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1. Introduction 

1.1 Vodafone Australia welcomes the opportunity to comment on the strategic 
review of the regulation of fixed network services by the Australian 
Competition and Consumer Commission (ACCC).   

1.2 Vodafone Australia is a subsidiary of Vodafone Group Plc which provides 
an extensive range of mobile telecommunications services globally, 
including voice and data communications. Vodafone Group is the world's 
largest mobile telecommunications company, with a significant presence in 
Continental Europe, the United Kingdom, the United States and the Far 
East through the company's subsidiary undertakings, associated 
undertakings and investments. Vodafone is focused solely on mobile 
technology.     

1.3 Vodafone Australia currently operates a GSM (2G) network covering up to 
94.5% of Australian population and a GPRS (2.5G) network covering 92% 
of the population. The newly rolled out UMTS (3G) network currently 
covers CBD and metropolitan areas in Sydney, Melbourne and Canberra, 
plus airports in Brisbane, Adelaide and Perth, and is constantly expanding.  

1.4 As a mobile only operator, Vodafone Australia is providing information as 
part of a wider review of fixed services and telecommunication regulation 
generally. Mobile and wireless technologies and services provide a bypass 
and possible substitution to the traditional fixed line bottlenecks of the 
Customer Access Network including the Conditioned Local Loop (CLL) 
and Unconditioned Local Loop (ULL) for both voice and data services.   

1.5 The format of this submission broadly follows the ACCC Discussion paper, 
A strategic review of the regulation of fixed network services. The 
submission outlines Vodafone’s regulatory principles and future plans as a 
mobile only operator.   
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2. Retail Services  

Competition in the Mobile Market 

2.1 The mobiles market in Australia is effectively competitive. The penetration 
rate of mobiles in Australia is currently around 94%.  

2.2 The mobile market consists of four main carriers, Telstra, Optus, Vodafone 
and Hutchison. Unlike the fixed line market, there is extensive facilities 
based competition with 3 GSM networks, 1 CDMA network, 2  
W-CDMA/UMTS 3G networks, and Telstra also recently announced plans 
to rollout a W-CDMA network at 850MHz.  All four carriers own and 
operate their own mobile network, although Hutchison’s customers roam 
onto to Telstra’s mobile networks. This avoids the enduring bottleneck 
present in the fixed line PSTN.  All carriers offer a range of mobile services 
and a myriad of  pricing plans for all customer segments of the market 
including pre paid, post paid, monthly plans, and cap pricing.   

2.3 Recently introduced cap plans have driven more intense pricing 
competition in the mobile markets and stimulated usage of mobile phones. 
All carriers now offer a range of cap plans. For instance, Vodafone offers 
three cap plans – maxi cap, mega cap, super cap – recognising the 
differing spend and usage needs of consumers. Integrated carriers also 
offer bundled cap plans, incorporating fixed line calls and mobile calls.   

2.4 As the mobile market matures, prices for voice calls and SMS will not be 
the only way mobile carriers compete for market share. Increasingly 
growth in the mobile market is expected to come from data services.  3G 
networks allow customers to make and receive voice calls and SMS – like 
the 2G network-– and in addition, access to the internet, video telephony, 
broadband like services, and other content services such as mobile TV.  

2.5 Carriers are now competing for customers as they switch from 2G to 3G 
networks. Incentives include reduced price of handsets. The 3G networks 
remains relatively new so carriers must continue to operate both a 2G 
network and 3G network at a cost for the foreseeable future. 

 

 

 

 



 
5 

Are wireless networks increasingly becoming a fixed line substitute for Voice 
Services? 

2.6 Increasingly mobile services are seen as a viable substitute to fixed-line 
services offered by the Customer Access Network.  However, mobile only 
operators like Vodafone are expected to continue to require transmission 
services and PSTN termination from fixed line carriers.  

