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Overview
Optus welcomes the opportunity to provide this submission to the Senate Australian Telecommunications Network Inquiry.

The issue that Optus wishes to focus on in this submission is federal Government policy directed toward rural communications services.

Optus’ submission will argue that current policy settings are not achieving optimal outcomes for rural and remote customers, and in some areas, Government policy is causing harmful outcomes for consumers by reducing choice, holding back the availability of better services and failing to guarantee lower prices in the medium term.

There are insufficient and inadequate mechanisms to encourage new service providers and new technologies outside urban areas.  Most policy settings have resulted in bolstering the dominance of the incumbent, Telstra.  This includes some policy settings supporting and encouraging anti-competitive behaviour.

This failure to support competition and competitive infrastructure is harming consumers in regional areas.  Those consumers are forced to rely on a continuous bandaid approach to invigorate outmoded technologies so they deliver marginally better services levels and small improvements in data speeds.   These old technologies are unable to meet reasonable service level demands and offer the lower prices that a more competitive environment would bring.

Optus is the only full service telecommunications provider competing with Telstra.  Optus has a strategy for increasingly extending its presence and activities in regional Australia, but the desire and ability to do more is frustrated by Government policy.

Chapter 1 of this submission provides a background to Optus, our activities in regional Australia, and our view of the current state of play in regional Australia.  

Chapter 2 explains why competition is a vital mechanism to achieving better services at  lower cost.

Chapters 3-6 outlines the policy problems, and Optus suggested solutions, in a number of discrete areas.

Specifically, Chapter 3 deals with funding for regional communications.  It notes that since 1997 over $750m has been applied to regional communications.  However, most of that has either been applied to piecemeal projects, of little demonstrable benefit, or it has supported Telstra.

The Chapter notes that where funding for large-scale infrastructure projects has been made contestable, such contestability has generally been an illusion. Almost no other carrier has been in a position to compete with Telstra in regional areas.  The Chapter details Optus’ experience in this area by reference to the Untimed Local Calls tender, and tenders to improve mobile coverage.

The Chapter also explains how the Untimed Local Calls tender has sanctioned Telstra predatory pricing in the satellite internet market, which has destroyed competition in this market.

The Chapter looks to the way policy needs to change to achieve optimal outcomes.  It recommends that:

· Funding for regional communications should focus on projects of scale.  Demand aggregation is an important means of achieving this;

· New mechanisms are required to promote competitive infrastructure. Mechanisms to achieve this include:

· excluding Telstra from accessing particular funds;

· reserving funds for particular carriers; and

· including sustainable infrastructure competition as an explicit criterion in the selection of proposals that receive telecommunications funding and contracts.

The Chapter concludes by noting that the recent National Communications Fund illustrates a much better funding mechanism to improve communications services in regional Australia. 

Chapter 4 examines the ability of governments to take advantage of their purchasing power for telecommunications services to promote public policy objectives in communications. Demand aggregation can be an important component in achieving this. Optus has experience of arrangements with a number of state and territory governments where it has been able to improve infrastructure roll out and service delivery in regional areas, in return for the awarding of telecommunications business by the particular government.   The Chapter provides details of such arrangements, and notes that the federal Government has been far less creative in leveraging it telecommunications purchasing powers to improve services and infrastructure.  NOIE’s project “Golden” – looking at aggregating federal Government demand in regional towns – seems to have been abandoned.  In addition, there is no mechanism for making purchasing decisions taking into account public policy benefits broader than the agency or department’s commercial interests.  The Chapter recommends that further resources be devoted to demand aggregation in regional areas, and a criteria in purchasing decision making should require consideration of issues of broader public benefit, such as the promotion of competition.

Chapter 5 examines the detrimental impact of the Universal Service Obligation contribution on regional communications.  The fact that other carriers pay Telstra $50 million per annum to deliver services, acts as a significant disincentive to provide their own services in regional areas.  The cross-subsidy makes little sense in an environment where Telstra continues to dominate the market, in terms of both revenue and profits.

The Chapter discusses the Government’s USO contestability pilots and why these have failed.  It also discusses the questionable basis for the USO calculation, and its failure to take into account the benefits to Telstra of a ubiquitous presence in regional Australia.

The Chapter concludes by recommending that consumers, competition and regional Australia would be better served by making Telstra liable for the whole of the USO costs.   Better services and prices would be better served by other carriers providing their own rural services and infrastructure instead of providing a cross-subsidisation to Telstra.

Chapter 6 discusses the harm that strict regulatory standards, such as the Customer Service Guarantee have on the development of services in regional areas.  It recommends – consistent with the view of the Besley inquiry – that the CSG not apply to new entrants, because it potentially acts as an impediment to new and more innovative services. 

Chapter 7 briefly responds to the specific Terms of Reference, by reference to the material in the remainder of the submission.

1. An introduction to Optus 

Introduction

1.1 Optus commenced 10 years ago as the main competitor to Telstra.  The Commonwealth Government awarded Optus the second carrier licence with the objective that it would be able to compete against Telstra in a range of consumer and business markets and services.  To this end, Optus faced detailed network rollout commitments, all of which have been met.  

1.2 Over this period Optus has moved from offering long distance, international and mobiles calls by reselling Telstra’s network, to building and expanding its own fixed and mobiles GSM network.  

1.3 Satellite was the infrastructure Optus was awarded with the licence.  Satellite has been a core part of Optus’ communications business. 

1.4 Optus has met all the Government objectives of its licence.  Through the second carrier licence, Optus has become the only full services operator and thus the only challenger to Telstra across all key markets - business and residential in cities and urban areas and remote and rural communities
Optus services

Residential services 

1.5 For residential customers, Optus supplies local and long distance telephony services using its hybrid fibre coaxial (HFC) cable network in urban Sydney, Melbourne and Brisbane.  Local call and long distance services are offered outside the HFC network nationally using Optus’ trunk (long distance) network and reselling Telstra’s local access service.  

1.6 In the market for residential telephone services, Optus is the only challenger to Telstra, delivering competition over its own network.  This HFC network also provides pay TV and broadband services.  This network has been very expensive to install and connecting customers incurs high costs.  Optus has been working to reduce the overall costs including the costs to connect customers on its HFC cable network.  Towards this end, Optus has adopted the following approach:

(a) reduce network costs, by operating more efficiently;

(b) a strategy of bundling services, so users connected are delivered greater variety and value so are more likely to stay connected to the service; and

(c) reducing content costs.  This has been facilitated by the agreement with Foxtel under which Foxtel will take over a number of Optus’ programming liabilities.  This corrects the current unsustainable structure of the pay-TV industry in this country.  It will provide a basis for digitisation of networks, and increased incentives to invest in broadband infrastructure. Approval of the arrangement by the ACCC is crucial, not only to the continued viability of pay-TV, but of all the services that are provided on Optus’ HFC network.

1.7 Nationally, Optus has about 600,000 customers on its HFC network.  Growth in connections to the HFC network has been about 50% from last year.

