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The ACCC’s New Approach to Setting Access Prices: 
Opinion of Professor David E. M. Sappington 
 
 

I have been asked by Gilbert and Tobin to provide my opinion of the Australian 
Competition and Consumer Commission (ACCC)’s new “building block” approach to setting 
access prices in the Australian telecommunications industry. In particular, I have been asked to 
address the questions posed in the May 27, 2011 letter from Gilbert and Tobin that appears at the 
end of this opinion. 
 

In preparing my opinion, I have reviewed the statutory criteria that govern the ACCC’s 
decision making and the ACCC’s April 2011 Discussion Paper Public Inquiry to Make Final 
Access Determinations for the Declared Fixed Line Services (“ACCC 2011”). I have also 
reviewed the materials provided by Gilbert and Tobin that are listed at the end of this opinion. 
 

I confirm that this opinion is provided in accordance with the Federal Court Guidelines 
for Expert Witnesses. My credentials are summarized briefly and my full curriculum vitae is 
provided at the end of this opinion.  
 
 
OVERVIEW OF OPINION 
 The new building block approach to setting access prices requires the ACCC to establish 
an initial value for Telstra’s regulated asset base (RAB). Since 1997, the ACCC has employed a 
forward-looking replacement cost methodology to value Telstra’s network assets. This 
methodology has merit for the many reasons the ACCC has espoused consistently since 1997. 
Therefore, it is appropriate to continue to employ this methodology under the new building block 
approach to setting access prices. 
 
 Indeed, to foster investor confidence and to avoid having to value Telstra’s network 
assets anew, I believe the ACCC should set an initial value for Telstra’s RAB that reflects the 
most recent value specified by the ACCC, modified to reflect any major relevant industry 
changes since the most recent value was established. The investor confidence fostered by this 
consistent approach to valuing Telstra’s RAB would promote the long-term interests of end-users 
of telecommunications services in Australia by ensuring the continuing flow of capital to the 
industry on reasonable terms and conditions.  
 
 The ACCC, instead, intends to set an initial value for Telstra’s RAB that ensures a 
constant price for one access service in specific geographic regions of Australia. Because it risks 
a substantial reduction in the returns that investors can anticipate, this approach threatens to deter 
investment in Australia’s telecommunications industry and thereby to jeopardize industry 
performance, harming producers and consumers alike. 
 
 The ACCC’s new approach also does not adjust access prices to reflect the higher unit 
costs of supplying access services that arise as the demand for fixed-line telecommunications 
services declines. Such adjustment – which is routinely undertaken by leading regulators around 
the world – is important to ensure that access prices reflect the relevant unit costs of supply and 
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thereby provide adequate compensation to Telstra and send appropriate build-or-buy signals to 
access seekers. 
 
 In addition to being troubled by these two elements of the ACCC’s new approach to 
setting access prices, I am troubled by elements of the analysis employed to justify the approach. 
In particular, I find that the analysis in the ACCC’s April 2011 Discussion Paper provides 
limited justification for key conclusions regarding stranded depreciation, regulatory 
opportunism, investment support, and network bypass.  
 
 I address each of these matters below after summarizing briefly the ACCC’s new 
building block approach to setting access prices and reviewing the statutory considerations the 
ACCC takes into account when setting access prices. 
 
THE ACCC’S APPROACH 

 Since 1997, the ACCC has employed a forward looking total service long run 
incremental cost (TSLRIC) approach to setting prices for many of the access services that Telstra 
supplies.1

                                                 
1  The ACCC observes, “In accordance with the 1997 Access Pricing Principles, a forward looking 

TSLRIC+ pricing approach was consistently adopted as the pricing principle for the ULLS, the LSS 
and the PSTN OTA, and indicative prices were calculated for those services based on that pricing 
principle” (ACCC, 2011, pp. 24-25). The ACCC has employed the “retail minus retail cost” 
methodology to set prices for the wholesale line rental (WLR) and local carriage service (LCS). (See 
Telstra Corporation Limited, Public Inquiry to Make Final Access Determinations for the Declared 
Fixed Line Services. Response to the Commission’s Discussion Paper, Schedule 3: Historical 
Background, June 2011 (“Telstra, 2011”), p. 17.) 

 The ACCC now plans to switch to a building block approach to setting these prices. 
The change is motivated in part by the observation that “The continual revaluation of network 
assets [under the TSLRIC approach] introduced uncertainty over the level of access prices” 
(ACCC, 2011, p. 25). Under the building block approach, the ACCC will establish an initial 
value for Telstra’s RAB. This “initial RAB value is then ‘locked in’ and rolled forward by actual 
changes in the value of the asset base” (ACCC, 2011, p. 26). The building block approach 
thereby avoids the need to value Telstra’s RAB anew every time access prices are set. 
 
 The ACCC appears to have undertaken four key steps in implementing the building block 
approach. First, the ACCC identified what it considered to be a range of suitable values for 
Telstra’s RAB. The lower bound of this range reflects depreciated historic cost, which the ACCC 
refers to as depreciated actual cost (DAC). The upper bound of the range reflects depreciated 
optimized replacement cost (DORC). Second, the ACCC determined that a price of $16 for the 
unconditioned local loop service (ULLS) in Bands 1 – 3 would be an appropriate price for this 
access service. Third, the ACCC employed its fixed lines services model (FLSM) to identify the 
value for Telstra’s RAB that, after allocating relevant costs across services, would generate the 
selected $16 price for ULLS in Bands 1 – 3. Fourth, the ACCC noted that the identified RAB 
value was in the range of values that were considered to be suitable.  
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THE STATUTORY CONSIDERATIONS 

 In order to evaluate the ACCC’s new approach to setting access prices, it is important to 
understand the considerations the ACCC is directed to take into account when setting access 
prices. 
 
 Gilbert and Tobin has advised me that the ACCC is directed to consider the following 
when setting access prices: 

(a) the long-term interests of end-users (LTIE); 

(b)  the legitimate business interests of Telstra and Telstra’s investment in the facilities used to 
supply the relevant service; 

(c)  the interests of all persons who have rights to use the service;  

(d)  the direct costs of providing access to the service;  

(e)  the value to a party of extensions, or enhancement of capability, the cost of which is borne 
by someone else;  

(f)  the operational and technical requirements necessary for the safe and reliable operation of 
the network; and  

(g)  the economically efficient operation of the network and associated services.  
 
 Gilbert and Tobin has also advised me that in determining whether an action promotes 
the LTIE, it is important to consider the extent to which the action promotes the achievement of: 

(i)  the objective of promoting competition in markets for listed services;  

(ii)  the objective of achieving any-to-any connectivity in relation to carriage services that 
involve communication between end-users; and  

(iii)  the objective of encouraging the economically efficient use of, and the economically 
efficient investment in, the infrastructure by which listed services are supplied. 

