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Executive Summary  
 
The Payphone Industry Association requests the Australian Competition and 
Consumer Commission (ACCC) recommend that the Minister for Communications I. 
T. and the Arts, approve an increase in the payphone tariff for a local call, from the 
current 40 cents, including GST, to 50 cents, including GST. 
 
This request is based on several key factors,  
 

• It has been over ten years since the last tariff increase was granted.  In that 
time there has been dramatic increases in operating costs for payphone 
operators, including Line Rental, which is also price controlled. 
 

• The introduction of the GST in July 2000 has resulted in a payphone revenue 
reduction of one eleventh.  Therefore, a local payphone call actually costs 
36.3 cents, with the remainder going to the Government in GST.  This 
reduction means payphone operators are now operating at what is effectively 
15 year old prices. 
 

• Payphone operators continue to provide a valuable service to the public.  In 
many cases this service is provided free of charge.  In particular Free to Caller 
calls for Telecard, reverse charge and 1800 numbers are carried with no 
compensation to the payphone operator for the cost of providing the service. 
 
A massive growth in the use of Free to Caller services, particularly for long 
distance calling cards, has further eroded payphone revenue.  A tariff rise will 
not compensate for the carriage of these calls but without a rise many 
payphone operators will not be able to continue to provide the service. 
 

• The current tariff cap on Telstra is effectively a tariff cap on other operators.  
The tight margins that result is a barrier to competition.  A tariff increase 
would make the payphone business more attractive to other carriers. 
 

• Without a tariff increase payphone operators other than Telstra are in real 
danger of business failure.  This will see a return to Telstra’s total monopoly. 
 

• The payphone tariff in Australia is very low in comparison to other developed 
countries. 
 

• A continuation of the cross subsidy of payphone calls to help the poor has 
resulted in fewer payphones being available for the public to use.  The current 
price cap is hurting the very people for whom the cross subsidy is designed to 
help as more unprofitable payphones are removed. 
 

• It is not reasonable to expect one segment of business, the payphone operator, 
to subsidize the entire community so that a few disadvantaged people can 
have unrealistically low prices.  The disadvantaged should be helped by the 
entire community in the form of the benefits they receive, not by destroying 
one business segment. 

 



Background 
 
Payphones play a vital role in the everyday communication needs of many Australians 
and overseas visitors.  The payphone industry is over 100 years old and today, 
Australia has approximately 65,000 payphones in operation.  This number is 13.7% 
fewer than in 2000/2001 and is likely to continue to decline. 
 
The payphone market is divided into two distinct segments - Public Payphones and 
Customer Operated Payphones. Telstra holds a virtual monopoly in both segments of 
the market.   
 
Public Payphones are mainly Telstra owned and operated and are found on the streets 
and in public places such as shopping centres and airports.  Telstra owns and operates 
approximately 33,000 public payphones. 
 
TriTel and other specialist payphone operators have approximately 1,200 Public 
Payphones, mainly in shopping centres and airports. 
 
Customer Operated Payphones are normally either owned or rented from Telstra and 
are operated by business such as pubs, clubs, service stations and shops as a 
convenience to their customers.  There is approximately 31,000 Customer Operated 
Payphones, virtually all of which can only operate on the Telstra network. 
 
Of the Customer Operated Payphones, over 10,000 are Goldphones, which are owned 
by the operator.  Most of these Goldphones are now over 25 years old and have been 
declared obsolete, as parts are no longer available.  It is becoming increasingly 
difficult to maintain them and when these phones fail, most operators are finding it is 
not viable to replace them. 
 
Payphone Tariff  
 
In 1994 the Minister granted and increase in payphone tariff from 30 cents to 40 cents 
for a local call.  At that time the increase was necessary to simply catch up with cost 
increases over the previous years.  There was no room in that increase for profits.  
Telstra’s payphone division remained unprofitable after the rise, but the massive 
losses they were incurring were reduced. 
 