1.8 Take-up of broadband internet (OptusNet Cable) on Optus’ HFC cable is growing rapidly with 65,000 customers as at July 2002.  This constitutes an approximate 100% increase in customers over the preceding year.  Optus broadband penetration represents two and a half times the national average of three per cent.  This take-up growth on OptusNet Cable has been facilitated by the successful bundling strategy.  

1.9 OptusNet Cable had strong appeal with the early adopter broadband market.  But to maintain the momentum and drive the next wave of broadband take up it has been necessary to evolve the product to give it mass-market appeal.  Optus’ recent introduction of tiered plans enabled a de-risked entry for narrowband customers into the broadband world.

Business services 

1.10 Optus supplies services to the following business customers:

(a) Large and medium sized corporate customers (including governments) connected in cities to its fibre optic cable in central business districts.  Optus is expanding its fibre optic service outside these areas where economically viable.  Generally customers are directly connected to the fibre or may be connected using such services as Telstra ISDN;

(b) Small to medium sized customers are the focus of the Optus DSL network.  This network reaches 102 exchanges.  It supplies data services and Optus is currently trialing voice over DSL; 

(c) Optus can serve regional centres with fixed services where it has been able to commercially connect customers via optic fibre; and

(d) Satellite is the Optus technology of choice for remote and isolated users.  

Optus wholesale DSL service

1.11 XYZed is an Optus business grade (99.9% availability) DSL platform that is ideally positioned for the SME market across Australia.  The Optus DSL network in both major capitals and regional centres, can serve approximately 75% of SME's.  XYZed is sold via Optus Retail and key external channels.

1.12 Optus has completed technical trials of Voice over DSL, which will be available in the retail market later in 2002.  Voice over DSL further strengthens the XYZed platform for SME's, allowing them to use one copper pair for both their voice and high-speed data requirements. 

1.13 SME's are beginning to utilise broadband as they look to increase their market footprint/penetration and improve their customer interface via technology.  XYZed is well positioned to deliver against the expected growth in demand.  
Broadband in Optus Corporate and Emerging 

1.14 Apart from voice services, Optus’ business division offers a quality business grade broadband service at cost effective prices. It offers a range of price points to allow small business through to large organisations to take up broadband services with access starting at $99 per month.

1.15 The key difference between Optus’ broadband service and many of the competitive offerings is the service level agreements to customers that also include a guaranteed level of data throughput, which is referred to as a Committed Information Rate.  The market for this service is aimed at the approximate 200,000 SME's around Australia.
Mobile services 

1.16 Optus has a large GSM mobile network that is still growing.  It currently has over 4 million customers on its mobile network served from over 3,200 base stations around the country, of which Optus has 600 of base stations in rural and regional areas.  Optus is currently installing on average one base station each working day.  

1.17 Data services are a large mobiles growth area with our customers sending over 88 million special message services (SMS) or text messages each month.  

1.18 Mobile data services will become an increasingly important component of Optus Mobile's activities and revenue.  Optus forecasts that 25 per cent of its Mobile revenue will come from mobile data services (SMS, Wireless Applications Protocol (WAP) Global Packet Radio Service (GPRS), Multimedia Message Service (MMS) plus others) by 2005.

1.19 Optus has an operational GPRS data network over which it is running a variety of mobile data services for consumers and business. 3G is a technology extension - rather than a separate business in itself.   Optus is positioned for 3G at the appropriate time. Spectrum has been acquired, and we have entered into a 3G-network contract in April 2001. This was a $900m deal with Nokia, and includes a commitment for 3G applications development 'FutureLab'.  Optus recently made Australia's first live 3G calls using Nokia equipment.

1.20 Optus was the first Australian carrier to announce that it will provide Multimedia Message Services (MMS) and these services were launched to Australian consumers at the end August 2002.

Services to remote and isolated areas 

1.21 Optus is the only Australian owned satellite provider with 4 satellites in orbit and has invested significantly to broaden the range of satellite services offered.  

1.22 Optus has been moving satellite delivery from high cost traditional broadcasting and business services into customised telecommunications data services to small user groups and isolated individual users.  This has been facilitated by new lower cost satellite transmission and receiving equipment called very small aperture terminals (VSAT).

1.23 Optus has a number of satellite VSAT products available.  SatWeb one or two way has been designed to supply isolated individuals high-speed data services (up to 400 kbps).  SatData offers a satellite high-speed high capacity link to remote communities or small towns.  This service can be enhanced with wireless local loop connections to individual businesses and other users.  Details about Optus satellite products are at Attachment I.
Optus activities in regional Australia

1.24 Optus has invested considerable resources to develop services and products to meet user needs in rural and remote areas.  Apart from Optus’ DSL network extending into regional areas, and its mobile network, Optus’ satellite network is ideally placed to deliver a range of services, particularly high-speed data or broadband.  To follow are some recent examples of Optus activities in this area.

Broadband Internet into schools

1.25 Optus delivers high-speed and broadband Internet services via satellite to over 43,000 rural school students in the NT and NSW.  The satellite technology keeps students and teachers connected, particularly where land based services are difficult to deliver.  The satellite services can be delivered either ‘one-way’ using a combination of landline and satellite technology, or ‘two-way’ with all the data transmitted over satellite.  

1.26 In NSW Optus provides the Department of Education and Training with two-way satellite broadband to over 165 schools in rural and remote regions reaching over 7,200 school students.  In the NT, Optus provides the service to 35,000 school students.  For both services teachers benefit through online professional development.

Interactive Distance Learning to School of the Air Students

1.27 Using recently announced funding from the Commonwealth Government’s National Communications Fund, Optus’ is to deliver education services to New South Wales and Northern Territory School of the Air (SOTA), TAFE and indigenous communities.  With the support of NSW and NT Governments, SOTA students will for the first time move away from their outdated HF radio classrooms to truly interactive distance learning where they can see their teachers for the first time.  Complex concepts can be taught using visual demonstration as well as verbal explanation.  TAFE classes can be tailored to community needs.  The technology will enable indigenous students to see their teachers, an important cultural requirement for these students to ‘connect’ in a school environment. 

Remote Indigenous communities

1.28 Optus and the Northern Territory Government are currently delivering Internet access, payphones, fax and video conferencing services via satellite to ‘communications centres’ in each community.  Apart from providing these communities with their own telephone facilities these sophisticated services facilitate learning and the use of broadband services for accessing the Internet education, keeping in contact with family and friends as well as to trial video-conferencing in court proceedings and for job interviews.  With the communities operating the facilities and services, they can earn income through use of the services.

Rural doctors

1.29 Through Optus, rural doctors in New South Wales can now access the latest in medical training and professional information beamed directly to their homes via satellite.  

1.30 Through the NSW Rural Doctors Network and The Health Channel, Optus provides broadband satellite Internet and television receivers into over 70 doctor’s homes.  This creates a unique opportunity to deliver better education programs directly in a very flexible manner, facilitating better links between doctors for peer support and professional advice.

2. The importance of competition

2.1 Competition has been a key part of the Government’s policy platform for telecommunications.  Optus was created because of the Government’s policy to introduce competition into the telecommunications market.  

