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2. Introduction 
 
Ingenious has been briefed by Mallesons Stephen Jaques (“Mallesons”) on behalf of 
Telstra Corporation Limited (“Telstra”), to provide expert opinion on the use of 
international benchmarking in the determination of interconnection prices. Letters of 
instructions are enclosed in Appendix 4. 
 
Our report is written in reference to the use of benchmarking in two draft decisions 
made by the Australian Competition & Consumer Commission (ACCC) being: 

• Draft MTAS Pricing Principles Determination and indicative prices for the 
period 1 January 2009 to 31 December 2011 (“the MTAS determination”) 

• Assessment of Telstra’s Unconditioned Local Loop Service Band 2 monthly 
charge undertaking (“the ULL determination”) 

 
Specifically, we have been asked to express our opinion as to whether or not the 
benchmarking relied upon by the ACCC in these draft decisions is appropriate; and if 
not, why it is not appropriate. 
 
In this paper (based entirely on third party data in the public domain) we consider 
what adjustments might be necessary to a simple side-by-side benchmarking 
exercise to truly compare apples-to-apples, and comment on whether such 
adjustments are likely to have a material impact on the comparison. 
 
Such adjustments fall into three categories – those relevant to both ULL and mobile 
termination rates, those relevant to mobile only, and those relevant to ULL only. We 
consider each category in turn. However, we have not been exhaustive in assessing 
all issues that could have an impact on tariffs in different countries. We have 
focussed on those that appeared to have the greatest likelihood of material impact. 
 
Our conclusion is that there are a significant number of adjustments that would be 
necessary for a valid comparison; that several of these adjustments are individually 
material; and that in aggregate these adjustments are even more so. 
 
Our opinion therefore is that the simple benchmarking relied upon by the ACCC is 
not an appropriate basis for setting ULL or MTAS tariffs, since it includes arbitrary 
choices (such as that of comparator set) and does not make allowance for 
differences in national circumstances that would legitimately lead to materially 
different tariffs in different markets. 
 
Please note that although commissioned by Mallesons on behalf of Telstra, the views 
contained in this report are entirely those of the Ingenious Consulting Network. 
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3. Issues relevant to the benchmarking of both ULL and MTAS 
pricing 

 
In this section we consider issues that will affect both ULL and MTAS benchmarking, 
though the materiality may be different for the two services. Note that the benchmark 
figures used by the ACCC are included in Appendix 2 for reference. 

Viability of benchmarking 

While benchmarking can be helpful in certain circumstances, it is not always 
appropriate. For instance, to benchmark the right price for Vegemite in Australia by 
looking at what it costs in Europe would clearly not be meaningful. The less similar 
the circumstances in the comparator countries, the less useful the benchmarking (or, 
alternatively, the more adjustments that are necessary to the comparator figures to 
make them truly comparable). Thus it is not a safe presumption that benchmarking 
has value in a particular circumstance, and in any circumstance it should be treated 
as subordinate to an appropriately structured local calculation of costs. 
 
Ofcom, in its 2004 Review of the Wholesale Local Access Market, commented: 

“International comparisons provide a useful benchmark against which to 
judge the development of LLU in the UK… However, it is important to 
recognise that charges can differ across countries for a number of 
reasons including … differences between the service elements included 
within the charges. This will limit the inferences for the UK that can be 
drawn from any simple international price or take-up comparisons. 

“It is not therefore possible to look at the charges themselves and reach 
any definitive conclusions about the reasonableness of a charge in one 
country in comparison to another.”1 

If benchmarking is to be used, adjustments should be made in order to adjust for any 
material country-specific differences. The ACCC itself took this view in a 2006 
decision regarding Optus’ undertaking with respect to termination services. In that 
decision the ACCC criticised a benchmarking report prepared by Charles River 
Associates (CRA), stating that CRA “only make adjustments for ‘exchange 
rates/PPP’, ‘cost of capital’ and ‘geographic terrain and network coverage’”2. The 
ACCC regarded this as insufficient, having previously identified a wider set of issues 
that might require adjustment: 

                                                 
1 Ofcom, Review of the wholesale local access market, August 2004, para A52  
2 ACCC, Optus’s undertaking with respect to the supply of its Domestic GSM Terminating 
Access Service (DGTAS), February 2006, p.25 
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“In the MTAS Final Report, the Commission identified nine factors that 
may give rise to differences in the cost of supplying the MTAS between 
countries, including geographic terrain, population density, network 
usage and scale, land and labour costs, spectrum allocations, the extent 
to which MNO’s are integrated fixed-mobile operators, network 
purchasing power, cost of capital and technology employed.”3 

However, it appears that both the 2008 MTAS determination and the 2008 ULL 
determination draw directly on benchmarking reports prepared by the European 
Regulators Group (ERG) and Ovum without making any adjustments 
whatsoever other than exchange rates. 

