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Committee met at 9.46 a.m.

ACTING CHAIR (Mr Hatton)—I| declare open this meeting of the House of
Representatives Standing Committee on Communications, Information Technology and the
Arts. Today the committee will take evidence as part of our inquiry into wireless broadband
technologies. In simple terms, broadband allows for high-speed data transfer, providing vastly
improved Internet access with a far higher level of interactivity. Broadband also enables
services such as digital video on demand, simultaneous phone and data, and a range of
applications and content that can reduce the cost of doing business and delivering government
services. Wireless technology can be used to provide broadband services over the airwaves,
thereby providing unwired networking and online services, mobility and convenience for
business users, an alternative to existing wired networks and a new range of specialist
applications.

The committee is examining current wireless broadband technologies in Australia and
overseas and the likely future national and international trends in their development and use. We
are looking at the interrelationship between the various types of wireless broadband
technologies and examining their benefits and limitations compared with cable and copper
based broadband delivery platforms. The committee is particularly interested in exploring the
potential for wireless broadband technologies to provide a last mile broadband solution in rural
and regional areas; that is, to connect businesses and households which are currently unable to
receive broadband services. We are also looking at how wireless technologies can encourage the
development and use of broadband content applications. In addition, the committee is
examining the effect of the telecommunications regulatory regime, including spectrum
regulation, on the development and use of wireless broadband technologies.
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[9.48 am]
JOHNSON-BADE, Mr Kevin, Managing Director, Midac Technologies (Australia) Pty Ltd

ACTING CHAIR—I welcome Mr Kevin Johnson-Bade of Midac Technologies (Australia).
Although the committee does not require you to give evidence under oath, | should advise you
that the hearings are legal proceedings of the parliament and warrant the same respect as
proceedings of the House. The giving of false or misleading evidence is a serious matter and
may be regarded as a contempt of parliament. | do not think this committee has arrested anyone
yet! Do you wish to make some introductory remarks before we proceed to questions?

Mr Johnson-Bade—Thank you very much for allowing me to come along. What | am here
to talk about typifies areal situation in the bush. We are an R&D company. We were previously
located in Sydney. Some nine years ago, we made the classic lifestyle choice, which
communications should allow a technology company to make, to move to a new location and
we shifted to the foothills of the Barrington Tops in the upper Monkerai area. We encountered
numerous problems with communications then. We required three lines initially: one for voice,
one for fax/data and another for data. After athree-year battle with the providers of the service
to achieve satisfactory use of the lines for the purposes for which they were provided—modem
communications and so on—we had to then shift to the location of Dungog, which was the
nearest town.

At the time, the shift improved the situation in that we could achieve the kinds of
communications we had been accustomed to. In Sydney, other people could use, say, modem
communications. Unfortunately, we are now faced with a similar situation with the increasing
importance of broadband communications to our business. | might just expand on what that is at
the moment. We develop leading-edge technology and e-commerce software—online
technology. It drives what we call gateway sites. A gateway site is a site that uses a common
infrastructure such as ours to provide advanced e-commerce capabilities, particularly to SMEs,
because of the common infrastructure, they gain high functionality at a lower cost. At this point,
we have some 40 gateways running. We do the main regional gateways—for business and
tourism in particular—for the Hunter region, the North Coast region and the Northern Rivers
area. We have some 4,000 businesses using the technology and around 11,000 business
instances in the different gateway sites.

We are currently carrying on the business in Dungog. Dungog is a town that has been
adversely affected, initially by the end of the timber industry and more recently by deregulation
of the dairy industry. | firmly believe that, with regional situations such as Dungog, uncapped
broadband capabilities could provide enormous economic stimulation to the area. We are
primarily a small R&D unit, so we are not a big company at this stage, but we have plans to
expand. Being developers of technology, we provide a high level of local employment in IT. We
provide local traineeships and so on, and we have produced a culture in the area that Dungog
can excel a IT, not just try and keep up.

Our problem at the moment—and it would be great if broadband or smilar technologies
could resolve it—is that, whereas five or six years ago we had to shift our location from
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Monkerai to Dungog in order to achieve acceptable communications infrastructure, we now
face having to shift from Dungog to Maitland or perhaps Newcastle. So the town of Dungog
will lose the opportunity of employment offers from us. Also, many other companies could
relocate for lifestyle reasons from the likes of Sydney to an idyllic place like Dungog—which is
a World Heritage area near the Barrington Tops—and we could have a major industry there if
we had good infrastructure, whereas the redlity is that there is no viable broadband facility
available. At this point in time, the only thing we could look &t is bidirectional satellite, whereas
what we are redlly talking about is comparable technology at a comparable price. We do not feel
that we should have to pay a lot more for less in the country, which is basically what we have
been doing. So any technology that can resolve that problem would be very beneficial to
Dungog and many other similar towns around Australia.

Although a great deal of our problem has been with Telstra, that is really because they are the
main service provider. | believe that government policy could be changed so that, rather than
being reactionary to a situation such as ours, we could plan a bit ahead and stop the slide that is
occurring. We are seeing a trend where we have shifted a certain distance; now we have to shift
an even greater distance to get acceptable services. In the future, when we have communications
systems we have not even thought of yet, will we inevitably have to shift back to Sydney?

Despite Telstra's claim, supported by the government, that services have improved—and if
you look at it in an absolute sense, yes, there is satellite communication available—when you
look at it in a comparative sense and compare the rea situation for a business regionally located
with that of one in a city, the problem has worsened. That is the essence of what | have to say.
With appropriate legislation, as we move forward with the prospective sale of Telstra, if there is
some kind of funding arrangement set up to fund businesses which are providing employment
in regional settings and which can prove a need for their survival for broadband or similar
evolving technologies, | feel that there should be a government subsidy or some kind of grant
that would be in place, like a B-RAP. We have a D-RAP in place, aregional assistance plan for
the dairy industry. | think there should be a broadband assistance plan to encourage not just
businesses like ours to stay where they are currently located but to encourage others to relocate
to such locations.

ACTING CHAIR—How many people does your business employ?

Mr Johnson-Bade—There are seven of us in total—the proprietors, and we employ five
others. Along with the gateway technology that | described, we have developed a technology
designed for online call centre application. Our plans have been to set up acall centre facility in
Dungog as well that would initially employ around 25, expanding to potentially a large number
because such a facility with broadband being available can service clients worldwide, not
limited to the telephone system when you compare it to atraditional call centre.

ACTING CHAIR—Given the nature of your business, it is ironic that the key problem you
have is telecommunications, because you are dealing in e-commerce and the gateway products
are necessary for that. | suppose, luckily, you do not have to be online to provide those. Do you
provide those in a shrink-wrapped fashion?

Mr Johnson-Bade—No, it isan ASP. Midac has been a leader in anumber of ways. Over the
years, we have released a number of technologies that have led the world in some instances, and
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we have been using an ASP model for probably four years now in delivering this technology.
Naturally, our server cannot be housed in Dungog, which does present us with a problem. It is
actually located—and | see Soul Pattinson will be speaking here later—at the NBN offices here
in Newcastle, which presents us with problems, particularly if there are server glitches and so
on that occur. It means that the service we provide to those many thousands of businesses—
which, in essence, we are helping in their regional context to take advantage of e-commerce—is
compromised because we cannot locate the server where we are.

ACTING CHAIR—Can you give us an idea of how, during the time of the business build-
ing—from the move from Sydney to the Monkerai Valley and then a move to Dungog and so
on—the development of the business has been matched and then mismatched with the changes
in the technology available to you?

Mr Johnson-Bade—First of all, in the city we were involved in quite a different area. We
developed direct digital control systems for high-rise buildings. That is what we used to do in
many of the buildings in Sydney—and other locations around the world run on our technology.
We shifted when we made the lifestyle choice. | identified the enormous potential the Internet
could provide in terms of commerce. We were one of the first starters ready to do web
development work—there were not many around back then. We were certainly the first in the
Hunter region. We naively, at the time—and | think Telstra just as naively—assumed we could
just connect lines up and everything would be okay. But that wasn't to be. In fact, initially, the
nature of the business when we moved there was that | was providing consulting services,
helping corporations such as Boral and James Hardie to develop long-term technology
strategies.

The course of the business was changed when we realised that the lines that we had
connected and the equipment downstream were simply incapable of providing the service. The
shift into Dungog was a mgjor strategic change in direction. That is not to mention the building
we built a kilometre away from our house which was to keep the business separate from our
home but which is now largely occupied by snakes. And now, yet again, this decision is
imminent, and we are faced with finding locations in Maitland or Newcastle for the business,
which we do not want to do. It certainly does not fit with our original plan.

| can summarise by saying that the direction of our business has been largely dictated by
Telstra and the services that they provide. We did not know that when we shifted to the country
we were taking on a kind of silent partner. We had no idea that we had another entity who
would be making these decisions. But it is not Telstra, as | said. What we need is appropriate
legislation that can overcome the problem. It is deeply rooted in the debate surrounding Telstra
insofar as, if we keep looking backward and fixing problems so that we can claim that we have
made great progress—as we are doing at the moment with the Telstra scenario—I do not think it
takes the country as far ahead as we could be going. We have got a worsening situation that we
are right in the middle of—there is no question about it; it is real. We pay more at our current
location for a single modem line connection, which we hobble along and just get by on. We pay
more for that than a full broadband connection via cable in the city with five gigabyte of data,
which is the kind of data that we are using. We pay more for a modem. Our only real option,
since ADSL is not available, for commercial decisions made by Telstra, is if we were to upgrade
to a bidirectional satellite, we would be paying something like six times the amount that we
would for a comparable service.
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ACTING CHAIR—So you are saying that the nature of the communications available to
you is constraining what the business might do in the future, and that is why you are looking at
amove?

Mr Johnson-Bade—Totally.

ACTING CHAIR—BUt it has also constrained what you have done in the past, because the
nature of your business has changed. So when you went from the consultancy—

Mr Johnson-Bade—I could not sustain that. Bearing in mind that you have a situation where
directions of large corporations are being formed on your recommendations for long-term
strategic planning as far as technology goes, being located at a distance from where it is all
happening is a major disadvantage. But when it takes two hours to send a six-page fax, and
about 15 fax calls and 10 phone calls to make sure that they have eventually got all the pages,
you cannot really carry on business that way. The writing was on the wall. And, yet again, we
are having to change.

We are a small company; we are trying to do big things;, we are adventurous; and we are
usually doing things that have not been done before. In a way, because we are trying to do that,
our existence will highlight where the problems are. | think that is unfortunate. If companies
like ours are prepared to be leaders in technology and break new ground, and appreciate doing it
in an idyllic regional setting for lifestyle reasons, that can only improve the regional economy.
Lord knows a place like Dungog needs it.

ACTING CHAIR—Dungog is a very pretty town. As you pointed out, it has been directly
impacted by the closure of the forestry operations. It is also fairly adventurous in its educational
sector.

Mr Johnson-Bade—Yes.

ACTING CHAIR—It isfairly strong, but it is under pressure from changes. From talking to
people in the local community, what sense do you have of their frustration with the dial-up
service? What might they be able to do if they had full broadband access?

Mr Johnson-Bade—To be fair, the community has been reasonably well looked after; | must
refer to the CTC. They had a very good coordinator and they got some good recognition for
work in that area. The CTC has been very active in raising awareness of technology amongst
young people and that has flowed through to the community. For a small country town, | think
there has been a disproportionately high take-up of Internet use. When we moved to Dungog,
we immediately set up as an ISP and started to provide local service; we do not do anything like
that anymore. So the town, as a community, is quite aware, and alot of young people coming up
could be well employed in the local industry.

The CTC has a broadband connection—I forget the name of the program—that provides
broadband to communities. So we are in the ridiculous situation where the government has
provided and funded a bidirectional satellite connection for the council, the library and the CTC,
whereas we, paying the taxes to fund that, have no access to it and have to leave town. As far as
the community goes, the government has done well in providing facilities such as the CTC and,
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more recently, the broadband connection that is shared with those other entities. But what is
lacking is any consideration at all for industry, which is the future of the town. The town
currently has negative population growth. So there are all these bods playing games at the CTC,
getting familiar with computers and programming three-dimensional worlds for their game
machine, which is good experience; they will all be leaving town. The community is quite
aware of technology, but it is probably going to go nowhere.

ACTING CHAIR—We will go to alocal community representative in the Hunter region.

Ms GRIERSON—Thank you very much. | think your presentation is the first one we have
had that represents smaller communities. We know that, if we are to retain populations and
grow economies in smaller communities, they certainly need access to broadband technology. It
Is freely available at the moment to non-profit organisations like the council. What sorts of
Incentives can we give to the government, and what strategies can we recommend, to make the
service and infrastructure that are already in place available for organisations like yours?

Mr Johnson-Bade—First of all, it probably would not be practical for us to share the
connection that they have, bearing in mind that we require somewhere between three and five
gigabytes of traffic monthly. The bandwidth that we would be using would be significant; we
would be the major consumer of that service. So, although it would be an improvement on what
we have, sharing the service would not be the answer. The answer is a mechanism by which
companies such as us, who are prepared to provide employment in such a setting, are able to
apply for some sort of assistance to at least make up the difference between what we are forced
to pay and what others would pay in the city.

Ms GRIERSON—AnNd $600 per month would be a barrier and a disincentive to anyone
going into that sort of business; isthat correct?

Mr Johnson-Bade—No.
Ms GRIERSON—Isthat what it would cost a the moment for you to access—

Mr Johnson-Bade—We did some costing yesterday off the Telstra site and worked it out.
With respect to the monthly cost for the bidirectional satellite, which is asymmetrical, it needs
to be borne in mind that alot of our data is outgoing; because of the nature of our business, you
have something like 128k out and 512k in. The price for that would be around $828 per month.
That iswhat we would be paying for that service. If we compare that with the cable situation for
five gigabyte at uncapped bandwidth in a city, we would be paying $169 per month. So we are
paying alot more but it is not even the same facility; it does not have the same bandwidth. It is
afar more degraded service.

