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Executive summary

The Australian Competition and Consumer CommisgDCC) has completed its
inquiry into the price terms included in final assaleterminations (FADSs) for the six
declared fixed line telecommunications servites.

The report sets out the final prices determinethieyACCC and explains how the
ACCC reached its decision. It also describes theéwork the ACCC will use to
determine prices in future regulatory periods axulans the ACCC'’s approach to a
number of non-price issues related to access tdebkared fixed line services.

The ACCC has set wholesale access prices for three years.

The ACCC has determined wholesale access pricestfoee year regulatory period
ending on 30 June 2014. These prices will applyre/tigere is no commercial
agreement between an access seeker and the undtastroperator, Telstra. They
create a benchmark that the parties can fall backlen they have not negotiated
alternative access terms.

To provide certainty and price stability for indystthe prices set in interim access
determinations (IADs), made in March 2011, will tane to apply from 1 January
2011 until 30 June 2011.

The prices for the declared fixed line servicesl @@ previous indicative prices, are
shown below. The draft and final prices differ fime main reasons:

= afall in the weighted average cost of capitalr(fre.04 per cent to 8.54 per cent)
as a result of changes in financial market conaiéio

= moving from a five-year regulatory period to a #eear period, which changes
the average price calculated over the period fetthLS, WLR and LCS

® revisions to the initial regulatory asset base (RABd tax asset values, which are
largely offsetting except for the LCS

= adopting a total-SIO weighting method for calcuigtthe nationally averaged
WLR price increases the price by 84 cents, and

= higher forecast growth in data traffic, which redsi¢the estimated price for the
PSTN OTA service.

Further detail on revisions to the model inputsrsvided in Part A of this report and
their impact on prices is summarised in chapter 13.

The declared fixed line services are the: linarisiy service (LSS); local carriage service (LCS);
public switched telephone network originating ascasrvice (PSTN OA); public switched
telephone network terminating access service (PBAN unconditioned local loop service
(ULLS) and wholesale line rental (WLR).
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Comparison of previous indicative prices, interim pices for 1 January—30 June
2011, draft FAD prices and final FAD prices for 1 {ily 2011-30 June 2014

Previous Interim (IAD) Draft FAD Final FAD
indicative prices, prices, prices,
prices 1Januaryto | 1July2011to | 1 July 2011 to
30 June 2011 | 30 June 2016 | 30 June 2014
ULLS Band 1 $6.60 ) ) )
ULLS Band 2 $16.00 ) $16.00 ) $16.75 )  $16.21
ULLS Band 3 $31.30 ) ) )
ULLS Band 4 $48.00 $50.11 $48.19
(per line per
month)
WLR (per line $25.57 $22.10 $22.47 $22.84
per month) (HomeLine) (nationally (nationally (nationally
$26.93 averaged) averaged) averaged)
(BusinessLine)
LSS (per line $2.50 $1.80 $1.80 $1.80
per month)
PSTN OA and 1.0c (headline | 1.0c (headline| 1.0c (national | 0.95c (national
TA (per minute) rate) rate) average rate) average rate)
LCS (per call) 17.36¢ 9.1c 8.7c 8.9c

% The draft FAD prices averaged nominal prices @a/&ve-year regulatory period while the final FADqges are
averaged over a three-year regulatory period.

The competitive environment for the telecommunications industry
is undergoing substantial change.

The ACCC recognises that the prices set in the FAiDspply during a time of
major industry change.

The transition to the National Broadband NetworBIN has significant implications
for industry structure and the way telecommunigatiservice providers do business.
The ACCC is aware that uncertainty remains abaatttails of the transition
process. It understands that this uncertainty has, in tareated some uncertainty for
the current service providers. The ACCC is commiteepromoting competition and
providing an appropriate level of price stabilityrthg the NBN roll-out and

2 NBN Co,Corporate Plan 2011-1317 December 2010; Telstra, ‘Telstra signs NBNiiliéfe
Agreements’, Media release and attached additiof@mation, 23 June 2011, available at
www.telstra.com.au/abouttelstra/download/docum@iti2definitive-agreements-telstra-
nbnco.pdf.
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subsequent migration of services from the coppevark to the NBN. This will
benefit both industry and telecommunications erefsis

Significant changes to the telecommunications gy regime came into effect on
1 January 2011. The new regime replaced the prsviegotiate/arbitrate framework
with new access mechanisms designed to reducetesspnd provide greater
certainty over access terms and conditions. Thesenmechanisms give the ACCC
the power to make up-front price determinations.

In conjunction with the change in the regulatoryimge, the ACCC has moved from
its previous hypothetical pricing approach (tottvice long-run incremental cost,
TSLRIC+) to now setting prices based on the asdesssts of providing services. To
do this, the ACCC has adopted a ‘building blockpgach. Building block, or RAB,
pricing approaches are commonly used in estimairags for regulated utilities. The
ACCC'’s adoption of this approach responds to ingu¢mands for greater certainty
over time in the ACCC'’s pricing framework and, iarficular, in the value of the
assets used to provide the declared fixed lindesyv

Regulatory certainty and predictability will support industry
development within an evolving competitive environment.

The ACCC recognises the desirability of price aatyeat a time of significant
industry change. While the ACCC'’s preference wasetqrices for a five-year
regulatory period, it has heeded industry submissio support of a shorter period. In
addition, the ACCC recognises the difficulties efdloping sufficiently reliable
forecasts for a five-year period. Setting accegepifor three years will still give
industry participants sufficient certainty and diybto facilitate their business and
investment planning during the initial transitianthe NBN.

The ACCC has included fixed principles provisionghie FADs. These provisions
lock in the value of Telstra’s assets and the fraark for setting prices beyond the
expiry of the FADSs.

These measures will promote certainty and predidialm the move to a new
regulatory regime and new pricing approach. The BE@0nsiders the measures will
avoid the potential for regulatory ‘shock’ in implenting the new regulatory
framework.

In this regard, an important consideration for AM&CC has been promoting price
stability to the extent that it supports past inremnts and promotes competitive
outcomes. This objective has guided the ACCC’s @gogr to setting prices for the
FADs, including determining the initial RAB valusettling on forecasts for some
inputs to the pricing model (such as the weighteztage cost of capital), and
determining appropriate price structures.

In setting an opening RAB value of $15.516 billemat 1 July 2011, the ACCC has
used the approach it proposed in the April 201TEsion Paper. Taking into
account the inherent limitations of Telstra’s higtal records, especially for very
long-lived assets like ducts and pipes, the ACCEdumsidered a range of valuations
produced by different valuation methods (includdwggpreciated actual cost,
depreciated optimised replacement cost and cucasttaccounting). The ACCC
considered a number of other relevant factors ¢t in reaching a decision on a
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value from within the suitable range of potentialues. The ACCC also considered
submissions as well as additional information régeprovided by Telstra on its
written-down tax asset values. A full explanatidnhe ACCC’s method for
determining the initial RAB value is provided inagter 5 of this report.

The ACCC has confirmed its decision to set an gestdBand 1-3 ULLS price and a
separate Band 4 ULLS price. The ACCC maintainsiéw that the aggregation of
these bands is appropriate and will support investrand competition. Further, the
ACCC considers that averaging the price in thesel®s likely to result in benefits

to the industry, including from simplifying the pe structure and easing the transition
to nationally averaged wholesale pricing for theNN@ee chapter 11 of this report).

The ACCC has consulted extensively on moving to a more stable
and predictable pricing framework.

Consultation on moving to a building block appro&misetting prices commenced in
December 2009. Since then, the ACCC has consultedgvely on price issues, its
pricing model and the inputs to the model.

In September 2010, the ACCC released a Draft Répoder the previous regulatory
regime) setting out its proposed pricing approauh draft indicative prices. At the
same time, the ACCC released its Fixed Line Sesidedel (FLSM)—a new pricing
model developed to estimate prices for the declixed line services—for industry
review and comment.

In March 2011, the ACCC issued interim access detetions (IADs) for each of
the declared fixed line services, accompanied bied Statement of Reasons. The
ACCC considered that specifying interim price (aoth-price) terms would provide
certainty for industry until the ACCC made FADs &ach of the services. In April
2011, the ACCC released a Discussion Paper settinthe ACCC'’s detailed
reasoning for the IADs, its draft FAD prices anfiihexplanation of the
methodology and information used to estimate tladt grices. At the same time, an
updated version of the FLSM was released, whicbrparated revisions made in
response to submissions and updated informatiaivedt by the ACCC.

The ACCC has had regard to all submissions recelueitig the extensive
consultation process, dating back to December 2@dhalising prices for the FADs.