Comparator set 

Any benchmarking exercise inevitably hinges on the choice of comparator countries 
used. Clearly issues of data availability may make an exhaustive benchmarking 
exercise impractical, so generally a subset of countries will be chosen. However, this 
choice of countries includes a judgment as to which are the most relevant 
comparators. In each of the ACCC determinations, this judgment is not made explicit. 
For instance, the MTAS determination considers first 30 European countries (with an 
average termination rate of 15.6 cpm), and then focuses on the ‘Big Five European 
Countries’ (14.6 cpm), but no explanation is offered as to why either of these sets are 
the appropriate comparators. 
 
This is an important issue, since using a different set would give a materially different 
answer: 
 

                                                 
3 Ibid., p.25 footnote 63 
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Figure 1: Average termination rates by group of countries4 
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The choice of European Union (EU) countries as the ACCC’s comparator set is 
particularly striking since it is widely acknowledged that EU mobile termination rates 
are considerably higher than non-EU equivalents. As recognised in the ACCC’s own 
draft MTAS determination, there is also considerable pressure by the European 
Commission to “bring termination rates down to costs of an efficient operator as soon 
as possible”.5  
 
For its ULL benchmarking, the ACCC has used a different comparator set – a group 
of 14 EU countries that include the ‘Big Five’ considered in the MTAS determination, 
but that is obviously smaller than the 30 EU country set also considered there. The 
reason for choosing these 14 is not given. 
 
We believe this issue is in its own right material to the outcome of a benchmarking 
exercise. 

WACC 

A critical input into prices determined by regulators is the appropriate weighted 
average cost of capital (WACC). However WACCs vary appreciably by country. For 
instance, a comparison of equity premiums in different countries shows a range of 
2.8% to 7.1%, with Australia at the top end of this scale. 
 

                                                 
4 Ingenious analysis of 2005 data, Emin Gabrielyan & Switzernet Sarl, Wholesale Market 
Mobile Termination Rates, April 2005. Excludes USA and Canada 
5 ACCC draft MTAS determination (2008), p16 
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Figure 2: Equity premiums, by country, 1900-2005 (%)6 
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All things being equal, this would suggest prices would be higher in Australia, 
particularly for asset-intense services. 
 
Taxation is also an important consideration as it directly affects the pre-tax WACC 
calculation (it is used to adjust the post-tax cost of equity). However, corporation tax 
varies significantly from country to country. This is illustrated in Figure 3 below. As 
such, variances in corporation tax rates will result in different values of pre-tax 
WACC. 
 
Figure 3: Corporate income tax rates by country, 20087 
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6 Elroy Dimson, Paul Marsh, and Mike Staunton, The Worldwide Equity Premium: A Smaller 

Puzzle,  London Business School, Revised 7 April 2006, p.17 
7 OECD Tax Database 
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To illustrate the impact of differential tax rates on the WACC calculation, if Australian 
corporation tax were to increase by 10% (from 30% to 33%) the point estimate pre-
tax WACC would increase by 3.8% (from 16.46% to 17.08%). 
 
Regulators have recognised that factors such as these will drive different WACCs, in 
that rates used by regulators across Europe vary significantly, from 7.6% to 13.3% 
(see Figure 4). Any like-for-like comparison would need to adjust for the differences 
in different jurisdictions. 
  
Figure 4: Selected WACC by country8 
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Moreover WACCs may vary over time. For instance, in its latest consultation on 
Openreach’s ULL pricing (and proposing an increase), the UK Telecoms regulator 
Ofcom commented:  

“The period since May, when we published the first consultation, has 
also been characterised by significant volatility in the financial markets. 
This is pertinent to our consideration of the appropriate cost of capital 
and is, therefore, a factor we have analysed further in this second 
consultation.”9 

 
We believe WACC variance is in its own right material to the outcome of a 
benchmarking exercise. 

                                                 
8 Commission for Communications Regulation, Review of Eircom’s Cost of Capital, November 
2007, pp.32-33. In the UK a WACC of 10% has been used for BT’s copper access network, 
and 11.4% for the rest of BT 
9 Ofcom, A New Pricing Framework for Openreach, December 2008, para 1.20 
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Timing considerations 

The international benchmarking in the ACCC determinations compares current 
calculations of appropriate rates in Australia (to apply 2009-2011) to current rates in 
force in other countries. However, the rates from other countries, while currently in 
force, may have been calculated some time ago (some date from 2004). 
 
Table 1: Comparison of determination dates between selected jurisdictions 

 MTAS ULL 

Australia (draft) November 2008 November 2008 

Belgium April 200810 June 200611 

France October 200712 October 200513 

Germany November 200814 January 200715 

Ireland October 200516 August 200417 

Italy November 200818 January 200619 

Netherlands July 200720 December 200521 

Norway (ULL currently being updated) November 200822 February 200623 

Portugal October 200724 April 200625 

Sweden (currently being updated) 26 July 2004 November 2004 

UK March 200727 October 200528 

 
                                                 