 
THE PREFERRED APPROACH TO VALUING TELSTRA’S REGULATED ASSET BASE 

 Setting an appropriate initial value for Telstra’s RAB is important because the established 
value plays a central role in determining the access prices that will be implemented. The 
established value determines the return of capital (depreciation) and the return on capital (the 
product of the cost of capital and the established RAB value) that will be reflected in access 
prices. The access prices that are implemented affect the costs of access seekers, the prices paid 
by end-users of telecommunications services, and the returns on investment secured by Telstra’s 
shareholders. Consequently, the initial value that is established for Telstra’s RAB has important 
implications for the end-users of telecommunications services, for access seekers, and for 
Telstra’s shareholders. 
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 The LTIE and the interests of access seekers are best served by policies that encourage 
economically efficient investment in Telstra’s network. Regulatory policies that consistently 
respect Telstra’s legitimate business interests serve this purpose. When investors are confident 
that they will consistently be afforded a reasonable opportunity to recover their investment and 
earn a normal return on the investment, they will deliver on reasonable terms the capital that 
Telstra requires to continually deliver high quality access services and retail services. 
 
 Potential investors in regulated industries value greater certainty about the likely returns 
from their investments. However, investors recognize that complete certainty about investment 
returns is not a reasonable expectation. It is impossible to predict the future perfectly, and 
regulatory policy that reflects the identified statutory considerations typically will change as 
industry conditions change. A regulatory policy that is “certain” in the sense that it does not 
change as industry conditions change typically is not the best policy. As unavoidable costs of 
delivering access services increase, for example, higher access charges typically are appropriate 
because they reflect direct costs, serve the legitimate interests of the access provider, and present 
appropriate “build-or-buy” signals to potential access seekers.  
 
 Because regulatory policies that ensure certainty typically are not ideal policies, 
“regulatory predictability” is a more reasonable objective than “regulatory certainty.” Policies 
that promote regulatory predictability are policies that adapt to changing industry conditions in a 
consistent and predictable manner.  
 
 To promote the LTIE by consistently respecting the legitimate business interests of 
access providers, regulators should enhance the predictability of their policies by specifying 
clearly the principles that will guide their decisions and then faithfully following these principles 
when making decisions. Regulatory predictability endows investors with a clear understanding of 
the regulatory policy that will be implemented as industry conditions evolve, and thereby limits 
“regulatory surprises.” As the likelihood of regulatory surprises declines, investors become more 
willing to supply capital to the regulated industry on reasonable terms and conditions, thereby 
promoting the LTIE.2

 Since 1997, the ACCC has employed and emphasized the merits of the TSLRIC approach 
to setting prices for most access services.

 
 

3

                                                 
2  Of course, regulatory policies should reflect sound economic principles in addition to fostering 

regulatory predictability. Even when it is entirely predictable, an unsound policy may fail to promote 
the LTIE and protect the legitimate interests of stakeholders. To illustrate, a regulatory policy that is 
perfectly predictable in the sense that investors are certain that their investments will be fully exploited 
will not attract industry investment. Consequently, such a policy will fail to promote the LTIE. 

3  As noted above, the ACCC has employed the RMRC methodology to set prices for WLR and LCS. 

 In its July 1997 publication Access Pricing Principles 
– Telecommunications: A Guide (ACCC, 1997), the ACCC states: 
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“The Commission’s view is that … the access price should, in general, be based 
on the total service long-run incremental cost (TSLRIC) of providing the service” 
(ACCC, 1997, p. 28). 

 
The ACCC further notes: 

“TSLRIC is based on forward-looking costs. These are the ongoing costs of 
providing the service in the future using the most efficient means possible and 
commercially available.  

An access price based on TSLRIC is consistent with the price that would prevail 
if the access provider faced effective competition, and usually best promotes the 
long-term interests of end-users” (ACCC, 1997, p. 29). 

 

 More recently, the ACCC has observed that access prices that reflect: 

“… efficient forward-looking network costs will: 
• better promote the LTIE, as they will better promote competition and 

encourage the economically efficient use of and investment in infrastructure 
[and] 

• allow Telstra to recover amounts necessary to protect its legitimate business 
interests, but not more than necessary.”4

 Because the ACCC has, since 1997, clearly and consistently endorsed the TSLRIC 
approach to setting access prices and the associated forward-looking replacement cost approach 
to valuing Telstra’s RAB, investors would be surprised if, under the new building block 
approach to setting access prices, the initial value for Telstra’s RAB were not consistent with this 
approach. Therefore, to best protect Telstra’s legitimate business interests and thereby promote 
the LTIE and the interests of access seekers by ensuring an ongoing flow of capital on reasonable 

 
 

 To implement the TSLRIC approach to setting access prices, it is necessary to value the 
assets that are employed to produce the access services. To ensure that the asset valuation gives 
rise to a return of capital and a return on capital that reflect the long run cost of the asset, the 
asset value should reflect the cost of replacing the productive capacity of the asset in an efficient 
network. As the ACCC observes: 

“Estimating TSLRIC requires assets to be valued at their economic cost. There is 
a variety of methods of asset valuation … Of these methods, replacement cost is 
the methodology most consistent with TSLRIC. 

Replacement cost is the present-day cost of replacing the asset with another asset 
that provides the same service potential” (ACCC, 1997, p. 41). 

 

                                                 
4  ACCC, Unconditioned Local Loop Service: Access Dispute Between Telstra and PowerTel Ltd: 

Statement of Reasons for Final Determination, March 2008, p. 76. 



                   

 6 

terms and conditions, the ACCC should set an initial value for Telstra’s RAB that reflects the 
replacement cost of Telstra’s assets.5

 To set this initial value, the ACCC could undertake an entirely new assessment of the 
replacement cost of Telstra’s assets. However, as noted above, the ACCC has observed that “The 
continual revaluation of network assets [can introduce] uncertainty over the level of access 
prices” (ACCC, 2011, p. 25). To avoid having to value Telstra’s RAB anew at this time, the 
ACCC could select as an initial estimate of the value of Telstra’s RAB the ACCC’s most recent 
valuation of Telstra’s RAB. The ACCC could then modify this initial estimate to reflect the 
impending change in depreciation schedules

 
 

6 and any major relevant industry changes since the 
most recent valuation was undertaken.7

 In summary, in my opinion, the initial value for Telstra’s RAB that best promotes the 
LTIE while serving the interests of access seekers and respecting Telstra’s legitimate business 
interests is the most recent value set by the ACCC, modified to reflect any major relevant 
industry changes since the most recent valuation was set. This initial value for Telstra’s RAB 
would retain consistency with the access pricing principles the ACCC has espoused since 1997 
while facilitating a smooth transition to the new building block approach to setting access 
prices.