The ACCC will work with industry to improve clarity and certainty
in other parts of the regulatory framework.

While consultation on pricing has been ongoingdiegr 18 months, non-price terms
and exemptions have only been the subject of pgbhsultation since April 2011.
The April 2011 Discussion Paper noted that the AQ@@Id need to take a flexible
approach in response to any submissions that raigadicant issues.

The submissions received in response to the DismuBaper and draft FADs on both
non-price terms and exemptions were extensive @sdd a number of matters. In the
ACCC'’s view, these issues require further consoltadnd, in the case of exemptions,
further information on certain aspects of the mafeeWLR, LCS, and PSTN OA.

In relation to non-price terms, the transitiontwd terms from guidance (as the
ACCC’s Model Non-Price Terms and Conditions Determina608 to carrier
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licence conditions has given rise to a numbersfas around practicality,
proportionality, and whether the terms are appedprior the current technical and
commercial telecommunications environment.

The issue of exemptions has a long and contentimiery. After examining the
submissions received to date, the ACCC has detidgdt needs further information
to be in a position to properly assess the isswewérage against the legislative
criteria at subsection 152BCA(1) of t@@mmpetition and Consumer Act 2000CA).

The ACCC will commence a further inquiry and seefifer information regarding
whether the exemptions should continue in the &tlihe further inquiry and
consideration is expected to conclude prior to 8dddnber 2011 before further
exchange service areas are due to become exempt.

However, given the advanced state of consultatiopricing and the need for
industry certainty after such a prolonged periodarfsultation, the ACCC considers
that prices for the declared fixed line servicesuith be finalised now. As noted
above, this will enable industry to proceed witArpling and investment decisions in
the lead-up to the NBN.

The ACCC considers that an FAD must deal with noceterms and the issue of
coverage (which includes exemptions) (see parts &-Dis report). The finalisation
of price terms means that the issues of non-peigcad and exemptions will be
maintained in their current form until further cateration is completed. By
maintaining the non-price terms and exemptions@g turrently stand in the IADs
(with some minor amendment to non-price terms) ABEC is preserving stability
and certainty in the industry while it undertakies further and more detailed
consideration required on these key issues.

This approach balances the need for pricing ceytanthe transition to NBN while
ensuring that the ACCC has adequate time to condideoughly significant
non-price and coverage matters.

11



1 Introduction

This report sets out the ACCC'’s views on makinglfexccess determinations (FADS)
for the six declared fixed line services underisect52BC of theCompetition and
Consumer Act 201(CCA). This report is made pursuant to section &0the
Telecommunications Act 199Cth) for the public inquiry conducted by the ACCC
under Part 25 of the Act.

The public inquiry commenced on 21 April 2011 wilea ACCC released thHeublic
inquiry to make final access determinations fordeelared fixed line services:
Discussion papefApril 2011 Discussion Paper). Submissions on $lsees raised in
the April 2011 Discussion Paper were sought frotergsted parties.

The April 2011 Discussion Paper set out the ACG/@Esvs on the content of the
FADs for the declared fixed line services. It irdéal draft FADs for the services. The
Discussion Paper included the ACCC'’s proposed ambrto:

= pricing for the declared fixed line services
= non-price terms for access to the declared fixael $iervices

= exemptions from the standard access obligation©&JAn relation to certain
services or in particular exchange service are8a\¢, and

= fixed principles provisions.

Submissions to the April 2011 Discussion Paper weteived from:

= AAPT

= Frontier Economics (on behalf of the Competitiver@as’ Coalition)

= Herbert Geer (on behalf of Adam Internet, AussiedBiband, iiNet and
Internode)

=  Macquarie Telecom (with additional submissionslméxemptions issues
prepared on Macquarie Telecom’s behalf by Maddaekgyers and Frontier
Economics)

= Optus, and
= Telstra.

A list of all submissions received by the ACCC dgrits consultation processes,
including additional material provided with subniigs or in separate
correspondence, is set out in Appendix B to thp®re All public versions of the
submissions are available on the ACCC website. AGEC thanks all submitters for
their contributions to the consultation process.

This final report sets out the reasons in suppioitteFADs for each of the declared
fixed line services.

The ACCC has formed the view that further consugtais required on the issues of
non-price terms (for the declared fixed line sexgias well as other declared services)
and coverage (which includes exemptions). Howeyigen the advanced state of
consultation on pricing and the need for induséestainty and stability after a
prolonged period of consultation, the ACCC is naoageeding to finalise price terms
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for the declared fixed line services and fixed gipfes provisions that give form to
the pricing framework. This will enable industryrpeipants to proceed with planning
and investment decisions in the lead up to theddatiBroadband Network (NBN).

However, the ACCC is of the view that an FAD shodégl with non-price terms, and
the issue of coverage. The finalisation of pricenemeans that non-price and
coverage terms will be maintained in their curfentn until further consideration is
completed. By maintaining the non-price terms axehgtions as they currently
stand in the interim access determinations (IAR&)h(some minor amendment to
non-price terms), the ACCC is preserving stabdityl certainty in the industry while
it undertakes further and more detailed considematin these key issues.

1.1 Background

The declared fixed line services are the:

® |ine sharing service (LSS)

= Jocal carriage service (LCS)

= public switched telephone network originating ascasrvice (PSTN OA)
* public switched telephone network terminating ascsvice (PSTN TA)
= unconditioned local loop service (ULLS), and

» wholesale line rental (WLR).

The current declarations for these services exirgdl July 2014.

The telecommunications access regime containednn®C of the CCA was
amended with effect from 1 January 2011 byTkekecommunications Legislation
Amendment (Competition and Consumer SafeguardQA&(CACS Act). The
amendments replaced the previous negotiate/ait@nework with a range of
different access mechanisms, including accessrdetations (ADS).

An AD (including an FAD) provides a base set ofterand conditions that access
seekers can rely on if they are unable to reackemgent with an access provider on
the terms and conditions of access to a declamdself parties do come to an
agreement on terms and conditions of access,dbe@ss agreement will prevail over
the AD to the extent of any inconsistericy.

The amended regime requires the ACCC to make FADalff declared services. On
2 March 2011, the ACCC made IADs for each of theated fixed line services,
which were backdated to take effect from 1 Jan@ady.

The ACCC made the IADs in order to provide industrth some certainty until the
FADs for the declared fixed line services were mdde IADs are automatically
revoked upon the commencement of the FADs relatirige same service.

¥ PSTN OA and PSTN TA are together referred taP&TN OTA'.

*  See ACCCFixed Services Review Declaration Inquiry for thel!S, LSS, PSTN OA, PSTN TA,
LCS and WLR: Final Decisioduly 2009. Appendix A to this discussion papertams a short
description of each of the declared fixed line s&ry.

> Section 152BCC of the CCA.

®  Subsection 152BCF(9A) of the CCA.
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Where ADs specify terms and conditions of accesy thust include terms and
conditions relating to price (or a method of asaieihg a price). The ACCC has also
included non-price terms in the FADs for the desdidixed line services.

Prior to commencing the public inquiry, the ACCGllwnsulted extensively on an
appropriate pricing methodology for the declare@diline services as part of its
earlier pricing principles revieThe ACCC had proposed a shift from its previous
pricing methodologies (total service long run imestal cost (TSLRIC+) and retalil
minus retail cost (RMRC)) to a building block mo@@BM) pricing methodology.
The ACCC developed the Fixed Line Services ModeB(f) to estimate access
prices based on a BBM pricing methodology. Thatsadtation process was
suspended in December 2010 because amendmengs@&ih meant that the ACCC
was no longer required to make pricing principlesdeclared services.

The ACCC has taken into account the informatiotectéd during the pricing
principles consultation, as well as responsesadijpril 2011 Discussion Paper, to
inform its considerations on pricing for the deelhfixed line services in the FADs.
Accordingly, the ACCC has set the prices in the BAlased on a BBM pricing
methodology with regard to the price estimates pced by the FLSM.

The CCA requires the ACCC to consider certain figctechen making an FAD,
including the long-term interests of end-users @)Tthe legitimate business interests
of carriers and carriage service providers andlttext costs of providing access to
the declared servicé$The ACCC may also take into account any otherergthat

it thinks are relevant when making an FAD.

Once an FAD is made for a declared service, ibisonger possible to notify access
disputes to the ACCC in relation to that servicewidver, for disputes that were
previously notified, the ACCC may continue to atdui¢ and make arbitration
determinationg?