2.7 Recent trends in prices of mobile services relative to fixed line services 
have made it economical for some consumers, to replace their fixed line 
with a mobile phone. Prices for mobile voice calls have decreased 
because of intense competition in the mobiles market.  At the same time 
retail prices for fixed line rentals have increased.  Cap plan pricing in the 
mobile market has been the main driver of recent increased fixed to mobile 
substitution1.        

2.8 Telstra’s half yearly report shows the number of basic access lines in the 
retail market have decreased from December 2004 to December 2005 
(see Figure1). Telstra discusses the decrease in basic access lines in 
service - “As expected, this is consistent with the ongoing trend in the retail 
basic access market and is underpinned by competition and migration to 
other products, such as broadband and mobiles 2 . 

                          
                     Figure 1:  Basic Line Access 
       

Basic Line Access 
 Dec 05  

m 
Dec 04 

m 
Year on Year 

Change % 
 

Residential 
 

5.50 5.70 -3.51 

 
Business 

 
2.37 2.51 -5.58 

Total Retail 7.87 
 

8.21 
 

-4.14 

2.9 The reduction in the number of basic access lines does not necessarily 
indicate fixed to mobile substitution. Many customers may already have 
multiple lines, and be currently removing one line as they no longer need a 
line dedicated to dial up internet. 

2.10 However there are other indications that some mobiles fixed to mobile  

                                                 
1 Credit Suisse First Boston (2005), Australian Telecommunications 2005, 6 May 
2 Telstra, 2005 Half Yearly report Statistical data summary, p8 
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substitution is occurring. For instance from 2003-04 to 2004-05:  

• the volume of fixed local calls decreased by 7.7%  and revenue 
decreased by 14.2%; 

• mobile voice minutes increased by 11.7%;  and 

• number of SMS increased by 32.6%3. 

2.11 There is also anecdotal evidence that the number of mobile only (no fixed 
line at home or office) users are increasing. Vodafone recently 
commissioned Newspoll to conduct a survey on consumer’s views of 
mobile phone. The survey found that 1.4 million people are likely to 
remove their land line at home over the next two years 4.     

2.12 To the extent that mobile services are becoming a viable fixed line 
alternative, the importance of the CAN bottleneck and the need for 
declaration is dissipating. However, it is premature to take the view that 
PSTN services should not be declared. Calls are still made from fixed lines 
and the PSTN services remain prevalent in the telecommunications 
market.  

2.13 Fixed to mobile substitution is a new and developing trend. There is 
reason to believe the trend would not be uniform across geographic 
markets, based on different coverage and quality of mobile networks, and 
demographic groups due to differing attitudes and preferences towards 
new technology. 

2.14 However, prices for mobile services are having an impact on retail prices 
for fixed services and vice versa. Integrated carriers now offer cap plans, 
bundling mobile calls, fixed line calls and fixed line monthly access.  Other 
fixed line carriers offer capped calling plans, including national calls, 
international calls and fixed to mobile calls.  

Competition in Fixed to mobile  

2.15 Fixed to mobile substitution is also increasing through the relative pricing 
for mobile to mobile calls. Prices for mobile to mobile calls are now 
generally cheaper than fixed to mobile calls, particular when ‘on net’ 
mobile calls are made, that is calls made to and from customers of the 
same carrier.  

                                                 
3 ACMA, Telecommuncations Performance Report 2004-05, p61, 81, 82. 
4 Vodafone, 1.4 million Australian consider ditching their land line in the next two years, news 
release, 23 February 2006.  
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2.16 Prices for fixed to mobile calls have not decreased as significantly as 
mobile to mobile calls, mainly because the fixed to mobile market is not 
effectively competitive compared with the mobile market. At present the 
ACCC regulates the price for fixed to mobile calls as part of a bundle of 
other fixed line services, inc luding national long distance calls and 
international long distance calls. The corporate customer segment has 
recently been removed from the cap of services.  

2.17 The broad-based price cap approach has not led to decreased fixed to 
mobile prices. The cap does not require prices for all services and all 
customer services within the basket to be reduced equally. Evidence 
shows that since 1997-98 prices for international calls have reduced 
significantly and prices have also reduced for the national long distance 
calls. However, prices for fixed to mobile calls, particularly residential fixed 
to mobile calls, have not fallen by the same extent 5.   

