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EXECUTIVE SUMMARY

The Australian telecommunications network is a fundamental building block central to the economic health and prosperity of the nation and to the quality of life enjoyed by all its citizens.  This is as true for rural and regional Australia as it is for metropolitan Australia.

The performance of this network should be assessed against its ability to support and promote the use of innovative, state of the art and cost-effective services by public sector, private sector and residential consumers.  A focus on measures such as ‘adequate’, ‘reasonable’, ‘comparable’ and even ‘equity’, important as they are, runs the risk of acceptance of an outcome that is mediocre and reflective of lowest common denominator service levels.

In principle, the advent of high-speed broadband technology creates a new window of opportunity to secure a quantum shift in the delivery of services to rural and regional Australia.  Realisation of this potential, however, is not just a matter of improving the performance of the Australian telecommunications network; it is also dependent on due attention being given to addressing existing regulatory impediments, shortcomings in program delivery arrangements and funding constraints.  Targeting any one element in isolation of the others will result in sub optimal outcomes.

This submission, therefore, goes beyond an assessment of current network performance to examining the potential for changes in these related areas.  In particular, using the compelling example of how high speed broadband solutions can substantially improve the quality of health care and education in rural and regional Australia, it proposes an integrated policy framework involving changes to current regulatory, program administration and funding arrangements.

Underlying core assumptions in the proposed approach are (i) the ongoing ‘natural monopoly’ nature of telecommunications service delivery in parts of rural and regional Australia, (ii) increasing reliance on good telecommunications services in the delivery of government programs, (iii) continuing budgetary pressure to ‘do more with less’ and (iv) the unique position of the public sector as a major consumer of telecommunications services in rural and regional Australia.

The key proposals are (i) use of commercial incentives rather than regulatory compliance, (ii) investment of public funds in program delivery rather than infrastructure development, (iii) integrated exploitation of the public sector’s financial leverage, as a major purchaser of telecommunications services in rural and regional Australia and (iv) the creation of regional broadband franchises.

This represents substantial change and, based on past experience, will not be easy to achieve.  This submission proposes steps that can be taken in the telecommunications sector as part of a wider, integrated policy package.
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1.
Introduction

There is a gap between the services the Australian telecommunications network delivers and the minimum service levels and prices that community and business expect to be available.  The size of this gap depends on what is understood by “adequate services” and “reasonable, comparable and equitable access”.  The definitions of these terms vary over time and depend on changes both in the supply of telecommunications services and in the use of, and demand for, telecommunications services.

For example, what was deemed to be adequate six years ago is not rated as adequate today.  In 1996 the Standard Telephone Service Review Group established by Minister Alston recommended that by the year 2000, a digital data capability should be reasonably accessible to all Australians on an equitable basis, wherever they reside or carry on business.  This capability was defined in terms of being comparable to that currently offered by ETSI ISDN services (around 64kbps).

In 2002, however, ISDN is increasingly seen to be yesterday’s technology, and this Inquiry is itself focussed on broadband services (assumed to mean a minimum download speed of 256kbps), which may replace ISDN as the minimum service standard that should be ubiquitously available on demand on an affordable, equitable basis.  But even now symmetric 256kbps is inadequate for health and education services in rural and regional Australia, where there is a high dependency on video and multimedia applications.

The reason for this is straightforward.  As technology improves, costs reduce and new services are offered, inevitably consumer expectations concerning minimum services levels, standards and prices increase.  6 years ago a rural community may have been satisfied with access to a satellite-based ISDN service; today that same community would most likely be concerned that the price of that service is too high compared to an ADSL service in a metropolitan area.  This can be seen in a number of the submissions to this Inquiry that concern the disparity between metropolitan and rural areas in the provision of services that were not available anywhere six years ago. 

At the same time, demand side needs have increased very significantly.  With the continuing withdrawal of face-to-face services from rural Australia (eg. closure of bank branches in rural areas; fewer teachers and doctors working in rural areas; businesses moving to larger population centres), improvements in telecommunications technology have the potential to enable the realisation of substantial improvements in the delivery of essential services.   For example, the provision of high-speed broadband links will facilitate the use of multimedia and high quality video applications to supplement the loss of face-to-face services, particularly in the areas of distance education and Telehealth, thereby giving access to specialist services now only available in metropolitan areas.

It is perhaps ironic that, although broadband technology has emerged just in time to be able to play a vital part in closing the gap caused by the withdrawal of other services, the lack of ubiquitous availability of affordable access to that same technology serves to reinforce even more the gap between metropolitan and rural Australia.

A superficial response to this would be for the Federal Government to mandate Telstra, the universal service provider, to provide a wider range of services that included ADSL.  This would, however, merely be a stopgap measure that would require further action by government at some future date.  In another six years time, a 256kbps ADSL broadband service will be inadequate for residential users.  It is already deficient in many industry sectors and government.  For example, already there are rural e-health applications that need symmetric 1 Mbps broadband infrastructure.  Without specific ongoing regulatory intervention initiatives, history suggests that under current industry and funding arrangements telecommunications carriers will not keep pace with the increasing demands and expectations of rural Australia.  As a consequence the gap will continue to widen.

This submission suggests an alternative approach that capitalises on the evolution and growing maturity of the telecommunications industry and changing demand side requirements and modus operandi.  It proposes a more organic, self-sustaining system that includes a regular review of minimum service levels, and arrangements that promote a more cost-effective deployment of scarce private and public sector funds, whilst providing the capacity to continuously enhance services delivered to rural and regional communities.

In developing this alternate approach, the submission draws on the research work undertaken by Network Insight into rural telecommunications in Australia.  At Attachment A is a copy of its report, that includes a research paper on rural telecommunications policy reform and a record of a ‘Roundtable’ at which senior executives from all sectors of the telecommunications industry explored the need and scope for regulatory reform.

