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TELSTRA SUBMISSION 

 
1. Executive Summary 

As competition is now a reality across the full range of telecommunications markets 
traditionally subject to price controls, Telstra maintains its view that there is no longer a 
need for price control measures with the objective of driving improvements in efficiency.  
It is recognised, however, that price controls will remain an element of the Australian 
telecommunications regulatory framework for the next three years.  Given this reality, 
controls should be based on the most robust methodology available in order to avoid 
distortions and inefficiencies in the market.  In this respect, Telstra accepts a broad cap 
as being the least inefficient mechanism. 

Telstra also remains supportive of carefully targeted measures to ensure that untimed 
local voice calls remain available at current prices and low-income consumers continue 
to have affordable access to telecommunications services. Telstra believes these 
objectives should be a critical element in the regime proposed for the next three years. 

Telstra is concerned that the ACCC seems intent on reverting to heavy-handed 
regulation more applicable to a past era and in stark contrast to international trends. 
Telstra considers that this is inconsistent with the policy objectives of a price cap regime 
and is not in the interests of the telecommunications industry and consumers as a 
whole.  

This submission is structured as follows: 

o Section 2 details Telstra’s views on the objectives and principles of price controls 
going forward. 

o Section 3 explains why a broad cap is desirable if price controls are to be 
retained. 

o Section 4 outlines the serious flaws in the ACCC’s TFP analysis for determining 
the value of the X factor. 

o Section 5 details why carry-over of credits between price control periods is 
desirable. 

o Section 6 explains why the ACCC’s proposed ex-ante approval mechanisms for 
changes in prices would be detrimental to Telstra, the industry and consumers. 

o Section 7 exposes flaws in the ACCC’s value claim methodology. 

o Section 8 indicates Telstra’s support for a 22c price cap on untimed local voice 
calls. 

o Section 9 provides information relating to public payphones.  

o Section 10 canvasses some reforms to the low-income protection measures to 
enhance their effectiveness. 

o Section 11 concludes. 
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2. Objectives and principles of price controls  

The telecommunications price control regime was originally introduced to drive 
efficiency gains and protect consumers from monopoly pricing – that is, to simulate the 
impact of competition where it had yet to develop sufficiently.  Extensive and growing 
competition across price-controlled services, aided in many cases by wholesale access 
regulation, has removed the need for heavy-handed controls.  Indeed, the prime 
objective of the current controls appears to be facilitating rebalancing without 
unacceptable rate shock to consumers.   

Telstra believes this changed emphasis is inevitable and desirable. Going forward, 
shareholder’s expectations of continued efficiency gains and ever-greater competitive 
pressures on pricing mean that Telstra will have every incentive to continue to increase 
its efficiency and productivity.   

Indeed, Telstra considers that looking forward the ACCC has overlooked three key drivers 
of widespread competition, the growing substitutability of mobile for fixed telephony, 
the potential for the use of ULLS by Telstra’s competitors and the potential for take-up of 
VoIP. Each of these will add to the competitive pressures currently operating in the 
markets for PSTN services. 

o In relation to fixed to mobile substitution, the number of mobile only households 
is rising annually. More significantly however, Telstra’s number of fixed voice 
calls per SIO is declining overall, and the decline is even greater for non-business 
customers.  These trends will accelerate over the next three years. 

o On the matter of ULLS take-up, although current ULLS take-up is low, migration 
is expected to occur in the near future. Telstra is aware that its wholesale 
customers have built capacity to migrate resale pairs to ULLS.  This is reflected in 
the ACCC’s own estimates, which point to a rapid take-up from 53,000 pairs in 
2003-04 to 140,000 pairs in 2004-05.1  Consistency requires the ACCC to 
incorporate the implications of these take-up rates on both the need for retail 
price regulation and the design and structure of price regulation.  

o Contrary to the ACCC’s dismissive views on the development of VoIP over the 
next three years, Telstra considers that its potential to experience growth should 
not be underestimated.  VoIP has moved well beyond an experimental service 
and is already being used by a number of major corporate customers. It can be 
expected to contribute to the competitive dynamics of the industry, adding to 
and interacting with the other factors that have made the Australian market 
ever more competitive.  

In such an environment, regulated price controls are not required to drive efficiency (as 
opposed to protecting vulnerable consumers).  Competition concerns have been 
addressed through the existing wholesale access regulatory measures.  

