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A
INTRODUCTION

1 On 14 November 2003, Telstra gave six undertakings (“the Undertakings”) to the Australian Competition and Consumer Commission (“Commission”) pursuant to section 152BS of the Trade Practices Act 1974 (“the Act”) in respect of the following services:

(a) domestic PSTN originating and terminating access (“PSTN OTA”) and local carriage service (“LCS”);  and

(b) unbundled local loop service (“ULLS”).

The Undertakings in relation to PSTN OTA and ULLS relate to the 2003/04, 2004/05 and 2005/06 financial years.  The Undertakings in relation to LCS relate to the 2003/04 and 2004/05 financial years.  The services the subject of the Undertakings are referred to together in this Submission as “the UT Services”.

2 This Submission sets out the reasons why the terms and conditions set out in the Undertakings are reasonable and why the Undertakings ought to be accepted by the Commission.  

3 In addition to this Submission, Telstra relies upon, and this Submission ought to be read in conjunction with, the following:

(a) Telstra’s ‘Submission in Relation to the Methodology used for Deriving Prices Proposed in its Undertakings’, dated 13 February 2003 (“the Methodology Submission”), which has already been provided to the Commission and is Annexure A to this Submission. 

(b) The PIE II model, which has already been the subject of industry scrutiny.  Telstra consents to the Commission having regard to the PIE II model already provided to it in the context of Telstra’s Undertakings dated 9 January 2003 (“January Undertakings”) for the purpose of the Undertakings, on the same terms as set out in Telstra’s letter dated 13 February 2003.

(c) Telstra’s “Detailed Submission in Support of its Undertakings” dated 31 July 2003 (“the July Detailed Submission”), which has already been provided to the Commission and which is Annexure B to this Submission.

(d) Telstra’s “Submission in Support of its Undertakings dated 14 November 2003”, which has already been provided to the Commission.

(e) Further and separate submissions which Telstra will make in response to submissions provided to the Commission by various industry participants in response to the Commission’s Discussion Paper dated March 2003
.  Telstra intends to make such submissions once it has obtained copies of these submissions from the various third parties.  In addition to other matters, Telstra’s response will address industry concerns in relation to the PIE II model, as requested by the Commission in its “Final Determination for Model Price Terms and Conditions of the PSTN, ULLS and LCS Services” dated October 2003 (“the Final Determination”).

B
CONFIDENTIALITY

4 The following information in this Submission is confidential to Telstra and is not to be disclosed by the Commission to any third party:

	Section
	Paragraph
	Information

	Annexure A
	3
	All the information as set out in the first table of paragraph 3

	Annexure B
	3
	All the information as set out in the first table of paragraph 3


5 The following information in this Submission is confidential to Telstra and may only be disclosed by the Commission to persons approved of in writing by Telstra who have signed and provided to Telstra confidentiality undertakings which are acceptable to Telstra:

	Section
	Paragraph
	Information

	Section E5
	11
	All figures except “52 to 59”

	Section G1
	13(b)
	Footnote 3, entire table

	Section H6
	19
	c-i-c; c-i-c; c-i-c

	Section H6
	20
	c-i-c; c-i-c; 

	Section H8
	22
	c-i-c; c-i-c; c-i-c; c-i-c

	Section I
	24
	All figures

	Section K
	25
	All figures except:

(a)
for PSTN OTA:


(i)
total costs for 2003/04 - “1.92”; “2.06”; “2.30”; “5.91”; “2.40”;


(ii)
total costs for 2004/05 - “1.61”; “1.74”; “1.98”; “5.36”; “2.06”;


(iii)
total costs for 2005/06 - “1.34”; “1.47”; “1.70”; “4.86”; “1.77’;

(b)
for LCS - “19.26”; “19.26”;

(c)
for ULLS - average total cost - “41.75”; “41.77”; “41.79”

