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Glossary  

2005 report 

ABS 

Review of Telstra’s price control arrangements—an ACCC report, February 2005  

Australian Bureau of Statistics 

ACMA Australian Communications and Media Authority 

ACCC Australian Competition and Consumer Commission 

ADSL Asymmetric Digital Subscriber Line is a digital technology that supports high 
speed services over conventional copper telephone lines. It is a high bandwidth 
downstream service (towards the customer) with a lower bandwidth upstream 
service.  

AICTEC 

Analysys Mason 
Report 

ATUG 

Australian Information and Communications Technology in Education Committee 

Report from Analysys Mason for the ACCC, Regulatory treatment of fixed-to-
mobile passthrough 

Australian Telecommunications Users Group 

CAN The Customer Access Network enables the connection of telephones and other 
customer equipment to switching technology. It consists of a network of conduits 
and pipes in the ground with a mixture of cables containing copper wires and fibre 
optics. 

CBD 

CCC 

Central Business District 

Competitive Carriers’ Coalition 

CDMA Code Division Multiple Access is a technical standard for a second generation 
mobile communications network. 

c-i-c Commercial-in-confidence 

CPI Consumer Price Index 

DBCDE Department of Broadband, Communications and the Digital Economy 

Declaration 

Determination 

Carrier License Conditions (Telstra Corporation Limited) Declaration 1997 

Telstra Carrier Charges – Price Control Arrangements, Notifications and 
Disallowance Determination No. 1 of 2005 (Amendment No.1 of 2009). The 
Determination expires on 30 June 2010. 

DSL 

DSLAM 

DTCS 

Digital Subscriber Line 

Digital Subscriber Line Access Multiplexer 

Domestic Transmission Capacity Service 
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ESA Exchange Service Area 

Fibre Deployment 
Bill 

FTM 

Telecommunications Legislation Amendment (Fibre Deployment) Bill 2010 

Fixed-to-mobile call service 

FTTP Fibre-to-the-premises 

Glasson Report 2009 report from the Regional Telecommunications Independent Review 
Committee 

HFC A Hybrid Fibre Coaxial cable network consists of both fibre optical and coaxial 
cabling.   

ISDN The Integrated Services Digital Network is a network that has evolved from the 
PSTN. ISDN services enable consumers to send and receive information at faster 
speeds and with greater reliability than is possible using the standard PSTN 
service. ISDN services are used for the carriage of information such as voice, data, 
high quality sound, text, still images and video. 

ISP Internet Service Provider 

LCS The Local Carriage Service is a service for local call resale. That is, the carriage of 
telephone calls from customer equipment at the consumer’s premises to separately 
located customer equipment of a consumer in the same standard zone. (Standard 
zones is defined in the Telecommunications (Consumer Protection and Service 
Standard) Act 1999). 

LIMAC Low-income Measures Assessment Committee  

LSS The Line Sharing Service allows one telecommunications carrier to provide 
broadband services while another provides voice services, on the same telephone 
line, at the same time. 

LTIE Long-Term Interests of End-users 

mbps 

Minister 

Megabits per second 

Minister for Broadband, Communications and the Digital Economy 

MSAN 

MTAS 

Multi-Service Access Node 

Mobile Terminating Access Service 

Naked DSL 

NBN 

A DSL-only service supplied via ULLS (i.e. not including a fixed-line voice 
service).   

National Broadband Network 

NBN Co 

Ofcom 

National Broadband Network Company 

Office of Communications (telecommunications regulator in the United Kingdom) 

PSTN The Public Switched Telephone Network is the standard fixed-line telephone 
network. It is primarily used for the supply of long-distance, fixed-to-mobile and 
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mobile-to-fixed calls to consumers in Australia. 

RAF The Regulatory Accounting Framework record-keeping rule requires Telstra and 
others to provide comprehensive revenue, volume and cost data to the ACCC. 

SIO Service in operation 

SME Small and Medium Enterprises 

Telco Act Telecommunications Act 1997 

TFP Total Factor Productivity 

TLA Bill Telecommunications Legislation Amendment (Competition and Consumer 
Safeguards) Bill 2009 

TPA Trade Practices Act 1974 

ULLS The Unconditioned Local Loop Service involves the use of unconditioned lines 
(typically copper) between consumers and a telephony exchange, where the line 
terminates. This service enables the supply of advanced, high-speed data services, 
such as xDSL, to customers as well as local and long-distance voice services. 

USO Universal Service Obligation 

VHA 

VoIP 

Vodafone Hutchison Australia 

Voice over Internet Protocol 

WLR 

xDSL 

Wholesale Line Rental 

A generic term for Digital Subscriber Line technologies 
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1. Executive Summary  

On 23 December 2009, the Minister for Broadband, Communications and the Digital 
Economy (the Minister) directed the Australian Competition and Consumer 
Commission (ACCC) to hold a public inquiry about the nature of the retail price 
control arrangements that should apply to Telstra after the expiry of the current 
arrangements on 30 June 2010. 

Importantly, the Minister’s direction provides that the ACCC is to have regard to the 
intention that the price controls will remain in place for a further two years (until June 
2012), during which time consideration will be given to the impact the transition to the 
National Broadband Network (NBN) environment will have on pricing policy. 

Further, the ACCC is directed to consider how the current baskets should be structured 
and what parts of the retail price control arrangements may benefit from clarification 
and streamlining. 

With this in mind, this report makes a series of recommendations around the form of 
the price control arrangements to apply to Telstra in the period from 1 July 2010 to 
30 June 2012. Namely, that the current structure of the retail price control arrangements 
should continue from 2010 to 2012, albeit with a relaxation of the price cap on the 
basket of the Public Switched Telephone Network (PSTN) call services (basket 1) and 
that certain aspects of the current arrangements should be streamlined. This approach 
will assist in the provision of investment certainty for access seekers and ensure a 
safety net is maintained for consumers. 

The ACCC notes, however, that there may be potential in the future to wind back the 
scope of the retail price control arrangements. In particular, if appropriate structural 
reforms are implemented, it is possible in the longer term that Telstra’s market power 
will reduce and it is unlikely that retail price control arrangements would be required 
for efficiency reasons. However social policy objectives may still necessitate targeted 
retail price controls in this scenario. 

1.1 Scope of this inquiry 

A copy of the Minister’s direction can be found at Attachment A of this report.  

As noted above the Minister’s direction requires the ACCC to have regard to the 
intention that the price controls will remain in place for a further two years. The 
Minister’s direction also requires the ACCC to consider:  

 the appropriate composition of service baskets  

 the design and level of price caps, and 

 what parts of the current arrangements might benefit from clarification or 
streamlining. 
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The ACCC may have regard to whatever it considers relevant in conducting this 
inquiry, but must have regard to the following matters: 

(a) the current state of competition in each of the markets the ACCC considers 
relevant. 

(b) the impact of the current price control arrangements, and possible future price 
control arrangements, on: 

(i) competition 

(ii) the availability, choice, quality and prices of services to consumers and 
any other impacts on consumers, and 

(iii) the telecommunications industry, including on economically efficient 
investment decisions 

The Minister directed the ACCC to provide a report setting out its finding from the 
inquiry by 12 March 2010.  

1.2 Consultation 

On 15 January 2010, the ACCC commenced the inquiry by releasing a discussion 
paper. Submissions were requested by 12 February 2010, but late submissions were 
accepted and considered. 

The ACCC received 11 public submissions in response to the discussion paper. A full 
list of submissions can be found at Attachment B to this report. 

1.3 Current price control arrangements  

The current price control arrangements are contained in Telstra Carrier Charges – 
Price Control Arrangements, Notifications and Disallowance Determination No. 1 of 
2005 (Amendment No.1 of 2009) (the Determination). The Determination expires on 30 
June 2010.  

Telstra is currently subject to the following price control arrangements:   

 Basket 1: a price cap of CPI − CPI per cent on a basket of local calls, trunk (which 
includes national long distance and fixed-to-mobile (FTM)) calls, international calls 
and line rentals.  

 Basket 2: a price cap of CPI − 0 per cent on a basket of Telstra’s most basic line 
rental product offered to residential consumers.  

 Basket 3: a price cap of CPI − 0 per cent on a basket of Telstra’s most basic line 
rental product offered to business consumers.  

 Basket 4: a price cap of CPI − 0 on a basket of connection services.  
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Services to business consumers who are supplied with any, or all, of the price capped 
services on terms and conditions other than those set out in Telstra’s standard form of 
agreement (currently referred to by Telstra as “Our Consumer Terms”) are excluded 
from the price caps.  
 
Calls originated by means of a Voice over Internet Protocol (VoIP) service, except 
where the VoIP service is supplied in fulfilment of the universal service obligation 
(USO), are excluded from the price caps. The price caps also do not apply to charges 
for national and international operator call connection services and directory assistance 
services.  

The Determination also provides for a number of other price controls that apply to a 
range of services: 

 The price for untimed local calls, or calls to a data network access service number 
with the prefix 0198, is not to increase above 22 cents for calls made from a 
residential or business phone, and 50 cents for calls made from a public phone, 
except in the case of discount plans when a consumer may be required to pay more 
than 22 cents per local call as part of such plans. 

 Calls in and between adjacent extended zones, and Bigpond calls made from these 
zones, are required to be charged as untimed local calls, and a price cap of 27.5 
cents per 12 minute block applies to preferential calls.  

 Telstra must offer a line rental service to schools at a price at or below the standard 
line rental offered to residential consumers. 

 Line rentals charged at residential rates must not be increased without prior 
consultation with the ACCC and it being satisfied that Telstra has complied with 
clause 22 of the Carrier License Conditions (Telstra Corporation Limited) 
Declaration 1997 (the Declaration) to have in place a low-income package. The 
Declaration includes a requirement that Telstra consult with the Low-Income 
Measures Assessment Committee (LIMAC) if it makes changes to the low-income 
package.1  

 Telstra must notify the Minister in advance if it intends to alter charges for 
directory assistance services. The Minister is able to disallow the proposed changes 
if they are considered not to be in the public interest. 

 A local call – and basic line rental – pricing parity obligation applies, whereby 
Telstra must offer local calls and basic line rentals in non-metropolitan areas, on the 
same price terms as they are offered in metropolitan areas.  

                                                 

1 The LIMAC comprises representatives of welfare organisations agreed to by the Minister and is 
responsible for reporting annually to the Minister on the effectiveness of the low-income package and 
its marketing by Telstra; and assessing proposed changes to the package or Telstra’s marketing plan 
for the package. 
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1.4 National Broadband Network and regulatory reform  

On 7 April 2009, the Federal Government announced that it would establish a new 
wholesale-only company—NBN Co—to invest up to $43billion over 8 years to build 
and operate the NBN, with the objective of providing 90 per cent ‘fibre to the premises’ 
(FTTP) coverage delivering speeds of 100 megabits per second (mbps) with the 
remaining coverage through state of the art wireless and satellite technologies, offering 
speeds of up to 12mbps, to people living in more remote parts of rural Australia.  

At the same time the government also announced (amongst other things) that it would: 

 mandate FTTP infrastructure in greenfield estates and developments that receive 
planning approval after 1 July 2010 

 invest up to $250 million to build transmission links in regional Australia, and 

 commence a consultative process on necessary changes to the existing 
telecommunications regulatory regime 

On 15 September 2009, the Minister announced the outcome of the consultation 
process around the current telecommunications regulatory regime via the release of the 
Telecommunications Legislation Amendment (Competition and Consumer Safeguards) 
Bill 2009 (the TLA Bill). The TLA Bill seeks to amend the telecommunication 
regulatory regimes contained in the Trade Practices Act 1974 (the TPA) and the 
Telecommunications Act 1997 (the Telco Act) as well as seeking to address Telstra’s 
level of integration in the communications market.  

The TLA Bill provides for Telstra to voluntarily submit an enforceable undertaking to 
the ACCC to structurally separate. If Telstra chooses not to structurally separate, the 
TLA Bill provides for the government to impose a functional separation framework on 
Telstra. Telstra will be prevented from acquiring additional spectrum for advanced 
wireless broadband while it remains vertically integrated; owns a hybrid fibre coaxial 
cable network; and maintains its interest in Foxtel. At the time of preparing this report, 
the TLA Bill was subject to ongoing consideration by the Federal Parliament.  