Ms GRIERSON—Currently in Dungog you could access a service but it would be at such a
cost?

Mr Johnson-Bade—It would be an inferior service at an inflated price.

Ms GRIERSON—It ill would not service your needs?
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Mr Johnson-Bade—It would be an improvement on what we are doing, but we need to look
a the long term. We need to look at the call centre operation that we want to set up as well,
which will have a greater demand. | do not really see an answer in the current bidirectional
satellite product that Telstra offers.

Ms GRIERSON—No-one else is offering access to spectrum at the moment?
Mr Johnson-Bade—No.

Ms GRIERSON—In terms of your presentation, you would suggest not just improved
service but subsidy for that service so that you are encouraged to grow a technology based
industry?

Mr Johnson-Bade—Yes. A provider such as Telstra is making a decision regarding the
installation of equipment and infrastructure. They are making that on a commercial basis and
answering progressively to the shareholders. We need some kind of mechanism by which the
government can subsidise situations that meet certain criteria. In the same sense that there are
other funding opportunities, | think there needs to be one that would cover broadband in a
regional context.

Ms GRIERSON—You would be concerned that if it was always on a commercial basis the
service would not be there and the cost competitiveness would not be there?

Mr Johnson-Bade—It will not be there. That isafact. Telstra are aware that | was coming to
address this group and of the nature of our complaint. They are simply not in a position to say,
‘We'll flick ADSL on,” which would be an improvement, even if we had that there. It would
stall the problem that we have. We could get back to work and focus a bit more on other things.
We need something a lot better but they cannot put it in because they cannot justify it
economically.

Ms GRIERSON—In terms of our role, the commercial value or the value in return to the
community is a matter that government should be particularly interested in?

Mr Johnson-Bade—It hasto be taken into account.
M s GRIERSON—Or unemployment in regional Australiawill continue to grow.

Mr Johnson-Bade—Yes, or else what we are seeing is just a worsening situation—this is a
specific instance where we have got this radius that is just increasing. That is atrend. It is there,
despite the fact that we have worked really hard. Admittedly, the exchanges that we ran off
when we first shifted there have all been replaced and there is new gear and the rotten, old
multiplexes that hardly worked are al gone. So we have improved the situation, but you cannot
continue making plans for the future of the country by identifying where a problem is and
legislating to improve that specific problem whilst the whole world moves on. That is what we
have got.

Ms GRIERSON—Because you are not too distant from a major centre at Newcastle—and
you have mentioned Maitland—if we were to see the roll-out that is being talked about by other
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companies that are interested at the moment in Newcastle, what role could government play in
expanding those commercial roll-outsto cover wider areas?

Mr Johnson-Bade—I think that is a much bigger question because it comes down to the
guestion of responsibility of government for essential infrastructure. If they are not directly
responsible to legislate so that the infrastructure adequately supports all communities—

M s GRIERSON—Perhaps that is an opportunity we should look at in terms of public-private
partnerships that might take a commercial venture a bit further. In relation to 802.11, you have
not looked at using free spectrum in setting up some sort of system that would assist out there?

Mr Johnson-Bade—No.

Mr TICEHURST—What bandwidth do you need for your operation? You went there with
three phone lines. What would you need today?

Mr Johnson-Bade—Something like a cable service would be quite adequate. | am not sure
of instantaneous bandwidth. | can say that our need currently is traffic wise. At the moment we
have a server which connects us via modem and stays connected during the working hours.

Mr TICEHURST—What speed do you get on that modem?

Mr Johnson-Bade—It would be 56K or something. Our technology is competing head-on
with companies located in, say, Sydney, and so on, who would be shocked to know that we
could achieve it. But it is a constant problem.

Mr TICEHURST—IsISDN available?

Mr Johnson-Bade—ISDN is available but again it is a fairly limited service in terms of
speed. | notice in some of the definitions here that it is not even classified as broadband. It goes
up to 128K, doesn't it? It is not really broadband.

Mr TICEHURST—S0 you are saying that you need more than 128K ?

Mr Johnson-Bade—Yes, | would say that we do, particularly when we are looking at
expansion into the call centre facility.

Mr TICEHURST—You made some mention of ADSL. Isthat not available?
Mr Johnson-Bade—ADSL is not available either.

Mr TICEHURST—You compare the cost of service in Sydney to rura areas, but you made
alifestyle choice. | did the same—I live on the Central Coast. | also set up some pioneering data
server business. But | could never run it from my premises because of unreliable power and
overhead unreliable phone lines. So | had to place a server elsewhere. When you look at what
has happened in the USA, people want all those facilities. That is why they set up places like
Silicon Valley where you get a lot of people together when the infrastructure is there. In my
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area, they have set up Tuggerah Business Park, which is cabled with optic fibre. If anybody in
that area wanted to set up a high speed, communication type of business, that is where they
would put it because the infrastructure is there already.

The other thing we have to bear in mind is that, when you are talking about government
providing funding and support, what you are actually talking about is taxpayers. What you are
doing is certainly admirable in building high technology; | understand where you are coming
from. | think that is the future for a lot of these areas. But you have got to look at the codt, at
how many other clients would be in that area and whether it will ever be viable on other than,
say, satellite. But what about some of the alternative providers? SPT are saying they have got a
lot of sites all over the east coast.

Mr Johnson-Bade—We had a quote from them: $480,000 for installation or set-up costs. We
really thought that was a bit high. We have spoken with SPT; we have a strong relationship with
them. Our server sits in their facility, in their data centre. We have spoken on numerous
occasions about whether a solution exists, and they do not have one.

Mr TICEHURST—What is the population of Dungog?

Mr Johnson-Bade—I think probably the shire population must be around 7,000 or 8,000, or
something like that.

Mr TICEHURST—So whoever is going to provide a high-speed network will be providing
that into alimited market.

Mr Johnson-Bade—Not necessarily. You would have to be basing that statement on the
assumption that there are no other technology companies that would consider relocation to a
lifestyle such as that at Dungog near the Barrington Tops et cetera. If there were a facility such
as the one you describe—I| have supported for many years now the establishment of a
technology centre in Dungog where such broadband connection was available—I am sure there
would be other companies that would go there. So you would have businesses relocating, which
fitsin with what state and regional development and the HEDC are doing to encourage business
and relocation in the Hunter region for lifestyle reasons. If the Hunter can put forward an
argument for relocation for lifestyle reasons, | would suggest that Dungog would be a jewel in
that crown.

Mr TICEHURST—What about the Networking the Nation projects? Have any of those been
applicable in that area?

Mr Johnson-Bade—Yes. The NTN funding is primarily set up for community benefit and so
on—I believe that NTN originally funded the CTC,; yes, that was NTN funding—but not as far
as private enterprise goes.

Mr TICEHURST—So did NTN result in higher bandwidth into the area?
Mr Johnson-Bade—No, not the initial funding for the establishment of the CTC. Initially

they had modem connection there. And it is only just recently through another scheme, which |
forget a the moment—somebody here might know it: the one that provides for broader band
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connections for the community in regional settings—that the bidirectional satellite has now
been brought in for the council library and the CDC.

Mr TICEHURST—I notice where the state government have suggested access utilising the
staterail.

Mr Johnson-Bade—Yes.
Mr TICEHURST—A transgrid, of course, would not operate in that area.

Mr Johnson-Bade—There is a lot of talk about that. Rail goes right past our location there.
In fact, rail goes through one side, and there would be fibre there and on the other side of the
road that goes past, we are located in the old dairy factory building. On the other side is a fibre
that is the main feeder from Dungog that | think goes across to Gloucester or something like
that. So we have two fibres going past us.

Mr TICEHURST—AII you need do is tap into one of those optical fibres and your problem
isover!

Mr Johnson-Bade—Maybe we should focus on that.

Mr TICEHURST—Yes, that might be away of looking &t it.

ACTING CHAIR—Maybe you should concentrate on that.

Mr Johnson-Bade—Yes.

ACTING CHAIR—Some of the submissions we have received make the point about what
possibilities exist with the state government and running through the natural corridors they have
with the rail network and so on. If there is that kind of facility, if you have full optical fibre,
then it is a question of whether the town itself could tap into that. Bidirectional service can be
provided through satellite or some other mechanism could be used. You can provide one by

wireless through tapping into the optic fibre. That should not be that difficult, one would think.

Mr Johnson-Bade—Yes.

ACTING CHAIR—I want to go back to the question of subsidy. You are in business and
therefore you pay tax, | suppose.

Mr Johnson-Bade—Yes.

ACTING CHAIR—As far as | know, businesses are effectively subsidised, as are
individuals in a sense, by being able to claim their business costs back against the tax system.
Why have you suggested there should be some kind of direct subsidy rather than looking at the
fact that there is already a subsidy in place anyway?

Mr Johnson-Bade—Which subsidy? | missed the subsidy that you referred to, actually.
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ACTING CHAIR—Being able to claim it back through the tax system, because your
business costs are claimable.

Mr Johnson-Bade—That does not seem like a subsidy somehow— a reduced payment of
tax does not seem like a subsidy. It seems more like we are subsidising government activities
and so on. That is the way | see it. | do not really see any subsidy. But there are avenues for
subsidy and we have received some subsidy in the R&D areawith tax incentives. So that is fine.
But here we are talking about something a little different. Let us take Dungog as a test case.
That situation has a hell of a lot going for it in terms of lifestyle; it has nothing going for it in
terms of infrastructure. The roads are rotten. With the way that Telstra have set up the telephone
service—you will appreciate this—Dungog does not seem to have its own exchange as such. It
works through one down the way a bit so that—and, to my knowledge, this has occurred
twice—if the fibre cable between Dungog and Maitland is severed by somebody ploughing a
field, we lose all communications, and not just out of the town but within the town as well. You
cannot ring up the hospital, you cannot ring up emergency services; you cannot do anything. So,
in terms of infrastructure in Dungog, the telephone service is not very good and mobile does not
really work. | hardly ever take my mobile anywhere, because it does not really work in most
places—and that is good, as you do not get bothered by the phone.

ACTING CHAIR—Isthat CDMA?

Mr Johnson-Bade—I think mine is CDMA, but it is still not very good. In towns it is all
right. But you really are out of touch if you are moving around—and | am moving around a lot,
driving up and down the coast to our clients. So the telephone is not very good, mobile is not
very good and the roads are rotten. But, with broadband infrastructure, you could create a whole
booming industry there that does not need the blinking telephone lines or the roads; it does not
need anything. You could have a dozen, two dozen, 50 or whatever number of businesses, in a
similar vein to ours, working together, such as was suggested in a cluster situation like that. |
really am convinced that, even bearing in mind the conditions of the roads and remaining
infrastructure, if you could have space available—land like we have with the dairy factory
sitting there—and very good broadband services, other businesses would relocate there. So | am
really talking about something alittle bit more than just subsidising an individual business. | am
talking about a way to recover a centre such as Dungog, which is so adversely affected by dairy
deregulation and so on. There is an opportunity there, with foresight, to achieve something a
little more grand, | guess, than just reacting to the situation.

ACTING CHAIR—ASs one would normally see occurring as part of a structural adjustment
package.

Mr Johnson-Bade—Yes.

ACTING CHAIR—So we have the forestry situation and dairy.

Mr Johnson-Bade—Yes.

ACTING CHAIR—Part of the usefulness of your evidence is that you are not working in the

normal mode. Most people who talk about using broadband talk about sending very little
information back up but pulling a lot down. The nature of your business is that you are
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knocking out five gigabytes and so on. You are using a 56K-cable modem to do that, |
understand. Given that the server isin Newcastle, do you have to feed that information into it on
acontinuous basis?

Mr Johnson-Bade—No, that is not the nature of our product. The technology that we have
developed provides a tool for the users. They use that tool to manage their multiple shopfronts
In this gateway scenario; and they use our application, which is located on the SPTel server. A
good part of the data comes from them; we do not really have a lot to do with it. Our activities
are associated more with our development of the technology, the upgrading of that technology
and the monitoring and performance of the facility. Where so many businesses depend on this
technology, and increasingly so, and with everything going with what we do, we work in a
rapidly evolving industry. The good thing about that is that it provides all the answers; it is all
self-contained. We do not actually have to leave Dungog or go anywhere. We do not have to go
to conferences in Sydney to know exactly what is going on everywhere around the world, and
we do not waste our time doing that. A good part of what we are doing also is in the area of
research. It is just that we need to be in contact with everything that is going on out there as
well, and so there is a significant traffic coming in and a significant traffic going out.

ACTING CHAIR—Regarding the five gigabytes that you are pushing out, are you doing
that on adaily basis or amonthly basis?

Mr Johnson-Bade—It is between three to five at the moment on a monthly basis.

ACTING CHAIR—If you wanted to use the old sandshoe method and whacked that onto a
DVD, which takes 4.7 gigabytes—they are available now—you could trot down to Newcastle
and upgrade the server with that. Isthat a possibility for you?

Mr Johnson-Bade—No, because—
ACTING CHAIR—Can you explain to me why?

Mr Johnson-Bade—we are doing stuff all the time. We are building gateways. We are
constantly building new gateways and new structures, and that is happening on a day-to-day
basis. Right at this point in time we are finishing off the Coffs Coast, which is a government
funded project. That encompasses gateway sites for Nambucca, Bellingen, Coffs Harbour and
the Coffs coast, and also the umbrella site for the entire north coast. We have a whole lot of
activity that is associated with that on a day-to-day basis and night-by-night basis, with data
going in and out constructing these things, making them work and testing them.

