loss of revenue for the Siminn Group and
would diminish the Mila market share significantly on the local loop market. Mila would thus
not have a local loop system in large parts of the country.

The position of the PTA

As has previously been stated, the PTA for the time being, has retracted the application of
50% Mila market share on Market 3a and such a criterion was not present for Market 3b in
the preliminary assessment. Now the requirement will only be a specific distribution of fibre-
optic networks of Mila competitors and a specific Siminn market share on the retail market.

The PTA then reiterates that subsequent to the additional consultation the PTA had decided
to revise the annual list of those municipalities that are categorised as areas with more
competition, and thus had lighter obligations. The actual development on the relevant markets
will thus be taken into account in this respect, in a direct and regular manner. The PTA
considers this to be a more reliable method than trusting a projection on likely developments
over the coming 3 years, as such predictions are subject to various limitations and can never
be more precise than the information that the PTA receives from electronic communications
companies. The various information that the PTA has recently gathered from Mila, for
example on decommissioning of the copper system and plans for fibre-optic rollout during
the coming years is very general, and rather inexact with little breakdown by municipality.

Mila refers to paragraph 570 in the preliminary draft where it states that it was the PTA
conclusion that it was perfectly clear that effective competition did not exist on the retail
market in question, despite the obligations resting on Mila, pursuant to the PTA Decision no.
21/2014 on wholesale markets for local loops and bitstream access and that the situation on
the retail markets in question would doubtless be worse were it not for the wholesale
obligations in question.

Mila stated that during the period, a Settlement had been in force between Mila, the
Competition Authority and Siminn on separation of the companies. Separation was to ensure
a level competitive situation and full parity of access to all Mila wholesale products. The PTA
assertion appears not to allow for the existence of the Settlement in question and its impact
on the market had not been investigated, and what is more, it seemed to be assumed that it
made no difference.

The position of the PTA

The Settlement in question between the Siminn Group and the Competition Authority, does
not change the fact that efficient competition does not pertain on the relevant retail market.
At the end of 2020, Siminn had more than 46% market share and this has remained almost
unchanged since end of year 2016, and in reality, changed very little during the lifetime of
the analysis in force since 2014. The agreement between Siminn and GR from July 2020,
could easily lift Siminn over the 50% level during the lifetime of the analysis. Apart from the
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high Siminn market share, there is a great number of other factors that indicate the Siminn
dominant position, such as vertical integration with Mila, which is by far the largest party on
the relevant wholesale markets.

The separation between Siminn and Mila, and the non-discrimination obligation Mila refers
to, and which can be found in the Settlement in question, has clearly not changed the situation
to any significant degree. The Competition Authority is furthermore investigating whether
Siminn breached the Settlement in question and considered such to be the case in its decision
in a case that related to English football, see competition Authority Decision no. 25/2020.
According to the PTA information, the Competition Authority is investigating other issues
that could represent breaches of the Settlement in question, and even abuse of SMP. In its
analysis, the PTA discusses in many places the Settlement in question and has not pretended
that it does not exist. The PTA also reiterates that it has not changed the status on the relevant
retail market to any significant degree or led to there being active competition.

Mila refers to paragraph 574 in the preliminary draft, where it was stated that according to
Section 6.5 in the preliminary analysis, it was not possible to identify any difference in Siminn
price policy, nor of the company’ competitors at retail level by municipality. This was also
the case with respect to quality of connections, service offer, marketing policy and the nature
of demand. It was therefore the conclusion of the PTA that there was no significant difference
in competitive conditions on the retail market for broadband service in this country by
geographic area and that the geographic market is therefore the whole country.

Mila drew attention to the fact that when the PTA discussed, price and price policy, the
Administration seems to have forgotten to take into account the start-up and connection
charges that vary greatly between areas. In the GR service area, Mila offered installation of
in-house cables for fibre-optic along with set up of 3 devices in the home, without charge.
Outside the GR service territory, Mila charged for the following, which were included in the
GR areas: in-house cabling at hourly rate, setting up equipment and start-up charge to the
amount of ISK 3166. Mila knew that nor did electronic communications retailers charge for
in-house cabling and set up in the GR areas, while most of them charged for the connection
and setup charge that Mila billed outside the GR areas. It was therefore nonsense to maintain
that there was no price difference in service between areas in the country.

The position of the PTA

With respect to alleged price differences on the retail market in question, the PTA refers to
detailed answers to Mila comments in Section 6.5.5 here above and to the same section in the
revised analysis (Appendix A).

Mila referred to paragraph 576 in the preliminary draft, where it is stated that the first factor
that the PTA examined was whether the access barriers might possibly vary between areas.
Then it had among other things been stated that one could conclude that access barriers for
new entries to the market in question were significantly greater in rural areas than urban, both
with regards to fewer possibilities to leverage economy of scope in developing networks and
also with regards to costs for trunk line connections to provide service across the area. It was
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however necessary to note that fibre-optic had been rolled out in the least populated areas by
many municipalities, often with state support. Mila had however been purchasing and leasing
a large number of such local networks in recent times and one could expect this development
to continue.

Mila stated that here one could identify a misunderstanding by the PTA about trunk line
connections and their impact on the structure of access networks. The Mila purchase and
leasing of countryside networks was however a very small part of deployed networks, which
means that this description is incorrect. It seems that the PTA conclusion is not based on any
real data.

The position of the PTA

It is difficult for the PTA to understand where the alleged PTA misunderstanding might lie,
with respect to trunk line connections and their impact on the structure of access networks. A
party such as GR, has stated that high costs of trunk line connections are the main obstacle to
the company embarking on development outside the company’s existing operational territory.
The PTA has received analogous complaints from more parties, such as for example, Nova
and Snerpa. Trunk line connections belong actually to another wholesale market, i.e., Market
14/2004, which is now being analysed by the PTA. According to the last PTA decision on
that market from 2015, Mila was designated as a company with SMP on that market.

The PTA does not consider that purchase, long term lease or deployment of state aided
countryside networks by Mila is a very small part of deployed countryside networks, but if
Mila means that it is a small part of deployed fibre-optic networks as a whole, then that is
correct. The PTA expects furthermore that such purchase, long term lease agreements or
deployment of state aided countryside networks by Mila could continue throughout the
lifetime of the analysis.

Mila refers to paragraph 580 in the preliminary draft, where the PTA had collected
information on retail and wholesale market shares and distribution of networks by
municipality as of 1 June 2018, 1 January 2019 and 1 June 2019. The figures for the status on
1 January 2020 were expected.

Mila considered the PTA had examined far too short a period of time and that it did not
describe market development well. It would have been most appropriate to examine
development from the year 2014, when the current market analysis came into force, and to
make a prediction about it for the lifetime of the analysis.

The position of the PTA

The PTA first gathered information on retail and wholesale market shares by municipality for
mid-year 2018, then for 31 December 2018 and then for mid-year 2019. Subsequent to the
preliminary assessment going into consultation on 30 April 2020, information was received
for 31 December 2019 and recently PTA received numbers for the end of 2020. The PTA has
now revised the analysis statistics on the basis of the last specified point in time. The PTA
will then gather information on an annual basis by municipality as of each end of year, in the
next instance early in 2022 for end of year 2021.
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It would doubtless be good for the PTA to have such information longer into the past than
mid-year 2018 but given that such gathering of information has been time-consuming and
seems to be very burdensome for most parties to the market, the PTA does not consider it
tenable and in accordance with proportionality to request such information for many years
into the past. The PTA considers that the information that the PTA has at its disposal is
adequate to come to a proper decision in this market analysis. The PTA can’t see how older
information would have changed the conclusion.

Mila refers to paragraph 582 in the preliminary draft, but it is stated that market share had not
changed significantly at the above specified points in time at retail or wholesale level. The
PTA does not expect there to be a significant change during the lifetime of the analysis in this
connection.

Mila said that it was absolutely unclear how the PTA had come to this conclusion in the light
of the fact that the company has lost 20% at national level on Market 3a, since the last
analysis. The company had furthermore lost up to 65% of local loops in municipalities in the
operational territory of GR. The PTA conclusion was therefore incomprehensible and
appeared not to be supported by any data.

The position of the PTA

In the opinion of the PTA, the PTA conclusion is certainly not incomprehensible. This is a
detailed analysis which is well supported by arguments. Of course, nor is it correct that the
conclusion is not supported by data. It is precisely supported by detailed data, among other
things by statistical information for five points in time, broken down by municipality. After
the preliminary assessment was submitted for consultation, the PTA has furthermore gathered
further data from electronic communications companies and among other things,
commissioned a consumer survey. In the opinion of the PTA, these comments speak for
themselves.

The PTA cannot see how it can be unclear how the PTA came to the conclusion that a
company with just under 60% market share should be deemed to have SMP. Even if the
company has lost a about 25 percentage point share during a seven-year period. This makes
3-4 percentage points reduction per year. Mila had an extremely high market share, about
83% at end of year 2013 on Market 3a which had become 57% at end of year 2020. It is
worthy of note that the Mila market share on Market 3b has only fallen by a very few
percentage points during the same period, from 65% to 57%.

One can however find one small municipality in the Capital City Area where Mila market
share is around 35%, while Mila market share across the whole country was 57% at end of
year 2020. The above specified municipality, Seltjarnarnes, which is a small municipality in
the Capital City Area with about 2% of the inhabitants of the Capital City Area'?, is unique
in that GR completed fibre rollout there for well over 10 years ago. For a long time, Mila only
offered copper local loops at that location, though the company has recently commenced
fibre-optic rollout and today has some hundreds of fibre-optic local loops there. It is not

10 From Registers Iceland.

251



unlikely that the Mila position will improve in the municipality in question if and then when,
Mila completes fibre-optic rollout there.

Mila referred to paragraph 586 in the preliminary draft, where it was stated that at wholesale
level it was not possible to identify significantly differing prices between Mila, GR and Tengir
on the relevant market. There was more variation in the prices of the small local players that
had enjoyed state support for their fibre-optic development. In the large picture they have
little significance.

Mila stated that it was not aware of real GR prices, as the company granted fidelity discounts,
but if there was not much difference, that indicated competition in the opinion of Mila. Unit
prices that were provided did not tell the whole story.

The position of the PTA

It was difficult to compare Mila and GR, as neither local loop is provided without bitstream.
The PTA does not agree that comparable prices necessarily indicate effective competition.
One can point out that the Competition Authority has for example deemed that comparable
or almost the same prices of fuel companies in this country have for some time been
considered not to be an indication of effective competition. One also has to examine many
other issues than price, when effective competition is assessed. It is the opinion of the PTA
that effective competition is not in place on the relevant wholesale markets in this country
and refers to discussion on this in Sections 8 and 9 in the revised market analysis and to the
same sections here later in this document.

Mila referred to paragraph 587 in the preliminary draft, where it was stated that Mila
wholesale prices on copper networks on the relevant market were level across the country,
subsequent to price control obligations that were imposed with PTA Decision no. 21/2014.
On the other hand, the Mila wholesale prices for fibre-optic on the relevant market varied to
a small degree between urban and rural areas, about 16-30%, but no obligation was in force
on price control. It is likely that it would also be the conclusion with respect to copper with
Mila if the above specified price control was not in place. It was the assessment of the PTA
that the Mila price difference in question could be explained by varying underlying costs,
among other things because of varying deployment costs, and because of varying economy
of scope between urban and rural areas, rather than by varying competitive pressure between
these areas.

The PTA assertion on price difference between competitive areas and the countryside was
simply wrong. Mila considered that a 16-30% price difference was certainly not insignificant
for fibre-optic local loops, but on the contrary was significant. It was proper to point out that
there was an 80% price difference on GPON bitstream service between competitive areas and
the countryside, i.e., ISK 890 and ISK 1600. One would of course also need to take into
account costs when deciding prices, and the fact that Mila did not charge excessive prices for
fibre-optic local loops shows that the company priced by cost even when pricing was free.
The fact that Mila priced its products by cost, indicates that price control obligations were not
necessary to protect the company’s customers.
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Mila considered that the fact that GR, Mila and Tengir prices were similar, strongly indicated
that there was effective competition. Mila did not in fact have information on the GR tariff,
which was quite normal in the light of the fact that this was a company with greater market
share than Mila in Reykjavik and a company in public ownership. Information could also be
found in the PTA analysis on a difference in the terms that were on offer between GR
competitive areas and other areas.

The position of the PTA

It is a correct comment from Mila that at this time, there was an 80% difference in the price
of Mila GPON bitstream service by area. With changes in the Mila tariff, which came into
force on 1 September 2020, this difference fell to 67% on access option 1 and 48% on access
option 3 but was 17% on market 3a. The price difference is however considerably smaller
when one has in mind that the great majority of external parties purchase both Access Option
1 in bitstream and local loop lease, or. 32.5%. The PTA will correct the text accordingly.

With respect to the difference in GPON bitstream service between areas, it is stated in the
Mila reply dated 22 September 2020 to a query from the PTA, that this price difference can
be explained by cost. It seems, therefore, not to be competition considerations that decide the
price and reference is made to a detailed PTA answer in this connection in Section 6.5.5 here
above. Mila also states in the above specified comment that the fact that “Mila does not put
an excessive price on fibre-optic local loops, showed that the company priced by cost.”

With respect to the Mila assertion that the fact that GR, Mila and Tengir prices were similar,
strongly indicated that there was effective competition, the PTA refers to the answer
immediately here above.

Mila referred to paragraph 590 in the preliminary draft where it was stated that in the opinion
of the PTA, it was clear that the price difference between Telia and local networks in Sweden
was much greater than was normally the case between Mila and local networks in this country,
and in addition, the importance of local networks was considerably less in this country than
in Sweden. Only a few percentage points of users used such underlying networks in this
country against tens of percentage points in Sweden. The Telia market share in Sweden was
only 37% nationwide, while the Mila share was 63% here in this country. This case was
therefore in no way comparable.

In this country, the price in local networks ranged from ISK 0 - 3600. Mila disagreed with the
PTA that there was not a significant difference between Mila and local networks in wholesale.

The position of the PTA

As stated in the paragraph, the weighting of individual local networks owned by
municipalities in the country’s rural areas is not significant in this country, as there are often
very few connections on such networks. The average monthly prices collected by
municipalities are ISK 2.476 ex VAT, on the basis of information the PTA gathered during
the analysis. The PTA has information about very few municipalities that do not collect a
monthly charge for local loops. Examples of such municipalities are Tjorneshreppur,
Fljotsdalshérad and Strandabyggd as well as a local network in Skaftarhreppur owned by
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Digraklettur ehf. but these are small local area networks with only a few dozen connections
each, and therefore do not matter in a large context in the PTA market analysis. Most
municipalities (23 municipalities) collect a charge in the range of ISK 2300-2900 ex VAT.
The Mila monthly price for fibre-optic local loop in rural areas was ISK 2300 ex VAT but
increased to ISK 2480 ex VAT on 1 September 2020. The PTA therefore considers there not
to be much difference between the Mila monthly charges and those of the municipalities.

Mila referred to paragraph 591 in the preliminary draft, where the PTA had explained other
issues that could possibly indicate varying competitive conditions between areas. They
included issues such as marketing policy, market behaviour, service offer, quality of
connections and nature of demand. In short, the PTA found no geographic variation in the
above specified aspects with Mila or with the company’s significant competitors.

