











Figure 2.8  Unbundled services growth June 2007 to December 2008
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Source:  Telstra CAN RKR data, available on the ACCC website.

Compared to the 537 ESAs offering access seeker services to consumers, Telstra has installed DSLAMs
in 2758 ESAs and has a footprint of approximately 17 million people. Telstra is also able to reach additional
customers with ADSL from CMUXs located within many of its 9500 large pair gain areas. As noted
previously, during the calendar year 2008, access seekers added 85 000 ULLS and LSS lines at new
DSLAM sites. This represented 24 per cent of all new unbundled lines added over the year.'®

Figure 2.9 charts the take-up of ULLS by access seekers by state or territory and band between
September 2007 and December 2008."2° This reveals a clear preference among access seekers for the
take-up of ULLS in band 2, while at the same time providing evidence of access seekers establishing a
national ULLS footprint in both the most populous eastern mainland states in addition to exchanges in
South Australia and Western Australia and, to a much lesser degree, in Tasmania. Figure 2.9 also shows
that some South Australian and Western Australian band 3 exchanges were also included in the more
limited ULLS take-up that occurred at that level during September 2007 to December 2008.

125 A new DSLAM site is one in which the access seeker was not present at 31 December 2007. The number of lines on new DSLAM sites
was 84 524. The number of lines on existing DSLAM sites was 270 400.

126 Note that some of the access seekers may have taken up ULLS in exchanges where they were previously using LSS and so these
results do not represent access seekers’ new entries into exchanges and the establishment costs this entails.
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Figure 2.9  ULLS growth September 2007 to December 2008
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Source:  Telstra CAN RKR data (December 2008), available on the ACCC website.

Also, Optus is the most significant procurer of the ULLS from Telstra. At the end of December 2008,
Optus reported having 414 000 ULLS customers.'?” For the same period the ACCC recorded a total of
610 473 ULLS SIOs.™?® Consequently, Optus accounts for approximately 68 per cent of the total for
ULLS-based services. In addition to utilising the ULLS, Optus is able to offer voice and broadband
services over its HFC network. Optus recorded 415 000 broadband customers on its HFC network at
30 June 2008."° It is evident that Optus uses both its own network and the declared ULLS in similar
numbers. Table 2.8 shows the year-on-year growth in broadband services offered over Optus’ HFC
network from June 2005 to June 2008.

Table 2.8 Optus HFC broadband services June 2005-June 2008

June 2005 June 2006 June 2007 June 2008
('000s) (’000s) ('000s) (’000s)
Optus HFC broadband services 244 307 365 415
Percentage growth year-on-year 20.5% 15.8% 12.0%

Source:  Optus historical financial summearies, financial years 2006-09.

127 Singapore Telecommunications Limited and subsidiary companies, Management discussion and analysis of financial condition, results
of operations and cash flows for the third quarter and nine months ended 31 December 2008, 10 February 2009, p. 47.

128 See Telstra CAN RKR data (December 2008), available on the ACCC website.
129 Singapore Telecommunications Limited, Management discussion and analysis of financial condition, p. 47.
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There is likely to be some lag between when an access seeker invests in equipment in an ESA and when
the full competitive benefits are seen from the entry of that access seeker into the ESA. Price competition is
likely to be the most immediate competitive benefit observable following access seeker entry. The capacity
of incumbents in an ESA to respond to new entry with immediate price reductions is high. This is a
competitive response to avoid customer churn. In contrast, it is likely that the competitive benefits of entry
on the service shares and concentration levels observed in the provision of broadband services will only
show their full effect in future reporting periods. This can be expected for the recent increases in unbundled
DSL service take-up.

Further, there is some indication that new products such as naked DSL are introducing competition in the
provision of broadband services and wireless broadband — particularly wireless mobile broadband—and
appears to be introducing some competitive tension into the provision of broadband services.

Coming off a low base, wireless broadband subscriptions grew by 256 per cent from March 2007 to June
2008, achieving a 14 per cent share in all retail broadband services.™ Most notably, wireless subscriptions
grew by nearly 90 per cent in the six months from December 2007 to June 2008, from 433 000
subscriptions to 809 000.'%

The substantial growth in wireless subscriptions appears to have resulted from increased price and
service competition between providers of wireless broadband and also other providers of broadband
services, with wireless plans changing to feature price points broadly comparable to those of fixed-line
broadband services (discussed in more detail in section 2.5.4). During August 2008 Vodafone and Optus
simultaneously announced universal serial bus (USB) key solutions to boost mobile wireless usage. Telstra
responded to the other carriers’ August announcements with revamped wireless broadband plans.'®2

2.5.4 Price trends

For the first time, the ACCC has added an internet services index to the Changes in the prices paid for
telecommunications services in Australia 2007-08 report. This index shows how prices have changed for
consumer grade dial-up and fixed-line broadband (cable and DSL) internet services. Wireless services will
be included in the internet services index from the 2008-09 report.

In 2007-08 real prices paid for dial-up and fixed-line broadband services as estimated by the ACCC
reduced by 6.2 per cent. Real prices for DSL internet and cable internet services reduced by similar
amounts—5.2 per cent and 5.9 per cent respectively.

Nominal price reductions were observed for entry level plans and higher spend plans, while average spend
consumers were less likely to have experienced any change in the nominal price of their plan. Real prices
paid for dial-up internet services are estimated to have reduced by 11 per cent. Plans for wireless internet
services changed significantly during the period, with plan terms aligning much more closely with those
applicable to fixed broadband services of equivalent data quotas.

130 ABS, Internet Activity Survey—June 2008, catalogue no. 8153.0, September 2008. The ABS did not conduct a survey for the
June 2007 quarter; therefore, it is not possible to isolate the growth for the 2007-08 financial year.

131 ibid.

132 Fran Foo, ‘Vodafone, Optus in wireless broadband push available’ at AustralianIT website http://www.australianit.news.com.au/
story/0,24897,24198929-15306,00.html (viewed 18 June 2008).
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Complementing the ACCC'’s own internet pricing analysis, the Internet Industry Association (/IA) produces a
quarterly price index for broadband services that confirms ACCC analysis that download cap/quotas have
increased during the reporting period. The IIA index reveals download caps have continued to increase
from the first quarter of 2007 to the third quarter of 2008, growing from an average 6.1 Gb to 9.0 Gb (in
particular by ISPs offering peak and off-peak download periods).'3?

The pricing data available suggests that subscribers were the beneficiaries of falling prices and increasing
data quotas for internet services during 2007-08. This suggests that ISPs are competing strongly to

acquire and retain subscribers. For further detailed analysis of the prices paid for internet services refer to
chapter 6 of the Changes in the prices paid for telecommunications services in Australia 2007-08 report.

2.5.5 Complaints and quality of service

TIO noted a 32 per cent increase in complaints relating to internet services during 2007-08
(63 741 complaints). This followed an increase of more than 50 per cent in the previous financial year.

TIO has noted that the provision of internet services by ISPs continues to be a significant source of

the complaints it receives, amounting to 23.7 per cent of all the complaints the Ombudsman received

in relation to communications services during 2007-08. This share of complaints has fallen slightly from
28.9 per cent in 2006-07; however, this is because of a large increase in complaints in the fixed-line

and mobile services categories rather than reductions in complaints relating to internet services. The

main causes of internet services complaints were ISPs failing to provide a reasonable level of customer
service and complaints relating to billing and other payments. The number of customer service complaints
increased by 28 per cent during 2007-08.

A Ray Morgan survey has found that consumer satisfaction with ISPs fell to their lowest levels in more than
five years during the year to September 2008, with only 66.3 per cent of those with internet connections at
home reporting that their ISP ‘mostly met’ or ‘exceeded’ their expectations. In 2006-07, 70.2 per cent of
domestic internet users said that they were satisfied with their ISP service.

In 2007-08, the survey found that in consumers’ experiences larger ISPs are the most likely to fail to
exceed or mostly meet their customers’ expectations. In contrast, the mid-sized ISP Internode had the
largest proportion of customers whose expectations were exceeded or mostly met (83.7 per cent).
They also demonstrated the biggest increase in satisfaction over the past year of 9.3 per cent.

Tests conducted by the consultancy Epitiro during October and November 2008 revealed that broadband
speeds delivered by Australian ISPs can be significantly less than those advertised. While the ACCC notes
that the accuracy of these tests has been questioned by some parties, it believes the tests provide a
general indication of broadband speed performance in Australia.

133 Spectrum 2008, Spectrum/IIA Price Index quarter 3, 2008, October 2008,
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Epitiro’s Australia Internet Performance Index 2008 monitored the performance of leading national ISPs
in terms of actual customer experience. The research covered popular broadband activities such as web
surfing, downloading music and movies, VolIP telephone calling, internet gaming and watching streaming
video. ISPs across the country were tested and the analysis revealed the following '3+

e Australians receive on average 65.5 per cent of advertised package speeds when downloading data
from national sources.

e ADSL2+ packages achieved an average 53.7 per cent of advertised package speed, below the
national average.

e Download performance is considerably worse (14.5 per cent on average) from international servers.
e Some ADSL packages achieved similar actual download speeds to some ADSL2+ packages.

e Faster (ADSL2+) broadband services do not deliver proportionately faster web browsing speeds than
slower (ADSL) services.

As noted in section 2.5.2 of this report, research of this type reinforces the importance of ISPs ensuring
references in promotional material to broadband speeds reflect typical customer experiences and include
actual speed ranges and information about factors that can affect speeds.

2.6 Conclusion

A review of the state of competition in 2007-08 demonstrates that, while competition was introduced to
the telecommunications sector in 1997, the effectively competitive and vibrant markets hoped for a decade
ago are yet to be fully realised.

As discussed in this chapter, new entrants to the telecommunications sector have used the access regime
to resell services and now build their own infrastructure to provide competitive and innovative products

to Australian consumers. Nevertheless, the playing field remains uneven: the incumbent continues to
dominate; levels of concentration are high and, in some service areas, rising; competition is growing at
different rates in different areas; and the ACCC is required to intervene in a consistently large number of
commercial negotiations for network access.

The advent of the NBN may ameliorate some of these concerns as well as present other challenges to and
opportunities for competition in the sector. The ACCC recognises that the introduction of the NBN and

the structure of the NBN may necessitate adjustments to regulatory measures, creating incentives and
mechanisms to promote equivalence and thereby greater competition in downstream services. The ACCC
is also conscious that the lack of deployment of competing end-to-end infrastructure by access seekers
for some services and/or in some regions may necessitate review of current access pricing principles and
approaches and the consideration of other appropriate pricing approaches.

134 Epitiro, Australian broadband underachieving, media release, 16 February 2009: http://www.epitiro.com/news/australian-broadband-
underachieving.html (viewed 19 March 2009).
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In all cases, as competitive conditions in the telecommunications sector continue to evolve—in the form

of new convergent technologies, new types of content and changing business structures—the need to
monitor and assess the impact these developments have on competition, and the efficacy and efficiency of
existing regulatory approaches, remains.
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3 Anti-competitive conduct provisions

This section examines activities undertaken by the ACCC in 2007-08 in relation to the telecommunications-
specific and general provisions of the Act dealing with anti-competitive behaviour.

Part XIB of the Act contains telecommunications-specific anti-competitive conduct provisions. These
provisions prohibit a carrier or carriage service provider (CSP) from engaging in anti-competitive conduct, a
prohibition known as the competition rule. Section 151AJ sets out the two circumstances when a carrier or
CSP contravenes the competition rule.

The first circumstance is when a carrier or CSP takes advantage of a substantial degree of market power in
a telecommunications market with the effect, or likely effect, of substantially lessening competition in that or
any other telecommunications market. An examination of the purpose of the conduct is not required under
the competition rule, unlike the general s. 46 misuse of market power provision in Part IV of the Act.

The second circumstance is when a carrier or CSP engages in conduct relating to a telecommunications
market that contravenes the general anti-competitive conduct provisions in Part IV of the Act, in particular:

e s, 45—contracts, arrangements or understandings that restrict dealings or affect competition
e 5. 46—misuse of market power
e 5. 47—exclusive dealing

e s, 48—resale price maintenance.

3.1 Investigations conducted in 2007-08

The ACCC undertook seven investigations into anti-competitive conduct during the 2007-08 reporting
period. In these investigations, the ACCC'’s inquires suggested that there was insufficient material to
substantiate that the alleged conduct required action under Part IV or Part XIB.

The seven anti-competitive conduct investigations in the reporting period included:
e allegations of exclusive dealing in the provision of content
e compliance with regulatory reporting obligations

e unfair terms and conditions on wholesale products.

The ACCC also undertook one investigation into conduct alleged to be in contravention of the standard
access obligations in Part XIC. This investigation is ongoing.

3.1.1 Competition and advisory notices

The ACCC may issue a competition notice in response to alleged anti-competitive conduct when it has
‘reason to believe’ that there has been a contravention of the competition rule. The ACCC did not issue any
competition notices to carriers or CSPs in the 2007-08 financial year.
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When exercising this discretion the ACCC must consider the guidelines it has issued under s. 151AP(2)
of the Act and any other matters it considers relevant. Before issuing a Part A competition notice to a
carrier or CSP, the ACCC must issue a consultation notice to the carrier or CSP that outlines the anti-
competitive conduct and invites the carrier or CSP to make a submission. The ACCC must not issue a
Part A competition notice unless it has considered any submission that was received in response to the
consultation notice.

Two different types of competition notice can be issued by the ACCC when it has reason to believe that a
carrier or CSP has engaged, or is engaging, in anti-competitive conduct.

A Part A competition notice serves as a warning that the ACCC has competition concerns in relation to the
conduct of a carrier or CSP and that further investigation of this conduct is required. A key consequence of
such action is that it enables affected third parties to take their own damages actions in the Federal Court.
At the same time, a Part A competition notice aims to encourage the carrier or CSP to change its conduct
and gives the ACCC, or an affected carrier or ISP, the option to take action in the Federal Court. The
relevant penalties that can be sought by the ACCC are the sum of $10 million plus $1 million for each day
that the contravention continues. If the contravention continues for more than 21 days, penalties for the
sum of $31 million plus $3 million for each day over 21 days can be sought.

A Part B competition notice can be issued when the ACCC has reason to believe that the carrier or
CSP has committed, or is committing, a contravention of the competition rule. Once issued, a Part B
competition notice reverses the onus of proof in relation to matters in the notice (i.e. it is prima facie
evidence of the contravention if proceedings are subsequently brought under Part XIB).

The ACCC may also issue a notice advising a carrier or CSP of the action that it should take, or consider
taking, to ensure that it does not engage, or continue to engage, in anti-competitive conduct. This is known
as an advisory notice.

3.2 Exemption orders

A carrier or CSP proposing to engage in conduct that may normally breach the competition rule can apply
to the ACCC for an exemption order.

The ACCC may grant an exemption order if it is satisfied that:
e the resulting public benefit outweighs any public detriment of lessened competition

e the conduct will not breach the competition rule.
Conduct subject to an exemption order will not be anti-competitive for the purpose of the competition rule.

The ACCC has never received an application for a competition rule exemption.
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3.3 Third line force notifications

Third line forcing is a specific form of exclusive dealing that involves the supply of goods or services on
condition that the purchaser acquires other goods or services from a third party. It also involves the refusal
to supply goods or services because the purchaser refuses to acquire other goods or services from a third
party. Sections 47(6) and 47(7) of the Act make third line forcing a per se breach of the Act unless it relates
to products or services provided by a related body corporate.

Third line forcing conduct can be notified under Part VII of the Act and authorised by the ACCC on public
benefit grounds.

The ACCC received several third line forcing naotifications from participants in the telecommunications
industry in 2007-08. All of these natifications were allowed to stand on public benefit grounds.
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4 Consumer safeguard provisions

This chapter provides a brief summary of the ACCC’s major investigations into potential breaches of the
consumer protection provisions contained in Part V of the Act. These include ss. 52 and 53 of the Act.
Section 52 prohibits a corporation in trade or commerce from engaging in misleading or deceptive conduct
or conduct that is likely to mislead or deceive. Section 53 of the Act prohibits a corporation in trade or
commerce from making false or misleading representations in connection with the promotion or supply of
goods or services.

The Act does not contain consumer protection provisions specific to the telecommunications sector.

There were 4207 consumer protection complaints about the telecommunications industry registered with
the ACCC in 2007-08. This was a slight decrease from the 4678 complaints received in the previous year.
About 21 per cent of complaints did not fall within the ACCC'’s jurisdiction and in many cases complainants
were referred to more appropriate bodies.

A significant number of complaints received may relate to one issue, particularly where the conduct affects
a large number of consumers.

Many of the issues identified were resolved through initial ACCC investigations or by ACCC contact with
the relevant parties.

4.1 Investigations undertaken

The ACCC undertook 22 major Part V investigations during 2007-08. A number of these investigations
concerned mobile network coverage claims that were potentially in breach of Part V.

Three major investigations are outlined below.
411 Telstra’s advertising of its Next G network

As noted in last year’s report, in April 2007 the ACCC responded to consumer complaints by beginning an
investigation into Telstra’s advertising of its Next G mobile phone network.

The ACCC instituted proceeding in the Fast Track List of the Victorian Registry of the Federal Court in
September 2007. The Federal Court found in December 2007 that Telstra’s advertised claim that its Next G
network would deliver equal or better coverage to its CDMA network was misleading.

It also found that Telstra had engaged in misleading and deceptive conduct by advertising that Next G
coverage was ‘everywhere you need it’.

The Federal Court handed down declaratory relief and made injunctions restraining Telstra from making
these representations without disclosing the factors that affect coverage.

In the 2007-08 reporting period Telstra filed, but subsequently discontinued, an appeal to the Full Federal
Court.

ACCC telecommunications reports 2007-08 | REPORT 1 55



4.1.2 EDirect Pty Ltd trading as VIPtel Mobile

The telemarketing practices of EDirect Pty Ltd, trading as VIPtel Mobile, came under ACCC scrutiny
following a referral of complaints from remote Indigenous communities by the Northern Territory Office
of Consumer and Business Affairs. The ACCC was concerned that VIPtel customers in remote areas of
Australia had been signed up to 24-month mobile phone contracts while living in places with no network
coverage—and on the basis of misleading information about the features of the contracts.

The ACCC commenced proceedings against VIPtel in the Federal Court on 26 July 2007, alleging that
VIPtel breached ss. 52 and 58 of the Act. The ACCC claimed that VIPtel had telemarketed mobile phone
packages into areas where there was no relevant network coverage without disclosing this. The ACCC
also claimed that VIPtel had provided misleading information to consumers about the relevant costs and
services included in the mobile phone package and accepted payment from customers when they were
not able to supply the mobile phone package.

On 12 February 2008, the Federal Court declared that VIPtel had contravened the Act, and that

VIPtel’s directors, Mr Manan Chopra and Mr Vishal Gupta, aided, abetted, counselled or procured the
contraventions of the Act by VIPtel. The Federal Court ordered VIPtel not to engage in the conduct again,
to make community service announcements, implement a trade practices compliance program and pay
the ACCC'’s legal costs.

VIPtel also gave a court enforceable undertaking to give refunds to affected customers. More than
150 customers with no network coverage were able to receive refunds and cancel their contracts with
no penalty.

41.3 Clarus Telecom

On 1 September 2008 the ACCC instituted proceedings in the Federal Court alleging that Clarus Telecom,
through its telemarketers, misled consumers by making representations that the company and the services
it provided were affiliated with or provided on behalf of Telstra when no such affiliation or approval was

in place.

