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Foreword

In describing the Govermment's third-term agenda, the Prime Minister has
given greatest emphasis to micro-economic policy: the structurai
adjustment of key industries, and the relationships between them, with a
view to establishing and sustaining langer term growth. The Goverrment's
goal is to ensure that the manufacturing and service sectors in particular
become more efficient and so improve our trade competitiveness, reduce our
reliance on imports and ensure the Australian economy has the versatility,
adaptability and resilience necessary to take advantage of the rapid
changes this nation faces in the years ahead.

The Australian telecommunications services industry is well placed tc make
a major contribution to thesec goals of efficiency and trade competitiveness
in the information economy, while continuing to serve the important social
ohjactives associated with the central role of the telephone in the
Australian community.

With this in mind, the Government initiated a fundamental review of
telecommunications policy in September 1987.

This review has been carried out concurrently with the review of the major
Transport and Communications government business enterprises, the results
of which are also being announced today in the separate statement
"Reshaping the Transport and Communicaticns Government Business
Enterprises”.

This statement explains in detail the consideraticn given by the Government
to the complex set of issues involved in reshaping arrangements for the
telecommunications services industry. [t sets ouf the decisions we have
taken tec bring about structural reform and the reasoning behind those
decisions.

Gareth Evans

25 May 1988
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TELECOMMUNICATIONS POLICY OBJECTIVES

Under the Constitution the Commonwealth Government has full
legislative and executive powers in respect of telecommunications
matters.

The Australian telecommunications services industry is presently
served by three fully Commonwealth Government-owned
instrumentalities. These are the Australian Telecommunications
Commission, or simply Telecom, which  provides domestic
telecommunications services; the Overseas Telecommunications
Commission ({Australia), known as OTC, which provides Australia
with international telecommunications services; and AUSSAT Pty
Ltd, which 1is responsible for Australia's domestic satellite
communications system.

Australia has had to confront a difficult array of circumstances
in delivering telecommunications services. Factors inciude:

. a population concentrated in a few parts of the country but
also inhabiting some of the most remote settlements on earth;

. a country with a land area nearly the size of Europe or the
continenta! United States, but with a market only one-
twentieth the size;

pressures ta keep local tariffs Tow and to ensure uniform
service; and

a geographic lacation that is remote from its major trading
partners and its overseas telecommunications correspondents.

The principal policy objective that has been pursued in this
context has been the provision of telephone services throughout
Australia on a non-discriminatory, uniform basis at affordable
prices. The needs of rural Australia have been given special
status in this context.

This objective has also been coupled with policies which have used

equipment purchases by the telecommunications services industry to
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promote the development of the Australian
equipment manufacturing industry.

telecommynications

These cbjectives - and the policy measures used to achieve them -
have generally served Australia well over the past years, The
traditional objectives themszlves remain important, and the
Government will continue to promote them under the new policies
set out in this statement. But they are no longer sufficient, by
themselves, to meet Australia's future neads for
telecommunications services.

Technological and economic developments, new service opportunities
and new national and global market opportunities and imperatives

require the definition of a wider range of objectives, and

reconsideration of the policy measures needed to achieve them.

in considering new national policy objectives for

telecommunications, the Government has borne  in  mind the
tncreasing importance of efficient telecommunications - especially

the advanced services - to the success of the key growth

industries in the economy. It has considered the linkage between

teiecommunications and the growing information industry sector in

particular. The f{mportance of achieving appropriate structural

aéjustment - both within the telecommunications sector itself and
within  the wider economy - has been a major ecomomic
consideration.

At the same time the Government recognises - and fully accepts -
its continuing responsibility to ensure that appropriate equity in

the provision of essential telecommunications services can be
maintained.

Telecommunicaticns is no longer just traditional telephcne
L]

telegram and telex services, but now includes

- . access to
information, to computers, to new services, to electronic mail, to
B

entertainment and to the world's markets. Australia's success in
both providing and using these wider services will be crucial to

success in  re-structuring for growth in advanced economic

activities.

The central role of standard telephone services in Austraiian
society will continue to be supported. The benefits of the access
to services and information that can be provided by advanced
telecommunications will be made available as widely as possible.

Against this background, the Government has developed pelicies
which now saek to achieve the following newly articulated

objactives:-

(1} to ensure universal access to standard telephone
services throughout Australia on an equitable
basis and at affordable prices, in recegnition of
the social importance of these services;

(2) to maximise the efficiency of the publicly-owned
telecommunications enterprises - Telecom, OTC,
AUSSAT - in meeting their objectives, including
Fulfiiment of specific community service
obligations and the generation of appropriate
returns on investment;

{3) to ensure the highest possibie levels of
accountahility and responsiveness to customer and
community needs on the part of the
telecommunications enterprises;

{4) to provide the capacity to achieve optimal rates
of expansion and modernisation of the
telecommunications system, including the
introduction of new and diverse services:

(5) to enable all elements of the Australian
telecommunications industry (manufacturing,
services, information provision) te participate
effectively in the rapidly growing Australian and
world telecommunications markets; and

(6) to promote the development of other sectors of

the economy through the commercial provision of a

full range of medern telecommunications services

at the lowest possible prices.
These objectives underpin the set of policies developed 1n
Sections 3 to 7 of this paper, in response to the more detaiied

assessment of issues and prospects contained in Section 2.

|
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2: THE ISSUES CONFRONTING AUSTRALIAN TELECOMMUNICATIONS

AUSTRALIAN TELECOMMUNICATIONS IN CONTEXT

Australian Goverrments have long Facad the problems of providing
an integrated telecommunications infrastructure for econcmic and
social activity across a large national territory. The
telecommunications netwerk has piayed an important rale dn
Australia's development and the network has grown to a point where

92% of Australian housenolds are now connected to a fully

automatic telephone service with an international reach.

Government policies towards the telecommunications industry have
developed with the needs of the nation and the avolving
technology. Significant milestones have been:

the formation of OTC in 1946 +to provide overseas
telecommunications facilities and services;

. the separation of telecommunications and postal functions in
1975 in response to the need separately tc manage the
distinctly different needs of these areas for capital, tabour
and technology; and
the establishment of AUSSAT in 1984 in response to the need
for domestic satellite-based communication facilities.

Change is ongoing, but with the pace increasing, so that more
frequent stocktakes of current and anticipated situations are
necessary to ensure the best future arrangements.

Section 1 referred to the issues and prospects which have Ted to
the Government's new objectives For the telecommunications
industry. Australia must respond rapidly to the new and complex
pressures.  Technological advance in telecommunications generally,

2.5

(1)

(2)

B

including the repiacement of analogue with digital techno]ogy(l)
and advances in computing, customer premises equipment (CPE) and
the wvalue added services areas(z), will continue to provide
pressures - at the margin but increasing in intensity - on the
existing regqulatory arrangements (as discussed in paragraphs 2.8
to 2.12). The rest of this Section provides a background to these
and other pressures, and identifies the questions which need to be
addressed so that Australia can best meet the challenges and take
advantage of the opportunities created by the rapidly changing
enviromment.

in 1975, Australia took what -was then a pioneering step in
telecommunications by separating its public service postal and
telecommunicaticons administrations and establishing each as an
independent statutory authority. This step worked well in the
succeeding years. In 1981/82 the Davidson Inguiry reviewed these
arrangements for telecommunications and made recommendations for
further development. However, the Davidson recommendaticns faiied
to give sufficient weight tc the central social importance of
telecommunications and were Jjudged to risk leading to an
unacceptable degree of instability in social policies relevant o
telecommunications. Since the Davidson recommendations were set
aside in 1983 it has become increasingly apparent that, while the
1975 arrangements have served Australia well, they have been
overtaken by events. There is a need to introduce considered
change to enable the industry to continue to respond to changing

Analogue transmission is the electronic carriage of information
by the continuous wvariation of a signal to model the complex
changes in the original information. Digital transmission
involves sampiing of information at very short intervals and the
conversion of these sample values into a coded (hinary} series of
on-or-off  pulses. These pulses are them transmitted
electronically to convey the information.

Value added services (VAS) in the telecommunications field are
services which are delivered by telecommunication means and which
involve the addition of significant value to basic switching and
transmission functions eg manual intervention for telephone
answering services or the provision of visual information.
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technological and market imperatives, and pravide the full range

of telecommunications services required in the latter years of the
20th century.

MAJOR PRESSURES AND OPPORTUNITIES

The pressures on the telecommunications system come from a numher
of directions. HNew technologies are creating increased scope to
diversify the range of services provided while steadily expanding
the types of equipment which can be connected to the network,
Users, and 1in particylar businesses, need to gain the Tuil
?dvantages of these opportunities to remain competitive
increasingly integrated worid markets.

in
- As the significance of
telecommunications to their operations rises, they need to become
progressively more sophisticated in
sarvice,

. assessing quality of
Austraiia's international competitiveness aiso depends

increasingly on efficient telecommunications.

The three main factors creating  pressures on today's
telecommunications system (technelogy, business needs, and the

changing world economy) are discussed below.

Technology

Technology is perhaps the most obvicus source of pressure. Rapid
technological advancement is revolutionising the way signals are

transmitted, the manner in which signals are rovted and the means

by which they are processed at either end. This process is
achieving large increases in the speed and reliability of

service. It is leading to a substantial upgrading of the network

intelligence, and hence of the number of functions built into the

network, and is broadening the range of types of information which

?an be transmitted. The cutcome will inevitably be an increasing
integration of computer and communications technologies so that
the differences between these qindustries wil? progressively, but
répid]y, disappear. Telecommunications has changed from a 1a;ge1y
single-product {voice-telephones)

industry to one servicing the

2.9

2.10

2.11

=
increasingly diversified markets of “information communications and

processing.

Developments in technology mean that the current arrangements for
industry regulation are nc longer effective., For example, there
has been minimal reguiation of computers which have previously
received and despatched data using the telecommunications
transmission network. But increasingly these same computers are
capable of efficiently switching their information inputs and
outputs to alternative locations and by alternative routes. They
are able to handie data, text, voice and video information. Yet
the switching functions for all these messages has so far been
tightly regulated as to who way supply the eguipment, who may
maintain it and what it may do.

Similarly, word processing equipment within offices has always
been unreguiated. Yet the passing of such messages between
offices is highly regulated as telecommunications traffic.
Separate regulation of equipment for data telecommunications,
telax and for facsimile transmission is increasingly encountering
muiti-purpose equipment that handles all these functions.

At the same time the technology is offering new opportunities. It
provides increased diversity - more ways of doing similar
things. A simpie example is telecommunications messages, which
once passed only by telegraph, then by voice and telegram, can now
also be passed by telex, Ffacsimile and electrenic mail.
Technology provides cheaper ways of doing things. For example,
cptical fibre transmits high density traffic at a fraction of the
cost of copper wire, and satellites carry traffic at costs that
are wholly dindependent of distance. Technology provides the
opportunity to do new things, especially by taking advantage of
the convergence between computers and teiecommunicaticns. For
example, modern travel and tourist industry reservation systems
and video informaticn systems are only possible because of such

developments.
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A more robust framework for industry regulation is Tequired which
can cope with al] technological pressures that are Tikely to

eventuate in a way that enables the opportunities to be exploited
in the national intarest.

Telecommunications and Business Heeds

The growing importance of telecommunications as

a basis for
business activity is a second major pressure for chang

e.

A rising share of the world's economic rae

to generating, pracessing and distributin
which is referred to gas

sources 1s being devoted
g informatien - a trend
"the information economy",  This skift
reflects the growing sophistication,

complexity of preducts and processes and th
nature of markets.

diversification and
e increasingly giobal
Information arrangements are rapidly changing

ary aspect of a firm's aperation to becuming a

majer  factor in securing  and mifntaining a competitive

advantage. This is reflected in steadily rising volumes of

business expenditure on information processing and, 1in turn, on

telecommunications (particu]ariy vaiue addeq services),
of telecommunications input  to business
generally sti}l small,
trebled over the last decade.
accelerating rate.

The ratig
expense,  although
is estimated by Telecom to have more than

It is likeiy to 90 on rising at an

Telecommunications in the Worid Economy

The steadify rising importance of telecommunications to business

performance s, ip turn, placing increased pressures on

telecommunications providers to deliver more diversified ang
innovative services at prices related to cost. Australia's future
interpational competitiveness will be reduced if these pressures
are ignored, It will pe enhanced if these

Pressures are promptly
assimilated within the national economy.

Individual firms and national economies increasingly operate in-an
environment of intensified competition. Markets are b?coming
global, not ieaét because of the shrinking importanFe of distance
through fmproved telecommunications and technolcgical advancas.
This environment means that firms increasingly need o be able to
access and feiy on efficient, timely, responses and well-managed,
advanced  telecommunications systems. The pre%ence of
inefficiencies, excessive prices for services, or a Timited range
of services to meet growing business neasds, will 1e?d to loss of
market share and contraction of aopportunities for a firm.

Thirty years ago, the intermaticnal competitive?e?s of a country

was nhot greatly affected by the efficiency of the
telecommunications natwork. Today, ang ?ountry fhose
communications ability falls significantly behind its competit?rs
may quickly find its external competitiv§n?ss eroded and ;ts
attractiveness as a site for investment diminishedi For example,
the Commission of the Eturopean Communities has estimaied Fhat the
role of telecommunications in the Eurcpean eccnomy will increase
by 350% (from 2% to 7% of gross domestic product) by the yeir
2000. Up to 60% of European employment is expécted t? depend. o]
an important degree on telecommunications within the 1nf0rmaiion
economy. Australia must keep up with these tr%nds to remaii :
viable participant in overseas markets. There is also the rist
that failure to create a domestic environment for the devei?pm?n

of efficient, advanced information processing and Fransm1s?ion
arrangements will result in these high-value strategic fu?ctizni
being performed offshore, in those countries currently vying fo

global dominance in this area.

The opportunity is now there for Australia to gain a' beiter
pesition in the werld economic scene. [mproved te]ec?mTun1cat1onZ
services will heip to increase international COmpEt1t1VETE%S.ﬂn
assist in the establishment of new Australian-based activities,
with attendant emplcyment and other benefits.
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Overseas Developments

Pressures from technology, business needs, and economic growth and

diversity on teiecommunications are  far  from unique to

They apply at least ip every developed western economy
and in the newiy industrialised countries, and are 1ncreasing1y
applying in ather econcmies as well,
those pressures have varied,

Australia.

The overseas responses top
; Much is often made of the scope of
introduction of competition, privatisation and re-regulation in
the United States, United Kingdom, Japan and, as more recently
dnnounced, in New Zealand,

These countries have allowed - and even éncouraged - competition

in most aspects of telecommunications, including the basic
Some have moved to reduce public sector ownership. A17
have introduced competition in the customer Premises equipment
markets, and have ended any regulatery onus on their carriers

(regulatory separation).

network.

But such policies have also been driven by national policies gn
matters other than te]ecommunicdtions, policies that differ from

those of the Austratian Government. They represent the current

extremes of regulatoery respenses to the pressures that apply.
Other Western economies have moved more gradually. The majority
still retain a high degree of monopoly control over basic networks
and  the standard telephore service. Indeed, allowing this
retention is central to the developing

telecommunications within the EEC.

common  policy on

. Howaever, most are meving
Progressively towards reguiatory separation; many have introduced
or will introduce competition Ffor customer premises equipment
(CPE) (this will be required by the FEC by 1992). Some of those
that have had CPE competition for some time - for exampie, France
- @ré now introducing additional competition in new, fast-growing
areas 1ike ceflular mobile telephony (such competition is also

well established in the United Kingdom, Unitad States and other
countries),

10
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Meanwhile the aquestion cof the international regime For the
regulation of telecommunications is of increasing importance and
ts 1increasingly under scrutiny, as the need for international
inter-operability is heightened by the trend to giobalisation of
worid markets. The International Telecommunications Union (ITU},
which has traditionaily provided the forum for international
technical requlation, and a framework for commercial relationships
reviewing its

national carriers, is  currently

This review will be in the form of a major ITU World

between
requlations.
Administrative Telephone and Telegraph Conference in Melbourne in

Furthermore, telecommunications services
international negotiations on trade-in-

November/December 1988.
are included 1in the
services now proceeding in conjunction with the GATT Uruguay Round
in Geneva, and are similarly under consideration in the context of
the current bilateral review of the Australia/New Zealand closer
economic relatiens trade agreement. The intermational cooperative
sateilite systems INTELSAT and INMARSAT are also increasingly
under competitive pressure, from proposed private satellites, from
regional and national satellites and from growing international
optical fibre cable networks. The competitive pressures, due both
to unilateral regulatory positions in some countries and to the
changing economics of technology will dnexorably change the

establishad arrangements.

As part of the world community, Australia is inevitahly influenced
by these external and international developments. The challenge
is to channel influence 1in a considered way, to maximise
Austratia's national advantage, and to select the best course of
change for Australia to follow given its present position and

particular circumstances.
THE NEW TECHHOLOGIES AND SERVICES

Technological developments are changing the traditional structures
for providing communications and dinformation services, breaking
down Tlong established regulatory boundaries and cpening up new

options for delivery systems. A copper wire terrestrial system is

11
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no longer the only or most economical solution. A communications
network must now be constructed making the best use of all
available technologies. The modern system is now being buiit on a
mix of traditional copper wire, microwave, new optical Ffibre and
satellite network components, and using both fixed and maobile
radio systems.

The range of options, with their differing costs, have radically
altered network economics and hence the shape of future network
structures. Processing/switching and transmission technoTogies
and coests have changed dramatically, and the functions have merged
significantly, to the extent that the predicted ¥erging of
computers and communication systems is well advanced.

Over the past decade the lead times 7nvolved in upgrading customer
services by bringing new public switching systems (exchanges) to
market, together with the application of computing intelligence to
terminal equipment, have given modern customer-controlled switches
- PABXs - a significant edge over the public switched networks for
many business users. This has contributed to a proiiferation of
cerporate private networks, as business Customers take advantage
of the "Teast-cost" fully-featured packages by selecting advanced
PABXs and interconnecting them with circuits Teased from the
public network operators (Telecom, OTC and AUSSATY.

Allowing the apprapriate balance between use of these private
arrangements and public network developments is a prime concern.
Key questions include whether recent trends in private network
formation may naturally slow down, and the balance swing back tao g
focus on public network developments, as carriers catch up with
technological change and provide new network services to attract
Customers back to the public network. Are there, for example,
natural Timits to the scope and integration of private networks
into the public network infrastructure? Can services 1ike CENTREX
- 2 PABX-type service provided over the public network - now
became cost-effective soTutions, and can Integrated Services
Digital Network (ISDN} developments offer transparent, "virtyal"

12
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private networks at a cost, and with a flexibility, that will be
difficult for a customer to match using traditiomal private
networks based on leased lines with private switches?

Integrated Services Digital Network

Integrated Services Digital Network {ISDN)

evolution of the pubiic access telzcommunications infrastructure -

represents the

from an analogue voice telephony network to a common network
infrastructure for voice, data, text and video, with the access
and functicnality for different services increasingly integrated.

In simple terms, introduction of ISODN means that the digital
transmission now being used in the network between exchanges in
the telephone and data networks can be extended over the access
line right to the customer's premises, where this is reguired.
Oigital transmission is cheaper, Faster and of higher quality than
traditional analogue transmission. At the same time the range of
services that can concurrently be transmitted over the access 1ine
is dramatically extended. Without common digitalisation of all
signals, non-voice traffic (eg text, data! has had to be converted
into an analogue format for transmission. The resultant message
has thus been technicaily 1limited by error and distortion.

Digital transmission aveids these problems.

“Basic rate" ISDN allows, for example, twc voice conversations and
ane data flow to be transmitted over an ordinary telephone line to
the customer’s premises at the same time. For business customers
with requirements For larger information transfers, a higher
capacity configuration can be used in the form of 'primary rate*
which allows 30 voice conversations and one data flow concurrently
over speciaiised circuits.

The introduction of complete 'end-to-end’ digital transmission in
the public network also means that transmission qualtity within the
network can be significantly improved. {An end-to-end service

refers to the complete service connsction from one customer to

13
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(1)

another, including terminal equipment.) A fundamental point about

digital transmission ig that for very leng transmission paths (as
can be encountered within Australia and in qitg
te]ecommunications)

international

distortion is far less than for anaiogue

transmission.(l)

Narrowband ISDN
during

1S to be introduced within Australia by Telecom
1989/90 and progressively developed in terms of both
coverage and capabilities during the 1990s. Whiist this win
cater for voice, data and text services, the evolution towards
broadbana ISON in the early o mid-1990s will anahle the
integration of video services.  Broadband ISON will require the
instaliation of Optical fibre access facilities to Customers,
involving substantial cost. The progressive development of the
ISDN infrastructura will be a centinuing, Tong-term process,
extending beyond the 19905 and involving not only huge ongoing
investment, but 2150  substantial technological
significant asseciated risk,

development and

Optical Fibre Technology

Optical fibre carries signais by Tight wave rather than by
electrical current, Its advantages gver traditional bearers
include: lower cost raw materials (glass vs copper); lower power

loss in transmission, giving longer transmission paths without

relay or repeater function; greater traffic capacity; it does not

use the radio spectrum; and it qs less susceptible to external

interference (eg from parallel electricaj circuits). It provides
4 very large capacity for information transmission at low cost.

the presence or absence of g4 digital "hit* Ttq interpret
information, Once this interpratation is made, even if the signai is
weak or distorted, it is then possible to electronically récreate a
perfect bit to form part of the total eng signa?l voice
conversation), In contrast, an analogue system can generally only
amplify a weak or distorted signal and thus alsc amplifies tha
distortion. It cannot restore the quality of that signal.

14
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The cost of optical fibre is failing and its transmission capacity
has been fincreasing with technical developments. In most cases
optical fibre is now less than the costs of other alternatives for
point-to-point carriage, such as copper wire, microwave radio and
sateliite. (In adverse terrain or for low-density traffic,
specific circumstances can still -
links.} The costs of opticai fibre fall rapidly with increases in

circuit numbers, as indicated in Figqure 2.1.

favour satellite or microwave

Telecom is currently implementing plans to link ail capital cities
(except Hobart) with optical fibre by 1991 at an estimated cost of
some $300 millicn. The first Tlink on the Melbourne-Canberra-
Sydney route is in place. It involves 15 optical fibre pairs with
& potential voice capacity of 400,000 voice circuits compared to
the existing 6 co-axial tubes capacity of 9009
Future installations on inter-capital routes will have
Other aptical fibre installations are

having a
circuits.
higher potential capacity.
alse in progress far non inter-capital traffic carriage. Optical
fibre is also being used to provide husiness services between
Optical fibre rings are on trial in
It is expected

locations in large cities.
Melbourne and Sydney central business districts.
that optical fibre will in future be used for customer access to a
range of services including high quaiity video.

u 2Mbit/s
E
k-
@
-1
B
]
g
-
| = 8Mbii/s
34 Mbit/s 140 Mbit/s fFﬁMmUT '
il B | | | | | |
1000 2000 3000 4000 5000 6000 7000 8000 29000
Clrcuits per fibre
Fig 2.1

Decreasing cost of optical fibre transmission on large routes
Source: Telecom Australia
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Speciaiised Network Developments

Customer requirements based an the emerging technolagies and need

for more rapid information flows have
specialised network developments,
network services ar by value added

Ted to pressyres for
which have been provided by new
services,

Some of the major specialised network services currently in place
Or proposed are briefly described below.

(i) AUSTPAC

AUSTPAC is a public packet switched data service which
available throughout Australia
invalves the bundling
"packets"

is made
by Telecom. Packet switching
of groups of data into elements ar
» each of which contains a header or destimation for th
Packet. The packet 15 then switched
destination and

]
through the network to its
is inter-leaved en route with other user packets
to use network capacity efficiently.

AUSTPAC packet switching
provides henefits top users

through simpiification of control

pProcedures  and 2quipment, low error rates and inter-working

between terminals operating at different data speeds.

Access to AUSTPAC is via dedicated
switched telephone network. It is
volumes, irrespective of distance.
exchanges is peing

leased lines ar the public
Priced at rates based on usage
The number of packet switching
increased from 31 in 1987 to 48 by June 1988,

(11) Digital Data Service

Digital Data Service (DDS)

is designed to provide digital data
transmission for

point-to-point or paint-to-muitipoint
transmission, avoiding the need for Tower quatity standard
analogue connections between customer premises and the digitalised
1nter‘exchange network. It provides higher quality, increased
traffic volume and more features than the dhatogue Datei
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service. DDS is currently provided between all capital cities and

to most large centres, and is being extended toc a total of &0D
centres by June 1988.

(111) Electronic Funds Transfer (EFT)

To meet the need for electronic Funds transfer at point of sale,
Telecom has  introduced the Tran$end network access service.
Tranfend uses AUSTPAC and is accessed by a leased data Jine or
diai-up connection. Tranfend enables retailers to provide
customers with direct transfer of funds From their bank account to

the retailer's account.
(v} Keylink

Keylink is an electronic messaging service offered by Telecom and
DTC  which provides access to overseas messaging services.
Messaging servicas are essentially operated thraugh electronic
mail boxes from which recipients can retrieve messages at their
convenience. The service uses AUSTPAC as the transport medium.

(v} Teletex

Teletex is a high speed, high quality document and file transfer
service. As distinct from the Keylink mail bhox messaging service,
Teletex operates on a real time basis. It can operate between
computers, word processing  systems and office automation
systems. Teletex uses the inter-exchange digital transmission
component of the pubiic voice network for its operation.

(vi}) Telex

The telex network, which for years was the major business means of
sending electronic messages, is now contracting slowly due to the
rapid growth of Facsimile and other services.

17
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{vii) Facsimile

The FfacsimiTe market has expanded rapidly fin recent years in

Australia. Facsimile is transported over the standard telephone
network.
(viii} Paging Services

Radio paging services are operated in Australia by Telecom and a

numbar of other organisations. Services provided are basic alart

paging, numeric display and alphanumeric display.

Developing Services

With the rapid developments 1in “intelligent" terminal switching

equipment (eg PABXs and automatic call distributors) and the
integration of voice and data transmission into private netwerks,
public network designers and operators have been developing the
public network to attract back some of this business,
services which are developing in this area are ISDN,
Network Services (IN) and CENTREX.

Three key
Intaelligent

ISON was described above. 1IN is based cn providing access to a

range of user services {eg credit card calling)
access to a centralised data base.

by automatic
A key capability of the
intelligent network is +the provision of virtual circuits. A
virtual circuit provides the equivalent of a dedicated circuit (or
Teased 1ine) from the user's perspective,

but is achieved by using
network intelligence control

functions to actually provide the
circuit on demand via the public switched network,

thereby
tncreasing network utilisation.

CENTREX is the provisfon of equivalent private exchange services
{ie private PABXs) within the public exchange, again by using
network intelligence functions. An organisation can Tease CENTREX
capacity rather than purchase a private PABX, hut sti11 obtains

the benefit of an advanced PABX, including fnternal calls without

2.49

charge, abbreviated dialling, messaging, call queuing, conference
CENTREX (which has been provided in the United
States for some years) s now being developed in conjunction with

calls and so on.

IN in a form which makes it more attractive to business customers,
A major

including those with only very small numbers of lines.
attraction of the combined use of CENTREX and virtual circuits to
provide private networks, is the addition of full direct contrel

of the user's network and its configuration, by the customer using
remete access frem a VDU terminal over a data link to the IN data

base.

Mobile Communication Services

With the introduction of radio paging in the late 1960s and
cellular mobile radio in the eariy 1980s, the market for mebile

services has now been shown to be very attractive to users. Costs
for these services are falling quickly {see Figure 2.2) so that

radic access may become cheaper than wired access in various

situations, such as for office squipment networks.

F 3

Copper pair
{with telephone}

-------------- Cellular radio and
............. telephone

Cost per service

Copper pair with loop
electronics and telephone

Time
Fig 2.2

Customer access cost trends

Source: Telecom Ausiralia
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The Telecom MOBILENET celluTar service is planned to be avajlabie
to ail capital cities by the end of 1988, and currently Telecom
plans to extend the network to a total of 35 regional and

provincial centres in 1988/89, Digital mobile services which are

now under development will possibly be compatible with [SON. Work
is alse in progress on lower cost mobile voice services with
reduced coverage and one-way call crigination {mobile originate)
combined with radio page call-in for vaice reply. Radio paging
services are open to competition in Australia. They achisved a
growth of about 400% hetween 1982 and 1987 as an increased range

of services - and sarvice providers - was introduced to the
market.

The application of satelfite-based mobile radio services for
broader coverage arsas is also under consideration.

CONSTRAINTS ON RESPONDING TO THE PRESSURES FOR CHANGE

Beneral

Responses to the pressures outlined above will inevitably be

shaped by the current market characteristics. No country, in

formulating 1ts dndustry policies, starts with a clean siate.
Australia's location, size, culture and history all infiuence
decisions on the best approach.

For a number of years Australia has operated a successful system
based on requiring monopoly carriers to provide access to standard

telecommunications services at affordable prices., Those carriers

are fully publicly owned, and cooperate in appropriate ventures.
They are all facing the wider realities of a more demanding and

competitive market place. The Government is conscious of the

requirement that alterations to current arrangements are desirable
in terms of the overall economic and social needs, and that the
benefits are widely understood.
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This has
heen brought about by government and findustry pressure on the
carriers and by the desire of the three pubiic enterprises to
Telecom, OTC and
AUSSAT all plan ahead, strive to anticipate developments which

There has been significant change over recent years.

adapt positively to changing circumstances.
will affect their markets and seek to meet them. The Government
intends to ability of
participants in the telecommunications industry to respond even
At the same time

strengthen the public enterprise
more rapidly to the pressures of modern society.
it will ensure that the private sector continues to play its
appropriate role and that a structural and regulatory framework is
developed that will allow the dincreasing range and diversity of

users' needs to be met.

There are a number of constraints which must be addressed or
accommodated in  responding effectively to the challenges of
change, thereby capitalising on the opportunities presented. One

important constraint is to minimise any adverse effects of

structural adjustment on individual industry participants. Other
significant constraints are:
the capital requirements of many telecommunications

activities;

the presentiy embedded
service obligations; and
the management and operating structure of government business

pricing structure and community

enterprises.
Capital Reguirements of Telecommunications

The telecommunications industry accounts for a grqwing share of
national infrastructure expenditure and a significant proport?un
of the technology manufacturing
sector.
relative to other sectors in the Australian economy.
the combined annual capital programs of Teltecom, OTC and AUSSAT
one-fifth of totat iJnvestment by public

output of Australia's high .
The capital requirements of the industry are substantial
For exampie,

account for around
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enterprises, and constitute over one-third of pri#ate investment
in manufacturing industry.

Capital funding requirements for the public telecommunications
infrastructure under current arrangements are already large and
dre expected to increase significantly aver the next few years:
Telecom anticipates that its capital pregram wiil
around $4,000 millian annually by 1990/91: OQTC pfans to invest
$1,000 miltion in the Pacific Cptical Fibre Network (which win
see stage one completed with the Tasman 2 1ink to New Zealand
caming into 1991); and AUSSAT's proposed second

genzration satellite system, due in service by late 1992, may cost
around $600 million.

increase to

service 1in

In view of the limited capital resources available in Australia,
it is fimportant that the investment programs
telecommunications authorities are complementary,

of our major
that the need
for diversity does not develop into uneconcmic duplication, that
appropriate returns are identifiable and that risks are carefylly
weighad.,

The increasing diversity of customer needs creates a new set of
demands on a telecommunications network which was originaliy
conceived to provide a standard, universal telephone service. Ope
response has been to build specialised networks to accommodate
more specialised users, as described above. Many countries are
adding specialised circuits and packet-switched data networks to
the standard telephone network. These additional networks can
require large-scale investments and stgnificant effort in terms of
standardisation and inter-ceonnectian. Furthermore, it is becoming
more difficult to predict precisely what services will be demanded

because users' needs are rapidly growing more diverse and
specialised. Therefore, the risks involved (eg of premature
technological or eaconemic obsolescence) in introducing a new

service are much greater than in the past, and could discourage
hecessary investment,

22
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Facilitating service introduction requires a new approach to
telecommunications network investment: it must become less service
specific and more adaptable. The concept that is best suited to
meet this need is ISDN.  Telecom now expects to invest about
$1,000 million on ISDN associated

Investment of this order in this technolagy

infrastructure over the next
five to seven years.
is  now necessary to provide the infrastructure for the
increasingTy diverse range of user-services that will be a key

input to national economic growth.
Traditionat Pricing Practices and Community Service Obligations

Market developments, emerging regulatory pressures, increasingly

compiex customer rneeds, technological changes and government
objectives for access to standard telephone services all combine
to make telecommunications pricing a key issue. Pricing of
standard telephone services, and in particular the balance between
access rentals and usage costs, is a world-wide issue - not just
an Australian one. This is because costs of providing a customer
with access to the system are high, while the costs of using it
are relatively low. Tco encourage a wide customer base - for hoth
commercial and social reasons - customers have been provided with
access at a price which is often below the direct cost of
provision, with .offsetting higher prices for usage of the trunk
network. Geographical equalisation of prices has led to
additional geographic differentiation in the gap between price and
cost. Meanwhile, productivity gains and technological changes
have further widened the éap between the price and cost of
individual services, to the point where the economic efficiency of

the overall arrangement is under question.

A1l countries face similar pressures to reduce costs and adjust
prices to meet the business requirements of the new operating
environment, while satisfying important social objectives. The
pressures for adjustment of prices to reflect costs better are
real, but there are also far-reaching consequences from such
changes because of the widespread anomalies and imbalances in the

23




2.64

2.65

existing price structure when costs alone are considered.
Goverpment will not pursue policies which result in sudden large
or potentially disrvuptive changes to prices for monopoly services
for the sake of unclear gains,

Tha

but nevertheless recagnises the
need to harmonise, and align, compliex pricing strategies across a
wide range of existing and new types of services.

[nevitably, any move to change the structure of pricing for
standard telephone services raises significant social and
community concerns. The wvery ubiquity of the network makes

changes in the pricing of telephone services highly visible.
Government cannot and witl

The
ignore this dimension of its
respensibilities, and accepts that the social concerns bearing on
telecommunications pricing will remain important in the years fo
come. A key question is to be
maintained, whilst moving towards overall pricing structures that

not

how universal service is
are consistent with the ecconomic and market dimperatives of the
emerging information economy.

The current telecommunications pricing regime has evolved partly
because of the national social objectives which telecommunications
carriers are regquired to These community services
(CSOs) have related principally to universal access
and equity for non-metropolitan users,

SEBrve.
obligations

but have been seen as
inciuding other aspects such as the uniform pricing of national
infrastructure services.
alia:

These policies have resulted in, inter
the price for basic access services for the majority of
residential metropolitan users, and for most country users, being
below cost; subsidies flowing from thick tc thin international
and the provision of specialised satellite services to
provide broadcasting access to pecple in remote areas.

routes;

Traditionally, the way in which the Government's CS50 policies have
been implemented has been thoroughiy embedded in Telecom's day-to-
day operations, and has been handled through specific programs
such as the current rural and remote area program as well as

through the pricing structure. It is necessary to ensure that the

24
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response to the rapidly changing telecommunications environment
does not undermine legitimate community service obligations, or
inadvertantly place them at risk.

The Structure and Control of the Government®s Business Enterprises

The for

Commonweath

October 1987
Authorities and

Government, in its Policy Guidelines

Statutory Government  Business
Enterprises, drew attention to the need for reforms to put ts
enterprises on a better footing. Management reform packages for
Jelecom, OTC and AUSSAT have been considered within the context of
the current telecommunications policy review, in order to better
pesition these enterprises to respond to the challenges of the

markets in which they are operating.

The Government embarked on its managerial reform program because
it racognised the need to ensure that the day-to-day operations of
Telecom, OTC and AUSSAT, accountabiiity,
chould not be unduly or finappropriately constrained by direct
administrative controls which are not required to satisfy other
lUnnecessary bureaucratic regulation of

and their management

over-riding objectives.
operations can act to reduce accountability for business results
and lead to cperational inefficiencies.

The domestic and internatiomal telecommunications industry
provides a good illustration of the way in which market pressures
for the

business

appropriateness of
{GBEs)

have changed, with consequences

specific controls on government enterprises

operating in the industry.

The current legislative framework for Telecom and the related
(The
the

scheme of administrative controls, was set in place in 1975.

OTC  is  1946.} At that time
telecommunications market was not, and was not envisaged to be, a
there has been

corresponding date for

significantly competitive market. Since then,
rapid and far-reaching market and industry change, reflecting the

fundamental shifts in technolegy and customer demand previously
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identified, This has produced a far more competitive marketplace
through, for example:

the progressive liberalisation of the customer premisas
equipment market ;
the proliferation of customer private networks using
Facilities leased from Telecom; and

. the establishment of AUSSAT as an alternative facility
supplier for leased circuits.

There 1is now increasing substitutability across a wide range of
telecommunications services, and direct competition in 4
significant Proportion of the business operations of the tharee
carriers, Specific gavernment controjs previously considereqd

Necessary may not, therefore, he appropriate for the future,

This poTicy review, and the related development of Manageria?
reform packages for Telecom, OTC ang AUSSAT, have provided an
opportunity to update the legisTative framework of 1975, and to
provide anp environment more consistent with the needs of the
1590s. However, in Creating this new envirorment, the Government
acknowledges the need for it tg retain all qts rights and
obligations as the ultimate owner of Telecom, 0OTC and AUSSAT on

behatf of the Australian public, and tgo ensure the long-tepm
national interest,

POLICY QUESTIONS Tg BE ADDRESSED

One lesson of the recent Past has been that current industry and
Structural arrangements dg not readily lend themselves tg the
satisfactory ang efficient resolution of many of the problems
facing the industry, Nor do they seem to eguip it to respond walj
to the challenges and opportunities that are now emerging,

responses directly - with all the attendant risk that approach
implies - the Goverrment has decided to reform  the basic

structural and regulatory framework. The objective s to
estabTish a framework within which appropriate service and price
adjustments can take place without undue government intervention,
while ensuring that the fundamental objectives of efficiency and
equity continue to be met within the new averall policy objectivas
outlined in paragraph 1.12.

Therefore, this policy statement is directed to resolving these
fundamental structural questions. There are Five of them:

the extent to which existing monopoly arrangements for the
provision of the basic network need to be maintained {Section
3)s

how the boundary 71ines between monopaly and competition
should be drawn in the provision of value added services
(Section 4);

. how the houndary Tlines between monopoly and competition
should be drawn in the supply, installation and maintenance
of customer premises equipment (Section 5);

. the need for a new independent body to carry out necessary
new economic and technical regulatory functions (Section 6);
and
the extent to which the telecommunications carriers should be
relieved from government constraints to enable them to
perform more effectively (Section 7).

Once the framework that follows from the resolution of these
structural guestions has baen put in place, the industry and the
Government will be better equipped to deal with pressing dynamic
adjustment issues such as:

. the more precise definition of community service obligations;
the calculation of costs of community service obligations and
the control of levels of Cross-subsidy;

structures which reflect

the development of pricing '
efficiency and market imperatives, while stil] safeguarding
essential community interasts;




the development of enhanced marketing and consumer service
arrangements; and

levels of investment, and the medasurement and accountabiTity

of performance, by Teiecom, OTC and AUSSAT.
3.1

3.2

3.3

" 3.4

3; DEVELOPING THE BASIC NETWGRK

INTROGDUCT EON

Public telecommunications network Facilities for Australia are
provided by Telecom, OTC and AUSSAT ("the carriers"). The
telecommunications network comprises the facilities needed for the
transmission of information by eiectromagnetic means from point to
designated point, where the connection may be provided on demand
("switched" service} or established on a fixed link basis
("dedicated" service).

The network comprises: t{erminal facilities, which are usually
located on the customer's premises and which transform a message
into a signal in a form suitable for transmission; a transport
infrastructure, which provides the physical means of transmission;
and the switching and network intelligence facilities, which quide
the flow of signals from origin ta destination, determining the
route taken and establishing connections between elements of the
transport infrastructure.

The arrangements for providing terminal facilities in customers'
premises are dealt with separately in Section 5. This Section
addresses the core transmission and switching faciTities which
essentially comprise the Tinks from customers' premises to iocal
exchanges, together with the inter-exchange network and related
switching and network intelligence facilities within the various
levels of exchanges. This Sectian alsc addresses the provision of
the so-called 'basic' services. The provision of 'value added’
services is addressed in Section 4.

The Govermment s committed to ensuring the maintenance and
development of a high-quality, efficient public telecommunications
network as a basis for the efficient provision of a broad range of

telecommunications services to meet the needs of all Australians.




the development of enhanced marketing and consumer service
drrangements; and

Tevels of investment,

and the measurement and accountability
of perfarmance, hy Telecam, OTC and AUSSAT.

3.1

3.2

3.3

w
I

3: DEVELOPING THE BASIC NETWORK

INTRODUCTION

Public telecommunications network facilities for Australia are
provided by Telecom, OTC and AUSSAT ("the carriers"). The
telecommunications network comprises the facilities needed for the
transmission of information by electromagnetic means fram point to
designated point, where the connection may be provided on demand
("switched" service} or estahlished on a fixed Tink basis
("dedicated" service).