2.2 Competition has been most effective where alternative providers invest in infrastructure to deliver services.  Users then experience better services delivered over more cost effective technologies at lower prices.  They have choice of provider and the opportunity to receive services that more affordably meet their needs.  

2.3 Without effective infrastructure competition, services delivered are reliant on using existing facilities and technologies from incumbent infrastructure.  The range of services available is limited to what the dominant provider chooses to supply.  As the incumbent has control over access it has considerable control over prices.   

2.4 This part of the submission explains the state of competition in rural and remote areas and why competition has not developed.  It will also indicate what is needed to encourage real infrastructure competition in these areas.

State of competition in rural and remote areas

2.5 The Besley inquiry found that:

“A significant proportion of those who live and work in rural and remote Australia have concerns regarding key aspects of services which, at this stage, are not adequate”

2.6 More limited competition is part of the problem:

“There is less competition in regional areas. This stems from the high cost of duplicating facilities and more dispersed demand”

2.7 Most regional users have no choice of provider
.  They are unlikely to see the benefits of competition through lower prices and services comparable to those in the cities in the medium term.

2.8 While there is limited competition, these users will continue to be dependent on the Universal Service Obligation standards and Customer Service Guarantee, and on the incumbent provider.  Telstra continues to be the dominant provider, through the use of its terrestrial infrastructure built up over decades as a monopoly with public funds. 

2.9 Although competition is not the whole answer to improving regional communications, where it is possible, it must be promoted and encouraged.  And infrastructure competition is a key element:

“The most fundamental policy available to OECD governments to boost…access is infrastructure competition”

2.10 And competition is similarly vital to broadband development:

“…government policies should continue to emphasise the role of competition in stimulating broadband development.”

2.11 Infrastructure competition will move service delivery away from existing mechanisms dependent on the incumbent.  New technologies that are more sustainable in the long term and have the capability to deliver a wider range of services at lower prices will only be introduced through competition.  Where there is no competition, there are no incentives for the incumbent to move away from outdated technologies.  Instead investment will be spent trying to re-invigorate technologies that are incapable of delivering the services users demand.  

2.12 This applies in the case of Telstra that relies on its outmoded terrestrial based telephone service.  The network configuration means services on this technology will struggle to meet short connection and repair times.
 

Why competition has not developed in rural and remote areas

2.13 Competition has not developed in rural and remote areas because of high barrier to entry because of:

(a) High capital cost of infrastructure and low population densities to support the infrastructure; and

(b) Presence of the dominant, monopoly incumbent with strong market power.

High capital cost

2.14 Installing terrestrial infrastructure in rural and remote areas is expensive due to the remoteness of locations and the cost of linking terrestrial infrastructure to the network.  In remote areas, it is often more cost effective to use alternative satellite technologies.  However, these technologies are relatively new, so continue to be fairly expensive.

2.15 Generally, the cost of installing the infrastructure is not justified because of the low population densities in rural and remote areas.  Populations are not of the size that can support the high capital costs of installing the infrastructure.

2.16 To make the investment worthwhile and earn returns quickly, it is important for new networks to deliver a range of services (scope of services) to as many customers as possible quickly (scale of services).  Therefore these rural networks need to deliver economies of scale and scope quickly.  

2.17 Delivering economies of scope enable network providers to offer a wider range of services so earn higher incomes from connecting individual customers.  Delivering economies of scale enables network providers to deliver services at lower per customer prices.  Both improve the costs of delivering the service, creating not only an investment incentive, but also put the new competitor in a better position to compete against the incumbent.

2.18 When competing networks and services are established, if the new provider can deliver a range of services to a large number of users quickly it has a stronger incentive to invest.  This is where governments can assist.  This is explained in Chapters 3 and 4.  

Dominant incumbent with market power

2.19 The other strong disincentive to investing in infrastructure in rural and remote areas is facing a strong incumbent.  The incumbent has significant advantages that enable it to undermine the new entrant and potentially drive out the competition.  The incumbent has:

(a) significant market knowledge it can use to undermine competitive entry by directly targeting customers;

(b) significant market power so it can price anti-competitively below cost for periods to deter new entrants; and

(c) where access to its network or facilities is necessary, engaging in discriminatory behaviour by treating itself better than its competitors when providing access to its facilities and charging for wholesale services, increasing its rival’s costs.

2.20 New entrants face considerable disadvantage and without strong competition regulation can be driven from the market.  The existing telecommunications specific competition regulation have been beneficial in opening up Telstra’s monopoly bottleneck facilities to facilitate new entry, however, Telstra continues to have significant control over facilities, and key markets.  More needs to be done to even up the playing field to promote real genuine competition.

2.21 The competition regime under the Trade Practices Act 1974 needs the following changes:’

(a) enhanced operation of the arbitration and access undertaking process (that opens up access to the incumbent’s bottleneck facilities).  This will reduce delays and create greater certainty by making ACCC arbitration decisions irreversible.  In addition, to prevent gaming of the access undertakings process (and merits appeal) the ACCC should conclude arbitrations in a timely manner; and

(b) introduction of a fully transparent accounting separation regime based on efficient economic access costing.  This will provide a mechanism to ensure Telstra’s internal and wholesale charges are the same and Telstra does not discriminate against its competitors.

2.22 Optus will argue further in this submission that the Government needs to re-examine its policy about the promotion of competition and examine how it can do more to deliver effective competition, particularly in rural and remote areas.  These areas are more dependent on Government support to nurture and support competition in these more fragile markets.

3. Funding for regional communications

Past approach to funding has been flawed

3.1 At least $750 million has been allocated since 1997 by the federal Government to regional communications.  This has comprised funding made available from the first two tranches of the sale of Telstra (T1 & T2), and from funding the Government’s response to the Besley inquiry.  The funds have done very little to further infrastructure competition and create real choice of provider and services and lower prices for rural and remote communities.  In many respects the funding has actually undermined competition, making it even harder for alternative providers to offer services in these areas.

3.2 Most of the funding has either been dissipated for little demonstrable gain, or has supported the incumbent.  In those instances where funding has been made available for competitive infrastructure on a contestable basis, the funds, almost without exception, have supported Telstra infrastructure.  In addition, such tenders are not truly contestable, as no other carrier can match Telstra offerings because of its existing presence and scale.

3.3 In relation to funding out of T1 & T2, the telecommunications analyst, Paul Budde, has commented:

“Over $600 million handouts have been given out after T1 and T2 and it is estimated that, in the longer term, 75% of these investments will have been wasted, since there was no framework in place for these investments, no coordination, and no blueprint to see where the most essential funding was required.  And the fact that less than 10% of these investments actually went into regional infrastructure is totally unacceptable.”

3.4 In Optus’ view, considerable opportunities to support new technologies, and new entrants into regional Australia have been wasted.  In bolstering the incumbent’s already dominant position, ongoing prospects to promote competition in regional Australia has been considerably undermined.  But worse, some funding has actually promoted anti-competitive behaviour and destroyed competition in emerging markets.