The transition to a NBN environment, including the establishment of NBN Co 
combined with the possible separation of Telstra is likely to see significant structural 
and competitive changes to the Australian communications industry. For example it is 
possible that Telstra’s market power will reduce over the longer term as the NBN is 
established and competing services provided over that network mature. Should this 
occur, it is unlikely that retail price control arrangements would be required for 
efficiency reasons, although social policy objectives may support retail price controls in 
these circumstances.  
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1.5 Summary of recommendations  

The ACCC makes the following recommendations in relation to the appropriate 
composition of the service baskets and the level of the price caps: 

 The current structure of the retail price control arrangements should continue 
from 2010 to 2012, meaning that retail PSTN services (except those supplied to 
large business customers) will be price controlled. 

 In relation to Basket 1 – the basket of local, trunk (including national long 
distance and FTM) and international calls and line rental – the price cap should 
be relaxed to a real price freeze (i.e. CPI – 0) from the current nominal price 
freeze (CPI – CPI).  

 In relation to Baskets 2 and 3 – the price caps on line rental for HomeLine Part 
and BusinessLine Part – the current CPI – 0 caps should remain. 

 In relation to Basket 4 the current price control on connection services of CPI – 
0 should remain in place.  

 The current 22 cent price cap should be maintained. 

 The metropolitan/non-metropolitan price parity obligation as it applies to the 
most basic line rental product and local calls should not be extended to other 
products or services. 

 There should be no ‘carry-in-credits’ from the previous price control period. 

The ACCC makes the following recommendations in relation to the parts of the current 
arrangements that might benefit from clarification or streamlining: 

 The requirement placed on Telstra to offer line rentals to schools at a price at, or 
below, the standard line rental offered to residential customers should be 
removed. 

 The requirement for ACCC to periodically check Telstra’s compliance with its 
licence condition regarding maintaining a low income package should be 
removed, as other effective compliance measures already exist.  

 The requirement to obtain ministerial consent to increase the charge for 
directory assistance – apart from the separate directory assistance service 
Telstra provides to customers with a disability – should be removed with these 
calls instead being subject to a specified price cap. 

 Consideration be given to removing the price control arrangements as they 
apply to “extended zones”2 if these requirements merely replicate contractual 
arrangements Telstra has with government. 

                                                 
2 Extended zones arrangements require Telstra to charge regional calls that extend across adjacent call 

collection areas as though they are local calls 
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2. Objectives of price control arrangements 

Price control arrangements can potentially be used to achieve various objectives. It is 
important to understand the particular objectives to be supported before specifying the 
scope and structure of the price control arrangements.  

2.1 Views of interested parties  

A number of parties (including Optus, Telstra, and AAPT) consider that the price 
control arrangements are unnecessary to promote the objective of promoting efficiency, 
and that their continuation may stifle competition.  

The Australian Telecommunications Users Group (ATUG) supports the use of price 
control arrangements to protect consumers from high retail prices. ATUG notes that 
there is potential for this position to be reconsidered in the future should market 
circumstances change with regulatory reforms and/or the entry of NBN Co.3 

A number of parties do however support the use of price controls in order to achieve 
social/equity objectives. That said, Optus and Vodafone Hutchinson Australia (VHA) 
note that other measures might be available to government to achieve these objectives 
in addition to price controls.4  

Telstra supports two particular objectives being pursued through the retail price control 
arrangements. These are the obligations to supply untimed local calls, and measures to 
promote uniform pricing of standard telephony services regardless of where consumers 
live or work.5 However, the untimed local call obligation is imposed separately to the 
price control arrangements. 

2.2 Views of the ACCC 

The ACCC recognises that price control arrangements can be used to promote efficient 
pricing of telecommunications services, as well as to achieve certain social policy 
objectives. 

Price control arrangements promote efficient pricing of telecommunications services 
where they help move the prices of telecommunications services closer to the 
underlying costs of supply. As competition will tend already to align prices with cost, 

                                                 
3 ATUG, Review of Telstra’s Retail Price Control Arrangements, 18 February 2010 
4 Optus, Optus submission to ACCC on Review of Telstra Price Control Arrangements, February 2010, 

p. 28 & VHA, Review of Telstra’s Price Control Arrangements Submission to the ACCC, February 
2010, p. 7 

5 Telstra, Telstra Corporation Limited, Submission in response to the Australian Competition and 
Consumer Commission’s Review of Telstra’s Price Control Arrangements public version, 12 
February 2010, pp. 2 – 3 



Public - Review of Telstra’s price control arrangements – an ACCC report — March 2010  13

there is more potential for price controls to contribute to this objective where they are 
applied in markets where the conditions for effective competition are not yet present. 

As discussed in more detail in section 3, the ACCC considers that many retail fixed-
line telecommunications markets in Australia are not yet effectively competitive. This 
generally stems from a lack of competition in the wholesale markets where Telstra has 
ownership of the ubiquitous fixed-line local access network, which connects virtually 
every household in Australia, and from which it derives market power.  

Consequently, the ACCC considers that a role remains for retail price control 
arrangements to promote efficient pricing of certain fixed-line telecommunications 
services. 

Retail price controls can also be used to achieve social policy objectives. An example 
of such an objective might be to provide a safety net for vulnerable consumers over the 
prices they would face for basic communication services. This can have important 
consequences for their ability to effectively participate in society or obtain necessary 
social services. 

There can, however, be tension between the dual objectives of the price controls. In 
particular, the pursuit of certain social policy objectives may create inefficiencies. For 
example, policy may require that the prices of supplying telecommunications services 
to particular consumers do not reflect the underlying costs.  

The ACCC also recognises that retail price controls are one of a number of alternative 
or complementary regulatory mechanisms by which to deliver economic or wider social 
policy objectives.  
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3. State of competition in relevant markets 

In conducting this inquiry, the ACCC is required to have regard to the state of 
competition in each of the markets it considers relevant. The ACCC considers this is a 
key consideration in determining the nature of the price control arrangements that 
should apply to Telstra in the future.  

As noted in the section 1.4, the transition to the NBN alongside of potential legislative 
change and separation of Telstra is likely to see significant structural and competitive 
changes to the Australian communications industry. This in turn is likely to have an 
impact on the development of competition in the short and longer term, and hence the 
future application of price control arrangements. 

Current price control arrangements apply to line rental, local call, national long-
distance, international long-distance, FTM and connection services. Consequently, for 
the purpose of this inquiry, the ACCC will consider the following markets:  

 local telecommunications services (i.e. line rental, local call services and 
connections) 

 national long-distance call services 

 international long-distance call services, and 

 FTM call services 

This section presents the factors that the ACCC has considered in this report to measure 
the effectiveness of competition. These factors are then applied to each of the relevant 
markets in turn to determine the effectiveness of competition within them.  

The ACCC notes that its assessment on the state of competition is undertaken on a 
service by service basis, and this should not be taken as a definitive view of the 
boundaries of particular markets.  

3.1 Measures of effective competition 

The effectiveness of competition in markets will often involve consideration of factors 
such as the number of firms, their market shares, price behaviour, the presence of 
natural monopoly characteristics, the height of barriers to entry, and the presence of 
vertical and horizontal integration. These factors will be considered in this inquiry. 

The ACCC recognises that various factors may contribute to price movements—
including competition and improvements in productivity—and that isolating these 
effects is often difficult.  

More generally though, the ACCC expects that a ‘competitive’ market can be expected 
to deliver goods and services to consumers of a given quality at the minimum price and 
cost. 
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Telecommunications markets are never likely to display the characteristics of perfect 
competition. While imperfection is easy to find, it is difficult to establish what degree 
of imperfection constitutes effective competition. A degree of judgement is still 
required to reach conclusions on the level of competition in the market. 

3.2 Fixed-line voice services  

This section will consider the markets for local telecommunications services (local 
calls, line rental and connection to the network) and also the markets for national and 
international long-distance call services and FTM calls. 

3.2.1 Views of interested parties  

Competitiveness of fixed-line voice services 

The consensus view emerging from parties’ submissions is that competition in the 
supply of these services has been developing over time.  

Parties point to a variety of factors as driving this increase in competition, including the 
opening of Telstra’s local copper loop to competition, which has stimulated investment 
in fixed-line voice and broadband services.6  

Telstra notes that this investment has permitted end-users to avoid acquiring fixed-line 
voice services and instead take up naked DSL (Digital Subscriber Line) and VoIP 
services.7  

Telstra and Optus consider that VoIP services are increasingly an alternative for PSTN 
services, 8 and that demand for VoIP solutions will grow. 9 

Telstra also considers that it faces infrastructure competition from Hybrid Fibre Coaxial 
(HFC) operators in the supply of PSTN services.10 

Telstra and Optus consider that intensifying competition has driven consistent price 
reductions in the price controlled services.11 Similarly, Telstra considers that the decline 

                                                 
6 Optus, Optus submission to ACCC on Review of Telstra Price Control Arrangements, February 2010 

pp. 7 – 11 
7 Telstra, Telstra Corporation Limited, Submission in response to the Australian Competition and 

Consumer Commission’s Review of Telstra’s Price Control Arrangements public version, 12 
February 2010, p. 9 

8 Telstra, Telstra Corporation Limited, Submission in response to the Australian Competition and 
Consumer Commission’s Review of Telstra’s Price Control Arrangements public version, 12 
February 2010, pp. 8-9; Optus, Optus submission to ACCC on Review of Telstra Price Control 
Arrangements, February 2010, p. 26 

9 Telstra, Telstra Corporation Limited, Submission in response to the Australian Competition and 
Consumer Commission’s Review of Telstra’s Price Control Arrangements public version, 12 
February 2010, p. 9 

10 Telstra, Telstra Corporation Limited, Submission in response to the Australian Competition and 
Consumer Commission’s Review of Telstra’s Price Control Arrangements public version, 12 
February 2010, p. 10 
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in fixed services and falling prices are a result of increasing demand for competitive 
substitutes.12 

That said, Optus expressed the view that competition remains heavily dependent on 
access regulation, and further the degree of entry has been concentrated almost 
exclusively in metropolitan and urban areas.13 

Not all parties agree that competition is at a stage where price controls are no longer 
required on efficiency grounds. The Competitive Carriers’ Coalition (CCC), VHA and 
Macquarie Telecom (Macquarie) each consider that competition in fixed-line networks 
is not yet sufficient to remove the price controls.14 They each note that Telstra 
continues to have a high market share in fixed-line voice services.   

The CCC is of the view that consumers continue to require protection from the 
potential for Telstra to exercise market power to raise prices.15 Macquarie has also 
noted that, given Telstra’s market leadership (if not dominance) in various 
communications markets (fixed, mobile, internet and Pay TV services), there is a 
considerable risk that Telstra could set excessive retail prices for fixed-line network 
services.16  

ATUG expressed a similar view noting that the fixed-line market is not as competitive 
as it would be with changed market structures to support different incentives.17 

Fixed-to-mobile calls 

Some parties expressed the view that there might be less competition in the supply of 
FTM calls than for other fixed-line voice services. AAPT and VHA consider that 
Telstra has substantial market power in the FTM market.18  

The CCC is of the view that Telstra in particular appears to have not passed through to 
consumers of retail FTM services the reductions in Mobile Terminating Access Service 
(MTAS) prices. The CCC points to this to support its view that competition for FTM 

                                                                                                                                              
11 Telstra, Telstra Corporation Limited, Submission in response to the Australian Competition and 

Consumer Commission’s Review of Telstra’s Price Control Arrangements public version, 12 
February 2010, p. 5; Optus, Optus submission to ACCC on Review of Telstra Price Control 
Arrangements, February 2010 p. 11 

12 Telstra, Telstra Corporation Limited, Submission in response to the Australian Competition and 
Consumer Commission’s Review of Telstra’s Price Control Arrangements public version, 12 
February 2010, p. 2 

13 Optus, Optus submission to ACCC on Review of Telstra Price Control Arrangements, February 2010 
pp. 7 – 12 

14 CCC, Submission to the review of price controls discussion paper, February 2010, p. 2; VHA, Review 
of Telstra’s Price Control Arrangements Submission to the ACCC, February 2010, p. 1; Macquarie 
Telecom, Review of Telstra’s Price Control Arrangements, 11 February 2010, p. 2 

15 CCC, Submission to the review of price controls discussion paper, February 2010, p. 2 
16 Macquarie Telecom, Review of Telstra’s Price Control Arrangements, 11 February 2010, p. 2 
17 ATUG, Review of Telstra’s Retail Price Control Arrangements, 18 February 2010 
18 AAPT, Submission by AAPT Limited to the ACCC in response to Review of Telstra’s Price Control 

Arrangements – Discussion Paper, January 2010, p. 6; VHA, Review of Telstra’s Price Control 
Arrangements Submission to the ACCC, February 2010, p. 1 
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services is not effectively competitive, and that competition for other services might 
also be impeded. 19  

Fixed–to–mobile substitutability  

Optus and Telstra each submit that mobile services are exerting competitive pressure 
on fixed-line services.20 Telstra notes that over the last three years mobile usage has 
increased dramatically as a result of falling prices and improved handset functionality. 
Further, Telstra estimates that 10 per cent of total households are now mobile-only 
households.  