That retail price controls are largely redundant where wholesale access regulation exists 
has been noted by a former Chief Economist of the FCC: 

Smoothly functioning wholesale regulation (sharing the incumbent's network, including the so-
called platform...) permits and indeed almost demands retail deregulation. If multiple providers 

                                                           
1  ACCC, 2004, Assessment of Telstra’s undertakings for PSTN, ULLS and LCS, Draft decision, 
October, p. 59. 
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can compete for a customer's business and promptly supply it at a reasonable overall cost, even 
if they do so by leasing the incumbent's facilities, then it would seem that prompt deregulation 
of all charges to the provider's end-user will be appropriate.2

This view has also been put succinctly by Professor Alfred Kahn, a former chairman of 
the New York Public Service Commission: 

What has yet to be generally remarked is that in telecommunications the obligations imposed on 
the [incumbent carriers] by the Telecommunications Act and complementary state policies have 
come as close as conceivable to making the provision of telephone services at retail perfectly 
contestable and therefore regulation of the retail rates simply unnecessary.3 

The existence of wholesale regulation and growing competition have resulted in retail 
price controls being relaxed elsewhere. In the US there is no longer a ‘CPI-X’ price cap 
regime in place at the Federal level with respect to retail interstate services. In addition a 
number of US States including New Jersey, Massachusetts, New York, Rhode Island and 
Kansas which have this type of retail price regulation have eased controls.4  Similarly in 
the UK, the current price cap consists only of an RPI-RPI price cap (no increases in 
nominal prices). Ofcom has flagged its intention to introduce a RPI+ 0 cap once a 
wholesale line access service is made available in 2005.5   The French 
telecommunications regulatory authority ART, reports that under the EU 
telecommunications directives: 

A priori regulation is confined to those sectors where competition is not yet sufficiently well 
established and concerns primarily the wholesale markets; the retail markets are only subject to 
regulation at a later stage if regulation of the wholesale markets upstream is not sufficient to 
ensure competition in the downstream retail markets. The logic governing the directives is 
gradually to ease control of the retail markets.6

 

In short, Telstra considers that the price controls should continue to be eased and 
simplified, in line with international practice.  However, many of the ACCC’s proposed 
arrangements, if adopted by the Government, would mean that the price controls would 
be substantially tightened and made more complex to administer and comply with.  The 
ACCC’s proposals ignore the existence of robust competition and choice in Australian 
telecommunications markets that have seen price controls progressively relaxed to date. 

 
3. Support for a broad cap 

If price controls are to continue to be implemented it is clear that a broad cap is the least 
inefficient mechanism. A broad cap is widely accepted in the economic literature as 
minimising the efficiency losses associated with price regulation as it allows the industry 

                                                           
2 Farrell, J. 1997, Chief Economist, Federal Communications Commission, ‘Prospects for deregulation 
in telecommunications’, FCC, Washington DC, 9 May. 
3 Kahn, A. 1998, Letting Go: Deregulating the Process of Deregulation, Michigan State University 
Institute of Public Utilities, East Lansing, MI. 
4  Tardiff, T. J. & Taylor, W. E. 2003, ‘Aligning Price Regulation with Telecommunications 
Competition’, Review of Network Economics, Vol. 2, Issue 4.  
5  Ofcom, 2004, Strategic Review of Telecommunications – Phase 2 Consultation Document, 18 
November. 
6  ART, Annual Report 2003, http://www.art-telecom.fr/eng/index.htm. 
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to recover joint and common costs in a manner that is consistent with varying demand 
patterns.7 

It is clear that a broad cap allows the industry sufficient flexibility to offer different 
pricing constructs, responding to the different demands of customers. This is apparent in 
the (unregulated) mobile industry where customers have an array of new and innovative 
pricing constructs available to them, such as pre-paid, all-you-can-eat and capped 
offers. Customers have embraced these innovations. Tight price controls on the PSTN, on 
the other hand, either from sub-caps or exclusions from the broad basket strictly limit 
Telstra’s flexibility to meet different and increasingly sophisticated consumer demand. 
This is likely to harm competition to the detriment of consumers, by limiting the scope 
for Telstra to compete with the rest of the industry on innovation in pricing structures, 
rather than on price levels alone.8   

For these reasons Telstra supports the ACCC’s proposed broad basket containing line 
rental, local calls, national long distance, international and fixed to mobile services, and 
the ACCC’s position that no FTM sub cap be applied.9  Telstra rejects the alternatives 
raised by the ACCC that the cap be narrowed through the introduction of a separate line 
rental cap, removal of national long distance and international calls and the exclusion 
of business customers.  Acceptance of these possible approaches raised would clearly 
harm consumers, Telstra and the industry more broadly and cannot be justified either in 
terms of economic efficiency or consumer protection. 

