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Government releases TSO discussion document

The Government has today released the attached discussion document on the review
of the Telecommunications Services Obligation (TSO) with submissions on the
discussion document due by 20 August 2013.

Chorus’ General Counsel, Vanessa Oakley, welcomed the review as an opportunity to
consider a fit for purpose TSO framework that acknowledges the significant change in
industry structure and the Government’s fibre vision.

Chorus' wholesale services that enable the provision of the retail TSO (and
broadband) services today have prices that are regulated under standard terms
determinations, the UFB contract, the RBI contract and the open access deeds of
undertaking. There is currently no CPI or other adjustment on Chorus’ prices. Chorus
will need to consider carefully any economic impact of any proposal to extend its TSO
obligations.

“We also look forward to the release of the Government’s wider discussion document
on the regulatory framework, announced by the Minister. This will form a significant
part of the discussion on a coherent framework that ensures a sustainable and
efficient transition to fibre for the years ahead, of which TSO is a part” she said.
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Other possible changes to the TSO

Do other changes need to be made to the TSO?
Possible further changes are:
Cost of connections

e Currently, new customers for telephone lin@® required to pay the cost of connection (but
they can get any provider to install the line). The cost is usually built into the cost of sections
in new suburbs, and is usually a standard fee elsewhere, but it can be high for isolated new
houses. Shodlthere be a set maximum cost for new connections (which means other
consumers would subsidise costly new connections)?

Internet speeds

e The current minimum speed requirements for internet access are dated. Should they be
updated, and if so, to what? Beia mind that it can be difficult and costly to achieve high
speeds in very remote areas and, even with the current low required minimums,
competition has seen actual speeds increasing significantly.

White Pages

e The TSO currently requires Telecom tovide a copy of the White Pages telephone
directory to every premise covered by the TSO. Is this requirement still needed, given the
availability of directory information on the internet?

018 directory calls

e The TS®equires Telecom to provide an 018etitory assistance service (including free
service for customers with a disability). Should this service remain a TSO obligation?

Free local calling

e The Ministry is not proposing te@move the TSO obligation on Telecom to offer free local
calling. This ibecause, in the Ministry’s view, residential customers value communicating
with people in their area without worrying about the impact it might have on their monthly
bill. At the same time the cost to Telecom of providing free local calling is likely to be
negligible, particularly given declining call volumes on fixed lines.
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1.2.2 History

‘Kiwishare’
Obligations ——» 'SODbeed . TSODeeds
9 Provider: Telecom Providers: Telecom and
Provider: Telecom Chorus
4® ®+— 2007 | 2009 —*@—
Privatisation Telecommunications Review of the Telecom Structural
Act 2001 Telecommunications Separation
Sector and
Telecom Operational
Separation

10.

11.

12.

13

13.

When the Government privatised Telecom New Zealand in 1990, the importance of local
telephone service for New Zealand households was recognised through the Kiwi Share
Obligation (“KSO”) that Telecom agreed to at that time. The KSO required Telecom New
Zealand to ensure the availability and affordability of basic telecommunications services for
residential consumers.

Aspects of the KSO were re-negotiated during 2001 as part of the Government's review of the
telecommunications regulatory environment and the enactment of the Telecommunications
Act 2001 (the “Act”). The local service components of the KSO became the 2001
Telecommunications Service Obligations Deed for Local Residential Telephone Service.

The TSO was reviewed in 2007, but no changes followed.

The TSO was amended in 2011 as part of the separation of Telecom into Chorus and Telecom.?
Telecom retained the obligations in the 2001 TSO Deed to provide local residential telephone
service to residential consumers. A separate TSO Deed with Chorus requires Chorus to provide
input services to Telecom to enable Telecom to meet its TSO obligations.* The fundamental
TSO obligations were not changed.

Relevant legislation and deeds

The following Acts, regulations, and deeds are referred to in this discussion document:

a. Exchange of letters which supports the Deeds:

* This included a change to the TSO funding mechanism. Prior to the 2011 reforms, industry was required to
subsidise the provision of TSO services by Telecom through an annual levy. The 2011 reforms introduced the
current model, funded in the first instance through cross-subsidisation by Telecom and Chorus.

* Both the deed with Telecom and the deed with Chorus are available at the following address:
www.med.govt.nz/sectors-industries/technology-communication/communications/telecommunications-

service-obligations
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o 12 August 1997 letter from Telecom New Zealand to the Minister of Finance;
o 1 October 1997 from the Minister of Finance to Telecom New Zealand;

b. Telecommunications Act 2001;

c. Telecommunications (TSO, Broadband, and Other Matters) Amendment Act 2011;

d. Telecommunications Service Obligations Deed for Local Residential Telephone Service,
November 2011;

e. Telecommunications Service Obligations Deed for TSO Network Service, November 2011.
1.4 About the Review

14. This discussion document covers a range of issues the Ministry is seeking feedback on in
relation to the TSO, but respondents should feel free to express views on other relevant issues.