Telstra cites reports from the Australian Communications and Media Authority 
(ACMA) and Goldman Sachs JB Were to contend that there is a clear substitution trend 
between fixed-line and mobile services.21  

Telstra argues that PSTN services are subject to the ‘substitution effects’ of wireless 
broadband. Telstra submits that improved functionality, increasing speed and falling 
prices, combined with the take up of voice mobile services, has made wireless 
broadband another source of competitive pressure on Telstra’s fixed-line services.22 

Optus notes that an analyst has suggested that mobile-phone-only households currently 
make up 8 per cent of the market, and this could potentially be trending up to as high as 
20 per cent by the second half of 2010.23 Optus considers that this trend is not limited to 
voice services and that wireless broadband is becoming an increasingly viable 
substitute to a fixed-line broadband service.24 

On the other hand, whilst acknowledging the increase in use of mobile services, VHA 
is of the view that mobile services are not a fully-effective substitute for fixed-line 
services in all circumstances.25 

3.2.2 Views of the ACCC 

The ACCC considers that while there has been continued investment, innovation and 
price competition in the telecommunications sector, the competitive markets which 

                                                 
19 CCC, Submission to the Review of Price Controls Discussion Paper, February 2010, p. 3 
20 Telstra, Telstra Corporation Limited, Submission in response to the Australian Competition and 

Consumer Commission’s Review of Telstra’s Price Control Arrangements public version, 12 
February 2010, pp 6 – 8; Optus, Optus submission to ACCC on Review of Telstra Price Control 
Arrangements, February 2010, p. 8 

21 Telstra, Telstra Corporation Limited, Submission in response to the Australian Competition and 
Consumer Commission’s Review of Telstra’s Price Control Arrangements public version, 12 
February 2010, pp 7 – 8 

22 Telstra, Telstra Corporation Limited, Submission in response to the Australian Competition and 
Consumer Commission’s Review of Telstra’s Price Control Arrangements public version, 12 
February 2010, p. 10 

23 Optus, Optus submission to ACCC on Review of Telstra Price Control Arrangements, February 2010, 
p. 9 

24 Optus, Optus submission to ACCC on Review of Telstra Price Control Arrangements, February 2010 
p. 14 

25 VHA, Review of Telstra’s Price Control Arrangements Submission to the ACCC, February 2010, p. 5  
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were originally envisaged in 1997 have not emerged. The major downstream services 
continue to exhibit high levels of concentration and regulatory mechanisms are still 
heavily relied upon for promoting and maintaining competitive outcomes. Further to 
this, the emergence of competition in fixed-line services has been ‘patchy’, limited to 
mainly metropolitan areas.  

An important factor in assessing how competition will develop is the extent to which 
competitors could readily enter, expand and exit markets and the extent to which they 
could differentiate the price and quality of the services that they offer. This in turn 
raises issues around the extent to which parties can invest in facilities necessary to 
supply services. Without the ability to differentiate their services, service providers are 
restricted to reselling wholesale telecommunications services already on offer from 
other suppliers. 

In this regard, Telstra remains the only carrier with a ubiquitous fixed-line access 
network. While HFC network operators can also offer fixed voice services to many of 
the premises within their respective footprints, it is only the Optus HFC network that 
has a significant reach. 

Access to the Unconditioned Local Loop Service (ULLS) also permits service 
providers to supply competing services over the Telstra customer access network. 
These service providers invest in their own communications equipment (e.g. Digital 
Subscriber Line Access Multiplexer (DSLAMs)) to be installed in the local exchange, 
and can thereby also differentiate the services that they supply.  

Facilities-based competition has strengthened in the CBD and metropolitan areas of 
some capital cities, with evidence of increased availability of alternative facilities and 
demand for lower-level regulated access services such as the ULLS and the local PSTN 
originating and terminating services.  

This development has led the ACCC to remove access regulation of Telstra’s local 
carriage service (LCS) and wholesale line rental (WLR) in some CBD and metropolitan 
areas, but not other areas.26 This is reflective of facilities-based competition being 
limited to certain geographic areas.  

This facilities based competition is reliant upon regulation for access to necessary 
wholesale inputs such as ULLS and a willingness and ability of competing service 
providers to make sunk investments in exchange equipment and/or obtain suitable 
access to other facilities in order to supply in particular areas.  

Whether competition from this mode of operation will continue to build in particular 
areas, or extend to new exchange areas, is currently not clear. Some investment 
programs may be coming to a close, and some constraints – such as access to 
competing backhaul products – would inhibit investments for particular areas. Further, 

                                                 
26 The ACCC has granted individual and class exemptions with respect to WLR and LCS services in 

Exchange Service Areas (ESAs) in the CBD and metropolitan areas. For a detailed outline of the 
exemption see: ACCC, Variation of WLR, LCS and PSTN OA class exemptions: Final Decision, 
November 2009 
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in a transitional period towards a NBN, there could be some disruption to new 
investment programs while aspects of the transition remain unclear.  

Consumers are able to choose from a number of alternative suppliers when selecting 
their retail local telecommunications services. According to ACMA’s 2008-09 
Communications Report, as at June 2009 there were 391 fixed-line telephone service 
providers, compared with 372 providers in June 2008.27  

However, Telstra remains dominant in the retail market for fixed voice 
telecommunications services. According to Telstra’s Full Year 2009 Financial Results, 
in the second half of 2009, Telstra had a 75 per cent market share in the fixed-line 
market (excluding internet) based on revenues and services in operation (SIOs).28 The 
ACCC estimates that the second largest player in the fixed voice market is Optus, with 
a 12 per cent market share as at June 2009.29 

Similarly very high market shares in the fixed voice market have been observed over 
time. The ACCC estimates that Telstra has consistently supplied over 70 per cent of 
fixed voice SIOs. Telstra also holds a very significant share of the markets for retail 
PSTN call services, including FTM calls.  

Another potential measure of the level of competition is the movement in prices. This is 
because price reductions could be due to developing competition where they reduce 
margins, i.e., align prices with costs. On the other hand, price reductions in themselves 
might not be conclusive of increasing competition in circumstances where underlying 
costs are reducing more significantly. Similarly, increasing prices might be necessary to 
recover underlying costs, rather than reflect an increase in margin. 

Each year the ACCC publishes a report into Changes in the prices paid for 
telecommunications services in Australia. These reports show changes in average 
prices for certain services, including PSTN services. 

It is clear from these reports that large business consumers have experienced very large 
price declines for PSTN services. This is consistent with the exclusion of large business 
customers from the current price control arrangements, on the basis that they have 
access to effectively competitive services.  

The average price paid by other consumers has also reduced in real terms, albeit to a 
lesser extent.  

Within this trend, price movements for individual PSTN services have not been 
uniform. 

Price changes for basic access services increased significantly in real terms from 2000-
01 to 2004-05 before dipping in subsequent years.30 Most recent data, for 2008-09, 

                                                 
27 ACMA, Communications Report, 2008-09, p. 26; ACMA, Communications Report, 2007-08, p. 14 
28 Telstra, Full Year 2009 Financial Results – CEO/CFO Analyst briefing presentation, p. 12 
29 Data collected for the ACCC’s Telecommunications Reports 2008-09 
30 ACCC, Telecommunications Reports 2007-08, p. 110 
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suggests that the average real price for basic access has levelled off or tended to 
increase slightly.  

The prices for PSTN call services have, on the other hand, reduced over time. For 
instance, over the period 2004-05 to 2008-09, the average retail price paid for FTM 
calls has been decreasing, with a 28 per cent decrease in the average real price paid by 
consumers. 

That said, prices for retail FTM services (as well as the price for the overall basket of 
PSTN services) continue to be well above cost. In respect of FTM services, it appears 
that input costs (in particular mobile termination input costs, and the price of wholesale 
mobile termination services acquired for off-net calls) have decreased more than the 
retail prices.31  

According to Telstra, PSTN subscribers (and revenues) have been decreasing for some 
time. Telstra’s PSTN revenue declined in the financial year to June 2009, driven by 
reductions in call usage, although PSTN average revenue per user remained relatively 
stable.32 There were also decreases in the number of reported local calls, and the 
reported minutes for the majority of fixed-line call services. 

The reduction in prices in the fixed voice telecommunications market may reflect some 
limited competitive pressure from the growth in non-PSTN technologies such as 
mobiles and VoIP.  

In its 2009 annual report, Telstra reported that 2008-09 was the first financial year that 
its mobile revenue was greater than its fixed-line revenue,33 such that PSTN revenue 
now only makes up 25 per cent of its total sales revenue, while mobile revenues 
account for 27 per cent.34 This is consistent with an observed industry-wide trend. As 
noted in ACMA’s 2008-09 Communications Report, traditional fixed-line voice SIOs 
have generally been steady or in decline over recent years, while mobile voice services 
have consistently grown.   

The introduction of ‘naked DSL’ plans in 2007 might also have contributed to the 
decline in fixed line voice services, as customers are no longer obliged to buy voice 
services with their broadband. In some cases customers can choose also to buy 
generally cheaper VoIP services in place of traditional telephony. A study by IDC 
(cited by ACMA) suggests that the introduction of naked DSL and the bundled sale of 
broadband and VoIP was a key driver in the growth of VoIP services in Australia.35   

There are other possible explanations for the decline in fixed line services. For instance, 
wider availability of broadband services may partly explain customers handing-back 
second lines which had been used for redundant data services (e.g. fax or dedicated 

                                                 
31 The other two key inputs for FTM are PSTN origination and transmission capacity.  
32 Telstra, Annual Report 2009, p. 12 
33 Telstra, Annual Report 2009, p. 49 
34 Telstra, Annual Report 2009, p. ii 
35 ACMA, Changes in the Australian VoIP market, December 2009 p. 12 
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dial-up internet lines). More simply still, declines in these services might reflect a shift 
in demand for voice services. 

The ACCC considers that it still remains an open question the extent to which alternate 
modes of communications will prove to be effective substitutes for traditional fixed line 
voice services. For instance, while the take up VoIP services is increasing, at this point 
in time, the ACCC does not consider that consumers consider VoIP services a 
sufficient substitute to create a constraint on the pricing of fixed-line voice services.  

Further, taken together, declines in fixed voice call services and increases in mobile call 
services suggest that there is some degree of fixed-to-mobile call substitution 
occurring. However, it is clear that the increase in mobile phone subscriptions has not 
been fully ‘offset’ by an equivalent decrease in fixed services, and hence the ACCC is 
of the view that any substitution that is occurring remains only at the margins.  

Consequently, from a demand perspective, the ACCC is of the view that mobile use 
may be viewed by the majority of consumers as a complement to their traditional fixed-
line.36  

While the price movements in fixed-line services may indicate an increase in 
competition, the continued existence of Telstra’s high market share in the fixed voice 
services, combined with the limited constraints from mobile and VoIP services 
indicates that the market for fixed line voice services (including the market in which 
FTM calls are supplied) is not yet effectively competitive. Accordingly, the ACCC 
considers that the conditions necessary for competition to be effective within fixed-line 
voice services has not yet emerged, strengthening the case for the retention of retail 
price control arrangements for these services. 

                                                 
36 ACCC, Fixed Services Review Declaration Inquiry for the ULLS, LSS, PSTN OA, PSTN TA, LCS  and 
WLR  Final Decision, July 2009, p. 22 
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4.  Possible future price control arrangements 

Price control arrangements for telecommunications services come in the form of price 
caps that apply to baskets of services, consisting of either a single service or a broader 
number of services. They also take the form of variations on the traditional price cap, 
such as requirements for relative prices between metropolitan and non-metropolitan 
areas.  

