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1. Introduction 

Hutchison Telecommunications (Australia) Limited and Hutchison 3G Australia Pty Limited (H3GA) 
(together Hutchison) welcome the opportunity to comment on the Australian Competition and 
Consumer Commission's (the Commission) Review of Telstra's price control arrangements – an 
ACCC draft report (the Report). 

In summary, Hutchison submits that: 

• There should be a sub cap for fixed to mobile (FTM) pricing.   

• In the absence of a sub-cap for FTM pricing, Hutchison supports the Commission's draft 
recommendation that FTM calls remain subject to a price cap as part of a basket of services.  
However, Hutchison believes that services which are competitive, such as domestic and 
international long distance calls and business services should not be included in the basket of 
services for price cap purposes. 

• The Commission should immediately commence its proposed further consideration of: 

• whether domestic long distance calls and international calls should be excluded from price 
cap regulation; and 

• whether business services be excluded from price-cap regulation. 

• Regulatory consideration be required before pricing initiatives by Telstra relating to bundling or 
other discounts are implemented, as the Commission recommends.  

The above proposals would further the main objects of the Telecommunications (Consumer 
Protection and Service Standards) Act 1999, which are to promote the long term interests of end 
users and promote the efficiency and international competitiveness of the Australian 
telecommunications industry. 

2. The fixed to mobile market 

2.1 Competition in the fixed to mobile market 

As the Commission sets out in the Report, competitive forces in the FTM market are 
relatively weak,1 and in particular the market within which FTM services are supplied to 
residential consumers is far from effectively competitive.2  Telstra accounts for 65% of all 
fixed minutes terminated on mobile networks and its market share by revenue is 74%.3  

The lack of competitive forces in FTM pricing is particularly evident in relation to residential 
customers.  As the Commission notes, in 2002-2003 the average real price of FTM calls 

                                                      
1 Australian Competition and Consumer Commission, Review of Telstra's price control arrangements – an ACCC draft 
report, November 2004 at 22. 
2 Australian Competition and Consumer Commission, Review of Telstra's price control arrangements – an ACCC draft 
report, November 2004 at 23. 
3 Australian Competition and Consumer Commission, Review of Telstra's price control arrangements – an ACCC draft 
report, November 2004 at 21. 
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declined by 4.2% for small business consumers and by 10.9% for other business 
consumers, while for residential consumers it increased by 5%.  The average yield on FTM 
calls is well above cost, particularly for residential customers.4  For example, Telstra's 
imputed margins for FTM calls for the June quarter 2004 were 14% for business customers 
and 34% for residential customers, and its actual margins are likely to be much higher.5

This lack of competition is particularly concerning in the context of the Commission's recent 
decision in the Mobile Services Review – Mobile Terminating Access Service Final 
Decision (the MTAS decision).  The MTAS decision is intended to result in a reduction in 
the cost of mobile terminating access (MTAS).  This reduction ought to be passed on to 
consumers in the form of reduced call rates for FTM calls.6   

However, Hutchison submits that without an effective price cap on FTM calls, the only 
mechanism for promoting pass through in this market would be competitive market forces.  
Market forces have so far proved largely ineffective in reducing the cost of FTM calls, 
particularly for residential consumers.   

Furthermore, a reduction in MTAS charges is expected to deliver a significant windfall to 
Telstra.  If this windfall is not passed onto consumers in lower FTM and mobile to mobile 
calls, it will be a further source of revenue which Telstra can use to engage in anti-
competitive cross-subsidisation in telecommunications markets.   

2.2 Cross-subsidisation 

The Report recommends that FTM calls remain in a basket of services including line rental, 
local calls, domestic and international long-distance calls for price cap purposes.   

Hutchison is concerned that the use of this broad basket for price cap purposes allows a 
cross-subsidisation between services in the basket and so insulates FTM pricing from the 
full effect of the price cap.  For example, the Report finds that there are 'encouraging signs 
of competition' in the markets for domestic and international long distance calls.7  
Hutchison submits that if competition produces a decrease in the charges for these 
services at a faster rate than that required by the price cap, the basket approach allows 
carriers to offset this decrease by slowing the rate at which it decreases the prices of 
services in less competitive markets, such as FTM.   

Similar cross-subsidisation appears to be occurring between business customers and 
residential customers.  In each of local services, domestic and international long-distance 
services and FTM, the Commission found that competition was considerably less in 
relation to residential customers than in relation to business customers.  This suggests that 

                                                      
4 Australian Competition and Consumer Commission, Review of Telstra's price control arrangements – an ACCC draft 
report, November 2004 at 22. 
5 Australian Competition and Consumer Commission, Review of Telstra's price control arrangements – an ACCC draft 
report, November 2004 at 22. 
6 Australian Competition and Consumer Commission, Mobile Services Review – Mobile Terminating Access Service Final 
Decision, June 2004 at 222-223. 
7 Australian Competition and Consumer Commission, Review of Telstra's price control arrangements – an ACCC draft 
report, November 2004 at 20. 
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across the basket of services, residential customers are cross-subsidising business 
customers.  Again, any decrease beyond that required by the price cap in the prices 
charged to business customers can be offset by decelerating the rate at which prices 
charged to residential customers decrease.   

