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Inquiry into the Structure of Teistra

SUBMISSION BY THE SMALL ENTERPRISETELECOMMUNICATIONS

CENTRE LIMITED (SETEL)
1. Background

TheSmallEnterpriseTelecommunicationsCentreLimited (SETEL)is anot-for-profit
public companylimited by guarantee.Membershipcomprisesindustryassociations,
with memberspredominantlyfrom theSmall Businesssector,& businessesasusers
oftelecommunicationsservices.Sectorcoverageexceeds600,000small businesses.

SETELis activein awidevarietyoftelecommunicationsindustryfora,supportedby
theCommonwealthGovernment’s‘Grantsto FundTelecommunicationsConsumer
Representation’programoftheDepartmentofCommunications,Information
TechnologyandtheArts. In termsof grantfunding, SETEL’sprimaryroleis to
advancetheinterestsofSmall Businessesasusersoftelecommunicationsservices.

SETELliaisesextensivelywith industry,governmentandregulatorson
telecommunicationsmattersaffectingSmallBusinessandhassubstantialinvolvement
in theAustralianCommunicationsIndustryForum(ACIF) consumercode/guideline
developmentprocesses.SETELmaintainsactiveinputinto theAustralian
CompetitionandConsumerCommission(ACCC), theAustralianCommunications
Authority (ACA) andtheDepartmentofCommunications,InformationTechnology
andtheArts in responseto discussionpapersandinquirieson telecommunications
matters.A significantlevel of involvementis maintainedwith theTIO Council.

Small Businesssectorsupportfor SETELcontinuesthroughthedirectinvolvementof
ACCI, theSmall BusinessCoalitionandAustralianBusinessLimited in particular.
SETEL co-hostsawebsitefor the SmallBusinessCoalition. SETELalsoprovides
administrativeandtechnicalsupportfor the Small BusinessCoalitionB-commerce
andTelecommunicationsAdvisoryGroup(ETAG). Thetelecommunicationsneedsof
home-basedandmicrobusinessesarealsocovered.

SETEL seeksto raisethelevelsofawarenessoftelecommunicationsissues,products
andservicesin theSmall Businesssector,achievedviaNewsbriefsandpublicationof
materialon awebsite,which alsofeaturesrelevantmaterialfrom Governmentand
industrysites.

SETEL seeksto assistsmall businessesto make‘informed’ decisionsabout
telecommunicationsand,in the2002/2003financialyear,will focuson theextentand
qualityofsupplyoftelecommunicationsservicesto smallbusinessesin non-
metropolitan,rural andremoteregionsofAustralia,particularlyin areaswhere
competitionis eithernon-existentornot adequatelydeveloped.
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SETELremainsdissatisfiedwith the level of communicationsservicesprovidedto
SMEsin urbanareas,particularlyin relationto provisioningofextralines,mobile
‘black spots’,availabilityofnon-standardtelephoneservicesandinternetaccess
speeds.

SETEL’sObjectives

AdvanceandrepresenttheinterestsofSmallBusinessin telecommunications:
To Governments
To theFederalPublicService(in particulartheDepartmentof
Communications,InformationTechnologyandtheArts)
To theAustralianCommunicationsAuthority andtheACCC
To thetelecommunicationsindustry
To othergovernment-relatedareasimpactingon theSmall Businesssector.

Actively participatein ACIF codedevelopmentprogramsandotherACIF activities,
whichhaveabearingon Small Business.

Raiseawarenessoftelecommunicationsissuesin the SmallBusinesssector.

Promotedevelopmentsin telecommunicationsto theSmall Businesssectorto increase
thelevel ofunderstandingoftelecommunicationsissuesandpolicy developmentand
to fostergreaterinputinto policy debateson suchmatters.

Providebriefingon telecommunicationsto theSmall Businesssector,mainlythrough
industryandmemberassociations.

Seekto raisethelevel ofparticipationby theSmallBusinesssectorin
telecommunicationsindustryfora.

Providea forum andco-ordinatingrolefor Small Businessin relationto the
widespreadadoptionofelectroniccommerce.

Continueliaisonwith consumerandusergroupbodiesandrepresentativesin the
telecommunicationssectorandotherindustryassociationsinvolvedin the
telecommunicationsindustry.

Seekto recogniseandpromotetheneedsofdifferentsizerelatedcategoriesof small
business- home-basedandnon-employingbusinesses,micro businesses(5 orless
staff), largersmall businesses(includingruralbusinesses)andmediumsize
businesseswhich makeup theSMEsector.

Seekto raisesmall businessawarenessofhow telecommunicationscanbeusedasa
driverofbusinesssuccess,particularlythroughinvolvementin e-commerceactivities.

Seekto determineandaddresssolutionsfor theadoptionofe-commerceby
associationsandtheirmembersandtheimplementationofoutcomesfrom anE-
commerceRoundtable/Forumfor SME’s.
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AddressSETEL’scapacityto servetheinterestsofsmall businessin domainname
administrationandto facilitateaccessto reliableinternetconnectionsat speeds
sufficientto encouragetheuptakeofproductivenewweb-baseddevelopmenttools.

Activities

SETEL seeksto continueits rangeofactivities,including:

• fosteringawarenessoftelecommunicationsissuesthroughoutthesmall
businesssector,

• representingtheinterestsofsmall businesses(asconsumersof
telecommunicationsservices)in thedevelopmentof Governmentandindustry
policy in relationto telecommunications,

• facilitatingdiscussionof andresearchinto telecommunicationsissues,and
• informing andeducatingsmall businessesandsmall businessassociationson

telecommunicationsissues.

An integralpartofthis projectinvolvesefforts to improvethe self-managementof
telecommunicationsissuesandservicesby smallbusinesses.

SETEL contendsthatit is necessaryto addressthebusinessorvaluepropositionin
seekingto interestsmall businessesin telecommunicationsissues.In sodoing it is
consideredessentialto includeinformationon relatedmatterssuchase-commerce,
security,privacyanddomainnames.

SETEL adoptsbothapro-activeaswell asare-activestancein relationto
telecommunicationspolicy andmarketdevelopments,recognisingthat small
businessesin generalpreferto operatein acompetitiveenvironment.

Inquiry Terms of Reference

ThattheCommitteeinquireinto andreporton the economicand socialimpactof
structurallyseparatingTeistra’scorenetworkfrom its otherbusinessesandreducing
theCommonwealth’scurrentshareholdingin Teistra’snon-networkbusinesses.

In conductingits inquiry, theCommitteeshouldconsiderthe impactsofsucha
proposalon:

• Theefficientprovisionofservicesto end-users,includingbusinessesand
residentialcustomersin regional,rural andremoteAustralia;

a Telstra’sability to continueto providea full arrayoftelecommunicationsand
advanceddataservices;

• Ongoinginvestmentin newnetworkinfrastructure;
• Thewider telecommunicationsindustry;
• Thetelecommunicationsregulatoryregime;
• Teistra’sshareholdervalueandits shareholders;and
• TheCommonwealthBudget.
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SETEL Responseto SpecificTerms of Reference

• Theefficientprovisionof servicesto end-users,includingbusinessesand
residentialcustomersin regional,rural andremoteAustralia;

Competitionin thetelecommunicationsmarketmayhaveresultedin significant
improvementin servicesandnewtechnologiesto largerbusinessesandgovernment
customersbut smallbusinessandresidentialconsumershavenotbenefitedto a
noticeabledegreefrom newservices,fastertechnologiesorasignificantnumberof
competitivesuppliers.Therehavebeenprice-relatedbenefitsin theInternational
market(duemainlyto significantcompetition)andin thelong Distancemarket(due
to acombinationofcompetitionandpricecapping).Mostnewsuppliersto these
marketsegmentshaveadoptedaresaleprocessandhavenot soughtto install new
infrastructure.

Theintroductionofemergingtechnologieshasbeenhinderedby theslownessofthe
monopolysupplierto replaceolderserviceswith servicessubjectto greater
competitivepressure.ServicessuchasISDNwere“reborn”whencompetition,
throughACCC intervention,wasintroducedfor analternativeservice(ADSL). The
take-upofADSL serviceshasbeenslowto date.

Industryexpertsmaintainthereis anenormousoversupplyofcommunications
capacity.This is generallynotbeingmadeavailableto small businessesand
residentialconsumers.Newproviderscannotbreachthe‘lastmile’ bottleneck,gain
substantialnumbersofsmallervolumeusersascustomersandthuscannotachieve
economiesofscale. Theuptakeoffastercommunicationsservicesandthecreationof
innovativeapplicationsis beinghinderedby theincumbentcarrier’srelianceon
legacysystemsandthemaintenanceofoutmoded,but exploitative,chargingregimes.