1.4.1 Legislative requirements

15. The Telecommunications Act 2001 requires that a review of the TSO be commenced at the
start of 2013.°

16. The Act requires the Chief Executive of the Ministry, at the start of 2013, to commence a
review of the Deeds with Telecom and Chorus (known as the deemed TSO instruments) and
the provisions of the Act that implement those Deeds, including those relating to funding.

17. The review must consider factors ranging from the operation of the deemed TSO
arrangements, to the impact of the funding arrangements on the TSO providers, on market
competition and on the development generally of the telecommunications industry.

18. Specifically, the review must consider:
a. the operation of the deemed TSO arrangements;

b. changes in the telecommunications sector that have arisen from investments in, and the
roll-out of, new and enhanced telecommunications infrastructure and facilities and the
impact of those changes on the deemed TSO arrangements;

c. the continued need for, and relevance of, the deemed TSO arrangements;

d. the practicality of adopting universal, rather than provider-specific, arrangements for
provision of the services and achievement of the outcomes covered by the deemed TSO
arrangements;

> Section 101A, Telecommunications Act 2001



19.

20.

21.

e. the impact of the funding arrangements for deemed TSO instruments and the calculation
of costs in relation to deemed TSO instruments on TSO providers, market competition,
and the development generally of the telecommunications industry;

f. alternative arrangements for achieving the purpose set out in section 70(1) of the Act,
including—

o the potential for adopting a contestable TSO model for deemed TSO arrangements
and the costs and benefits of those alternatives in comparison with the deemed TSO
arrangements; and

o alternative approaches for the funding of deemed TSO instruments and the
calculation of costs in relation to deemed TSO instruments, including the costs and
benefits of those alternative approaches in comparison with the deemed TSO
funding arrangements;

g. related regulatory issues.

In carrying out the review, the Chief Executive is required to consult with interested parties,
including the Commerce Commission, industry participants, consumers, and Maori. Following
consultation, the Chief Executive must report to the Minister for Communications and
Information Technology on the findings of the review no later than the end of 2013.

Section 101A of the Act, which sets out the full requirements for the TSO review, is attached
for information as Annex B.

This discussion document covers the considerations listed above, and invites submissions on
the issues.

1.4.2 Review objectives

22.

23.

This review seeks to assess how the current TSO is working, whether there is still a need to
guarantee specific services for end users through the TSO, or whether the needs of some or all
end-users can be met through a competitive market, or through other means such as supply-
side initiatives. It also considers whether the TSO should be amended to ensure it better meets
the long-term interests of end users.

In conducting the review and reporting to the Minister, the Chief Executive of the Ministry
must, pursuant to Section 101A(3), take the following into account:

a. the long-term interests of end-users of telecommunications services;

b. the long-term interests of those end-users in respect of whom the provision of services
covered by the deemed TSO arrangements is commercially non-viable;

c. the legitimate business interests of TSO providers;

d. the ability for providers of TSO services to receive a reasonable return on the incremental
capital employed in providing the services required under deemed TSO instruments;


http://www.legislation.govt.nz/act/public/2001/0103/latest/link.aspx?search=ts_act%40bill%40regulation%40deemedreg_telecommunications+act_resel_25_a&p=1&id=DLM126860

e. the impact on the incentives and capabilities of TSO providers and other
telecommunications service providers to invest in new and improved telecommunications
facilities and services;

f. the effects on competition in telecommunications services markets in New Zealand.

1.4.3 Regulatory objectives

24,

1.5

25.

26.

27.

1.6

28.

29.

Treasury’s Guide to Best Practice Regulation® specifies a number of “best practice principles”
for regulatory design and implementation. The most appropriate regulatory objectives for this
review (worded for the review) are:

e Proportionality: Regulation should have regard to efficiency of delivery and cost
effectiveness, to avoid placing an unnecessary burden on TSO providers and the wider
telecommunications industry;

e Growth supporting: Where possible, competition should be facilitated and/or encouraged
in the market, and solutions should be in the long-term interests of end users; and

e Flexibility: Where possible, requirements should be technologically neutral (i.e. they
should not prescribe the method of delivery or prefer a particular technology).

The Review process

The proposed timing for the review is as follows:

Discussion document released for consultation: 9 July 2013
Consultation on the discussion document: 9 July to 20 August 2013
Recommendations to Minister: by end December 2013

The Ministry invites submissions on this discussion document by 5pm Tuesday 20 August 2013.
Submissions will assist the Ministry in providing advice to the Minister on the TSO.

Further details concerning the submission process are provided in Appendix A.
Related reviews

A review of the Telecommunications Act 2001 is also being undertaken alongside this review.
The Telecommunications Act Review will consider the existing telecommunications regulatory
framework, taking account of the market structure, technology developments, and competitive
conditions in the telecommunications industry at the time of the review, including the impact
of fibre, copper, wireless, and other telecommunications network investments.

The Telecommunications Act Review will take place in stages. A separate discussion document
will soon be released on the Telecommunications Act Review. Both that discussion document,
and the TSO discussion document, raise issues relating to the transition of customers between

® These principles are set out in Annex D
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networks. Releasing the discussion documents at similar times allows overlapping issues to be
addressed more effectively.