ACTING CHAIR—So it is the nature of the business that that is entirely ongoing; that is
something you cannot escape. That is why you are looking at doing the physical move, unless
you can sort the problem out?

Mr Johnson-Bade—That isright.

ACTING CHAIR—We will see whether our next attestees can tell us a little about sorting
out those local problems in the bush. Thank you, Mr Johnson-Bade.
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Mr Johnson-Bade—Thank you.
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[10.32am.]
BUNDROCK, Mr Tony, National General M anager, Telstra M obile Convergence, Telstra
LANDRIGAN, Dr Mitchell, Group Regulatory M anager, Telstra Mobile, Telstra

ACTING CHAIR—Welcome. Although the committee does not require you to give
evidence under oath, | should advise you that these hearings are legal proceedings of the
parliament and warrant the same respect as proceedings of the House. The giving of false or
misleading evidence is a serious matter and may be regarded as contempt of parliament. As |
have indicated before, no-one has been put in the dock so far by the committee. But, if anyone
IS going to be, it is probably going to be Telstra—so the threat is there if we need to useit. Do
you wish to make some introductory remarks before we proceed to questions?

Mr Bundrock—Yes, thank you, Mr Chairman. First of all, from my own perspective and
from Telstra’s, we are very happy to be here. | have seen many of the transcripts of your
previous hearings, and it has been quite interesting to see the wide range of issues that the
committee has addressed during its hearings. Telstra's views on the matter are, first of all, that
broadband technology is capable of supporting a number of major and exciting corporate and
consumer multimedia applications; they are virtually unlimited.

However, until recently, demand for broadband services in Australia has been relatively slow.
Telstra believes the main reasons for this have been a lack of compelling content or applications
and the fact that the mgjority of customers and consumers who have had access to broadband
have really been generally satisfied with the lower priced dial-up services. This situation is
starting to change.

The ACCC'’s recent report Shapshot of broadband deployment indicated 251,500 broadband
services were connected across Australia at the end of March 2002. Growth in take-up has
doubled over the past nine months since the last report in July 2001. Residential customers
accounted for more than 75 per cent of that take-up. While more than 60 per cent currently use
the cable services, it is a fact that ADSL is the fastest growing segment driving that take-up.
Since that report in March, ADSL has continued to accelerate. | do not have the figures with me
but it has continued.

Telstratakes very seriously the importance of Australia embracing higher levels of broadband
take-up. That is a good indicator of the strength in the economy. To this end, we are currently
actively engaged in a variety of promotional advertising initiatives and have also recently
launched the Telstra Broadband Fund. This fund provides up to $60 million in cash and
bandwidth allocations to simulate and fast track development in innovative broadband
applications, obviously suited to Australia, and the tools to attract more and more businesses
and consumers to broadband.

Specifically in relation to wireless broadband, it is an important evolving area of the family of
technologies to offer a potentially cost-effective way of extending broadband services to
consumers and businesses, particularly where there are no fixed lines available. These
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technologies can also provide effective competition to existing local access networks in
urbanised areas. However, deployment of these technologies is not without substantial risk.
There are a variety of providers offering innovative wireless broadband solutions employing a
wide range of different business models. Each faces significant hurdles and substantial
investment risk. These risks faced by Australian investors are not unique to Australia. Early
wireless broadband investors overseas have faced considerable difficulties in getting a
sustainable business model. For example, in the United States, the world’s biggest economy;,
many operators face bankruptcy because of high start-up costs and sluggish demand.

It is Telstra's firm belief—and other parties have made similar points to this committee—that
efficient broadband deployment necessarily involves using various options for delivery de-
pending upon the circumstances. There is no single solution that will enable broadband to de-
liver to all users. Across Australia there is an enormous variety of consumer needs and de-
mands. Not one single technology is capable of delivering services to meet all these needs. Not
one service provider could or should provide all the solutions for each requirement. Therefore it
Is important that, as much as possible, the market is left to choose and deploy the most appro-
priate business model and technology in each case.

There must be flexibility for service providers to respond to new and emerging content,
applications, services, technologies and, ultimately, consumer demand. Fundamental to allowing
this market flexibility is ensuring that the regulatory or policy environment does not focus on a
particular technology or technologies. Thisisonly likely to impede the appropriate development
and adaptation of new and emerging technologies to best meet actual consumer needs.
Furthermore, a regulatory environment which provides the appropriate incentives for
corporations to make significant levels of investment is essential.

Industry is only in its early stages. There are many technology related shortcomings of
different wireless broadband technologies. There are numerous competing unproven
technologies. Most current systems, with the exception of satellite, have only a limited coverage
range. Interference from other goods or appliances restricts some wireless broadband
technologies—we have heard of WiFi 802.11—especially for the more rigorous data
applications.

New technologies are constantly emerging. Existing ones are evolving rapidly. All these
factors point to the necessity for government decision makers to move cautiously when
contemplating policy directions for wireless broadband services. Regulation which may favour
one technology over another or one supplier over another could run the serious risk of distorting
the structure of the market with resultant inefficiencies arriving in investment decisions. This
will inevitably be to the detriment of consumers and public interest. A more detailed analysis of
our main regulatory concerns is outlined in the submission.

Our understanding is that a key focus for this committee’'s work is recommending an
appropriate role for government in promoting broadband—in particular, wireless broadband.
Apart from urging caution in the regulatory area, we believe there are a number of other ways
government can play an important role in promoting more widespread deployment of both
wireless and wireline broadband technologies.
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Firstly, governments have a legitimate role to play in providing funding to assist roll-out of
products and services in areas where it is not commercially viable to do so. A good example is
the $150 million Commonwealth government untimed local call tender, won last year by
Telstra. This tender provides untimed local calls to around 28,000 customers living in extended
zones, who previously had mostly timed calls. It aso offers untimed local call rate dial-up
access to at least one Internet service provider and subsidised Big Pond broadband two-way
satellite access. A similar example is the $25 million highway tender, won last year by
Vodafone, to provide continuous mobile phone coverage on major highways.

Governments can also work to facilitate partnerships between industry, communities and
various levels of government to deliver much needed products and services and bring all the
major players together. An example is the wireless west project announced in June 2002. It is a
partnership between state and Commonwealth governments, industry, local community groups
and Telstra to deliver an expanded CDMA network in Western Australia. This partnership or
collaborative approach has been a key factor in the rapid take-up of broadband technologies in
countries such as Canada.

Telstra believes there are opportunities for governments to work with industry and
community groups on pilot programs aimed at stimulating the development of new applications
and content, testing their suitability for various industry sectors or community groups, and
promoting the awareness of broadband and its potential benefits. One example is the
Launceston broadband project, jointly funded by the federal government and Telstra. The LBP
was launched in 2000 to establish a multimedia laboratory providing high-speed digital access
to homes and businesses, and develop experimental services in Launceston. | understand the
committee visited m.Net last week; it is another example of a valuable pilot program being part-
funded by government.

Government can also play an important educative and awareness role; that is, it can put in
place programs aimed at educating potential users on what broadband is, what it delivers and
how it can contribute to improved personal or organisational productivity. Again, using the
Canadian example, their government adopted a deliberate strategy from the early 1990s to
educate potential users on broadband technologies and what they can deliver. This is seen as a
key factor in Canada’s now very advanced take-up of those technologies.

Finally, government can play a valuable role as a user of broadband technology in its own
right by providing leadership in delivering government services online, addressing gaps in
existing public-access services, and supporting public institutions with equipment, technical
support and training. Government should also look a opportunities to aggregate demand across
a number of users—for example, schools—because this offers opportunities for better
economies of scale for suppliers and, therefore, potentially lower prices.

To conclude, wireless broadband is but one way of delivering the advantages of broadband
communications services. Different options within the concept of wireless broadband offer
widely divergent features and benefits to consumers. Efficient wireless broadband deployment
involves the consideration of a complex matrix of technology, suitability of delivery platforms,
cost-efficiency of deployment options, and consumer demand driven by content and application.
It aso requires significant levels of investment. In such a dynamic—and, by nature, risky—
environment, allowing the market to operate as much as possible is most likely to deliver the
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optimal outcomes to meet consumer need. Governments can play a significant role in this
environment through a mix of providing regulatory certainty, resisting temptations to choose or
mandate particular technologies or wireless outcomes, and taking an active role in driving up
awareness of and demand for broadband technologies. Thank you for the opportunity to put
these opening thoughts to you. We are now happy to receive any questions.

ACTING CHAIR—Thank you, Mr Bundrock. | will start with the latest evidence we have
had from Mr Johnson-Bade, of Midac Technologies Australia, which is located in Dungog. As
he rightly pointed out, Dungog is a lovely place, but its infrastructure is appalling. The local
roads in that area have not been properly maintained by the council. The shire has argued that it
has not had the money to do so, and over along period of time they have deteriorated. That has
provided a set of problems for people in an area that has also been doubly impacted upon by the
closure of forestry operations and by dairy deregulation. He indicated that he has a particular
problem with his business—that the Telstra infrastructure that is there is not sufficient to cater
for the nature of his business and also that the CDMA coverage is not good enough. So they
have been hit from almost every direction. | note that Telstra is giving its evidence in regional
Australia. A central focus of our committee isto look at regional and remote Australia and how
that can be serviced, potentially, by wireless broadband.

| want to take up a couple of particular things from Mr Johnson-Bade's situation. There is a
fibre optic connection that runs pretty close to Dungog. What is the future, in terms of regional
Australia where you are close to fibre optic cable, for tapping into that and providing a better
service than otherwise might be provided and linking broadband wireless onto that? I's that one
of the ways of providing for the future?

Mr Bundrock—Fibre optic distribution to homes and businesses is the only potential, really
broadband option, but it is—you will not be surprised to hear me say—quite expensive. It is not
so much the cost of the fibre but the cost of the amplifiers that go a either end and the
installation cost for burying the fibre et cetera The conversion from the optical signal to the
electrical signal, which all the computers use, also has a cost. | heard the previous witness say
five gigabyte a month—whether that is enough to sustain that cost, | could not comment on at
the moment. | do not know the distance from what you say is a broadband—

ACTING CHAIR—Sorry, my question might not have been clear. It is a little bit different. |
did not mean linking in directly and using the fibre connection. But, in terms of Dungog as a
town and providing access to it, it has got bi-directional satellite and some people are using it,
but at arelatively high cost. There is a population of about 7,000 people, so probably wireless
broadband might be a better way to do it. You need to get the signal there in the first place.
Would one of the ways of doing that be to tap directly into that optical fibre cable and then run a
wireless service out into that area?

Mr Bundrock—The maor challenge is that so-caled last mile—the distribution of
broadband to the individual’s premises or business. | heard the previous evidence that there was
a fibre feed to a local distribution point—some multiplex arrangement or remote exchange in
Dungog itself—so the town has a fibre running to it. The problem we would face is the
distribution from that point to the individual premises. | do not know what the radial distance or
otherwise might be. Obviously, BigPond satellite bypasses all that infrastructure by uplinking to
the satellite, and then it is ubiquitously available right throughout Australia, so that is one
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solution available today. To adopt wireless distribution technology, technically you could put in
some form of wireless—and no doubt the committee has heard various options—at the point at
which the fibre optic cable enters the town, and distribute it accordingly. Again, the cost and the
distances that are being talked about would have to be considered. Generally speaking, ISDN is
available in Dungog and that provides about 128 kilobits, bi-directional. So that shows evidence
that the fibre has got intrinsic capacity as it is feeding the town, and in its distribution over the
copper network to the individual premises. It is obvious that the distance or the nature of the
copper is not sufficient to support ADSL technology. There are no coags, o you either have a
wireless solution—whether it is 802.11 or the type of technology that Unwired has presented to
you—or some of the other more exotic technologies that you have come across in the hearings.
| am not too sure which would be the most cost efficient—and whether it would prove viable
for the whole town, | do not know.

ACTING CHAIR—So in this instance Dungog is already ahead of a number of other coun-
try towns by having a direct optical fibre feed to start off?

Mr Bundrock—Maybe not. The more remote locations would probably not have that feed,
but | imagine there would be one in the general vicinity. Most of those small towns would have
a fibre feed to the local exchange—not 100 per cent of them, but there is actually more fibre
optic in the ground in rural and regional Australia than is often recognised. It is true that, as you
get more remote, the cost of providing fibre over long distances for a relatively small amount of
traffic can become prohibitive, but Telstra tends to be putting in a lot of fibre throughout rural
Australia.

ACTING CHAIR—So that $4 hillion that you spent a while ago—Optus spent an equivalent
amount—has provided the basic backbone, but it is the branching problem that is the difficulty
inthat last mile?

Mr Bundrock—Yes. You really need to look &t it case by case, but that last mile can be quite
expensive because you do not benefit from the aggregation of services and usage. Obviously,
having a node point, you can feed a fibre to that node and have a lot of traffic going in and out
that can justify the capital expense required. For local distribution you only have individual
usage to sustain the capital investment required.

ACTING CHAIR—In terms of alternative technologies that Telstra is looking at to provide
services and in terms of past investments, it is obviously a problem for you to deal with the
copper network and its maintenance in regional Australia. | have read arguments over the last
number of years that the maintenance of the copper network, particularly in regional areas,
suffered as aresult of the $4 billion plus that Telstra had to put in to provide that fibre backbone
and that, belatedly, over the last couple of years, Telstra has gone back to do more of that
upgraded maintenance. What is the situation, as you see it, of the copper network in regional
areas?

Mr Bundrock—There is no doubt the maintenance of that network is a major expense to
Telstra | really could not comment on whether our fibre backbone network impacted the funds
for that. | have no information. | would be surprised if that was really the way it worked, but it
IS an ongoing issue for the company to sustain the performance of our rural distribution
network, our local access network—copper or otherwise. Distances can be large, population
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densities can be light, and it is certainly well recognised throughout the high levels of the
company that this is an issue. Without straying into rural service performance issues et cetera, |
think Telstra has made major steps. We recently released a report, from the ACA'’s information,
showing that performance in rural Australia has improved significantly.