Mila pointed out that in a country such as Iceland, where few people lived, it was normal that
marketing policy, service offer, quality and nature of demand were rather homogeneous. In
addition to this, Mila was subject to the non-discrimination obligation, which meant that the
Mila service level was homogeneous with respect to general service and quality. This
however did not at all mean that the Mila position, as an SMP operator, was the same across
the whole country.

The position of the PTA

The PTA can’t see otherwise than that Mila recognises here that marketing policy, service
offer, and quality and nature of demand are rather homogeneous in this country. This is in
accordance with PTA conclusion. The PTA has not maintained that the Mila position is
exactly the same across the whole country, but rather that the difference in competitive
conditions between areas is not sufficiently great to justify segregating geographic markets,
but only justified varying obligations by area.

Mila referred to paragraph 593 in the preliminary draft, where it was stated that the PTA did
not consider there to be reason to segment differing geographic markets in this country.
Competitive conditions were not sufficiently heterogeneous between these areas. Though
there was a certain difference in market structure between the two areas in question, among
other things with regards to deployment of the fibre-optic networks of Mila competitors and
with regards the market share, this difference was not reflected in behaviour of the Siminn
Group or its competitors between these areas and is thus not passed on to consumers in the
form of variations in price, quality, service offer and other aspects that should affect
consumers if competitive conditions varied significantly between areas. The competitive
constraint faced by Mila was thus not sufficiently different between these two areas on the
relevant market to be considered significant.

Mila said that it disagreed with the PTA that competitive conditions were not sufficiently
heterogeneous to segment market areas geographically. In the opinion of Mila, circumstances
were on the contrary very different, which led to pricing and market share varying between
areas. The existing obligations resting on Mila had however constrained Mila.
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The position of the PTA

The PTA has here above, and in Section 6 in the revised analysis (Appendix A), answered
this in a detailed manner to the effect that competitive conditions between the area where
there is little or no competition on the one hand and an area where more competition pertains,
are not sufficiently different to justify segmenting geographical markets, but only varying
obligations. Reference is made to this.

Mila refers to paragraph 594 in the preliminary draft, where it is stated that in Section 10.6
and 11.5 there was discussion on whether there were nevertheless sufficient varying
competitive conditions between these two areas to justify the application of varying
obligations on Mila in the areas in question.

Mila stated that it was amazing that the PTA planned to employ stricter obligations on Mila
when market share had dropped by almost 30% since the last analysis and in addition to this,
potential share during the lifetime of the planned decision was not taken into consideration.
The measures taken by the PTA with the previous decision appeared to have worked. NRAs
should only consider adding obligations if the competitive situation had worsened, and it was
certainly not possible to say that was the case in Iceland, quite the opposite.

The position of the PTA

The PTA states that it is not true that the Mila market share on Market 3a had in the last 6
years, decreased by nearly 30%. A correct statement is that the share decreased from 83% to
57% at the end of 2020, or about 26 percentage points in 7 years. On Market 3b, the share
had only decreased from 65% to 57% during this 7-year period. The PTA has also here above,
as well as in the updated preliminary draft (Annex A), endeavoured to predict development
of market share during the lifetime of the analysis. Reference is made to this, but the PTA
reiterates that it indicates in the opinion of the Administration, nothing other than that the
Mila market share will be well over 50% on both markets at the end of the lifetime of the
analysis.

The PTA also points out that subsequent to consultation on the preliminary draft and
additional consultation, the Administration decided not to impose a cost analysis obligation
on Mila fibre-optic, but instead decided to impose an ERT obligation. This will be further
supported by arguments in Sections 10 and 11 on obligations later in this document, and in
the same sections in the revised analysis (Appendix A) and in Appendix C. Although this is
a lighter obligation than the cost analysis obligation, it is an addition to the obligations that
now rest on Mila. The PTA however considers that, given the very substantial distribution of
Mila fibre-optic network in recent years, and plans for continuing Mila development and
identified potential and real competition problems on the relevant markets, that it is necessary
to apply such an ERT application on Mila fibre-optic.

Mila said that in its preliminary assessment to market analysis on M3a in 2019, the PTS in
Sweden had come to the conclusion that Telia was a party with substantial market share and
planned to impose obligations with national coverage on the company, even though market
conditions differed by geographic area. The main PTS arguments had been that Telia pricing
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was the same or similar across the country. The EU Commission had on the other hand
pointed out, having examined the market analysis, that Telia market share was very varied.
At some locations, the company had a large market share while in other locations, the
company was hardly on the market. The Commission had pointed out that Telia opportunity
to abuse its power on the market was not the same at all locations, particularly where the
company’s market share was almost non-existent. The Commission also pointed out that the
same or similar pricing on a market was not an adequate condition for the market to be deemed
homogeneous or with national coverage. The Commission had therefore decided to raise
serious objections to the market analysis. PTS has withdrawn the market analysis and an older
decision from 2015 would apply until a new analysis came into force.

The Commission had also pointed out, that in many areas in Sweden, there was only one
wholesale operator for fibre-optic. In such areas, the offer differed from other areas and
demand for wholesale access could only be fulfilled by one network operator and for example
supply side substitutability was not demonstrated. Market conditions thus varied, and it was
therefore clear that there was a geographic difference.

Mila considered that the same situation existed in Iceland, if the market was examined by
postcodes instead of municipalities. Mila considered that in order to demonstrate most
effectively variation in the market, the PTA should examine it by postcode.

The position of the PTA

The PTA notes that the fundamental difference that exists in circumstances in this country
and in Sweden is that here in Iceland, the PTA considers that there is still substitutability
between copper and fibre-optic, but the PTS considers that this is no longer the case in
Sweden, though a final decision on this has not yet been reached. The situation in Sweden is,
furthermore, such that fibre-optic networks generally do not overlap, such that in general there
is only one fibre-optic network in place in each area. In that country, the situation is widely
such that Telia does not have a presence with a fibre-optic network. As in this country, there
is still substitutability between copper and fibre-optic, one can in general not find areas where
only one electronic communications network is on offer, that is not then owned by Mila. The
PTA considers there to be not much likelihood for the situation arising in this country during
the lifetime of this analysis, at least to any significant degree, that only one electronic
communications network is on offer that is not then owned or under long term control by
Mila. Should this turn out to be the case, then it would be very small country networks that
had possibly a number of tens of connections or a few hundred at most. Such a situation would
clearly have little impact on the total picture, as Mila has actually also mentioned in its
comment here above, when the company discusses the countryside networks that the
company has deployed with state aid, purchased or over which it has assured long term
control.

The PTA has clearly explained here, as well as in Chapter 6 of the updated preliminary draft
(Annex A), why the Administration considers that municipality boundaries are a more
suitable and appropriate reference for selection of areas for further analysis than postcodes.
Reference is made to this.

256




7 Geographical definition of wholesale market for central
access provided at a fixed location for mass-market products
(Market 3b)

7.1 The PTA Decision no. 21/2014 with respect to wholesale market for
bitstream access

Mila commented on paragraph 601-609 in the preliminary draft, where an explanation was
provided for the main conclusions of the PTA Decision no. 21/2014 on the wholesale market
for bitstream access.

Mila said that the PTA was here discussing the conclusion of the market analysis from 2014.
The main arguments for not segmenting the market geographically had been that GR had not
completed its fibre-optic rollout to the whole of the Capital City Area. GR has now completed
development over the whole Capital City Area, but the PTA nevertheless has come to the
same conclusion, i.e., that the country should not be segmented.

Mila pointed out that competitive conditions and distribution of networks owned by parties
other than Mila had totally changed, but the PTA appeared not to take this into account. Mila
furthermore did not understand how the PTA considered that the SSNIP test worked. The
SSNIP test was meant to assess whether a sufficient number of customers would switch
service provider if the current service provider increased its prices by an insignificant amount,
e.g. about 10% and thus make this increase unprofitable. It had not been and was not a
question of whether users would switch between areas to switch service provider, but rather
the question was whether those users that the choice had would switch service provider.

The position of the PTA

The PTA points out that geographic measures can both be in the form of segmented
geographic markets and varying obligations. For one or the other measure to be worthy of
consideration, competitive conditions needed to be “significantly” different between areas,
but less was needed for it to be able to justify varying obligations than was needed to segment
geographic markets. Widely in Europe, NRAs have commenced their procedure with respect
to geographic measures by prescribing lighter obligations in areas with more competition. As
the development of electronic communications networks, and competition progresses, the
likelihood increases of there being a reason to segment geographic markets.

The PTA has not previously applied geographic measures in this country, neither has it
segmented a market geographically nor applied varying obligations. This was not an option
in the last analysis of the relevant markets in 2014, because of the extremely strong position
and dominance of Mila on the relevant markets. Mila then had for example 83% market share
on the market that is now 3a, and at the end of 2020 it had 57% market share. During a 7-year
period, the Mila market share had thus decreased by 26 percentage points and moved from
being a dominant position to being a very strong position. On the market that is now 3b, Mila
had 65% market share and had 57% at end of year 2020. The Mila market share has therefore
only fallen by just over 1 percentage point per annum on average over the last 7 years on that

257




market, so one must consider the company’s position still extremely strong on that market.
This development took place at the same time as GR and Tengir have implemented broad
fibre-optic rollout. On the basis of information from electronic communications companies,
that the PTA gathered in September and October 2020, it is likely that the main fibre-optic
rollout during the lifetime of this analysis will be implemented by Mila, but more modestly
by GR and Tengir.

The PTA did not embark on detailed geographic analysis of the relevant wholesale markets
in its analysis in 2014. The PTA had stated there for example that it was not completed and
had then still been in full swing. It had for this reason been difficult to see an area that could
have been sufficiently stable to have formed a separate area for further analysis.

In this instance, the PTA conducted a detailed geographic analysis, among other things with
respect to selection of areas for further analysis. As has been explained in detail here above,
the PTA considers it most normal and appropriate, given distribution of electronic
communication networks in this country and competitive conditions in other respects, to
apply a specific objective criterion by municipality. By using among other things, a criterion
on specific distribution of fibre-optic networks of parties other than Mila, those areas are
categorised together where such distribution is high. Competitive conditions are furthermore,
in the opinion of the PTA, not sufficiently heterogeneous between the two areas to justify
segregating geographic markets, but there is reason to apply varying obligations by area.

With respect to the Mila reference to the SSNIP test for geographic analysis, the PTA refers
to a previous answer here above on the shortcomings of this methodology with such analysis.
Reference is made to this.

7.2 Deployment of networks, deployment plans and network topology

Mila commented on paragraph 610, where it is stated that the Mila copper network had
national coverage to all legal abodes and companies in the country. Subsequent to the
monopoly having been lifted, the copper system had been also improved and renewed to be
able to meet increased demand for data transfer, in the first instance because of dial-up
connection modems and then after that for ADSL and VDSL. Fibre-optic networks had
achieved significant distribution during what must be considered a period of relatively few
years. In total there are about 81% residences that have access to fibre-optic networks and the
distribution to companies is also large. Because of uncertainty with regards to differentiation
between the household market and corporate market, i.e., companies that did not need a
quality connection, and information on the number of buildings and spaces where companies
operated, precise numbers were not available for the proportion of companies with access to
fibre-optic network.

Mila objected to the PTA not having been forward looking in this analysis. Mila had not and
would not have a local loop system with national coverage. Mila also pointed out that the
PTA recognised that the Administration's data were not reliable. The Administration did
however not hesitate to use this data as a basis for obligations on Mila. Mila objected strongly
to these PTA plans.
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The position of the PTA

The PTA rejects that it had not been forward looking in this analysis. The revised analysis
looks even further to the future than the preliminary assessment allowed for. Now the list of
municipalities that belong to the category of having more competition and thus lighter
obligations will be revised annually. The PTA considers this to be a much more precise
method than to predict with any certainty at this point in time development over the next 3
years, with respect to among other things, distribution of fibre-optic networks and
development of market share. The PTA however endeavours to also predict the likely
development during the lifetime of the analysis, but such a projection cannot be more precise
than the data received by the PTA in October 2020 from electronic communications
companies, subsequent to a request from the PTA.

Mila has a copper network with almost national coverage and a wide reaching and growing
fibre-optic network. The PTA considers it unlikely, given the Mila reply, that the company
will close a significant part of its copper network during the lifetime of the analysis. Should
this be the case, the PTA considers it clear that the areas where Mila will not have any network
during the lifetime of the analysis will be sparsely populated and rural and will not have an
impact on the total picture. In the revised preliminary draft (appendix A), the PTA has
reviewed and strengthened the statistical data on which the Administration bases its market
analysis.

7.3 Choice of areas for analysis

7.3.1 General

Mila commented on paragraph 638 where it was stated that in a BEREC report from 2018 on
geographic analysis it was said, in discussion on selection of appropriate areas, that the large
majority of NRAs had used administrative units, for example municipalities or postcodes,
rather than network topology of the former monopolist incumbent and as appropriate, of their
competitors as well. The reasons why administrative units were chosen were among other
things, that they were considered to be clearly delineated and stable and that such units were
generally small enough to ensure adequate homogeneity within each area and were
sufficiently large for it to be possible to analyse competitive conditions in an effective manner
without imposing an excessive burden on market players from replying to requests for data
from an NRA or imposing an excessive burden on such institutions in their geographic
analysis of the relevant market. Excessive analysis could be extremely time-consuming and
not justifiable unless there was major uncertainty about the result. The number of areas
analysed by European NRAs varied greatly, and to a certain extent depended on the size of
the state in question. This was normally from several hundred to several thousand areas on
which the NRAs had gathered information and analysed.

Mila rejected that precise analysis of the market was so particularly difficult that it was not
possible to implement it. The PTA requested this information from parties to the market at
least twice a year and therefore such an analysis should not be complicated. The PTA could
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for example select areas where there was competition or areas by postcodes. Division by
postcodes encapsulated various development and various pricing in wholesale.

The position of the PTA

The PTA is there referring in a general manner to specific discussion in the BEREC document
in question. The PTA is not adopting the discussion as its own view. Although the geographic
analysis that the PTA embarked on in this instance, was enormously wide reaching and time-
consuming, the PTA considered it proper to conduct it. The PTA has explained in detail here
why the Administration considered that municipality boundaries were a more appropriate and
suitable reference for selection of areas for further analysis than postcodes. Reference is made
to this discussion.

7.3.2 Conclusion on selection of areas for analysis

Mila commented on paragraph 661 where it is stated that the PTA planned to base selection
of areas for geographic analysis on municipal boundaries. As stated in the BEREC report,
there generally needed to be more than one network competitor of the potential SMP operator
for it to be possible to consider that effective competition at least significant competition
could exist on the relevant market. In Iceland it was generally the case that there was only
one network competing with Mila in each area and it was assumed that this situation would
not change during the lifetime of this analysis. Large and rather sparsely populated areas
enjoyed no such competition. This competition did not derive from Mila competitors on the
market in question building their bitstream service on local loop lease from Mila but was
rather provided through local loops operated by other parties. As Mila used vectoring in its
VDSL system, it was not impossible for Mila competitors to build their own VDSL system
on Mila copper local loops and access to fibre-optic in the Mila access network was based on
PON topology and this was therefore not technically impossible, at least the way things are
now.

Mila pointed out that today, the company used vectoring only in the main competitive areas
in the south-west corner and in Akureyri. This meant that Mila competitors in bitstream had
full freedom to provide bitstream service over copper in areas outside these areas. The fact
that these parties decided not to take that route was simply because they considered xDSL
service not worth the outlay as consumers wanted fibre-optic service.