This submission also uses developments in e-health as an example of the rapidly emerging sectoral requirements for high-speed symmetric broadband services in rural Australia that need to be addressed now.  Attachment B provides an overview of the potential that exists for improvements in the delivery of rural health services through use of broadband technology.
The dynamic, symbiotic relationship between supply side capabilities, current uses and evolving demand side needs is a central feature of this submission.  An integrated approach is needed to ensure that all Australians will have reasonable, comparable and equitable access to broadband services and to public services dependent on the provision of high-speed broadband services.

2.
Shortcomings in current arrangements
There is scope for making changes in both the supply and demand sectors to bring about improvements in the level and quality of rural telecommunications services and to reduce the ‘digital divide’.

Supply sector (telecommunications industry) 

Current supply side arrangements have created significant impediments to the realisation of improvements in rural telecommunications services (see Section 5 Part III, Attachment A) and in the delivery in rural areas of quality public sector services that are increasingly dependent on high-speed broadband infrastructure.

First, Telstra has been the predominant recipient of one-off grants allocated through schemes such as Networking the Nation (see Box 7, subsection 5.1, Part III, Attachment A).  In a similar way, Telstra’s exclusive access to the USO subsidies provided Telstra with a revenue stream not available to its competitors.  This has discouraged competition.  Rural markets were already less attractive to new entrants because of lower population densities and higher infrastructure costs; but in addition to this, and the challenge of competing against a well entrenched incumbent, the allocation of additional financial grants and subsidies to that incumbent further disadvantaged aspiring new entrants.

Second, in this absence of effective competition there is little commercial incentive for Telstra to supply more than statutorily defined minimum services – unless their provision met Return On Investment (ROI) targets (which, given the higher cost of providing services and lower revenues in rural Australia compared to urban areas, could make them unaffordable).

Third, the USO administrative arrangements resulted in a significant diversion of scarce resources across the industry to a complex and contentious technical debate about the cost of supplying rural telecommunications services, and away from investing in the provision of new services.

Fourth, in a dynamic industry sector of rapidly changing consumer expectations and in a market where there is very limited competition, reliance on regulatory intervention has proved to be a poor mechanism for motivating carriers to respond to consumer needs in a timely manner.  For example, it is only with the implementation of the Extended Zones tender this year that ubiquitous access to untimed local calls has been achieved, although this has been a policy objective for over ten years.

Finally, in a risk-averse economic climate, carriers are more likely to focus on competing in high revenue markets where the capital investment requirements per customer are lowest, sometimes leading to significant duplication of infrastructure and oversupply.  Rural markets, where arguably broadband services could enhance the social and economic environment just as significantly, are characterised by lower revenue streams and higher capital cost than urban markets, and will therefore find it harder to attract scarce investment funds.  In this way the digital divide widens.

Demand sector (government, business and residential consumers)

Telecommunications services are becoming more commoditised, particularly in higher population density areas where there is more effective competition than in rural areas.  In such markets, carrier behaviour can be more influenced by consumer demand.  In rural Australia, however, there has been a shortfall in (i) the public sector exploiting its substantial (and increasing) demand for telecommunications services, (ii) business and residential consumers being able to exercise any significant commercial leverage and (iii) the Federal Government using regulatory measures to motivate telecommunications carriers to be more responsive to business and residential demands for improved and innovative services.

Public sector demand Federal, state and local governments are major users of telecommunications services and either directly or indirectly have control over substantial levels of funding for those services.   
Yet so far there has been limited success in establishing a co-ordinated, integrated strategy across all three levels of government to use their combined purchasing power as leverage to maximise improvements in telecommunications services in rural Australia.  For example, USO subsidies are allocated quite independently from the telecommunications expenditure of state health or education departments.   Also, state budgets can not anticipate the outcome of Networking the Nation grant applications from rural communities, therefore an integrated network for public sector program service delivery does not exist.    There is thus scope for more cost-effective outcomes to be achieved even within the existing levels of government funding and industry subsidies.

This lack of an integrated strategy is also becoming increasingly significant as the potential increases for the use of broadband services in the cost-effective delivery of a range of public sector services.  For example:

· In the health sector Telehealth networks, using high quality video conferencing and digital image transfer facilities, can harness the specialist skills and resources of urban hospitals and centres of excellence and thereby enhance access to a wide range of valued services, clinical support and professional development for rural communities.  This would ensure the provision of equitable access to safe and sustainable services to rural and remote areas of Australia.

· In the education sector, investments in infrastructure to provide lifelong and equitable learning opportunities for all Australians, are also providing significant export market development opportunities.

Unfortunately, service development opportunities in these sectors are constrained by the limited availability and affordability of broadband services in the areas where they would have the most positive impact.    
In addition, the lack of effective demand side influence over the services provided by telecommunications carriers stifles innovation and the development of advanced on-line applications that will lead to an improvement in the delivery of public sector services in rural Australia.  Better co-ordinated and planned acquisition of telecommunications services by government could lead to a more cost-effective supply of services by the carriers.  For example, aggregation of the needs of the health, eduction and local government sectors could lead, in principle, to better dimensioning and supply of a common, shared telecommunications infrastructure and the development of innovative applications, which could also positively change the fabric of rural economies.

Private sector demand  A rural community has little negotiating leverage with Telstra and little knowledge about the provision of new telecommunications infrastructure and the price of new services.  This is compounded by there being substantial commercial impediments for a new player wanting to enter the rural market.  Similarly, small to medium business enterprises and residential consumers have little control over the telecommunications services that a carrier decides to offer to them and, to date, have benefited little from state government demand aggregation and infrastructure sharing strategies.

Regulatory demand  The Federal Government controls the supply of standard telephone services.  Historically this has been funded through industry reimbursement of Telstra (the universal service carrier required by the Federal Government to supply these services) of the losses it incurs in meeting these statutory obligations.  As outlined in the research paper, however, compliance measures do not necessarily deliver optimal outcomes (see subsection 6.2, Part III, Attachment A).  In addition, the reimbursement of Telstra’s USO losses is not linked to any performance targets.  This is a missed opportunity.  The Federal Government could use its control over USO arrangements and the related substantial revenue stream (about $250 million per annum) as leverage to secure the supply of better telecommunications services.