• Teistra’sability to continueto provideafull arrayoftelecommunicationsand
advanceddataservices;

Themarketmayalreadyhavebeenexcessivelydilutedsothatfew carriers(otherthan
Teistra)canachieveefficienciesofsupplyin mostmarketsegments.Telstrawill face
massivecompetitionin themoreadvancedtechnologymarketsandwill therefore
requirecross-subsidisationto beableto deliver evenbasicservices,let alone
newer/fasterservices,in areasdeemednon-productiveto othercarriers. In shortthere
maybe toomanycarriersin existencefor acountryofthis sizeandtheplethoraof
low volumeusers.A higher-levelUSO, suchasSETEL’snationalbandwidthplan,is
designedto stimulatedemandfor fasterservicesandto creategrowthin themarket,
thusraisingthelower usagebenchmarkandbringingmoreofthecompetitorswithin
thereachofalargemarketsegment.

Normalcommercialmarketoperationsin thetelecommunicationssectorwill not
deliverafull suiteofservicesonaubiquitousbasisthroughoutAustralia. Supply,
underthesecircumstances,to non-profitableareaswill not beprovidedunless
subsidiesareoffered. Normalcommercialpressures(suchastheneedto constrain
costsandto maintainshareholderreturns)canrestrictTelstra’sdecisionsto investor
maintainageingservicesin non-viableareas.
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• Ongoinginvestmentin newnetworkinfrastructure;

Investmentby thosecarriers(otherthanTelstra)willing/seekingto supplythe
residentialandsmall businessmarketshasbeendiminishingin Australia.

Thereis plentyofevidencethatnewcarrierswill not investin infrastructurewhere
viableoperationscannotbeguaranteed.EvenGovernmentsubsidyprogramssuchas
contestedlocal call zoneshavenotbeensuccessful.Onecarrierrecentlythreatenedto
withdrawfrom thelocal call marketif it did notgetequitableaccessto certain
productsin thePay-TVmarket. If thehigh-speedmarketis in significantoversupply
modeandpromisedadvancesin mobiletechnology(3G)areslowto delivermarket
gains,thereis little incentiveto continueto invest. Manyusersarenotbecoming
customersof servicesusingnewertechnologiesbecauseofcostandlackofsuitable
applications.

Theexceptionis remediationofthecoppernetwork,with infrastructureinvestment
takingplaceat exchangelevel, but theproblemsofaccessto theenduserstill apply.
Potentialcustomers,respondingto marketplaceadvertisements,arestill being
disappointedby theinability of serviceprovidersto connecttherequiredservicein a
largenumberofareas.Someoftheseareashavebeenservicedby ‘standby
technologies’(suchasRIM/Pair Gain) that restrictthesupplyoffasterspeedinternet
services.Alternativetechnologiesoftenarenot affordableorunsuitablein termsof
flexibility of use.

Theuncertaintysurroundingthetelecommunicationsmarket,in relationto the
Government’sproposalsfor futureactionon theownershipofTelstra,is not
conduciveto fosteringinvestmentdecisions.An understandingoftheregulatory
mechanismsapplicableto afully privatisedTelstrawouldbenecessarybefore
investmentin infrastructurewascontemplated.A structurallyseparatedTelstramay
offer opportunitiesfor different formsof investment.

EvenTelstraseemsto haveapplieda discretionaryelementtowardsinvestmentin
Australia,preferringto expendlargesumson overseasventures.Thepresent
telecommunicationsenvironment,in whichrevenuegrowthis difficult, encourages
telcosto concentrateonmanaging(reduce)costsandmaintainmarketshare,
particularlywith themostproductivecustomerbases.Assetssuchascustomerbases
canbereadilyacquiredfrom theregularsupplyoffailing junior telcos.

• Thewider telecommunicationsindustry;

Globalexperiencerevealsongoingcontractionastheexcessesofthedot-cornbubble
areworkedout. Convergenttechnologiessuch,asbroadcastinganddatacasting,need
to be factoredinto thetelecommunicationsdebate. An additionalproblemariseswith
therelativelyunfetteredanduncontrolledgrowthofinternet-basedservicesthat are
notsubjectto thecontrolsimposedon thetelecommunicationsindustry. A key factor
is thedifferencein thepricingregimesadoptedby thetwo ‘industries’ — onebasedon
volumeofdataandtheotherbasedon acomplexmix ofaccesscharges,time-based
chargesandusagecharges.Yet thereareexpectationsofseamlesstransmissionof
servicessothatuserscancontinueto benefitfrom end-toendservicesregardlessof
thetechnologiesused.
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Thetelecommunicationsindustryis dynamicandcanoffer substantialbenefitsto
usersofinternetservicesthroughnewproducts,fasterservicespeedsandhighlevels
ofreliability, similar to thatavailablewith the standardtelephoneservice.Usershave
thesameexpectationsofdatabasedservicesastheydo with basicvoiceservices
althoughtheformeraresuppliedon a‘best endeavours’basis. Therateof
introductionofnewservicesandproductsis far slowerthanthepromisesmadeby the
industrymainlybecausedemandexpectationsarenot met, asa consequenceof )
restrictionson supply. Theserestrictionsareoftencausedby lackofaccessby
suppliersto networkservicesor excessivepricespaidfor licences.

• Thetelecommunicationsregulatoryregime;

Significantconsumersafeguardsmustbemaintained.Adequatesupplyofimproved
voiceanddataserviceswill notbeprovidedthroughoutthecountrywithout
Governmentintervention. Internetservicescurrentlydo not haveto meetthesame
stringentcriteriaapplicableto telecommunicationsservices.

Thereis merit in maintainingapublicbasictelecommunicationsservicecarrierthat
actsin thepublic interest. In factAustralia’sgeographyvirtuallymakesthisa
necessity.

• Telstra’sshareholdervalueandits shareholders;

Shareholdervaluehasbeendiscountedconsiderablysincethefloats ofthe first two
tranchesofTelstrashares.Ti sharesarecurrentlyat adiscountofapproximately
22%andtheT2 discountis approximately39%. It is unlikelythat thesharepriceof
Teistrawill reachthelevel oftheT2 issuepricethusleadingto substantiallong-term
consumer/shareholderdissatisfaction.Reasonabledividendyieldswill notbalance
thesignificantcapitallossesincurredby mostinvestors.

Teistrais rapidlybeingacceptedasa‘utility’ ratherthanatelecommunications
carrier. This meanslittle revenuegrowthbut asteadyandgooddividendstream.

TheGovernmentcan‘dictate’ thelevel of its owndividendwhereasordinary
shareholdersarerequiredto acceptthedividendratesetby theBoard.

Theconceptofshareholdervaluewith atelecommunicationscarrierembodiesa
strongelementofrisk, particularlywhenthat companyseeksto operateoutsidethe
bordersof its own country. Globally thecommunicationsindustryis notshowing
signsofrecoveryfrom thedot-corncrash. In Australia,Telstrahasa short-term
advantagein its dominationofthefixed network,particularlyin relationto basic
telecommunicationsservices.Howeverthecoppernetworkis reputedlybecoming
outmodedashigherspeedcableandwirelessnetworksoffer thepotentialto draw
significantrevenuefrom increaseduseofnon-voiceservices.

Sincefull competitionwasintroducedinto thetelecommunicationsmarketthe
majority ofnewentrantshavesoughtmarketsharein themobile telephonyand data
segments.Thesenewentrantshaveprimarily avoidedprovidinginfrastructureon a
widespreadbasis,tendingto concentratetheirserviceson thelargercorporateand
governmentmarkets.Thussmall businessandresidentialuserstendto missout.
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A corporateentity facespressureto considertheneedsofinvestorsandshareholders
andthis is furtherreflectedthroughstockmarketpressureto continueto perform,
maintainsharepricelevelsandreturnaviabledividendstream.Concernaboutpublic
issuestoo oftenis relegatedto corporateimageadvertisingconsiderations.
Expenditurein this areadiminishesin leantimesandis not generallyundertakenby
utilities.

Structuralseparationmayimproveshareholdervalue(for futureshareholders)asthe
entityremainingin privatehandswould coverall retail operationsin thecustomer
accessnetworkplus somewholesalesupplycomponents.If Telstra’sarguments
aboutthe accessdeficit areaccuratethis newentitywould notbeburdenedwith aloss
makingfacility norwould it continueto beartheburdenof aUSO.

• TheCommonwealthBudget.