  
 
 Such a direct and explicit link between the most recent and the new RAB value would 
demonstrate clearly to investors that the adoption of a new methodology for setting access prices 
will not be employed as an opportunity to reduce investor returns below the levels they 
anticipated under the previous methodology. This demonstration would protect Telstra’s 
legitimate business interests and thereby promote the LTIE and the interests of access seekers by 
ensuring that investors will continue to supply on reasonable terms and conditions the capital that 
Telstra requires to deliver high quality retail services and access services. 
 

8

                                                 
5  The Royal Bank of Scotland notes the importance in the current setting of ensuring that “after 

allowing for changes in circumstances in the market, regulation doesn’t arbitrarily reduce network 
value compared with what has been reflected in investor decisions when the access pricing process 
was well known and relied on by investors” (Ian Martin, Fraser McLeish and Alan Stuart, Telstra 
Corporation: ACCC Relents a Little on Access, Royal Bank of Scotland Analyst Report, March 3, 
2011). 

6  This impending change is discussed below. 
7  This approach to setting an initial value for Telstra’s RAB would seem to be consistent with the 

ACCC’s “delta approach” to setting access prices. “The delta approach involves using existing access 
prices as a benchmark and altering the price in accordance with subsequent and projected changes in 
costs” (ACCC, 1997, p. 31). The ACCC cautions that “The Commission will need to be satisfied that 
the existing access price is based on TSLRIC before using the delta approach” (ACCC 1997, p. 31). In 
the present instance, there is every reason to believe that the existing access prices reflect TSLRIC 
principles. This is the case because the ACCC has applied the TSLRIC methodology systematically 
since 1997 to set prices for most access services. 

 

8  Alternatively, the ACCC might set as the initial value for Telstra’s RAB the value that (via the FSLM) 
gives rise to prices for all of Telstra’s access services that closely approximate the prevailing 
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LIMITATIONS OF THE ACCC’S APPROACH TO VALUING TELSTRA’S REGULATED ASSET BASE 
 In my opinion, the alternative approach to setting an initial value for Telstra’s RAB that 
the ACCC has adopted fails to adequately promote the LTIE, Telstra’s legitimate business 
interests, and the interests of access seekers. This failure reflects two primary shortcomings.   
 
 First, the ACCC’s approach presumes that a range of suitable values for Telstra’s RAB 
can be identified without reference to relevant regulatory history. This is not the case, for the 
reasons discussed below. Second, the ACCC’s approach focuses on securing price stability for 
one access service (ULLS) in certain geographic regions of Australia. Such stability fails to 
protect Telstra’s legitimate business interests and promote the LTIE for the reasons explained 
below.  
 
The Need to Consider Relevant Regulatory History 

 For the reasons identified above, the LTIE, Telstra’s legitimate business interests, and the 
interests of access seekers are best promoted by providing overall regulatory predictability. 
Consequently, absent substantial changes in relevant industry conditions, only RAB values that 
reasonably promote overall regulatory predictability should be considered as candidates for an 
appropriate initial value for Telstra’s RAB. In particular, a “suitable” range of RAB values 
cannot be specified without regard for recent asset values and the implications of these recent 
values for regulated prices and investor returns. 
 
 The ACCC deems all values for Telstra’s RAB between DAC and DORC to be suitable, 
rather than limiting attention to RAB values that reasonably promote overall regulatory 
predictability.9

                                                                                                                                                             
indicative prices. Presumably, this alternative approach would produce an initial value for Telstra’s 
RAB similar to the value generated by the approach suggested above. This alternative would provide 
broader price consistency than the ACCC’s approach, which focuses on securing a constant price for 
one access service in specific geographic regions of Australia. 

9  The ACCC states that it “considers that a suitable range of RAB values is set by the depreciated 
historic value of Telstra’s investments in network assets (that is, depreciated actual cost (DAC)) and 
by depreciated optimised replacement cost (DORC)” (p. 3). 

 Methodologies for setting access prices can change over time for good reason. 
However, if a new methodology and the preceding methodology are not adequately harmonized 
to promote consistent returns for investors, then investors will face ongoing uncertainty about the 
returns they can reasonably anticipate. Importantly, this unnecessary and detrimental uncertainty 
will arise not because of the inherently unpredictable nature of the regulated industry, but simply 
because of unpredictable regulatory policy.  
 
 It is particularly important to set an initial value for Telstra’s RAB now that ensures 
consistent returns for investors because this value will be “locked in” and “rolled forward” when 
access prices are set in the future. Consequently, the detrimental effects of an initial value for 
Telstra’s RAB that is unduly low will persist far into the future. 
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Selective Price Stability Does Not Ensure Overall Regulatory Predictability 

 The ACCC has chosen as the initial value for Telstra’s RAB the value that generates a 
$16 price for ULLS in Bands 1 – 3, the price that was established in 2008 for ULLS in Band 2.10

 The ACCC’s new approach to setting access prices may provide some consistency for the 
price of ULLS in Band 2. However, the prices of several other access services are projected to 
decline substantially below the prevailing indicative prices under the ACCC’s new approach. In 
particular, the prevailing indicative prices for wholesale line rental (WLR), line sharing service 
(LSS), and local carriage service (LCS) are $25.27, $2.50, and $0.17, respectively. The 
corresponding projected average prices for WLR, LSS, and LCS as of July 2011 under the 
ACCC’s building block approach are $22.47,  $1.80, and $0.087, respectively.

 
The ACCC’s April 2011 Discussion Paper does not carefully assess the implications of this 
choice of initial RAB value for Telstra’s overall revenues and earnings. Therefore, the ACCC’s 
policy has the potential to reduce the earnings that Telstra’s shareholders anticipate well below 
the levels they anticipated under the TSLRIC regime. 
 

11

 Just as it is important to consider recent history when selecting a suitable initial value for 
Telstra’s RAB, it is important to consider recent history when attempting to provide price 
consistency. Access prices generally were expected to increase over time under the TSLRIC 
approach to setting access prices.

  
 
 These price reductions (of 11%, 28%, and 49%, respectively) amplify the aforementioned 
concern about the potential for reducing the returns that Telstra’s shareholders can now 
anticipate below the returns they anticipated under the TSLRIC regime. Furthermore, it is not at 
all apparent that these substantial price reductions are consistent with the ACCC’s observation 
that “a clear justification is required for any significant change in existing prices” (ACCC, 2011, 
p. 47).  
 