The network comprises: terminal facilities, which are usually
located on the customer's premises and which transform a message
inta a signal in a form suitable for transmission; a transport
infrastructure, which provides the physical means of transmission;
and the switching and network inteliigence facilities, which guide
the flow of signals from arigin to destination, determining the
route taken and establishing cennections between elements of the
transport infrastructure.

The arrangements for providing terminal facilities in customers'
premises are dealt with separately in Section 5. This Section
addresses the core transmission and switching Facilities which
essentially comprise the Tinks from customers' premises to local
exchanges, together with the inter-exchange network and related
switching and network intelligence facilities within the varicus
levels of exchanges. This Section also addresses the provision of
the so-calied 'basic' services. The provision of 'value added'
services is addressed in Section 4.

The Government 1is committed to ensuring the maintenance and
develaopment of a high-quality, efficient public telecommunicatians
network as a basis for the efficient provision of a broad range of
telecommunications services to meet the needs of all Australians,
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Achieving this objective requires a regulatory framework which

provides for the growth, integrity and efficiency of the network,
while ensuring +hat essential access to this

affordable. Thaese goals underpin policies for the
that  1s, the physicai infrastructure

nation-wida 1nterconnectivfty
derived from this network.,

network remains
basic network -
employed to achieve

pervasive, - and for the services

The central issue is tha need to create an environment 4n which

there 1s adequate incentive for effi

ciency and Tnnovation, and the
capahility to respend to that

incentive, while ensuring that the
capacity to pursye wider nationgj objectives - particuiarly
essential equity of access - is sustainad. The question that
follows is whether this infrastructure 1s sti11 pest provided

either whelly or in part - on a reserve
single carrier,
guestion, which
then

d or monopoly basis by a

ar by a designated group of carriers.
is dealt with in the remaindar of this section,
ppropriate structure, control,

There are  two fundamentai considerations in
appropriate boundaries g the monopoly areas,
infrastructure certain  parts gof it,
attributes as a resylt
5Cope, In these circumstances,
Provision coyld Tead to ieng-term inefficiency,

Bxcess capacity and the uneconomic g
addition,

determining
First, the

may possess
of pervasive

itself, or
"natural monepo ] y*

eccnomies
of scale and

any competing
in the form of

uplication of facilities.
relying on market forcas to resoive

issues may have other undesirable outcomes,
Section {paragraphs 3.10 tgq 3.33) disc

In
infrastructyre
The next part of this
Us58s the natyra] monopoly

argument and considers the competitive provision of  domestic
infrastructure.
Secondly, competitive provision of certain services may e

inconsistant with the Government's obj

ective of maintaining and
extending universal servica,

in the sense of ensuring broad access
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to telecommunications throughout the national territory and te ali
sections of the community. This inconsistency arises from the
pursuit through a structure that
both betwesn and within
services, that may not be sustainable in an unrequlated commercial
market. The third part of this Saction (paragraphs 3.34 to 3.49)
discusses the goal of universal service and the means by which the
Government intends to pursue it.

of universal access price

contains extensive Cross-subsidies,

Against this background, the fourth part of thTs. Sect?on
{paragraphs 3.50 to 3.79) sets out the Government's decisicns w1?h
réspect to the appropriate boundaries for monepoly in the d?mEStWC
market, with the international aspects being addressed in the

fifth part (parﬂgfaphs 3.80 to 3.99%,

THE PHYSICAL INFRASTRUCTURE

Description

PubTic  telecommunications network facilities represent  a
substantial public investment in essential national
infrastructure. Fixed assets amounted to about $13,700 mill4en at

30 June 1987, plus $73 million equity investment in internatiomal
satellite systems (INTELSAT, INMARSAT). Current investment levels
are high in absolute terms: $2,B00 willion per year by Telecom,
$155 million by OTC. Further increases in investment are p]ann?d:
te about $4,000 million a year by Telecom by 1990/91; there v117
be a $1,000 million investment by OTC in an international 0pt1c?1
fibre network in the Pacific by the mid 1990s; and AUSSAT is
preparing to fnvest about $600 miTlion in a proposed replacement
satellite system to be operational from late 1992.

The majority of Telecom's investment is in the Pubtic Switched
hi has
Telephone Network (PSTN), recent years this
broadened to include a range of networks and services.
1976, Telecom has introduced over 30 new major products and
services, and ptans are being finalised for the establishment of a

although in

Since
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new range of services based on Inte
(ISDN) technology. Telecom has commenced a major
program to introduce optical fibre cahlesg
introduced cellular mobile telephony
1986/87 in a program designed
and customer numbers,

in 1986/87 there were 6.8 million telephone services in operation

with 618,000 new services connected during the year.

of telephone services is expected to be 4% in 1987/88.
of manual telephone services has been
6,300 in June 1987,

Net growth
The number
cut from 146,000 in 1975 to
Telecom expects to convert a further 3,300
manual telephone services to automatic operation in 1987/88, and
to achiave a level of 94% telephone penetration by 1989/90,

Telecom investmant ip the non-core celq
network 1nfrastructure,
the basis of a five

ular telephony "MOBILENET®
targeted to he commercially profitable on
~year payhack period, is as follows:

$ Mitlion
Investment to date: 82
Total investment Programmed to 1988/89: 175
Total investment pianned to 1991/97: 230

Telecom's cellylar mobile service has grown

to 27,000 services
since it commenced

in Sydney in February 1987, A discussed in
Paragraph 2.50, the service is now availahle in 15§ major centres,

with current plans for 1988/89 to bring this Up to a total of 35
centres,

Telecom also provides a wide range of othe
services aimed at
These services,
services,

r specialised netweork
supporting business, commerce and

in addition to the PSTN and ce
include  AUSTPAC (Telecom's packet

Electronic Funds Transfer at Pgin
Telex, and Teletex.

industry.
1ular mobile
switched data

service), t of Sale (EFTPOS),

grated Services Digital Network
fnvestment
into its network. It
in Melbourne and Sydney din
to achieve rapid growth in coverage
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In the data services business, about 106,000 customers used daZ;
services over the PSTN via modem connections in 1986/87 (up 3j
on 1985/86). In addition the dedicated Digitél Data S:;v;;z
{0DS), providing higher speed direct data carriage, had ,k X
(up 54% on 1985/86). The separate AUSTPAC pac ?
switching data service had 4,040 terminals, up 72%.. Telecom's
service, VIATEL, had 25,000 subscribers Tn 19?6/8?,
making it one of the mwost successful videotext services in the

terminats
videotext
world. Overall grewth in Telecom's data market is anticipated at

13% during 1987/88. e :
by a five-year Telecom investment program of $891 million as se

These market growth rates have been matched

out in Tabie 3.1 below:-

TABLE 3.1: TELECOM INVESTMENT IN AUSTPAC AND DDS, 1985/86 TO

1989130 ($ million)
Services 1985/86 1986/87 1987/88 1988/89 1989/90
0Ds ila 128 136 165 188
AUSTPAC 38 38 19 20 45
Source: Telecom

0TC s a major owner of international submarine cable capif1zié
Major cables 1linking Australia are the AN%CAN cable ?cros o
Pacific Ocean and the Australia-Indonesia-Singapore c?b et ot
per cent of Australia's current internatioaa] c?mmun?cat10anOUt
through cable links. OTC expects that this will r1se1i?15 o
60% following completion of the Pacific Cable Network. 0 e

Australian signatory to the operating agreement for IN : l,
currently carries about 60% of . Aus%ralwa S
telecommunications traffic, and is also the Austr§11an s1gnat?:y
to the INMARSAT (international satellite) operating

agreement.

which

maritime

. janificant
Althaugh on a smaller scale to Telecom, OTC is also a signific "
i e
investor in facilities which it uses to provide albroad rangm‘S
teTecommunications services. It is the wor
33
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thirg largest Investar ip Undersaa Cables and th

€ Sixth largest
invastor in, and user of, INTELSAT.

Through o7e, Austraiians
and territories _ the warid's iargest direct

network can now be directiy dccessed by 4,1 mi
telephone Customers through 15p,

The average annuaj growth rate of Qutgoing 1nternationa? cails
over the peripd 1976 to 1984 was 3% - 3 arewth rate second only
to  the United States among  the developed
dccommodate the continuing growth in internationa?
te]ecommunications traffic to ang from Australia, ore now has gver
$6500 mitTign invested ip cables, satellites angd associated
infrastructure. Around $2, 000 million more will he invested in

he next 1p Years to meet growing demang.

e2conomies, 10

The major project over this perijng will
Pacific Cable Network, at a2 cost of
miliion, The fipst Phase, Tasman 2, will ve
Capacity co-axial Cables tp 7ink AustraTia

be the optical fibre
approximately $1,000
piace obso]ete, lowar

and New Zealand, by
1961, with further extensions tg be completed by the mid-1990s

Tasman 2 wi1] cost dpproximately $12¢ million ang will Carry up to

57,000 simultaneoys telephaone convarsatiopng - compared to only
about 1,000 9N existing Cabies,

AUSSAT now has three satellites ip orbit,
high-power (30 watt)  ang eleven low-powar {12 watt)
transponders. The satellites are Controtled from two tracking
stations, one Tocated 1n Sydney and the second in Parth,
communications earth stations, owned and Operated by AUSSAT, are
Tocated ip each capita) city, inc?udfng Darwin and Canberra,
AUSSAT Provides transmission facilities fop private networks in
marginal competition with Telecom's terrestriag system, byt daes
mot  carry public switcheq traffic {other than on behalf of
Te]ecom). Principal AUSSAT services are: direct broadcasting
{both the ABC's Homestead and Community Broadcasting Sateltite

Each satellite has four

34

Service - HACBSS - and the Remote Commercial TelevisioT Service -
RCTS): point-to-point and point-to-muTtipoint distr1but1un. of
radio and televisian Programs  for terrestrial retr?nsm1ss1on,
multipeint distribution of video and audio enﬁerta1nment. and
information services (VAEIS); and various private
telecommunications network services.

AUSSAT is now nearing the end of its planned busines§ start-up
phase, during which it has incurred anticipated uperat1nq ?osses
while traffic built up  towards capacity. It anF7c1pates
profitable operations from 1988/89, RepTacement site171tes afe
expected to cost up to $600 milifon and would be required te ?e 1?
service before late 1992, prior to the end of the operationa
tives of tha existing satellites,

Monopoly and Competitive Provision of Domestic Infrastructure

Given the size and economic and social significance of this public
infrastructure it is clearly essential that the GovernmEﬁt ensurz
that it is provided and operated as efficiently as possthe, ﬂnd
that new investment levels and directions are efficient an

appropriate.

Cne major factor which may serve to support continued m?nop:;y
provision of the infrastructure over the longer term 1? ] :
natural monopoly argument. Where economies of scale to p?rt1cu ad
network components ara very large, or where there are w1de5pr?3
economies of scope between the facilities needed to pro:1i:
different services, the market may not be large enoggﬁ to s?s :h
more than one supplier in the long term. In addition, if s
costs fnvolved in providing particular facilities are large?y suze
{in the sanse that the assets employed cannot readily o
transferred to  other uses} then cnmpetitionl ma&y genera :
inefficient outcomes, as the risks associated with those ju:o
costs can lead to insufficient competition in sume.markets.an ’
excessive competition 1in others, It s 'the jnteraci1ozoszs
significant economies of scale and scope with high sun
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T ————

which has underpinnad +the traditiona]

ecenomic rati
reguiating the o

‘ davelopment of the
infrastructyre, Thisg rationaie
reviewed qn the
economics,

te]ecommunications
. now needs to he continually
light of changing technologies and  network
Nunethe?ess, it appears that current and emeryging

technology stj17 exhibits i
. Economies of scaje and sco
high surk costs., e

- s and sunk costs, does
not Trrefutably confirp that there s 4 natural menapoly +dn the

provision of the basic network infrastructure.
suggest that tpe presence of
Austraiian market coyld result
wasteful uyse of resources,

fowever, 4t does
more than one operator in the
N overcrowding ang 2 consequent

Scope, there are ather argument
dortestic Tnfrastructure May rot be desirabie

As mentioned in Section 2, measures tg

increase the competitiy
& Iy s I} s e
Provision of facilities have been taken

or foreshadowed tq some
a : .
xtent 1in recent years in the United States, Uniteq Kingdom and

Japan and have been more recently decideq upan in New Zealand and
s . cias
ome other countries, Perm1tt1ng compatition could be expecteq to

of  the network face economically efficient
In addition, competing private sector
Providing dlternative facilities could apen up addi
of capita] investment, to increase rates of mog
expansion of tpe system.

prices.
involvement {p

tionatl sources
ernisation ang

4 .
OWevar, in the context of the policy objectives outiined 1in

Se:?1on 1, such an approach would raise a number of practical ang
o ceps .

p ?cy difficulties, Most 1mportantly, competitors wouid
obviousty target the highest profit markets

traffickeqd trunk or . ey

International routes, where prices gare

3.31

3.32

presently well ahove current costs of provision, This is a clear
lesson from overseas experience. A competitcr that had only
commercial objectives could quite readily undercut present prices
on specific routes, and develop a significant and profitable
market share. Because present Telecom prices are well above itg
provision costs on these routes - for valid wider policy reasons -
achieving a significant markst share would not require the new
entrant to have a particulariy high level of efficiency.

For so Tong as the established carriers' prices are sustained
above costs because of the cross-subsidy obligations associated
service policy, there is no
It may have

with the Government's universal
particular merit in such trunk route competition.
1ittle effect on improving efficiency in what is probably already
the most efficiently provided component of the netwcrk.
Uneconomic dupTication of facilities would be a Tikely outcome.
At the same time, trunk route competition would erode the capacity

to sustain community service cbligations by cross-subsidy.

Perversely, the areas of the basic network that appear to most
need additional pressures to improve efficiency - remote network
services, and the provision of basic access from local exchanges
to customers' premises - would be unlikely to attract significant
competition because prices for these services ire, on average,
cross-subsidised and there is 1ittle ar no apparent scope for

profitable market entry,

A further consideration is that in the United States and the
United Kingdom, competition in the basic network facilities and
services area has not necessarily led to benefits to ordinary
residential telephone users, because competitors have targeted
business users, who have benefited. The resultant “tariff-
rebatancing” has, by some commentators' measurement, led to higher
residentfal connection charges and basic access rentals in those
Such an outcome in Australia would be counter to the

countries,
social equity policy objective of sustaining universal affordable

access to standard telephone services.

The Government is keen to
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see both the business user and the residential customer benefit
from improved overald efficiencies;
of cost from one to the other.

not merely to snift the burden

Given all! these considerations, the Government has decided to

retain regulatory controls over the terrastrial network.

However,
the Govermment sees benefits in a

Towing competitive provision of
specified radio-basad facilities that augment the basic network,
while recognising that facilities offer
alternatives tg the network requiateq
consistently with it.

radio which may

basic need to e

MAINTAINING UNIVERSAL SERVICE EFFICIENTLY

Hitherto the objectives of both efficiency and equity have been

met through the monopoly provision of basic netw
services,

AUSSAT

ork facilities and
albeit with some minor competition between Telecom and
in providing private network facilities.
competing facilities or service providers,
opportunity ta provide
potentially wastefui dup1
of scale and scope that a
a natural monopoly.

By excluding
there has been the
8 minimum cost system by eliminating
ication and by realising those economies
re attainabla by a single operator within

The prevailing monopoly has permitted
the internai
traditional
access to

pricing structures tq embody
Lross-subsidies that have been used to sustain the
- and ongeing - equity policy of providing universa]

standard telephona services at uniform affordabile

Telephone catl charges - notably trunk call charges on
heavily trafficked routes - have been set at Tevels that are in
excess of the associated costs. This has allowed the fixed
charges for providing basic access {connection and rental fees) tg
be held, cn average,

prices.

at levels that are often below the direct
costs of providing the dedicated exchange 1ine, househo1d wiring
and first telephone fnstrument required for
Bncolraged expansion of the customer base,

access, and so
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ot

Such monopoly arrangements may carry with them some risks. There

is the risk that protecting operators from possible competition
imperatives to innovate and to

There is also the risk

may remove the usual commercial
i 11 possible efficiency gains.
;E21]1i1:es Ehat diverge significantly from the underlying costs
can lead to economic losses through inefficient uses of the
and to distorted demands for Tevels and
The absence of alternatives for customers can lead to
on the part of a monopoly provider

investment
system,

patterns.
inadeguate responsiveness
towards customers' peeds and individual circumstances.

It is a matter for judgement whether these risks are rea11s§d to a
and whether they outweigh the benefits of
However, the

significant degree,
sustaining the traditional established arrangements. . .
relative efficiency of the carriers in providing basic services

provides relevant information.

Overall Telecom has had a good record of innnvation.in respect-of

network technology and services, notwithstanding its ptotect1on
from most competition. OTC 1likewise has not - in these
areas, and AUSSAT has provided Australia with direct éccesslto
satellite technology. While there has been some analysis showing
that Telecom's direct employment levels may be high for Fhe size
it operates (Figure 3.1), Telecom has pointed to
drawbacks in the analysis {notably {its fajlure to account for
Telecom's traditional practice of in-house employment coTp%red to
other countries’ more extensive use of cnntractors)t sufficient to
gquestion these conciusions. Moreover, while Sect1o? 5 suggests
that there is considerahle scope within Telecom for 1mprov?ments;
particularly in the customer premises equipment, accesi 11ne an

the engineering provision and
itself appear to offer less

lagged

of network

administrative overhead
operation of the switched network

areds,

scope.,
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Fig 3.1

Comparison of employment levels In telecommunicalions systems

Source: Bureay of Indusiry Economics, Regulation of privaie communicaiions
networks in Austrafia; Information bufletin 11, 1984,

In any Case, as Tong as Telecom's

access to capital remains
constrained,

45 it has been in the past, it could he expacted to
sustain reiatively higher levals of labour inputs, Overaly,
average prices for telecommunications services appear lower than
those in most oEech countries and the efficiency of sarvice supply
seems refatively high (Figures 3.2 and 3.3).

It

s not clear how much ecomomic loss actuatly arises from the

Current pattern gf Cross-subsidisation, Telecom's internal

profitable commercial bases. In
direct Tosses that would be
subsidised services,

seeking to measure only the
incurred in cperating the crogs-
one alternative estimate of $250 million has
been made by officials during this
it is not possible to sufficient]
Costs  within  Telecom's

pelicy review pProcess. However

Y disentangle separate service

present  management information
accounting system +p enable a religble calculatio

Tevels of these Cross-subsfdies or to enable

and
n of the costs or
proper consideration

of possible alternative service-delfvary arrangements.,
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While remaining committed to the under]ying BQUItY objectives set
out in Sectign 1, the Government is cencerned that the levels op
resourges being directed by the carriers tgq meet  what are
essentialiy governmenta? sacial ang equity objectives, are Targely
unknown ip S12e, and are Cutside the Government ' g own control apg
ac?uunFab?Tlty Provisions, [t has not Proven possihle to rectify
this within the scope of this current reviey,
The Government Fecognises the need to ensura that community
service obiigatigns are met tgq standards tpat are subject tg
government SCrutiny, within Cost parameters that are determined by
government in 4 nationg) resources aliocation context, Therefore:
Telecom wiT) be requireq t
0 obtain the g rova
gf the Ministar for Transport and Cammun?gat1o;s
0;_1ts.plans to meet qig commun{ty seryice
ob 1g3ations, ncluding the associated leyels of
ggsts and Cross-subsidy that will pe Involved
\I€ approved plan wiTl then pe set out explicitl
in Telecom's Corperate plaps, g
;n order that work Can proceed quickly on thig important jssya the
overmment hgs decided that an Immedigta study wilg be commenced
In the context of pre
Paratien for Telecom's 198
o 9/30 Corporate
The Bureay of Trans i f
r G port and CommunicatTOns
Fconomics with aPpropriate assistance for
Consultants ang " conjunction with Telecom will
prepafe a report on the Costs and cross—subgidies
assog1ated With meeling identifiab]e commurrity
service obligations now met by Talecom The
report will he available for consideration in the
context of deve]oping Telecom's Corporate pian
for 198g9_gp and beyond.
It ‘ will he gp important feature of this future pelicy
environment that the independent re

Sectiqn 6, win be
appropriagte Measurement
Futyre ffnancing of commy

and accountapility arrangement
nity service obligations,

gulatory agancy, describeg in
Charged with developing and

Overseeing
S for the
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Meanwhile, the Government will not jeopardise the sustainability
of 1ts ongoing universal service policy objective by adopting
policy measures that could undermine the NECessdry cross-subsidy
funding mechanism.

This decision  alone means  that manopoly provision of the
infrastructure of the basic network - and of same services - will
continue. To the extent that this is required, it will also need
to be accompanied by new mechanisms to protect consumers, tg
provide alterhative incentives for efficiency, and to ensure
carrier accountabitity ang responsiveness. These will be applied
in the context of the Govermment's new policy towards the
ownership, controi ang reguiation of its gevernment business
enterprises -  both ag who1ly-owned enterprises, and as
menopoiies.

Arrangements for controlling prices in the monepoly areas of
telecommunications can provide scope for Pressure to be placed on
the efficiency of the carriers, although existing arrangements
have not so far been used in this way. By requiring the carriers
in future to maintain a target reduction in real-terms in specific
prices, or price-bundles, while continuing to require adherence to
reasonable commercial performance targets for the enterprises,
pressure can be created for the realisation of reasonable
efficiency gains and for the equitable sharing of these gains
with, and among, consumers.

In conjunction with consideration of carporate plans For Telecom
the Government wiii in future impose a cap on price rises, by
reference to general price rises, Caps will be applied to hoth
business and residential services, and will be constructed ko
avold any inequitable rebalancing of tariffs. The observance of
these price caps will be monitored by the independent regulatory
authority described in Section 6, in association with its role as
a4 consumer watchdog for Telecom.




3.49 Finally, the Government  wil1

independent regulatory authority te ensure

fully responsive tg the needs of their cust
will

establish measures within the

that the carriers are

omers. The authority 3.52
be charged with monitoring Teiecom's fulfilment of its

community service obligations, aspeciaily in respect of public
servicing applications for new
standard telephone service connections. It will also have a role
in the investigation of consumer complaints against Telecom's
misuse of its monopaly position in respect of its relationship 3.53

with its Ccustomers, These functions are outlined further
Section 6.

telephones and arrangements for

in

DEFINING THE BOUNDARIES qF MONOPOLY
3.50 In short, the Government !

5 approach to redefining the scope of
moncpoly provision

is based on two considerations:

the need to maintain and extend universai
maintaining Telecom's ability to pravide ac

telephone seryices through cost-aver
and

service by Fully
Cess to standard
aging and Cross-subsidy;

the need to secyrs the orderly and efficient develcpment of
the basic network by enabling the Fyl
efficiencies arising from econemies

by avoiding costly and

lest expioitation of the

of scale and scope, and 3.54
uneconomic duplication of Facilities.

3.51 In translating these objectives

fnto policy, the Government has
taken

fnto account the benefits flowing From

possible competing provision of specific service

ensura that requlatory mechanisms are put in pla

areds to safeguard the efficiency and effective
these too are outlined further in Section 6.

\
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Facilities

In keeping with the approach described above, the Government has
decided that:
isi he basic public

:2?t2223p€;¥c2rg;13322 g; %e?gcom wighfn

Austratia and by OTC internationally will

continue.
In continuing this monopoly, the Goverrnment wil3 ensure.thatFZ:e
measures needed te ensure orderly development and pub]w? 5a .1:
are clearly specified. The independent regulatory author;ty w;as
have a Timited power tc permit modifications to the manop? i a:it
in specific cases where they would clearly not h?rm the in :?de z
or viability of Telecom's network {and are tequwred to pro o
service that otherwise would not be prov1deq, for exaT:]e :
particularly long exchange access Tline). This Eower w;. i
constrained to he exercised consistently with the wider po11c%n0
reserved services outlined in paragraphs 3.64 t? 3163 fo]l:#;‘g.
Present arrangements governing radio-based transsts1un facili ;?s
in the basic network will be maintained, as will the monopoly
provided to AUSSAT over the domestic satellite system,

Services

Competition in the provisicn of services over tE1ecommunicazzz:;
facilities will continue to be precluded to th% extent‘nece "
to ensure continued protection of Telecom's ahility to f1nanciv;ce
specific community service obligations. {However any seent‘s
which is currently unrestricted will remain so.} The Governi i
primary concern here 1is to protect the souyrce of presen
future cross-subsidy revenues.

Although the data for measuring the extent to which part:?:l?:
services cover their costs are imperfect, there can be -
doubt that Telecom®s capacity to finance univer%al acc%ss d?zEEEd
first and foremost on the revenues from the basic public sw1n: i
telephone network - which presently generates over 90 per ce
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S
I8
‘ .
Telecom's revenue frog network Services,  There fs therefore
clear need tq reserve to Telecom the rights d ob] a 3.60 There can be no doubt that private networks are valuable in
. and obligatj . : . .
associated witp the exclusive operation of the national SSand::; allowing corporate users tg develop innovative teTecommun1cations
taiephone service, applications geared tg their specific requirements - and which
herce contribute to efficiency ang productivity in tha economy as
3.56 Th?s reservation wijj WPPly to the Provision of stangang witchag a whole. However, it is also the case that the pricing of Teaseq
volce  services, including the use of Facilities g € Tines has contained an element of buik discount, even taking into
erived f 3.s .
Telecon's network, from 0TC, from AUSSAT o Provided by o Ot;um account the lower cost of providing for an equivalent amount of
entity. ar traffic on a fixed, as against switched, connection and the value
of the certainty associated with the provision of dedicated
3.57 The resérvation given tg Telecom and g WilT he further supporteq fres. In these Fircumstances, PHloving the shared use ang -
by Providing adequate protection tg Telecom's additiona services sale of leased lines could simply Tead to arbitrage of traffic
from the public switched network to private networks without
¥ that are Provided JoIntly with the switcheg voice service: providing any gains in urderlying efficiency. Thig would then
' that may e direct  substitytes for the suftcheg v;ic Jeopardise the source of revenue for financing community sarvice
service; ang & obligations.
that have bagn developed on 3 basis simijar to, and derivag
from, the voice service, 3.61 Given the reservation of standard public switched veice, data and
text services, the Goverrment therefore intends that:
i : ; .
(1) Services Provided jointiy The shared use and resale of simple carriage of
all traffic over Private networks will continue
3.58 The . to be restricted. This restriction will apply
reservation of basic switched voice Services wi) entail g both to facilities leased From Telecom and 0T1C
Testriction on the SUPPTY by entitieg other than Telecon and ore and to services obtained From AUSSAT.
of g i ] u I . 3 i
L arvices which bundler SwWitchad voice tonnaction witp any This restriction will prevent undue diversion of traffic from tha
aiher s
" service or set of sarvices As a resylt, Telecom and oTC public network to private operators,
wi i :
it - Provided with rONAPOLY rights in the Provision of public
Switch i :
F ?d ISCN services, given that [SpDN invelves the Joint i (i11) Other Services
Provision of voice and nMOn-voice access and services i
3.62 The Government reco nises that certain athar established services
(1) Servi i ’
ervices which are Direct Substitutes fop Switched voice currently provided, by Telecom and UTC have developad an the basis
3.59 Th f of the traditional tariffing principles that have derived from the
. e g . L s
‘ hich PYETNENE also intends to regulate Frovision of sepyices i PubTic switched network (viz public switched data, text and video
. whi i . { \ s1aas ires A
‘{ -c are, or which May become, direct sSubstitutes for switched E services, leased network faciiities}. These tariffing principles
. voic i . - : .
M ) ti Services.  An area of Particular importance in this respect § involve considerable cost-averaging, both geographically and among
i, is ; . .
i € regqulation of Private networkg and of the Shared yse and customers, to an extent that may not be whoily commercial.
' re-sale gf leased lines,

Opaning these services to competition at this time would

impose an
excessive adjustment burden an Telecom and 0TC and

on their




3.63

3.65

(v)

Where
basic network but do nat
permit competition,

dare apen to Ccompetition,

Radio Paging telephone services are in
Open  to competition since 1981,
increased the diversity of services a
capital resources tg develop the mark
of customer responsiveness.
about 400% that has also gen
for Telecom because the ha

customers,

{(iv) Summary of Reserved Services
The

Government has decided that:

Telecom and 0TC will be provided with continyeq

regu?n?ory protection of their monopolies in

spec1fjc.services where opening them to 3.6
competition at this time would impose excessiyve

adjustment burdens on the carriers or their

customers. These services are:

. Basic public switched voice
. Public switchad data
- DATEL
- AUSTPAC
PubTic switched te
- telex
- teletex
. Pgb]ic switched ISDN
digital networks}
- basic rate
- primary rate
. Leased circuits
- voice {eg tieline)
- data (includes Digital Dat
both DDS and DATEL)
- text

- video
. Mobile telephone services

Xt and videg

(integrated Services 367

a Service,

"Nen-core" Services

3.68
n 3
non-core” services are provided that yse and extend the

compete with it, it

‘ may be dppropriate to
™ much the same Way as

value added servicas
as discussed in Section 4. 1

this category ang have been ;
Competition appears tq have f 3.69
vailable, provided addftionali

et, and provided 3 high level

Since 1981 there has been a growth of |

erated significant additional reyenue ]

31C nmetwork 15 used to access the ;

service. Radic paging has now evolved from a simple "alert®

system invelving radic alarm messages, to include compiex one-way
information services (eg. text messages, stock market information
and so on}.

The extension of this development to two-way information exchange
by radic, coupled to the largely de-regulated existing access to
private radio communications systems, has raised the gquestion of
the need for cellular mobile telephone
Telecom monopoly.

services to remain a
Experience overseas has pointed to possible
benefits for that service from cempetition, including increasing
customer responsiveness and Faster techrological innovation.

There is already a considerable amount of competition 1in this
market that the provision of all +terminal
equipment is fully competitive within existing Australian content
requirements. As detailed later, in Section 3, this competition
under new

in Australia, in

will continue manufacturing industry development

competition has already demonstrated its
value; equipment costs have been reduced by up to 15% over the
last two years, despite customer numbers, while rising fast, still
being only about 27,000.

arrangements. This

Extension of competition to the provision of mobila telephane
services themselves would not appear l1ikely to affect Telecom's
capacity to fund 1its community service obligations by cross-
subsidies: the services would, in fact, provide additional trunk
and local traffic on the Talecom network through interconnection
between the mobile services and the basic network infrastructure.

At the same time there are several dissues that need specific
consideration because the ceilular mobile teTephone service is
integrated with the standard telephone service. First, Telecom
has only recently embarked on a major program to introduce its
MOBILENET service throughout Australia, aiming to cover 80% of the
population by 1991/92, The Government 1is keen to see the
geagraphic caverage of this service continue to be extended as
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3.70

.71

3.72

Communications Systems
AUSSAT, The

consideratfon.

For these reasons the g
Ncertainty tq mak
the Provision gof

decideq that a fyrt

widely and as quickiy as is consi
ind would need to he sur
Jeopardise this aipy.

stent with col
€ that any additi
Secondly,

mmercial viabi]fty,

mobite telephone servicag,
its Nature,
blans. Thirdly, the
Switcheg voice Services
could, through further 4

Unforeseen difficu?ties
Tel

dvanceg in the
in the future for
der Switcheg vaice s

network bypass with
sug,

leaq to
the maintenance of
ervices,

ecom's monopoly of wi

7 .
problems of 'inappropr-jdte Eadmg to

- imp]ications for t
mportant cross—subsfdy is b

Finaliy, there are Some specific emerg ing technology developme t
that woyig require Consideration in thig context, It a?re;;S
app?ars Tikely that pPresent anaiogye technology far ceTluTa:
?ob1]e talephona Services wil) be Supersadeqd by digitay techno]

n the eariy-to-mig 19905, This js about when Telecom's presen:?y
?1ﬂnned Coverage should haye been completeq, and  jtg pTannej
nvastment recovared. At the same  Lipe, the Government i
Presentiy giving separate considaratiop S
Tnclusion of

to Proposals for the
Tand~mobi?e satellite
in the Proposad replaceme
1mplications 0f these deveiapme

new techno]ogy radi
io

nt satellites For

s nead Carefy]

OvVernment Considers that there jg too mych
€ a decision Row to
cellylar mobile taj

her examination of th

Tntrodice Compatitign into
ephone Services, It has

is issye is required,

The Boverpment has therefore decided that;

On itg establishmant the new
: ndependent
regu]at9ry authority will pa requ?red to report
on the mplications of 1icensing an P
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celluTar mobile telephone
interconnection to
d telephone network,

its essential community
Government will,
review the case f
operator,

service obligationsg, The
after receiving that report,
or ticensing such an additional

Public Telephones

Telecom Presently operates apout 32,

100 puplic Payphones (where
Telecom provides the

installation and coliects the revenue) and

There is a considerable deqgree of community. concern opver the

adequacy of Telecom's provision and maintenance of public
telephones, dithough there are o established standards or
guidelines Ffor their oprovision. At the same time, Telecom's
standard accoynts showed a Joss of 367.8 miilion on payphones in
1986/87, with about $18.5 millien attributed to costs of
vandalism. (However there are gquestions over the adequacy of the

standard Telecom accounts in Mmeasuring the contribution of this
business to profit.)

As  with- the Cross-subsidy Question, there ig

difficulty in disentangling current Telec
to  determine the real economic

considerahle
Om management information

costs  of matntaining pubiic
telephones as community service obligations (CS0s) rather than as

a commercial business. But one estimate made for this review

Process has indicateq that, on a direct cost/direct revenue basis,
Public payphonas may even ma

ke a positive economic contributiogn of
Up to $12.8 million per yea

r to Telecom network costs. However,
there are clearly major differences in profitability (or lcss)
between different payphone sites,
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I EEEE——

The Government has decideq that:

Telecom wily

continue to

have the exclusive right
to provide Payphone services,

As a condition of its sale

exclusive right tg pravide p

Telecom wil] be

public networg operator status ang its
rivate Payphones:

reguired tg

Provide and maintain g
comprehensiye network of pub

with Community needs.
The
monitor puplic payphanes,
meet community needs
its obTigation, It witi
appropriate nationa) guideli

The authority wilj

determine the profftabilfty

business, as part of
monopely areas,
of  pubiic
Financial

The Governmen
telephone provis

Largets it wi1g

government busipess enterprise,

INTERRATIONAL SITUATION
Current Situation

and  from Austra11a,
international

relatively

with
Jateways being
efficient

internationa? carriers,
and its major telecomun
smali population,

traffic compared wi
as g

th major trad

Proportion of populatig

independent regulatory author

be reguireq to draw

nes for the standards of
maintenance that will be expecte

also approve new

its responsibility

organisation

Despite leng distances between Ayst
ications trading partners,
and relatively small volumes of

Tic telephones in line

YP and monitgy

Provision ang
d.

accounting arrangements ¢y
of the public telephane
for monitoring prices ip
Tcitly consider the costs
determining the
Telecom to

or costs

towill expl
ion  1ip specific
2xpect

achieve as 3

ge of telecemmunicatio

domestic cohnections

Provided by Telecom.

ts }
It is af

fFrom

when

q

other
raiia k
2 relatively §-.
international f
OTC'S calling rates §
tariffs  are law,

compared tg

ing partners,
n o are

3.81

international coverage

is extensive and its return to government
is high.

Growth n outgoing international telephone calis over
the period 1976 to 1984 averaged 31.4% per annum {exceeded anly

by
the United States with 34.2%).

OTC makes a substantial return to its sharehoider. For the last

five years, revenue has increased by an average of 16% per annum
and after-tax profit has

dnnum,

increased by an average of 39% per
Teiephony accounts for 73% of OTC revenue. For the five
years from 1983, the Commonwealth has received dividends

totalling
$120.4 million from OTC; these payments have increased each
year Table 3.2 indicates that AaTC compares favourably with
international telecommunication companies over a range of

performance criteria. In Figure 3.4 an international comparison

of OTC charges shows that Australia fares very Ffavourably with
other major countries.
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TABLE 3.2: INTERNATIONAL COMPARISONS OF COMPANY

3.83
AVERAGE ANNUAL PERFORMANCE - 3 YEARS TO 198g
{par cent)
Measure 0TC KOG C&l AT&RT
Return on Sales 10.9 8.6 17.9 3.0
Return on Total Assets 6.9 5.5 9.7 2.5
Return an Capital 19.1 9.0 18.4 6'6
Oividend Payout 50.7 12.6 25.6 65 3
Capital/Total Assets 36.5 61.4 48.6 38‘5
Source: Overseas Telecommunications Commissian 3.84
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No  significant representations have been receiveq f

indicating systematic impediments to rom
competitiveness frop ore!
though some users of

USErs
econamic growth gor business
S moropoly of
leased 1ines

advantages from allowing third-party ys

international facilities,
have pointeq g potential
e of leased tines,
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OTC now faces considerable competition in a grawing element of its
business conducted between third countries via Australia {its "hub
Australia" business strategy). Specific pressure upon OTC's
strategy of attracting telecommunications business can pe expected
in the near future from the recent policy change in New Zealand
allowing competition in international services. Private sector
investment may add to the relative attractiveness of New Zealand
as a location for telscommunications operations 1in the region,

thus increasing the competition faced by CTC.
Seeking Efficiency Gains

Open competition in international network facilities could lead to
the fragmenting of the market by the direct entry of major
overseas carriers. As an adjunct to their global operation, the
opportunities open to these carriers to support predatory pricing
from other parts of their operation exceeds O0TC's ability to
defend against such a tactic. Thers is no effective international
mechanism to regulate such behaviour. The consequent rate
reductions may bring some short-term price gains to the business
community, but competition is not the only way to achieve those
gains and cutting OTC profits would reduce its capacity to invest
in new technology offering greater long-term gains. The benefits
of exposure to international innovation and technology ara already
available through OTC's correspondent arrangements with overseas
carriers serving their home markets. Further stimulus to
innovation and berefits of technology transfer will be gained
without the disadvantages nroted above by the entry of
international value-added service providers using OTC circuits, as
discussed in Section 4.

OTC is pursuing commercial solutions to reduce tariffs, including

proposals to assist in the establishment of satellite earth
stations within spacific countries to minimise transit charges.
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Scope exists to improve AUSSAT'g

Fevenue growth by removing
requiatory impediments to the fylter use of qts satellity
technology capability, AUSSAT'g current  satellite coveragg
extends as rar as Tahiti to the east and to Papua New Guinea t
the north. Although AUSSAT May cperate withip third countries, iy
is presently effectively prehibited from operating
internationai]y.

This constitutes g requlatory b
use of the satellite technology that

It also leads tg operational inefficien
Private network

arrier tg optimum
is din place, ang pProposed,
cies in integratad regiona)

by artificialty forcing the
international traffic through tne oTC gJateway arrangements whan it

couylg actuaily pe better handiad directly through
satellite link., as a4 conseguence
within Austraiia by AUSSAT sate
provided directly via satellite §
New Zealang,

communicationg

4 single
» S0me services provided directly
11ites and which coylq also pe
n other countries,
d there at all,

ces via O0TC, then up?
for transmission wWith

for exampie in
The additiona]
inking back to
in the other
This would apply to Point-to-
STARNET Corporate Communfcatfons
Distribution Services (MDS)
nformation Services (VAEIS),

may not be pravide
cost of transmitting the servi

the same AUSSAT satellite
country, may ge prohibftive.

and

Permittfng Provision of

internationaj private networks py AUSSAT
wouTd not preclude the

Use of AUSSAT Facilities by 0Tc, or an
AT and OTC data services,

to overcome the
present restrictive separation of particular domestie  ang
international te]ecommunications services, However, Australia’s -
international obligations under the INTELSAT agreement would -
require  forma)l

consultations
Following recently announced poTi
appears that OTC ang AUSSAT (an
market services there directly.

prior to any impTementatiun.;
€y changes within New Zealand, itf
d alse Telecom) wi13 be ahle tD§
]
J'

ate network capability woulg need to
on QTC, The extent of
the private network area

An extension of AUSSAT priy
have regard to the effect the effect ist
difficult to assess;

is one of rapid |
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growth, and its revenue contribution to OTC is corres?ondingly
rising. It is anticipated that private leases to the reg1on.cou1d
cantribute approximately $6 mi1lion to total OTC revenue in the
current year, a significant market for AUSSAT, but scarcealy
crucial to OTC even as this market increases. To some extent,'as
indicated above, the services using AUSSAT would be new traffic,
rather than diversion of OTC revenue.

Any proposal to allow AUSSAT to compete for tbe c?rriage of
switched public traffic wouid, however, have a major 1Tpact, and
in the case of switched telephone traffic in the r?g1on, WO%]d
expase more than 20% of O7TC's total teTephone tr?ff1c and maj?r
revenue sources ($110 million in 1988) to competition. .IF this
eventuated, OTC may need to realign all international tariffs as a

response te such competiticn. Such realignment could mean
substantial price 1increases for g large number of overseas
destinations. OTC's capacity to maintain an adequate level of

investment to upgrade and develop the network could also be
reduced.

The negative consequences of open network competition'appEﬂr to
outweigh the possfble efficiency gains. However, allowing AUSSAT
to provide regional competition in private networks by better
utilising its dnternational
risk, high benefit opticn.

network facilities, appears a Tow
Recent developments in broadcasting
and related activities as well as the potential for development of
international broadcasting in the regicn are cases in point,

The Government has therefore decided that:

i basic
's monopoly on the provi§19n oF_the i
?IgeinatioﬁaTynetwork facilities will continue.