Furthermore there are practical considerations associated with the removal of services 
from the broad cap. If the ACCC were to recommend the exclusion of these services, it 
would be valid only to use an X-factor in the CPI-X cap that has been calculated with 
these services excluded.  Telstra notes that determining the X factor for the more limited 
basket based on total factor productivity considerations would be an essentially 
metaphysical exercise given that the services use a wide range of common inputs with 
other PSTN services. Additionally, the narrower the cap, the greater the risk of error in 
setting the relevant X-factor (as the underlying productivity growth estimates will be 
more unreliable), with all the costs such error can involve.10

Telstra also supports continued exclusion of mobile services and dial-up and broadband 
internet services from the price control arrangements on the basis that they are not 
generally seen as basic telecommunications services (for example, they are – 
appropriately – not covered by Telstra’s Universal Service Obligation).  Telstra agrees 
with the ACCC’s view that price caps would not help stimulate competition in these 
markets (ACCC draft report p. 38), and notes that this rationale is in fact applicable more 
broadly to justify removal of the price controls from all services. 

                                                           
7  Laffont, J. and Tirole, J, 2000, Competition in Telecommunications, MIT Press, Cambridge, 
MA. 
8  In the UK for example, BT is now offering (in its pricing option BT Together Option One) a 
flat fee of 5.5 p for all off-peak calls of up to one hour in duration, regardless of whether they are local 
or long distance. This highlights the difficulty of carving up the price cap by traditional call types. No 
less importantly, with VoIP, there is no distinction between calls based on distance. 
9  As pointed out in a number of submissions, the recent ACCC determination on mobile 
terminating access charges is designed to address any concerns regarding prices for calls to mobiles 
services. 
10  For example, any allocation of expected productivity growth as between residential and 
business consumers would be almost completely arbitrary (given that the assets that serve them are 
largely joint and that they both contribute to the same pool of common costs) and hence inconsistent 
with the legitimate expectations of Telstra’s shareholders. 
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4. Serious flaws in the analysis re the size of the X factor 

Any suggestion that a retail price control mechanism is required to drive out 
inefficiencies in the industry ignores the role that competition now plays in achieving 
this goal. In addition, it ignores the role of regulated wholesale rates which are based on 
forward looking efficient costs, rather than on Telstra’s actual costs and hence ensure 
that any residual inefficiencies in the Telstra network are not priced into retail rates. 

The CPI-5% cap proposed by the ACCC for the broad basket, combined with the addition 
of line rentals to this basket seems predicated on just such an agenda. The ACCC appears 
to believe there are significant inefficiencies in the Australian telecommunications 
industry and retail price regulation via a substantial tightening of the cap (the current 
effective overall cap is CPI-1.5%) is necessary to drive out these inefficiencies.  

Such a tightening would have a major financial impact on Telstra and on the entire 
Australian telecommunications industry. Yet the basis for the recommendation – an  
analysis of possible total factor productivity going forward – is flawed.11

Based on its analysis of Telstra’s Total Factor Productivity (TFP) performance the ACCC 
argues that Telstra’s TFP as a whole “has the potential to grow at 10 per cent per annum 
over the next three years, and that for the price-capped-basket [TFP] is likely to grow at 
6.2 per cent per annum”.  After allowance for the expected growth in TFP in the 
economy at large the ACCC concludes that “it would be reasonable to set an X in the 
order of 5.0 per cent to a broad basket of price-capped services” and that an “X” of this 
magnitude is “reasonable and robust”. 

The estimate of a 10.4 per cent per annum whole of Telstra TFP growth rate over the 
period 2003-04 to 2006-07 is about treble that derived from a more robust model of 
Telstra’s TFP growth. The reasons why the ACCC overestimates Telstra’s TFP growth are 
threefold.   

