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The following represents a Submission to the Government’s review of the Universal Service 
Obligation (USO) and the Customer Service Guarantee (CSG). 
 
The National Rural Health Alliance is the peak non-government organisation working to 
improve the health of people throughout rural and remote Australia.  There are 23 members of 
the National Rural Health Alliance (NRHA), all of which are national bodies in their own right 
or the rural special interest groups of national bodies.  Accordingly, the views expressed by 
the Alliance are not necessarily those of each individual member body.  Further information 
on the Alliance is available from our website at http://www.ruralhealth.org.au. 
 
The Alliance’s primary objective is to redress the health disadvantages suffered by Australians 
living in rural and remote areas.  Average life expectancy is some 3 to 4 years lower in remote 
areas than in the capital cities, while death rates are over 20 percent higher.  This inequality in 
health outcomes reflects both inequalities in access to health services and broader socio-
economic inequalities.  The Alliance’s interests in telecommunications derive from both of 
these concerns, that is, the important role telecommunications plays in the delivery of health 
services and its broader role in promoting economic and social development. 
 
Access to a functioning telephone is absolutely central to the ability to access health services 
and to participate in modern community life.  Moreover, robust telecommunications hardware 
is becoming increasingly important as a health education medium for both the public and 
health professionals.  It is essential therefore to the wellbeing of rural and remote Australians – 
including those in remote indigenous communities - that the USO and CSG frameworks be 
maintained as the primary vehicle for ensuring this access. 
 
The Alliance notes that there has been considerable debate over the net cost of the USO to 
Telstra.  The Alliance is not in a position to comment on the details of cost calculations.  
However, it is clear to the Alliance that much of this discussion over-estimates the net costs.  
This is for four reasons. 
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First, cost estimates should be based on minimum costs of providing the universal service, not 
Telstra’s actual costs.  The minimum costs would be based on the use of the most economic 
technology, which for many areas would not be the legacy technology used by Telstra.  
Second, much of this legacy technology has already been fully depreciated by Telstra and 
hence further depreciation should not be included in cost calculations.  Third, revenues 
derived from calls to, as well as calls from, a USO service should be included as offsets to the 
costs of providing the universal service because in the absence of the USO those calls would 
not be made.  Fourth, the current USO arrangements have the effect of entrenching Telstra’s 
dominant position in the telecommunications market generally – if nothing else, it obtains a 
brand benefit as the universal provider.  This has a value to Telstra that is not included in 
calculations of the cost of the USO.  In addition, the Alliance no tes that any significant 
increase in the scale of the USO contributions by carriers other than Telstra would represent a 
significant impediment to competition in the Australian telecommunications market. 
 
The Alliance believes that the USO represents a practical example of the important principle 
of cross-subsidisation.  Market forces on their own can never provide rural Australia with the 
telecommunications services it needs and hence Government intervention is required.  It is 
often argued that such intervention should take the form of Government funding rather than 
cross-subsidisation.  Such arguments are simplistic, for two reasons.  First, cross-subsidies in 
telecommunications can be justified on economic as well as equity grounds because of so-
called “network externalities” which mean that there is a benefit to non-USO subscribers from 
the extra connections to the network that derive from the USO.  Second, Government funding 
programs are not certain whereas the legislative basis makes it much harder for the USO to be 
removed (requiring not only Government but also Parliamentary approval).  The Alliance 
believes that both cross-subsidies and funding programs should continue to be used to support 
rural telecommunications. 
 
The Alliance would however like to make three sets of suggestions for improving the 
USO/CSG arrangements. 
 
The first is to refine both the USO and the CSG so that they more closely relate to customer 
needs.  The development of the Internet has meant that the basic Standard Telephone Service 
guaranteed by the USO and the CSG are no longer adequate for people to access the benefits 
of the information economy.  The Alliance recognises that the Government has used other 
mechanisms, such as funding programs and imposing licensing conditions on Telstra, to 
provide local call access and to upgrade the line speeds available for dial-up access to the 
Internet.  The Alliance welcomes these initiatives. 
 
