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Dear Chris, 
 
ATUG is pleased to offer its views on the Discussion Paper and 
apologises for the lateness of our submission. 
 
ATUG's view is that the notion of an Access Deficit does not 
protect competition or the long-term interests of end users. 
Rather, ATUG would suggest that the power of ubiquity and 
incumbency create an Access Surplus that can be measured in 
profit levels and free cash flows over many years. 
 
Going forward, ATUG suggests that an information-based approach 
to regulation (record keeping rules, information disclosure and 
accounting separation) is more realistic now after almost 12 
years experience with a liberalised telecommunications market. 
The actual numbers ought to be used to re-assess the relevance of 
the concept of an Access Deficit. 
 
The economic numbers previously used in access pricing decisions 
(both retail via the Price Cap and wholesale via interconnect 
charges) should be supplemented with reported financial 
performance numbers on revenues and costs including wholesale 
revenues, profits, free cash flow and investment. In addition, 
cost accounting numbers relating to internal transfers should be 
compared to access prices to competitors. This analysis should be 
part of the Commission's specific deliberations on the notional  
Access Deficit and the general role of the Commission in 
supervising the accounting separation of Telstra. 
 
In general, ATUG believes regulatory decisions should place 
greater emphasis on the substantial benefits derived from 
ubiquity and incumbency. Market power should be seen as an ex 
ante variable to be managed, rather than something to be 
investigated only in the context of claims of anti-competitive 
behaviour.  
 



At this stage in the development of the industry, ATUG suggests 
that stronger focus be placed on promoting competition as a 
significant contributor to the long-term interests of end users. 
Achieving any-to-any connectivity and encouraging the efficient 
use of and investment in infrastructure remain as important 
objectives. 
 
ATUG also believes that it is critical that the Commission 
remains focused on these objectives rather than considerations 
that may reflect the short-term interests of equity markets.  
 
The reality of Australia's geography and demography combined with 
lack of capital for the sector will mean, in ATUG's view, an 
important role for service-based competition and access pricing 
going forward. The Commission's decision about the continued 
existence, the remaining amount (if any) and the recovery of an 
Access Deficit will be critical to strong service-based 
competition and hence the long-term interest of end users in the 
telecommunications market. 
 
In the following pages ATUG offers a number of comments centred 
on the four questions outlined in the Executive Summary: 
 
1) Should access seekers still be required to make a contribution 

to the AD? 
2) If there is to continue to be an AD, how should it be defined 

and measured? 
3) If an ADC were to be retained, how should it be spread over 

calls and minutes? 
4) Is it reasonable to incorporate a "local call deficit 

surcharge" in the charge for PSTN OT?  
 
In the absence of information transparency and in the face of 
rising retail access prices, ATUG agrees with the reservations 
expressed by the Commission as to the continued relevance and 
effectiveness of the notional Access Deficit in promoting 
competition and securing the long-term interests of end-users. 
 
 
Yours sincerely 
 
 
 
 
Rosemary Sinclair 
Managing Director 



Should access seekers be required to make a contribution to the 
Access Deficit? 
 
1. The existence of the price control regime creates the notion 

of an Access Deficit, and the access regime creates a recovery 
mechanism through interconnect pricing. But the recent price 
control regime allows rebalancing over 5 years, which should 
see the end of the Access Deficit, as we now know it. 
Rebalancing is happening as can be seen from Telstra's 
recently reported (1H03) results showing two strong growth 
areas - one of which is access rentals up 10% with basic 
access now accounting got 14.9% of total sales just behind 
mobiles at 15.6%(and the other is fixed to mobile revenues up 
6.5%).  

 
2. The question of the ongoing need for a Price Control Regime 

will depend on the effectiveness of market based competition 
in delivering benefits to end-users. ATUG's view is that the 
price reductions achieved to date have been due to the Price 
Control Regime and not due to the strength of competition. The 
question arises as to the impact of the Access Deficit on 
competition and how to respond if the impact is detrimental.  

 
3. The Commission needs to take account of 10 years of actual 

data (costs structures, profit, investment) on the 
telecommunications industry in determining whether to continue 
with its qualified acceptance of the need for an Access 
Deficit. 