The Government has alse decided that:
i ision of
T will be alTowed to eftend 1t§ provis
QH?E:te network facilities 1nternat1ong1]y to the
limits of its present satellite footprint.

g . i
White this may provide some 1imited competition for 0TC, it wi?
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remove a regulatory

impediment +tg growth 1in
Tirked to satellite techrology,
provide switched services
on its own account,

It will not aliogw AUSSAT ¢
s either domestica]ly or inter
0TC will remai
to the INTELSAT and INMARSAT operat
the developing Pressures for privat
the decision to AUSSAT

the Government will
oversight of these

nationally
n the sole Australian signatory

Tng agreements, But in view of

& earth station Provision, ang

permit 1imited

scope  to operate
increase jts direct policy
énsure  Australia's

internationally,

agreements tg overal}
interests are advanced appropriataly.
At the same time,

rastrictions gp the
internationai

private networks
facilites will pe clarified explic
added sarvices,

third-party use of
obtained from oTc and  AUSSAT
Ttly to allow such use for value
Y a5 will be permitted for Telecon
» Paragraphs 4,46 to 4.48).

in the same wa
facilities (see Section 4

The Government Expects that OTC wil] con

tinue to pe efficient and
commercia]iy~oriented;

it will carefully monitor aTC
through 07C's coerporate plan and
regulatory authority, The Govermment aiso expects that OTC ang
AUSSAT  wil? hoth energetically develop
services and pursue trade in service apport
one another and with Telecom
below).

performance
through the ney independent
value  added network
unities, working with

where this s apprapriate (see

Relationship of 0TC, Aussat and Telecom

During the reviey process,
structural Tinkages between
forward Ffor consideration,

context of Australia's capacity to participate optimally in the
glohal market, for a closer corporate
between Telecom and 0OTC.

mest of the possible permutations of
Telecom, AUSSAT and 0TC have been put

There has peen g C€ase made, in the

services relationship
be through amalgamation,
or through appropriate
ourse, already possible

This could

common gr overlapping Board membership,
Joint ventures (the Tast of these is, of ¢
under pre-existing policy),

regional market; 1.96
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The Government sees some value in the diversity of style and
managerial approach of the three authorities, wh1ch' are each
oriented toward somswhat different objectives. Commercial avenuns
Telecom and AUSSAT to co-operate in
ensuring customer needs are met efficiently within their present
led to a formal

memorandum of understanding between OTC and Telecom, and to the

already exist for OQTC,

relationship. Those avenues have already
merging of the Telememoc and Minerva electronic mail services into

Keylink The Government expects such commercial avenues For

appropriate cooperation to be fully utilised.

There has been cencern that Telecom's 25% equity.in AUSSAT,'and
its representation on the AUSSAT Board, may m111FaFe agn1n5t
healthy competition between the two carriers (in providing pr}nate
network facilities). OCTC has been suggested as a more appropr1nte
shareholder in AUSSAT, given its responsibilities for nustra11a2
invoivement in internaticnal te1ecommunication? .satn111t?s, anh
the opportunities which that offers for efficiencies in bozh
expertise and in economies of scope in 1nve5tnnnn. However, su.

a combination would preclude the kind of competition nt the mnrg1n
between OTC and AUSSAT in the trans-Tasman and regional private

network markets that the Government sees as desirabie.

After having considered the possible merits of all the various
decided that
compelling case for making any particular change in the present

is no
propositions, the Government has there

ownership arrangements or structural relationships among the three
) It has simply not heen persuaded that the

effort and possible disruption that would be invoived in any

carriers at this time.

519 t tructuyra C 1g ould warrant OW. e cre
ca 5 c ange w be ed W
T nc u o] dress g onsumer
mmediate P oblems d ssues ad C
res es ciency T ar L dyr c e O ore
asponsiveness, e enc and ke ¥yna S a

i ior
pressing, and more appropriately demanding of relevant seni
L]
managemant attention.

owever, the Government remains concerned hat these structura
arra gelents should st be directed towards the overa nationa
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interest, It win expect the

appropriate Australian partici
prepared to ENsure that they d
limiteq Competitign among the

carriers tg Work together
pation
o so.

to fostep

carefully monitor the situation throu
in glgbaj markets, ang

i and associated reporting requirements

It will aeq BNSUre that the regulatory authority.
is directed constructfve?y.

ion of structura] arran
ing the effacts of the
0licy review, and

gh the carrier Corporate plan
» and through the independent

m

gements undep
other changes
it shoyld not he

are beyond modification, once the
policy Package that 1

in

manGpo 1y advantages
facilitiag and the ¢
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4.1

4.2

4.3

ﬁ

4:  PRov

ISION OF VAL ADDED SERVICES

INTRODUCT TON

Jor rale of value adge

development of the information

d serviceg (VAS) in the

BConomy and Austratia'sg domest§
‘ . . estig
and Tnternationa] economic growth, the Government will adopt
regulatory Framework designed tq facilitate e

growth ang development of
in VAS,

and  encouraga the

nnovative gng entrepreneura] activity 4.4

This reguiatory framewor will provide:

market certainty: ang

continuation of Teiecom*s. oTC!

compete with Private value adde
discrfminatory basis,

The Provision of VAS 4 iready Competitive in Austrajia : "
n terms of the range of services offered ang the ;
Farticipants, the Australian VAS market is Possibly more ;J
in some Particular areas than that of Many other oEcp col

However
, need to ENncourage further

both For
it is a forerunner of deve

mher uf;
eveloped;
untries, ;
Australian f 4.6
1ts direct
lopment of

thera 5 4

gConomic value nd becaysa
globa) communicationg markets

A key consideration in the

ifvestment ¢ which pubiic f

an  optimum Teval

Opportunities prngressively evalve,

S0 that ney business
with entry  ang

exit

requirstents sufficiently minimal to stimulate the n

ecessary scale
of entrepreneural

participation, Closely related to
considerations are the economies of scale and scope assoc
with this public investment.

these
iated

DESCRIPTION OF VALUE ADDED SERVICES

Service Types

A value added telecommunications service is one delivered or

accessed by telecommunications means and involving the addition of
significant vatue tg the
functions, in the form of
intervention,

basic switching and transmission
information processing, delay or otper
ExampTles of present types of VAS are secretarial
and personalised answering services, and
services such as

electronic databases.

information providing

recorded information, electronic mail and

The wvalue added may be simpie

personaiised answering service},
transactional

and abvicus (for example, a

or more complex (for example,

data services such as order placement through an
interactive videofex service)

The provision of VAS s a fairly recent and rapidiy expanding

development both in Australia and overseas, VAS
commenced with voice services of the secretarial
answering type,

in Australia

and telephone

then extended to time-sharing computers (for
example,

the Austas answering service commenced only a decade
ago).

With the introduction of radio paging, call diversion,
computer data bases and automatic call distributers, sophisticated
value added secretarial services with message passing and special
dnswering formats for businesses have been develeped. In the data
irea the development of the videotex concept has ied to the

development of specialised transactional
forward services

services and store and
including electronic mail. (Telecom's Viatel
service started in 1984.)



4.9

4.8

This Tist is not exhaustive; a
combine a number of these eleme
view of the rapid evolution of this
constrain the scope for develapment
any definitive typology in any regula

The demand for,
Estimates of 1ikely annuai growt
volume have been made,
teTecommunications
manual

te]ecommunications and computer developme
wide ang growing diversity of demand f

public voice or data telecommyni i
VAS capability or network,

. and
able seryvices that are uceq to

communi by obligations or

otherwise reserved,

service i
Services that ars

Examples of Present types of vaS are:

manual servi f
- 1ces, such as secretarial  ang personalisaq
answering services; *

informat i idi i
: J 1on_providin Services, such as racarded informatian
ervice i
. S5, and varijoys forms of data base access
videotex; ) P
informati i i .
tion processin 58rvices, as offered by a numbe :
Computer bureays: ] Of:
transactional |

: services, such as order placement
and B8i17ing, which may be provided by
services: ang

time delay services, such as voi

or store and retrieve,

ticketing
interactive videotex

Ce and text store and forward:
messaging services,

i
particular value added service may
nts; and new types may émerge. In
market it is impartant not te

0f new YAS types by adopting
tory context,

and scope of, VAS g expected to gqrow rapidiy.

h rates of 30% to 40% in business
This sector g at the forefront of
v tizgno?zgy and application. Beyond simpie

Perates  at  tpe intersection of

and encompasses a
or information services

nts,

4,10

4,11

required for the storage, processing, retrieval and dissemination

of information in many dimensions of social and business

Further evolution of VAS is likely to ancompass not
applications, but also a

development.

anly business greater degree of
entertainment and education uses as the broadband transmission
capabilities of the public network infrastructure are increased ko
enable improved video transmission. The scope for convergence
between VAS provided via telecommunications and the possible
reticulation of television or other Video and Audic Entertainment
and Information Services (VAEIS) by cable {optical fibre or co-
axial) is rapidly emerging. This is, of course, relevant in the
context of the Government's recently announced review of the
statutory moratorium on the

introduction of pay television

services.

Extensive involvement of private sector capital in the VAS markets
will be crucial to the funding of adeguate expansion, especially
as growth in VAS provision may concurrently reguire investment to
support extensive network expansion and mcdernisation.

Market Characteristics
(i) Domestic

The continued development and penetration of VAS by a range of
pubTic and private sector service providers is likely to be
Australia's transition to an

critically important to

internationally competitive information society.
Innovative invesfors are taking advantage of technological
advances, and the demand for increasing sophistication in the
sarvices sector, to provide new services which can significantly
benefit business efficiency and competitive advantage and create
In this way,

VAS are playing a key role in the development of the finance and

employment opportunities in the information field.

related industries, and they are becoming increasingly important
in tourism, tramsport, manufacturing, education, retailing, and
the rural sector.
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4.15

(1)

There has been i rapid incregsa in the number of pubiic Vag
suppliers from about 10 in 1981 to approximately 250 at present,

Particular segments

» With electranic
mail serviceg experiencing a 300% annuaj growth rate since 1983,
VIATEL hag enjoyed g growth rate second only tg the French
Videotex Service with jtg heaviiy subsidised Miniter, The Telecop
glectronic funds transfer at point of sale (EFTPUSJ service, theg
First elactronic funds transfer service in the world to yse Open
Systems Interconnection (USI)(I) internationat Standardgs, has
placed Australia in a Teading Position in the world of electronic
banking and EFTPQS services, This i5 4 value added Service

carried on the AUSTPAC Packet switched Public network service,

have installeq value adding technology behind theip PABX for other
equipment) fop their own in-house pse and, increasfng?y, private
VAS systems are being deployed at the business interface between
companies tp manage inter-company transactiong and  informatign

flows, The major use of VAS 5o far has heen largely fop business
applications,

distributed data Processing Systems, permitting equipment from
different vendors to inter-operate in an GPen manner (that is,
requiring ng special modification). A relateqd concept g open
network architectyra (ONA).  This is a planning toncept used 1n
the United Siates. It 1s intended tg enable all proyviders of VAS

to have the same  access tg the network architecture as the
Monopo 1y carrier,

TABLE 4.1: PRINCIPAL VALUE ADOED SERVICES PROVIDED IN AUSTRALIA

No Provided

Value Added Service Approx. No. hy Telecom

Telephone Answering 50 -
Voice Mail 1o .
Telex Bureaus 80

50 -

Facsimile Bureaus
Time Sharing Computers {Bureaus) 30

¥ideotex 10 1
Electronic Mail 10 1
Other {Includes electronic funds

transfer} _1o 1
Total 250 9

: ‘-
The services offered by computer bureaus include the fas

: ich
developing field of electronic document interchange (EDI} whic
uses the convergence of computers and telecommunications to

greatest commercial advantage.,

VAS are provided by a wide range of companies in AusFraTia. TZSze
range from traditional established com?uter. serY1c% bt;? th;
through to banks and other large companies dfver51fy?ng o

basis of their computing and networking expertise anq investm 0;
to business service companies adding VAS to their range .

services. Internationally the market appears set to be heav1nj
influenced by the ma jor trans-national computei ?th
telecommunications companies, aoften operating in partnershapfw:tS
a company from the wider services sector. However,-because.u o
diverse nature it is expected that the VAS market will remain p

ici for some
for entrepreneurial initiatives by smaller participants

considerable time.
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(2)

The total size of the VAS market
is not known.

in Australia in terms of revenus

But VAS revenue will be of growing importance not
only te VAS providers sut also

VAS Teads to increased network usage,

to the pubTic network operators as
Telecom estimates that at
1987/88 its public vas market represents about $31 million of itg
own revenues. This could grow to $250 million by 1991/92 and evep
to 31,500 miTlion by the mid to late 19905,
this growth will to
conditions

The achievement of
degree depend upon the requlatery
for VAS as well as the dcceptance by users of these
types of services, and the continued development of new services.

some

Ta meet the needs of VAS developments, specialised networks and

network arrangements have been provided and these will need to

continue to evaive to provide access to the most appropriate

netwerk facilities for each service as the VAS market expands.
The dintroduction of ISDN will further expand the

capability for VAS development bath nationally and globally.

network

It is expected that household applications of VAS will also

increase with continued reduction in real terms of the price, and
an increase in the ownership of, personal computers. (Already
home shopping by catalogue js targeted for a resurgence in the
United States through a major VAS now under development.) Th
high usage of the French Minitei service{z) provides some
indication of the growing demand for technology that is developing
toward the "inteliigent home" concept.

e

The progressive extension
of ISDN and optic fibre cable to domestic customers will further
acceterate demand. Cable television would add considerably to the
econemies of scope.

The French service was acccmpanied by the free provision to
customers of relatively Tlow-cost home VDU terminals, as a
subsidised element of national technology development policy.
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4,22

(i1} International

i i isi f its
Internationally, OTC is actively involved in the provisien O
nte

i i1itd for
VAS offerings as well as providing the network facilities
own

0TC currently offers the Keylink electronic mail

carriage of vAS- and the Online Oirectory

i i j i with Telecom,
ervice in conjunction w : . e
. i which provides an automatic directory system for te 1
rvice re . e
Se] t and facsimile users. In addition, OTC's 1nternat;$;Ac
teletex . e
ket switched Data Access service complements Teiecom's

packe

: ivate users to
for business and pri
: ves as the means
service and ser

computer-based services and information

Data Access also provides the means
and facilitates the

access enquiry systems,
located overseas.
iZ:ai;ZEZXport of information from.Australia,d :
implementation of value added %ervwfes offez; e
The use of leased OTC circuits 1in priva . .
isi f value added services by separate serv1ce-p‘ :
D e o far heen subject to commercial Timitations

y other parties.
for the

however, S

i, 0TC to mirror Telecom's domestic regulation of VAS.

imposed by

i lue added
OTC is expanding its product range te incorpcrate new vaiu

association with other companies.
include the

in commercial
introduction later this year

seryices, some
New VAS planred for
following:
i change of
glectronic data interchange {for electronic ex q
documents};
online databases {for °
information stored in host computers); an ton systens (far
i ks and office automatio
customised data networ . ’
i jnter-company
subscribers with particular

communications needs).

online retrieval/processing of

internal or

i i x gateway
OTC is also considering the implementaticn of a v1deot§ gte1 >
re
for access to internatiomal videotex systems, such as

the United Kingdom.
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4.23

4.29

4.26

The international VAS market is wide]

¥ forecast to grow at a high
rate as active

competition and innovation
companies exploit the business benefits of ataect
processing that can be provided by VAS.

increase ang as
ronic information

A significant feature that distinguishes the
market from the domestic market i the increasi
carriers  involveq. The  traditionaj

international telecommunications carriage sys
to the stimulus of liberalisation
Countries such as the United States,
Japar already have muitipie

international Vag
ng multiplicity of
unified, integrateq
tem has now respandeq
in key countrieg 0verseas,
United Kingdom, Hong Kong ang
international

carriers.  Given the
importanca of the United States in particular as an information
'host' in the 9lobal information economy, this development s
important,
International vas providers

therefore
transparent global

aperation with a range of overseas
maximise the value of their services t

need to establish and
transport
entities, if they are tg

0 their clients, Given the .
specialised nature of the associated relationships, this gives yag

providers a cleay farket edge in acting as an intermediary between ;
trans-national commercial groupings with common
telecommunications reeds, and the world's

carriers. It gives a Further marketing edge to
0TC who are concurrently commercia]

optimise their networks in cg-

or averlapping |

t
te]ecommunications?
organisations Jike .

i
VAS providers and Teading L

internationa) telecommunications carriers.

Typical eng users of

intarnational
businesses that use packet switched networks to Tink
facilities in g global version of

These are intra-corporate applications,
areas are:

VAS  are  multinational b

automated office concepts.
Examplas of such business

internatfonal airline reservatian systems;

banks using YAS for monetary dealin

95 and exchange rate
information;

international |

Australian branches of international corporations exchanging
management and other informaticn with overseas parents and
other branches; and
computer aided design/computer ajded manufacture.
VAS vendors 1in the United States are now pursuing both data
carriage and applied communications opportunities within foreign
countries.

Examples are Computer Sciences Corp's aggressive
promotion of Infonet, its packet switched network for VAS with
Tocal access nodes in 19 countries; and ATRT, British Telecom

Internatfonal, and Kokusai Denshin Denwa Ltd's announced "Account
Management Plus" service which will offer voice and data services
internationally, with one consolidated bill For customers.

The nature and characteristics of the value added services sector
make it particularly suited to global operations, from both a
provision and uéage perspective. Because VAS are at the forefront
of new developments in international communications networks, and
because they convey

information which facilitates

international
trading, it 1is essential that Australia makes every effort to
participate in this business. [If Australia were merely a reactive
participant in global VAS operations then its share of the global
communications market might reduce, and nmew international business

opportunities couid be lost.

The Government therefore sees a need to complement its Information
Industries designed to ‘ Sl
participation in the wider information economy, with specific

telecommunications measures.

Strategy, which is foster Australian
These will minimise the necessary
regulation of VAS amd clarify the application of the remaining
regulations is both permitted and
e L]

encouraged within the bounds of the regulatory arrangements, and

to ensure that competition

R . . t
to safeguard VAS competition against any misuse of carrier marke
power as noted below.




4.30

4.32

EXISTING REGULATORY ARRANGEMENTS

Telecom presently authorises value added services using the

provisions of $.13(1)(h) of the Telecommunications Act 1975, Its
approach has been based on the view that it ig not feasible to
divide all services dalivered by telecommunications means, or
which are based op te]ecommunications,

into Ybasic" services angd
"value added

services"

according  to  some fixed boundary
definition. Rather Telecom has held that a judgement needs to be
made in each case on the extent to which such services impact on

its reserved service role. In many cases there has been no sych

encroachment, or only marginal impact, and in these cases Teleconm

has authorised the service provider.

On the other hand,

Telecom has recognised that withoyt
general

guidelines, the development or genuine
services could pe circumscribed.

some
vaiue addeqd
For this reason, Telecon's
elecom's approach based upon :
hree categories, viz: '

requiatory policy document describes T
allocating VAS proposals into one of t

those value addeq services which have been
to be readily approved:
. value added

and will continue

I
|
;
service offerings which Will continue to bef

{
examined on a case hy case basis; and

Proposed offerings which wili not be approved.

This “characterisation® approach  has  allowed for the
category to be given a "class

degree of assurance tg potentiati
identifiable within an approved

first
epproval, providing a suhstantial§
investors that Proposais clearly
class will also he approved.
However, Telecom's dpproach in the secand category may give less
predictability than ig sought by potential investors,
concern that this reduces the atiractiveness of Tnvesting
compared te less trovhlesome ar risky inve
may therefore he hampering the
developing market prospects will b
private sector,

There s
in VAS,
stment elsewhere, and it
extent to which the rapidly
& energetically pursued by the

4.33

4.34

4.36

Following representations from business users and VAS providers
over what they saw as an unduly selective and defensive approach
to approving VAS, Telecom revised its policy in September 1987,
but retdained its broad approach to characterising VAS proposals.
Business users and VAS providers remain unsatisfied that the
amended policy fully meets their concerns, but have deferred
further action pending the outcome of this policy review.

OTC has no regulatory authority, but has protected its monopoly
services commercially through the lease conditions for private
networks. Its monopoly on carriage is largely protected against
simple resale of capacity in the quise of VAS hy Telecom's
regulation of VAS, and by the need for an international VAS

provider to use Telecom facilities for domestic connection.
NEW REGULATORY ARRANGEMENTS

The Government places considerable importance on the potential for

value added services in  economic growth and trade fin

telecommunications services, However, it 1is also concerned to
ensure that value added service providers do not encroach on
reserved Service areas. The Government has decided that:

Value added services will be open to full

competition.
In this context the important {ssues in requlatory reform for
value added services are:

how to continue to delineate the boundaries between
competitive VAS and the reserved services;
. how to ensure that regutation is not capable of being used

to favour the moncpoly network cperator;

how to ensure that market power in either VAS provision or
in the provision of reserved basic network facilities and
services is not capable of misuse to damage competition;

how to promote active competition in VAS provision; and
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4.37

4.39

implications for private network palicy.

Delineation of the Boundaries

Any tetecommunications service which g
Telecom, OTC or AUSSAT wil]

Sectfon 3 outlined the definit
sarvices

not explicitly resarved tg

be apen to competitive provisign,

fon of the raserved facilities ang
necessary to protect the Cross-suhsidy capacity of 4.40
Telecom to fund its  community service obligations. These
arrangements will be carried forward ta the regulatory regime fop

value added services. The Government has decided that:

There will be a licensing arrangement administered by
an independent regulatory authority to ensure that
value added services do not intrude on the monepoly
services reserved to Telecom and OTC,

The new independent regulatory authorit
will be

reserved

¥y {described
responsibie for administering the precise
services, with competition

this definition,

fn Section o)
definition of
being permitted for al?%
under a

4.41

services outside

‘class

licence"
mechanism,

independence of Monopoly Network Uperators

|
i
|
!
I
!
i

Organisations intending to provide VAS win

compiiance with class Ticence coenditions and,
s contested within a statutory time
will accrue subject top a

need to advise of
uniess this advice
1imit, a right to proceed |
continued obligation to

Once this right has accrued, Telecom and GTC
be empowsred to restrict VAS providers'
network faciiities,

maintain |,
will not g

access to the public
or to discriminate in the terms on which that-f

compiianca,

access is provided, 4,42

This process will set out clearly
allowable competition.

or QTC concerning the in
levels of safeguard agaj

Tn statutory form the 1imits of
It removes any regulatory role for Telecon
itiation of a service, yet it provides two [
nst threats to the monopoly areas:
the notification of the service allows the regulatory author

first,
ity te

detect
notice

viplations of the boundaries;

aliows

secondly,
Telecom and OTC +to
undetected vialations of their reserved services.

the
contest

statutory

period possibie

Misuse of Market Power

As menticned above, once the regulatory arrangements have provided
a VAS operator with a right to operate,

the monopoly network
provider wiil

be obliged to provide non-discriminatory access to

the public network facilities for that service. In addition to

the application of the standarg provisions of Part IV of the

Trade
Practices Act 1974,

the carriers would be subject to explicit
legislative provisions proscribing price discrimination.

Telecom, OTC and AUSSAT are well placed to compete as efficient

of value added services in
reserved national and services role.
decided that:

providers conjunctifon with their

The Government has therefore

Telecom, OTC and AUSSAT
participate commercially
services market.

will
in the

be free to
value added

They will be encouraged to be active participants.

However,
because of

the market power they possess, especially when coupled
with their roles as monopoly network service providers to their
YAS competitors, it will be important to the encouragement of
wider competition to signal  clearly to potential market
Participants that Telecom, 0TC and AUSSAT will not be allowed to
derive any market advantage from their monopoly status.

Telecom, OTC and AUSSAT wili be required to cperate in the vaAS
market on an equal basis with their competitors in respect of
their usage of the reservad netwerk facilitias and services.
Their VAS charges will be required to reflect the standard non-
discriminatory tariffs for these facilities and services. They
will be barred from the use of monopely revenues to unfairly
Subsidise VAS activities. Accordingly:
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4.43

4.44

4,45

—ﬁ

Telecam, OTC and AUSSAT
maintain

services.

These obligations wil] ba subject

0 reguiatory oversight ang
scrutiny as outlined in Section 6.

4,46

Telecom, OTC and AUSSAT will

be encouraged to continue to cg.
operate commercially where app

ropriate
Where they operate Séparately, or with o
their relationship witi be gaverned by
regime applying to all vas providers.

in the provision of vas,

increasingly important international services arena, it

AustraTian VAS providers are not
rseas competitors dip either the
Retention of oT1C as the monopoly
e to and from Austratia provide§
rament to safeguard fafr market!
servico providers aperating
the Government will be working ac
ommunications Unign {ITU)
negotiations affecting
conjunction with the GATT Uru
international forums,

Australian or overseas markets,

4.47
overseas
More widely,
in the International Telec
international

within.
tively!
forums, in the}
tradeﬁin—services in]
Juay round, and

to ensure that the develo
ot disadvantage Australia.

Australia.

in other relevant

Ping international
riles of the game do n

Promoting Competition E

The foregoing reguiatory drrangements

accounting separation and non-discrimin
signal the Government's
encouraged

include elements such as j' 4.8
ation, that alsg serve to g . -

petition in VAS should be
addition to these
independent reguelatery authority,
VE a general duty

intent that com,
and  facilitated. In
provisions, the

Section 6, will ha

specific
described in
to promote competition outside

the boundaries of the manopoly area.

The Government expects
private sector investors to take up these n

ew opportunities,

Implications for Private Network Policy

The value added
Telecom's

services wmarket ig closely inter-related with

Teased Tipe policy. A private
network exists where ga user operates faciiities which it has
provided on $ts own account, or obtained from the public network
provider for its own internal communications needs. Ahout 50% of
VAS  suppliers facilities lease such privata
networks. The business of a VAS provider s to sal] d service to
The issue from a regulatory point of view lies in the
definition of a licensed user; that is,
legal

private network or

using Telecom's

customers.

determipation of whether a
entity or collection of such entities may operate such
facilities without de facto engaging

in prohibited resaja or
shared use of reserved infrastructure.

Those value added services which are built u

pon Teased line access
for deltvery,

impTicitly involve shared use of leased lines as an
efement 1n that overail service.
viewpoint is to ensure that value
stiple carriage of a basic service.

The concern from a requiatory
is added to distinguish from

Regulation will be used to
ensure that private networks estabTished under the guise of VAS da
not act to divert reserved services from the Telecom network.
This will be an integral element of the polic
Capacity.

Y on resale of leased
Specific darrangemants for Ticensing VAS providars and
inter-connection of private

networks are discussed further in
Section &,

Section 18 of the Satellite Communications Act 1984 3
Seen  as  inhibiting the uyse af  AUSSAT-provided
capacity 1in publicly-offered value-added
services, Consistent with the current
services over Telacom-
decided that:

S presently
transmission
telecommunicaticns
Iiberalisation of these
provided private networks the Government has




However, simpTe
transmission capacity

be preciuded,

third-party carriage, or

AUSSAT facilities for
-offered vaiue added

resale

of

in such AUSSAT facilities will conti
on a basis consistent with t
circuits ohtained from Telecom or aTC.

simple
nue tg

he regulation of Teaseq

5.1

5.2

5.3

ﬁ

Restrictions on the use of
€ provision of publicly
services will be removed.

5:

PROVISION OF CUSTOMER PREMISES EQUIPMENT
T o WO TOMER PREMISES EQUIPMENT

ENTRODUCTION

This Section addresses

the customer premises equipment

(CPE)
market in some considerahle detaij.

This is because it is this
market that appears to be subject to the greatest press

early change in regulatory arrangements, while presenting its own
complex set of issues that have often heen overlooked or
misunderstood in some of the views that have been put forward in

recent debate, consumer  cheice and
efficiency, costs and prices;
industry development; employment within
Telecom and the wider industry; and the rate at which any changes
can be made without jeopardising ability to adjust.

ure for

The main issues are:
diversity; customer responsiveness;
Australian manufacturing

The CPE market covers equipment that may be attached to the
Telecom telecommunications system. As provided for in 5.13(1){b)

of the Telecommunications Act 1975, the Australian
Telecommunications Commission “may authorise the attachment of a
1ine, equipment or dapparatus -« . to a telecommunications
system." Telecom's management arran

gements presently inclyde pay
phones as part of CPE. However, pay phanes are not included in
this analysis of the CPE market by

t were dealt with separateily in
Section 3, because of their communi

ty service role.

The CPE market dealt with here includes principally:

telephones {including telephone answering machines);

. telex terminals;

. modems and computer terminals;

facsimile machines;

cellular radio telephones;

. PABXs (private automatic branch exchanges);

small business systems: and
cabting and wiring.




Restrictions on the use of AUSSAT facitities for
the provision of PubTicly_offered value added
services will pe removed,

However, simple third—party carriage, or resale of simpia
transmissian Capacity in sych AUSSAT Facilities w111 continue to
be precluded, gn 2 basis consistent with the regulation of leasag

m r————

5.2

5.3

5 : PROVISION oF CUSTOMER PREMISES EQUIPMENT
o (MER PREMISES EQUIPMENT

INTRODUCTION

This Section addresses the customer premises equipment {CPE)
market in some considerahle detail. This is because it is this
market that appears to be subject to the greatest pressure for
early change in regulatory arrangements, while presenting its own
complex set gof fssues that have often heen overlooked or
misunderstood in some of the views that have heen put forward in
recent debate. The main jissues are: consumer choice and
diversity; customer responsiveness; efficiency, costs and prices;
Australian manufacturing industry deveTopment ; employment within
Telecom and the wider industry; ang the rate at which any changes
can be made without jeopardising abiTity to adjust.

The CPE market covers equipmant that Mmay be attached tp the
Telecom telecommunicationg system,  As providag for in $.13(1) (b)
of the Telecommunications Act 1975, the Australian
Telecommunicatians Commission "may authorise the attachment of 4
line, equipment er apparatus , , to a telecommunications
system."  Telecom's management arrangements presently inciude pay
phones as part of CPE. However, Pay phones are not included in
this analysis of the CPE market but were dealt with separately in
Section 3, because of their community service roje,

The CPE market dealt with here inciudes principaily:

. telephones (inc]uding telephone answering machines):
. telex terminals;

modems and computer tarminals;
facsimila machines;
cellular radig telephones;
PABXs (private automatic hranch exchanges);
smali bysiness Systems; and
cahling and wiring,




5.4

5.5

5.6

Instal]ation, maintenance, alteratiuns.

The main palicy considerations in the futyr
the extent tg which additiona?
(1iberalfsation) without
traditional arrangements

€ provision of Cpf are:
competition can be introduced
losing  the established benefits of
how the boundarieg between competition
and Monopoly can pe Controlled; what drrangements the
to contrg) relevant standards; ang what futyre roele should pe
Played by te?ecommunications policy in Support of the deve lopment
of the Australian communications egyi

re should be

This Section sets out current

reguiatory arrangements ang examines
s0me of the structural factor

S, including the possibie scope fap
efficiency gains, ip the context of  passihle ?1beralisation
(paragrapns 5.7 to .50y, 1t then goes on to examine the possihle
impiications of ]Tberarisation from the Perspectives

: of structuraj
adjustment (includinq the

impact on Telecom ang the Australian
communicatigns equipment manufacturing industry) and of consumers
(paragraphs 5.51 tg 5.112), It concludes with g description of
the changes that the Government Will make a5 g, result of this
examination {paragraphs 5.113 to 5.128).

CURRENT REGULATORY ARRANGEMENTS

Telecom exercises g powers to authorise ¢
attachment tq the system through 4
regulatory dpprovais,
control;

system of by-laws and

In practice these are Presently used tp

*

. monopoly supply by Telecom of s0me equipment; ang
. who may supply some equipment,

enhancements ang ddditions 5,8
to CPE hardware and software a17 form part of this market,

5.9

5.11

These arrangements have been questioned 1in recent  years.
Suppliers of competitive equipment have asked whether it s
redsonable that their competitor - Telecom . should make
regulatory decisions on their equipment. Potential suppiters

on  competition
regulatians serve the
Telecommunication Act, or merely protect existing suppiiers from

query whether restrictions imposad by Telecom

really do abjectives of the
Telecom
with pressures for it to improve its cammerciai

competition. itself queries whether such a requiatory
rofe fits well

orientation and performance.
TeTecom's current practices have hean

Some  of requiatory

guestioned as having the potential substantiaily to lessen
competition or to amount to a misuse of Teiecom's market power in
relation to its competitors. The extent of Telecon's powers under
the Telecommunications Act, and the impact of the Trade Practices
Act on the manner in which those powers might be exercised, has

not been dotermined by a court,

The Trade Practices Commission has specifically drawn Telecom's
attention to the possibility of contravention in the case of the
first telephone instrument, It dppedars that any continuation of
the first phone

Pursuant to the Trade Practices Act,

monapely may require specific authorisation
and similar considerations
may apply to other moncpaly areas, eaven during any transitian

periods.

Telecom's requlatory approach has developed over several yedrs,
from a position where in 1975 authoriseqd attachments were almost
exclusively provided by Telecom, to now embrace different degrees
of competition for different items of equipment, The present
position is generally as set out in paragraphs 5.12 to 5.27.
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Telephones

. the firgt teTephone {which ig
Present iy provided by Telecom with each exchange 1ine); additionai

telephones; and Mtiple interconnected telephone systems (Smalt
Business Systems 58S - gr “key Systems"y, 3BS have speciaj

Chﬂ)dcte stics ang dra deﬂ]t LA SEDQ ate see a aS' ap
) Y ( e p

T 1
elecom's charter Under the Teiecommunications Act g the

Provision gf teiecommunications Services. [p the case of voice
Thvoive the brovisign
standard teleohone to
. offered 4 choica From
1 s .

.Iimited Standard range of instruments, the Suppiy  ang
Maintenance cost of which ig incluged in the integrated annual
+

rental' gp 'access tharge! levied fgp the axch

is Currentily pg competitign in thig Component of t

teiephony this is Currently interpreted to
not only of €xchange access, byt 2150 of g
ensure ’end~tu-end' service, Customerg are

and an additignay 526,600 Units are Expected tq be

1937/98. Telecom Sources g standarq telephonas Fro

manufacturers, Consistent with 3 policy gf Using Telecom

purchasing to support  the development of  the

. . AUstralian
cummunications equipment manufacturing industry.

ompetitiye Supply, with over
+ To be authorised, such

from Menopoly sgs.

Maintenance of privateiy supplied

instruments soid by Telacom is a matter for

the Customer, Telecam
does not Gffap standard inst .

ruments on an 0Utright saje basis, and

82

the rental includes maintenance ag well as recovery of the cost of

the Instrument.
Telex Terminals

Currently telex terminals can only be provided by Telecom, ang
there is o competition. However, Telecom wil) remove 11
restrictions on sources of supply from 1 July 1g88, Subject oniy
to  approval in respect  of  technicaj standards conformance.,

Telecom wili centinue to participate in this market,
Modems and Computer Terminats

Modems  are units which Provide a technical interface between
digital computer equipment ang the analogue telecommunications
systems. There are no restrictions gn sources of supply, subject
only to reguiatory approval in respect of technicaj standards
conformance. A number of suppiiers with recognised technical
competence have heen authorised tg self-certify compliance with
technical specifications, Telecom supplfes equipment in this
market in competitign with other suppliers.

There ara o restrictions gn sources of supply for computer
terminals that may be connected to the teiecommunications system,
subject only to reguiatory approval in respect of technical
standards conformance  for  the interfaces ang terminating

equipment, Some suppliers are authorised tg self-certify that
equipment.  Telecom is & very minor supplier of equipment in this
market,

Facsimile Machines

There arg np restrictions on sources of supply for facsimile
machines, subject oniy to regulatory approvai in respect of
technicat standards conformance, Telecom did not enter this
market in compliance with a request in 1980 from the then Minister
for Communications. Some suppiiers are duthorised to self-certify
equipment,
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5.21

Cellular Radio Telephones {CRTs)

Supply of CRT instruments (handsets} 15 subject to reguiatory

approval in respect of technical standards compiiance, and is

Timited <o approved  suppliers who meet  Telecom's Australian
content requirements (304 rising to 35%).  Imported handsets are
denied Telecom approval for Connection and yse. There are

presently nipe endorsad suppliers of CRT equipment, Talecam

supplies CRT  handsets in  competitign with other suppliers,
to over 36000 per

Tecom as the sple

Purchase prices Presently vary From ahout $2600

unit. Separate access charges are levied by Te

service provider.

PABX

Supply and installation of PABX systems

from among 12 supptiers who have been endo
endorsad,

is open to competition
rsed by Telecom. To be
a supplier must formally undertake to meet a mi
level of performance measureqd by &
categories including level of

nimum
"points"  system across
locaily manufactured content,
empluyment, research and deve]opment,
exports., In addition, suppliers must neqotiate a service and
training agreement with Telecom for €ach system to ensure that
Spares, training ang other support s
maintenance, and post a security bond.
PABX market as
suppiiers,

technical support, angd

available for system
Telecam competes in the

a reseller of systems from qts own  contracted

A conditicn of Telecom's approval

ko comnect each PABX s that
maintenance te carried out by Talee

om (althcugh Telecom contracts
to the supplier).  There are

te  Telecom maintenance.
Maintenance charges generated revenue to Telecom of $60 million in
1985/87.

the more complex maintenance back
26,000 PABXs instalied sub ject
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5.24

The price of PABX equipment ranges widely with simplest equipment

starting at about $5,000. The majority of PABX equipment is in
the 37,000 to $50,000 range, depending on the number of att?ched
ends and ancilliary services incorporated. There are a few Ttems
of equipment in the range of $100,000 to $500,000 and occasional
contracts for equipment in the $2 million to $3 willien rang?.
Market growth is about 12% per annum. Telecom's share of sales is
about 30%, with revenue of $88 miliion in 1986/87.

Small Business Systems

These may be attached to cne or more exchange lines in 11e9 of
first telephones or a PABX. Only Telecom is presentl* author1?ed
to suppiy, install and maintain these systems, which ?ruv1de
multiple instruments/keysets each of which is capahle of d1rec?1y
'picking up' or initiating a call on any line, of transferrizg
calis, and of operating as an intercom. Telecom currently marke‘s
its main range of small business systems as ‘Commander system? .
(Telecom has, however, authorised "dealer systems" to be supplied
by four private suppliers to meet the specialised needs of the
financial, commodity and other dealer markets.) A]th?ugﬁ there.1s
ng direct competition in the key systems area, there is increasing
substitution from small PABXs, running at about 206% of Ehe market
at the moment. A typical SBS {say 4 exchange Tines x. &
extensions) might cost around $4,500. Telecom sources its
purchase of SBS for resale from Australian marufacturers to
maintain its support for industry development.

Cabling and Wiring
(1) Large Commercial Premises

Cabling within "high-rise" commercial premises ("bac?b:g;
cabTing") is open to competition between Telecom ?nd ?bout J "
Telecom-registered cabling contractors. Registrat10ﬂ 1? base .

i demonstration of competence. Facility cabling (with1n a 5:1.2
of offices) 1is open to all endorsed PABX suppiiers, their
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5.27

nominated agents, and Telecom.
enter

Telecom expanded eligibility to
Facility cabling markets to all

cantractors in March 1988,

registered cabling

{(i1)  Other Customer Premises

Telecom retains a monopoly over provision of cabiing from the

exchange to, and wiring within,

domestic premises, or smaller
Teiecom has authorised certain extension cord
dttachments to extend wiring from existing (Telecom instailedq)
sockets. This allows a 1imited

fitting telephones or

business premises.

"do-it-yourse]f" approach to
other attachments such  as

computers, without Telecom instailing wiring and instrument.

additional

(111) Lead-in Wiring Across Property

Telecom is responsible for providing the lead-in Wiring from the
network reticulation point
property and

in a street,
inte the premises

across  the customer's
to the first telephone socket.
Lead-1in cabling may te buried in trenches or hung from shared use
electricity poles to the customer's premises. The installation of
this wiring from the reticulatian point to the fipsgt socket in the
Customer's premises ig included in Telecom's connection fae for 3
New service. {(Whether thig s 'CPE' or part of the basic network

menopaly depends on whare the boundary is determined. This

question is dealt with in paragraph 5.32 and 5.109 to 5.112.)

STRUCTURAL FACTORS
Pricing of Access to the Network

Telecom presently provides an 'end to end’ telephone service which
includes not only access to the public switched telephone network
{(PSTN}, but also supply, Tnstallation and maintenance of the First
telephone,  Telacom's pricing policy bundles these sub-elements
within the annual dccess rental charge, (Provision of the wiring
to the first socket on the customer's premises is charged for
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5.30

separately in the new service connection fee.} Telecom's
accounting system is not structured to disaggregate the costs or
revenues of the access rental charge to identify the sub-elements
Telecom's revenue

separately. However an approximation of

allocation may be made, by considering the new sarvice connection

fee and the annual access rental.
New Service Connection Fee

Telecom levies an initial charge upon the customer for sach new
connection te make a contribution toward the cost of provision of
access cable and reticulation from the exchange to the customer!s
premises and wiring up tc and including the first socket. The fee
for urban areas is presently $210. The new service connection fee
for rural custamers is $210 up to 16 kilometres radial distance
from the exchange to the premises. Beyond 16 kilometres the fee
is 3210 plus 325 per each half kilometre radial distance ta a
maximum fee of 31410 (which arises at 40km distance). Excess of
costs over revenue is met from other revenue sources. Maintenance
of premises wiring is covered in the annual access rental charge

but the incidence of maintenance is very low.