On 26 November 2008, the Federal Court declared that, in making such representations, Clarus Telecom
had contravened ss. 52, 53(c) and 53(d) of the Act. The court accepted an undertaking from Clarus
Telecom that neither it nor its telemarketers would make similar representations for a period of three years.
The court ordered that Clarus Telecom publish corrective notices, implement a trade practices compliance
program and pay the ACCC'’s legal costs.
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5 Monitoring and reporting

The ACCC collects information to enable it to monitor the behaviour of communications industry
participants and to develop appropriate regulatory responses. These monitoring activities assist with the
ACCC'’s assessments of appropriate access prices and investigations of potential anti-competitive conduct.

Besides its general powers to obtain information under s. 155 of the Act, the ACCC has
telecommunications-specific information-gathering powers under Part XIB. For example, s.151BU in
Part XIB allows the ACCC to make an RKR by written instrument and to require that carriers and CSPs
comply with it. The rule may specify what records are kept, how reports are prepared and when these
reports are to be provided.

The minister can require that that the ACCC monitor and report on various aspects of competition within
the industry. The minister has also given the ACCC the responsibility of monitoring Telstra’s compliance
with its retail price controls, which are determined by ministerial determination.

5.1 Ongoing and new monitoring and reporting activities

5.1.1 Telstra’s compliance with its retail price controls

Since 1989 Telstra has been subject to arrangements that limit its ability to increase its retail prices.
The controls are set by government through ministerial determination and were most recently amended
in January 2006.

The central framework of Telstra’s retail price control arrangements consists of a series of price caps that
apply to specified ‘baskets of services'.

The first basket of services consists of local calls, trunk (national long-distance and fixed-to-mobile)

calls, international calls and line rentals. This basket is subject to a price cap of consumer price index

(CPI) — CPI per cent. This means that Telstra is entitled to change the individual prices of the services within
the basket as it wishes, but the aggregate price of all services in the basket must not increase in nominal
terms.

The second and third baskets consist of Telstra’s most basic line rental product— offered to residential
customers and to business customers respectively. In 2007-08 these baskets were subject to a price cap
of CPI -0 per cent.

The fourth basket consists of connection services, and is subject to an annual price cap of
CPI -0 per cent.

All PSTN services, except those supplied to large business customers on individual contracts, are subject
to the price caps.
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Telstra is able to claim credits for investing to improve the quality of the services within the baskets, which
are offset against actual price movements. Also, if Telstra prices below the maximum level permissible, the
difference may be carried forward as a credit into the next price cap period.

The price control arrangements also require the charges for Telstra’s most basic line rental product and
untimed local calls to be broadly similar for metropolitan and non-metropolitan end users, and for Telstra to
comply with other specific pricing and notification requirements.

Under the retail price control arrangements, the ACCC is responsible for developing a methodology

to measure price changes, assess the accuracy and completeness of Telstra’s report and report
annually to the minister on the adequacy of Telstra’s compliance. The ACCC reported to the minister in
26 November 2008 on its assessment of Telstra’s compliance with the retail price controls for 2007-08.

51.2 Communications infrastructure

To continue to improve the quality of its regulation and to reduce the burden of regulation on the
community, the ACCC requires industry data on telecommunications network infrastructure.

This information is intended to assist the ACCC in administering its regulatory functions under Part XIC
of the Act. Appropriately targeted access regulation promotes the long-term interests of end users.

The ACCC'’s strategic review of the regulation of fixed network services indicated that a consistent and
coherent database of communications infrastructure was needed to further inform the effectiveness and
timeliness of future regulatory processes.

Following consultation with industry, the ACCC established during 2007-08 a communications
infrastructure audit on the nature and location (including take-up in certain circumstances) of competing
communications infrastructure by issuing two RKRs:

e The Telstra CAN RKR was made on 29 August 2007. It requires Telstra to disclose key information
about the ULLS, LSS and its own voice and DSL services, disaggregated on an exchange service area
basis for each quarter. The information is being used for several purposes (such as assessing Telstra
applications for exemption from SAOs) and summary data is published periodically.

® The Audit of Telecommunications Infrastructure Assets RKR was made on 18 December 2007. It
requires 22 specified carriers to report on the locations of their core network and CAN infrastructure.
The first response was received from industry in 2008. The purpose of this RKR is to provide the ACCC
with a consistent and coherent database to inform regulatory decisions.

The ACCC has taken a flexible and cooperative approach to the reporting requirements and, while some
trades-offs have been made to minimise the reporting burden, there is still the capacity to continue to
improve the efficiency and effectiveness of regulatory decisions on an ongoing basis. The ACCC also used
the RKR data it had collected as a key input for the Communications infrastructure and services availability
in Australia 2008, published in cooperation with ACMA. 3¢

135 ACMA and ACCC, Communications infrastructure and services availability in Australia 2008, ACMA, Melbourne, 2008.
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51.3 Accounting separation

Accounting separation provides for separate accounts for wholesale and retail operations of a business.
This can increase competition by making the comparative treatment of the retail business and wholesale
customers more transparent.

In 2002 the government made provision for an enhanced accounting separation of Telstra’s wholesale and
retail operations with the passage of the Telecommunications Competition Act 2002. In accordance with
this Act, the minister issued a direction instructing the ACCC to issue RKRs requiring Telstra to provide the
ACCC with reports on:

e current costs in addition to historical costs under the telecormmunications industry accounting
framework

e imputation analysis comparing Telstra’s retail prices and the costs faced by access seekers in buying
core telecommunications services—local carriage service, public switched telephone network
originating/terminating access and ULLS—from Telstra, to indicate whether margins are sufficient to
allow efficient firms to compete against Telstra in the retail market

e key performance indicators on non-price terms and conditions (NPTC) that compare Telstra’s customer
service performance in specified retail and wholesale supplied services.

The ACCC reports on a six-monthly basis for current cost accounting and on a quarterly basis for
imputation and NPTC.

514 Annual report on retail telecommunications prices

Under Division 12 in Part XIB of the Act, the ACCC is required to monitor and report to the minister annually
on charges paid by end users of telecommunications services.

In December 2004 the ACCC issued an RKR specifying information for this purpose be provided by
telecommunications carriers and carriage service providers (CSPs). Carriers and CSPs reporting under the
RKR are Telstra, Optus, AAPT, Primus, Hutchison, Vodafone, Virgin Mobile, and iiNet. In 2007-08, these
carriers and CSPs supplied additional data necessary to commence reporting on various internet data
services.

The ACCC's report on telecommunications prices is published each year with its report on
telecommunications competitive safeguards.

51.5 Bundling record-keeping rule

As a result of concerns about the effects of bundling on competition in telecommunication markets, the
ACCC has from 2003 monitored bundling arrangements that Telstra offers to its residential customers.

Telstra supplies quarterly reports on its bundling arrangements, including data on the number of customers
on each arrangement, associated revenue and the discounts given.

The data shows a continuation in the upward trend of residential customers choosing to bundle additional
services with a fixed-line voice service.
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5.1.6 Access to Telstra exchange facilities record-keeping rule

In July 2008 following public consultation, the ACCC issued an RKR requiring Telstra to keep and retain
records and give reports to the ACCC relating to access to Telstra exchange facilities.

This RKR was issued because of concerns that Telstra was refusing access to exchanges by access
seekers wanting to interconnect with the ULLS and LSS on the basis that some exchanges were
‘capped’ due to insufficient space. In addition, access seekers had complained to the ACCC that they
were experiencing delays in gaining access to exchange buildings to install digital subscriber line access
multiplexers (DSLAM) equipment.

The RKR requires Telstra to give monthly reports to the ACCC about decisions to cap and uncap
exchanges and the amount of space in an exchange reserved by Telstra for its own anticipated future
requirements. The RKR also requires Telstra to report on the details of queued access seekers, their
position in the queue and any progress in the queue.

The ACCC considers that the RKR provides independent oversight of Telstra’s processes to ensure that
access is not unreasonably denied. The RKR is also intended to provide confidence to access seekers
investing in competitive DSLAM infrastructure about the accuracy of Telstra’s processes.

On 5 December 2008, the ACCC issued a disclosure direction to Telstra to publicly disclose certain RKR
information. The information to be disclosed includes both:

e the number of capped exchanges

e the types of construction works required to access specific exchanges, and the queued access
seekers at exchanges.

The first public report was made available in February 2009.
5.1.7 Tariff filing

Tariff filing refers to the provision of certain information about changes in prices. The ACCC'’s tariff filing
powers can be divided into two distinct parts:

e general telecommunications tariff filing (Part XIB, Division 4)

e Telstra-specific tariff filing (Part XIB, Division 5).

Tariff-filing directions under Part XIB, Division 4

If the ACCC is satisfied that a carrier or CSP has a substantial degree of market power in a
telecommunications market, it may direct them under Part XIB Division 4, to provide information on
charges for specified carriage services and/or ancillary goods and services or information on its intentions
regarding those goods or services.

In 2007-08 the ACCC did not issue any tariff filing directions under this division.
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Tariff filing by Telstra under Part XIB, Division 5

Part XIB, Division 5 requires Telstra to give the ACCC a written statement setting out any proposed

pricing changes for a basic carriage service (BCS) seven days before the change occurs. BCSs allow for
communication between two or more distinct places, supplied by fixed-line or satellite-based facilities, but
does not include the supply of customer equipment.

A strict interpretation of Division 5 would require Telstra to provide complete details of all offerings, both
standard and individualised (non-standard), along with all variations. To reduce the administrative burden
of this requirement on both the ACCC and Telstra, the ACCC and Telstra agreed that relevant information
would be provided only for those BCSs identified by the ACCC as assisting it in detecting potential anti-
competitive behaviour.

Under the agreement:

e Telstra is to provide its standard form of agreement on a weekly basis, along with a list of all
amendments (additions, variations and withdrawals) that have taken place during that week.

e Telstra is to provide a monthly summary report of any non-standard form of agreement entered into for
that calendar month.

e Telstra is to brief the ACCC if it has introduced, varied or withdrawn an offer for a BCS and considers
that change to be significant.

e The ACCC may also request a briefing to obtain information about any amendments to Telstra’s
standard form of agreement or about a non-standard form of agreement.

Exemptions exist for particular BCSs when:
e thereis a limited likelihood of anti-competitive conduct
e information is already available to the ACCC through the access regime or

e information is otherwise available from the previous tariff filing agreement between Telstra and Austel.
During 2007-08 Telstra complied with the requirements to give the ACCC tariff filing information.
5.1.8 Media content monitoring

The ACCC recognises that access to compelling content may be a critical factor in developing a viable
business case in existing and emerging media markets. During 2007-08 the ACCC continued to monitor
developments in relation to the acquisition of exclusive rights for compelling content in new media sectors
and free-to-air and subscription television sectors. The ACCC will continue to monitor developments
across all media sectors to ensure effective competition is not foreclosed by anti-competitive conduct.
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6 Access to telecommunications
network services

This chapter outlines how the ACCC regulates access to telecommunications networks, including the
declaration of telecommunication services, the arbitration of access disputes and the development of
pricing principles for particular services.

Part XIC of the Act establishes the industry-specific access regime for the telecommunications industry.
The primary objective of Part XIC is to promote the LTIE. Under the Act the LTIE is achieved by:

e promoting competition in telecommunication markets
e achieving any-to-any connectivity (ensuring communication between end users of different networks)
e encouraging the economically efficient use of, and investment in:

o infrastructure by which listed services are supplied

o any other infrastructure by which listed services are, or are likely to become, capable of being
supplied.

The Part XIC access regime only applies to services that are declared. Declaration is the process of
determining whether a service should be subject to access regulations. Services can only be declared after
the ACCC has conducted a public inquiry.

Some services supplied under pre-existing access agreements were deemed to be declared on
commencement of Part XIC on 1 July 1997. The ACCC had previously assessed that declaration of these
services was in the LTIE.

Once a service is declared, the access provider is subject to SAOs, requiring them to provide the service,
on request, to the access seeker. The access seeker must take all reasonable steps to ensure that the
technical and operational quality of the service is equivalent to the service it provides to itself.

While the terms and conditions of access are not specified in the Act, it does provide three ways in which
they can be determined:

e They can be determined by commercial negotiation between the access provider and access seeker.

e |f commercial negotiations cannot result in an agreed outcome, the ACCC —following natification of a
dispute—can determine the access terms and conditions in an arbitration process between the access
seeker and provider of the declared service.

e The ACCC can accept an undertaking by the access provider that will determine the terms and
conditions of access.

The ACCC encourages industry participants to negotiate and settle their own disputes and will continue to
do so.
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6.1 Public inquiries into the declaration of
telecommunications services

Telecommunications services—declaration provisions: a guide to the declaration provisions of Part XIC of
the Trade Practices Act explains the ACCC’s approach to declarations, including the matters that it must

consider and how it will consider them. The guide also contains a section dealing with procedural issues,
such as the public inquiry process.

6.1.1 Fixed services review —declaration inquiry

In November 2008 the ACCC commenced a public inquiry to review the declarations for six fixed-line
services expiring on 31 July 2009 (Fixed services review —declaration inquiry 2008). The services that are
the subject of the inquiry are the:

e unconditioned local loop service (ULLS)

® line sharing service (LSS)

e public switched telephone network originating access (PSTN OA)
e public switched telephone network terminating access (PSTN TA)
e wholesale line rental (WLR)

e |ocal carriage service (LCS).

In May 2007 the ACCC commenced an inquiry under s. 152AL of the Act into whether to vary the ULLS
service description. This inquiry was suspended during April 2008, as the ACCC considered there was no
pressing need to vary the description at the time.

The ACCC considered it appropriate to combine the ULLS variation inquiry with the Fixed services review —
declaration inquiry 2008. A discussion paper was released on 25 November 2008.

The ACCC noted in the discussion paper its preliminary view that each of the declarations should be
extended for a period of 12 months until 31 July 2010. Submissions from interested parties to the
discussion paper are due in late March 2009.

6.1.2 Review of the line sharing service declaration

In April 2007 the ACCC began a declaration inquiry for the LSS. The inquiry considered whether
declaration of the LSS would be in the LTIE.

The LSS allows two carriers to provide separate telecommunications services over a single metallic pair or
line. The higher frequency part of the line is used by the access seeker to supply broadband DSL services,
while the access provider supplies a PSTN voice service over the same line. The LSS was originally
declared in August 2002.

In October 2007 the ACCC released its final decision which concluded that declaration of the LSS will
continue to promote competition in the identified markets, achieve any-to-any connectivity and encourage
efficient use of and investment in infrastructure. The ACCC also issued pricing principles and indicative

ACCC telecommunications reports 2007-08 | REPORT 1 63



prices for the LSS with the release of the final decision. The LSS declaration was extended on a national
basis until 31 July 2009, and the ongoing declaration of the LSS is now being considered as part of the
Fixed services review —declaration inquiry 2008.

6.1.3 Possible variation of the unconditioned local loop service
declaration

The review of the ULLS declaration arose in March 2007 when the ACCC received a request from the
G9 consortium of companies to vary the ULLS declaration. The ULLS essentially gives an access seeker
the use of the copper pair without any dial tone or carriage service. This allows the access seeker to use
its own equipment in an exchange to provide a range of services, including traditional voice services and
high-speed internet access to end users.

The G9 requested that the ULLS declaration be varied to ensure that sub-loop access falls within the
definition of the declared ULLS. Sub-loop access refers to the connection by the access seeker at a point
closer to the customer than the local exchange. For example, connection could occur at a node between
the customer and the local exchange. The G9 argued that the variation would provide certainty for a fibre-
to-the-node provider as the provision of services over the network would be contingent on access to the
sub-loop.

In May 2007 the ACCC released a discussion paper seeking the views of interested parties on the key
issues of varying the ULLS description. The ACCC received eight submissions in response.

In December 2007 the ACCC released a position paper as part of its inquiry into the possible variation of
the ULLS. The position paper sought the views of interested parties on a proposed variation to the ULLS
description. Submissions from interested parties were due to the ACCC by February 2008. In April 2008,
the ACCC decided to suspend the public inquiry and has now combined this with the Fixed services
review — declaration inquiry 2008.

6.1.4 Review of the digital data access service and integrated
services digital network declarations

In November 2007 the ACCC commenced a review of the DDAS and the ISDN declarations in regional
areas. The declarations were due to expire on 30 June 2008. The purpose of the inquiry was to consider
whether the declarations should be remade, extended, revoked, varied or allowed to expire. The ACCC
previously allowed the DDAS and ISDN declarations for CBD and metropolitan areas to expire in 2006.

The DDAS is an access service for the domestic carriage of data. The service can combine the use of a
customer access line with management to ensure high-quality data transmission. The service also includes
a number of options, including the provision of higher level customer management facilities and network
control.

The ISDN is used for the carriage of information such as voice, data, high-quality sound, text, still images
and video over the PSTN. It is a digital communications service which uses the same copper wire lines
used for standard telephone services.
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On 4 June 2008 the ACCC issued its final report and decided that the declaration of the DDAS and ISDN
services should be extended for a further 12 months only. The ACCC found that the services are becoming
outdated legacy technologies and that since the previous review their use has declined in regional areas.

6.2 Exemptions from declarations

The SAOs require, among other things, an access provider to supply a declared service to an access
seeker if requested. Under s. 152AT of the Act, a carrier or CSP may apply to the ACCC for a written order
exempting it from the SAOs that apply to a declared service.

The Act also enables an access provider (or a potential access provider) to apply for an exemption from the
SAOs before an investment in a service is made or that service becomes an active declared service.

The ACCC must not grant an exemption order unless it is satisfied that the making of the order will
promote the LTIE. If the ACCC believes that an order made on an application for an exemption is likely to
materially affect the interests of a person, the ACCC must publish the application and invite submissions on
whether the application should be accepted.

The ACCC received 12 exemption applications from Telstra in the second half of 2007. The exemption
applications covered the LCS, WLR, PSTN OA, and DTCS—as well as the supply of all regulated services
to Optus in areas where Optus has deployed its HFC network. The ACCC released final decisions for each
of Telstra’s exemption applications during 2008.

6.2.1 Telstra application for partial exemption from local carriage
service and wholesale line rental regulations

In July 2007 Telstra provided the ACCC with an application for exemption from the SAOs for LCS and WLR
in 371 ESAs across metropolitan Australia. An ESA is the area served by a single telephone exchange.

The LCS is a wholesale local carriage service that allows access seekers to resell local calls to end users.
The WLR involves the provision of a basic line rental service that allows an end user to connect to the
PSTN.

The ACCC received four submissions in response to its August 2007 discussion paper on the exemption
application.

In October 2007 Telstra provided the ACCC with a further application for exemption from the SAOs for LCS
and WLR in 16 ESAs across metropolitan Australia. The ACCC issued a discussion paper in October 2007
on these further exemption applications and received three submissions in response.

In August 2008 the ACCC decided to grant Telstra exemptions from its obligations to supply LCS and WLR
in 248 ESAs. These exemptions were not as broad as those requested by Telstra and were subject to a
number of conditions and limitations.

In coming to its final decision on Telstra’s exemption applications, the ACCC recognised that determining
the precise subset of ESAs where ULLS-based entry and effective competition in fixed voice services is
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likely to occur upon granting exemptions was a finely balanced process—one which took into account the
actual competition within each ESA as well as the potential for increased competition. The subset of ESAs
determined by the ACCC to be subject to the exemptions were those in which there are 14 000 or more
addressable services in operation or four or more ULLS-based competitors (including Telstra).