The position of the PTA

The PTA points out that 3 ADSL networks were operating in the Capital City Area before
fibre-optic rollout commenced, i.e., Siminn itself, Hive and fslandssimi, and the latter two
merged into Vodafone. A VDSL network was developed at Grundarfjorour and Snerpa
developed an ADSL/VDSL network at Isafjordur. When Mila started VDSL deployment, the
company did it quickly and well and was well advanced in this development when the last
analysis was conducted in 2014.

In that analysis, there was specific discussion on the problem of providing more than one
VDSL operator with access to the last section of the local loop from the street cabinet to the
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user, among other things because of lack of space in street cabinets and problems and costs
of otherwise increasing the size of cabinets or installing more side-by-side with the ones that
were already in place. There was also discussion on technical problems such as crosstalk
which can increase if two VDSL providers have their equipment in the same cabinet.
Crosstalk is a problem that can however arise, even if only one VDSL operator uses the
cabinet. Vectoring is a technology that resolves such a problem with error correction
equipment but has the limitation that in order for vectoring to work properly, only one VDSL
operator can have equipment in the cabinet.

For this reason, in the last analysis, special attention was paid to these limitations of the VDSL
systems and Mila was given a special exemption from providing access to part of the local
loop, i.e., to provide other VDSL operators with access to local loops from street cabinet to
place of use, against the provision by Mila of virtual access (VULA) on the Mila VDSL
system. Open virtual access was more and deeper access than general bitstream access, which
could be best compared to the party requesting access operating its own VDSL system.

There are therefore problems with facilities and technical problems to be solved with two
parallel VDSL systems which may have constrained investment by others in this competition
with Mila. The PTA can therefore not agree that Mila competitors had full freedom to provide
bitstream service with their own VDSL systems side-by-side with Mila, as the above specified
problems that needed to be resolved thus made competition between VDSL systems less
advantageous than between ADSL systems.

In addition, there are specific problems in the countryside of transiting bitstream data from
users at a local telephone exchange to central offices in Reykjavik, as most companies operate
their technical centres in Reykjavik. These are problems that are specifically addressed in the
Settlement between the Competition Authority and the Siminn Group, as Siminn is subject to
obligations to provide Mila with such transit, because of its importance, and because of the
problems and inconvenience for Mila itself in executing such transit for its wholesale
customers. In the same way, it makes competition outside the Capital City Area uneconomic
for third parties, that such a party needs himself to execute this transit from a telephone
exchange at a place of use to the Capital City Area.

One also has to take into account the fact that general VDSL bitstream service from Mila has
been well executed and the company has provided requesting parties with the access that has
sufficed to provide homes and companies with a range of digital service. One may among
other things, draw the conclusion that real demand for open virtual access, which opened a
possibility for requesting parties, of deeper technical access than is generally on offer, has not
seen the light of day, and requesting parties have used general bitstream access through VDSL
to a great extent.

Mila commented on paragraph 663 where it is stated that the PTA planned to decide areas
with more competition on the market in question by applying circumstances where a fibre-
optic network was already in place which competed with Mila in the area in question and
which has achieved at least 75% distribution and that the Siminn market share was below
40% on the retail market for broadband service.
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Mila objected to the limits that the PTA planned to apply when categorising areas. Mila
pointed out that such conditions were more stringent than criteria in other countries, as the
PTA intended to use homes and company spaces, instead of homes as for example in
Denmark. There was also the fact that the data PTA planned to use in the analysis was
unreliable, particularly with respect to the number of companies. Mila also pointed out that
the company had no control over Siminn retail and could expect Siminn to purchase bitstream
service from other parties during the lifetime of the market analysis.

The position of the PTA

The PTA refers to the fact that subsequent to consultation on the preliminary assessment and
to the additional consultation, the Administration decided to increase the reference limits for
Siminn market share in retail from 40% to 50%. It varies across Europe, whether 40% is used
or 50%. While Mila remains a Siminn subsidiary, the PTA considers it necessary to apply a
specific Siminn market share in retail, as such criteria are used in Europe in almost all
instances. The PTA reiterates that the Administration regards Mila and Siminn as a single
economic unit in the understanding of competition law. It does not matter whether Siminn
would purchase bitstream service from other parties during the lifetime of the analysis, and
according to information from GR and Siminn, it is not considered that a large percentage of
Siminn customers will be on the GR systems at the end of the lifetime of the analysis. The
largest proportion of Siminn customers will remain on Mila systems. Among other things,
because of this agreement, the PTA considers it appropriate to increase the above specified
limit.

As there is generally one competitor to Mila in infrastructure in this country, the PTA
considers it normal to apply a rather high distribution on such networks, i.e., 75%. The PTA
therefore does not intend to interfere with this criterion.

The PTA has reviewed, and revised statistical data used in the preliminary assessment, among
other things on the total number of spaces.

Mila commented on paragraph 664, where it was stated that the PTA had analysed the data
in question and has come to the conclusion that the above specified two conditions were all
fulfilled in the municipalities of the City of Reykjavik, Seltjarnarnesbzr and Olfus, in the GR
operating territory and in Skutustadahreppur, Svalbardsstrandarhreppur, Grytubakkahreppur
and Tjorneshreppur in the Tengir operating territory.

Mila considered that the distribution data were wrong and objected to the use of flawed data
in this analysis. A reply from the National Registry confirms this.

The position of the PTA
The PTA has revised data used in the preliminary assessment and will apply distribution as
of end of 2020.

262




7.4 The position on the retail market, with respect to geographic
analysis

Mila commented on paragraph 678 when it was stated among other things that the Mila
market share on Market 3b was 59%.

Mila stated that the Mila market share on the relevant market was said to be 58% in paragraph
465 and 59% in this paragraph.

The position of the PTA

This was a typing error. In the preliminary draft the reference was market share as of mid-
2019, and the PTA has now revised market share on the relevant market as of the end of 2020.
The Mila market share on the relevant market was then 57%.

7.5 Assessment of homogeneity in competitive conditions in selected
areas

7.5.1 Access barriers by area

Mila commented on paragraph 706 where it is stated that Mila had embarked on co-
investment with GR on the one hand and Tengir on the other in a number of areas (in the
Capital City Area, Borgarnes, Hvanneyri, Arborg and Husavik) and more co-investment was
on the drawing board (Reykjanesber). It was not unlikely that such cooperation could extend
to other locations in the country during the lifetime of the analysis. This would lessen entry
barriers and reduce investment costs for further roll-out of fibre-optic connections and
bitstream service provided through these connections.

Mila stated that the obligations presented in the draft would inhibit interest in developing
fibre-optic networks in urban kernels in the countryside. The same applied also to joint
development

The position of the PTA

In its preliminary analysis the PTF proposed that an obligation for cost analysis be imposed
on Mila fibre-optic. Subsequent to consultation on the preliminary assessment and additional
consultation, the PTA decided to retract this and prescribe instead an ERT obligation. Such a
change provided the Siminn Group with additional latitude in pricing, and should nevertheless
provide the Group with restraint, without inhibiting incentive for continued fibre-optic
rollout.
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7.5.2 Market share in wholesale and retail by area

Mila commented on paragraph 722 where it was stated that although networks had significant
distribution among homes and companies in a municipality, this did not necessarily mean that
uptake of service would follow. But when households and companies enjoyed limited service
on older networks that were replaced with fibre-optic, there was a significant incentive for
customers to change the party that provides bitstream service for the Internet connection
through which they receive service. There was both the question of what company was the
retailer that the consumer in question reached out to and whether that retailer was doing
wholesale transactions with the relevant bitstream provider. For this reason, the PTA had also
examined market share in local loop lease by municipality. There it came to light that it was
precisely in such municipalities where a fibre-optic network replaced a limited copper
network that Mila share had become low in wholesale of local loops.

Mila considered that here the PTA demonstrated that the selection of areas for analysis was
not correct. By using postcodes, this difference in market status would have manifested itself
better. Mila also considered that with the conditions that the PTA had chosen, areas would
nevertheless be included as having less competition, where Mila had small market share, such
as Skeida- and Gnupverjahreppur.

The position of the PTA

Here above, the PTA has argued in a detailed manner how the Administration considers that
municipality boundaries are more appropriate and suitable references than postcodes and
reference is again made to this.

With respect to Skeida- og Gnupverjahreppur, distribution of a network other than of Mila
was 79% in that municipality at the end of 2020, while the Siminn market share is [...]%. It
should also be noted that after the changes made by the PTA following additional consultation
regarding criteria for areas where there is more competition, the municipality in question now
falls within that area.

7.6 Conclusion with regards to geographic definition of the wholesale
market for central access to mass-market products (Market 3b)

Nova agreed that the price at retail level appeared to be the same by geographic area. Nova
had not expanded its market campaign outside the Capital City Area and nearby larger urban
areas, for Internet service over local loop. This was among other things because of how much
one had to rely on expensive trunk lines to carry the traffic, and Mila did not offer a “pay as
you go” model for such service. So, one had to ensure a good market share for such a
campaign to pay dividends, which meant that there was a big risk in entering such a market.

The position of the PTA
The PTA believes that the above comment from Nova strengthens the PTA conclusion that
there are not significantly differing competitive conditions between areas in this country,
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among other things with respect to pricing at retail level. It further came to light that Nova,
like other Siminn Group competitors, thinks that the cost of trunk lines is high in this country,
which are needed to reach the areas that are far from the Capital City Area. This potential
problem however belongs to another market analysis, on which the PTA is working i.e., the
trunk line lease market (Market 14/2004). This does however confirm the very strong Siminn
Group position in the countryside.

Mila commented on paragraph 783, where it is stated that the conclusion in Section 7.6.4 was
that there was some difference in the Siminn retail department by municipality. In mid-2019
Siminn had 48% market share countrywide. In the Capital City Area, the Siminn share was
about [...]% while it was common that it stood at 60-70% in many places in the countryside.
It was a similar story with the Mila market share, though the lower margins are generally
higher than with Siminn in retail, with the exception of very small municipalities in the Tengir
operating territory. For example, the market shares of Mila and GR in wholesale of next
generation bitstream service were almost equal in the GR operational territory at this point in
time where Mila has [...]% of the wholesale market for local loop lease against [...]% share
for GR.

Mila considered it very unreasonable that Mila, which had the smallest market share over the
whole GR market territory on Market 3b, was subjected to obligations, but not GR. Mila had
lost 20-40% market share in a number of months subsequent to fibre-optic rollout in the area.
Despite that, the PTA came to this conclusion. Mila considered it clear that the premises that
the PTA used to come to this conclusion would not stand up to scrutiny and particularly with
respect to it not mattering how small the Mila share was in a particular area, as Siminn retail
share in Internet maintained obligations on Mila, even if Siminn moved itself over to a
bitstream system of another party.

The position of the PTA

The PTA refers to the fact that the conclusion of that analysis is that there is still
substitutability between copper and fibre-optic. It is furthermore the conclusion that there is
no reason to segment geographic markets here in this country, but only to apply varying
obligations by area. The result of this was that the PTA did not analyse the competitive
situation in great detail by area, and for this reason, GR cannot have SMP in a specific area
on the basis of these premises. Mila has SMP across the whole country, with 57% market
share on the relevant markets. It is of no consequence that the Mila market share may be
somewhat smaller in specific areas.

By the nature of things, Mila lost some market share when a new party deploys a fibre-optic
network in a specific area. Anything else would be abnormal. The PTA reminds that the Mila
market share at a national level has only fallen from 65% to 57% during the lifetime of the
analysis currently in force, which cannot be considered significant over a 7-year period. The
Mila position is very strong on the relevant markets on the basis of the market share in
question and e.g., the fact that Mila and Siminn, which is the country’s largest retailer, are a
vertically integrated unit. In the opinion of the PTA, Mila and Siminn are thus one economic
unit in the understanding of competition law. Though Siminn made an agreement with GR in
July 2020, on bitstream access to the GR network, the information that the PTA has gathered
from both companies does not indicate that a large number of Siminn customers will move
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from the Mila system over to the GR system during the lifetime of the analysis. By far the
largest proportion of Siminn customers will remain in Mila systems. The agreement came
into force in late august 2021 and in all likelihood there will be a step-by-step increase over
the coming years. It is not inconceivable that companies such as Vodafone and Hringdu might
move their business increasingly from the GR network over to the Mila network. This would
strengthen the Mila position significantly, should this happen in large numbers.

Mila commented on paragraph 784, where it is stated that market share had not changed
significantly at the above points in time at retail or wholesale level. The PTA does not expect
that this will change much in the lifetime of the analysis.

Mila said that here there seemed to be no analysis, or the data had not been used to come to
this conclusion. Data and the Mila projection gave on the other hand quite a different
conclusion.

The position of the PTA

Subsequent to consultation on the preliminary assessment, the PTA gathered further data from
the electronic communications companies in order to be able to better predict development
during the lifetime of the analysis. This went well, except that data from Mila, among other
things with respect to expected distribution of fibre-optic in the coming years, were not
precise. This means that it is significantly difficult for the PTA to predict development with
any certainty, but it is nevertheless the assessment of the PTA that it is very unlikely that it
will be anything other than that the Mila market share on the relevant markets will remain
over 50% at the end of the lifetime of this analysis. The PTA will furthermore review the list
of municipalities classified as having lighter obligations, during the lifetime of the analysis.
This is a more precise methodology, which captures real development, than to trust a
projection long into the future, when data from the electronic communications companies is
not sufficiently precise, as is this case, and where there are many imponderables.

Mila commented on paragraph 789, where it was stated that Mila wholesale prices on copper
networks on the relevant market were level across the country, subsequent to price control
obligations that were imposed with PTA Decision no. 21/2014. On the other hand, the Mila
wholesale prices for fibre-optic on the relevant market varied to a small degree between urban
and rural areas, about 16-30%, but no obligation was in force on price control. It is likely that
it would also be the conclusion with respect to Mila copper if the above specified price control
was not in place. It was the assessment of the PTA that the Mila price difference in question
could be explained by varying underlying costs, among other things because of varying
deployment costs, and because of varying economy of scope between urban and rural areas,
rather than by varying competitive pressure between these areas.

Mila pointed out that paragraphs 745-795 were part of Section 7.7 which bore the title
“Conclusion with regards to geographic definition of the wholesale market for central access
to mass-market products (Market 3b)”. A large part of the discussion of the Section appears
however to deal with circumstances on the local loop market, i.e., Market 3a instead of Market
3b, which the analysis should however discuss.
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These paragraphs were simply wrong. There was a significant price difference between the
countryside and Mila competitive areas for bitstream over GPON, and also in fact on local
loops. In this way, the price for bitstream in the countryside was about 80% higher than in
competitive areas. Mila considered that the PTA was not correct in saying that the price
difference was not significant. Mila asks how high the price difference needed to be high, for
it to be significant. The price difference resulted from varying competitive conditions, and
also from varying costs in providing the service, as a large part of the costs was fixed, which
means that the number of users is very important.

The position of the PTA

With respect to the Mila comment that a large part of Section 7.7 appears to deal with
circumstances on Market 3a instead of Market 3b, which the section should however discuss,
the PTA notes that there is a significant similarity between the above specified markets, and
that it was not for no reason that the ESA had prescribed that they be analysed in parallel. The
PTA rejects, however, that this is a case of precisely the same discussion. The discussion is
transposed to Market 3b where appropriate. This means that this is not the same discussion
or the same analysis, although reference is widely made to Market 3a in the reference sections,
which is natural.