Annual Access Rental Charge

The present access rental charge is $135 per annum for non-
business customers and $234 per annum for business customers. The
nen-business rental does not necessarily meet the full cost of
te atl custamers even in

18 cross-subsidised to some

non-business

providing the service non-business

areas, and extent,
the location of the

rentals

metropolitan
depending on individual
customer, While

business users on average, this may still include some internal

business probably cover costs for
cross-subsidies, egq to non-metropeiitan subscribers - depending tao
some extent on how relative call charge revenues are taken into

acceunt.
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Assuming that Telecom's rental dilocation For its First telephone
equates with the competitive rental
rented additional teiephone,

price charged for Telecom's
21located revenve would be $40 per
annum out of the Presently bundled access

charge for supply and
maintenance of the instrument,

Of that 340, Telecom estimates an
amount  of %17 per annum io cover the capital cost of the
instrument which has a cost tg Telecom of about $55.
of $23 per annum cut of the $40 attriby

covers maintenance of the instrument.

Failure is estimated to be about 7 years ang the average cost of

maintenance is estimated to be %120 per fault diagnosis
repair,

The balance
ted to the first telephane
The mean time between

and

Boundary Between CPE and the Network

There is at present no requirement for any boundary in Telecom's

policy or pricing between the first telephore or SBS and the
network. Boundaries between the network and those CPE items that
are open to competitiva supply are effectiy

its approvais process,

ely set by Telecom in
Hhere Telecom ratajins a moncpoly on
installation of wiring, the boundary betwsen the network and
Competitive attachments {eg additional telephones, modems and
facsimile machiines) is the extension socket.,
premises,

In larger commercial

where  Telecom has

instailation of 'backbone cabling',
set at the main distribution frame in
of  boundary

authorised competition  for
the boundary 1is effectively

the basement. Tha question
relevant to the definition of the
boundaries of the network monopoly outlined in Section 3. This

Tssue is addressed Further in paragraphs 5,109 to 5,112,

location s

Telecom Revenyes and Profit

The bundled natyre of Telecom's access rental charge, and highiy
aggregated accounting system, makes it impossible to caleulate
Telecom's revenye from the first telepho

allocates $154 miliion of 1986/87 ravenue
domestic wiring,

ne accurately. Telecam
to first instrument and

and estimates a positive profit contribution of
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$16 million after costs and overheads. However, the bund1?d fee
arrangements, together with the application of cross-subsidy to
the bundled product (exchange line, wiring and telephone} makes
the concept of a separate profit for the wiring and/or telephone
components rather difficult to establish.

Telecom's 1986/87 revenue earned from CPE other than first
telephone was $706 million. After subtraction of difect costs and
allocatien of overheads, the indicative contributicn of CPE to
overall revenue 1is a net loss with SBS and PABX maintenance
showing positive contributions after costs and overheads. . .In
other words, Telecom apparently makes a 1oss on the competitive
areas of CPE and makes quite small margins of profit From the

monopoly on PABX wmalntenance and S85.
Telecom's Market Share and Staffing

Telecom's present market share in those CPE areas now open t:
competition is approximateiy 50% for additional telephones, a?
30% for PABX supply. Telecom's share of monopo]y. markets 1:
nominally 100%, althcugh as noted previously substitution of smal
PABX is already taking some 20% of what was praviously seen as the
SBS market. It is not known what proportion of first telephones
that are supplied as a reguired 'end' to the network are not
actually used by customers who substitute their own telephone or
who attach other CPE in their place, but who neveriheless pay for
the bundled service which includes this instrument.

Telecom's estimate of staff allocated to the CPE area for 1987/98
is 23,000 out of a current full time staff of about 89,400. Th1:
estimate includes an accounting allecation to the CPE are? o]
administrative and overhead staff on a 1l:1 ratio with o?eraF1o::
staff. Not all the allocated staff may be directly working in the
CPE area. Indicative staffing details are provided at Table 5.1.
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Assuming that Telecom's rental

allocation for its first telephone

equates with the Competitive rental
rented additienai

price charged for Telecom's
dilocated revenue would be 740 per

annum out of the Presently bundled access charge for supply and
maintenance of the instrument.

amount  of 317 per

telephone,

Of that 340, Telecom estimates an
annum  to cover the capital

instrument which has a cost to Telecom of ahouyt $55.
of $23 per annum out of the $4C attributed tq the firs
covers maintenance of the instrument.

failure 13 estimated to he about 7 vyears
maintenance is estimated

cost of the
The balance
t telephone
The mean time between
and the average cost of

to be 3120 per fault diagnosis ang
repair,

Boundary Between CPL and the Network

There 1is at present ng requirement for any boundary

policy or Pricing between the first telephone or
network .

in Telecom's
3BS and the
Boundaries betwesn the network and those CPE items that
are open to competitive supply are effectively set by Telecom in
its approvals Drocess,
installation of
competitive

Where Telecom retaing 4 moncpoly on
the boundary between the
attachments (eq additiona?l
facsimiie mach ines)

premises,

wiring, network ang

telephones,
is the extension socket,

modems  and
In larger commercial
Telecom  has competition  for
installation of ‘backbene cabling', the boundary is effectively
set at the main distribution frame in the basement,
of  boundary location s

where authorised

The question

relevant to the definition of the

boundaries of the network monopoly outiined in Section 3, This
issue is addressed further in paragraphs 5,109 to 5,112

Telecom Revenues and Profit

The bundled nature of Telecom's access rental charge, and highiy

agdregated acccunting system, makes it impossible to calculate

Telecom's revenye from the first telephone accurately.
allocates $154 million of 1986/87 revenue
domestic wiring,

Telecom
to first instrument and
and estimates a positive profit contribution of

as
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$16 million after cests and overheads. However, the bund1?d fee
arrangements, together with the application of cross-subsidy to
the bundled product (exchange 1ine, wiring and telephone} makes
the concept of a separate profit for the wiring and/or telephone

cemponents rather difficult to establish.

earned from CPE other than first

After subtraction of direct costs and

Telecom's 1986/87
telephone was $706 million.
allocation of overheads, the

revenue

indicative contribution of CPE to

overall revenue 1is a net loss with S5BS and PABX maintenance
showing positive contributions after costs and averheads. . -In
other words, Telecom apparently makes a loss on the competitive
areas of CPE and makes quite small margins of profit from the

monapcly on PABX maintenance and SBS.
Telecom's Market Share and Staffing

in those CPE areas now open to
telephanes, and

Telecom's present market share
competition is approximateiy 50% for additional _
30% for PABX supply. Telecom's share of monopo]y. markets is
nominally 100%, althocugh as noted previously substitution of smali
PABX is already taking some 20% of what was previously seen as the
SBS market. It is not known what proportfon of first telephones
that are supplied as a required to the network are not
actually used by customers who substitute their own telephone or
who attach other CPE in their place, but who nevertheless pay for
the bundied service which includes this instrument.

'end’

Telecom's estimate of staff allocated to the CPE area for 1937/?8
is 23,000 out of a current full time staff of about 89,400. Th1i
estimate 9includes an accounting allecation to the CPE areé o]
administrative and cverhead staff on a 1:1 ratio with o?eraF1ona
staff. Not all the allocated staff may be directly working in the

CPL area. Indicative staffing details are provided at Table 5.1.
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TABLE 5.1: INDICATIVE STAFFING ALLOCATION TO CPE : 1987 /88
PLANNED LEVELS

Instali. Maint, Saies Admin Total
CPE item and
Overhead
First Telephone
Lead-in and
installation 3400 0 0 3450 6850
Supply and
maintenance 0 1450 0 1400 2850
Other telephones 1550 1050 400 2800 5800
S8sS 1450 650 400 2500 5000
PARX
Marketing 100 o] 150 250 500
Maintenance 0 700 0 700 1400
Other CPE 51 200 50 300 600
Total 6500 4000 1000 11500 23000

Source: Telecom
Present Staff Turnover

Telecom is presently reducing its overall staff numbers by natural
wastage as a planned program to realise productivity gains already
available through agreed improved work practices and technological
change. In 1986/87 Telecom reduced staff numbers by a net 1,350
(5.5%) cut of a total technical workforce {not just CPE) of 24,744
statf. This is roughly in Tine with Telecom's expected lang term
rate of reduction of 5.0%. Within the total, Toss rates for some
particular categories are as high as Ll4%. The present net
reduction of lines staff of 1,268 or 5.9% out of a total
population of 21,499 from all areas, is higher than in technical
grades because of an alder age profile, but is expected to reduce
to a long term rate of 4.5%, The overall clerical loss in 1986/87
was 1,226 or 9.1% of a total workforce of 13,478 in this area,
which is above an expected long term rate of 5.0%. This reflects
a core of clerical staff with a low turnover, while heyond the
core furnover is high. Rates of reduction in some support staff
are higher, Telecom reduced 961 or 16.2% out of a total
population of 5,934 clerical assistants, and 207 or 24.7% out of a
total population of 838 typists.
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(1)

Scope for Efficiency Gains

Telecom management considers that there 1is still considerable
scope for further improvements in the costs of the work of the
operative labour force (lines staff and technicians). Telecom's
Customer Access Area {CAA) Study of February 1987 (1} assessed
that Telecom costs could he considerably above those of
competitors in wiring of commerciai premises. The CAA Study
estimated that by both international comparison and from
observation of Telecom's operations the customer access area would
not be commercially competitive. Telecom plans on a 4% to 5% per
annum increase in productivity in the CPE area in general, and up
to 10% in lead-in connections from Telecom reticulation in the
street across property boundaries to premises.

However the relevant unions - the Australian Postal and
Telecommunications Unicn (APTU) and the Australian
Telecommunications Employees Association (ATEA} - have been

critical of the CAA study, suggesting that it exaggerates
inefficiencies in work practices. They strengly dispute claims of
fnefficiencias in the field workforce. They point tc the fncrease
of 75% in network size over 17 years with only a 3% change in
workforce as showing their strong past achievement 1in this
respect, However, these unions have identified an increase in
administrative and overhead staff relative to operational staff
over a considerable period of time, as an area of possible scope
for efficency gain.

The CAA Study relates to one district only, the Bankstown
District of NSW, which was chosen as a reasonably typical
example of Telecom districts. The proposals which resulted
were cross-checked by reference to the Frankston District of
Victoria,
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Nonetheless the CAA Study noted that in comparison with tweive
other major telephone enterprises around the world, Telecom now
has 60% more employees per unit of services.  While this
performance comparison masks some significant differences such as
population density and the more extensive use of contractors by
other enterprises, it stil1 appears to be an indicator that major
productivity gains need to be made in labour intensive areas to
keep Telecom viable in the Tonger term.

Examination of Telecom's approach to costing suggests significant
additiomal scope for efficiencies 1im the non-operational
administrative support structure. Telecom's current allocation of
the costs to revenue-producing activities such as CPE include the
attribution of one ‘'overhead' staff-year for each field operative
staff-year {eg lines, technical and field staff). Thus some staff
with 1ittle immediate involvement with CPE {such as State and
Headguarters staff) may be, in effect, attributed to the area and
held against the staff numbers at Tabie 5.1. The scope for
productivity gain/efficiency improvement in this direct overhead
structure could exceed that in the field workforce.

Communications Equipment Manufacturing Industry

Out of a total communications equipment manufacturing workforce of
12,000, and a productien of gaods worth $1,400 million, CPE output
in Australia employs some 1700 pecple and produces goods worth
ahout $480 million. CPE thus represents about 14% of the
employment and about 34% of the market value of the communications
equipment manufacturing in Australia. The balance is mainly
network equipment and some commercial radio transmitters and other
electronics.

The local manufacture of telephones, mainiy Telecom's standard
telephone, provides a baseload of some $55 million per annum and
employs over 1,000 pecpie. Additional telephones and related
equipment make up a further $5 million. The market for PABX
equipment s worth approximately $200 million per annum ex
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factory, with the associated PABX maintenance market being worth
some $50 miilion per annum to industry {compared to $60 miiliocn to
Telecom, see Table 5.1). SBS equipment is worth approximately a
further $100 million, mohbile telephones $10% miilion, and telex
$15 million. Thus CPE equipment protected by Telecom's Australian
content and industry support policies (PABX, SBS, standard
telephaones and mobile telephones) comprises about $460 million, or
about one—third of the total industry output. Little significant
manufacture of unprotected CPE now takes piace. It has bDeen
estimated that the effective levels of protection provided are
between 50% and 250%, signalling considerable difficulty in
adjusting quickly to any competition from imports.

The whale industry is presently heavily reliant upon Teilecom. In
CPE and network areas combined, Telecom takes betwsen about 65%
and 75% of industry output. Telecom sets the standards for
equipment and has a significant impact on the type and
specifications of much of the equipment offered for sale as well
as the equipment purchased by value added service providers and
for private networks. The result has been an industry oriented
toward Telecom's requirements and to domestic scales of
production, but benefiting from Telecom's own product design and
deveicpment support to the industry.

Australian exports of communications equipment tatalled 3$29.7
miliion ($55.5 millian including re-exports); imports totalled
$865 millicn (including imports for re-export} in 1985/86. The
Communications Equipment Strategy announced by the Government in
July 1986 emphasised structural adjustment and an export
orientation. It set a target of export sales of $200 million by
1990 and $600 million to $800 miliion by 1996. This was designed
to complement the Government's decision in October 1985 to reduce
tariffs for communications equipment from levels as high as 35% ta
a general level of 20% over four years.

Structural adjustment in CPF manufacture is targeted to spin-off
creation of new internationally competitive opportunities in both
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the domestic and international markets for Australia's emerging
informatien and communication services industries, as well as
industries making use of these services and Facilities, and is
coupled to a progressive withdrawal in favour of imports from
those products where the industry cannot become competitive after
allowing for tariffs. There was a 12.4% increase in the vaiue of
exparts  to $62.31 millfen for the 12 months after the
Communications tquipment  Industry  Strategy was launched,
suggesting that attitudinal change and structural adjustment is

starting to take place within the industry.

The early fintroduction of Integratad Services Digital Wetwark
(ISDN) to Australia is expected to offer prospects to Australian
manufacturers to provide a new generation of equipment for more
creative, cost-effective, value-added services which are being
developed elsewhere in the world. This is expected to enhance
export prospects as well as opportunities in the domestic
market. As Telecom plans to be among the early network operators
internationally Australian

introducing ISDN technology,

manufacturers should have a “window of opportunity". Coinciding
with this, the downward trend in the price of personal computers
is expected to assist in market growth of home computer users
requiring access to the natwork for a range of sophisticated, or

specialised, CPE attachments.
Information Industries Strategy

The Govermment's industry policy aims to promote the development
of manufacturing and service sectors which contribute to sustained
economic and employment growth by becoming:

more internationally competitive and export oriented;
more flexible and better able to adapt to changing market
conditions; and

. better equipped to take advantage of opportunities presented

by technological developments.
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Accordingly, Government industry palicy seeks to integrate
Australian industry and commerce more closely into the world
economy and to reduce reliance upon protection and regulation.
The information industries are seen to have strong horizontal and

vertical Tinkages of growing importance as system inputs te the
economic infrastructure and into a range of manufacturing and
service industries. They provide the Ffoundation for increased
productivity, flexibility and efficiency. [t is important that
the market for information technology goods and services should
develop n a manner that allows other industries to maximise their
development and competitivenass. Furthermore, by encouraging
these industries to focus on the opportunities of the
international market place thay have the potential tc make a Far
greater contribution to the nation's economic welfare than if they
continue with their historical domestic orientation.

Industries

The Government ‘s Information

Strategy {which
incorporated the Communications Equipment Strategy) was announced
in September 1987, It is designed to further support the industry
in reorienting its activities towards the global marketplace
through a range of measures covering RRD, exports, praduct

development, offsets arrangements and tkills development.
THE IMPLICATIONS Of LIBERALISATION

Full 1iberalisation of the customer premises equipment market
would involve, 1in the first place, ending the remaining sole-
provider privileges enjoyed by Telecom ({SBS, PABX maintenance,
standard telephones, domestic wiring),
coensideration of customer impacts and effects on Telecom. It
would then Jnvolve removing from Telecom the authority to
administer remaining regulation, and review of that regulation. A
liberalised market would still require technical regulaticn to
ensyre  safety,

premises requiring

inter-operability and appropriate  minimum

quality. The need for any additional regulation of CPE market
entry thus needs to be considered mainly in the context of

customer benefits and the effects on the Tevel of development

support provided to the Australian manufacturing industry.
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Since one of the main reasens for considering changes in this
direction 1{s to support business users of telecommunications
within the economy, it 1is also useful to look at CPE mainly
affecting those users (PABX, CRT, 5BS) separately from that mainly
affecting residential users (standard telephones, domestic
wiring).

PABX
{i) PABX Maintenance

There appear to be significant potentia! efficiency gains for
business users from opening PABX maintenance te competition while
allowing Telecom te continue to provide this service. Etconomies
of scope exist for PABX suppliers (manufacturers} in maintaining
equipment they supply, and in having direct and continuing after-
sales contact with their customers. Liberalisation would invelve
ending Telecom's current monopoly on maintenance.

The current market Ffor PABX equipment ex factory is around
$200 million per annum, with service costs around $50 million and
possibly growing to $100 million by 1983790 (if the present
Telecom monopoly continues) because of increasing technclogical
complexity and diversity. Manufacturing industry representatives
estimate that increased efficiencies from cpening PABX maintenance
to competition could amouni directly to $10 million per annum.
Based on an expected haiving of the present 2% average down-time
of PABX equipment, and the value of husiness losses arising from
this down-time, the industry has also claimed significant flow-on
effects to wider economic activity. Their industry association's
specific estimate of a $400 miliion potential gain {s almost
certainly greatly over-estimated. Nevertheless, there 1is clearly
significant potential for increased business efficiency.
Moreover, the industry suggests that market opportunities may
exist for additional PABX equipment of $40 million per annum, and
increased value added services of $20 million, once users are
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given full control over their PABX eguipment beyond the limits of
the network monopoly.

The leading PABX suppliers suggest that efficiency could be
increased through 1likberalisation as a result of better work
practices, improved scheduling and control of field operations and
elimination of excess overheads. In a competitive market,
maintenance suppliers would probably specialise by type of
product, and efficiencies would be obtained from improved training
and experience. Moreover, PABXs are becoming increasingly
software-intensive, with software accounting for over half of
development costs, as well as life-cycle costs (capital and
maintenance}. As a result, the skills required For system
maintenance are changing and becoming more specialised, in Tine
with the increasingly proprietary nature of  individual
manufacturer's product design.

A continued maintenance monopoly fn such an environment has no
more justification than it would in the computer industry. It may
jnhibit the rapid pace and direction of technological change.

(i1) PABX Equipment

Continually increasing product choice and technological innovation
are desirable to assist continued business restructuring and
competitiveness. The dynamic nature of the technolegy and the
increasingly important roie of PABX equipment <€£o business
indicates a need to maintain access to a full range of modern
products.

Although prices 1in the Australian market for PABXs have
traditionally been low reiative to those in more highly regulated
markets, they are no Tlonger always low relative to prices now
emerging, for example in the United States and France. Prices 1in
the United States decltined between 25% and 30% in real terms in
the period from 1980 to 1985. About 20% of the decline is
assessed to result from competition. [En the United Kingdom, PABX

97




prices per extension dropped 17% in real terms over the pariod
from 1980 to 1986. Users reported a 25% saving on maintenance
contracts following Tiberalisatiaon. Export of PABX equipment was
a1so stimulated. The international competitiveness of Australian
production is coming under pressure, Users point to what they see

45 an emerging gap in future PABX product availability in

Australia compared with overseds, notably at the high capacity and
iow capacity ends of the market.

Teiecom's present “points" system under which PABX equipment is
authorised was finstituted to assist in the development of local
industry centring on manufacturing capability and to contribute to
stable support for users. It has done this, but there is now a
risk that, as administered, it mdy unduly hamper new entrants,
small specialist producers and increased expert orientation. At
the same time, manufacturers peint to the need for some continued
positive support if the relatively small scale of PABX
manufacturing in Australia is to remain, incredse, and participate
in export markets.

Due to continuing convergence between PABX (and other CPE) and
computing equipment there are limits to the effectiveness of
industry support arrangements based cn the measurement of "local
content", The wvery concept of ‘"content" will be difficult teo
render aperational, as software accounts for a4 rising share of
total system costs and as "add-ons® purchased during a system's
life-time become of growing significance. This has implications
for the continuation of any poiicy of mandating a largely
arhitrary share of "local content", and signals the need for a
review of the structure of any future industry development
measures that may be linked o approvals to attach equipment to
the basic telecommunications network.

The extent to which these probiems may he due to competition being
Timited by national preference provisions, rather than by the
specifics of the provisions or by Telecom regulating market antry
within those provisions, is unclear. Nonatheless the continued
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retentien in Australia of the present level of PABX manufacturing
capability is clearly strangly Tinked to the national preference
provisions of Telecom's present regulatory arrangements. PABX
manufacture represents $200 million per annum - or about 43% - of
the protected CPE manufacturing output 1in Australia. The
Government does not intend to threaten this industry presence by
any sudden, destabiiising requlatory change. However, removal of
the apparent entry harrier dus to Tetecom being both the regulator
and a commercial supplier should dincrease the scope for
competitive response within the Australian industry, and a
considered review of the industry development arrangements apnears
appropriate.

Smail Business Systems

SBS are increasingly fmpartant to the successful and efficient
management of the small business sector. At the same time SRS
manufacture represents 20% of Australian industry's potential CPE
manufacturing output, putting practical limits on the scope and
pace of any Tiberalisation. Technology has blurred the
distinction between enhanced feature telephones (additional
instruments) and 385, on the one hand, and between 585 and small
PABXs on the other, making continued separation of any reguiatory
regimes covering these areas increasingly artificial. Continued
differentiation between monopoly S8S and small PABX or enriched
feature telephones discriminates against smail business users with
Timited switching needs and may inflate their costs. There is a
strong case for at least @dligning any regulatory provisions in
respect of SBS with those For PABX to ansure consistency and
reduce rigidities. As with PABX, it is not clear to what extent
the 58S market has been 1imited by Telecom's regulatory/moncpoly
role, rather than by the Australian industry deveiopment
objectives that formed part of the rationale for that role.
Removing Telecom's moncpoly, while continuing independent
administration of any industry development arrangement, would
allow the benefits of competition among suppliers within such
arrangements to be realised.
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(i} SBS Cost

The price of equipment could be expected to reduce by ending
Telecom's role as the sole supplier. Competition would be
expected to keep a curb on prices while widening customer choice
of both quality and features. The manufacturers would benefit
from gaining more direct access to the end-users of their
equipment, and thereby achieve economies of scope in maintenance
and product improvement. New manufacturers could enter the market
with their own niche products without reliance on Teiecom's

marketing.

The evidence available on the economics of this market supperis
twe conclusions. Firstly, as far as product competitiveness is
concerned, the new, very small PABXs now appear to be making
significant inroads into Telecom's former SBS market (about 20% of
total market).
liberatisation could lead to a widening of the range of
commercialily available SBS alternatives, with consequent advantage

Secondly, there 1is reason to expect that

to business users.

(11) SBS Maintenance

Telecom's present SBS monepoly has been used to provide a
nationwide, near-umiform provision and maintenance of equipment.
Ending Telecom's soie-provider rote would require this to be
placed on a fully commercial basis. Fears have been expressed
that this may lead to higher charges and reduced service levels
for rural SBS users. In this context the possibility of
competition should work to restrain excessive charges - either
from undue profit-taking or from inefficient service
arrangements. Insofar as higher costs do properiy arise for
business users in some localities, they may be valid business
input costs which it would be inappropriate and inefficient to
subsidise artificially. However, Lhe changing nature of the
technology and the market makes it 1ikely that the mode of SBS
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maintenance could change, with greater emphasis on some equipment
items being taken to a service centre for repair or for spare
items to be held in stock. Telecom could compete for this
business in a liberalised market. For more complex equipment it
is iikely that, in a more competitive environment, Telecom would
continye to offer, and private sector maintenance providers would
establish, a maintenance call service.

For businesses that use SBS equipment in more remote areas and may
face having to rely on distant maintenance-service providers, one
choice for maintenance that would be facilitated by liberalisation
would be to cover maintenance down-time by carrying a spare SBS
station (3150 to $300 depending on features) or by arranging
temporarily to substitute a simple telephone ($15 to $20) carried
as a spare. The choice would relate to balancing the need for
continuity of the characteristics of the installed equipment
against the cost of spares. This would place arrangements for the
maintenance of telecommunications equipment on the same basis as
maintenance of other business and domestic equipment of a similar
value or complexity (micro-computers, portable or mobile
machinery, television sets, video recorders etc). However, it may
be reascnable for any new regulatory arrangements to ensure that
any  competing SBS suppliers have  adequate maintenance
capabilities, in grder to protect users.

Overall, opening SBS maintenance to competition subject to
appropriate safequards could be expected to lead to innovation in
the provision of maintenance back-up services and to reduced costs
to business users.

Other Business CPE

(i) Cellular Radio Telephones

Significant cost savings and freer access to this rapidly
developing technology would appear to be potentially available to

users through access to imported product {basic domestic prices in
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the United States are as Jow as US$799 per unit, less than haif
the minimum current price of about A%$2,600 in Australia). Prices
are reducing steadily in Australia. Hewever, too early change

would be disryptive to investment undertaken under a recent
Telecom requirement, instituted in Juiy 1986, for local content of
at least 30%, increasing to 35% after the first year. These
arrangements have fostered a $105 million per annum manufacturing
capability, that is rapidly growing. As the market grows, and
start-up manufacturing costs are recoverad, eccnomies of scale
should  permit further price  reductions within Australian
manufacture.

(1) Telex

Telecom already plans to liberaiise the supply, installation and
maintenance of tejex equipment from 1 July 1988. This will align
telex with facsimiie equipment which is in direct competition with
it and which is presently making significant inroads into telex
usage. Telecom's monopoly over telex equipment has contributed to
cost and service provision being seen by business users as
uncompetitive compared to Facsimiie; however it seems clear that
the underlying economies of the technalogies point increasingly to
the decline of the telex market in any event.

Additional Telephones

Telecom's policy of not approving additional telephones without
enhanced features may keep the cost of additional telephones
higher than it needs to be, by not allowing sale of a basic
instrument. Removal of Telecom's requirement for the additional
features to distinguish the additional telephone from the First
telephone could be expected to make cheaper equipment available to
domestic and small business users. The present bottom end of the
market, where product presently retails in the range of $20 to $25
would be Tlowered further with a simple instrument possibly
retaiting for less than $15. The attributes of such instruments
in terms of hoth durability and transmission quality may, of

102

5.72

course, be lower thanm that of the present Telecom instruments.
This would be a matter for consumer chaice,

Removal of the additional features reguirement would complete the
alignment of this area of CPL with other consumer electrical and
electronic goods. The aption of quite inexpensive eguipment would
increase somewhat the responsibitity diready on the consumer to
make judgements about the most cost effective eguipment to meet
specific needs, However, this would not pe out of proportion with
the normal range of consumer choice. Telephones are not & speciai
case in this regard.

This area of CPF already places responsthility for maintenance
arrangements upon the user, and the supplier during warranty
oerijods, inciuding  the option  of maintenance by  simple
replacement. Availability of even lower cast equipment would
increase the extent to which replacement would be more cost-
effective than repair. There is ng discernible body of
dissatisfaction at the level of responsibility placed upon users
for product cheice and maintenance arrangements with additional
telephones.

There would appear to be no adverse consequences to users from
completing the apening of this market to competition.

Premises Wiring

Opening premises wiring to competition beyond the physical limits
of the basic network monopoly area would extend the benefits
experienced in competitive cabiing of large commercial buildings
tc all customers at the installation of a new service, aspecially
in bulk supply such as new housing developments. Small business
extending or re-ltocating premises woulg also benefit from choice
of supplier. Users would be able to seek competitive quotes for
alteration or extension of existing telephone or $BS wiring or
maintenance as part of an overall building fit-out or
refurbishment, As smail businesses tend to be relatively mobile,

any saving in this regard would increase competitiveness.
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Private electrical contractors could achieve eccnomies of scope.
Telecom would be ahle to compete from Lthe vantage point of
economies of Doth scale and scope gafned in its provision of
network facilities from the local exchange to the customer's

premises.

Telecom presently charges a visit fee of $38 plus $12 per
15 minutes to install additional wiring past the first socket for
domestic users and business customers. This is comparable with
commercial rates. Maintenance beyond the first telephone sccket
is presently fincluded in the rental cost of additional sockets
installed 1in the premises. Teilecom advise however that the
incidence of maintenance required in premises wiring is very iow.

There is no commanding reason to retain a monopoly over premises
wiring. Approved "do-it-yourself" parts are readily available to
Facilitate the installation of additional equipment, and the work
is no more complex than electrical power wiring carried out by

electricians.
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First Telephone

The first telephone in residential premises raises particular
issues of its own. Telecom's monopoly enables it to ensure that
all users are provided with a guaranteed minimum end-to-end
quality of service. [t requires Telecom to accept the single
responsibility for maintaining that service without having to
arbitrate on responsibility for fault location between its network
equipment and private attachments. At the same time the
manufacture of standard instruments provides an impartant base
workload for key companies in the Australian equipment industry
that have recently undertaken considerable up-front investment on
the new Touchfone 200 on the basis of that becoming the new
standard instrument in a market determined by Telecom's scle-
provider role. Given the existing largely competitive market for
additional telephones without Australian content requirements, it
would be impracticable to retain an Australian content rule for
first telephones without retaining Telecom as the scle provider.
Nonetheless, the monopoly arrangement dces serve to limit
competition and consumer choice and to reduce pressure to improve
efficiency.

{i) First Telephone Cost

Scope appears to exist to reduce the mimimum cost of the telephone
instrument in the total cost of a Etelephome service Ffor both
domestic and small business users. The Touchfone 200, which is
now Telecom's new standard telephone, is expected to seli on the
open market as an additional telephone for around $100. When
compared with the cheaper additional telephones available for as
Tittle as $20 it is arguable that Telecom presently sets too high
a standard for the basic tslephone attached to the universal
service and therefore customers may pay too much. In a more
competitive environment, users would have the option of reducing
the technical sophistication of, and thus the price they pay for,
the first dnstrument. 0f course, even without competition,
Telecom could introduce a wider range of standard telephones at
varying prices to increase customer choice.
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If the customer were to chocse a more sophisticated product than
the basic telephone, the overall cost of having & telephone
service would vary commensurately with the cost of the instrument
chosen, including its reliability and maintenance costs. In the
absence of a reguirement to take Telecom's present standard
telephona that would be a customer's choice, exercisable at a
Jower cost than at present. The economic savings derived from the
availability of the lower cost option would therefors remain

available to all Telecem custcmers.

Nonetheless, some concern has been expressed that liberalisation
of the first telephone could actually lead ta an increase in the
price to customers of & standard telephone service. This concern
has been linked to the continued operation of cross-subsidies
after liberalisation, and to the experience associated with
liberajisation in some overseas countries.

The principal, and perhaps most often cited, overseas experience
of access fees rising following telecommunications liberalisation
has been in the United States and in the United Kingdom. In those
countries it has been associated with the introduction of network
competition that has eroded the cross-subsidy capacity of the
carriers and alse with  divestiture and privatisation
respectively. As outlined in Section 3, Australia's network
monopoly will remain in place in crder to maintain these essential
cross subsidies. Privatisation has also been rejected. Therefore
in Australia there would be no reason for any such increase if
1iberalisation were to be restricted to the instrument, as
distinct from the network. Arrangements for introducing any
Tiberalisation could be developed explicitly to safequard the

customer's interests in this regard.
{ii) First Telephone Maintenance Service

It appears that the costs of maintenance could be reduced by

rationalisation of Teleccm's present practices. Such
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" the premises,

rationalisation deces not, of course, require liberalisation to
bring it about. Telecom could vary its maintenance arrangements
within the present mcnopoly. However, liberalisation would give
the customer seme control over these arrangements. The available
modes of providing maintenance service could be more closely
aligned with other household electronics. Customers should be
able to exercise a choice of maintaining by repiacement, arranging
a service call, or by taking an instrument to a service centre.
At present there is little direct external economic discipiine on
Telecem regarding the mede or cost of maintenance service pravided
within the annual access rental charge. Customers' expectations
of the level of service that should be provided by Telecom are not
qualified by their having to bear the related costs directly.

Nonetheless, some concern has been expressed that without a
guaranteed end-to-end service as presently supplied by Telecom or
a simple and cheap means of fault diagnosis from the exterior of
confusion may ensue over maintenance
responsibilities, and the concept of 9in-hcuse service would
disappear. Moreover, in rural areas where maintenance s now
probably cross-subsidised there is concern that in a competitive
market Telecom might reduce the present extent of service for
comvercial reasons, and private sector maintenance firms may not
fiil the gap.

(1i1) Supplementary Exchange Lines

Continued mandataory provision of the first telephone may be an
unnecessary cost where customers wish to install a secend exchange
tine for purposes such as home computer use, facsimile, or other
equipment. At present such customers pay for a service which
includes a telephone instrument for which they may have no use.
This can be particularly relevant where, increasingly, very small
businesses and domestic customers wish to use the
telecommunications network for more than basic voice telephony.
It should be possible for Telecom to offer an exchange line
without a telephone for any additional 1lines provided to an
existing customer.
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Structural Adjustment

The possible benefits to domestic and business users .out11ned
above have, of course, to be weighed carefully against the
costs. These 1include structural adjustment issues for the
communications equipment manufacturing industry and the effects on
empioyment in Telecom as well as in the manufacturing 1ndustry.
These are mainly addressed in the following paragraphs covering
market growth, manufacturing industry, and the effects on Telecom
(revenue, market share, staff losses).

Market Growth

On the basis of overseas experience, widened competiticon in CPE
for business and domestic users could be expected to tead to some
increase in market demand. In the United Kingdom the market f?r
PABX and Key Systems (S$85) has grown 49% since 1981, moit ?f'thls
since liberalisation of CPE in 1983/84. The most smgn1F1Cént
growth has been in the 2 to. 6 extension product sectOﬁ, which
showed 75% growth in that period. Since liberalisation in 1987,
the demand for telephone instruments has nearly doubled.

Differences between the United Kingdem and Austraiian situations
naturally heavily qualify the extent to which trendf are
transferable. However, the increase of markef demand SEET in the
United Kingdom accords with general market demand trends 1? other
industries, and in Australia where competition has been widened.
This gives substance to the expectation that such a trend wouid
apply to CPE. This has particular relevance for the effect of
competition upon Telecom's market share, discussed below.

In Japan since CPE liberalisation the production of telephcre sets
has 1increased by almost 50% while prices have fallen. in the
special "home telephone market segment sales increased 130%
between 1985 and 1986. In the United States, demand for CPE also
grew significantly during the period 1978 to 1984. The range and
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variety of CPE far voice, data, video and image communications has

increased and prices have fallen. However much of that demand in
the United States was met from imperts, and caused a decline in
the Unfted States baiance of trade in telecommunications
products. (That effect needs to be viewed in the context of the
overall United States trade performance that was then hampered by
the high Tlevel of the United States dotlar and

its declining
competitiveness in the manufacturing sector.)

Overail, structural
adjustment in the Unitad States has placed Pressure on a high cost

manufacturing sector in order to promote growth
Tucrative and faster growing services sector.

in the more

The decline in
domestic telephone handset Producticn was held to 2.5% in 1986,
In the same period United States PABX production increaseqd 6%,
During the next five years the declime in overall CPE production
In the United States jtseif is expected to be held to about 3% per
annum, and the trade balance to be assisted by the repatriated
profits of offshore manufacturers,

On the basis of overseas experience, the ogveral] expectation for
Australia would be for growth in market demand. The extent to
which local industry would be able to meet that demand wou1d
depend upom its own developing cost effectiveness, and

any
transition arrangements associated with policy change,

Manufacturing Industry

The key issue for the manufacturing industry in any liberalisation
of CPE Ties in the extent of ts current dependence on Telecom's
industry support measures in the approval of CPE - particularly
PABX, SBS, standard telephones and mobile telephones. These
sUpport measures presently sustain the base preduction Tload for a
nationally important high technology industry. It has been
estimated that those industry suppaort medsures, which now
supplement the standard industry policy measure of tariffs and the
Information Industry Strategy, amount to protection levels of
between 50% and 250%. Cleariy, this Jevel of protection is
inconsistent with present industry policy and practice. However,
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aligning it with general industry levels could not be done quickly
without severe risks of destabilising the wider industry,
including its vital supply role to Telecom network functions, and
eliminating its capability to
adjustment and export enhancement.

undertake orderly structural

There is therefore a clear need to ensure the stability of the
manufacturing industry, but without removing the pressure for
ad justment. Industry
suggested that present arrangements should continue for 3 to 5
years, to permit this adjustment to take place. However, these
are relatively long periods in what should be a dynamic industry
with decreasing product

appropriate structural sources have

life-cycles. Widening the scope for
competition among Australian suppliers could be achieved in the
first instance by removing regulatory responsibility from Telecom
and Towering remaining entry barriers. Appropriate
development that facilitate

restructuring could then be instituted.

industry

arrangements expansion and

Whatever arrangements are put in place, there is need to recognise
that telecommunications users meet the costs of protection.
costs may adversely affect business growth and international
competitiveness, with consequent effect upon the performance of
the economy generally and,
living.

These

hence, ultimately standards of
Costs therefore need to be minimised. The industry has,
quite naturally, pointed to the benefits of liberalisation - both
in reducing protection and in reducing regulation - for the wider
information economy.

The effects on
success in

specific manufacturers would depend on their
improving efficiency, on market growth and on the
The manufacturers have suggested
that the new Touchfone 200 could position them to compete both in
Australia and overseas, once they have recovered their development
costs. Differing firms would face varying degrees of difficulty
in structural adjustment.
preparedness to change.

market share taken by imports.

Some are already showing significant
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Consequences for Telecom
(i) Revenue

The consequences of possible liberalisation of specific CPE areas
on Telecom's profits would depend on the revenue lost through
reduced market share and the attendant savings in costs through
reduced loss-making CPE activities. The net effect would largely
depend on the ability of Telecom to reduce costs in the face of
competition for market share. Reduction of loss-making activities
would contribute to profitability. The effective displacement of
any surplus staff would clearly be a critical factor influencing

the actual outcome.
Reduction of market share from competition in any 1liberalised
regime would reduce revenue and variable costs but could be offset
by an increase 1in total market size.
further -
liberalisation on Telecom's profit and

Efficiency gains would
effect of
loss account would be

reduce costs and overhead. The overall

subject to a number of variables including the extent of

efficiency gains.
(1) Market Share

Telecom has estimated that 12 months after any full liberalisation
its market shares in domestic wiring would drop from 100% to
approximately 75%; first telephones from 100% to 70%; additional
telephones from 50% to 30%; SBS from 80% to between 40% and 45%;
PABX supply from 30% to 25% and PABX maintenance from 100% to
between 80% and 50%.

However, it is not clear that Telecom would necessarily lose

market share to this degree, especially in markets that are

already competitive - PABX supply, and additional telephones; and
particularly if liberalisation were to be accompanied by some
continued manufacturing industry development measures. Potential
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competitors have suggested that they would expect Telecom to
retain a higher market share 1in PABX maintenance, SBS and
telephones. They expect that Telecom would benefit from economies
of scale with network installation for large-scale domestic wiring
work (housing developments) and from its unsurpassed marketing
advantage as the network service provider. Consumer conservatism
argues for a higher proportion of existing customers being
retained than Telecom has estimated. Telecom 1is already
positioning itself with a range of equipment and service packages
to meet widened competition.

There may also be potential over time for Telecom to further
develop marketing/pricing strategies and change work practices to
defend market share. It is worth noting that in the United
Kingdom, since CPE 1liberalisation in 1983, British Telecom has
successfully entered markets in which it was previously not
active. It has at least a two-thirds share of most markets,
despite aggressive competition from the private sector, and
achieves good levels of profit.

Growth in overall market demand would - to some extent - offset
effects flowing from a fall in market share. It is possible, at
least in some areas of CPE, that market growth could result in a
net gain to Telecom, in line with the experience of liberalisation
of the radio paging service market, which led to subsequent strong
market growth and overall gains to Telecom.

(iii) Telecom Estimate of Staff Displacement

Increased competition in the CPE market would have an effect on
Telecom staff numbers. Telecom has estimated that approximately
8,800 of its present staff numbers could be displaced by a full
liberalisation process; this comprises 4,400 field staff and the
same number of attributed clerical/overhead staff. However this
number would be reduced to the extent that any CPE elements were
not liberalised at this stage. For example, if Telecom retains
the sole provider role in respect of the first telephone, the
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Telecom estimate of staff displacement due to Tliberalisation then
translates to about 3,500.