Demand substitutes  As a consequence of the above shortcomings, the Federal Government has used regulatory strategies that act as demand proxies, for example the Customer Service Guarantee, the prescription of the standard telephone service and the price control regime.  Each of these interventions introduces inefficiencies into the industry in terms of (i) the extra cost of regulatory oversight, (ii) carriers potentially defaulting to service minimisation strategies and (iii) delays in service level improvements as they become contingent upon Federal Government intervention.

These shortcomings, in turn, hold back the development of innovative solutions for improving the delivery of public sector services in rural Australia.  A ‘minimalist’ service provision strategy and delays in the introduction of new services, will compound a lack of knowledge by the health and education sectors about emerging new technologies and what applications they might support.  There is little incentive for a carrier to contribute this knowledge if it is not in the carrier’s commercial interests to enhance its network to support the new applications, or to facilitate the sharing of infrastructure.

The scope for change

The shortcomings that are observed in both the supply and demand sides of the telecommunications market, together with the reducing cost of, but increasing demand for, telecommunications services provide much scope for introducing new ways of achieving the policy objective that “all Australians may obtain access to adequate telecommunications services” on an ongoing sustainable basis.

3.
The foundation for reform
Reform is difficult to implement.  Any reform strategy must capitalise on existing strengths in the industry to stand a chance of success.  In this regard, there are a number of initiatives and industry sector features that could, in theory, provide a robust foundation for reform: government as an anchor tenant; government as regulator; technological convergence; latent demand for services; and carrier business drivers.

Anchor tenant

Governments are major purchasers of telecommunications services.  The public sector is a commercially attractive (and expanding) market for carriers.  In principle, there is therefore scope for federal, state and local governments to act jointly as an ‘anchor tenant’, using competitive tendering to award to a carrier high-value integrated contracts covering the supply of the telecommunications needs, aggregated across all levels of government.  Tender selection criteria could also include the supply, on demand, of a specified level of telecommunications services to business and residential consumers.

The full potential has not yet been realised.  Optimum results are dependent on  co-operation across three tiers of government, competitive prices based on aggregated demand, the private and residential sectors benefiting from the public sector’s commercial leverage, the implementation of shared infrastructure solutions and overcoming the legacy of uncontested monopoly service provision. 

Regulation

The Federal Government has the ability to regulate what subsidies for the supply of telecommunications services should be made available to which carrier, and to link the payment of these subsidies to the achievement of performance targets.  This could be done through the allocation of exclusive regional USO franchises, on a similar basis to the recent tender for $150 million to supply untimed local calls in Extended Zones that included exclusive access over a three year period to the USO subsidies for those regions.  A USO franchise could also include an ‘anchor tenant’ contract for government telecommunications business for the region covered and any other one-off grants for infrastructure development (such as those allocated through the Networking the Nation scheme).

Technological convergence

The emergence of converging technologies provides the potential for the first time for one common delivery platform to be used to achieve economies of scope and scale in the delivery of a wide range of government services.  This could facilitate a ‘whole of government’ approach.  For instance high capacity shared broadband infrastructure could be used to deliver education, health, local government, community, entertainment and telephony services, each of which would deliver to the common carrier a significant revenue stream in its own right.

Latent demand

The health and education sectors provide ample evidence of the demand that already exists for the delivery of public services using broadband technology.  For example, the Commonwealth Government is making significant investments in E Health, including the National Electronic Health Record (Health Connect), and the National Electronic Prescribing Record, (Better Medication Management System).  These two applications alone will require significant investment by each state and territory in broadband infrastructure.  As recently as 9 August 2002, the NSW State Government announced a $4 million telehealth initiative covering 43 new health facilities, including 11 new clinical services

In addition to this, the demand for Telehealth services to supplement the lack of face-to-face specialist services to the bush is increasing annually.   Telehealth plays a vital role in the attraction and retention of rural health professionals to rural and isolated locations, where they can be provided with vital clinical supervision, collegial support and ongoing professional development when Telehealth facilities are made available.    States and Territories can demonstrate savings in Patient Transport budgets, where the investment in Telehealth Networks avoids high cost patient transfers, and enhanced patient outcomes from earlier interventions made possible by access to online specialist consultations and remote case reviews.    

Similar examples exist in Education, where significant investments made in online program delivery is not only ensuring equitable access to a wide range of tertiary institutions and courseware, but is also providing valuable export opportunities for the same products and content.   

Demand in the SME sector is less well developed but, like the exponential growth in mobile phone uptake during the 1990s, it is expected to increase very significantly once perceptions of high price and technological complexity are addressed and there is greater awareness of the benefits that the use of broadband can deliver.

Similarly, with the price of ‘entry level’ high speed broadband access now being comparable to the price of dial-up internet access, broadband uptake in the residential sector is expected to grow substantially over the next few years as consumers become aware of the superior service that broadband offers.

This is a growth market with strong demand for services.  With industry estimates already suggesting a broadband market size of at least 2 million customers in 2005 (up from 250,000 customers as at March 2002), annual revenue from broadband services will grow over this period from an estimated $250 million to $2 billion.  This estimate could increase further if the latent demand for symmetric (not ADSL) service to support telehealth, distance education, electronic court networks and advanced commerce applications is met.

Carrier business drivers

There are a number of regional telecommunications carriers able to supply a range of communications services delivered via new broadband infrastructure.  These include Agile Telecommunications, Neighbourhood Cable and TransACT.  Their very existence points to the potential for a robust broadband market and competitive interest in anchor tenant contracts, USO franchises and other telecommunications infrastructure grants in these carriers’ regions.

4.
Hurdles
At the same time there are important issues that would need to be addressed in implementing reforms that take advantage of the above government initiatives and industry features: achieving effective federal/state/local government co-operation; avoiding the shortcomings of the monopoly provision of services; meeting the continuing demand for increasing service levels; minimising the investment risk; and cost.