In paragraph 789, there is discussion on the wholesale price of fibre-optic, and there the
discussion might be more precise when reference is made to proportional difference in
wholesale price between areas and this has been improved. The fact of the matter is on the
other hand, that the service that the large majority of electronic communications companies
are purchasing from Mila is fibre-optic local loop with bitstream in Access Option 1. Mila
sells a very small quantity of fibre-optic local loops (][...] local loops) without bitstream and
the Mila bitstream is thus most frequently sold with local loop. In the following table one can
see a more precise elaboration of the current Mila tariff, which came into force in September
2020, and the percentage difference between these prices:

Area Fibre Local Loop Access Option 1 Access Option 3 Fibre Local Loop with Al
Capital area and Akureyri 2,120 kr 960 kr 1,337 kr 3,080 kr

Rural 2,480 kr 1,600 kr 1,977 kr 4,080 kr
Difference in % 17.0% 66.7% 41.9% 32.5%

As one can see in the table, the price difference in this most common Mila product is now
32.5%.

And the sale of Mila of bitstream without local loop is also very limited with Mila, and the
number of fibre-optic local loops that Mila leases from other network operators, for its own
active equipment was [...] in mid-2020. This is however considerably more than the number
of sold local loops without bitstream. The price difference between bitstream service without
local loops is significantly more between areas, particularly in Access Option 1, i.e., about
66.7%.

In a reply from Mila, dated 22 September 2020, to a query from the PTA, it was stated that
this difference in the price for bitstream between areas could be explained by costs, as the
usage of bitstream equipment was very small in the countryside, and in addition to this there
were additional costs because of location. The PTA considers it therefore clear that this price
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difference between areas is explained first and foremost by varying cost structure, and not
because of significantly differing competitive conditions.

Mila commented on paragraph 792 where it was stated that in the opinion of the PTA, the
price difference between Telia and local networks in Sweden was much greater than was
normally the case between Mila and local networks in this country, and in addition, the
importance of local networks was considerably less in this country than in Sweden. Only a
few percent of households and companies in this country used such underlying networks
against tens of percentage points in Sweden. The Telia market share in Sweden was only 37%
nationwide, while the Mila share was 63% in this country. This case was therefore in no way
comparable in the opinion of the PTA.

Mila pointed out that the PTA appeared to be comparing Telia market share of fibre-optic
with Mila market share in the whole local loop market, i.e., copper and fibre-optic market.
The correct figure was that Mila had about 30-35% market share in fibre-optic, while GR had
about 60-65%. In Sweden, Telia on the other hand, was the largest party on the market with
37%. If anything, the Mila position was worse than that of Telia, as Mila was not the largest
party on the market as in Sweden and for this reason Mila considered it clear that more
stringent obligations than in Sweden should not be imposed here.

Again, the PTA appears not to include the networks of GR and Tengir as local networks.
These networks are to a great extent similar to fibre-optic networks of municipalities in
Sweden, as they are largely owned by municipalities.

Mila also considered that circumstances in these countries were very similar with respect to
how end users perceived fibre-optic and xDSL, and there the PTS had come to the conclusion
that fibre-optic was a separate market. The PTA had come to this conclusion by conducting
a user survey where people were asked why they had chosen the network they were using.
The conclusion was that people chose fibre-optic services in order to achieve higher speed,
less delay on data and a lower fault frequency. The PTA had not conducted any such survey
in the draft. Mila considered that such a survey was very important to analyse the market and
was in fact relatively easy to implement.

The position of the PTA

With respect to the Mila reference to circumstances in Iceland and Sweden being very similar
as to how end users perceived fibre-optic and copper networks, and that PTS in Sweden had
conducted a consumer survey and PTA had not, one can say that subsequent to consultation
on the preliminary draft, the PTA decided to commission a detailed consumer survey. Its
conclusion strengthens the PTA position that there is still substitutability between these
technical solutions in this country. Reference is made to Sections 3 and 4 here above, to the
same sections in Appendix A, which contain a revised analysis of the relevant markets and to
Appendix C, where the PTA explains its position to the various comments on this issue that
were received in the additional consultation which the PTA opened on 30 October 2020.

The PTA does not fully understand the Mila comment that the PTA appears not to consider
the networks of GR and Tengir to be local networks. The networks in question are clearly
local. Tengir does not aim to distribute nationwide, while GR says that it does, though that
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will not happen during the lifetime of this analysis according to GR replies to a query from
the PTA. It is clear that GR and Tengir networks are much larger than the local networks of
the municipalities in the countryside at various locations across the country, most of which
have been deployed with state aid. Specific obligations, as a matter of course, also apply to
the small state-supported countryside networks pursuant to ESA guidelines on state aid.

Mila commented on paragraph 794 in the preliminary draft, where it was stated that the PTA
did not consider there to be reason to segment differing geographic markets in this country.
Competitive conditions were not sufficiently heterogeneous between these areas. Though
there was a certain difference in market structure between the two areas in question, among
other things with regards to deployment of the fibre-optic networks of Mila competitors and
with regards to the market share, this difference was not reflected in behaviour of the Siminn
Group or its competitors between these areas and is thus not passed on to consumers in the
form of variations in price, quality, service offer and other aspects that should affect
consumers if competitive conditions varied significantly between areas. The competitive
constraint faced by Mila was thus not sufficiently different between these two areas on the
relevant market to be considered significant.

Mila pointed out that the PTA appeared to ignore that there was a difference both in service
and price between these areas, and furthermore a difference in competitive conditions, i.e.,
areas without competition and areas with competition. There was furthermore a difference as
to whether Mila had an underlying network on Market 3a. Mila rejected this conclusion and
considered it to be incorrect.

The position of the PTA

The PTA has here above answered this in a detailed manner to the effect that competitive
conditions between the area where there is little or no competition on the one hand and the
area where more competition pertains, are not sufficiently different to justify segmenting
geographic markets, but only to justify varying obligations. Reference is made to this.
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8 Conclusion on SMP on the wholesale market for local access
with fixed connection (Market 3a)

8.1 Introduction

GR supports the PTA intention to maintain designation of Mila as having SMP on Market
3a.

The position of the PTA
The GR opinion accords with the PTA conclusion on SMP.

Tengir makes no comment on the PTA intention to maintain designation of Mila as having
SMP on Market 3a.

The position of the PTA
The Tengir opinion accords with the PTA conclusion on SMP.

Nova considers it to be clear that although the Mila market share has declined since 2014, the
situation remained such that Mila (and the Siminn Group) had SMP, which had strengthened
significantly from and including the year 2018. Nova therefore wholeheartedly agreed with
the PTA opinion that there were very strong indications that Mila had SMP on the relevant
market. Mila controlled a network with national coverage, which competitors had to rely on
to provide service. There had furthermore been very substantial and rapid rollout of fibre-
optic in areas where there had however been some competition, which demonstrated
undeniably that the company enjoyed a very strong position on the market and was very much
on the ascendency.

In addition to this, Mila had the advantage of having Siminn as a dependable customer that
bundled many kinds of electronic communications and media services and offered various
free offers in order to gain customers on the retail market, partly in an unlawful manner, see
Competition Authority Decision no. 25/2020. In addition to this, Mila appeared to have
adequate funds, particularly for development projects in areas where there could however be
competition.

Nova therefore supports the continued designation of Mila as a company with SMP and that
obligations be imposed.

The position of the PTA

The Nova opinion is in accordance with the PTA conclusion that the situation is still that Mila
(and the Siminn Group) enjoy SMP, despite the fact that Mila’s market share has declined in
recent years. Siminn’s market share, however, has not decreased to the same extent.
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Mila states that it had been the preliminary PTA assessment that Mila was deemed a company
with SMP across the whole country, both on Markets 3a and 3b. Mila had in a detailed manner
here above, discussed the limitations that the company believed to be to the analysis that was
the basis for this PTA preliminary assessment.

In the first case, Mila did not agree with the preliminary assessment position that the service
markets for 3a and 3b should be defined such that they covered both copper networks and
fibre-optic networks. By defining the market in such a broad manner as the PTA does, the
Mila market share was significantly overestimated for 2019 (and furthermore implied that the
position would continue to be the same during the years 2021-2026). If the market was
defined as solely for fibre-optic, then the Mila market share would be far smaller, about [...]%
at a national level at the end of 2019 and [...]% if one took into account the areas where GR
and Tengir operated.

In the same way, the PTA significantly overestimated the significance of Mila being the only
company with a “distribution system with national coverage”, as the Mila fibre-optic system
was far from having national coverage. Furthermore, the Mila copper distribution system with
national coverage provided insignificant competitive restraint. Apart from that, one had to
take into account the fundamental fact that a distribution system “with national coverage” had
no meaning with respect to providing electronic communications service in individual areas,
1.e., that access to the system was not necessary and could therefore not be considered a
criterion for market power. This was not a case of an uninterrupted chain.

Secondly, the PTA had not taken adequately into account the significantly differing
competitive conditions that existed, and that would foreseeably continue to exist between
areas where there was a fibre-optic network on the one hand and on the other hand, where
there was none. As discussed here above, the area in question, where there were at least two
competitors, covered about 71-90% of the country’s households. In the same areas, Mila was
generally the smaller operator today and there was nothing that indicated otherwise than that
this would continue to be the case during the lifetime of the analysis (2021-2026). Nor could
one understand the PTA preliminary assessment in any other way than that the Administration
agreed with this Mila position.

The position of the PTA

In Section 8.1 in the PTA preliminary draft, it is stated that in accordance with the ESA
guidelines on market analysis the relevant service market and geographic market were defined
and that the next step was to analyse competition in the light of the factors that influence
market power, and to find out whether a company has market power to the degree that it
should be designated as a company with SMP and that obligations should be imposed on that
company.

In this regard, market share, financial strength of market players, entry barriers and
competition on the relevant market are among the aspects that are taken into account. Aspects
such as sales and service systems; whether the electronic communications company in
question can offer varied service to the same customers by way of access to a broad product
offer; electronic communications networks etc., are also important.

The Mila criticism is based on the premise that the market should be solely defined on the
basis of it being a wholesale market for fibre-optic local loops. It is however the conclusion
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of the PTA, as stated in the sections here above, that there is substitutability between copper
and fibre-optic local loops. In this connection, reference is made to Sections 3 and 4 here
above, to the same sections in the revised analysis (Appendix A) and to Sections 2 and 3 in
Appendix C, where there is discussion on the conclusions of the additional consultation
opened by the PTA on 30 October 2020.

The PTA points out that despite significant decommissioning of copper local loops, there are
still more customers of the Siminn Group that have copper local loops than those that have
fibre-optic local loops. At the end of 2020, the proportion of sold Mila fibre-optic local loops
was about [...]% while corporate connections were about [...]%.

It is clear that service over copper local loops still has significant financial weighting in the
Mila and Siminn service offer. The PTA indicates the fact that no distinction is made in
Internet connections or their marketing by Siminn on the basis of whether they are xDSL or
fibre-optic connections. This applies both to supply and pricing in retail across the whole
country, which supports the conclusion that there is substitutability between copper and fibre-
optic networks on the relevant wholesale markets and related retail market. The same can be
said about the second largest service provider, Vodafone, as well as almost all other providers
in this country. In accordance with the above, the Mila assertions do not hold, given the actual
actions of the Group.

The PTA reiterates that the market being examined here is the wholesale market for local
access provided at a fixed location, and the market is defined as being technically
independent. As is stated here above, the relevant wholesale market here under discussion is
defined as one geographic market and this analysis takes this conclusion into account. With
respect to this conclusion, reference is made to Section 6 here above and to the same section
in the revised analysis (Appendix A).

The PTA reiterates that the Administration defines the market, such that it covers both copper
and fibre-optic local loops, which means that the Mila calculation of market share does not
apply, as the company attempts to only discuss market share on an alleged separate market
for fibre-optic local loops. Mila market share was 57% at the end of 2020 and the development
is towards fibre-optic local loops increasingly replacing copper local loops as time goes on,
but this will in the PTA opinion not have a significant impact on market share during the
lifetime of this analysis, i.e. during the next 3 years or so, as it is considered to be clear that
most investments in fibre-optic will be made by Mila, given the information PTA gathered
from electronic communications companies in the autumn of 2020.

The PTA points out that the Mila text in paragraphs 110-112 in comments from the company,
dated 10 July 2020 is largely the same as the text on page 16 in Section 5.1 in the Analysys
Mason (AM) report dated 1 July 2020, which the company prepared for Mila.

Mila referred to paragraphs 801 and 804 in the PTA preliminary draft and said that the
company’s access network was no longer mostly based on a copper network with national
coverage. The copper network would not have national coverage during the lifetime of the
analysis (and did not have that today). The Mila fibre-optic network was in many more
locations than in the Capital City Area. This was a strange analysis of the situation. Mila
serviced local loops owned by other parties in a limited manner, but widely offered bitstream
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service. Subparagraph 129 contained incorrect information. Mila did not have a fibre-optic
network in Hvalfjardarsveit and Mila did not provide GPON service on the Lif i Myrdal fibre-
optic network, if the reference Myrdalur indicated that network.

Copper local loops did not reach all inhabitants of the country. In recent years, Mila has only
deployed fibre-optic in new areas, which means that there were no copper networks there.
The Mila copper network did not have national coverage with respect to broadband
connections. Large areas could only use copper local loops for PSTN service.

The position of the PTA

The PTA text in the preliminary draft states: “Mila access network is mostly based on a
copper local loop network with national coverage, and the company has in addition to this
deployed fibre-optic local loops in recent years to a significant degree in the Capital City
Area.”

This is a misinterpretation by Mila of the wording of the paragraph in the opinion of the PTA,
and therefore no reason to specifically reply to this. The PTA does however refer to its
previous answers with respect to the Mila electronic communications network, in the form of
copper and fibre-optic networks, in Section 6 here above.

The PTA will however edit footnote 129 in the draft (now footnote 149 in Appendix A)
because of the Mila comments on Hvalfjardarsveit and Lif i Myrdal, but this is not an
exhaustive list.

8.2 Market share

GR agrees with the PTA views with respect to Mila dominant market power. GR considers
that there is nothing to indicate that the Mila market share will diminish to any significant
degree during the lifetime of this analysis, such that this would have a significant impact on
the company’s market strength and dominant position on Market 3a or 3b. Mila has rather
increased its effort with respect to deployment of fibre-optic networks, and it is therefore clear
that the company intends to strengthen its position technically and thus its market power.

The position of the PTA

The GR opinion is in accordance with the PTA conclusion on the Mila dominant market
power and that there is no likelihood that this will change significantly during the lifetime of
the analysis.

Mila also mentioned that it was clear in those areas where two fibre-optic networks were in
place, that the Mila share in fibre-optic was low. In the previously referenced report, AM
estimated on the basis of available information the GR customer share in fibre-optic, and the
Mila customer share that did not purchase fibre-optic, and it was in this manner that the Mila
share in fibre-optic was estimated in both areas where GR and Tengir were operating. The
information in question indicated that Mila had less than 35% share in the relevant areas.
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In the Analysys Mason report, pages 4-6 in Section 2.3, it was stated that AM considered the
Mila share in FTTH to be those areas where there was competition on FTTH access. By
subtracting Mila’s own figures on number of customers with FTTH connections from the
total numbers published in the PTA statistical reports, one could assess the size of GR and
Tengir at a national level. One can also use market shares from the same PTA report. In this
way one could assess the Mila share in those areas where there was competition and AM
assessed the share which is seen in the above specified graph.

