FROM:  Bits on Light Pty Ltd.

TO:  Senate Standing Committee on Environment, 

Communications, Information Technology and the Arts

Inquiry into competition in broadband services
Introduction

The Internet has revolutionised and democratised global communication and publishing.  Broadband extends this revolution in two important ways:

Firstly by increasing the speed, it allows audio and video information, in addition to text and images, to be efficiently communicated.  Broadband has been widely accepted by the Australian market as being a minimum speed of 256Kbps.  Abroad it is quite common to have services above 3Mbps and in many cases 12Mbps.

Secondly, and perhaps more importantly, by moving the Internet off the traditional voice phone network, it allows the Internet to remain “always on” and be used as an information and communications tool in the regular tasks of daily life.  

The ACCC doesn’t measure ISDN usage in its quarterly Broadband Survey
 as it cannot be considered a substitute for Broadband technology.  ISDN at a maximum of 128Kbps, being the digitization of the traditional voice phone network to the premise, fails to meet the speed and “always on” definition above.  At best ISDN is an intermediate step to Broadband.

I welcome the opportunity to make this submission, having work for 9 years in the ISP industry covering both metropolitan and regional areas, and now focusing on broadband infrastructure rollout in a large regional city.  I will try and address the specific terms of reference.

In summary, there is not sufficient Broadband infrastructure competition in the Australian market and this will continue to keep prices higher and demand lower than global best practice.

Terms of Reference

(a) the current and prospective levels of competition in broadband services, including interconnection and pricing in both the wholesale and retail markets;
Retail Markets

Since regulatory intervention in late 2001, retail competition in ADSL has flourished with over 150 residential broadband ISPs listed
 in one popular broadband directory.  

The growth of the wholesale use of Telstra’s ADSL network in the most recent quarter was 59% (or 45K) to 121K end customers while Bigpond Broadband (including ADSL, Cable and Satellite) retail growth was 12% (or 26K) to 240K end customers
 is further evidence of healthy retail competition.

However there are limits in sight to this current growth phase.  While “headline” retail broadband pricing starts at $19.99, this is below the providers input costs, even in metropolitan areas.  For services available at a consistent price including regional areas, a natural “floor” in the price of Broadband has formed between $44.95 and $49.95.  This is for the slowest available 256Kbps ADSL speed including reasonable entry levels of download use.  

Regional areas, just a couple of hours drive from the capital cities, are of particular concern as the input costs for their services are 35-40% higher than metropolitan prices.  At the current “floor price”, these regional subscribers operate at a loss for providers.  This necessitates providers attaining significant metropolitan customer bases to cross-subsidise their loss making regional subscribers.


Retail prices dropping to between $30 and $40 per month would significantly drive further demand.  The retail price can only fall, particularly in regional areas, if there is infrastructure competition at the wholesale level.  

Wholesale Markets

Wholesale competition is quite different to that in retail.  The "last mile" is the area in which broadband competition is the most lacking.  There are very few examples of broadband infrastructure competition outside the CBD of our capital cities.  I am ignoring satellite due to its high latency (delay) and primarily being a “one way” service. Telstra as the incumbent has by far the largest market share.    



The “last mile” broadband infrastructure commercially available includes:

Both Metropolitan and Regional coverage

1) Telstra ADSL copper network running over portions of the ubiquitous voice copper network, costing
 approx $1B to date and requiring another $1B investment over next 5-6 years.  There is significant retail competition on this network.


Limitations
 of the Telstra ADSL network coverage include:
a) ADSL coverage is 800 exchanges (approx. 6.72M premises, 86% of premises) leaving another 1.28M premises (14% mainly rural & regional premises) or 4200 exchanges without coverage.
b) Of the exchanges covered, 436K (6.5%) can’t get ADSL due to Pair Gain & RIM

c) Of the exchanges covered, 309K (4.6%) can’t get ADSL due to distance limitation

2) Telstra HFC network - coverage is passing 2.5M homes
 - 40,000km of cable covering Melbourne, Sydney, Brisbane, Gold Coast, Adelaide & Perth.  This required an investment of $4B
.  There is currently no retail competition on this network.

3) Telstra Fibre network – Telstra has deployed over 140,000 km
 of fibre in Australia.  Significantly in the metropolitan, suburban and regional network the breadth and depth of Telstra fibre coverage is without parallel.  

Over this fibre Telstra delivers a myriad of voice and data products (e.g. Leased Lines, Frame Relay, ATM and Ethernet) and connects their various network components together including telephone exchanges, mobile phone towers and RIMs.  

There is currently no resale of Telstra “dark fibre” which is fibre already in the ground but currently “unlit” and therefore unused.  By some estimates 70-80%
 of deployed fibre is “dark fibre”.  There is however declared access to existing fibre “ducts” for competitive fibre providers, if there is space remaining in the ducts.

The total number of Broadband customers on the Telstra ADSL (retail & wholesale) and Telstra HFC networks, not counting the Telstra Fibre network, is 360K.

