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A/g Director, Telecommunications 
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MELBOURNE  VIC  3001 
 
 
Dear Sean 
 

REVIEW OF TELSTRA’S PRICE CONTROL ARRANGEMENTS 
 
Virgin Mobile Australia (VMA) welcomes the opportunity to provide comment to the 
Australian Competition and Consumer Commission (the Commission) on its draft report 
concerning the current review of Telstra’s price control arrangements (draft report). 
 
About Virgin Mobile Australia 
 
VMA is a mobile telecommunications provider that launched in Australia in October 2000.  
VMA is a joint venture between the Virgin Group and SingTel Optus (Optus), and operates 
through the Optus network infrastructure as a mobile virtual network operator (MVNO).  As a 
MVNO, VMA purchases wholesale network capacity from Optus while providing its own 
switching, billing, voicemail and SMS platforms.  VMA currently has around 500,000 
customers, which is around 3 per cent of the mobile services market. 
 
About this submission 
 
In this submission, VMA restricts its comments on the Commission’s draft report to matters 
relating to the fixed-to-mobile (FTM) and the mobile services markets.  In summary, VMA 
argues that: 

• mobile termination prices for residential customers reflect the uncompetitive fixed 
telecommunications market, and a specific price cap should be imposed on FTM 
services to ensure the wholesale price reductions resulting from the Commission’s mobile 
termination decision are passed through to consumers 

• contrary to the Commission’s views, for practical purposes, the mobile services market 
is competitive. 

 
Fixed-to-mobile market 
 
Under the current price controls applying to Telstra, FTM calls are included within a basket of 
services which is subject to a price cap of the consumer price index (CPI) – 4.5 per cent.  The 
Commission’s draft report stated that FTM calls should remain subject to price cap regulation 
and that FTM calls should be included in a basket containing line rental, local calls, and 
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domestic and international long-distance calls.  The draft report states that the price control 
arrangements should last three years, and be set at the CPI – 5 per cent. 
 
In the draft report, the Commission argued that price cap regulation is warranted for FTM 
services as the market within which FTM calls are supplied is far from being effectively 
competitive, despite multiple suppliers at the retail level (see pp. 21-23).  The Commission 
claimed that: 
• at the retail level, data indicates that Telstra accounts for around 65 per cent of all fixed 

minutes terminated 
• there appears to be price discrimination, with residential consumers of FTM calls paying 

around 27 per cent more than business consumers 
• evidence gathered by the Commission suggests the average yield on FTM calls is above 

cost, particularly for residential customers, which appears to be largely the result of 
mobile termination input costs. 

 
VMA disagrees with the Commission’s view that FTM prices are significantly above cost 
largely because of mobile termination input costs, and more specifically the price of 
wholesale mobile termination services.  As noted above, the Commission stated in the draft 
report that the average price paid by residential consumers was around 27 per cent higher than 
the average price paid by business consumers.  VMA understands that costs for mobile 
terminating access services (MTAS) are the same for all end-users regardless of whether they 
are residential or business customers.  In this context, VMA queries how the different FTM 
prices can be dependent on MTAS input costs, when the MTAS costs are consistent.  VMA 
believes that the evidence rather suggests that FTM prices are reflective of the uncompetitive 
fixed line market and the ability of fixed line operators to exploit their market privilege in the 
residential area where end-users have less choice in relation to fixed line operators and less 
ability or willingness to negotiate their contracts with their provider. 
 
In addition, the draft report recommended including FTM services in the above-mentioned 
basket of services on the basis that common costs exist for these services, and that efficiency 
is generally best achieved by applying a price-cap to a basket of services that share costs.  The 
Commission stated that sub-caps are undesirable from a pricing perspective and should 
generally be avoided unless there is good reason to do otherwise. 
 
VMA requests the Commission to reconsider its draft recommendation in relation to FTM call 
services.  Specifically, VMA recommends that the Commission applies a specific price cap 
for FTM services until competition is promoted in the market in which these services are 
provided, with the aim of ensuring that the wholesale price reductions resulting from the 
Commission’s mobile termination decision are fully passed through to consumers. 
 
In June 2004, the Commission decided to continue regulating mobile termination access 
services (MTAS) and published pricing principles that would reduce the price of the MTAS.  
These pricing principles were to gradually decrease from the then average of 22.5 cents per 
minute towards a target price of 12 cents per minute, over a staged adjustment period 
commencing on 1 July 2004 and concluding on 1 January 2007.  The Commission assumed 
that lowering the price of the MTAS would generate greater competition in the market within 
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which FTM services are provided, which in turn would create pressures on all providers of 
this service to pass through reductions in the price of MTAS to end-users.  If a provider of 
FTM services chooses not to pass through reductions in the price of the MTAS, the 
Commission argued that it would run the risk of losing market share to competitors who do. 
 