A key objective of the price control arrangements is to promote efficient pricing 
outcomes. The ACCC is of the view that three major types of efficiency which are 
relevant to the pricing of telecommunications services: 

 productive efficiency − the ability of firms to produce given quantities of services at 
the lowest possible cost  

 allocative efficiency  − the deployment of resources to those areas of the economy 
where they are valued most and therefore provide the greatest benefit to society,  
and  

 dynamic efficiency – firms have appropriate incentives to invest, innovate, improve 
the range and quality of services, increase productivity and lower costs through 
time  

Price control arrangements of the CPI – X variety seek to achieve efficient pricing 
outcomes. The underlying principles of CPI – X price controls is that price changes 
should reflect changes in the underlying unit costs. ‘CPI’ represents the change in the 
consumer price index while ‘X’ is a measure of the ability to reduce prices as a 
consequence of the firm or service-specific productivity growth. 
 
In the current context CPI – X price controls are designed to: 

 limit the ability of Telstra to set prices above costs 

 provide an incentive for Telstra to seek cost efficiencies in order to meet the price 
control obligations, and  

 allow Telstra to ‘rebalance’ its prices for greater efficiency 

One reason for adopting this approach is that a supplier with market power may have 
incentives to price above cost to extract excess profits. Such profit-maximising 
behaviour may be inefficient from a social welfare perspective as it could lead to higher 
prices for consumers and lower levels of output being consumed. CPI – X price 
controls can help prevent these efficiency losses by limiting the extent to which a firm 
with market power can price above cost. 

Secondly, a supplier with market power may have less incentive to pursue cost 
efficiencies compared to firms operating in a highly competitive market. CPI – X price 
controls aim to provide an incentive to achieve cost efficiencies in order to meet, and 
perhaps even exceed, those required by regulation. 
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Thirdly, CPI – X price controls on baskets of telecommunications services allow firms 
the scope to structure their pricing in a manner that will allow for efficient recovery of 
‘common’ costs of production. The production of a range of telecommunication 
services often involves incurring various ‘common costs’, which are costs that cannot 
be directly traced to particular services and are therefore allocated across the various 
services.  

The other major objective of the price control arrangements has been the achievement 
of certain social policy/equity objectives. With this objective, the government is 
seeking to ensure that consumers from various geographic areas and income levels are 
able to have access to affordable telecommunications services and share in the benefits 
arising from more competitive markets.  

The ACCC considers that a service or market segment should only be subject to a price 
cap where the conditions for effective competition to emerge are not present. It follows 
that where these conditions for effective competition are not present, it strengthens the 
case for the application of price cap regulation. 

This section of the report builds on the state of competition analysis, and focuses on: 

 the appropriate composition of baskets of services 

 the appropriate design and level of the price caps that may apply to these 
baskets, and 

 aspects of the current price control arrangements that may benefit from 
clarification or streamlining 

Further, this section also considers other price control arrangements such as the cap on 
untimed local calls and the metropolitan/non-metropolitan price parity obligation. 

4.1 The need for retail price controls 

4.1.1 Views of interested parties  

A number of service providers (including Optus, Telstra and AAPT) have argued that 
developments in the industry are such that price controls can now be removed.  

In the alternative, Optus suggested focusing any future price controls on rural and 
regional areas where competition is less intense.37 

VHA suggested that the continuation of the current retail price control arrangements for 
a further three years is appropriate as an interim measure while the NBN is rolled out 
and the vertical separation of Telstra and other amendments to the telecommunications 

                                                 

37 Optus, Optus submission to ACCC on Review of Telstra Price Control Arrangements, February 2010, 
p. 28 
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access regime are implemented.38 ATUG agreed that the current retail price controls 
should be continued in the transitional period to the NBN.39 

On the other hand, the Australia Institute noted that given the excessive profits Telstra 
is earning, there would have to be compelling evidence to remove any price controls.40 

4.1.2 Views of the ACCC  

The ACCC notes that the scope of this review (the Terms of Reference) does not 
provide for the ACCC to consider the removal of retail price controls altogether. 
However, the ACCC considers that the conditions necessary for effective competition 
within the fixed-line telecommunications market has not yet emerged to the point 
where retail price controls, in general, can be removed.  

As noted in the ACCC’s submission to the DBCDE’s ‘National Broadband Network: 
Regulatory Reform for the 21st Century Broadband the Regulatory Reform,’  

…it is possible that in the longer term Telstra’s market power will reduce, such 
as when the NBN is established and competing services provided over that 
network mature. Should this occur, it is unlikely that retail price control 
arrangements would be required for efficiency reasons. However, should social 
policy objectives support retail price controls in these circumstances, it may be 
necessary for those controls to apply to a wider range of service providers.41 

4.2 Appropriate composition of baskets of services 

The current price control arrangements include four baskets:  

 Basket 1: a basket of local calls, trunk (which includes national long distance and 
FTM) calls, international calls and line rental products 

 Basket 2: a basket of Telstra’s most basic line rental product offered to residential 
consumers 

 Basket 3: a basket of Telstra’s most basic line rental product offered to business 
consumers, and 

 Basket 4: a basket of connection services 

The line rental products contained in baskets 2 and 3 are offered to Telstra customers 
that pre-select another carrier for domestic and international long-distance calls and 
FTM calls. 

                                                 
38 VHA, Review of Telstra’s Price Control Arrangements Submission to the ACCC, February 2010, p. 4 
39 ATUG, Review of Telstra’s Retail Price Control Arrangements, 18 February 2010 
40 The Australia Institute, Telstra’s price control arrangements: Submission to the Australian 

Competition and Consumer Commission review, March 2010 , p. 5 
41 ACCC’s submission in response to the DBCDE’s ‘National Broadband Network: Regulatory Reform 

for the 21st Century Broadband the Regulatory Reform’, June 2009 p. 101 
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4.2.1 Views of interested parties  

Broad or narrow service baskets, including a possible FTM sub-cap 

Telstra submitted that if it is to remain subject to retail price controls, the structure of 
the service baskets should mirror the approach taken in the current price controls. 
Telstra submits that this approach reflects the ACCC’s policy of promoting efficient 
price setting and the bundled services common cost base.42 

In regards to a potential sub-cap on FTM services within basket 1, Telstra opposes any 
approach which shifted away from a broad basket, in favour of a sub-cap on FTM 
services, for four key reasons: 

 it would be inconsistent with the principles of welfare maximisation, whereby 
suppliers seek to reflect consumer purchasing preferences within the price of a 
bundle 

 the imposition of a regulated price reduction in FTM rates below the efficient 
level may generate a ‘next best’ price increase in another price element or 
elements 

 in addition to the direct detriment to Telstra’s customers, such interference 
would be contrary to the principles of competitive neutrality and interests of 
consumers, and 

 there are practical problems in its implementation as the regulatory process of 
MTAS reductions is completely independent of the Minister’s powers to impose 
price controls43 

Optus submitted that a separate sub-cap on FTM services as a pass-through mechanism 
may create distortions by reducing pricing flexibility in downstream retail FTM 
services.44 

VHA submitted that the policy rationale for regulating FTM pricing using a sub-cap is 
no longer compelling as a result of the government’s proposed structural reforms to the 
telecommunications industry and evidence regarding the extent to which subscribers 
are increasingly relying on mobile services rather than fixed-line services.45 

Further, VHA suggested that the results of the modelling in the Analysys Mason Report 
do not justify the regulation of FTM pricing. It suggests that the modelling does not 

                                                 
42 Telstra, Telstra Corporation Limited, Submission in response to the Australian Competition and 

Consumer Commission’s Review of Telstra’s Price Control Arrangements public version, 12 
February 2010, p. 17 

43 Telstra, Telstra Corporation Limited, Submission in response to the Australian Competition and 
Consumer Commission’s Review of Telstra’s Price Control Arrangements public version, 12 
February 2010, pp. 19-20 

44 Optus, Optus submission to ACCC on Review of Telstra Price Control Arrangements, February 2010, 
p. 27 

45 Vodafone Hutchison Australia, Review of Telstra Price Control Arrangements, Submission to the 
Australian Competition and Consumer Commission, February 2010, p. 1 
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take into account the potential for FTM price controls to impede the development of 
competition, nor the interrelationship between MTAS, FTM services and mobile 
services (e.g. the waterbed effect).46 

AAPT submitted that Telstra has substantial market power in the FTM market; but 
suggested that a retail price control is not an effective instrument to control Telstra’s 
market power. AAPT further suggested that imposing a price control on FTM without 
simultaneously moving MTAS pricing down to the cost of supply will hurt other 
service providers trying to compete in the FTM market and the greater fixed voice 
market.47 

Macquarie submitted that a sub-cap on the price of FTM calls would be desirable as a 
means of ensuring that a reduction in the MTAS charge would be passed on to 
consumers.48 

ATUG stated that it would like to see a sub-basket focused on FTM calls to ensure that 
the MTAS reductions mandated in the long-term interests of end-users are in fact 
received by those end-users.49 

Services baskets of most basic line rental products 

Telstra submitted that if the current price control is to remain on its residential and 
business basic line rental services, the price control should be relaxed.50  

Optus submitted that if price controls are to remain, a price cap should be retained on 
the basket of Telstra’s most basic line rental product offered to residential customers; 
but the cap for business customers should be removed.51 

Connection services 

Telstra submitted that the basket containing connection services should be relaxed, and 
that optical fibre connection services should be removed from the basket. Telstra 
argued that optical fibre connections for greenfield estates are subject to significant 
levels of competition as most estate developers use competitive bidding processes to 
select a network operator. Telstra suggested that the growth in competitive tenders for 
optical fibre deployment will also be greatly accelerated by the enactment of the 
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proposed Telecommunications Legislation Amendment (Fibre Deployment) Bill 2010 
(Fibre Deployment Bill).52 

Further, Telstra expressed their concern that the government's greenfields estates 
policy, combined with the price control on connections, could unfairly prejudice Telstra 
in this market. This is due to the payments for this service being made to two separate 
entities at two separate time periods: first by developers (at the time of concluding a 
tender to supply a development) and second by end users (at the time of connecting a 
service—after houses are built and the end users move in). 

Telstra is concerned that the scenario in table 1 may result: 

Table 1 Estimated greenfields estates connection charges53 

 Amount bid per lot in 
competitive tender 

Amount charged to end 
user 

Competitor to Telstra $1200 $500 

Telstra $1300 $300 

Source: Telstra 

In this scenario, Telstra suggested that developers have an incentive to choose a fibre 
provider other than Telstra, even if Telstra provides better value overall.54 

4.2.2 Views of the ACCC  

The ACCC has a general preference for broadly based baskets (covered by weighted-
average price caps), rather than price caps on individual services. The key reason for 
this preference for broad based baskets is that it allows Telstra to be flexible in setting 
prices for services that share common infrastructure and costs.  

Basket 1 

The ACCC considers that this basket should comprise PSTN services (line rental and 
call services) typically acquired by consumers on an ongoing basis. However, 
consistent with the current Basket 1, services supplied to large business customers 
should not be included.  

This reflects the ACCC’s views, stated earlier in this report, that competition in the 
supply of these services is not yet effectively competitive – and further the conditions 
necessary for effective competition to emerge are not present – to warrant the removal 
of retail price control arrangements from these services in the immediate future.  
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The ACCC recognises that there are arguments for and against the imposition of a sub-
cap on FTM calls. However, on balance the ACCC does not recommend that this step 
be taken, and instead these services should remain subject only to a broadly based cap. 

Although Telstra makes a significant margin on FTM calls, these returns can be offset 
by reductions in the prices of other services within the basket. Furthermore the ACCC 
notes that consumers normally buy their PSTN services including FTM calls in a 
bundle and hence consumers have benefited from the reduction in the average price of 
the PSTN basket of services. Section 5.2 of this report discusses the impact of the 
current price control arrangements on prices. 

The ACCC also notes that a sub cap may have the potential to adversely affect future 
investment by competing fixed line service providers and is not supported by mobile 
service providers. 

This is not to say that the ACCC accepts all the arguments that have been made by 
industry against introducing a FTM sub-cap. In particular, the ACCC remains sceptical 
of submissions that so-called “waterbed effects” would necessarily see other prices 
automatically rise should a sub-cap be introduced. As noted in its 2009 MTAS Pricing 
Principles decision, the ACCC is of the view that the waterbed effect remains unclear 
in the absence of empirical evidence in the Australian context. 55 

Baskets 2 and 3 

The ACCC is of the view that the current structure of the baskets 2 and 3 should be 
retained for the future price control period.  