A cancellationoftheproposalto sell theremainderoftheCommonwealth’sstakein
Telstrawill reducetheopportunitiesfor theGovernmentto retirenationaldebtandto
financeregionalprojects/infrastructure,in theshort term. Howeverthebenefitsare
likely to includethelesserfocuson inefficient short-termapplicationofGovernment
funding, thepossiblemaintenanceofanongoingrevenuestreamfrom network
operationsandtheopportunityto focuson longer-termprojectsthat woulddeliver
accountablereturnsto a largerproportionoftheAustralianpublic.

SETEL Commentson Structural Separation

Manyquestionsneedto beanswered.Whatis involvedin thisprocess?Doesit
involve sellingoff all Telstra’snon-coreinfrastructure,includingMobile telephony?
Will componentsoftheFixedNetworkberetained?Will thenewTeistraretain
control orresponsibilityfor theexchanges?

How to get there? 49.9%is alreadysold. Will abuy-backbenecessary?

Canyoukeepshareholdershappy?Thismayinvolve acorporaterestructure— an
issuefurtherdownthetrackandnot a subjectfor this inquiry.

If a government-ownedbasicinfrastructuremonopolyis created(again),will it be
subjectto controlssuchasthoseexercisedby theACCC? Will theGovernment
‘competeagainstitself’ to provideaccessto competitors?

Labourseemsto wantto sell-offTelstra’snon-coreassetsin orderto buybackthe
49.9%in privatehands. Is this the‘cleanest’wayof accomplishingstructural
separation?Who gains?Will existingsmallerprivateshareholderssufferbig losses?

Will thismeanthateveryTeistrafixed line customerwill haveto seekanew
supplier? Whatmight happento bundlingofservicesfrom differentmarkets?

SETELbelievesthat theCustomerAccessNetworkshouldbemaintainedin public
ownershipandoperatedwith apricingstructuresufficient to sustainongoing
maintenance,essentialupgradingandshort-termexpansioncommensuratewith
customerrequirementsfor ahigher-levelbasicservice. Additional injectionsof
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Governmentfundingmaybenecessaryto achievemajortechnicalimprovementsand
to keeppacewith technologicaldevelopments.Thevoicemarketshouldbecovered
by thispublic assetplus sufficientinfrastructurecapacityto enableaffordablesupply
ofdataservicesup to 64Kbpsthroughoutthecountry. Thecompetitiveenvironment
would thenoperateto supplyvalueaddedandfasterspeedservicesto users.

It maybeappropriatefor this entity to beoperatedunderlicenceby Teistra. This
would minimisetransfercoststo anewentity.

It is importantthattheconceptofanAccessDeficit disappearsasa ‘burden’ borneby
Commonwealthandbesubsumedinto aconceptofmaintainingabasicaccess
infrastructure.This fostersthe ‘valueadd’ conceptin moderncommunications
supply.

SETELbelievesin theneedfortheestablishmentofa CustomerAccessNetwork
Boardto administerdevelopmentsto ensurethat endusersareableto benefitfrom
newtechnologiesandservicesofferedby competitors.

SETEL General Comments

SETEL contendsthatthemajorityof governmentpoliciesaffectingconsumersof
telecommunicationsservicesrelateto outmodedformsofcommunications— the
standardtelephoneservice.A voice-gradeserviceratedat2400bpsandnow a
higher-leveldataservice(throughtheInternetAccessProgram)of19,200bpsis
unlikelyto causeanyjoy to non-metropolitanusersofdataservices,particularlytime-
poorSMEs. Theseslow servicesarenot compatiblewith thenextgenerationof
applicationsthat will encourageSMEsto utiliseelectroniccommunicationsmore
effectivelyandefficiently in theirbusinesses.

In SETEL’ssubmissionto theTelecommunicationsServiceInquiry lastyearwe
advocatedsocialpolicy fundingof anationalhigherbandwidthserviceobligationin
thebeliefthatprovisionofubiquitousservicesat aspeedofat least64 Kbps would
meetmostof theneedsofthemajorityofresidentialand smallbusinessusers.We
believethatrelianceon normalcommercialpracticeswill notresultin theprovisionof
thedesiredlevelsofbandwidthorchoiceofservicesin themajorityofnon-
metropolitanservices.Thereis a needto stimulatedemandandto broadenthe
numberofviableapplicationsavailableto bothbusinessandresidentialusersin all
areassothat economiesofscalecanbereachedin thesupplyofhigherspeed‘basic’
services.This in turnshouldcontributeto greaterelectivedemandfor evenhigher
speed/premiumservices.

SETEL believesthat governmentleadershipis integralto theprovisionofhigher
bandwidthservicesthroughoutthenation. Governmentsat all threelevelsareseeking
to implementprogramsutilisinghigherspeedcommunicationsservicesbut there
appearsto be little co-ordinationoftheirrespectiveefforts so that critical efficiencies
arelost. Webelievethat similar lackofco-ordinationis detrimentallyaffectingthe
implementationof importantGovernmentandindustryIT initiatives.

Thereis avital needfor highlevel Governmentsupportandleadershipfor programs
to fosterfastertake-upofdigital dataservices.It is notablethatBroadbandrollout,
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andeventualtake-up,in theUK did notgainsignificantmomentumuntil keysupport
wasprovidedby theMinisterfor Small Business- in thebelief thattheeconomyasa
whole couldbenefit. SETELwantsto seerealsupportbeingprovidedto the small
businesssectorin relationto accessto suitablehighbandwidthcommunications
services.At presenttheylacktheskills andknowledgeto assimilatesuchservices
into theirbusinessoperations.Howeverwebelievethat all Australianscanbebetter
servedif thesehigherbandwidthcommunicationsservicesaremadeavailableto all
usersthuscreatingbothopportunitiesandeconomiesin thedeliveryof afar wider
rangeof services.

SETEL hasregularlycommentedon theimpactofcontinuedGovernment
‘ownership’ofTelstrain sofar asit seemsto impedeproperapplicationofeconomic
policy in thetelecommunicationsindustry. The‘false stateofplay’ restricts
introductionandrollout ofnewtechnologiesandenablesthedominantincumbent
carrierto takeadvantageofthecurrent‘light touch’ regulatoryregimein
telecommunications.Webelievethis ‘ownership’ factorneedsto beaddressedbefore
wecanseemajorprogressin gainingmorecompetitionandthusmorechoice. In
recenttimes thecombinationof ‘light touch’ regulationandtheperceivedneedto
attaina satisfactory‘strike price’ for futuresale(s)oftheGovernmentstakein Telstra
hasresultedin thedominantcarrierbeingableto increasepricesofservicesto
consumerswith whatappearsto beahigh degreeofimpunity. Thereis a limit to how
muchpricing increaseconsumerscanbearbeforeseeingsomegains,eitherin terms
oflower usagechargesorthe introductionofefficientnewtechnologies.Publicbelief
in astrongnationalcarrieris no longersufficient.

Werecognisethat competitionin arangeoftelecommunicationsmarketsappearsto
exist in manyareaswithin Australiabutwearestill concernedthatthisdoesnot
translateinto realchoicefor mostresidentialandsmall businessusers.Theelements
of complexityofservicesandbundlingofservicescomeinto play. FormostSMEsit
is simplytoo muchtroubleto try to gainanunderstandingofthe complexarrayof
serviceson offer, therealrelevanceto theirbusinessesandtheextentto whichoneor
moreofthoseservicescancontributeto theirbusiness.Generallyit is easierto takea
bundledpackageandfew competitorsofTelstraseemto beableto providethefull
rangeorflexibility of suchpackagesofproductsandservices.

Ofgreaterrelevanceis theneedforthetechnologyto deliver servicesthat canbeused
for arangeofapplications.A goodexampleis theso-calledsuitability ofa satellite
connectionfor amobileservice. Its utility is restrictedoncea singleuseroperatesit
in amobilemode,thusdenyingaccessto otherswho mayhaveotherusessuchas
internetconnection.Digital fixed-line servicesgenerallyallow for multiple
simultaneoususes. Cost is an importantelementin thesecircumstances.Eventhe
currentmobilesatelliteservicesubsidy(upto amaximumof$1,000)resultsin a
servicefarmoreexpensivethanthatavailableto mobileusersin therangeofthe
wirelessnetworks.

In essencetherearefar too fewapplicationsavailablefor themajorityofusersto
satisfythevaluepropositionin relationto theacquisitionanduseofthesenewerhigh
costservices.Theymaybe ‘readily’ availablebut aregenerallynot affordable.
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SETELis attractedto the conceptofstructuralseparationasasolutionto thefuture
role ofTelstrabut fearsthatthecostandtimedelayfactors(particularlygaining
political acceptance)would rapidlydissipateanybenefits. Themajorbeneficiaries
would bethefinanciers,with thecostsbeingeventuallybeingborneby consumers.

