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Jaring evades ent agl enent

By S. Jai Shankar
LAST Septenber, the then Prime M nister, Tun Dr Mahat hir Mohamad, reveal ed
that the country's first Internet Service Provider (ISP), Jaring, would be
nmerged with Tel ekom Mal aysia's TM Net .

Dr Mahat hir, who made the surprise announcenent when presenting Budget
2004 in Parlianment, did not el aborate except to say that it was to “ensure
wi der and nore efficient internet services,...'. The local ICT industry
was taken aback by the deci sion. Sone i ndustry players were jubil ant;
ot hers were saddened.

However, al nost ei ght nonths passed with hardly any news on nerger tal ks
between the Internet entities of M MOS and Tel ekom There was little
information as to whether there were any talks in the first place, raising
doubts if the two parties thensel ves were aware of the nerger plans in the
first place.

But early last nonth, Datuk Seri Dr LimKeng Yai k, who now heads the
M ni stry of Energy, Water & Communi cations, dropped a bonbshell. He
announced t hat the nmerger woul d not go through as it will not pronote
conmpetition - sonmething his mnistry is tryingtoraise within the
i ndustry.

The minister's announcenent took many by surprise. For one thing it ran
smack agai nst Dr Mahathir's proposal. As recent as end of |ast year, Datuk
Tan Chai Ho, who was then the Deputy M ni ster of Energy, Conmmunications &
Mul ti medi a, was quoted saying that the deal was noving ahead snoot hly.

To add a further twist to the saga, in March this year, there were
i ndi cations that the Energy, Conmunications & Multinmedia Mnistry was
trying to match-nake Jaring and Atl asONE Mal aysi a Sdn Bhd. Avenue Capita
Resour ces Bhd was given the task to do a due diligence on the possibility.
It isreliably learnt that all parties involved had received letters from
the mnistry and were waiting for further instructions. Thus, Dr Linls
announcenent in April changed everyt hing.

If his rationale of pronoting conpetitionis to be takento its |ogica
end, thenit is alsoinplied that Jaring' s courtshipwith is AtlasOne
could be a non-starter.

But before Jaring could take stock of the announcenment, reports energed
in May, which further changed the scenario. Jaring will now be sold to the
hi ghest bi dder via an open tender exercise. Industry observers agree that
the manner and speed in which these devel opnents have taken place is tied
to the Governnent's desire to conplete M MOS' s restructuring process soon.
But beyond that, it also creates an inpression that Jaring is alnost in
dire need for external support and cannot sustain itself independently. If
so, it will be surprising because the conpany has a steady custoner base
of 800, 000 and track record of about 15 years in the | SP busi ness.

When queri ed about these devel opnents, Dr Mohaned Awang-Lah, the CEO of
Jaring, had a different opinion. He points out that Jaring didn't propose
nor had any control over the proposed nergers and rel ated natters.

Furt hernore, Mohaned bel i eves, Jaring has the financial clout and know how
to survive i ndependently. "~ Mst tinmes people tend to forget about the "K
in K-econony,' he says, pointing out that Jaring evol ved froman R&D
outfit and has been around for a long tinme as far as the Ml aysi an
Internet industry is concerned. Meani ng which, Jaring' s experience and
domai n know edge i s i nval uabl e and shoul d not be overl ooked.

Mohamed, who has been with Jaring fromthe very inception, contends that



it does not see financial nmuscle as a main driving force towards its

survi val . Wil e acknow edgi ng the i nportance of noney for survival, he
says what is nore inportant is know how and i ndustry experience. ~This we
have and there i s no reason why we cannot attract investnents based on
these strengths,' Mhaned says. In fact, he adds, Jaring has received
nunerous enquiries fromfinancial institutions keen on funding sone of its
projects. This was as recent as April and May this year.

Neverthel ess, despite the brave front, indications are that it is not
going to be an easy ride for Jaring one way or anot her

M nefi el ds abound

The nost critical part of Jaring' s future plans hinged onits ability to
secure a Network Facilities Provider (NFP) |licence. Basically, the
Mal aysi an Conmuni cati ons and Mul ti nedi a Conm ssion (MCMC) of fers four
types of licences - Network Service Providers (NSP), NFP, Applications
Servi ce Provider (ASP) and Content Applications Service Provider (CASP) to
I CT players. Ideally, those who have any one of these |icences shoul d not
have any of the others. This will ensure self-interest does not jeopardise
growth within the i ndustry. However, Tel ekom Mal aysi a Bhd, whi ch owns TM
Net Sdn Bhd, has NFP and NSP |icences. This neans it is a service provider
as well as a conpetitor to Jaring.

Not surprisingly, without the NFP Iicence, Jaring doesn't have conpl ete
control over its costs and service quality. Fully aware of this, Jaring
tried applying for this licence three tines in the past, the | atest being
i n August | ast year. Mohanmed net with Dr Limin md May to further discuss
the matter. Wrd has it that Jaring has been prom sed the licence in
principal. Mhanmed hinmself is confident on the matter. If indeed Jaring
gets it, thenit will be a significant step for the MMJS unit.