 
4. The Access Deficit contribution in access pricing may have led 

in practice to unsustainable cost structures for competitors 
as indicated to the Senate Committee on Environment, 
Communication, Information Technology and the Arts hearings of 
September 12, 2001 on the amendments to the Trade Practices 
Act, 2001. Infrastructure competitors need access to deliver 
any-to-any connectivity but costs must be such as to allow 
sustainable profits.  

 
5. The wide range of retail prices for access rental and calls 

needs to be factored into any access deficit calculations  
 
6. ATUG's Top 100 survey reflects the power of ubiquity and 

incumbency as factors in customer buying behaviour. The access 
deficit scheme does not weight these factors effectively. 

 
7. ATUG's SME study is revealing greater comfort with service 

based competition suggesting that access pricing will remain 
an issue in this segment for some time to come.  

 
8. Given 10 years history in telecommunications access decisions 

it may be that the access deficit notion with its attendant 
consequences for access pricing has been responsible for 
inefficient investment in some areas and lack of investment in 
other areas such as the local loop. Requiring competitors to 
pay for existing infrastructure in the form of an access 
deficit contribution on top of interconnect charges may 
discourage the investment in alternate technologies, 
especially in the local loop, needed for innovation. 

 



9. It has been put to ATUG that the real problem the industry 
faces is that prices are too low. ATUG's response is that 
users will not pay for unwanted capacity whether in CBDs, 
across the Nullabor or across the Pacific. In ATUG's view 
investment decisions are much more influenced by projected 
returns and the view of the equity markets than by access 
pricing. Indeed of a total Telstra revenue base of $22 
billion, wholesale revenue accounts for only $2 billion.  

 
10. Detailed studies of industry profitability ought to be part 

of any consideration of the need for an access deficit. Such 
studies should back out the effect of any international 
investment decisions and focus on the profitability of the 
domestic market and users. These studies ought to compare 
profitability between companies within the sector and between 
sectors. The objective of de-regulation was to promote long-
term interests of end users, efficiency and the international 
competitiveness of the industry, so cross-sectoral comparisons 
may be relevant to determining whether excess profits are 
being generated. Economic definitions of markets may inhibit a 
wider analysis that could be more reflective of end-user 
interests. 

 
11. Price controls are said to be limiting freedom to recover 

costs by forcing price decreases. In ATUG's view the price 
control regime has been responsible for price reductions in 
calls and without this blunt instrument the reductions would 
not have occurred to the same extent - raising the important 
question of how competitive the market really is. The role of 
the price caps in driving benefits for end users without 
market power is substantial. In ATUG's view competition is not 
strong enough to continue delivering these benefits, which 
ought to be there due to volume, technology and productivity 
benefits. Removing the need for competitors to contribute to 
the notional Access Deficit could be important to ensuring 
continued sustainable price competition.  

 
12. Early hopes that the industry would be able to negotiate 

commercially viable access prices were unrealised with 
significant delay and uncertainty. Recent access undertakings 
have been filed by Telstra. These undertakings indicate that 
in their view that the Access Deficit should go up, in the 
face of significant ability to re-balance line rentals over 
five years. Whether access seekers should be required to 
contribute to a self-assessed Access Deficit important 
questions for competitive neutrality.  

 
13. The information obtained via the record keeping rules and 

the accounting separation framework should be part of the 
Commission's deliberations, particularly going to the question 
of competitive neutrality as between Telstra's treatment of 
its retail divisions cf its competitors in regards to internal 
access cost allocations and external access prices. 



 
If there is to continue to be an Access Deficit, how should it be 
defined and measured? 
 
1. Research done by ATUG suggests that there is in commercial 

reality an access surplus that derives from ubiquitous 
coverage and incumbency.  

 
2. On this basis, ATUG would reject any assertion that retail 

marketing costs should be included in the calculation of an 
Access Deficit. The current scheme is said to encourage 
competitors to build their own networks where this is 
efficient but then they are faced with paying for the 
incumbent network via the Access Deficit contribution to the 
interconnect charge. As well, competitors have to bear their 
own marketing costs, which are substantial, to counter the 
effects of incumbency and then make a contribution to the 
incumbent's retailing costs. 

 
3. ATUG suggests that interconnect charges ought to be set in a 

forward looking way on the basis of the Access Deficit being 
removed over the next five years (irrespective of actual 
marketplace decisions) and that no contribution should be 
required to marketing costs. 