	Annexure A: “Submission in Relation to Methodology used for Deriving Prices Proposed in its Undertakings” dated 13 February 2003
	3
	All the information as set out in the second table of paragraph 3

	Annexure B: “Detailed Submission in Support of its Undertakings” dated 31 July 2003 
	3
	All the information as set out in the second table of paragraph 3

	Annexure C: WACC Estimates
	
	Whole annexure 


C
SUMMARY

6 Telstra submits that, for the reasons set out in this Submission and in the material referred to in paragraph 3 above, the following prices for the UT Services as contained in the Undertakings (“the Undertaking Prices”) ought to be accepted by the Commission:

	Service
	Undertaking Prices

	
	2003/04
	2004/05
	2005/06

	PSTN OTA
	CCA Category
	Flagfall
	Conveyance Charge
	Flagfall
	Conveyance Charge
	Flagfall
	Conveyance Charge

	
	CBD
	1.1132
	0.4946
	0.9891
	0.4484
	0.7583
	0.3780

	
	Metro
	1.1052
	0.6356
	0.9827
	0.5863
	0.7534
	0.5128

	
	Provincial
	1.2187
	0.8472
	1.0958
	0.7922
	0.8661
	0.7131

	
	Rural
	2.5129
	4.1244
	2.3405
	3.8610
	2.0630
	3.5863

	LCS
	13.61c per call
	13.61c per call
	N/A

	ULLS - for a RSS connected service per SIO per month
	Band 1 (CBD)
	$13
	$13*
	$13*

	
	Band 2 (metro)
	$22
	$22*
	$22*

	
	Band 3 (regional)
	$40
	$40*
	$40*

	
	Band 4 (remote)
	$100
	$100*
	$100*


* These prices are subject to an adjustment mechanism in the terms set out in the Commission’s Final Determination (ie for every 10% increase or decrease above or below a specified forecast figure, there will be a corresponding $1 decrement or increment to prices for the subsequent period, capped at a $6 increment or decrement).  Any disputes regarding the application of the adjustment mechanism will be dealt with via a dispute resolution mechanism agreed between Telstra and the relevant access seeker.

7 Telstra believes that the prices in the Undertakings ought to be accepted by the Commission as they are:

(a) below the efficient costs of providing the UT Services;

(b) below the prices which Telstra is entitled to charge pursuant to Part XIC of the Act;

(c) below the prices which an access seeker ought fairly to pay for the UT Services; 

(d) not inconsistent with the legislative criteria set out in Part XIC of the Act, except to the extent to which they impose a greater burden on Telstra, as an access provider, than it could be otherwise expected to bear;

(e) significantly less than those that an efficient operator could justifiably expect to receive under the TSLRIC pricing standard; and 

(f) in conformity with the prices specified in the Commission’s Final Determination
, the principal purpose of which was to provide clear guidance regarding the Commission’s views as to what constitutes reasonable terms and conditions of access to the UT Services.  

8 The Undertaking Prices include an allocation of unrecovered PSTN customer access network costs (“UPCC”) which is reasonable because:

(a)
recovery of the UPCC contribution as part of PSTN OTA and LCS prices is consistent with the principles of economic efficiency and competitive neutrality (as set out in section D3 of the July Detailed Submission); and

(b)
the calculation of UPCC ought to be as set out in section E of the July Detailed Submission.  In particular, it would be inappropriate for customers of Asymmetric Digital Subscriber Line (“ADSL”), Integrated Services Digital Network (“ISDN”) and leased line services to make a contribution to the UPCC, when only the customers of PSTN lines benefit from the retail price controls on basic access. 

D
UPDATED SUBMISSIONS In RELATION TO COSTS

9 Telstra adopts and relies upon, for the purpose of this Submission and the Undertakings, all of the matters set out in the July Detailed Submission.

10 However, Telstra wishes to update sections E5, G1, G4, H6, H8, H9, I, K, L2 and O of the July Detailed Submission as set out below. 