Compliance with an FAD is both a carrier licencedition and a service provider
rule® A breach of either a carrier licence conditioracrervice provider rule may
lead to a pecuniary penalty of up to $10 milliondach contraventioi.Private
enforcement of an FAD is available in the Fede@i€"

1.2  Structure of this report
This report is structured as follows:

Chapter 2 sets out the consultation process for the FAD$ixed line services.
Chapter 3 sets out the legislative criteria relevant to mgkan FAD.

" See section 152BC(8) of the CCA.

The pricing principles review is outlined in fluer detail at sections 4.2 of the ACCC's April 2011
Discussion Paper.

°®  Following the repeal of sections 152AQA and 15BAGJ the CCA.

10 Subsection 152BCA(1) of the CCA.

1 Subsection 152BCA(3) of the CCA.

12 Items 207(2) and (3) of the CACS Act.

3 Sections 152BCO and 152BCP of the CCA.

4" Section 570 of the Telecommunications Act 1997.

15 Section 152BCQ of the CCA.
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Part A (Chapters 4 to 16)sets out ACCC'’s decision to include certain pterens
and fixed principles provisions in the FADs.

Part B sets out the ACCC'’s decision to include certain-pooe terms in the FADS.
Part C sets out the ACCC'’s decision to include exemptiartee FADs.

Part D sets out the ACCC'’s decision in not includiNBN-based aggregated services
in the FADs.

Appendix A contains a summary of the service descriptionshfeisix declared fixed
line services for which the ACCC has made FADs.

Appendix B lists the submissions made to the April 2011 DismusPaper, the
December 2009 Discussion Paper and the Septembér2@ft Report.

Appendix C contains the FAD instruments for the six declamedd line services.
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2 Consultation process for final access
determinations

The ACCC is required to commence a public inquitp imaking a final access
determination (FAD) for each currently declared/g®. Once a public inquiry has
started, the ACCC must make an FAD within six mentlowever, this period may
be extended by a further six months if the ACCClaxg the reasons for the
extension®

With the April 2011 Discussion Paper, the ACCC jml®d draft FADs which
contained price and non-price terms. The draft FABe contained fixed principles
provisions regarding the mechanism for determiminges for the declared fixed line
services beyond the expiry of the FADs.

The ACCC has consulted extensively on a pricing@ggh to the declared fixed line
services. It published preliminary views in its Bater 2009 Discussion Paper and
its September 2010 Draft Report. It has also phbtists BBM for the fixed line

services. The ACCC has received extensive feeddadknformation in submissions
to its previous consultation on the pricing applodéeedback has been received on
the ACCC'’s proposed pricing methodology for implenneg a building block pricing
approach, the design of its model, the inputs ¢éontlodel, and draft FAD prices.

In developing its pricing framework and estimatdrgft prices for the April 2011
Discussion Paper, the ACCC built upon its previsosk. It had taken into account
all submissions to its previous consultation preqsse Appendix B to this report).

The ACCC received submissions by or on behalf oé mdustry participants in
response to the April 2011 Discussion Paper.

The ACCC has decided to make FADs for fixed linevises that include price terms,
‘exemption’ provisions, fixed principles provisioaad non-price terms. The ACCC
recognises that prior to the public inquiry for ts&Ds, it had not consulted
extensively on non-price issues or on the isswmwérage of the FADs.

The ACCC has formed a view that further consultaiorequired in relation to
non-price terms and coverage. The finalisationrmiegpterms means that the issues of
non-price terms and coverage will be maintainetth@r current form until further
consideration is completed.

Non-price terms and conditions will be examinedHaer in the context of the
domestic transmission capacity services (DTCS)malile terminating access
service (MTAS) FAD public inquiries. The resultstbbse processes will inform
whether variations are required to the non-priceageand conditions in the fixed line
FADs. If so, the ACCC will consider holding a segtarpublic inquiry to
subsequently vary the FADS.

The ACCC also believes that further consultationttencoverage of the FADs is
appropriate. Such an approach balances the needrainty in relation to the pricing
issues on which the ACCC has already extensivetguited with the opportunity to
conduct further consultation on new or contentiissses.

6 Section 152BCK of the CCA.
17 See section 152BCN of the CCA for informatiortte variation process.
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3 Relevant legislative framework for final access
determinations

This section sets out the relevant legislative &ark in relation to FADs.

3.1 Content of an FAD

Section 152BC of the CCA specifies what an FAD roatain. It includes, among
other things, terms and conditions on which a eawt carriage service provider
(CSP) is to comply with the SAOs and terms and tamd of access to a declared
service.

An FAD may make different provisions with respextiifferent access providers or
access seeket8.

3.2  Fixed principles provisions

An FAD may contain a fixed principles provision, iatm allows a provision in an

FAD to have an expiry date after the expiry datehefFAD® Such a provision

allows the ACCC to ‘lock-in” a term so that it woldbe consistent across consecutive
FADs.

3.3 Varying an FAD

Section 152BCN allows the ACCC to vary or revokd=&DD, provided that certain
procedures are followed.

A fixed principles provision cannot be varied om@ved unless the FAD sets out the
circumstances in which the provision can be vaoietemoved, and those
circumstances are preséfit.

3.4 Commencement and expiry provisions
Section 152BCF of the CCA sets out the commencearahexpiry rules for FADs.
The initial FAD for a declared service may be baatkd up to 1 January 2034.

An FAD must have an expiry date, which should aligth the expiry of the
declaration for that service unless there are nmistances that warrant a different
expiry date??

3.5 Criteria to consider when making an FAD

The ACCC must have regard to the criteria specifieslibsection 152BCA(1) of the
CCA when making an FAD. These criteria are:

(&) whether the determination will promote the LTIEcafriage services or services
supplied by means of carriage services

8 Subsection 152BC(5) of the CCA.

19 Section 152BCD of the CCA.

2 Subsection 152BCN(4) of the CCA.

2L Subsections 152BCF(2) and (2A) of the CCA.
22 Subsection 152BCF(6) of the CCA.

17



(b) the legitimate business interests of a carrier®P @ho supplies, or is capable
of supplying, the declared service, and the casr@rprovider’s investment in
facilities used to supply the declared service

(c) the interests of all persons who have rights totiealeclared service
(d) the direct costs of providing access to the dedlaegvice

(e) the value to a person of extensions, or enhanceai@aipability, whose cost is
borne by someone else

() the operational and technical requirements necg$sathe safe and reliable
operation of a carriage service, a telecommuninatreetwork or a facility, and

(g) the economically efficient operation of a carri@gevice, a telecommunications
network or a facility.

The subsection 152BCA(1) criteria mirror the repdaubsection 152CR(1) criteria
that the ACCC was required to take into accoumbaking a final determination (FD)
in an access dispute. The ACCC interprets the stibeel52BCA(1) criteria in a
similar manner to the approach taken in accessitisp

Subsection 152BCA(2) sets out other matters tlreeADCC may take into account in
making FADs in certain circumstances.

Subsection 152BCA(3) allows the ACCC to take intocant any other matters that it
thinks are relevant.

The ACCC'’s views on how the legislative criteriasection 152BCA should be
interpreted for the FAD process are set out below.

3.5.1 Paragraph 152BCA(1)(a)

The first criterion for the ACCC to consider wheaking an FAD is ‘whether the
determination will promote the long-term interest®nd-users of carriage services or
of services supplied by means of carriage services’

The ACCC has published a guideline explaining whamhderstands by the phrase
‘long-term interests of end-users’ in the contebitdeclaration responsibilities.
This approach to the LTIE was also used by the A@QC@aking determinations in
access disputes. The ACCC considers that the gagerprietation is appropriate for
making FADs for the declared fixed line services.

In the ACCC'’s view, particular terms and conditigmemote the interests of
end-users if they are likely to contribute towaittaks provision of:

® goods and services at lower prices
= goods and services of a high quality, and/or
= 3 greater diversity of goods and servites.

The ACCC also notes that the Australian Competitidgbunal (Tribunal) has offered
guidance in its interpretation of the phrase ‘ldagn interests of end-users’ (in the
context of access to subscription television ses)ic

2 ACCC, Telecommunications services — declaratimvipions: a guide to the declaration

provisions of Part XIC of the Trade Practices Alelly 1999, in particular pp. 31-38.
2 ibid., p. 33.
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Having regard to the legislation, as well as thielgimce provided by the Explanatory
Memorandum, it is necessary to take the followirgfters into account when applying the
touchstone — the long-term interests of end-users:

* End-users: “end-users” include actual and po#tisers of the service]...

* Interests: the interests of the end-users lielitaining lower prices (than would otherwise be
the case), increased quality of service and ineckdssersity and scope in product offerings.
...[T]his would include access to innovations ... iguacker timeframe than would otherwise
be the case ...