Clearly to the extent that improved efficiency leads to a reduced
need for staff, then it is appropriate for this reduction to take
place, subject to satisfactory arrangements for displacement or
redundancy. Similarly, to the extent that total volume of work
declined, due to loss of market share greater than increased
market size, then employment displacement will need to occur.

The difficulty already experienced by Telecom in retaining some
more highly trained staff needs to be recognised when estimating
employment displacement. Technicians involved in PABX and SBS
maintenance are being lost to private sector employers in the
wider electronic and computing industries. Even if that area was
not liberalised, the drain on these staff could be expected to
continue, with consequent impact on Telecom's efficiency and costs
to users.

Telecom technicians are now in demand in the electrical and
electronics industry as well as in the rapidly expanding
information industries. Their skills are generally comparable to
those of people in the engineering support occupations in these
industries. Shortages of skilled labour 1in the engineering
support occupations are currently reported by employers and
migration, under the Occupational Share System (0SS), has been a
significant source of these skills in the past. However some
retraining will probably be necessary, and this is currently
available from appropriate tertiary institutions.

Lines staff may experience greater difficulty in securing
alternative employment, although they have skills in common with
requirements in the construction industry, especially operating
earth-moving and similar construction equipment. The numbers
affected in this grouping is not large. Provided lines staff from
regional areas are prepared to move to more favourable labour
markets, the difficulties experienced will be minimised.
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There is at 1least some scope for Telecom's current level of

natural wastage to help to accommodate the necessary staff

displacement, by reducing future staff intake levels. 1In 1987/88
Telecom expects a gross separation rate of about 2,400 staff in
the field-staff categories (technicians and lines staff) and about

4,100 staff in other areas. Given progressive liberalisation of

CPE, it seems reasonable for Telecom to seek to make the necessary
adjustments with the minimum of involuntary displacement.

Concentrations of Telecom employees exist in éome regional areas

where relocation to other areas may cause some problems. However
s

Telecom 1is already required to facilitate placement of excess
employees in alternative work within the organisation by offering

inter alia, payment of relocation expenses. Given that Telecom

employment generally accounts for a small proportion of the total
labour force of non-metropolitan regions, it is not Tikely that
these regions would be substantially adversely affected overall
However, the wider effects on small communitie§
considered.

need to be

Overall, the Government is very conscious of the important skill
base which Telecom has developed and is keen to see the necessary

changes introduced with the minimum of disruption to Telecom
staff.

Boundary Between CPE and the Network

A simple definition of the boundary between CPE and Telecom's
network monopoly to bring domestic and smaller business premises
into line with the concept already applied to larger commercial

buildings would simplify regulatory arrangements and provide scope
for efficiency gains within Telecom.

The alternatives for the boundary as it relates to premises other

than "high-rise" commercial buildings with a main distribution
frame are:
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. including the first instrument (the present situation);
. the first socket within the customer's premises; and
. the external wall of the customer's premises.

The first two alternatives continue the inefficiencies for Telecom
of being dependent upon entry to the customer's premises, unless a
remote test capability could be developed. On the other hand, the
third alternative could ultimately entail alteration to the wiring
of all existing premises (over 6 million).

It is not yet safe to assume that a practicable and cost effective
remote test capability could be developed within an appropriate
time-frame for dinclusion 1in an exterpal network termination
point. At the same time, there may be economies of scale in the
lead-in cabling from the street being continued through into the
premises to the first telephone socket. Nonetheless, this is an
area where Telecom has suggested that there is room for efficiency
improvement and where they have been working with the relevant
unions to achieve this. The Government expects that the maximum
efficiency improvement will continue to be pursued in this area,
notwithstanding its retention within the network monopoly area.
This includes increasingly realising the benefits of flexibility
and cost savings available from commercially re-balancing
workloads between Telecom's own-account Tlabour force and
commercial contractors, as well as franchising and other
commercial avenues.

THE NEW CPE ENVIRONMENT

Consideration of all the foregoing factors has Tled the
Government to decide on new regulatory arrangements for the
future provision of customer premises equipment. Basically, the
new arrangements are designed to ensure that the maximum benefits
are obtained from liberalisation (especially to business users)
without an increase in other costs or a decline in service

standards: they are designed to increase the scope for efficiency
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gains to Telecom. At the same time the Government s not prepared
to Jjeopardise the ability of the Australian communications
equipment manufacturing industry to adjust to change by exposing
it to full import competition ahead of its ability to respond to
the stimulus of structural adjustment pressures. There is also a

need to avoid excessive adjustment costs being borne by Telecom's
workforce.

The Government's policy will therefore be to implement reform by

liberalising the supply and maintenance of CPE consistently with
the Government's industry policy and with Telecom's capacity to
respond to the changes. This will include ensuring that
regulatory and industry policy arrangements allow Telecom to
compete on an equal basis with other suppliers.

As the basis of the Government's approach it has been decided
that:

Telecom's regulatory responsibilit i

: y for approvin
equ1pmen§ for attachment to the te]ecommug?catiogs
system will be transferred to an independent

authority.
The Government's industry policy objective for communications
equipment manufacturers, as set out in the Information Industries
Strategy, is to build a dynamic, export-oriented industry that is

effectively integrated into opportunities presented by world
markets.

In view of the major prospects for ongoing expansion in world
market growth noted in Section 2 and the pace with which other
industrialised countries are positioning to compete for that
growth, there is a need to ensure that development of business
strategies by this industry is not restricted to traditional
products or industry boundaries. Rather, a strong viable industry
capable of standing on its own feet internationally requires to
build upon areas of comparative advantage. To this end, the
Information Industries Strategy envisages that the present
orientation of the industry will change because research and
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development, technology transfer, the changing focus of
international market demand, and the opportunities from
Australia’s own economic growth will produce new opportunities.

The pace of, and mechanisms by which industry development is
facilitated call for careful consideration. The Government
recognises the importance of a strong domestic industry as a base
for export development and the consequent need to avoid undue
impact of sudden change in policy upon capital investment and the
skills based upon which successful adjustment depends. However,
the Government also sees the danger of such arguments Teading to a
squandering of adjustment time. In particular, it is noted that
almost two years have elapsed since the Communications Equipment
Strategy was announced and almost three years since the process
commenced of reducing tariffs to a common level of 20%. Although
some change is taking place and a tentative increase in exports is
evident, it is also apparent that uncertainty has prevailed about
future industry protection arrangements related to CPE and has
impeded a full-blooded industry commitment to the Information

Industries Strategy.

In developing the new CPE industry development arrangement, it
will be necessary to avoid undue discontinuity between the
existing arrangements and the new arrangement. This applies
particularly to Telecom's 1local content requirements in first
telephone, SBS and mobile cellular radio instruments. It also
applies to Telecom's policy "PABX Systems: Endorsement and
Listing Conditions", which requires, inter alia, prospective
suppliers to reach a certain level of performance across a number
of industry development criteria (including local content).

An exclusive focus on local content is unable to provide the
stimulus to an international orientation now seen to be essential
for the industry. The performance approach of the PABX policy is
somewhat more wide-ranging in the scope of criteria set. However,
insofar as it still demands specific performance against a set of
formal criteria before approval, it may reduce some of the
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flexibility and stimulus to innovation essential to performance in
international markets.

The Government has therefore decided:

The present Australian preference arrangements
administered by Telecom and relating to approval of
supply of PABX, SBS, cellular mobile telephones and
standard telephones will be replaced by a new industry
development arrangements. This will be established by
31 December 1988 in consultation with the
manufacturing industry, unions, users and Telecom, and
will be consistent with the Information Industries
Strategy, and with other industry policy decisions
announced in the May Economic Statement. The
objective of the arrangements will be to build a
dynamic, export oriented industry which is effectively
integrated into opportunities presented by world
markets. In seeking an enhanced capability for the
information industries to realise growing
opportunities, the Government recognises the need for
an adequate transition period for companies to assess
and respond to new opportunities by the adoption of
appropriate business strategies.

The Government accepts that import of equipment is likely to
increase in a liberalised environment. This could arise not only
from increased demand for present categories of equipment, as
noted earlier in this Section {paragraphs 5.87 to 5.90), but also
to satisfy the needs of growth in VAS and network demand
envisaged to flow from the decisions set out in Section 4,
oriented toward development of new business opportunities and
efficiencies. To the extent that this has a short-term effect on
the balance of trade in specific equipment, that cost is Jjudged to
be acceptable in the interest of ensuring higher longer-term
economic growth overall than would be the case with the status
quo.

With regard to the Government's telecommunications services
policy, approval for equipment to be attached to the network will
only be given to suppliers who meet the Government's industry
policy requirements. The new independent regulatory authority
will administer the approvals process. The Government has decided
that:
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Requlatory approval for the supply of PABX, SBS and

cellular mobile telephones for connection to the

telecommunications system will be opened to all

suppliers complying with the new industry development

arrangements.
PABX and SBS regulatory arrangements will be aligned and PABX and
SBS maintenance will be fully Tliberalised. Oomestic wiring work
for any wiring beyond the first socket will be fully liberalised
and arrangements for the first telephone will be consistent with
the new industry development arrangement, but will require supply
to remain a sole Telecom responsibility, at least for three years,
in view of the existing market for additional telephones. Telecom
will retain maintenance responsibility for the instruments it

provides under this arrangement.

In order to guarantee that first telephones attached to each
relevant service are supplied within the new industry development
arrangements and because the existing independent availability of
imported telephones in the additional telephone market would make
any other arrangement unworkable, the Government has decided that:
Telecom will be permitted to continue its role as sole
provider of the first telephone for three years .
through an appropriate exemption from the operation of

the Trade Practices Act 1974, terminating on 30 June
1991.

Telecom will be required to obtain its range of
standard telephones from suppliers complying with the
new industry development arrangements.

Telecom will also be expected to use the adjustment period

provided by this confirmation of its monopoly to achieve
significant gains in levels of customer service and in
efficiency. It will be expected to work closely with the unions

in continuing to develop improved work practices and dispute
settlement procedures. Its success in these areas will be subject
to close scrutiny. Specifically, the Government has decided as
follows:

As a condition of its retention of its role as sole

provider of the first telephone Telecom will be
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required to improve its efficiency, introduce a

(7) From 1 July 1989 regulatory approval to supply
cheaper alternative for first telephones, and address PABX, SBS, standard te]gphones_aqd cellular
the provision of supplementary exchange 1ines for non- mobile telephones will be conditional upon the
telephone use outside this reservation. supplier complying with the new industry

development arrangements.
At least six months prior to the termination of the

Trade Practices Act exemption in respect of the first
telephone, there will be a review to determine whether
there is then a case for its continuation.

i ther CPE
8) The requlatory reguirements on all o
® (excep% those noted above), bgyond type approva]dv
for safety and network integrity, will be remove

by 1 July 1989.
5.127 These, and related changes, will require phasing to ensure orderly
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Revised regulatory arrangements will be introduced in
accordance with the following timetable:

(1} An immediate exemption will be provided from the
application of the Trade Practices Act for
Telecom's requirement that a Telecom-supplied
telephone be provided with residential exchange
lines, but this exemption will be subject to a
sunset clause taking effect on 30 June 1991.

(2) From 1 January 1989 PABX maintenance will be open
to all service providers.

(3) From 1 January 1989 requirements precluding
competitive supply of standard feature telephones
for second and subsequent telephones will be
removed.

(4) From 1 January 1989 the boundary between the
monopoly network and CPE will be either the first
telephone socket in the customer's premises, or
the building main distribution frame, whichever
is applicable, and supply, installation and
maintenance of premises wiring/cabling and
attachment points beyond this network boundary
will be open to all service providers with
appropriate qualifications.

(5) By 1 January 1989 Telecom will be required to
report on the introduction of a cheaper
alternative for first telephones, and on
providing supplementary exchange lines to
existing customers for non-telephone use, without
including telephones.

(6) From 1 July 1989 regulatory provisions relating
to SBS supply and installation will be aligned
with provisions for PABX, and will be open to all
authorised providers (and therefore SBS
maintenance will also be open to all service
providers).
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iew of the continuing
development. The Government has therefore decided as follows: (9) By 31 December 1990 the revie

i i Ty from
exemption of the first telephone monopo
the ?rade Practices Act will have been completed.

i i i11 have been
10) By 30 June 1991, consideration wil
(o g¥ven to the need for renewal of @he Trade
Practices Act exemption for the first telephone
monopoly.

In implementing the new approach to CPE the Government has
decided:

The new regulatory provisions wi]! be admiqistered by
the independent regulatory author1§y upon its .
establishment. Pending its es@ab1lshment Telecom wi
continue to administer regulations under specific
Ministerial direction to ensure that non- .
discriminatory administration is seen to be in place
as soon as possible.
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6: A NEW INDEPENDENT REGULATOR provider. This is particularly so where Telecom also has to
requlate its competitors, as in the value added services (VAS)
market described in Section 4 and in the customer premises
equipment (CPE) market described in Section 5. This view is held

THE NEED FOR NEW ARRANGEMENTS

6.1 i j ; s

Teleconmunications in Australia is ‘presently subject to a diverse both by Telecom and by its competitors.

and largely uncoordinated set of regulatory arrangements. Telecom

has the pri i :

13 of tﬁ: 1maTr); regulatory functions, being charged under section 6.4 Telecommunications as an industry, and the carriers as
e Telecommunicati 3 .

approve all - 1tca lons Act 1975 with the authority to enterprises, are also formally subject to the provisions of the

equipme e

networks  and tq pmen for attachment to telecommunications Trade Practices Act 1974 concerned with restrictive business
n 0 a 3 : .

orivate tel Appro.ve the operation and interconnection of practices and consumer protection. The practical effect of this

requlator fECOr:rr‘lumcatwns networks.  OTC and AUSSAT have no separate legislation has so far been slight and is, as yet,
u 5 s P .

1egis1atizn nctions or obligations explicitly assigned to them by untested at law. But it is of increasing relevance as the scope

for competition in the industry increases through technological
change and business evolution. It will become more so as the

6.2 ;tx:?:zz;r;jni::;o:scceﬁiuTq :::lber bo‘c CTngations to regulate policy changes outlined 1in the preceding sections are
Telecomunicat ion ,Um'on Q(ITU) ntu;: ershu? ]o'f the International introduced. Already there are indications of possible
i United Nations responsible for, vor1d i’::ma ised Efgency of the inconsistency between the regulatory obligations placed on Telecom
‘, under the international conventions est e?omrrluncatwns, and also by its current legislation (and by government policy) on the one
ablishing the INTELSAT and hand, and the provisions of the Trade Practices Act (TPA) on the
INMARSAT communications satellite systems. Except in the radio other
communications area, the Government has relied mainly on Telecom, .
(t)Z(]:eco;?n?mi::tsis:; 0;(]’19;:2:?‘:ar:h:]fil:l;ZZraHBa‘ts international 6.5 In recent years Ministerial regulation and control of the
have some statutory obligations to conduct 'th F’ h 0TC ﬂ.”d AUS'?&t telecommunications enterprises has principally been directed more
i regard for Australia’s internationa] ob]'ct' er Dper‘a‘tmns with at ensuring prescribed processes are followed than at securing
L — of Telecom there has been no specific f 19311‘3”5' '?Ut in the case specific outcomes. Price control has mainly been exercised in the
support or authorise this reliance deso:";:ae .'":Ch:m?m in place to context of input cost changes and perceived community interest,
regulatory role to which H ops o P 1Ls havings a central leading to the risk of the enterprises developing into "cost-plus"
such obTigations are relevant. business operations, with little externally imposed incentive for
. X efficiency  improvement in  the absence of  competition.
6.3 l:'ihrii:]a;oc?;;;ﬁ:];ii“;"r‘;ezzca?d nc;:ul'ﬂeionlhare now incor.\sist‘;ent Notwithstanding the roles of the Prices Surveillance Authority and
N industry. It s now inappropri eo e t'e1ecom|.nurnf;at10ns the Ombudsman, together with the application of administrative law
| priate - and potentially inimical to and review provisions, there has been considerable community

fair and effici i i
ent business operations - for Telecom to have concern that Telecom may, in practice, be insufficiently

i regulatory authority i it i : )
!_ Y ity in areas where it is a commercial service accountable for much of its monopoly activity.

6.6 One consequence is that there has been only minimal regulation of
[“ the operation of monopoly power in telecommunications - as it
I
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6.7

6.8

6.9

affects competition, as it affects consumers, or as it affects
overall efficiency. These have largely been Tleft to the

enterprises, within an increasingly inadequate framework of
accountability for results.

Meanwhile, the vresult of this review of telecommunications
regulatory arrangements, as noted in the preceding sections, has
indicated the need to retain some significant monopoly areas for
the publiclty-owned carriers while increasing the scope for
competition in others. These needs, coupled to the need for the

carriers to operate commercially, require a considerable degree of
continued, but revised, regulation.

This, then, is an exercise in reshaping the regulatory framework,
not derequlation. Indeed, by making regulation more specific,
rather than much of it being implicit as at present, the amount of
formal regulation probably needs to be increased.

The Government has examined a variety of arrangements for
telecommunications regulatory administration that have been
adopted overseas. These arrangements provide experience upon
which to draw in establishing specific solutions to meet
Australia's circumstances. No overseas arrangement is a wholly
suitable model to be adopted here. Nor does the Government
believe that it is sufficient to rely solely on existing general
competition policy and administrative law arrangements for the
administration of telecommunications policy and regulation.
Telecommunications is a dynamic industry subject to accelerating
and complex technological and market changes and forces. The
generalised administration of agencies such as the Trade Practices
Commission, the Prices Surveillance Authority, the Ombudsman, and
the mechanisms of administrative law may not be sufficient for the
specific regulatory needs of telecommunications, especially during
the introduction of new, more price-competitive policies in value
added services and customer premises equipment markets.
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6.13

T

The Government has considered the role of courts and other
judicial tribunals in telecommunications regulation. It has
concluded that relying solely on courts and judicial processes
would be inappropriate for first-level regulatory administration,
directed at providing an environment of certainty and confidence
for decision-making in a dynamic changing industry.

These considerations have led to the Government's decision to
formalise future regulatory arrangements for telecommunications
within, so far as practicable, a single specialised authority,
independent of the carriers and answerable to government.
Accordingly:

An independent regulatory authority - to be called the
Australian Telecommunications Authority (AUSTEL) -
will be established. It will be administratively
responsible to the Minister for Transport and
Communications.

Some of the reasons for - and proposed functions to be incorporated
in - these arrangements have been referred to in Sections 3, 4 and
5. This Section now outlines the proposed arrangements overall.

FUNCTIONS OF THE REGULATORY AGENCY

AUSTEL will be an independent statutory agency, separate from
organisations conducting telecommunications business or providing
telecommunications services, and separate also from the Department of
Transport and Communications. It will, so far as practicable,
undertake all relevant regulatory tasks associated with
telecommunications. The agency will be established under legislation
and will be administratively responsible to the Minister for
Transport and Communications. The role of the agency will be to
administer specific regulations set down as part of the Government's
telecommunications policy, and to ensure that goals relating to
customer services, monopoly enterprise efficiency and accountability,
technical compatibility and inter-operability, fair and efficient
competition, and consumer protection are achieved. It will also have
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a general responsibility to monitor developments in

telecommunications that are relevant to its regulatory functions, and

to report to the Minister for Transport and Communications. AUSTEL

will, however, have i i i
R s no role in monitoring the Government's separate

shareholder interests in the overall commercial performance of the

publicly-owned enterprises.

AUSTEL will have five specific major functions:

(a) technical regulation: AUSTEL wi
al re H will have statut
responsibility for ensuring that quality and sg;Zty
are protected and that inter-operability is maintained
throughout the public network;

(b) protecting the carriers' m
. : onopoly: AUSTEL will h
ggi_auttgr1gy to administer the provisions which we
ine the boundaries of the mono ifi
facilities and services; nopoly over specific

(c) g:gzggting COﬂpetitors from unfair carrier
ices: where competition is permi i
promote fa1r and efficient marketpcondﬁzgd ?gg1551:1]]
adm1n1s§rat1on of the requirements for sesarate S
accguqt1ng arrangements for carriers® competitive
activities qnd identifying possible breaches of the
Trade Practices Act provisions, insofar as they relate

to telecommuncations, and referri
- * 1
Practices Commission; "9 them to the Trade

(d) protecting consumers against misuse i !
monopoly powers: AUSTEL will adminigge:hﬁogg;;};rs
price control arrangements and specific universal
service provision conditions, and will monitor
enterpr1se efficiency. It will also provide a
specialised avenue for monitoring consumer complaints

concern ng the monopo ly te ecommunications service

(e) promotion of efficiency: i i
C y: AUSTEL will monitor and
report_on the efficiency and adequacy of monopoly
Sggzaiéggs 2ytTe}e$om, OTC and AUSSAT, in particular
. ect to Telecom's fulfil i i
service obligations. Tinent of 1ts comunity
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6.15

6.17

TECHNICAL REGULATION

A need for technical regulation exists to set standards where
different carriers and service providers interconnect, tc avoid harm
to the network and to protect the safety of users and those engaged
in maintenance and operation of equipment. The regulatory
environment should encourage co-operation, support innovation,
facilitate economic efficiency and, to the extent practicable,
minimise the requirements for demonstrating compliance with mandatory

standards.

Technical regulatory functions are currently performed by Telecom.
The Government will transfer this responsibility to AUSTEL. The
existing arrangement has not been a source of significant complaints,
and Telecom is generally viewed as being efficient in this area
although there have been questions over the need for some of its
specific technical requirements and the scope for these functions to
be used to damage competitors. The increasing degree of competition
in the CPE market, and Telecom's continued role as a supplier of
equipment, makes this arrangement inappropriate for the future.

The major stages involved in technical regulation are national
standards development and specification preparation, and conformance
testing and product certification. (A technical standard provides a
basis of comparison and defines agreed properties for products,
manufactured goods, procedures and the like, whereas a specification
is a more detailed description of operating procedures, work skill
levels or components usually used in procurement processes. A
specification will include reference to standards.) AUSTEL will take
charge of all these areas with the view to developing a streamlined
system to facilitate both mandatory and voluntary standards
definition and conformance. It will include arrangements for: the
determination of mandatory standards that need to be imposed on the
industry; approval of mandatory standards that are agreed within the
industry; and facilitating the adoption of any voluntary standards
that are agreed within the industry. The Government has decided
that:
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6.20

6.21

AUSTEL will be responsible for
T the de
gg$1ona1 standards and specificationsvgggpment of
ecommunications equipment, and for
gg?r2;1ng equipment for attaéhment to g;gangements for
ecommunications network subject to compli i
. . : m ]
t?ese techn1ca1 requirements and with the gr;3?§$o:;th
of the new industry development arrangements.

Technical regulation by AUSTEL will be directed at maintaining
safety, integrity, inter—operabi]ity and quality.

Maintaining Safety and Integrity

AUSTEL will be charged with the task of continuing technical
regu?ation to maintain the safety of the network and of individuals
working on the network. Regulatory arrangements are needed to ensure
that‘ attachments to the public network (eg telephones facsimil

machines, computer terminals) do not introduce dangerous ;r ;

‘ damaging
electrical currents into the network. o et

Such equipment must also not

Fhat corrupt the network intelligence system of the public network
including charging mechanisms or systems). AUSTEL will be re uir &
to .consider consumer safety in all of its technical re u?at;e
activities, but to work with existing Federal and State bodigs h‘ry
are already established in the safety field. e

Maintaining Inter~operabi]1ty and Quality
Australia has a high quality,

infrastructure by world standards.
growing competitiveness

modern telecommunications network

The Government intends that the
: in te]ecommunications, and the increased
number of equipment suppliers and service provide
be accommodated while maintaining an appropriate
end telecommunications service.

rs involved, should
quality of end-to-

AUSTEL will bpe responsible for ensuring, through the setting of
:tandarqs and specifications for equipment and apparatus connecting
0 public networks, that quality is maintained. The agency will
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6.25

encourage the appropriate adoption of the internationally recognised
standards of the ITU, the International Standards Organisation (ISO),
and the International Electro-Technical Commission.

Where services and equipment are offered by multiple providers, the
physical and electrical characteristics at a point of interconnection
must be set out to permit inter-operability of components and to
allocate responsibility for transmission signalling and switching
among the providers of the end-to-end transmission path. Within
these parameters providers of CPE, private networks and value added
services will each be responsible for the quality of their own
equipment and services. The level of quality above that mandated to
maintain an appropriate quality of end-to-end telecommunications
service would be a matter for determination between the parties
involved as a matter of consumer choice and contract law.

Setting Standards and Specifications

Mandatory specifications will be limited to those matters necessary
for safety, for inter-operability, for minimum quality and for
network interfacing. Performance characteristics unrelated to these
matters will not be included in mandatory specifications, being
matters better left to the competitive market place. However, AUSTEL
will be empowered to facilitate standardisation in these areas where
this may be appropriate.

Technological pressures for change make it unlikely that all
technical capability and capacity can be encompassed by AUSTEL.
Accordingly, the primary responsibility for standards formulation
will be placed with the 1industry having regard to international
standards and other regulatory requirements. AUSTEL will have
authority to seek required standards from the industry, to rule on
and to endorse standards.

Innovation will be enhanced by standards determination being an
independent responsibility of any industry participant while still
involving the industry in standards formulation.
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6.27

The independent technical regulatory arrangements will include the
following features:

a regime of both mandatory and voluntary standards that will
allow AUSTEL to control essential requirements for safety whilst
freeing the responsibility for wider ranging performance
standards for industry self-determination;

. a regulatory body that does not prepare standards, but has the
authority to act as mediator, approver of mandatory standards,
monitor  of industry  trends in  technical requirements
(particularly on compatibility with internationally recognised
standards), and implementer of any government policy as required
on telecommunications technical standards;

. a regulator with residual power to establish standards in the
absence of such industry initiatives;

a process of self-certification by industry where possible;

. reliance on established bodies and agencies to provide for the
voluntary formulation of standards by industry;

. a program of laboratory accreditation on the advice of the
National Association of Testing Authorities (NATA) 5

. strong consultative processes with major industry participants
(including Telecom, OTC and AUSSAT) for the development of
Australian specifications; and

. a regulator with powers to review the interface standards
adopted by the carriers.

Where it is necessary that standards be adopted within a fixed time

frame, particularly in the case of mandatory safety standards, AUSTEL
will have authority to resolve conflicts in the industry standards
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writing process and thereby avoid the potential for deadlocks
associated with a consensus process. Voluntary procedures would be
encouraged for non-mandatory standards.

Adherence to international standards in telecommunications is an
important element in the widening of co-operation in world-wide
communications and in extending markets for telecommunications
equipment. Within a framework in which the Government will set
relevant policy directions, AUSTEL will co-ordinate Australia's
future involvement in the establishment of international standards.
Some of the implications for Australia in the growing importance of
adherence to international standards are as follows.

. Australia should actively participate in the process of
international standards formulation to ensure that its views are
considered and that allowance 1is made to accommodate any
specific needs of the Australian environment;

. Participation in standards formulation at the international
level also ensures the Australian manufacturing sector is kept
up-to-date with latest information. This is important for the
planning of products to be competitive in the international
market;

. The adoption of international standards where appropriate in
Australia will enhance the attractiveness of its products
overseas. Where there is a need to modify those standards due
to local variances (e.g. the average local loop distance for a
telephone subscriber 1is higher than the world average), then a
balance should be drawn between national needs and the
requirements for competitiveness in CPE; and

. If Australia is to take advantage of the international market
for value added services, private networks and the growth
generally in international traffic, then standards should be
chosen that make entry into those markets as easy as possible.

131




6.30

6.31

6.32

Conformance Testing and Certification

At present the testing and certification of equipment for conformance
with standards and specification is carried out principally by
specialised Telecom laboratories. Some suppliers are authorised to
undertake self-certification, and some overseas Tlaboratories have

also been authorised to conduct conformance tests to Australian
standards.

The new arrangements envisage no major changes in these areas, other
than 1in the transfer of formal laboratory accreditation, and the
authority to approve self-certification, from Telecom to AUSTEL. It
is expected that Telecom's specialised laboratories will continue to
be the predominant conformance testing house. The new arrangements
will provide for testing to be done on a commercial basis. Equipment
manufacturers will arrange, and pay directly for, necessary
laboratory testing, rather than such testing being arranged by the
regulatory authority and the costs included in the certification fees
as at present. Private sector or other appropriate laboratories. will
be able to seek accreditation, and undertake appropriate testing, but

this is not expected to lead to a significant loss of support for
Telecom's testing facilities.

AUSTEL will have the responsibility for accrediting existing (and any
new) testing laboratories, and monitoring their adherence to
standards. It will exercise this function with the advice of the
National Association of Testing Authorities. [t will also be
required to promote the maximum appropriate application of approved
self-certification schemes for accredited manufacturers and the

reciprocal international recognition of both certification and
laboratory accreditation.

POLICING THE BOUNDARIES OF THE MONOPOLY

The boundaries of the monopoly were set out in Section 3. Policing
the boundaries of the monopoly services is primarily required:
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. to ensure that the carriers do not extend the effective market

scope of their monopolies or reserved services beyond the
charter given by government policy and legislation; and

to ensure that other suppliers of telecommunications equipment
and services, and users of those products, do not infringe the
monopoly services and thereby undermine the ability of
organisations such as Telecom to meet their specified community
service and other obligations.

The Government will determine the boundaries of monopoly, and make
regulations defining those boundaries. AUSTEL will administer that
boundary policy.

The monopoly carriers and other parties will be able to appeal
against regulatory decisions made by AUSTEL. Appeals will be to the
Federal Court, if questions of procedural law are raised, or to the
Administrative Appeals Tribunal if a decision is claimed to be flawed
in terms of the basic merits. The regulatory arrangements will, in
other words, be integrated into the established machinery of the
Commonwealth for administrative Taw.

Two important areas where ongoing policing will need to be undertaken
are value added services and private networks. In the area of
customer premises equipment, the role of the regulatory agency in
determining what equipment may be connected to the network and by
whom, will be limited by the transition periods for competition in
some CPE areas and by the other arrangements outlined in Section 5.
In the longer term, the roles of AUSTEL 1in customer premises
equipment markets will be in the area of technical regulation for all
CPE, and in the application of the Australian industry development

measures that will be developed as outlined in Section 5.
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Value Added Services

The role of AUSTEL in the competitive value added service market will
be two-fold. First, it will ensure that such services are genuinely
value-added, and not merely proxies for the reserved services
detailed 1in Section 3. Its orientation will be to encourage
innovation and growth 4in value added services consistent with
avoiding direct competition that could damage the capacity to sustain
essential cross-subsidies or to provide specialised reserved
nationwide services. Secondly, it will ensure that the introduction
of genuine value-added services is not unreasonably inhibited by the

activities of the monopoly carriers. (This latter point is dealt
with later in this Section.)

In the area of value added and similar services, the legislation and
regulations will set out those network services that are reserved;
all others will be open to general competitive entry. The regulatory
agency will be responsible for administering this policy in the
circumstances of individua]rservice proposals. The Government has
decided that:

AUSTEL will administer value-added services and
private network licensing arrangements to safeguard
the boundaries of the reserved facilities and
services.

The Government has considered the various ways in which AUSTEL might
best undertake its policing of the boundary between monopoly services
and value-added services. AUSTEL will implement a process to screen
proposals to provide value added services by using a class licence
mechanism.  This will involve setting out a precise definition of
those services which may only be offered by Telecom, OTC and/or
AUSSAT, with competition being allowed only for services outside that
definition. However, in order to safeguard fully the boundaries of
the monopoly, there will be a minimal regulatory procedure for value
added service introduction. Unless challenged within a fixed period,
notification will automatically confer a right to provide the
nominated service; the licence will define procedures in case of
infringement of the licence conditions and notify penalties.
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Telecom's ability to meet its acknowledged CSOs may be undermined if
VAS providers engage in significant voice traffic diversion, thereby
reducing the profitability of the trunk network and the funds
available to cover the costs of non-economic services, or if VAS
providers impinge on other reserved network services. It will be
AUSTEL's responsibility to ensure that the source of cross-subsidy is
not jeopardised and that reserved network services are protected.
Any VAS providers carrying reserved traffic will face financial
penalties and the risk of licence cancellation.

Private Networks

Private networks were discussed in Sections 3 and 4. They are an
arrangement by which a user operates facilities which it has provided
on its own account or obtained from an infrastructure provider for
its own internal communications needs.

Under present arrangements, Telecom regulates private networks:

through its pricing of leased circuits;

. by imposing restrictions on the use of these circuits (who may
use them and for what purposes); and
by charging for the interconnection of Telecom and AUSSAT leased
circuits to the PSTN (privately provided facilities, e.q.
microwave, may not at present be interconnected to the PSTN
other than in exceptional circumstances).

Telecom's regulations are also the benchmark for restrictions on the
use of private networks supplied by OTC and AUSSAT. These
regulations reflect a concern that private networks may undermine
Telecom's monopoly on reserved traffic and erode its capacity to meet
its CSOs from profits made on switched-voice trunk traffic.

The scope for private networks to affect Telecom's cross-subsidy

revenues lies in the capacity for traffic to enter from the PSTN at
one point, traverse the private network - bypass the public network
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and thereby avoid its charges - and then be switched back out into
:he PSTN at a remote point. At present this is prohibited, except
or value added services (VAS) where the traffic is altered in form,

co?tent, delivery time or otherwise between entering and leaving the
private network.

The prohibition provides that traffic which originates within the

PSTN may be switched into and within a private network without

restriction (but not back out again). Traffic which originates in
the private network may be switched within it, and out into the PSTN
at any interconnect point. These arrangements will continue.

A key regulatory issue is the definition of an authorised user: that
is, the determination of whether a Tegal entity or collection of such
entities may Jointly operate such facilities without being considered
as engaging in resale or shared use, which is to remain prohibited.
An unduly broad definition of authorised user could result in
si?nificant switched traffic (voice, data and text) being diverted to
private networks, and that may affect the source of cross-subsidy,
given the present pricing structure for leased circuits. Too narrow

a definition would deny bona fide access to the benefits of private
networks.

Such determinations are currently made by Telecom, both in supplying
its own circuits and in duthorising inter-connection of private
networks (and of AUSSAT and 0TC leased circuits) to the PSTN. The
transfer of these responsibilities to AUSTEL wilil be undertaken
without change to the current regulations relating to shared use

inter-connection, or resale. However, AUSTEL will be directed to re:
examine closed user group concepts so that the allowable arrangements
for such groups may subsequently be more clearly established by the

Government, while stilT recognising the need to maintain Cross-
subsidy arrangements.
that:

In this regard the Government has decided

QU§TEL will revjew present arrangements for allowing
JOInt_use of private networks by closed user groups
and will report to the Government.
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A specific private network licence will be defined. Licences will be
granted on the basis of notification in situations where the network
is to be used by a single entity. Approval will depend on specific
review where several users may be involved. Limitations on third-
party use, restrictions on the transfer of Tlicences and technical
standards comprise the main conditions of a 1icence.

PROMOTING AND SAFEGUARDING COMPETITION

Telecom, AUSSAT and OTC all have significant market power in the
present telecommunications markets (as do some of the existing
equipment suppliers to a degree). Removing regulatory authority from
Telecom to AUSTEL will eliminate the potential for this market power
to be misused - or to appear to be misused - under the guise of
regulatory actions. But significant market power unrelated to
Telecom's regulatory functions will remain. In those areas where the
new policy arrangements allow for competition, it will be important
that the standard provisions of competition policy apply - and be
seen to apply effectively - in order to allow the pressures of a
competitive market to arise. While the Trade Practices Act 1974 has
not to date had any impact, there is now an increasing appreciation
of its possible role in this respect.

Reserving specific traffic to Telecom and OTC may give them a
significant competitive advantage in other market areas. There
appears to be scope for them to misuse market power in four main

ways:

by using profits from their monopoly operations to sustain
predatory pricing in a competitive activity;

by using their role as the providers of infrastructure
associated with reserved services to favour VAS provision by
their own competitive operations relative to those of
competitors;

by Telecom using its influence as a large purchaser of
telecommunications equipment to influence other markets (eg by
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discriminating against those of its suppliers who also compete
as suppliers to the CPE market); and
by controlling complex technica] characteristics of the public-

network architecture, infrastructure and related services to

favour attachments or services which they market in  the
competitive areas.

The application of  standard restrictive
legislation will be important in guarding against the possibility of
such misuse of its market power. The Government wilj eliminate any
doubts that may exist about the way in
legislation and the Trade Practices Act operate together. This
matter will pe resolved by Providing an immediate exemption from the
Trade Practices Act, at least for three years, for Telecom's
requirement that a Teiecom—supp]ied telephone be Provided with
residential exchange lines, and by c]arifying the position in the

further impiementation of the overal] policy package covered by this
statement.

business practices

which the teiecommunications

of the monopoly areas from possible challenge under the TPA. o0n the
other hand, it will also be clear, to the extent that it is not
already, that the exercise of the market Power that arises from such
monopolies will pa subject to the Tpa
market power to damage Competition o
other market.

However, ip the face of establisheq market arrangements and the
continuing monopoly areas, these provisions may at the o
to be insufficient to facilitate
permitted CPE ang VAS competition

utset be seen
the emergence of optimal levels of
. AUSTEL wimn have a role in this
area. Specificaiiy, in  respect of the sSeparate accounting
arrangements required for the carriers! competitive acitivites (see
para 4.42) the Goverment has decided that:

AUSTEL wil] be responsible for approving the Separate
account ing arrangements adopted by the carriers to
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ensure that their competitive activities are conducted
fairly with respect to their monopoly position.

In addition, AUSTEL will have a4 general responsibiiity for
encouraging appropriate competition through its administration.of
the separate accounting provision, the prohibition of price
discrimination that might affect competition and the development
of technical standards that facilitate competition.

In view of the inter-action between tetecommunications-specific
provisions affecting competition and the related Trade Practices Act
provisions there will be an integrated approach to their
administration in the telecommunications sector. The Government has
decided as follows:

i11 have an appropriate number of its
ggi{ﬁto:; office holders concurrently app01nteq as
part-time Associate Members of the Trade Practices b
Commission (TPC). Telecommunications matters wi e
considered by a Division of the TPC comprising up ﬁo
two AUSTEL members and two other members, one of whom
- usually the TPC Chairperson —_snalljpre51de. .
Subject to existing quorum provisions, absence o an{
particular Member from the division would not preven
a decision being made.

s will be developed which ensure a .
@;;;?SEZEgzry relationship between the Trade Practicis
Commission and AUSTEL. AUSTEL will have the authority
to refer appropriate telecommunications matters
requiring resolution to the TPC, to attend TPC
conferences held pursuant to notiflcations and g
authorisations under.the.Trade Practices Act an
involving teieconmunicatiqns matters, anq to .
participate with the TPg in the preparation of tions
relevant guidance material for the teiecommunicafion .
industry. Similarly, the TPQ will be able to refer o
delegate matters, as appropriate, to AUSTEL.

The operation of these arrangements wil] apply in three main market
areas: customer premises equipment; value added services; and private

networks.
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6.55 As

Customer Premises Equipment

supply, installation and
progressively become exposed to ¢

may arise from participation
Telecom)

maintenance for PABX  and SBS

ompetition, trade Practices issyes
n the CPE market of carriers

s Or misuse
with by:

. allowing  free Participation and

Competitive safeqguards provided by tra
prohibiting or restricting such partic
allowing Participation byt subject to
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separate subsidiaries, operating independently (at "arm's Tength")
from monopoly services. While this option has the advantage of
neatness, it may involve the loss of economies of scope - that is, of
any efficiency gains which could arise from joint provision of
monopoly and competitive services. The Government considers that it
is preferable to leave it to Telecom and OTC to decide commercially
on the appropriate degree and form of their participation in
liberalised markets on the basis of commercial criteria, with
competitive safeguards being provided by other means.

The most effective safequard in these circumstances is to apply
provisions designed to increase the transparency of carrier
participation in the more liberalised CPE market, making the normal
provisions of the Trade Practices Act easier to enforce. These
provisions will require, inter alia, that a carrier:

maintains  accounting for the production, purchase and
distribution of competitive CPE separate from that maintained
for other activities;

in no way requires that the provision of monopoly services be
tied to the competitive supply of CPE by Telecom (eg by granting
preferential access to monopoly services for purchasers of CPE);
and

not "bundle" the price or charge for competitive CPE with that
for network services. (Bundling within monopoly services - eg.
rental and call fees - will be allowable.)

Value Added Services

Licensing arrangements for entry into the VAS market were outlined
earlier in this Section. Effective competition in the market for VAS
requires that suppliers:

(a) can obtain the circuits needed to provide VAS; and

(b) are not subject to "unfair" competition in the supply of those
services by the provider(s) of monopoly services.
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These problems could be avoided by outright prohibition of Telecom's
participation in this activity, or by only allowing participation
subject to structural separation. However, there are significant
economies of scope between provision of certain types of VAS and of
the basic network and services; to exclude joint provision would
entail economic costs. The United States experience is strongly
contrary to enforcing a requirement that monopoly carriers provide
VAS solely through fully separate subsidiaries. Such requirements
led to major delays in the availability of value added network-based

services in the USA, and have since been abandoned.

