Internet
Background
4.10 The Government’s objective is to ensure universal access to the Internet by 2005. The consultative documents described the current provision of Internet access and Oftel’s activities to date and considered whether any changes to the Universal Service Obligation would be required. 
4.11 Oftel noted that almost everyone wishing to access the Internet now has the ability to obtain access over basic telephone lines, provided they have the necessary equipment and the appropriate training. Ten million UK households have Internet access and around 45 per cent of adults can access it through a home, work or college computer. Digital TV and some mobile phones also offer Internet access and e-mail. The cost of Internet access has reduced considerably with innovative charging packages, including charges below local rate and unmetered tariffs, making the UK one of cheapest countries in the world for Internet access for residential customers. 
4.12 Some people may choose or need to access the Internet from a public access point or Internet cafés rather than the home or the workplace. Oftel explained its role in helping public institutions work together to reduce the price of Internet access as well as encouraging the telecommunications industry to provide special tariff packages for Internet access for schools, public libraries, further education colleges, Citizens Advice Bureaux and University for Industry learning centres. A number of telephone companies offer special tariffs for these public institutions, allowing them to connect to the Internet at lower prices. 
4.13 Speed and reliability are important elements of Internet access. Oftel considered whether further action was required to ensure that users experience data speeds that allow workable access to the Internet. The minimum data speed currently set by European legislation, and the subject of an obligation on BT and Kingston, is 2.4 kilobits per second (kbits/s). 
4.14 Oftel concluded that the market and the regulatory regime are already making considerable progress towards delivering the Government’s objective for universal Internet access by 2005 based on high levels of penetration, as well as affordable tariff packages for Internet access from the home and public institutions. Oftel considered that more work would be needed to ensure that reliable data speeds providing workable Internet access are available to all customers. Oftel invited views on this conclusion and on the minimum data speed that would be required under USO to ensure workable Internet access for all.
Responses
4.15 In its response, BT explained that the Internet speed experienced by customers was affected by factors other than line speed, such as data network bottlenecks, the performance of modems and of the far-end servers. BT argued that the vast majority of its customers experienced workable Internet speeds: in a test over seven days in July 2000, 96 per cent of the sample of users experienced speeds in excess of 24kbit/s; 90 per cent speeds in excess of 30 kbit/s. BT argued that to guarantee a speed of 34kbit/s or above for all its customers a significant network upgrade would be required, costing an estimated £2billion. 
4.16 Responses from consumers argued strongly that the current minimum data speed (set at 2.4kbits/s) should be increased. New levels of 28.8kbit/s or above were suggested. There was particular concern about BT’s use of DACS equipment (Digital Access Carrier System – essentially a way of splitting lines). DACS reduces maximum line speed to around 28kbits/s. 
Conclusions
4.17 The extent to which Oftel can change the requirements on the minimum data speed continues to be governed by European law. Article 4(2) of the draft directive on Universal Service and Users’ Rights removes the minimum data speed of 2.4kbit/s and introduces a more flexible requirement. It requires that the connection provided should be capable of allowing end users to make and receive data communications, at data rates that are sufficient to permit functional Internet access, taking into account technical feasibility and the technologies used by the majority of customers. 
4.18 Until the Directive is implemented – expected by mid-2003 – the minimum data speed will remain at 2.4kbit/s. Oftel does not propose to take a view at this stage on the appropriate level that should apply from that time, given the rapid changes in customer demand and technical feasibility. Following adoption of the Directive, Oftel will review how its final provisions should be implemented and consult as appropriate.
4.19 Oftel has been examining BT’s practice on the installation of DACS. BT argues that in most cases DACS results in line speed of between 26-28kbits/s, which in BT’s view is acceptable for Internet use. BT has indicated that it is trialling a new product to succeed DACS which does not reduce line speed. In the meantime BT is reviewing customer complaints that may result from the installation of DACS and is proposing to establish a Centre of Excellence to help BT to advise its customers with Internet problems. Oftel welcomes these moves but will continue to monitor the use of DACS and customer complaints actively and will consider whether further action is needed to ensure that BT’s approach to the deployment of DACS and the handling of customer complaints is consistent with its qualified obligation to meet reasonable demands for data services under Condition 43 of its licence.
Higher bandwidth services
4.20 The Government has set the objective for the UK to have the most extensive and competitive higher bandwidth market in the Group of 7 industrialised countries by 2005, with significantly increased connections to schools, libraries, FE (further education) colleges and universities. In the consultative documents, Oftel considered progress to date and the possible implications for the USO.
Developments in the market for higher bandwidth services
4.21 The market for higher bandwidth services – offering data rates of 384 kbits/s and higher – is still at an early stage of development in the UK. Broadband services are being delivered to residential and business consumers in the UK in four main ways:
· BT wholesale asymmetric digital subscriber line (ADSL); 