ACTING CHAIR—I might stray into that area, though—Senator Lundy has done it previ-
ously—and go to the question of ADSL provision in regional Australia and the problems that
exist with Telstra's use of pair gain technology and also RIM technology. Can you explain to me
(1) why you use pair gain and RIM, particularly in regional Australia, and (2) whether it is a
problem in that it actually stops you rolling out ADSL because of the existence of those two
technologies.

Mr Bundrock—T hese are the technologies we use to provide the basic telephone service, as
the most cost-efficient way. Of course, the basic telephone service did not encompass ADSL,
which has come somewhat later and is now being implemented in Australia. The technology is
just not suitable. | am more of a wireless person than a fixed-line person but, as | understand it,
it causes problems in the performance. So we are looking for solutions in these areas where
wireless could be more cost effective than going in and replacing some of those pair gains or
RIMs. Thisis being looked a in detail, but a quick answer to the question is that they were put
in place some years ago to provide basic telephone services cost-efficiently and, as | said, they
are not suited to ADSL operation.

ACTING CHAIR—Because the ADSL operation is an enhancement of what you can pump
through the copper network, it is basically dependent on a single line being available and, if it is
pair gain, you have a problem—you just cannot do it?

Mr Bundrock—Yes, by and large, and distance is also a major factor. You are trying to push
alot of bits per second down a network and the copper pair itself was never really designed for
those speeds. You aretrying to push those bits per second down, and obviously the further you
go, the less efficient you can be at doing that.

ACTING CHAIR—Isthat 3¥2 kilometres or so from a digital exchange?

Mr Bundrock—It depends on the nature of the cross talk within some of the lines. But by
and large that is afigure that has been used.

ACTING CHAIR—Wireless broadband is very important for Telstra as an alternative,
particularly in regional areas because of the nature of that existing obstruction. Do you have any
particular view about the different types of wireless broadband delivery that Telstra might
finally settle on, or isit still—as you indicate here—so much in a state of flux that it is difficult
to say at this stage?

Mr Bundrock—Telstra already uses wireless for some local distribution but it is narrowband.
If we are talking about providing ADSL in rural Australia where distance is probably the main
problem, you would have to use a wireless technology that could span that distance. It is like a
law of physics: all else being equal, the further you want to go, the lower the bits per second
that you can transmit. So we need to choose a technology that can use transmitter powers et
cetera quite efficiently and that can sustain a reasonable level of speed without going to

COMMUNICATIONS, ITAND THEARTS



CITA 356 REPS Wednesday, 10 July 2002

multimegabit per second, but perhaps going to a couple of hundred kilobit per second. These are
the types of technologies we are considering at the moment. Some of the technology—for
example, Unwired's—Telstrais aware of and is considering it.

Another option is to completely get away from the terrestrial type of distribution and come
back to satellites. Whereas we said that, once you have implemented a satellite solution to one
point in Australia, you have effectively covered the whole of Australia. We have an ongoing
program of talking to various players internationally that are evolving more and more special-
ised satellites which can provide higher speed services or, for a given speed of service, drop the
cost. So that is another one that we would look at. It is probable that satellite services will con-
tinue to be provided either by the current technology or will evolve. Terrestrially, | cannot say
any particular one would be the winner. But coming back to the issue of distance, we have to
look at those ones that can span 10 or 20 kilometres in awireless sense.

ACTING CHAIR—I note that you put a general argument effectively, as some others have,
that the government should lay off, have a very light regulatory hand and let the market make its
own determinations about what investments need to be made, and you can be pretty sure to trust
the market to get on and do the right thing as is necessary. | am not filled with hope, necessarily,
about that approach, given the experience of what Telstra did with ISDN. We had a product—
provided to business—where there was a low take-up rate. | think one of the key drivers of that
was the cost of the ISDN cards, where you are looking at thousands of dollars versus the take-
up rate in Europe where the cost of the cards was in the hundreds. It took Telstra a very long
time to turn around and make a decision to change to go to the lower priced cards. And there
has been a better take-up rate since then. Are we likely to go through that experience again, or
do you think it will be a bit quicker and a bit more open with wireless?

Mr Bundrock—I think a main influence there was the issue of having an Australian-specific
solution compared to adopting a widely used international technology or standard. Certainly,
from the wireless environment, we would like to go with the international applications and
technologies that are being developed because, as you say, that does tend to keep your capital
costs lower.

An important consideration for us is the subscriber equipment cost. If we can use
technologies where the subscriber equipment is being mass-produced—in the millions—
obviously that cost would come right down. In general, that is where we would like to go. It
comes back to the ACA spectrum planning because certain bands get used internationally for
these types of technologies, of which the ACA is well aware. Their submission was quite
comprehensive on that point. So alignment with international frequency bands is a major
starting point for that path and, secondly, choosing those particular technologies being
comprehensively applied internationally. That is the ideal and hopefully that is the path that we
will go down.

ACTING CHAIR—Thank you. Before going to the other members for their questions, |
want to take up the issue of the hearing impaired. Yesterday in Brisbane we heard evidence
from TEDICORE. Previously in Melbourne and Sydney we heard evidence from hearing-
impaired groups and they made a number of statements which underlined their concern about
the current provision for them. In the past almost every group belted the daylights out of the
then government because the AMPS system was closed down. My memory is that that was on

COMMUNICATIONS, ITAND THEARTS



Wednesday, 10 July 2002 REPS CITA 357

the advice of Telstra and that we went to afull GSM digital system based on that advice. As far
as the hearing-impaired people were concerned, that was a decision that was taken without
consulting them. It dramatically impacted on them because the TTY technology that they use
could be used with the AMPS system but not with the GSM system, which also had a problem
in that it caused interference. They said that Telstra provided a bit of a solution for them in the
mobile phone area by going over to CDMA and that seemed to work. But they say they have
been caught again in the wireless area and they are very concerned about the introduction of the
wireless local loop. They were not consulted enough, even though they were part of the trial.
They say that they cannot access that with their TTY technology and they need some kind of
bridging. Can you tell me what Telstra’'s view is with regard to the history of the introduction of
wireless local loop and what problems you see there are in catering for the hearing impaired.

Mr Bundrock—First of all, there are a couple of issues involving hearing impaired. One you
referred to is interference with hearing aids. My brother-in-law has a hearing aid, and GSM
does cause unacceptable levels of interference. CDMA is much better. It is also possible that
hearing aids can evolve to be more immune to interference now with the proliferation of mobile
phone devices. | think the two halves are coming together, that the use of CDMA and better
quality hearing aids will solve that problem.

The issue about TTY is one that Telstra is aware of. We are sympathetic because obviously
this is the way these people with hearing difficulties need to communicate. | think the issue is
that the type of technology being used by TTYs here in Australia is not consistent with the US.
It again comes back to this issue of standards. The CDMA is a US standard. It was evolved in
the US and is now a global standard, and any solutions there for TTYs do not immediately
apply here. We are currently trying to source some modems from the United States—and we
have regular briefings with the ACA on what our current plans are—that may get around this
problem. There would be a modem between TTY and our CDMA wireless local loop that could
control that interface. We are currently sourcing these, they will be trialled and then we will
assess the results. More generally, | saw that Mr Phil Harper provided a briefing about a new
standard called V.18 that has been developed under the ITU, the International
Telecommunications Union, to try and get around this incompatibility of standards issue. That
seems to be a pretty good way to go. We do not believe any of this is yet available
commercially—any modems or otherwise employing this standard—but we are certainly
considering it. If modems become available, we will trial them immediately.

ACTING CHAIR—I note that one of the key points made by the hearing impaired is that,
rather than the soft regulatory touch, section 508 of the US Rehabilitation Act mandated that
any equipment provided to government departments had to take account of those with
disabilities. That has provided virtually a foundation for all of those with disabilities to be taken
into account in the first place and, because of the size of the government, it has worked to the
advantage of those who are disabled. Their argument is that it is very costly to do it the other
way round—to try to bolt on solutions at the other end. They have suggested that we need to
look at that kind of approach.

In terms of Telstra and the other providers working together with those who are hearing im-
paired, it seems that one of the key problems is the age of the technology and the low baud rate
that isbeing used in TTY. | was not aware of the fact that it was incompatible with the US stuff
but that is another obvious problem. The V.18 standard, and | think the V.21 that we heard of
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yesterday, may actually help us move forward. At some time we will probably need some sort
of cut-off point to jump to newer technologies, as we are jumping with broadband and the oth-
ers. Would it be your view that we need a set of approaches to this because the technology that
TTYsare dependent upon is basically a 1960s one? We were told yesterday that the hearing im-
paired took it up because it was cost free as it had been put aside by industry.

Mr Bundrock—There is no doubt that TTYsS are, as you say, sixties technology. I am
assuming, and probably it is preferable for all concerned, that there is a transition to a better and
more advanced technology. Nevertheless, it is the current way for the hearing impaired to
communicate. They have grown accustomed to it. We have to be sensitive to that and then try to
work with the stakeholders to evolve the technology to one that is more compatible and
probably more useful to them as well. These systems are in use today by quite a large number of
people and we have to accommodate their needs. Telstra would be very happy to work with the
government and the various other partiesto evolve solutions.

Mr TICEHURST—Telstrais in a unique position: having been the first into the market with
a monopoly and now that new technologies have emerged nobody has really come up to
challenge that monopoly position—and they are probably not likely to for along time. Is part of
the universal service obligation to provide 64K minimum to anyone in the nation over a period
time?

Mr Bundrock—I think it isto provide 64K to everyone.
Dr Landrigan—Yes, that isright.
Mr TICEHURST—What isthe timing for that?

Dr Landrigan—It was originally to provide it to 96 per cent of the population, | think. | am
not aware whether it has extended beyond that now.

Mr TICEHURST—In what time frame?
Dr Landrigan—I do not know. | can find that out.

Mr TICEHURST—That obligation would alleviate a lot of the problems in rural towns. As
you said earlier, there would be a number of communication facilities required to do that. When
we look a the situation now where satellite can provide that, is the cost of providing that
satellite service related to the value of the asset itself or the actual cost of the data delivery?

Mr Bundrock—Telstra rents capacity on a satellite. Obviously, the cost of that capacity is
driven by the large cost of building and launching a satellite which involves huge capital costs
for those companies. We rent capacity and then, in addition, there is the physical infrastructure
that we need to install on the ground to communicate to the satellite and then to the subscribers.
By and large, that cost is driven by the use of capacity in the spacecraft.

Mr TICEHURST—You said that the USA provides subsidised satellite facilities. How is
that subsidy worked out? Is it area based?
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Mr Bundrock—It is for those people, if | understand it correctly, who currently cannot get
ISDN. ISDN provides the 64 kilobits per second service that you are referring to. If that is not
available, there is a 50 per cent subsidy on the installation of the infrastructure in the
subscriber’s premises.

Mr TICEHURST—The other problem you have is that Telstra is a wholesaler as well as a
retailer, so you are, effectively, competing against a large section of the customers, particularly
when it comes down to providing a lot of these services. You have said that Telstra is interested
in working with other providers to provide solutions for various situations that are difficult—
under Telstra's present requirements, | guess. You have two groups. taxpayers who own half of
it and shareholders who own the other half. We find that people complain that it is difficult for
them to work with Telstra because the facilities to link in are quite onerous. How do you see this
being resolved and the fact that you are providing a wholesale service and a retail service, and
then you have this difficulty of people not being able to link in and work closely with Telstra?

Mr Bundrock—Firstly, organisationally Telstra has a separate business unit called Telstra
Wholesale, with direct reporting to the CEO of the company. So it has an internal structural
Separation that is quite separate from any of the other retail business units. Secondly, the ACCC
and other institutions take careful interest in how Telstra operates in this area. As you say, by
virtue of history, it has a lot of installed infrastructure—copper local access network et cetera.
So they are quite interested in any dealings that Telstra has on this matter. Maybe Dr Landrigan
can comment.

Dr Landrigan—It depends on which technology or which service you are referring to, but
certainly across the broad base of PSTN services, whether it isthe PSTN service itself or the so-
called unbundled local loop—

Mr TICEHURST—I would probably say the ADSL service and also services to Internet
| SPs.

Dr Landrigan—Those services per se are not declared, as we say, at the moment. However,
the commission has indicated some interest in aspects of them. The underlying technology,
however, is declared—that is, the copper service. In addition we offer a markedly growing
wholesale service for ADSL in the form of Flexstream.

Mr TICEHURST—AIso, in your submission, you made some comments about the ACCC
and some of these declared services. Inasmuch as regulation isto a certain extent required, there
IS probably a more open view required on the ACCC so that new and emerging services and
facilities are not actually tied. | did not realise that the | SP provision was outside the ACCC. We
have had complaints of that.

Dr Landrigan—I would not say it is outside the scope of the ACCC. But, a the moment, it
IS not in the broad basket of declared services that | mentioned—the core PSTN services,
whether it is PSTN originating and terminating access itself, unbundled local loop or a host of
others, and mobile services as well. That means that, if terms and conditions cannot be negoti-
ated commercially with Telstra or with any other party in providing that service for that matter,
the ACCC can step in and arbitrate the terms and conditions of access to them. ISP services,
whether it is ADSL or some other form, are not a the moment declared by the commission. But,
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as | said, the underlying technology is, and over and above that there is awholesale offering that
Telstra provides that | think is flourishing.

Mr TICEHURST—AL the end of the day you have one corporate group and it is difficult to
be able to have a foot in both camps. As a major provider, what disadvantages do you see that
Telstra has compared with some of your mates, your competitors, and maybe some of the
smaller competitors, say in regional, unique areas?