Inter-government co-operation

Co-ordinating the telecommunications service requirements of three levels of government and across a range of private and public sector services would be a complex task.  It would cross Federal/State responsibilities and would require careful management and accountability arrangements. Nevertheless, it offers the potential for the more cost-effective use of public funds through governments exploiting their unique purchasing power and regulatory functions.
Monopoly provision

An exclusive franchise for public sector telecommunications business, USO subsidies and infrastructure grants will attract competitive responses in a region and overcome dysfunctional legacies of the monopoly provision of services.  This can be implemented through (i) the use of term contracts of up to, say, three years, (ii) the introduction of performance targets, and (iii) the use of competitive tendering arrangements to maximise the service offerings of the successful carrier over the term of the contract.  After 30 months there could then be a review process for the next contract.  This should introduce a commercial discipline that should help motivate a carrier to perform at an acceptable level during the term of a contract and avoid dysfunctional monopoly practices.

Increasing consumer demands

As discussed earlier in this submission, in a dynamic and robust telecommunications market, consumer demands have consistently tested the ability of the Federal Government to act in a timely way.  For example, over the last six years as consumer expectations have increased, the issue of digital data services has been examined no less than four times: the Standard Telephone Service Review Group in 1996, the ACA Inquiry in 1998, the Besley Inquiry in 2000 and now this Senate Inquiry and others in 2002.  With a term contract arrangement, minimum service levels could be routinely examined and respecified every three years as part of the ‘anchor tenant’ tender specification.  The existence of a review schedule should reduce the need for costly inquiries and provide a vehicle for the systematic, objective examination of this complex issue.

Investment risk

Term of reference (c) addresses the issue of attracting sufficient investment to achieve adequacy of services in the Australian telecommunications network.  In less populated areas that have higher infrastructure costs and lower revenue levels, investment risk is seen to be higher.  In such areas duplicate infrastructure may be an inefficient investment, yet without the dynamic pressure of competitive forces to stimulate market growth, investment in extending a monopoly infrastructure may not meet ROI targets.  Consequently there may be no investment in upgrading infrastructure.

The allocation of public funds to infrastructure developments projects does little to reduce investment risk, as it will still be dependent on new revenue streams that may or may not be realised.  On the other hand the alternate option of allocating these funds through public sector programs such as health and education will reduce the investment risk for carriers as substantial new revenue streams will be guaranteed on a contractual basis.

Cost

Central to any proposal for the provision of a new service is the question of cost.  If technically a service can be supplied, then its commercial viability is dependent on whether the price charged for the service is prohibitive and, if so, whether it should be subsidised in some way.  Aggregated government demand, increasing consumer demand and lower investment risk are all factors that should contribute to a lowering of cost, and therefore price.  In addition, tendering processes could lead to commercial decisions by suppliers to reduce prices further.

Having applied these various market mechanisms, if there is still a gap between what the consumer is prepared to pay and the price charged by the supplier, then the government needs to decide whether some form of subsidy is justified on the basis of the benefits it will deliver.  The subsidy could be implemented through a price cap imposed on the supply of broadband services, with the gap between supply cost and price refunded through USO arrangements or a one-off grant. 

5.
Reform options

Any new regulatory and other measures introduced to ensure that all Australians may obtain access to adequate telecommunications services should be (i) sustainable, (ii) responsive to increasing consumer demands, (iii) cost-effective, (iv) less reliant on ongoing government intervention and (v) implementable.

In the long term for the reasons already outlined in this paper and the Network Insight report at Attachment A, current arrangements are deficient with regard to sustainability, responsiveness, cost-effectiveness and reliance on government.

Two alternative approaches (one with a ‘supply-side’ focus, the other a ‘demand-side’ focus) are considered in this submission.

The first is the establishment of a common infrastructure carrier that manages the Customer Access Network (CAN), and thereby provides all Australians, wherever they reside or carry on their business, with reasonable access on an equitable basis to a prescribed set of telecommunications services (including the provision of broadband services on demand).  In addition, this common carrier would provide all other carriers with open, regulated access to the CAN.  This could be achieved through the structural separation of Telstra, with minimum service levels and the regulation of access arrangements to be determined by the Federal Government, supported where necessary by infrastructure development grants.

Conceptually this is a ‘Field of Dreams’ or a ‘Build it and they will come’ strategy.  It places the building of appropriate infrastructure as the primary prerequisite policy initiative to bring about the establishment of an adequate broadband network in Australia.  In support of this approach, advocates point to the avoidance of investment in duplicate infrastructure and the benefits of an open access regime that will enable other carriers to compete effectively in the delivery via the CAN of enhanced services to all Australians.

The second option is the creation of three year regional broadband franchises, awarded through competitive tender, and with exclusive rights in a region to (i) receive USO subsidies, (ii) supply symmetric high speed broadband services for nominated public services across all levels of government, (iii) receive any government communications infrastructure grants, and (iv) roll out new telecommunications infrastructure on new ‘greenfield’ sites.

In return for these rights, in addition to its contractual commitments, the regional carrier would have the obligation to supply USO and broadband services as defined in the franchise specification, on demand, to all in the area at prices comparable to metropolitan areas. 

Conceptually this approach rejects the need for direct government involvement in infrastructure development and assumes a robust, mature market place where demand can be used as the primary factor for motivating carriers to roll out infrastructure and services.  Public funds that might otherwise be directed towards infrastructure projects would instead be allocated to specific public sector programs to acquire improved telecommunications services.  In support of the approach, advocates point to the more cost-effective use of public funds and better consumer control over the services supplied by carriers.

Each strategy is assessed below against the five criteria listed at the start of this section.

6.
Common infrastructure carrier
The main benefits of establishing a common infrastructure carrier that manages the CAN would be (i) the avoidance of unnecessary duplication of infrastructure, (ii) the ability to align an infrastructure roll out strategy with any national broadband agenda that might be set and (iii) the establishment of an open access technology platform that would be the foundation for any service providers to use to compete in the delivery of enhanced and value added services.