AM had specifically mentioned that Mila growth was almost entirely because of Siminn
customers that moved their connections from VDSL over to FTTH.

The position of the PTA

The PTA reiterates that the Administration comes to the conclusion that there is still
substitutability between copper and fibre-optic networks and connections on such networks.
The relevant wholesale markets comprise therefore both of them. This means that there is not
a separate fibre-optic market in this country, nor segmented geographic markets. The PTA
points out that despite GR having deployed fibre-optic local loops to all homes in
Seltjarnarnes some 12 years ago and that Mila had commenced fibre-optic deployment there
to a significant degree in recent years, there are still about [...]% of internet connections there
over copper in end of 2020. It is clear that not all customers of internet service providers have
seen the need to switch from the company’s underlying copper network to service over fibre-
optic local loops, which strongly indicates that it is factors other than capacity of underlying
networks that decide consumers decision to purchase and that substitutability still exists
between copper connections and fibre-optic.

The PTA considers that Mila has achieved good and fast results on its fibre-optic network,
given that the company did not commence this development to any significant degree until
2016. Given information from Mila, the company will implement continuing vigorous
fibre-optic rollout throughout the lifetime of the analysis and doubtless longer. Siminn has
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furthermore achieved very good results on the retail market in sale of connections over fibre-
optic network and has become the largest party on the market there and continues to have a
dominant position in the sale of connections over copper network, i.e., 77%. Here below one
can see a table and figure that show market share on the retail market for sale of connections
over fibre-optic network in mid-2020, and this figure was published in the above referenced
PTA statistical survey for the first half of 2020, which was published on the Administration’s
website last 18 December:

Tafla 29. Fjéldi ljésleidara internettenginga”
Table 29. Total fiber internet connections”

Fjoldi Markadshlutdeild
Number Market share
ilok timabils / End of 1H 2018 1H 2019 1H 2020 1H 2018 1H 2019 1H 2020
Samtals / Total 63.619 80.787 91.221 100,0%  100,0%  100,0%
- Siminn 14.044 24.327 31.099 22,1% 30,1% 34,1%
- Vodafone 31.580 32.885 30.706 49,6% 40,7% 33,7%
- Nova 9.406 13.913 18.214 14,8% 17,2% 20,0%
- Hringdu 7.199 8.084 9.373 11,3% 10,0% 10,3%
- Adrir / Others 1.390 1.578 1.829 2,2% 2,0% 2,0%

"Ljdsleidari ad heimili eda byggingu. / "Fiber to home or building.

Mynd 29. Markadshlutdeild skipt eftir fyrirtaekjum
Picture 29. Market share by companies

33, 7%

= Siminn = Vodafone = Nova Hringdu = Afrir / Others

There it is stated that the Siminn market share in fibre-optic was 34.1% in mid-2020 but was
only 22.1% two years before. At the same time, the Vodafone share fell from 49.6% to 33.7%.
The Siminn Group can therefore be quite happy about this, regardless of whether one looks
only at connections over fibre-optic or at connections over copper and fibre-optic.

Mila referred to paragraph 820 in the PTA preliminary draft where the PTA considered that
the best way to give a realistic picture of the position and strength of parties on the local loop
market was to use the number of connections in use as a basis for calculating market share in
wholesale, rather than turnover figures. For this, there were two main reasons. The first was
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that the two largest companies on the market (Mila and GR) used different approaches in their
service offer and business relationship with users. Mila sold access to local loops without
active equipment in the copper network. In the fibre-optic access network, access to the local
loop in the PON network was technically difficult because of the network topology, as such
a local loop was a very short distance from the kerb and there were few users connected to
each well. GR sold general access to local loops with broadband access. The second reason
was that it was difficult to examine internal sales, particularly with GR and other smaller
provider companies. This required estimating turnover in wholesale from estimated
information and such calculations were subject to uncertainty. Given the above, it was the
PTA conclusion to use the number of connections as a reference in calculating market share
on the wholesale market as this was a more exact metric than estimated turnover figures from
income from internal sales in wholesale.

Mila objected to these this position taken by the PTA. Firstly, there were two markets (3a and
3b) and it should be easy to get information on turnover figures. GR has completely separate
tariffs, on the one hand for local loops and on the other hand for bitstream service. It should
therefore not be difficult for GR to provide information on turnover. The PTA should have
information on current prices of GR and other parties, and on quantities and discounts. It
should not then be difficult to calculate turnover, and roughly calculated it would be about
ISK 2 billion per annum, with VAT, if one allowed for GR having 55,000 connections.

On the other hand, it could not be a significant reason that companies other than Mila did not
fulfil their statutory provision of information to the PTA. Is clear that the price of copper local
loops was only about half of the price of fibre-optic connections of GR or Tengir. Mila
therefore considered there to be logical arguments for the PTA using turnover on the market,
as is generally done on market analyses and had been done in prior market analysis of local
loop and bitstream market. Mila considered that the PTA had adequate enforcement tools to
require this information from companies on the market. In the light of the fact that Mila
interests in this matter were significant, the company considered that the reasons given by the
PTA for using quantity rather than turnover did not carry much weight.

The position of the PTA

Quite contrary to Mila assertions, there is a long tradition with the PTA and other sister
institutions in Europe of applying the number of units rather than revenue in market share in
wholesale, particularly when there is a high proportion of internal sales and varying factors
governing service offer. This, among other things, applies to the relevant market here under
discussion. The PTA assesses in each instance what the need is for gathering appropriate and
adequate information. It is not true when Mila says that in prior market analysis on the local
loop and bitstream market the PTA had applied turnover figures, as the truth of the matter is
that the PTA also applied quantities in the last market analysis of the relevant markets, see
PTA Decision no. 21/2014.

Mila’s conclusion that companies other than Mila do not meet their statutory provision of
information to the PTA, is incorrect. Other companies that own fibre-optic local loops are not
subject to obligations to separate their bookkeeping between local loops on the one hand and
broadband connections on the other. Some of these companies, such as GR, choose to sell
most of the connections in the form of broadband access and are not obliged to specifically
record internal sales in local loop access. For this reason, the information that Mila considers
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that should have been gathered, does, in many instances, not exist. GR does not operate on
the market for local loop lease to any significant degree, and nor is the company obliged to
separate its sales of products, revenue centres or cost centres in its bookkeeping, by local loop
or bitstream. It is therefore not properly thought through in the Siminn comments that GR
access charge can be interpreted as being entirely for local loop lease and wholesale revenue
from access of electronic communications companies as entirely for bitstream.

Mila refers to paragraphs 826 and 827 in the PTA preliminary draft, where it was stated that
it could be said about companies’ market share on the local loop market that it was
characterised first and foremost by two salient factors. On the one hand there was the strong
position of Mila on the market and on the other hand there was the high concentration on the
market (HHI index 0.488). The development had tended towards declining Mila market share,
particularly in the light of the GR development, but this development was solely in specific
areas in South and West Iceland and there was uncertainty about future GR development
compared to current scheduled development. This was clearly an oligopoly market, and it was
not realistic to expect this position to change in the coming years. The PTA furthermore
expected the GR local loop network to continue to grow in accordance with company plans,
particularly with regards to its strong position on the wholesale market. The PTA however
did not expect the changes to be such that they would threaten Mila’s strong market position
during the period of validity of the analysis with reference to the available company plans,
though the gap between them may shrink somewhat.

Mila said that this indicated that geographic segmentation was needed. Competitive
conditions differed by geographic area and it should also be specifically investigated whether
GR had SMP, either jointly with Mila or as a single company. There were indications that the
GR market share was already greater than that of Mila, or about 50% in mid-2019, and would
be even more during the lifetime of the analysis. The PTA needed to make a future projection
expressed in numbers, as it seemed that the Administration took the status in mid-2019 and
then drew conclusions from that but made no statistical model. This is not acceptable in the
opinion Mila.

The position of the PTA

The PTA reiterated that the Administration defined the market, such that it covered both
copper and fibre-optic local loops. The PTA furthermore defined the relevant wholesale
market as one geographic market, and the analysis is based on that.

The Mila market share was 57% at end of year 2020 while GR had 36% share and the
development tended towards fibre-optic local loops increasingly replacing copper local loops,
but this will not in the opinion of the PTA have a definitive impact on market share during
the lifetime of this analysis. The Mila market share had declined by about 3.7 percentage
points per annum on average during the last 7 years. Given continued unchanged development
in the coming years, it is possible to conclude that the Mila share will fall below 50% during
the lifetime of the analysis. There are however indications that the decline in Mila market
share may decrease in the coming years, among other things because Mila fibre-optic
distribution plans are more ambitious than those of GR, Tengir and other parties. It is
furthermore clear that GR uptake is much lower in areas where the company is now in joint
civil works with Mila, e.g., in Arborg and Reykjanesber, than the company was accustomed
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to when it pioneered fibre-optic rollout. It is also possible that companies such as Vodafone
and Hringdu will increasingly move from the GR network during the lifetime of the analysis.
The PTA therefore does not consider it likely that Mila’s share will fall below 50% at the end
of the lifetime of the analysis.

The PTA stands by its assertion on the strong Mila position on the market and on considerable
concentration on the market, see HHI index''0.488. This is an oligopoly market, and it is not
realistic to expect this position to change in the coming years.

The PTA uses among other things, historical development and projections of companies on
the relevant market in each instance, but has not published this in all instances, among other
things, for reasons of confidentiality. The Administration plans to further develop a projection
model for this purpose.

8.3 Total size and profitability

Mila pointed out that GR, which owned the largest fibre-optic system, both if one considered
the area in which it now operated and also at a national level, was a single economic entity
with its parent company Orkuveita Reykjavikur ohf. (OR), which was then in 100%
ownership of municipalities, of which 90% owned by the City of Reykjavik. There were no
restrictions on using support service or on independence of board members in the subsidiary.
This company group also had enormous economic strength, among other things in the shelter
of monopoly. On the other hand, Mila and its parent company Siminn were bound by
significant conditions by the Competition Authority, for the purpose of mitigating the
companies’ vertical integration. At the same time, Mila strongly objected to the discrepancy
between how the PTA compared economic strength of these companies/groups.

The position of the PTA

As is stated in the PTA preliminary analysis, GR is fully owned by Orkuveita Reykjavikur
(OR) which is a public sector company mostly owned by the City of Reykjavik. OR is
financially very strong in comparison with the above specified electronic communications
companies. It should however be noted that, according to Article 36 of the
Telecommunications Act, GR shall be separated financially from other OR operations such
that it is equivalent to an unrelated company and care should be taken that competitive
activities such as GR operations are not subsidised by other operations or are operations which
enjoy monopoly or special rights in fields other than electronic communications. The PTA
has the role pursuant to the law, to monitor that electronic communications operations are
financially separated from utility operations which enjoy monopoly or special rights in other
fields than in electronic communications, and the PTA has for this purpose, imposed various
obligations on GR in recent years.

! Herfindahl-Hirschman Index. The value of the index lies between 0-1. The higher the value the greater the
concentration on the market. If the result is less than 0.1 then action is considered unnecessary. If the result is in
the range of 0.1-0.18 then there is average concentration and over 0.18 there is significant concentration.
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The assessment of the PTA is stated to the effect that GR does not enjoy in a direct manner
the financial strength of its owner more than other electronic communications companies
from their owners, e.g., from pension funds which are the main owners of Siminn and Syn.
In the opinion of the PTA, the deviations that the PTA has reported regarding the financial
separation of GR from OR cannot be considered significant.

Mila refers to paragraphs 835-839 and the PTA preliminary draft, where there was discussion
on comparison between financial key statistics according to the annual reports of the main
companies on the Icelandic electronic communications market, which demonstrated financial
strength of the Siminn Group above and beyond that of other companies on the electronic
communications market.

Mila noted that in the Mila figures, there were sales to Siminn. If this were removed, Mila
revenue from external parties was smaller than GR revenue. It was not reasonable to compare
the Siminn Group with GR. It would be more reasonable to compare the Siminn Group with
OR, as GR was 100% owned by OR. It should be noted that if one was comparing e.g.
financial strength, then it should not matter whether the parent company was in electronic
communications operations or not. It was not possible to ignore the dominant position
occupied by GR, having OR as a backer, which was in a monopoly position and furthermore
in public ownership. It was appropriate to note that a large part of Siminn revenue was not
from Markets 3a and 3b. If the PTA considered it normal to only compare the items related
to electronic communications service, then one should only compare income from these items
that related to Markets 3a and 3b. This was a fundamental issue.

The position of the PTA

The PTA points out that the discussion is about total size and profitability which shows the
strong position of Siminn and Mila as a Group above and beyond competitors on the
electronic communications market. This is based on information according to annual financial
reports of the companies in question. This is detailed information that has previously been

published in the PTA analysis and the Administration intends to develop the comparison even
further.

The PTA will regularly revise information in the Sections with reference to 2019, and the
position of the Siminn Group strengthened between the years 2018 and 2019.

The PTA does not consider the connection between OR and GR to be comparable. Siminn
and Mila have vertically integrated operations on the electronic communications market,
while OR and GR are not operating in the same sector. The PTA furthermore considers that
it is not possible to only take into account performance related to Markets 3a and 3b, among
other things because of how the service offer of the Siminn Group in all areas of electronic
communications is varied and interwoven.

Mila referred to paragraph 841 in the PTA preliminary draft where it is stated that according
to Article 36 of the Telecommunications Act, the operations of GR should be separated
financially from other OR operations such that it is equivalent to an unrelated company and
care should be taken that competitive activities such as GR operations were not subsidised by
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other operations which enjoyed monopoly or special rights in fields other than electronic
communications.

Mila pointed out that according to the Settlement with the Competition Authority, the same
applied to the Siminn Group. The following is stated in Article 2 of the Settlement:

“In order to support increased competition, non-discrimination, transparency and
credibility on electronic communications markets, the company shall continue to ensure full
separation of electronic communications networks and facilities of the Group from other
operations of the Group as was the intention when Mila was founded in 2007 and prescribed
in the Competition Authority Decision no. 6/2013.”

In article 4 of the Settlement, it was stated that Mila should be operated as a separate legal
entity and should be separated in terms of management and operations from parent and sister
companies, and that the board members should be independent of Siminn.

In article 5, it was stated that the Mila commercial policy should be conducted independently
and on the basis of normal profitability requirements, but that the parent company was
however authorised to work on policymaking for the Group.

On the other hand, GR enjoyed all support service from OR, and in the OR 5-person board
there were 3 employed by OR and one former employee of OR. Both deputy board members
of GR were furthermore employees of OR. There was much greater separation between Mila
and Siminn than between GR and OR. Mila considered, OR and GR to be one economic entity
with huge financial strength.