* Long-term: the long-term will be the period owehich the full effects of the ... decision
will be felt. This means some years, being suffitiéme for all players (being existing and
potential competitors at the various functiona@jstaof the ... industry) to adjust to the
outcome, make investment decisions and implementtyr— as well as entry and/or exit —
strategie$®

To consider the likely impact of particular termmlaconditions on the LTIE, the CCA
requires the ACCC to have regard to whether thedemnd conditions are likely to
result in:

= promoting competition in markets for carriage seegiand services supplied by
means of carriage services

® achieving any-to-any connectivity, and

= encouraging the economically efficient use of, andnomically efficient
investment in:

— the infrastructure by which listed carriage seegi are supplied, and

— any other infrastructure by which listed serviees, or are likely to become,
capable of being suppliéd.

Promoting competition

In assessing whether particular terms and conditratl promote competition, the
ACCC analyses the relevant markets in which théaded services are supplied
(retail and wholesale) and considers whether thedeet in those markets remove
obstacles to end-users gaining access to telephmuhproadband servicés.

Obstacles to accessing these services includeittes guality and availability of the
services and the ability of competing providerprtovide telephony and broadband
services.

The ACCC is not required to precisely define thepscof the relevant markets in
which the declared services are supplied. The ACQ@iders that it is sufficient to
broadly identify the scope of the relevant markigely to be affected by the ACCC’s
regulatory decisions.

% geven Network Limited (No §004] ACompT 11 at [120].

% Subsection 152AB(2) of the CCA.

27 Subsection 152AB(4) of the CCA. This approactoissistent with the approach adopted by the
Tribunal inTelstra Corporations Limited (No 32007] A CompT 3 at [92]T elstra Corporation
Limited[2006] A CompT at [97], [149].
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The ACCC'’s view is that the relevant markets fa flurpose of making FADs for the
declared fixed line services are:

= the market for the retail and wholesale supplyate® services (excluding Voice
over Internet Protocol (VolP) and mobile originatadls)

= the market for the retail and wholesale supplyrodband, and
= the market for the retail supply of a bundle ofceoand broadband services.
Any-to-any connectivity

The CCA gives guidance on how the objective of emgny connectivity is achieved.
It is achieved only if each end-user who is sugldth a carriage service that
involves communication between end-users is abb®momunicate, by means of that
service, with each other end-user who is suppligk the same service or a similar
service. This must be the case whether or notrileusers are connected to the same
telecommunications netwofX.

The ACCC considers that this criterion is relev@aneénsuring that the terms and
conditions contained in FADs do not create obssafdethe achievement of
any-to-any connectivity.

Efficient use of and investment in infrastructure

In determining the extent to which terms and coadg are likely to encourage the
economically efficient use of and investment irrastructure, the ACCC must have
regard to:

= whether itis, or is likely to become, technicdiasible for the services to be
supplied and charged for, having regard to:

— the technology that is in use, available or kel become available

— whether the costs involved in supplying and chraydor, the services are
reasonable or likely to become reasonable, and

— the effects or likely effects that supplying aidhrging for the services
would have on the operation or performance of tetfeaunications
networks

= the legitimate commercial interests of the suppiiresuppliers of the services,
including the ability of the supplier or suppli¢csexploit economies of scale and
scope

® incentives for investment in the infrastructurevdyich services are supplied; and
any other infrastructure (for example, the NBNWtyich services are, or are
likely to become, capable of being supplied, and

* the risks involved in making the investmént.

The objective of encouraging the ‘economically@ént use of, and economically
efficient investment in ... infrastructure’ requsran understanding of the concept of
economic efficiency. Economic efficiency consistshwee components:

% Subsection 152AB(8) of the CCA.
29 Subsections 152AB(6) and (7A) of the CCA.
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= productive efficiency — this is achieved where undial firms produce the goods
and services that they offer at least cost

= allocative efficiency — this is achieved where phiees of resources reflect their
underlying costs so that resources are then a#iddattheir highest valued uses
(i.e., those that provide the greatest benefitikado costs), and

= dynamic efficiency — this reflects the need forustties to make timely changes
to technology and products in response to chamgesrnisumer tastes and in
productive opportunities.

On the issue of efficient investment, the Tribumad stated that:

An access charge should be one that just allovese®ss provider to recover the costs of
efficient investment in the infrastructure necegsarprovide the declared servite.

...efficient investment by both access providers arrkss seekers would be expected to be
encouraged in circumstances where access chargesetdo ensure recovery of the efficient
costs of investment (inclusive of a normal retunirovestment) by the access provider in the
infrastructure necessary to provide the declaredcs=™

...access charges can create an incentive for apogsers to seek productive and dynamic
efficiencies if access charges are set having detgathe efficient costs of providing access to
a declared servicg.

3.5.2 Paragraph 152BCA(1)(b)

The second criterion requires the ACCC to consitierlegitimate business interests’
of the carrier or CSP when making an FAD.

In the context of access disputes, the ACCC corsildénat it was in the access
provider’s legitimate business interests to eanoranal commercial return on its
investment® The ACCC is of the view that the concept of ‘legite business
interests’ in relation to FADs should be interpceiie a similar manner, consistent
with the phrase ‘legitimate commercial interestsed elsewhere in Part XIC of the
CCA.

For completeness, the ACCC notes that it wouldchlibe access provider’s legitimate
business interests to seek to recover its costelhss a normal commercial return on
investment having regard to the relevant risk imedl However, an access price
should not be inflated to recover any profits theess provider (or any other party)
may lose in a dependent market as a result ofrthdgion of acces¥’

The Tribunal has taken a similar view of the expi@s ‘legitimate business

interests’>®

3.5.3 Paragraph 152BCA(1)(c)

The third criterion requires the ACCC to considée‘interests of all persons who
have the right to use the service’ when making AD.F

%0 Telstra Corporation Ltd (No. 3) [2007] ACompT 3 £59].

31 ibid. at [164].

2 ibid.

% ACCC,Resolution of telecommunications access disputeguide,March 2004 (revised) (Access
Dispute Guidelines), p. 56.

ACCC,Access pricing principles—telecommunicatiahdy 1997 (1997 Access Pricing
Principles), p. 9.

% Telstra Corporation Limited [2006] ACompT 4 af[8

34
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The ACCC considers that this criterion requirds ihave regard to the interests of
access seekers. The Tribunal has also taken thisagh’® The access seekers’
interests would not be served by higher accessptix declared services, as it would
inhibit their ability to compete with the accessyider in the provision of retail
services’’

People who have rights to currently use a declaeedce will generally use that
service as an input to supply carriage servicea,sarvice supplied by means of
carriage service, to end-users.

The ACCC considers that this class of persons hastarest in being able to compete
for the custom of end-users on the basis of tiedative merits. This could be
prevented from occurring if terms and conditiongodess favour one or more service
providers over others, thereby distorting the cadiitipe process?®

However, the ACCC does not consider that this oitecalls for consideration to be
given to the interests of the users of these ‘doneas’ services. The interests of
end-users will already be considered under othtaria.

3.5.4 Paragraph 152BCA(1)(d)

The fourth criterion requires the ACCC to consitlee direct costs of providing
access to the declared service’ when making an FAD.

The ACCC considers that the direct costs of prawgdiccess to a declared service are
those incurred (or caused) by the provision of ssce

The ACCC interprets this criterion, and the uséhefterm ‘direct costs’, as allowing
consideration to be given to a contribution to fiadi costs. This is consistent with the
Tribunal’s approach in an undertaking decisioA contribution to indirect costs can
also be supported by other criteria.

However, the criterion does not extend to compémsdor loss of any ‘monopoly
profit’ that occurs as a result of increased coiitipet*

The ACCC also notes that the Tribunal (in anothmetentaking decision) considered
the direct costs criterion ‘is concerned with emggithat the costs of providing the
service are recovered:The Tribunal has also noted that the direct cosizd
conceivably be allocated (and hence recoverednunaber of ways and that adopting
any of those approaches would be consistent wishctiterion?

% Telstra Corporation Limited [2006] ACompT 4 ai]9
37 . .

ibid.
% ibid.
% Application by Optus Mobile Pty Limited and OpiNstworks Pty Limited [2006] ACompT 8 at
[137].
See Explanatory Memorandum for fhimde Practices Amendment (Telecommunications) Bill
1996 p. 44: [T]he ‘direct’ costs of providing access intended to preclude arguments that the
provider should be reimbursed by the third pargkésg access for consequential costs which the
provider may incur as a result of increased cortipatin an upstream or downstream market.
4 Telstra Corporation Limited [2006] ACompT 4 a2]9
2 ibid. at [139].
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3.5.5 Paragraph 152BCA(1)(e)

The fifth criterion requires that the ACCC consitthe value to a party of extensions,
or enhancements of capability, whose cost is bbynrgomeone else’ when making an
FAD.