These baskets provide a price ceiling for these basic line rental services, and provide 
assurance that consumers will not face unjustified price increases for the most basic 
communication service. 

Further, they provide assurance that rebalancing of other line rental products within 
basket 1 will reflect consumer preferences.  

Basket 4 

The ACCC is of the view that the current structure of the basket containing connections 
services should be retained for the future price control period.  

Telstra generally holds a natural monopoly on connections,56 and connection related 
charges are not limited to fixed-line voice services but extend to broadband services 
and those services provided by other carriers through their wholesale access (e.g. 
ULLS). 

                                                 
55 ACCC, Domestic Mobile Terminating Access Service Pricing Principles Determination and indicative 

prices for the period 1 January 2009 to 31 December 2011, March 2009, p. 28 

 
56 Telstra holds a monopoly on copper connections; however the situation may be different for fibre 

greenfield estates where there is a tender for the provision of fibre connection within an estate. 
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Further, because connection services are typically associated with one-off costs, 
retaining connection services in a stand-alone basket is appropriate. 

The ACCC considers that fibre connection services should remain within this basket. 
While there is currently competition for the market for optical fibre connection services 
in greenfield estates (i.e. the competitive bidding process), there is no competition 
within the market (i.e. there is typically only one final network provider in each estate). 
Hence, consumers have the choice of whether to buy into a greenfields property but not 
a choice in relation to who provides the connection service. 

In addition, inclusion of fibre connection services has not impeded Telstra to date in its 
ability to win competitive tenders for greenfield estates. Information supplied by 
Telstra indicates that it has been successful in winning competitive tenders. 

Further, there is currently significant uncertainty as to what arrangements will be in 
place for greenfields estates. Although an exposure draft of the Fibre Deployment Bill 
was issued for public consultation on 23 December 2009, there is uncertainty 
surrounding the final content of the bill.  

Given the uncertainty surrounding greenfields arrangements in the future price control 
period, the ACCC is not in favour of excluding optical fibre connections from the 
definition of connection services. 

4.3 Appropriate design and level of price caps 

The level of price caps within the current price control arrangements are: 

 Basket 1 is subject to a price cap of CPI – CPI 

 Basket 2 is subject to a price cap of CPI – 0 

 Basket 3 is subject to a price cap of CPI – 0, and 

 Basket 4 is subject to a price cap of CPI – 0 

Prior to 2005, basket 1 was subject to a price cap design of CPI – X, whereby the X-
factor was representative of the expected annual growth in Telstra’s total factor 
productivity (TFP) for fixed-line voice infrastructure. As part of the 2004 retail price 
control review, the ACCC performed its own analysis of Telstra’s TFP, based on 
observed productivity gains for the period from 1999-00 to 2003-04 and estimated 
productivity gains for the future price control period.57 The ACCC’s final analysis 
concluded that the TFP for Telstra’s fixed-line infrastructure had grown over the period 
from 1999-00 to 2003-04 at around 5.4 per cent per annum and 6.4 per cent per annum 
for the whole-of-Telstra. The final report recommended a conservative X-factor of 4 
per cent per annum for the future price control period.58 
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The government’s final determination arising from the 2004 retail price control review 
was to set a cap of CPI – CPI (i.e. a nominal price freeze), rather than an explicit TFP 
backed analysis.59 This was a marked shift from previous determinations that set an 
explicit productivity-backed price cap. 

4.3.1 Views of interested parties  

Basket 1 

Telstra submitted that the price cap on basket 1 should be relaxed to CPI – 0.60 It 
suggested that a decision to remove or loosen the cap affirms that the market is more 
competitive than it was four and a half years ago when the current price controls were 
set. Further, Telstra noted that maintaining or strengthening the price cap would infer 
that competition has remained unchanged or has decreased.61 

Telstra also submitted that there are difficulties in predicting the factors that drive 
future TFP for fixed-line services, such as global technology trends, the effects of 
substitutes such as mobile competition and the effect of wholesale pricing decisions 
such as the ULLS.62 Further, Telstra notes that a CPI – 0 price cap will lessen the 
possibility of misjudging future productivity improvements given uncertain future 
costs.63 

Telstra also submitted that the current price control arrangements prevent it from 
‘passing through’ to end users the impact of certain taxes, such as a new carbon 
abatement tax. Telstra argued that it should not be prevented from doing what other 
entities in the broad economy are entitled to do.64 

Optus submitted that the current price cap on basket 1 should be softened from CPI – 
CPI to CPI – 0. It suggested that this would provide firms with greater pricing 
flexibility and improve their ability to make a legitimate return on their investments.65 

Macquarie submitted that competition in fixed network services is not sufficient to 
relax the fixed network price control arrangements which apply to Telstra.66 However, 

                                                 
59 However, a CPI – X price cap is in effect a CPI – X price cap, with an X-factor of CPI. 
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Macquarie also suggested that if Telstra was functionally (or structurally) separated and 
there was effective upstream regulation, X could be set at 0, as a “safety net” device.67 

Baskets 2 to 4 

Telstra submitted that the price cap on its residential and business basic line rental 
services should be relaxed, or at minimum kept fixed at CPI – 0.68 

4.3.2 Views of the ACCC  

Basket 1 

The ACCC considers that for basket 1, it would be appropriate to relax the current 
weighted-average price cap from CPI – CPI to CPI – 0 (a real price freeze). A price cap 
of CPI – 0 means that the nominal price of the revenue-weighted average price of 
basket 1 is only allowed to increase by the rate of economy-wide inflation. 

The ACCC recognises that for the future price control period, the Australian 
telecommunications industry will likely be in a period of transition in which service 
providers are likely to face a high degree of uncertainty. Hence a relaxation of the price 
cap on basket 1 is considered appropriate in such a period to provide as much assurance 
as is reasonably necessary to efficient service providers that they will not be foreclosed 
from fixed-line markets. 

For instance, this period will likely be a time of significant structural and competitive 
change as the industry moves to an environment that includes the NBN. However, the 
ACCC notes that there is currently a lack of definitive information available on many 
important matters that are central to determining the impact of the NBN. Matters yet to 
be finally determined include the intended design of the NBN, the available services, 
rollout timing, expected take-up and timing of migration.  

There are also other unknowns in relation to what the final arrangements for greenfield 
estates will be in a NBN environment. 

Additionally, the Regional Telecommunications Independent Review Committee noted 
in its 2009 report (the Glasson Report) that significant changes are likely to occur in 
telecommunications services as a result of the shift to the NBN.69 According to the 
Glasson Report, there is now an opportunity to revolutionise the availability and quality 
of telecommunications services in regional Australia.70 Further, the ACCC notes that 
the government (in its response to the Glasson Report recommendations) intends to 
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69 Regional Telecommunications Independent Review Committee Report, Framework for the Future, 
September 2009, p. v 

70 Regional Telecommunications Independent Review Committee Report, Framework for the Future, 
September 2009, p. v 



Public - Review of Telstra’s price control arrangements – an ACCC report — March 2010 32

implement a number of changes to the provision of regional telecommunication 
services once the NBN arrangements are finalised.71 

These uncertainties and potential changes in the transition to a NBN environment (as 
discussed above) may potentially impact on access seeker’s future investment. 

Further, whilst relaxing the price cap will give greater certainty to access seekers, a cap 
of CPI – 0 will continue to provide a price ceiling and thereby a safety net for 
consumers to provide protection from unjustified price increases. 

Section 5 discusses in more detail the impact of the current and future price controls on 
the efficient investment incentives of the telecommunications industry and its impact 
on competition. 

The ACCC notes Telstra’s concerns that a carbon abatement tax, or other taxes, could 
increase its costs, and its proposal to pass this through to end-users outside the price 
caps. However, the ACCC considers that these concerns are premature, as the types of 
tax arrangements for which Telstra considers it should be able to pass-through to end-
users either do not yet exist or are not widespread.  

Further, relaxing the price cap to CPI – 0 will provide greater scope to accommodate 
increases in certain cost categories, given there will continue to be savings available to 
Telstra in relation to other costs, and – to the extent that the taxes are economy wide – 
the caps will in any event be loosened through the impact of these taxes on CPI.  

Baskets 2 to 4 

The ACCC recommends retaining the price cap on baskets 2, 3 and 4 at CPI – 0.  

A level of CPI – 0 on the basic line rental products in basket 2 and 3 is appropriate as it 
maintains a price ceiling to protect consumers from any unjustified price increases for 
the most basic line rental products. Further, a relaxation of this cap is unnecessary to 
ensure that Telstra continues to recover its costs (inclusive of a normal return on its 
capital) in supplying these services. 

The maintenance of a CPI – 0 price cap on basket 4 connection services should also be 
maintained in transition to protect consumers from any unjustified increases in 
connection charges, in light of Telstra’s monopoly over copper connections. 

4.4 Other price control arrangements 

In conjunction with the price controls that apply to the baskets of services, the current 
price control arrangements provide for several other price controls that meet consumer 
protection objectives. These include: 

 a 22 cent price cap on untimed local calls 
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 a 50 cent price cap on local calls from a payphone, and 

 a requirement that Telstra offer local call and basic line rental services in non-
metropolitan areas on the same price terms as they are offered in metropolitan 
areas (metropolitan/non-metropolitan price parity) 

4.4.1 Views of interested parties  

Telstra submitted that it strongly supports the continuity of two core consumer 
protections: 

 the requirement that an untimed local call be made available to all Australians, 
and 

 that all Australians should have access to a uniformly priced standard 
telephony service regardless of where they live or work72 

Telstra did not discuss the specific level of the price cap on payphone calls; however it 
recommends that a review of payphone regulation be separately conducted, as the 
losses it incurs in its provision of price controlled payphones are not fully recovered 
from the USO levy.73  

Telstra advised the ACCC that it is also providing benefit to low-income consumers in 
the form of phone cards, at an average cost of [c-i-c] per year. In 2008, Telstra 
distributed approximately $680,000 worth of Phonecards and PhoneAway cards.74 The 
continuation of this program could provide some protection for vulnerable consumers 
that would otherwise be affected by an increase in payphone call charges. 

Optus have submitted that the government should consider specific targeted measures 
to address social equity objectives, for example using specific (limited) price control 
measures or through targeted welfare schemes.75 Further, whilst Optus did not 
specifically discuss the metropolitan/non-metropolitan price parity relationship, it 
suggested that price controls should be retrained in rural and regional areas where 
competition is less intense.76 

VHA suggested that social policy objectives can be achieved through instruments other 
than price controls; however VHA supports the continuation of the low income 
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measures in clause 22 of the Declaration; and the pricing parity obligation in relation to 
the price of local calls and basic line rental services in non-metropolitan areas.77 

ATUG have contended that the consumer protection provided through the retail price 
controls regime should be maintained until the effect of the regulatory reforms and 
entry of NBN Co into the fixed-line services can be assessed.78 

Macquarie acknowledged that consumer protection is an important policy objective, but 
retail price controls do not promote competition per se.79 This view has also been 
submitted by the CCC, which argued that price controls do not reduce retail market 
power and that they are intended simply to protect some consumers from the exercise 
of market power.80  

4.4.2 Views of the ACCC  

22 cent price cap on local calls 

The ACCC is of the view that the 22 cent price cap should be maintained, as it provides 
a degree of assurance that consumers won’t face unjustified price increases for local 
calls. Interested parties have not sought the removal of this price control. It can also be 
noted that many consumers already have access to local call prices which are 
significantly below this cap. 

50 cent price cap on local calls from a payphone 

The ACCC is of the view that the 50 cent price cap on local calls from a payphone 
should be maintained, as interested parties have not provided any relevant information 
on price caps to suggest otherwise.  

The ACCC notes that a review of payphone policy, as Telstra has suggested, is outside 
the scope of this inquiry. 

Metropolitan/non-metropolitan price parity 

The ACCC notes that past studies suggest that there is a notable disparity between the 
costs of providing local services in non-metropolitan and metropolitan areas—which 
impacts on the efficient price that would be charged in non-metropolitan areas. This is 
in large part due to a lower demand in non-metropolitan areas. 

Overall, as noted in the 2005 Report, there are two conflicting objectives present in 
parity obligations. There is an efficiency objective, i.e., to allow prices to accurately 
reflect the cost of delivering the service, in conjunction with a social equity objective 
aimed at ensuring that those in non-metropolitan areas (where competition is less 
viable) can also access basic services at affordable prices. 
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The ACCC recognises that government may wish to retain the existing basic price 
parity obligations in the transitional period to a NBN environment, so as to protect non-
metropolitan consumers from potentially higher charges for basic line rentals and local 
calls. 