• First, broadband has been included in the TFP model and a price per broadband 

connection of $12,000 in 1999-2000 has been derived.  It then adopts an indexing 
procedure that allows this price to have an inappropriate impact on the derived 
output index.  In technical terms the model has failed to “chain” the output and input 
indices used. Chaining involves comparing the data in each year to the previous year 
rather than the first year, and combining the annual changes to measure changes 
through time.  Experts recommend the use of chained indices as they measure 
smaller changes though time.12 

• Second, the model underestimates growth in input use by Telstra as it includes in 
other costs several inappropriate cost items that had high values in the early years of 
the TFP analysis.  This biases downward the trend in input use by Telstra. The 
inappropriate cost items whose inclusion biases the trend in input use by Telstra 
include: 

                                                           
11  Telstra is grateful to the ACCC for providing its TFP model for Telstra to review 
12  Coelli, T., D. S. Prasada Rao, and G. E. Battese 1998, An Introduction to Efficiency and 
Productivity Analysis, Kluwer Academic Publishers, Boston, Dordrecht, London, pp. 80-81. 
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– Abnormal expenses. It is inappropriate to include these items, as they do not relate 
directly to the production of telecommunications services; and 

– Reduction in the value of investments and the dollar value of the Telstra share of 
joint venture losses. It is inappropriate to include these expenses, as revenues 
associated with the joint ventures and the value of the joint venture investment by 
Telstra are not included in the ACCC’s model. 

• Third, growth in the use of capital by Telstra is underestimated as it simply adds 
together “plant & equipment” on the one hand and software capital on the other, 
rather than aggregating these inputs together using an index.  This gives a greater 
weight to “plant & equipment” capital.  As this capital has declined in the database, 
the greater weight leads to an underestimation of Telstra’s capital stock. 

When these errors are corrected, Telstra is found to have achieved an annual average 
TFP growth rate about a third of that estimated by the ACCC over the period 2003-04 to 
2006-07.  About 80 per cent of the overestimation of Telstra’s TFP growth can be traced 
to the failure to “chain” the output index used in the analysis.  The remaining 20 per cent 
is due to the underestimation of Telstra’s input growth (Chart 1). 

Chart 1 Alternative estimates of Telstra’s TFP (Index 1999-00=1.00)13
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The ACCC’s TFP analysis of price-capped services should also be treated with caution.  
This is because the quantity of inputs used to produce price-capped services is grossly 
underestimated.  In 2003-04 for example, the ACCC analysis implies that it cost 
approximately $1.9 billion in inputs to produce $7.2 billion in price–capped services.  
Clearly, a significant proportion of the inputs used to produce price-capped services are 
not included in the model.  It would therefore be unwise to use the results from such a 

                                                           
13  Further analysis is required of what drove the increase in TFP in 2000-01. 
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mis-specified model to determine parameters that could affect the returns Telstra 
receives for over $7 billion in output. 

Telstra’s efficiency relative to best practice should also be considered in regard to the 
determination of “X” for Telstra price-capped services going forward.  That is, as well as 
examining Telstra’s historical TFP performance it would also be appropriate to 
benchmark Telstra’s performance against the performance achieved by similar 
telecommunications firms.  As the ACCC has not undertaken such a benchmarking 
exercise for current purposes it would be unwise to assume that past trends in TFP are a 
good guide to future growth in TFP of price capped services.  This is because we would 
expect to see a decline in TFP growth as Telstra approaches the best practice frontier.  
Absent a careful assessment of where Telstra stands relative to that frontier, the ACCC 
cannot have sufficient information to determine if past TFP growth will continue during 
the next regulatory period. 

To support TFP growth of 10 per cent per annum, Telstra would need to be a long way 
off international benchmarks and in the early stages of reform to achieve this rate of 
growth year after year.  In addition, overseas studies of other telecommunications 
companies show TFP growth of between 2 to 6 per cent per annum. As Telstra has been 
subject to reform and market pressures for well over a decade, it would be expected that 
TFP growth would be declining and that it would be at the low end of the growth rates 
for overseas telecommunications companies. However, in 2003-04, the ACCC estimates 
an unbelievable figure of 21.3% TFP growth - made up of a 10 per cent increase in output 
and a 9 per cent reduction in input use.  These figures are considered to be implausible 
for a large, capital intensive firm like Telstra to achieve. 

Telstra is also concerned that going forward the ACCC has not fully captured the effect of 
the loss of end customers on Telstra’s scale and network density with respect to the 
price controlled services – a factor that all else being equal, will serve to lower Telstra’s 
productivity for the price controlled services.      

The ACCC’s previous estimates of TFP growth in its 2001 price control review report also 
proved to be inaccurate. Table 1 compares the ACCC forecasts of TFP for the PSTN and 
Telstra as a whole over the period 2001-02 to 2003-04 with actual outcomes. These 
estimates were wrong by a factor of 3. 

