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INQUIRY INTO THE STRUCTUREOF TELESTRA

It is mycontentionthatsplittingTeistrainto threedistinctandseparatecorporations,
eachwith differentresponsibilities,would radicallyimprovetelecommunicationsin
Australia,,leadingto lowercosts,greaternationalgeneralmanufacturingefficiencies,
andthedevelopmentofnewandinnovativeservices.

Thesebenefitswouldbeapparentin bothourcities andin the country,howeverit would
beevenmoreimportantin rural.areasif currentplansfor simplefull-privatisationwere.
to resultin Telstrabecomingagiganticfor-profit monopoly,with only variableand
spasmodicregulationfrom theACA andACCC In suchcircumstancethecountryis
boundto sufferto varyingdeg~éë~dej,eiiding~nthepôliticãl wiltähdbãiãnceO~f
economicpowerat thetime.

In telecommunications,it is obviousthattechnicalefficiencygainsareat theirhighest
when:
• managementis focussedontheprimarytasks,
• thesizeoftheoperationalunits is notunwieldy,
• themanagementstructureis fairly flat, and
• localproblemsareidentifiedand ãctionedata local leveL~~

Also, ongoingproductiveinvestmentin newnetworkinfrastructureis notanautomatic
consequenceofsheerorganisationalsize,orofdominance,butoffocus,skill,
motivationandalong-termview ofthenetworkasinfrastructure-- ratherthanashort-
termbusinessopportunity.

Currentlythewider telecommunicationsindustryandofassociatedindustrieslike
broadcasting,security,healthmonitoring, andcontentservicesis stifled by Telstra’s
absolutedominanceoverthenationalnetwork. This corporatestrength(coupledwith
mis-directionasaresultofpolitical decisions)alsobreedsarroganceanddenial -- and,
asaresult,manyofthesmallerbusinessesin Australiasufferpoorservice,andpay
excessivelyfor services.

Teistraartificial maintainshigh STD charges,andthis, togetherwith thelackof services
in regionalareas,hasalsobecomea major inhibitor ofnationaldecentralisation.Full
privatisationcanonly makethis situationworse.
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TheProblem:

TheconcernsaboutTelstrahingeon four factors:
1. The sheersize,power,andarroganceoftheorganisation,andthefactthatit canuse

its economicandmarketingpowerto defeateventokenfacilities competition--

becauseit holdsswayoverthekeymonopolyelementofnetworking:
a) thelocal copperloop.
b) electronicdatabases,directories,andtheonly scale-economybilling service.
c) numberingandportability

2. Thefactthatthecorporationappearsto increasinglyfocuson prioritiessuchas
enteringthemediabusiness,New Ageadventurism,takeovers,andonoverseas
investment.Theseareall emphasisedattheexpenseofexecutivefocuson
domesticnetworkmaintenanceandupgradingandtheintroductionoflow-level,
low-profit-potentialtechnologieswhichwouldbenefitthenation.

3. Thefactthat its part-privatisationhasledto an emphasison themoreprofitable
business/geographicaldivisions andservices,ratherthanthemoremundane
maintenanceandupgradingofthebasicnationalinfrastructureandaccess
provision. Yet it utilises its monopolyornear-monopolyoftheseolder
infrastructureelementsto supportseasyentryinto newcompetitiveventures.

4. Thefearthatfuturefor-profit emphasiswithfull privatisationwill necessarilyhamper.----~- -

basicinfrastructuredevelopment-- especiallyin thebush,butalsoin the -

developmentofnon-centrali~edmean&oicoi munications(peer-to-peer - --

networking,etc). With this newfor-profit orientation,Telstrahasavestedinterest
in not introducinglower-costservices,defeatinge-mailspaniming,etc.

In short:
A. Theverticalintegrationofthecorporationkeepsit unfocussed,andyet controlof

manylayersofbusinessgivesit dominancein competitiveareaswhereit should
nothavethis advantageoverits rivals. -

B. Full privatisationwill probablyhavetheeffectof improvingthe efficienciesof
someoftheupper-rangecompetitive(mainly content)services,butreducethe
rangeofpotentiallyusefulserviceswhichsupportAustralia’snationalbusiness
andsocialactivities.