In the 1997 Access Pricing Principles, the ACCGesta

This criterion requires that if an access seekhapeces the facility to provide the required
services, the access provider should not attemgiciover for themselves any costs related to
this enhancement. Equally, if the access providgstranhance the facility to provide the
service, it is legitimate for the access provideintorporate some proportion of the cost of
doing so in the access prite.

The ACCC considers that this application of parpra52BCA(1)(e) is relevant to
making FADs.

3.5.6 Paragraph 152BCA(1)(f)

The sixth criterion requires the ACCC to considbe‘operational and technical
requirements necessary for the safe and relialdeatipn of a carriage service, a
telecommunications network or a facility’ when nrakian FAD.

The ACCC considers that this criterion requireg thams of access should not
compromise the safety or reliability of carriagevéges and associated networks or
facilities, and that this has direct relevance whgecifying technical requirements or
standards to be followed.

The ACCC has previously stated in the context oflehmon-price terms and
conditions, it is of the view that:
...this consideration supports the view that modehseand conditions should reflect the safe
and reliable operation of a carriage service, taf@ounications network or facility. For

instance, the model non-price terms and conditsfioaild not require work practices that
would be likely to compromise safety or reliabilffy

The ACCC considers that these views will applyalation to the paragraph
152BCA(1)(f) criterion for the making of FADs.

3.5.7 Paragraph 152BCA(1)(g)

The final criterion of subsection 152BCA(1) reqsitee ACCC to consider ‘the
economically efficient operation of a carriage s&ya telecommunications network
facility or a facility’ when making an FAD.

The ACCC noted in the Access Dispute Guidelineshi@context of arbitrations) that
the phrase ‘economically efficient operation’ emiesdhe concept of economic
efficiency as discussed earlier under the LTIE.tT&at calls for a consideration of
productive, allocative and dynamic efficiency. Thecess Dispute Guidelines also
note that in the context of a determination, theC&COmay consider whether particular
terms and conditions enable a carriage servieegdeimunications network or

facility to be operated efficientf’

43 ACCC, 1997 Access Pricing Principles, p. 11.
4 ACCC, Final Determination — Model Non-price Terarsl Conditions, November 2008, p. 8.
4 ACCC, Access Dispute Guidelines, p. 57.
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Consistent with the approach adopted by the Tribtinea ACCC considers that in
applying this criterion, it is relevant to considiee economically efficient operation
of:

= retail services provided by access seekers usagdbess provider’s services or
by the access provider in competition with thoseeas seekers, and

= the telecommunications networks and infrastructised to supply these
services'?

3.5.8 Subsection 152BCA(2)

Subsection 152BCA(2) provides that, in making antA& applies to a carrier or
CSP who supplies, or is capable of supplying, #daded services, the ACCC may,
if the carrier or provider supplies one or morgielie service$! take into account:

= the characteristics of those other eligible sewrice
= the costs associated with those other eligibleicesv
® the revenues associated with those other eligéndces, and

= the demand for those other eligible services.

The Explanatory Memorandum states that this prowmig intended to ensure that the
ACCC, in making an AD, does not consider the dedaervice in isolation, but also
considers other relevant servi¢8#\s an example, the Explanatory Memorandum
states:

...when specifying the access price for a declaredcgewhich is supplied by an access

provider over a particular network or facility, tA€CC can take into account not only the

access provider’s costs and revenues associatedhgideclared service, but also the costs
and revenues associated with other services sdppiier that network or facilit§?

The ACCC proposes to consider the costs and regeassociated with other
services—whether declared or not declared—thapaméded over Telstra’s network
when making FADs for the declared fixed line seegic

3.5.9 Subsection 152BCA(3)

This subsection states the ACCC may take into atcy other matters that it
thinks are relevant when making an FAD.

The ACCC is of the view that considerations of tatry certainty and consistency
will be important when setting the terms and cdodg of the FADs.

The ACCC also considers that it should have regard

= decisions of the ACCC in previous arbitration detieations made under the
repealed Division 8 of th€rade Practices Act 197@PA) (now renamed the
CCA)

46 Telstra Corporation Limited2006] ACompT at [94]-[95].

47 “Eligible service’ has the same meaning as inised 52AL of the CCA.

48 Explanatory Memorandum, Telecommunications Legjish Amendment (Competition and
Consumer Safeguards) Bill 2010, p. 178.

9 ibid.
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= information provided by parties to access disputeger the repealed Division 8
of the TPA

= submissions in response to the ACCC'’s Review of7100ide to
Telecommunications Access Pricing Principles foeeHiLine Services,
Discussion Paper, December 2009 (December 2008 Paper)

=  the ACCC'’s Review of the 1997 telecommunicationseas pricing principles for
fixed line services: Draft Report, September 2(8@&ptember 2010 Draft Report)

= submissions in response to the September 2010 Regfbrt

= additional information requested and received fitetstra and other industry
participants in order to address some of the issleggified in the submissions in
relation to the FLSM

= information that Telstra provides to the ACCC unamord keeping rules
(RKRSs), including:

— the telecommunications regulatory accounting famork RKR (RAF RKR)
and

— the customer access network RKR (CAN RKR) (a sanyrof which are
published at www.accc.gov.au)

= previous pricing principle determinations in retatito the declared fixed line
services made by the ACCC under the repealed setfi2AQA of the TPA

= previous model term determinations made by the AQGder the repealed
section 152AQB of the TPA

= exemption determinations made under the repeatgbss 152AS and 152AT of
the TPA, and

= submissions received in response to the April 2Dtussion Paper.

These considerations and documents do not limitrtagers that the ACCC may have
regard to when making the FADs for the declareddikine services.
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Part A: Pricing approach

Part A of this report (which includes chapters 4y-gdis out the ACCC's final
decision on the prices included in FADs for theldesz fixed line services and its
reasoning in reaching its decision.

As noted earlier in this report, the ACCC must heagard to the criteria specified in
subsection 152BCA(1) of the CCA when making an FABe ACCC has assessed its
decision on the final prices and pricing approamtilie FADs against the criteria in
this subsection. The analysis can be found in endf. The ACCC may also
consider any other matters that it thinks are aadevsuch as regulatory certainty and
consistency.

The price terms included in the FADs are basedrmep estimated using the
ACCC'’s Fixed Line Services Model (FLSM). Chaptettescribes the FLSM and
explains how it works. The remaining chapters irt Rgorovide a detailed
explanation of the methodology, assumptions andenoguts used to estimate the
final FAD prices.

In reaching its final decision on prices and thieipg approach, the ACCC has had
regard to submissions from interested parties.|Wifl of submissions and other
material provided to the ACCC during it consultatgrocesses for this inquiry is set
out at Appendix B to this report. The ACCC has aitesl extensively in making its
decision on prices and the pricing approach.

The ACCC has backdated the FAD prices to 1 Julyi2Uhe FAD prices will apply
for a three-year regulatory period, expiring onJ8de 2014. The FADs include a
schedule that incorporates the prices in the 1A sfsix month transitional
regulatory period, to apply from 1 January 201B@aJune 2011. The ACCC
considers that this approach will provide priceaety and stability for industry.

As noted in the April 2011 Discussion Paper, theC&Os aware that, in addition to
access and connection and disconnection chargesssaseekers also incur a range of
access-related charges relating to the supplyeofititlared fixed line services. The
ACCC considers that information on the full rang@ccess-related charges incurred
by access seekers is important for transparenoytdbe total costs involved in
obtaining access and for ensuring that costs dyecbiarged for once.

No submissions on this issue were received duhiagbnsultation process for this
inquiry. However, the ACCC has separately colleatdormation on access-related
charges from Telstra and access seekers andutrently analysing this information.
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4 Adoption of a ‘building block’ pricing approach

Key points

= The ACCC confirms its adoption of a BBM pricing inetlology to estimate
prices for the six declared fixed line servicesisTdpproach has been adopted i
estimating prices for the FADs.

—

= The ACCC has increased the transparency of the Fhphtiding two new
worksheets.

®=  The ACCC will consult with industry on making a BBRKR to obtain data
required by the FLSM to calculate prices for futtegulatory periods.

= The ACCC has determined prices for a three-yearasgry period from 1 July
2011 to 30 June 2014. The FADs provide that the phides will continue to
apply for a six month transitional period from hdary to 30 June 2011.