3.5 Following are further details of the adverse consequences of specific aspects of past funding, under the following headings:

(a) Networking-the-Nation

(b) $150 million untimed local calls tender

(c) Funding for mobile coverage

Networking-the-Nation (NTN)

3.6 This comprises approximately $400 million in funding out of T1 & T2. The community-based, ad hoc nature of allocating NTN funding (called a ‘top-down’ approach) means that little of the funding has gone to support projects of scale, or to support infrastructure.  Where funding has provided infrastructure, then most of this will have been provided by Telstra.  Similarly, given Telstra’s incumbency position, it can be expected that much of the communications services facilitated by the fund, will have been provided by Telstra.

3.7 Although competitive neutrality principles are meant to underpin NTN grants, in Optus’ experience this has not always happened.  In the case, for example, of funding that was made available to a particular state Government for the provision of services to school-of-the-air students by satellite, the Government in question tendered for a range of telecommunications three years prior, however the new NTN funded services – in Optus view – were outside the tender and in conflict with the NTN pro-competition guidelines. 

3.8 Further, Telstra has received a large amount of funding from NTN to extend its mobiles CDMA network.  These funds are supposed to be made available in a pro-competitive way with communities seeking the best offer from carriers.  Optus has had very few approaches from communities about extending mobiles coverage in rural areas.  Optus would argue again that NTN has failed to ensure its principles and requirements are complied with by community groups.

$150 million for untimed local call (ULC)
3.9 $150 million of funding was made available from T2 to be applied to provide those people in the “extended zones” – the most remote parts of the country – with untimed local calls.  

3.10 The Government put the provision of this service to tender, which was a positive move.  However, in awarding the contract to Telstra the Government missed a once-in-a-generation opportunity to provide a platform for another carrier to deliver large-scale services to regional Australia.

3.11 Optus had offered a solution that would have provided untimed local calls by satellite.  Each of the 40,000 residents would have had satellite receiving equipment installed in their homes. This would have provided a means of delivery of broadband Internet services - with no equipment or installation costs - and at better monthly usage charges than available to broadband customers in metropolitan Australia.

3.12 This was a unique opportunity to not only introduce competition in rural and remote areas by giving an alternative provider the chance to offer competitive services, but also a big opportunity to move these users onto a more suitable and effective technology.  Satellite is the technology of choice in remote and isolated areas.  The Australian Communications Authority’s USO costing model has confirmed that satellite is the most efficient and cost effective telecommunications delivery technology for these areas.

3.13 Although access to the ULC fund was notionally contestable, when examined in detail, it is clear that there was not a level playing field.  It is true that all tenderers did face the same requirements and selection was based on which provider could best meet these requirements.  However, the process did not recognise that the incumbent had significant competitive advantages it was able to exploit.

3.14 Telstra’s incumbency gave it enormous advantages ranging from its ability to roll out the service in the time required, to benefits from information asymmetries severely detrimental to other bidders.  Attachment II  provides full details of the inherent inequities in the ULC tender. 

3.15 The ULC tender however has done more than simply fail to promote competition.  It has actually damaged competition in emerging markets for the provision of broadband services by satellite.

3.16 Satellite is increasingly becoming an affordable and practical means of providing broadband to people in more remote areas
.  The recent development of two-way satellite (not requiring a terrestrial return path) has great potential to provide broadband services to remote and rural Australia.  Of all services for regional delivery, satellite is the one area where competition unquestionably will deliver better outcomes for consumers. Unlike many terrestrial services in sparsely populated areas, there is no economic limitation to only one infrastructure provider.  

3.17 Unfortunately, that potential for competitive supply of broadband Internet services in regional areas has been considerably retarded as a consequence of the ULC tender.  This is because as a “sweetener” to the ULC tender, Telstra offered to provide free two way satellite equipment and installation to those living in the extended zones.  This is effectively Government sanctioned predatory pricing, which has destroyed the prospect of Optus – or any other satellite provider – providing services in those areas.

3.18 It is an issue that Optus has raised with the ACCC.  We understand that the ACCC considers that Telstra’s satellite offer is prima facie anti competitive, and has advised the Department of Information Technology and the Arts (DCITA) of this fact.  The ACCC is not able to take the matter further because  of a legal question around whether Telstra derives immunity from the provisions of the Trade Practices Act, because of its ULC agreement with the Commonwealth.

3.19 While Telstra’s free offer might provide short term benefits for those in the “extended zones”, in the medium to long term, it will harm consumers. Other providers will be locked out, and Telstra over time will be able to raise prices unconstrained by competition.

3.20 Telstra has also been able to leverage its ULC tender “sweetener” to areas outside the extended zones, in offering equipment and installation at well below cost.  That in turn will have the affect of driving out competitors in these markets.  This will have medium and long term adverse consequences for those in these areas.

3.21 All of these anti-competitive outcomes have been facilitated by Government encouragement of a predatory offering.  In targeting two-way satellite, competition has been virtually eliminated in one area where infrastructure competition might have thrived in rural and remote Australia.
Improved mobiles coverage

3.22 While the Government has sought to provide funding on a contestable basis to improve mobile services in regional Australia - like the ULC tender – the incumbency advantages of Telstra means that contestability is an illusion.  Except for funding to Vodafone for highway coverage, and recently some NCF funds to Optus, all of the tens of millions of dollars allocated to mobile coverage out of T1, T2, and post-Besley have been provided to Telstra.

3.23 Optus’ concerns are illustrated by the recent tender for improved mobiles coverage to 134 listed towns with populations over 500.  Telstra won the tender.  It received $24 million to provide CDMA coverage to all towns as well as providing  GSM coverage to 40 of these towns. 

3.24 In Optus’ view aspects of the tender are unfair, and detrimental to consumers:

(a) In conflict with tender requirements the GSM coverage does not offer roaming to other providers. This means that those 52% of GSM mobile users who are not Telstra subscribers, do not get the benefit of the extended coverage;  

(b) The Government appears to have accepted a take-it-or-leave-it offer from Telstra.  No other provider could have offered coverage to all 134 towns.  Telstra large extensive CDMA network meant that no other carrier was in a position to effectively compete for the funds; and

(c) Telstra’s ownership of a large ubiquitous fixed network gives it the advantage of being able to offer backhaul in the tender in a non-transparent way.  Competing providers are dependent on Telstra’s network to backhaul transmission.  Despite requests by Optus the tender requirements did not require any transparency in Telstra’s backhaul arrangements.  Indeed transparent costings were not a requirement of the tender.

3.25 There was no way competing providers would be able to match Telstra’s offer.  This is a cause for concern in itself and highlights the competitive advantage Telstra enjoys.  Applying Government funds to expand only Telstra’s network, disadvantages those customers with other carriers. 

New approaches to funding – the way forward

3.26 The way forward involves a number of strategies that all lead to the same outcome – the promotion of genuine sustainable competition so the users will continually see lower prices and better service quality.  To achieve this, the way forward includes the Government:

(a) Offering funding that encourages scale in the rollout of services, focusing on infrastructure; and

(b) Offering contestable funding that recognises and compensates for the advantages of Telstra.