C. Networkchainsareonly everascompetitiveastheirmostmonopolisticlink.
Topologicalnetworkdominance(ownershipofthe local loop, mainly)putsTelstra
in aprimepositionto disadvantagecompetitorsandalsoto stifle non-telephony
applicationsofthe loop(or overchargethemto thepoint ofnon-viability) if they
competewith otherTelstraventures.

D. Specialnetwork-orientedservicearenaturalmonopolies(mainlydirectories,
nationalswitchingdatabases).Moreover,theubiquityofTeistra’s
billing/authenticationoperationsoftenputsit in aprimepositionto exploit
effectivemonopolypowerin theprovisionof existingservices,andin the
developmentofnewcontentservices.



The Possibifities:

a) TheideaofusingChinaWalls to createinternaldivisionsin Teistrais clearlya
wasteoftime -- there’saverystrongTelstraculture. These‘moral structural
separation’attemptsserveonly aPR/politicalvalueofpaperingoverthecracks.
ChinaWallshaveneverworkedconsistentlyin any similarareaofmarket
dominance,andthere’sno reasonto believethat theywouldwork hereeither. -

b) TheACCC’s attemptsto forceTelstrato sub-leaseaccessto the local loopto its
competitorsby unbundlingthe local ioop,is aworthyattemptat solvingsomeof
theimmediateproblems.Howeverit will neverbealong-termsolution. it will
not, in itself, leadto structuralreform,andit requiressubstantialregulationand
draconianpenaltiesto work at all -- andit alsoneedsparty-politicalsupportto
succeed.Soit is oftemporaryvalueonly.

c) TheproposedsimplestructuralseparationofTeistrainto supposed“wholesale”and
“retail” operations(whateverthesewordsreallymeanin this context)onlypartly
solvesomeoftheproblems.Telstra’sdominancecomesfrom numerousanti-
competitiveanddominancefactors,notjust from wholesale-retailsynergies.

d) Completestructuralseparationofthenetworkinginfrastructureelementsandthe
entrepreneurialbusinesses.isclearlynecessary,but this isonlythefirst step. A
seconddivisionis neededin networking(servicesandplant)to reduceTelstra’s

- dominanceoverthelocal loop, andallow Optusandotherfacilities-basedcamers
~

This doesnotmeanthatleistraneedstob~whittl~ddow~co~ple~lyto anOptus.
size,but it doesmeanthatstructuraldivisionsshouldbemadeso that Optusand
theothercarriersareno longerentirelydependenton theircompetitor,the
dominantcarrierTeistra,to conducttheirnormalfor-profitbusinesses.It must
alsocreateabalanceofpowerwith thekeynetworkinterconnectionservices
providedby all competitors.

TheAim:--- -

I seethis asatwo-stageoperation:

Stage1.

1. WhittleTelstradownuntil it is anewdynamic,entrepreneurialcontentandservice
conglomerate(retainingthebrandname‘Telstra’) whichwill be fully-privatisedand
operateon anormalfor-profit basis.

2. Establishanetworkfacilitiescompany(TelecomAustralia)which is ableto compete
onalevel-playingfield with Optus(andothers)in theCBD andintercitymarkets.This
companywould alsohavetheresponsibilityofmaintaininggoodnationalnetwork
coverage(makingit muchlargerthanOptus,of course). -



TelecomAustraliashouldrevertto beingtotallypublic!government-ownedandits
servicesshouldbepricedsothat it operateson abreak-evenbasis(Governmentsshould
notbeableto takenormalor“specialdividends”asahiddenform oftaxation).

In lieu ofprofits,TelecomAustraliashouldberequiredto servicetheunprofitableareas
ofthecountry;supportnationalservicessuchascustomsanddefence;andsupply
welfare-type(CSO)servicesto thedisabledanddisadvantage.It wouldbe financially
supported,to asmall degree,byUSOs(orbudgetfunding).

3. Establishanew,telecomservicecorporation(NTSC - NationalTelecomsService
Centre)by breakingout thosemonopolisticserviceswhichareessentialto supportall
competingtelecommunicationsservices,andalsofuturecontentservices. Someof
thesefunctions,suchasthemasternationalelectronicdirectorydatabase,areanatural
monopoly,andin a competitiveenvironmenttheyshouldbestructurallyseparatedfrom
TelstraandTelecomAustraliato ensureeven-handedness.