12

                                                 
10  Telstra (2011, p 16).  
11  ACCC (2011, pp. 168-169). 
12  The increasing prices reflected in part the tilted annuity form of depreciation employed under the 

TSLRIC approach to setting access prices (Telstra, 2011, p. 16). This form of depreciation is discussed 
further below. 

 Consequently, the unchanged $16 price for ULLS in Band 2 
constitutes a departure from the expected price for this service and so, in this sense, may not 
provide price consistency. 
 
 The distinction between consistency on one dimension of regulatory policy and overall 
regulatory predictability warrants emphasis. Even if the $16 price for ULLS were considered to 
promote price consistency for this service, the ACCC’s policy that includes this $16 price may 
diminish overall regulatory predictability in two distinct ways.  
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 First, the $16 price for ULLS in Bands 1 – 3 is accompanied by the identified substantial 
(and likely unanticipated) reductions in prices for other access services. Therefore, it is not 
apparent that the ACCC’s policy promotes overall price consistency. 
 
 Second, the $16 price for ULLS in Bands 1 – 3 and the corresponding price changes for 
other access services have the potential to reduce Telstra’s earnings below the levels that could 
reasonably have been anticipated under the TSLRIC approach to setting access prices. 
Consequently, even though the ACCC’s approach to setting access prices may provide some 
measure of consistency for one access price, it may fail to respect Telstra’s legitimate business 
interests and so may fail to promote the LTIE by jeopardizing the continued flow of capital to the 
telecommunications industry in Australia. 
 
 Finally, it should be noted that an unchanging access price is not required to limit 
uncertainty about the price. To illustrate, a clearly defined price schedule that specifies a 
systematic five percent annual price increase leaves no uncertainty about the price that will 
prevail at any moment in time. Consequently, a clearly defined schedule of gradually increasing 
access prices provide just as much certainty about the price as does a price that does change over 
time. Therefore, such a schedule of gradually increasing access prices can be preferable to 
unchanging access prices. This may be the case, for example, in settings where the costs of 
providing access are increasing systematically over time or where it is deemed desirable to 
encourage industry suppliers to invest more heavily in their own infrastructure over time as they 
develop a base of loyal customers.13

 Just as it is important to consider recent history when setting an initial value for Telstra’s 
RAB, it is also important to consider recent and ongoing changes in industry conditions when 
setting access prices. The demand for fixed-line telecommunications services in Australia has 
declined substantially in recent years, both in Australia

 
 
INADEQUATE ACCOUNTING FOR RELEVANT INDUSTRY CHANGES 

14 and in other countries.15 If the decline 
in Australia ultimately parallels the decline in other countries, the Australian decline may 
become even more pronounced in the coming years.16

                                                 
13  See, for example, Alessandro Avenali, Giorgio Matteucci, Pierfrancesco Reverberi, “Dynamic Access 

Pricing and Investment in Alternative Infrastructures,” International Journal of Industrial 
Organization, 28(2), March 2010, 167-175. 

14  See Telstra (2011, pp. 5-6). The International Telecommunication Union (ITU) reports that the 
number of fixed telephone lines in Australia has declined from 10.05 million in 2000 to 9.02 million in 
2009 (ITU World Telecommunication/ICT Indicators database). 

15  To illustrate, the number of fixed telephone lines in the United States has declined from 192.5 million 
in 2000 to 155.0 million in 2009 (ITU World Telecommunication/ICT Indicators database). 

 The decline in Australia and elsewhere 

16  JP Morgan observes that “Experience from OECD incumbents suggests cumulated line loss from peak 
can reach as much as 25% of total lines. From peak, Telstra lost a cumulated 17% of total lines, as 
such there would seem to be some further downside to the current level of fixed lines in Australia” (JP 
Morgan, Australian Telecom Sector: FY10 Telco Review – The End of the Line? September 2010, p. 
43). Business Monitor International Ltd. (BMI) projects a steady, ongoing decline in fixed telephone 
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largely reflects factors beyond the control of suppliers of fixed-line services. These factors 
include reduced demand for multiple fixed lines in the home (due to the reduced use of facsimile 
machines and dial-up internet service), changing consumer preferences regarding voice 
communication versus other forms of communication, and the substitution of wireless 
communications services for fixed-line services.17

 Substantial reductions in demand for fixed-line services can generate substantial 
increases in the unit costs of supplying access services.

 
 
 An access price typically is set to reflect the unit cost of supplying the service. The unit 
cost of supplying a service is the ratio of the total cost of supplying the service to the number of 
units of the service that are sold. Consequently, the unit cost of supplying a service increases as 
fewer units of the service are sold, ceteris paribus. 
 

18

                                                                                                                                                             
lines in Australia throughout BMI’s 2014 forecast horizon (BMI, Australia Telecommunications 
Report, Q3, 2010, p. 19). The demand for Telstra’s fixed-line services could decline even more 
sharply in the future as Telstra’s customers migrate to the NBN.  

17 The Australian Communications and Media Authority (ACMA) predicts that “mobile plans will 
become increasingly generous and so further encourage the substitution of mobile traffic for fixed” in 
Australia (ACMA, Fixed-Mobile Convergence and Fixed-Mobile Substitution in Australia, July 2008, 
p. 1). 

18 Because unit cost (u) is the ratio of total cost (C) to output (Q), i.e., u = C/Q, unit cost increases by 
more than one percent for each one percent decline in output, absent offsetting reductions in total cost 
(since C/[.99Q] > 1.01[C/Q]).  For an illustration of the substantial changes in access prices that can 
arise from changes in the realized demand for fixed-line services after standard cost allocation 
procedures are employed to approximate the costs of supplying individual access services, see Telstra 
Corporation Limited, Pricing Principles for Fixed Line Services: Supplementary Response to the 
ACCC’s Draft Report, November 2010. 

 Therefore, if access prices are not 
increased as declining demand for fixed-line services produces higher unit costs of supplying 
access services, Telstra can be forced to incur financial losses in the provision of access service. 
In addition to jeopardizing Telstra’s financial integrity, such a pricing policy can undermine 
Telstra’s incentive to continue to expand and improve its network. Such undermining of 
investment incentives does not promote the LTIE or the interests of access seekers. 
 
