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	Communications Experts Group Pty Ltd

ACN:    086 929 704

Phone  (08) 9293 4974

Fax      (08) 9293 0291


	Email      ceg@iinet.net.au 

                28 September 2003      




Attn. Michael McLean,

Secretary,

ECITA References Committee,

Australian Senate, 

Parliament House,

CANBERRA   ACT  2600

Dear Sir,

CEG Submission to the Senate
Inquiry into Broadband Competition

Thank you for the opportunity to make a submission on the Inquiry into Broadband Competition.

I can provide additional information on the case studies given in our submission and am willing to attend a Senate Hearing if required.

Yours sincerely,

Dr W B Green

Director

Communications Experts Group Pty Ltd as trustee for Tyrell Trust and Parrytech Trust    ABN 73 579 800 259
Submission by

Communications Experts Group Pty Ltd

Inquiry into Broadband Competition

Background

Communications Experts Group [ CEG ] provides telecommunication consulting advice to users and providers of Telecommunications services.

CEG supports the creation of a competitive telecommunications industry and has many case studies showing how even limited competition has provided better prices and a wider (and more relevant) range of services to end users.  Our work with a number of agencies, businesses and large corporations have provided a wide range of case studies that provide the basis of this submission.

CEG have recently completed a survey of regional Tele-Service Centres throughout Australia and have compiled a list of Case Studies that demonstrate the benefits of Telecommunication, and in particular, broadband services for rural and remote Australia, and also the need for greater bandwidths than are available at present.  A major concern is the lack of ongoing upgrading of exchange and remote concentrator equipment in rural and remote areas, and some sections in metropolitan and capital cities.  There is some concern over the process and criteria to persuade Telstra to make the required upgrade for ADSL.

A recent survey of rural communications needs in Western Australia have shown a high level of use of Computers and the Web by rural businesses and individuals demonstrated by the high average usage in the Pilbara (81%) and Kimberley (84%) Regions compared to an average Metropolitan usage of 70%.  (Telecommunications Needs Assessment, The Communication Needs of Western Australian, DoIR August 2003.)

Business productivity, community access to Government and other on-line services, and economic growth are dependent on affordable, quality broadband telecommunication services.  It is important that the legislative and regulatory environment promote competition to enhance the overall availability and affordability of broadband services.

The issues of concern are:

· The patchy and weak level of competition despite significant contributions from a number of organisations and individuals.

· The impediments to competition from the USO and uneven carrier interconnection arrangements.

· The unacceptable regulatory framework which allows Telstra to modify the default contractual terms and conditions [ Standard Form of Agreement ] to the possible disadvantage of all Australians.

The submission will focus on:

a) Current and prospective levels of competition in broadband services.

b) Impediments to competition and uptake of broadband technology.

c) Implications of technology convergence.

d) Impact and relationship between ownership of content and distribution of content on competition.

e) Opportunities to maximise capacity of existing broadband infrastructure.

a)    “Current and prospective levels of competition in broadband services”.

Current Levels of Competition

There is limited competition in the Broadband market because all ISPs and carriers are dependent on either Telstra wholesale broadband carrier products, or the purchase of Telstra backhaul capacity from points of aggregation.

There is a small emerging group of carriers who are focussing on installing connections to customers.  A major issue is “Broadband Islands” where an estate is wired for broadband (and sometimes TV) but there is no suitable broadband connection (backhaul) from the aggregation point to a central location for distribution to ISPs.  The lack of non Telstra backhaul facilities has caused some new estate developers to abandon the installation of broadband cabling to the residential and business premises.

A major cause for the high cost of broadband services is the cost of high capacity links.  By comparison with other countries Australia has high tariffs for network capacity as shown by the graph in Appendix A.  A number of small carriers have indicated that the first major drop in broadband prices (from more than $150.00 to approximately $100.00 per month) was due to Telstra dropping the cost of backhaul circuits.

The level of competition is limited to ISPs who offer the Telstra Wholesale Broadband products.  There are insufficient residential and small to medium business connections to create any significant level of competition.  

There is some competition for medium to large businesses who can connect to Metro broadband carriers that have their own infrastructure.  The most successful carriers are those that have been able to build significant networks outside the CBD (i.e. in neighbouring suburbs or business locations).