2.18 The Commission advocates decreased prices for mobile termination 
access service (MTAS) will promote competition in the fixed market. 
Vodafone believes that pass through of lower MTAS prices the fixed to 
mobile retail prices is only partial and does not guarantee that reduced 
prices for MTAS will be passed through.    

Competition in the Retail Broadband market  

2.19 Currently, no one definition exists for broadband.  Broadband usually infers 
a high speed data service that is ‘always on’ 6 .  The ACCC defines 
broadband as:  

high speed connection greater than 200kbits/sec over a mix of media. This definition of 
broadband excludes PSTN dial-up connections that run at 56 kbit/sec and ISDN dial up 
connections which run at either 64 or 128 kbit/sec. Satellite services with a broadband 
capability, that may or may not be utilised, are included in the survey 7.   

2.20 Retail competition for broadband has become more intense in the past 
year, due to more aggressive pricing plans, increased number of players 
and alternative methods of delivering broadband. Broadband services are 
expected to be the new growth area for all carriers, as revenues from fixed 
line services decline and mobile penetration growth slows.   

                                                 
5 ACCC, Telecommunications report 2003-04 Part 2, p67 
6DCITA,http://www.dcita.gov.au/tel/internet_and_broadband_services/internet_and_broadband_
services_-_consumer_issues/broadband_internet 
7 The Australian Competition and Consumer Commission, Snapshot of Broadband Deployment 
as at 30 September 2005.  
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2.21 At present, xDSL technologies, using the ULL, dominate the retail 
broadband market. Numbers collected in the ACCC’s Snapshot of the 
Broadband deployment as at 30 September 2005 reproduced in Figure 2 
show the number of xDSL users increased by 119% from Sept 04 to Sept 
05 and make up 78% of broadband users. This compares with wireless 
users who make up approximately 1.57% of all broadband users. It should 
be noted that figures on wireless broadband use in Australia are at this 
stage unreliable.    The ACCC collected wireless broadband numbers for 
the first time in the latest report broadband report and it does not include 
figures from all providers 8.  

Figure 2: Number of broadband users in Australia 

 Cable  Satellite ADSL Other DSL   Other 
 

Totals 

Sept 04 375,900 12,700 867,100 54,300* 300 1,311,100 
 

Sept 05 510,600 22,000 1,895,400 124,800 40,800 2,593,600 

 

2.22 3G networks and other wireless networks such as iBurst and Unwired’s 
wide area network, potentially offer further fixed line substitution by offering 
broadband type services. Based on the extent of customer take up the 
market is still developing. However it is developing rapidly as wireless 
solution for internet access fits with increased lap top usage.  

2.23 With the rollout of a 3G network, Vodafone has upgraded the Vodafone 
mobile card (VMC) that gives laptop users always on internet access at 
broadband speeds where 3G coverage is available. 3G coverage is 
currently limited to major capital cities, though coverage will continue to 
expand.  

2.24 To the end of March 2006, Vodafone Australia is expected to have 
approximately [CIC] customers, which is forecasted to increase to around 
[CIC] over the next year.  

2.25 Wireless cards and/or wireless modems are now offered by all major 
carriers and other internet providers. Pricing is relative competitive with 
fixed line broadband, taking account of the monthly line rental associated 
with fixed line broadband. However the speed of wireless broadband is 
generally lower than fixed line broadband, such as ADSL. Wireless 
broadband will improve as network coverage improves and future 
upgrades to the technology become available.  

                                                 
8 Ibid  
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2.26 The maximum download speed of the VMC is currently 384 kbps.   

2.27 [CIC] 

 

 

 

2.28 The ULL, using the copper line, may become less relevant as fibre based 
networks are rolled out and high speed wireless networks increases 
coverage and quality. This may therefore mean, over time, the justification 
for declaration of ULL service will weaken. However, at present and for the 
foreseeable future evidence suggests consumers consider xDSL 
broadband to offer superior speed and coverage to that of wireless 
networks.   