If thesaleoftheremainderofTelstrais inevitablethenafar wider rangeofconsumer
safeguardsmustbeput in place. And thesesafeguardsmustno longerbeessentially
restrictedto the StandardTelephoneService. In this countrywehavea self-
regulatoryregimethat appearsto haveworkedwell to facilitateindustryco-operation
in relationto networkandinter-carrieroperationsbut thereareseriousconcernsthat
relianceon self-regulatorymeasureshasservedconsumersin asatisfactorymanner.

A returnto atruenationalGovernmentvisionfor communications,suchasamodem
versionoftheoriginal USO concept,is neededto servetherealinterestsof
consumers,particularlythosein non-metropolitanareas.Currentprogramsprovidea
patchworkapproachto the communicationsproblems(notevenneeds)ofusersin
non-metropolitanareas.Moreco-ordination,vision andresolveis requiredif the
digital chasmis to be filled in andusersin regionalandrural areasgivenaccess,at
affordablerates,to servicesgenericallyavailablein metropolitanareas.Thereis little
chancethatnewinfrastructureproviderswill bewilling or ableto deliveraffordable
nationalaccessto themajorityofsmall businessandresidentialusersin Australia.

SETEL’svision, if a futuresaleofTelstrais to proceed,is for theestablishmentofa
socialtelecommunicationsfundto providesuitablelevelsofcommunicationsaccess
at affordableratesto all Australiansregardlessofwheretheyresideorcarryona
business.A benchmarkdataspeedof64Kbpsis thestartingpointasweenvisage
marketforcesbeinglargelyresponsiblefor stimulatingthedevelopmentofnew
servicesandapplicationsthusfurtherstimulatingdemandthus leadingto
requirementsfor evenfasterserviceandmoreapplications.

Assessmentsofbroadbandcapacit1in Australiarevealanoversupplybut that supply
is preventedby ‘lastmile’ and‘2” lastmile’ (barriersto serviceproviders)
bottlenecksfrom beingutilisedto providethe‘wishedfor’ levelsofserviceto
consumers.A visionaryapproachto accessis essential.Thecurrentregulatory
regimeandactivitiesby relevantregulatorsdo not seemto bedeliveringtherequired
solutionsandcertainlynot at aratesufficient to enablecompetitorsto beableto
achieveadequatemarketshare(andtheprofitability necessaryto stimulatefurther
investment). SETELdoesnot wantto seeaninefficient duplicationoffull
infrastructurebut thestimulationofinvestmentin servicesthat canaccessa(publicly
owned)nationalmedium-band(64Kbps)capacitynetwork.

Differencesin technologyshouldlargelybetransparentto mostusers— theywill be
moreconcernedwith theusesandapplicationsto whichthosetechnologiescanbe
put, theircostsofaccessandthebenefitsthatcanbemeasured,easily.

Contact:EwanBrown (ExecutiveDirector) 02 6251 7823 Fax02 6251 7835

Email: ewan.brown@setel.com.au
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Appendix ‘A’

Extracts from SETEL Submissionto TelecommunicationsServiceInquiry

This extractrelatingto e-commerceservicesandUSO fundingremainsrelevant.

Elementconcernedwith TelecommunicationsNeedsof all Australians

4. In assessingthe adequacyor otherwiseof telecommunicationsservices,
theinquiry shall consider theextent to which Teistra and other carriers
and serviceproviders are addressingboth thebasic and advanced
telecommunicationsneedsof all Australians, regardlessofwhere they
live.

As notedabove,SETEL is oftheview thatthisTermofReferencemayneedto be
broadenedto encompass,orbe interpretedasencompassing,the extentto which
Telstraandothercarriersandserviceprovidersareaddressingadvanced
telecommunicationsneedsofall Australians,regardlessofwheretheycarry on
business.

World ClassInfrastructure for the Information Economy

In its reportonA StrategicFrameworkfor theInformationEconomy1to theAustralian
people,theFederalGovernmentexplainedthecontextrequiringthebuilding aworld-
classinfrastructurefor theinformationeconomyin thefollowing terms:

To be competitivein theglobal informationeconomy,andto ensurethecreative
contributionofall Australians,Australiamustdevelopits world class
telecommunicationsinfrastructureso that it is highly competitive,characterisedby
high bandwidthat low cost,andreadilyavailablevirtually anywherein the
country.

An effectiveinfrastructurestrategymustbebasedon theright mix ofmarket
freedoms,anappropriateregulatoryenvironment,andtargetedgovernment
assistance.It mustbetechnology-neutral,that is, it mustnot discriminatebetween
differentforms oftechnologyusedin infrastructureandserviceprovision.

In this contextthe Governmentexplainedits objectivesin January1999:”
Theobjectivesareto promote:

• High communicationsbandwidth,widelyavailablein acosteffectiveway, and
ableto supportadvancedapplicationsfor the informationeconomy.

• Accessby all Australiansto this capabilitywherevertheylive orcarryon
business.

• Theavailabilityofa widerangeofservicesandapplicationswhich meetthe
needsofthegeneralpublic, thebusinesscommunityand groupswith special
needssuchasthe educationsector,theculturalcommunityandpeoplewith
disabilities.
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Theseobjectivesareto behighly commended,but thespecifiedtimeframesand
benchmarksappearto beset attoo high alevel soasto beableto measureorjudge
theirsuccess.SETELnotesthat theGovernment’sSecondProgressReport:Strategic
Frameworkfor theInformationEconomyAction Plans,May 2000“notesthat a
priority areafor actionis theGovernment’sresponseto theNationalBandwidth
InquiryReport. In thisSecondProgressReporttheGovernmenthasaddedthe
priority areaoftheregionalinformationeconomy.

Whilst theseotherobjectivesareadmirable,theyareunlikely in themselvesto leadto
theestablishmentof aworld-classtelecommunicationsinfrastructureofakind that
will enableall Australiansmall businesses,particularlythosein rural andregional
areasto gainbenefitsfrom this infrastructure.

SETELbelievesthereareanumberof considerationsandspecificproposalsthatneed
to beaddressed,amongstothers,if theobjectofa worldclasstelecommunications
infrastructurethatis highly competitive,characterisedbyhigh bandwidthat low cost,
andreadilyavailablevirtually anywherein thecountryis to beachievedwithin a
reasonableperiodoftime.

USO Funding

SETELbelievesthat cognisanceneedsto betakenoftheextensiveinvolvementin,
andpotentialcontributionsto, theUSOby Commonwealth,Stateandlocal
governments,in particularin relationto thebenefitsto regionaldevelopment
programsanddeliverymechanismsfor governmentservicesto thepublic (including
business).This will enablealternativeapproachesto thefundingoftheUSO and
DDSO(ratherthandirectlyby carriersandcarriageserviceproviders)to be
considered.

IncreasinglyStateandlocalgovernmentsareseekingto deliver communityservices
(andrequireaccessto theirown services)electronically,to maximisedissemination
andto gainfrom costefficiencies. Theseservicescanplay amajorrolein
invigoratingregionalcommunities,enablingthemto gainaccessto a widerangeof
informationandservicespreviouslyrestrictedmainlyto metropolitanresidents.

SETELbelievesthatprincipalresponsibilityfor ‘funding’ theUSOshouldnot
necessarilyrestwithparticipantsin thetelecommunicationsindustryasmanyothers
(Stateandlocal governmentbodiesincluded)haveavestedinterestin seekingto
removethe“old economy”tag,now burdeningAustraliain theglobalmarketplace,by
enablingincreasedparticipationin thenations’ commerceby residentialandsmall
businessconsumersin non-metropolitanareas.

In SETEL’sview Budgetfunding for theUSO is consideredsuperiorto otheroptions
asit:

• is likely to promoteamorecompetitiveand efficientindustry,more
responsiveto theneedsofAustraliantelecommunicationsusers,notablysmall
businesspeople;

• providesmeasuresoftransparency,accountabilityandequity,absentunder
currentfundingarrangements;
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• ensurescompetitiveneutralitybetweenUSO providers;

• providesscopefor themanagementandtargetingoftheUSO subsidyto those
who meet“eligibility” criteria;

• shouldleadto an increasein Budgetrevenues;

• ensuresthatUSO subsidies(oneform ofwelfareandassistancefunding)are
subjectto annualreview, andcompetitiveBudgetprocessesagainstother
programsthusleadingto amoreequitabledistributionofsuchfunding in
generalandUSO funding in particular;and

• minimisesregulatoryintervention,marketdistortionsandregulatorycosts.