In the April 2011 Discussion Paper, the ACCC conéd its intention to adopt a
BBM pricing methodology to estimate prices for texlared fixed line services.
There has been broad industry support for moviregB&8M approach.

The ACCC adopted a BBM pricing approach in estintaprices for the draft FADs.

4.1 The Fixed Line Services Model

A BBM approach was first applied for the declare@d line services in the
September 2010 Draft Report. Draft indicative mieere estimated using the Ovum
BBM, a model specifically developed for the fixédd services. The ACCC
significantly revised the Ovum BBM in response wibmissions and further
information. The revised model is known as the &ikae Services Model (FLSM).
The FLSM was used to estimate draft FAD pricesh@April 2011 Discussion Paper.

The ACCC released the Ovum BBM for consultatiorhwite September 2010 Draft
Report and the FLSM with the April 2011 Discussiaper.

4.1.1 Design of the FLSM

The FLSM is a Microsoft Excel-based spreadsheetaindelsigned to implement a
BBM approach for the declared fixed line servicHse major features of the FLSM,
and the model revisions made in estimating drafDfphices, were described in
chapter 4 of the April 2011 Discussion Paper.

As noted in the April 2011 Discussion Paper, theC&Cengaged Marsden Jacob
Associates Pty Ltd (MJA) to check the FLSM and updhe user manual prior to the
release of the April 2011 Discussion Paper.

4.1.2 Submissions

In the consultation processes conducted since Deeed®09, there has been broad
support for moving to a BBM framework for settiregulated prices for the declared
fixed line services. In its submission to the A1l Discussion Paper, AAPT stated
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that it continued to support the BBM approach beedtiwill promote the LTIE®
Optus submitted that it supported the use of th&Bpproach but stated that its
effectiveness depends greatly on the implementation

Optus and Frontier Economics submitted that thelydumcerns about how the ACCC
would account for the agreement between Telstra\# Co for the use of Telstra’s
assets? Both submissions suggested that these paymenttdshe factored into any
wholesale pricing arrangements. Optus submittettiiese payments should be
viewed as a ‘return of capital’ to Telstra and ashsTelstra should not receive any
furthe5r3return on or of capital associated with @assets for which the payment was
made’

Frontier Economics submitted that it supportediticusion of the LSS in the FLSM
because it would increase the consistency of gertrent of the LSS and other fixed
line services?

Telstra submitted that the actual residual taxtasdaes from Telstra’s tax accounts
should be used in setting the initial tax RAB iast®f setting the tax RAB equal to
the regulatory RAB® Telstra also submitted that the FLSM indexes asslees from

1 July 2009 through the roll-forward of the R&B-as noted in section 4.1.3 below, it
appears to reflect a misunderstanding of how th@NfFloperates in relation to asset
values.

No other submissions were received on the desidgineofFLSM.
4.1.3 ACCC final view

The ACCC confirms its use of the FLSM to implemgsBBM framework and to
estimate prices for the ULLS, WLR, PSTN OTA, LCSlar§S services. The ACCC
has made the following revisions to the versiothefFLSM released with the April
2011 Discussion Paper. The FLSM user manual has Uggstated for these revisions
(see table 4.1, below, for a summary of the rens)o

First, the ACCC has accepted Telstra’s submissiogetting the tax asset value. The
initial tax asset value included in the FLSM islanger set equal to the initial
(regulatory) RAB value. Chapter 5 explains the ghlatton of the initial tax asset
value.

Second, to improve the transparency of the FLSEIAGCC has added a new
worksheet ‘G. Revenue Disaggregate’ that showsahmilation method for
allocating the revenue requirement to services.rékienue requirements for each
service are set out in tables 9.1 and 9.2 of #psent.

Third, the ACCC has included a new RAB roll-forwavdrksheet ‘H. Nominal RAB
Roll-Forward’ that reports the rolled-forward RARIlue in nominal terms. This
worksheet has been added to address an apparemtd@istanding of the way the
RAB is calculated in the FLSM. For example, as datesection 4.1.2, Telstra’s

0 AAPT, Submission, June 2011, p.2.

L Optus, Submission, June 2011, p. 6

2 Optus, Submission, June 2011, p. 21; FrontienBoocs, Submission, June 2011, p. 19.
3 Optus, Submission, June 2011, p. 21.

> Frontier Economics, Submission, June 2011, p. 34.

% Telstra, Submission — Part A, 3 June 2011, p. 63.

5 ibid., p. 76.
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submission states that the FLSM indexes assetvaiseexplained in the April 2011
Discussion PapeY,the FLSM undertakes all calculations (except éxecalculations)
in real terms, that is, in the base year dollaeglus the FLSM (1 July 2009). This
methodology does not alter any of the underlyingnimal values of any inputs,
including the nominal value of the RAB. The RABw@lis not indexed in the FLSM.
(The only exception is land asset values, whichratexed as a proxy for the
appreciation of land values over time; see chapler

The ACCC considers that the new worksheet will reenihhe potential for
misunderstanding of how the nominal RAB value lfetbforward. It will also

provide greater transparency and certainty abeubpgening RAB value for the next
regulatory period. The opening RAB value for th&tr{eand subsequent) regulatory
periods will be equal to the closing RAB value eegsed in nominal terms, at the end
of the preceding regulatory period.

The ACCC confirms its view that the LSS should meuded in FLSM using the
approach outlined in chapter 5 of this report.

In the next regulatory period, the ACCC will takéa account the impacts of the
NBN roll-out in determining the inputs to the FLSNMany modifications to the
design of the FLSM are required, the ACCC will adhsn any such modifications at
an appropriate time prior to finalising prices floe next regulatory period.

4.2 Proposed BBM record keeping rule

Using a BBM to estimate prices over a regulatonygaerequires the input of
forecasts for operating and capital expendituremyahd and a number of economic
variables. In other industries regulated by the &C4hd Australian Energy Regulator
(AER), the regulated businesses submit forecadtsest inputs.

4.2.1 April 2011 Discussion Paper view

The ACCC proposed a formal record keeping rule (R&Robtain expenditure and
demand forecasts for future regulatory perifids.BBM RKR would clearly specify
the information required, the nature of the sugpgrinformation required, the format
for presenting the information, and timeframesphmviding it.

The ACCC stated that it would consult broadly oa pinoposed BBM RKR in due
course after issuing the FADs for the declareddiee services. The ACCC
considered that conducting the consultation coecdly with the FAD inquiry would
place too high a regulatory burden on industryip@dnts.

4.2.2 Submissions

Optus submitted that robust engagement with ingustvital to ensuring accurate
forecasts for operating and capital expenditurgéh@it sufficient time and a clear
framework, the ability for the ACCC to gather aaterforecasts is compromised.

Optus proposed that the ACCC should consult op#énameters of an efficiency
mechanism in conjunction with the BBM RKR constittat®® Optus also noted that
the proposed RKR would not come into effect utiél hext regulatory peridd.

> ACCC, Discussion Paper, April 2011, pp. 28-32.
% ACCC, Discussion paper, April 2011, p. 34.
% Optus, Submission, June 2011, p. 59.
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Telstra submitted that there is no basis to the 88Claim that a BBM RKR would
increase regulatory certainty or transparetidyalso submitted that the ACCC has
not demonstrated that an informal process wouldanbieve the same outcomes as a
BBM RKR.

Telstra submitted that an RKR process could prepidielstra’s legitimate business
interests and inflict potential harm on Telstradigclosing confidential informatiofy.
Telstra submitted that, if the ACCC proceeds witlRKR, it must be targeted on the
data that is required and provide sufficient protecof Telstra’s confidential
information.

4.2.3 ACCC final view

The ACCC confirms that it will consult with indugton making a BBM RKR to
obtain expenditure and demand forecasts in dueseour

4.3 Length of regulatory period

An FAD must have an expiry date. Unless there siceimstances that warrant a
different expiry date, the date should align witk expiry of the declaration for that
service®® The declarations for the six declared fixed lirevices all expire on 31 July
2014.

4.3.1 April 2011 Discussion Paper view

The ACCC proposed a five-year regulatory period wWauld start on 1 July 2011 and
extend to 30 June 20$8The ACCC proposed to incorporate the prices inAlis

for a transitional regulatory period for the sixmtiws from 1 January 2011 to 30 June
2011.

The primary reason for proposing a five-year reguiaperiod (and hence extending
the expiry date beyond the declarations) was teigeocertainty during the initial
transition to the NBN. The ACCC considered that@gertainty would facilitate
access seekers’ planning for their own transitiorthe NBN. A five-year regulatory
period would also reduce the regulatory burden froomne frequent price reviews and
would be consistent with regulatory periods in othdustries.