Otherservices,suchastheprinted(white andyellow) directoriesareveryhighly
profitable,andyet arecloseto naturalmonopolies-- partlybecausethecustomersonly
wantonecopyofthephonebook, andpartlybecausetheyarederivedfrom information
heldin theelectronicdatabases.

A countrylike Australiacan’tsupportduopolyservicesof thesekinds, andthe
- - - - customerswanta singlesourceofubiquitousinformation,anyway.- Inthepast~Telsfra’s------- -

directoryserviceshaveexploitedtheirdominanceandeconomicimportanceby grossly
- -- - —-- over-chargingtradespeopleand-smallbusinessesfor-e~sentiallistings - - --

Thepublisheddirectoriesarehighlyprofitable(closeto $1 billion), andthereis no
- reasOnwhysuchacorporationwouldn’tbeself-supportingandpayareasonablerate--of- -- - -

returnon investments.So, I amsuggestingthatit remaina “half-pregnant”operation,
with shareholdersreceivinga fixed-rateofreturnon theirinvestment.

Stage2.

This secondstructuraldivision cantakeplacelater,andprogressively:thecreationof - - - -

regionalcablecompanies.Theaimhereis to removethemostdominantelementofthe
total network(the local loop) from eitherTelstraorTelecomAustralia’s control,and -

allow for localself-determinationin therangeofserviceson offer, andtherangeof
competitivecompanieswhichwill beprovidedwith connectiononanequalbasis.

I amsuggestingthatboththe local loop andthelocal exchangebuildingsbe franchised
to purposely-establishedregionalcablecompanies(not telephoneorservicecompanies).
[Note: TheHCFcablenetworkscouldbeincludedherealso].

In theUSA, this ideaofaccessseparationis knownasa“Cable Co” -- and,asits name
suggest,thesecompaniesrentcable-accessandchannelsbetweenandend-useranda
centralisedlocation(theexchangeor cablehead-end)whereservicescanbe offeredvia -

networks. It is importantto emphasisethatthesearenot telephonecompanies(they
don’t provideswitchedservices),andtheyrenttheircables/channelsto customerson an
annualbasis,andprovideconnectionsto telecos,ISPsor serviceprovideronly as
requestedbythe customer.



TheCableCo’s facilities andbuildingscouldbecontrolledby local orshirecouncilsor
regionaldevelopmentauthorities.However,I believetheidealstructureis thatof
regionalmutual organisations-- with eachphone-connectionbeingequivalentto a
singlecooperativemembershipvote. Ideally, thecustomerneedsto begiventhe -

ultimatecontroloverhis/herown local loop -- not companies,councilsorregional
developmentauthorities.

ThedevelopmentoftheseCableCosshouldonlyhappenin regionswherethereis full
supportfrom thelocal andshirecouncils,sotheideacanbe introducedinto testareas
(probablyfirst in the country),andthenprogressivelyin othercountryregionandthe
cities, dependingon local demand.

Why bother?

Thepointis thatthelocal loop is thekeytechnicalcomponentofthetelephonenetwork
whichgivesTelstraits supremedominancein bothtelephonyandtheinternetservices.
Whoevercontrolsaccess,controlsthemostvital link to thesenetworks.Radioaccess
systems(WLL), despitethehoop-la,areunlikely to challengethis dominancein thenear
future -- althoughtheywill certainlyplay apartin somecountryareas-- andsatellite

access is only reallyusefulin themoreremoteareas. - - -

While thecopperwasdesignedpurelyasatelephoneaccesslink, it now servesas -

internetaccessalso.In thefutureit couldprovideaccessarangeofotherone-andtwo-
wayinformationoperationswhich arenotpartofcircuit-switchedorpacket-switched -

telecommunications.

ThecreationofregionalCableCos,whicharelargeenoughto employa comprehensive
rangeof(ex-Telstra)technicalstaffyet smallenough(andregional)enoughto hold
serviceto theirmembersastheirkeyfocus,is thesensiblewayto go.

TheseCableCoswouldattractmostof theCSOsin rural andregionalareas,sincethis
is wherethelong-termproblemslie. Most oftheactualnetworkscomponents(fibres
andswitches)areprofit-makingwithin ayearor twO ofinstallatiOn.