3.27 The problems with past funding mechanisms for rural communications discussed earlier can be summarised as follows:

(a) Funding being dissipated for small projects, with a lack of focus and uncertain benefits (NTN).  This type of funding also serves to entrench the position of the incumbent; and

(b) Where funding is prima facie contestable, this is an illusion, as no carrier is in a position to overcome Telstra’s incumbency advantages (ULC tender, mobiles tender).  The incumbent’s access to this funding allows it to further secure its dominant position (ULC tender free satellite offer, mobiles).

3.28 These problems can be redressed by:

(a) Focusing funds for infrastructure on scale.  Scale can be achieved by aggregating demand; and

(b) Devising mechanisms to promote competitive infrastructure, and new players.  Mechanisms to achieve this include:

(c) excluding Telstra from accessing particular funds;

(ii) reserving funds for particular carriers; and

(iii) including sustainable infrastructure competition as an explicit criterion in the selection of proposals that receive telecommunications funding and contracts.

Infrastructure and scale

3.29 Necessary economies of scale, mentioned previously can be achieved by aggregating demand. The OECD has recognised the importance of using demand stimulation to promote competitive services:

“There are some policies that governments can use which minimise distortions in private sector investment.  One such policy is through the aggregation of public sector demand, which creates a market sufficiently large to provide an incentive of private investment in regions where normally it may not be profitable.  While this demand aggregation policy has a national as well as regional basis, initiatives at the regional level are the most common in most countries.  In such an initiative, the government enters into a partnership and shares the cost with the private sector to build the network supported by public sector demand.  Yet, the government has to be careful when it ‘asks’ private companies to provide regional network in order not to reinforce the dominant position of incumbents.”

However, overall, achieving scale is promoted by encouraging partnerships between carriers, industry and communities, rather than making funding available to individuals or small groups. Such a strategy will:

(a) Deliver better outcomes for remote communities – lower prices and greater choice;

(b) Put alternative providers in a stronger competitive position to compete against the incumbent and expand their service offerings; and

(c) Drive broadband services further into remote communities.  As service costs reduce through scale and scope, the potential for these services to be delivered to even more remote, less economic communities increases.

3.30 There is one recent Government funding initiative that has adopted this approach – the National Communications Fund (NCF).  The NCF was developed as part of the Government’s implementation of the Besley Inquiry recommendations.  It provided for $50 million for telecommunications health and education services.  Successful proposals needed to have matching funding from alternative sources, eg. state or territory governments and industry.  The funds were available on a competitive basis, but allocated to the proposals that demonstrated they would be viable and deliver community benefit.  

3.31 The NCF has been offered in a way that provides greater opportunity for alternative providers to compete against Telstra.  The reason for this is that:

(a) Unlike NTN, carriers were able to take the lead with proposals (in partnership with other agencies such as government departments) and by doing so develop proposals that deliver economies of scale and scope for competing against the incumbent;

(b) Selection was based on wider benefits to communities, rather than the lowest cost.  This created opportunities for new technologies that are more designed for delivering a range of services to a wide range of users. (Indeed existing technologies face greater hurdles cost effectively meeting broader community benefits.)

A good example of a proposal that has been successful under the NCF was Optus’ proposal to deliver education services to New South Wales and Northern Territory School of the Air (SOTA), TAFE and indigenous communities explained earlier.  

Competitive Infrastructure

3.32 For all the reasons already discussed competitive infrastructure needs to be encouraged.  Supposedly competitively neutral tenders with Telstra are illusory.  Additional mechanisms are needed.  Three possible mechanisms are suggested.

3.33 First, in appropriate instances, Telstra might be excluded from access to funding.  This will enable alternative providers to obtain exposure in service delivery quickly particularly if the funds are only available for a limited time.    The new entrants will be able to obtain economies of scale quickly and be in a much better position to compete against the incumbent.  Exclusion of Telstra from funding is justified in the same way that carriers are excluded from bidding in spectrum auctions by virtue of competition limits.

3.34 The creation of specific funds for alternative providers will enable the Government to drive competition in the delivery of much sought after services.  The benefits will be beyond the immediate and continue over time.

3.35 A second option would be to reserve funds for each carrier to advance consumer needs.  For example, specific funds could be allocated to each of the three mobile providers in regional Australia, to expand their respective networks in light of community need, and where roll-out would not occur on a commercial basis.

3.36 Finally, there needs to be much greater weight given to promoting competition and how it will create broader community and national benefits when deciding funding allocations.  Sustainable infrastructure competition should be included as an explicit criterion in the selection of proposals that receive telecommunications funding and contracts.

3.37 These mechanisms are not mutually exclusive.  The competitive outcomes and wider benefit criteria, should always be applied.  All mechanisms are based on a recognition of Telstra competitive advantages, and provide a means of seeking to achieve a more even playing field.

4. Government using its purchasing power to promote competition

4.1 Probably the most powerful means that governments have to facilitate new services and infrastructure is to take advantage of the fact that governments are normally the largest acquirers of communications services.  As a result, government purchasing arrangements can make a major difference to the development of real competition in telecommunications.  

4.2 Governments can aggregate their own demand, thus creating sufficient scale of business from which they can leverage telecommunications purchasing arrangements. Governments can also act as anchor tenants, to support the provision of the service or infrastructure. Governments that recognise the benefit of promoting new carriers can reap the benefits that competition brings.

4.3 State and territory governments are beginning to appreciate the range of levers they hold and the ways in which they can use them to encourage greater competition.  The Federal Government, on the other hand, has been much slower to utilise such mechanisms.

4.4 The following provides examples of initiatives taken by the North Territory and Queensland Governments.

4.5 The Northern Territory Government, for example, in its awarding of most of its business to Optus has embraced both the demand aggregation approach, and the approach of supporting new players to improve the competitive environment. The Northern Territory aggregated all of its IT&T spend into a whole of government arrangement for telecommunications and Internet through a five year contract worth over $110 million.  Optus has committed to major infrastructure improvements in the NT and a range of value added services and industry development initiatives.

4.6 In Queensland an arrangement between Optus and the Queensland Government has resulted in the construction of new fibre backbone infrastructure to compete against Telstra.  Optus was able to underwrite this significant infrastructure on the basis of being guaranteed a set amount of business by the Queensland Government.  Thus the Queensland Government has leveraged its position as a major acquirer of telecommunications services to secure the roll out of competitive infrastructure.  The building of this new infrastructure has seen immediate prices falls for bandwidth.

4.7 The Commonwealth, on the other hand, has a “silo” approach to telecommunications purchasing that prevents creative leveraging.  Agencies and departments make their own purchasing decisions – albeit within a centralised framework managed by the National Office of the Information Economy (NOIE).  The goal of the department or agency is to obtain the best commercial deal that it is able.

4.8 The limitation of this approach is that it can make the aggregation of demand by multiple agencies and departments difficult.  Indeed, there has been a recent rejection of a whole of Government approach to IT&T outsourcing.  While this may have a valid rationale, it means that demand aggregation is not feasible where it is most needed – in regional areas.  Although NOIE has examined mechanisms to aggregate demand for departments and agencies in regional towns – Project “Golden” – this initiative has not progressed.  In Optus’ view, it would be desirable for further resources to be provided to pursue this initiative.