Inhibitors to ElectronicCommerce

TheTreasury’sEconomicRoundupSummer2000reportedon Driversandinhibitors
to consumerupdateofelectroniccommerce,”makingthefollowing commentabout
theInternet,electroniccommerceandtelecommunications:

A barrierto theuptakeof electroniccommercemaybe thecostofaccessto the
Internet,which requiresoutlayson accessdevicesandtelecommunications
services.Currently,theonly commonaccessdeviceis apersonalcomputer.With
currentpricesofbetween$1,500-$2,500,this remainsarelativelyexpensive
purchaseformanypeople.Otherlessexpensiveaccessdevicesmayemergewhich
would improvecostofaccessand easeofuse.Nevertheless,Internetaccessin
Australiais continuingto increase
Deregulationofthetelecommunicationsmarketandincreasedcompetitionamong
providerswill bean importantfactorin reducingthecostofInternetaccessfor
bothconsumersandbusinesses.”Rapidintroductionofnewtechnologiesthatwill
increasetheavailabilityofhighbandwidthInternetconnectionswill alsobe
importantto manydigitisedproducts(suchasvideo).

SETEL’sviewsarein generalaccordwith theTreasury’sassessmentstatedabove.
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Appendix ‘B’

Broadband — related Issues(part of SETEL Submissionto BAG Inquiry)

Therecentreportcompiledby SETEL onthebarriersto uptakeofe-commerceby
SMEsemphasisedtheneedto concentrateon ‘skilling-up’ SMEsin most,if notall,
aspectsofe-commerce.Focuswasplacedon thekeyelementsofSimplification,
Demystification,PromotionandLeadership.Therehasbeen,andcontinuesto be,an
industryattitudethat it is thetechnologythatis importantforusersandpotentialusers
ofhigherspeedcommunications.TheSMEE-comrnerceReportreinforcesthefact
that it is thebenefitsoroutcomesfrom utilising thattechnologythat is important.

An issuenot thoroughlyexploredduringtheSME E-commerceForumprocesswas
thecurrentlackof applicationsapplicableto SMEs. In manyrespectsit was
consideredtoo earlyto addressthisperceivedproblemasemphasisneededto be
placedonmorebasicelementssuchasawareness(Tier 1) andLeadership&
Promotion/Education& Training (Tier2).

A recentseriesofseminarsconductedin Australiaby MarconiUK, drawingon
experiencesoftheUK Government’sBroadbandStakeholderGroup,revealedthat
adoptionofbroadbandin theUK wasvia thenarrowbandjourneyandthatearly
broadbandpricingpolicieshadtheeffectofsignificantlyrestrictingdemand.Faster
uptakewasonly achievedafterregulatoryinterventionto ‘force’ themajorcarrierto
decreasewholesaleaccessratesandto reducepricesin themarketplace.

In Australiatheeconomicapproachis to considerwhethertherehasbeenanymarket
failurebeforeregulatoryinterventionoccurs. SETEL contendsthatthemarkethas
notdevelopedsufficientlyin broadbandfor any considerationofpossiblefailure.
Regulatoryactivity ostensiblyhasfosteredtheroll outofbroadbandto theextentthat
weprobablyhaveasurplusofbroadbandinfrastructureavailableto very fewpotential
andactualusers.The“lastmile” and“second-lastmile” problems,aswell as
conservativepricingpolicies,havehinderedsignificantuptakeofbroadbandservices
by usersotherthanmajorcorporatesandthosebusinesseshavingaspecificneedfor
thedataspeedsthetechnologycandeliver.

SETEL contendsthat theslow rateof uptakeofbroadbandis primarily dueto Policy
failure. Thatis thefailure oftheCommonwealthGovernmentto promotethe
importanceofbroadbandservicesandtheirusageto thecommunityin generalandto
ensurethat all usershaveaccessto ubiquitous,affordablebroadbandservices.Too
muchemphasisis placedon ‘normalmarketplace’mechanismsto fosterinfrastructure
rollout. Wemayhaveadequate,if not superfluous,broadbandinfrastructurebut we
do nothaveadequatebroadbandconnectivity.

With asubstantialnumberoflicensedcarriersofferingbroadbandservicesthereare
still few who offer connectivity,at affordablerates,to thevastmajorityofconsumers.
SETELhasproposedaNationalBandwidthPlanto provideubiquitousaccessto
bandwidthofatleast64 kbps. In theshort-termthatlower speedlimit shouldbe
sufficient to provideuserswith avastlyimprovedrangeofservices,generate
significanteconomiesforthedeliveryofgovernmentservices(at all levels)and
stimulatedemandbothin termsofusageandtheprovisionof newapplications.
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Theavailabilityofnewapplicationsis crucial to theSME decisionto makegreater
useofhigherspeedcommunicationsservicesastheresultant“savings”areseento
contributeto theveryimportantvalueproposition.

SETEL considersthatanewGovernmentpolicy is necessaryto stimulatethe
availabilityof suitablebandwidth,at affordablerates,throughoutthenation. An
appropriatevehiclefor deliveryof suchapolicy would beto adopttheSETEL
proposalfor fundinganationalUniversalBandwidthObligationthroughsocialpolicy
meanswith contributionsfrom all tiersofgovernment.Commonwealth,Stateand
local Governmentscanaccruebenefitsfrom moreeffectivedelivery, andutilisation,
oftheirservicesto thepublic in generalandspecificallyto businesses.G2BandG2C
servicesarelikely to bethe ‘killer applications’ofhigherbandwidthin theshort to
mediumtermuntil awider rangeofapplicationsbecomesavailableto further
stimulatedemand.Forbusiness,gamesandvideo-on-demandareunlikely to bekey
attractors.In aresidentialenvironment,coupledwith improvedinformationand
entertainmentservices,theycangenerateaneedfor fasteraccessspeeds.

Combinedserviceswill achieveeconomiesofscaleata fasterrate. At presentthereis
too much‘cherry picking’ in marketsegmentsandsuppliersrarelyachieveacritical
massfor theeffectivedeliveryofservice.Careneedsto be takento ensurethattoo
manyserviceprovidersdo notspreadorsharethenascentmarketbeforeeconomiesof
scalecanbereached.At presentthereappearsto bean oversupplyofbroadband
infrastructureandservicesbutasignificantundersupplyofdestinationsorendusers.
Applicationofregulatorypolicy is steadilyaddressingthis issuebutnot ataratesoas
to provideasatisfactorynumberofcompetitors.

Acceptanceofbroadbandserviceswill only reachreasonablelevelsif adequatechoice
is offeredto end-users.This is certainlynot thecaseatpresent.

SETEL contendsthat substantialeffort needsto beput intoeducationandtraining
programsfor SMEsbeforemostcanevenconsiderthemselvesto bein apositionto
exercisechoice. Thesetrainingandeducationprogramsareprecursorsto SMEs
seekingaccessto resourcessuchasNOIE guidesandBroadbandxChange
information.

E-commerceUptake by SMEs

SETEL, with supportfrom smallbusiness,TeistraandPacificAccessestablishedan
SME E-commerceRoundtable/Forumprocessto makerecommendationsin relation
to acceleratingtheuptakeofe-commerceby SMEs. SETEL chairedaTaskForceto
progresstheoutcomesfrom theForumandtherecommendationshavejust been
published.

In responseto theTelecommunicationsServiceInquiry ReportSETEL advocatedthe
needfor anewconsumerserviceto raiseawarenessandunderstandingof
telecommunicationsproductsandservices.

A key challengewill beto deriveincreasedfocuson thetelecommunicationsservice
situationsfacingsmallbusinessesin non-metropolitanareasto determinewhether
thereareseriousinequitiesin termsofservicedelivery.
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Appendix ‘C’ Extracts SME E-commerceTaskforceReport ExecutiveSummary

BoththeSMEE-CommerceThinktankandForumprocessesrecognisedthe
dynamismofcommercialactivitiesin all industrysectorsseekingto servicetheSME
marketin relationto its e-commerceneeds.Despitetheseactivitiesand Government
statementsabouttheimportanceof SMEsto theeconomy(andthefurtherbenefits
flowing from increasedparticipationby SMEsin e-commerce),SETEL formedthe
view in 2000thattherateofuptakeofe-commerceby SMEswasnot commensurate
with expectations.A lackofco-ordinationofrelevantinformationwasdeemedto be
contributingto low levelsofawarenessandadoptionof e-commerce,relatedservices
andprogramsby SMEs.