Table 1: ACCC forecasts of Telstra TFP compared with Telstra wide actual 2001-02 to 2003-04 

 
ACCC forecast Telstra 

PSTN
ACCC Telstra wide 

forecast
Actual Telstra Wide 

TFP* 

2001/02 7% 10% -1.70% 

2002/03 7% 10% 3.80% 

2003/04 7% 10% 6.10% 

Average 7% 10% 2.70% 
* Telstra calculation 

Given the discrepancies in previous forecasts and the flaws in the current model, Telstra 
submits that the ACCC must urgently review its draft recommendation on the X-factor. 
The implications for Telstra, for the industry and for Australian consumers of getting this 
wrong are simply too significant not to warrant close examination and correction.  
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5. The efficiencies of carry-over 

Telstra rejects the ACCC’s view that carry-over of credits between price control regimes 
should not be allowed to occur, in direct contrast to the last Ministerial price cap 
determination.  Telstra considers that allowing carry-over:  

o Maintains appropriate incentives for investment by enabling Telstra to match 
capital expenditure and pricing with market conditions; 

o Provides greater opportunity to offer differential pricing to consumers through 
time, thus improving pricing efficiency; 

o Avoids timing distortions to pricing, including the danger of possible price shocks 
at the end of price control periods that may result from the activation of any 
remaining credits at that point; and 

o Is consistent with the electricity and gas CPI-X revenue cap arrangements 
administered by the ACCC. 

 
6. Rejection of ex ante price approval proposals 

Telstra is strongly opposed to the ACCC’s proposals for ex-ante approval of price changes 
in areas where there is competing infrastructure and for increases in line rental.  

The proposed ex-ante approval mechanisms represent a significant step backwards. 
Mechanisms such as these were in place under the duopoly arrangement that ended in 
July 1997. Those mechanisms, administered by Austel, proved complex to operate and 
could no longer be justified once the initial duopoly phase had finished. It would seem 
extraordinary if after over seven years of the new regime, Australia went back to heavy-
handed regulation that has been tried and failed. Such a move runs directly counter to 
international trends, including in jurisdictions where competition is far less well 
established than it is in Australia.  

The ACCC’s proposal in respect to price changes where there is competing infrastructure 
constitutes an undesirable extension of ACCC powers to the formulation of strategic 
industry policy. Telstra considers that there is no basis for this as part of the price control 
regime nor even under the ACCC’s telecommunication regulatory responsibilities – all the 
more given its potential to limit the pricing benefits customers expect from fair but 
robust competition.  

In Telstra’s view the ACCC’s proposal amounts to protection of competitors rather than 
competition. Denying Telstra the ability to respond to competitors via lawful pricing 
changes will lead to higher prices, poor technological choices and inefficient investment 
by new entrants.  This is not in the long-term interest of the industry or consumers.  It 
would involve the ACCC or the Minster in the risky and largely discredited process of 
‘picking winners’.  

Telstra also notes that the ACCC makes a number of statements in relation to the 
rationale behind this proposal that are clearly inconsistent with its telecommunication 
access pricing principles.  These include the statements that cost-based pricing is not a 
sufficient condition to ensure competition (pp. 68-69) and that protection may be needed 
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to enable competitors to attain economies of scale (p. 94).  The ACCC’s access pricing 
principles state by contrast that: 

TSLRIC is consistent with the price that would prevail…[under] effective competition… Access 
prices based on TSLRIC will encourage the entry and long-term viability of the most cost 
efficient firms…(p. 29). 

Therefore the concerns of the ACCC seem to go beyond what would manifest in the 
normal course of business in a market characterised by strong competition.  

Telstra is surprised that the ACCC could make such a proposal given that the Trade 
Practices Act already provides strong protections for anti-competitive behaviour which 
should be more than adequate to dissuade or deal with any improper or anti-
competitive conduct.  

It is Telstra’s view that if the ACCC wants to promote investment by competitors the best 
solution would be to in fact relax the price controls.  It is noted that this is something 
with which Telstra’s competitors agree. Indeed the ACCC’s own draft report more 
generally could be interpreted as taking the short-sighted view that any diminution in 
Telstra’s returns is good for competitors and for consumers.  