Given these considerations, it 1is desirable to impose specific
regulatory requirements on monopoly providers when operating in the
VAS market, so as to support effective implementation of trade
practices safeguards. These would include:

fully separate accounting for VAS provision;

. no discrimination in the provision of reserved services to VAS
suppliers and those supplier's customers (including internal
transfer prices and conditions within the monopoly), and prices
and conditions to independent entities;
interconnection of dedicated circuits to local exchanges
specified by the customer to be provided on a similar basis for
all VAS suppliers, excluding differences due to cost or
technical characteristics of services;

. advanced notification of any changes in network technical
specifications which may effect
discrimination in access to the telephone numbering plan; and

interconnection and no

. unbundling of pricing of VAS from that for monopoly services.

Monitoring and enforcement of these requirements will be vested in
AUSTEL. Specific AUSTEL functions in the VAS market will include:

. complementing the Tlicensing procedure outlined above with a
requirement that Telecom provide leased circuits as needed to
licensed suppliers;
examination of instances of apparent discrimination; and
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approval of appropriate accounting standards for apportionment
of joint and common costs, and surveillance of procedures for

auditing implementation of those standards.
Private Networks

Users will Targely be free to choose between private and pubtic

network options. But there is a concern to ensure that public-

network operators do not misuse their

monopoly powers to
inappropriately control

private network usage and deprive customers
of the savings that may properly be realisable from use of dedicated
facilities. The key issues here are the pricing and availability of
leased circuits and the conditions and charges for interconnection of
private networks to the PSTN.

As far as pricing and availability of leased circuits are concerned,
AUSTEL will monitor the conduct of Telecom in the supply of leased
circuits so as to prevent the indirect undermining of regulations for
private networks. (Such monitoring will take into account the
carriers' adjustments in leased circuit supply in line with specific
demand trends and broader changes in pricing policy.) This will also
assist transparency in Telecom's inter-connection of servic

es using
0TC or AUSSAT circuits.

Given the substantial Cross-subsidies operating within the Australian
network, and the substantial distortions from costs
tariffs, the Government considers
appropriate charges for the

in Telecom
that the continued payment of
inter-connection of private and leased
networks with public-switched networks is warranted,

in principle,
where

inter-connections without such a charge would otherwise limjt
or undermine Telecom's ability to meet the community service and
other obligations which the Government has placed upon it.

Telecom has recently revised its charging policy for inter-connection

and a transfer of regulatory responsibilities can be made without a
further change in policy,

though the policy will be subject to future
review by AUSTEL.

That review will examine whether the charges and
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other conditions are necessary and reasonable, both in structure ?nd
level, to protect Telecom's ability to continue to d1scharge. Tts
prescribed community service obligations and to prevent competition

undermining reserved services.

CONSUMER PROTECTION

There is considerable community concern that Telecom in particular-lz
insufficiently accountable for its conduct in resp?cF of i
customers, particularly in such areas as b1111n9, proY1s1on o: nez
service connections, service termination, service maintenance anf
restoration and charges. To some extent these may be pro?;:msvzr
perception associated with the sheer size of Telecom. Wi 0 "
6 million customers and almost 90,000 employees, a .very sma
incidence of error can result in a large number of complainants.

Nonetheless the complexity and scale of Telecom's opérations is :uc:
that Ministerial oversight alone can no longer provide Fhe 1evin ?y
support for consumer interests that is necessary and 1n;r32inmznt
expected within the continued monopoly arrangemen?s. The Go ermen
is determined to ensure that Telecom is - and is seen to é "
efficient customer-oriented organisation that is fully respons1z? -
consumer needs. For these reasons AUSTEL wilt be given exp01§]y
Jegislative authority to oversee the relat1?n5h1ps of theTZ?Z 5111
telecommunications service providers with their customers. e
be a general authority, applying to Te]ec?m, oTC ard AUSi_] Zom s
but with the principal focus, at least initially, being on Telecom.

. . ‘<h

In carrying out these functions AUSTEL will be required to estab11sd
i n

consultative arrangements with representative consumer groups a

other relevant interest groups.

i i cific
The general oversight authority will be augmented with spe j
i n

functions in respect of price control, customer service standards a

consumer complaints.
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Pricing Contro1l

At present Telecom and OTC prices for standard
subject to Ministerial approval following
Authority (PSA) consideration.
prices are not subject to external
to PSA scrutiny.
Section 3,

or basic services are
Prices Surveillance
Other monopoly service or facility
control, aTthough some are subject
The drawbacks to this arrangement were mentioned in

Where services or facilities face real competition, there should be
no need for explicit price control to ensure that prices are fair and
reflect efficient provision costs. However, the continuing
concentration of market power in telecommunications for the
foreseeable future means that there will be a3 need to retain the

scope to apply appropriate prices surveillance and price control
arrangements,

In the monopoly area there is a specific need to subject prices to
external control to.create pressures on efficienc
competition,

Yy in the absence of
to ensure that inter-connect charges are appropriate and
to ensure that undue profits are not extracted b
monopoly position.

Yy exploitation of a

As alternatives to the current arrangements
consideration of price increases,
systematic monopoly price control.

for case-by-case
there are two main approaches to

The first is the Tong-established
United States regulatory practice of regulating prices by placing a

limit on the rate of return earned by shareholders. This

is now
generally recognised as having drawbacks, since while it avoids
excessive profits, it Creates no incentive in itself to improve

efficiency to the benefit of the customer.

The second is the "price-capping" model adopted in the United Kingdom

for telecommunications price control. It is a direct control on the

oly services (ie, a bundle of
the general increase in prices
ment of the productivity gain

increase in the average price of monop
services) established by reference to
throughout the economy and an assess

146

6.81

6.82

6.84

that is available in the dindustry. Prices' ?re contro]]e? ?z
requiring them to fall in real terms at a specified rate.h ThLZn1e
done by Timiting price changes to a fixed percentage be1ow"t e c ; g
in the consumer price index. This is the so-called "CPI-X" formula.

A system of this latter type would allow Te?ecom the Fregﬁom ;Z
adjust prices on individual services in line with co§t§, S0 onf :
the overall criterion is met for prices of a specified baéke o
services. It may be desirable to specify additional constra1nfs]?n
some individual items, eg residential rentals, to ensure a ?oc1athy
acceptable rate of rebalancing; but the he?d. to provide .nsi
enterprise with some reasonable pricing f]e*1?111ty argues aga;ce_
imposing specific constraints on too many individual prices or pr

bundles.

A price control arrangement of this sort will be put in .p1izz.
However, the Government will establish separéte CPI-X pr1ceth Z
arrangements for business and residential subsci1bers to ensure O:

the benefits of efficiency changes are equitably shared among

customer groups.

- t
The price-cap arrangements will be set by the Minister for Trav:pord
and Communications for a period of 3 years. They will be cor151 ers
in the context of the corporate plans to be provided routinely by
Telecom, and on the advice of AUSTEL.

The price-cap arrangements provide an aggregate, éxternal 1n;ent1iz
for efficiency, and the Government will devote cons1derab1e ?f or :

ensure appropriate values are set. To safeguard the public 1nterei .
there will be periodic studies of Telecom's perform?nce,-und?rt?uzz
by appropriate independent specialists. These-studles W1]1.;;Cmost
comparisons of the efficiency of the enterpr1se against 10 o
efficient counterpart organisations elsewhere in the ﬂor1d. ne‘ y
of these studies will be to provide a basis for setting Fhe requ1:e

productivity gains that will be reflected in the CPI-X price formula.
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Telecom is currently undergoing a major process of reorganisation,
and it is not appropriate to conduct a performance study at this
time. Nonetheless, AUSTEL will have the responsibility for arranging

such studies when appropriate, although it need not carry them out
itself.

In the case of 0TC, fixed price-cap arrangements are less easy to
apply due to the influence of foreign currency exchange rate
variations. However, because of the remaining monopoly, continued
price control arrangements are still appropriate. The central
principle will be that, on average, basic prices will be regulated to
fall in real terms in line with available productivity improvements,
after allowing for exchange rate variations. Pending the development
of a satisfactory exchange rate adjusted price-cap formula, the
Minister will determine policy guidelines for OTC price control. 0TC
will notify relevant price changes to AUSTEL, which will advise the
Minister where these changes fall outside the guidelines, or where
the guidelines appear to need revision in view of a changed
environment. The Minister will be empowered to disapprove price
changes which fall outside the guideline. To give effect to these
arrangements the Government has decided that:

Telecom and OTC prices for standard services will bhe
regulated by formulas determined by the Minister for
Tfansport and Communications, 1imiting average price
rises to a minimum annual percentage below the rate of
inflation, with provision to ensure that the benefits
::: :gaggdeequiyab}y agong customers and that there
verse implications isi i
e ob]igatiogs. for provision of community

Thefe wi]] be separate price control formulas for
res1dent1§] anq business customers. The residential
:2fmu]afw1}} limit both the increase in the average
1ce of all standard services and the change i i
of standard access charges. 9¢ T price

AUSTEL will monitor the carriers' compli i
S pliance with the
$:1ce cogtro; Eormu]as and report to the Minister for
ansport and Communications on prices ici
qonashort p and efficiency
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In addition to specific advice on - and monitoring of - price-cap
arrangements, AUSTEL will also be given general oversight
responsibilities for prices charged by the monopoly carriers. It
will have investigative and information gathering powers, with
responsibility to report to the Minister concerning the need to vary

price control arrangements.

Prices for other than standard services will be a matter for
commercial determination by Telecom or OTC in the first instance.
However, the Minister will retain a power to declare specific
services for the purposes of price control, whereupon price cﬁanges
will become notifiable to AUSTEL and subject to disallowance by the
Minister on public interest grounds following an AUSTEL report. The
Government has decided that:

Monopoly prices for non-standard services not covered
by the formulas will normally be a matter for
determination by the carriers. The Minister will
retain an authority to apply price control to specific
services in the public interest, whereupon price
changes will be notifiable to AUSTEL and subject to
disallowance by the Minister after receipt of a report
by AUSTEL.

The price control arrangements for monopoly services
set out above will replace present provisions for
consideration by the Prices Surveillance Authority.

In putting these new, more stringent price control arrangements in
place for telecommunications, the Government has also reaffirmed its
commitment to price restraint generally. The administration of the
new arrangements for telecommunications will fully embrace the wider
principles of prices surveillance and will continue to apply them to
telecommunications. These include: consideration of the maintenance
of investment and employment; the need to discourage the
inappropriate use of market power in setting prices; and the need to
discourage cost increases arising from changes 1in wages and
conditions that are inconsistent with national wages policies.
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Telecom's continuing privileged position in markets for monopoly
services cannot be unconditional. Qne important condition of its
charter will be the achievement of customer services standards which
match community expectations.

It is desirable, therefore, that broad targets be established for
delivery of monopoly services (including public call-box services) to
ensure that services are provided efficiently and effectively. These
targets will be set by government following advice from AUSTEL after
consultation with the service providers and user groups.

The Government is considering setting targets of the following types
for the public switched telephone network:

. percentage of new services installed within x working days;
percentage of faults cleared within y hours;
percentage of successful calls; and
for operator assisted call services (both domestic and
international), percentage of calls answered within z seconds.

Data on these items are already routinely collected and analysed by
Telecom.

In setting such targets for customer service standards, consideration
will be given to the relationship between standards set and the costs
of achieving them, eg a reduction in response time for manual
services could require the employment of more operators. The
desirability of establishing differential targets for business and
non-business users of services and for users in metropolitan and non-
metropolitan areas will also be examined. Consistent with its aim to
ensure that Telecom becomes fully responsive to consumer needs, the
Government will require adherence to the performance guidelines
established by these targets. This will be part of the new
accountability aspects for Telecom, described further in Section 7.
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For the purposes of the Ombudsman Act 1976, Telecom and 0TC are
prescribed authorities and therefore subject to the provisionsvof'the
Act. In 1986/87 there were 1430 oral and 549 written representations
to the Commonwealth Ombudsman regarding Telecom: these represent

11.8% and 16.8% respectively of total representations of this type
for that year.

The Government has considered the role of the Commonwealth Ombudsman

and the normal legal channels available to aggrieved parties in
relation to Telecom and OTC following the introduction of AUSTEL and
the partial liberalisation of Telecom's monopoly.

Where services are fully competitive (see Sections 3,4, and 5) then
normal commercial conditions should apply and Telecom and OTC would
be directly and legally accountable to their customers, and be
subject to other relevant Acts which control trading apd consumer
protection (eg Part V of the Trade Practices Act 1974).

Where Telecom or OTC retains a monopoly or any form of Tlegal
indemnity, then some formal channel needs to be available for
aggrieved parties to have complaints investigated. Legal channels
will continue to be available for appropriate issues. Ombudsman
reviews are also available and have been an important channel for
redress of grievances which would otherwise go unresolved.

It is anticipated that, because of its regulatory role, AUSTEL will
also receive complaints and representations concerning the
carriers. This requires the establishment of arrangements for the
proper handling of such complaints while ensuring that their

regulatory implications are properly appreciated.
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In respect of such consumer complaints, the Government has decided
that:

AUSTEL will have authority to investigate complaints
received that fall within its range of
responsibilities. AUSTEL will have a capacity to
refer to the Ombudsman complaints it receives which
are more appropriately dealt with by the Ombudsman.

As a general principle, the Ombudsman will deal with
matters affecting individuals while AUSTEL will be
concerned with complaints which raise wider regulatory
policy considerations. Arrangements will be developed
between the Ombudsman and AUSTEL to avoid duplication
of effort and to minimise confusion over
responsibility for responding to complaints.
Arrangements will also be developed between the
Ombudsman and AUSTEL to ensure that, subject to
confidentiality provisions, AUSTEL is advised of
complaints that may raise regulatory implications.
AUSTEL will report to the Minister on the overall
regulatory implications of consumer complaints.

This arrangement will augment the important role alread

y played by
the Ombudsman, and will

assist AUSTEL in developing and policing
consumer service standards as well as advising the Minister on the
continued appropriateness of the boundaries of the monopoiy.

The Ombudsman will retain all existing powers, including the power to
investigate allegations of maladministration on the part of AUSTEL

itself, and to receive and investigate complaints against Telecom
both directly and on referral from AUSTEL.

COMMUNITY SERVICE OBLIGATIONS AND MONOPOLY SERVICES

The CSOs bearing on Telecom will

be more clearly specified as a
matter of Government policy.

In the context of the development of
Telecom's future corporate plans action will be taken:

(a) to specify the precise objectives of a non-commercial

character
which the Government ascribes to the monopoly service;

(b) to indicate the means by which they are to be pursued; and
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(c) to instruct Telecom to maintain accounts so that Fh? costs
associated with pursuing these objectives can be identified.

Since the responsibility for standard telephone service provision
will rest with Telecom, cost control and reporting on thé costs of
CSOs should also rest with that body. Regulation will be 1ntrodu?ed
to require Telecom to report on CSO costs annually t? acc?untTng
standards approved by AUSTEL. These data can be used in Ton1tor1ng
and periodically reporting on whether Telecom ?a? fulfilled 1tz
specified non-commercial obligations in an efficient manner an
whether the Australian public has received value for money from the
arrangements. This responsibility will be vested in AUSTEL.

Cost separation and soundly-based allocation methods will need to be
established to allow CSO costs to be identified and documente?.
These procedures should form a normal part of . Te]Fcom S
responsibilities in guarding against undue Cfoss—subs1d1sat1on OE
competitive from monopoly activities. AUSTEL will be given the t?s

of scrutinising the cost figures prepared by Telecom and approving
the appropriateness of the allocation procedures used.

The Government sees the clear identification of CSOs and measurement
of their costs as important ingredients for any reform of Te]ecom
into a more commercially-oriented enterprise. Without this cost
information it would be difficult to consider the merits of levels of
funding of CSOs or to determine appropriate adjustments to any
financial targets established for Telecom as par? of a total refo;m
package. In this regard Telecom will be requ1re? t? obtain th
approval of the Minister for Transport and CommPn1cat1ons for lhe
plans to meet its community service obligations and for

associated levels of costs and cross-subsidy. The approved plans
will then form one of the bases of the overall Telecom corporate

plan. The Government has decided that:

i ing the
AUSTEL will be responsible for approving the
accounting arrangements adopted by Telecom in
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reporting the costs of meeting co i i
obhget i g community service

The obligation on Telecom to provide universal service will be

subject to arbitration by AUSTEL. Where Telecom does not provide a

standard telephone service when and where a customer requires it and
1n accordance with approved standard charges, AUSTEL will be

empowered to review a customer's appeal. It will be empowered to

determine the reasonable terms and conditions on which Telecom
be obliged to provide the service, having regard to all the
circumstances.

will

Where it is impractical or uneconomic for Telecom to
provide a service, AUSTEL may authorise private provision (eg, of a
particularly long exchange access line), subject to that provision
not undermining Telecom's capacity to meet its community service
obligations, and to compliance with required technical standards.

For public telephones, AUSTEL will be required to develop and

recommend guidelines for the provision, maintenance and removal of

public telephones. These will then be subject to Ministerial

approval. AUSTEL will then monitor Telecom's adherence to these

guidelines and report to the Minister.

21 It will arbitrate on disputed
provision arrangements.

It will also monitor Telecom's costs in
providing public telephones, and approve accounting arrangements for

recording those costs. In this respect the Government has decided
that:

AUSTEL will be responsible for determinin ifi
d1spute§ over Telecom's meeting its conmugiiseggilgce
0b11gat10ns in respect of standard telephone
connections to the network and of provision of public
telephones. It will be responsible for reporting on
Te]egom's efficient fulfilment of its community
service obligations overall.

AUSTEL STRUCTURE AND FUNDING

AUSTEL will be a statutory authority, established under law as a body

corporate. It will comprise a full-time chairperson and two full or

part-time members, who will be selected from people who are
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appropriately experienced or qualified in law, economics, business,
public administration, consumer affairs, or technology. Provision
will be made for the appointment of an appropriate number of AUSTEL
members - probably two in the first instance - as part-time members
of the Trade Practices Commission. AUSTEL 1is expected to be
operational by mid 1989. In the interim, Telecom will continue to
administer regulations under specific Ministerial direction. In this
respect the Government has decided:

AUSTEL will be a non-business Commonwealth statutory
authority, established in line with the Government's
1987 Policy Guidelines for Commonwealth Statutory
Authorities and Business Enterprises. It will be
headed by a Chairperson and two other full or part
time statutory office holders.

It is estimated that its initial staffing level will be up to about
70, with authority to use seconded or contracted specialists to
undertake specific investigative or analytical work associated with
the regulatory functions. AUSTEL would have internal divisions
covering aspects such as carrier affairs (financial analysis,
services and practice, consumer affairs), technical regulation
(standards, licensing and enforcement), policy (both domestic and

international) and legal matters.

AUSTEL will be funded from the Commonwealth Budget in the usual way,
but with its appropriations being wholly separate from those of other
Transport and Communications portfolio agencies. Annual operating
costs are likely to be around $5 million. Cost recovery arrangements
will, however, apply for AUSTEL's technical regulatory role and its
licensing role in the value added services market. AUSTEL will have

no direct commercial or business role.

AUSTEL will have independent statutory authority in the exercise of
its regulatory powers. It will undertake consultation with consumers
and other interest groups in the conduct of its duties. Where it has
discretionary powers and responsibilities, it will be required to
have regard for government policy as advised by the Minister, either
in general or in respect of specific issues or cases.
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POLICY ADVISORY ARRANGEMENTS

In addition to the establishment of AUSTEL and its associated
consultation arrangements, the Government will extend the policy
development arrangements that have evolved during this review
process. The policy functions of the Department of Transport and
Communications will be strengthened, independently of AUSTEL. This
will assist the Government to respond to and facilitate changing
technological and commercial pressures and opportunities, as well as
to monitor the accountability and business performance of the
telecommunications enterprises. In  view of the increasing
globalisation of the telecommunications industry, international
developments will be monitored closely and there will be strengthened
policy oversight of the activities of Telecom, OTC and AUSSAT in
relevant international forums and agencies such as the International
Telecommunications Union INTELSAT and INMARSAT. The Department will
continue to consult closely, in its policy advisory role, with all
relevant parties in industry, the unions, telecommunications service

users (both business and residential) and with the carriers and with
value added service providers.

156

7.1

7.2

7.3

7: FREEING THE CARRIERS FROM GOVERNMENT CONSTRAINTS

The picture that emerges from the previous sections 1is one of
fundamental change in the environment within which Telecom, 0TC
and AUSSAT operate. The days of staid, relative certainty in
telecommunications have 1long gone. The future will be
characterised by convergence of telecommunications technologies
with other fast evolving technologies in fields as diverse as
computing, entertainment and broadcasting. Internationally the
telecommunications industry is becoming fiercely competitive and
has some very big players.

The carriers will, in future, increasingly have only specified
service delivery and commercial roles. Their previous regulatory
and policy vroles will be subsumed by the Australian
Telecommunications Authority (AUSTEL) and by government
directly. They will fdncreasingly carry out their {important
community service obligations as direct agents for government,
rather than being required to do so at their own discretion. The
scope and costs of providing community service obligations (CSOs)
will be determined by government in an overall national resource

allocation context.

The Government has recognised that these developments must
influence its current fundamental re-examination of its
shareholder and commercial control relationships with its
telecommunications  enterprises, Telecom, OTC and  AUSSAT.
Consequently, the Government has decided on a reform package to be
implemented for each enterprise. The emphasis is on an aim for
the highest possible level of operational efficiency in achieving
specific objectives, the minimisation, as far as practicable, of
government controls and allowing enterprise managers the
opportunity to respond to the opportunities - essentially letting
managers manage. This approach to ensuring satisfactory
performance can be characterised as making the enterprises as
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efficient as possible in their operations, commercially oriented
where appropriate, and facilitating a management style and
accountability similar to the best that is found in the private
sector (albeit with additional community service responsibilities
not comparable to the private sector).

THE NEED FOR COMMERCIAL PERFORMANCE

The telecommunications enterprises are
borrowing and

very big businesses,
investing very large sums of money on behalf of
government and the Australian community. They presently deploy
fixed assets of about $13,700 million. New investment currently
approaches $3,000 million each year, and Telecom alone expects to
increase its investment program to $4,000 million in the next few
years. These are investments that are primarily of an economic
nature, while also serving some important social goals.
Increasingly they will be directed towards facilitating the

business use of telecommunications that will be central to future
economic development. Decisions on investment programs of this
scale are complex and enormously difficult. They are made more S0
in the telecommunications enterprises due to the traditional
relationships among government as shareholder, the boards and

commissions as  the controlling  bodies, and enterprise

managements. The implicit government backing for the enterprises’
borrowings eliminates the borrower's risk, so the program managers
gain less useful guidance than do their private sector
counterparts from the usual scrutiny by the capital markets of

competing investments. Yet if overall national
allocation

resource
is not to be unduly distorted or misdirected, it is

essential  that these large  telecommunications enterprise
investments are directed and managed to achieve performance that

is at least comparable to that of investment elsewhere in the
economy . This is the essential
performance,

case for ensuring commercial

In its "Policy Guidelines for Commonwealth Statutory Authorities

and Government Business Enterprises" (the Policy Guidelines)

7.6

7.7

7.8

tabled in the Senate on 4 November 1987, the Government made clear
its commitment to achieving the highest levels of operationaT and
financial efficiency in Commonwealth business enterprises,
recognising their role as an important business sector, and as
substantial investors. The three telecommunications government
business enterprises (GBEs) - Telecom, AUSSAT and OTC - repr?sent
a very significant proportion of that Commonwealth business

sector.

Concurrently with reviewing the regulatory framework .for the
telecommunications sector, as set out in previous sections, the
Government has developed packages to reshapé the
telecommunications GBEs during the process of improving the
efficiency of all GBEs, as part of the Government's micro—?conom1c
reforms. These packages have been formulated after considerable
scrutiny of the financial structure and commercial performance of
each enterprise, and the need for detailed controls and

accountability.

From the previous sections, it {is clear that the changed
regulatory environment, together with the pressur?s and
opportunities facing the industry, will place new and different
demands on the management of the enterprises.

The introduction of additional competition, coupled with .the
establishment of new independent regulatory arrangements, requires
the establishment of fair and efficient arrangemen?s for all
competitors. Since Telecom, in particular, is to continue to play
a major role in the market, while needing to meet th? nev market
challenges and enhancing its commercial performance, it w111'need
to be able to undergo significant change. Where appropriate,
Telecom must be freed from controls and constrain?s tﬁat may
inhibit its ability to meet social and commercial obJecF1Yes set
by government, or that may obscure Telecom's accountab111ty f?r
its performance. Where it 1is required to face competition, it
must be allowed to do so on a basis that is comparable to that of
its competitors - the "level playing field" needs to be
established.
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Up until now, the boards of these three enterprises have been
hampered to varying degrees: by a confusion of unclear objectives
- both social and commercial; by a high level of ministerial and
bureaucratic involvement in day-to-day management conduct; and by
an absence of any real externally-monitored accountability
framework covering both conduct and results.

The Government's solution is to fundamentally change its
arrangements for these three GBEs, Tlargely through replacing

detailed controls with accountability provisions. In essence what

the Government has decided to do is focus mainly on the "bottom
line" performance or output of these enterprises rather than
continuing with centralised controls on the input stages of
business decision making.

A full account of the GBE reform process 1is contained in the

Ministerial Statement of 25 May 1988, "Reshaping the Transport and
Communications Government Business Enterprises®,
details of the

AUSSAT, as well

which contains
individual reform packages for Telecom, OTC and
as the other GBEs within the Transport and
Communications portfolio (Australia Post, Qantas, Australian
Airlines, Australian National Line and Australian National).

REPLACING DETAILED CONTROLS WITH ACCOUNTABILITY PROVISIONS

At present the telecommunications enterprises, like other GBEs,
are subject to precise detailed operational controls in some
areas, while being provided with 1little in the way of strategic
guidance or accountability in others. For example, statutory
office holders are obliged to seek ministerial approval for leave
and for specific business travel outside Australia; Telecom and

0TC require government approval for individual borrowings, yet are
given no formal long term guidance on what aggregate borrowing
levels they should plan for; they are required to use the services
of government departments for some operational activities, yet

theoretically remain accountable for the efficiency of those
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activities; they require ministerial approval of individual
contracts above $6 miilion, yet are expected to accept full
responsibility for all expenditures. The Tist of such controls is

extensive.

At the same time Telecom has major CSOs that have been imposed by
government, but never spelled out in detail. Neither Telecom nor
0TC has a statutory mandate to aim to earn profits that represeﬁt
a reasonable rate of return on the assets they deploy. Their
capability to do so is constrained by detailed controls over
procedure and a lack of guidance on expected outcomes.

Reforms to GBEs are part of a major overhaul of Commonwealth
public sector administration arising from the 1983 statement
"Labor and Quality of Government." As with other reforms to ?he
machinery of government, reforms to GBEs are based c? Fwo major
principles - devolution of responsibility and accountability.

The aims are to clarify the extent of responsibility - as between
ministers, boards and management - to ensure that manaqers aTe
free to manage, without undue day-to-day intervent1?n, '1n
accordance with corporate plans and with identified financial
targets, to require full accountability and to hold boards and
management responsible for performance and conduct.

Thus the emphasis will no longer rest on scrutiny and approvals :f
the processes of running an organisation, but on the exten? 0
which it is successful in meeting its goals. Constant oversight
of individual transactions - for example ministeriat appr?vaW of
contracts - does not ensure that an organisation: will be
successful in meeting its goals, diverts resourcEs. from more
productive activities, and obscures the accountability for the

decisions that are involved.

On the other hand, the development of corporate p1ans and
financial targets, and accounting for performance. against the
goals and targets, provides an environment within wh1ch hoards and
managers can deal with more detailed issues in a cohesive manner.
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Another essential
separate

ingredient of the new arrangements is the
identification and costing of CSOs and other non-
commercial objectives which may have a bearing on the financial
performance of an enterprise.

arrangements, Telecom will be required to continue undertaking
important (CSOs. The progressive separate identification and
detailed costing of CSOs is a necessary process so that government
can make it clear what it expects of Telecom. Further, it allows
for a clearer understanding of the extent to which social and
other non-commercial objectives are being met and also enables the
costs of such obligations to be taken into account in determining
financial targets. However, all the carriers will still be
expected to continue to operate to the highest standards of
corporate conduct as a normal part of their commerciat operations,
including appropriate sensitivity to their

responsibilities as major "corporate citizens".

community

At the same time it has to be recognised that government will
continue to have wider policy interests in its ownership of these
enterprises, other than their individual commercial performance.
Each enterprise forms part of an overall "portfolio" of government
business enterprises, and government will have the usual "parent
company" 1interest 1in the performance of this overall portfolio.
Each enterprise - and certainly the total portfolio of enterprises
- could be significant in the overall economy, and government may
validly wish to effect aspects of its wider management of the
economy through its ownership relationship with the enterprises.

In the new environment, what is important is that these wider
interests be as clear as possible, bhe made as explicit as possible
and be fully reflected in the accountability framework and in the

performance targets that are set.

CORPORATE STRUCTURE

There are two aspects to the question of corporate structure. The
first is the 9issue of structural relationship among the three
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The relationship between Telecom, QTC and AUSSAT was
The Government has decided that:

enterprises.
addressed in Section 3.

There will be no changes in the ?reseqt ownership

arrangements or structural relationships among

the three carriers (Telecom, OTC and AUSSAT) at

this time, but these will be subject to review

after the main elements of the reform package

embodied in this statement have been put in

place.
In coming to this view, the Government is not persuaded that the
effort and dislocation that would be involved in any major structural
change involving the relationship among these three enterprises would
be warranted at this time. The more immediate problems and issues of
addressing efficiency and market dynamics are now more pressing, and
more demanding of relevant senior management attention. However the
Government remains concerned that these structural
should still be directed towards the overall national interest. It
will expect the carriers to work together to foster appropriate
It will require that the

arrangements

Australian participation in global markets.
limited competition among them is directed constructively.

The second jssue is the corporate structure appropriate to each
individual enterprise. The key factor in determining the future
structure of each of the three enterprises has been to establish
clear accountability and responsibility links between government as
regulator and shareholder/owner, the board as accountable to
government for overall enterprise achievement and conduct, .and
enterprise management as accountable to the board for the detailed
operation of the enterprise. At the same time, arrangements have
recognised the need to distance routine enterprise management from

government in order to emphasise the formal accountability links.

Linked to the need to establish this separation and accountability

framework has been the need to create or retain appropriate

i ider
commercial financial structures, as well as to recognise the wide
continued government ownership of the

objectives inherent in

enterprises.
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Telecom

The Whitlam Government's decision to establish Telecom as an entity
separate from the Public Service in 1975 was a brave step. The
intervening years have proved the correctness of that decision, which
has since been followed in many other countries. However, since then
significant changes have occurred in community and government
expectations and in the nature of the markets within which Telecom
operates. But Telecom's enabling legislation has not been adapted to
meet these changed circumstances. Telecom's reform needs to have
regard to the requirements for the flexibility and responsiveness

that new technologies and market opportunities and imperatives
demand.

In view of its significant CSOs over and above its commercial

obligations, but also because of the accountability requirements of
its continuing monopoly:

Telecom will continue as a corporation

established by statute. But it will be provided

with a new enabling Act, tailored to the new

environment, embodying the reduced direct

controls and increased accountability

arrangements.
The Government's decision to establish an independent regulatory
agency, AUSTEL, was discussed in Section 6. This means that
Telecom's Act need now only focus on operational matters, and not
be confused with regulatory issues. In recognition of this, and
to reflect the Government's expectation of a more commercial
approach:

Telecom will be re-named the Australian
Telecommunications Corporation.

A Board of Directors will be appointed to replace the pre-existing
Commission. In framing Telecom's new Act, the Government will
ensure that attention is paid to the detailed overhaul of
Telecom's charter to ensure that the Government's social and non-
commercial objectives for Telecom are clarified and that
arrangements are put in place for government control of their
scope, with appropriate adjustment to financial targets.
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At present, Telecom Commissioners, including the Managing Director
(an ex-officio Commissioner) are appointed by the Governor-
General. The Telecommunications Act 1975 provides that the
Commissioners should include a wunion representative and a

departmental officer.

The directors of the Telecom Board will be .
appointed by the Governor-General and be subject
to removal by the Governor-General on gfounds
which shall be expanded to inc]udg ongoing
underperformance. The Telecom Chief Exegu@1ve
Officer (CEQ) will be appointed by the Minister
after receiving a recommendation from the Telecom
Board and be subject to removal by the Board.
The CEO will be an ex-officio member of @he
Board. The statutory position of the Chief
General Manager will be abolished.

On - establishment in 1975, the Government provided no funding
contribution for its equity interest in Telecom. Telecom's
1iability for funds provided by the Commonwealth as at
establishment was determined by the Treasurer under the
Telecommmunications Act at $3,894.2 million. This represented the
difference between the historical cost of assets and
liabilities. This funding arrangement is no longer appropriate to
a commercial enterprise, particularly one which is now among
Australia’s largest business enterprises.

The new financial structure for Telecom will

involve the conversion of 25% of Commonwealth

Toans (which totalled $4,352.2m at 30 June 1987)

to equity, revaluation of assets according to

prevailing commercial practice and re@1r1ng

remaining Commonwealth loans progressively over

the next 10 years and their rep]acemen? as
appropriate with private sector borrowing.

Following revaluation of assets, the Goyernmeny

will determine an appropriate debt: equity ratio

and overall financial structure on a_bas1s

comparable to leading telecommunications

companies in other parts of the world.
In conjunction with establishing the new financial structure for
Telecom, the Government has also decided to progressively require
Telecom to meet the tax liabilities that are faced both by its

direct competitors and by other commercial enterprises that are
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also competing for capital, Tabour and material inputs within the 7.33 This step is warranted in view of the fact that 0TC is already a

economy. Continuation of unequal taxation Tliabilities would
perpetuate a degree of inefficient competition in these areas.
Telecom has been 1iable to pay customs duties and sales taxes
since 1987. The Government has therefore decided that:

Telecom's subsidiaries and joint ventures will be
subject to all taxes;

Telecom will be 1iable to meet State payroll

fully commercial organisation with a commercial financial
structure, pays all Commonwealth taxes and charges and State
payroll taxes. 0TC pays substantial dividends. Incorporation
places 0TC's corporate structure on the same basis as AUSSAT's.
The requlatory legislation will provide that shareholdings in 0TC
be restricted to the Commonwealth.

taxes from 1 July 1988; 7.34 At present the OTC Commissioners and Managing Oirector are
appointed by the Governor-General.

Telecom will become liable for other State and PP Y

local government taxes and charges from 1 July The 0TC Board will be appointed by the Minister

1989; and and will be subject to removal by the Minister on

i i 3 grounds to be expanded to include ongoing
Telecom wﬂ]'become liable for income tax from underperformance.
the 1990/91 income year.
i i i The Chief Executive Officer will be appoin?ed by
Overseas Telecommunications Commission the Minister after receiving a recommendation
from the Board and be subject to removal by the
Board.
7.31 The Overseas Telecommunications Commission was established in 1946
as a statutory corporation. It is a first-rate government AUSSAT
business enterprise that has consistently provided good service
quality to the community at decreasing real costs and produced 7.35 The Satellite Communications Act 1984 ascr1bgs to AUSSAT Fhe
good financial returns to its owners. OTC is not required to primary objective of "carrying on the business, in accordance with
undertake any explicit CSOs and has been progressively undergoing sound commercial principles, of providing:
commercialisation for a long time. Unlike Telecom, OTC already
has a commercially-based financial structure.
(a) a telecommunications system for Australia by the use of space
7.32 The need for OTC to be a statutory authority in order to provide a satellites; and

public service is now outmoded. This arrangement does not allow (b) space satellite facilities for use in telecommunications
it to emphasise sufficiently commercial criteria in its operations systems for neighbouring regions."
and does not provide the maximum flexibility needed to cope with
rapidly changing technology and industry development in the
commercial and competitive international environment in which it 7.36  AUSSAT Pty Ltd was incorporated in November 1981. Unlike Telecom

operates. [t is against this background that the Government has
decided that:

OTC be established as a 100% Commonwealth-owned
company and renamed the Overseas
Telecommunications Corporation.
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and OTC, AUSSAT's current corporate structure 1is entirely
appropriate for this objective. It already has a suitable
organisational form (incorporation under the Companies Act), and
an entrepreneurially-orientated Board. AUSSAT did not begin

earning revenue until after the launch of the first satellite in
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August 1985. AUSSAT expects to become profitable in 1989/90 and
to begin paying dividends to the shareholders in due course. It
is 1iable for all Commonwealth, State and local government taxes
and charges.

AUSSAT will remain a company, incorporated under the Companies
Act.  The present legislative restrictions on its shareholding
will also be retained and its financial structure remain as at
present, limited to $100 million of shareholders' funds that have
already been subscribed. This recognises that the high risk
nature of AUSSAT's capital investment program is underwritten by
the Commonwealth support for the high borrowing levels, that is
implicit in its ownership, and by explicit acceptance by the
shareholders of the consequential commercial risks.

At present, the AUSSAT Board is appointed by the Minister who may
remove directors from office. The Chief Executive officer is

appointed by the Board and subsequently appointed as a director by
the Minister.

The members of the Board of AUSSAT will be
appointed by the Minister and subject to removal
by the Minister on grounds which shall be
expanded to include ongoing underperformance.

The‘Chief Executive will be appointed by the
Minister after receiving a recommendation from
the Board and be subject to removal by the Board.

CONTROLS
Two sets of controls presently apply to GBEs.

The first are major strategic controls of a macro-economic or
broad policy nature, covering:

. borrowings through the Loan Council;
. superannuation arrangements;
. industrial relations co-ordination; and
. executive remuneration.
168
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The second set of controls covers a wide range of approvals for
day-to~day operations, and controls which represent restrictions
on routine commercial activities.

Strategic Controls

The Government is significantly altering the nature and degree to
which those controls of a macro-economic or broad policy nature
are to be applied.

(i) Borrowing

The annual borrowing programs of all GBEs have Tong been subject
to specific approval 1in the context of annual Loan Council
considerations. These Loan Council controls serve important
macro-economic objectives. They have been a significant factor in
Australia's improved economic position, through the restraints
placed on total public sector borrowings within this mechanism.
While these controls have served their macro-economic objectives,
their method of administration has not necessarily also served the
specific objectives or needs of the enterprises. Applications for
borrowing approval have been made and considered 1in highly
aggregated terms, with "bids" being based on expected approval
levels driven by macro-economic policy, rather than being based on
assessed needs from each enterprise's commercial perspective.
This in turn has minimised the scope for any government scrutiny
of proposed borrowings in the Loan Council context to act as a
useful proxy for the reduced scrutiny by the capital markets that
necessarily accompanies government backing of those borrowings.
Especially where enterprises such as Telecom are concurrently
investing in non-commercial, but socially essential,
infrastructure as well as in commercial projects with very high
rates of return, the overall efficiency of both the size and the
direction of investment programs is at risk.
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| 7.44 The previous sectfons, especially Section 3 on provision of the 7.46 Telecom will be required to identify its investment programs in
| | basic network, pointed to the need for increasing investment in
|

terms of the estimated economic benefits, rather than focusing
telecommunications, as well as increasing certainty about medium

mainly on the expected costs that have previously formed the main
| : term investments in order to plan infrastructure programs

‘ efficiently. At the same time the policy of continuing to reserve
basic facility and service provision to Telecom, OTC and AUSSAT

! basis of Loan Council scrutiny, because of its primary emphasis on
1

|

%

necessarily excludes the option of increasing investment through

|

macro-economic considerations. This approach will enable Telecom
and its subsidiaries and joint venture companies to proceed with

major 1investments without the uncertainty inherent in annual
direct, competing, private sector involvement (while keeping open

borrowing allocations. Mechanisms will also be developed that
the option of joint venture enterprises).

will enable mid-term consideration of any additional borrowings
that may be needed in order to meet business opportunities that

j 7.45 These considerations pointed to the need for some review of both arise
government overview of the enterprises' borrowing programs, as
well as in the enterprises’ associated investment planning 7.47 0TC generates sufficient funds internally to meet its investment

procedures.  Consequently the Government has decided that: needs and AUSSAT's needs for borrowings are for replacement
satellites which can be programmed well in advanced and

The Loan Council processes presently applying to : s
Telecom will be developed to: accommodated in the Loan Council process.