 Despite the importance of setting access prices to reflect the prevailing unit costs of 
providing access, the ACCC declines to do so. The ACCC summarizes its policy for setting 
access prices in the presence of declining demand for fixed-line telecommunications services as 
follows: 

“[T]he ACCC does not consider that it is appropriate to compensate Telstra for 
any loss of market share, or reduced customer demand for, fixed line services by 
allocating total network costs across a declining number of retail and wholesale 
services. The ACCC has therefore not increased unit costs for the declared fixed 
line services to reflect any further decline in the total demand for fixed line 
services” (ACCC, 2011, p. 161). 
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 The ACCC’s policy in this regard stands in stark contrast to the position of other 
regulators. Consider, for example, the policy of Ofcom, the telecommunications regulator in the 
United Kingdom: 

“The economic and market environment in which new NCCs (network charge 
controls) will be set is different to that in previous NCC reviews. Technology 
change is likely to mean that some voice telephony traffic migrates from the 
public switched telephony network (PSTN) to next generation networks (NGNs) 
during the life of the next control. Ofcom’s approach to this is explained in this 
consultation document. Also, the volume of calls delivered using wholesale 
conveyance services provided over BT’s network has declined and is forecast to 
continue on a downward trend. As a result we are forecasting that unit costs will 
rise during the period of the next NCC. Under the proposals set out in this 
document, NCC charges would consequently be allowed to rise.”19

 Ovum reports that the telecommunications regulators in Italy and Spain are also 
increasing access prices in response to the declining demand for fixed-line services.

 

 

20

 The analysis in the Appendix identifies the fraction of its common costs that Telstra can 
recover in a given year, t, when the ACCC effectively employs the realized demand in a base 
year, b, rather than the actual demand in year t to calculate unit production costs. The analysis 

 
 
 In defending its decision not to employ the policy that is routinely employed by other 
regulators around the world, the ACCC suggests that: 

 “its methodology for adjusting the cost allocation factors to reflect forecast 
changes in demand will generally offset any demand forecasting errors”  

and so  

“estimated unit costs will not change significantly as a result of changes in 
demand ... Consequently, demand changes will not alter estimated prices to any 
significant degree” (ACCC, 2011, p. 128).  

 

 The analysis in the Appendix to this opinion summarizes my understanding of how the 
ACCC sets cost allocation factors and determines the fraction of common costs that is recovered 
from each of Telstra’s services. This understanding is largely consistent with ACCC’s statements 
immediately above. However, even though changes in consumer demand for fixed-line services 
may not affect cost allocation factors and estimated unit costs, these demand changes can have a 
profound impact on Telstra’s revenues from access services and on Telstra’s ability to recover its 
common costs. 
 

                                                 
19  Ofcom, Review of BT Network Charge Controls: Consultation on Proposed Charge Controls in 

Wholesale Narrowband Markets, March 19, 2009, p. 1.  
20  Luca Schiavoni, “A Rise in the Cost of Unbundling the Local Loop in Europe,” Ovum Opinion, 

OT00015-005, May 2011, pp. 1-2. 
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shows that this fraction is  Lt /Lb, the ratio of the actual demand in year t (Lt) to the demand in the 
base year b (Lb). Therefore, whenever demand is lower in year t than in the base year b, Telstra 
will not be permitted to recover all of its common costs in year t (since  Lt /Lb  <  1  in this case). 
A ten percent decline in demand, for example, implies that Telstra will only be permitted to 
recover ninety percent of its common costs.21

 The ACCC appears to be aware of this under-recovery of common costs when it suggests 
that it is not “appropriate to compensate Telstra for any loss of market share, or reduced 
customer demand for, fixed line services” (ACCC, 2011, p. 161). It can be inappropriate to 
compensate a supplier when poor service quality or other factors directly within the supplier’s 
control cause the demand for the supplier’s products to decline. In contrast, it generally is 
inappropriate to hold a supplier responsible for exogenous changes in demand that are beyond its 
control. Holding a supplier responsible for such events typically will not improve industry 
performance, but will impose undue risk on the supplier, which raises its cost of capital.

 
 

22

 In principle, the ACCC could compensate Telstra for bearing the full risk associated with 
exogenous declines in the demand for fixed-line services. The ACCC could do so by explicitly 
increasing Telstra’s weighted average cost of capital (WACC), thereby authorizing higher prices 
for Telstra’s regulated services. The ACCC suggests it may have done so.

 
 

23

 Furthermore, adjustments via the WACC do not ensure that access prices reflect the costs 
of supplying access services. Consequently, these prices may not deliver appropriate build-or-
buy signals to access seekers. When an access price reflects the access provider’s actual unit cost 
of production rather than some base-line unit cost that reflects a historical level of demand, 
access seekers will face the true prevailing cost of access when they decide whether to purchase 
access or employ their own production facilities to produce their retail services. Consequently, 
an industry competitor will choose to purchase access when and only when the access provider 
can deliver access at lower cost than the competitor can produce the corresponding service itself. 
Therefore, in maximizing its own profit, the competitor will choose the mode of operation that 

 However, the 
ACCC’s 2011 Discussion Paper presents no evidence to support this suggestion, nor does it 
attempt to quantify the compensation that Telstra has been afforded in this regard.  
 

                                                 
21  This is the case because if  Lt  =  0.9 Lb, then  Lt /Lb  =  0.9 Lb / Lb  =  0.9. 
22  Sappington and Weisman emphasize “the general principle that it is desirable to hold the firm 

responsible for outcomes over which it has significant control and to limit the firm’s financial 
responsibility for outcomes that are largely beyond its control” (David Sappington and Dennis 
Weisman, Designing Incentive Regulation for the Telecommunications Industry, Cambridge, MA: The 
MIT Press, 1996, p. 126). 

23  The ACCC states “It considers that Telstra has been appropriately compensated for its business risks 
through the risk premium included in the commercial rate of return provided by the WACC” (ACCC, 
2011, p. 127). 
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minimizes industry production costs. This outcome promotes the LTIE by encouraging the 
economically efficient use of, and investment in, industry infrastructure.24

 The analysis in the Appendix to this opinion also reveals that the failure to adjust access 
prices to reflect changing patterns of consumer demand can increase the fraction of common 
costs that is allocated to Telstra’s retail services and decrease the corresponding fraction 
allocated to Telstra’s access services.

 
 

25

“Telstra may be at risk of not being able to recover its total revenue requirement if 
the actual demand for services over the forecast period is less than the default 
volume assumptions in the Model, which are the basis for the Final Access 
Determination prices applied by the ACCC.”

 In this event, access prices will be lower than they would 
be if access prices reflected actual demand. If retail price controls and/or retail competition limit 
Telstra’s ability to recover the increased fraction of common costs allocated to retail services, 
then the failure to adjust access prices to reflect changing patterns of demand can further reduce 
Telstra’s earnings. 
 