 
4. All revenues derived from services that use any part of the 

access network should be included in any calculation - 
including PSTN, ISDN, leased lines, fixed to mobile revenues, 
access revenues, ADSL revenues, interconnect revenues (ex 
ADC), USO, ULL revenues, line sharing revenues.  

 
5. Because the industry is moving increasingly to bundled offers, 

revenue from any product that can be bundled with fixed 
network revenues should be included, given the leverage that 
is being exercised from one market into others. In this regard 
the ACA surveys on customer satisfaction and awareness show 
consumers prefer the simplicity of one bill and one provider. 
These realities from the user perspective should be part of 
the consideration of which revenues ought to be included in 
calculating any notional access deficit. 

 
6. Recent developments in pricing strategy ought to be reflected 

in any calculation also. Charges now include flagfall and in 
some cases monthly minimum spend before discounts apply. All 
these move increase certainty of revenue stream for suppliers 
and decrease flexibility for consumers. 

 
7. In any case, call discounts delivered in retail offers such as 

Neighbourhood calls and caps for national and international 
calls and by commercial negotiation should be backed out of 
any calculation. Discounts given off retail prices for calls 
should not be allowed in the calculation - the calculation 
should be based on filed tariffs. Choosing to provide 
discounts below the Price Cap is a response to the competition 
the regime is designed to create. This impact of this decision 
should not be passed onto competitors via an Access Deficit 
charge. 

 
 



 
If an ADC were to be retained how should it be spread over calls 
and minutes? 
 
1. Retail charges include access rental, flagfalls, time based 

caps, bundle and some volume based discounts. Some corporate 
buyers buy voice minutes (whether local, national, 
international or mobile) rather than calls or call types. 
There are a few examples of an all up monthly user based 
charge. 

 
2. If the Access Deficit is directed at recovering costs then the 

basis for recovery ought to reflect the basis on which the 
network is dimensioned and investment is made, which suggests 
the current ACCC approach of weighting both calls and minutes. 
Charging on the basis of calls alone transfers the recovery 
risk to the access seekers and seems at odds with retail 
pricing strategies mentioned above. 



Is it reasonable to incorporate a "local call deficit surcharge" 
to the charge for PSTN OT? 
 
1. ATUG has previously made the point that, in our opinion (based 

on financial analyst and engineering assessments of costs), 
the basic business line rental (ex GST) of $30.85 currently 
covers costs (especially given the concentration of businesses 
in CBD and urban areas) estimated by the ACCC at $28.85 (ex 
GST) per month for FY 01. If Telstra continues to increase its 
business line rental charges the average monthly line rental 
to business will be $42.30 per month, a charge estimated to be 
46% above the average cost mentioned previously. 

 
2.  The rebalancing outcomes include guaranteed monthly income 

versus a usage based model (volumes are declining in local 
national and international), line rentals are less exposed to 
competitive pressure, reducing regulator risk by moving more 
revenues into the unregulated local access product, 
competitors increase their line rental price since the 
wholesale rate is the same as the retail rate (wholesale is at 
14% of total line). 

 
3. We note the differing views of interested parties as to what 

types of costs and quantum should be used in deciding whether 
or not access prices recover costs. We note also that the ACCC 
has made a decision on these costs so that it can calculate 
the AD costs which should be incorporated in wholesale access 
prices. We note also that the Commission wishes to review the 
rationale and size of the ADC in the light of additional 
information and examination undertaken by the Commission since 
2002. 

 
4. Any attempts to give longer life to the notional concept of an 

Access Deficit, such as the proposal that there is a special 
Access Deficit for local calls should be rejected.  

 
5. The argument that if costs for a particular service are not 

being recovered then an access deficit arises for that 
service, raises the question that if for another service costs 
are being recovered then the price of access to that service 
should be reduced such as business line rentals 

 
6. The reductionist approach suggested could only be contemplated 

were there to be clear information as to costs and profits on 
a service by service basis and as between Telstra retail and 
Telstra wholesale. It has been said previously that such 
information is not available.  

 
7. Call discounts delivered in retail offers such as 

Neighbourhood calls and caps for national and international 
calls and by commercial negotiation should be backed out of 
any calculation. Such discounts are a marketing decision and 
do not reflect the "economic" cost of calls that ought to be 
the centre of any consideration of the size of the notional 
access deficit. 

 
 
 
 


	Rosemary Sinclair