Since 1994 we have seen substantial operating cost increases for all businesses, 
including payphone operators.  There are many cost items that directly impact on the 
payphone operator.  Some of these are: 
 

• Petrol has increased from an average of $0.68.7 per litre, in Sydney, in 1994 
to $1.02.1 in the September quarter of 2004, an increase of over 45%.  In order 
to regularly service their payphones, a payphone operator must run vehicles.  
The increased cost of petrol is just one of the increasing costs in running a 
vehicle. 
* Source Australian Bureau of Statistics 
 

• Wages are a major cost in running any business.  In the ten years since 1994, 
average full time adult weekly earnings, have gone from $609 to $1,006 in 



August 2004.  An increase of 65% 
* Source Australian Bureau of Statistics 
 

• The Superannuation Guarantee has gone from 5% to 9%, an 80% increase. 
 

• Insurance costs have increased dramatically over the last ten years. 
 

• Tolls have become a major cost item in running any business.  In the major 
capital cities one answer to increased traffic congestion has been the growth of 
toll roads.  Payphone operators must use these toll roads to regularly service 
their payphones. 
 
One typical example is the Sydney Harbour Bridge toll, which went from $1 
to $2 in 1992 with the opening of the harbour tunnel.  The toll then went to 
$2.20 in 2000, with the introduction of the GST.  In January 2002 the toll 
again increased to $3. 
 
Other toll roads are even more expensive, such as the M2 at $3.80 and the M5 
at $3.30.  
* NSW Roads and Traffic Authority – Media Unit  
 

• Line Rental is also subject to Ministerial price control and has increased 
several times since 1994 when it was an estimated $16.  Payphone line rental 
is now $36.95 per month, an increase of over 130%. 
 

• Call Costs for long distance calls have reduced due to strong competition in 
this area.  However, local call costs have not substantially reduced. 
 
Most payphones, require exchange signalling, called Meter Pulses, to operate.  
One Meter Pulse = one local call.  Telstra is the only carrier that provides 
Meter Pulses.  Due to their monopoly, Telstra charge a local call at the 
premium rate of 25 cents plus GST.  As most calls from a payphone are either 
local or fixed to mobile, call costs have not reduced.  International calls are 
now almost the exclusively domain of the calling card industry. 
 
Specialist payphone operators such as TriTel use different technology, which 
does not rely on Meter Pulses.  It is therefore possible for these operators to 
negotiate with Carriers for better rates.  However, local call rates generally 
have remained stable for some time and there is now little prospect of any 
reduction.  In fact, the demise of OneTel resulted in a local call rate rise to 
such operators. 
 

The Goods and Services Tax (GST)  
 
The introduction of the GST in July 2000 has reduced payphone revenue by one 
eleventh.  This means that a local call from a payphone is actually 36.3 cents, with the 
remaining 3.7 cents going to the government in GST.  All other businesses have been 
able to pass on the GST to the consumer.  Payphone operators have been forced by 
Government price control to absorb the GST. 
 



Payphone Viability 
 
An operator of a Bluephone or Goldphone must pay 25 cents for the call.  After GST 
this gives them a margin of only 11.3 cents on a 40cent call with which to pay all the 
costs associated with running a payphone. 
 
There are a number of fixed costs to operate a payphone, such as Line Access at $37 
per month.  A rented Bluephone costs $63 per month, while the owner of a 
Goldphone or owned Bluephone must maintain the phone, either by a maintenance 
contract or high Fee For Service charges. 
 
Without allowing anything for other business costs such as cleaning, coin collection 
accounting or vandalism, a rented Bluephone must make at least 884, 40cent calls per 
month just to break even on the fixed costs.  Even at 50cents per call the phone must 
make 469 calls per month to break even on the fixed costs.  Most don’t make 
anywhere near this number of calls in a month.  
 
Operators of public payphones such as Telstra and TriTel have much higher costs for 
capital equipment and maintenance.  The phones they use must be more robust and 
must be housed in expensive booths.  They are more subject to vandalism and 
therefore more expensive to maintain.  A 40cent tariff is well short of what is required 
to run a payphone business.  A tariff rise to 50cents will not deliver windfall profits.  
It will barely be enough for payphone operators to keep afloat. 
 
Failure to grant a tariff increase is likely to result in the few independent payphone 
operators going out of business.  This will see a return to Telstra’s total monopoly. 
 
Payphone tariff in Other Countries  
 
A local payphone call in the USA is currently 50 cents for 15 minutes.  At the 
exchange rate of .75 this equals $A0.66.6.  Local call areas in the USA are also much 
smaller than in Australia, so more calls are charged at long distance rates. 
 