10 http://www.bipt.be/ShowDoc.aspx?objectID=2790&lang=nl 
11 http://www.ibpt.be/ShowDoc.aspx?objectID=2383&lang=en 
12http://www.arcep.fr/index.php?id=8571&L=1&tx_gsactualite_pi1[uid]=1060&tx_gsactualite_pi1[annee]=&tx_gsactual

ite_pi1[theme]=&tx_gsactualite_pi1[motscle]=&tx_gsactualite_pi1[backID]=26&cHash=2e8cb033b2 
13 http://www.arcep.fr/index.php?id=6989&L=1#5764 
14 http://www.bundesnetzagentur.de/export/292.html 
15 correspondence with the German regulator, the Bundesnetzagentur 
16 http://www.comreg.ie/_fileupload/publications/ComReg0578.pdf 
17 http://www.comreg.ie/_fileupload/publications/ComReg0491.pdf 
18 http://www2.agcom.it/default.aspx?message=viewdocument&DocID=2668 
19 http://www2.agcom.it/Default.aspx?message=contenuto&DCId=%20222 
20 http://www.opta.nl/asp/publicaties/document.asp?id=2362 
21 http://www.opta.nl/asp/publicaties/document.asp?id=1907 
22 http://www.npt.no/iKnowBase/Content/108168/Draft_decisions-Market16-public.pdf 
23http://www.npt.no/iKnowBase/Content/Decision_market_11_20_February_2006.pdf?documentID=50958 
24http://www.anacom.pt/streaming/regulation_report2007.pdf?contentId=752259&field=ATTACHED_FILE 
25 http://www.anacom.pt/template31.jsp?categoryId=190122 
26 http://www.pts.se/sv/Bransch/Telefoni/Konkurrensreglering-SMP/SMP-beslut-2003-2006/ 
27 http://www.ofcom.org.uk/media/news/2007/03/nr_20070327 
28 http://www.ofcom.org.uk/consult/condocs/llu/ 



 11

A 2008 calculation would likely give a different answer. Clearly it is not practical to do 
such a calculation for each comparator, but these material timing differences do 
suggest caution in making a simple side-by-side comparison. This is particularly so 
given that input costs may vary materially over time. For instance, mobile switches 
fall steadily in price, suggesting that, all things being equal, a determined MTAS price 
for a prior year will be higher than a currently appropriate price. These issues are 
discussed in more detail below, against specific input costs. 
 
In a small number of cases, regulators have in fact announced expected changes in 
MTAS rates: 
 
Figure 5: Intended changes to mobile termination rates in selected European countries29 

2011 vs
benchmark

0.0852
0.079

0.068

0.056

0.0685

0.05

0.033
0.033

0.1075

0.0893 0.0893

0.059

0.0939

0.07

0

0.02

0.04

0.06

0.08

0.10

0.12

Per Benchmark 2009 2010 2011

M
TA

S
 R

at
e 

by
 Y

ea
r (

€/
m

in
)

Denmark France Italy Netherlands Portugal

Intended changes to termination rates (€/min)

-34%

-52%

-45%

2011 vs
benchmark

0.0852
0.079

0.068

0.056

0.0685

0.05

0.033
0.033

0.1075

0.0893 0.0893

0.059

0.0939

0.07

0

0.02

0.04

0.06

0.08

0.10

0.12

Per Benchmark 2009 2010 2011

M
TA

S
 R

at
e 

by
 Y

ea
r (

€/
m

in
)

DenmarkDenmark FranceFrance ItalyItaly NetherlandsNetherlands PortugalPortugal

Intended changes to termination rates (€/min)

-34%

-52%

-45%

 
 
These reductions relative to the historic benchmark rates are consistent with a view 
that MTAS costs are falling, and that any appropriate current price is likely to be 
materially lower than any benchmarking against figures calculated one or more years 
ago. Merrill Lynch forecast substantial falls in MTAS costs across Europe, giving a 
European average reduction between 2007 and 2010 of 38%.30 
 
Movements in ULL pricing have been less dramatic, though the consensus suggests 
a moderate downward trend31:  

                                                 
29 Denmark – ITST Press Release, 19th June 2008. France – ARCEP Press Release, 23rd 
October 2008. Italy – AGCOM, Annual Report 2008, p. 16. Portugal – ANACOM, Mercados 
Grossistas de Terminacao de Chamadas Vocais em Redes Moveis Individuais, October 
2007. Netherlands – OPTA Press Release, 15th May 2007.  
30 Merrill Lynch, European Wireless Matrix Q4 2008, p.14 
31 Europe Economics, Pricing Methodologies for Unbundled Access to the Local Loop, p14 
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“While the trend in price for ULL appears to be decreasing on average, there 
is considerable variation in prices across EU Member States” 

 
However, as noted above, Ofcom’s latest consultation32 proposes increasing them by 
4–11%. 
 
We believe that timing issues are in their own right material to the outcome of an 
MTAS benchmarking exercise, and may have impact on ULL benchmarking. 

Exchange rate movements 

Any international benchmarking exercise depends on exchange rates. In the ULL 
determination the ACCC makes use of both PPP and standard exchange rates, while 
the MTAS determination uses standard only. In both cases, it appears that Euro / 
Australian dollar exchange rates were applied to Euro-denominated rates gathered 
by consultants. However, in a number of cases the original currency will not have 
been Euros. For instance, UK prices will have been in sterling, and Norwegian prices 
will have been in Norwegian krone. The rate of conversion to Euros is not clear. Thus 
all prices will have been subjected to at least one and in some cases two arbitrary 
exchange rates. This is particularly important given recent exchange rate volatility: 
 
Figure 6: Australian $ to Euro / US$ exchange rate over time33 
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Consequently the choice of date of exchange rate used can have a material impact, 
as illustrated in Table 2 below. 
 