There would be serious shortcomings, however, in this approach that would parallel the shortcomings of the single carrier environment prior to 1991 and that have stimulated the adoption of the program of micro-economic reform in the industry over the last 15 years.  The establishment of a common infrastructure carrier could thus be a backward step, particularly when the market is now far more commercially robust and dynamic.

Sustainability

There would be no commercial pressure on the common carrier to respond to changing market conditions, as it would have a de-facto monopoly in the provision of access to the CAN.  In addition there would be the potential for feuding between service providers and the common carrier providing access to the CAN about (i) the cost, technical design and logistics of that access, (ii) the common carrier’s network improvement schedule and (iii) the quality of service provided.

In practice this approach would be no more sustainable than the current arrangements.  Inevitably there would be a continuing need for regulation of access arrangements and associated disputes, and for mandating minimum services to be provided by the common carrier.

Responsiveness

In a rural market where there are lower revenues and higher infrastructure costs than in a metropolitan market, there may be few commercial incentives for the common carrier to invest in upgrading its infrastructure so that service providers could provide enhanced services in response to increasing customer demand.

In fact consumers might find they would have less leverage over the supply of new services compared to current arrangements, as the common carrier would be restricted to a wholesale role, with no direct contact with consumers.  This could lead to greater reliance on regulatory measures by the Government to ensure that adequate services continue to be provided (noting that the definition of ‘adequate’ would expand over time).

This approach would be no more responsive to consumer needs than the current arrangements.

Cost-effectiveness
Service providers would have no control over the infrastructure costs of the common carrier.  Government would have no control over those costs other than through regulating access prices.  Nor would there be any effective control over maximising the cost-effective application of any infrastructure grants made by government.

Further, imposing artificial constraints on the services the common carrier could supply introduces its own inefficiencies.  For example, it would limit the carrier’s ability to obtain cost savings from vertical integration and it would impose an additional administrative layer in the supply of services to the consumer.

This approach would therefore be unlikely to introduce any new financial or commercial discipline, compared to current arrangements, that would lead to the more cost-effective roll out of infrastructure.  As outlined above, it could in fact introduce its own cost inefficiencies.

Government intervention

Regulation would be the proxy for competition that the Federal Government would need to rely upon in order to ensure minimum services, reasonable access prices and infrastructure roll out schedules.  The establishment of a common infrastructure carrier managing the CAN could therefore lead to a greater level of government intervention in the event that the common carrier failed to align its operations with any national broadband agenda.  Any shortfall in the common carrier’s infrastructure schedule would then be a matter for higher access charges to be levied on service providers or further allocation of scarce public funds.  

This is no different to current arrangements – Telstra could be mandated to provide to all Australians a higher level of service through USO arrangements, with the resulting costs then being shared between all carriers.  Alternatively the Government could make a special grant, as it did in the case of providing $150 million to ensure all Australians had access to untimed local calls.

There is thus no additional benefit, in the form of a reduced level of intervention by government, arising from the establishment of a common infrastructure carrier.  On the other hand it could lead to an increased level of regulation being required. 

Implementation
The costs, logistics and complexities of introducing structural separation are daunting and beyond the scope of this submission. 

Summary
Structural separation and the establishment of a common infrastructure provider in rural areas where a natural monopoly might still prevail are intuitively attractive options.  As outlined above, however, this strategy would not fundamentally address deficiencies in the current arrangements and, in some cases, could exacerbate those deficiencies.  This is only to be expected in a strategy that is, essentially, still a supply side solution that is primarily contingent on the availability of further government funding to improve telecommunications services.

The dynamics of the evolving communications market are such, however, that new policy initiatives are needed.

7.
Regional broadband franchises
The main benefits of introducing a system of regional franchises to become the regional USO carrier and to supply broadband services to the public sector on a ‘whole of government’ basis are that this approach would (i) promote a more cost-effective use of public funds and industry subsidies, (ii) motivate the regional carrier to perform above minimum requirements, (iii) improve the quality and range of public sector services in the region, (iv) give consumers greater influence over the range and quality of services supplied by that carrier, and (v) allow standards and comparisons of quality of service levels and carrier innovation to be compared across franchises.

This approach assumes that de-facto natural monopoly conditions exist in the supply of CAN services in rural Australia, but relies on contractual rather than regulatory tools, and incentives rather than regulatory compliance, to motivate carrier behaviour.  An analysis of the relative merits of these two approaches is contained in section 6, Part III, Attachment A, with the suggestion (see “Incentives: Is there a middle ground?”, Part I, Attachment A) that an incentives approach might be the more appropriate strategy in today’s dynamic and converging communications market.

Sustainability

With a fixed three year term for the franchise, there would be ongoing pressure on the carrier to perform at an acceptable level in order to retain the franchise at the end of the three year period.  This could apply particularly in regional areas where a local carrier has become established.

This would deliver a substantial benefit in comparison to existing arrangements, where reimbursement of USO losses is not contingent on performance targets being achieved and there are no financial incentives to improve service levels beyond the minimum required.

Responsiveness

A three year contract period would provide a timely and systematic framework for assessing carrier performance and the need to upgrade minimum service requirements, in response to consumer feedback on the regional carrier’s performance and consumer demands for new services.  It should also lead to carriers committing to provide more than minimum service levels in their tenders for the franchise, and to the successful carrier later being able to demonstrate an ongoing responsiveness to consumer demands when seeking to renew its franchise three years later.  Its performance could also be compared against that of another franchisee in another region.

This contrasts with current arrangements whereby there is no mechanism in place to review minimum services as a matter of routine and no effective market pressure on the USO carrier to increase the level of services provided in response to consumer demands.  As a consequence, consumers rely on government to fill the gap and to subsidise new rural telecommunications services such as broadband.  Typically this strategy is either unsuccessful or slow in producing results.

Cost-effectiveness
A government anchor tenant contract could lead to the carrier being able to exploit economies of scale through using broadband technology as the single ICT platform, and to the various government agencies being able to reduce the cost of program delivery and increase the range and quality of services made available to clients.