· local loop unbundling (LLU); 

· cable modems; and 

· leased lines (essentially for larger businesses). 

4.22 Estimates suggest that 70 – 80 per cent of households would potentially have access to higher bandwidth networks by the end of 2002 on the basis of these developments. BT has developed technology that increases the reach of ADSL services beyond 3.5km from an enabled exchange by reducing the upstream speed to less than 250 kbits/s. This would improve the proportion of the population able to get ADSL services from 70 per cent currently to over 90 per cent. 
4.23 There is also some limited provision by fixed radio, which, together with mobile radio and satellite technologies, should in future also be able to deliver higher bandwidth services more widely.
4.24 Oftel has been, and continues to be, active in promoting competition in the supply of broadband services. Oftel believes that competition will best deliver choice and value for money to consumers. BT’s DSL service is currently available to around 55 per cent of the population. Takeup has generally been slower than expected though there are some signs that it is picking up. At present over 76 000 end users have been connected and over 100 service providers are taking wholesale services from BT. BT must offer services on non-discriminatory terms to itself and other service providers. Oftel is closely monitoring BT’s rollout and is investigating a number of complaints about the terms and conditions of BT’s rollout.
4.25 Local loop unbundling enables competing operators to install their own equipment at or near BT’s exchanges so to offer their own higher bandwidth service to end users. For the past year Oftel has been very active in working with the industry to set the technical and operational framework for LLU. Oftel has set the wholesale price of unbundled loops and has also acted firmly where necessary to resolve disputes over terms and conditions. While progress has been slower than anticipated, due in part to the adverse financial climate, clear ground rules are now set and the first co-location sites have been handed over to operators with the first upgraded unbundled loops operational. 
4.26 Leased lines are used by larger businesses to access higher bandwidth services. Oftel has undertaken a formal review of the state of competition and has also acted to resolve disputes. As a result, BT offered new leased line products at wholesale prices on 1 August 2001. There are still some outstanding issues on the terms and conditions to resolve and Oftel is working to do this as quickly as possible.
4.27 Oftel has also been working with operators on issues of Learning Society access to encourage the rollout of high-speed links to the Internet in schools and other learning institutions including libraries (providing public access points), FE colleges, Citizens Advice Bureaux and ‘UK Online’ and ‘Learndirect’ learning centres. The initiative on schools is part of the National Grid for Learning with the Government objective that all schools are online and able to benefit from the Grid by 2002. Following discussions with Oftel, BT offers a special tariff for broadband access for schools and other eligible public institutions – Learning Stream, a 2Mbits/s service using HDSL technology. Oftel is also working with other Government stakeholders including the devolved administrations, regional development agencies and local broadband consortia to provide advice and assistance in relation to broadband rollout. 
USO and higher bandwidth services
4.28 Oftel’s consultation raised the question of what part the Universal Service Obligation might play in the future, alongside other policy instruments, in ensuring the availability of affordable higher bandwidth services. Applying the traditional USO model, if higher bandwidth services were used by the majority and essential to full social and economic inclusion, all consumers would be given the right to a telecommunications connection above a stated (higher) data speed on reasonable request at affordable prices. 
4.29 In the consultative documents Oftel emphasised its support for the goal of rolling out higher bandwidth communications networks with equitable and affordable access for all. Oftel set out its commitment to keep the role of the USO under close review, for example through further research into access to higher bandwidth services broken down by region and social class, and to look positively at the scope for other regulatory action in support of this goal. Oftel explained that while higher bandwidth services did not meet the primary test for consideration as part of the USO requirement at that time, because they are not yet services used by the majority, the issue needed to be kept under review alongside other factors relevant to the future of the USO. These included the emerging new EC framework, effects on investment, funding, cross-subsidies, consumer demand and means of supply. 
4.30 Responses to the consultation broadly endorsed Oftel’s approach emphasising that Oftel and Government should consider in particular the need to foster competing routes for the provision of higher bandwidth services and the affordability of the services. 
Recent developments
4.31 In February 2001, the Government published UK online: the broadband future. An action plan to facilitate the roll-out of higher bandwidth and broadband services. The report recommended a programme of action by Government and industry covering four main areas:
· Providing leadership through the establishment of the UK Broadband Stakeholder Group and the development of strategies at local/regional level with a fund of £30 million over the next three years for taking forward innovative schemes to meet local requirements. 