Mr Bundrock—It is often thought that small providers can make decisions quickly, can
perhaps be a bit more innovative and can be more flexible in dealing with individual customers.
Telstra is a very big company with a huge customer base. Trying to keep that under control
tends to have—

Mr TICEHURST—A hit of bureaucracy.

Mr Bundrock—I did not use that word. But it tends to have controls in place to get some
uniformity in what we are doing and to make sure that standards are adhered to. | am not saying
the others do not have standards but a smaller player can address individual users. We welcome
competition. You mentioned before that we are a monopoly; we are not really. We have a large
market share in certain segments but there is a lot of competition that is keeping us honest. If
smaller players can come in and see a niche and address it successfully, good luck to them. We
need to look a what we are doing at the same time.

Mr TICEHURST—Certainly the larger players have had difficulty. If you look a One.Tel
and some of those, it was probably more management philosophy and the way they structured
the business rather than, say, Optus, who have been reasonably successful.

Mr Bundrock—We make the point in our submission that telecommunications infrastructure
IS pretty expensive technology and the returns are not that rapid. People who want to enter this
game seriously have to be patient and not assume that there will be a quick return. We referred
to the risks that were involved with that investment—obviously the market risks—what your
competitors are going to do, what the customers want and how much they will really pay. That
Is one risk. If the rules change at some stage in the future or if there is a risk that they might
change, thisisthe other element of it. The payback periods in much of the infrastructure that we
put in are not particularly great, so patience is required.

Mr TICEHURST—You mentioned also that in America a lot of companies went bankrupt
providing wireless. Isthat because other wire based and optical services are just so much better
because of their more concentrated populations and that it was easier for them to provide other
than land based links?

Mr Bundrock—There are different technologies serving different niches, for example, the
WiFi 802.11 technology. They only had a small radius; they put it into coffee shops et cetera
They just need the users in that radius to pay for the installation. They just could not attract
enough customers with enough laptops, or whatever, who would use the technology. So it was a
market failure. There was not any particular alternative competing technology. It was just that
the numbers of people wanting to go to a coffee shop and use their laptops were not sufficient.
Other ones were trying to provide this local distribution service to the homes and offices using

COMMUNICATIONS, ITAND THEARTS



Wednesday, 10 July 2002 REPS CITA 361

wireless and there they did have competition from the existing player using copper cable—a
coax cable distributor. So it was just which technologies prove to be in, and which the customer
is happier with. That was the other problem they had there—the competing technologies.

Mr TICEHURST—Do you see in some rural areas where you have got a CDMA
infrastructure later on providing a service that might be like they are always on GPRS, so that
people would pay for the data that they use on the network?

Mr Bundrock—Telstra is having a good look at that option as we talk. It is under quite
careful scrutiny. It is a question of whether there will be enough people that would use the
service and pay enough money to justify the investment. Certainly, GPRS has been pretty slow
to take off in the cities and in major country towns since we have installed it. So given that
experience, we have to be cautious with this. It could be a question of timing or total cost. We
are looking at these aspects at the moment.

Mr TICEHURST—In relation to the range of CDMA, | was a user of CDMA until earlier
this year because | was involved in travelling in the country. | was under the impression that
CDMA had a similar range to analog and yet | had situations where | could see the local cell—a
6K line of sight from where | was operating the phone—but it would be searching for a link.
Initially, I thought it was a problem with the phone, so | swapped handsets and | had the same
problem. It seemed as though there was a connection between the number of users that are on
that cell a the one time and the range or the fact that you could not actually get ontoit.

Mr Bundrock—The number of users can affect the availability of a channel when you want
to make a phone call but should not affect the ability to lock on to the base station. It can be
influenced by interference from many other users, but analog amps could also suffer that effect.
| do not know if it was with a particular base station that you experienced this problem. It
almost looks like a fault. If you could physically see the base station—6 kilometres—it should
be working well. In those sorts of situations, it is worthwhile giving a call to customer service.

Mr TICEHURST—I tried that and | did not get anywhere. Then | swapped over to a GPRS
phone on GSM. | got around it that way.

Mr Bundrock—It sounds like something is not working properly.

Mr TICEHURST—Something was wrong within the Telstra lines.

Mr Bundrock—I am a CDMA user myself and | get the occasional story. My problem is that
| have never really experienced this except at alocal base station once, so | complained and they
said, ‘Yes, you areright’.

Mr TICEHURST—Well, | did. | went to the local Telstra office and said, ‘ Show me one of

your latest CDMA phones and let’s see what signal strength you are getting,” and | could prove
it was not the handsets.

Dr Landrigan—Would it be helpful to go back to your original question about the USO? My
colleague has just provided me with additional information.
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ACTING CHAIR—Yes.

Dr Landrigan—It is currently an obligation that in fact extends to 100 per cent of the
population. However, the remaining four per cent—as | mentioned before, it was originally 96
per cent of the population that had to be covered under that particular requirement—receive a
special digital data access service, which is the equivalent. However, it is also subsidised to half
the cost of meeting that particular obligation in those areas. | think, though we can clarify this, it
isup to avalue of $1,100 in those aress.

Mr Bundrock—And the satellite solution would be covered under it.

Dr Landrigan—Yes.

Mr TICEHURST—Fair enough. On the ADSL you said you had a $600 million fund there.
That is part of—

Mr Bundrock—Sixty million.

Mr TICEHURST—Sixty, was it? Wishful thinking to have $600 million.
Mr Bundrock—I wished to correct the record!

Mr TICEHURST—Isthat just to get some user bases going?

Mr Bundrock—Yes, exactly. It is to try and stimulate local usage to creste some interesting
content and services and to encourage people to take up broadband.

Mr TICEHURST—Is there special pricing that goes with that as well?

Mr Bundrock—It is effectively a subsidy for people who want to come in with a good idea
for development. There is a committee, not only of Telstra people—Telstra people are on the
committee—but of many industry players, to see about administration of that fund. It is
virtually a grant, provided others are contributing as well. They get access to bandwidth. They
get free bandwidth for a period of time while they can test the services that they are developing.

Mr TICEHURST—So it is not like the free email or the free I nternet bank costs where, once
you had got on, you were locked on, and they said, ‘ Okay, now there is a fee on this ?

Mr Bundrock—No, the idea is that this would stimulate people to develop some particular
service or content which is then available on a usual commercial basis. It isto get stuff onto the
network effectively, and to encourage people to take up broadband. At the moment, many
people might ask, ‘“Why should | do that? I’ m happy with what 1’ ve got.’

Mr TICEHURST—Yes.

ACTING CHAIR—I might come back to that later.
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Ms GRIERSON—Welcome to Newcastle. It is wonderful to have Telstra present to this
committee in regional Australia. | hope you flew in through our regional airport and had an
opportunity to research the problem | brought to your attention recently regarding mobile
access. It drops out at our entry point to this city and to this region, and certainly it is not the
optimum for visitors coming to Newcastle. | have to give that further attention, and | hope you
will too.

ACTING CHAIR—It happened to me.
Ms GRIERSON—It happened to you?
ACTING CHAIR—Just this morning.

Ms GRIERSON—That’s right. It is very difficult when our access point for the city has that
problem. We have heard this morning presentations that come to the heart of this committee's
role, and that is how we get service that is required—maybe not demanded at the level that is
perhaps commercially acceptable—in regional and rural Australia. It is easy for usto look at the
need, define the need and, therefore, say the need is justified when we look at education, health,
emergency services and transport, but we also have to look at the commercial service to people,
such as we just had presenting from Dungog. From what you have said, it seems we now are
approaching a point where satellite access, CDMA and cable service have networked this
country, so it is available to the mgjority of this country. Is that correct? The infrastructure is
now there?

Mr Bundrock—Yes. For a start, the satellite services that we provide are available in 100 per
cent of the land area in Australia. The other ones are much less, and the only way you could get
100 per cent iswith satellite.

Ms GRIERSON—AII right. But the CDMA roll-out has been extensive as well, hasn't it?

Mr Bundrock—It is one of the largest networks in the world, with over one million square
kilometres of coverage.

Ms GRIERSON—So now we should be ready for the next challenge, and that really is either
using wireless or extending cable, wherever we can, to more communities. Here we are, not
very far from a capital city—and Dungog is not very far from the regional capital either—and
we till have this issue of commercial enterprise not being able to afford those options and not
having access to those options. You mentioned in your presentation that the example of the ex-
tended zone customers, and that tender that you won, was a good way that government can
bring it about. That was not really a public-private partnership; | am assuming that was a com-
mercial tender, or was there a government contribution that made that tender attractive?

Mr Bundrock—Yes, there was $150 million funding from federal government. Tenders for
that funding were called for, and obviously Telstra ultimately won that tender.

Ms GRIERSON—What would the percentage ratio be from government and commercial in
that tender?
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Mr Bundrock—I have to apologise, | do not have that particular information. It may be a
commercial-in-confidence figure as well.

Ms GRIERSON—It may be, but if that was a successful model | suppose it is the sort of
thing the committee wants to know—just how much government has to put in to make a
commercial operator take up that option. It is fairly essential for us to understand what is
required for a commercial operator to say, ‘| can make that work.” We can perhaps access that
ourselves from the government sources and maybe we should. Did that tender get completed on
time and is it providing a satisfactory service now?

Mr Bundrock—I think it is currently being implemented. | am not aware of it being behind
on any commitments that we made. | believe it is generally adhering to the commitments.

Ms GRIERSON—Would you suggest that we need more partnerships like that where the
government is prepared to put in a major contribution to get commercial operators to take up
servicesto regional and rural Australia?

Mr Bundrock—If the demand is there and the cost or whatever is prohibitive for the
operators then it is obviously an option for the government to consider how it might use
funding. The government contribution, as | said, is $150 million. The exact detail of Telstra's
contribution is commercial-in-confidence but we have stated publicly that it is more than $150
million, so it is more than fifty-fifty.

Ms GRIERSON—Returning to this problem with Dungog though, you talk in terms of
demand and that is often a commercial demand. We are learning now that the demand will never
be enough to be commercial so the need is perhaps what we concentrate on. Taking the Dungog
example, that has the opportunity to create jobs in a declining rural or regional area. The cost-
benefit has to be a government measured one of social dividend and sustaining a community
that perhaps could not be sustained, and not a commercial reality. How does government take
on that challenge and how do they tap into existing infrastructure when the demand is very
small? How do we make that palatable to government and to commercial operators?

Mr Bundrock—I think tendering is an excellent way because that does stimulate people to
come up with innovative solutions and try to be cost effective in the use of their own infra-
structure so they can come in with a competitive bid.

Ms GRIERSON—You would need a critical mass for that sort of tender to be attractive,
wouldn’'t you?

Mr Bundrock—You do need some significant incentive, that is true, but the type of problem
that you refer to may well exist in other country towns. Across Australia or across New South
Wales there might be a significant number of users who would benefit from such a solution.
Tendering is one way to squeeze out the efficiencies that you are referring to. Exactly how far
apart we are | do not know. | would like to talk to the individual who presented because he does
have ISDN access, which is 128 kilobits a second. Obviously it is not suitable for his—

M s GRIERSON—For e-commerce, yes.
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Mr Bundrock—I am not too sure exactly why; nevertheless, that is an option that | want to
make clear. There is 64 kilobits available, but it is more than that—it is 128 kilobits a second in
that area. Coming back to your point, a tendering process is a way of creating efficiencies.
Someone needs to do the research to work out how much the gap might be and try to come up
with a total proposal for that. The path that is followed by the untimed local call could be a
good model.

Ms GRIERSON—Another option we have talked about is using the infrastructure that may
be managed by government, like rail or highway. We have talked about the national highway
infrastructure. Maybe there are ways to tap into that infrastructure as well. We have also heard
presentations from community network operators in Brisbane and Melbourne and they are
talking about using free spectrum for their own communication and information needs on a non-
commercial basis. We have also heard commercial operators saying that sort of traffic is
unwelcome. The community network operators are suggesting that there should be a registration
system where they can register—not purchase licences but register—as a user of that free
spectrum and at least be logged on some database and, therefore, be able to be managed o it is
not a problem for other networks. Do you have a viewpoint on that? They are using the 802.11.

Mr Bundrock—Access to that is subject to some broad licensing conditions, and Telstra
thinks it is quite appropriate that certain bands are allocated for ad hoc use or for a wide range
of uses. It just would not justify the cost of administering licences for applications we use. The
problem, though, with this relatively open access is that technologies have to be the type that
can accommodate other users being in the same band and adjust themselves accordingly, self-
adapt to the environment. This technology, 802.11, does do this. That can compromise
performance in those areas. That is an issue the ACA could look at—the trade-offs there—but
Telstrathinks it is quite appropriate that such bands exist.

M s GRIERSON—Coming back to the Newcastle region, we perhaps are more fortunate than
other areas of regional Australia in that we have critical mass, and | am aware of three
proponents interested in providing broadband services commercially to Newcastle, none of
which are Telstra at this stage. One would be a wired option and two would be wireless. It is
very hard for a community when they are offered the choice of three different commercial
technologies. If you give planning approval to any of those and they are willing to risk that
commercially, then that service gets up. Are there any problems that this committee should give
more consideration to in relation to the different technologies that people are willing to try at
this very initial stage? Do you envisage difficulties if different technologies are all put in place
in the one region?

Mr Bundrock—There is an obvious difficulty in splitting up the total market.
Ms GRIERSON—It isacommercial difficulty. Yes, thereisarisk.

Mr Bundrock—I am not too sure what submissions you are hearing. Probably, they would
like to get some guarantees that there are not going to be further operators. Telstra aready
provides broadband here.