However, the Alliance believes that the chosen benchmark of 19.2 kbps is based on Telstra’s 
convenience rather than on user needs, which is for line speeds enabling access to a wide 
range of information and services including e-commerce, e- learning and other applications, 
including in some cases e-health applications.  The Alliance suggests that the USO and CSG 
mechanisms should be used to ensure local call access to the Internet and to encourage a 
continued upgrading in line speeds above this level.  For example, a benchmark should be 
established for the proportion of services with line-speeds of less than, say, 28.8 kbps and the 
CSG should be used to progressively reduce this proportion to zero, at which time that 
benchmark should be incorporated in the USO. 
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For broadband access, the CSG should be used to establish and progressively increase a 
benchmark for the proportion of services able to access ADSL services.  Indeed, the Digital 
Data Service Obligations, which only provide access to ISDN services which are clearly 
inadequate for full participation in the information economy, should be revised to cover ADSL 
and other true broadband services. 
 
Similarly, the parameters of the Customer Service Guarantee for fault repair etc were initially 
based on actual carrier performance and hence incorporated a very large inequity in the 
standards between urban customers and those in rural and remote areas.  The Alliance 
recognises, and welcomes, the progressive reductions in this inequity that have occurred as the 
CSG arrangements have been revised over time.  The Alliance believes that this process 
should continue. 
 
More broadly, there is a risk that the standards set by the CSG will increasingly be seen as 
maxima to be achieved at best grudgingly, rather than minima to be exceeded if at all possible.  
For this reason, the CSG should be revised to incorporate incentives for over-achievement, as 
well as penalties for under-achievement. 
 
Finally, the Alliance recognises that one of the problems with the current USO arrangement is 
the adverse impact it has on the development of a competitive market for telecommunications.  
This derives from the fact that the USO imposes a cost on non-Telstra carriers, to the benefit 
of Telstra.  This has the effect of undermining the competitiveness of these other carriers in 
the marketplace and of entrenching Telstra’s dominant role.  This is particularly the case in 
regional and rural areas as the USO arrangements also create a disincentive for other carriers 
to invest in those areas.  The Review does not require the Alliance to point out that the attempt 
to address this problem through the so-called “contestability pilots” has proved to be an abject 
failure. 
 
The Alliance suggests that it should be possible to devise a more innovative arrangement 
where the USO can be both protected and converted into an arrangement for promoting 
competition in telecommunications in rural and remote areas.  The Alliance is therefore 
sympathetic with Optus’ view that the $39 million it pays Telstra each year could be better 
spent on rolling out its own satellite service to rural areas.  The Alliance notes an additional 
advantage of this would be that such a service would go beyond the Standard Telephone 
Service to include relatively high bandwidth options, creating opportunities for synergies with 
the Commonwealth’s High Bandwidth Incentive Scheme (HiBIS). 
 
One such arrangement would be for the existing USO requirement to be met entirely from 
Telstra’s considerable resources, with other carriers required to spend at least the equivalent of 
their existing USO contribution on improving telecommunications services in USO areas.  A 
credit arrangement could be instituted, whereby a carrier or Telco investing in regional 
infrastructure would reduce the amount otherwise payable and providing a cap-ex support 
framework which, in conjunction with HiBis, might create more interest in regional and rural 
settings from some of the smaller carriers and State owned enterprises.  The value of the 
credits could possibly be related to the relative remoteness of the expenditure.  The 
Commonwealth would need to ensure that the services so provided would not otherwise be 
provided commercially.  This would have the effect of transforming the USO from an anti-
competitive to a pro-competitive mechanism, resulting in lower costs, improved services and 
more innovation in at least some USO areas. 
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There can be little argument that Telstra’s large profits, which continue to be inflated by 
Telstra’s residual market power, could not sustain the cost of this transfer, estimated at less 
than 2 percent of Telstra’s pre-tax profit.  Certainly Telstra’s large profits constitute a strong 
case for any significant increase in the USO contribution paid by other carriers.  It is to be 
hoped that the Government’s concerns over the potential proceeds of Telstra privatisation do 
not interfere with it taking decisions in the broader national interest in this area. 
 
The Alliance trust that these suggestions meet with favourable consideration by the Review. 
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