                                                 
32 Ofcom, A New Pricing Framework,  para 1.29 
33 Rates from xe.com 
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Table 2: Impact of exchange rate movement on ULL benchmarks since June 200834 

AUS$ 

 At June 2008 exchange used in 
the ACCC ULL determination 

(AUS$/month) 

At 1st December 2008 
exchange rate 
(AUS$/month) 

Italy 13.60 15.08 

Netherlands 14.24 15.79 

Sweden 15.4 15.50 

UK 15.45 16.19 

Portugal 16.01 17.74 

Belgium 16.54 18.34 

France 16.54 18.34 

Austria 16.61 18.42 

Denmark 17.31 19.20 

Spain 17.31 19.19 

Germany 18.69 20.72 

Finland 19.96 22.13 

Norway 21.19 21.01 

Ireland 29.25 32.43 

Average rate 17.72 19.29 

 
Based on the exchange rate used by the ACCC in the ULL determination, the 
average monthly ULL rate of the chosen comparator countries was 
AUS$17.72/month. By the first week of December 2008 this had moved to 
AUS$19.29/month, representing a 9% increase on the benchmarked average. (This 
does not factor in a potential further impact from the ‘double exchange rate 
conversion’ for countries like the UK). 
 
Purchasing Power Parity (PPP) rates are inherently less volatile. However even 
these can move materially over time. For instance, the Sweden/Australia rate moved 
5% between 2004 (when the Swedish benchmark MTAS and ULL tariffs were both 
determined) and 200735. 
 
There is not an inherently superior method for appropriate exchange rates to use in 
international benchmarking – various approaches may have an equal claim for 
legitimacy. However, the degree of variance in the results from these different 
approaches points to a need to treat benchmarking comparisons with a degree of 
caution. 
 
                                                 
34 Ovum, Europe & Americas additional benchmarks tables and charts Q2 2008, July 2008 
35 Ingenious calculation based on OECD PPP rates 
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We believe that exchange rate issues are in their own right material to the outcome 
of a benchmarking exercise. 

Negotiation element of regulation 

In some countries and at particular times, regulators and incumbents look more 
widely than individual, stand-alone decisions when looking at the pricing regulation 
applied to a specific service. For example, regulators will often consider the pricing of 
carrier pre-select, wholesale line rental and unbundled local loops as connected 
decisions. The whole concept of the ladder of investment which has become popular 
in Europe suggests that price regulation should encourage competition to move 
progressively towards the provision of infrastructure competition. As a consequence, 
benchmarking of individual services will inevitably fail to capture the broader market 
and regulatory environment – for example, the other forms of competition and the 
powers of the regulator to take account of these. 
 
As Ewan Sutherland of the Wits University Graduate School of Public and 
Development Management, has commented:36 
 

“While some of these differences [in ULL prices] may arise from 
underlying costs, much is due to the national approaches to accounting 
practices, cost models and the differing negotiating powers of the 
various parties.” [emphasis added] 

 
This phenomenon is relevant to a benchmarking exercise since, for example, 
comparing a cost-based tariff for a ULL to a tariff agreed by an incumbent as part of a 
wider package of regulatory issues would not be appropriate. 
 
It is inherently harder to determine the magnitude of this issue in benchmarking, and 
we are unable to determine its materiality. 

Costing methodology 

For many reasons different national regulators choose different methodologies when 
determining appropriate tariffs for their countries. Variations in methodology include 
fully distributed costs (FDC) vs. long-run incremental cost (LRIC), current cost 
accounting (CCA) vs. historic cost accounting (HCA), scorched node vs. scorched 
earth, straight line vs. economic depreciation, Ramsey vs. equal proportionate mark-
up (EPMU) pricing and so on.  
 

                                                 
36 Ewan Sutherland, Unbundling local loops : global experiences, p11 
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Just looking at FDC vs. LRIC and using MTAS as an example, we can see that there 
is no consistent view in Europe, and moreover that countries are changing their 
methodologies, making any like-for-like benchmarking even more challenging. 
 
Figure 7: Distribution of costing methodologies in Europe for mobile call termination37 
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This issue of methodology choice is not just an academic one, since different 
methods can lead to material differences in outcomes. 
 
For instance in Hong Kong the incumbent operator’s charge for voice interconnect 
with mobile operators (the FMIC charge, in Hong Kong paid by mobile operators to 
the fixed network) was calculated on a FDC basis. Conversely the voice interconnect 
charge for fixed operators (the Type I interconnect charge), was calculated on an 
LRAIC basis, but was essentially the same service. The FMIC tariff was 4.8 cents per 
minute.38 The Type I interconnect charge was approximately 2.9 cents on a blended 
basis (2002 figures in each case).39 Thus LRAIC was 59% of the FDC figure. 
 