Predominantly Metropolitan coverage

4) Optus HFC network - coverage available to 1.4M
 homes – 21,000km of cable covering Melbourne, Sydney, Brisbane
.  Notably it is widely believed there is an 80% overlap with the Telstra HFC.  This required an investment of $3B
. 

Optus has 529K customers on this network (incl. Pay TV, Telephony & Broadband), of which 110K utilize it for Broadband Internet (21% penetration of connected customers).  There is currently no retail competition on this network.

5) Optus Fibre, LMDS and DSL network - Optus has deployed over 8,700 km
 of fibre (1/16th of that of Telstra), including inter-capital and CBD fibre rings in the capital cities.  In addition over 100 exchanges have coverage with DSL.  There is some retail competition on these networks.

The total number of Broadband customers on the Optus HFC network is 110K and other Optus broadband networks is at most 9.5K
.


6) Other Competitive DSL providers include Request Broadband, NEC/Nextep, Primus, AAPT and Powertel.  These have all focused on the business market & therefore collectively only currently have coverage in <110 largely overlapping exchanges.  

The non-Telstra DSL networks rely heavily on the declared services of Facilities Access to exchange building, ULL and spectrum sharing.  In addition they rely on transmission services (bandwidth), which is not declared, to the exchange buildings.  

There is significant retail competition on and between these DSL networks, however the retail “floor” price for these business services is currently close to $100, due to the high input costs of the declared services.


The estimated number of Broadband customers on these DSL provider networks is < 20K.


7) Uecomm Fibre network - Uecomm has fibre to over 650 buildings
 primarily in the CBD areas Brisbane, Sydney, Melbourne and the Gold Coast, with some metropolitan coverage.  There is some retail competition on this network.

8) Powertel Fibre network - Powertel has fibre to over 400 buildings
 primarily in the CBD areas Brisbane, Sydney, Melbourne and the Gold Coast, with some metropolitan coverage.  There is some retail competition on this network.

9) Other CBD Fibre networks include AAPT, Primus and MCI/Worldcom.  These networks are often limited to the CBDs of the capital cities.  There is some retail competition on these networks.

The estimated number of Broadband customers on these Fibre networks is < 5K.

Predominantly Regional coverage 

10)  TransACT Fibre/VDSL network (Canberra ACT).  Coverage goal of 100K
 homes in the ACT, with currently around 60K homes and 5K businesses covered with an investment of approx. $300M.  

TransACT has at least 20K
 customers on their network (incl. Pay TV, telephony & Broadband).  There is retail competition on this network.

The estimated number of Broadband customers on TransACT is 4.2K
.

11)  Neighborhood Cable HFC network (Geelong, Ballarat, Mildura in Victoria).  By the end of 2003, the coverage will extend to 90K
 homes with an investment of approx. $60M.

Neighborhood Cable has 5.4K
 customers on their network (incl. Pay TV, telephony & Broadband).

The estimated number of Broadband customers on Neighborhood Cable is 1.1K

Other

12) Wireless - I have not covered in detail fixed and mobile, wireless broadband infrastructure (using both licensed and unlicensed spectrum) as they are not yet commercially widely deployed or have a limited coverage area.  Various forms of broadband wireless are however being trialed by various providers (e.g. Bigair
, Personal Broadband Australia
 and Unwired
) in metropolitan and others in regional areas.  Most traditional carriers have used some wireless links and licensed spectrum.

My view is that wireless broadband technologies will be most successful in current broadband “blackspots” where there are ADSL blockages by RIMs, often in new estates in outer urban areas.  Also regional, rural and remote areas where copper networks are outside the usable range of DSL technologies and competitive fibre investment is unlikely, should benefit also.  

If wireless providers can break through the current pricing “floor”, e.g. by using wireless instead of fixed network backhaul, they will also succeed by expanding the available market.

Summary

Most of the Broadband Infrastructure competition is in the CBD areas.  Telstra has 68%
 of the Broadband market on its several fibre and copper networks and is strong in both metropolitan and regional markets.  Optus has about 22%, predominantly in metropolitan markets, and the other competitive providers are all sharing the remaining 10%.  

The business case for deploying competitive broadband infrastructure is very dependent on the customer density and propensity to spend.  The competition in the business dominated CBD areas as outlined above is to be expected and that’s where infrastructure competition currently effectively stops.  

Even with the current regulatory settings of “declared services” for various elements of the network (e.g. Facilities Access, Ducts, ULL and Spectrum Sharing), the lack of competitive infrastructure outside the CBD is surprising and suggests that the settings are not yet right, particularly in major metropolitan areas where customer density is high.  I have outlined some suggestions for improvement in section (b) below. 

Domestic Peering

Internet Peering is important to lower the costs of domestic bandwidth and is currently subject to an ACCC declaration inquiry
.  I agree with many of the submissions to that inquiry particularly the view put that low cost or free peering should be mandatory in each state capital for the internet traffic sourced and destined in that state.  