. take into consideration the on-going and
longer term nature of capital expenditure
proposals by adopting a three year rolling
gzrggc;:gmgﬁg?rﬁﬂiéﬁ”gﬂﬁ?ﬁ ;?133n$:}e£§;1§zd 7.48 Established Commonwealth policy on public sector superannuation is
its subsidiaries and joint venture companies that all Commonwealth employees should have the same rights. As
to proceed with major investments without
the uncertainty inherent in annual borrowing
allocations; issues of workforce mobility within the public sector and

(ii) Superannuation Arrangements

well as a wish to achieve equity among government employees, the

. ensure sufficient flexibility to enable administrative efficiency have also been relevant.

additional borrowings to be considered in a
1 year where new commercial opportunities for

i e i ide h the
: Telecom, its subsidiaries or joint ventures 7.49 Superannuation for Telecom employees must be provided throug
Lo are identified; and Commonwealth Superannuation Scheme (CSS). In the case of O0TC,
E 131\ allow Telecom to increase its market government, through the Minister for Finance, exercises control
1 !: borrowings to convert part of Commonwealth over superannuation arrangements and about 1,800 of the 2,100 OTC

|
| loans to private sector loans, in the
i context of its capital restructuring.
3‘ already has its own superannuation schemes formed following
’ﬁ The appropriate Loan Council treatment of private
| sector involvement in joint ventures and

& subsidiaries will be considered further.

employees have become members of the CSS. In contrast, AUSSAT
approval from the Minister for Finance.

i i mpo
OTC and AUSSAT will remain within current Loan 7.50 The costs of superannuation schemes form an important component of

W
|;‘: Council processes given that their investment labour input costs, particularly for Telecom and OTC. At the same
%fff qzsngmgfcigtg?nggcggfg?ﬁ;§d°:1:E;"ei?;;?gs Loan time, it has become clear that a scheme designed principally for

Council mechanisms.
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white-collar public servants does not necessarily provide
attractive benefits for many employment categories within Telecom
and OTC. It inhibits job mobility across the commercial sector in
the interests of what is now increasingly less relevant job
mobility within the public sector. It has required contribution
rates that are high relative to those paid by private enterprise,
without there being offsetting saving in other wage-related
costs. However, the history of these superannuation arrangements
carries with it problems that cannot lightly be set aside.
Telecom employees in particular represent a large proportion of
the membership of the CSS. Their accrued entitlements and future
contributions and benefit payouts are integral to the present
overall scheme management and performance. Changes cannot be
introduced without regard for these considerations, as well as for
overall Commonwealth policy on public sector superannuation and on
superannuation in the community as a whole.

In line with the emphasis in the Policy Guidelines on increased
GBE efficiency, the Government has decided that:

Subject to guidelines to be developed within the
course of the review of the Commonwealth
Superannuation Scheme (due by March 1989),
Telecom and OTC will be permitted to establish
their own superannuation schemes, with any
subsequent movement beyond the guidelines subject
to approval by the Minister for Finance.

Any additional costs borne by Telecom or OTC due
to remaining CSS members will be taken into
account in setting their financial targets.

AUSSAT's future superannuation arrangements will
be consistent with guidelines to be agreed from
time to time between the Ministers for Finance
and Transport and Communications, with any
proposed movement beyond the quidelines subject
to approval by the Minister for Finance.

(iii) Industrial Relations Co-ordination

Industrial relations co-ordination arrangements have applied since
1948. The detail and form of the arrangements have undergone a
number of changes, but a constant feature of these arrangements

has been the requirement for all government authorities and
enterprises to consult with the Department of Industrial Relations
(DIR) on pay and conditions matters. In 1975 the Co-ordination
Committee was established - this Committee, chaired by DIR is
responsible for the operation of the co-ordination arrangements
with agencies to be invited to attend meetings and to participate
according to the issues being considered by the Committee.

Under the current industrial relations co-ordination arrangements,
the enterprises are required to consult with DIR on a wide
spectrum of industrial relations issues from major wages and
conditions matters to initiatives on occupational health and
safety and industrial democracy. The Department can oppose
initiatives and proposals which it believes do not accord with
government policy. The consideration of these matters inevitably
involves greater delays than if the enterprises could settle them
without the requirement to consult.

The current industrial relations co-ordination arrangements have
been criticised as:

imposing an additional level of approval and response time of
GBEs which does not apply to private enterprise competitors;

diminishing the negotiating status of GBE management and
restricting the-ability of GBE management to respond directly
to industrial issues as they arise; and

acting as a disincentive for GBE managers to tackle Tlabour
issues concerning work practices, productivity and efficiency
to ensure cost control.

The Government has decided that:

The present industrial relations co-ordination
arrangements will be substantially algered by
devolving to the enterprises greatly increased
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responsibility and autonomy to develop wages and
employment conditions proposals.

§tandard guidelines on government wages and
industrial relations policy will be established
by the Minister for Industrial Relations in
c9n§u1tation with the enterprises and the
Minister for Transport and Communications.
gnterprises will be free to manage their
industrial relations within the scope of these
broad guidelines without being required to refer
matters to the Department of Industrial
Relations.

The fundamental difference between the current arrangements and
the Industrial Relations Monitoring arrangements proposed is that

the enterprises will only be required to submit proposals for
clearance to DIR in an extremely Timited number of circumstances.

(iv) Executive Remuneration

Under current arrangements, the Remuneration Tribunal determines
the salaries and allowances of full-time and part-time statutory
office holders in Telecom and OTC.
requirement. This

AUSSAT s not subject to this
arrangement has led to a broad but
inappropriate alignment of senior executive salaries within the
enterprises to those within the Australian Public Service, rather
than to those within the commercial sector. Business commentators
and others have long pointed to the lack of flexibility this
practice creates when commercial senior executive positions need

to be filled, especially at the important chief executive officer
level.

The effect of unrealistic capping of the chief executives!
salaries restrains and distorts the salaries of other executives
to a non-competitive level, and affects the recruitment, retention
and movement of such staff. It also does not allow the enterprise

boards to reward and motivate key executive management.

The emphasis in the reform packages on achieving bottom 1ine
results makes it imperative that important public enterprises such
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as Telecom and OTC can attract and retain chief executive officers
of a appropriate calibre and other highly skilled staff. The
enterprises have been fortunate so far in attracting and retaining
chief executives of a high calibre, but increasingly this will
difficult future
necessitates provisions for competitive remuneration.

prove under current arrangements. The

The Remuneration Tribunal has been concerned for some time at the
perceived inadequacies of the salaries of the senior public office
holders. The members of the Tribunal outlined their concerns on
this matter in an appendix to the Tribunal's 1984 Review. In its
1986 Review, the Tribunal reiterated its concern but pointed out
that remedial action was dependent upon relaxation of the wage
principles or special legislation.

In view of the Tribunal's concerns and the perceived difficulties
in the recruitment of individuals of the appropriate calibre to
some offices at current salary rates, the individual members of
the Tribunal were requested by the Minister for Employment and
Industrial Relations in December 1985 to conduct an inquiry into
remuneration for selected senior statutory office holders. In
their March 1986 report, they concluded that there were
significant disparities between the remuneration of the top
executives of certain nominated Commonwealth agencies and their
private sector counterparts. They recommended a performance-based
remuneration system involving significantly higher
remuneration and the foregoing of security of tenure.

ievels of

The Government has now decided that:

For the Chief Executive Officers of Telecom, OTC
and AUSSAT:

. the boards will be given the responsibility
for determining remuneration;

. the boards will be required to consult with
the Remuneration Tribunal prior to
negotation on remuneration packages and
advise the Tribunal of the terms of the
packages once they have been concluded;
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. the Remuneration Tribunal will be required
to advise government in circumstances where
it considers a proposal inappropriate,
having regard to the particular commercial
environment in which the enterprise
concerned is operating;

. the Remuneration Tribunal will be required
to report annually to government on the
general operation of the arrangements;

. the new arrangements will be introduced only
where the present incumbent agrees to vacate
the position or where the position otherwise
becomes vacant;

. vacant positions will be widely advertised
in Australia and internationally; and

. future appointees will not have security of
tenure.

Chief executives will be members of the relevant
boards.

Boards will be able to determine remuneration of all
senior executives consistent with the arrangements for
fixing remuneration of statutory positions and having
regard to existing award coverage, there being no
security of tenure for those to whom the new
arrangements apply.

The remuneration of members of boards will continue to
be determined by the Remuneration Tribunal.

Day-to-Day Controls

The Government will remove virtually all of its remaining direct
controls on the day-to-day operations of the three enterprises,
replacing them where appropriate with strategic controls and
oversight of corporate plans and performance targets in the
context of the new regulatory arrangements outlined in Section 6.

Details of the changes for each of the three telecommunications
enterprises are listed below.
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(1) Telecom

Currently Telecom needs the approval of the Minister for Transport
and Communications before entering into contracts above
$6 million.

The requirement that Telecom obtain ministerial
approval to enter into contracts will be removed.

Currently Telecom needs to seek the Treasurer's approval to the
terms and conditions of individual borrowings, notwithstanding the
existence of Loan Council controls.
i i btain

Telecom will no Tonger be required to o

approval from the Treasurer to @he terms and

conditions of individual borrowings.
At present Telecom needs the Treasurer's approval to open new bank
accounts or invest short term funds.

i i banking

Telecom will be free to eqter into K

arrangements and to make investments without

gaining approval from the Treasurer.
Under present controls Telecom can only create subsidiaries, enter
into joint ventures or purchase a major shareholding in another
company, after receiving the approval of the Minister for
Transport and Communications.

s . . t of

Ministerial control over establishmen

subsidiaries, joint ventures, and share purchases

will be removed subject to the provision of prior

advice to the Minister on any propqsa]s and |

Telecom will be obliged to report in a specia

section of its annual report on the estabiishment

of subsidiaries and joint ventures.
Under the Telecommunications Act the Auditor-General inspects and
audits the accounts and financial transactions and records
relating to assets of Telecom. The Auditor-General, in addition
to normal commercial auditing functions, is also required to
provide information to ensure accountability to the Parliament.

The costs of any additional auditing incurred as

hip will be
a consequence of Commonwealth ownersh
taken izto account in setting financial targets.
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Currently Telecom can only purchase land through the Department of

Administrative Services in accordance with the Lands Acquisition
Act 1955,

Telecom will no longer required to comply with
the Lands Acquisition Act 1955, except where land
is compuTsorily acquired in the public interest
when the Department of Administrative Services
will make acquisitions on Telecom's behalf.

Telecom is Currently required to use the services of the
Construction Group of the Department of Administrative Services
for building construction and maintenance programs.

Telecom will be no longer required to use the
Construction Group of the Department of
Administrative Services for building construction
and maintenance programs.

Currently Telecom is required to submit buildings and other public

works proposals to the Standing Pariiamentary Committee on Public
Works.

Telecom will be exempt from compliance with the
Public Works Committee Act 1969.
———L WOrks tommittee Act

At Dpresent the Minister approves charges for basic Telecom
services. Arrangements for charges are discussed in section 5.

Telecom 1is Currently required to comply with the Government's
policy on offsets for purchases over $2.5 million,

Continued application of the offsets policy to
Telecom's competitive activities will be reviewed
prior to the end of 1990 (in conjunction with the
review for the aviation industry), by the
Minister for Industry, Technology and Commerce
and the Minister for Transport and
Conmunications, with the intention of exempting
Telecom for its competitive activities, to the
extent that Telecom's competitors are exempt from
offsets policy.

Telecom is Currently subject to the National Preference Agreement
(NPA) by government decision, although the Telecommunications Act
prohibits the automatic application of preference in purchasing
decisions. In practice, preference is able to be applied 1in
contracts requiring ministerial approval
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i i Agreement
The review of the National Prefereqce :
(to be completed by 1 June 1989) will examine
whether Telecom's competitive activities will
remain subject to the NPA.
Telecom's purchasing practices closely align with government
policy as applied to departmental purchasing, including the
requirement that contracts shall not be entered into nor ordgrs
placed for supplies and services where the estimated cost exceeds
$20,000, unless tenders have been publicly invited.
i ial purchasing
Telecom will adopt normal commercial pu
practices, the key elements of which will be set
out in the corporate plan.
Telecom is currently required to apply public service employment
conditions and cannot tailor flexible remuneration packages for

commercially competitive areas.

The Telecommunications Act 1975 will @e'amended
to remove the current employment cc_)nd1t1on?t tion
provisions and the Te]ecoq Board, in consultati
with relevant unions and in acgordance w!th
normal commercial practices, will determine
employment conditions.

Apart from the matters specified above:

i j her personnel,
Telecom will not be su@aect tq qt
general or administrative policies, unlesz g
specific decision is made by goyernment t ah a
policy should apply. where this occurs, the
additional costs of complying wlth a Qo11gy
designed to achieve non-commerc1al_obJect1ves‘
will be taken into account in setting Telecom's
financial target.
Details of new procedures to ensure proper accountability for

Telecom are set out in paragraph 7.102.
(i1) Overseas Telecommunications Commission

At present OTC is obliged to obtain approval from the Miﬁ1sﬁer for
Transport and Communications for any contracts above $6 million.

Contract controls will be removed.

Under existing arrangements OTC 1is required to obtain the
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Treasurer's approval for short-term borrowings and to the terms
and conditions of 1individual Toams in addition to
controls.

Loan Council

OTC will be exempted from the requirement to
obtain the approval of the Treasurer for short-
term borrowings and the requirement for the

Treasurer’s approval of specific borrowings will
be removed.

Under present controls, OTC needs the Treasurer's approval
investment and banking decisions.

for

0TC will no longer be required to seek approval
for its investment and banking arrangements.

0TC 1is, at present, required to obtain the Minister's approval
before establishing subsidiaries, entering into joint ventures,
for dealings in shares in certain telecommunications companies and
for telecommunications activities in or for foreign countries.

Ministerial control over establishment of

subsidiaries, joint ventures, and

telecommunications activities in or for foreign

countries will be removed, subject to provision

of prior advice to the Minister on any proposals

to create or acquire subsidiaries or to purchase

a major shareholding in another company.
The Minister's approval is currently required for:
. changes in rates;

cessation of services;
. introduction of services;

extensions or alterations to the OTC network.

Ministerial approval will no longer be required

for: cessation of existing services;

introduction of new services; or substantial

additions, extensions or alterations to any part
of the telecommunications system operated by OTC.

0TC is required to comply with government policy on offsets.

Presently some 30% of OTC's business is in competive areas and the
proportion of competitive business is rising. Private sector
competitors to OTC are not subject to offsets policy.

Continued application of the offsets policy to
OTC's competitive activities will be reviewed,
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prior to the end of 1

0 990 (in conjunction with the
review for the avi

ation industry) by the Minister
fgr.Industry, Technology and Commerce and the
Minister for Transport and Communications with
the intention of exempting OTC for its
competjtive activities, to the extent that OTC's
Competitors are exempt from the offsets policy.

0TC is currently subject to the National Preference Agreement
(NPA).

The review of the National Preference Agreement
(to be completed by 1 June 1989) will examine

whegher competitive activities of OTC will remain
subject to the NPA.

Under the Lands Acquisition Act 1955, OTC is required to pursue

the acquisition of interests in property through the Department of
Administrative Services.

OTC will be exempt from compliance with the Lands
Acquisition Act 1955, except where land is
compulsorily acquired in the public interest when
the Department of Administrative Services will
make acquisitions on OTC's behalf.

0TC is currently required to
$6 million to
Works.

refer any building works over
the Parliamentary Standing Committee on Public

0TC will be exempt from compliance with the
Public Works Committee Act 1969.

0TC is required to use the services of the Auditor-General both

for normal’ commercial auditing and for the additional auditing
required to account to Parliament.,

QTC will be empowered to recommend an auditor of
1ts.choice and will not be confined to the
Aud]tor-Genera1 as at present. The costs of any
additional auditing incurred as a consequence of
Commonwealth ownership will be taken into account
in setting financial targets.

At present, the Minister for Transport and Communications approves
basic tariffs.

Details of new arrangements are discussed in
Section 5.

As with Telecom, apart from the matters listed above:
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Currently amn public works

scrutiny by the Par]iamentary Standing Committee on

OTC will no longer pe subject to
genera] or administrative policie
sp$g1f1chdecision 1s made by gove
policy should apply Where this oc

icy . curs th
gdd1t1ona1 cost§ of complying with a poh‘cyE
€signed to achieve non-commercial objectives

will be taken into account i i
Finanes, ! targun, nt in setting OTC's

other personnel,
S unless a
rnment that 3

Details of Procedures to ensyre oTc!

. S accountability are
n paragraph 7.103. ’ e

(1i1) AUSSAT

AUSSAT s already free of a numb

: er of the controls i
applied to Telecom and 0TC, en have

seek the approval of the Minister

for i i
Transport and Communications before entering into contracts

above $6 million

AUSSAT will no Ton:

USS er b i i
mintateria] approvg € required to obtain

al to enter into contracts
As well as (gan Council oversight AUSSAT
controls, obliged to obtain the
individual borrowings.

is, under existing
Treasurer's approval for

?USSAT will no longer be re
reasurer's approval to the terms a iti
rer nd
of individual borrowings, Major borroﬁggg;f1ggs

for satellite replacement i i
! _rep S, will remain j
to scrutiny within the Loaﬁ Counci1l procZSE?eCt

quired to obtain the

above '$6 million are subject to

Public Works.
AUSSAT will pe exempt from i

A comp1 i
PubTic Works Committee Act 1968.1ance with the

A ! i
USSAT's audits are currently carried out by the Auditor—Genera]

AUSSAT will be empowered t
S 1 0 recommend i
Xf its choice and wil1 not be confinedﬂgoagg;tor
a:g;gg;;g?nerg]tqs at present. The cost of any
duditing incurred as a conseque
§onmonwga1th.ownership will be taken ingo gggosgt
In setting financial targets.
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AUSSAT, at present, is expected to have regard to the offsets
policy.

The continued application of the offsets policy

to AUSSAT's competitive activities will be

reviewed, prior to the end of 1990 (in

conjunction with the review for the aviation

industry), by the Minister for Industry,

Technology and Commerce and the Minister for

Transport and Communications with the intention

of exempting AUSSAT for its competitive

activities, to the extent that AUSSAT's

competitors are exempt from the offsets policy.
Currently, AUSSAT is expected to have regard to the terms of the
National Preference Agreement.

The review of the National Preference Agreement

(to be completed by 1 June 1989) will examine

whether competitive activities of AUSSAT will
remain subject to the NPA.

As with Telecom and OTC:

AUSSAT will not be required to comply with any
personnel, general or administrative policies
unless a specific decision is made by the
Government that a policy should apply. Where
this occurs, the costs of complying with a policy
designed to achieve non-commercial objectives
will be taken into account in setting AUSSAT's
financial target.

ACCOUNTABILITY

A key element of the enterprise reforms lies in the arrangements
for accountability which are detailed in the Government's Policy
Guidelines 1involving . corporate plans, financial targets, new
dividend policies and improved reporting. The particular
arrangements that will apply to each of Telecom, OTC and AUSSAT
are set out in paragraphs 7.102, 7.103 and 7.104, respectively.

In developing these accountability arrangements the Government has
given consideration to the need to retain the power of ministerial
direction that has traditionally applied to statutory
authorities. While the majority of its detailed controls on the
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operations of the carriers will be relin

?ew emphasis on accountability for resy
intervention should still  be

quished in favour of the
1ts, a reserve power of

maintained as an
safeguard. The Government has decided that:

Ultimate
The ministerial power of direction should be
retained as an ultimate safeguard.

F?r Telecom as a statutory corporation

direct power of ministerial direction se;v
OTC and AUSSAT as companies,
its role as shareholder

the retention of the

es this purpose. For

the government wili be able to use

in a general compan i

e ‘ Yy meeting to achiev

o p rpos?. It is not expected that these powers will be ys de
er than in the most exceptional circumstances =

Telecom

I? addition to accountability for commercial perform

will be accountable for its efficien ey
service obligations and in meetin
in the corporate plan.
for Telecom are:

Cy in meeting community
g performance targets established
The general accountability arrangements

(1) In accordance with
the Policy Guideline
October 1987, Telecom is to provide thesMgzister

(2) Telecom will be regui
Wil equired to obtain the
2:rt?ESM;?;zzezof;;elrgzsport and Commuﬁ?ggggg;s
. . ) 1ts communit i
obligations, includin ted Teve
. g the associ
costs and cross subsidies that w;?gege1evels of

involved. The approved i
lve I plan wil
explicitly in Telecom's corpor;t; ;?::sbe set out

(3) The Minister wili provide the Pri

:g:sygich ?hey are responsible or where

s erat1on py government may be necessar

1_nvpaI:'hcu]ar information on the overall ¥ and
estment strategy and associated borrowing
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intentions.

The Minister will be advised of any matter which
significantly affects the outlook as established
in the corporate plan as soon as possible after
such matters become known to the Corporation.

Telecom will work towards an overall financial
target agreed in advance by the Minister for
Transport and Communications.

(6) The Board will ensure that revaluation of
Telecom's assets, in accordance with prevailing
commercial practice and as agreed between the
Minister for Finance and the Minister for
Transport and Communications will be carried out

at least once every five years.

Telecom Board will recommend, after consultation
with the Minister on the dividend proposed, a
dividend payment and this may be accepted or
varied by the Minister. Consistent with the
objectives of the GBE reforms, Telecom should aim
to achieve a level of profitability comparable
with those of the leading telecommunications
companies in other parts of the world.

(8) Telecom's Annual Report will give an account of
performance against previously established goals,
including financial and operational targets and
the performance of comparable telecommunications
companies to the extent practicable, together
with assessments of the cost of meeting community
service obligations and observing residual non-
commercial controls which adversely affect
profitability.

Overseas Telecommunications Commission

The accountability arrangements for OTC are:

(1) In accordance with the Policy Guidelines of
October 1987, OTC is to provide the Minister for
Transport and Communications with, at not less
than 3 yearly intervals, a strategic corporate
plan for his consideration and response.

(2) The Minister will provide the Prime Minister,
Treasurer and the Minister for Finance with
information from the corporate plan on matters
for which they are responsible or where
consideration by government may be necessary, and
in particular information on the overall
investment strategy and associated borrowing
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intentions.

(3) The Minister will be advised of any matter which
significantly affects the outlook as established
in the corporate plan as soon as possible after
such matters become known to the Company.

(4) OTC will work towards an overall financial target
agreed in advance by the Minister for Transport
and Communications.

(5) The OTC Board will ensure that a revaluation of
0TC's assets, in accordance with normal
commercial practice and as agreed between the
Minister for Transport and Communications and the
Minister for Finance, takes place at least once
every five years.

(6) The OTC Board will, after consultation with the
Minister on the dividend proposed, recommend a
dividend and the Company at a general meeting may
accept the recommendation or declare a higher or
lower amount.

(7) 0TC's Annual Report will provide an account of
performance against previously established goals,
including financial and operating targets,
together with assessments of the cost of
observing residual non-commercial controls which
adversely affect OTC's profitability.

AUSSAT

The accountability arrangements for AUSSAT are:

(1) In accordance with the Policy Guidelines of
October 1987, AUSSAT is to provide the Minister
for Transport and Communications with, at not
less than 3 yearly intervals, a strategic
corporate plan for his consideration and
response.

(2) The Minister will provide the Prime Minister,
Treasurer and the Minister for Finance with
information from the corporate plan on matters
for which they are responsible or where
consideration by government may be necessary, and
in particular information on the overall
investment strategy and associated borrowing
intentions.

(3) The Minister will be advised of any matter which
significantly affects the outlook as established
in the corporate plan as soon as possible after
such matters become known to the Company.

(4) Consistent with the Policy Guidelines, AUSSAT
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(5)

(6)

(7

. < t
i11 work towards an overa11.f1nanc1a1 targe
:greed in advance by the Minister for Transport
and Communications.

i i the
The Board will ensure that reya1uat1on of the
Company's assets takes place in accordance with
normal commercial practice and as agreed between
the Minister for Transport and Communications and
the Minister for Finance.

SAT Board will, after consultation with
122 agiister on the dividend proposed, recom@end
a dividend and the Company.at a general meeting
may accept the recommendation or declare a
different amount which does not exceed the amount
recommended by the Directors.

The Annual Reports of AUSSAT will provide an
account of performance against'prev!ously
established goals, including f1nanc1a1 and .
operating targets, together w]th an assessment.o]
the cost of observing any residual non-commercia
controls which adversely affect AUSSAT's
profitability.
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8.1

8.2

8: CONCLUDING SUMMARY

BACKGROUND AND INTRODUCTION

In 1975 Australia took what was then a pioneering step in
telecommunications by separating its public service postal and
telecommunications administrations and establishing each as an
independent statutory authority. This step worked well in the
succeeding years. In 1981/82 the Davidson Inquiry reviewed these
arrangements for telecommunications and made recommendations for
further development. However, these recommendations failed to
give sufficient weight to the central social importance of
telecommunications and were Jjudged to risk leading to an
unacceptable degree of instability in social policies relevant to
telecommunications. Since the Davidson Report recommendations
were set aside in 1983 it has become increasingly apparent that,
while the 1975 arrangements have served Australia well, they have
been overtaken by events. There is a need to introduce considered
change to enable the industry to continue to respond to changing
technological and market imperatives, and provide the full range
of telecommunications services required in the latter years of the
20th century.

The Government has therefore decided to restructure the regulatory
environment of the telecommunications services industry to provide
for:

. continuing authority for the existing carriers to be the sole
providers of basic network facilities and services, subject
to greater commercial and external regulatory discipline;

full scope for competition in the provision and operation of
value added services;

. increased scope for competition in the provision of network
terminal equipment for connection within customers' premises;
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8.4

8.5

8.6

establishment of regulatory arrangements that are independent
of the carriers and directed towards ensuring maintenance of
minimum necessary standards, fair and efficient competition
beyond the monopoly boundaries, and improved efficiency and
accountability for the monopoly carriers; and

an improved environment of government  control and
accountability for the traditional monopoly carriers,
including strengthened corporate and financial structures,
clear lines of accountability, firm performance targets and
increased commercial scope and management freedom.

OBJECTIVES AND ISSUES

Australian telcommunications services are presently provided
principally on the networks operated by the three fully
Commonwealth Government-owned instrumentalities, Telecom, OTC and
AUSSAT (the carriers).

The principal policy objective that has been pursued in delivering
telecommunications services in Australia has been the provision of
telephone services throughout Australia on a non-discriminatory,
uniform basis at affordable prices. This objective has generally
served Australia well over past years. While the traditional
objective remains important, it is no longer sufficient, by
itself, to meet Australia's future needs for telecommunications
services.

The definition of a wider range of telecommunications policy
objectives s required to meet new pressures on the existing
monopoly and regulatory arrangements. The three major factors
creating pressures on the telecommunications system are
technology, business community needs and the changing world
economy .

Technological developments are revolutionising the
telecommunications industry in terms of the number and quality of
services available and are leading to an integration of computer

189




needs

This

and its

8.7

(1)

(2)

(3)

(4)

and  communications
arrangements,
industry,
The needs of business
growing information economy.
a competitive advantage,

global competitors. Therefore, how we provide and regulate our
services must be

In response to these Pressures the Government has decided that
policies should be deveéloped against a background of th
newly articulated objectives.

P [D1] The objectives of Government

telecommunications policy are:

to ensure universal access to standard
telephone services throughout Australia on
an equitable basis and at affordable prices,
in recognition of the social importance of
these services;

to maximise the efficiency of the publicly-
owned telecommunications enterprises -
Telecom, OTC, AUSSAT - in meeting their
objectives, including fulfilment of specific
community service obligations and the
generation of appropriate returns on
investment;

to ensure the highest possible Tevels of
accountability and responsiveness to
customer and community needs on the part of
the telecommunications enterprises;

to provide the capacity to achieve optimal
rates of expansion and modernisation of the
telecommunications system, including the
introduction of new and diverse services;

technologies. The current
devised mainly for a single-product, voice-telephone
cannot cope effectively with these new developments.
increasingly require full access to the
If firms are to secure and maintain
they must cope with rapidly increasing
in terms of information processing and,
telecommunications. ~ International competitiveness will
increasing]y on the efficiency of
in

information access and use.
turn  depends on  the relative efficiency

telecommunications serving Australia compared to its competitors

trading partners, as well as the efficiency with which
telecommunications 1inks Australia to its global

influenced to some extent by how such services
’ are provided and regulated globally.

8.8

8.9

8.10

(5) to enable all elements of the Australian
telecommunications industry (manufacturing,
services, information provision) to
participate effectively in the rapidly
growing Australian and world
telecommunications markets; and

(6) to promote the development of other sectors
of the economy through the commercial
provision of a full range of modern
telecommunications services at the Towest

i ices.
possible pr [1.12]*

These new national policy objectives for telecommunications have
been developed after full consideration of the increasing economic
importance of efficient services, the linkage between
telecommunications and the growing information industry sector,
and the importance of achieving appropriate structural
adjustment. At the same time, the Government recognises its
continuing responsibility to ensure that appropriate equity in the
provision of essential telecommunications services is maintained.

Some fundamental constraints need to be recognised and addressed
in developing policies to meet the new objectives for
telecommunications. These include the heavy capital requirements
of many telecommunications activities, the established pricing
structure and community service obligations (CSOs) and the
management and operating structures of Telecom, OTC and AUSSAT.

Capital funding of the telecommunications sector is already
substantial, but will need to continue to increase significantly
to provide Australia with the advantages that emerging techno1?gy
can offer in global markets. (Telecom alone anticipates its
annual capital program will increase to around $4,000 million by
1990/91.) At the same time, the risks involved in introducing new
services are much greater than in the past, which could discoura?e
the necessary investment, unless appropriate policies are 1in

piace.

i f the earlier
* references are to paragraphs 1n'the text o
Zggiions. The letter D at the beginning of the bold type stands

for Decision.
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8.12
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A second constraint on policy change 1is the established pricing
pattern for telephone services that has evolved partly because of
the national objectives that telecommunications carriers have been
required to meet. To encourage a wide customer base - for both
commercial and social reasons - customers have been provided with
access at prices which are often below the direct costs of
provision, with an offsetting increase in the price of usage of
the network. The pressures for adjustment of prices to reflect
costs better are real ones, but there are also far-reaching social
concerns regarding such changes, and these will not disappear in
the years to come. It is important that policy responses to the
rapidly changing telecommunications environment do not undermine

the Tlegitimate community service obligations, or inadvertently
place them at risk.

The third major constraint in responding to pressures for change
lies in the present corporate environment of Telecom, OTC and
AUSSAT. This telecommunications policy review, and the
Government's concurrent development of a management reform program
for its government business enterprises generally, have provided
an opportunity to make the enterprises more commercially oriented
and less constrained by unnecessary government controls. In
addressing these changes, the Government will retain all its
rights and obligations as the ultimate owner of Telecom, OTC and
AUSSAT, and will ensure that they operate consistently with the
long term national interest.

The Government recognises that reform of the basic structural and
regulatory framework for telecommunications is required if
Australia is to meet the challenges and to take advantage of the
o?pottunities created by recent developments. The Government's
aim is to establish a framework in which appropriate adjustments
can Fake place without undue government intervention, while
ensuring that the new overall policy objectives meet both
efficiency and equity criteria.
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Therefore, this policy statement has been directed to resolving
the following five fundamental structural questions:

the extent to which existing monopoly arrangements for the
provision of the basic network facilities and services need

to be maintained;

. how the boundary Tlines between monopoly and competition
should be drawn in the provision of value added services;
. how the boundary lines between monopoly and competition

should be drawn in the supply and installation of customer

premises equipment;
the need for a new independent regulator to carry out

necessary new economic and technical regulatory functions;
and

the need for the telecommunications carriers to be
significantly relieved from government managerial constraints
to enable them to perform more effectively.

THE BASIC NETWORK

The basic network essentially comprises the links from customers'
premises to local exchanges, together with the inter-exchange
network and related switching and network intelligence facilities
within the various levels of exchanges. A key question addressed
is the extent to which the basic network infrastructure is best
provided on a reserved or monopoly basis by a single carrier, or
by a designated group of carriers.

There are two fundamental considerations in answering this
guestion. First, the infrastructure itself, or parts of it, may
possess natural monopoly elements such that competing providers
could introduce overall inefficiencies. Second, competitive
provision of certain services may be inconsistent with the
Government's goal of maintaining and extending universal services.

The natural monopoly element of particular network components has
been the rationale for continued monopoly provision of the basic
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8.19

8.20

infrastructure. Where economies of scale to particular network

components are very large, or there are widespread economies of
scope between the facilities needed to provide different services,
the market may not be large enough to sustain more than one
supplier in the long term. Current and emerging technology stil]

exhibit economies of scale and scope, as well as high sunk costs.

The existing monopoly has permitted pricing structures to embody
the internal cross-subsidies that have been used to sustain the
important general policy of providing universal access to standard

telephone services at uniform affordable prices. It is still not

possible sufficiently to disentangle the current accounting
arrangements to enable a reliable calculation of the costs or
levels of these Cross-subsidies or to enable proper consideration
of possible alternative
areas.

service-delivery arrangements 1in these

Nonetheless, given the importance of the community service
obligations (CSOs) that are reflected in the first of the new
policy objectives set out above,
€ross subsidies,

and the related importance of
the Government has recognised a need to ensure
that CSOs are met to standards that are subject to government
scrutiny, within cost parameters that are determined by government
in a national resource allocation context.

It has therefore
decided as follows:
[D2] Telecom will be required to obtain the

approval of the Minister for Transport and

Communications for its plans to meet its

community service obligations, including the

associated levels of costs and Cross-subsidy

that will be involved. The approved plans

Will then be set out explicitly in Telecom's

corporate plans.

[3.42]

In order that work can proceed quickly on this important issue the
Government has decided that an immediate study will be commenced
in the context of preparation for Telecom's corporate plan.

[D3]  The Bureau of Transport and Communications
Economics with appropriate assistance from
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onsultants and in conjunction with
%e?ecom, will prepare a report on the th
costs and cross-subsidies a§soc1ateq wi
meeting identifiable community service
obligations now met by Telecom. Tze tion
report will be available for consi era

in the context of developing Telecom's
corporate plan for 1989/90 and be{gnié]

. - ded
Following from these considerations the Government has decide
that the regulatory regime for the basic network will be as

follows:

The monopoly provision of the basic

(4] public sEitched voice network by Telecom
within Australia and by OTC
internationally will contmue.[3 521

imple

The shared use and resale of simp

(0l carriage of all traffic ovgr private
etworks will continue Fo be
:estricted. This restriction will apply
both to facilities leased frgm Telecom
and OTC and to services obtained from
ASSAT- [3.61]

ecom and OTC will be provjded with .

(o] lsltinued regulatory protec§1on of their

monopolies in specific'sgrv1ces wher:hme

opening them to comget1t1qn at this é e

would impose excess1ve.ad3ustment burde

on the carriers or their customers.

These services are:

. public switched data; . .

. public switched text and v1deo,‘

. public switched Integrated Services

Digital Networks (ISON)
. leased circuits; and
. mobile telephones. (3.63]

Where "non-core" services are provided that use the basic networ:
but do not compete with it, there may be écope to pir?l
competition in their provision. This has app11ed succ?s; :avz
since 1981 1in the provision of radio paging serv1ces,-wh1c e
developed from basic alarm systems into one-way 1nforﬂ: : "
services carrying text messages. It has been sug?ested 2fiion
logical extension of this development may be to permit competi
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in the provision of cellular mobile telephone services. There is,
of course, already competition in the supply of terminal equipment
for this service. Further competition would mean permitting an
additional operator to provide associated switched services for
interconnection to Telecom's public switched network. While this
would not appear likely to affect Telecom's capacity to fund its
community service obligations by Cross-subsidy, because the
services in fact provide additional traffic to the basic network
through interconnection, it would require careful consideration of

a range of factors. These 1include how to continue to ensure

maximum geographic coverage and full mobility; the need for
possible changes to radio frequency spectrum planning and
allocation; the avoidance of inappropriate bypass of the basic
network; and the implications of other related developing
technology (eg. digital cellular radio, possible 1land mobile

satellite radio services). In view of these present uncertainties

the Government has decided that:

[D7] On its establishment the new independent
regulatory authority will be required to
report on the implications of licensing
an additional operator of cellular mobile
telephone services with rights of
interconnection to Telecom's public
switched telephone network, having regard
for the implications that such services
may have for the orderly and efficient
development of the national
telecommunications system, and for the
continued capacity of Telecom to provide
the cross-subsidies required to meet its
essential community service
obligations. The Government will, after
receiving that report, review the case
for Ticensing such an additional
operator.

[3.64-3.72]

The adequacy of Telecom's provision and maintenance of its 32,000
public telephones has been a source of considerable community
concern. But public telephones are an essential component of
Telecom's community service obligations (CSOs) and need to be
provided in line with community need, with the costs of efficient
provision being recognised in assessing enterprise performance.
The Government has therefore decided as follows:
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i i the
8 Telecom will continue tq have
(0] exclusive right to provide payphone
services. (3.76]

. < s d
Telecom will be required to.proy1de an
(091 maintain public telephones in line with

community needs. (3.771

(Thé regulatory arrangements relating to public telephones are
covered in paragraph 8.54 below.)

The continued regulation of these services will be accompanied‘by
new mechanisms to protect consumers, to provide a]FeTnat1ve
incentives for efficiency and to ensure carrier accountability and
responsiveness (see paragraphs 8.51 to 8.54 below). The

Government will also continue to monitor the appropriateness of

the boundaries of the monopoly.

During this review the Government has also consideréd the
appropriate future relationship between its three carriers -
Telecom, OTC and AUSSAT. The Government's aim is to ensure that
the structural arrangements are clearly directed towarqs thi
national interest. Therefore, it will keep the. quest?on ‘o
structural arrangements under close consideration in mon1tor1ng
the effects of other changes it has decided on in this policy
review. Accordingly the Government has decided that:
i i ent
There will be no changes in the pres
(10l ownership arrangements or structurql
relationships among the three carriers
(Telecom, OTC and AUSSAT) at this time,
but these will be subject to review after

i kage
the main elements of the reform pac
embodied in this statement have been put

in place. (3.09]
In respect of international telecommunication arrangements the
Government has also decided:

isi f the
TC's monopoly on the provision of t
(ol gasic international network facilities

will continue.
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{3.91]

The current prohibition on AUSSAT operating between countries,
while being allowed to operate within other countries, is a
regulatory barrier to the optimum use of the satellite technology
that is in place, and proposed. As a consequence, some services
that are provided directly by satellite within Australia and that
could also be provided directly in other countries - eg New
Zealand - may not be provided there at all
arrangements.

under present
These would principally be private network and

point-to-multipoint services. Since they would largely reflect

new traffic, and would not carry public switched traffic, such
services would not affect OTC's position other than marginally;
they would complement OTC's monopoly facilities and services in
much the same way as AUSSAT complements Telecom's facilities and
services within Australia.
decided:

Accordingly the Government has

[D12]  AUSSAT will be allowed to extend its
?rovision of private network facilities
internationally to the limits of its
present satellite footprint.

[3.91]
VALUE ADDED SERVICES

Value added services (VAS) are a key growth area in the future
role of telecommunications in the economy . A value added
telecommunications service is one delivered or accessed by
telecommunications means and involving the addition of significant
value to the basic switching and transmission functions, in the

form of information processing, delay, redirection

or other
intervention.

Examples of present types of VAS are secretarial

and personalised answering services, and information providing

services such as recorded information, electronic mail
electronic databases.

and
The full development and penetration of VAS
by a range of public and private sector services is important for
Australia's  transition to an internationally

competitive
information society.
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8.32

A key regulatory issue is how to continue to delineate the
boundaries between VAS (which are currently open to competition)
and basic switched-voice and other reserved services (which are to
continue to have monopoly protection). Clear definitions are
required so that the reserved services are not undermined and
there is regulatory certainty. A related consideration is the
method by which boundary delineation is to be effected. Other
important issues relate to ensuring that regulation is not capable
of being used to favour the monopoly network operator, and the

promoting of active competition in VAS provision.

The Government recognises the need to simplify and clarify the
current regulatory procedure, for the approval and introduction of
VAS services. Accordingly, it will change the regulatory
arrangements to provide a more competitive market environment,
with the arrangements for reserved services being implemented
within the regulatory regime for VAS services.

The Government has therefore decided as follows:

[D13] Value added services will be open to full
ompetition.
com [4.35]

[D14] There will be a licensing arrangement

administered by an independent regulatory

authority to ensure that value added

services do not intrude on the monopoly

services reserved to Telecom and OTC.

[4.37]

A new independent regulatory authority will be established to take
responsibity for administering the precise definition of services
that are reserved to the carriers. In addition, this regulator
will be responsible for policing the boundary between monopoly
services and VAS. Close monitoring is necessary to protect
Telecom's ability to meet the acknowledged community service
obligations and to ensure that competitors do not impinge on the
various reserved services. (These matters are addressed further

in paragraph 8.49.)
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8.35

8.36

In order that VAS providers have the maximum commercial scope to

determine the appropriate carrier for their services,

above, the Government has also decided that:

[D15] Res@rjc?ions on the use of AUSSAT
facilities for the provision of publicly-
offered value added services will be
removed.

[4.48]
Telecom, OTC and AUSSAT are well
providers of value added services
reserved network and services role. However, a key role of the
independent regulatory arrangements will be to establish fair
Competition between the public and private VAS providers,
seek to prevent practices such as preferential
predatory pricing. The Government has decided that:

and to
access and

[D16] Telegoq, OTC and AUSSAT will be free to
participate commercially in the value
added services market.

[4.41]

[D17] Telecgm, QTC and AUSSAT will be required
to ma1n§a1n separate accounting records
for their valge added services and their
VAS charges will be required to reflect
the standard tariffs for associated use
of monopoly facilities and services.