Theregionalemphasis,alsomeansthatmostoftheworkwill be local Installingand
maintaininglocal ioops is generallynon-technical(it’s poleandwire work, trenching
and somesimplesoldering)andmostofit couldbesub-contractedto localcouncilsto
bedonealongwith roadmaintenance. -

A PossibleMechanismofStructural Separation

Stage1

In general,it is obviousto methatthreeprimarystructuralseparationsshouldbemade,
between:
• thenetwork-facilities
• networkingservicesoperations,andthe
• higher-levelservices,internationalinvestments,andcontentservices.



This is theessenceofStage1, andit wouldbedoneby:

a) nominatingthemainfacilities/functionsallocatedto thethreeentities.

b)preparemissionstatementsfor each,and selectexecutiveteams

c) contractanindependentmoderator/adjudicator.

d) negotiationbetweentheteamson thebasisof:
- asset-values -

- debtandotherliabilities
- profit andcostpotentials - -

- staff
- existingcontracts

Theoutcomeofthesenegotiationwouldbethedivision ofthetotal 12.87billion
sharesinto threeparcelswhich shouldthenreflecttheagreedbalanceofvalue
placedoneachofthethreecorporations.

Therewouldneedto be somenewcontractsfor theexchangeofservices(GSM
networkconnections,co-locationoftransmitters,etc).

e) allow shareholdersto selectwhichcompanytheirinvestmentwill remainwith,
-- knowingthat: 1 1~~ -- ~ -_

- Telstrawill bea for-profit entrepreneurialcompany,fully privatised,
- NTSCwill beprice-cappedandpayfixed dividendsdeterminedtheROI,while
- remaining51%ownedbythegovernment.- - -_ --- - - -

- TelecomAustraliawill be fully governmentowned,andanyresidualshare-
holdingswill beconvertedto governmentbonds.

This is essentiallyabusinessseparation,andit shouldbe no moredifficult to createthis
three-waydivisionthanit is for anyotherbusinessdividing its functions. AT&T, for -

example,hasbeenbrokenup alongsimilarbusinesslinesthreetimes in thepasttwenty
years,andon eachoccasionit hassubsequentlyflourished.

Theaboveapproachmeansthatthoseshareholderswhothink Telstra’sentrepreneurial
aspirationsarebeinghog-tiedbytheneedto maintainthenetwork,canremainwith
Teistra-- while thosewho wantsecuritycanopteitherfor TelecomAustraliabonds,or
forNTSC’s ROl dividends.

With thecurrent51%governmentownership,is likely that thedivisioncouldbe
achievedon anequitablebasiswithouttheneedfor anyfunding - despitethe $13 billion
debtpartlycreatedby thepaymentof“specialdividends”.

Theproposeddivision in more detail

Teistra



Telstrawould thereforebecomean entrepreneurialmarketing-oriented,contentand
servicecompanywith the internationalinvestments. It wouldbefreeto developits
businessin anyway it wished. -

This would remainafor-profit company,andit would becomefully privatisedby the
governmentselling out anyremainingshares.

Telstrawould retain:
• Retailtelecommunicationsservices.
• GSM and3Gmobile-wirelessservices(3GandLMDS spectrum).
• PABX, Centrex,andprivatenetworkingservices.
• Big PondRetailandall theassociatedcontentservices.
• FoxtelPayTV contentservices.
• TheinternationalunderseacableoperationssuchasReach,andtheexisting

internationalcarriagecontracts.
• Internationalsatelliteservicecontracts.
• Most oftheofficebuildings,marketingstaff, staffvehicles,office equipmentetc.
• All local investmentsin software,share-tradingandon-linecompanies,etc.
• All otheroverseasinvestments.
• Brandnameandgoodwill. -

It would alsoacquirefavàurablèconfracthfrom TelecothAus~aliafor its mObilebase-~~~~ - -

stationsites,wholesaletelecommunications(whereit is in competitionto Optus),and
foritsowninterstatechannels.- - --- - - -- --- - —

TelecomAustralil

TelecomAustraliawouldbe theengineering-orientednetworkingcompanywith its
focussolelyon thedevelopment,maintenanceandextensionofthenationalnetwork
infrastructure.It wouldown,but laterfranchise,thelocal loops.

This wouldbeapublicly-owned,break-evencompany.Any remainingshare-holdings
afterthesplit wouldbeconvertedto governmentbonds.