3. Fixed to mobile price control arrangements 

3.1 Sub cap 

Given the lack of competition in the FTM market and the potential for the basket approach 
to price caps to be manipulated through cross-subsidisation, Hutchison remains of the view 
that a sub cap for FTM pricing is appropriate.   

An appropriate sub cap would promote competition in the FTM market and ensure that the 
price of FTM calls decreased.  A sub cap could be set at a level that would take into 
account the acceptable level of pass through of the reduced MTAS charges.  It would 
prevent carriers from offsetting any acceleration in the decrease in rates for other services 
in the basket beyond that required by the overall price cap by decelerating the rate of any 
reduction in FTM charges.  

However, if the Commission is not willing to recommend a FTM sub cap at this time, 
Hutchison supports the Commission's recommendation that FTM calls remain subject to 
the price cap set out in the Report's draft recommendation. 

3.2 Matters requiring further consideration 

The Report states that the Commission will consider further whether domestic long 
distance calls and international calls should be excluded from price cap regulation and 
whether business services should be excluded from price-cap regulation. 

Hutchison supports the Commission giving further consideration to these issues.  As 
outlined in 2.2 above, significant opportunities for cross-subsidisation of FTM calls are 
potentially created by the inclusion of FTM calls in the same price cap bundle as apparently 
more competitive services, such as domestic and international long distance calls and 
business services.   

The Commission should commence its consideration of these issues immediately, 
especially in relation to business customers.  It is common for business customers, 
particularly large corporate customers, to enter into long term telecommunications supply 
agreements, for example for periods of up to five years.  This gives the provider the 
opportunity to entrench itself in the corporate customer's business, making it increasingly 
difficult for other providers to win the client's business in the future.  The longer the anti-
competitive cross- subsidisation continues, the greater the opportunity for providers 
engaged in this activity to entrench their position with large corporate customers.  As a 
result, any delay in the reduction of FTM pricing, particularly for residential customers, from 
rates which make cross-subsidisation possible will make it increasingly difficult for other 
providers to compete for this business in the future, even once this cross-subsidisation is 
no longer possible.  
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Hutchison would welcome the opportunity to participate in any Commission process to 
consider these issues in more detail.  At this stage, Hutchison does not have sufficient 
information about the pricing of its competitors, and in particular Telstra's different charges 
for services to various classes of customers, to express a concluded view on the above 
proposals.  It nevertheless believes that there are sufficient indications of anti-competitive 
cross-subsidisation to justify the Commission exploring these issues. 

It is important that the Commission take all possible steps to promote competition in fixed 
line services, including FTM, as these services are the anchor to the product bundles 
Telstra offers its residential consumers.  If Telstra is able to keep prices artificially high due 
to its historical advantage and ownership of the fixed line network, it is then able to use this 
revenue to subsidise discounted prices to customers who bundle these services with 
services from more competitive markets, such as internet and mobile phone services.  In 
this way, Telstra is able to leverage market power from the markets involving fixed line 
services into other more competitive telecommunications markets.  

4. Regulatory consideration prior to pricing initiatives 

The Report recommends that regulatory consideration should be required before pricing 
initiatives are implemented. In particular, it recommends that pricing decisions relating to 
bundling or other discounts made available as a result of acquiring a service should require 
assessment.8  As the Report notes, this could be done in relation to Telstra through a 
Ministerial Direction under Part 9 of the Telecommunications (Consumer Protection and 
Service Standards) Act 1999.  

Hutchison strongly supports this recommendation.  Hutchison is very concerned that there 
are a variety of competition issues which are not being sufficiently dealt with through the 
current price cap mechanism, particularly in relation to the anti-competitive effects of 
bundling.  These include: 

• Telstra's leveraging of market power from the fixed line network to other more 
competitive markets such as the mobile and internet markets, as discussed at 3.2 
above. 

• The distinction between on-net and off-net pricing in the FTM and mobile telephone 
markets.  As a carrier does not in effect have to pay MTAS when terminating calls on 
the carrier's own network, the cost of providing an on-net call is significantly lower than 
the cost of providing an off-net call.  This gives a significant advantage to carriers such 
as Telstra who have a large market share of the fixed line or mobile market. 

Hutchison believes that these issues warrant further more detailed consideration, and may 
approach the Commission in relation to these issues at some point in the future. 

                                                      
8 Australian Competition and Consumer Commission, Review of Telstra's price control arrangements – an ACCC draft 
report, November 2004 at 55-56. 
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