[4.42]

The nature and characteristics of the VAS
particularly suited to global service provision.
actions will help to provide a favourable environment for
Australia to exploit available opportunities. However, it is VAS
providers who must take initiatives to lead market development.

sector make it
The Government's

CUSTOMER PREMISES EQUIPMENT (CPE)

The CPE market covers equipment that may be attached to the
telecommunications system and includes such
telex terminals,
Installation,

items as telephones,
facsimile machines and cellular radio telephones.
maintenance, alterations, enhancements and additions
to CPE hardware and software all form part of this market.
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' consistent
with the reservation of basic services to the carriers as outlined

placed to compete as efficient
in conjunction with their

8.37

8.38

8.39

The current regulatory arrangements give Telecom widespread powers
to set the boundaries between CPE and the public switched
telephone network and the authority to decide whether specific
equipment may be attached to the system. Telecom's approach to
these arrangements has developed from a position where in 1975
authorised attachments were almost exclusively provided by
Telecom, to a position today where different degrees of
competition are accepted for different items of equipment. Some
questions have arisen over the consistency between these
regulatory arrangements and the restrictive business practices
provisions of the Trade Practices Act 1974.

The CPE markets 1in which no competition 1is currently allowed
include first telephones, telex terminals, small business
telephone systems (SBS), cabling and wiring of domestic and small
business premises and lead-in wiring across property. Some degree
of competition, ranging from limited to open, is permitted in the
provision of additional telephones, modems and computer terminals,
facsimile machines, cellular radio telephones (CRTs), supply of
private automatic branch exchanges (PABX) and the cabling and
wiring of large commercial premises. PABX maintenance is reserved
to Telecom. These arrangements are used to provide a Tlevel of
protection above that afforded by tariffs to the Australian
communications equipment manufacturing industry in its manufacture
of PABX, S$SBS, standard telephones and cellular mobile telephones.

Important customer-related objectives sought in reviewing CPE were
to assist domestic and business wusers by minimising costs,
ensuring adequate choice, encouraging innovation and providing for
efficient maintenance arrangements and a customer-oriented
approach to service. Other objectives included the need to
facilitate continued structural adjustment by manufacturers
consistent with the Information Industries Strategy, and the need
to achieve efficiency gains within Telecom. However, the benefits
of present arrangements, including assured quality of end-to-end
services and clarity of maintenance responsibilities .for standard
residential telephone services also need to be recognised.
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retaining Telecom as the sole provider. However there is scope to
increase efficiency and diversity in this area, while avoiding
unnecessary confusion and demarcation over maintenance

The Government, after examining the opportunities which exist for
CPE markets and carefully weighing the experience of policy change
in a number of countries, including reported benefits and costs,
has decided to adopt a measured approach to future CPE
regulation. The approach adopted is designed to:

responsibilities.

8.43 In view of these considerations the Government has decided as

reduce CPE-associated costs for users; follows:

i . avoid increases 1in other costs or a decline in service [D18] Telecom's regulatory responsibility for
standards; approving equipment for attachment to the
: telecommunications system will be

. provide a carefully staged program of liberaiisation and transferred to an independent authority.

industry development support in CPE to assist industry [5.115]

res i iy . j
Whi:;UCiZ;2:? tod meet competition from imported products, (D19] ZCiag;§;§2§5A33;§ﬁ};igrggegsr$2?§com and
g advantage of market growth and increased relating to approval of supply of PABXs,
technological diversity; SBS, cellular mobile telephones and
standard telephones will be replaced by

. 1mpr?ve the capacity of Telecom to at least retain and new industry development arrangements.
possibly increase its market by a concurrent managerial Igggei:illnES]izg?gliz?ig 2ze3l December
f .
reform package; and manufacturing industry, unions, users and

Telecom, and will be consistent with the
Information Industries Strategy, and with
8.41 . . other industry policy decisions announced
. Against this approach, it is apparent that separate regulatory ;Ejzgi1v:y05°¥ﬂgm;3riﬁggﬁgﬁ?§'wi¥?ebe to
regi .

gimes for PABX and SBS are now technologically and commercially build a dynamic, export oriented industry
which is effectively integrated into
opportunities presented by world

avoid uncertainty for customers.

inappropriate, as is a continuing reservation to Telecom of the

::;ZEZ:TnZiy071b2¢:ﬁ1;2filzri:: t;hat is supplied competitively. markets. In seeking an enhanced .

e supply of CPE must also have capab11}ty for ?he information industries
regaid for the degree to which present regulatory arrangements Egvgﬁﬁ;;§§ g;gz;:gsggpg;:u2;2;e26rt2§
provide support for the Australian communications equipment gdequate tragsition geziod for companies
manufacturing industry, and the implications for structural ogpziiﬁzit?gs Eisgﬁz adgpgign of
adjustment. The supply and maintenance of CPE will be liberalised appropriate business strategies.[s 121]
as far as is consistent with a framework of continued support for [D20] Regulatory approval for the supp]y-of

indust i .
Ty, and with Telecom's capacity to respond to the changes. PABX, SBS and cellular mobile telephones

for connection to the telecommunications

system will be opened to all suppliers

8.42 Telecom' i 5 s .
. om's present exclusive right to provide the first telephone complying with the new industry
with every exchange line raises particular issues. Given that the development arrangements. [5.123]
existi itd sps .
sing Targely competitive market for additional telephones is [D21] Telecom will be permitted to continue its

alread i i s .
Yy served by imports, it would be impractical to retain any role as sole provider of the first

Australian content provisions for the first telephone without Eggﬁggg?gtgo;xzzgi?oﬁegizmttzgug;eigt1on
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8.44

[D22}

[D23]

[D24]

These, and related, changes will require phasin

development.

[D25]

of the Trade Practices Act 1974,
terminating on 30 June 1991.

[5.125]

Telecom will be required to obtain its
range'of standard telephones from
suppliers complying with the new industry
development arrangements.

[5.125]

As a condition of its retention of its
role as sole provider of the first
Fe]ephone Telecom will be required to
improve its efficiency, introduce a
cheaper alternative for first telephones
and address the provision of ’
supplementary exchange lines for non-
telephone use outside this reservation.
[5.126]

At 1gast six months prior to the
term1nqtion of the Trade Practices Act
exemption in respect of the first
telephone, there will be a review to
determine whether there is then a case
for its continuation.

[5.126]

Bevised regulatory arrangements will be
introduced in accordance with the
following timetable:

(1) An immediate exemption will be
provided from the application of the
Tradg Practices Act for Telecom's
requirement that a TeTecom-suppTied
te]gphone be provided with
residential exchange lines, but this
exemption will be subject to a
sunset clause taking effect on 30
June 1991.

(2) Ffom 1 January 1989 paBx maintenance
wil1 be open to all service
providers.

(3) From 1 January 1989 requirements
precluding competitive supply of
standard feature telephones for
sgcond and subsequent telephones
Will be removed.

(4) From 1 January 1989 the boundary
bgtween the monopoly network and CPE
will be either the first telephone
socket in the customer's premises,
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g to ensure orderly
The Government has therefore decided as follows:

[D26]

or the building main distribution
frame, whichever is applicable, and
supply, installation and maintenance
of premises wiring/cabling and
attachment points beyond this
network boundary will be open to all
service providers with appropriate
qualifications.

(5) By 1 January 1989 Telecom will be
required to report on the
introduction of a cheaper
alternative for first telephones,
and on providing supplementary
exchange lines to existing customers
for non-telephone use, without
including telephones.

(6) From 1 July 1989 regulatory
provisions relating to SBS supply
and installation will be aligned
with provisions for PABX, and will
be open to all authorised providers
(and therefore SBS maintenance will
also be open to all service
providers).

(7) From 1 July 1989 regulatory approval
to supply PABX, SBS, standard
telephones and cellular mobile
telephones will be conditional upon
the supplier complying with the new
industry development arrangements.

(8) The regulatory requirements on all
other CPE (except those noted
above), beyond type approval for
safety and network integrity, will
be removed by 1 July 1989.

(9) By 31 December 1990 the review of
the continuing exemption of the
first telephone monopoly from the
Trade Practices Act will have been
completed.

(10) By 30 June 1991, consideration will
have been given to the need for
renewal of the Trade Practices Act
exemption for the first telephone

monopoly. [5.127]

The new regulatory provisions will be
administered by the independent
regulatory authority upon its
establishment. Pending its establishment
Telecom will continue to administer
regulations under specific Ministerial
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8.45

8.46

8.47

direction to ensure that non-
discriminatory administration is seen to
be in place as soon as possible.

{5.1281

A NEW INDEPENDENT REGULATOR

Telecommunications in Australia is presently subject to a diverse,
largely uncoordinated set of regulatory arrangements. Telecom has
the primary regulatory function, although no formal mechanism is
in place to support or authorise this reliance other than the
general provisions of the Telecommunications Act 1975 and related

instruments.

The regulatory obligations placed on Telecom are now inappropriate
in areas where Telecom itself is a commercial service provider,
and are inconsistent with the increasingly commercial nature of
the telecommunications industry. At the same time, this review
has indicated a need to retain significant monopoly areas for the
publicly-owned carriers, thus requiring a considerable degree of
continued regulation.

The Government has examined a variety of arrangements for
telecommunications regulatory administration, including existing
adminstrative law, generalised administrative agencies, the role
of the courts and methods adopted overseas. These considerations
have led to the Government's decision to formalise future
regulatory arrangements in telecommunications within a single
specialised agency, independent of the carriers and answerable to
the government.

[D27]  An independent regulatory authority - to
be called the Australian
Telecommunications Authority (AUSTEL) -
will be established. It will be
administratively responsible to the
Minister for Transport and
Communications.

[6.11]

[D28] AUSTEL will have five major functions:

(1) technical regulation: AUSTEL will
have statutory responsibility for
ensuring that quality and safety are
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protected and that inter-operability
is maintained throughout the public
network;

(2) protecting the carriers' monopoly:
AUSTEL will have the authority to
administer the provisions which
define the boundaries of the
monopoly over specific facilities
and services;

(3) protecting competitors from unfair
carrier practices: where
competition is permitted AUSTEL will
promote fair and efficient market
conduct, including administration of
the requirements for separate
accounting arrangements for
carriers' competitive activities and
jdentifying possible breaches of the
Trade Practices Act provisions, in
so far as they relate to
telecommunications, and referring
them to the Trade Practices
Commission;

(4) protecting consumers against misuse
of the carriers' monopoly powers:
AUSTEL will administer monopoly
price control arrangements and
specific universal service provision
conditions. It will also provide a
specialised avenue for monitoring
consumer complaints concerning the
monopoly telecommunications service
providers; and

(5) promotion of efficiency: AUSTEL
will monitor and report on the
efficiency and adequacy of monopoly
operations by Telecom, 0TC and
AUSSAT, in particular with respect
to Telecom's fulfilment of its
commynity service obligations.

[6.14]

(D29}  AUSTEL will be a non-business
Commonwealth Statutory Authority,
established in line with the Government's
1987 Policy Guidelines for Commonwealth
Statutory Authorities and Business
Enterprises. It will be headed by a
Chairperson and two other full or part
time statutory office holders.

[6.108]

Technical regulatory functions are currently performed by Telecom,
but this responsibility will be transferred to AUSTEL. A need for
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technical regulation exists to set standards

. (both mandatory
standards imposed on the industry and voluntary standards agreed

within the 1industry) where different carriers

' ‘ and service
providers interconnect,

to avoid harm to the network and to
protect the safety of users and those engaged in the maintenance
and operation of equipment.

- There also needs to be a link between
e

industry development arrangements and supply of equipment
The Government has decided that:

[D30] AUSTEL will be responsible for the
deve!opment of national standards and
spe§1f1cations for telecommunications
equ1pmgnt, and for arrangements for
approving equipment for attachment to the
te]ecgmmunications network, subject to
comp11ance with these technical
requirements and with the provisions of
the new industry development
arrangements.

{6.17]

Protecting the carriers' monopoly against intrusion, by policing

the boundaries of the monopoly services, is required to ensure

that other telecommunications suppliers and users do not infringe
the monopoly services and thereby undermine the ability to meet

community service and other obligations. AUSTEL will administer

the boundary policy which has been determined by the Government

[D31] AUSTEL will administer value added
services and private network licensing
arrangements to safeguard the boundaries
of the reserved facilities and services.

[6.37]

AUSTEL will review present arrangements
for allowing joint use of private
networks by closed user groups and will
report to the Government.

[D32]

[6.46]

AUSTEL will have a specific duty to promote competition in areas

outside the monopoly boundaries, which will involve AUSTEL in the

administration of specific legislative or regulatory provisions
as well as Tliaison with the Trade Practices Commission

‘ . in the
application of Trade Practices Act provisions.

[D33]  AUSTEL will be responsible for approving
the separate accounting arrangements
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adopted by the carriers to ensure that
their competitive activities are
conducted fairiy with respect to their
monopoly position.

[6.521]

{D34] AUSTEL will have an appropriate number of
its statutory office holders concurrently
appointed as part-time Associate Members
of the Trade Practices Commission (TPC).
Telecommunications matters will be
considered by a Division of the TPC
comprising up to two AUSTEL members and
two other members, one of whom - usually
the TPC Chairperson - shall preside.
Subject to existing quorum provisions,
absence of any particular member from the
division would not prevent a decision
being made.

[6.53]

{035} Arrangements will be developed which
ensure a complementary relationship
petween the Trade Practices Commission
and AUSTEL. AUSTEL will have the
authority to refer appropriate
telecommunications matters requiring
resolution to the TPC, to attend TPC
conferences held pursuant to
notifications and authorisations under
the Trade Practices Act and involving
telecommunications matters, and to
participate with the TPC in the
preparation of relevant guidance material
for the telecommunications industry.
Similarly, the TPC will be able to refer
or delegate matters, as appropriate, to
AUSTEL.

[6.53]

The complexity and scale of Telecom's operations is such that

Ministerial oversight alone can no longer provide the leve] of

support for consumer interests that 1is necessary within the

continued monopoly arrangements. The Government is determined to

ensure that Telecom is an efficient, customer

organisation fully responsive to customer needs.

oriented

Telecom's

corporate plan will include targets for the delivery of services

and the Government will require adherence to these targets.
Consequently, AUSTEL will be given explicit legislative authority
to oversee the relationships of the monopoly telecommunications

service providers with their customers. The general
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8.52

8.53

arrangements will be augumented with specific functions in respect

of price control, customer service standards, and consumer

complaints. In carrying out these functions AUSTEL will establish
consultative 1inks with consumer and other relevant
groups.

interest

In respect of consumer complaints the Government has decided that:

[D36] AUSTEL will have authority to investigate
complaints received that fall within its
range of responsibilities. AUSTEL will
have a capacity to refer to the Ombudsman
complaints it receives which are more
appropriately dealt with by the
Ombudsman. As a general principle, the
Ombudsman will deal with matters
affecting individuals while AUSTEL wil]
bg concerned with complaints which raise
wider regulatory policy considerations.
Arrangements will be developed between
the Ombudsman and AUSTEL to avoid
duplication of effort and to minimise
confusion over responsibility for
rgsponding to complaints. Arrangements
will also be developed between the
Ombudsman and AUSTEL to ensure that,
subject to confidentiality provisions,
AU§TEL is advised of complaints that may
raise regulatory implications. AUSTEL
will report to the Minister on the
overall regulatory implications of
consumer complaints.

[6.99]
The price control arrangements will be designed to ensure that, in
the absence of competition, Telecom and OTC will be subject to
pressures to realise maximum efficiency gains and to pass these on

to customers through continued reductions in average prices
real terms.

in

[D37] Telecom and OTC prices for standard
services will be regulated by formulas
determined by the Minister for Transport
anq Communications, limiting average
price rises to a minimum annual
percentage below the rate of inflation,
with provision to ensure that the
benefits are shared equitably among
gustomers and that there are no adverse
implications for provision of community
service obligations.
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[D38] There will be separate price control
formulas for residential and business
customers. The residential formula will
1imit both the increase in the average
price of all standard services and the
change in price of standard access
charges.

[D39] AUSTEL will monitor the carriers'
compliance with the price control
formulas and report to the Minister for
Transport and Communications on prices
and efficiency generally.

[D40] Monopoly prices for non-standard services
not covered by the formulas will normally
be a matter for determination by the
carriers. The Minister will retain an
authority to apply price control to
specific services in the public interest,
whereupon price changes will be
notifiable to AUSTEL and subject to
disallowance by the Minister after
receipt of a report by AUSTEL.

[D41] The price control arrangements for

monopoly services set out above will

replace present provisions for

consideration by the Prices Surveillance

Authority.

[6.86-6.88]
Telecom's community service obligations will be more clearly
specified as a matter of government policy. Action will be taken
to specify the precise objectives of a non-commercial character
which the Government requires of the monopoly service providers,
and to indicate the means by which they are to be pursued. In
addition, Telecom will be instructed to maintain accounts so that
the costs associated with pursuing these objectives can be
identified. AUSTEL will be vested with the responsibility of
monitoring CSO costs and assessing whether Telecom is fulfilling
jts non-commercial obligations in an efficient manner. AUSTEL will
also be empowered with other functions, such as fulfilling the
role of an arbitrator in disputes over Telecom's obligation to
provide a universal service.
[D42] AUSTEL will be responsible for approving
the accounting arrangements adopted by

Telecom in reporting the costs of meeting
community service obligations.
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8.55

8.57

8.58

{D43]  AUSTEL will be responsible for
determining specific disputes over
Telecom's meeting its community service
obligations in respect of standard
telephone connections to the network and
of provision of public telephones. It
will be responsible for reporting on
Telecom's efficient fulfilment of its
community service obligations overall.

{6.105-6.107]

FREEING THE CARRIERS FROM GOVERNMENT CONSTRAINTS

From the foregoing discussion it is clear that fundamental changes
have already taken place 1in the environment in which the
telecommunications authorities operate, both domestically and

internationally. Technological development and convergence with

technologies in computing, entertainment and broadcasting mean
that more rapid change is inevitable.

The carriers will, in future, increasingly have only specified
service delivery and commercial roles, with their previous
regulatory and de-facto policy roles subsumed by AUSTEL and by the
government directly. They will increasingly carry out their
important community service obligations as direct agents for
government and these

expression.

obligations will be given explicit

These developments have stimulated a fundamental re-examination of
the government's shareholder and commercial control relationships
with Telecom, OTC and AUSSAT. The Government has decided on a
reform package to be implemented for each enterprise, in line with
the "Policy Guidelines for Commonwealth Statutory Authorities and
Government Business Enterprises" tabled in the Senate on 4
November 1987.

Packages to reshape Telecom, OTC and AUSSAT have been developed
during the process of improving the efficiency of all government
business enterprises (GBEs), as part of the Government's micro-
economic reform strategy. These packages have been formulated
after considerable scrutiny of the financial structure and
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commercial performance of each enterprise, and the need for
detailed controls and accountability.

Up until now, the boards of these three enterprises have been
hampered to varying degrees by a confusion of unclear objectives -
both social and commercial; by a high level of ministerial and
bureaucratic involvement in day-to-day management conduct; and by
an absence of any real externally-monitored accountability
framework covering both conduct and results.

The Government's solution 1is to fundamentally change its
arrangements for these three GBEs, Tlargely through replacing
detailed controls with accountability provisions. In essence what
the Government has decided to do is focus mainly on the "bottom
1ine" performance or output of these enterprises rather than
contine with centralised controls on the input stages of business
decision-making - in essence to 1let the managers manage and to
ensure that where the enterprises are required to face
competition, they must be able to do so on a comparable basis to
their competitors. A "level playing field" needs to be

established.

A full account of the GBE reform process is contained in the
Ministerial Statement of 25 May 1988, "Reshaping the Transport and
Communications Business Enterprises®, which contains details of
the individual reform packages for Telecom, OTC and AUSSAT, as
well as the other GBEs within the Transport and Communications
portfolio (Australia Post, Qantas, Australian Airlines, Australian
National Line and Australian National).

Revised Corporate and Financial Structures

The Government has addressed the important issue of structure: the

structural relationship among the three enterprises; the
appropriate corporate and financial structure for each of the
enterprises; and the relationship of government, boards and chief

executives.

There will be no changes in the present ownership




arrangements or structural relationships among the three carriers
(Telecom, OTC and AUSSAT) at this time, but these will be subject

to review after the reform packages embodied in this statement
have been put in place.

Since the Whitlam's Government's decision to establish Telecom as
an entity separate from the Public Service in 1975, significant
changes have occured in community and government expectations and
in the nature of the markets within which Telecom operates, but
Telecom's enabling legislation has not been adapted. However, in
view of its significant community service obligations over and
above its commercial obligations, but also because of the
accountability requirements of its continuing monopoly:

[D44]  Telecom will continue as a corporation
established by statute. But it will be

1 provided with a new enabling Act,

tailored to the new environment,

embodying the reduced direct controls and

increased accountability arrangements,

and re-named the Australian

Telecommunications Corporation.

1 [7.26]

8.64

Telecom's Act need now only focus on operational matters, and not
be confused with regulatory issues, and in recognition of this,
and to reflect the Government's expectation of a more commercial

approach. A Board of Directors will be appointed to replace the
pre-existing Commission.

[D45]  The directors of the Telecom Board will
be appointed by the Governor-General and
be subject to removal by the Governor-
General on grounds which shall be
expanded to include ongoing
underperformance. The Telecom Chief
Executive Officer (CEO) will be appointed
by the Minister after receiving a
recommendation from the Telecom Board and
be subject to removal by the Board. The

: CEO will be an ex-officio member of the
: Board. The statutory position of the

| Chief General Manager will be abolished.
i [7.28]

‘é‘ 8.65 On establishment in 1975, Telecom's 1iability for funds provided

by the Commonwealth as at establishment was determined by the
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Treasurer under the Telecommmunications Act at $3,894.2m,
representing the difference between the historical cost of assets

and liabilities.

he new financial structure for Telecom

(D461 1111 involve the conversion of 25% of
Commonwealth Toans (which totalled
$4,352.2m at 30 June 1987) to equity,
revaluation of assets according to
prevailing commercial practice and
retiring remaining Commonwealth loans d
progressively over the next 10 years an
their replacement as qppropr1ate with
private sector borrowing.

ing revaluation of assets, the
ggll?:megt will determine an appropr1§te
debt: equity ratio and overall financial
structure on a basis comparable tg .
leading telecommunications companies in
other parts of the world. (7.20]

The Government has also considered the appropriate future tax
arrangements for Telecom. Recognising that Telecom a? an
increasingly commercially oriented enterprise should be subject,
so far as possible, not only to the same freedoms but to Fhe same
disciplines as enterprises in the wider business community, the
Government has decided that:
[D47] Telecom's subsidiaries and j?int ventures
will be subject to all taxes;

Telecom will be liable to meet State
payroll taxes from 1 July 1988;

Telecom will become 1iable for other
State and local government taxes and
charges from 1 July 1989; and

Telecom will become liable for income tax
from the 1990/91 income year. (7.30]

The need for OTC to be a statutory authority in order to pToYide a
public service does not allow it to emphasise suff1F1ent1y
commercial criteria in its operations, and does n?t provide ?he
maximum flexibility needed to cope with rapidly chan?1ng
technology and industry development. The Government has decided

that:
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8.68

8.69

8.70

[D48B]  OTC be established as a 100%
Commonwealth-owned company and renamed
the Overseas Telecommunications
Corporation.

[7.32]

[D49]  The OTC Board will be appointed by the
Minister and will be subject to removal
by the Minister on grounds to be expanded
to include ongoing underperformance.

The Chief Executive Officer will be
appointed by the Minister after receiving
a recommendation from the Board and be
subject to removal by the Board.
[7.34]
AUSSAT will

remain a company, incorporated under the Companies
Act.

[D50]  The members of the Board of AUSSAT will
be appointed by the Minister and subject
to removal by the Minister on grounds
which shall be expanded to include
ongoing underperformance.

The Chief Executive will be appointed by
the Minister after receiving a
recommendation from the Board and be
subject to removal by the Board.

[7.38]

Modification of Major Strategic Controls
There are four major 'strategic’ controls of a macro-economic
management or broad policy nature that presently impact
significantly upon the carriers' management:  borrowing through
the Toan council; superannuation; industrial

relations
coordination; and executive remuneration.

The Government has made
a number of significant modifications to each of these controls.

The annual borrowing programs of all government business

enterprises have long been subject to specific approval in the

context of annual Loan Council considerations. These Loan Council

controls serve important macro-economic objectives and have been a

significant factor in Australia's improved economic position,

through the restraints placed on total public sector borrowings

within this mechanism. However their method of administration has
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not necessarily also served the specific objectives or needs of
Telecom and the Government has decided that:

i tly
1. The Loan Council processes presen
[pst applying to Telecom will be
developed to:

. take into consideration the on-
going and longer term nature of
capital expenditure proposq]s by
adopting a three year to111ng
borrowing program (subject to
annual review by government)
which would allow Te]gcgm and
its subsidiaries and joint
venture companies to progeed
with major investments w1§hout
the uncertainty inherent‘1n
annual borrowing allocations;

. ensure sufficient f1exibj1ity to
enable additional borrowings to
be considered in a year_wpere
new commercial opportuq1t1es for
Telecom, its subsidiar1e§ or
joint ventures are identified;
and

. allow Telecom to increase its
market borrowings to convert
part of Commonwealth 19ans to
private sector loans, in the
context of its capital
restructuring.

2. The appropriate Loan Council
treatment of private sector
involvement in joint ventures and
subsidiaries will be considered
further.

i i ithin
. OTC and AUSSAT will remain wi N
3 current Loan Council processes given
that their investment programs can
be accommodated within gurrent
Tevels of retained earn1nas Qrmzhe
isting Loan Council mechanisms.
existing ]
i the
Superannuation for Telecom employees must be provided throug: e
Commonwealth Superannuation Scheme (CSS) and about 1,800 i -
2,100 OTC employees have become members of the CSS. 1In con ra. )
AGSSAT already has its own superannuation schemes formed following

approval from the Minister for Finance.
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8.73

8.72

In 1ine with the emphasis in the 1987 Policy Guidelines
increased GBE efficiency, the Government has decided that:

on

[D52]  Subject to guidelines to be developed
within the course of the review of the
Commonwealth Superannuation Scheme (due
by March 1989), Telecom and OTC will be
permitted to establish their own
superannuation schemes, with any
subsequent movement beyond the guidelines

subject to approval by the Minister for
Finance.

Any additional costs borne by Telecom or
0TC- due to remaining CSS members will be
taken into account in setting their
financial targets.

AUSSAT's future superannuation
arrangements will be consistent with
guidelines to be agreed from time to time
between the Ministers for Finance and
Transport and Communications, with any
proposed movement beyond the guidelines
subject to approval by the Minister for
Finance.

[7.51]

Industrial relations co-ordination arrangements have applied since
1948. The enterprises are required to consult with the Department
of Industrial Relations on a wide spectrum of industrial relations
issues from major wages and conditions matters to initiatives on
occupational health and safety and industrial democracy. The
Department can oppose initiatives and proposals which it believes
do not accord with government policy. The consideration of these
matters inevitably involves greater delays than if the enterprises
could settle them without the requirement to consult, and has also
been critisised for diminishing the negotiating status of GBE
managers. The Government has decided that:
[D54] 1. The present industrial relations co-

ordination arrangements will be

substantially altered by devolving

to the enterprises greatly increased

responsibility and autonomy to

develop wages and employment
conditions proposals.

2. Standard guidelines on government
wages and industrial relations
policy will be established by the
Minister for Industrial Relations in
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8.74

8.76

consultation with the enterprises
and the Minister for Transport_and
Communications. Enterprises_w111 be
free to manage their industrial
relations within the scope gf these
broad guidelines without being
required to refer matters to the
Department of Industrial Re1a%;og§i

Under current arrangements, the Remuneration Tribunal determines
the salaries and allowances of full-time and part-time statutory
office holders in Telecom and OTC. AUSSAT is not subject to this

requirement.

The effect of unrealistic capping of chief executives' salaries
restrains and distorts the salaries of other executives t? a non-
competitive level, and affects the recruitment, retention énd
movement of such staff. It also does not allow the enterprise
boards to reward and motivate key executive management.

The Government has now decided that:

[p54] 1. For the Chief Executive Officers of
Telecom, OTC and AUSSAT:

. the boards will be given the
responsibility for determining
remuneration;

. the boards will be requireq to
consult with the Remunera§1on
Tribunal prior to negotation on
remuneration packages and advise
the Tribunal of the terms of the
packages once they have been
concluded;

. the Remuneration Tribunal w111.be
required to advise goyernmeqt in
circumstances where it cons1d§rs
a proposal inapproqriate, having
regard to the part1cu1ar_‘ .
commercial environment 1n:wh1ch
the enterprise concerned is
operating;

. the Remuneration Tribunal will be
required to report annually to
government on the general ]
operation of the arrangements;
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- the new arrangements will
introduced only where the Bsesent of prior advice to the Minister on
POSTETon or wpese (opuacate the S ioed o report. In 3 special -

re the positi
otherwise becomes vacazt-1t1°n section of its annual report on the
: establishment of subsidiaries and

. ;:S:::iggsigzoxaszi1}.be widely joint ventures.
a ralia .
\ internationally; and and 5. The costs of any additional auditing
. future appoi . incurred as a consequence of
securit Dp?1ntees will not have Commonwealth ownership will be taken
, ) y of tenure. into account in setting financial
D Tetasntiyes Tl be members of
. 6. Telecom will no longer be required
3. Boards will be able to determine to comply with the Lands Acgqisition
; remuneration of all senior Act 1955, except where land is
j; executives consistent with the §ompulsorily acquired in the public
' arrangements for fixi : interest when the Department of
. Xxing remuneration S s - s -
i of statutory positions and having Administrative Services will make
X | Eﬁgard to existing award coverage acquisitions on Telecom's behalf.
S . ere being no security of tenure i i
I 7. Telecom will be no longer required
I | g?:aﬁgg;:ntg whom the new to use the Construction Group of the
I apply. Department of Administrative
e 4.  The remuneration of members of Services for building construction
p \ boards will continue to be and maintenance programs.
$ﬁ§§£ﬂ;?8d by the Remuneration 8. Telecom will be exempt from
| : compliance with the Public Works
k[ [7.62] Cormittee Act 1969.
ﬂw Removal of Day-to-Day Controls 9. Continued application of the offsets
il 8.77 The G ) policy to Telecom's competitive
] . e Government will remove virtually all of its remaining direct activities will be reviewed prior to
| controls on the -to- . the end of 1990 (in conjunction with
i replaci day-to-day operations of the three enterprises, the review for the aviation
placing them where appropriate with strategic controls and industry), by the Minister for
oversight in the context of th an Industry, Technology and Commerce
€ new regulatory arrangements. The and the Minister for Transport and
éﬁ changes for Telecom are: Communications, with the intention
‘ D of exempting Telecom for its
i [pS5] 1. The requirement that Telecom obtain competitive activities, to the
ministerial approval to enter into extent that Telecom's competitors
lin contracts will be removed. are exempt from offsets policy.
2. Telecom will no Tonger b i 10. The review of the National
e re .
' to obtain approval ?,om the quired Preference Agreement (to be
% Treasurer to the terms and completed by 1 June 1989) will
l i conditions of individual borrowings examine whether Telecom's
! ﬂi 3. T ; : competitive activities will remain
e - Telecom will be free to enter into subject to the NPA
] bankin J :

1 D g arrangements and to make .
i Investments without gaining approval 11. Telecom will adopt normal commercial
r[ from the Treasurer. purchasing practices, the key i

; 4.  Ministerial control over elements of which will be set out in
i establish ver the corporate plan.
ablishment of subsidiaries, Joint . R .
ventures, and share purchases will 12. The Telecommunications Act 1975 will
i be removed subject to the provision be amended to remove the current
i employment conditions provisions and
i )
I
! |‘
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13.

the Telecom Board, in consultation
with relevant unions and in
accordance with normal commercial
practices, will determine employment
conditions.

Telecom will not be subject to other
personnel, general or administrative
policies, unless a specific decision
is made by government that a policy
should apply. Where this occurs,
the additional costs of complying
with a policy designed to achieve
non-commercial objectives will be
taken into account in setting
Telecom's financial target.
[7.64-7.77]

8.78 For OTC the controls removed are:

[D56] 1.
2.

Contract controls will be removed.

0TC will be exempted from the
requirement to obtain the approval
of the Treasurer for short-term
borrowings and the requirement for
the Treasurer's approval of specific
borrowings will be removed.

OTC will no Tonger be required to
seek approval for its investment and
banking arrangements.

Ministerial control over
establishment of subsidiaries, joint
ventures, and telecommunications
activities in or for foreign
countries will be removed, subject
to provision of prior advice to the
Minister on any proposals to create
or acquire subsidiaries or to
purchase a major shareholding in
another company.

Ministerial approval will no longer
be required for: cessation of
existing services; introduction of
new services; or substantial
additions, extensions or alterations
to any part of the
telecommunications system operated
by OTC.

Continued application of the offsets
policy to OTC competitive activities
will be reviewed, prior to the end
of 1990 (in conjunction with the
review for the aviation industry) by
the Minister for Industry,
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10.

11.

Technology and Commerce and the
Minister for Transport and
Communications with the inteqt1on of
exempting OTC for its competitive .
activities, to the extent that OTC's
competitors are exempt from the
offsets policy.

The review of the National
Preference Agreement (to be'
completed by 1 June 1989) will
examine whether competitive_
activities of OTC will remain
subject to the NPA.

OTC will be exempt from compliance
with the Lands Acquisition Act_1955,
except where land is compulsorily
acquired in the public interegt when
the Department of Adminis@rqt1ve
Services will make acquisitions on
0TC's behalf.

0TC will be exempt from comp]iance
with the Public Works Committee Act
1969.

0TC will be empowered to recommend
an auditor of its choice and will
not be confined to the Auditor-
General as at present. The costs of
any additional auditing incurred as
a consequence of Commonwga]th
ownership will be taken into account
in setting financial targets.

OTC will no longer be subject to
other personnel, general or
administrative policies unless a
specific decision is @ade by
government that a policy should
apply. Where this occurs the
additional costs of complying with a
policy designed to achieve non-
commercial objectives will be taken
into account in setting OTC's

i i rget.
financial targ (7.79-7.90]

8.79 AUSSAT is already free of a number of the controls which
applied to Telecom and OTC. The changes for AUSSAT are:

[p57]1 1.

2.

AUSSAT will no longer be required to
obtain ministerial approval to enter
into contracts.

AUSSAT will no longer be required to
obtain the Treasurer's approval to
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?he terms and conditions of
individual borrowings. Major
borrowings, as for satellite
rep1agements, will remain subject to
scrutiny within the Loan Council
process.

AUSSAT will be exempt from
compliance with the Public Works
Committee Act 1969.

AUSSAT will be empowered to
recommend an auditor of its choice
and will not be confined to the
Auditor-General as at present. The
cost of any additional auditing
incurred as a consequence of
gommonwea1th ownership will be taken
into account in setting financial
targets.

The continued application of the
offsets policy to AUSSAT's
competitive activities will be
rgv1ewed, prior to the end of 1990
(in conjunction with the review for
the aviation industry), by the
Minister for Industry, Technology
and Commerce and the Minister for
Transport and Communications with
the intention of exempting AUSSAT
for its competitive activities, to
the extent that AUSSAT's competitors
are exempt from the offsets policy.

The review of the National
Preference Agreement (to be
completed by 1 June 1989) will
examine whether competitive
activities of AUSSAT will remain
subject to the NPA.

AUSSAT will not be required to
comply with any personnel, general
or administrative policies unless a
specific decision is made by
government that a policy should
apply. HWhere this occurs, the costs
of complying with a policy designed
tg achieve non-commercial objectives
will be taken into account in
setting AUSSAT's financial target.
[7.93-7.99]
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New Planning and Accountability Mechanisms

A key element of the enterprise reforms lies in the arrangements
for accountability which are detailed in the Government's Policy
Guidelines, involving corporate plans, financial targets, new
dividend policies and improved reporting. The particular
arrangements that will apply to each of Telecom, OTC and AUSSAT
are set out in paragraphs 8.81, 8.82 and 8.83 below. They will be
augmented by a retained power of ministerial direction as an
ultimate safeguard, exercised directly in the case of Telecom and
through the shareholder's role in the case of OTC and AUSSAT.
This power is not expected to be used other than in the most

exceptional circumstances.

[D58] The ministerial power of direction will
be retained as an ultimate safeguard.

{7.101]

Telecom

In addition to accountability for commercial performance, Telecom
will be accountable for its efficiency in meeting community
service obligations and in meeting performance targets established
in the corporate plan. The general accountability arrangements

for Telecom are:

(D59} 1. In accordance with the Policy
Guidelines of October 1987, Telecom
is to provide the Minister for
Transport and Communications with,
at not less than 3 yearly intervals,
a strategic corporate plan for
consideration and response.

2. The Minister will provide the Prime
Minister, Treasurer and the Minister
for Finance with information from
the corporate plan on matters for
which they are responsible or where
consideration by government may be
necessary, and in particular
information on the overall
investment strategy and associated
borrowing intentions.

3. The Minister will be advised of any
matter which significantly affects
the outlook as established in the
corporate plan as soon as possible
after such matters become known to
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the Corporation.
the corporate plan on matters for

4. T i
f?;gﬁg?a¥1l1 work toward§ an overall which they are responsible or where
by the Mi target agreed in advance consideration by government may be
Communicsg}gzgr for Transport and necessary, and in particular
. information on the overall
investment strategy and associated
borrowing intentions.

H

' 5.  The Board will ensure that
j revaluation of Telecom's assets, in
{

! gg;;;gﬁ?g? ;:ggt?ESVﬂ1;1ng 3. The Minis?er wil1<bg advised of any

] between the Minist and as agreed matter which significantly affects

; the Minister f STer for Finance and the outlook as established in the
Communication Or_]ranSport and corporate plan as soon as possible

{ at least S will be carried out after such matters become known to

! 6 once every five years. the Corporation.

| ’ lg;iﬁ??ag?g:dwygg]tgecomm?nd, after 4. OTC will work towards an overall
the dividend e M1n1§tgr on F1nanc1a] Farget agreed in advance
payment proposed, a dividend by the Minister for Transport and

yrenr and this may be accepted or Communications.

varied by the Minister. Consi

a 1 . ste
with the objectives of the GBE nt
reforms, Telecom should aim to

5. The OTC Board will ensure that a

9 revaluation of OTC's assets, iq

achieve a 1eye] of profitability accor@ance with normal commercial

1 comparable with those of the 1 i practice and as agreed between the

b telecommunications companies 1§ad1ng Minister for Transport and

1 other parts of the world. Communications and the M}nis%er for
Finance, takes place at least once

‘ 7. Telecom's Annual R i
eport will give an every five years.

| Sccount of performance agalnst 6. The OTC Board wilT after
il ) ablishe . s
J including financial andggggiétiona1 consultation with the Minister on
P ég;gg:sb?nd the performance of E@e‘g1v;deng g;opgsed,nrecgmzend a
i compan? ® o troommnicat fons ene e? ant' © ompgcg z the
; o gth es to the extent practicable, genera me$_1ng maﬂ a] p re

gether w1th assessments of the recommendation or declare a higher
gg?y 0f_meet1ng community service or lower amount.

% nonlggﬁ;gpéiaqd observing residual 7. OTC's Annual Report will provide an
1 adverse]l afg controls which account of performance against
i ¥ affect profitability. previously established goals,

- [7.102} including financial and operating
e 0 Ccat . ith sments
| Overseas Telecommunications Commission S et et ebserving residual
i 8.82 non-commercial controls which
§ . The accountability ar adversely affect 0TC's
| H‘ Y arrangements for OTC are: profitability. (7.103]
1 (beo] 1. éﬂ‘gcgi?rdance with the Policy )

i uidelines of October 1987, OTC j

| to provide the Minister fon BISSAT

l{ansgort and Communications with,
a 20 less than 3 yearly intervals, 8.83 The accountability arrangements for AUSSAT are:
coS fgteg1g corporate plan for

nsideration and response. [061] 1. In accordance with the Policy

Guidelines of QOctober 1987, AUSSAT

| 2. Y . .
Winieter: renn provide the Prime is to provide the Minister for

Minister, Treasurer and th ini
ter, ; e Minist
for Finance with information from &
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Transport and Communications with,
at not less than 3 yearly intervals,
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a strategic corporate plan for
consideration and response.

The Minister will provide the Prime
Minister, Treasurer and the Minister
for Finance with information from
the corporate plan on matters for
which they are responsible or where
consideration by government may be
necessary, and in particular
information on the overall
investment strategy and associated
borrowing intentions.

The Minister will be advised of any
matter which significantly affects
the outlook as established in the
corporate plan as soon as possible
after such matters become known to
the Company.

AUSSAT will work towards an overall
financial target agreed in advance
by the Minister for Transport and
Communications.

The Board will ensure that
revaluation of the Company's assets
takes place in accordance with
normal commercial practice and as
agreed between the Minister for
Transport and Communications and the
Minister for Finance.

The AUSSAT Board will, after
consultation with the Minister on
the dividend proposed, recommend a
dividend and the Company at a
general meeting may accept the
recommendation or declare a
different amount which does not
exceed the amount recommended by the
Directors.

The Annual Reports of AUSSAT will
provide an account of performance
against previously established
goals, including financial and
operating targets, together with an
assessment of the cost of observing
any residual non-commercial controls
which adversely affect AUSSAT's
profitability.

[7.104]
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