Shared infrastructure, complementing access to a special government price for telecommunications services, should facilitate a number of public services utilising a common telecommunications high speed broadband infrastructure.  For example, the programs funded by the recent National Communication Fund (NCF) grants have the potential for shared infrastructure to be used in the delivery of health and education services in rural and regional Australia.

Government intervention
Government involvement in the day-to-day provision of telecommunications services in rural Australia should reduce as a consequence of (i) the regional carrier having the responsibility for optimising network design, roll out and operations to meet the requirements of its anchor tenant, (ii) a reduction in the need for subsidies and grants as a consequence of capitalising on the effective operation of market forces, (iii) regulators not needing to become involved in CAN access disputes and (iv) an agreed schedule for reviewing minimum service requirements.

A contractual focus for government action would compare favourably with current reliance on regulatory tools, that foster inefficiencies in the telecommunications industry.  A three year forward looking contract cycle should provide industry with greater planning certainty compared to the commercial unknowns arising out of reactive regulatory intervention by the Federal Government in response to anti-competitive market behaviour and political crises.

Implementation
An incremental approach, building on existing initiatives, has a better chance of success than radical change, particularly when the scope for reform straddles complex issues such as inter-governmental cooperation, the adoption of new technology, the emergence of new services, high investment requirements, regulatory reform, industry resistance and financial constraints.

Accordingly, as a starting point for this reform program, a number of options could be explored:

i)
In a selected region, a broadband government service franchise could be created, encompassing the role of exclusive universal service provider and the supply of high-speed broadband services for nominated departments (to be identified by the relevant State Government).  The franchise could be for three years and allocated by competitive tender.  The $150m Extended Zones tender could provide a template for this.

ii)
To the extent that one-off grants continue to be made available by federal and state governments for infrastructure development in a region, then they should be allocated as part of a regional franchise.

iii)
A selection criterion for the franchise could be the commitment (price, speed, service quality) a tenderer is prepared to make to rolling out high speed broadband services, on demand, to residential consumers.

iv)
A condition of the regional franchise could be that the franchisee must provide open access to its network, noting that the network is part funded by the USO levy to which all carriers contribute (or, USO payments could be made contingent on performance goals being met by the franchisee).

v)
A Broadband Advisory Service could be established.  This could be jointly resourced by federal and state governments, and provide technical, commercial and operational assistance to a community seeking help in determining, specifying, acquiring and implementing broadband services.  This could draw on elements in the UK online Action Plan, such as Regional Broadband Units and Broadband Brokerage services (see Attachment C).

vi)
Public/private sector partnerships could be encouraged with the aim of attracting investment into the local economy through broadband rollout.

vii)
The success of the regional franchise strategy could be assessed after 30 months to determine the ability of the franchisee to meet the demand for emerging services and whether subsidy levels need to be increased.

8.
Conclusions

The arrival of broadband technology not only fosters convergence within the communications and IT sectors, but also creates the opportunity to exploit synergies in the delivery of a diverse range of valuable public sector programs.  More significantly, however, it has come at a time when there is a need for developing new strategic responses to the challenges of the new economy.

What is proposed in this submission is not completely new or that radical.  Governments have already piloted elements of this strategy in a number of unconnected initiatives.  For example:

i) In the selection of Optus in 1991 and Vodafone in 1992 the Federal Government first used competitive tendering processes to obtain contractual commitments from those carriers to roll out telecommunications services in regional Australia.

ii) A start has been made by state governments on using aggregated demand to negotiate improved prices in the supply of telecommunications services to all government departments.

iii) In 2000 the Federal Government commenced two USO contestability pilot studies to attract competition into the provision of USO services in regional Australia.

iv) In 2001 the Federal Government used the incentive of $25 million to obtain contractual commitments from carriers to roll out mobile phone coverage on rural highways.

v) In 2001 the Federal Government used the incentive of $150 million in the Extended Zones tender to attract commercial commitments from carriers to improve regional telecommunications services.

vi) In 2001 the Federal Government announced a $600,000 grant to the Film Industry Broadband Resources Enterprise (FIBRE) to assist FIBRE to work with production and post production houses and with telecommunications carriers to develop and implement a demand aggregation case for an industry broadband network.

vii) In 2002 the Federal and State Governments have jointly committed to telecommunications infrastructure projects to deliver improved health and education services to local communities in most states and territories. 

These initiatives represent departures from traditional compliance strategies used to promote the development of modern, world class telecommunications infrastructure in Australia.  So far they have been initiated in isolation of each other, without any rigorous, consistent or strategic national policy framework. 

This submission proposes a new, integrated, matrix approach to combine the upgrading of Australia’s telecommunications infrastructure and services with a restructuring of, and improvement in, the delivery of key public services to rural Australia, consistent with the emergence of the new E-economy.

Resolution of one of the most prominent features of the digital divide (lack of affordable broadband services) provides the seeds for resolution of one of the most prominent features of the geographic divide (withdrawal of key government services).  It is only through a nation-wide integrated broadband strategy that these solutions can be implemented.

Attachment A

Network Insight report “Rural Telecommunications Policy Reform”

To be found at http://www.ni.rmit.edu.au/pdf/ruralcomms.pdf.  Also attached as a separate document.

Attachment B

Telehealth and On-Line Health and Community Services available in each State and Territory

Background

Telehealth Networks have been developed by State Governments in New South Wales, Queensland, Western Australia and Tasmania to address inequities in access to health and human services for rural and remote communities.