On 12 September 2008, Chime applied to the ACT under s. 152AV of the Act for review of the ACCC'’s
decision to make exemption orders in relation to the WLR and LCS. In its 22 December 2008 decision,
the ACT set aside the ACCC’s WLR and LCS exemption orders on the grounds that an examination of
trends in the state of actual and potential competition in the relevant market is required to determine the
competitive state of the market.

The ACT stated that this should be largely an empirical exercise involving an examination of observable
market behaviour for indicators such as the number of new entrants, the growth of the entrants’ service
share, an increase in the range and quality of services provided and a reduction in the price of services.

In conclusion, the ACT provided a roadmap of the matters it deemed would need to be considered in
relation to any proposed winding back of access regulation.

On 13 January 2009, Telstra commenced proceedings for judicial review of the ACT decision. In the Full
Federal Court on 11 March 2009 the court handed down its decision agreeing with Telstra on five of its
eight grounds. It set aside the tribunal’s decision, and remitted Telstra’s exemption applications to the
tribunal for further consideration and determination according to law.

6.2.2 Telstra application for partial exemption from domestic
transmission capacity service regulations

In August 2007 Telstra applied for an exemption from the SAOs in relation to supply of the DTCS to
20 capital-regional routes.

The DTCS is a generic service that can be used for the carriage of voice, data or other communications
using wideband or broadband carriage. Carriers and CSPs can use transmission capacity to set up their
own networks for aggregated voice or data channels or for integrated data traffic.

The ACCC released a discussion paper in October 2007 identifying issues relevant to the decision about
whether to grant Telstra’s requested exemptions and sought submissions from interested parties on key
issues. Four submissions were received in response.

In December 2007, Telstra lodged four additional DTCS exemption applications relating to inter-exchange
and tail-end transmission in CBD and metropolitan areas, as well as certain regional centres. The ACCC
released a discussion paper on these exemption applications on 14 February 2008.
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Given the commonality of subject matter, the ACCC issued a combined draft decision on Telstra’s
exemption applications in September 2008. After receiving submissions from interested parties, in
November 2008 the ACCC published its final decision to:

e exempt nine of the 20 capital regional routes applied for
o exempt 72 of the 115 metropolitan ESAs applied for
e exemptall 16 band 1 CBD ESAs applied for

e refuse Telstra’s application for exemption from the SAOs in respect of the supply of tail-end DTCS in
metropolitan and CBD areas.

In addition, the ACCC released a class exemption of the same scope.

6.2.3 Telstra application for partial exemption from public switched
telephone network originating access regulations

In October 2007 Telstra provided the ACCC with an exemption application from the SAOs in respect of
the PSTN OA in 17 ESAs in CBDs. Telstra also provided a second exemption application in respect of the
PSTN OA service in 387 ESAs across metropolitan Australia.

The PSTN OA allows access seekers to buy the carriage of telephone calls from a calling end user to

a point of interconnection with the access seeker’s network. The service allows telecommunications
companies to provide services such as national long-distance calls, international calls and calls between
fixed and mobile networks.

The ACCC issued a discussion paper on this matter in October 2007 and received five submissions in
response.

In October 2008 the ACCC decided to grant Telstra exemptions from its obligations to supply PSTN OA in
17 CBD ESAs and 248 metropolitan ESAs, subject to a number of conditions and limitations.

The metropolitan exemption was consistent with the ACCC’s August 2008 decision to grant Telstra
conditional exemptions in respect of the supply of two other inputs into wholesale voice services—WLR
and the LCS.

As with the WLR and LCS exemptions granted to Telstra, the subset of ESAs, as determined by the
ACCC as subject to the metropolitan exemption, have 14 000 or more addressable SIOs or four or more
ULLS-based competitors (including Telstra).

The ACCC granted Telstra an exemption from its obligation to supply PSTN OA in each of the CBD ESAs
included in the CBD exemption application. The ACCC concluded that there was a sufficient presence

of alternative infrastructure in these areas capable of providing voice services at the wholesale and retail
service levels.

On 19 November 2008 AAPT, Agile, Chime, Macquarie, PowerTel and Primus applied to the ACT
pursuant to s. 152AV of the Act for review of the ACCC'’s decision to make exemption orders in relation
to the PSTN OA. Hearings in the tribunal were held during April 2009.
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6.2.4 Telstra application for exemption from fixed service regulations
in Optus cable areas

In December 2007 Telstra applied for exemption from the SAOs for supply of all regulated fixed-line
services to Optus in a defined geographic area—specifically any customer premises within 75 metres of
Optus’ currently deployed HFC cable network in Sydney, Melbourne and Brisbane. The regulated fixed-line
services were ULLS, LSS, LCS, WLR and PSTN OA.

Optus’ HFC cable network was initially constructed to supply payTV services, but can also be used for
other services including voice and broadband. The ACCC understands that the Optus HFC network
passes approximately 2.2 million homes; however, around 0.8 million of these homes are classified by
Optus as ‘unserviceable’.'®

In November 2008 the ACCC issued a final decision rejecting Telstra’s exemption application relating to the
Optus HFC network. The ACCC was not satisfied that granting Telstra the exemption would promote the
LTIE. The ACCC's final decision highlighted two major concerns with the application:

* The singling out of a particular competitor would represent a discriminatory access policy that would be
likely to discourage investment and undermine the potential for efficient facilities-based competition in
the telecommunications industry.

e Telstra’s strong position in payTV services and control over content, through its interest in Foxtel, would
be likely to limit any possible competitive benefits from granting the exemption.

On 3 December 2008, Telstra applied to the ACT pursuant to s. 152AV of the Act for review of the ACCC'’s
decision to reject Telstra’s exemption application in relation to Optus’ HFC cable network footprint.
Hearings in the tribunal were held from 3 to 5 March 2009.

6.2.5 Review of mobile terminating access service declaration

In December 2008 the ACCC began a declaration inquiry for the MTAS by releasing a discussion paper.
The purpose of the review is to determine whether the current MTAS declaration should be remade,
extended, revoked, varied or allowed to expire.

During January 2009 the ACCC received submissions from the Competitive Carriers’ Coalition,
Australian Telecommunications Users Group, Telstra, Optus, Vodafone, AAPT and Hutchison, regarding
its discussion paper.

After reviewing interested parties’ submissions, and as part of the inquiry process, the ACCC released a
draft report on 19 March 2009. The ACCC'’s preliminary view as noted in the draft report was it is likely
that continued declaration of the MTAS will be necessary.

136 Optus, Optus submission to the Australian Competition and Consumer Commission on Telstra’'s December 2007 exemption
application for fixed-line services in the Optus HFC area, March 2008.
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6.2.6 Review of the domestic transmission capacity service
declaration

In November 2008 the ACCC began a declaration inquiry for the DTCS. On 25 November 2008 the ACCC
released a discussion paper on the DTCS declaration inquiry, seeking submission from interested parties.

On 19 March 2009 the ACCC released a final report on the DTCS declaration inquiry. In the final report, the
ACCC decided to vary the current declaration to exclude the capital-regional transmission routes and ESAs
granted exemption in November 2008 as part of the ACCC'’s decision on Telstra’s exemption applications
(see section 6.2.2 for further details). The ACCC also decided to extend the varied declaration for a period
of five years.

6.3 Access undertakings

Part XIC includes a mechanism allowing an access provider to give voluntary access undertakings on the
supply of declared services. Undertakings must set out the terms and conditions under which the access
provider undertakes to comply with the particular SAOs.

The Act also allows for an access provider or potential access provider to submit a special access
undertaking for the same purpose, where the investment in a service has not yet been made or that
service is not yet an active declared service.

Under Part XIC the ACCC is required to accept or reject an undertaking following a consultation process.
If accepted, the ACCC must apply a relevant undertaking in an access dispute, providing some certainty
to both access providers and access seekers.

In assessing access undertakings, the ACCC must be satisfied that:
e the undertaking is consistent with the SAOs outlined in the Act

e the terms and conditions of access are reasonable, as defined in s.152 AH of the Act.

6.3.1 Optus undertaking for supply of the MTAS

Optus Mobile and Optus Networks (together, Optus) lodged an ordinary access undertaking in February
2007 specifying terms and conditions upon which Optus undertakes to supply the domestic GSM
terminating access service.

In the undertaking, Optus offered to supply the GSM terminating access service at a rate of 12 cpm for the
term of the undertaking, being 1 July 2007 or the date of acceptance by the ACCC to 31 December 2007,
whichever is the later. Other than the primacy of existing agreements, the undertaking did not expressly
deal with any other non-price terms and conditions.
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In November 2007 the ACCC issued its final decision to reject the undertaking on the basis that it was not
satisfied that the specified price terms and conditions were reasonable. It considered that Optus did not
provide evidence to establish that 12 cents per minute (cpm) was a reasonable price. Optus sought to rely
on international benchmarking analyses, but did not provide detailed information about the data sources for
the information on which it was relying, including whether the benchmarks were price or cost benchmarks.

6.3.2 G9 special access undertaking for fibre-to-the-node network

In May 2007 FANOC Pty Limited (FANOC)—a company created by the G9 consortium of
telecommunications carriers—lodged a 15-year special access undertaking with the ACCC.

The undertaking specified the terms and conditions upon which FANOC would provide access to a
‘bitstream’ service to third parties over its proposed FTTN network. The functionality of the proposed
access service lies between the ULLS and a wholesale xDSL service. The undertaking set initial access
prices of up to $29 to $50 per month (depending on the speed offered) for the first three years and
included a pricing methodology for determining access prices in subsequent years. The undertaking also
envisaged a degree of vertical separation between the FTTN network owner, FANOC, and retail carriers
and service providers.

In June 2007 the ACCC released a discussion paper inviting interested parties to comment on the
undertaking. After considering submissions from interested parties and further submissions lodged by
FANOC, the ACCC released its draft decision in December 2007 proposing to reject the undertaking.

The ACCC stated that it was generally comfortable with FANOC's proposed approach to pricing, which
would provide a high degree of regulatory certainty for significant new investments, especially where
efficiently and prudently incurred actual costs are known. The ACCC found FANOC's prices for the initial
three-year access period may be within the reasonable range of prices for this type of service and network.

However, the ACCC considered the undertaking lacked an effective independent audit of the key inputs in
the pricing methodology to determine access prices in subsequent years. The ACCC also considered the
undertaking gave FANOC too much discretion to unilaterally determine non-price terms and conditions for
the 15-year undertaking period, without independent regulatory review.

On 10 March 2008 FANOC formally advised the ACCC that it was withdrawing the special access
undertaking. As the special access undertaking was formally withdrawn, the ACCC did not proceed to a
final decision on the terms and conditions proposed in the undertaking.

6.3.3 Telstra ULLS monthly charge undertaking

On 3 March 2008 Telstra lodged an ordinary access undertaking relating to the ULLS. This undertaking
superseded a previous ULLS undertaking that had been lodged by Telstra on 21 December 2007 .

The undertaking proposes a $30.00 monthly charge for the ULLS in band 2 ESAs and is supported by the
Telstra efficient access (TEA) model and other material. If accepted, the undertaking would operate until
21 December 2010.
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In June 2008 the ACCC released a discussion paper on the undertaking. Following a six-week consultation
period, in November 2008 the ACCC published its draft decision to reject the undertaking. The ACCC’s
final decision is expected to be released in 2009.

6.4 Access disputes

As part of the ACCC'’s role in regulating access in the telecommunications industry, it has arbitration
powers under Part XIC enabling it to issue directions, conduct hearings and make determinations to
resolve access disputes. Under Part XIC the ACCC must undertake arbitrations if notified of an access
dispute, but only after private negotiations, mediation and/or conciliation fail. When the ACCC accepts a
relevant access undertaking, the terms and conditions of the undertaking must be applied in resolving the
dispute. If there is no undertaking relevant to the dispute, then the ACCC may determine the appropriate
terms and conditions within the arbitration process.

Before a dispute is referred to the ACCC for arbitration:
e acarrier or CSP must control the supply of a declared service
e one or more SAOs must apply to the carrier or the CSP in relation to the declared service

* parties must have attempted to reach a commercial agreement about the terms and conditions of the
obligations or any other aspect of the declared service.

6.4.1 Arbitration of disputes over access to fixed network services

Table 6.1 Fixed-line network access disputes arbitrated during 2007-08

Service At 1 July 2007 New disputes Finalised disputes At 30 June 2008
ULLS 11 12 9 14
LSS 9 9 9
DTRANS 2 2 0
LCS 2 1 1 2
WLR 2 1 1 2
PSTN/OTA 4 0 1 3
Total 30 23 23 30

The ACCC was arbitrating 30 access disputes concerning fixed-line services at the commencement of

the 2007-08 reporting period. A further 23 access disputes were notified to the ACCC for arbitration in

2007-08 for these services, most of which related to the ULLS (12) or LSS (nine). A total of 23 fixed-line
access disputes were finalised during the year, either by a final determination being made or the parties
agreeing to withdraw the dispute.

The scope of access terms raised for determination within these arbitrations continued to increase over
2007-08, to include various price and non-price terms of access.

Table 6.1 outlines the fixed-line network access disputes that were arbitrated during 2007-08.
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6.4.2 Arbitration of disputes over access to the mobile terminating
access service

The ACCC received five new access disputes in 2007-08 concerning the MTAS, in addition to the six
disputes being arbitrated at the commencement of the period. Seven disputes were finalised.

Table 6.2 outlines the MTAS disputes that were arbitrated during 2007-08.

Table 6.2 MTAS disputes arbitrated during 2007-08

Service At 1 July 2007 New disputes Finalised disputes At 30 June 2008
MTAS 6 5 7 4
6.4.3 Interim outcomes

The ACCC is able to make an interim determination which sets access terms to apply during the arbitration
process. An interim determination usually operates for 12 months or less.

In 2007-08, the ACCC made 22 new interim determinations and extended the operation of three existing
interim determinations for a further 12 months.

6.4.4 Final outcomes

During 2007-08, final determinations resolving access disputes were made in 22 arbitrations: ULLS (nine);
LSS (nine); and MTAS (four).

Telstra applied to the Federal Court of Australia for review of each of the final determinations that were
made during 2007-08 in respect of the ULLS and LSS. The court has reserved its decision in these
proceedings.

A number of access disputes were also withdrawn during 2007-08: MTAS (three); domestic transmission
(two); LCS (one); WLR (one); and PSTN OTA (one). Since 30 June 2008, an additional eight of the access
disputes being arbitrated during 2007-08 have been finalised by the parties agreeing to withdraw the
dispute: ULLS (one); WLR (two); PSTN O/TA (three) and MTAS (two).

6.4.5 Publications made

The ACCC may decide to publish an interim or final determination it has made in an arbitration where it
considers that doing so would be likely to facilitate the operation of Part XIC of the Act. A statement of
reasons for the determination may also be published.

Before publishing any materials, the ACCC must consider the views of the parties on matters such
as whether publishing a complete copy, or a redacted version, would be likely to harm their legitimate
interests.

During 2007-08, the ACCC published determinations and statements of reasons issued in 12 arbitrations:
ULLS (five); LSS (four); MTAS (two); and PSTN OTA (one).
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Further details of the ACCC'’s arbitration function are available on the ACCC’s website, including a listing of
all notified disputes and new determinations made, and copies of published determinations.

6.5 Pricing principles and indicative pricing

Following the declaration of a service, it has often been ACCC practice to develop and release pricing
principles to inform the relevant market of its likely decisions in arbitrations, providing greater certainty to
access seekers and promoting the timely resolution of access disputes without having to refer them to
the ACCC.

Changes to the legislation in December 2002 required that pricing principles be issued for each new
declared service.

6.5.1 Unconditioned local loop service pricing principles

Following its decision to re-declare the ULLS in August 2006, the ACCC made a final decision in November
2008 to continue to use the total service long-run incremental cost (TSLRIC) plus an allocation of common
and indirect costs methodology and that it would be applied to the ULLS on a geographically de-averaged
basis.

TSLRIC is the incremental or additional costs the firm incurs in the long term in providing the service,
assuming all of its other production activities remain unchanged. TSLRIC consists of the operating and
maintenance costs the firm incurs in providing the service, as well as a normal commercial return on
capital. The ‘+” indicates that it also includes an allocation of common and indirect overhead costs.'"

6.5.2 Line-sharing service pricing principles and indicative prices

The ACCC issued pricing principles and indicative prices for LSS in October 2007, when it also decided to
extend the declaration of the service.

The ACCC determined that a TSLRIC+ cost based approach should be used, and that:

e a specific cost component should be included in the LSS monthly price, calculated by combining
‘LSS-specific costs’ with ‘ULLS-specific costs’ and Telstra’s internal equivalent costs for ADSL, and
allocating those costs across the number of active ULLS, LSS and ADSL lines

e a contribution for line costs will not be recovered in the LSS monthly price

137 Forward-looking costs have generally been applied in the TSLRIC+ framework in the past. The ‘forward-looking’ application of
TSLRIC+ pricing is based on the idea that, in certain circumstances, it can be desirable to attempt to set an access price that mimics
the price that would prevail if the access provider faced effective competition and therefore faced the threat of being displaced as a
supplier through the possibility of bypass. Such an access price could potentially promote efficient ‘build or buy’ decisions, such that
an access seekers’ decision to build bypass infrastructure would be based on the relative resource cost of doing so. Setting prices
based on forward-looking TSLRIC+ was intended to create the right incentives for carriers operating in downstream markets to make
the appropriate choice as to whether they should invest in their own upstream infrastructure (i.e. build) to provide services to end users
or to seek access from an existing upstream provider of the listed service (i.e. buy). These issues are further discussed in the ACCC
public report: Domestic transmission capacity service—an ACCC final report on reviewing the declaration of the domestic transmission
capacity service, March 2009, http://www.accc.gov.au/content/index.phtml/itemld/850044 (viewed 20 March 2009).
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e connection and disconnection charges should be set with reference to the amounts charged by third
party contractors to Telstra for jumpering work in exchanges, indirect costs and back-of-house costs.

The indicative prices, which are applicable between 1 January 2008 and 31 July 2009, included a monthly
charge of $2.50 per LSS service.

6.5.3 Mobile terminating access service pricing principles and
indicative prices

The development of new MTAS pricing principles and indicative prices is the latest development in an
extensive consultation process beginning with the mobile services review in 2003. This need was created
with the expiry of the old pricing principles and indicative prices in June 2007, and the continuation of the
MTAS declaration until June 2009.

The ACCC consulted on draft pricing principles and indicative prices in June 2007. The process was also
used to gather the industry’s views on the ACCC’s newly developed cost model (see section 6.7.1) using
the TSLRIC+ pricing methodology.

The ACCC released its final decisions on MTAS pricing in November 2007. The ACCC set the indicative
price of 9 cpm to apply from 1 July 2007 to 31 December 2008. This price reflects an upper bound
estimate of the TSLRIC+ for the supply of the MTAS after 30 June 2007. The ACCC considered that
there would be no adverse impact on the mobile network owners’ legitimate business interests by moving
directly to a price of 9 cpm from the previous conservative estimate of 12 cpm.

6.5.4 Local carriage service and wholesale line rental pricing
principles and indicative prices

As part of the ACCC'’s final decision in its local services review in July 2006, the ACCC decided to continue
the declaration of the LCS, and to declare the WLR, for a period of three years. The declaration of these
services is due to expire on 31 July 2009.