E5
Allocation of UPCC between flagfall and per minute charge

11 The structure of Telstra’s total PSTN OTA price (ie UPCC contribution plus call conveyance) is c-i-c, that is c-i-c% of the PSTN OTA price is proposed to be recovered through the flagfall charge while the remaining c-i-c% is proposed to be recovered through the per minute charge.  This compares with the structure of Telstra’s retail revenue for pre-selectable PSTN services (ie STD, IDD and F2M) of c-i-c.  If retail revenues for Telstra local calls were also included, to the same extent that access seekers use PSTN OTA to provide local call services, then the structure of Telstra’s retail revenue would be c-i-c.  Accordingly, all of the arguments in relation to allocation of UPCC contribution between flagfall and the per minute charge set out in paragraphs 52 to 59 of the July Detailed Submission continue to apply.

G1
Efficient network costs of UT Services

12 Telstra estimates the efficient network and associated costs for 2003/04 and 2004/05 using the PIE II model as set out in the July Detailed Submission.  The PIE II model and the modelling assumptions informing it have already been provided to and scrutinised by the Commission and by industry participants.  

13 Telstra has calculated cost estimates for the 2005/06 year (which were not the subject of the January Undertakings) as follows: 

(a) the PSTN OTA costs and ULLS network costs for 2005/06 were extrapolated from the 2003/04 and 2004/05 cost estimates.  The 2005/06 costs were determined such that the percentage change in costs between 2004/05 and 2005/06 equalled the percentage change in costs between 2003/04 and 2004/05;

(b) the ULLS specific costs were estimated using the methodology explained in Section I and Annexure M of the Methodology Submission, on the basis of Telstra’s most recent demand forecast
 and WACC estimate, which is set out in Annexure C to this Submission. 

As the ULLS specific costs are calculated by levelising the cost over all customers for the three years of the Undertakings, it is appropriate to use the same ULLS specific costs for each of 2003/04, 2004/05 and 2005/06.

14 As the Undertaking Prices are considerably lower than Telstra’s cost estimates, Telstra submits that the above approach provides a meaningful justification for the Undertaking Prices.

G4
Impact of spectrum sharing service

15 In August 2002, the Commission declared the high frequency unconditioned local loop service, otherwise known as the spectrum sharing service (“SSS”).  SSS enables access seekers to share the copper line between customer premises and the end user side of the customer access module with Telstra.  However, Telstra provides the basic access service (the price of which is subject to regulatory price controls).  The services provided over those lines can be provided by either Telstra or by the access seeker using SSS.

16 On 1 September 2003, Telstra gave the Commission an undertaking in respect of SSS for the period 1 September 2003 to 31 December 2004.  The price of the SSS sought in that undertaking is well below the service specific costs of the SSS.  Accordingly, Telstra is unable to recover any line costs in the price of the SSS.  

17 Given that: 

(a) very few SSS are being supplied by Telstra to access seekers; 

(b) de minimus volumes of SSS are likely to be acquired by access seekers in the next three years; and

(c) the price sought by Telstra in the SSS undertaking is well below the SSS service-specific cost, and thus Telstra does not recover any of the other long-run costs an efficient provider would incur in delivering the SSS (such as billing, marketing, administrative costs, etc), 

Telstra has not sought to allocate any of the line costs to the SSS.  Given the small volumes of the SSS, this has no affect on the per call or per minute costs of either PSTN OTA or LCS.

18 Telstra otherwise adopts the submissions in section G4 of the July Detailed Submission.  

H6
Trench and Duct Sharing within the Telstra Network

19 As a result of the sharing rules applied in the PIE II model, the total trench lengths for 2003/04 calculated by the PIE II model are as follows:

(a) ducted trenches - c-i-c kilometres;

(b) ploughed trenches - c-i-c kilometres;  and

(c) total trenches - c-i-c kilometres.