The position of the PTA

The PTA considers there to be no grounds for drawing a parallel between Siminn and Mila
on the one hand, as companies with SMP, according to the preliminary draft market analysis,
and on the other hand OR and GR which are covered by article 36 of the Electronic
Communications Act. The dominant position of the Siminn Group, with respect to financial
status and operations on the electronic communication market is clear, no matter how one
looks at it. The PTA considers that the Competition Authority Settlement in question with the
Siminn Group, cannot cause Mila to be deemed not to have SMP on the relevant market.
Competitors of the Siminn Group have maintained that the Siminn Group has repeatedly
breached the provisions of the Settlement in question, and in fact the Competition Authority
came to the conclusion in its Decision no. 25/2020, that the Group had breached specific
provisions of the Settlement, and furthermore, a number of cases are under review at the
Competition Authority that could constitute breaches of the Settlement. The Competition
Appeals Committee, however, came to that conclusion in case 1/2020, dated 13 January 2021,
that that part of the CA s decision should be annulled due to formal defects in the investigation
of the case, but concluded that Siminn had seriously violated the Siminn Group’s other
agreement with the CA from 2015, through illegal bundling. These issues are discussed in
more detail in Section 10.2 of the updated preliminary draft (Appendix A), which deals with
competition problems. The PTA also refers to the reply to the comment immediately here
above, with respect to vertical integration on an electronic communications market, which
exists in the case of the Siminn Group, but not with OR and GR.
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Mila states that the PTA has not mentioned that the Administration had failed to note that GR
had breached PTA conditions on funding, and that this had not come to light until after GR
had enjoyed this support for development for many years. In this manner, GR precisely enjoys
the strength of its owner. No penalties have been imposed on GR for the breach, and it was
not clear how compliance surveillance was in fact organised by the PTA. GR had thus been
able to enjoy the gains of infringing the law and PTA decisions.

The position of the PTA
The PTA rejects the Mila assertion that the PTA had failed to note that GR had breached the

PTA conditions for the company’s funding. The PTA refers among other things to its
Decision no. 3/2019 “ Implementation of financial separation at Gagnaveita Reykjavikur ehf.
for the years 2016-2017". The decision is part of the PTA surveillance of the implementation
of financial separation of GR within the OR Group on the basis of article 36 of the Electronic
Communications Act. The investigation covered the period 2016-2017 and was based on
bookkeeping and operations data for these years. It is the main conclusion of the PTA that
financial separation between OR and GR was in accordance with the provisions of article 36
of the Electronic Communications Act, with the exception of the provision of a loan to GR in
connection with a cash pool of the OR Group. The PTA also commented on the conditions of
credit institutions in loan agreements with GR with respect to OR ownership of GR. The PTA
therefore considers there to be no reason to impose obligations on GR for implementation of
financial separation between OR and GR with respect to the above specified issues in the
above specified decision. In other respects, the PTA refers to detailed replies on this issue in
this document.

8.4 Entry barriers

8.4.1 General comments on barriers to entry

Mila specifically rejected that circumstances on the market had a special meaning in this
connection, such as alleged access barriers, vertical integration, etc., and that they were in
some way conducive to supporting the PTA preliminary assessment that Mila is deemed to
have SMP on the relevant markets across the whole country.

The position of the PTA

As stated in the PTA preliminary draft, the entry barriers that confront companies on the
relevant market are on the one hand to a large extent attributable to the strong position of the
Siminn Group, of which Mila is part, and on the other hand to difficulties encountered by new
electronic communications companies in creating the infrastructure they need to be able to
compete on the market. The former category includes control of infrastructure that is difficult
to duplicate, economy of scale, economy of scope, access to capital and vertical integration.
The latter category can inter alia include sunk costs, restrictions to growth and costs for
service systems.

As the PTA has come to the conclusion that there is no reason to segment geographic markets,
a party designated as having SMP has such status across the whole country.
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Siminn said that the PTA maintained that there were non-transitory entry barriers on the
markets in question, i.e., Markets 3a and 3b. The PTA analysis on the other hand, contains
discussion of a general nature and assertions that are not adequately supported by data. No
distinction is made between the differing circumstances that now pertained at many locations
across the country, nor are arguments supported by statistical assessment as grounds for
assertions on access barriers.

Siminn pointed out that there were significantly differing circumstances for entry of parties
to the relevant markets, depending on whether it was the Capital City Area, with just under
100,000 homes and all connected to GR fibre-optic, and partly to Mila, or urban areas in East
Iceland where xXDSL connections constituted the large majority and where it was established
that government policy was for fibre-optic rollout for the whole of Iceland.

There is little or no data as grounds for the PTA assertions in both markets and the PTA
discussion is characterised by the text being largely direct quotations from chapters on the
markets in question that were first analysed in the years 2007-2008. Since that time the
situation has changed enormously, two new kinds of mobile network technology have
emerged and tens of billions of public and private monies has been invested in the sector. It
was therefore clear that the PTA had not researched access barriers, as there was no data
behind the PTA investigation and reference is made to the PTA data list in support of this
contention. The Administration took conclusions as given, without data, statistics or analysis.

Siminn also pointed out that adoption of Directive no. 2014/61/EU would have resulted in a
much lower threshold for entry into the market if the Directive had been as Siminn had
proposed, i.e., that parties requesting access could use dark fibre owned by public bodies in
order to develop their own electronic communications systems, for the purpose of offering
Internet service to homes. The PTA had opposed this proposal, though it had been clear that
such access for parties to the market would have had a positive impact on the market.

In any event, one could nowhere find discussion on the access barriers that were reduced, and
certainly not on new investments in fibre-optic resulting from Act no. 125/2019, which
implemented the above Directive. The PTA had said that adoption of the Directive would
reduce costs for deploying fibre-optic systems and that it was desirable that this analysis
should also be used as a basis for PTA market analysis. It would have been normal that the
PTA assessed this issue and at least identified opportunities for new parties to enter the market
and to use the GR and Tengir cabling to offer fibre-optic service. This was not done, which
was unfortunate and constituted a lack of research, which in turn led to the analysis being
meaningless.

The position of the PTA

Here, Siminn comments on Section 8.4.1 in the preliminary draft, which carries the title
“General comments on barriers to entry.” These are general comments on potential access
barriers. In the opinion of the PTA, Siminn’s criticism is ungrounded.

The PTA does not agree with Siminn that there was a lack of investigation of the case, as this
was a very detailed market analysis. As is customary, a further investigation and gathering of
data, subsequent to this consultation on the preliminary draft, took place during the period
last 30 April to 10 July. This detailed investigation broadly supports the conclusions presented
in the preliminary draft. The PTA then opened an additional consultation on last 30 October
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on issues that the PTA considered appropriate to change from the preliminary draft, among
other things in the light of criticism from Siminn and Mila, such as on issues relating to
geographic analysis, imposition of price obligations and that the version of fibre-optic lines
called “Ljoslina” should continue to belong to Market 4 (Market 6/2008 for terminating
segments of leased lines) and not be moved to Market 3a. Then the PTA also opened
consultation on substitutability assessment for copper and fibre-optic and a consumer survey
which the Administration commissioned in the autumn of 2020, and it was the assessment of
the PTA that there was no reason to retract the Administration's initial position to the effect
that there was still substitutability between copper and fibre-optic connections.

The PTA gathered data from electronic communications companies before the preliminary
draft was opened for consultation. The PTA gathered even more detailed data from electronic
communications companies and from other stakeholders after the above specified preliminary
draft was opened for consultation on 30 April 2020. The Administration has now revised the
preliminary draft market analysis, among other things with reference to comments from
stakeholders and from the above specified consultations. The PTA furthermore relies on
collection of data from its regular statistical research, which is conducted twice a year, on the
gathering of specialised statistical data, among other things with a detailed consumer survey
and on data from the infrastructure database of the GAF Institute and on more detailed
analysis on the likely development of distribution of electronic communication networks and
market share during the lifetime of the analysis in the revised draft decision (now Appendix
A). In addition, various information about the market and its status is public information.

The PTA points out that subsequent to the additional consultation, the PTA intends to
annually revise the list of those municipalities that are included in the areas with more
competition, where obligations will be lighter. Such a methodology is more precise than
projections of likely development in the future, which can be subject to many imponderables.

The PTA emphasises that, as the name suggests, this is a preliminary draft which the
Administration submitted for consultation to stakeholders and it should be treated as such,
among other things in order to elicit views and to be corrected, as appropriate, in accordance
with good administrative practice. From Siminn’s comments, one can mainly understand that
it is considered that since 30 April 2020 there will be no more investigations.

The PTA will discuss specific comments from Siminn on access barriers, later in this
document.

One can however note that Siminn says that the PTA makes no distinction between varying
conditions related to access barriers widely across the country. The PTA rejects this. The PTA
specifically discusses access barriers by area in Sections 6.6.2 and 7.6.2 in the revised
analysis, and also in Sections 6 and 7 here above. It is natural that such discussion is
nevertheless not as detailed and fine-grained by area as would have been the case had the
PTA come to the conclusion that competitive conditions between areas differed significantly
such that there would have been reason to segment the market geographically. Then there is
the fact that the PTA had analysed the situation on each separate market, with respect to
designating a party as having SMP and had elaborated obligations on each and every market.
It was however not the conclusion of the PTA, as has been explained in detail in Sections 6
and 7 in the revised analysis (Appendix A) and in the same sections here above.
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Then Siminn discusses here above, the EU Directive no. 2014/61/EU and Act no. 125/2019
on measures for economic deployment of electronic communications networks, which
adopted the above specified directive into Icelandic law. The PTA simply opposed that the
Directive be enshrined in law in this country in accordance with the Siminn proposals, i.e.
that an obligation for access be imposed on parties, whether they were in public or private
ownership, with respect to access to dark fibre, as this would have constituted incorrect
adoption of the Directive and would have been inconsistent with the adoption of the Directive
elsewhere in Europe. The legislation in question came into force on 1 January 2020 and for
this reason is relatively untried, but it is nevertheless the assessment of the PTA that it can to
some degree diminish access barriers, though access to basic material facilities such as ducts
and conduits, have not driven competition forward in this country and have not been used to
a great extent up to this point in time. The PTA however considers, as do most of the PTA
sister institutions in Europe, that this legislation on its own is not sufficient against a party
with SMP.

Siminn considers there to be few access barriers on the Icelandic electronic communications
market and pointed out that Vodafone stated in its merger with respect to purchase of 365
midlar hf. operations that “access barriers to electronic communications markets were small
and then specifically because of changed and increased service from the wholesalers, Mila
and GR.” In the opinion of Siminn, one had to take into account that this was a declaration
from Vodafone to the Competition Authority and therefore clear that it was not incorrect,
unless the PTA succeeded in proving otherwise with data that has not previously seen the
light of day.

The position of the PTA

With the Competition Authority Decision no. 42/2017, the Competition Authority authorised
the merger of Vodafone and 365 midlar hf., with conditions. Both companies were operating
on the electronic communications and mass media market. The above specified conditions
were in the form of a Settlement with the Competition Authority, which was to ensure
competition on the electronic communications mass media markets. Regardless of what
Vodafone may have said in the run-up to the Settlement in question, the Competition
Authority clearly did not consider that there was effective competition on the Icelandic
electronic communications market. In this analysis, the PTA has come to the same conclusion.
It is well known that electronic communications companies make various assertions to the
regulatory authorities in order to get their way. In addition to this, one should note that
Vodafone has lost considerable market share since 2017 on electronic communications
markets, while Siminn has remained steadily on course during the period. The PTA can
therefore not see that competition has increased to any significant degree on the retail market
for Internet service during the period, though Mila has, admittedly, lost some market share
on the relevant markets, but nevertheless has somewhat over 50% share on both of them.

8.4.2 Control of infrastructure that is difficult to duplicate

Mila pointed out that in paragraph 854 in the draft, the PTA said that in larger areas such as
the Capital City Area, there was a shortage of facilities for electronic communications
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equipment. According to the PTA, Mila buildings were now almost fully used at some
locations and there were obligations on the company for access where there was space,
according to a prior decision by the PTA on the relevant market from 2014. GR had on the
other hand, to a large extent used buildings owned by OR, but there was no access obligation
on the company and OR offered hosting of equipment to a considerable extent. GR had also
leased facilities in Mila buildings to some extent.

Mila was not aware of the above specified shortage of space that the PTA considered to be in
Mila facilities in the Capital City Area. On the contrary, there was sufficient space in
buildings, and this would only increase with the decommissioning of the voice telephony
system. One reason why GR leased wall space from Mila in a number of telephone exchanges
for cable closures was that the GR ground cable was spliced with GR in-house cable. Mila
could only ask how the PTA had come to this conclusion and whether it was supported by
any documentation.

The position of the PTA

The PTA plans to make appropriate changes to the text of the paragraph in accordance with
the Mila assertion on the current status of hosting with the company. Sea PTA discussion on
paragraph 860 here below.

Mila made comments on paragraph 858 in the preliminary draft, where it was stated that the
PTA considered it unlikely that any party would see an advantage in installing a new local
loop network with national coverage, but it was rather likely that companies such as for
example utilities or individual municipalities in the countryside would rather concentrate on
introducing fibre-optic to their home areas and that this would be done in smaller areas and
that GR would focus on larger urban clusters in its operational territory.

The position of the PTA

The PTA is discussing that no parties on the market (except Mila) are likely to develop a local
loop network with national coverage, including GR, during the lifetime of the analysis. The
PTA had this confirmed in a reply from GR, dated 22 October 2020, to a query from the PTA
dated last 8 and 9 October.

Mila referred to paragraph 860 in the preliminary draft where the PTA came to the conclusion
that facilities could, along with delays in processing applications, be a barrier to competition,
that was based on service offer through a fixed line access network, if the appropriate
wholesale obligations were not in place.

Mila said that today there was no company at all that would deploy its own copper local loop
network, but rather the parties would all deploy a fibre-optic network. No need for access to
VDSL equipment in Mila street cabinets. Even if there was, it was not a major problem for
the companies in question to set up special equipment in street cabinets. There was enough
space in all of Mila’s hosting facilities in the Capital City Area, and in all urban kernels in the
countryside. The fact of the matter was that there was little demand from other fibre-optic
companies to acquire facilities in Mila hosting space, but they would rather in general provide
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their own space. For example, GR and Tengir were in transformers or in municipality spaces
where the companies deployed fibre-optic. Most municipalities that had deployed fibre-optic
in rural areas had used their facilities in schools or community centres for hosting facilities,
and most had decided to construct another hosting location instead of using Mila facilities.
Mila thought that this conclusion was wrong.

The position of the PTA

The PTA did not assert in the above specified paragraph that there was a shortage of hosting
possibilities in Mila technical space, except in street cabinets, but stated that it could be a
problem. There is doubtless some shortage of hosting possibilities at individual locations, but
the PTA agrees with Mila that this is generally speaking not a problem. The PTA will make
changes to the wording in paragraph 860 in the preliminary draft, in accordance with Mila’s
comments, to the effect that in addition to the current text in the paragraph: “The PTA draws
the conclusion that shortage of facilities, can, along with delays in processing applications,
be an obstacle for competition, that is based on service offer over a fixed line access network,
if the appropriate wholesale obligations are not in place”. This is then a general opinion
about potential situations that can arise on the market and should be interpreted as such.

The following sentence will come in addition: “Shortage of space at Mila is generally not a
problem with the company today, and in addition, space will increase with the
decommissioning of the voice telephony system in the coming years. For this reason, shortage
of facilities in buildings is not considered to be an obstacle to competition, given that
obligations on access to this are in force, but they could be an access barrier if obligations
were not in place.”

Siminn considered it to be unclear what was meant by the PTA discussion, and what facilities
were being discussed in Section 8.4.2 “control of facilities that are difficult to duplicate”.
There was no data to be found in the data list that indicated that the PTA had acquainted itself,
among other things with whether and to what extent companies could make use of existing
infrastructure. The PTA thus appears not to have conducted any investigation as to where the
actual bottleneck was in the system, or the facilities that were difficult to duplicate.