SETELadvancedanumber(32)ofhypothesesaspotentialinhibitors to theup-takeof
e-commerceby SMEs.A seriesofIssuesandBackgroundpapersassistedin the
considerationoftheseissuesby theThinktankparticipants.

Followingpresentationsfrom arangeofperspectivestheThinktankparticipants
selectedthetoptenissuesfor furtherconsiderationattheForuminvolving awider
representationfrom organisationsandpeopleinterestedin e-commerceandtheSME
sector. Thoseissuesidentifiedfor theThinktank,butnot selectedfor considerationat
theForum,remainrelevantandpointto potentialimpedimentsto theup-takeof e-
commerceby SMEs. Theyalsoneedto be addressed.

A substantialbody ofknowledgewas createdandmadeavailableto all Thinktankand
Forumparticipantsandinviteesandis nowpublicly accessibleon theSETEL website.

http://www.setel.com.au/smeforum2002

TheForumprograminvolved panelpresentationsfrom arangeofinterestedpartiesto
stimulatedebateandfosterthedevelopmentofrecommendationsto addresstheissues
selectedbytheThinktankgroup. A Taskforcewasformedto progressanddevelop
theoutcomesfrom theForumandto formulaterecommendations.Theseform the
focusofthis report.

HIERARCHY OF NEEDS- E-COMMERCE ENABLEMENT OF SMEs

TIER 4
Mastery,Expansion& Innovation

J Higher levelGovernmentPrograms

ResourceMaterial,Access&
Affordability

Applications— ValueProposition
Broadbandfacilities& services

TIER 2
Leadership& PromotionEducation& Main focusofrecommendations

Training

TIER 3
Implementation&Progression
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TIER 1 Largelyaccomplished.Simplification
Awareness & Demystificationstill required.

A tieredapproachto addressingissueswasconsideredto bemostappropriate.A
numberofcurrentgovernmentprogramsseemto beconcentratingon thepreparation
ofresourcematerialyet theTaskforcebelievesthatthe focusneedsto be lower down
thehierarchy. This meanssomework atTier 1 on awarenessisneeded,thebulk of
theimmediateefforts shouldbedirectedatTier2 andsignificantpreparatorywork
donein relationto Tier3.

TheTaskforce’srecommendationsplacesignificantemphasison aneedfor extensive
co-ordinationofactivitiesin thecontextofagreaterneedfor awarenessby industry,
theeducationsectorandGovernmentto meetthespecificneedsofthe SME sector.
Adoptionofe-commerceby mostSMEsinvolvessignificantdistractionfrom core
activities,andin somecircumstancesmayinvolve not insignificantcostsandrisks.
Theneedto establishasolidbusinessorvalueproposition— involving abalanceof
benefits,costsandrisk — wasalso highlighted. Participantsin bothprocessesnoted
theconsiderablecommercialactivity in theIT marketplacebut formedtheopinion
thatmuchofit was“missingthemark”with SMEs.

Onesolutionis to “skill up” SMEproprietors,managersandemployeessothat each
will bebetterableto makeaninformedchoiceaboutprogressingthroughthevarious
levelsof e-enablement.It wasrecognisedthat SMEshadvastlydiffering
requirementsin relationto e-commerceandthattherewasa significantneedto
initially migratealargenumberfrom fax-basedcommunicationsto otherelectronic
methodsthatdonot involve error-inducingre-keyingprocesses.Hencethereis heavy
emphasisin therecommendationson educationandtraining— in bothtechnologyand
businesspractices.

It wasalsorecognisedthatGovernmentintervention,at all levels,couldplay amajor
rolein acceleratingtheup-takeofe-commerceby SMEs. A majorcomponentwas
seento bestrongleadership,with Governmentincentivesbeingappliedto encourage
greaterleadershipandpromotionaleffortsby associations.A keymessageis that
SMEsneedto be leadinto thefasteradoptionof electronictechnologiesfor business
activities. Theyneedsupport,assistanceand, aboveall, leadershipwith peergroup
influenceplayingamajorrole.

Thetechnologyassociatedwith e-commercewasseento be too complexformany
SMEshencetheneedfor simplificationanddemystification.Issuessuchassecurity,
electronicidentifiers,authentication,digital signaturesandpasswordswere
consideredto beoutsidethedomainofmostSMEs. However,atthestageof
integratinge-commercein to theirbusinesses,SMEpeopleneedto haveconfidencein
higher-levelprocesses(notwithin thebusinessdomain)beingadoptedto look after
their interestsandthoseoftheircustomers.ThemajorityofSMEs cannotaffordthe
time andmoneyrequiredto become‘overnightexperts’in thetechnologyassociated
with eleétroniccommerce.But trainingprogramscanaddressanydeficienciesover
time, giventheright incentivesfor SMEsto becomeinvolved.

It wasrecognisedthatawide rangeofvaluableandrelevanttrainingprogramsand
supportresourcesalreadyexist,but thatmarketingandpromotionactivitieswerenot
necessarilyachievingthedesiredresult— certainlynot thechallengeacceptedby the
Forum — to havethemajorityof SMEse-enabledwithin threeto four years.
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TheTaskforcerecommendationsin thisreportseekgreaterco-ordinationoftraining
andeducationactivities,greaterco-ordinationofgovernmentinitiatives in IT areas
andmorefocussedprovisionofinformationin aneffort to reachmoreSMEs,more
effectively.

TheTaskforcerecommendationsareframedanddirectedto Governments,the
educationsector,andindustryandbusinessassociations.All sectorshavearoleto
playin seekingto expandSMEparticipationin e-commerceactivities,thus
contributingto thesophisticationofindividual businesses,nationalproductivity,
economicgrowthandwelfare.

In theearlystagesthedeliveryofgovernmentservicesto boththeresidentialand
businesscommunitiesmayin factbethe ‘killer application’. As SMEsbecomemore
awareofthebenefitsof doingmoreoftheirbusinesstransactionselectronically,the
rateofuptakewill increaseandwill fosterthedevelopmentofadditionalapplications
thatwill contributeto the ‘valueproposition’. Theserecommendationsform thebasis
ofactivitiesthat canprovidethenecessarycatalystfor this process.

OnbehalfoftheTaskforceI commendtheserecommendationsto governments,the
educationsector,industryandbusinessassociationsin theexpectationthattheneeds
andinterestsofthe SME sectorin relationto e-commercewill beaddressedasa
matterof increasingimportance.

Thisreportconcludesa substantialundertakingto assessthe‘current stateofplay’ in
relationto theup-takeofe-commercein theSME sector,to identify the impediments,
to identify anygapsandto formulatesolutions(by wayofrecommendations)to the
keyissues.A significantamountofvoluntaryinput wasinvolvedin this processwith
contributionscomingfrom awidevarietyofsources.Thecombinedprocesses
enabledall partieshavinga commoninterestin SMEinvolvementin e-commerceto
assembleanddiscussideasandto grasptheopportunityto suggestmeasuresto
achieveanimprovementin therateofuptakeof e-commerceby SMEs. I trust that all
participantshavebenefitedfrom theactivity andthattheircollectiveefforts and
recommendationswill berecognisedasavaluablecontributionto the increased
efficiencyandprofitability ofavital sectionof theAustralianeconomy.

Theextensiveparticipationin thisprocessby suchadiversityof interestedparties
ensuredthat theoutcomesreflectedan accurateperceptionofthe issuesaffecting
SMEsin relationto e-commerce.

Without thesupportofTelstraandPacificAccess,thekeygoalsofassemblingsucha
valuablebodyofknowledgeandthe engagementofa largenumberofstakeholders
wouldnothavebeenachieved.Thepaceof developmentofe-commerceactivitiesin
theSME sectorwill continue,andnow maybeaccelerated,with thisreportactingas
theprimecatalyst.

I would encouragetheformationofareviewprocess,commencingwithin twelve
monthsfrom thedateofthisreport,to assessthedegreeto which these
recommendationshavebeenadoptedor implementedandto seekto measurethe
impacton therateofuptakeofe-commerceby SMEs.

EwanBrown (SME E-commerceForumTaskforceCo-chair.)
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THE SME E-COMMERCE FORUM TASKFORCE RECOMMENDS:

1. The establishmentof a representativeTask Force to oversight an e-commerce
implementation agenda,facilitated by the National Office for theInformation
Economy (NOIE), featuring a multi-tiered program for encouragingthefaster
uptakeof e-commerceby SMEsusingindustryassociations,serviceclubsand
“demand-side”channelsto market:

the establishmentofnationale-commerceawards;

the establishmentof an e-commercelogo to identify productsand servicesthat
meetglobal e-commercespecifications;

thefacilitationandpromotionofgreaterstandardisationofsoftwareandhardware
requirementsfor SME e-commerce.

the facilitation andpromotionof practical interoperabilityasan essentialpart of
total supplychainmanagement;and

a charterto completeits taskby 30 June2004.