 

3. PSTN OTA Declared Service 

3.1 Access to the PSTN OTA remains important, despite some evidence of 
fixed to mobile substitution and wireless local loops offering a bypass to 
the PSTN OTA.  For the time being the PSTN OTA remains a bottleneck 
facility. 

3.2 Vodafone believes that PSTN OTA should remain a declared service.  
Vodafone requires the PSTN termination service for calls originating on its 
mobile network and terminating on the fixed network. Vodafone believes in 
the absence of declaration, connectivity to the PSTN may be 
compromised.    

3.3 Although the number of fixed line users is decreasing, Vodafone’s 
customers continue to make mobile to fixed calls. While the PSTN remains 
ubiquitous, Vodafone will continue to provide mobile customers continue to 
use these services. - Fixed to mobile minutes and where they terminate.  

3.4 For the foreseeable future, Vodafone believes declaration of the  
PSTN OTA is necessary.   
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4. The Unconditioned Local Loop 

Impact of new network developments on the ULLS 

Fibre to the Node   

4.1 The Commission has requested interested parties to comment on the 
necessary regulatory approach to infrastructure investment in new 
technologies, in particular fibre to the node (FTTN).  

4.2 Telstra had announced plans to roll out a FTTN network, as part of its 
strategic plan. However, Telstra’s planned FTTN rollout is conditional upon 
the company receiving a safe harbour or a guarantee that there would be 
no regulation for the investment for a certain period of time.  In December 
2005, Telstra publicly withdrew its plans for fibre to the node investment. 
However, there is a perception in the market that fibre to the node will be 
rolled out in the future despite the regulatory outcome9.  Any regulation of 
FTTN will affect the nature, timing and breadth of investment in FTTN.        

4.3 Whether FTTN is rolled out or not, Telstra’s FTTN investment plans raise 
important issues regarding investment in new generation networks. In 
particular, the design of the regulatory approach needs to on the one hand 
provide the necessary incentives for efficient investment to occur, while on 
the other hand ensuring effective competition is promoted in markets that 
rely on that infrastructure.   

4.4 Vodafone agrees that there is a ‘risk that regulation of the FTTN network 
will discourage investment by new entrants in rolling out their own 
separate network, as they would continue to piggy-back on the existing 
copper-based network’10.  

4.5 Vodafone views the investment and regulatory issues of FTTN versus ULL 
in the fixed line market are akin to the 2G network versus 3G network 
investment in the mobile market. Unlike fibre to the node, investment and 
regulation of 3G has occurred in the absence of any meaningful debate.    

4.6 Vodafone believes that investment incentives in 3G and new mobile 
technologies generally, warrant significant attention by regulators and 
policy makers. 3G regulation should have had as much regulatory 
attention as investment in FTTN.    

3G General 
                                                 
9 GoldmansSachs JB Were (2006) Why FTTN Is critical to Telstra’s future?, February 16, p7. 
10 ACCC (2005), Strategic Review of the Regulation of Fixed Services, p51   
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4.7 The large investment costs associated with deploying 3G networks has led 
to network sharing arrangements between carriers for a more efficient 
deployment of 3G infrastructure. Hutchison launched its 3G network in 
April 2003. Telstra paid Hutchison $450 million to share their 3G network. 
Optus and Vodafone launched a shared 3G network in October 2005, 
each party operates independently at the retail level. 3G networks are 
currently limited to CBD metropolitan areas, although Vodafone and Optus 
have plans to rollout more 3G stations this year and Telstra has 
announced plans for a 3G W-CDMA network to be rolled out as a 
replacement to their CDMA network.   

4.8 The 3G mobile networks currently use a different range in the 
radiofrequency spectrum, to second generation (2G) mobile telephones, to 
provide a wider range of services. Australian 3G networks operate in the 
2100 Mega Hertz (MHz) frequency band; 2G networks operate at 825~845 
MHz (CDMA) and 935~960 MHz (GSM). It is noted that there are global 
developments for WCDMA at both 900MHz and 850 MHz.  3G offers 
scope to provide television, radio, music, telephony, Internet, games, to 
handheld devices in changed forms.  