In April 2008 the ACCC released draft pricing principles and indicative prices for the LCS and WLR for
2008-09 for public consultation. After reviewing the submissions, the ACCC released its final pricing
principles and indicative prices in August 2008.

The final pricing principles continue to adopt a ‘retail minus retail cost’ approach to pricing access to the
LCS and WLR service. The indicative prices are determined by deducting Telstra’s avoidable retail costs
from the retail prices of chosen benchmarks. The final indicative prices, which are to apply between

1 January 2008 and 31 July 2009, are $17.36 for the LCS, $25.57 for residential WLR and $26.93 for
business WLR.

The ACCC determined that, in the absence of a suitable industry cost model for both the LCS and WLR
capable of producing reliable cost estimates—and noting the ACCC’s development of its own fixed
network services cost model—it was not appropriate to adopt cost-based pricing principles.
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6.5.5 Digital data access service and integrated services digital
network pricing principles

In November 2007 as part of the ACCC'’s review of the DDAS and ISDN declarations, the ACCC consulted
with interested parties on the most appropriate pricing principles for the services.

On 4 June 2008 the ACCC issued a final pricing principles determination and associated report for DDAS
and ISDN services. In its report the ACCC recommended that a TSLRIC approach should be adopted
when determining appropriate access prices for DDAS and ISDN services.

6.6 Procedural rules

Under amendments to the Act that came into force in September 2005, the ACCC was given broad
powers to make written rules to deal comprehensively with the procedures to apply to the ACCC and third
parties during processes under Part XIC of the Act.

Procedural matters that the rules can deal with include confidentiality of information, the form and content
of documents, minor amendments to undertakings, the provision of information by interested parties and
the need for oral hearings in access disputes.

The legislation requires the ACCC to publish a development plan setting out its intended approach to
making the procedural rules. The ACCC published a position paper in February 2006 and finalised the
development plan in March 2006.

On 22 May 2008 the ACCC commenced a public consultation on the draft Part XIC Procedural Rules
2008. The ACCC received submissions from Chime, Telstra, Optus, Vodafone and the Competitive Carriers
Coallition and is currently in the process of finalising the rules.

6.7 Development of models to estimate costs of
providing services

During the reporting period, the ACCC commenced or progressed the development of three separate
cost models in respect of mobile termination services, fixed network services, and domestic transmission
capacity services. These models will assist the ACCC in fulfilling its regulatory functions under Part XIC.
In particular, the models will assist the ACCC in assessing access undertakings, developing pricing
principles and indicative prices, and arbitrating access disputes.

6.7.1 Mobile services cost model

The ACCC decided that a new model of the cost of supplying mobile termination services was necessary
for informing the next decision on MTAS pricing principles and indicative prices.
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The request for tender for the development of the bottom-up TSLRIC+ model was released on

31 March 2006. After an extensive evaluation process, the ACCC engaged WIK Consult GmbH in

June 2006. The ACCC consulted on the WIK cost model at the same time as the pricing principles and
indicative prices, with a number of minor modifications being made to the cost model to further calibrate it
for an Australian context.

The final version of the model was released by the ACCC in November 2007 alongside its final decision on
pricing principles and indicative prices.

6.7.2 Fixed network services cost model

The ACCC issued a request for tender in February 2007 for the provision of consultancy services to
develop a bottom-up engineering-economics Australian fixed network services cost model. Analysys
Consulting Limited (subcontracting Gibson Quai-AAS) were engaged to develop a model of the TSLRIC+
cost of providing services on the fixed telecommunications network in Australia. The model is intended as
a tool for the assessment of the efficient forward-looking costs of declared fixed services on the Australian
fixed network over a five-year period.

In December 2008 the ACCC released a discussion paper on the cost model. Interested parties were
encouraged to comment on the appropriateness of the model structure, engineering assumptions and
parameter values. The ACCC has given parties until 30 March 2009 to respond to the discussion paper.

6.7.3 Telecommunications transmission cost model

The ACCC released the final version of the telecommunications transmission cost model in April 2008.
The model is designed with the flexibility to calculate cost-based pricing for backhaul on any land based
(terrestrial) or under sea (submarine) telecommunications transmission route in Australia.

Transmission capacity services are a critical input to the supply of broadband services to end users across
Australia and, with increased numbers of fixed and wireless networks, the pricing of these services will
become increasingly important. The price of backhaul on routes without effective competition has often
been cited by access seekers as a key obstacle to the roll-out of high-speed broadband into regional and
rural Australia.

The ACCC intends to prepare indicative prices for the transmission service across a variety of routes and
will commence a short consultation process in relation to this.

6.8 Telecommunications access code

Under s. 152BJ the ACCC is empowered to make a telecommunications access code. The ACCC did not
consider that a code was required in 2007-08.
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7 Activities under the
Telecommunications Act

71 Operational separation of Telstra

A framework for the operational separation of Telstra was introduced on 1 January 2006 by Schedule 1,
Part 8 of the Telecommunications Act.

Operational separation is designed to address concerns that arise from Telstra’s ownership of the
infrastructure, which other telecommunications companies need to access and interconnect with to provide
services to consumers. It seeks to promote greater equivalence and transparency in Telstra’s supply of
certain designated wholesale services and to provide ongoing assurance that Telstra is not favouring its
retail business units by implicitly supplying services to itself at prices that are unjustifiably lower or of higher
quality than those offered to downstream competitors.

The Telecommunications Act requires Telstra to prepare and give to the minister for approval a draft
operational separation plan (OSP), which must be directed towards the achievement of the aim and
objectives of operational separation. As such, the implementation of the operational separation of Telstra is
primarily the minister’s responsibility. The minister approved Telstra’s OSP on 23 June 2006.

The role of the ACCC is to monitor and report on Telstra’s compliance with the OSP. If Telstra fails to
comply with any aspect of the OSP, ministerial intervention is required before the ACCC can take direct
action pursuant to the OSP framework to prevent discrimination continuing—by either amending the OSP
or by enforcing the provisions of an existing OSP. Accordingly, the OSP can be seen as a ‘two strikes’
policy, given the ACCC can only take enforcement action when a ‘rectification plan’ has been contravened,
and a rectification plan would only exist where the minister has first required Telstra to prepare such a plan
and has accepted it.

In 2007-08 the ACCC continued to monitor implementation of the OSP, including the price equivalence
framework which was established under it. This framework is used to test the revenue margin resulting
from changes in wholesale and/or retail prices as a guide to identifying possible anti-competitive pricing
conduct by Telstra. It is intended for this framework to provide competitors, and the public, with an
assurance that Telstra’s pricing of services is fair, and to provide Telstra with increased certainty that its
pricing decisions are not contravening the Act.

The ACCC continued to monitor developments in other jurisdictions where operational separation has been
implemented or is under consideration.

A statutory review of the operational separation arrangements is required by 30 June 2009.
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7.2 Number portability

Number portability allows end users to change their service provider within specified number ranges
(for example, the number range used to provide mobile services) and retain the same number.

Part 22, Division 2 of the Telecommunications Act requires ACMA to develop a numbering plan outlining
the allocation and use of numbers in connection with the supply of carriage services.

Under the Telecommunications Act, the ACCC has statutory powers to direct ACMA on number portability.
ACMA cannot insert rules about number portability into the Telecommunications Numbering Plan 1997
unless directed to do so by the ACCC, and any rules ACMA includes in the numbering plan on number
portability must be consistent with any directions by the ACCC.

The numbering plan is for the numbering of carriage services in Australia and the allocation and use of
numbers in connection with the supply of such services.

During 2007-08, the ACCC did not issue any directions to ACMA on number portability.

7.3 Industry codes

In mid 2008 the ACCC became involved in discussions with Communications Alliance and other
stakeholders around the development of a mobile premium services code. The code is intended to replace
the existing mobile premium services industry scheme.

The code development process is currently under way, with the ACCC responding to a request for
comments on a public draft in late 2008.

During 2007-08 ACCC staff continued to be both observer and participant on a number of panels and
working committees convened by Communications Alliance, including the:

e Consumer Issues Reference Panel—responsible for providing oversight and advice on consumer issues

e Network Reference Panel—responsible for providing oversight and advice on network (i.e. PSTN, IP,
mobile and broadband) related matters

e QOperations Reference Panel—responsible for providing oversight and advice on inter-operator issues

e VDSL2 Working Committee (WCO7)—to revise the ULLS Network Deployment Code (ACIF C559:2006)
and the related consumer equipment standard to incorporate second generation very high speed
digital subscriber line (VDSL2) technology.

Further details of this work are available from the Communications Alliance website:
www.commesalliance.com.au.
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7.4 Access disputes under the Telecommunications Act

In addition to its role as an arbitrator of access disputes under Part XIC of the Act, the ACCC also arbitrates
disputes under the Telecommunications Act. Disputes covered by the Telecommunications Act relate to
matters such as:

e access to telecommunications transmission towers and underground facilities
e access to supplementary facilities (such as exchanges)

e the provision of preselection and number portability.

During 2007-08, no access disputes were lodged under the Telecommunications Act.

7.5 International rules of conduct

Division 3 of Part 20 of the Telecommunications Act sets out a mechanism for the government to deal with
unacceptable conduct by international operators.

An international telecommunications operator is considered to be engaging in unacceptable conduct if it:
e uses its market power in a manner that is, or is likely to be, contrary to the national interest

e uses any legal rights or legal status that is has as a result of foreign laws in a manner that is, or is likely
to be, contrary to the national interest

® engages in any other conduct in a manner that is, or is likely to be, contrary to the national interest.

The Minister for Broadband, Communications and the Digital Economy is empowered by Part 20 of the
Telecommunications Act to make rules of conduct to prevent, mitigate or remedy any unacceptable
conduct by an international telecommunications operator.

On 18 June 1997 the minister introduced the Rules of conduct about dealings with international
telecommunications operators No. 1 of 1997 to take effect on 1 July 1997. The rules of conduct:

e authorise the ACCC to make determinations of a legislative nature imposing requirements, prohibitions
or restrictions on carriers or CSPs

e authorise the ACCC to give directions to carriers or CSPs of an administrative nature that impose
requirements, prohibitions or restrictions

e require carriers and CSPs to comply with ACCC determinations and administrative directions

e authorise the ACCC to make information available to the public, a specified class of persons or a
specified person.

During 2007-08 the ACCC did not conduct any investigations into unacceptable conduct by an
international carrier.
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8 Activities under the
Radiocommunications Act

8.1 Digital radio

Digital radio services will commence in several state capital cities in the first half of 2009.

Legislative arrangements provide for ACMA to allocate eight digital radio multiplex licences to joint venture
companies representing commercial and community broadcasters. The joint venture companies will be
responsible for multiplexing together the separate streams of content from individual broadcasters and
transmitting a combined stream to end users in each licence area. An access regime, administered by
the ACCC, is designed to ensure that broadcasters have access to the multiplex transmission service on
reasonable terms and conditions.

On 3 October 2008 the eight multiplex licensees submitted access undertakings to the ACCC that set
out the terms and conditions on which they propose to provide access to commercial and community
broadcasters. All eight undertakings were identical. The undertakings and supporting submission were
submitted on behalf of the multiplex licensees by commercial radio industry body Commercial Radio
Australia.

The ACCC must decide whether to accept or reject the undertakings based on its assessment of the
undertakings against the decision-making criteria. The decision-making criteria, as well as procedural rules
in relation to the assessment process, were made by the ACCC through legislative instruments in May
2008. It is only after an undertaking has been accepted by the ACCC that ACMA can determine that digital
radio services can begin in a licence area.

The ACCC released a discussion paper on the undertakings during October 2008 requesting submissions
from interested stakeholders. On 18 December 2008 the ACCC issued a draft decision to not accept the
undertakings. The ACCC sought views from interested parties on this draft decision, with the deadline for
submissions on 23 January 2009.

On 18 March 2009, the ACCC decided not to accept the undertakings. The ACCC also began
consultation on a modified undertaking that it proposes will become the undertaking in relation to each
multiplex licence. The modified undertaking is based on those with modifications to meet the requirements
under the decision-making criteria. A deadline for submissions on the proposed modified undertaking

was set for 3 April 2009.

8.2 Digital television

The Radiocommunications Act allows ACMA to issue two licences for new digital television services
(known as Channel A and Channel B), subject to government policy.
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Channel A may be used to provide datacasting, open (that is, free-to-air) narrowcasting and community
broadcasting services to domestic digital TV receivers (in-home receivers). Commercial TV broadcasting
licensees and national broadcasters may not control Channel A.

Channel B may be used for those services that can be provided by Channel A as well as other services,
including mobile TV. It cannot be used to provide certain services such as commercial broadcasting
services or subscription TV broadcasting services to domestic digital TV receivers. Commercial TV
broadcasting licensees and national broadcasters cannot control Channel B if it is to be used to provide
services to domestic digital TV receivers.

Under the Radiocommunications Act, parties must lodge an access undertaking that has been accepted
by the ACCC to be eligible to participate in any allocation process for Channel B.

In May 2008 the Minister for Broadband, Communications and the Digital Economy, Senator Stephen
Conroy, announced that the launch of new digital television services would be delayed until a detailed
technical and policy review was undertaken.

Once the detailed technical and policy review has been completed, the ACCC will be responsible for
assessing access undertakings submitted by potential bidders for Channel B. Following the allocation of
the license to the successful bidder, the ACCC will have an ongoing role in overseeing the access regime,
including any subsequent variations of the access undertaking.
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Appendix A Types of voice services

Fixed voice services

The key feature of fixed voice is that it requires a dedicated line to a fixed location on a network. Telstra’s
ubiquitous copper network is the most common platform over which fixed voice is provided. Optus also
provides fixed voice services over its HFC network. This network passes approximately 2.2 million premises
in Sydney, Melbourne and Brisbane, but Optus states that it is currently only capable of providing services
to 1.4 million of these. While Telstra also owns a hybrid coaxial fibre (HFC) network passing 2.5 million
premises, it does not operate fixed voice services over this infrastructure.

Fixed voice is also capable of being provided over a wireless local loop. A wireless local loop connects
subscribers to the public switched telephone network (PSTN) using a radiofrequency signal as a substitute
for the wire line for all, or part of, the distance between the exchange and the customer’s premises.

Fixed wireless networks are more commonly associated with supplying broadband services rather than
telephony.

Satellite and optical fibre are also alternative methods of supplying fixed voice services although in Australia
there has been limited deployment of these networks. In Australia Telstra’s fixed copper customer network
remains the dominant method by which fixed voice services are supplied to end users.

Access option

There are two regulated access methods by which competitors can participate in the fixed voice service
area. They are either by purchasing:

e the LCS and WLR from Telstra (or another wholesaling carrier) and on-selling to end users.'® To
provide additional calling functions to consumers beyond local calls, such as domestic long distance,
international and fixed-to-mobile, the access seeking competitor is likely to require access to at least
Telstra’s regulated PSTN OTA or

e access to Telstra’s ULLS, providing access to Telstra’s copper CAN and then combining it with their
own switching equipment.

The first method is a pure resale business, while the second method involves some investment by the
carrier in its own equipment to enable service provision.

138 ltis, of course, important to note that competitors can, and often do, purchase wholesale voice services from carriers other than
Telstra. For more information see ACCC, Telstra’s local carriage service and wholesale line rental exemption applications—final decision
and class exemption, August 2008.
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Mobile voice

In Australia there are currently®® four competing carriers—Telstra, Optus, Vodafone and Hutchison—that
own mobile network infrastructure. Competitors can compete in the mobile service area by:

® investing in their own mobile network infrastructure
e becoming a mobile virtual network operator (MVNO) or

e reselling carrier services.

An MVNO differs from a reseller because, in addition to purchasing wholesale mobile capacity from a
mobile network operator, it provides a technical support layer that replicates the mobile network operator’s
mobile switching centre. This gives the MVNO more control over the services it provides to customers.

Voice over internet protocol

VolIP refers to the encoding of voice communication into internet protocol (IP) packets for transmission over
data networks. 0

Broadly speaking, there are three main types of VoIP services available to consumers. These are:

e Soft switching and the ULLS—in this case, the access seeker uses the normal voice band of the
copper line to connect a plain old telephone service (POTS) phone to a MSAN that can terminate both
DSL and voice-band traffic. The voice service is either handled by a soft switch in an IP network or sent
via a voice gateway to a traditional voice switch (‘POTS emulation’).

¢ Internet access device (IAD) and the ULLS/LSS—in this case, the end user connects a POTS phone
to an IAD that converts the voice call to VoIP at the end user premises. The call is transferred to the
exchange and the access seeker’s equipment over the broadband connection. The voice service can
be handled by a soft switch in an IP network but will require a voice gateway to interconnect with the
PSTN (‘carrier-grade VolP’—e.g. a service provided by iiNet).

e \oIP and the ULLS/LSS—the access seeker provides a voice service through a full IP solution over the
broadband connection, using either a VolP handset or software on a computer to emulate a telephone.
Again, the voice service can be handled by a soft switch in an IP network but will require a voice
gateway to interconnect with the PSTN (‘application layer VolP’ —e.g. a service provided by Skype
or engin).

139 However, on 9 February 2009 Vodafone and Hutchison announced plans to merge. Michael Sainsbury, Vodafone, Hutchison to merge
in Australia available at Australian IT website: http://www.australianit.news.com.au/story/0,24897,25027395-15317,00.html,
10 February 2009.

140 The discussion focuses on the substitutability of ‘carrier grade’ VoIP voice rather than soft-client VoIP (i.e. application-layer-only VolP
services, such as those provided by Skype or engin) as the ACCC does not consider soft-client VoIP a potential substitute at this
stage.
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The physical and technical characteristics of a carrier-grade VoIP product can be quite different to those
of traditional PSTN voice. The ACCC notes that:

e the quality of service of VoIP can vary greatly between VoIP service providers and often VoIP has lower
quality of service than PSTN voice services''

e on the whole, VoIP services do not facilitate connection to emergency services numbers
* \oIP services are not available during power outages
e \olIP services require the customer to acquire a VolP-specific phone at the customer end

e to acquire VoIP services an end user must also acquire a broadband service (unlike traditional
PSTN voice)

e \olIP can provide end users with greater functionality than PSTN voice through the additional features
of the service—e.g. ‘simultaneous ring’,'*? ‘sequential ring’'*® and ‘music on hold’.#

141 Note that broadband providers that operate their own network can have some control over the transport of their VoIP traffic and
therefore have some control over the quality of their service. See also ACMA, The Australian VoIP market—the supply and take-up of
VoIP in Australia, December 2007, p. 19.

142 This refers to being able to have multiple phones ring simultaneously when calls are received on one phone number. For example, calls
to an end user’s desk phone could also ring their mobile phone, in case the end user was not at their desk. See iinet, VoIP features,
http://www.iinet.net.au/products/voip/features.html#simultaneous_ring, (viewed 17 December 2007).

143 Being able to telephone up to three locations (in addition to the base location) in the sequence an end user supplies for a
specified number of rings. See iiNet, VoIP features, http://www.iiNet.net.au/products/voip/features.html#simultaneous_ring (viewed
17 December 2007).

144 iiNet, VoIP features, http://www.iinet.net.au/products/voip/features.html#simultaneous_ring (viewed on 17 December 2007).
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Appendix B Types of internet platforms

There are a range of technology platforms capable of supplying the internet to Australian households.
Consumers in many parts of the country have the additional benefit of choosing between platforms when
selecting their internet service provider. In other areas, technical limitations and the absence of alternative
platforms mean that some consumers have a more limited choice of technology when purchasing their
internet service.