Siminn pointed out that GR had the most widely distributed fibre-optic local loop system in
the country and had 100% distribution in the Capital City Area. Fibre-optic local loop
development in the Capital City Area should be the least expensive in the country, because
of the economies in development, which other municipalities did not have.

Tengir had the most widely distributed fibre-optic local loop network in North Iceland, and
not Mila, and thus it was unclear what facilities were difficult to duplicate in competition with
Mila.

GR used premises of its affiliated companies to a large degree, i.e., the company Veitur ehf.,
which was a subsidiary of OR. Siminn could not see that the PTA had investigated access to
Veitur ehf. spaces, and whether it was possible or likely that a company could acquire access
to Veitur ehf. spaces. It was thus not established whether this would reduce entry barriers or
increase them.
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The PTA could simply have requested this information from parties to the market, i.e., how
likely was it that they would during the next 5-10 years use ducts owned by other parties to
build up their own fibre-optic local loop network. Then the PTA would also have been able
to call for information from Tengir and GR on whether each company could provide access
to its ducts.

Siminn considered it would be normal for the PTA to investigate those access barriers, and
that if this had been done, data would have been gathered.

The position of the PTA
In the relevant section, the PTA deals in general about control of facilities that are difficult to
duplicate (paragraphs 850-860), that could be problematic and expensive to duplicate.

In its conclusion, the PTA voices the opinion that shortage of facilities could, along with
delays in processing applications, be an obstacle for competition that is based on service offer
over a fixed line access network, if the appropriate wholesale obligations are not in place.

See also planned changes to paragraph 860 of the preliminary draft here above.

The PTA reiterates that on the basis of copper and fibre-optic local loops, there is no question
that Mila and not GR has the most widely distributed local loop network in the country and
that both companies have almost 100% distribution in the Capital City Area, when one
considers both copper and fibre-optic networks.

Siminn said that the PTA could have requested information from parties to the market on how
likely it was that they would use access to ducts and conduits owned by competitors. The
PTA did this subsequent to the initial consultation. In replies from GR, Tengir and Snerpa, it
was stated among other things that these companies would give this a thorough examination.
Mila said for example, that it had requested access to GR ducts and conduits in Seltjarnarnes
but had received no answer to that query. For this reason, the PTA considers it likely that
electronic communications companies would use such access to a greater degree than before
in the coming years in their endeavour to reduce costs of fibre-optic rollout.

Though companies have developed networks in competition with Mila in the most populated
areas of the country, that does not mean to say that it is not difficult and expensive to develop
such facilities. At no location is there more than one network competing with Mila (except in
part of Reykjanesbar) and the PTA considers it obvious in the light of experience up to this
point in time and in the light of costs of deploying fixed access networks that there will be
oligopoly in this field in the foreseeable future because of how difficult and expensive it is to
develop such a network and because of how small the market is in this country.

8.4.3 Sunk costs

Mila commented on paragraph 866 in the preliminary draft, where it was stated that new
companies had found it difficult to compete with Mila at a national level, as the company
controlled its own trunk line system, local loop network and related bitstream equipment,
except mainly in limited areas. The PTA considered that sunk costs were an entry barrier for
new companies on the wholesale market for fixed access.
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Mila said in its comments that GR planned development at a national level and that Mila
would, during the lifetime of the analysis, not have service with national coverage.

The position of the PTA

The PTA uses information from GR on estimated development during the lifetime of the
analysis. It is true that GR is interested in continued development of the company's fibre-optic
network beyond its existing operational territory. There is no implementation schedule
available from GR for national coverage of the company system in the coming years, but it is
clear from the GR answers to queries from the PTA from the autumn of 2020 that this will
not happen during the lifetime of this analysis.

With respect to Mila, the PTA considers it clear that Mila will offer service mostly with
national coverage during the lifetime of the analysis if one takes into account distribution of
the company's copper and fibre-optic local loops and further fibre-optic deployment plans.

Today there is no other electronic communications company that even approaches being able
to offer its service on the relevant markets with national coverage and the PTA cannot see
that this will happen during the lifetime of this analysis.

Siminn discussed jointly sunk costs and economies of scope and scale in the PTA preliminary
draft.

Siminn said that it did not fully understand the PTA discussion on sunk costs. The PTA
asserted that new parties had found it difficult to compete with Mila at a national level except
in “specific areas”. Siminn pointed out that what are called the specific areas, where Tengir
and GR competed with Mila, represented 75% of all homes in the country. The PTA had
information from GR itself, that 90% of the country’s homes would, within a few years have
a fibre-optic local loop from a party other than Mila. That was the way it was in exceptional
cases where parties had not entered competition with Mila, and it was Siminn’s opinion that
this was only because larger urban areas had been at the top of the queue. Those areas where
parties had not entered competition with Mila were generally urban kernels with fewer than
1000 inhabitants.

During the next 2-3 years, Siminn would have made agreements with Tengir and GR on
bitstream service, if everything went according to plan. At the same time the GR system
would have reached 120,000 or 130,000 homes, while the Tengir system would have
exceeded 10,000 homes. A total of about 130-140 thousand homes. The PTA had said in its
analysis that GR would reach 130,000 homes and it was thus unclear which was the correct
number. In any event, Tengir and GR would have fibre-optic local loops to 130-140,000
homes during the next 2-3 years which meant that in exceptional instances, Mila would not
be in competition, as dwellings today are 143,000. It was in very defined and small areas
where there was no competition with Mila and not vice versa. PTA assertions to the effect
that it was only defined areas where there was competition in infrastructure were therefore
totally inconsistent with the numbers that the PTA itself provided.
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With respect to PTA discussion on the position of Mila in the countryside in paragraph 870,
Siminn pointed out that development of fibre-optic local loops in the countryside was rather
conducive to reducing economy of scale and thus probably to reducing Mila economy of scale
where Mila had operations at these locations when GR passed them by and thus avoided the
costs of operating at such locations. At the very least, the PTA could gather data to support
its assertions.

In the PTA discussion on GR having a long way to go before it reached the Mila local loop
system, it was clear that GR would extend its system to up to 120-130 thousand connections
during the next 2-3 years, according to the PTA analysis. This is why Siminn found it difficult
to understand the PTA assertions. In parallel to this development, the active Mila local loops
would diminish as would also be the case with increased Tengir development.

The PTA assertions were in absolute contradiction to the data presented in the PTA analysis,
which must be reasonably considered to be odd, and represented repeated indications of the
lack of objectivity of the Administration and a lack of professionalism when making these
so-called market analyses.

Siminn pointed out that in the PTA discussion the advantage that GR had gained through its
ownership connection with OR was omitted, and it was established that GR had received
funds as a loan from OR, which the ESA had deemed to be state aid. The only possible doubt
that ESA considered to be in the case was whether this was justified state aid, not whether it
had been state aid.

The position of the PTA

In Paragraph 866 of the preliminary draft the PTA states: “If should also be noted that new
companies find it difficult to start competing at national level with Mila, which has its own
trunk line system, local loop network and appropriate bitstream equipment, except in limited
areas. The PTA therefore considers that sunk costs are an entry barrier for new companies
on the wholesale market for fixed access. “

It has taken GR and Tengir many years, or more than a decade, to build up their networks and
to gain the market status that the companies enjoy today in competition with Mila. Mila had
57% market share on Market 3a in the end of 2020, GR had 36% and Tengir had 5%. Others
had a total of less than 3% market share. At that time, the development constituted a
substantial financial risk. For this reason, new parties today find it even more difficult than
before to enter the wholesale market for local access with a fixed connection and central
access with fixed line connection for mass-market products.

Siminn considers that Mila economy of scale in the countryside probably does not exist, but
the PTA points out that Mila is in a better position than smaller network operators because of
expected economies in development and operation of the largest local loop network in the
country, see among other things, Section 8.3 “Total size and profitability” in the revised
preliminary draft. Mila also enjoys a trunk line network with national coverage, which is
necessary for using access networks at each location. Mila’s competitors do not have that.
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Is clear that conclusions that the PTA drew in its preliminary assessment were on the basis of
available data, but the distribution plans of GR and Tengir were incorrect, i.e., they allowed
for too much distribution. Subject to additional data and information for those companies
subsequent to the preliminary assessment, it is clear that the distribution plans are much more
modest than as stated in the preliminary assessment, and the PTA will correct this. Mila
distribution plans are on the other hand, much more ambitious according to information that
the PTA gathered from Mila in the autumn of 2020.

With respect to the Siminn reference to alleged unlawful state aid for GR, this Siminn
comment is replied to at another place in this document. Reference is made to this.

As Siminn knows, the preliminary draft was submitted for consultation, where stakeholders
were offered to make comments on the draft as they felt necessary. For consultation to serve
its purpose in each instance, it is desirable that the criticisms are presented in an objective,
traceable and reasonable manner, instead of being unfounded accusations of bias and lack of
professionalism which cannot be seen to be of any value in reaching a professional
conclusion.

8.4.4 Economy of scale

Mila refers to paragraph 868 in the preliminary analysis, where it is stated that operation of a
local loop system constitutes economy of scope in proportion with the scope and reach of
such a network that was being operated by the party in question. This was e.g., because of the
substantial underlying investment and fixed costs that were sunk in the network. Economy
also manifested itself in lower initial costs as a result of bulk purchasing of cable and in
agreements with contractors for excavation, finishing and connections into buildings. In the
same way, economy of scale could result from the minimum number of repairmen and other
staff with appropriate knowledge and specialisation that where needed to provide adequate
service. These factors could in some instances be a barrier to entry into the market.

Mila said that by far the largest economy of scale was in usage of local loops in each area,
i.e., in the amount of sold local loops. Economies in procurement were very small, as Iceland
was a sparsely populated country, and there was therefore not much economy of scale to be
gained when buying from abroad where purchasers of cable and equipment were investing in
communities that numbered millions. The same could be said about contracts with
contractors.

The position of the PTA

The PTA considers it perfectly clear that Mila should in general, enjoy economy of scale,
more than smaller parties on the electronic communications market in this country, and in the
paragraph the following is said about this issue:

“Economy of scale is said to exist in company operations where increased production
means a lower total cost for a product or service unit. This is characteristic for technical
companies which have relatively high fixed costs and low variable costs. Economy of
scale can act both as an entry barrier and as a competitive advantage.”
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With respect to the Mila assertion about economies in procurement being very small because
of the size of the company in an international context, the PTA has no dispute about the size
of the company in international context. The PTA however points out that the size of the
Siminn Group in this country above and beyond competitors is significant and even multiple
compared to many of them, which under normal circumstances should return economies in
procurement. It is clear that GR enjoys some economy of scale, but naturally less than Mila.

Mila pointed out that in paragraph 870 in the preliminary draft, it was stated by the PTA that
one had to keep in mind that Mila offered service across the whole country and was the only
company on the market in significant number of areas. In such a situation Mila had had time
to establish itself and acquire all business in the regions in question, which was an option that
other companies did not have. In addition to this, Mila had been purchasing many local fibre-
optic networks in rural areas which had been deployed by municipalities with the help of the
Telecommunications Fund. One can assume that this would make it less economic for new
companies to enter the market areas in question and achieve minimum economy of scale.

Mila pointed out that in the countryside there was poor usage and costs were higher, which
made it very difficult to achieve economies. It was not possible to achieve economies in
contracts with contractors, except to a very limited degree, as agreements were made with
local contractors. GR doubtless had its own contractors with whom it would be possible to
achieve economies in agreements, in the light of the fact that the contractors in question were
also working for OR.

The position of the PTA

Economy of scale of Mila and Siminn, should under all normal circumstances be significant
when one considers the size and the position of the companies on the electronic
communications market and that in general the Mila economy of scale is greater than that of
GR. The PTA accepts the Mila comment on possible GR economies from contractors and
will keep in mind where applicable in the relevant section of the revised preliminary draft
(Appendix A).

Mila pointed out that in paragraph 872 in the preliminary analysis it was stated that despite
the major development of the GR local loop network in the past years, there was still quite a
way to go before it approaches the size of the Mila local loop network, except in a few
municipalities in the south-west corner of the country, i.e. in Reykjavik and neighbouring
municipalities in the Capital City Area and in the occasional municipalities in South West
Iceland. The PTA did not expect there to be any changes in this situation, as the existing GR
market territory and GR plans do not allow for nationwide development.

Mila said that this PTA assertion was in direct contradiction of the information that GR had
issued. GR had notified, that it planned to offer service across the whole country. That had
been stated in conversations between Mila and GR representatives. This had also come to
light indirectly elsewhere, as e.g., in the document that GR sent into a consultation portal
because of state plans for developing infrastructure, subsequent to the bad weather in
December 2019.
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The position of the PTA

An accurate account is that although GR now considers that the company’s operational
territory is the country as a whole in the long term, it has not yet been included in GR
implementation plans that apply throughout the lifetime of this analysis, that fibre-optic be
deployed across the whole country. The company says that it is continuously examining new
opportunities to deploy fibre-optic, particularly in parallel with other civil works, on
commercial grounds. One can say that the GR market territory is the whole country and that
further opportunities are being examined for increasing fibre-optic connections to homes. The
PTA will make appropriate changes to the text in paragraph 872 and elsewhere in the
preliminary draft in discussion on GR to the effect that the company considers the whole
country to be its market territory in the long term. The PTA however points out that such
declarations and real distribution do not always go hand in hand. The PTA considers it
impossible for GR to have a nationwide fibre-optic network during the lifetime of this
analysis.

8.4.5 Economy of scope

Mila pointed out that in paragraph 885 in the preliminary draft, it was stated that of those
companies that enjoyed economy of scope, the Siminn Group was a much larger company
with more scope in its offer in the field of electronic communications service than Vodafone
or GR, i.e. that Siminn in retail and Mila in wholesale had a more varied service offer than
other companies that provide local loop service on the relevant market, and had greater
opportunities than others to enjoy the economies provided by more products using staff,
facilities and support services more efficiently, because of this broad product offer.

Mila rejected that the Siminn Group was a much larger company than OR/GR with respect to
economy of scope. On the contrary, Mila considered that OR/GR had much greater economy
of scope. GR could use OR civil works and could become a party to agreements that OR made
with contractors. GR could furthermore, for example, implement civil works on roads itself
at a much lower price, which Mila had not been allowed to do in Reykjavik but had rather
needed to pay OR for such work. OR furthermore handled GR bookkeeping and invoicing
system. One could in fact envisage electronic communications companies as utilities, because
even though electronic communications services are not electricity or hot water, the structure
was in reality the same, i.e., a network of conduits to homes and companies. It was therefore
appropriate to compare the Siminn Group with OR and not with GR.

The position of the PTA

The PTA considers it more normal to discuss economy of scope in a narrower context than
Mila chooses to do here, and it rejects the Mila conclusion that assessment of economy of
scope of the Siminn Group should involve a comparison with the economy of OR and not
GR. The PTA discusses however GR economy of scope in paragraph 881 in the preliminary
draft, where it is stated that GR enjoys up to a point, such economies because of its ownership
connection with OR. There were agreements between OR and GR to the effect that OR
performs part of the necessary support service for GR operations, e.g., for invoicing service
and bookkeeping. GR, however, pays OR for such support service.
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8.4.6 Access to capital

Mila pointed out that in paragraph 891 in its preliminary draft, it was stated that it was an
extremely expensive measure to build up a network with as much distribution as the one
controlled by Mila, and to some extent an access network, such as that operated by GR today.
The Mila network had been built to a large extent during the period of monopoly and state
control. The development of the GR network was still incomplete and in reality, it was not
certain how extensive it would be but there is every likelihood that it would not reach further
than the south-west corner of the country. Tengir in Akureyri was still developing its fibre-
optic network in Eyjafjorour area and in Pingeyjarsysla, but this development was
proportionately less advanced than the development in the Capital City Area. It was however
clear that access to capital for developing an access network would continue to be a
competitive barrier because of the high investment costs, as could be expected, particularly
in more sparsely populated communities.