Telstra considers that the proposed requirement to obtain prior approval for line rental 
increases is not necessary for the tight administration of the scheme. The bounds by 
which rental increases are possible are known by Telstra and the ACCC in advance and 
can be readily modelled.  It is also inconsistent with a broader framework designed to 
foster pricing flexibility and could come at a substantial efficiency cost if the ACCC were 
to take an aggressive stance on such increases. Telstra is also concerned that it could 
subject the ACCC to undesirable public and political pressure in administering the price 
controls.  Such an approach is clearly inconsistent with the general policy principle of 
proportionality – if the ACCC considers there are issues regarding compliance verification, 
these should be addressed directly rather than through the proposed heavy handed and 
costly notification scheme proposed. 

Finally, Telstra believes that the approval mechanism of Ministerial notification and 
disallowance would be cumbersome, opens the process to lobbying, regulatory gaming 
and accusations of pricing decisions being made on political grounds. 

 
7. Value claim methodology 

Telstra welcomes the ACCC’s recognition that the price controls need to allow for 
improvements in quality of services to help encourage investments in quality 
enhancements.  

However, Telstra is concerned that the ACCC’s narrow cost-based approach, does not 
provide sufficient incentive for efficient levels of investment by Telstra in quality 
improvements. This arises because under this approach: 

o At best, Telstra, when it provides consumers with improved services will be 
allowed to recover the costs of providing those services (rather than any share of 
the net value those improvements create); while 
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o the ACCC’s ability to reject claims completely means that in some instances, 
Telstra may not even be able to recover the costs providing service 
improvements has entailed.  

As a result, under the ACCC’s scheme, Telstra cannot even expect to recover cost – as it 
will just recover cost in some instances, and get less than cost recovery in others. This is 
a “heads I win, tails you lose” form of regulation, that cannot provide the right incentives 
for service improvement.14  

Telstra also considers that measures aimed at penalising Telstra for declines in service 
quality are unnecessary as other regulatory schemes already apply and the new 
measures proposed are an example of inappropriately, heavy handed regulation.  As the 
ACCC points out, other schemes – specifically designed to address quality issues, such as 
the Customer Service Guarantee and the Network Reliability Framework – are already in 
place.  Telstra believes that further regulatory control would only augment ACCC’s 
discretionary power without gain in terms of quality enhancement. Notably, the ACCC 
itself acknowledges (p. 58) that Telstra is unlikely to allow the infrastructure over which 
price controlled services are delivered to deteriorate. 

 
8. Continuation of 22c price cap on untimed local voice calls 

Telstra remains supportive of the retention of the 22 cent cap on untimed local voice 
calls as well as targeted measures to ensure low income customers continue to have 
access to an affordable telephone service. 

 
9. Public payphones 

In its draft report the ACCC states that:   

it has not received any information that current prices of local calls made from payphones are 
impeding the recovery of cost. .... If a case was made to the ACCC on economic grounds for an 
increase in the cap on local calls from payphones, the ACCC would consider the matter further 
(pp. 48-50).  

 In response Telstra provides the ACCC with the following information.  

In its recent review of payphone services, the ACA recommended that the conditions 
exist for the ACCC to consider (i) an increase in the price cap on local calls made from 
Telstra payphones and (ii) other payphone pricing arrangements.  See recommendations 
1 and 2 from the ACA report at: 
http://www.aca.gov.au_home/publications/reports/payphones/Payphonepolicyreview.p
df 

The 40 cent price cap for local calls has been in place for over a decade since October 
1994 when the last price rise occurred from $0.30 to $0.40. In that period the GST was 
also introduced which further reduced the revenue that Telstra obtained from its public 

                                                           
14  It is widely accepted that firms will only have the right incentives to innovate if they can 
expect to secure some share of the net value to society those innovations create. The ACCC’s approach 
would not merely deny Telstra the opportunity to secure such a share but would not even permit 
expected cost recovery.  
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payphone calls from $0.40 to $0.36.  This contrasts with the previous history of public 
payphone local call price changes detailed in Table 2. 

 

Table 2: Public payphone local call price changes 

Year Price change 

1963 Price increased from 5d to 6d 

1975 Price increased from 5c to 10c 

1982 Price increased from 10c to 20c 

1986 Price increased from 20c to 30c 

1994 Price increased from 30c to 40c 

2000 GST impact meant effective price reduction to 36c 

The current cap is a barrier to competition, as the retail price does not reflect the true 
cost of providing the service.  Therefore, other potential operators will not enter the 
market as they cannot make a profit from payphones given the very low margins forced 
on them. 