The broadband wholesale and customer pricing from non-Telstra carriers are marginally above prices available in Canada.  As shown in Appendix A, prices in Australia are high and there is significant scope for price reductions in the Telstra tariffs.

Prospective Levels of Competition

Major issues that will affect competition in the Broadband markets are:

· Negative Impact of the USO.

· Variable and uneven access prices for Interconnect Traffic.

These are discussed in more detail under impediments to competition.

b)    Impediments to competition and uptake of broadband technology.

Uptake of Broadband

There is significant demand for broadband provided the price is affordable and the service is available.

TV and broadband services are currently being installed in many new housing estates, as part of the infrastructure.  However the cost and difficulty of connecting new estates to the central distribution point is a significant inhibitor to the overall availability of Broadband to the home.  (In the Perth Metro Area it is estimated that by early 2004,  35,000 new homes will have the potential to be connected to broadband cable services.  However, due to the problems outlined in this report, very few customers will be offered broadband services).

There are a number of WA metropolitan areas that are using pair gain systems or do not have the required ADSL interfaces.  The cessation of Telstra’s programme to upgrade equipment to support ADSL is serious.  In Perth, it is estimated that approximately 65% of residences have access to Broadband.  (Page 42, Enabling a Connected Community:  Developing Broadband Infrastructure and Services in Metropolitan WA, TIAC Sept 2003). 

Satellite Broadband is too expensive and is likely to remain beyond the reach of many businesses and individuals in remote areas.  The few that have spoken to CEG about broadband services are concerned about current, and future increases in tariffs for satellite services.

Other concerns are the security implications of ADSL and the cost of implementing and maintaining adequate firewalls and security systems.

Impediments to Competition

There are a number of small carriers and ISPs that are keen to use Wireless technologies to provide broadband services in areas where Telstra does not have ADSL services.  A major impediment is lack of capital.  Smaller carriers operate on low profit margins, and the USO [ that is based on income or revenue ] significantly reduces their available capital for investment in broadband infrastructure.  There is one case where a carrier gave up its licence because of the impact of the USO, and withdrew from providing broadband services in areas not serviced by Telstra.  ISPs are further penalised by the USO, as their USO contribution is based on their total Internet and Telecommunication revenue.  There appears to be an emerging market for small carriers servicing ISP needs.

The USO is reducing the growth in infrastructure for broadband, and hence reducing the competitive pressures on Telstra.

The prices, terms and conditions of access in carrier to carrier interconnect contracts vary significantly from one carrier to another.  This creates a distortion in the market place and favours some carriers, giving them a significant market advantage.

c)    Implications of technology convergence.

There are two issues affecting the convergence of voice and data services for businesses.  These are:

· Lack of Standards for Voice over Internet Protocol.

· Insufficient Addresses for devices in the existing IP Version 4 protocol.

· Impact of VoIP services on STD revenue.

Lack of Standards

At one point in time there were 70 possible combinations of VoIP Standards, of which 16 were more common.  This created significant confusion in the market, and also limited inter-operability between different products.  This meant that VoIP installations were limited to single sites, or networks with little or no interconnection (using VoIP) with other sites.  Recent announcements on preferred standards, especially Session Initiation Protocol (SIP) will significantly enhance the inter-operability of VoIP products and stabilise the VoIP market in the near future.

The demand for converged services is likely to grow significantly as a result of the announcement of preferred standards.

Lack of Internet Addresses

The only long term solution to this problem is the adoption of the IPv6 protocol.  At present IPv6 networks are mostly found in academic institutions.  The current fibre network will support the introduction of IPv6 in the future.

Impact of VoIP services on STD Revenue

Many existing data networks do not support the transmission of VoIP packets with an adequate quality of service.  Neither do they support the standards needed to control the quality of service or support the reliable transmission of voice signals.  There are only a few carriers that have built or are building data (IP) networks that can support converged voice, video and data applications.

A major concern at present is the difficulty of businesses to implement VoIP over some carriers’ data networks.  Large carriers are reluctant to encourage the introduction of converged services because of the impact on STD revenues [ customers can use their data network for STD calls ].  Smaller carriers are keen to introduce VoIP compatible networks because they have little or no STD revenues.  The competitive impact of VoIP can be observed in international services, where a number of small international carriers have used VoIP to gain market share from large or established carriers.