1.7  Structure of this discussion document

30. Chapters 2 and 3 of this discussion document provide:

a. a description of the TSO policy objectives and an overview of the current TSO Obligations
(Chapter 2); and

b. a description of emerging trends and challenges in the telecommunications environment
(Chapter 3).

31. Chapter 4 considers whether the TSO continues to be needed and options for updating the TSO
in light of market changes, and Chapter 5 considers issues relating to the implementation of
any such updates.

32. Chapter 6 lists all the questions asked in this discussion document.
Questions

1. The Act requires the Ministry to take into account several review objectives. These objectives
are wide-ranging. In the context of the TSO, do you have any comments on how best to
interpret:

a. thelong-term interests of end-users of telecommunications services;
b. thelong-term interests of commercially non-viable customers;
c. the legitimate business interests of TSO providers;

d. the importance of TSO providers to receive a reasonable return on the incremental
capital employed in providing the services required under deemed TSO instruments;

e. the incentives and capabilities of TSO providers and other telecommunications
service providers to invest, and the impact of TSO reform on those;

f. the effects of TSO reform on competition in telecommunications services markets.

11



Chapter 2: The TSO Requirements

2.1  Policy objectives
33. The objectives of the TSO are not specifically defined in legislation. Some guidance can
however be gleaned from Section 70 of the Act, as well as the terms of the Deeds themselves.

34. Section 70(1) states that:
“The purpose of this [TSO] section is to facilitate the supply of certain telecommunications
services to groups of end-users within New Zealand to whom those telecommunications
services may not otherwise be supplied on a commercial basis or at a price that is
considered by the Minister to be affordable to those groups of end-users.”

35. The current TSO Deeds set the following requirements in summary:

Ensuring rural pricing is in line with urban Affordability of rural services

pricing

Limitations on price increases Overall affordability

Local calling option Access to community services and social

inclusiveness

Availability of voice services, and the capability  Services to uneconomic/remote areas
to access dial-up data services, maintained to at
least December 2001 coverage levels

36.

37.

38.

39.

All this suggests that the TSO is designed to ensure:

a. continuity of supply of basic telecommunications services to uneconomic or remote users;
and

b. affordability of basic telecommunications services.

The underlying issue, however, is why service to uneconomic users, and affordability of service,
is important. In other words, what are the ultimate policy objectives?

One such objective is social inclusion. Requiring basic telecommunications services to be made
available on affordable terms ensures that people can remain connected to their community.
And while the TSO is primarily focused on the supply of telecommunications services to users
who are uneconomic to serve, it also contributes to other social objectives such as public
safety, primarily through provisions that relate to 111 calling services.

A second objective is economic. Given the importance of New Zealand’s rural sector for
economic growth, rural telecommunications service is important for the economic benefits it
brings as well as flow-on social, educational and health benefits. These economic benefits
include “network effects”, whereby all users of a network benefit, the more users the network

12



has. For example, urban businesses benefit from rural households being connected because it
enables them to communicate electronically with rural customers.

40. The Ministry notes that social and economic objectives are also being met through
Government-supported supply-side initiatives, in particular the Ultra-Fast Broadband (“UFB”)
and Rural Broadband Initiatives (“RBI”).

Questions

2. Do you agree with the Ministry’s description of the current TSO policy objectives?

3. Inyour opinion, what should the relevant policy objectives be in the medium term future?

2.2 Structure of the TSO

41. The TSO is structured in three key parts that apply to the 2001 Telecom footprint:
a. aDeed between the Crown and Telecom;
b. aDeed between the Crown and Chorus; and
c. provisions in the Act 2001 relating to compliance and funding.

2.2.1 Why are there two Deeds?

42. When Telecom structurally separated in 2011, ownership of the network infrastructure used to
deliver TSO services was divided between Telecom and Chorus. Chorus owns and operates the
fixed access network, while Telecom retains the core network including the PSTN switches. The
diagram below shows how the key TSO infrastructure and obligations are divided.

13
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Figure 1: lllustrative TSO responsibilities

43. Telecom uses the underlying TSO network service (referred to as baseband’) provided by
Chorus under its access obligations. Using baseband as the access input, Telecom is able to
provide the end-to-end TSO retail service that meets its TSO obligations.

44. Because of the requirement to provide dial-up data services as currently specified, including
dial-up Internet and dial-up faxes, Telecom can effectively only provide TSO services using
PSTN technology.

45. The PSTN, or Public Switched Telephone Network, is the traditional telephone service which
uses ‘circuit-switching’ to connect telecommunications users. In contrast, data networks use
‘packet-switching’ to send data (including voice calls) to their destination and to connect users.
Copper ‘twisted pair’ lines are traditionally associated with the PSTN, but copper lines can also
connect users to data networks. Conversely, fibre lines are best suited to high-speed
connection to data networks, but can also be configured via add-on equipment at customer
premises and exchanges to connect users to the PSTN. The PSTN and copper are regarded as
legacy technology, which over the longer term will be largely superseded by data networks and
fibre (and wireless) respectively.