                                                 
37 ERG (07) 21, Regulatory Accounting in Practice, April 2007, p17 
38 OFTA, Charge for Interconnection between Public Mobile Radiotelephone Services 
(PMRS), Personal Communications Services (PCS) and Value Added Services (VAS) and the 
Public Switched Telephone Network (PSTN) Operated by PCCW-HKT Telephone Limited, 29 
September 2001 
39 OFTA, Determination under Section 36A of the Telecommunications Ordinance of the 
Terms and Conditions of Interconnection between PCCW-HKT Telephone Limited and Wharf 
T&T Limited, 27 February 2003. Blended rates based on 2 minute local call holding time 
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This magnitude of difference broadly tallies with Ofcom’s view, who, in a recent 
interconnection dispute, estimated BT’s LRIC “based on a LRIC:FAC ratio of 0.5”.40  
 
We believe differences in costing methodology are in their own right material to the 
outcome of a benchmarking methodology. 

                                                 
40 Ofcom, Draft determinations to resolve mobile call termination rate disputes between T-
Mobile and BT, O2 and BT, Hutchison 3G and BT and BT and each of Hutchison 3G, Orange 
and Vodafone, May 2007, para 4.76 
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4. International benchmarking and the draft MTAS 
determination 

 
In this section we consider certain issues that may have a particular impact on 
comparing MTAS prices. 

Mobile traffic density 

The density of telecommunications traffic will vary significantly by operator and by 
country. It will depend on a range of factors including 

• Market size; 

• Market share; 

• Mobile minutes per user; and 

• Mobile penetration. 
 
The number of mobile users varies significantly by country. The number of people 
using mobile telephones and the volume of mobile use will drive the volume of 
terminating calls. This in turn will be dependent on a range of issues such as 
population, relative affluence and bundling by mobile network operators. The volume 
of calls will directly affect the MTAS rate in each country - generally more mobile calls 
will result in a lower MTAS rate (though at high volumes in-fill capacity can become 
necessary). 
 
Figure 8 shows the volume of mobile subscriptions in EU countries and in Australia: 
  
Figure 8: Number of mobile subscriptions by country41 
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41 Merrill Lynch, Global Wireless Matrix 2Q08, p.2 
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The monthly minutes per user also varies dramatically, as shown in Figure 9. Such 
variation will clearly have a significant impact on the traffic density in each country, 
and therefore on mobile termination rates. 

 
Figure 9: Monthly minutes of use per user, by country42 
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By multiplying these minutes of use by subscribers, we can obtain a measure of 
aggregate mobile traffic for different countries: 
 
Figure 10: Aggregate mobile minutes per month (millions), by country43 
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42 Ibid. 
43 Ingenious Analysis of Merrill Lynch, Global Wireless Matrix 2Q08, p.2 
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Clearly there are substantial differences of scale of operations in different countries, 
and this would likely lead to material differences in per-minute costs, making a 
meaningful benchmarking exercise challenging. 
 
Furthermore, the volume of mobile calls is increasing over time. This is illustrated in 
Figure 11 below. As such, the number of mobile terminating calls will vary 
significantly based on not only the country, but also the date of determination. Given 
the appreciable upward trend in volumes of mobile telephone calls, it is likely that the 
unit cost of mobile termination rates will therefore fall, all things being equal, over 
time. 
 
Figure 11: Index of aggregate mobile minutes, Europe and Australia 2002-0744 
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We believe issues of timing and of national volume of mobile traffic are both material 
in their own right to the outcome of a benchmarking methodology. 

Mix of voice and data traffic 

In many countries voice and data traffic share the same telecommunications 
infrastructure. When considering the allocation of costs to mobile termination rates, 
even though the service declaration in Australia is limited to termination rates for 
voice calls, it is important also to consider the volume of data traffic. 

Figure 12 and Figure 13 below demonstrate that, in the UK (as in other countries) the 
volume of data traffic has been increasing significantly over a relatively short period 
of time.  
 

                                                 
44 Ingenious analysis of Merrill Lynch, Global Wireless Matrix 2Q08, p.50 and 62. Data used 
for 16 European countries 
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Figure 12: Mix between monthly data and voice traffic on H3G network over time (UK)45 
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Figure 13: Index of mix between data and voice traffic on Vodafone network over time (UK)46 
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Data use has increased particularly rapidly in Australia over the last year (and data 
revenues as a percentage of total are relatively high in Australia): 
 

                                                 
45 Ofcom, Mobile citizens, mobile consumers, August 2008, p.43 
46 Analysys Mason, Assessment of the UK mobile sector, p.35 
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Figure 14: YoY change in percentage of revenue from data services, Q2 200847 
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A number of network elements, for instance spectrum, mast costs and backhaul, are 
shared between voice and data. As the portion of traffic that is data rises, the 
allocation of costs to voice will fall, and thus MTAS rates will fall also. Thus any 
comparison of currently calculated rates to historic rates (as in the ACCC 
benchmarking) is likely to show current rates to be lower than those calculated on 
historic levels of data. 
 
We believe differences in mobile data volumes are in their own right material to the 
outcome of a benchmarking methodology. 