Dial-up

The first technology platform used to access the internet on a widespread basis was dial-up. Dial-up uses
the voice band frequency to transmit internet data over the copper network. Shortcomings of dial-up
include the inability for end users to use the one copper line for both fixed voice and internet services at
the same time and its headline data download transmission rate of a theoretical maximum 56 kilobits per
second (Kbps) is much slower than current available broadband internet offerings.

The latest internet activity survey released by the ABS noted that, as of June 2008, dial-up connections
account for 22 per cent of total internet connections in Australia. This is a significant downward trend from
March 2007, when dial-up connections represented 33 per cent of all internet connections.#®

Broadband

Broadband enables subscribers to have faster, more efficient, connections to the internet. Broadband is
a relative term: it refers to a variety of internet access speeds. However, a common feature of broadband
internet—regardless of access technology —is that it offers faster theoretical maximum speeds than those
offered by dial-up and can be used concurrently with a voice service. Given the technical limitations of
many broadband technologies, it is possible that some end users —depending on their selected access
technology —may not experience a faster service using a broadband connection than that offered by
dial-up.

Digital subscriber line

DSL, and, more particularly, ADSL, is the most common form of broadband internet available in Australia.
DSL, or ADSL, like dial-up, uses the copper network to provide an internet service. DSL operates at
distinctly separate and much higher frequencies than voice services, and therefore operates independently
of and simultaneously with the provision of voice services over the same copper pair.

The copper network over which DSL and dial-up internet is transmitted is owned by Telstra. One way
a competitor ISP can provide these services is by negotiating a commercial agreement with Telstra to

145 ABS, Internet Activity Survey—June 2008, catalogue no. 8153.0, September 2008.
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resell its wholesale DSL offerings. In the second half of 2008, for the first time, Telstra agreed to provide
wholesale ADSL2+ services to other telecommunications providers. 46

An alternative to reselling Telstra’s wholesale internet offerings is for an ISP to purchase access to Telstra’s
regulated unbundled services. An ISP can purchase regulated wholesale access to either Telstra’s ULLS
or LSS to provide customers with DSL. Both these regulated services require access seekers to invest in
additional infrastructure —generally DSLAMs —to provide customers with DSL broadband. ULLS provides
the ISP access to an unconditioned copper line over Telstra’s copper network which the ISP is able to
interconnect with its own DSLAM equipment and/or fixed voice service equipment. LSS, on the other
hand, provides the ISP with access to only the higher frequency part of the copper line to provision a

DSL broadband service, while Telstra continues to provide (wholesale or retail) voice service over the same
copper line.

DSL continued to be the dominant broadband service (70 per cent of total broadband connections'#) in
Australia in 2007-08. This corresponds to the take-up of unbundled services by access seekers for the
same period.#8

Hybrid fibre coaxial

HFC currently available in Australia can provide bandwidth of 30 Mbps and new technology, including
DOCSIS 3.0—or data over cable service interface specification—and could potentially offer theoretical peak
network speeds of up to 100 Mbps.

As noted in section 2.2.1, there are two major HFC networks in Australia, operated by Telstra and Optus,
providing a combined coverage of 2.6 million homes. Telstra and Optus offer pay television and broadband
services on HFC and Optus also offers a voice service.

Neighbourhood Cable uses its HFC network to provide broadband, pay television and voice in Ballarat,
Geelong and Mildura. TransACT acquired Neighbourhood Cable in January 2008. TransACT also operates
an HFC network in the Australian Capital Territory and Queanbeyan and, in total, offers services to over
90 000 householders.™®

Wireless broadband

In 2007-08 there were two platforms of wireless broadband available to Australian consumers. The first,
fixed wireless, uses an air interface as an alternative to other access media (such as copper or fibre) to

146 The first of these agreements, with People Telecom, was publicly reported in August 2008. Telstra also made agreements in 2008
to provide wholesale ADSL2+ services to Pacnet, Westnet and Internode. Luke Coleman, ‘Westnet latest on Telstra ADSL2+,
Communications Day, 29 October 2008; Petroc Wilton, ‘Internode’s new DSLAM footprint goes live’, Communications Day,

17 December 2008.

147 ABS, Internet Activity Survey—June 2008, catalogue no. 8153.0, September 2008.

148 The take-up of unbundled access lines increased by 412 000 to 950 000 over the year to June 2008 and had further increased to
1.1 million by 31 December 2008. See Telstra CAN RKR data, available on the ACCC website.

149 See http://www.transact.com.au/about/ourcompany.aspx (viewed 7 March 2009).
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connect a broadband service. The second, mobile wireless, connects broadband customers using a
3G mobile phone network.

The capabilities of wireless technologies depend in part on spectrum allocations. Spectrum is a technically
complex subject with many considerations. However, there are some general factors that govern how
spectrum can influence the signalling strength and capacity of a wireless service.

The allocated spectrum frequency determines the signal coverage capability of a service. In general, lower
spectrum allocations increase the coverage of a service from base stations. Alternatively, services operating
on higher spectrum have lower signal coverage. Higher spectrum frequencies are also more dependent

on line-of-sight requirements and have greater difficulty passing through buildings than lower frequency
spectrum.

Given these features of spectrum, current available allocations of spectrum at lower frequencies are
much scarcer than spectrum at higher frequencies—and spectrum itself is a scarce resource. While the
bandwidth of a service is not dependent on a particular spectrum frequency, a sufficient allocation within
a spectrum frequency range is necessary to supply high bandwidth to end users. Therefore, service
providers (without allocated spectrum) seeking to provide a wireless service with wide coverage per base
station and large bandwidth capacity for end users, have the problem of scarce available bandwidth at
lower spectrum frequencies.

Directional antennas are a means of ameliorating the coverage limitations of wireless signals. In general,
a higher spectrum frequency requires a smaller directional antenna to strengthen a signal transmission.
Therefore, services operating over higher spectrum, with the assistance of a directional antenna, may
provide a fixed point-to-point data service —but offer less appropriate transmission for roaming mobile
services.

As of 30 June 2008, there were 225 companies providing fixed wireless broadband services in Australia,
with three-quarters providing services to rural areas (the majority of these in regional Queensland).°

Mobile wireless 3G networks are designed to provide both voice and data services to end users and differ
from second generation GSM networks in their ability to provide higher bandwidth data services, allowing
consumers to access a broader range of content and applications.

3G networks are reported to provide coverage to 99 per cent of Australians and all 3G networks are
upgraded or in the process of being upgraded to HSPA. ™%

Satellite broadband

A wireless receiver/transmitter that operates in orbit around the earth and acts as a microwave relay
station, receiving signals sent from a ground-based station, amplifying them and retransmitting them on a
different frequency to another ground-based station. Satellites can be used for high-speed transmission of
computer data, even where the most basic utilities—such as in regional and remote locations —are lacking.

150 ACMA and ACCC, Communications infrastructure and service availability in Australia 2008, ACMA, Melbourne, 2008, p. 10.
151 ibid., p. 5.
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Satellite broadband services provide 100 per cent coverage of Australia’s land coverage. In July 2008 there
were about 48 satellite broadband service providers operating in Australia, most of them regional ISPs that
resell satellite broadband to regional, rural and remote customers.'®2

Satellite service connections are expensive as they require end users (or government) to invest in a satellite
dish to receive their internet service. The quality of a satellite is also affected by environmental factors—in
particular, cloud coverage—that reduces the efficiency of the service. The technical limitations of the
service also means that user upload rates are much slower than those offered on other technological
platforms.

1562 ibid., p. 13.
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Appendix C Service share and
HHI Calculations

a) Subscriber numbers as reported by each provider for the relevant service (see endnotes)

b) Service share: the proportion that the provider’s subscriber number represents of all end users

of the service in the entire sector (‘Total subscriber base’).

c)and d) HHI score equals the sum of each providers’ squared service share.

*

Table C1  PSTN service, 2005-08: service share and concentration levels

HHI scores below are ‘minimum scores’ as not all providers’ subscriber numbers are available. ‘Others’ equals
the Total subscriber base minus the known subscriber numbers for the listed service providers.

Carriers/carriage

provider subscribers Telstra Optus AAPT Others Total subscriber base
2005-06
a) Subscribers
(’000s) 7780 11982 4358 1847 11 2604 % of total
provider
bscrib
b) Service share (X) 69.09%  10.64% 3.86% 16.40% Subserhers
counted:
¢) Service share 84%
squared (X?) 4774 113 15 n/a
d) Total HHI Score 4902
2006-07
a) Subscribers
(’000) 7780° 12038 3787 1559* 10 9208 % of total
provider
bscrib
b) Service share (X) 71.25% 11.02% 3.46% 14.28% Stbseribers
counted:
c) Service share 86%
squared (X?) 5076 121 12 n/a
d) Total HHI Score 5209
2007-08
a) Subscribers
(’000) 7870° 11581 309" 1663* 11 000" % of total
provider
b) Service share (X) 71.55% 10.53% 2.81% 15.12% subscribers
counted:
¢) Service share 85%
squared (X?) 5119 111 8 n/a
d) Total HHI Score 5237
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Table C.2 Retail fixed broadband services, 2005-08: service share and concentration levels

Carriers/ subscribers Telstra Optus iiNet Others Total subscriber base
2005-06
a) Carriers’ subscribers .
(000s) 1476' 618" 190" 876" 3160 v °f_;°‘a'
provider
b) Service share (X) 46.71% 19.56% 6.01% 27.72% subscribers
counted:
c) Service share 79%
squared (X?) 2182 382 36 NA
d) Total HHI Score 2600
2006-07
a) Subscribers .
(000s) 2406" 83418 3317 759% 4330% % °f;°ta'
proviaer
b) Service share (X) 55.57% 19.26% 7.64% 17.53% subscribers
counted:
c) Service share 8%
squared (X?) 3088 371 58 NA
d) Total HHI Score 3517
2007-08
a) Subscribers % of total
('000s) 3269 918* 373* 1040* 5600 orovider
b) Service share (X) 58.38% 16.39% 6.67% 18.56% subscribers
i counted:
c) Service share 819
squared (X?) 3364 256 49 NA ’
d) Total HHI Score 3669

* ‘Others’ equals the Total subscriber base minus the known subscriber numbers for the listed service providers.
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Table C.3 Mobile services, 2005-08: service share and concentration levels

Carriers/subscribers Telstra Optus Vodafone Hutchison Total subscriber base HHI Total
2005-06
a) Carriers’ .
subscribers (000s) 8488 65557 31777 11317 19 7607 % oftotal
provider
b) Service share (X) 42.96%  33.17% 16.08% 5.72% subscribers
counted:
c) Service share 9%
squared (X?) 1845 1100 259 33
d) Total HHI Score 3237
2006-07
a) Subscribers % of total
(000) 9212% 6802% 3367% 1405% 21 260* provider
b) Service share (X) 43.33% 31.99% 15.84% 6.61% subscribers
ted:
c) Service share ;3;: ¢
squared (X?) 1878 1024 251 44
d) Total HHI Score 3196
2007-08
a) Subscribers (000) 9335% 7238% 4031% 1808% 22 120% % of total
id
b) Service share (X) 42.20%  32.74%  18.22% 8.17% provieer
subscribers
¢) Service share counted:
squared (X?) 1781 1071 332 67 99%
d) Total HHI score 3251

* Note: Optus subscriber numbers include Virgin Mobile
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Key results

Overall average real prices for telecommunications services fell by 5.5 per cent in 2007-08

e Average real prices decreased again, continuing a trend commencing in 2005-06.
e Average real prices declined for each of the reported services.
e Average real prices for fixed-line services have fallen by 32.3 per cent since 1997-98.

e Average real prices for mobile services have declined by 44.9 per cent since 1997-98.
Average real prices paid for fixed-line services fell by 5.5 per cent in 2007-08
* Average real basic access prices decreased slightly by 1.6 per cent. These prices stabilised in

2005-06 following a series of significant annual increases.

e Average real prices for local calls decreased by 10.1 per cent in 2007-08. Average prices for
local calls have decreased by 57.5 per cent since 1997-98.

® Average real prices for international long-distance calls decreased by 7.7 per cent in 2007-08.
Average prices for international calls have decreased by 72.4 per cent since 1997-98.

Average real prices for mobile services fell by 5.4 per cent in 2007-08

e Average prices for global system for mobile communications services fell by 6.3 per cent in
2007-08. Average prices for GSM services have decreased by 45.7 per cent since 1997-98.

e Average prices for code division multiple access services decreased by 3.5 per cent in 2007-08.
Average prices for CDMA services have decreased by 18.1 per cent since 2001-02.

e Average prices for third generation (3G) mobile services decreased by 3.7 per cent in 2007-08.
Average real prices for internet services fell by 6.2 per cent

e Average prices for dial-up services decreased by 11.0 per cent.
e Average prices for digital subscriber line (DSL) broadband services fell by 5.2 per cent.

e Average prices for cable broadband services declined by 5.9 per cent.
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1 Summary

The 2007-08 report includes pricing of internet services and 3G mobile services for the first time.
The overall average price paid by consumers for telecommunications services fell in real terms by
5.5 per cent in the 2007-08 financial year. This price decline was uniform across each of the public
switched telephone network (PSTN) (fixed-line voice) services, mobile services and internet services.

The overall decrease was the result of a fall of 5.5 per cent in prices paid for fixed-line services, a fall of
5.4 per cent in prices paid for mobile services and a fall of 6.2 per cent in prices paid for internet services.

Average prices declined across all fixed-line voice services, although price declines were not distributed
evenly across the residential and business segments. For the first time since 1997-98, price reductions for
residential customers have exceeded those for business consumers.

All price changes in the report are calculated using ‘real’ prices. This is done by adjusting nominal prices for
the effects of inflation using the Australian Bureau of Statistics (ABS) consumer price index.

This report was developed with information collected from carriers using a combination of the ACCC'’s
current Division 12 record-keeping rules and information informally requested from carriers by the ACCC.
It is noted that voluntary provision of information by carriers has assisted in the preparation of this report.

It should be noted that there may be slight differences between the 2006-07 data contained in this report
and the data presented in last year’s report due to revised data provided by reporting carriers.

Table 1.1  Percentage changes in the PSTN services index by service and consumer group, 2007-08 and
since 1997-98

Residential Business Overall

o} © o}

N P N

5 S S

8 C> 8 2 3 i

! 3 X 3 A 3

8 = 8 2 8 2

[aV] [2) [aV) [} [aV] n

Basic access -1.0 93.1 -2.8 32.6 -1.6 70.0
Local calls -10.1 -57.9 -10.2 -56.7 -10.1 -57.5
National long-distance -13.2 -48.0 -6.6 =571 -10.9 -51.4
International -9.2 -70.6 -2.0 =771 7.7 -72.4
Fixed-to-mobile -10.9 -36.9 -2.3 -50.4 6.4 -43.8
Overall -6.4 -26.1 -4.0 -42.0 -5.5 -32.3
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Table 1.2 Percentage changes in the mobile services index by user group, 2007-08 and since base year*

**Very low Low Average High Very high All
s § 8 % 8 § s § 8 § 8 3§
SHEE -HE | CEE N -
Y m 1Y m ¢ m IS¢ s} Y m « m
GSM: -6.3 457
post-paid -175 614 -60 -B53.0 -30 -362 47 -494 125 -586 -93| 499
prepaid -2.0 -62.1 24 -324 23 -314 30 2983 -30 -263 -28 -365
CDMA: -3.5 -18.1
post-paid -2.8 -125 33 28 -64 -3 -2.8 17 44 -395 -35 -18.0
prepaid -38 -229 41 -185 -28 -143 -28 -144 29 -207 -33 -182
3G: -37 37
post-paid -r7 =17 -39 -39 -88 -88 0.9 0.9 3.1 -3.1 -35 -85
prepaid 4.4 4.4 0.9 09 68 68 75 75 107 -107 73 7.3
Overall -5.4 -44.9
* Base year for GSM post-paid is 1997-98; base year for GSM prepaid is 1998-99; base year for CDMA is 2001-02; base

year for 3G is 2006-07.

> Very low user group: occasional consumers making 5-8 calls a week; low user group: occasional to regular consumers
making 9-11 calls a week; average user group: regular to frequent consumers making 2-3 calls a day; high user group:
frequent consumers making 4-5 calls a day; very high user group: very frequent consumers making 6-10 calls a day.

Table 1.3 Percentage changes in the internet services index by service in 2007-08

2007-08
Dial-up -11.0
DSL 5.2
Cable -5.9
Overall -6.2
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2 Purpose and structure of the report

2.1 Purpose of the report

The ACCC is required to report each year to the Minister for Broadband, Communications and the Digital
Economy on prices paid by Australian consumers for telecommunications services.

The purpose of this report is to provide an indication of how average prices paid by consumers for
prevailing telecommunications services changed during 2007-08, both on an overall basis and for
particular services and groups of consumers.

2.2 Structure of the report

Figure 2.1 below shows the structure of the report and the telecommunications index used to derive the
price change estimates.

Aggregate results across all the reported services are presented first in chapter 3, while subsequent
chapters discuss changes in PSTN services, mobile services and internet services. Data tables are
presented in chapter 7 of the report. The methodology used to determine price changes is discussed in
chapter 8.

ACCC telecommunications reports 2007-08 | REPORT 2 1 05



saoud Emn—unﬁ
'S uolpeg

saoud pledaig
L'F'S uopes

saoud pled-jsog
TE'S uolpeg

saoud piedaig
LE'S uopeg

saoud pedaig
TG uolReg

saoud pled-jsod
L2'g uopses

S83IAISE SEAIIM
) co_Sow

saopuas dn-jeiq
] co_«oow

£80|AI8S B|GED
£°9 uoloeg

£89IA088 150
279 uonieg

[}

*

XOPU| SIDAIDE JIUINIL]

9 Jaydeyn

J

1 =

u__aoEUn
¥'s Uopoes

ajiqow YWas
£'5 uolees

aiqow WsH
2’5 uonoes

[}

+

¥OPUI S32IIGS SOl
glaydeyn

A

SSBUISNG JOYLD SSaUIsNq |[EWS
Sk Uonoes ¥y ucnoes
I z._.mn_
£'p uonses N L4 :Q__uom

XOpU| $831A8S N1Sd
t1eqdeyn

XOPU| SIDIAISE SUDHREIUNWILICI[EL 7

¢ seydeyn

X9pUl SUOIIEDIUNWIWLIODS|) pue podal dy} JO ain}oniis

1g 2nbi4

ACCC telecommunications reports 2007-08 | REPORT 2

106



3 Telecommunications services index

The telecommunications services index shows how average prices have changed for consumers across
PSTN services, mobile services and internet services.

Due to the introduction of an internet services index in 2007-08 and the inclusion of 3G services in the
mobile services index, the overall telecommunications index has been rebased to 2006-07 prices. As such,
any comparison of the movements in the overall telecommunications index with previous years would need
to be qualified.

3.1 Main changes

Overall, the prices paid by consumers for telecommunications services in Australia fell by

5.5 per cent in 2007-08. This reflects a uniform reduction in average prices across each of the
PSTN services (5.5 per cent), mobile services (5.4 per cent) and internet services (6.2 per cent).
This continues a downward trend in prices that commmenced in 2004-05 for mobile services and
2005-06 for PSTN services.