Ironically the lack of affordable domestic peering with the larger Internet providers makes international bandwidth cheaper than domestic bandwidth for smaller Internet providers.

International Interconnect

Australia’s remoteness suggests will always pay a premium for international bandwidth.  This takes into account the cost of deploying expensive undersea fibre cable infrastructure.  

In voice telephony, the international transmission cost is shared between both connecting countries equally (using half circuits), acknowledging the mutual benefit of having a larger overall network.  However in the Internet area most countries subsidise the US Internet users by bearing the full amount of the transmission cost to connect to the US.  Telstra has been vocal in international forums to establish a more just regime.

Fortunately for Australian Internet users, the “overbuild” of undersea international capacity in the late 1990s has dramatically decreased this cost of international bandwidth.  

(b) any impediments to competition and to the uptake of broadband technology;

There still exists a lack of retail competition on several of the mentioned broadband networks.  As in the case of ADSL, retail competition and uptake flourished once wholesale access was made available at a reasonable price.  The Telstra and Optus HFC cable networks would flourish if their broadband Internet capability were opened up to retail competition.

The lack of infrastructure competition as outlined in (a), is an impediment to:

· the development of further innovative services over Broadband networks (e.g. voice telephony, broadcast video, data services etc)

· higher speeds and symmetric speeds of broadband Internet

· further competition and uptake, 

· and has put a “floor” on the level of pricing.  

The maximum gains to Australian Internet users, for the smallest additional investment, will be achieved by reusing components of the existing infrastructure particularly in non-CBD metropolitan and regional areas. This could be accomplished by:

· Lowering the cost to access exchange buildings.  Although as a declared service, carriers and CSPs can access any one of the 5000+ exchange buildings in Australia to co-locate equipment, the cost to establish third party areas where there are currently no third parties, is a significant barrier to entry.  Currently only around 133 exchanges
 have these third party areas.  This is particularly a problem in non-CBD metropolitan and regional areas.

· Lowering the cost of transmission into exchanges.  Although Telstra has fibre capacity to a large number of their exchanges, the lack of competitive fibre providers keeps the price of this transmission (or bandwidth) very high.  This could be resolved by declaring inter-exchange fibre transmission.  By lowering this input cost to the Total Service Long Run Incremental Cost (TSLRIC), more DSL infrastructure would be deployed in exchanges.
· Lowering the cost of “spectrum sharing” and ULL.  Although these are declared services and are commercially available, the negotiated prices have obviously not been low enough to date to significantly drive the investment of competitive DSL providers, particularly into suburban residential markets.

· Lowering the cost of transmission to RIMs.  One of the significant blockages to residential ADSL availability is the presence of RIMs.  Telstra now has a technical solution and is proceeding to roll it out.  However due to the large number of RIMs, and in some cases limited capacity in RIMs, this will take years and complete coverage is unlikely ever to be obtained.  By declaring fibre capacity to RIMs, competitors are very likely to emerge to enable new housing estates with Broadband using DSL and/or wireless for the “last mile”.

· Declaring Telstra’s fibre network.  This would be the most radical approach to reusing existing infrastructure.  Even if not implemented fully, declaring fibre in areas where there will never be fibre competition, will drastically increase the network use of the current 70-80% dormant “dark fibre”.

(c) the implications of communications technology convergence on competition in broadband and other emerging markets;

I don’t believe that mobile wireless internet (e.g. with 3G), or the rollout of 802.11b “hotspots” using DSL backhaul will be significant replacement technologies for fixed broadband as it exists today, & therefore will not change the competitive dynamics.

Cross product bundling “convergence” from large market participants has the danger of leading to cross subsidisation from more profitable products (where there is less competition) to less profitable products (where there is more competition).  This can lead to undesirable competition outcomes.

(d) the impact and relationship between ownership of content and distribution of content on competition; and

Vertical integration of content, particularly exclusively, and the distribution of that content, will create barriers to entry for smaller broadband distribution networks.

(e) any opportunities to maximise the capacity and use of existing broadband infrastructure.

As outlined in (b), successfully encouraging the reuse of components of the existing “sunk cost” infrastructure of the copper and fibre networks, together with the exchanges buildings, will generate the greatest investment from competitive infrastructure providers and competition for end users.  It will also minimise infrastructure duplication particularly in the very expensive “last mile”.
Conclusion

I would be pleased to provide the committee with clarification and any further information that might be of value.

Robert Farago

Bits on Light Pty Ltd

� http://www.accc.gov.au/telco/Broadband_deploy_31Mar03.pdf
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� http://www.powertel.com.au/SS_Content/InvestorPresentation/inv_pres_files/PWT%20Half%20Year%202002%20Press%20Release%20ASX.pdf


� http://www.transact.com.au/about/index.asp
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� Using Optus 21% penetration of Broadband Internet across their connected customer base.
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