Costs of telecommunications transmission equipment 

Over time the general trend in telecommunications transmission equipment is 
downwards. This is illustrated in the UK in Figure 15 below. 
 

                                                 
47 Merrill Lynch, Global Wireless Matrix 2Q08, p.41 
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Figure 15: UMTS macro-cell equipment price decline48 
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Cell site equipment and mobile switches are key elements of a MTAS costs 
calculation. The above data suggests these equipment costs are falling at a rate of 
16% per year. Thus once again any comparison of currently calculated rates to 
historic rates (as in the ACCC benchmarking) is likely to show current rates to be 
lower than those calculated on historic levels of data. 
 
We believe this issue is in its own right material to the outcome of a benchmarking 
methodology. 

Spectrum auction process 

The allocation of the spectrum required for mobile communications transmissions will 
vary between countries. In some it may be subject to an auction, in others it may be 
sold at a fixed price and in others it may be gifted. 

Any costs associated with the use of spectrum may or may not be included in the 
mobile termination rates applied. This is likely to lead to inconsistency and 
incomparability between some international MTAS rates. 

Figure 16 below illustrates the significant variance in the cost of spectrum (measured 
in terms of the winning auction price per capita): 

 

                                                 
48 Analysys Mason, Assessment of the UK mobile sector, p.40 
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Figure 16: Winning auction price per capita (for equivalent of 2x10Mhz + 5Mhz block)49  
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As can be seen, the price paid in Australia was materially lower than that paid in 
several of the key European countries used as comparators. This would tend to 
support the view that Australian MTAS rates should be lower than those 
benchmarked from countries such as Germany and the UK. 
 
We believe differences in spectrum cost are in their own right material to the outcome 
of a benchmarking methodology. 

Mobile communication frequency range 

GSM networks operate in different frequency ranges. The ACCC’s draft MTAS 
determination contrasted Australia with Western Europe, both of which use the 900 
MHz / 1800 MHz bands.  
 
As a general rule, the higher the frequency, the shorter the usable range. As a result, 
generally more 1800 MHz towers are required to cover a given area than 900 MHz 
towers. Furthermore, higher frequency towers typically cost more to operate.  
 
Within a jurisdiction, the frequency range adopted by mobile network operators may 
vary, resulting in different cost bases and, often, different termination rates. 
 
For example, in Germany, the MTAS approval decision of November 2006 allowed 
different rates of the 900MHz operators (T-Mobile and Vodafone, 8.78 €-cents) and 
the 1800 MHz operators (e-plus and O2-Telefónica Germany, 9.94 €-cents) reflecting 
the differences in costs due to different spectrum endowment. There is similar 
differentiation in other countries, such as the UK. 

                                                 
49 Ingenious analysis based on Dr Charles M. Rush, Approaches to Frequency Management, 
June 2006, p.9 and Peter Cramton, Spectrum Auctions, February 2001, p.24 
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However, this issue is unlikely to be material in its own right. 

Costs of masts 

The cost of a mast will depend on a number of factors, but key amongst them will be 
the cost of site rental and whether the site is shared. Information on the cost of site 
rental by country is not available, but the cost of commercial property may be an 
indicative proxy. Such rates are very low in Australia, suggesting that – all things 
being equal – a true MTAS rate for Australia would be lower than those benchmarked 
from other countries: 

 
Figure 17: Average commercial property rental costs for small industrial premises in selected 
countries50  
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Moreover, in Australia, unlike many other countries, masts are shared where 
possible. 

“Clause 38 of Part 5 requires that a carrier, in planning the provision of 
future carriage services, must co-operate with other carriers to share 
tower sites and underground facilities. The ACA considers that before 
establishing a new telecommunications tower, tower site or underground 
facility a carrier should make reasonable attempts to notify all other 
carriers that may wish to share the tower, site or facility for the purpose 
of co-operating with other carriers in planning the provision of future 
carriage services”51 

                                                 
50 King Sturge, Global Industrial and Office Rents Survey Q2 2008, pp.4-5 
51 Australian Communications Authority, Accessing and Installing Telecommunications 
Facilities – A Guide, p9 
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Again, this will suggest that Australian costs are likely to be lower than in other 
countries, and hence appropriate MTAS rates would be lower than those 
benchmarked in other countries. 
 
However, this issue is unlikely to be material in its own right. 

Costs of leased lines 

Leased lines are typically used to provide the link between transmission mast / tower 
and the mobile exchange, and as such are an important component of MTAS costs. 
However, the cost of leased lines varies significantly by country. For instance, the 
OECD reports that the annual cost of a 2Mbps leased line in the Czech Republic is 
16 times that in Denmark52. A true side-by-side comparison of MTAS rates would 
need to take into account variations in wholesale charges for leased lines.  
 
Absent data on differences in wholesale rates, it is not possible to determine the 
magnitude of this issue in benchmarking, and we are unable to determine its 
materiality. 

                                                 
52 OECD, Communications Outlook 2007, p. 248. Retail charges converted at PPP rates 
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5. International benchmarking and the draft ULL determination 
 
In this section we consider certain issues that may have a particular impact on 
comparing ULL prices. 