Figure 3.1  PSTN services index and mobile services index, 1997-98 to 2007-08
120

Index

1997-98  1998-99 1999-2000 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08

Financial year

Il PsTN [ Mobiles —O~ Alltelephone services

Source: Data from Telstra, AAPT, Primus, Vodafone, Hutchison, Virgin Mobile (until 2006-07), Optus (except 2001-02 data, which
was excluded from the index) and One.Tel (until 2000-01).

Note: Base year is 1997-98.

ACCC telecommunications reports 2007-08 | REPORT 2 1 07



In 2007-08, average prices of PSTN services and mobile services fell in percentage terms by a similar
amount. In the years prior to 2005-06, falls in average prices of mobile services significantly exceeded falls
in prices of the PSTN services.

Points contribution analysis indicates the percentage points that a component (in this case, a service)
contributes to the change in an index in a particular year. That is, it shows how each service in the
telecommunications services basket contributes to the movement in the telecommunications services
index. In 2007-08, mobile services made the greatest points contribution to the overall decline in the
telecommunications index.

Figure 3.2  Points contribution of the PSTN and mobile services indexes to the all
telecommunications index, 2007-08

All telecommunications
services

Internet services

PSTN services

Mobile services

Points contribution

The 2007-08 all telecommunications index has also been calculated after excluding the internet services
index and 3G services from the mobile services index. This is to provide greater transparency of the effect
of introducing these services into the index in 2007-08. The index would have reduced by slightly more
(5.7 per cent) had these services not been included.
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4 PSTN services index

The PSTN services index measures price movements in PSTN services across all consumer groups.

The ACCC derives the index by calculating the weighted average price change of each PSTN service in the
study for business consumers and residential consumers. The price changes for each PSTN service are
then aggregated into a single PSTN index for all consumers.

4.1 Main changes

Prices for PSTN services continued to decline in 2007-08. Since the index base year of 1997-98,
the average price of a basket of PSTN services consumed by all consumers (residential and business
combined) has fallen by 32.3 per cent.

Figure 4.1  PSTN services index by residential and business consumer group, 1997-98 to 2007-08

120
100 O
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0
1997-98  1998-99 1999-2000 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06 2006-07  2007-08
Financial year
[l Residential [ Business O~ AIPSTN

Source:  Data from Telstra, AAPT, Primus, Optus (except 2001-02 data, which was excluded from the index) and (until 2000-01)
One.Tel.

Note: Base year is 1997-98.

Average prices paid for basic access decreased slightly in 2007-08. Small business customers benefited
most. Residential customers experienced a smaller price decline, while other (large) business customers
experienced a small increase.
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Basic access charges have increased by 70.0 per cent since 1997-98 due to significant price increases

occurring between 1999-2000 and 2004-05.

The average price of PSTN calls fell significantly in 2007-08. This could be due to more customers
receiving free call entitlerents within their calling plan or as part of discount arrangements for bundling
additional services. For instance, capped calling plans include free local call entitlements."

Table 4.1 Year-on-year percentage changes in the PSTN services index by service type, 1997-98

to 2007-08
8
o) o) o] — N [9) < 0 © N~ ©
P P iy < 9 N T < < < <
~ fo0) o) o - o Jo0) < o) © ~
o) o)) o) o) o o o) o o o =)
) o) o)) o) o] o) o) S S S S
— — — (V) (V) (eV) [eV) (eV) [eV) (eV) N
Basic access 0.3 -0.8 9.8 15.2 13.2 12.4 6.9 5.1 2.4 -1.4 -1.6
Local calls -2.8 -0.5 -93 -179 117 -3.8 -3.3 -7.9 -9.5 -6.7 -10.1
National
long-distance -9.3 -6.4 -9.5 -6.3 -8.7 -4.7 -1.9 -3.0 -6.9 -109 -10.9
International -119 -20.7 -270 -172 -153 -5.8 -6.1 -4 -8.8 -4.8 -7.7
Fixed-to-mobile 5.6 -5.3 -7.9 -6.2 -3.2 2.4 2.2 -39 -105 -7.6 -6.4
PSTN services index -4.2 -5.0 -7.0 -5.8 -2.6 1.0 0.3 -1.3 -6.6 -5.4 -5.5

Source:  Data from Telstra, AAPT, Primus and Optus (except 2001-02 data, which was excluded from the index).

Note: Figures for 2006-07 have been revised based on updated data from reporting carriers.

In table 4.1, 2006-07 values have been restated for basic access (and, as a consequence, for the overall

PSTN services index) to reflect corrected data.

The share of total expenditure by consumers on each PSTN service has changed over time.
Since 1997-98, expenditure on local, national long-distance and international calls as a share of
total expenditure on PSTN services has been falling, while the proportion spent on basic access and

fixed-to-mobile calls has doubled.

1 Capped calling plans refer to the bundling of basic access and discounted local calls and other PSTN calls for a fixed monthly price.
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Figure 4.2 Comparison of share of total consumer PSTN expenditure by service, 1997-98 and
2007-08

1997-98 2007-08
14%
19%

9
1% 44%

3%

31%
25%

12%

. Basic access . Fixed-to-mobile |:| International |:| National long-distance |:| Local calls

Source:  Data from Telstra, AAPT, Primus, Optus and One.Tel.

Fixed-to-mobile calls made the greatest points contribution to the change in the PSTN services index
in 2007-08.

Figure 4.3  Points contribution of PSTN services to the PSTN index, 2007-08

Basic access

Local calls

National long-distance

International

Fixed-to-mobile

All PSTN

-6.0 -5.0 -4.0 -3.0 -2.0 -1.0 0.0
Points contribution

Source: Data from Telstra, Optus, AAPT and Primus.
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This is the first time since 1999-2000 that price falls for residential consumers have exceeded those for
business consumers. Since 1997-98, business consumers have experienced consistently declining prices,
with residential consumers typically experiencing lesser price decreases, or price increases.

Table 4.2 Year-on-year percentage changes in the PSTN services index by consumer group,
1997-98 to 2007-08

o
[o0] D 8 g (aV} €@ < 10 ©O N~ [oo]
N 3 BX T T T T T N¢ T T
N~ Q (9] o = [aV} (aD) < o) [<e] ~
(o} (0] (o o o o o o o o o
[©)] (@] (&) o o o o o o o [=]
— — — [e\} [§\) N AN AN A AN N
Residential 51 47 -74 35 -22 50 14 04 55 54 -64
Business 26 53 65 92 -32 58 -16 29 -86 55 -4.0

PSTN services index 4.2 -5.0 -7.0 -5.8 —2.6 1.0 0.3 -1.3 —-6.6 -5.4 -5.5

Source:  Data from Telstra, AAPT, Primus and Optus (except 2001-02 data, which was excluded from the index).

Note: Figures for 2006-07 have been revised based on updated data from reporting carriers.

4.2 PSTN residential index

The PSTN residential services index is derived from five individual sub-indexes for basic access, local calls,
national long-distance, international and fixed-to-mobile calls.

4.21 Main changes

In 2007-08, the average price of PSTN residential services fell by 6.4 per cent, similar to the annual
reductions observed from 2005-06.
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Figure 4.4 Index for PSTN services for residential consumers, 1997-98 to 2007-08

88.2
85.1 83.3
79.0
| | | |
L L L L L 1 I

1997-98  1998-99 1999-2000 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08

120

100.0
95.3

100

80

60

Index

40

20

Financial year

Source:  Data from Telstra, AAPT, Primus, Optus (except 2001-02 data, which was excluded from the index) and (until 2000-01)
One.Tel.

Note: Base year is 1997-98.

4.2.2 Price changes by PSTN services for residential consumers

In 2007-08, the average price of all residential PSTN call types fell, while average real basic access prices

remained steady in comparison.

The average real price of residential national long-distance calls and fixed-to-mobile calls each experienced
their sharpest decline since the base year. Possible explanations for these results are increasing take-up of
capped plans that provide calls for no additional charge or discounting for customers who acquire bundled

services.
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Table 4.3 Year-on-year percentage changes in the PSTN residential index, 1997-98 to 2007-08

o
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— — — N N N N (eV) (eV) (eV) N
Basic access 0.1 -0.6 1.1 16.1 15.0 16.6 7.5 7.4 -1.5 -0.1 -1.0
Local calls -4.0 -1.0 -104 -16.4 -109 -1.2 -3.9 -0.1 -9.0 -7.6 -10.1
National
long-distance -10.5 -52 -10.3 -3.0 -8.5 5.0 0.8 -1.7 -56 -13.0 -13.2
International -11.5 -19.8 -263 -146 -156 5.0 -6.2 -3.4 -8.4 -5.3 -9.2
Fixed-to-mobile 6.4 4.4 -8.2 -1.2 -4.8 -3.5 0.1 -1.7 9.3 -8.3 -10.9
PSTN residential -5.1 4.7 7.4 -3.5 2.2 2.4 1.4 -0.4 -5.5 5.4 -6.4

Source:  Data from Telstra, AAPT, Primus and Optus (except 2001-02 data, which was excluded from the index).

Note: Figures for 2006-07 have been revised based on updated data from reporting carriers.

Figure 4.5 Year-on-year percentage changes in the price index by PSTN service for residential
consumers, 2003-04 to 2007-08
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Source:  Data from Telstra, Optus, AAPT and Primus.
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Figure 4.6  Points contributions by individual PSTN services to the residential index, 2007-08
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Points contribution

Source:  Data from Telstra, Optus, AAPT and Primus.

4.3 PSTN business index

The index for PSTN business services is made up of the ‘small business’ and ‘other business’ sub-indexes.
Each sub-index, in turn, comprises indexes for each of the PSTN services.

4.3.1 Definition of business type

There is no single definition for ‘small business’ or ‘other business’ consumers across carriers. This can
make it difficult to compare prices between business types and carriers because customers that may be
classed as a ‘small business’ consumer by one carrier may be treated as an ‘other business’ consumer
by another carrier. Carriers also regularly change their definitions, shifting revenues and usage between
consumer categories and between years, making year-on-year comparisons within business categories
problematic.

The ACCC therefore considers that the aggregate PSTN business index is the most reliable indicator

of price change for business consumers as it includes all revenue and usage data from all business
consumers each year regardless of definitional changes by carriers. However, the ACCC also considers
that the small and other business sub-indexes still provide useful information on price trends between
different sized business consumers, and has continued to include information on these sub-indexes in
this report.
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4.3.2 Main changes

In 2007-08, average prices paid for PSTN services decreased for both ‘other business’ and ‘small
business’ consumers, continuing a trend that commenced in 2005-06.

Figure 4.7 PSTN business services index for all business by small and other businesses, 1997-98
to 2007-08
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Source:  Data from Telstra, AAPT, Primus, Optus (except 2001-02 data, which was excluded from the index) and (until 2000-01)
One.Tel.

Note: Base year is 1997-98.

In 2007-08, the average price of business local calls declined by more than other PSTN services. Although
the average real price for other PSTN services also declined, the price decline was less than observed in
recent years. Average real basic access prices for business consumers decreased, continuing a trend that
started in 2005-06.
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Table 4.4 Year-on-year percentage changes in the PSTN business index, 1997-98 to 2007-08

o

HE T B CEE B G

N~ [ce) (e} o by [aV) [e0) <t Y0} © ~

D D (o2} o o o o o o o o

() () (©} o o o o o (@) o o

— — — [eV) [eV) N N N N N N
Basic access 0.7 -1 7.6 13.7 10.0 4.2 5.8 0.9 -4.2 -3.8 -2.8
Local calls -0.4 0.5 -76 =202 -13.0 -9.2 -2.3 -06 -104 -52 -10.2
National long-
distance -7.5 -8.3 -80 -11.7 -8.9 -8.6 -6.8 5.6 -9.6 -6.9 -6.6
International -13.0 -226 -285 252 -133 -143 -5.8 -76 -104 -2.9 -2.0
Fixed-to-mobile 5.0 -5.9 —7.6 —9.9 -1.8 —9.7 -4.7 -6.5 -12.0 —6.9 -2.3
PSTN business -2.6 —5.3 —6.5 —9.2 -3.2 —5.8 -1.6 2.9 -8.6 -5.5 -4.0

Source:  Data from Telstra, AAPT, Primus and Optus (except 2001-02 data, which was excluded from the index).

Figure 4.8 Year-on-year percentage changes in the price index by PSTN service for all business
consumers, 2003-04 to 2007-08
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Source:  Data from Telstra, Optus, AAPT and Primus.
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Figure 4.9 Points contributions by individual PSTN services to the all business index, 2007-08
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Source:  Data from Telstra, Optus, AAPT and Primus.

Note: The sum of the components’ points contribution may not add up to the overall index change due to rounding.

Although ‘other business’ again experienced a greater reduction in prices, the change in the small business
sub-index made the greater points contribution to the change in the overall business index.

Table 4.5 Year-on-year percentage changes in the PSTN business services index by business type,
1997-98 to 2007-08

o
[e0] D 8 — (V) @) < %o) © I~ (o]
THEE EE CEE e CE <
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(&) ) o)) S o o o o =) o =)
(o)) (0] [®) o o o o o o o o
— — — (eV) [eV) (V) [V} (e} [eV) N N
Small business -6.1 -2.1 -7.2 -8.7 2.4 1.1 341 15.8 -9.6 -3.6 -3.3
Other business -1.4 -6.3 -6.3 -9.4 -4.7 -8.6 -5.6 -18.1 7.7 -8.8 -5.4
PSTN business
index -2.6 -5.3 -6.5 -9.2 -3.2 -5.8 -1.6 -2.9 -8.6 -5.5 -4.0

Source:  Data from Telstra, AAPT, Primus and Optus (except 2001-02 data, which was excluded from the index).
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Figure 4.10 Points contributions by small and other business to the PSTN business index, 2007-08
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Source:  Data from Telstra, Optus, AAPT and Primus.

Note: The sum of the components’ points contribution may not add up to the overall index change due to rounding.
4.4 Small business index
4.41 Main changes

The PSTN index for small business consumers declined in 2007-08.
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Figure 4.11 Index for PSTN services for small business consumers, 1997-98 to 2007-08
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Source:  Data from Telstra, AAPT, Primus, Optus (except 2001-02 data, which was excluded from the index) and (until 2000-01)
One.Tel.

Note: Base year is 1997-98.

4.4.2 Price changes by PSTN service for small business consumers

In 2007-08, the average price paid by small business consumers for basic access decreased in real
terms. Average real prices for local calls and national long-distance calls also declined, while prices for
international calls and fixed-to-mobile calls remained steady.
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Table 4.6 Year-on-year percentage changes in the PSTN small business index by service type, 1997-98

to 2007-08
o
o
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N~ (o] (o] o — [aV] @9) < [fe) © N~
(o)) (o)) [ o o o o o o o o
> > > e} S o} o} S S e} S
— — = (eV) N (V) N N N N N
Basic access 3.8 -5.3 11.5 8.5 16.2 7.5 7.7 14.5 9.3 4.3 -4.0
Local calls 7.7 7.2 -8.3 -23.2 -3.0 -3.7 -3.0 17.8 -9.0 —2.6 -6.7
National long-
distance -12.6 -1.8 -8.9 -3.4 -6.6 -6.8 5.3 10.3 -8.5 2.3 -5.8
International 93 -342 -335 -132 -134 -7.3 -4.4 141 -8.0 -18.2 -0.7
Fixed-to-mobile 5.1 —7.6 -5.4 -8.6 -0.8 -4.3 1.4 19.8 -11.0 -3.3 -0.4
PSTN small
business -6.1 2.1 7.2 -8.7 2.4 1.4 3.1 15.8 -9.6 -3.6 -3.3

Source:  Data from Telstra, AAPT, Primus and Optus (except 2001-02 data, which was excluded from the index).

Figure 4.12 Year-on-year percentage changes in the price index by PSTN service for small
business consumers, 2003-04 to 2007-08
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Source: Data from Telstra, Optus. AAPT and Primus.
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4.5
4.5.1

Other business index

Main changes

In 2007-08, average real prices paid by other businesses for PSTN services again declined, maintaining an
unbroken record of declining prices.

Figure 4.13 Index of PSTN services for other business consumers, 1997-98 to 2007-08
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Data from Telstra, AAPT, Primus, Optus (except 2001-02 data, which was excluded from the index) and (until 2000-01)
One.Tel.

Base year is 1997-98.

Price changes by PSTN service for other business consumers

In 2007-08, the average price paid by small business consumers for locals calls decreased sharply, with
average prices paid for other PSTN call types also declining. Basic access charges remained steady in

real terms.
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Table 4.7 Year-on-year percentage changes in the PSTN other business index by service type,
1997-98 to 2007-08

o
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— — — N (V) N AN [aV) [a\} [aV) N
Basic access -0.6 0.5 6.2 15.4 7.9 0.6 3.7 147 1.5 —2.6 -0.3
Local calls 1.7 -1.4 7.3 -194 -154 -10.7 -16 -189 -119 -111 -19.0
National long-
distance -59 -10.6 7.7 -14.6 9.5 91 -148 -16.1 -10.3 -12.6 -7.8
International -11.8 -31.0 -249 -223 -134 -15.7 -6.8 -21.8 -12.0 9.9 -5.0
Fixed-to-mobile 5.0 -5.5 -81 -10.2 -2.0 -10.9 -85 2183 -126 -12.0 -5.2
PSTN other
business -1.4 —6.3 —-6.3 9.4 -4.7 -8.6 -56 -18.2 -7.7 -8.8 -5.4

Source:  Data from Telstra, AAPT, Primus and Optus (except 2001-02 data, which was excluded from the index).

Figure 4.14 Price changes for individual PSTN services for other business consumers, 2003-04 to
2007-08
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5 Mobile services index

The mobile services index shows how average prices have changed for consumers of GSM, CDMA and
3G prepaid and post-paid mobile services.? 3G mobile services are included in the index for the first time,
following the commencement of data collection on these services in 2005-06.

The index is calculated from sample prices for bundles of mobile services that represent the usage patterns
of consumers with very low, low, average, high and very high consumption of mobile services.?

Sub-indexes are prepared for post-paid and prepaid GSM, CDMA and 3G services. The sub-indexes are
weighted in the index using revenue weights for each of the mobile services.

5.1 Main changes

In 2007-08, average prices for each of post-paid and prepaid GSM, CDMA and 3G services declined in
real terms. Post-paid GSM services experienced the greatest price decline.

The decline in these indexes in 2007-08 appears mainly as a result of changes made to the capped or
‘bucket’ plan offerings. These changes included a significant increase in the entitlements included ‘within
the cap’ in terms of the value of individual service entitlements or the introduction of entitlements to
additional services such as international calls or, where supported, data services.

2  GSM is defined as the global system for mobile communications, CDMA is defined as code division multiple access services and 3G is
defined as the third generation of telecommunications standards and technology for mobile networking. All are digital cellular networks.