The payphone market is being increasingly affected by mobile  usage and call 
substitution by low entry cost calling card providers. Calling card providers benefit in 
that their customers can access their service from a Public Payphone, yet Telstra receives 
no revenue contribution from those card providers.  As a consequence payphone 
revenue has been declining while costs have been increasing.   The combined effect of 
the availability of alternative access for which payphones receive no contribution and 
the price cap act to limit Telstra’s ability to continue to fund investments in new 
payphone products and booths. 

Further, there is currently an imbalance between the regulatory controls on Telstra’s 
public payphone business when compared to the absence of controls placed on 
competitors that operate payphones in 'public access' locations.  

 
10. Low income protection measures 

Telstra understands and supports the rationale behind the low income package under 
the existing price controls as to protect low income, low call usage customers from the 
effects of line rental increases as rebalancing takes place. Such a rationale is appropriate 
and Telstra has been pleased to deliver over $160 million worth of benefits to these low 
income customers over the last financial year.  The packages are not, and have never 
been, intended as a means of providing broader financial support to low-income groups. 
It is therefore of concern that the ACCC is seeking to ascribe an inappropriate role for the 
low-income package going forward.   

Telstra adheres to the general policy principle that protection for low income consumers 
is best served by the many policy instruments specifically designed for that purpose, 
especially given the substantial inefficiencies that would arise from any scheme that 
provides support solely on the basis of telephone usage.  However, as noted above, 
Telstra supports the current set of low-income measures, which have as their objective 
the protection of low usage customers potentially disadvantaged by rebalancing. 
Furthermore Telstra supports the view that target customers would benefit from greater 
awareness of these schemes.  Telstra is always striving to improve customer awareness.  
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Telstra engages in a very co-operative manner with the Low Income Measures 
Assessment Committee (LIMAC) who provide expertise in understanding low income 
customers needs.  LIMAC also advises on how to best reach low income customers. 

The ACCC’s proposal that the scheme be extended to protect low income consumers who 
are high users of telephone services ignores the benefits that have been realised by these 
consumers from lower call prices that offset the impact of higher line rental.   

If such a scheme were to be introduced, it would be completely unreasonable and limit 
Telstra’s ability to compete effectively across its whole business if the obligation for 
funding were to fall entirely upon Telstra.  Telstra wishes to point out that the rebate 
schemes offered by water, gas and electricity utilities are funded by state governments, 
not the utilities themselves.  The overseas schemes the ACCC refers to also tend to have 
explicit funding arrangements e.g. through a surcharge levied on all customers (eg. X% of 
monthly billed amount).  
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Table 3 lists various Pensioner Concessions and demonstrates that (i) Telstra’s pensioner 
concessions are not tokenistic; (ii) that pension status is a commonly used method for 
targeting welfare assistance; and (iii) that Telstra is the only telecommunications 
company or utility to provide significant funding for welfare measures. In all other cases 
governments fund them.   

   Table 3 Other Concessions based on Pensioner Concession Card Status: 

Service or Product 
Average 
Monthly 
Discount 

Funded By 

Telstra Line Rental.  
Based on customers 

with call spend in 
excess of $12.25 

$12.25 Telstra 

Telephone Line Rental  $6.60 Federal 
Government 

Energy, Gas and 
Electricity (Peak and off-

peak).  Assumes 
average Spend per 
month of $37.50. 

 

$6 State 
Government 

Water Concession.  
Based on maximum 

concession of $135 per 
annum 

$11.25 State 
Government 

Sewerage.  Based on 
maximum concession of 

$135 per annum. 
$11.25 State 

Government 

Public Transport.  Based 
on zone 1 plus 2 
monthly ticket. 

$72.40 State 
Government 

Motor Vehicle 
Registration. $11.67 State 

Government 

Transport Accident 
Commission Fees*.  
Based on medium 

suburb 

$12.50 State 
Government 

Preschool fee subsidy 
per child $20.83 State 

Government 

Education Maintenance 
Allowance per child – 

parents of primary 
students  

$10.58 State 
Government 

Education Maintenance 
Allowance per child – 
parents of secondary 

students 

$21.17 State 
Government 

References: 
A Guide to Concessions in Victoria - Assistance for People on Low Incomes
Victorian Government, Department of Human Services, The Concessions Unit 
*TAC website www.tac.vic.gov.au 
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Finally, Telstra also wishes to point out the following inaccuracies in the report in 
relation to low income assistance: 

o p. 95. The description of the current ‘Access for everyone’ (p. 95 ) program fails to 
mention at least three significant programs: InContact, which is available to 
Pensioner Concession Card (PCC) and Health Care Card (HCC) holders; Bill 
Assistance Program, again available to all customers including HCC holders; and 
MessageBox, which seeks to provide a solution for people who have no access to 
a secure or reliable phone service. 