4.9 The other problem with the current approach is the potential missed opportunities that can arise from purchasing decisions being made purely on the basis of commercial interests and without regard to broader government objectives or the wider public benefit.

4.10 For example, assume a Commonwealth agency is tendering for the provision of bandwidth between central Australia, and the East Coast. One of the proposals of a bidding carrier is to build a new intercity fibre network to provide the service (such as to provide dual infrastructure with the incumbent).  Under the current arrangements there would be no consideration by the agency (or the Government) of the benefits that would flow to consumers from the building of a new competitive network, as opposed to simply using an existing monopoly network.

4.11  In Optus’ view, there should be a mechanism whereby broader issues, beyond the agency or department’s interests, are factored into decision making.  And a significant criteria in making the decision should be the benefit of promoting competitive infrastructure, and the promotion of competition in telecommunications more broadly.  Given NOIE’s current role in relation to the coordination of telecommunications purchasing, this could be facilitated by NOIE. 

5. Universal Service Obligation 

USO impediment to regional competition

5.1 The contribution of non-Telstra carriers to the Universal Service Obligation (USO) is an impost that detrimentally impacts on communication services in regional Australia.  

5.2 The USO is the provision of basic telephone services to unprofitable customers in rural and remote areas.  Telstra is the USO provider as it historically is the only provider of services in these areas. 

5.3 Currently the USO is costed at about $250 million and non-Telstra providers contribute to the funding of the USO according to market share, which currently runs at about 20% or about $50 million.

5.4 The USO is one of the biggest impediments to rural and remote competition.  Alternative providers must pay Telstra to deliver services to these areas before they can commence offering their own services.  While Telstra’s competitors pay it the $50 million to bolster its rural and remote network, there is a strong disincentive to invest in providing alternative telecommunications networks and services in these areas.

5.5 In addition, the cost of the USO is determined according to Telstra information that tends to overstate the true cost of providing services on infrastructure that has been largely written off. It also tends to overstate the number of unprofitable users that Telstra CountryWide says are increasingly becoming more profitable.  

5.6 Telstra generally has a national presence very attractive to large commercial organisations with operations that are also national.  Telstra obtains significant value from ‘being there’ for people suffering natural disasters (in fact responding quickly to national disasters is a USO requirement).  Telstra is able to trade on its incumbency and ability to deliver in difficult remote circumstances generating images of being experienced, reliable and available with a demonstrated ability to deliver.  Being selected for the ULC tender is an example of the advantage it has and how it has been able to benefit from (see Attachment II). 

5.7 The USO contribution and the historical nature of the network enables Telstra to offer services at very low costs in competition with alternative providers.  Telstra, as the dominant incumbent, also has large resources to compete head on with other providers.  

5.8 The inequity of the USO is demonstrated by the relative financial positions of Telstra and its competitors.  For example, Optus paid Telstra $43 million in its last USO return, but Telstra’s revenue is four time that of Optus.  Telstra posted a profit of $4 billion, while Optus made a loss.  This makes no sense – it is like Virgin paying Qantas in order to be an airline.

5.9 The Government introduced USO contestability pilots over 12 months ago.  The intention was to use the USO to generate infrastructure competition.  This has also failed to deliver.  There are no alternative (competing) USO providers.  

5.10 The reason why these pilots have not been successful is that the Government has not designed the arrangements so they address the advantages of Telstra’s incumbency.  Problems with the Government’s model of USO contestability are:

(a) The pilots place too much risk on new providers.  This is risk that Telstra does not face.  The risk is from Telstra having all the information about users, their revenues and where they are.  This information can be used by Telstra to target high revenue users.  This ensures new entrants only attract users with low revenues;

(b) industry is not prepared to support pilot arrangements that increase the burden of the USO by increasing the weighted average cost of capital (WACC)
;

(c) if the Government were serious about USO contestability, Government funding would have been allocated to non-Telstra providers particularly for the provision of Untimed Local Calls (see above); and

(d) with industry subsidising Telstra for the USO, it faces a large hurdle entering rural and remote areas to deliver USO services.

Telstra should fund the USO

5.11 Consumers, competition and regional Australia would be better served by making Telstra liable for the whole of the USO.  While this would comprise a significant policy shift, it would recognise the significant competitive imbalance that exists in regional areas, an imbalance that has been positively supported by regional policies of Government since de-regulation.  It would also recognise the significant benefits that accrue to Telstra as a consequence of its position as the Universal Service Provider.  A factor that is not currently incorporated into USO costings.

5.12 The incumbent carrying the cost of the USO is not new.  British Telecom (BT) bears the full cost of the USO in the United Kingdom.  One of the reasons it does so is in recognition that BT obtains significant advantage from being the USO provider. 

5.13 The additional cost to Telstra of funding the USO contribution of other carriers is a reasonably small proportion of the whole cost of the USO – about 20%.   It comprises less than one 1% of Telstra’s pre-tax profit in 2001-01.

5.14 Optus does not object to supporting the provision of communications services to regional Australia.  As outlined in Chapter 1, we are increasingly delivering services in regional Australia – particularly through our satellites.  What Optus objects to is providing a cross-subsidy to the incumbent provider, that further entrenches its monopoly.  To that end, in the event that Telstra were to fund the whole of the USO, Optus would be willing to provide services to regional Australia equivalent  to its current USO obligations.  This could – for example – take the form of a satellite broadband network, providing broadband services via satellite into regional towns and farms, with subsidised equipment and monthly fees.

6. Customer service guarantee

6.1 The imposition of strict regulatory standards on all providers in regional areas acts as a disincentive to new players.

6.2 All service providers are required to comply with strict service level standards under the Customer Service Guarantee (CSG) standard.  These standards require customers to be connected, faults to be repaired and appointments kept within specified timeframes.  Failure to comply with these requirements incurs strict penalties.

6.3 The CSG standards have been designed to reflect Telstra’ network design and configuration.  Alternative providers have no choice about designing alternative standards that better meet their network and customer requirements.

6.4 The result is that Telstra’s competitors face higher costs complying with the CSG.  It is a solution imposed on them that does not suit their own network arrangements.  This undermines competition.  Competition is further undermined because providers do not have the flexibility to respond to user needs and design alternative connection and fault repair standards that are more suitable to their customers.

6.5 The Government recently reviewed the CSG because the Besley Inquiry into Telecommunications Services said that;

“In markets which have lesser levels of commercial attractiveness, it is important that government seek to limit the potential for regulation to inhibit entry by new competitors.  The Customer Service Guarantee imposes compliance costs on telecommunications providers.  These costs can be disproportionally high for new market entrants.  The Inquiry considers that the competitive pressures imposed on new entrants as they attempt to provide a differentiated service (and gain market share from incumbent operators) provide adequate incentive for service improvement.  Therefore it would be appropriate to only apply the CSG to universal service providers.”

6.6 Despite the compelling reasons for the CSG to be dropped for non-USO providers, the Government recently decided that the CSG is to remain in place as is.