20 Telstra has conducted an analysis to determine the trench lengths one would expect having regard to the length of roads in Australia.  On the basis of that analysis, Telstra submits that: 

(a) a minimum of c-i-c kilometres of ducted trenches;  and

(b) a minimum of c-i-c kilometres of total trenches,

would be required for the PSTN in 2002/03.  The detailed description of this analysis is set out in Annexure J to the July Detailed Submission.  Telstra has not updated this analysis to determine the minimum length of trenches required for the PSTN in 2003/04.  However as the trench lengths estimated by the PIE II model for 2003/04 do not exceed the minimum trench lengths required in 2002/03 as estimated by analysing the road lengths, Telstra submits that the estimates in the PIE II model are conservative.

21 Moreover, for the reasons set out in paragraph 92 of the July Detailed Submission, the efficient network cost of ducts and trenches are further underestimated by the PIE II model.

H8
Open Trenches

22 In recent years, Telstra has extended the PSTN to provide new services as follows:

	Year
	Living Units

	2000/01
	c-i-c

	2001/02
	c-i-c

	2002/03
	c-i-c


The number of PSTN services in operation for these periods are as follows: 

	Year
	Basic Access Lines (millions)

	2000/01
	10.46

	2001/02
	10.4

	2002/03
	10.31


(Figures taken from Telstra’s Annual Report for 2002/03)

Therefore the services in new estates are approximately c-i-c% of the total stock of basic access lines in any year, and thus the assumption that 1% of services have been connected in new estates is conservative.

H9
Weighted Average Cost of Capital

23 The recent upward trend in Government bond yields suggests that the contemporary best estimate of the WACC applicable to financial year 2005/06 would be higher than past estimates for 2003/04 and 2004/05 used in the previous costing analysis.  On this basis, simple extrapolation of costs based on earlier cost estimates (which essentially implies an unchanged WACC) would tend to underestimate the true cost, calculated using the higher bond yield.  Simple extrapolation therefore introduces an element of downward conservatism for the 2005/06 costs.

I
OUTPUTS FROM THE PIE II MODEL

24 The outputs from the PIE II model for 2003/04 and 2004/05 and the extrapolated costs for 2005/06 (ie network costs only) are as follows: 

(a) for PSTN OTA:

	Year
	Cost
	CBD
	Metro
	Provincial
	Rural 
	Average

	
	Call Conveyance Flagfall
	c-i-c
	c-i-c
	c-i-c
	c-i-c
	c-i-c

	2003/04
	Call Conveyance Per MoU
	c-i-c
	c-i-c
	c-i-c
	c-i-c
	c-i-c

	
	UPCC contribution per Call
	c-i-c
	c-i-c
	c-i-c
	c-i-c
	c-i-c

	
	UPCC contribution per MoU
	c-i-c
	c-i-c
	c-i-c
	c-i-c
	c-i-c

	
	Headline Rate
	c-i-c
	c-i-c
	c-i-c
	c-i-c
	c-i-c

	
	Call Conveyance Per Call Cost
	c-i-c
	c-i-c
	c-i-c
	c-i-c
	c-i-c

	2004/05
	Call Conveyance Per MoU
	c-i-c
	c-i-c
	c-i-c
	c-i-c
	c-i-c

	
	UPCC contribution per Call
	c-i-c
	c-i-c
	c-i-c
	c-i-c
	c-i-c

	
	UPCC contribution per MoU
	c-i-c
	c-i-c
	c-i-c
	c-i-c
	c-i-c

	
	Headline Rate
	c-i-c
	c-i-c
	c-i-c
	c-i-c
	c-i-c

	
	Call Conveyance Per Call Cost
	c-i-c
	c-i-c
	c-i-c
	c-i-c
	c-i-c

	2005/06
	Call Conveyance Per MoU
	c-i-c
	c-i-c
	c-i-c
	c-i-c
	c-i-c

	
	UPCC contribution per Call
	c-i-c
	c-i-c
	c-i-c
	c-i-c
	c-i-c

	
	UPCC contribution per MoU
	c-i-c
	c-i-c
	c-i-c
	c-i-c
	c-i-c

	
	Headline Rate
	c-i-c
	c-i-c
	c-i-c
	c-i-c
	c-i-c


(b) for LCS:

	Year
	LCS Conveyance Cost per Call -
	UPCC per call
	Total Costs

	2003/04
	c-i-c
	c-i-c
	c-i-c  per call

	2004/05
	c-i-c
	c-i-c
	c-i-c per call


(c) for ULLS:

	Costs
	2003/04
	2004/05
	2005/06

	Band 1
	c-i-c
	c-i-c
	c-i-c

	Band 2
	c-i-c
	c-i-c
	c-i-c

	Band 3
	c-i-c
	c-i-c
	c-i-c

	Band 4
	c-i-c
	c-i-c
	c-i-c

	Average
	c-i-c
	c-i-c
	c-i-c


K
TOTAL COSTS

25 The efficient network and wholesale costs are as follows:

(a) for PSTN OTA:

	Year
	Cost
	CBD
	Metro
	Provincial
	Rural 
	Average

	2003/04
	per end minutes of use conveyance cost
	c-i-c
	c-i-c
	c-i-c
	c-i-c
	c-i-c

	
	per call conveyance cost
	c-i-c
	c-i-c
	c-i-c
	c-i-c
	c-i-c

	
	per call UPCC
	c-i-c
	c-i-c
	c-i-c
	c-i-c
	c-i-c

	
	average headline rate
	c-i-c
	c-i-c
	c-i-c
	c-i-c
	c-i-c

	
	other costs
	c-i-c
	c-i-c
	c-i-c
	c-i-c
	c-i-c

	
	total costs
	1.92
	2.06
	2.30
	5.91
	2.40

	2004/05
	per end minutes of use conveyance cost
	c-i-c
	c-i-c
	c-i-c
	c-i-c
	c-i-c

	
	Per call conveyance cost
	c-i-c
	c-i-c
	c-i-c
	c-i-c
	c-i-c

	
	per call UPCC
	c-i-c
	c-i-c
	c-i-c
	c-i-c
	c-i-c

	
	average headline rate
	c-i-c
	c-i-c
	c-i-c
	c-i-c
	c-i-c

	
	other costs
	c-i-c
	c-i-c
	c-i-c
	c-i-c
	c-i-c

	
	total costs
	1.61
	1.74
	1.98
	5.36
	2.06

	2005/06
	per end minutes of use conveyance cost
	c-i-c
	c-i-c
	c-i-c
	c-i-c
	c-i-c

	
	per call conveyance cost
	c-i-c
	c-i-c
	c-i-c
	c-i-c
	c-i-c

	
	per call UPCC
	c-i-c
	c-i-c
	c-i-c
	c-i-c
	c-i-c

	
	Average headline rate
	c-i-c
	c-i-c
	c-i-c
	c-i-c
	c-i-c

	
	other costs
	c-i-c
	c-i-c
	c-i-c
	c-i-c
	c-i-c

	
	total costs
	1.34
	1.47
	1.70
	4.86
	1.77


For consistency, a UPCC contribution amount equivalent to the wholesale costs of local calls should also be incorporated in the calculation of the PSTN OTA efficient cost, as these wholesale costs reduce the ability of local calls to absorb the UPCC.  The net impact of this would be to increase the average headline rate of PSTN OTA.  At this stage, Telstra has chosen not to incorporate the costs equivalent to local call wholesale costs in the costs of PSTN OTA, thus understating the actual level of total costs for PSTN OTA.  If these LCS wholesale costs were incorporated into the calculation of PSTN OTA costs, the national average cost would become, c-i-c c/m in 2003/04, c-i-c c/m in 2004/05, and c-i-c c/m in 2005/06.