’ Baseband is a wholesale service supplied by Chorus, comprising an analogue voice path (that has an analogue
interface provided by Chorus at the customer’s premises) from the customer’s premises to a service provider,
using a range of technologies including copper cable pair, pair gain, digital transmission systems, customer
multi-access radio, country sets, ATA voice over copper, ATA voice over fibre.

14



2.2.2 Telecom’s Deed

46. In November 2011, the Crown entered into the TSO Deed for Local Residential Telephone
Service with Telecom Corporation of New Zealand Limited and Telecom Zealand Limited (the
“Service Deed”).

Services

47. The Service Deed requires Telecom to offer a local residential telephone service comprising a
local residential voice service and a local residential dial-up data service.

48. The local residential voice telephone service includes:

e |ocal free calling for standard voice calls;®

e asingle standard listing in the Telephone Book;’

e one residential line;

e free residential directory assistance on the primary residential line;*° and

e free standard voice calls for genuine emergencies to 111 emergency service centres.
49. The local residential dial-up data service' includes:

e |ocal free calling for standard facsimile (fax) calls; and

e |ocal free calling for standard Internet calls.

50. Part Il of the Schedule to the Service Deed sets out the service performance measures that
Telecom must meet in providing local residential telephone services, including:

e line connect speed for standard Internet calls:
o 14.4 kbps for 95% of existing residential lines; and

o 9.6 kbps for 99% of existing residential lines;

8 g . . . .

Although it is able to offer other local calling services, Telecom offers free local calling as standard for all its
fixed line calling packages and free local calls have become the commercial norm for fixed line voice services
from other providers.

° The exchange of letters from 1997 also requires the distribution of a physical copy of the White Pages

10 Directory assistance is provided by Yellow Pages Group on behalf of Telecom. Yellow Pages Group also
provides services on a commercial basis to other retail service providers for 018 and directory listings.

" The TSO requires Telecom to provide the customer with the capability to access a dial-up data service.

15



e unsuccessful standard residential call attempts that cannot terminate as a percentage of
all call attempts;

e unsuccessful standard Internet attempts that cannot terminate as a percentage of all call
attempts;

e maximum minutes of Telecom complete switch downtime for standard residential calls
(no more than an average of 50 minutes per existing residential line per annum);

e 111 calls that are answered by the 111 national Service Centre within 15 seconds; and

e maximum minutes of complete 111 National Service Centre downtime.

Coverage

51.

Telecom is required to make the local residential telephone service for residential customers as
widely available as it was at 20 December 2001, i.e. available to all customers who were
connected to the Telecom network at that date.

Pricing

52.

53.

54.

Telecom is required to charge no more than the standard residential rental for local residential
telephone service. Telecom must not increase the pre GST standard residential rental (as it was
at 1 November 1989)™ in real terms subject to the overall profitability of Telecom’s fixed
business, i.e. Telecom can, and generally does, increase the rental by the annual increase in the
consumer price index (“CPI”).

Telecom’s monthly line rental charge is the only retail telecommunications service in New
Zealand subject to any form of price regulation. Various wholesale services are price-regulated
(by benchmarking or cost-modelling) on either a forward-looking cost, or retail-minus, basis.

Under the TSO, Telecom is able to selectively offer local prices on a geographical or customer
segment basis. For example, Telecom currently charges $46 (including GST) for local residential
telephone service to customers in most Auckland, Wellington and Christchurch suburbs, and
$51 (including GST) to customers in the rest of the country.

2.2.3 Chorus’ Deed

55.

In November 2011, the Crown entered into the TSO Deed for TSO Network Service with Chorus
Limited and Chorus New Zealand Limited (the “Network Deed”).

! The standard residential line rental as at 1 November 1989 (pre-GST) was $27.80 per month.
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Services

56. The Network Deed requires Chorus to provide “baseband” network services to support
Telecom’s TSO obligations.”

57. Baseband provides an analogue voice path from the customer’s premises to a service provider
using a range of technologies. The service uses flexible technology options to allow for the
maximum coverage of the service.

58. Chorus must provide the TSO Network service to resellers so that they can provide a service
equivalent to local residential telephone service.

59. The service performance measures for Chorus are set out in Part Il of the Schedule to the
Network Deed. Chorus must design and operate the network service so that it allows Telecom
to meet the service quality measures set out in the Service Deed.

Coverage

60. Chorus is required to make the network TSO service as widely available to Telecom as Telecom
is required to make local residential telephone service under the Service Deed, i.e. as widely
available as the 2001 footprint.

Pricing

61. Chorus is required to provide the TSO network service at a price equivalent to the regulated
price for Chorus’ UCLF service, i.e. at a single national monthly price of $23.52 per line.

2.3  Operation of the Deeds

62. The Service and Network Deeds (the “Deeds”) together replaced the TSO Deed for Local
Residential Telephone Service dated 12 December 2001 between the Crown and Telecom
Corporation of New Zealand Limited and Telecom New Zealand Limited. Copies of the Deeds
are available on the Ministry’s website.