Mila pointed out, however, that throughout the whole financial crisis in 2008, and later, it had
not been a problem for GR to continue its development. During recent years, GR had invested
more in local loop networks than Mila had. At the same time the Siminn Group had had
serious financial problems and had needed to minimise all investments. Mila therefore
believed that GR had at least as good if not better access to capital than Mila. GR had notified
about plans to continue fibre-optic rollout across the whole country. Nordurorka was a large
shareholder in Tengir.

Further to this, part of the Mila network would be decommissioned during the lifetime of the
analysis and Mila would not deploy a new one in its place.

Finally, Mila showed the following slide from GR with its comments on the above specified
paragraph 891 in the preliminary draft.
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The position of the PTA

The PTA stands by its assertion that access to capital for development of fibre-optic networks
can continue to be a barrier to competition, particularly in rural communities that do not fulfil
the conditions for state aid.

The PTA points out that all the main electronic communications companies in the country,
i.e., Siminn, Mila, Vodafone and GR, have gone through a process of recapitalisation since
the financial crisis arose in 2008, and have enjoyed support of their owners in restructuring
the company’s capitalisation. One could not see otherwise than that capitalisation of the
Siminn Group is in good shape and that significant capital had been available in recent years
for investments and would be in the coming years. Should the Siminn Group choose to
capitalise Mila specifically, and separate this from Siminn capitalisation in the future, one
could expect that Mila would be offered extremely advantageous terms on long-term
financing for such an infrastructure company.

Information on investments in fixed assets in the PTA collection of statistics does not indicate
that GR had better access to capital, subsequent to the bank crash than the Siminn Group, as
maintained by Mila. If the investments of these companies related to the companies’
electronic communications operations in 2008 are examined, and compared with investments
subsequent to the bank crash [...]

With its objections, Mila sent a slide from GR, on strengthening of infrastructure, which bears
the title “Desired situation 2025.” The above specified GR plan harmonises materially with
GR plans of looking at the country as a whole for the company’s network rollout in the coming
years. On the other hand, one must note that the slide in question is describing a kind of
desired position, a best case scenario, as GR hoped would transpire in the year 2025 and was
presented as a contribution to discussion on the future of electronic communications
infrastructure in this country. As the PTA has explained here above, the Administration does
not consider that the company’s fibre-optic lines will extend beyond the south west corner of
the country during the lifetime of this analysis, as the company’s newest distribution plans do
not allow for this. In addition to this, the above specified “desired position” is dependent on
the condition that the company gains access to a fibre or fibres in the NATO cable, but at this
point in time it is impossible to predict whether this will actually happen and if so, when. If
GR reaches an agreement with Tengir and/or with the state-supported networks in the
countryside, GR will not acquire those fibre-optic networks, but only operate its bitstream
equipment on them. This would not increase the size of the company’s network on Market
3a but only on Market 3b.

Mila finally asserts that part of the company’s copper network will be decommissioned during
the lifetime of the analysis and a new network will not be deployed in its place. PTA refers
to its previous answers regarding similar assertions by Mila. There it was stated that the PTA
did not consider that such could take place to the extent that would have an impact on the
conclusions of the analysis in its lifetime, and in addition to this the PTA considered it not to
be inconceivable that the purchase of Mila of small country networks, most of which had
been deployed with state aid, would continue during the lifetime of the analysis.
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Mila said that in paragraph 892 in the PTA preliminary draft, that it was stated that there were
no commercial grounds for more than two networks. Nevertheless, all the PTA discussion
was based on a policy to reduce Mila market share. It must therefore be the PTA objective
that a company other than Mila had SMP. Mila would in all likelihood have less than 50%
market share of the local loop market when the PSTN system was decommissioned in the
years 2020 and 2021.

The position of the PTA

It was stated in the above paragraph of the preliminary draft that it was highly unlikely that
there was a financial basis for more than two electronic communications networks in this
country. The PTA will update the paragraph in question so that the financial basis would be
unlikely to exist for more than two networks and in many rural areas for more than one.

The PTA reiterates that is not the policy of the Administration as such to reduce Mila market
share, but rather to allow for it naturally diminishing with increased competition. Here above,
the PTA has argued its assessment that there is every likelihood that the Mila market share
will probably not fall under 50% on the relevant wholesale markets at the end of the lifetime
of this analysis. At the turn of the year 2020/2021, the PSTN system was transferred from
Siminn to Mila, and Mila plans to phase out that system in parallel with phasing out the copper
system. The quick plans that Siminn had with respect to phasing out the PSTN system have
in addition to this, not been implemented as quickly as planned, among other things because
of COVID-19.

Mila referred to paragraph 893 in the preliminary draft, where it is stated that one had to note
that it was not necessary to control a network with national coverage to survive on this market.
It is also a fact that if one looked at the network operators that had entered the local loop
market in recent years, none of them aimed to operate a network with national coverage.
Network operators were even related to relevant utility companies that saw an advantage in
connecting their market territory with fibre-optic. The same applied to individual
municipalities.

Mila said that the PTA asserted that no network operator that had entered the local loop
market in the past years intended to operate its own network with national coverage. This
does not hold given the GR plans. In the future there would probably be no one with a local
loop network with national coverage, neither Mila nor others. This would be the case during
the lifetime of the analysis.

The position of the PTA

According to the GR long term projection for the years 2021-2025, the objective is to
complete deployment of fibre-optic to homes in urban areas in Reykjanesber, Arborg and
Vogar & Vatnsleysustrond. Along with connecting new buildings in the above specified areas
and that the open network of GR’s fiber would be on offer to most homes and companies in
the country. Though GR now defined its operational territory as the whole country, the PTA
considers that the company will be far from a network with national coverage at the end of
the lifetime of this analysis, particularly on Market 3a. The PTA considers that GR is actually
not aiming for a fibre-optic network with national coverage on Market 3a in the future, but
only on Market 3b. It remains to be seen whether these plans will materialize, and it seems to
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be a matter of time before GR will gain access to the NATO cable, which is planned to be
offered in the autumn of 2021. What threads will be offered and when is still unclear.

Mila stated that in paragraph 895 in the preliminary draft, it was stated that the PTA believed
that because developing access networks required such substantial funding that access to
capital was an entry barrier for new companies on this market.

Mila considered that examples showed that this had not stopped companies from developing.
It was clear that some funding was necessary, but companies like Snerpa, T6lvun and
Austurljés had nevertheless deployed their own local networks without significant funding.

The position of the PTA
The PTA points out that this is very limited development conducted by the above specified

parties, which has very little impact on the market as a whole, approximately 2%. It is clear
that such development did however not take place without capital.

8.4.7 Barriers to expansion

Mila stated that in paragraph 898 in the preliminary analysis it was stated that with a new
agreement between GR and the municipalities in Reykjanes and Arborg, it was expected that
the number of households that could connect to the GR network would be about 120,000 at
the end of 2023.

Mila stated that in paragraph 613 it was on the other hand said that GR would have 130,000
homes at the end of 2021. Mila wondered what was correct in this context.

The position of the PTA

The fact of the matter is that according to information from GR, dated 22 October 2020, the
company’s fibre-optic local loops reached over 109,000 spaces in the end of 2020 and the
company expects that they will have reached about [...] at the end of 2023.

If GR enters the Tengir system and/or those of smaller parties in the countryside, GR will
grow somewhat on Market 3b. Such is however entirely uncertain at this point in time.

Mila stated that in paragraph 901 in the preliminary analysis, it was stated that the PTA
conclusion that growth possibilities in the field of installation and operation of local loop
networks were limited and that the lack of growth possibilities was likely to act as a barrier
for new companies on the relevant market.

Mila considered that it was precisely an opportunity for parties to deploy fibre-optic where
the company only had copper. Mila pointed out on the other hand, that there was now a
number of companies on the market (GR, Tengir, Snerpa, Kapalvading, Lif i Myrdal and
many municipalities) that were developing their own fibre-optic systems. In the same manner,
the Westman Islands had announced interest in deploying their own fibre-optic network.
Rollout of 5G would also be a threat to the copper local loop system, as it would be possible
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to get a connection over 5G that was many times faster than over VDSL. Mila considered that
the PTA conclusion was therefore not consistent with the reality.

The position of the PTA

The PTA stands by its assertion that growth possibilities in the field of installation and
operation of local loop networks are limited and that the lack of growth possibilities is likely
to act as a barrier for new companies on the relevant market on commercial terms. As regards
reference to the town of Vestmannaeyjar, Mila announced in February 2021 the beginning of
the town’s fibre-optic installation in the year 2021. With respect to distribution of fibre-optic
networks of other parties and the potential impact of 5G, the PTA refers to detailed replies on
this issue here above.

Siminn said that the PTA statistical data showed that there was rapid movement in replacing
xDSL with fibre-optic connections. In the opinion of Siminn, there were substantial growth
possibilities in developing fibre-optic where the copper system was in place and that when
this was done, there was rapid movement in replacing connections. The progress made by GR
and Tengir, demonstrated this with respect to increase of fibre-optic local loops. The
challenge was not barriers to growth, but economic parameters, as in the main, it was smaller
urban kernels that remained to have fibre-optic rollout.

Siminn considered that the PTA investigation was significantly flawed and in no way
reflected how development had been, but on the contrary investigation appears not to have
been conducted and instead assertions made about an incorrect status.

The position of the PTA

The PTA points out that despite significant decommissioning of copper local loops, there are
still many more customers of the Siminn Group, that have copper local loops than those that
have fibre-optic local loops. At the end of 2020, the proportion of Mila copper local loops
was about [...]% of the company’s local loops sold, while fibre-optic local loops were about
[...]%.

The PTA agrees with Siminn that the switching from xDSL to fibre-optic had been rapid, but
pointed out that companies like GR and Tengir, had gradually developed their networks over
an extended period of time, even well into the second decade. Mila had on the other hand,
developed a significantly wide-reaching fibre-optic system in only 5 years, and according to
information from the electronic communications companies, the greatest speed in continued
development of fibre-optic networks during the lifetime of the analysis was in the hands of
Mila. The gap will therefore shrink between Mila fibre-optic rollout on the one hand and the
joint rollout of other parties during the lifetime of the analysis. It is therefore the opinion of
the PTA that is difficult to see that there are significant growth opportunities on the relevant
market as maintained by Siminn.

As has been stated by the PTA, the PTA decides what information is gathered in each instance
and the Administration is in continuous contact with parties to the market, and in addition to
this there is regular collection of information, including detailed statistical information (twice
a year), information that is used in the PTA infrastructure database (GAF), information from
the companies in Iceland, from the EU Commission and BEREC and from foreign data
providers and from sister institutions.
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The PTA has reacted to criticisms voiced by Mila and Siminn and has gathered even more
data subsequent to the consultation on the Administration's preliminary draft, which took
place during the period 30 April until 10 July 2020, and that mostly support the conclusions
presented in the preliminary draft. The PTA has furthermore commissioned a consumer
survey which among other things cast light on the factors that decide consumer choice and
has gathered detailed information from parties to the market in the form of a large number of
questionnaires.

The PTA therefore rejects repeated criticisms to the effect that lack of investigation of the
market caused incorrect PTA conclusions. The PTA furthermore points out that stakeholders
other than the Siminn Group, including the CA, generally agree with the position taken by
the Administration and consider its analysis well-made and that it serves its purpose.

8.4.8 Sales and service systems

Mila referred to paragraph 907 in the preliminary draft, where it is stated that one could say
that GR benefited from its relationship with OR and of having access to its service systems,
in the same way that Mila benefited from access to the Siminn systems. It must be considered
unlikely that other companies that plan operations on the relevant market had access to such
developed service systems like these two companies had.

Mila drew attention to the fact that Vodafone appeared not to have been examined in this
context.

The position of the PTA

The PTA will add Vodafone to this discussion, as the company has operated for years on the
relevant wholesale markets and has developed its own systems. One could however say that
Vodafone operates to a very limited degree on Market 3a, somewhat more on Market 3b, but
first and foremost the company purchases Access Option 1 from Mila and bitstream access
to the systems of GR, Tengir and Snerpa.

Mila referred to paragraph 908 in the preliminary draft, where the PTA concluded that
investment in service systems could be an access barrier for new companies. Mila pointed out
on the other hand that service systems were off-the-shelf products today and that it was
possible to purchase them without problems. When Mila commenced development of service
systems, they had to be written from scratch and significant costs were incurred on an annual
basis in maintaining the systems. For this reason, Mila considered that this was not a real
barrier for serious infrastructure companies.

The position of the PTA

It is clear that the cost of development and operation of service systems are significant, as has
repeatedly been stated by Mila, for example in connection with cost analysis of tariff, and that
they entail significant costs. One can however point out that in the agreement between Siminn
and GR from July 2020, it is stated that a glidepath of many months is allowed for adapting
the companies' information systems, which can hardly be called off-the-shelf products.
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Is interesting to note in this connection a recent example from the annual statement of the
Siminn Group for the year 2019, where the following is said by the Siminn chairman of the
board, who underlines the importance of Information Systems:

“Since 2014 a new invoicing system has been introduced, financial systems have
been upgraded, 4G connections to almost all homes in the country have been enabled,
Siminn digital conversion has been commenced and the majority of the country's homes
have been connected with fibre-optic.”

8.4.9 Vertical integration

GR considered the PTA needed to investigate even more and to better assess the impact of
vertical ownership of Mila and Siminn on the SMP status of both companies. There was no
doubt whatsoever that both Mila and Siminn, as a company group, had SMP on the wholesale
markets on the one hand and on retail markets on the other. GR also referred to analysis by
the Competition Authority in support of this, with respect to the overall dominant position of
the Siminn Group. With the market power held overall by the vertically integrated group, one
did not only consider individual markets when assessing market power, but also other markets
that could have an impact on that assessment. It could be thus clearly seen that companies
within the Siminn Group had SMP on all markets on which the companies operated.

One could furthermore point out the large number of competition problems stemming from
the vertical integration among other things that were discussed in the draft. Part of the purpose
of imposing obligations on electronic communications companies with SMP, pursuant to
article 27 of the Electronic Communications Act, see article 18 of the same act, was assuring
efficient and equal competitive conditions. GR considered that insufficient attention was
given to these factors in the market analysis and that an assessment had not been made of the
impact of the vertically integrated connections between Mila and Siminn and their impact on
Mila SMP. One could in this context, among other things, mention internal transactions
between these companies, and unwillingness of both companies to provide other parties to
the market with service etc. The large number of disputes related to the companies, both with
the PTA and the Competition Authority, related in one way or another to measures or actions
taken by the companies on competitive markets. It was important that further analysis and
investigation should lead to obligations that the PTA had authority to impose on Mila pursuant
to the law, tackled in a targeted manner, the problems with which the market had struggled
in recent years.

The position of the PTA

The PTA considers that with the obligations that the intention is to maintain, or impose on
the