Ms GRIERSON—Yes, you do—at afairly high cost.
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Mr Bundrock—Putting the issue of market—slicing up the pie—to one side, if it is wireless
technology, then you need frequency planning, by and large. Notwithstanding what | said about
802.11 being able to share with other users, to redly get the best performance out of radio
distance and speed it is best to have the exclusive spectrum, and the ACA does address this
Issue with its spectrum planning policies and how they apply. They tend to be uniform in their
allocations across the nation. You need to be sure that, within Newcastle, you have access. The
bands are there to be used and, under the ACA licensing structure, here in Newcastle. Other
local planning issues are related to the installation of infrastructure for cable, | am assuming, or
copper wire, as | think you said.

Ms GRIERSON—If Telstra have broadband available—and my understanding is that take-
up is not as high as you would like—why do you think other companies are till interested in
providing that service here?

Mr Bundrock—It is a question of projecting from today. You would not necessarily make an
investment based on take-up today but on what you think it might be in two, three or five years
time. So they would have their view of that future and, obviously, they would conduct some sort
of business case around that. As we mentioned in our submission, we are now seeing
acceleration of broadband take-up on our ADSL and we hope that is going to be sustained. That
will raise the general community awareness of broadband and the applications. Other players
might want to install infrastructure and try and tap into that basic demand.

Ms GRIERSON—Do you think the extra players will improve demand? Is that one of the
potential spin-offs—that they will increase demand?

Mr Bundrock—That is a fair comment. Telstra cannot be all things to al people and having
more players involved, | think, would stimulate overall demand. Telstra is happy that there is
competition in this general area.

Ms GRIERSON—One thing that has intrigued me as a member of the committee is seeing
people investing in technology that is, in many ways | suppose, unproven in our local context
and yet they are willing to go so far. | would also point out to you that we had a presentation
from the Gold Coast Council yesterday, which has a regional base of 450,000. They were strug-
gling to get that sort of interest in providing a carrier for a broadband service to them. It seems
that government does have a lot more to do to convince commercial operators and the public
that there is a benefit in that sort of service. Finally, the disabilities groups that did make a pres-
entation raised not just the problem with TTY old technology but technology that is very exten-
sive and widely used—that unless there is an affordable replacement they would like to retain it.
They also mentioned their need for instant and spontaneous communication. A presentation in-
cluded some Swedish developments with arelay service, which was an interface between many
different technologies that was compatible with different people’s disabilities. Do you know of
any pilot project with government or Telstra—any pilot program like Networking the Nation—
that is concentrating on the needs of the disabled in Australia?

Mr Bundrock—No, | am not aware of any pilot program working with government
generaly in the areas of the disabled. On the specific issue we mentioned with hearing
impaired, there is certainly dialogue between us, the department and ACA et cetera on solutions.
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This V.18, to which | think you might have been referring, will come under that. But | am not
aware of a general overall program.

Ms GRIERSON—But perhaps a pilot program would assist? It seems that the market would
be small in terms of commercial and therefore, perhaps, a government-led initiative may assist
in that way. You would agree?

Mr Bundrock—Yes. Taking an overall view, it could only help.

ACTING CHAIR—MYy view isthat one of the benefits of owning more than 50 per cent of
Telstra is that we can actually keep a choke chain on you when it comes to regulatory matters
and approaches.

Ms GRIERSON—ADbsolutely.

ACTING CHAIR—Interms of the area of provision, there is a set of problems here that are
not readily solvable in regional areas, in particular. There are areas which demand intervention
by the company, companies or the government in order to sort it out—and we have seen that
with the remote provision, particularly. You cannot otherwise provide it because it is
uneconomic, and Telstra has had a long history of cross-subsidising services in the bush and so
on.

| want to finish off with a couple of things. One, very strangely, isto ask you a question about
wireless technology and actually get on to your particular expertise. We have had evidence
indicating that, although there is a sort of wireless gold rush out there, if you look at al the
activity and so on, there has been an argument that currently and over the next year or so alot of
that technology is still very flaky. But it looks as though it could be much more stable and
reliable in three to five years. Do you think that is a reasonable depiction of the current state of
technology? If that is so, and if the prediction is right, what is the fundamental basis for the
argument that the technology will be so much better in a short period of time?

Mr Bundrock—In general, | think that is right. Many technologies that we and other wit-
nesses have talked about are currently evolving. The reasons for that are the general level of
take-up of broadband globally and the application of wireless services to support those wireless
technologies. To get ability into a particular technology, you are looking at mass international
take-up of that technology. Once that happens, there are large amounts of investment into high-
level integrated circuits and suchlike, mass production costs come down and, for better or for
worse, there is a coalescence around a particular technology. Then everyone can benefit from
the economies of scale, and people can invest in solutions to particular small problems with that
technology and get around them.

With the ones being used comprehensively—whether they are wireless or some other
technology—you could point to a theoretically or potentially better way, but that is not
necessarily adopted quickly because it does not have that critical mass. | think that is where we
are with wireless today. As the demand for broadband services increases, not only here in
Australia but also throughout Europe and the major world economies, particular companies will
invest in technologies. One way or another certain technologies will become widely adopted,
and then the technology will be more stable. | think that is the major driver here.
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ACTING CHAIR—Hopefully their accounting practices will be better than WorldCom'’s!
This rolls into the question of demand as well. This is before you reach the stage where you
have a mature industry and the money has been put in—and, hopefully, gone to positive
purposes. | take my example of ISDN. You indicated that our problem was that we tried to do it
al locally rather than linking in with the world standard, and therefore it was a lot dearer. The
take-up was very slow and it was not being pushed and marketed. You make the comment in the
submission that there has generally been a lack of compelling content out there in terms of
taking up broadband.

The second thing is that you say that there has been general consumer satisfaction with low-
price dial-up services. Well, maybe; | would query that. | have noticed—as a user, and from
talking to other members of the committee and people generally—that it is the latency effect.
The slow-speed dial-up services might be all right if you did not have the problem of having to
sit there forever. | will give you a simple example of a problem that is finally being addressed.
We went to Windows 2000 in our electorate offices and expanded the number. There are up to
four computers linked to the network in each electorate office, and there are 224 of those around
Augtralia. It is always on. In most offices, it was almost like going back to the 286 in terms of
the dial and wait: you wait amost forever. There are problems there, not so much with the
system but with the way it is designed. That is an extreme example, | suppose; it could not get
much worse than that. In general terms, there is potentially open-ended pricing with dial-up
access. People have difficulty with the fact that they have to wait. The general behavioural thing
Is that people do not want to wait so much. Yet, when it comes to making the jump to
broadband, people think, ‘I am not looking at $50; | am looking at $80 or $100.” Do you think
that psychological thing is one of the key problems with making that jump?

Mr Bundrock—I can agree with many of your comments, just from my own usage. You
mentioned the psychological factor. That is households rationalising how they are going to
spend their money, as everyone does every day. Now that digital cameras are becoming popular,
| find that sending images back and forth is a good way to communicate, and | notice the slow
speed of dial-up. | am currently going through the process of getting broadband into my house
and | am sure | will benefit in other ways—getting Web pages faster and so on. That is what we
are referring to. This particular application—image transfer and sharing—is the one that is
driving me. Other users—businesses, for example—see other ones. The switch will happen, but
it istruethat everyone has to pay to have it installed in the first instance. | come from a cellular
mobile background. That had a pretty slow start and then mushroomed as we brought down
prices. People saw that it was not just a high-tech sort of thing but actually quite a useful device,
and then there was mass take-up. | think that is what will happen with broadband.

ACTING CHAIR—ASs Mr Ticehurst pointed out, JPEG or JPEG 2000 helps where you have
got till images and the new compression technologies are helping. But one of the possibilities
Is that now more people have digital cameras and even analog cameras but particularly digital
movie cameras at home there will be a lot more information pumped around as time goes on
with people putting movies out as well. You could not have predicted that alittle while ago.

Mr Bundrock—Exactly. So MPEG4, the compression technology for moving image,
certainly reduces your requirement from might otherwise have been the case, but the
requirement for capacity is certainly much greater as soon as you try and transmit moving
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image. If we can sustain that on our network with a reasonable pricing structure that people can
afford, then that is the direction that everyone will move.

Ms GRIERSON—Is Telstra entering into very many private-private partnerships, or
partnerships with the private sector, regarding the development of new technologies and
options, where your profit margin may be set a a certain level to encourage you to take on
something and other private partners may be able to carry a different risk factor? Are you
entering into any private-private partnerships that might provide a way forward to regional
Australia if government partnerships are not as forthcoming?

Mr Bundrock—Telstratends not to enter into any partnership based on a basic manufacturer.
We would prefer to be reasonably catholic in our ability to choose from any manufacturer, so
there may be certain instances, but, by and large, we do not enter into partnerships that are
around manufacturing a particular technology. We tend to enter into partnerships where the
other player is bringing a particular aspect to the table—it could be a particular service, it could
be ownership of some infrastructure. So we will enter into those sorts of partnerships, or just
make straight out business investments: we think that this is a good area, it is consistent with
our general business and we can benefit by that. We do get involved—for example, m.Net is an
example of a federal government initiative, doing research and applications of wireless
broadband here in Australia, and we are partner in m.Net. That is designed to take some local
view about development of wireless services.

Ms GRIERSON—Thank you. Yes, that would be typical for most companies.

ACTING CHAIR—I will finish on what | suppose is a ‘chicken and egg’ thing: the question
of cost and the number of people you need to have broadband accepted here. We have seen this
in other countries: Singapore has put the effort in and they have got an extensive broadband fa-
cility to most of the people in their society, though, so far, they do not seem to be doing much
with it; and is a similar example with Korea and there is a bit of movement in Japan. But there
is still the question: once you provide this, will things just automatically happen; is there a great
demand? Australia’s take-up has been slow, but you have indicated that it has started to pick up.
Do you think that dropping your price—which | know telecoms are averse to doing because you
put the money into providing the services—would be an incentive for people to jJump into this?
Isthere a sweet price point?

Mr Bundrock—I am told that, in the work being done in the Launceston, price did not seem
to be the major barrier. It was a ‘what am | going to use it for? type of issue. But, ultimately,
price must be a major factor. Certainly when | look at assertions about particular services that
might be highly popular, the first thing that | do is work out what it would cost the individual,
and that gives you a pretty good idea whether something is going to be successful or not. So in
terms of where your ‘chicken and egg’ is @, there is no single answer to that question. Take-up
will drive volume production et cetera, that will bring down costs and you get into this virtuous
circle. It is a question of what is the value for the money and, of course, people have only so
much disposable income anyway. Coming back to the central point of your question, | think the
slow take-up of broadband so far has been not so much because of the cost but because of the
services and applications you might use. | think we are now on the cusp of that equation
changing. People are seeing more and more value in broadband, and take-up will accelerate.
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ACTING CHAIR—Once people have experienced the speed and the immediacy of it, it may
be more enticing. And possibly because of the older attitude to the Internet that everything there
should be free, there is still a bit of that approach in terms of using 802.11 in its various parts.
There is an underlying reality, though, for Telstra and for every company that looks at investing
in this area. You have indicated the costs are very high. The consumers | do not think have
much idea of what those redlities are. Could you tell us a little about the problem that atelco has
when they are looking at investment in this area—the cost of providing the bandwidth that
people will want? Can you practically give us some idea of it?

Mr Bundrock—ADSL is the current technology that is evolving for broadband. The cost of
that we have seen reflected in the comments about Dungog, for example. The copper network as
provided was not originally designed or installed to support these types of services. ADSL
needs a certain quality of the copper line itself and, secondly, it has only got a certain radial
distance. So we would have a huge cost to go to X per cent of the population, whether it is 96
per cent or whatever, to re-engineer that network. | have no figure for that, but | guess it would
be in billions. I do not know if there is any other figure. Wireless, it is thought, may be a way of
getting around that cost, but that has its own costs. You have to pay for the infrastructure, the
transmitters, the towers, the antennas, the cost in the customer’s premises. So you need to
aggregate traffic through your base stations that you install sufficient to pay back that
investment.

Coming back to your point, how much will people pay? Having got used to dial-up being
effectively free, when we go to broadband, there is a different pricing paradigm where you
charge per month with some limit on usage, but basically it is a monthly charge. It is true that,
once you have installed that infrastructure, the incremental cost of people’s usage tends to be
quite low. It is a fixed up-front cost. Wireless is not quite like that because, if | am providing
capacity to an individual from awireless tower, it is not available to someone else, so there is an
opportunity cost of usage which will be factored in. So wireless needs to have, first of all, the
fixed infrastructure paid usually by a fixed charge per month and a usage charge based by
volume.

Within the area covered by the wireless base station, it needs sufficient usage to pay it back.
When you get to low population densities, that equation becomes less attractive. It is quite a few
hundred thousand dollars for our cellular base stations. Some of the other new technologies be-
ing promoted to you claim lower costs because there is less tower and transmitter power, but
they are shorter range technologies. It does not answer your exact question. We will have to
provide the quantitative information later to you.

ACTING CHAIR—We might explore that further in Sydney. Mr Bundrock and Dr
Landrigan, thank you very much for your evidence today and for the quality of the submission
that Telstra put in. There is plenty of material in there which we will be able to explore aspects
of later, particularly the regulatory questions and so on. My apologies to Mr Bernard from the
Hunter Economic Development Corporation, because we are late, but | think that was useful.
Your submission directly relates to alot of the things that we have been talking about.

Proceedings suspended from 11.54 a.m. to 12.13 p.m.
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BERNARD, Mr Edouard Levier, Information and Communications Technology (ICT)
Project Officer, Hunter Economic Development Corporation

ACTING CHAIR—Welcome. Although the committee does not require you to give
evidence under oath | should advise that the hearing is a legal proceeding of the parliament and
warrants the same respect as proceedings of the House. The giving of false or misleading
evidence is a serious matter and may be regarded as contempt of parliament. | believe you wish
to make some introductory remarks, based on a very good paper that you put to us, before we
proceed to questions.