Some carriers are reluctant to upgrade their existing data networks, because of the potential loss of revenue from STD calls.

d)    Impact and relationship between ownership of content and distribution of content on competition.

The business case and viability of small broadband carriers are dependent on the combined delivery of voice, data and video services to customers.  Access to Foxtel (a content provider) services, are essential for the future growth and prosperity of this type of carrier.  Current experiences in negotiating access to Foxtel have proved to be lengthy, complex and difficult.  Telstra has an advantage in being able to bundle Foxtel with internet and voice services to the disadvantage of carriers specialising in providing broadband and video access to customer premises.

Access to Foxtel services is still a significant competitive concern.

e)    Opportunities to maximise capacity of existing broadband infrastructure.

A recent report “Aggregated Bandwidth Project, Department of Industry and Technology, May 2003” has shown that cost savings can be achieved if more than three Government Agencies can share a common datalink to remote and rural areas.

Savings of up to 50% can be realised if the same amount of bandwidth is purchased, or for the same expenditure, three times the bandwidth can be obtained.

There is little opportunity for industry or commerce to effectively share services and obtain the same savings, because of interconnection and security costs.

There is significant opportunity for the Federal and State Governments to act as “anchor tenants” for alternative telecommunication infrastructure projects, which in due course will introduce competitive pressure on prices.

Dr W.B. Green

Director.

APPENDIX A
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ADSL

						ADSL Cost Comparison

								USD/AUD		Exchange Rate				$   0.58

								USD/CanD		Exchange Rate				$   0.65

				Country		Company		Monthly		Download		Data Rate		Excess

								Access		Limit				Charge

								USD		Gbytes				per Gbyte

														USD

				Canada		Sympatico		$   22.28		5		960D/120U		$   3.25				$   29.02

				Korea		Korea Telecom		$   27.58		Unlimited		1500D/640U		$   - 0

				USA		Verizon		$   39.95		Unlimited		768D/128U		$   - 0

				Australia		Telstra		$   44.34		0.5		256D/64U		$   92.22

				Australia		Telstra		$   113.94		5		1500D/256U		$   69.02

				Australia		iiNet		$   57.42		10		256D/64U		Shaped

				Australia		iiNet		$   86.97		14		1500D/256U		Shaped

				Australia		WestNet		$   28.42		1		256D/64U		$   34.80

				Australia		WestNet		$   80.62		10		1500D/256U		$   34.80
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								100 cct		1 cct

				Country				Annual Access		Monthly Access

								2Mb/s		2Mb/s

								USD		USD

				Canada				$   3,063,297.00		$   2,552.75

				Korea				$   3,999,538.00		$   3,332.95

				USA				$   1,942,800.00		$   1,619.00

				Australia				$   8,155,800.00		$   6,796.50		Average of Distance Bands

						Telstra		MegaLink				Exchange Rate				0.58

								Interface cost

						Metro		Metro		Region		Region		Region		Region		Average of

				Distance		<12		12<25		>150		>500		>745		>1200		All Bands

				AUD		$   52,260		$   71,760		$   85,650		$   170,028		$   215,460		$   248,544

				USD equiv		$   30,311		$   41,621		$   49,677		$   98,616		$   124,967		$   144,156		$   81,558

				Country		E1 Link Monthly Access in USD

				Australia		$   6,796.50				2.6624254847

				Canada		$   2,552.75				0.3755973663

				USA		$   1,619.00

				Korea		$   3,332.95
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								100 cct		1 cct

				Country				Annual Access		Monthly Access

								64kb/s

								USD		USD

				Canada				$   347,186.00		$   289.32

				Korea				$   636,207.00		$   530.17

				USA				$   671,386.00		$   559.49

				Australia				$   1,214,900.00		$   1,012.42

								Link cost for Two ends plus Xpress

						Metro		Metro		Region		Region		Region		Region		Region

				Distance		<12		12<25		<12		12<165		165<500		>745		>2000		Average for

				Data Rate																All Distance Bands

				64K		NA		4980				6036		11016		18516		20196		12148.8
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												Canada		Canada		$   - 0		22.28

												Korea		Korea Telecom		$   - 0		27.58

												USA		Verizon [USA]		$   - 0		39.95

												Australia		WestNet		$   28.42		80.62

												Australia		iiNet		$   57.42		86.971

												Australia		Telstra		$   44.34		113.941
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