63. Some key aspects relating to the operation of the Deeds are discussed briefly below.
2.3.1 Service Deed
Unreasonable impairment of overall profitability

64. The Service Deed has provisions relating to the unreasonable impairment of the overall
profitability of Telecom.

65. If Telecom considers that the overall profitability of Telecom’s fixed business has been, is being
or will be unreasonably impaired by the cap on the retail price for the local residential

B Telecom’s obligations are void to the extent that it cannot perform them because Chorus has failed to meet
its TSO obligations (clause 6.2).
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telephone service, Telecom can notify the Crown that it intends to increase the standard
residential rental. If the Crown considers that the increase would be in breach of the Deed, the
Crown can take legal proceedings accordingly.

New TSO retail services

66.

Telecom may provide a proposal to the Minister for Communications and Information
Technology for a new service to become a new TSO retail service for Telecom residential
customers. If the Minister approves the proposal, the service description and service
performance measures of the specified TSO retail service will be added to the Service Deed.
The purpose of this provision is to enable Telecom to make the case that customers are
satisfied with a service that does not include dial-up faxes (and other services relying on the
PSTN).

Termination

67.

68.

The Crown may terminate the Service Deed if there is a material breach of a material
obligation of the Deed by Telecom that is not capable of remedy, has not been remedied by
Telecom within 60 working days of being given notice of the breach by the Crown, or has
occurred continuously for 50 working days as a result of a force majeure event.

The Service Deed also comes to an end if it ceases to be a deemed TSO instrument or the
Network Deed comes to an end.

TSO cost calculation

69.

Under Clause 41 of the Service Deed, Telecom is prevented from invoking the procedure in the
Act for the preparation of a TSO cost calculation determination in relation to the Service Deed.
(See section 2.3.3 below).

2.3.2 Network Deed

Unreasonable impairment of overall profitability

70.

71.

The Network Deed has provisions relating to the unreasonable impairment of the overall
profitability of Chorus.

If Chorus considers that the overall profitability of Chorus’ fixed business has been, is being or
will be unreasonably impaired by the price of the Network TSO service being set at the
regulated price of UCLF, Chorus can notify the Crown that it intends to increase the price of the
TSO network service. If the Crown considers that the increase would be in breach of the Deed,
the Crown can take legal proceedings accordingly.

Termination

72.

The Crown may terminate the Network Deed if there is a material breach of a material
obligation of the Deed by Chorus that is not capable of remedy, has not been remedied by
Telecom within 60 working days of being given notice of the breach by the Crown, or has
occurred continuously for 50 working days as a result of a force majeure event.
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73. The Network Deed also comes to an end if it ceases to be a deemed TSO instrument or the
Service Deed comes to an end.

Questions

4. Do you agree with the Ministry’s description of the way in which the Service and Network
Deeds are designed to operate?

5. Do you consider that the Service and Network Deeds have operated in practice as they were
designed to operate?

2.3.3 Telecommunications Act 2001

74. The final key piece of the TSO structure is set out in the Act. Both the Service Deed and the
Network Deed are “deemed TSO instruments” under the Act.

Compliance

75. Under section 93 of the Act, the Commerce Commission must assess the TSO provider’s
compliance with its TSO instrument in accordance with any process set out in the TSO
instrument and notify the TSO provider and the Minister of any non-compliance.

Funding

76. The unprofitable customers served under the TSO are currently funded internally by Chorus
and Telecom, by cross-subsidisation from profitable customers to unprofitable (rural and in
particular remote rural) customers. The Ministry understands that at present there are only a
limited number of unprofitable customers.

77. However, if the TSO provider™ considers that cross-subsidisation is not sufficient to meet its
TSO costs, it may request a calculation by the Commerce Commission of the net loss to it in
providing TSO services. The TSO provider making the request must notify the other. If the
Commission determines the TSO charges for the requesting TSO provider to be zero®, that TSO
provider must pay the Commission’s costs in making the cost calculation.

78. If the TSO provider does not apply for a cost calculation, the TSO charges under their Deed are
deemed to be zero. The process for calculating and paying for the net cost is set out at sections
94D to 94L of the Act.

79. At present, it is unlikely that Chorus would make an application for a cost calculation, because
its TSO business remains profitable overall (since Chorus makes a loss only on a minority of its

“n practice, only Chorus can apply for a cost calculation because Telecom is prevented from doing so by
clause 41 of the Service Deed.

n determining if there are TSO charges, the Commission must take into account the range of direct and

indirect revenues and associated benefits derived from providing telecommunications services to all end-users
connected to Telecom’s PSTN on 20 December 2001.
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lines). However, this could change over time as customers on the legacy copper network
migrate to other networks.
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Chapter 3: Trends in the telecommunications industry

Key issues in this Chapter

3.1

80.

81.

3.2

82.

How has the coverage of telecommunications networks changed since the TSO Deeds were
signed in 20017?

How has competition, pricing and affordability of services on these networks changed?
How has usage changed?

What implications do these changes have for the TSO?

Introduction

This chapter provides an assessment of trends in the telecommunications sector, such as
changes in the competitive environment and changes in technology and services, with a focus
on implications for the TSO arrangements.