Mr Bernard—I am very happy to present that submission to the inquiry from the Hunter
Economic Development Corporation. It highlights some achievements over the last couple of
years in our work with rural communities as we try to improve their situation. | have prepared a
statement and | will go over the major points.

The communities of the Hunter and, in particular, the upper reaches of the valley have poor
quality infrastructure. This was evidenced by a report funded through Networking the Nation
back in 1999. As a coordinator for the Community Technology Centre program, which is
funded through the office of information technology, | travel around most small towns in the
region and receive many complaints and a lot of feedback about poor service delivery in the
community. Most of the complaints stem from the poor customer access network. For example,
people complain about noisy lines. | do not think it is a secret that a lot of the copper in the
ground inrural areas is fairly poor and has probably been there for in excess of 50 years or so.

One of the major complaints is that there is poor access or low connection speeds to the
Internet. Typically, in some circumstances, that has been as low as 12Ks to 20Ks. Last year |
called communities there and got some feedback. | got them to connect to the Internet and then
rang them back, and they told me what the connection speeds to the Internet were. It is a very
frustrating situation for them. | heard my colleagues from Telstra talk about demand and access.
| would suggest that one of the reasons for people not connecting and sticking with it could be
frustration.

Other problems present in the customer access network are the remote integrated multiplexes,
the RIMs, and the pair gain systems. Basically, a lot of those are put in there for cable relief. It
IS a way of concentrating a lot of connections on one cable pair. If these country towns have
access to ADSL—and some of them do in the Hunter region—anybody on one of these RIMs or
pair gain systems cannot get connected to ADSL; you cannot connect if you are on those sorts
of devices.

To set the scene alittle bit, the HEDC has worked hard over the last couple of years to assist
communities in bridging some of these access issues. This has been achieved through some
programs through the federal government, setting up of community technology centres; they are
known also as telecentres. These facilities are usually located in the main street of a town and
provide access to high-technology computer facilities, and they have a broadband connection.
These facilities are made available to the entire community. They give people access to high
bandwidth, and so they get ataste of this speed that we have been talking about this morning.
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This year the broadband connection to all these facilities will be upgraded by a two-way sat-
ellite service. That is being funded through a project through the State Library of New South
Wales and is called the Rural Link project; it is also federally funded through Networking the
Nation. This will provide a hub site, which is the two-way satellite service. That is being pro-
vided by Telstra—they won the tender for that—and two 802.11e radio links to two other not-
for-profit organisations in those communities. So, essentially, in New South Wales there will be
90 of these sites set up and, potentially, that will mean 270 locations will be covered with in-
creased bandwidth in those rura towns. We are fortunate in the Hunter in that quite a few of
these community technology centres will be connected to satellites.

One of the other high priorities of the Hunter Economic Development Corporation has been
the attraction of SaskTel, an international telecommunications carrier, to the region. They are
planning a large broadband cable rollout in Newcastle and in the Lake Macquarie aress,
basically passing 100,000 homes and 16,000 businesses. We see this as a major achievement
from a lot of the work we have been doing over two years to attract a carrier here. One of the
big things is that this will provide major competition for Telstra and it will also remove the
cherry picking that has been going on in Newcastle over the last five years.

Over many years a number of carriers have come up here and given us all sorts of promises.
Really, all they are after are the large corporate and government customers such as call centres
and things like that. So they will come in and lay cable, service those customers and then move
on. You do not really hear much about them after that. That is one of the things we have been
battling.

These are just some of the things | believe could improve the situation in the rural areas of the
Hunter. Telstra have talked about their CDMA network. | understand that wideband CDMA,
which is their third generation mobile network, can deliver up to two megabytes of data rate.
That means that customers, from small towns in some of those outer reaches, could get access
to areasonable bandwidth. That could be one option.

A better alocation of the spectrum could allow carriers access to portions of it not used in
country areas. As you know, when the spectrum auctions occurred and companies like Unwired
Australia bought the 3.4 gig spectrum for wireless technology, they basically bought the Sydney
licence, which covers the Hunter. So they got Newcastle and the Hunter. But on a lot of
occasions these carriers buy the spectrum but do not ever roll out the technology in the country
areas. That really precludes any other carrier perhaps wanting to set up in the region. | see them
being disadvantaged in that respect. Maybe the ACA, through government policy, could change
that situation and perhaps allow local carriers access to spectrum. It would probably have to be
subsidised or some arrangement would have to be made, because | do not think local carriers
have the capital to spend on spectrum; but they could achieve connection in rural areas, if they
had a help along.

One of the other interesting technologies—I| have not heard anybody talk about it yet—is
power line technology. This is starting to move in the US and in some parts of Europe. A
combination of this sort of technology, which utilises the utility’'s powerlines to deliver
broadband, could be one of the solutions considered in rural areas. As you know, there are four
or six wires that go into a house on afarm. It is a lead-in copper cable that comes off the Telstra
Customer Access Network or powerlines coming off the power. Using that power infrastructure
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would be another way of delivering broadband, and there could be a wireless power line
technology combination to do that. | know that in New South Wales companies are looking at
trying to set up some trials around that sort of technology.

In conclusion, to improve last mile access to homes in the Hunter, | believe there needs to be
a shift in government competition policy to somehow allow competing carriers, willing to pro-
vide service in rural areas, breathing space to establish themselves. Under the present system, it
Is uneconomical for these carriers to provide service without some form of government subsidy.
In essence, recommendations need to come from this inquiry to ensure that regional and rural
Australia’s needs are met into the future. In other words, we need to future-proof regional and
rural Australia, or they will always be playing catch-up.

| have just a few more comments. | have worked in the telecommunications industry for a
long time. In my view, all that has really happened is that the network has been upgraded
regarding exchanges and infrastructure to exchanges, like the interexchange networks and so
forth, but not a lot of work has been done past that point. This is really what this inquiry is all
about: that last mile delivery and finding a mechanism to provide service to some of the people
in the country.

ACTING CHAIR—Thank you. First questions go to a local federal member of parliament,
the member for Newcastle, Ms Grierson.

Ms GRIERSON—Thank you, Mr Chairman. Certainly | thank HEDC for presenting, and Mr
Bernard particularly. He is very highly regarded in our community and provides excellent
advice to people like me, who have had to learn a great deal in this area. Starting with the
Telstra broadband facility that is here: low take-up, invisible marketing and high costs. How do
you think Telstra could have done it differently to make that broadband service perhaps more
user friendly in thisregion?

Mr Bernard—When they first launched ADSL in Newcastle, they had a lot of technical
difficulties in the network. | think that had something to do with the procurement of equipment
they got from a particular manufacturer. That put a bad taste in a lot of people’s mouths. People
that had got onto earlier adopters of that technology or had very bad experiences. We saw
Telstra do a backflip and actually provide rebates to a lot of those customers. The other thing, |
think, is the cost structure. | believe that the cost structure bar is set alittle too high. | think the
basic offering that they are providing at the moment is a little out of the ballpark for a lot of
community members. There is the issue of where it is installed in exchanges. It does not always
cover particular areas of Newcastle. Even though they say they have 96 per cent penetration,
sometimes | wonder how they derive that figure. Also, | think there is the lack of marketing. |
think there was a strategy behind that. | do not think they had a lot of equipment in the network
at thetime. | think there was a danger that, if they marketed it heavily, they would not be able to
meet commitments on delivery and that would then cause problems for them.

Ms GRIERSON—So those sorts of experiences perhaps have delayed the take-up; and
unfortunately we probably would have liked to see that being done differently. The other thing
you have raised, which I think is important for the committee to consider—and it was
reinforced earlier by the Dungog presentation—is that the existing infrastructure does not
perhaps match the promise. Telstra keep telling us about the service being available all over
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Australia. But we are hearing that the copper service is old and it is not highly reliable. You are
talking about speeds as low as 12Ks in some areas, and that would be exceedingly frustrating
for rural and regional Australia. Do you think our region would be unique in experiencing that?

Mr Bernard—No. | think that is ubiquitous right across regional and rural Australia. | do not
think that is new to the Hunter. | just use the Hunter as an example because | work here. | know
that, over the last few years, Telstra have made alot of inroads with their CAN 2001 project and
their distribution area rehabilitation projects. But that is only the tip of the iceberg. | think a fig-
ure of a few billion dollars has been mentioned here in connection with trying to repair that
network. | think it would be very difficult for Telstrato get that network up to a condition that
could deliver reasonable services—out in rural areas of this valley anyway. In the townships, it
is a different kettle of fish. It is when you get 12 or 20 kilometres down the road and up lane-
ways. Cable on private property that was put in by Telstra years ago is now breaking down, and
alot of rura communities are a little unhappy about that situation.

Ms GRIERSON—You have talked about SaskTel. | know the work that has been done in
trying to attract and assist investors who will invest in broadband. That is a service that one
would think would provide some cost competition for Telstra | am aware that the federal
minister has been unavailable to that investor. | must say that the chairman of this committee
met with SaskTel when they were in Canberra recently, and | am very pleased to see that
interest extended to them. What do you think federal government could have done to assist that
sort of investment? | know that the state government has had to assist with planning and all
sorts of other regulations. But you talk about a moratorium or a break for companies in their
initial phase. Could you perhaps expand on that?

Mr Bernard—I think one of the major problems with telecommunications carriers is that
sometimes they are looking for a fairly quick return on their investment. Typically, they would
be looking at a business plan over three years and wanting to break even after that time. While
that attitude is in the marketplace, it makes it very difficult for a company to justify to their
boards coming into arural area. | think SaskTel have a little bit of a different mind-set and are
looking for areturn on investment over quite along period of time. That is yet to be set up, and
only time will tell what happens there.

The first part of that question was about what the federal government could have done. When
they first found out about the project, they were pretty excited. | got a call from DCITA. | put
them in contact with the right people, and they went down to Canberra and met a few people.
But things fell away after that. | did not see any real action. There was no, | think, substantial
help for that carrier from the federal government. Here we had a carrier—an overseas carrier—
willing to come to a large regional area that has not been well serviced. | think the federal
government could have done a lot more to cut through some of the red tape. They had a lot of
issues about pay TV. That is before the ACCC at the moment and it is looking a little bit more
positive now.

Things like those issues can jeopardise a project like thisin Newcastle. If SaskTel believe that
they could not get access to pay TV they might just walk away from the whole thing and we
would be left in the same boat as most other regional areas. The predominant carrier here is
Telstra. We have a few local loop carriers that have tried to do their best with the amount of
capital they can actually invest in the region, and most of the others are basically resellers of
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services. Thereis no real true competition in that market space that services households and this
IS the first company that has come along to actually offer that deal. There are other carriers on
the fringe that are now showing some interest because an international carrier is interested in
setting up. That is an interesting one, whether they would have come if SaskTel did not want to
invest here. | hope that answers your question.

Ms GRIERSON—TFor the committee’'s information they are 100 per cent government
owned. It isinteresting to see those entrepreneurial ventures from other government owned tele-
communications companies. You mentioned Unwired owning spectrum here and not using it,
therefore limiting other people’s access to it. In terms of our regulations, do you think that the
licence was given for that without enough conditions and should we be able to buy back unused
spectrum like that?

Mr Bernard—One of the things the ACA could do is that if a company does not use that
spectrum after a certain amount of time it could be recovered and reallocated to somebody that
wantsto useit in aregional area. Again, if we want to get out to the small towns in the region—
Dungog was mentioned, and Scone, Merriwa and Denman are all small communities—it would
take some sort of subsidy from the government for a carrier to go out there and roll it out. It gets
back to the demand issue, and the awareness issue of what technology can do for people. With
the Community Technology Centre program we are trying to address those issues of awareness
and training so that people can start using the Internet as atool. We are encouraging businesses
to get online to dart thinking about the information economy and how they might build
efficiencies in their business using e-commerce and so forth.

Ms GRIERSON—You gave us the example of the State Library of New South Wales Rural
Link, a partnership between federal and state government using state infrastructure. You
mentioned the rail service and the fibre that travels with that. Do you see some extension of that
into a partnership with the private sector? Is there enough capacity in that sort of service to
deliver to small communities—where that infrastructure is available—on a commercial basis?

Mr Bernard—Where the fibre ends there is definitely a capacity for people to buy that
bandwidth commercially. Where you have that sort of technology extended out via radio, the
capacity of the links used and how you back haul that into a small town could be limiting
factors. What is built to each small town will decide the customer base size, because as you load
up a system you get reduced bandwidth. It is a hard one to answer. | think leveraging off
government infrastructure is a good way to go because it does get something out into the bush
that is not there and | applaud the New South Wales government’s initiative in starting to look at
that area.

Mr TICEHURST—You were talking about the telecentres that have been set up in some
towns through Networking the Nation. Were they major centres around the Hunter area?

Mr Bernard—I will name the communities. We had Scone, which is a business centre in the
valley. | think it has a population of around 3,000 people, maybe a bit more than that. Merriwa
is another one; it has about 2,000 people. And Gloucester has about the same. So we are talking
about reasonably small communities. Part of the guidelines for funding these things is to do
with population size and how big the towns are, athough we do have one in Port Stephens,

COMMUNICATIONS, ITAND THEARTS



CITA 376 REPS Wednesday, 10 July 2002

which was funded under a special program for youth unemployment, so that one was granted.
They have usually been established in the smaller centres.

Mr TICEHURST—How were those towns selected to have this upgrade?

Mr Bernard—We promoted the program through Networking the Nation to the
communities. My predecessor did a lot of community forums there in late 1999. Applications
by communities and local councils were put in through Networking the Nation to establish
those centres. My role was to assist those communities in the set-up phase of those centres.