 KPMG has studied the consequences of the ACCC’s decision not to adjust access prices 
to reflect changing patterns of consumer demand. KPMG documents substantial potential losses 
for Telstra, concluding that: 

26

                                                 
24  There are some conditions under which efficient build-or-buy decisions can arise even if access prices 

depart from unit production costs. (See David Sappington, “On the Irrelevance of Input Prices for 
Make-or-Buy Decisions,” American Economic Review, 95(5), December 2005, 1631-1638.) However, 
setting access prices to reflect unit production costs generally is advised to ensure efficient build-or-
buy decisions. (See, for example, Philip Gayle and Dennis Weisman, “Are Input Prices Irrelevant for 
Make-or-Buy Decisions?” Journal of Regulatory Economics, 32(2), October 2007, 195-207; and 
David Mandy, “Pricing Inputs to Induce Efficient Make-or-Buy Decisions,” Journal of Regulatory 
Economics, 36(1), August 2009, 29-43.) 

25  This will be the case if the fraction of Telstra’s total units of sale (e.g., number of lines) accounted for 
by retail services declines over time. 

26  Lockey, Keith, “Calculation of Revenue Impact from Changing Demand Volumes,” Letter from 
KPMG Executive Director to Telstra, June 1, 2011, p. 12. 

  
 
Such risk does not respect Telstra’s legitimate business interests and thereby jeopardizes 
continued investment in Telstra’s network, which fails to promote the LTIE and the interests of 
access seekers. 
 
 It should also be noted that access prices that do not reflect prevailing unit production 
costs are inconsistent with the statutory requirement to consider the direct costs of providing 
access when setting access prices. 
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SHORTCOMINGS OF THE ACCC’S ANALYSIS  

 In addition to being troubled both by the ACCC’s choice of an initial value for Telstra’s 
RAB and by the ACCC’s decision not to adjust access prices to reflect the declining demand for 
fixed-line telecommunications services, I am troubled by the analysis that apparently underlies 
these policy decisions. In my opinion, the analysis in the ACCC’s 2011 Discussion Paper 
provides inadequate justification for key conclusions about stranded depreciation, regulatory 
opportunism, investment support, and network bypass. I now explain my concern about each of 
these issues. 
 
Stranded Depreciation 

 The switch from the TSLRIC approach to the building block approach to setting access 
prices will be accompanied by a change in depreciation methodology. The tilted annuity 
depreciation employed under the TSLRIC approach will be replaced by straight line depreciation 
under the building block approach. The former methodology shifts the recovery of depreciation 
toward the latter stages of an asset’s life. Consequently, as the ACCC acknowledges, the 
impending change in depreciation methodology, when applied retrospectively to an established 
depreciation profile, introduces the possibility of “stranded depreciation.” Stranded depreciation 
arises when some depreciation expense that Telstra would have recovered under continued 
implementation of the TSLRIC approach will not be recovered under the building block 
approach.27

                                                 
27  The ACCC observes “If the majority of Telstra’s assets were new when the TSLRIC framework 

commenced, it is possible that a move from the TSLRIC+ asset valuation approach (with a tilted 
annuity depreciation method) to a BBM methodology (with straight line depreciation) may lead to 
Telstra not recovering its investment costs” (ACCC, 2011, p. 58). 

 
 
 The ACCC observes that the problem of stranded depreciation is particularly severe if 
assets were new at the start of the TSLRIC regime. The same is true if the assets were installed 
after the onset of the regime. In both cases, there is a considerable period of time during which 
depreciation recovery is deferred under the TSLRIC regime, and so the depreciation may not be 
recovered following a switch to straight line depreciation. In contrast, over-recovery of 
depreciation is possible when assets are “at the end of their lives when TSLRIC-based regulation 
commences” (ACCC, 2011, p. 67). The ACCC concludes that “It is not possible, on the 
information available to the ACCC, to calculate whether there has been net under or over-
recovery on balance” (ACCC, 2011, p. 69). 
 
 Despite its admitted inability to determine the magnitude of stranded depreciation, the 
ACCC concludes that “Telstra is unlikely, on average, to have under-recovered depreciation on 
its network assets under the previous TSLRIC+ approach” (ACCC, 2011, p. 58). A detailed 
rationale for this conclusion is not provided. However, the statement appears to reflect the 
ACCC’s assertion that “many assets comprising Telstra’s fixed line network were not new when 
the TSLRIC regime began” and that “a large proportion of assets were in place prior to the 
commencement of the TSLRIC framework in 1997” (ACCC, 2011, p. 58). 
 



                   

 15 

 As is apparent from the examples the ACCC employs to illustrate the determinants of 
stranded depreciation (ACCC, 2011, pp. 61-69), significant amounts of depreciation can be 
stranded by a switch from the TSLRIC approach to the building block approach even if many of 
Telstra’s network assets were in place at the start of the TSLRIC regime in 1997. The magnitude 
of stranded depreciation is determined by the details of the entire history of asset investment, not 
simply whether many assets were in place at a particular point in time.28

 Telstra has identified large amounts of deferred depreciation that are at risk of being 
stranded under the ACCC’s new approach to setting access prices.

 Without a thorough 
examination of this history, it is not possible to draw definitive conclusions about the magnitude 
of stranded depreciation. Therefore, the rationale for the assertion that Telstra is “unlikely” to 
have “under-recovered depreciation on its network assets” (ACCC, 2011, p. 58) is not apparent. 
 

29 Telstra also has documented 
that a substantial portion of its network assets were installed after the TSLRIC regime was 
implemented in 1997.30 In addition, Telstra has reported low returns on its network investments 
in recent years.31

 The ACCC suggests that it “avoids the risk of regulatory opportunism” by setting an 
initial value for Telstra’s RAB that reflects the depreciated cost of Telstra’s assets without 
adjusting for inflation (ACCC, 2011, p. 53). The ACCC’s concern with avoiding regulatory 
opportunism is well-founded. However, the ACCC’s assertion that it has avoided regulatory 
opportunism in setting an initial value for Telstra’s RAB appears to ignore the aforementioned 

 This evidence calls into question the suggestion that under-recovery of 
depreciation during the TSLRIC regime was “unlikely.” 
 
 Furthermore, the ACCC’s discussion of potential over-recovery of depreciation appears 
to abstract from a key element of the TSLRIC approach to setting access prices. Under the 
TSLRIC approach, the access provider is not ensured of any return of investment or any return 
on investment. Whenever the access provider’s rate base is revalued, the provider’s actual 
investment in an asset that is no longer a component of a hypothetical optimized network is 
removed from the provider’s rate base, and so the provider does not recover the associated 
investment or earn a return on the investment. This is the case even if the investment was prudent 
at the time it was undertaken. Therefore, concerns about potential over-recovery of depreciation 
should be assessed in the context of the threat of substantial under-recovery of investment that a 
TSLRIC regime imposes. 
  