However, the ACCC recommends that, should a parity obligation be retained, it should 
not be extended from local calls and basic line rentals to include other products or 
services. The ACCC is of the view that when the NBN arrangements are finalised, 
including issues relating to the impact the NBN may have on the prices and services 
available in non-metropolitan areas, the government should consider more targeted 
arrangements—such as direct government subsidies—to deliver more equitable 
conditions for non-metropolitan consumers.  

This timing is consistent with the government intention to implement a number of 
recommendations outlined in the Glasson report concerning the provision of regional 
telecommunication services once the NBN arrangements are finalised.81 

4.5 Parts of current arrangements that may benefit from 
clarification and streamlining 

As per the Minister’s direction, this section outlines what parts of the current 
arrangements may benefit from clarification and streamlining.  

Submissions argued that a number of measures could be clarified or streamlined. These 
include: 

 the requirement on Telstra to offer line rental service to schools at a 
price at or below the standard line rental offered to residential customers 

 the ACCC’s role in the notification process regarding any increases in 
Telstra’s residential line rental prices 

 directory assistance charges to Telstra’s fixed-line customers 

 extended zones, and 

 ACCC methodology for calculating PSTN yields 

The views of interested parties and the ACCC is discussed for each measure below. 

4.5.1 Requirement on Telstra regarding line rental for schools 

Under the current price control arrangements, Telstra must offer a line rental service to 
schools at a price at or below the standard line rental offered to residential customers. 
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This requirement was included in the price control arrangements from July 2002 as a 
measure aimed at improving access to affordable basic communications services for 
educational facilities. 

Views of interested parties  
 
The Australian Information and Communications Technology in Education Committee 
(AICTEC) submitted that a key principle for education relates to affordable pricing, 
and to this end it supports the retention of the current price cap on standard line rental 
in the transition period to the NBN environment. However, AICTEC note that in order 
to ensure that pricing for usage and fibre connections are predictable, AICTEC have 
suggested that it may be preferable for this price control measure to be retargeted to 
allow rebalancing between line rental charges and reduced usage costs.82 

Views of the ACCC  

As noted in the 2005 Report, as a matter of general principle, the ACCC considers that 
price control arrangements may not be the most appropriate method to provide 
subsidies to schools. If it is desirable to supply line rental services to schools at 
residential rates, then it may be more appropriate that such subsidies are directly funded 
by the government. 

The ACCC notes that in response to the Glasson Report, the government recently 
announced a $46 million digital regions initiative aimed at improving the delivery of 
health, education and emergency services in regional, rural and remote communities. 
The ACCC considers that this type of initiative is a more appropriate tool than the 
current control (on line rental services offered to schools) as it aims to provide targeted 
benefit to the specified communities. As such, these benefits are likely to be 
significantly greater than those accruing to schools in these areas under the 
current price control arrangements.  

Further, direct funding may minimise the potential for any efficiency losses, and would 
appear feasible given the existing arrangements for government funding to be provided 
to schools. 

For the above reasons, the ACCC is of the view that this price control arrangement 
should not be retained. 

That said, it is difficult to quantify the costs and benefits that might be associated with 
continuing this price control arrangement for a further two years. This largely reflects 
uncertainty over the number of schools that benefit from the arrangement. The ACCC 
has previously been informed by Telstra that it does not maintain a count of these 
services, and given the short time frame available to compile this report Telstra has not 
been requested to compile an estimate from source records.  

However, the ACCC can observe that as residential line rentals and business line 
rentals have tended to converge, the potential benefits, and costs, of this price control 
arrangement as implemented have reduced. The ACCC notes that as it currently stands 
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there is a relatively small differential between the charge for business line rental and 
residential line rental. Furthermore, the ACCC understands that Telstra is offering 
schools lower line rental pricing (on condition that all traditional voice services are also 
acquired from Telstra) than the standard residential line rental rate.  

4.5.2 The ACCC’s role in the notification process 

Under the current price control arrangements, the ACCC is required to check Telstra’s 
compliance with the low income measures specified in clause 22 of the Declaration.83  

These low income measures are largely procedural in nature and require, e.g., that 
Telstra has adequately resourced the LIMAC and consulted with it in developing a low 
income package.84 Telstra must comply with the low-income package that it develops, 
and must have in place a marketing plan to make low-income consumers aware of the 
package.  

The ACCC is required to do this check periodically, on each occasion that Telstra 
notifies the ACCC that it wishes to increase a line rental price that is charged at 
residential rates.85 Telstra is required to give the ACCC at least 14 days notice before 
the alteration is made, unless the ACCC has waived the giving of notice.86  

In considering a line rental price notification, the ACCC must only assess whether 
Telstra has met the procedural requirements arising out of its low-income measures 
licence condition, and is not permitted to consider matters which go to the merits of a 
price increase. 

Views of interested parties  

Telstra submitted that it recommends the removal of the requirements relating to 
Telstra notifying the ACCC of a residential line rental increase, on the basis that it is an 
unnecessary requirement given that representatives from the government attend the 
LIMAC meetings.87 
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The ACCC has discussed this issue with the LIMAC Chairman, who stated that 
LIMAC was “neither supportive nor had an objection to the removal of the current 
notification requirements.”88 Furthermore the LIMAC did not see that removing the 
notification requirements would lead to Telstra failing to comply with the low income 
measures specified in clause 22 of the Declaration.89 

Views of the ACCC  

The ACCC is of the view that periodic checking by the ACCC of Telstra’s compliance 
with the low income measures will not provide additional assurance that Telstra will 
comply with those requirements. This is because Telstra’s compliance with these 
requirements will continue to be subject to LIMAC and ACMA oversight. That is, 
ACMA has standing to enforce the relevant licence conditions. Further, ACMA attends 
the LIMAC meetings and is otherwise well placed to assess Telstra’s compliance with 
this licence condition.  

The ACCC also notes that the removal of this requirement would also reduce Telstra’s 
compliance costs.  

The ACCC believes that its primary compliance role should remain with the price 
control arrangements themselves, and that this should continue via its annual 
assessment of Telstra’s compliance with these arrangements.  

Consequently, the ACCC recommends that this aspect of the current price control 
arrangements should be discontinued. 

4.5.3 Directory Assistance 

Currently, directory assistance charges are not subject to a price cap. However, any 
changes to these charges are subject to Ministerial disallowance under s. 157 of the 
Telco Act. If the Minister considers that an alteration to directory assistance charges is 
not in the public interest (for which the Minister seeks ACCC advice), a written 
direction can be provided to Telstra to prevent the alteration in charges. 

Views of interested parties  

Telstra has requested to bring directory assistance charges under price control 
arrangements rather than Ministerial disallowance. This in effect would allow directory 
assistance charges to be subject to a price control. A price control on these charges may 
allow Telstra to charge up to a specified cap for directory assistance rather than have to 
seek Ministerial approval to charge for residential directory assistance.90  
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The CCC recommended that the current controls on directory assistance should 
continue, but that the government should introduce reforms to allow genuine 
competition into the market for directory assistance. 

Macquarie suggested that directory assistance charges should be subject to some form 
of price controls, and questions whether it is appropriate for Telstra’s business and 
mobile customers to be charged 44 cents when its residential customers are not 
charged.91 

Views of the ACCC  

In the past there were limited opportunities to obtain directory assistance services from 
providers other than Telstra. However, there are now various online directory 
assistance services, and premium services are being offered by some service providers 
to their subscribers, namely VHA and Telstra. Accordingly, the importance of access to 
the Telstra directory assistance service by the general community may have diminished 
sufficiently such that each price proposal might no longer warrant ministerial 
assessment. 

Consequently, the ACCC is of the view that the requirement to obtain ministerial 
consent to increase the charge for directory assistance should be removed with these 
calls instead being subject to a specified price cap.  

The ACCC notes that Telstra separately provides operator assistance services for 
customers with disabilities and these customers may not have the same opportunity to 
access online directory assistance services. Accordingly, the ACCC considers that this 
service may remain of sufficient public interest to remain subject to ministerial 
oversight.  

In terms of what the price controlled charge for a directory assistance service provided 
to the general community should be, the ACCC considers that the charge should align 
with Telstra’s costs of providing the service.  

Should this approach be adopted, then the ACCC would recommend that basic 
residential directory assistance services are subject to a price cap of 50 cents. As Telstra 
currently charges business and mobile users 50 cents for this basic directory assistance 
service, the ACCC considers that it would be reasonable to consider this charge would 
permit efficient cost recovery.92 

Currently Telstra provides a directory assistance service for free to residential fixed-
line customers. Allowing Telstra to charge for this service—albeit subject to a price 
cap—may encourage competing suppliers to enter the directory assistance market. 

Additionally, if a price cap is placed on directory assistance it would also be 
appropriate to ensure there is a concession program built into to Telstra’s low-income 
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package (known as the ‘Access for Everyone’ program) and for this to be subject to 
LIMAC consideration in the ordinary course. 

4.5.4 Subscription plans 

The current price control arrangements require Telstra to advise customers to whom 
subscription packages are offered, that, depending on the number of calls made in a 
particular period, the average effective price that they pay may exceed the specified 
capped price for these call types. 

Views of interested parties  

Telstra argued that it should not have to advertise the effective price of subscription 
plans, as the average consumer now understands how subscription pricing packages 
work and Telstra’s competitors are not required to disclose similar information. 
Further, Telstra suggests that the only obligation required should be that the full terms 
on which packages are offered should be disclosed in each carrier’s standard form of 
agreement.93 

Views of the ACCC  

It is not clear whether the current price control arrangements in fact require specific 
disclosure in all advertising of subscription plans.  

That said, the ACCC considers that Telstra’s advertising of subscription plans should 
now remain subject to the obligations of the TPA and other generally applicable 
standards. The ACCC does not consider that any additional obligations should be 
imposed by the retail price control arrangements. 

4.5.5 Extended zones 

Under the current arrangements, calls in and between adjacent zones, and BigPond 
calls made from these services, are required to be charged as untimed local calls, and a 
price cap of 27.6 cents per 12 minute block applies to preferential calls.  

Views of interested parties  

Telstra submitted that the extended zones obligation duplicates existing contractual 
relationships with the government. Telstra also notes that it is currently in consultation 
with the DBCDE on the succeeding contractual arrangements.94 
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Views of the ACCC  

Extended zones are generally in areas with relatively few customers, and as such it is 
likely that calls charged in extended zones at a similar price as an untimed local call 
might not allow Telstra to recover the costs of providing this service.  

Although the ACCC has concerns about pricing call services below cost—suggesting 
cross-subsidisation with higher prices for other consumers and services—it understands 
that Telstra receives a subsidy from the government to price these calls in the same 
manner as an untimed local call. In this case, the traditional concerns the ACCC may 
have would not arise. 

If, as Telstra submits, there are duplicate contractual arrangements in relation to the 
extended zones control arrangement, the ACCC considers it appropriate to avoid 
duplication and remove the extended zones requirement from future price control 
arrangements.  

4.5.6 ACCC methodology for calculating PSTN yields 

For the purposes of analysing Telstra’s compliance with the price control arrangements, 
currently the ACCC calculates the yields on PSTN services by comparing revenues 
earned to the number of PSTN SIOs. For this purpose, the ACCC uses the number of 
SIOs at the end of each month. 

Views of interested parties  

Telstra submitted that an optimal methodology for calculating basic access rental yield 
accurately for a given month would involve dividing revenue by the average SIOs 
during that particular month, rather than the number of SIOs at the end of that month. 
Telstra argued that as PSTN SIOs are constantly declining, yield calculated on SIOs at 
the beginning of the month will be understated, and yields calculated on SIOs at the 
end of the month will be overstated.95 

Further to this, Telstra argued that the methodology discourages the use of its hardship 
and credit management program (which attempts to work with vulnerable and 
disadvantaged consumers), in that a credit, discount or disallowance made to a 
customer in this program is not recognised as a reduction to price control revenues. 