The devel oprments in the last 12 nonths, fromrestructuring of MMOS to
t he tal ks on possible nmerger, have al so not hel ped. Mhamed adnmits the
el ement of uncertainty has i npacted Jaring, including custoners, partners
and enpl oyees. However, he doesn't believe it has affected Jaring's
ability to perform In fact, heis targeting 30-40%growh in revenue for
the year. If it achieves it, then Jaring, which is debt-free, expects to
break even this year.

The confidence is contrary to what Nitin Bhat, Director, Tel econs Frost
& Sullivan Asia Pacific, concludes. ~Any indecision regarding the future
direction of the conpany prevents the conpany fromfornmul ati ng and
i npl enenting its future business planning. It creates indecision across
all the I evel s of organi sation and prevents focus on core business,' says
the Frost & Sullivan consul tant.

Jaring is also hard pressed to assert nore control over its own destiny.
According to i ndustry observers, generally Jaring is not in the | oop when
decisions are made pertaining toits future directions. Acase in point is
t he recent devel opnent that Jaring is being put up for sale. According to
an industry insider, Mhaned first cane to know about it froma
journalist. Wiile refusing to be drawn i nto such specul ati on, Mhaned did
say that conmuni cation anong different parties in the industry nust al ways
be kept open to ensure an efficient decision-making process.

The Kel ant anese al so di sagrees that he is becom ng frustrated for not
havi ng better control over Jaring's future as a business entity. He notes
that it is nore of a case of seeing these changes, real and inplied, as
chal | enges rat her than i npedi nents. And despite these chal |l enges, Jaring
has shown grow h in the past and reckons will continue to do so in the
near future. For that, Mbhanmed i s | ooki ng beyond the | SP busi ness nodel

Broad bane?

Mohaned readi |y acknow edges that | SP as a busi ness nodel is obsol ete.

That's why the conpany has been driving hard to refashion its product m x



Apart fromdial -up I nternet access, the conpany al so provi des secure
network audit and nonitoring service, secure Virtual Private Network (VPN)
service, and Internet tel ephony. Gowth in dial-up services is expected to
decel erate over tine while services like those related to security such as
VPN are expected to grow strongly. Dial-up services currently contribute
50% of Jaring' s revenues.

But the one that really excites Jaring is the planned rollout of
wi rel ess broadband applications this year. It expects to derive 50%of its
revenues fromsuch services within the next three years. Jaring believes
it would be able to roll out wirel ess broadband services three nonths
after getting the NFP Iicence. Based on the technol ogy provided by Soma
Net wor ks I nc, Jaring hopes it woul d be able to nuscle into the burgeoning
br oadband mar ket wi thout the usual associated i nfrastructure costs. Soma
Networks is a United States' based private conpany, which becane notable
after selling its wirel ess broadband technol ogy to Japanese backbone
provi der NTT Communi cations Corp in 2002.

But Jaring has to nove fast because other players are already in the
gane of providing broadband services in various flavours. Besides the W-
Fi service providers, there are al so wirel ess broadband pl ayers such as
Ti me dot Com Bhd, which is already providing such services, and Atl asO\NE
whi ch targets mid-year rollout of wireless broadband services.
Furthernore, Nitin points out TMNet currently provides wireless | nternet
access t hrough CDVA technol ogy while Maxis is expected to offer sinilar
services by year-end.

And even if Jaring does well in the wireless broadband area, one has to
bear in mnd that such services will only nake up a snall portion of the
br oadband nmarket, even in the near future. According to Frost & Sullivan,
the market size for total broadband services including Digital Subscriber
Line (DSL) and wirel ess was about RM206.65 million in 2003. The market is
targeted to expand at a CAGR of 31.4%over the next six years. The
estimate is wirel ess broadband services will only constitute about 23% of
this growmh by 2008. Nitin expects the land-1ine based xDSL broadband
services offered by TMNet to continue to be the technol ogy of choice.

Beyond wi rel ess broadband, Jaring is al so seeking to broach the busi ness
process outsourcing (BPO market. This will be done when it starts
of fering | P based call centre services by end of the year. The service is
an extension of Jaring' s recent investnment of RM6 nmillion into I P Contact
Centre (IPCC) Solution fromCisco Systens to i nprove its own customer
service | evel . Mohaned expects this business to pick up sl owy but
eventual |y to become sizeabl e. One industry player estimates the | ocal BPO
market to be worth between US$60 million and US$70 mllion this year.
However, Mohanmed says Jaring i s not noving away fromits core conpetency,
which is still on applications related to the Internet. “That's what we
know best and we will stick toit,' he says.

Li ke unruly cobwebs, Jaring's future has becone a sticky affair. But in
Mohamed one has a wel | -tested general. The question nowis when will the
general know who his conrade at arns will be or if he needs to nake a solo
char ge.
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