VMA considers that without specific regulation it is unlikely that the lower wholesale prices 
will be passed through to consumers in the FTM market, whether in the form of lower prices 
to end-users or improved service quality.  As the Commission recognised in its 
Telecommunications Reports 2002-03, Telstra’s retail market share estimates show that it has 
63 per cent of the national long distance market, making it the default fixed-to-mobile 
originator for this proportion of the market.  Moreover, most of Telstra’s competitors rely on 
Telstra’s network to supply these services to end-users.  This situation confers on Telstra a 
significant degree of market power such that it would not have an adequate competitive 
incentive to pass the lower MTAS wholesale price through to consumers.  In principle, VMA 
believes it is unlikely that Telstra’s competitors in the FTM market would have the resources 
and infrastructure individually or in aggregate to pose a serious competitive threat in the FTM 
market, at least in the short term. 
 
Accordingly, VMA believes there is a strong case for introducing a specific price cap on FTM 
services until competition is promoted in the FTM market.  The introduction of a specific 
price cap for FTM would ensure that the benefits to end users that the Commission believes 
exist for regulating MTAS will eventuate.  In conducting the next review of Telstra’s price 
control arrangements, which is scheduled for 2007, the Commission could then reassess the 
need for this specific price cap based on the level of competition in the market within which 
FTM services are provided.  VMA considers this would be an appropriate time to conduct 
such an analysis, given that it will coincide with the Commission’s proposed timetable for the 
full reduction of the MTAS cost, and presumably the greater level of competition in the FTM 
market that the Commission assumes will result from this cost reduction. 
 
Mobile services market 
 
Mobile services are not currently subject to a price cap.  The Commission’s draft decision was 
that, while it does not currently consider the market to be effectively competitive, price caps 
should not be applied as it did not consider retail price controls would be likely to assist in 
simulating effective competition in the market to a material extent. 
 
The draft report explained the Commission’s view that the mobile services market is not 
effectively competitive by drawing on the main findings from the Commission’s MTAS 
decision, namely that: 
• the market is concentrated in favour of the four national network carriers 
• there are high barriers to effective entry into the market (coverage and sunk costs) 
• there are apparently high levels of profitability of mobile carriers 
• penetration of mobile phones is high and there are decreasing (or stabilising) average-

revenues-per-user. 
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VMA supports the Commission’s draft decision to not impose price regulation of mobile 
services.  However, VMA disagrees with its assessment that the mobile services market is not 
effectively competitive.   
 
While the Commission’s draft report sets out theoretical economic arguments concerning 
competition levels in the mobile services market, VMA considers that the market is currently 
extremely competitive at the retail level.  Consumers have choice of networks and offers, 
across a range of monthly usage levels and service providers.  Consumers can easily switch 
between mobile providers while keeping their mobile number, resulting in mobile operators 
competing not only for new customers but also for existing mobile customers leaving other 
operators.  There is a large variety of offers and plans available to customers, at different 
pricing levels and often including subsidised handsets.  Mobile providers have recently 
introduced a range of innovative and aggressive pricing plans, and the Commission would be 
aware that in the past six months the lowest price point for caps has significantly decreased 
from around $100 to now less than $50.  To this end, on 29 November 2004, VMA 
announced that it is introducing a $45 cap that includes up to $200 worth of calls, texts, photo 
messages, international calls and free voicemail.  Clearly, competition is providing value and 
innovative offers to the mobile services market. 
 
Conclusion 
 
In summary, VMA considers that, for practical purposes, the mobile services market is 
competitive.  Conversely, the fixed line market is far from competitive, resulting in fixed line 
operators exploiting their market power by pricing FTM services for residential customers 
substantially above cost.  In this context, VMA requests that the Commission amend its 
recommendation in relation to FTM call services, to impose a specific price cap on these 
services to ensure the lower wholesale prices from the Commission’s MTAS decision are 
passed through to consumers. 
 
Should you have any queries about this submission please contact VMA’s Regulatory and 
Policy Adviser, Matt Pearce, on 0403 999 494, 02 9338 6122 or 
matthew.pearce@virginmobile.com.au. 
 
Yours sincerely, 
 
 
 
 
 
Sue Bailey 
Product Marketing Director 
Virgin Mobile (Australia) Pty Limited 
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