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Broadband is high-speed always-on access to the Internet, at a speed of at least
256 kbps. The primary means of access to broadband in New Zealand is via
Telecom’s ADSL network. Telecom has limited ADSL capability over time resulting
in broadband take-up at relatively low speeds. Those speeds are not satisfactory
for delivering services increasingly associated with broadband, including
complex web pages, large files and video.

Early internet access in New Zealand relied on dial-up modems
and phone lines, delivering a maximum speed of 56 kbps.

Residential broadband becomes available with ihug launching
its satellite and terrestrial wireless service, with up to 2 Mbps
downlink speed but only a dial-up uplink.

Telecom launched Jetstream, its asymmetric digital subscriber
line (ADSL) broadband service. Telecom later allowed other
service providers to resell Jetstream, in a partner joint-billing
arrangement (which was withdrawn in 2006).

! In December 2003, after mounting pressure from internet service
providers for Local Loop Unbundling (LLU), the Government
moved to regulate wholesale unbundled bitstream service (UBS)
as a substitute instead. Please see ISPANZ UBS and LLU Position
Papers.

It was only in October 2004 that New Zealand had access to frue
wholesale broadband with UBS. Even then, it was on Telecom's
terms, with many limitations on the product specification. Soon
after, TelstraClear applied to the Commerce Commission for a
determination to improve the conditions of UBS.

In addition to UBS, Telecom also infroduced a wholesale
broadband service, which allowed service providers to resell
Telecom'’s retail broadband product range, with less scope to
add value.

# Thailand’s Shin Satellite launched the world’s largest satellite,
providing additional satellite services to New Zealand. These
services are resold through ISPs such as ICONZ and Bay City.

Telecom launched residential 1T and 2 Mbps UBS services
enabling ISPs to compete with ADSL services at those speeds,
and toward the end of the year the Commerce Commission
issued, after over a vyear, its TelstraClear UBS determination




including unconstrained downlink speeds.
$ TelstraClear chose to take up a lesser commercial UBS offering
from Telecom, limited to 3.5 Mbps downstream.

Telecom then offered the industry 3.5 Mbps down and 512 kbps
up, but ihug and CallPlus applied for and won a determination
similar fo the unconstrained TelstraClear determination. In the
context of Government announcing its intention to unbundle the
local loop, Telecom voluntarily announced a UBS product
unconstrained both ways.

On the wireless front CallPlus launched a WIMAX initiative in
Whangarei and Vodafone announced the availability of HSDPA
high speed wireless connectivity off its mobile phone network.

% Telecom's broadband, with its wholesale and UBS equivalents,
remains the only broadband option for the maijority of residential
consumers in New Zealand. Some consumers living in parts of
Wellington and Christchurch have the opportunity to use
TelstraClear’s Hybrid Fibre Coax broadband (HFC) and there are
also niche fibre, wireless and satellite networks available but their
coverage is geographically insignificant. Even for smaller
businesses, Telecom's ADSL remains the only ubiquitous offering.

%& " The Government is focused on improving broadband for all New
Zealanders through improved regulation of the industry and in
particular the incumbent provider Telecom. Further efforts are
required to see through these outcomes.
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New Zealand’s wholesale telecommunications framework has been dictated by
the incumbent’s retail model, thus discouraging innovation and failing to provide
sufficient margin for competitors to justify investment. The result is that despite
New Zealand being one of the first countries to offer broadband, it is now
languishing near the bottom of the OECD rankings for broadband uptake.

The Government is considering separation models for Telecom ranging from a
weak accounting separation that not even Telecom wants to structural
separation of the incumbent. To ensure a level playing field for internet service
providers it is important that the model chosen is either the strong operational
separation model utilised by British Telecom with Openreach or structural
separation of Telecom. Both these approaches separate the core network
bottleneck and give equality of access to internet service providers, enabling
tfrue competition.
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Commercial UBS as provided by Telecom has proved inadequate as an
alternative to LLU. Now, with the coming regulation of the unbundled local loop
UBS has a crucial place both as an interim solution and as a stepping stone on
the investment ladder for service providers. There will also be service providers for
whom UBS will continue to be a preferred delivery method or a necessary part of
their geographic requirement.

UBS is unreasonably constrained in a number of ways:

+ Latency too high for real time services such as VolP

« Significant speed reduction in busy times due to under-dimensioned
backhaul from the DSLAM

* Prerequisite of retail Telecom phone service

* Wholesale price is too high for profitable resale.
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Regulated UBS with an unconstrained downlink has been a long time coming.
Now that the Government has forced Telecom to provide it, Telecom has
responded. Telecom has ambushed the viability of both regulated and
commercial UBS for ISPs through a price squeeze. In effect, Telecom has set it’s
retail and wholesale prices at a level that precludes other ISPs fromm competing

effectively and profitably.