Respondents are encouraged to read the Commerce Commission’s Annual
Telecommunications Monitoring Reports, which provide further details of the trends discussed
in this chapter.™

Key trends in coverage

Technological advances have provided greater options for delivering telecommunications
services, whether voice or data, with enhancements to existing platforms and the roll-out of
entirely new platforms. It is however important to consider quality of service issues, because
services delivered over different technologies may not be entirely “like for like” in
performance.

3.2.1 Copper network coverage in 2001 and 2013

83.

84.

When the TSO footprint was established in December 2001, there were 1.37 million"’
geographic locations served by copper-based services (some with wireless backhaul).

The database of electoral street addresses in 2013 includes 1.67 million unique geographic
locations. This suggests that a substantial number of households in New Zealand (largely urban
infill housing and suburban developments over the last 12 years) fall outside the 2001 footprint

16 Available on the website of the Commerce Commission, at www.comcom.govt.nz/market-monitoring-2

17 o . . . . .
This does not include residential premises connected only to alternative operators such as TelstraClear.
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and do not have a right to TSO services'®. However, Telecom (and now Chorus and Telecom)
continue to offer TSO services to households outside the 2001 footprint.

3.2.2 Fibre-to-the-node (FTTN)

85. Commitments made by Telecom as part of operational separation led to a roll-out of fibre to
Telecom cabinets that increased broadband speeds and capabilities in many areas. This
contributed to 92% of New Zealand’s population being able to access peak speeds of 10 Mbps
or better.”

3.2.3 UFB and RBI coverage

86. The UFB will connect 75% of New Zealanders with fibre to the premise by the end of 2019.
UFB fibre is capable of peak speeds of at least 100Mbps.

87. In addition, successive government initiatives to improve the delivery of broadband to rural
New Zealanders, including the RBI, are progressively improving broadband availability in rural
and remote areas.

88. The UFB, FTTN and RBI will together ensure 97.8% of the New Zealand population (including
86% of rural homes and businesses) can access broadband peak speeds of at least 5Mbps by
the end of 2019.

2% served by satellite
broadband or dial-up
services only

e

/

~

100Mbps+* 10Mbps+ 5+

.-""-d

75% 92%  98%

(NZ population, by residence)

* speeds refer to minimum peak speeds
Figure 2: Broadband access speeds by end 2019 under UFB, FTTN and RBI. Source: MBIE
3.2.4 Estimated broadband coverage at end of 2019

89. The following table lists the Ministry’s estimates of premises coverage for the UFB (at full
deployment at end of 2019), FTTN and the Vodafone RBI fixed wireless service (at RBI full
deployment in 2016). Note that some premises may have coverage from more than one of

'8 Note that not all of these households are currently purchasing telecommunications services over the Chorus
network.

P Asa part of Telecom's 2008 Operational Separation Undertakings, Telecom agreed to upgrade broadband
speeds and coverage by installing fibre cables to all cabinets that were located in exchange areas that served
more than 500 lines. In all, Chorus deployed some 2,500km of fibre optic cable, upgraded hundreds of local
telephone exchanges with new broadband equipment and installed or upgraded some 3,600 roadside
cabinets.
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90.

these services. For example, the Vodafone RBI fixed wireless coverage stated below
represents the additional coverage that the RBI wireless service offers, on top of the other
percentages in this table. It does not include rural premises that may have the choice of a
cabinetised copper or fixed wireless service.

Premises coverage category Estimated percentage of
premises

Chorus UFB 54%
Northpower UFB (Whangarei) 1%
Ultra-fast Fibre Limited (Central North Island) 10%
Enable UFB (Christchurch) 10%

Sub Total (75% covered by UFB)
Chorus FTTN, including RBI cabinets (at 2016) 15%
Vodafone RBI fixed wireless coverage (at 2016) 8%

Sub Total (98% at least 5 Mbps+

broadband)

Estimated other mobile coverage of remaining premises 1%
Remaining premises outside RBI, UFB, FTTN and mobile coverage 1%
after 2019
Source: MBIE

Assuming the current total number of premises in the electoral address database, this
indicates that by the end of 2019 there will be around 34,000 premises without access to
broadband (unless there are local wireless or satellite providers), and a subset of at least
17,000 premises without access to mobile services.”

3.2.5 Local wireless providers

91.

Premises not covered by fixed line services by the end of 2019 may have other options such as
local wireless providers, which also provide a competing platform for some users who are
covered. In some areas, local wireless providers already offer voice and broadband services to
customers who are outside UFB, RBI and FTTN coverage. The map below shows some of the
main wireless providers offering service today.

?® This also assumes that no additional residential premises are built in remote areas by the end of 2019.
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UberGroup

Gisborne.net

Inspire

Figure 5: Locations of local wireless providers. Source: MBIE.
3.2.6 Mobile providers

92. There are now three mobile operators in the New Zealand market, following the entry of
2degrees in August 2009.

93. Telecom and Vodafone have networks that cover approximately 97% of the population, and as
both operators install mobile antennae on RBI towers their coverage will increase. 2degrees
currently covers less of the population, relying on a national roaming agreement with
Vodafone for areas where it is not yet present.