In the UK a local payphone call is timed.  A caller must pay 20 pence (approx 60 
cents Aus.) to establish the call and a further 10 pence for each additional time period. 
 
Our closest neighbour, New Zealand has had a 50 cents local call tariff for quite a few 
years. 
 
While it may seem desirable, from a social engineering point of view, to have lower 
prices in Australia, our rates do not reflect the reality of the costs to operate a 
payphone. 
 
Telstra’s Payphone Tariff Cap  
 
The tariff cap of $0.36.3 + GST applies only to Telstra.  Other operators may charge 
whatever they wish.  However, Telstra, as the market leader, sets the standard price.  
Any operator that has a payphone located near a Telstra payphone or competes with 
them in similar locations is subject to the same pricing regime as Telstra.  Market 
pressures dictate that these payphones charge the same as Telstra. 



 
It would be impossible for any operator to install payphones in a shopping centre or 
airport and charge 50 cents while Telstra is charging 40 cents.  The shopping centre or 
airport operators would not allow it because they would not put themselves in the 
position of being labelled as “ripping off’ their customers.  It would also lead to 
complaints from end users to the payphone operator and to the Telecommunications 
Industry Ombudsman. 
 
Payphone Penetration 
 
The ACA Telecommunications Performance Report 2003-04 reported that Australia 
has 3.2 payphones per 1,000 people compared to 5.1 payphones per 1,000 people in 
the USA.  The same report highlights the fact that Australia has seen a reduction of 
13.7% in payphone numbers since 2000-01.   
 
Unless the operation of payphones is made more viable, this decline in numbers will 
continue to the point where the Australian population will not have sufficient access 
to payphones to fulfill one of their basic telecommunication needs. 
 
Competition from other Carriers  
 
Apart from TriTel Australia and a few other independent operators, there is very little 
genuine competition to Telstra in the Australian payphone market.  Other carriers 
such as Optus have not entered the payphone market. There are a number of reasons 
for this lack of competition. 
 
The main reason the carriers have not entered the market is that they can’t see how 
they can do so without making a substantial loss.  Tight margins created by 
Government price control make the carriers fear that they will make massive losses 
from payphones. 
 
They have also heard that Telstra is making considerable losses from their payphone 
division.  If Telstra can’t make a profit from payphones with their virtual monopoly, 
how can another carrier make payphones profitable? 
 
The current tariff cap of 36.3 cents is a major barrier to competition.  
 
Payphone Cross Subsidy  
 
Traditionally, payphones were seen as access to a telephone for the poor.  While this 
may still be the case for a very few, most payphone calls are made by a variety of 
people who happen to be out and about, away from their home or office phone.  In 
fact recent research by the ACA found that over 60% of payphone users had access to 
a mobile phone. 
 
In a monopoly environment, the government owned carrier could be forced to 
artificially hold prices down for basic services, such as payphone calls, in order to 
subsidize the poor.  The cost of holding these services down was cross subsidized 
from other more profitable services. 
 



However, in a competitive environment, other providers will always target those 
profitable services and ignore the basic price controlled services.  The result is that 
other operators will not compete in the price controlled areas, thereby continuing the 
main carriers monopoly. 
 
It is not reasonable to require one segment of business to subsidize the whole 
community in order to help a few consumers who may be low-income earners or are 
on benefits.  Such a burden should be borne by the entire community.  To do 
otherwise would be a return to the anti-competitive days when basic commodities 
such as milk, bread and petrol were subject to price control. 
 
Poor people should subsidized by the entire community in the form of the benefits 
they receive, not by price controlling one industry. 
 
The Future  
 
The ACCC’s Graeme Samuel said recently “Price fixing is theft”.   He was referring 
to a case of collusion between major suppliers of another commodity, but the same 
statement can apply to Government price fixing of payphone calls.  In this case it is 
the margin of the payphone operator that is being stolen. 
 
For the sake of the Australian public, we need to maintain a viable and competitive 
payphone industry.  In particular, we ask the ACCC to recommend The Minister for 
Communications I. T. and the Arts, approve a tariff rate of 50 cents (including GST) 
for a local call from Telstra public payphones. 
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