Telecom continues to ignore the premise that UBS was agreed on as a substitute
for LLU and that Telecom must conftribute to the fulfiilment of the primary goal of
the Telecommunications Act: to promote competition in telecommunications
markets for the long-term benefit of consumers.

Some observers have the expectation that new network investors will simply
‘appear’ and build competitive access networks to the incumbent’s.

The practical reality in New Zealand, and many other countries, is that start-up
alternate network builders have typically failed to become profitable or gain
significant market share. For example:

« TelstraClear have HFC networks in Wellington and Christchurch, however
upon the realisation that this approach was unprofitable they halted
investment prior to completion (before even entering the Auckland
market).

Woosh Wireless and Wired Country invested in wireless access networks in
Auckland and other selected locations, without showing any sign of
recouping their start-up costs.



« Other smaller operators have invested in niche fibre access networks -
however none are successful on a large scale.

ISPANZ promotes the concept of a broadband roadmap; a steady progression
of both regulatory empowerment and increasing competitive opportunity, which
began with reselling ADSL; contfinues on to LLU and culminates with the building
of “last-mile” access infrastructure. It is not practical to expect emerging service
providers to jump straight to the end of this path. At that level, significant
customer density is critical to profitability, and market share has to be built
steadily while progressing along the roadmap.
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ISPANZ believes the Commerce Commission must address the price squeeze by
Telecom on UBS and call Telecom to account on its professed alignment with
Government policy direction. Once stronger regulation is in place, the
Commerce Commission should improve further the specifications of the UBS
service as this is clearly one of the intfentions of the regulatory changes.
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There must be an unconstrained UBS product that offers:

¢ Unconstrained downlink speed
* Unconstrained uplink speed
« Minimal latency to allow for real fime services such as VolP

« Appropriate dimensioning of the backhaul from the DSLAM to ensure
minimal speed reduction in busy tfimes

« A single wholesale price that allows for profitable resale at the $1/day
target.

« Consistent levels of service for provisioning wholesale and retail customers.



The Government is regulating for the introduction of Naked DSL following a call
from service providers The provision of Naked DSL contributes to both the
diversity and innovation of broadband services and to competition in the
delivery of voice services through VolP. (Please see ISPANZ Naked DSL Position
Paper)
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This is an alternate path to full LLU which would only be viable for service
providers if resale of Telecom’s local phone service was available at a fair
wholesale margin (Please see ISPANZ LLU Position Paper).
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The Government is regulating for local loop unbundling following the widespread
dissatisfaction around broadband within and beyond the industry (Please see
ISPANZ LLU Position Paper).

LLU will allow competing service providers to install their own DSLAMs on the
incumbent’s local loop and allow New Zealanders to experience a frue
broadband service (ADSL2+ currently provides up to 24 Mbps) at reasonable
prices. Rather than deterring Telecom from investing further (as it has
threatened), it is expected that this competitive pressure will force Telecom to
upgrade its own legacy infrastructure.

True competition in New Zealand’s broadband market will occur if and when
service providers other than Telecom are able to invest in their own “last-mile”
access infrastructure. This final stage is only feasible when customer density
warrants the significant investment required.

Successful “last mile” access infrastructure builders are likely to be service
providers who have evolved from resellers, through wholesaling and matured to
deploying their own equipment through local loop unbundling. Only once
service providers have built a significant customer base and subsequent
revenue, are they likely to be successful in taking the final step of building access
infrastructure. We must ensure that our regulatory environment encourages this
progression.

As illustrated in the diagram above, an evolutionary path for competitors must
be facilitated, to enhance competition and encourage investment. This is only
possible through regulation, which ensures access to a range of appropriately
regulated services including resale ADSL, wholesale UBS, naked DSL and LLU;
there is no, single solution.

Following the broadband roadmap will create an environment whereby
competition occurs at a number of levels from multiple competitors. As a result:

Our poor international ranking for broadband uptake willimprove



New Zealand businesses will be more competitive in the international
market

The average New Zealander will be able to benefit from lower prices and
better services

New Zealand as a country will reap the significant economic advantages
of a broadband enabled society.
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ISPANZ is a non profit, industry group that represents most Internet Service Providers
operating in New Zealand. Our membership includes all the major ISPs outside those of
Telecom and TelstraClear; plus a broad range of medium and small ISPs. We exist to
promote a fair and fully competitive Internet marketplace where our members can deliver
the full benefits of the Internet to the New Zealand public and our economy. Our primary
goals are to:

Improve New Zealand’s poor International ranking for broadband uptake,

Enable New Zealand businesses to become more competitive
infernationally through use of Internet enabled technology,

Improve Internet pricing and services for ordinary New Zealanders,

Enable New Zealand to reap significant economic benefits as it becomes
a broadband enabled society.

For more information please visit ispanz.org.nz