3.2.7 Satellite coverage

94. As terrestrial operators move into remoter parts of the country, deployment costs increase.
This makes satellite technologies comparatively more cost-effective.

95. Satellite services (both broadband and voice) are available throughout New Zealand, but have
limited application to all but a small set of niche users because:

e Customers must have an unobstructed line of sight to the satellite;
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e Voice quality is less reliable than terrestrial alternatives, especially when both users have
satellite connections, because of the distance to the geostationary satellite. Care needs to
be taken to ensure that very few customers are connected together by two satellite
hops*’;

e Satellite bandwidth is relatively expensive to purchase compared to other options;

e The time taken for signals to be transmitted via the satellite also has an impact on Internet
access, slowing the overall data transmission rate®.

96. However, satellite technologies, as in Australia, are likely to continue to play an important role
in providing services to some telecommunications end-users.

3.2.8 Summary of coverage trends relevant to TSO review

97. Coverage of the population by telecommunications networks has increased significantly since
2001 and will continue to expand in the near future. Beyond the extension of the copper
network to a substantial number of households, the UFB, RBI and FTTN programmes will
ensure 98% of the population has access to broadband of at least 5 Mbps by the end of 2019,
with local wireless providers ensuring valuable complementary and at times competing
coverage.

98. However, there will still be a minority of users who are likely to continue to rely on the copper
network in rural and remote areas in 2020.

Questions:

6. Has the Ministry accurately identified the coverage trends relevant to the TSO review?

3.3 Key trends in competition, pricing, and affordability of services

99. New Zealand’s retail telecommunications markets have historically been characterised by
relatively weak levels of competition and a high degree of market concentration. However,
there have been positive signs over the past five years with the advent of UCLL, FTTN and the
entry of a third operator into the mobile market.

2 Geostationary satellites can be used to provide voice connections to isolated and independent customers,
but quality of service issues can arise for customers who have a common community of interest (such as
children attending the same school) but whose houses are spread out over long distances such as along a
valley.

?? This is because web-based services exchange their data using a protocol whereby the sender’s equipment
forwards a burst of data and then waits for an acknowledgement that the data has been received before it
forwards another burst of data. If it takes a long time for the acknowledgement to be received then the
overall data transmission rate will be slowed.
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100.

101.

Following amendments to the Act in 2006, intra-modal competition has developed using
Telecom’s (and now Chorus’) copper access network with multiple service providers using
wholesale services such as UCLL and UBA to provide differentiated copper-based services.

For example, the number of unbundled copper local loops increased from 3,000 in 2008 to
125,000 in December 2012.2 However, this intra-modal competition on the copper network
has largely been restricted to urban areas.

3.3.1 Competition for local residential telephone service

102.

103.

104.

Telecom remains the dominant provider of residential voice and broadband services with 62%
market share in 2012.** It currently charges $51 a month for local residential telephone
services to customers in most of the country but only $46 in most Auckland, Christchurch and
Wellington suburbs, partly in response to greater competitive activity.”

For most customers, bundled phone and broadband prices are more relevant than the
standalone price for local residential telephone service.

There are a number of competitive alternatives to Telecom’s standalone local residential
telephone service, especially for customers who are either not data users, or have limited data
needs. For example:

a. Vodafone’s Local Plan priced at $25 per month, which provides a full substitute to
Telecom local residential telephone service for customers that do not require a fixed
line dial-up or broadband data connection;*®

b. Flip offers a local residential telephone service and a data service with a 5 GB cap for
$49.95 per month*’;

C. Prepaid and post-paid mobile services are available from $19.00 per month®, which
may be a substitute for local residential telephone service for low use
telecommunications users.

% Chorus Half-Year Report for the year ending 31 December 2012, available at
www.chorus.co.nz/file/10417/11-0-2001-CHO-Half-Year-Report A5-to-A4 rs.pdf. The 2012 figure includes

109,000 UCLL lines and 16,000 SLU/SLES lines.

** Telecom Annual Report, 2012.

% Other factors include differences in population and infrastructure.

www.telecom.co.nz/phoneline/phoneline/plansandpricing/?nid=mm337

2

® www.vodafone.co.nz/home-phone/wireless/local-plan.jsp. Vodafone’s National Plan product offers a local

residential telephone service with free national calling for $40 per month.

*" http://flip.co.nz/home2/?utm_expid=63223634-5. The Ministry understands that this product is only offered

over unbundled copper local loops.
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105. However, the competing services described above will not be suitable for voice and data
customers outside broadband and 3G network footprints, and voice-only customers outside
the 2G footprint. For these customers, Telecom PSTN voice and dial-up data may continue to
be the only viable alternatives.

106. The increasing share of voice connections sold by competitors is indicated by the falling market
concentration index in the retail voice market, as seen in the graph below. The Commerce
Commission expects that concentration will increase next year when the merged Vodafone
and TelstraClear will be counted as one entity.
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Figure 6: Retail voice market HHI index, Source: Commerce Commission, Annual Telecommunications Monitoring
Report 2012

3.3.2 Competition for fixed line data services

107. The retail broadband market is one of the least concentrated telecommunications markets in
New Zealand. The general market trend over the last few years has been gradually falling
market share for Telecom and increased market share for competing broadband providers.
However, the market is still relatively concentrated, with Telecom providing approximately
49% of broadband connections and Vodafone/TelstraClear 29%.%

*® For example, see 2degree’s pre-pay mobile bundles at: www.2degreesmobile.co.nz/prepay/pricing/value-

packs/19combos.