(b) for LCS:

	Year
	Efficient Network Costs

(¢ per call)
	Other Costs

(¢ per call)
	Total Cost

(¢ per call)

	2003/04
	c-i-c
	c-i-c
	19.26

	2004/05
	c-i-c
	c-i-c
	19.26


(c) for ULLS-RSS connected services:  

	
	$ per service per month

	Costs
	2003/04
	2004/05
	2005/06

	Band 1
-
efficient network cost


-
ULLS specific cost*


-
total cost
	c-i-c

c-i-c

c-i-c
	c-i-c

c-i-c

c-i-c
	c-i-c

c-i-c

c-i-c

	Band 2
-
efficient network cost


-
ULLS specific cost*


-
total cost
	c-i-c

c-i-c

c-i-c
	c-i-c

c-i-c

c-i-c
	c-i-c

c-i-c

c-i-c

	Band 3
-
efficient network cost


-
ULLS specific cost*


-
total cost
	c-i-c

c-i-c

c-i-c
	c-i-c

c-i-c

c-i-c
	c-i-c

c-i-c

c-i-c

	Band 4
-
efficient network cost


-
ULLS specific cost*


-
total cost
	c-i-c

c-i-c

c-i-c
	c-i-c

c-i-c

c-i-c
	c-i-c

c-i-c

c-i-c

	Average
-
efficient network cost


-
ULLS specific cost*


-
total cost
	c-i-c

c-i-c

41.75**
	c-i-c

c-i-c

41.77**
	c-i-c

c-i-c

41.79**



*These ULLS specific costs have been estimated in accordance with the methodology referred to in paragraph 13(b) above.


**Telstra’s “Submission in Support of its Undertakings dated 14 November 2003” erroneously set out these costs as $62.36, $62.39 and $62.42 respectively.

L2
The Undertaking Prices

26 Telstra refers to and repeats the matters set out in section L of the July Detailed Submission in relation to the recovery of efficient costs for the UT Services.  Since the July Detailed Submission, the Commission has released its Final Determination, which clearly sets out the Commission’s views as to reasonable prices for the UT Services.  

27 Given that Telstra has provided the Undertakings with the primary objective of providing both the industry and itself with increased regulatory certainty over future prices for the UT Services, Telstra has adopted in its Undertakings, the headline prices set out in the Commission’s Final Determination.  Telstra considers that securing a reasonable degree of certainty is important to the future planning of Telstra’s telecommunications network and for the planning purposes of businesses that seek access to Telstra’s network.  This will in turn allow better provision of service to end-users, which is plainly consistent with end-users’ long term interests. 

O
IMPUTATION TEST

28 Telstra conducted an imputation test in relation to the prices contained in the January Undertakings, as set out in section O and Annexure Q of the July Detailed Submission.  The Undertaking Prices are below those proposed in the January Undertakings.  Accordingly, the imputation test would similarly be passed using the Undertaking Prices and thus access seekers will be able to compete in the supply of PSTN Retail Services whilst paying the Undertaking Prices.  

Dated:    2 December 2003

ANNEXURE A

TELSTRA’S “SUBMISSION In RELATION TO THE METHODOLOGY USED FOR DERIVING PRICES PROPOSED In ITS UNDERTAKINGS” DATED 13 FEBRUARY 2003

ANNEXURE B

TELSTRA’S “DETAILED SUBMISSION In SUPPORT OF ITS UNDERTAKINGS” DATED 31 JULY 2003

ANNEXURE C

WACC ESTIMATES

c-i-c

































































































































� 	Commission, “Telstra’s Undertakings for Domestic PSTN Originating and Terminating Access, Unconditioned Local Loop Service and Local Carriage Service”, Discussion Paper, March 2003.


� 	Telstra does not agree with the Commission’s estimate of the long term efficient costs of providing the UT Services as set out in the Final Determination.  Telstra’s estimates are as set out in sections I and K of the July Detailed Submission and sections I and K of this Submission.


�   Revised ULLS demand forecasts:


	c-i-c
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