Mr TICEHURST—We heard from Telstra earlier on that they have a universal service
obligation to provide 64K. | am not sure whether that has been measured at users premises, but
that probably should be done.

Mr Bernard—That is how | understand it, really. When they say 64K, that is a basic ISDN
channel.

Mr TICEHURST—To your knowledge, isthat available in your area?

Mr Bernard—In some townsit is but, of course, the price was quite high. | have not got any
figures here, but |1 know that communities were looking at the best option to get broadband
delivery to the centres. Some of them did take up ISDN options. With these centres being set
up, they had to produce business plans because they have got to demonstrate that they can be
sustainable. So they have to be very careful about what technology they can put in there and
whether they can afford it.

The Merriwa centre set up a point of presence because, at the time they got funded, there was
no local call ISP access. They got extrafunding to set up a point of presence and they had ISDN
links put in to service that point of presence.

Mr TICEHURST—In a lot of regionals there is virtual ISP, so you can get local call access
just by having a virtual presence in atown.

Mr Bernard—At the moment, alot of communities and | SPs have got that virtual | SP access
through different carriers, so they are all local call now. That happened about mid to late 2000.
It has affected the local points of presence up there that relied on the business from local calls.
So once the bigger carriers set up these virtual 1SPs, it caused a problem or it introduced
competition for those localised smaller | SPs.

Mr TICEHURST—You said in your submission that there should be more government
subsidies, but the government is really the taxpayers. Networking the Nation was a federally
funded project. If there are other towns that do not have Networking the Nation, were you
suggesting that some of these other towns should be funded by some other government means?

Mr Bernard—No. | think any initiative that the town takes on has got to come from within
the community. If you impose something—for instance, one of these community technology
centres—it will not work: you just cannot go into atown and say, ‘You're going to have one of
these and we're going to give you this.’ It isreally up to the community to want one and to build
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a business case to demonstrate sustainability and to show how the community will useit. That is
how it works. It does not work when somebody goes into town and says, ‘Well, you're going to
have one of these and you're going to have this and you're going to have that,” because if peo-
ple are not consulted and informed, they will not use it. The thing will fall over.

Mr TICEHURST—On pay TV, you were talking about the SaskTel and that they wanted
access to other pay TV, but | thought in all these regions Austar were providing a pay TV
service.

Mr Bernard—They do. Foxtel actually services Newcastle with their satellite option but
SaskTel is providing a cable option. With that comes all the other add-ons that you get with
cable—for instance, cable modems, ADSL and VDSL, telephony. It is a complete solution and
provides competition.

Mr TICEHURST—Essentially in this country Foxtel and Austar are really the two providers
of pay TV.

Mr Bernard—In the upper reaches it is Austar and Newcastle is covered by Foxtel.

Mr TICEHURST—I know there is some link between Foxtel and Austar in certain service
provisions. But there is probably not enough business for athird, so I can understand why they
would not want to be providing access to pay TV to another competitor.

Mr Bernard—I guess it is SaskTel’'s business model and the way they see that business
model might work. They would obviously be looking at packaged services to sell their products
and service, rather than some people taking on the cable just for the cable TV. Some of them
may be attracted to the packaged services—for instance, telephony, broadband, pay TV or
whatever. That may be the attraction—not only selling one of the services separately but also
having it bundled.

Mr TICEHURST—ANd then they were looking at a particular area. As we are moving
around Australia talking to different groups, you would say, ‘Okay, in this area, SaskTel were
looking for federal support or government support,” and if you went to another area there might
be somebody else. You get to the stage where you are duplicating a lot of services that exist on
current day providers. How do you seethat it isthe government’s role to pick winners?

Mr Bernard—I can see where you are coming from. From my own experience, | have not
got pay TV, but if there was a cable TV operator who was going to offer cable modem services
as well as an alternative phone service, and you could get that on one cable, | might consider
going on board. If | was wanting pay TV to look at the sports channel, maybe | would pay for a
satellite service, because that is all that is available to me. So | am locked into a very narrow
choice of operators. If | want pay TV | have got to go to Foxtel, basically—that is it. But if
SaskTel comes to town, maybe | have got a choice of two. It is competition; it is about having
the choice.

| am not suggesting that every time a telco comes along and says, ‘We want to do this,’ the
federal government gives them a bag of money. | do not believe that is the way it should be
done. I think there should be serious consultation with local government, community and eco-
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nomic development organisations to see what the best solutions are for atown if they are going
to get some sort of grant to actually set up in the town. | do not think the government should be
handing the money out just because somebody wants to go there. They have got to demonstrate
what they are going to do for that community and how sustainable that service will be within
that community.

Mr TICEHURST—If you look at the experience with cable TV, Optus Vision set up in a few
suburbs in Brisbane, afew in Sydney and a few in Melbourne. In those major centres, you have
got thousands and thousands of users, but they have not seen the benefit in extending into other
areas. They have not gone past their initial investments, so it makes it very difficult for an
operator coming into aregional area, where there are less users, longer distances. If they cannot
justify extending the cable—I| agree with you that it is certainly the best way to go—in the
major centres, it is much more difficult to do that in a regional area. So, if you are looking at
government funding, if it is not commercially viable it is not a good deal for taxpayers either, |
would not think.

Mr Bernard—If you put a network in there and it does not get used, it is wasting taxpayers’
money. It gets down to the number of carriers you have got in the area. At the moment—I am
talking about Newcastle and the region—we have really only got one carrier servicing us, and
that is Telstra. | understand what you are saying about the competition side of it as demonstrated
in your example. If there is room for another carrier in Newcastle or in this valley, | still think
people would take up the services of the new carrier if they were given an alternative. That is
my personal belief.

| think most people here in town deal with Telstra, and | think a lot of them are unhappy and
they want choice. Now SaskTel have come in and basically they are not asking for government
assistance—they are funding that themselves and through joint venture partners. | guess
Newcastle could be partitioned off as a little bit different to, say, the Dungogs, the Scones, the
Merriwas and those sorts of situations. | would not advocate a cable roll-out in Scone or
Merriwa or places like that; it has got to be a radio solution or a combination of maybe a bit of
cable and radio. But in Newcastle it is a little bit different than when you start looking at towns
of around 3,000 to 5,000 people.

Mr TICEHURST—We have seen technology submissions that would provide a good link
from where the local exchange has been upgraded. There is some pretty good technology
around now that could actually take it to that last mile and do it radio wise, but whether it is
commercialy viable is yet to be seen.

Mr Bernard—Talking about that, in the Dungog example you have got an exchange in the
town but Telstra is not really doing much beyond that on the customer access side of it, so
people have not got a choice in being offered anything because it redlly is not there. If people do
want something badly enough and they want to pay the money, they probably could get what
they want, but that putsit out of the realm of a lot of businesses.

Mr TICEHURST—We have seen some technology that is available now that could actualy
fulfil that purpose, providing it is worth while for the entrepreneurs to get in and do it.
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Mr Bernard—That getsto my point. Do you believe that they are going to do that? | do not
believe that they will. Here we are, two years have gone since | have been in this job, and | have
not seen anything happen. We have had a lot of promises from carriers coming here to say that
they will do this and do that, but nothing has happened. | believe that, if this inquiry does not
come up with some sort of solution, in two years time we will come back here and | bet you we
arein the same boat.

Mr TICEHURST—Hopefully you are not right.

Mr Bernard—I believe that if the government does not stimulate this somehow we will be in
the same boat.

Mr TICEHURST—It is a bit like that chicken and egg solution before. There are certainly
some areas being set up as technology centres, and | used the example before of the United
States with Silicon Valley. We have got some national phone companies and our mobile service
in Australiais certainly alot better than what existed in the US up until a few years ago, and the
same thing with the ground wire system, but they have concentrated areas. You cannot provide a
huge broadband service to every location because it is just impossible with our population, but
somewhere there has got to be abalance. | am not sure that it is government’s responsibility, but
you have got to have the services that people require, or that they demand. If the demand is
there, then you can provide afeed for them. | guessit is a little bit like highways: you find small
back roads to small towns and larger roads and freeways linking major centres, and somewhere
there is balance. Where you draw the line with telecommunication is to be determined.

Mr Bernard—With the talk of the sale of the next part of Telstra, | believe there is an
opportunity for moneys to be set aside for a big project. How that might pan out in the long
term is yet to be seen, but | do believe that with that sale there is an opportunity for some really
concrete things to happen.

Mr TICEHURST—Yes, you are probably right—absolutely.

ACTING CHAIR—Time for me, on exactly the right point. | might just point out that 50.1
per cent of Telstrais still owned by the government, half having been sold off. The only bit that
was hypothecated was the money that went to the environment, and that was $84 million more
than what had already been there. The government has told us over and over and over again that
if they do go through with T3, that money will go to pay off $50 billion worth of debt; they will
not hypothecate anything. We will see what else they come up with to try to convince people to
do something with it. 1 want to make that point because | noted the argument you put, just
before you made it verbally, in the report. At least one of the other groups that submitted made
the same point. And | think it is ailmost a gratuitous bending of the knee to the government:
‘Thisiswhat you are going to do and we hope you will do something with this.’

The other side of this is that the money flowing back to the government is in the order of $1
billion to $2 billion a year in terms of income from Telstra and it is open to any government to
actually spend part of those moneys if they wish to, because they are receipts, to try to fix up
problems within rural and regional Australia. If you have got that kind of income indefinitely
out there then the point that the Deputy Prime Minister made not long ago is that whatever
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situation you are in, year on year there will be needs Australiawide in the telecommunications
area. There will have to be money spent on budget, so that is a little balancing up.

| want to take up a couple of points to finish off with before we go to a much abbreviated
lunch. | note that this morning Telstra validated what you had said about pair gain problems and
RIM problems and that actually does stop the take-up of ADSL in country Australia. That,
therefore, isa major reason for them to look at wireless as providing for that.

| want to ask you about a couple of comments that you have made. First, a correction: in
terms of fixed wireless access you put the argument that Unwired bought part of the spectrum
and they are not using it. We have had a look at their operation. They have given some
evidence. They have got a pilot project in Paddington. So they have bought the spectrum, they
have got a pilot project and they have indicated to the committee that it is their intention to not
only go to the major cities but to go regionally as well, but | take it you have half made this
argument. You are advocating a ‘use it or lose it’ approach to this, so that if they do not do
something after a certain period of time then that spectrum could be reallocated. At the moment,
| think from the evidence given to usthere is about a 15-year period that the licence is valid for
and there are questions about what the government should or should not do or whether or not
that 15 years is actually too short. Can | ask you for your opinion on that with this tag to go
through it, that the arguments we have had put to us are that the capital investments here are
very high, not just from Unwired but any of the groups becoming involved in this, and thereisa
worry that if they do not have the licence for a long enough period of time and if that is not
renewable enough then you might not get that reinvestment all the time.

Mr Bernard—I might suggest that their spectrum is bought for other reasons as well, to lock
out competition. | believe that some carriers would stoop to that; | will not name anybody. But
what is a reasonable time frame for a carrier to come and set up in a region if they own the
spectrum? Is it three years, five years? A lot can happen in five years. The government is
pushing the e-economy and they want businesses to get online. The only way that will happen is
iIf there is reasonable access to broadband technologies. If that does not happen that could affect
growth in the economy here, locally and through Australia, because there are a lot of projections
about the effect on gross domestic product of the participation in the e-economy. A lot of that
GDP does come from rural areas of Australia so, if they are not serviced to the degree that they
should be, the growth in the national economy is going to fall. | think that realy needs to be
looked at and that can all go back to the way government policy is implemented to allocate
spectrum and the way they regulate the telecommunication market.

ACTING CHAIR—You have spoken about SaskTel. They were to give evidence this
morning but they have not appeared. Has there been any indication that the way in which they
expect to deliver the technology caused any worries that you have seen within the community. It
Is a cable roll-out, so that reminds us of some cable roll-outs in the past and a pretty big
community reaction, almost Australia-wide.

Mr Bernard—I agree with what you are saying there. There are some bad memories with the
Sydney roll-out in 1992-94, where Optus and Telstra just went full bore with a parallel roll-out.
That iswhat my experience is. They really got councils and government offside. A lot of things
have changed since then. Technology has moved along. | would suggest that things are a lot
better managed these days and with the SaskTel experience, working with them over the last
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couple of years, they have taken the councils along step by step al the way with a full consulta-
tion process. It has been very professional. There are till concerns from the community about
overhead cabling, and that is a legitimate concern. SaskTel have indicated that if people in a
street do not want the cable down there they will not put it down there, so they have been pretty
flexible about it. They have actually presented their master plan for the roll-out in Newcastle
and it is available to the committee from the council here.

ACTING CHAIR—How has the technology changed? Has the droop been taken out of the
cable?

Mr Bernard—When you look at the technology, it may be the way the boxes are put on the
poles, and the size of the boxes and the cable. Things like that may be a little more streamlined
and smaller. The cables will still be on the pole and they will be three foot, or one metre, under
the run. The cables are basically a little bit thinner than the backbone cables they are running
around Sydney at the moment. They are actually smaller than the diameter of the powerline that
IS running on most of the poles today in Newcastle. They have suggested that where there is
underground infrastructure—and this is written in their plan—they have to go underground. So,
if service is underground, they go underground, and that is a cost to their roll-out. But the
environmental sector of the community has a concern and that will have to be managed through
by councils and the company.

ACTING CHAIR—We have heard evidence from Telstra this morning that the optical fibre
roll-out is very widely spread throughout Australia, so the backbone is there. We have also seen
the reality that there are a lot of other companies that are providing regional fibre. In southern
New South Wales, for instance, there is a large loop being put in, and in Victoria we have seen
the same sort of thing operating. So we are getting a doubling up and possibly a lot of
redundancy in that area but certainly a great deal more capacity. In your submission you talk
about Transgrid and