» Commerce Commission, Annual Telecommunications Monitoring Report 2011, May 2012 from World
Internet Surveys 2009 and 2011.
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Figure 7: Home Internet Connection Market Share, Source: World Internet Survey 2012

108. Figure 8 below shows the declining market concentration index following the 2006 regulatory
reforms, but also illustrates broadband market concentration is well above that of Australia
and the United Kingdom. It is worth noting this graph does not show the effects of
Vodafone’s recent acquisition of TelstraClear, which may result in a degree of further
consolidation and market concentration.
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Figure 8: Market concentration in fixed broadband retail market (HHI index)
Source: Commerce Commission, Annual Telecommunications Monitoring Report 2012

109. For most customers, the price that currently matters most is for a bundled residential voice
and broadband service. The pricing the Ministry has examined, in areas where it is available,
suggests a healthy degree of competition. For example, the prices for these bundles range
from $75 to $119 with Telecom®®, $75 to $99 with Orcon®, and $49.95 to $85.95 with Flip*?,
depending on the data cap offered.*®

¥ www.telecom.co.nz/Internet/adslbroadband/pricing
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3.3.3 Summary of competition trends relevant to TSO review

110. Competition for both voice and data services has increased where intra-modal (e.g. UCLL) and
inter-modal (e.g. 3G) platforms are being used by competing providers.

111. However, the competing products available mean that voice-only customers who are outside
2G coverage, and voice and data customers who are outside the broadband footprint, are
likely to continue to be reliant on PSTN voice and dial-up data services.

Questions:
7. Has the Ministry accurately identified the competition trends relevant to the TSO review?

8. Do you agree that some customers in rural and remote rural areas are likely to remain
dependent on PSTN voice and dial-up data services in the near to medium term future?

3.4 Key trends in usage of services

3.4.1 Fixed line voice and Internet services

112. The following graph illustrates changes in consumer uptake in the fixed line voice and Internet

access market since June 2006.

Fixed lines and internet connections
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Figure 9: Fixed lines and Internet connections. Source: Commerce Commission, MBIE.

113. Key trends to note include:

31
www.orcon.net.nz

*2 http://flip.co.nz/home2/?utm_expid=63223634-5

33 . . . . . .
Note that overall service quality can vary between broadband services, so services from different providers
are not necessarily directly comparable.
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e The numbers of residential telephone subscribers is declining, but information on mobile
voice volumes and connections (see below) does not suggest that this voice traffic is being
replaced by increased mobile calling;

e Broadband connections have grown significantly over the period, largely replacing dial-up;

e At its present rate of decline®, the numbers of dial-up Internet users is expected to fall
from 114,000 in 2012 to around 41,000 in 2015 and 14,000 in 2020 (unless the service is
withdrawn before this time).

114. Corresponding to the reduction in numbers of fixed line telephony subscribers, there has also
been substantial decline in the numbers of calls and call minutes made on public fixed line
telephone networks.

Fixed line calling
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Figure 11: Fixed line calling. Source: Commerce Commission, MBIE.

115. The falls in fixed line voice traffic apply to both chargeable call minutes (business calls,
national and international tolls) and free local calls. This reduction is responsible for some
revenue losses as illustrated below.

3.4.2 Mobile voice and Internet Services

116. New Zealand mobile data use has increased rapidly in the past two years, while mobile
subscriptions have grown gradually and appear to be stabilising.

** Based on an extrapolated exponential trend curve applied to the current data, with an R*fit of 0.98.
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Mobile connections and traffic
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Figure 3: Mobile connections and traffic. Source: Commerce Commission, MBIE.

117. It is surprising that, given the significant falls in fixed line voice traffic, mobile voice traffic is
also reducing. This implies that:

a. New Zealanders are substituting other forms of communications (such as more texting,
instant messaging, and social networking tools) to avoid the costs of voice calls; and/or

b. voice calling (fixed and mobile) is moving to ‘Over the Top’ (“OTT”) voice (and possibly
video) calling using applications such as Skype and Viber.

118. The government plans to auction spectrum in the 700 MHz digital dividend later this year,
which mobile operators intend to use for LTE-based services. This will likely lead to improved
mobile broadband coverage in rural areas.

3.4.3 111 calls method: mobile vs. landline

119. The number of 111 calls made via landlines is in decline.*® However, landline phones remain
important for making 111 calls. As of February 2013, calls made from mobile phones and calls
made from landline phones are each responsible for approximately 49% of all genuine 111
calls.

** Data derived from reports which Telecom provides to the Ministry of Business, Innovation and Employment
on the performance of the Initial Call Answering Platform (ICAP) which it provides in order to fulfil its
obligations under the TSO. The reporting began in 2010, under a Memorandum of Understanding between
Telecom and the Crown.
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