6.7 It costs Optus about $1.5 million in operating the necessary systems and penalties.  It has also cost Optus about $5m to set up the necessary CSG systems.  These costs fall on the least profitable of Optus’ divisions, Consumer and Multimeda. The Besley Inquiry recommended that the CSG only apply to the USO provider as a safety net service that users can fall back on if necessary.  Optus agrees with this position. 

6.8 Applying the CSG to non-Telstra providers is unnecessary regulation.   With the CSG only applying to the USO provider, it will operate a safety net setting the benchmark that alternative providers can match if they choose or design their own.  Competition will be promoted and users will see better services delivered as providers are freed from the cost burden of delivering a service that does not meet their network or user needs.

7. Response to terms of reference

The capacity of the Australian telecommunications network, including the public switched telephone network, to deliver adequate services to all Australians, particularly in rural and remote areas.

7.1 New technologies are needed to deliver services to those in rural and remote Australia, equivalent to those in metropolitan areas.  Relying on the incumbent will not achieve this.

7.2 A monopoly provider will only deliver what it has to and has no incentive to be truly responsive to user needs.

7.3 Competition needs to be encouraged for the delivery of similar, comparable service standards to those in metropolitan areas.  The pressure of new alternative providers with newer more relevant technologies that are capable of bridging city – rural service gaps will be the only way Telstra will be encouraged to continually keep service levels abreast of user needs.  

7.4 As explained earlier, currently there is currently little competition in telecommunications service delivery in rural and remote areas.  Users are dependent on Telstra and are not receiving similar or comparable service levels to users in cities.  This is demonstrated by the different CSG and USO service standards that are defined according to population densities.

7.5 Service level improvements have come about largely because of regulatory requirements and have not been initiated by the incumbent.  Tightening of USO and CSG requirements has improved service delivery with improved connection, fault repair and meeting appointments, but there are still service gaps.  Some users in remote areas have to wait up to six months for a service connection (the Government has introduced initiatives to reduce this by offering temporary mobile satellite services).  

7.6 As explained above, service delivery via new technologies would overcome these difficulties.  For example, satellite delivery of services is not dependent on the build out of terrestrial networks, so is only delayed by the amount of time it takes for service personnel to reach the rural or remote location.  

7.7 As also explained previously, competition in rural and remote areas will only take place through the right government incentives for alternative providers to invest in the necessary technologies to deliver the services in these areas.  If governments get their incentive arrangements right, competition from alternative providers will continually challenge the incumbent to deliver services to meet to user needs.

The capacity of the Australian telecommunications network, including the public switched telephone network, to provide all Australians with reasonable, comparable and equitable access to broadband services.

7.8 The PSTN network supplied by the incumbent in rural and remote areas is incapable of delivering broadband services.  It is reliant on copper and radio technologies that have capacity constraints that make it very difficult to deliver high-speed data outside built up areas.  

7.9 Building a high-speed data network to these areas is very expensive, and in many area is unlikely to be justified as a commercial proposition.

7.10 To that extent, Government support is needed to provide such services.  For the reasons outlined earlier in this submission, any support needs to be provided on a competitively neutral basis, with very clear mechanisms to prevent further entrenching the dominance of the incumbent.   An illustration of a flawed approach is the Government’s acceptance of Telstra’s satellite internet subsidy as part of the Untimed Local Calls tender, outlined in Chapter 2.

7.11 Any attempt to use the USO to deliver broadband services would see the end of the prospects of a competitive environment in rural Australia.  It is also likely to have severe consequences for the competitive environment generally, given the potential enormous cost of such a requirement, that would have to be partially borne by other carriers. 
  

Current investment patterns and future investment requirements to achieve adequacy of services in the Australian telecommunications network.

7.12 Optus, like most telecommunications companies faces tight capital constraints.  This means that not only does there have to be a demonstrated viable business case for investment to proceed, but the investment needs to be relatively low risk with assured returns.  

7.13 Optus therefore, tends to expend capital where it can be guaranteed returns through income.  Thus, Optus will only extend its network when it has commitments from clients and an assured income source.   

7.14 When delivering services in rural and remote areas and investment is more risky, Optus looks for partners to invest up front capital and revenue commitments to reduce the risk to Optus.  The importance of the role of government in extending the reach of networks and delivery of service has been explained  previously.  

Regulatory or other measures which might be required to bring the Australian telecommunications network up to an adequate level to ensure that all Australians may obtain access to adequate telecommunications services; and

7.15 All Australians will struggle to obtain access to the telecommunications services they need while there is no sustainable infrastructure competition.  Sustainable infrastructure competition is the key mechanism that creates the right incentives for providers to be fully responsive to user needs.   

7.16 While users are solely dependent on the incumbent to supply services, there are no market incentives for making sure user needs are met.  The services provided will fall behind user needs because there will be no incentives such as the threat of customer loss to alternative providers to make the incumbent responsive to market demands.

Service standards regulation

7.17 Competition is the best means for ensuring adequate standards of service delivery, therefore Optus sees minimal role for standards of service  regulation.  This form of regulation should only operate as a safety-net to establish a baseline standard for users that have no choice of provider, because there is currently no competition.  

7.18 For example, regulated service standards such as the CSG need only apply to the USO provider because it is the provider of last resort.  Alternative providers will need to either match this service standard, do better to attract users or offer them a comparable alternative, for example via lower service charges for accepting lower standards of service.   

Competition regulation

7.19 The telecommunications specific competition arrangements under the Trade Practice Act 1974 need tightening to better minimise incumbent anti-competitive behaviour.  As explained above, the operation of the arbitration and access undertaking arrangements needs to be enhanced to reduce delays and improve certainty.  The accounting separation arrangements need to be more transparent and implement efficient economic costing principles to ensure Telstra does not discriminate against competitors when they purchase its wholesale services.

Any other matters, including international comparisons, which are deemed relevant to these issues by the Committee.

7.20 Overseas experience is instructive and Australia can learn from this experience.  A key message is that care is needed when governments intervene in broadband markets.

7.21 The OECD has rightly said:

“…that government policies should continue to emphasise the role of competition in stimulating demand development and diffusion and should avoid direct intervention in the broadband market which risks distorting market mechanisms.”

7.22 In particular, care needs to be taken not to entrench the position of the incumbant.

7.23 Countries such as the United Kingdom have unfortunately fallen into this trap.  The UK Government has a policy to achieve a targeted level of broadband penetration.  Unfortunately this approach has resulted in the UK Government encouraging the incumbent, BT driving broadband by lowering prices to get customers connected.  It has done little to encourage sustainable infrastructure competition and resulted in any competition being generated through wholesale with resellers increasingly dependent on BT for service.  

7.24 The result is a single network provider, relying on ADSL, a single technology, and so increasingly homogeneous products.  Over time prices will cease to remain relatively low and customers will not have choice or be able to receive the services they demand.  Although the UK is ahead in broadband usage, over time it will fall behind.   

ATTACHMENT 1

SatWeb

SatWeb offers the option of either one or two-way high-speed access to the Internet/Intranet, offering faster data speeds than ISDN and is an ideal solution for rural and remote communities.  The one-way service relies on a terrestrial request path (using PSTN, ISDN or Frame Relay etc) and the two-way service removes the reliance on the terrestrial network.  These services are ideal for users that cannot access cable, ISDN and need access to high-speed data.