The ACCC considered that these circumstances wadandifferent expiry date for
the FADs to the declarations for the declared fikegs services.

4.3.2 Submissions

All submissions to the April 2011 Discussion Papéth the exception of Telstra,
stated that a five-year regulatory period was tvgland that the regulatory period
should be no longer than three years.

0 ibid., p. 49.
1 ibid., p. 53.
62 Telstra, SubmissionPart A, 3 June 2011, p. 83.
5 ibid., p. 83.

®  Subsection 152BCF(6) of the CCA.
% ACCC, Discussion Paper, April 2011, p. 35.
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Telstra did not submit on the length of the regafaperiod. In its previous
submission to the September 2010 Draft Report trbgisoposed a two-year
regulatory period®

AAPT submitted that a three-year regulatory pevi@aild provide an ‘optimal
balance’ between certainty and competitive?é#6APT also submitted that the
formal agreement between NBN Co and Telstra woal@irtalised during the five-
year regulatory periotf

Herbert Geer submitted that the regulatory perlamlfd be no longer than three
years. It submitted that a five-year regulatoryigubcould potentially lock in
inaccurate forecasts for an extended period of.tieebert Geer suggested that the
ACCC would not be able to respond to changing anstances in the
telecommunications industry during a five-year pef?

Frontier Economics submitted that the regulatomyggeshould be no longer than
three years. It submitted that a shorter regulgpenjod would dull incentives for
improved efficiency but would mitigate the impatimaccurate forecasting.It

stated that a five-year regulatory period couldpromote certainty because its expiry
extended beyond the declaration term of the ses\aoel re-declaration of the services
was not certain.

Macquarie Telecom submitted that the regulatoryopleshould be no more than three
years due to concerns over the accuracy of Tedstoaecasts’

Optus submitted that the regulatory period shoeldid longer than three years. In
regard to five-year regulatory periods in otherusigies (such as water and
electricity), Optus submitted that these regulategimes are more stable and settled
than the regulatory regime for telecommunicatidinalso stated that these industries
are subject to less technological change and #ratdd in these industries is not
significantly affected by the introduction of suibsties’? It submitted that a shorter
regulatory period would have several benefits,udilg: increased accuracy of
forecasts; prices being tied more closely to aatoats; and the development of
increased experience and expertise by the ACCOndurcting price reviews due to
the increased frequency of revie¥s.

There were no submissions on the ACCC'’s proposal &x month transition period.
4.3.3 ACCC final view

While the ACCC'’s preference was to set prices fivexyear regulatory period, it
has had regard to submissions that a five-yeatatgy period is too long and that a
regulatory period of no more than three yearsé$gpred. In addition, the ACCC
recognises the difficulties of developing suffidigireliable forecasts for a five-year
period. Importantly, the ACCC notes that Telstra advised that it cannot provide

%  Telstra, Pricing principles for fixed line sere&— response to the ACCC's draft report, October

2010, p. 4.

7 AAPT, Submission, June 2011, p. 3.

% ibid.

%9 Herbert Geer, Submission, 3 June 2011, p. 2.

O Frontier Economics, Submission, June 2011, p. 19.
" Macquarie Telecom, Submission, 3 June 2011, p. 3.
2 Optus, Submission, June 2011, p. 52.

7 ibid., p. 52.
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the ACCC with operating and capital expenditure dewchand forecasts beyond
2012-13.

After taking these considerations into account, AK€ C has decided to set final
prices in FADs for a three-year regulatory periamhf 1 July 2011 to 30 June 2014.
The regulatory period has been set on a finaneiat pasis to align with the financial
year basis of the FLSM.

The ACCC confirms that it will incorporate into tRADs the prices in the IADs for a
transitional regulatory period for the six monthanfi 1 January 2011 to 30 June 2011.

4.4  Impacts of the NBN on fixed line service cost and
demand forecasts

The ACCC has not made specific adjustments to ¢isegd of the FLSM, or the
inputs to the FLSM, to take into account the impaxttthe NBN roll-out.

The ACCC considers that the impact from the roli-@ithe NBN on Telstra’s
forecast expenditures and demand for the declated $ervices will be limited
during the three-year regulatory period.

NBN Co’s forecasts of fibre premises connecteduhed in its Corporate Plan
(released in December 2010), indicated that NBNegjmected that the annual number
of premises connected would be low in 2011-12 &@1P213 and become significant
during 2013-14" Figure 4.1 shows NBN Co’s forecasts of the annuatber of fibre
premises connected, and the cumulative total, 26&0-11 to 2020-21.

Figure 4.1:  Expected number of fibre premises conmeed, annual and
cumulative, 2010-11 to 2020-21
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4 NBNCo,Corporate Plan 2011-1,3L7 December 2010, p. 77.
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These forecasts were made on a range of assumptiohgling that Telstra and NBN
Co would finalise negotiations over their DefingibAgreements in early 2011, so that
they could be implemented by around 30 June 20The negotiations did not
however finalise until 23 June 201%and are yet to be implemented. Hence it is
likely that the actual number of premises conneutdidend to lag behind these
forecasts.

Furthermore, there is potential for a number of gw@rcial matters (such as the
awarding of additional construction contrdét®r regulatory matters to affect timing
around the NBN during the current regulatory peffbény delays would further
reduce the potential effect on Telstra’s demandexmenditures on fixed line
services during the current regulatory period. Taisecause Telstra will generally
have 18 months to disconnect standard copper-lmastdmers after 90 per cent of
premises in the region have been passed by NBNb@a'?

On the basis of this information, the ACCC conssdeat there is likely to be a
relatively small number of premises migrated froetstra’s copper network to the
NBN fibre network during the current regulatoryipec The ACCC notes further that
Telstra will have to continue to provide servicegrits copper network until all
customers in the fibre roll-out region have beestannected.

Similarly, the ACCC considers that there is instiéfnt certainty about the timing and
quantum of NBN Co’s demand for Telstra infrastruetto take that demand into
account in the FLSM for the current regulatory pdriResolving this particular
uncertainty will also be dependent upon operatipnajlects to be undertaken by
Telstra and NBN Co that are only now commenéthg.

The ACCC expects that the uncertainties currentigdring the ACCC’s assessment
of the impacts of the NBN will be resolved well bef the next regulatory period. If
any modifications to the design of the FLSM areureg to take into account these
impacts, the ACCC will consult on any such modiiizas at an appropriate time
prior to finalising prices for the next regulatqrgriod.

> NBNCo,Corporate Plan 2011-1,3L7 December 2010, p. 20.

% Telstra, ‘Telstra signs NBN Definitive Agreeméentdedia release, 23 June 2011. Available at

www.telstra.com.au/abouttelstra/download/ docun2éitl -definitive-agreements-telstra-

nbnco.pdf.

NBN Co, ‘NBN & Silcar reach agreement to delivatue-for-money fibre rollout’, Media release,

1 June 2011

Telstra, ‘Telstra signs NBN Definitive Agreeméntdedia release and attached additional

information, 23 June 2011, p. 5, available at wwlstta.com.au/abouttelstra/download/

document/2011-definitive-agreements-telstra-nbrafo.p

" ibid., p. 8.

8 Bingemann, M and Lee, T, ‘NBN probes Telstra’s piipes and ductsThe Australian6 July
2011, p. 37.
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Table 4.1

Revisions to the FLSM and ACCC forecasts

since the April 2011 Discussion Paper

Revision

Submission reference*

Comment

RAB roll-forward

Addition of worksheet to FLSM reporting nominal
rolled-forward RAB values

Telstra submission (part A, pp. 75-76)

Worksheet added for transparency. See section
4.1.3.

Regulatory period

Regulatory period of three years, from 1 July 2011
to 30 June 2014

AAPT submission (p. 3), Macquarie Telecom
submission (p. 3), Frontier Economics submission
(p. 27), Herbert Geer submission (p. 9), Optus
submission (p. 5)

To take into account views expressed in
submissions. See section 4.3.3.

RAB

Revision of initial RAB value for ‘ducts and pipes’
asset class

See section 5.1.3.

Capital expenditure

Correction of error in deflator for 2011-12 capital
expenditure forecast

Consistent with deflator used in subsequent years.
Capital expenditure forecasts are deflated by CPI
where no actual data are available for the relevant
indices. See section 6.2.3.

WACC parameters

Updated risk-free rate

Decreased to 5.16 per cent (from 5.61 per cent in
the April 2011 Discussion Paper), based on 20 day
average for 3—30 June 2011. See section 6.3.2.