Declaration of 3G services  

4.9 In June 2004, the Commission in its Final Decision on MTAS decided to 
extend the existing service description for MTAS to include voice 
termination on any digital mobile network (GSM, 3G and CDMA and 
presumably any future mobile network deployed in Australia).  The 
Commission argued that from a customer point of view 3G services are 
‘likely to appear as add on services to existing mobile services to existing 
mobile services rather than as entirely new communications services’11. In 
addition the Commission saw the bottleneck issues in the 2G market 
would also operate in the 3G market.  

4.10 Based on these arguments the Commission concluded that the MTAS 
service description should include FTM and MTM voice termination 
services regardless of the technology used but will not include data 
termination services.  Further, the Commission’s pricing principle and price 
related terms and conditions were equally applied to both 2G and 3G 
MTAS.  

                                                 
11 ACCC (2004), Mobile service review Mobile Terminating Access Service, p 21  
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4.11 The decision to declare MTAS on 3G mobile networks, occurred at a time 
when only one carrier, Hutchison, had rolled out a 3G network in Australia. 
To Vodafone’s knowledge no complaints around terminating access on the 
Hutchison’s network had occurred. Declaration also occurred before any 
regulatory cost modelling had been conducted in any jurisdiction on the 
costs of deploying and operating a 3G network.    

4.12 The 3G infrastructure has been rolled out at a significant cost to all 
carriers. Carriers have the added cost of concurrently operating their 2G 
networks. Vodafone submits that during this time there are additional costs 
needing to be recovered. The economically efficient operation of the 
termination service is encouraged by termination rates which reflect 
forward looking efficient costs.  

4.13 Vodafone submits that the Commission’s analysis underpinning its 
decision to declare MTAS on all mobile networks was scant on detail and 
did not consider the threshold investment and competition issues in 
sufficient detail.  

4.14 In the Draft Decision to Vodafone’s access undertaking, the Commission 
stated that it believed the cost of MTAS for 3G, would be lower than that of 
2G. This is because in the long run 3G is a more efficient technology so 
per unit MTAS costs will be lower in the longer term, as 3G sites can 
support greater traffic and a wider suit of services. The Commission 
believed that 3G was the most efficient technology available.  This meant 
that mobile carriers could not seek to establish access prices based on 2G 
technology.  

in the Commission’s view, such an approach is likely to promote efficient build/buy 
choices for MNOs, and provide incentives that would promote productive and 
dynamic efficiencies. In this regard, and in contrast to Vodafone’s position, the 
Commission considers that 3G is likely to result in lower per-unit MTAS costs over 
the longer term. Therefore, it could reasonably be considered the ‘most efficient’ 
and best-in use 12. 

4.15 Carriers in Australia and around the world have rolled out 3G networks not 
because of the potential lower cost for voice at existing volumes (although 
it may be at future volumes); but because 3G provides:  

• spectral efficiency in capacity for growth in voice and non-voice services 
(2G networks will be ultimately capacity constrained – by cell site shortage if 
nothing else); 

                                                 
12 The Australian Competition and Consumer Commission, Draft decision on Vodafone access 
undertaking, December 2005, p35.  
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• higher bandwidth services not possibly under 2G (data cards, video, TV); 

• potentially better quality for voice transmission, comparable to that of a 
fixed network; and 

• efficient provision of the portfolio of lower bandwidth services (voice and 
SMS) and higher bandwidth services over an integrated network.  

   Regulation of new technologies  

4.16 Vodafone’s 3G network was regulated before the network was rolled out.  
Vodafone believes that regulation is necessary in the case of a market 
failure. It is unclear the market failure existed in this instance, as the 
market was not allowed to develop before regulation was applied. 
Regulating a service before investment is fully realised, will impact on 
future infrastructure investment decisions of carriers.  