2. TheFederalGovernmentto undertakean educationcampaign to increase
awarenessof c-commerceeducation, training and advisory programs
available to SMEs and to facilitate distribution ofrelevant training resource
material. Information compiled by the SME E-CommerceThinktank should
be incorporated into range of SME Information Seminars.

Thereneedsto begreateruseofexisting ‘casestudy’ information,suchasthose
producedby NOIE, by industry,trade,commerceandprofessionalassociationsin
communicatingthebenefitsofe-commerceto theirown members.

Thereneedsto begreaterusemadeof associationsto communicatemessageson
thebenefits,costsandrisksofe-commerce.Oneexampleis for accountantsto
adviseSME clients.

Thereis aneedto definee-commercefrom a SMEperspective— includingwhat it
meansfor different sectors. (PacificAccessto sharewith TaskForce& Forum
membersresultsofefforts to definee-commerce— this hasbeenincorporatedinto
thee-commercesurveyquestionnairethatPacific Accesscurrentlyhasin the
field.)

PacificAccessto makethefindings (includingthefindings on theReturnon
Investmentandpaybackperiodsfor e-commerceinvestment)availablefrom the
Yellow PagesBusinessIndexreportfor SME awarenessraisingpurposes.

3. The Federal Industry Department’s Office of Small Business,in partnership
with NOIE, to developa program to adapt and/or enhanceexisting e-
commercetraining and educationpackagestargetedat industryand small
businessadvisors.This is a pre-requisiteto the introduction of a program
targeted at SMEs with the aim of seekingto achievegreater efficiencies. The
intention is to educatetraining managersand thosein leadership rolesfirst
about c-commerce.

4. The Office of Small Business,in partnership with NOIE, to fund development
ofan “on-line template” training and/or education program or package,
completewith Australian National Training Authority (ANTA) accreditation
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and training guidelines,that identifies key stagesin the implementation ofe-
commerceby SMEs, and that can be adoptedand/or adaptedby individual
associations,and a diversity ofpublic institutions and private training
providers.

Thisrecommendationis directedto threeaudiences:

Governmentsfor thedevelopmentofastandarde-commercetrainingand/or
educationtemplate.

Industryandbusinessadvisorsdealingwith SMEsonaday-to-daybasis,who
requireanupgradeoftheirskills to enablee-commercein SMEbusinesses.This
is a KEY issuefor theaccountingprofession,which is aprimaryproviderof
businessadviceto SMEsandis well placedto providebusinessguidanceand
adviceon e-commerce).

SMEproprietorsandmanagersseekingabroaderunderstandingofe-commerce,
whatit meansandhowit canbenefitthembothpersonallyandtheirbusinesses.

This trainingprogramshould:

(a) cover:

Whatexactlyis e-commerce?

What are the benefitsto my businessand me — and how do I evaluate
them?

How can I useit moreeffectivelyin mybusiness?

How can I remaincurrentwith theadvent/introductionof newtechnology
(i.e. a specificandongoingstrategy)?

How muchwill it costme?

Who canI go to whenI needfurtherassistance?

(This programmay also cover the soft infrastructureissues— security, legal,
authentication,digital signatures,privacy, trust, etc. — keepingin mind that one
sizedoesnot fit all!)

(b) placemore focuson industry (sectorspecific) knowledgewithin technology
trainingprograms.

(c) collate existing training available before embarking on developing new
trainingto avoidduplication.

5. Develop a program to encourageSMEs to undertake more planning and
analysisof theimpactof electronic technologieson their businesses,resulting
in a higherproportion of themfocusingonc-commerceopportunities.

Uselessonsand/orcasestudiesfrom e-commercepractitionersand success

stories.
Use graphical mapping of businessprocessesto aid in a greater
understandingofthebusinesscase.

6. Establishmentof a joint FederalGovernment- Industry program to prepare
and disseminateinformation to SMEs on how to effectivelyengagein on-line
trading and payment activities. (This program to run in conjunction with
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appropriatetraining and educationprogramsfor SMEs in relation to both the
businessandtechnologyaspectsof c-commerce.)

OngoingmonitoringofNOTEprojectsto definethemechanicsof
interoperabilityandto identify themostcommon(to SMEs)elementsof
thesupplychain.
OngoingmonitoringoftheworkoftheInternetengineeringtaskforceon
standardsfor e-commerce.
Developmentofatemplatefor SMEs identifyingresourcematerialsand
sourcesofadvicein relationto thecomponentsofon-linetradingforboth
theB2B and B2C aspectsofe-commerce.

7. Utilise the Small BusinessEnterpriseCulture Program (SBEC program) to
raise awarenessandunderstandingof c-commerceamongstbusinessmentors
and within businesstraining programs.

8. Integrate technology subjectsinto the education process from early stages
(need to train/develop teachers first in all education sectors)to benefit all
types and sizesof business.Technologyunits should be includedin relevant
Tertiary education and TAFE coursesto improve understanding and thus
increaseuptake of c-commerce.

9. Greater integration of Federal, State,Territory and Local Government (eg
Western Sydney IT cluster) information initiatives is essentialto promote e-
commerceacrossgovernment,industry, SME industry sectorsand regions.

There is scope for existing initiatives to be better coordinated.They are all
competingin the samemarketand trying to gain an advantage. Collaborative
effortswill reducecostsandmakeSMEsmorecompetitiveinternationally,evenif
domesticcompetitorsdo not gainasignificantshift in marketshare.
Documentand co-ordinateall Federaland Stategovernmentcurrentinitiatives to

determinethebestandmostefficient channelfor funds.

Collateempiricalresearchto determineefficiencygains,costsavingsandbusiness
benefitsofbroadbandadoption.

Promotebenefitsto businessto createademand-pulleffect.

10. The developmentand marketing of a national catalogue/directoryof software
solution providers relevant to the SME sector.

Software Engineering Australia and CPA Australia are currently engaged
(separately)in this task.

11. Establish a programor seriesof programs (including the SPAN Broadband
Xchangeproject) to encourageassociationsto communicatethis information
to SMEs to assistthe understanding and take up of broadband and e-
commerceby SMEs.

12. Develop tools and guidelines to enable appropriate comparisonsof e-
commercetechnologyand applicationsby SMEs.
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13. Promote use of the Internet Assistance Program to demystify issues
surrounding hardware, software,accessand speedof theInternet for SMEs.

14. Identify an appropriate authority to develop and implement a
communicationsstrategy to raisethe awarenessof SMEs to the benefits,costs
and risks of digital certificatesfor a diversity of services.

15. Develop a common standard for PINs/passwords for banks to give SME
merchantsmore confidence. NOTE hasarole in this.

16.Promote a culture of security awarenessamongSMEs to:

ensurethat they are awareof any threats; and

to provide mechanisms to enable them to develop levels of security
commensurate with their needs, with particular reference to the
“Trusting theInternet” publication.

Repeatedexpressionof securityconcernsrelatingto the Internetc-commercehas
led (and will continueto lead)to thecurrentlevel ofparanoiauniqueto Australia
thatis inhibiting c-commerceadoptionrates. New technologiescreatenewrisks —

buttheyalsoresolveold ones. SMEsthereforeneedto focuson incrementalrisk.
Potentialc-commerceparticipantsshouldnot abandonthebenefitsfor fearofthe
costandrisks. Businessesneedto takeabusinesslikeapproachto c-commerceby
assessingandweighingthebenefits,cost andrisks beforeacting, andthentaking
reasonablestepsfor securityprotection.

17. Implement a campaign to encourage associations to develop processes,
guidelinesand training for SMEs,to adapt the National Privacy Principles for
useby their SME membersto allay customers’ concernsabout privacy and to
assistthemin adopting businessbestpractice in this regard.

Leverageoff progressachievedby theAustralianRetailersAssociationin
providingaprivacypack,comprisingpracticalexamplesofhow to
maximisebusinessoutcomeswhileminimisingexposure.

AustralianBusinessLimited’s PrivacyToolkit CD ROM, with inputfrom
thebusinessoperator,canbeusedto generateinternalpoliciesto address
theprivacy concernsofcustomers.

18. Establish easily accessibleinformation programs through the ATO, to
addressthe needsof SMEs for up-to-date tax rulings, and clear and simple
guidelinesabout the tax implications for SMEs engagingin c-commerce.

Includeinformationon:

Salestax differences,whichcancauseconfusionin internationaltransactions.