This service is available extensively throughout Australia, wherever Optus satellite has footprint.  Customer sites can be activated quickly through the installation of the VSAT (very small aperture terminal) that provides a small ground earth station.

Available data speeds are up to 200 kbps and up to 400 kbps in the one or two-way option, offering maximum flexibility and choice.  Faster data speeds will be available.  Circuit speeds can be asymmetric, offering different request and return speeds, reflecting user needs.

-
The applications available on SatWeb include:

-
Internet Access;

-
Rapid File Distribution (am efficient way to distribute information to sites);

-
Web Cast (a quick and efficient way for users to access relevant sites);

-
Video streaming (video clips over the web); and

-
Interactive Distance Learning.

SatData

7.25 SatData delivers two-way point-to-point connectivity over satellite links offering reliability usually associated with dedicated ‘data pipes’.  The organisation can choose the pool of bandwidth necessary for its sites instead of being charged a fixed cost for bandwidth regardless of usage.

7.26 SatData also offers the additional services option of SatData Star IP that is an affordable solution for organisations that need to connect a large number of remote sites to a central office.  This two-way wide access network (WAN) that makes economical use of the bandwidth as the amount of bandwidth required is dependent on the number of sites connected and the applications used.  This solution is ideal for ATM and EFTPOS transactions and client-server transactions.

7.27 SatData Star IP uses wireless to reticulate the service to the remote sites.  802.11 is the standard used for the service, utilising shared wireless spectrum.  

7.28 The high-speed data rates of 8Kbps to 36Mbps ensure fast delivery of anything from multi-media presentations to email and transactions based programs.  Services available on SatData include:

(a) High quality videoconferencing;

(b) Interactive Distance Learning;

(c) High speed Internet access;

(d) Private and Secure IP enterprise data networking;

(e) Video streaming;

(f) E-Commerce;

(g) Data Casting (a way to broadcast data information).

7.29 Using SatData Star IP, the community can enjoy the benefits of a range of broadband services (using the wireless access):

(a) Broadband Internet to the home;

(b) Videoconferencing;

(c) E-Café/Internet café services

(d) More effective e-enablement of a local electronic delivery shop eg – Internet banking, EFTPOS, government point of sale, large data file transfer services such as video on demand downloading.

7.30 SatData calls on a new business model for delivering services.  The remote community can rely on a hospital, health centre or school to receive the ‘primary’ service.  From this broadband pipe, communities can purchase capacity to deliver broadband services more widely into the community.  Community access can be through a regional bank with a telecommunications delivery objective that sells the services and to businesses and individual users in the community over the wireless local loop.

7.31 Some communities can form their own provider and earn income from the services sold.  This improves the economic viability of the communities reducing their reliance on larger regional centres and governments.  


Attachment II: How the ULC tender was skewed

	Tender Condition
	Alternative providers response
	Telstra’s response

	Untimed local calls had to be rolled out within less than 6 months of an announcement of the successful tenderer.
	No alternative providers could roll out a new network to all extended zones in less than 6 months.  Optus was advised that  its tender response was rated as non-compliant with this requirement.
	Telstra using its incumbent network met this requirement.

	Untimed local calls to replace the existing user rebate which compensated users for not having access to untimed local calls
	Offering a rebate was the only way alternative providers could have met the ULC requirement to deliver ULC quickly, but this was against the intention of the ULC tender.


	Only Telstra could meet this requirement.

	Data about customers provided by Telstra
	Alternative providers were dependent on this information to work up business cases- yet the information was full of caveats about accuracy, increasing tender risk.
	Telstra held far more information than was supplied to competitors in the tender. It knew all the users, their profiles and revenues.  It was also more confident about what information was accurate.



	Invitation to offer additional services
	Optus offered access to 64 kbps at additional cost of $25 to $150


	Telstra offered free equipment and installation worth about $6,500, which the ACCC has said is damaging competition.

	All tenderers required to match existing data speeds and service levels.
	Alternative providers were given no information about what customer had particular data speeds and service levels (eg. The number of business customers accessing higher levels of services and what these services were).  Therefore it was very difficult to design a solution that met this requirement, so only broad commitments could be made.  The unknown nature of this requirement also increased competing tender risk.  Optus also rated as non-compliant against this requirement.


	Telstra has all the information about what services customers have and as the incumbent can make strong commitments about maintaining service levels and data speeds.

Telstra knowing this information meant it avoided the risk faced by its competing tenderer.

	Demonstrated commitment to providing services in remote areas.


	Optus found it difficult to provide concrete responses to this as it has had difficulty developing a profile of delivering services in these areas while competing against Telstra’s incumbency and dominance in providing services to these groups.  DCITA found Optus response to this requirement too general, because it did not demonstrate specific evidence of meeting this requirement.


	As the incumbent and USO provider (only provider delivering services in EZs), Telstra was able to demonstrate considerable evidence in support of its demonstrated commitment to providing services in remote areas.


� Telecommunications Services Inquiry, September 2000, p 165


� Productivity Commission Report, Telecommunications Competition Regulation, September 2001, p165


� Australian Competition Authority, Consumer Bulletin, Winter 2002, Issue 17, p 13


� � Organisation for Economic Co-operation and Development (OECD), The Development of Broadband Access in OECD Countries, October 2001 


� Organisation for Economic Co-operation and Development (OECD) Broadband Infrastructure Deployment: the Role of Government Assistance, May 2002, p 3.


� Optus demonstrated in its Untimed Local Calls tender that it could deliver connection and repair times more closely in line with those in urban areas.  In addition, at the low cost of $50 - $300 Optus’ proposed satellite technology could have been upgraded to deliver high-speed broadband services.


� Paul Budde Communications, Pty Ltd, Australia – Broadband – Broadband Advisory Group (BAG), page 3.


� Attachment I provides some details of Optus satellite products.


� OECD, Broadband Infrastructure Deployment:  The Role of Government Assistance, May 2002 p 26


� The Weighted Average Cost of Capital is the cost of servicing debt and equity.  A key component for determining the WACC is the level of risk , in particular the demand uncertainty of a particular venture.  The Government argues that USO contestability increases the risk that revenues will be uncertain because of competition.  But under contestability the USO revenues are assured.  Whatever losses are incurred will be covered by industry levies.  The risks in contestable USO areas are no higher than for other USO areas and should reflect the same level of risk.  The WACC should not be higher as recommended by the Government, increasing the cost of the USO.  Industry does not want the USO to increase, so is unlikely to engage in an activity where Telstra has significant advantage and it increases USO costs.


� Telecommunications Services Inquiry, September 2000, p 165


� There are currently 400,000 small to medium sized businesses in rural and remote areas (from Australian Bureau of Statistics).  If 20% of these potential users in remote and isolated areas want to use “USO broadband” services using satellite (at a per user cost of $5,500 for equipment and installation) it could increase the USO $440 million.  This does not include USO broadband subsidies for users in towns that need to be subsidised to receive services at comparable prices to users in urban areas.  Such a subsidy will make non-Telstra providers unprofitable for some time.
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