Most of the state government networks have been developed utilising Telstra’s ISDN network and consist of 2 to 6 ISDN channels providing up to 384k bonded service which has the following limitations:

· High recurrent costs

· High call costs

· Location based infrastructure

· Duplicated infrastructure for voice, video and data  

· Expensive and relatively non scalable

· Small choice of end-point units

· Limited sharing of infrastructure capacity with local communities

· Limited campus-wide solutions

 
The ideal infrastructure for Telehealth would include the following features:


· Minimum 1Mbps symmetric service to rural communities

· Shared infrastructure and recurrent costs

· Low call costs

· Location independent infrastructure

· Combined voice, video and data carriage

· Scalable as demand for services increase

· Unlimited devices attached (end points)

· Mobile solutions (wireless video to the bedside)

Below is a small snapshot of a varied range of services that are relying on these narrowband networks to enhance services to rural and remote areas of Australia, but where utilisation is limited due to the high call costs and monthly line rental costs.  This represents the tip of the iceberg with regard to what could be delivered using symmetric high-speed broadband services.

Telehealth Wound Management/Dermatology Clinics

Aged, Diabetic and Burns patients living in remote communities have reviews and information updates on the latest dressings, ulcer management, complex burns, cuts, skin infections, ulcers and pain management procedures.    The ability to access a specialist wound management clinic remotely avoids excessive travel for frail, elderly, diabetic and burns patients whilst increasing the skills of rural health professionals involved in their care on the latest wound and pain management techniques.   In NSW a Telehealth Diabetic Foot Ulcer Clinic is making significant inroads into the up-skilling of rural and regional health professionals to provide local treatment for complex ulcers. 

Community Nutrition

Access to a Dietician for Community and Individual Nutrition Consultations is available regardless of the distance from a Nutrition Unit in a remote Hospital or Community Health Centre.   Eating disorders can be overseen remotely with dietary information and supervision provided via the use of extensive Telehealth Networks. 

Cardiology (Case reviews between urban and rural hospitals and GPs)

Specialist Cardiology services are becoming increasingly harder to attract to rural and regional areas.      By utilising high speed, high quality networks for image transfer and video conferencing, specialists can undertake complex case reviews utilising multi-media facilities scarce specialist resources and valuable skills can be accessed regardless of the location of either the client or the health professionals.   High costs limit access to this service in some locations.

Palliative Care Network

Terminally ill patients living almost anywhere in Tasmania can from the comfort of their local rural health facility, be linked to a Palliative Care Specialist based in Hobart.      A specialist Palliative Care practitioner has been employed to deliver support and training via the Telehealth Network to update the skills and provide support for multi disciplinary teams of rural health professionals.    Telehealth is used to link terminally ill clients with remote family members.    Statewide Palliative Care Services utilise quality high bandwidth video conferencing for professional development and multi-disciplinary case reviews, particularly to support rural General Practitioners.

Medical Oncology OnLine

Bone marrow transplant patients receive coordinated care by harnessing video-conferencing to support the integration of care across a wide range of providers enabling extensive pre- admission and post discharge planning for complex procedures to streamline the co-ordination of care and reduce travelling time and costs of cancer patients.   Significant cost reductions in the scheduling of complex bone marrow transplant procedures have been realised.

Allied Health Services OnLine

Newly diagnosed diabetes clients living in rural areas have access to virtual Diabetes Clinic appointments and education sessions at the Launceston Diabetes Centre.    Rural clients who require ongoing diabetes management and support, including nutrition advice and foot clinic appointments can access the team of Allied Health Professionals at the Launceston General Hospital from their local Community Health Centre.

Multi-disciplinary teams encompassing a range of rural health professionals are updating their skills by accessing interstate training and professional development opportunities covering many Allied Health services.

Social Workers at the Launceston General Hospital regularly conference with clients at the Royal Children’s Hospital in Melbourne to ensure that family contact is maintained and services required after discharge back to Tasmania are seamless.    Budgets for call costs are limited.

Increased access to the Orthotics and Prosthetics Service Reviews

Increased access to Specialists and Centres of Excellence who specialist in Orthotics and Prosthetics manufacture and fittings, utilising quality video conferencing and image transfer facilities.   Improved care for clients (particularly recent amputees and disabled clients living in rural and remote areas), and skills transfer between remote and local health professionals are valued outcomes.   The Telehealth review clinics are increasing access to scarce specialist resources and saving significant travel time, discomfort and cost for disabled clients.    Funds for ISDN call costs and line rentals are limited within service budgets.

Mental Health - Telepsychiatry 

Telehealth is being utilised in all areas of the Mental Health Service, including Adult, Gerontology, Child and Adolescent and Forensic Mental Health Services, including the Mental Health Tribunal.   Intake and assessment protocols for rural and remote clients have been enhanced by the availability of the network for immediate assessment by a remote specialist.   Access to the network provides for immediate assessment for urgent cases, and avoids long delays for the client, their family, Health, Police and Education personnel.   Grand rounds between hospitals are being conducted to assist with statewide service development and Mental Health Service quality initiatives.   Mental Health Tribunal Hearings are conducted regularly via video-conference to process cases in rural and regional areas. 

Correctional Health and Youth Justice – harnessing Telehealth to improve services and security 

The Electronic Court system is being utilised to conduct hearings at a remote youth juvenile detention centres, and increasing specialist resources available to prison hospitals whilst reducing security risks and costs.   Correctional Health staff have regular and immediate access to a Forensic Psychiatrist and a team of Forensic specialists.    Electronic Court hearings are conducted regularly from the Bass Strait Islands.

OnLine Dementia Care Network

Telehealth is underpinning several new and innovative strategies for the care of dementia clients and their families across Australia.    Specialists in dementia care can be accessed for consultations with families of newly diagnosed dementia clients.


Rural general practitioners and rural and remote health care workers who require support in the care of dementia clients are also able to access a specialist via a virtual appointment in a Dementia Clinic at the Launceston General Hospital Outpatient Clinic.     Carers associations are able to link with remote support groups.

Aged Care Rehabilitation – Remote management of Parkinsons’

Aged Care Rehabilitation plays a significant role in maintaining frail and elderly people in their own home without the need for institutionalisation.    In Hobart, the Pete Widdowsen Clinic has utilised Telehealth for clients, their carers and a team of local health professionals to access multi-disciplinary specialist consultations at the Kingston Centre, at the Elsternwick Hospital in Melbourne for clients living in Tasmania diagnosed with Parkinson’s Disease.    Up to five clients and their partners/carers have Telehealth appointments each fortnight.   Professional development sessions are also available for the multi-disciplinary rehabilitation team across the state.  