Tax treatmentofexpenditureonwebsitesneedsto beclearlyexpressedto assistin

understandingby SMEs.
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electronicrecordkeepingand managementto ensurecomplianceobligationsare
met under taxationlaws when SMEs engagein c-commerceas a supplier and
buyer.

19. As part of the businessanalysisprocessit is important that further research
be undertaken on understanding how, or even whether, SMEs incorporate
key fmancial calculationsinto their investmentdecision-makingprocesses(i.e.
ROI, NPV, Payback periods, etc.) and whether this has implications for e-
commerceadoption by SMEs.

This mayinvolve introducingSMEs to entirelynewconcepts— generallyonesin
which theywill seeno obviousbenefit. However,theseconceptsarecommonto
largerbusinessesseekingto engageSMEsin theirc-commercesupplychains.

20. Provision for expanded and ongoing support for specific SME research
programs in the c-commerceand IT arena, in particular projects those
funded through theInformation TechnologyOn-Line (ITOL) program.

21. Establish an ongoingprocessofensuring that successfulinitiatives emanating
from these programs are then commercialised within the wider business
community.

22.Establish a processto ensurethat information and knowledgegained through
these projects is shared widely to provide the greatest return on public
expenditure,not isolatedto one-offprojects.

23. Establish a new national benchmark for consumerright to accessto High
SpeedInternet anywherein Australia.

24. State and Local Governments associatedwith each State’s Capital City to
subsidisebroadband rollout and encourageindustry competition.

Establishaprogramwith theBrisbaneCity Council to createa“testing
ground” for howbroadbandcouldberolled-outthroughoutcities and
regionalcommunitiesin Australia.

25. SETEL,with supportfrom othersources,to developa seriesof templatesfor
promotion and distribution to SMEs seeking to raise levelsof awarenessand
understanding of the product and service components of higher bandwidth
and broadband accessin support of c-commerce.

26. Establish a program to promote Government (coversall tiers of government)
demand aggregation and infrastructure development initiatives in regional
and rural areas and to encourage greater participation by industry and
regional action groups in support of c-commerce.

27. Establish a program to encouragelarge industry associationsto aggregate
product and service demand of membersto increasepurchasing power and
market attractivenessin support of c-commerce.

28. In terms of more effectively incorporating issuesof c-commerceinto SME
business analysis and planning, there is an important role that the major
accounting bodies can play (CPAs, ICAA, NIA, NTAA) in helping
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accountants to assist their clients by providing direction and relevant
information to theSME community about c-commerce.

29. Policy objectives for specific industry sectors or businesstypes should be
delivered through direct assistance.

30. Industry associations,and programs such as the SPAN Broadband Xchange,
seeking to inform SMEs on Broadband issues, should be provided with
resourcingand assistancefor awarenessraising activities in the SME sector.
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Appendix ‘D’. Covering letter to SME E-commerceForum TaskforceReport

Theabovereportincludesa numberofrecommendationsaddressingtheperceived
barriersto up-takeof c-commerceby SMEs. Theneedfor an SME c-commerce
forumwasbasedon theperceptionthat asignificantnumberofSMEs, & themajority
ofmicrobusinesses,were“failing” to adoptc-commerce.

TheSME E-commerceForumprojectinvolved an initial Roundtablcfollowed by a
broaderforum in whichthepriority issuesidentifiedby theRoundtablewereexplored
in detail. A Taskforcethendevisedrecommendationsandactionstepsto counterthe
perceivedimpedimentsto fasteruptakeofc-commerceby SMEsin Australia.

Theforumrecognisedtheexistenceofa dynamicIT industry.But did not considerthe
IT industryto be sufficientlyco-ordinatedin relationto addressingtheneedsof SMEs
in c-commerce.A similar lackofco-ordinationwasnotedin relationto many
governmentinitiatives.

Theforum identifiedfourkeyelementsin seekingto determinewhatwasnecessaryto
achievefasteruptakeofc-commerceby SMEs. ThesewereDc-mystification,
Simplification,LeadershipandPromotion.

Keyfindings in thereportwere:

• E-commercefor mostSMEsshouldbe an extensionoftheirexistingbusiness
methods(not areplacement).

• TheSME sectorneedssubstantialencouragementto becomeproductively
involvedin c-commerceatall but thebasiclevels,suchase-mail.

• Efforts to adoptc-commerceshouldnot erodethecorebusinessactivitiesof an
SME.

• Associationscanplay arolein facilitatingtheuptakeof c-commerceby SMEs
via educationandtrainingandpeerinfluence.

• Suppliersmustcontributeto the simplificationofproductsandservices
offeredto SMEs.

• Governments& industryhavearole in dc-mystifyingc-commercefor SMEs.

• SMEsneedto acceptmoreresponsibilityfor theadoptionofc-commerce
within theirbusinessesif theywantindividually tailoredsolutions.

• Training (in bothtechnology& management)is themostsignificant
componentofthiselement.

Outcomesfrom thetaskforcereport:

• Significantemphasiswasplacedon educationandtraining— in both
technology& businesspractices— for SMEs.
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• Focusona self-helpscenariorecognizingthepreferencefor SMEsto do it
theirownway(andin theirowntime!).

• Focuson skilling-upSMEswith abalancebetweenseekingSMEsto behighly
it proficient andrelyingtotally on ‘shrink-wrapped’or ‘plug & play’ solutions.

• Emphasiswasplaced(heavily) on theconceptofa “valueproposition”.
Commonlyreferredto asthe “what’s in it for me?” Syndrome.

• SMEsneedleadership& assistance.

• Thereis significantvalueto begainedfrom far greaterco-ordinationof
governmentinitiativesandreportingofthoseinitiativessothat morecan
benefitfrom theoutcomes.

• Similarly significantvaluecanbegainedfrom co-ordination(andreporting)of
industryinitiatives.

• “encouragement”of industryassociationsto play agreaterrolewasimportant
in the light ofthesuccessesofassociationinvolvementin Y2K andGST
introductionprograms.

SpecificSME needsnotedin thereportwere:

• Not to bedistractedfrom corebusinessactivities— (thereis a greater
likelihood offasterc-commerceuptakein asuccessfulbusinessmode).

• Scaled-down‘big-business’solutionsgenerallydo not work— theydo not
translateinto projectedsavingsandeconomics,aselementssuchasscale,
capitaloutlay andunit costarcvastlydifferent.

• Thevaluepropositionmustappealto SMEsaswell asbig partnersin supply
chain— thebenefitsmustberealizableby bothpartners.

• A preferenceto “do it theirway” (to thecxtçntpossible). A typical SME
responseis that anychangemustbe specific to theirbusiness- which is unlike
all others!

• As SMEscan’tbe ‘herded’,but canbe lead,peerinfluenceis avery important
factor.

• SMEswill participatein training andeducation- whenthetiming andvenue
ofprogramsis suitable.

• SMEswill respondto incentivesrelatingto c-commerceparticularlyif trusted
adviserssocounsel.

• SMEsarcnot averseto newtechnologiesandproceduresprovidedtheycan
seethebenefit(and suchbenefitsneednot alwaysbefinancial).
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Resultsfrom theYellow Pages2002E-businessReportindicateimprovementin
statisticsconcerningall stagesofc-commerceuptakeby SMEs. We canseehigh
levelsofcomputerownershipandusageofe-mail,areasonablelevel of internet
connection— mainly dial-up- andaboutonethirdofSMEshavewebsites.Broadband
accessdoesnot equatewith the‘valueproposition’conceptfor mostSMEs.

• Procurement— substantialrise,but still only 41%

• Payments— upsubstantially,but still only 40%

• Selling— goodincrease,but low at29%(maynot applyto manysmaller
businesses)

• Receiptofpayments— goodincrease,but low at 26%

Conclusions

Furtheraccelerationofc-commerceuptakeby SMEsis desirable.Particularemphasis
needsto beplacedon training & knowledge— including theneedfor skilled staff— by
SMEs. Howevermuchmoreworkneedsto be doneif SMEsareto beencouragedto
embracec-commercein amoresubstantialwayandthusrealizetheirstatedpotential
in contributingto theeconomyon agreaterscale.

Therecommendationscontainedin theSMEtaskforcereport(to accelerateuptakeof
c-commerceby SMEs)needto beheededby all partiesif futuresurveyresultsareto
showamajorrateofimprovementin theuptakeofc-commerceby thesebusinesses.

I thereforerequestthat youassistin “creatinga choirofvoices”in seekingto
persuadeall interestedpartiesincludingGovernments,industryandassociationsto
implementtherecommendationsembodiedin this report.

EwanBrown (ExecutiveDirector— SETEL)
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