Views of the ACCC  

The ACCC considers that, provided supporting information can be made available, it 
does not have an objection to calculating line rental yields based upon month average 
SIOs in the manner suggested by Telstra. The ACCC considers that this change in 
methodology is unlikely to make any overall difference to the price movements 
reported under the price control arrangements. 
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In regard to the impact of the current methodology on Telstra’s credit management 
program, the ACCC considers that average prices should not be calculated net of bad 
debt amounts or post bill debt waivers given to customers in credit management. This 
change would not give reliable measures of the average price charged—but rather 
would represent average revenue received. Further, the ACCC is of the view that the 
only consequence of ex-post recognition of bad debts would be to automatically allow 
Telstra to raise charges to other consumers to cover defaults made by other consumers.  
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5. Impact of current and future price control 
arrangements  

The Terms of Reference for this review require the ACCC to consider the impact of the 
current and possible future price control arrangements on: 

 competition 

 the availability, choice, quality and prices of services to consumers and any 
impacts on consumers, and 

 the telecommunications industry, including on economically efficient 
investment decisions 

This section considers the key elements of the current and possible future price control 
arrangements and their implications for competition, consumers and the 
telecommunications industry.  

5.1 Key elements of price control arrangements 

The ACCC considers that there are several key elements of the current and future price 
control arrangements that impact on competition, consumer choice and the 
telecommunications industry: 

 allowing flexible pricing within the basket of fixed voice services  

 ensuring the appropriate structure of baskets and the level of price caps (this is 
discussed in section 4.2 and 4.3) 

 allowing carry-in credits within a price control period, and 

 measures to ensure that consumers are not subject to unjustified price increases 
and parity obligations 

5.1.1 Pricing flexibility 

A broad based basket, in which fixed-line services are subject to an overarching cap, is 
designed to give Telstra the flexibility to price the services in that basket in the manner 
it chooses. There are economic efficiency benefits to maximising the number of 
services in the basket, and the flexibility of the prices charged on each service.  

In contrast, any constraint on pricing flexibility, such as a sub-cap on an individual 
service component, may limit the overall economic benefits of a broad basket. The 
ACCC is of the view that sub-caps within baskets or caps on baskets that contain an 
individual service aim to protect consumers from unjustified price increases—rather 
than aim to maximise efficiencies. 
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5.1.2 Carry-in credits into the price control period 

Under the current price control arrangements, if the price movement in any basket of 
services is lower than the price cap imposed, Telstra accumulates ‘credits’ equal to the 
difference. Telstra is able to carry-in these credits into the next year of the price control 
period, increasing the level of the price caps by the amount of the credits.96  

As noted in the 2005 report, the ACCC considers that price targets should be set on a 
forward-looking basis and not on the basis of price targets in previous periods that may 
have been set incorrectly (too high or too low). The carry-over of credits from an 
earlier period may have the effect of diluting the pass-through of productivity 
improvements into the next period.97 

Consistent with the ACCC’s previous recommendations, the ACCC remains of the 
view that future price control arrangements should not allow the carry-in of credits 
from the previous price control period.  

In this case, permitting carry forward of credits would simply undermine the objective 
of protecting consumers from unjustified price increases.  

5.1.3 Measures to ensure that consumers are not subject to 
unjustified price increases and parity obligations 

In addition to baskets 2 and 3, which contain individual services, the current price 
control arrangements also provide a cap on the maximum price for untimed local calls. 
These measures aim to protect consumers from unjustified price increases for basic 
communication services. 

These consumer safeguards could come at a cost to pricing flexibility. However, 
limiting the scope of these safeguards to particular products, and setting these caps at a 
conservative level, reduces the potential efficiency losses that could otherwise arise 
from providing these consumer safeguards. 

The current retail price control arrangements also include parity obligations; i.e., a 
requirement for metropolitan/non-metropolitan price parity on local calls and the most 
basic line rental products. The ACCC acknowledges that the government may wish to 
retain the existing basic price parity obligations in the transitional period to a NBN 
environment, so as to protect non-metropolitan consumers from potentially higher 
charges for basic line rentals and local calls. 

This is not to say that consumers in non-metropolitan areas will pay precisely the same 
for their services as metropolitan consumers. Consumers in non-metropolitan areas 
might use their service differently (e.g., they are more likely to use national long-
distance calling) and hence pay more on average for their service. 

                                                 
96 Telstra Carrier Charges—Price Control Arrangements, Notification and Disallowance Determination 

No. 1 of 2005, Division 2, clause 22 (1) 
97 ACCC, Review of Telstra’s price control arrangements — an ACCC report, February 2005, pp. 73-74 
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5.2 Impact of key elements on current and proposed 
future price controls 

The ACCC recommends that in light of the NBN transition period and the current 
industry structure, the current basket structures should remain in place albeit with a 
change to the level of the cap placed on basket 1 (i.e. a shift from CPI – CPI to CPI-0). 

The ACCC also recommends that the following current arrangements remain in place 
for the future price control period: 

 The price for untimed local calls, or calls to a data network access service 
number with the prefix 0198, is not to increase above 22 cents for calls made 
from a residential or business phone, and 50 cents for calls made from a public 
phone, except in the case of discount plans when a customer may on occasion 
be required to pay more than 22 cents per local call as part of such plans. 

 A local call – and basic line rental – pricing parity obligation, whereby Telstra 
must offer local calls and basic line rentals in non-metropolitan areas, on the 
same price terms as they are offered in metropolitan areas. 

Section 4.5 sets out what arrangements should be streamlined for the future control 
period. 

The following sections will discuss how the current price control arrangements, and 
the ACCC’s recommended future price control arrangements, will impact on 
competition, consumer choice and the telecommunications industry. 

5.2.1 Competition 

Views of interested parties  

Optus submitted that the current price control arrangements:  

 encourage prices that are too low from an efficiency perspective in competitive 
markets  

 undermine otherwise efficient entry, investment and competition, and 

 motivate firms to set higher prices in other (unregulated) markets98  

Further, Optus suggested that the current price controls risk creating a regulatory ‘price 
squeeze’ that will distort competitive dynamics of the market.99 

AAPT submitted that the current retail price controls have had effectively a neutral 
impact on competition in retail markets.100 However, AAPT suggested that an 

                                                 
98 Optus, Optus submission to ACCC on Review of Telstra Price Control Arrangements, February 2010, 

p. 26 
99 Optus, Optus submission to ACCC on Review of Telstra Price Control Arrangements, February 2010, 

p. 16 
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incorrectly designed price control could have an adverse impact on the development of 
competition.101 

Macquarie submitted that retail price controls have had a negligible impact on the 
development of competition.102 Macquarie further suggested that future price control 
arrangements could negatively impact competition by affecting the incentives for 
access seekers to continue to invest in telecommunications infrastructure to compete 
with Telstra.103 

Views of the ACCC  

The two main ways that competition can develop in telecommunications markets is 
through: 

 facilities or infrastructure-based competition, and  

 access or service-based competition 

Infrastructure-based competitors that supply the downstream market do so by 
connecting users to their own networks. For example, Telstra, Optus and VHA provide 
their own networks in the mobile telecommunications market.  

The ACCC considers that there are enduring bottleneck characteristics in the market for 
fixed-line services that restrict the ability of infrastructure-based competition. 

The ACCC notes that the likelihood of infrastructure-based competition emerging in 
areas that are not yet developed is reduced while there is uncertainty surrounding the 
final arrangements for the NBN. This is even more likely in non-metropolitan regions 
where it may be less economical for a new entrant than in metropolitan regions. For 
example, it is not yet known whether Telstra or NBN Co will compete for the supply of 
wholesale fixed-line services, and whether it would be prudent for service providers to 
purchase wholesale services from these networks or develop their own fixed-line 
infrastructure.  

Access-based competitors (access seekers) currently have three main supply options for 
competing in the downstream fixed voice services market:  

 acquiring a LCS and WLR from Telstra (in conjunction with other inputs such 
as PSTN Originating Access (OA)) 

 acquiring LCS and WLR from another wholesale provider of fixed voice 
services, or 

                                                                                                                                              
100 AAPT, Submission by AAPT Limited to the ACCC in response to Review of Telstra’s Price Control 

Arrangements – Discussion Paper, January 2010, p. 8 
101 AAPT, Submission by AAPT Limited to the ACCC in response to Review of Telstra’s Price Control 

Arrangements – Discussion Paper, January 2010, p. 8 
102 Macquarie Telecom, Review of Telstra’s Price Control Arrangements, 11 February 2010, p. 3 
103 Macquarie Telecom, Review of Telstra’s Price Control Arrangements, 11 February 2010, p. 4 
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 acquiring ULLS from Telstra in conjunction with their own installed equipment 
(i.e. DSLAM or Multi-Service Access Node (MSAN) equipment) and other 
inputs such as transmission capacity and voice switching services 

During the recent price control period there has been an increase in competition in 
downstream retail fixed voice, and as noted in section 3.2 this is evidenced by the 
recent trend of strong take-up of ULLS. Whilst the ACCC does not consider the market 
to be effectively competitive for the majority of consumer groups, this increasing take 
up of ULLS is providing increasing competitive pressure on Telstra’s fixed-line 
prices.104 As noted in the WLR and LCS exemption decision, ACCC is of the view that 
the market has evolved to the point that the ULLS provides the most effective form of 
wholesale regulation in some exchange areas.105 

However, price controls, in and of themselves, do not directly promote competition; 
rather, the level of price control placed on Telstra (that has a substantial retail market 
share) can have an impact on the incentives of access seekers to enter the market and 
compete on price. With the increasing take-up of access-based competition, a price cap 
that places a strong restriction on retail prices can reduce the certainty that access 
seekers will a gain a market return on their investments. This may reduce the likelihood 
of development of access-based competition. 

As noted in submissions, there is concern that the current price cap on basket 1 is too 
tight. However as noted in section 4.3, the ACCC considers that in light of the 
uncertainty surrounding the transition to an NBN environment, a relaxation of the cap 
on basket 1 to CPI – 0 is appropriate to encourage the continued promotion of ULLS-
based competition and greater utilisation of existing ULLS-based infrastructure which 
will in turn benefit end-users. 

Whilst competition has been increasing, and applying pressure on Telstra’s fixed-line 
prices (as argued by Optus and AAPT) during the recent price control period, the 
ACCC is of the view that the relaxation of the cap will continue to promote certainty 
for access seeker investments. 

5.2.2 Availability, choice, quality and prices of services to 
consumers and any other impacts on consumers 

Views of interested parties  

Optus submitted that relaxing the current price caps will not increase consumer prices 
as competitive forces will provide their own cap.106 

AAPT submitted that the current retail price controls have had effectively a neutral 
impact on the availability, choice and quality of services.107 AAPT further suggested 

                                                 
104 This may suggest that the negative impact of price controls on competition is not as pronounced as 

argued by submissions. 
105 ACCC, Telstra’s local carriage service and wholesale line rental exemption applications, Final 

Decision and Class Exemption, August 2008, p. 120 
106 Optus, Optus submission to ACCC on Review of Telstra Price Control Arrangements, February 2010, 

p. 26 
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that the current retail price controls have to some extent had an impact on prices, 
although only to a very limited degree because of the wide spread use of bundling.108  

Macquarie submitted that the current price control arrangements have ensured that 
fixed services, in particular line rental and local call charges, have become increasingly 
affordable for Australian consumers, by ensuring that Telstra does not set excessive 
retail prices.109 Macquarie also submitted that it supports the quality of service credits 
as they provide an incentive for Telstra to improve service quality.110 

Views of the ACCC  

As noted earlier, the current price control arrangements provide Telstra with pricing 
flexibility in the fixed-line services basket. As such, the prices charged for basic access 
(line rental) services fluctuated during the price control period, while prices for all 
other fixed-line services declined. 

Table 2 shows the price movement in nominal terms of the revenue-weighted average 
price of basket 1 over the current price control period: 

Table 2 Movement in the nominal revenue-weighted average price of basket 1 

FY Implemented 
price cap 

ACCC 
recommended 
price cap 

Reported price 
movement % 

2006-07111 0.0 -1.3 -4.2 112 
2007-08 0.0 -1.1 -0.1 113 
2008-09 0.0 -0.6  1.5  
Sum  0.0 - 3.0 -2.8 

Source: ACCC 

These price movements have continued the downwards trend since 2001. 

The ACCC notes that the revenue-weighted average price of basket 1 has decreased by 
2.8 per cent, in nominal terms, below the levels prescribed in the current price control 
arrangements. 