4.17 This point is supported by Gans and Williams (1998) who examined 
access regulation and investment in essential facilities.  They state that 

Regulation of access terms and prices affects the return a facility provider can 
expect to receive on its investment. Hence, expectations of the nature of regulation 
affect investment incentives. A regulator, therefore, has the power to influence 
investment indirectly by pre-committing to an access-pricing regime. However, 
uncertainty and inappropriate signals can potentially have an adverse influence on 
investment. So the regulator must take care when stating regulatory policy and 
applying regulatory instruments13 . 

4.18 Applying regulation where it is not required and where there is patently no 
problem will send a strong signal to investors about the Commission’s 
approach to the regulation of new services in telecommunications.  In 
particular, if investors are not confident that new services will be free from 
regulatory intervention (in the absence of durable market failure) this will 
temper the incentives to invest in new services and innovate and expand 
current services.14 

4.19 Vodafone believes that the market should be allowed to develop before 
regulation is applied otherwise the wrong investment incentives are sent to 
the market through the incorrect setting of access prices.  

                                                 
13 Gans and Williams (1998) Efficient Investment Pricing Rules and Access Regulation, 
Melbourne Business School University of Melbourne 3 July,  
14 Vodafone (2003), Mobile Service Review, p11 
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4.20 The Productivity Commission examined the issue of encouraging efficient 
investment in bottleneck facilities in the report Telecommunications 
Competition Regulation. The report found that setting incorrect access 
prices poses five risks for efficient investment in bottleneck facilities15: 

1. Excessively low access prices, by reducing the ex ante risk-adjusted rate of 
return on investment are likely to deter or delay investment in the bottleneck 
facility by the incumbent.  

2. Low access prices might preclude entrants from building bottleneck facilities 
that substitute for the incumbent’s when this is efficient.  

3. High access prices will lead to a more limited degree of duplication – so called 
bypass. This occurs when a rival lays down alternative to the incumbent’s 
bottleneck facilities for certain high usage telecommunications customers. Such 
a bypass will be inefficient when the access charge is set high enough to 
encourage new facilities, but the existing facilities are not congested.  

4. Access prices for one bottleneck service might be inconsistent with that of 
another, distorting the pattern of investment to the extent that the services are 
substitutes.  

5. Use of actual rather than efficient, investment costs may encourage wasteful 
investment. This is because the firm would have weak incentives to control the 
costs of the investment efficiently since for every dollar of extra expenditure it is 
compensated fully.  

 

5. Wholesale Broadband Declaration 

5.1 To date the Commission has not declared any kind of wholesale 
broadband access service. The Commission outlines that it is due to the 
immaturity of the market and incentives for others to invest in their own 
infrastructure such as DSLAMs.  The Commission finds that there is a 
tension between encouraging retail competition and the objective of 
encouraging more durable facilities-based competition to make it easier for 
competitors to gain access to a wholesale service 16.   

                                                 
15 Productivity Commission (2001), Telecommunications Competition Regulation Inquiry Report, 
Report No. 16, 21 September, p384 
16 ACCC A strategic review of the regulation of fixed network services, p67 
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5.2 To reiterate, Vodafone believes that a facility or service should only be 
declared where there is a durable market failure. Regulatory forbearance 
should be the default position of a regulator until such time that it can be 
clearly demonstrated that a durable market failure exists, and that 
regulatory intervention should be targeted and shown to deliver a 
superior outcome compared with market delivered outcomes. 

5.3 The building of wireless/mobile broadband networks and the market 
generally, has developed in the absence of regulation.  Despite the slower 
take up of such technology at a retail level, compared with xDSL, market 
entrants have seen that it is in their commercial interests to rollout their 
own infrastructure that operate in the absence of the copper local loops.  

5.4 Wireless broadband technologies provide a bypass to the ULL and do offer 
options for broadband resellers to use the network to resell on broadband.   

5.5 At present the take up of such an opportunity is low. This may change in 
the future as wireless networks improve in terms of coverage and speed.  