Population density 

Population distribution is an important driver of ULL costs. If population is more 
dispersed, then all things being equal, loop lengths will be longer and duct density 
(the number of copper pairs per duct) will be lower, both of which will drive up costs 
per loop. The ACCC implicitly acknowledges this by including 'Population per square 
km' figures in its table of benchmark ULL prices. However, these figures appear to be 
national averages, and as such can be misleading. The driver for ULL costs is 
population density in served areas, not in the country as a whole. Clearly large 
unpopulated areas have no impact on ULL costs, but may have a material impact on 
national average population density. 
 
To take an example, the least dense country on the ACCC's list is Norway, with a 
population of 12 per square kilometre. However, 78% of Norway's population lives in 
urban areas, and these have an average population density of 1,595 per square 
kilometre, considerably higher than the 968 per square km in Band 2 Australia. While 
the remaining 22% of the Norwegian population will bring down the average (to the 
extent to which ULL is available to them), it seems likely that the population density in 
served areas will be far higher than the national figure of 12 per square km. Note also 
that remote areas in Norway and other countries will likely be served by aerial cable, 
which is significantly cheaper than the ducted copper used in urban areas (such as 
Band 2 Australia). 
 
As a proxy for population density in served areas we can look at population per 
kilometer of roadway other than highways. Highways aside, roads (and telecoms 
ducts) will primarily travel through populated areas. Thus population per kilometer of 
road will give a rough proxy for population density in areas covered by a fixed 
network. Figure 18 shows this measure for a selection of countries, and gives a 
starkly different picture than simple national population density. For instance Norway 
is roughly equivalent to Belgium, one of the countries in the ACCC’s sample with the 
highest figures for simple national population density. 
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Figure 18: Population per kilometre of non-highway road53 
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Note: Figures for Band 2 Australia not available 
 
Any true comparison of ULL charges would need to take account of population 
density in served areas, rather than just national population density, and as 
discussed above, these are quite different things. 
 
We believe that population density in served areas is in its own right material to the 
outcome of a benchmarking exercise. 

Mix of housing types 

Related to population density is the issue of housing stock mix. All things being 
equal, it is generally less expensive to service a number of households in a shared 
building (an apartment block) than the same number of households in individual 
households. A single duct is required rather than multiple tap-outs, and a single 
building entry is required rather than multiple. 
 
Therefore the mix of housing types will affect the total ULL cost and, therefore, the 
ULL rates. This is particularly relevant since Australia has amongst the highest 
proportion of detached housing of any country in the world: 

 

                                                 
53 European Union Road Federation, European Road Statistics 2008, pp. 15-16; Australian 
data provided by Telstra in a letter enclosed in Appendix 4; CIA World Factbook; Ingenious 
calculations. Note that due to the likelihood of road classifications varying from country to 
country, the data may not be absolutely comparable between countries 
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Figure 19: Detached houses as a proportion of total housing stock by country54 
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If we compare Australia to the UK, the variation in housing mix is clear. 
 
Figure 20: Comparison between UK and Australian housing mix55 
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It is also interesting to note that, even within Australia’s comparatively small 
proportion of flats, the majority are in small one or two storey buildings. 
 

                                                 
54 Luci Ellis & Dan Andrews, City Sizes, Housing Costs, and Wealth, October 2001, p9 
55 UK 2001 Census; Australian 2006 Census 
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Figure 21: Mix of Australian flats by building type56 
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Housing type is also important because it is a major factor in duct density – that is, 
the number of copper pairs per duct. Given two areas with the same average local 
loop length, but one with multiple dwelling units and one with single dwelling units, 
the duct density will be much higher for the former. This matters because both 
construction and repair cost are primarily driven by duct length, not loop length. In 
other words, the construction and repair costs per loop will be higher in countries with 
low duct density (as we believe Australia to be given its housing mix). 
 
We believe that housing mix is in its own right material to the outcome of a 
benchmarking exercise, though it clearly overlaps with the issue of population density 
in served areas. 

Copper prices 

ULL rates based on forward-looking costs require detailed estimates of the 
equipment and installation prices of the numerous components that are used in the 
telecommunications network. However, when there is uncertainty about how these 
prices will change over the period for which costs and prices are required, the 
resulting cost estimates used for setting the regulated prices of unbundled network 
elements can be inaccurate. 
 
Copper prices are a significant cost element of ULL, and the real price of copper has 
varied significantly over recent years, suggesting both that historical determinations 
are likely to reflect differing views of copper prices, and suggesting that a forward-
looking rate should take into account a forward-looking view of copper prices. 
This has been recognised by a number of commentators, for example: 

                                                 
56 Ellis & Andrews, City Sizes, p9 
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“Contrary to the suggestion that copper prices were on a constant 
downward trend, which would justify lower local loop prices in future 
years, copper price almost immediately began to increase in the 2003 
time frame and by late 2007 were more than four times their 2003 level. 
Such an increase would have a noticeable impact on the regulated rate 
for an unbundled local loop.”57 

Figure 22 illustrates the significant variability in the price of copper over time. 
 