Theaim is to reduceit’s ability to exercisedominance,andcreatean organisationwould
canbeleft to operatein direct competitionto Optus. Howeverit wouldhavethe
additionalcostsassociatedwith providingtotalnationalcoverage(compensatedto a
degreeby asmallpartoftheCSOs)-- asatrade-offagainsttheneedfor profit-making.

It wouldbeacompanycompetitivewith Optus,andcontrol:

• All nationalfibre, microwaveandDCRS radionetworks
• CDMA mobilecellularandcountrywirelesslocal loop services
• All national/internationalexchangesandbuildings. -

• All switchingandmultiplexing equipment
• All local exchangebuildings(laterfranchisedto local CableCos)
• All local accesscables,ducts,etc.(laterfranchiseto CableCos)
• Internetdistributionservices(“Wholesale”)
• TherumpoftheNDS andengineeringdesignservices



• Inmarsatlinks
• TelecomResearchLaboratories

It mayalsobegivencontrolof:
• Hybrid fibre-coaxialcablenetworks- provision,operationsandmaintenanceonly

(no content)
• Laterperhaps,ABC andSBStransmissionsascontractedservices.
• If evernecessary,a seconddomesticsatelliteservice.

This organisationwould initially getmostoftheCommunityServiceObligationfunds,
but thebulk ofCSOswould transferto theregional cablemutualorganisationswhen
theysplit awayin Stage2. CSOsarerelatedto theproblemsofthediffuse distribution
in local accessin thecountry,andonly rarelyto theprovisionofrural extensionsofthe
nationalnetwork(switchesandfibres).

National TelecomsServiceCentre

CertainfunctionsthatTeistraperformsarecloseto naturalmonopolies-- especiallyin a
small-populationllargeareacountrylike Australia.Manyofthesearerequiredto provide
information,referralorconnectionserviceall ofthecompetitivetelecommunications
serviceproviders. It is thereforebestfor theseto bemovedoutofthecontrolofany
networkoperatingcompany - -

I amproposingthis neworganisationwould control: - - - - - -_ -_ - -

• thoseelementsoftelecommunications(telephonyandinternet)andbroadcasting
whichareessentiallymonopolistic(mainlydirectories),

• thoseinvolvedwith settingcommontelecomandinternetstandards(ITU, etc),and -

• thosewhichhavespecialprivacyconcerns.

Theorganisationcouldalsoprovideasmall-billingservicefor all carriersand
service/contentproviders,thussolving amajorproblemin thedevelopmentofon-line
contentservices.If a small-billingservice(for individual costs,say,below credit card
levels) is everto beachievedin Australia,thefunctionwill probablybecomea
monopolybecauseofoursmallpopulationandthelargegeographicalreach.

Currentlythecostofbilling mosttelephonecalls is greaterthanthecostoftransmitting
them.Also mobilesarepossiblygoingto beastandardwayto makemanysmall
paymentsin thefuture,andtherewill beaneedto makesmall paymentson-linewithout
the securityimplicationsofcredit-cards.With thegrowthoflow-pricedcontentservices
in thefuture(includingdatacastingandsingle-channelor impulsePayTV companies),
theseproblemswill compound.

Thesechangeswill leavemanyofthesemarketsunderthecontrolof only large
integratedtelecom/broadcasting/datacompaniesunlesssuchanationalsmall-billing
serviceis provided. Fortunately,TelstralTelecomalreadyhasthestructurein place,an
customershaveshown(via acceptanceofbundledmarketing)that theypreferasingle -

systemofpaymentfor suchservices.

TheNTSCwould developandcontrol:



• Thenationalelectronicdatabaseusedby all carriersfor numberportabilityand
generalswitchingpurposes.