3  Very low user group: occasional consumers making 1-2 calls a week; low user group: occasional to regular consumers making 5-7
calls a week; average user group: regular to frequent consumers making 2 calls a day; high user group: frequent consumers making
4-5 calls a day; very high user group: very frequent consumers making 8-10 calls a day.
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Table 5.1 Year-on-year percentage changes in the price indexes for mobile services, 1998-99 to
2007-08
)]
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GSM:
Post-paid —5.1 -13.4 5.4 -0.9 2.2 -1.0 -158 -10.2 —-6.9 -9.3
Prepaid -104 1387 -5.1 -0.9 -5.6 -5.6 -0.8 1.8 -2.8
All GSM 5.1 -13.2 —-6.8 2.0 1.1 -32 -129 6.7 -3.1 -6.3
CDMA:
Post-paid —2.0 -1.5 142 -0.3 2.9 -3.5
Prepaid -3.6 -43 124 2.7 2.1 -3.3
All CDMA —2.3 22 -13.8 0.4 2.6 -3.5
3G:
Post-paid -3.5
Prepaid -7.3
All 3G -3.7
Overall =i -13.2 —6.8 —2.0 0.9 -32 -13.0 —6.5 =28 -5.4
Source:  Data from Telstra, Optus, Orange, Primus, Vodafone, Hutchison, AAPT and Virgin Mobile and published mobile

plan/service information.
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Figure 5.1  Overall mobile services index, 1997-98 to 2007-08
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The 2007-08 mobile services index has also been calculated after excluding 3G services. This is to provide
greater transparency of the effect of introducing these services into the index in 2007-08. The index would
have reduced by slightly more (6.0 per cent) had 3G services not been included.
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5.2 GSM services

Average real prices paid for GSM services again fell in 2007-08, continuing a trend that commenced in

2004-05.

Figure 5.2 GSM mobile services index, 1997-98 to 2007-08

120

Index

1997-98  1998-99 1999-2000 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08

Financial year

. Post-paid

[ Prepaid

-0~ AlIGSM

Source:  Communications Research Unit estimates to 2000-01; data from Telstra, Optus, Vodafone, AAPT, Virgin Mobile and

published mobile plan/service information.

Note: Base year is 1997-98 for post-paid and 1998-99 for prepaid services; indexes/price changes are calculated in real price

(2002-03) terms.
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5.2.1 Post-paid prices

Each customer group experienced a price decline for post-paid GSM services during 2007-08. Very low
users experienced the sharpest decline.

Figure 5.3  Year-on-year percentage changes in the price index for GSM post-paid services by
user group, 2003-04 to 2007-08
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Source:  Data from Telstra, Optus, Vodafone, AAPT, Virgin Mobile and published mobile plan/service information.

Note: Base year is 1997-98; indexes/price changes are calculated in real price (2002-03) terms.
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5.2.2 Prepaid prices

In 2007-08, the price index for GSM prepaid services decreased for all user groups. The high and very high
user groups experienced the greatest decrease in price.

Figure 5.4  Year-on-year percentage changes in the price index for GSM prepaid services by user
group, 2003-04 to 2007-08
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Source:  Data from Telstra, Optus, Vodafone, AAPT, Virgin Mobile and published mobile plan/service information.

Note: Base year is 1998-99; indexes/price changes are calculated in real price (2002-03) terms.
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5.3 CDMA services

In 2007-08, the average real price paid for CDMA services declined, returning these prices to a similar level
observed in 2004-05.

The ACCC began reporting on prices paid by consumers for CDMA services in 2002-03. Telstra and
Hutchison under the brand Orange have operated CDMA networks, with other carriers (including Optus)
reselling this service to their own customers. Hutchison closed its CDMA network on 9 August 2006.
On 28 April 2008, Telstra closed its CDMA network. Hence, this is the last year that these services will
be reported on.

Figure 5.5 CDMA mobile services index, 2001-02 to 2007-08
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Source:  Data from Telstra, Optus and published mobile plan/service information.

Note: Base year is 2001-02; indexes/price changes are calculated in real price (2002-03) terms.
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5.3.1 Post-paid prices

The average price paid for CDMA post-paid services fell in 2007-08, with the average user group
experiencing the largest decline. Low users experienced a price increase.

Figure 5.6  Year-on-year percentage changes in the price index for CDMA post-paid services by
user group, 2002-03 to 2007-08
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Source:  Data from Telstra, Optus and published mobile plan/service information.

Note: Base year is 2001-02; indexes/price changes are calculated in real price (2002-03) terms.
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5.3.2 Prepaid prices

The average price for prepaid CDMA services decreased in 2007-08. Average prices decreased across all
user groups.

Figure 5.7  Year-on-year percentage changes in the price index for CDMA prepaid services by
user group, 2002-03 to 2007-08
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Source:  Data from Telstra, Optus and published mobile plan/service information.

Note: Base year is 2001-02; indexes/price changes are calculated in real price (2002-03) terms.

5.4 3G services

Average real prices for 3G services fell in 2007-08, with prepaid services experiencing the greater price
reduction.

Table 5.2 Year-on-year percentage changes in price indexes for 3G services

2007-08
Post-paid -3.5
Prepaid -7.3
All 3G -3.7

Source:  Data from Telstra, Optus, Vodafone and Hutchison and published mobile plan/service information.
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5.4.1 Post-paid prices

In 2007-08, the price index for 3G post-paid services decreased. Average users experienced the greatest

price reduction. High users also experienced a price increase.

Figure 5.8  Year-on-year percentage changes in the price index for 3G post-paid services by user

group, 2001-02 to 2007-08
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Source:  Data from Telstra, Optus, Vodafone, Hutchison, AAPT, Virgin Mobile and published mobile plan/service information.

Note: Base year is 2006-07; indexes/price changes are calculated in real price (2006-07) terms.
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5.4.2

Prepaid prices

In 2007-08, prices paid for 3G prepaid services decreased for average, high and very high user groups.
Figure 5.9 shows that the largest decline in price in 2007-08 was experienced by very high users.

Figure 5.9  Year-on-year percentage changes in the price index for 3G prepaid services by user

group, 2006-07 to 2007-08
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Source:  Data from Telstra, Optus, Vodafone, AAPT, Hutchison, Virgin Mobile and published mobile plan/service information.
Note: Base year is 2006-07; indexes/price changes are calculated in real price (2006-07) terms.
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5.5 Points contribution

GSM services made the largest points contribution to the change in the mobile services index, reflecting
that they experienced the greatest price reduction and that they have the greatest revenue share.

Figure 5.10 Points contribution by GSM, CDMA and 3G indexes to the mobile services index,

2007-08
3G -1.0%
CDMA -0.2% -
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5.6 Analysis of price changes for mobile services in
2007-08

To make a mobile call, a mobile service consumer requires a handset, connection and ongoing access to
a mobile network. These are typically sold through a wide range of pricing plans.* As there can be a high
degree of cross-subsidisation among the individual components of particular phone plans, it is not possible
to analyse changes in the overall price of mobile services by only looking at, for example, charges per
minute.

However, once overall price change trends have been established, it is useful to analyse pricing plans
available to consumers to identify factors that may have contributed to this price change.®

The following trends in mobile plans were observed in 2007-08:

e While there are some simplified call plans, carriers usually offer a range of call plans with complex
discounts, handset charges, credits and free call options.

4 While consumers are able to sign up to plans without handsets, the Communications Research Unit (former Department
of Communications, Information Technology and the Arts) approach prices plans with a handset as it is a basic component
for using a mobile service.

5 ACCC, Changes in the prices paid for telecommunications services in Australia 1999-2000, April 2001, p. 67.
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e Newer, higher quality handsets were being provided at low cost to consumers and with zero upfront
costs to consumers on post-paid contract plans.

e Minimum spend plans were common and were effectively the same as access plans—consumers must
pay a minimum charge a month, with per-minute prices declining the higher the fixed minimum charge.

e The capped amount included in most post-paid and prepaid capped plans increased significantly in
2007-08. A number of carriers also added international voice calls to the list of eligible services for
which the capped amount (or spend limit) is applicable.

e Flag falls® are a standard fixed component for most mobile users, contrasting with earlier years when
some carriers did not have a flag fall or connection charge. While the price of flag falls overall has
generally been increasing in the bundles priced for this study, there have been decreases for some
consumers.

6  Flag fall is a fee applied at the start of a mobile voice call for the purpose of call connection, regardless of the length of the call.
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6 Internet services index

This year an internet services index has been added to the report to show how prices have changed

for consumer-grade dial-up and fixed-line broadband —cable and digital subscriber line (DSL)—internet
services. Consumer-grade services represent the overwhelming majority of internet services. Wireless
internet services are also discussed and will be added to the internet services index from the next report.

The DSL and cable internet indexes are calculated by comparing prices for the bundle of services
(initial connection, subscription and excess usage) observed at the commencement and end of the
period. Prices for cable and DSL services are estimated by service provider based on published plan
prices and usage profiles representative of consumers in each expenditure quintile.

The dial-up internet services index compares the average monthly expenditure by consumer.

Sub-indexes for service type (dial-up, DSL and cable) are then aggregated to derive an overall price index
for internet services.

6.1 Main observations

The ACCC estimates that real prices paid for dial-up and fixed-line broadband services reduced by
5.8 per cent during the year. Prices paid for dial-up internet services reduced by the greatest amount, with
prices for DSL internet and cable internet services also reducing.

Table 6.1 Year-on-year percentage changes in price indexes for internet services

2007-08
Dial-up -11.0
DSL -5.2
Cable -5.9
Overall -6.2

Source:  Data from Telstra, Optus, Primus, AAPT, iiNet and published plan/service information.

Note: Price changes are calculated in real price (2007-08) terms.

Plans for wireless internet services changed fundamentally during the period, with plan terms aligning much
more closely with those applicable to fixed broadband services of equivalent data quotas.
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6.2 Points contribution

DSL services made the largest points contribution to the change in the internet services index.
This reflects that, although DSL services experienced the smallest price reduction, they have the
greatest revenue share.

Figure 6.1  Points contribution by dial-up, DSL and cable indexes to the internet services index,

2007-08
Dial-up -1.6%
Cable -1.2%
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6.3 Digital subscriber line internet services

There was little movement in nominal DSL plan prices during the year. Telstra (BigPond), which is the
predominant supplier of DSL services, maintained prices on existing plans. New Telstra plans were directed
at highest spend customers.

Other service providers reduced prices on some plans, as well as introducing new plans—that is, those
which include attributes (e.g. data transfer quotas) not offered previously —at different price points to those
on offer at the commencement of the period. These service providers also withdrew some plans to new
customers.

The non-price terms attached to some plans, such as data transfer quotas and headline speeds, varied
during the year. Download quotas tended to increase, and/or ‘unmetered’ content was introduced so that
content (typically video) could be accessed outside of the consumer’s download quota. Some service
providers simplified quotas, moving away from separate peak and off-peak quotas.

1 38 ACCC telecommunications reports 2007-08 | REPORT 2



Other observed trends were a movement by consumers towards plans with higher headline speeds
(such as ADSL2+ plans) and/or speed throttling for excess usage (with additional charging remaining
a feature of entry-level plans).

Some service providers also introduced ‘naked DSL’ plans. These plans are priced at a premium but do
not require the consumer to acquire a PSTN voice service to acquire a DSL internet service.

6.4 Cable internet services

There was also little movement in nominal cable internet plan prices during the year. Telstra (BigPond)
maintained prices on existing plans. Optus reduced prices on its entry-level cable internet plan and
introduced new plans aimed at average or higher spend consumers. These new plans featured higher
price points but increased data quotas than those applying on most comparable plans on offer at the
commencement of the period.

The Telstra and Optus cable networks have been upgraded to support higher headline speeds.
Reflecting this, headline speeds of cable services tend to exceed those for the most comparable
DSL internet plan, although prices for cable and DSL internet services by service provider are now
broadly similar.

Cable internet plans are available regardless of whether the consumer acquires a PSTN voice service.
That said, and reflecting the general practice across broadband internet services, plan prices are more
expensive where the consumer does not acquire a PSTN (or other) service from the cable internet service
provider.

6.5 Dial-up internet services

Average prices paid for dial-up internet services declined over the year. Average prices appear to have
been impacted by changes in the distribution of consumers away from higher priced dial-up internet plans,
as well as changes in plan prices. Take-up of dial-up internet services continued to decline over the period,
resulting in this price movement making a lesser points contribution to the overall internet price index.

6.6 Wireless internet services

For the purposes of this report, wireless internet services are those that permit internet connectivity to a
laptop or other computer over a wireless access network (typically a 3G network). They are distinguished
from 3G services by the use of customer equipment (USB modem key or wireless card) independent of a
mobile phone handset, by supply independent of a mobile voice service and by plan terms more aligned
with those prevailing for other (fixed) broadband internet services.
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Wireless internet plans changed fundamentally during the period so that, at the end of the period, wireless
internet plans featured similar price points to the most comparable fixed broadband plan. On its face, this
represented a significant price reduction, with all service providers reducing plan prices during the period.

Hutchison (Three) initiated price reductions, introducing new plans in July 2007 and progressively reducing
prices throughout the period. Optus and Telstra also reduced the price of their plans midway through

the period. Both initial connection (customer equipment) and ongoing subscription prices also fell during
the period.

Observable differences remain between plans for wireless internet and fixed broadband services.
Comparable wireless internet plans have not developed for heavier users (exceeding 6 Gb data transfer)
and excess usage fees (rather than speed throttling) are more likely to apply to consumers on a wireless
internet plan who exceed their download quotas.

The change in wireless internet plans was accompanied by a significant increase in the take-up of wireless
internet services from a low base. As a significant increase in take-up occurred over the period, it may be
that a significant proportion of consumers acquired a wireless internet service after the reductions in plan
prices occurred.

Since the end of the reporting period, additional service providers have introduced consumer grade
wireless internet plans, and take-up has continued to increase.
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7 Tables

Table 7.1 Telecommunications services index, 1997-98 to 2007-08
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PSTN services 100.0 950 884 832 81.0 819 821 81.1 758 716 67.7
Mobile services 100.0 949 824 768 752 759 735 640 59.7 583 551
Internet services 100.0 93.8
All services (old series) 67.1 -

All services (new series)* 100.0 95.0 86.4  81.1 79.1 799 790 73.8 69.0 100.0 94.5

Source:  Data from Telstra, Optus, AAPT, Primus, Vodafone, Hutchison, Virgin Mobile, pricing plans and other published
information.

*Includes internet services.
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Table 7.2 PSTN services index by service; residential and business, 1997-98 to 2007-08
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All PSTN
Basic access 100.0 99.2 1089 1254 1420 159.6 1705 1794 1752 1728 170.0
Local calls 100.0 99.5 90.3 741 65.4 62.9 60.8 56.1 50.7 47.3 425
National long-
distance 100.0 93.6 84.7 79.4 72.5 69.1 67.8 65.7 61.2 54.5 48.6
International 100.0 79.3 57.9 48.0 40.7 38.3 36.1 34.5 31.5 29.9 27.6

Fixed-to-mobile 100.0 94.7 87.3 81.9 79.2 77.3 75.6 72.7 65.0 60.1 56.2

All PSTN 100.0 95.0 88.4 83.2 81.0 81.9 82.1 81.1 75.8 71.6 67.7

PSTN residential

Basic access 100.0 99.4 1104 1281 1474 1719 1844 1983 1954 1951 193.1
Local calls 100.0 99.0 88.7 741 66.0 65.2 62.7 55.7 50.7 46.8 421
National long-

distance 100.0 94.8 85.0 82.4 75.4 73.6 74.2 72.9 68.8 59.9 52.0
International 100.0 80.2 59.1 50.5 42.6 411 38.7 37.3 34.1 32.3 29.4

Fixed-to-mobile 100.0 95.6 87.7 86.7 82.6 86.7 86.8 85.2 77.3 70.9 63.1

All residential 100.0 95.3 88.2 85.1 83.3 87.5 88.7 88.4 83.5 79.0 73.9

PSTN business

Basic access 100.0 989 106.4 1209 1330 1385 146.6 1480 1419 1365 132.6
Local calls 100.0 100.5 92.9 741 64.4 58.5 57.2 56.8 50.9 48.2 43.3
National long-

distance 100.0 91.7 84.3 74.5 67.8 62.0 57.8 54.5 49.3 45.9 42,9
International 100.0 77.4 55.4 41.4 35.9 30.8 29.0 26.8 24.0 23.3 22.9

Fixed-to-mobile 100.0 94.1 86.9 78.3 76.9 69.5 66.2 61.9 54.5 50.7 49.6

All business 100.0 94.7 88.5 80.3 77.7 73.2 72.0 69.9 64.0 60.5 58.0

Source:  Data from Telstra, Optus, AAPT, Primus, pricing plans and other published information.
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Table 7.3 PSTN business services index; small and other business, 1997-98 to 2007-08
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Small business
Basic access 100.0 947 1056 1146 1332 1432 1542 1766 160.1 153.2 147.0
Local calls 100.0 107.2 98.4 75.5 73.2 70.5 68.4 80.6 73.4 71.4 66.6
National long-
distance 100.0 98.2 89.5 86.4 80.7 75.2 79.2 87.4 80.0 78.2 73.6
International 100.0 90.7 59.7 39.7 34.4 31.9 30.5 34.8 32.0 27.8 28.0
Fixed-to-mobile 100.0 92.4 87.4 79.9 79.3 75.9 77.0 92.3 82.2 79.5 791
All small business 100.0 97.9 90.8 82.9 84.9 85.9 88.6 102.6 92.8 89.4 86.5
Other business
Basic access 100.0 100.5 106.7 123.1 1328 133.7 1387 1182 1200 1169 1173
Local calls 100.0 98.6 91.4 73.7 62.3 55.6 54.7 44.4 39.1 34.8 28.2
National long-
distance 100.0 89.4 82.5 70.4 63.8 58.0 49.4 41.4 37.2 32.5 29.9
International 100.0 69.0 51.8 40.2 34.9 29.4 27.4 21.4 18.8 20.7 19.7
Fixed-to-mobile 100.0 94.5 86.8 77.9 76.4 68.0 62.2 49.0 42.8 37.7 35.7
All other business 100.0 93.7 87.8 79.5 75.8 69.3 65.4 535 49.4 451 42.6
PSTN business 100.0 94.7 88.5 80.3 777 73.2 72.0 69.9 64.0 60.5 58.0

Source:

Data from Telstra, Optus, AAPT, Primus, pricing plans and other published information.
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Table 7.4 Mobile services index, 1997-98 to 2007-08
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GSM:
post-paid 100.0 94.9 82.2 7.7 77.0 78.7 78.0 66.1 59.1 55.2 50.1
prepaid 100.0 89.6 77.3 73.3 72.7 68.6 64.8 63.9 65.4 63.5
All GSM 100.0 94.9 82.4 76.8 75.2 76.0 73.6 64.1 59.5 57.9 54.3
CDMA:
post-paid 100.0 98.0 96.6 82.8 82.6 85.0 82.0
prepaid 100.0 96.4 921 80.7 82.8 84.6 81.8
All CDMA 100.0 97.7 95.6 82.3 82.7 84.8 81.9
3G:
post-paid 100.0 96.5
prepaid 100.0 92.7
All 3G 100.0 96.3
All mobile
services 100.0 94.9 82.4 76.8 75.2 75.9 73.5 64.0 59.7 58.3 55.1
Source: Data from Telstra, Optus, AAPT, Hutchison, Vodafone, Virgin Mobile (until 2006-07), pricing plans and other published

information.
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Table 7.5 Mobile services index by network type and user group, 1997-98 to 2007-08
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GSM post-paid:
very low 100.0 80.5 57.2 47.6 44.0 46.0 49.6 48.9 46.4 46.8 38.6
low 100.0 92.4 73.9 63.6 59.6 59.5 58.4 56.5 51.6 49.9 47.0
average 100.0 98.3 84.0 74.4 67.7 67.0 66.7 64.6 63.9 66.8 64.8
high 100.0 93.3 81.5 76.5 73.6 72.7 72.4 59.5 57.6 53.1 50.6
very high 100.0 95.9 84.3 82.0 83.7 86.7 84.9 66.8 541 47.3 1.4
GSM prepaid:
very low 100.0 92.0 62.3 41.2 41.5 39.8 38.6 38.9 38.6 37.9
low 100.0 87.7 78.7 78.9 76.9 72.3 67.9 67.5 69.3 67.6
average 100.0 88.3 79.8 76.9 78.4 73.9 68.0 68.9 70.2 68.6
high 100.0 90.5 85.7 86.4 83.4 77.8 70.5 71.5 72.8 70.7
very high 100.0 89.4 80.1 83.4 85.7 79.1 78.9 73.9 76.0 73.7
CDMA post-paid:
very low 100.0 107.9 104.0 101.7 91.2 90.0 87.5
low 100.0 102.7 106.4 96.6 95.0 94.0 97.2
average 100.0 106.3 110.1 102.1 104.1 103.6 96.9
high 100.0 88.7 92.3 82.3 96.4 1047 101.7
very high 100.0 97.2 89.9 68.7 61.5 63.2 60.5
CDMA prepaid:
very low 100.0 97.6 90.3 76.8 78.7 80.2 7741
low 100.0 99.3 93.9 80.3 83.0 85.0 81.5
average 100.0 97.6 94.5 82.8 85.9 88.2 85.7
high 100.0 94.3 93.4 84.8 86.5 88.1 85.6
very high 100.0 91.8 89.3 78.7 80.2 81.7 79.3
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3G post-paid:
very low 100.0 92.3
low 100.0 96.1
average 100.0 91.2
high 100.0 100.9
very high 100.0 96.9
3G prepaid:
very low 100.0 104.4
low 100.0 100.9
average 100.0 93.2
high 100.0 92.5
very high 100.0 89.3

Source:  Data from Telstra, Optus, AAPT, Vodafone, Hutchison, Virgin Mobile (until 2006-07), pricing plans and other published
information.
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Table 7.6 Internet services index by network type and user group, 2006-07 to 2007-08

2006-07 2007-08
DSL:
very low 100.0 98.6
low 100.0 99.1
average 100.0 99.5
high 100.0 98.7
very high 100.0 98.9
Cable:
very low 100.0 97.6
low 100.0 99.1
average 100.0 99.1
high 100.0 99.1
very high 100.0 99.1

Table 7.7 Points contribution to telecommunications services index, 1998-99 to 2007-08

o
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[©) ()] o o o o o o o o
— — (V) N (V) N [a\} [eV} [a\} (eV)
PSTN services -3.7 -4.8 -3.6 -1.6 0.6 0.2 -0.7 -3.6 -2.9 2.2
Mobile services -1.3 -4.2 2.5 -0.8 0.4 -1.3 -5.8 2.9 -1.2 2.7
Internet services n/a n/a n/a n/a n/a n/a n/a n/a n/a -0.6
All telecommunications
services -5.0 -9.1 —6.1 -2.5 1.0 -1.1 —-6.6 -6.5 -4.0 -5.5

Source:  Data from Telstra, Optus, AAPT, Primus, Vodafone, Hutchison, Virgin Mobile (until 2006-07), pricing plans and other

published information.

Note: The sum of the components’ points contribution may not add up to the overall index change due to rounding.
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Table 7.8 Points contribution to PSTN services indexes by service; residential and business, 1998-99 to

2007-08
o
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@ o o - o <o} < 0 © ~
D o)} S o o e} o S S o
> o)} S S e} S S S S =1
— — (e} [eV) N N [a\} [V} (e} N
PSTN
Basic access -0.2 1.9 3.3 3.7 3.7 2.2 1.8 -0.9 -0.5 -0.7
Local calls -0.1 2.8 -5.0 —2.6 -0.8 -0.7 -1.4 -1.5 -0.9 -1.2
National long-distance -1.6 2.3 -1.5 -1.9 -0.9 -0.4 -0.5 -1.1 -1.7 -1.6
International 2.3 -2.6 -1.5 -1.1 -0.4 -0.3 -0.2 -0.4 -0.2 -0.3
Fixed-to-mobile -0.7 -1.3 1.1 -0.7 -0.5 -0.5 —0.9 2.7 -2.0 -1.8
All PSTN -5.0 -6.9 -5.9 —2.6 1.1 0.2 -1.2 —-6.6 54 -5.5
PSTN residential
Basic access -0.1 213 &L 4.4 5.1 2.5 2.6 -0.6 -0.1 -0.5
Local calls -0.3 -3.3 -4.7 -2.4 -0.3 -0.8 2.1 -1.5 -1.1 -1.3
National long-distance -1.3 -2.6 -0.7 -1.9 —0.5 0.1 -0.3 -1.0 2.2 -2.0
International —2.5 2.9 -1.6 -15 -0.3 -0.4 -0.2 -0.4 -0.3 -0.4
Fixed-to-mobile -0.4 -0.9 -0.2 -0.8 0.9 0.0 -0.3 -0.2 -1.8 -2.3
All residential 4.7 -7.5 -3.5 2.1 5.0 1.4 -0.3 -5.5 -5.4 -6.4
PSTN business
Basic access -0.2 1.3 2.7 2.5 1.1 1.7 0.3 -1.5 -1.4 -1.0
Local calls 0.1 2.2 55 2.9 -1.7 -0.4 -0.1 -1.5 -0.7 -1.2
National long-distance 2.1 -1.8 2.5 -2.0 -1.7 -1.2 -0.9 -1.5 -1.0 -0.9
International 2.0 2.1 -1.3 -0.4 -0.5 -0.2 -0.2 -0.2 -0.1 0.0
Fixed-to-mobile -1.2 -1.8 —2.6 -0.5 -3.0 -1.5 -2.1 -3.9 —2.4 -0.8
All business -5.3 -6.5 -9.3 -3.2 -5.8 -1.6 —2.9 -8.6 =55 -4.0
Source:  Data from Telstra, Optus, AAPT, Primus, pricing plans and other published information.
Note: The sum of the components’ points contribution may not add up to the overall index change due to rounding.
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Table 7.9 Points contribution to mobile services index, 1998-99 to 2007-08
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GSM 1.0 -30 -11.3 -6.3 2.5 -4.2
CDMA -0.1 -0.2 -1.7 -0.2 0.2 -0.2
3G -1.0
All mobile services 0.9 -3.2 -13.0 -6.5 2.3 -5.4
GSM:
post-paid -51 -126 -4.6 -0.6 1.4 -1.9 —6.6 —-6.4 -3.9 -5.0
prepaid -0.6 —2.2 -1.4 -0.3 -1.3 -6.3 -0.3 1.3 -1.5
All GSM -5.1 -13.2 -6.8 -2.0 1.1 -32 -129 -6.7 2.7 -6.5
CDMA:
post-paid -1.1 -1.3 -9.9 -3.1 2.4 =-3.1
prepaid -1.5 -0.9 -3.9 -0.2 0.2 -2.9
All CDMA 2.7 —2.2 -13.8 -3.3 2.6 -5.9
3G:
post-paid -3.2
prepaid -6.8
All 3G -10.0
Source: Data from Telstra, Optus, AAPT, Vodafone, Hutchison, Virgin Mobile (until 2006-07), pricing plans and other published
information.
Note: The sum of the components’ points contribution may not add up to the overall index change due to rounding.

Table 7.10 Points contribution to internet services index, 2007-08

2007-08
Dial-up -1.6
DSL -34
Cable -1.2
All internet services -6.2
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8 Methodology for determining price
change

8.1 Index model

Since 1999-2000, a ‘basket’ approach has been used to measure the prices consumers pay for
telecommunications services.

Under this approach, developed by the Communications Research Unit of the former Department of
Communications, Information Technology and the Arts, index numbers are used to analyse movements in
prices paid for a basket of telecommunications services.

An index number measures the price of the services in one period relative to another. It reflects price
changes over time, but not price levels. The advantages and disadvantages of the index approach and the
method of constructing indexes are detailed in the report for 1999-2000.7

The price indexes are constructed using revenue, quantity and pricing plan data collected by the ACCC
from several telecommunications service providers. They are then aggregated to derive a series of overall
indexes.

The ACCC uses a different method to derive the PSTN services index and dial-up internet services index
from the one used for the mobile services index and broadband internet services. Both methods are
outlined below.

It should be noted that an internet service index has been included as a component of the overall
telecommunications index for the first time in 2007-08. This should be kept in mind when comparing
reported changes in the overall telecommunications index in 2007-08 with those observed in
previous periods.

8.1.1 PSTN services index

Consistent with the obligation to report on prices paid for telecommunications services, this report presents
changes in retail prices, after deducting discounts and concessions offered to consumers.

7 Afull description of the construction of the index and the underlying theory is contained in appendix 1 of ACCC, Changes in the prices
paid for telecommunications services in Australia 1999-2000, April 2001.
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Data on actual prices paid by consumers is not readily available and would require regular and expensive
sampling to obtain. Tariff documents also may not include information on discounts and short-term
specials, which carriers increasingly offer, and many discount plans become effective only after a threshold
value has been reached or a number of calls have been made. It is extremely difficult to retrospectively
establish the actual prices paid by consumers for particular services and the degree to which customers
may have taken advantage of discounts.®

To try to capture the effects of discounts and specials on prices paid, carrier revenue and usage data have
been used to derive a yield. The yield provides a proxy for price in the form of an estimate of the average
price paid for a unit of a telecommunications service.

Participating carriers provided separate revenue and usage estimates for five basic PSTN services: basic
access, local calls, national long-distance, international long-distance and fixed-to-mobile services.

For each of these, carriers were asked to further disaggregate the data into usage by residential, small
business and other business consumers.

Using this data, a yield was estimated for every PSTN service by consumer group for each year of the
study (1997-98 to 2007-08). These yields were then converted into real terms® and used to construct
a series of price indexes that show how prices paid for individual PSTN services by different consumer
groups changed over time.

Individual carrier indexes for each PSTN service and consumer group category were then combined to
derive indexes for PSTN services consumed by the three consumer groups. These three indexes were then
aggregated into an overall index for all PSTN services for all consumers.

As with all aggregated indexes, the expenditure share of a service determines its importance in the overall
index. For a given change in price, the index is influenced most by those services on which consumers as a
group spend the most money.

8.1.2 The mobile services index

The mobile services index reflects the prices that consumers pay for mobile services provided on GSM,
CDMA and 3G networks, including both prepaid and post-paid (billed) mobile services.

In contrast to the PSTN index, yield data has not been used to construct indexes for mobile services.
This reflects differences in the pricing structure of PSTN and mobile services.

To make a call on a mobile network, consumers require a mobile handset, and connection and ongoing
access to the network. Carriers and carriage service providers typically offer these services as part of a
bundled package or plan. These plans include ongoing access to a carrier’s network, charges for calls
and other services and, if required, connection and a handset. Increasingly, these are represented within
a single plan price offered to the consumer.

8  The difficulty in obtaining data on prices paid meant that the standard or list prices were used to construct the weighted averages for
each service reported in the first two Division 12 reports, but at a cost. Standard prices are the maximum consumers pay; they exclude
all discounts and short-term specials.

9  Inthe index model, revenue and price data for PSTN services are expressed in 1999-2000 dollars, and in 2002-03 dollars for mobile
services. The nominal values were converted to 1999-2000 values using the ABS consumer price index.
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Mobile plans can contain a high degree of cross-subsidisation. Historically, when carriers have offered

low upfront charges for handsets, they have recovered these costs through higher charges for monthly
access or outgoing calls. When choosing which plan to use, consumers can further trade off higher access
charges for lower call charges and increasingly choose an array of discount options to suit their calling
preferences.

The mobile services index follows previous ACCC practice by using samples of 385 bills for each mobile
carrier to construct average usage ‘bundles’ consumed by very low, low, average, high and very high
spend customers.

For this report, the usage bundles were updated to include additional services that were not included in the
previous mobile index. The included services are'®:

e domestic voice calls (number and duration)

e international voice calls (hnumber and duration)
® message retrieval calls (number and duration)
e text messages—SMS (number)

e data usage (megabytes)

e content services (number and dollar amount)
e handset charges (dollar amount)

e other charges (dollar amount).

Previously, the bundles comprised connection (flag fall) and access fees, handset costs, domestic calls to
mobile and fixed networks (on a peak and off-peak basis) and SMS messages to mobile networks.

The updating of the bundles ensures that the service bundles being priced and the accompanying price
changes reflect the structure of services purchased in the current service area (noting that the previous
bundles date from 2000, and were last updated for the average quantities of the respective services

in 2003).

Separate indexes were then constructed to compare the cost of each bundle over time. These indexes—

GSM, CDMA and 3G, post-paid and prepaid —were then aggregated using a revenue-weighting process

to form an overall mobile service index. The mobile service index for 2007-08 includes 3G services for the
first time.

As there has been a change in the methodology and services covered by this index, there is a break in
the series.

10 The data items collected for each service are listed in parentheses.
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8.1.3 The internet services index

The internet services index comprises sub-indexes for dial-up internet, DSL and cable broadband services.
Sub-indexes for consumer type are not included. Plans for residential consumer grade services are
monitored, as these represent the overwhelming majority of internet services.

The DSL and cable internet indexes were calculated by comparing prices for the bundle of services (initial
connection, subscription and excess usage) observed at the commencement and end of the period for
service providers included in the study.

For each of the cable and DSL services, representative consumer profiles were developed for each service
provider by expenditure quintile based on bill samples. Average price changes for each consumer profile
and service provider were calculated, with price changes per service provider weighted by revenue share to
give the overall price movement for that service type.

In contrast, price changes for dial-up internet services were estimated based on a yield methodology. This
reflects the large number of pricing plans on offer for dial-up internet (and hence difficulty in selecting the
plans to monitor) and the reducing importance of these services to the overall internet services index.

8.2 Other methodology issues

8.2.1 Real prices

Price changes in the report were calculated using ‘real’ prices. This was done by adjusting nominal prices
for the effects of inflation using the ABS consumer price index.

8.2.2 Goods and services tax

The GST affects the prices paid by consumers of telephony services. This affects business and residential
consumers differently. While business consumers can claim a GST input credit on telecommunications
services because these are business inputs, residential consumers cannot.

As a result, the estimated prices paid by business consumers for PSTN services are GST-exclusive while
those paid by residential consumers include GST."" The prices for mobile services and internet services are
GST-inclusive as information was not available to estimate the proportion of these services used exclusively
or partly for business.

11 As the GST was not in operation in Australia before 1 July 2000, no services included a GST component in their prices before
2000-01.
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8.2.3 Quality of service

Quality means all the non-price attributes of a product or service and includes performance, reliability and
features of the product or service. The estimates obtained in this report do not take into account the effect
of quality changes on price and consumers’ usage of the services because of the difficulty in quantifying
such changes.

The introduction of mobile phones with cameras and multimedia messaging service allowing wireless
messages that include images, audio and video clips in addition to text) is a good example of how quality
affects price. When these handsets were first introduced, they were more expensive than previous models
but offered consumers more features.

If changes in quality are ignored when analysing price changes for telecommunications services,

those price changes will probably not reflect pure price changes—that is, price changes where quality
remains unchanged. However, an adjustment for a change in quality is difficult to make. The ABS has no
satisfactory arrangement for adjusting the prices of these services in the consumer price index to reflect
changes in quality, however significant they are.

Therefore, it is not possible to do anything other than acknowledge that there may be a bias.
8.24 Percentage changes and points contribution

The percentage changes used in this report are based on changes in the price indexes constructed for
each of the services analysed. A complete set of index numbers for the telecommunications services
covered is included in the tables in chapter 7 of this report. Percentage changes are useful when
summarising and analysing price movements over time.

The points contribution of an index component is the number of points that a component contributes to the
overall index in a particular year. For example, analysis might show that, of a 10 percentage point increase
in the price index for a certain basket of services, three percentage points are due to an increase in the
price of a given individual service. The points contribution for a component of a given index is calculated by
multiplying the revenue share of a component in a basket by the value of the index in that year. Analysis of
points contribution provides an insight into the underlying dynamics in the price of the basket and shows
the effects of different price changes within the basket on the index.?

12 ACCC, Changes in the prices paid for telecommunications services in Australia 1999-2000, April 2001.
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8.2.5 Record-keeping rules for the Division 12 report

In December 2004, after consulting with industry, the ACCC implemented a record-keeping rule for

the Division 12 report. Under s. 151BU of the Trade Practices Act 1974, the ACCC has the power to make
an RKR by written instrument and require that carriers and carriage service providers comply with it.

The rules may specify what records are kept, how reports are prepared and when these reports are
provided to the ACCC. The ACCC cannot require the keeping of records unless they contain information
relevant to its responsibilities. These responsibilities include the operation of parts XIB and XIC of the Act.
Under s. 151CM(1)(a) of Division 12 of Part XIB, the ACCC is required to monitor and report each financial
year on charges paid by consumers for telecommunications services.

Further information about the Division 12 RKR is available on the ACCC website at www.accc.gov.au.

The ACCC is currently reviewing the scope of the Division 12 RKR. This is to formalise the reporting
requirements associated with the provision of data for 3G mobile services and internet services.
The ACCC expects to release a revised Division 12 RKR for industry consultation during 2009.
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ACCC contacts

ACCC Infocentre

for all business and consumer inquiries

infoline 1300 302 502

website www.accc.gov.au

National office

23 Marcus Clarke Street
Canberra ACT 2601
GPO Box 3131
Canberra ACT 2601

Tel:  (02) 6243 1111
Fax: (02) 6243 1199

New South Wales
Level 7, Angel Place
123 Pitt Street
Sydney NSW 2000
GPO Box 3648
Sydney NSW 2001
Tel:  (02) 9230 9133
Fax: (02) 9223 1092

Victoria

Level 35, The Tower
360 Elizabeth Street
Melbourne Central
Melbourne Vic 3000
GPO Box 520
Melbourne Vic 3001
Tel:  (08) 9290 1800
Fax: (03) 9663 3699

Queensland
Brisbane

Level 3
500 Queen Street
Brisbane Qld 4000

PO Box 10048
Adelaide Street Post Office
Brisbane Qld 4000

Tel:  (07) 3835 4666
Fax: (07) 3832 0372

Townsville

Level 6

370 Central Plaza
Flinders Mall
Townsville Qld 4810

PO Box 2016
Townsville Qld 4810
Tel:  (07) 4729 2666
Fax: (07) 47211538

Western Australia

3rd floor, East Point Plaza
233 Adelaide Terrace
Perth WA 6000

PO Box 6381
East Perth WA 6892

Tel:  (08) 9325 0600
Fax: (08) 9325 5976



South Australia
Level 12

19 Grenfell Street
Adelaide SA 5000

GPO Box 922
Adelaide SA 5001

Tel:  (08) 8213 3444
Fax: (08) 8410 4155

Northern Territory

Level 8 National Mutual Centre
9-11 Cavenagh St
Darwin NT 0800

GPO Box 3056
Darwin NT 0801

Tel:  (08) 8946 9666 (general)
Tel:  (08) 8946 9610 (reception)
Fax: (08) 8946 9600

Tasmania

3rd floor, AMP Building

86 Collins Street

(Cnr Elizabeth and Collins streets)
Hobart Tas 7000

GPO Box 1210
Hobart Tas 7001

Tel:  (03) 6215 9333
Fax: (03) 6234 7796