Regulatory Opportunism 

                                                 
28  As the ACCC acknowledges, “The extent of actual under or over-recovery of depreciation will 

therefore depend on the ages of Telstra’s assets when regulation commenced and their asset lives” 
(ACCC, 2011, p. 69). 

29  See Telstra Corporation Limited, Pricing Principles for Fixed Line Services: Response to the ACCC’s 
Draft Report, October 2010 (“Telstra, 2010”), p. 9. 

30  See Telstra (2010, pp. 43, 78) and Telstra (2011, pp. 8-9). 
31  See Telstra (2010, p. 16). 
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fact that the task of identifying a reasonable value for Telstra’s RAB cannot proceed without 
careful consideration of recent regulatory history.  
 
 Investors have made substantial investments in Australia’s telecommunications industry 
under the TSLRIC regime.32

                                                 
32  See Telstra (2010, pp. 43, 78) and Telstra (2011, pp. 8-9). 

 A new valuation of Telstra’s RAB can constitute regulatory 
opportunism if, in the absence of major industry changes, the new valuation fails to generate the 
returns that investors reasonably anticipated when they supplied capital to the industry. 
 
 For the reasons identified above, the ACCC’s new approach to setting access prices may 
reduce investors’ returns below the levels they anticipated under the TSLRIC regime. 
Consequently, the approach does not “avoid the risk of regulatory opportunism” and so may fail 
to protect Telstra’s legitimate business interests. The approach thereby may jeopardize the 
continued flow of capital to the telecommunications industry in Australia and so may fail to 
promote the LTIE and the interests of access seekers. 
 
Investment Support 

 In explaining its decision to specify an initial value for Telstra’s RAB that generates a 
$16 price for ULLS in Bands 1 – 3, the ACCC states: 

“In determining the appropriate initial value of the RAB, the ACCC has taken into 
account pricing stability to the extent that it supports past investments and 
promotes industry confidence in making future investment decisions” (ACCC, 
2011, p. 183). 

 
 The sense in which a $16 price for ULLS in Bands 1 – 3 “supports past investments” is 
not clear. If the phrase “supports past investments” is intended to imply that the ACCC’s policy 
ensures the return of relevant investment and a normal return on this investment, the claim has 
not been substantiated. 
 
 As noted above, maintaining a constant price for a particular service in a specific 
geographic region does not necessarily provide overall “pricing stability.” Furthermore, the 
constant price for one access service in certain geographic regions does not preclude a substantial 
reduction in Telstra’s combined revenue from all access services.  
 
 The ACCC’s new approach to setting access prices is projected to produce the substantial 
reductions in the prices of WLR, LSS, and LCS identified above. To the extent that these price 
reductions translate into significant reductions in Telstra’s earnings, the pricing stability that the 
ACCC emphasizes has the potential to undermine investor confidence and thereby reduce future 
industry investment. Such an outcome would fail to promote the LTIE. 
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Network Bypass 

In explaining its new approach to setting access prices, the ACCC states: 

“The ACCC considered that efficient ‘build/buy’ incentives promoted by a DORC 
approach are less relevant in the current environment of an aging copper network 
and the delivery of services across a variety of emerging technologies. It 
recognised that Telstra’s copper CAN clearly displays enduring bottleneck 
characteristics, rather than being a network likely to be bypassed through 
technological or market development. Inefficient duplication of CAN 
infrastructure is unlikely. The ACCC concluded that a replacement cost pricing 
approach like DORC, with its rationale of providing efficient ‘build/buy’ signals, 
is less applicable in the present environment” (ACCC, 2011, p. 52). 

 
 The rationale for the ACCC’s apparent suggestion that the potential for network bypass 
has declined in recent years is not apparent. Indeed, it might be argued that competition and 
investment by non-incumbent suppliers have increased, not decreased, in the Australian 
telecommunications industry in recent years. To illustrate, the Royal Bank of Scotland reports: 

“There has been a 68% increase in revenue-generating fixed network carriers 
since 2004 to 148 in 2009 … Most of these are small with less than A$2m per 
annum in carrier revenue. However, most have grown quickly from a low base. In 
addition to ADSL2+ carriers, there are many fixed wireless and backhaul 
operators, many with multi-million dollar carrier (ie, not resale) revenue.”33

                                                 
33  Ian Martin, Fraser McLeish and Alan Stuart, Telco Services, Fixed Carrier Revenue Decline, Royal 

Bank of Scotland Analyst Report, October 4, 2010.   

 
 
 For the reasons explained above, access prices that reflect production costs deliver 
appropriate build-or-buy signals to suppliers of telecommunications services. Consequently, such 
prices promote the LTIE by encouraging the efficient use of, and investment in, the 
telecommunications infrastructure in Australia. 
 
CONCLUSION 

 In concluding, I reiterate my opinion that the ACCC’s choice of an initial value for 
Telstra’s RAB does not adequately protect Telstra’s legitimate business interests and so 
jeopardizes the continued flow of capital to Australia’s telecommunications industry. This choice 
thereby fails to promote the LTIE and the interests of access seekers. A preferable choice, in my 
opinion, would be the ACCC’s most recent valuation of Telstra’s RAB, modified to reflect any 
major relevant industry changes since this valuation was set. 
 
 I also believe that the ACCC would better protect Telstra’s legitimate business interests 
and promote the LTIE by acting in concert with other leading regulators to adjust access prices to 
reflect the higher unit costs of supplying access services caused by the decline in consumer 
demand for fixed-line telecommunications services. 
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____________________________________ 
I have made all of the enquiries which I believe are desirable and appropriate and no matters of 
significance which I regard as relevant have, to my knowledge, been withheld from the ACCC. 
 

 
___________________ 
David E. M. Sappington 

June 2, 2011 
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Appendix:  Elements of the ACCC’s Cost Allocation Procedures 
 
 The purpose of this Appendix is two-fold. The first purpose is to explain in a simple, 
canonical setting my understanding of the central elements of the ACCC’s methodology for 
allocating common costs across Telstra’s services. The second purpose is to illustrate two 
qualitative effects of the methodology. 
 

Initial Simplifying Assumptions 

1.  There are three relevant services (e.g., WLR, ULLS, and “Residual”). 

2.  There is a single source of the common cost (e.g., Ducts and Pipes) that is to be allocated 
across the three services. 