• Nationalandinternationalcall diversionfunctions(essentialfor “follow-me”
customerservices)

• Paperandelectronicdirectories-- phone,fax, internet,yellow pages.(ex-Pacific
Access+newfunctions)

• Directoryassistancefor all carriers.
• Translationandconnectionservicesfor thedisabled,aged,etc.
• Single-accountbilling servicesavailableto all telephonycompanies,ISPs,content

providers,PayTV services,etc. (consolidationofsmall-billings)
• Emergencyservices- police, fire, ambulance,bushfires

It would alsoassumethesefunctionsovertime:
• Radio/TVprogramdirectories(on-line,print-source,andbroadcast)which will be

essentialin thedigital radioandTV age(400channels)
• Telephonenumberingsystem-- allocationandadministration.
• Internetdomainname-- allocationandadministration.
• E-mailreferralanddiversionservices.
• Telephonystandardsfunctions(nationalandinternational).
• Nationalnetworksecuritysupervision,andcustomerprivacyfunctionssuchas

telemarketingblocklists (andmaybeanti-spamandanti-virale-mailblocking
services) -- -- - --

TheNTSCcouldexistcomfortableasa“half-pregnant”hybridwith a fixedrateof
returri 0fl iñv~stmlit - It Would probablythenbeusedasasafehavenfor superannuation- -

funds,andpaya calculateddividendsbasedon theprimeinterestrate(or thecostof
living) plusa smallpremium.Ownershipoftheyellow-pagedirectorieswouldpayfor

all ofthenon-profitablefunctionsandstill leaveahealthreturn for thegovéinmëntand
shareholders.

Stage2

Thelocal loopfunctionsofTelecomAustraliashouldbe franchisedprogressivelyto
regionalCableCompaniesoperatingasmutuals(probablyusingTelstra’sCountryWide
divisionalboundaries).Thepossibleexceptionis in theCBD ofthemajorcities, where
telephonycompetitorscansuccessfullylay theirown local accessfibres or copper
cables.

This CableCo splitwould removethecontroloverlocal accessfrom Telstraorany
telephonecompany.Controloverthelocal loop alwaysgivesa carrierdominance,and
currentattemptsat “unbundling” servicesonly evergo part-wayto solvingtheproblems.

Theregionofcontrolofsuchcompanieswouldprobablyspana numberof exchanges
and oftenlie acrossmorethanonelocal/shirecouncil area. -

TheseCableCoswouldprogressivelyassumecontrolof:
• Local streetductingandcoppercable,pillars, etc.
• Local exchangebuildings.



Theywould becomeresponsiblefor:
• Maintenanceofthecopper,rentingtwistedpair to customerson anannualrental

basis.
• Upgradelocal loops to fibre/RIM (probablyusingbuy andinstall contracts)where

required.
• Maintain thelocal exchangebuilding, while rentingrack-spaceandconnection

framesto companieswishing to providetelecom,internet,monitoring,security,
broadcast/datacastservices.

• Providingstandardisedmultiplexingequipmentattherequestofthecustomer
(ISDN, ADSL, HDSL, etc.)ateachendoftheaccessline.

• Rentprivate-linefacilitieswithin theirregion.

Theycouldalso: -

• Control theHybridFibre-Coaxialcablenetworkandleasechannelsto PayTV
companies,andmakeconnectionsfor customers.

• Ownand/oroperatelocal CDMAIWLL services(including smallrepeaters)where
needed,in associationwith TelecomAustralia.

• Integratetelephonywith CB radioandothersimilarservicesata local level (mainly
for rural monitoring).

• Establishandmaintainpeer-to-peerlocal networks.

ControloverTelstra’sexistingHybrid Fibre-Coaxialnetwork(togetherwith a shared
billing serviceandconditionalaccessstandards)would createthepossibilitiesofsmall
programdistributioncompanies/organisationsrentingonly asinglechanneleachfor -

impulsePayTV, orspecificprogramming(educational,gardening,sports,etc)which
can’t competingatpresentwith theOptusandFoxtelbundledsubscriptionservices.

Thedivisionneededto createlocal CableCosorganisationsis technicallysimple since
thereis acleardemarcationbetweendigital corenetworks,andanalogaccesslinks in
thevastmajority ofAustralia’stelephoneconnections.

Theuseofmutualorganisationsto runtheseservices,meansthat controlofeach
customer’saccessremainsthehandsofthat customer-- within theparametersof
conformingto standards,andtaking into accountthequalityoftheline. In thepastsuch
decisionshavebeenmadeby Telstraon anationwidebasis(ratherthanto suit local
requirements).Local accessis alsoimportantfor thedevelopmentof servicesotherthan
telephony/internet,andthecurrentcontrolinhibits suchdevelopments.