· Driving forward competition in the supply of broadband infrastructure and services through regulatory pressure on BT’s wholesale supply of ADSL, LLU, the rollout of broadband wireless services, and the innovative use of satellite facilities. 

· Tackling barriers to growth of the broadband market by stimulating demand for broadband services with the setting up of at least 3800 publicly funded UK online centres; by tackling fragmentation of demand through encouraging private sector demand for broadband services in rural and low income areas to cluster into economically viable groups, and using the regional planning process to facilitate links to those clusters; and by stimulating the production of broadband content and tackling the skills needs of broadband. 

· Undertaking a major programme of research on the costs and benefits of pump-priming the market – for example through tax incentives of public private partnerships – to extend services to rural areas and lower income groups to help take broadband into areas of the country or sectors of the economy which the market may not supply on commercial grounds. 
4.32 The report also considered issues surrounding the extension of the USO to include broadband services. It explained that an obligation funded, at least in part, by operators would require changes in European legislation, which were unlikely in the near future. Considering an option to extend the scope through the use of public money instead, probably in public/private partnerships, the report pointed to concerns about value for money and the risk of subsidising investments that the private sector would have made anyway. It explained that Government intervention now to support ADSL would depart from the policy of technological neutrality and would: 
· constitute a disincentive to investment in other forms of higher bandwidth; 

· reduce competitive pressures on BT in the medium term; and 
· reduce consumer choice.
4.33 The report concluded the market is still too immature to assess whether there will be demand for universal broadband.
4.34 In addition, the draft Directive on Universal Service and Users’ Rights concludes that the scope of Universal Service should not be extended to include higher bandwidth services at this time. However, it requires the European Commission to carry out a review of its scope within two years of implementation by Member States, ie within two years of 2003. This review would take account of social, economic and technological developments, including mobility and data rates in the light of the prevailing technologies used by the majority of subscribers. The Commission would then submit a report to the European Parliament and the Council on the outcome of the review.
Conclusions
4.35 Oftel’s primary focus continues to be the promotion of competition in the provision of access to broadband services. A competitive market should give consumers greater choice, better value and higher quality and also encourage rollout. On BT’s ADSL rollout, Oftel’s role is to ensure that BT complies with its legal obligations under the Competition Act and the terms of its licence. On LLU Oftel has been involved in setting wholesale prices, resolving dispute and ensuring that a firm and clear ordering process is established. On leased lines Oftel is reviewing the level of competition in the market. Oftel is working with the Radiocommunications Agency and the Department of Trade and Industry on broadband fixed wireless access to promote efficient use of the radio spectrum and Universal Mobile Telecommunications Systems (‘3G’) to provide input on competition issues. Oftel is also represented on the competition sub-group of the UK Online Broadband Stakeholder Group. The Group is expected to report with its recommendations in September 2001. 
4.36 On Universal Service issues, Oftel will monitor and publish market data on higher bandwidth services in order to increase transparency in the market and assist policymaking. Specifically Oftel will:
· monitor and publish data on consumers’ access to higher bandwidth including breakdowns by region and social class; 

· monitor and publish UK prices and how they compare with international competitors; and 

· conduct and publish research into consumer preferences and demand. 
4.37 This data will be used to develop policy and in future reviews of the obligation. Once the market in higher bandwidth services has started to mature, it should be more apparent how and to what extent the effective competition is being delivered and whether there is any evidence of social exclusion developing. In the meantime, Oftel will continue to work with Government, industry and consumers and contribute positively to wider policy discussions on these issues, alongside Oftel’s broader efforts to promote equitable and affordable access.