3.  The common cost is the only relevant production cost for each service. 

 

Notation 

   =   the number of units (e.g., lines) of service  sold in year . 

  =   the total number of units of all three services sold in year  (i.e., ). 

    =   the magnitude of the common cost in year . 

   =   the cost allocated to service  in year . 

 

Analysis 

 The cost allocated to service  in year  is a fraction of the common cost in year . The 
fraction is the ratio of the number of units of service  sold in a base year ( ) to the total number 
of units sold in the base year. Formally: 

  =    .                                                                        (1) 
 
 The estimated unit cost of supplying service  in year  ( ) is the ratio of the cost 
allocated to service  in year  to the number of units of service  sold in a base year ( ). 
Formally: 

 .34

                                                 
34  The second equality in equation (2) reflects equation (1). Equation (2) is consistent with the ACCC’s 

observations that “its methodology for adjusting the cost allocation factors to reflect forecast changes 
in demand will generally offset any demand forecasting errors” and that “estimated unit costs will not 
change significantly as a result of changes in demand” (ACCC, 20111, p. 128). Forecast demand does 
not affect cost allocation factors because these factors depend only upon the number of units sold in a 
base year. Furthermore, estimated unit costs do not change as demand changes because estimated unit 
cost only reflects demand in the base year. 

                                                                  (2) 
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 Suppose the price of each service is set equal to its estimated unit cost of supply.35

 So, for instance, if the number of units that the firm sells declines by 10% between the base 
year and , the firm will recover only 90% of its common cost in year .

 Then 
the revenue derived from service  in year  will be: 
 

 .                                                    (3) 
 
The corresponding total revenue from all three services in year t will be: 
 

 .                                        (4) 
 

 Equation (4) indicates that the firm will recover the fraction  of its common cost in 
year . Therefore: 

(a)  The firm will systematically under-recover its common cost if the demand for its services is 
declining; and 

(b) If the total number of units sold in year  is  percent of the total number of units sold in the 
base year, then the firm recovers only  percent of its common costs in year .  

36

                                                 
35  This assumption and equation (2) seem consistent with the ACCC’s observation that “demand changes 

will not alter estimated prices to any significant degree” (ACCC, 2011, p. 128), assuming that 
“estimated price” is equivalent to estimated unit cost. 

36  These conclusions follow directly from equation (4) because if , then . 

 
 
 
 Now consider the effects of changes in the relative demands for the firm’s services. In 
particular, suppose the total number of units the firm sells does not change over time, so 

. Further suppose: (i) the firm’s sales of service 3 decrease by  units between the base year, 
, and year ; and (ii) the firm’s combined sales of services 1 and 2 increase by  units between 

the base year, , and year . 
 
 If the fraction of common costs allocated to each service in year  reflects the actual 
relative sales of the service in year , then the fraction of common costs allocated to services 1 
and 2 in year  will be: 

 .                                                   (5) 

Equation (5) implies that allocating common costs to reflect relative sales in the base year, , 
rather than in the current year, , results in a smaller fraction  of the common 
costs being allocated to services 1 and 2 in period . 
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SELECTED ADDITIONAL EXPERIENCE: 
 
 1997 - Present Instructor in The International Training Program on Utility Regulation 

and Strategy, sponsored by 
The World Bank and Florida's Public Utility Research Center. 

 
 2010  Advisor to COFETEL, Mexico’s Telecommunications Regulator, on   
    Competition Policy in Mexico’s Communications Industry. 
 
 2010  Advisor to the U.S. Federal Communications Commission on 
    Incentive Regulation and Broadband Deployment. 
 
 2009  Advisor to the OECD on  
    Competition Policy in Mexico’s Communications Industry. 
 
 2009  Advisor to Afilias on the Design of Policy 
    to Assign Internet Names and Addresses. 
 
 2008 - 2009  Advisor and Expert Witness for AT&T on the  
    Design of Competition Policy in the U.S. Telecommunications Industry. 
 
 2008  Member of Advisory Committee to the “Electronic Health Information 

Exchange Project,” sponsored by the National Governors Association. 
 
 2008  Advisor to United States Cellular Corporation on the  
  Design of Telecommunications Universal Service Policy. 

 
 2007 - 2008 Advisor to United Parcel Service on the  
  Design of Regulatory Policy in the Postal Industry. 
 
 2006 - 2007 Advisor to Earthlink, Inc. on the Design of  
  Telecommunications and Internet Competition Policy.   

 
  2006 - 2007 Advisor to Telstra Corporation, Ltd. on the Design of  
   Competition Policy in Australia’s Telecommunications Industry.   
 
  2005 – 2006 Advisor to General Communication, Inc. on the  
   Design of Telecommunications Competition Policy.   

  
 2005 Advisor to United Parcel Service on  
  Competition Policy in the U.S. Postal Industry. 

 
  2004 – 2005 Advisor to the Antitrust Division of the U.S. Department of Justice on 
   Competition Policy in the Telecommunications Industry. 
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 SELECTED ADDITIONAL EXPERIENCE (CONTINUED): 
 
 2004  Advisor to OSIPTEL,  Peru’s Telecommunications Regulatory Agency, on 
  the Design of Price Cap Regulation 
 
 2003 – 2004 Advisor to SBC, Inc. on the Design of Performance Measurement Systems 
  in the U.S. Telecommunications Industry.  
 
 2003 Presented Invited Testimony to the  
  President’s Commission on the United States Postal Service. 

 
  2003 Advisor to General Communication, Inc. on the  

   Design of Universal Service and Competition Policy.   
 
 2001 Advisor to CONATEL, Ecuador’s Central Regulatory Body on the 
  Design of Telecommunications Policy. 
 
 2000 – 2001 Advisor to Ameren UE on the  
  Design of Incentive Regulation for Electric Utilities. 

 
 1998 – 2000 Consultant and Expert Witness for United Parcel Service on 
  Postal Industry Pricing. 
 
 1999 – 2000 Advisor to the Antitrust Division of the U. S. Department of Justice on a 
  Proposed Merger in the Communications Industry. 
 
 1998 – 2000 Advisor to the World Bank on  
  Telecommunications Privatization in Africa. 
 
 1996 Consultant and Expert Witness for TELUS Communications, Inc. on the 
  Design of Price Cap Regulation.   
 
 1995 Advisor and Expert Witness for GTE-California on 
  Incentive Regulation and Telecommunications Competition Policy.  
 
 1992 – 1994 Advisor to the Southern Bell Telephone Company on the 
  Design of Incentive Regulation. 

 
 1992 Advisor to the New York State Public Service Commission on  
  Incentive Regulation in the Electric Power Industry.  
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