Drug & Alcohol

A diversion program has been developed in a collaborative effort between the Departments of Justice and Health and Human Services.     New drug offenders living in rural and remote areas will have the option to participate in the program with access available from all areas of the state via the Telehealth Network.   Health promotion activities are also conducted utilising Telehealth networks nationally.

Child and Family Health OnLine Information Service

Parenting Centre staff are currently undergoing training to provide remote support to parents of newborns living in rural and remote areas.    Professional development sessions delivered via the Telehealth network are creating new opportunities for linking with peers to discuss service development opportunities utilising Telehealth as a delivery medium. 

Telehealth Paediatric Rehabilitation

Scarce specialist paediatric rehabilitation resources are being accessed via Telehealth to undertake case reviews with children and their families and a multi-disciplinary team of Allied Health professionals practising in rural areas.

Other services utilising Telehealth networks:

Departments of Emergency  (Professional Development & Collegial Support)

Specialist Paediatric Support and Case Reviews

Specialist Clinic Appointments – eg. Urologists, Plastic Surgeons

Quality Advisory Council

Aboriginal and Torres Strait Islander Health Service

Statewide Rehabilitation Services

Child Youth and Family Services
Ambulance (Volunteer support and training)

State Emergency Services (Rural/remote Critical Incidence Stress Debriefings)

Asthma & Rheumatism Foundations

Customs Department

Dept. Primary Industry & Fisheries

Centrelink

Department of Premier and Cabinet 

Local Government (International Export Development, Tourism, Marketing)

State & Economic Development (Industry Development Councils)

Workers Compensation Tribunal

Mental Health Tribunal

Heart Foundation – Cardiac Rehabilitation Training Program

Dept. of Veterans Affairs

National Electronic Health Record developments 

Statewide Client Information Management and Clinical Decision Support Systems are being developed in each State and Territory for a range of clinical disciplines, including Mental Health, Community Health, Acute Care (Patient Administration) and a range of Ambulatory Care and Diagnostic Information Systems.

The Commonwealth Department of Health and Aging has launched a 10 year Health On Line Strategy which will require significant investment and a strategic approach to Infrastructure development in the States and Territories.  The two main initiatives include:  1)  Health Connect  - A ten year strategy to develop a National Electronic Health Record.   2) The Better Medication Management System, which has a goal to improve provider and consumer access to medicines information, and intends to develop a personal electronic medication record, centralised database and a communication network.


Summary

E Health applications (including Telehealth) can radically change the way in which a wide range of health services can be accessed from rural and regional Australia.  However service development opportunities remain limited by the lack of access to cost-effective, innovative symmetric broadband telecommunications services.     Today many applications are limited in their use because rural health care budgets cannot cover the high recurrent costs of the ISDN or satellite networks.     There is also limited re-imbursement under the Commonwealth Medical Benefits Schedule (MBS) for non face-to-face consultations.         
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ATTACHMENT C

Extract from the website of the UK ‘Office of the e-Envoy’ (www.e-envoy.gov.uk)

Regional Broadband Unit

On 26 June Stephen Timms announced his intent to launch the Regional Broadband Unit (RBU) to spearhead efforts to address the rural-urban broadband divide. The RBU will come into operation in autumn this year.

The RBU will bring together the enhanced broadband support functions of the Department of Trade and Industry (DTI) and the Office of Government Commerce (OGC) and will be supported by the Office of the e-Envoy (OeE).

The DTI plans to establish a number of regional broadband advisers whose goal it is to work with Regional Development Agencies to increase economic development on the basis of broadband rollout. 

The OGC is setting up a unit to assist purchasing authorities across public sector organisations with their rollout of broadband. It will do this by negotiating a number of framework contracts, providing advice on best practice in extending broadband networks and effectively procuring broadband. 

Broadband Brokerage service

Project Description

Establish on a pilot basis in one regional initially a Broadband Brokerage Service.

Responsibility and contact details

DTI: Michael Duggan

(michael.duggan@dti.gsi.gov.uk)

Report

On the 1st of July, the East of England RDA launched the pilot Broadband Brokerage service. 

The Brokerage Service includes:

· A model for the creation of Local Partnerships, fronted by the local authority, which would own their community network. 

· The Brokerage itself, which will approach each of the Telcos and identify the most cost effective solution so that the Local Partnership can purchase accordingly and will also act as a web presence for the dissemination of information on Broadband and related applications. 

 

Status

Completed




ATTACHMENT D

Chris Dalton

Chris Dalton has worked for 20 years in the telecommunications industry in Australia, covering both the public and private sectors. First he was a Senior Executive in the Federal Department of Communications then, following the successful establishment of a telecommunications consultancy practice with Price Waterhouse in Canberra, he became General Manager, Government Affairs with Vodafone. In this role his responsibilities included representing Vodafone on a working group appointed by the Minister to advise on the expansion of the USO and later managing Vodafone’s interests in the USO debate. He now runs his own telecommunications consultancy practice, with a primary focus on rural telecommunications.  He is also Project Director for SPAN’s Broadband Xchange program, which has the objective of promoting the uptake of broadband services by the SME sector.

Ros Hill

Ros Hill is the Manager of the E Health Planning Unit within the Division of Community Population and Rural Health, Department of Health and Human Services in Tasmania.   Ros has managed major Information, Communication and Technology Projects in the Public Health Sector for 15 years.   Since 1997, Ros has designed and developed the Telehealth Tasmania Network, in a collaborative partnership model involving regional communities and a wide range of Commonwealth, State, Local Government and private sector organisations.

 
Ros has been involved in a range of regional and industry development forums and was a founding member of the State Government’s IT Industry Development Council and the Australia & New Zealand Telehealth Committee.  She is a current member of the Commonwealth’s Broadband Advisory Group.
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