The ACCC notes that reductions in price may be the result of increased competition 
and fixed-line substitution. However, the ACCC notes that there are some difficulties in 
determining the specific impact that price controls and/or competition and 

                                                                                                                                              
107 AAPT, Submission by AAPT Limited to the ACCC in response to Review of Telstra’s Price Control 

Arrangements – Discussion Paper, January 2010, p. 9 
108 AAPT, Submission by AAPT Limited to the ACCC in response to Review of Telstra’s Price Control 

Arrangements – Discussion Paper, January 2010, p. 9 
109 Macquarie Telecom, Review of Telstra’s Price Control Arrangements, 11 February 2010, p. 3 
110 Macquarie Telecom, Review of Telstra’s Price Control Arrangements, 11 February 2010, p. 3 
111 This period is from 1 January 2006 to 20 June 2007.  
112 ACCC, Telstra’s compliance with the price control arrangements, 1 January 2006 to 30 June 2007, 

December 2007, p. 5 
113 ACCC, Telstra’s compliance with the price control arrangements, 1 July 2007 to 30 June 2008, 

November 2008, p. 5 
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substitutability have had on Telstra’s fixed-line voice retail prices. Whilst the revenue-
weighted average price of basket 1 has dropped by 2.8 per cent below the price-cap, in 
nominal terms; in recent years this price has trended close to the cap and has even 
moved above the cap in 2008-09 by 1.5 per cent.114 

However, decreases in prices on their own are not necessarily indicative of effective 
competition, as it can often reflect changes in underlying costs. 

In terms of the quality of service, the current price control arrangements seek to 
encourage Telstra to improve its quality of services (such as additional functionality). 
Where such improvements in service quality occur, these can be assessed and deemed 
to be a price decrease for the purpose of assessing Telstra’s compliance with the price 
control arrangements. In 2007 the ACCC considered deeming a price reduction as a 
result of quality improvements made by Telstra to its fixed-line connection and line 
rental services. 

5.2.3 Telecommunications industry, including on economically 
efficient investment decisions  

Views of interested parties  

Optus submitted that the application of a restrictive price control regime will only serve 
to stifle the industry’s future progress by distorting investment decisions to the 
detriment of competition and the long-term interests of consumers.115 

AAPT submitted that the current retail price controls have had virtually no impact on 
facilities based entry and investment in the telecommunications market.116 However, 
AAPT suggested that an incorrectly designed price control could have an adverse 
impact on facilities based entry and investment.117 

Macquarie submitted that existing price controls arrangements have not had a 
permissive effect on investment in particular market segments.118 On the other hand, it 
submitted that future price control arrangements could negatively impact on the 
incentives for access seekers to continue to invest in telecommunications infrastructure 
to compete with Telstra.119 

                                                 
114 Price movements above the cap were allowed as a result of carry-in credits from previous years 

within the overall price control period. 
115 Optus, Optus submission to ACCC on Review of Telstra Price Control Arrangements, February 2010, 

p. 25 
116 AAPT, Submission by AAPT Limited to the ACCC in response to Review of Telstra’s Price Control 

Arrangements – Discussion Paper, January 2010, p. 9 
117 AAPT, Submission by AAPT Limited to the ACCC in response to Review of Telstra’s Price Control 

Arrangements – Discussion Paper, January 2010, p. 9 
118 Macquarie Telecom, Review of Telstra’s Price Control Arrangements, 11 February 2010, p. 4 
119 Macquarie Telecom, Review of Telstra’s Price Control Arrangements, 11 February 2010, p. 4 
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Views of the ACCC  

The impact of the price controls on the telecommunications market can be separated 
into the impact on Telstra’s efficient investment decisions, and competitors 
(infrastructure or access-based) efficient investment decisions.  

Price controls may inhibit competition, efficient investment and the long-term benefits 
of consumers. For example, price caps that are too prescriptive may foreclose efficient 
competitors. Therefore, the ACCC considers that the arrangements should be structured 
so that the potential for these adverse outcomes is minimised. Furthermore, in markets 
experiencing significant changes, the risks and consequences that price control 
arrangements do not achieve efficiency objectives may be greater.  

The ACCC considers that the current price control arrangements have not hindered 
Telstra’s ability to recover the costs of its fixed-line services (including the costs of 
maintaining and extending fixed-line infrastructure). Telstra provides disaggregated 
revenue and cost data to the ACCC under the Telecommunications Industry Regulatory 
Accounting Framework. An analysis of Telstra's returns for 2005-06 to 2008-09 as they 
relate to the price-controlled services together with other fixed line services is provided 
in Attachment C to this report. This period is broadly representative of current market 
conditions in terms of, e.g., softening demand for the price controlled services. [ACCC 
c-i-c] 

The ACCC considers that future price control arrangements should also not negatively 
impact on the ability, or incentives, for Telstra to invest in new and emerging 
technologies. Consumer and business use of VoIP services increased during the current 
price control period. Currently providers of VoIP services are charging at or below the 
price of traditional fixed-line services.  

A price cap that places a strong restriction on retail prices may reduce the certainty that 
access seekers will a gain a market return on their investments. This may reduce the 
likelihood of development of access-based competition. However, during the recent 
price control period there has been continued investment in ULLS.  

During the transitionary period to a NBN environment, should retail price controls be 
adopted for efficiency reasons, the ACCC is of the view that these should continue to 
focus on PSTN voice services, and also continue to exclude the large business segment.  

The ACCC considers that in light of the uncertainty surrounding the transition to a 
NBN environment over future price control period, the relaxation of the current price 
cap on basket 1 will continue to promote efficient investment in ULLS technology. 
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6. Recommendations  

In relation to the appropriate composition of the service baskets and the level of the 
price caps, the ACCC makes the following recommendations: 

 The current structure of the retail price control arrangements should continue 
from 2010 to 2012, meaning that retail PSTN services (except those supplied to 
large business customers) will be price controlled. 

 In relation to Basket 1 – the basket of local, trunk (including national long 
distance and FTM) and international calls and line rental –  the price cap should 
be relaxed to a real price freeze (i.e. CPI – 0) from the current nominal price 
freeze (CPI – CPI). This reflects the current uncertainty for competing service 
providers in transition to the NBN and the benefits of providing as much 
certainty as possible that access seekers will not be foreclosed from markets. 

 In relation to Baskets 2 and 3 – the price caps on line rental for HomeLine Part 
and BusinessLine Part – the current CPI – 0 cap should remain in order to 
provide certainty for access seekers in transition to the NBN, and to also 
provide a basic safety net for consumers. 

 In relation to Basket 4 the current price control on connection services of CPI-0 
should remain in place. This provides consumers with protection against any 
unjustified price increases in connection charges in light of Telstra’s monopoly 
over copper connections. 

 The current 22 cent price cap should be maintained as it provides a basic safety 
net for consumers. 

 The metropolitan/non-metropolitan price parity obligation as it applies to the 
most basic line rental product and local calls should not be extended to other 
products or services. 

 There should be no ‘carry-in-credits’ from the previous price control period. 

In relation to the parts of the current arrangements that might benefit from clarification 
or streamlining, the ACCC makes the following recommendations: 

 The requirement placed on Telstra to offer line rentals to schools at a price, at or 
below the standard line rental offered to residential customers should be 
removed as there would be better ways for the government to achieve this 
policy objective. 

 The requirement for ACCC to periodically check Telstra’s compliance with its 
licence condition regarding maintaining a low income package should be 
removed, as other effective compliance measures already exist.  

 The requirement to obtain ministerial consent to increase the charge for 
directory assistance – apart from the separate directory assistance service 
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Telstra provides to customers with a disability – should be removed with these 
calls instead being subject to a specified price cap. 

 Consideration be given to removing the price control arrangements as they 
apply to “extended zones”120 if these requirements merely replicate contractual 
arrangements Telstra has with government. 

                                                 
120 Extended zones arrangements require Telstra to charge regional calls that extend across adjacent call 

collection areas as though they are local calls 
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Attachment A – the Direction 

Commonwealth of Australia 

 

Telecommunications Act 1997 

 

Australian Competition and Consumer 
Commission (Inquiry into Price Control 

Arrangements) 

Direction (No. 1) 2009 
 

I, STEPHEN MICHAEL CONROY, Minister for Broadband, Communications and the 
Digital Economy, make the following Direction under subsection 496(1) of the 
Telecommunications Act 1997. 

Dated    2009 

 

 

 

STEPHEN CONROY 

Minister for Broadband, Communications and the Digital Economy 

     __________________________________________________________________ 

 

1 Name of Direction 

This Direction is the Australian Competition and Consumer Commission (Inquiry 
into Price Control Arrangements) Direction (No. 1) 2009. 

2 Commencement 

This Direction commences on the day after it is registered on the Federal Register 
of Legislative Instruments. 
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3 Cessation 

This Direction ceases on the day after the ACCC provides its report to me in 
accordance with clause 6. 

4 Definitions 

In this direction: 

   ACCC means the Australian Competition and Consumer Commission. 

Telstra has the same meaning as in the Telstra Corporation Act 1991. 

5 Direction – Public Inquiry about Price Control Arrangements for 
Telstra Services and Facilities 

(1) I direct the ACCC to hold a public inquiry under Division 3 of Part 25 of the 
Telecommunications Act 1997 about aspects of the price control 
arrangements that should apply under Part 9 of the Telecommunications 
(Consumer Protection and Service Standards) Act 1999 for: 

(a) carriage services; 

(b) content services; and 

(c) facilities, 

supplied by Telstra after the expiry of the Telstra Carrier Charges – Price 
Control Arrangements, Notification and Disallowance Determination No. 1 
of 2005 at the end of 30 June 2010. 

(2) In conducting this inquiry, I direct the ACCC to have regard to the intention 
that price controls for legacy telecommunications retail services will remain 
in place for a further two years, during which time consideration will be 
given to the impact the transition to the new National Broadband Network 
environment will have on pricing policy. 

(3) In conducting this inquiry, I direct the ACCC to consider: 

(a) the appropriate composition of service baskets and the design and 
level of price caps; and 

(b) what parts of the current arrangements might benefit from 
clarification or streamlining. 

(4) In conducting this inquiry, I direct the ACCC to have regard to the 
following matters: 

(a) the current state of competition in each of the markets the ACCC 
considers relevant; 

(b) the impact of the current price control arrangements, and possible 
future price control arrangements, on: 

(i) competition; 



Public - Review of Telstra’s price control arrangements – an ACCC report — March 2010  55

(ii) the availability, choice, quality and prices of services to 
consumers and any other impacts on consumers; and  

(iii) the telecommunications industry, including on 
economically efficient investment decisions. 

(5) For the avoidance of doubt, nothing in this Direction prevents the       
ACCC from considering other relevant matters as a part of this inquiry. 

6 Direction – Report on the Findings as a Result of the Inquiry 

I direct the ACCC to provide me with a report setting out its finding as a result of 
the inquiry by 12 March 2010. 
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Attachment B – List of submissions 

The ACCC received public and confidential submissions in response to the discussion 
paper. Public submissions were received from:  

AAPT 

Australia Institute 

Australian Information and Communications Technology in Education Committee 
(AICTEC 

Australian Telecommunications Users Group (ATUG) 

Competitive Carriers’ Coalition (CCC) 

Mr Wearne 

Macquarie Telecom 

Member of the public (requested name not to be disclosed) 

Optus 

Telstra 

Vodafone Hutchison Australia (VHA) 
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Contacts  

Infocentre: 1300 302 502 

Website: www.accc.gov.au 

Callers who are deaf or have a hearing or speech impairment can contact the ACCC 
through the National Relay Service, www.relayservice.com.au 

For other business information, go to www.business.gov.au 

Addresses
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: (03) 9290 1800 
Fax: (03) 9663 3699 

Western Australia 
Third 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 

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 
Central Plaza 
370 Flinders Mall 
Townsville  Qld  4810 

PO Box 2016 
Townsville  Qld  4810 

Tel: (07) 4729 2666 
Fax: (07) 4721 1538 

South Australia 
Level 2 
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  
Tel: (08) 8946 9610  
Fax: (08) 8946 9600 

Tasmania 
Third 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  

Australian Energy Regulator 
Level 35 
The Tower 
360 Elizabeth Street 
Melbourne Central 
Melbourne  Vic  3000 

GPO Box 520 
Melbourne  Vic  3001 

Tel: (03) 9290 1444 
Fax: (03) 9290 1457 
Email: AERInquiry@aer.gov.au 
Website: www.aer.gov.au 

 

 