o p. 96. Telstra disputes that “pensioner discounts remain tokenistic”. The current 
benefit is up to $12.25 per month from Telstra and $6.60 per month from 
Centrelink, making a total of $18.85 total concession per month. A pensioner 
customer on HomeLine Complete, who uses their full benefit, is effectively 
paying $8.10 per month line rental. This is an effective discount of 70% on the 
normal monthly line rental amount. Telstra also notes that the Telstra funded 
maximum pensioner concession benefit has risen from $6 per month to $12.25 
per month over the existing price control period as a result of Telstra’s additional 
commitment to ensure that the average pensioner bill does not rise by more 
than CPI. 

o p. 97. It is correct that HCC holders do not receive the same concessions as PCC 
holders. This is also the case with Government targeting of its own telephone 
allowance, and Telstra’s targeting of its pensioner concession is generally based 
on that. However, many of the Access for Everyone programs are open to HCC 
holders, including InContact and Bill Assistance. 

o p.100. Successfully targeting people on low-incomes is more problematic than 
the draft paper allows. Use of PCC/ HCC may be a reasonable first approximation, 
however, Telstra notes that an age pensioner couple (combined) could have 
$1000 per week extra income and still be eligible for the concession; a single 
pensioner $600 per week extra income. It has only recently come to LIMAC’s 
attention that the Low Income Health Care Card (LIHCC) is mainly taken up by 
single young students and not so much low-income families. So, even using PCC, 
HCC and LIHCC is a very approximate proxy for “low income”. 

o p. 107. It is not clear whether the draft report (as stated) actually means “extend 
the current pensioner rebate system to low-income health care card holders” ie. 
holders of Centrelink Low Income Health Care Card (which is very problematic in 
its targeting, as above p.100) or all Health Care Card holders, who generally are 
on a low income from Centrelink. If the latter, then Telstra stands ready to 
distribute benefits to people on low incomes on behalf of the government, 
according to government eligibility criteria, in a manner similar to other utilities 
such as gas, electricity and water. 

o p. 108. Centrepay has nothing to do with eligibility verification by Telstra, as 
Centrepay is a Centrelink initiated direct crediting system and Telstra has no 
visibility of the customer other than the payment coming onto the account.  

It is important that such basic facts be understood before substantial policy changes are 
proposed. 
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11. Conclusion 

Telstra is concerned that contrary to past practice and international trends, the ACCC is 
advocating a tightening of the price controls applying to Telstra. Telstra considers that 
the ACCC in reaching its conclusions has overlooked major developments in competition 
and consumer choice in the sector to date that can be expected to intensify in the future. 
Telstra believes that the ACCC’s proposed price control framework will work against the 
development of a competitive and innovative telecommunications industry in Australia 
and the long-term interests of consumers of telecommunications services. 

In Telstra’s view if Australia is to continue to have retail price controls they should 
continue to include assistance to those low-income consumers who may be negatively 
affected by rebalancing plus the retention of the 22 cent cap on untimed local voice 
calls.   

To the extent that policy-makers believe that broader price caps need to be retained, 
Telstra is of the view that a broad basket CPI-0 cap is adequate. This reflects the 
availability of the wholesale access arrangements, the advent of new network providers 
and the introduction of new technologies, all of which mean that competition and not 
regulation can be relied upon to drive consumer-enhancing outcomes.  A broad price cap 
also minimises the risk of regulatory error and of the regulatory process creating 
rigidities and distortions in a fast-changing commercial environment. 

If a Total Factor Productivity analysis is seen by the ACCC as necessary for influencing 
the ACCC’s recommendation on the level at which the ‘X-factor’ should be set, then the 
ACCC should disregard its existing TFP model.  That model is flawed in several respects, 
with errors in methodology and construction, as clearly demonstrated by the 
implausible 21.3% TFP growth rate that it generates for 2003-04.  The size of the 
telecommunications industry and the importance of its services to Australian consumers 
clearly demands that a far more rigorous and accurate analysis be undertaken than that 
performed to date. 

Telstra considers that the ACCC should engage external advice so that a robust model, in 
accord with accepted economic norms, is constructed for deriving a final estimate of the 
X-factor. Telstra would recommend that an appropriately qualified body, such as the 
Productivity Commission, be engaged to undertake such analysis.  
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