Lastly, suchseparationwould establisha levelplaying field amongcompetitive
telecommunicationsserviceprovidersandallow thedevelopmentofothernon-
telephonyserviceswhich needwire-line access(always-oninternet;cableradio;health
monitoring;education;security;remotecontrolofpumps,fences,etc; localprivate
networks,etc.).

And it servesto keepdecision-makingabouttheupgradingandmaintenanceof
customer’saccess(which is notanationalissue)atthe local-regionallevel, directly
involving thecustomersandthe local councilsin thedecision.

Furthermore,it allows thelow-techaccesswork to be donelocallyusinglocal council
workers,plumbers,electricians,etc.(undersupervision,ofcourse)andlocal equipment.



A small amountofbasictrainingin telephoneconnectionsmightneedto beofferedto~
thelocal electricians,etc. SuchCableCosshouldbeableto cutcostswhencable
upgradingwork isperformedtogetherwith roadmaintenance,etc.

Governmentreturns.

It is clearthatTelstra’sprivatisationandtheexistingstructureandemphasisdependto a
very largepartofthegovernment’sfinancialinterests.Soit is importantto considerthe
implicationsofstructuralseparationin this light.

In theearlydaysTelecomAustraliawasaburdenonthetaxpayer.
Thenoptical fibreanddigital switchingbeganto beintroducedin themid 1 980s,and
oncethesunkcostshadbeenamortised(about1990)thecompaniesbeganto behighly
profitable.

Initially theseprofits wereconsumedby inflatedstaffnumbersandexecutiveperks,
with only abit beingpassedon to thegovernmentin theform ofamoderatedividend.

But in theearly1990sthis all changedandthethengovernmentbeganto seeTelstraasa
cash-cow.SoasTelstra’snetworkupgradingcostswereamortisedandsomeoftheir
newservicesbeganto beevenmoreprofitable,theywerecooptedinto payingexcessive-

dividendsto thegovernment,andthis wasonlypossiblebymaintainingartificiallyhigh
prices. In turn, this madeit attractivefor competitors. -

Howevertheintroductionoffacilities competitionhasonly hadasmall effectonprices
(comparedto thetechnicalinnovationsofthepreviousyears)-- mainlybecauseOptus
was alsoforcedto sink themajorpartofits costs,at atime whenthecountrybecame
floodedwith Telstrabandwidth. This ledto tacitcollaboration,andthemaintenanceof
highprices,andwith Telstra,arebalancingofpricesto placemoreemphasison its
monopolycomponents.

Duringtheseduopolyyears,bothLaborandLiberal governmentsmanagedto extract
billions ofdollarsmorethatjustthenormaldividends,in termsof “specialdividends”--

whichwaseffectivelynothingmorethantransferringgovernmentdebtto Telstraunder
theguiseof“correctingalazybalancesheet”.Gulliblebusinessjournalistsboughtthis
line.

After full opencompetitionin 1996,Telstrastill madesomuchmoneythatit wasable
to losebillions morein its overseasventures,withoutsufferingsignificantly. However
in theheightandhypeofthedot-comboomtheGovernmentthenmanagedto extract
billions more(in aone-offpayment)from thepartprivatisations.

TheGovernmentthenimposedaGST on services(whichhadneverhadvalue-added
taxesbefore)soextractingbillions ofdollarsmoreeachyearonaregularbasis.

In the light ofthishistory, theproposedsplit-up appearsto cutthegovernment’sshareof
revenuessubstantially.However:

• Thegovernmentwill still collecttheGSTon all currentandfutureactivity.



- - - - - ~- ~- ---

• It will gethalftheROl dividendfrom the~TSC operations.
• It will saveitselfenonnoussumsif thedevelopmentoftruecompetitionlowersthe

priceof telecommunicationsto governmentorganisations. - - - -

• It mightmakealittle from thesaleofresidual(if any) sharesin Teistra,if thefull
allocationisn’t takenup byprivateshareholders.

Furthermore,suchmoveswill promotedecentralisationandopenthe
telecommunicationsnetworkto newserviceandcontentbusinesses,includingmany
whichwill helptheelderly, thesick andthedisabled.This infrastructure,properly
managed,hasthepotentialto boostthewholeeconomy. Currently,it is playing apartin
limiting it.

Yours,

StewartA. Fist
TechnicalJournalist.
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