Figure 22: Copper price changes over time (US$)58 
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We believe differences in copper prices over time are in their own right material to 
the outcome of a benchmarking methodology. 

Loop length 

The ULL monthly cost will, in part, be a function of the length of the local loops. 
Again, however, there is variation in local loop length between countries, as 
illustrated in Figure 23 and Figure 24 below. 

 

                                                 
57 Jerry A. Hausman, J. Gregory Sidak and Timothy J. Tariff, “Are Regulators Forward-
Looking? Copper Prices and Telecommunications Networks, November 2007, p.7 
58 New York Mercantile Exchange 
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Figure 23: Comparison of local loop lengths between selected countries59 

100

90

80

70

60

50

40

30

20

10

0

Pe
rc

en
ta

ge
 o

f c
us

to
m

er
s 

re
ac

he
d

Km
0 1 2 3 4 5 6 7

India

USGermanyUKSpain
Italy

Distance between the household and the local exchange

 
 
Figure 24: Average local loop length (km)60 
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As can be seen above, Australia has an average local loop length as long as any of 
the European countries shown, and double or more that of Spain and Italy. Clearly 
this is likely to lead to per-loop costs in Australia being materially higher than the 
European average. Note also that average loop length is not necessarily correlated 
with population density. The UK has far higher population density than Sweden, and 

                                                 
59 Roland Montagne,  Business Opportunities for Hybrid/Wireless Broadband, December 
2005, p.14 
60 The Information Technology and Innovation Foundation, Explaining International 
Broadband Leadership, May 2008, p. 11 
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yet has a longer loop length. (The above figure for Australia is a national average, 
since Band 2 figures are not available). 
 
We believe that loop length is in its own right material to the outcome of a 
benchmarking exercise, though again it clearly overlaps with the issue of population 
density in served areas. 

Pricing structure 

Benchmarking monthly ULL charges excludes other elements of ULL charging – in 
particular the upfront connection charge. Different countries may use different mixes 
of monthly and connection charges to recover the total cost of ULL service. For this 
reason, benchmarking of ULL tariffs is often done on a ‘whole of life’ basis, 
considering both an initial connection charge and (say) three years of rental 
charges61. 
 
This issue is significant in the Australian context, since the Australian connection fee 
is materially lower than all but one of those of the European comparators used by the 
ACCC (see Figure 25). In other words a benchmarking exercise done on a ‘whole of 
life’ basis would show an appreciably smaller gap between the proposed Telstra 
charge and those of comparator countries. 

 
Figure 25: ULL connection fee by country62 
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61 See for instance p104 of Commission of the European Communities, Progress Report on 
the Single European Electronic Communications Market 2007 (13th Report), March 2008 
62 Commission of the European Communities, Progress Report on the Single European 
Electronic Communications Market 2007, p.106 
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We believe that the mix of charges between rental and connection is in its own right 
material to the outcome of a benchmarking exercise. 
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8. Appendix 2 : Comparators used in the Determinations 
 
Mobile termination rates of 31 EU countries, July 2008 (€/min)63 
 

Country Rate) Country Rate) 
Austria 0.060  UK 0.077 

Belgium 0.087  Iceland 0.079 

Denmark 0.085  Hungary 0.086 

Finland 0.053  Bulgaria 0.151 

France 0.069  Romania 0.068 

Germany 0.082  Slovak Rep 0.113 

Greece 0.100  Estonia 0.088 

Ireland 0.099  Lithuania 0.078 

Italy 0.108  Malta 0.096 

Luxembourg 0.090  Slovenia 0.064 

Netherlands 0.094  Czech Republic 0.126 

Norway 0.084  Latvia 0.088 

Portugal 0.110  Poland 0.107 

Sweden 0.046  Croatia 0.108 

Switzerland 0.114  Cyprus 0.020 

Spain 0.071 

 
Average 0.087 

Exchange rate used by 
ACCC (€/AUS$) 0.557 

Average (AUS$/min) 0.156 

 
 
Notes: The ACCC also highlights the ‘Big Five European Countries’ which have an 

average rate of AUS$ 0.146 
 
 ACCC refers to 30 countries (as opposed to 31 above) though average is the 

same 

                                                 
63 ERG (08) 41, Final MTR Snapshot, pp.1-2 
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ULLS monthly charges, Q2 2008. (AUS$)64 
 

Country No PPP  PPP  Population / sq km  

Norway  21.19  15.00  12  

Finland  19.96  15.39  16  

Sweden  15.40  11.71  20  

Ireland  29.25  21.77  59  

Spain  17.31  15.38  86  

Austria  16.61  13.81  99  

France  16.54  13.40  111  

Portugal  16.01  15.06  114  

Italy  13.60  11.31  195  

Denmark  17.31  9.97  126  

Germany  18.69  15.34  232  

United Kingdom  15.45  13.83  248  

Belgium  16.54  13.75  341  

Netherlands  14.24  11.69  393  

  

Australia   967.5 (Band 2) 

  

Average  17.72  14.10   

                                                 
64 Ovum, Europe & Americas additional benchmarks tables and charts; United Nations, The 
United Nations World Population Prospects: The 2006 Revision 
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