Updated expected inflation

Reflects the updated inflation forecasts issued by
the Reserve Bank of Australia (RBA) and the
change to 10 year period to match 10 year period
used for other WACC parameters. The updated
expected inflation rate is 2.55 per cent; compared to
2.63 per cent in the April 2011 Discussion Paper.
See section 6.3.2.
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Revision

Submission reference*

Comment

Updated debt risk premium

The nominal debt risk premium has been updated
to 2.06 per cent, based on the 20 day average for
3-30 June 2011 using a Telstra domestic bond.
See section 6.3.3.

Operating expenditure

Revision to LSS operating expenditure forecasts

Revised due to changes to LSS demand. Holds unit
cost constant in real terms. See section 7.3.4.

Tax asset value

Initial written-down tax assets value revised

Telstra confidential letter on 26 May 2011, Telstra
submission (Schedule A.9)

Initial tax asset value set equal to actual written-
down tax asset values in Telstra’s tax accounts.
See section 8.1.3.

Tax losses

Formula for carryover of tax losses corrected

Previously, tax losses were carried forward for only
1 year before dropping out of the model: tax losses
from more than 1 year ago were not recognised.
Tax losses are now carried forward for every year in
the regulatory period. This error had no effect on
revenue or estimated prices as there are no tax
losses in the model. See worksheet ‘10. Tax
Liabilities’ in the FLSM.

Revenue requirement

Addition of worksheet showing individual cost
blocks for each service

Worksheet added to show the calculations for the
tables 9.1 and 9.2.

Cost allocation factors

PSTN OTA transmission allocation factors

Optus submission (Appendices A to H, p. 26)

Forecast growth rate of data traffic revised to 40 per
cent (from the 20 per cent figure used in the April
2011 Discussion Paper). This has the effect of
reducing the ‘transmission equipment’ allocation

factor for PSTN OTA. See section 10.3.3.
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Revision Submission reference* Comment

Pricing

Adoption of a total-S10 weighting for WLR Telstra submission, (Part A, p. 72) See section 11.3.3

Forecast demand

Updated LSS demand forecasts Telstra confidential letter on 18 May 2011 Based on more recent actual demand data and
consideration of information provided in
submissions. See section 12.4.2.

*Where relevant, the submissions taken into account by the ACCC in deciding on revisions are listed. In some cases, the ACCC has made revisions based on
its own analysis since releasing the April 2011 Discussion Paper.
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5 Initial value of the regulatory asset base

Key points

= The ACCC confirms its view that a suitable rang&aB values is set by the
depreciated historic value of Telstra’s investmametwork assets (that is,
depreciated actual cost) and by depreciated omahmsplacement cost.

= The opening RAB for estimating access prices is&lkbillion as at 1 July 2011.
= The opening tax asset value is $10.144 billiontdsJuly 2011.

= As aresult of revising the initial tax asset valiie ACCC has reduced the ‘ducts
and pipes’ increment (as at 1 July 2009) from $hiflibn to $911 million to
maintain the $16 ‘tie point’ for the ULLS price imoving to the building block
approach.

= The ACCC confirms its approach to land asset vahgepted in the April 2011
Discussion Paper. This approach effectively trdageturn on capital allowed
for land assets as a proxy for the cost of rertheruse of those assets.

= The ACCC maintains its view that, on balance, Tal& unlikely to have
significantly under- or over-recovered depreciatonits network assets under the
previous TSLRIC+ approach.

= The ACCC confirms the asset classes and assetsigtasit in the April 2011
Discussion Paper.

In implementing a BBM approach, an initial value fioe access provider's RAB
must be established. In estimating the initial RvsBue, the ACCC identifies the
asset classes used to provide the declared firedérvices and determines its
approach to valuing those assets.

5.1 The initial RAB value
5.1.1 April 2011 Discussion Paper view

The ACCC proposed to set an opening RAB value aslaty 2011 of $15.9 billion.
This value was calculated by rolling-forward tha&ia opening RAB value as at

1 July 2009 of $17.75 billion. The opening RAB valas at 1 July 2011 was lower
because depreciation exceeded the combined vakegsef additions and land value
inflation over the two years from 1 July 2009.

The ACCC noted that there is no uniquely ‘correetue for the initial RAB. An
element of judgement is therefore required to deitez a suitable range of potential
values for Telstra’s sunk investment in networkeésand then to settle on a value
within this range that forms a sound basis fomesting prices.

In setting the initial opening RAB value, the ACCansidered a suitable range of
RAB values was set by the depreciated actual €5€Cj value of Telstra’s
investments in network assets and by the deprecggiemised replacement cost
(DORC) value. In calculating the proposed initi?dBRvalue within this range, the
ACCC used the DAC value that forms the lower boahtthe suitable range as a
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starting point. Due to the more substantial linnita¢ associated with estimating a
DORC value, it was not considered an appropriateist point®

The ACCC made two adjustments to the starting doA&C€ value. First, it accepted
that the value of land assets should be indexdatidogonsumer price index (CPI) to
reflect the appreciation of land values over tiecond, it increased the value
assigned to the ‘ducts and pipes’ asset class ¢ $illlion above its value in
Telstra’s Regulatory Accounting Framework (RAF)@aats. In making this
adjustment, the ACCC was guided by its view thatipg stability is desirable to the
extent that it supports past investments and presnodustry confidence in making
future investment decisions. These two adjustmestslited in an initial opening
RAB value as at 1 July 2009 of $17.75 billion.

In determining this value, the ACCC also took iatzwount Telstra’s past recovery of
its investment costs. The ACCC considered thagg unpossible to reach a definitive
conclusion about the exact amount of Telstra’s past recovery on the basis of the
available data. However the ACCC considered thathe basis of the available
evidence and its detailed analy&igelstra is unlikely, on average, to have
under-recovered depreciation under the previousRISt approach.

The RAB comprises the assets used to provide ttlareel fixed line services. The
ACCC revised the asset classes included in the BABe basis of Telstra’s advice
on the asset classes it uses to provide the dddiassl line service&®

5.1.2 Submissions
Initial RAB value

AAPT submitted that the initial RAB value appeatedbe inflated and endorsed the
analysis in Frontier Economics’ submissfsn.

Frontier Economics submitted that, while a net @nésalue (NPV) approach is a
valid methodology for determining an initial RABlua, it should not be adopted to
set the initial RAB for the fixed line servic&SFrontier Economics submitted that an
NPV approach would not promote the LTIE or be ia lggitimate business interests
of access seekers or Telstra.

Frontier Economics submitted that it supports tbe of a DAC valuation and stated
that the ACCC'’s criticisms of DAC are unfoundedsttted further that the ACCC did
not provide an indication of the materiality of f@blems associated with
incomplete asset recortfs.

Frontier Economics submitted that the ACCC'’s radierfor allocating more value to
ducts and pipes ‘is not convinciny’ It submitted that there is no argument to suggest
that these duct and pipes assets have any higtmromic value’ than any other

assef® Frontier Economics submitted that the ACCC’s apphowould result in end

8. ACCC, Discussion paper, April 2011, pp. 54-55.

8 ibid., p. 58.

8 ACCC, Discussion paper, April 2011, p. 48. Otiearisions to the RAB are listed in table 5.1 in
the Discussion paper.

8  AAPT, Submission, 3 June 2011, p. 2.

% Frontier Economics, Submission, June 2011, p. 7

8 ibid., p. 11.
8 ibid., p. 13.
% ibid.
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users paying more than once for these a&3étstated that ducts and pipes are
probably the most sunk of all of Telstra’s assets their scrap values are likely to be
close to zerd®

Herbert Geer submitted (on behalf of Adam InterAefssie Broadband, iiNet and
Internode) that the ACCC’s approach to settingniteal RAB value by deciding the
final ULLS price and working backwards is inappriape®* It stated that the initial
RAB value should be set at a level that allows ffal® recover an appropriate return
on those investments to the extent that Telstranbtialready recovered those
investments? In addition, it submitted that the LTIE requirée tRAB value to be set
at a level that results in the best possible sesvit the lowest possible prices.

Optus submitted that the most appropriate methagdior valuing Telstra’s assets is
DAC. It submitted that the value of Telstra’s CANA010 is between $2 billion and
$6 billion>*

Optus submitted that the ACCC’s justification fbetducts and pipes adjustment, that
is, price stability, is not a relevant criteriontire Competition and Consumer Act
2010(CCA). It submitted that, while access seekerghavested in DSLAM
infrastructure in reliance on the Band 2 ULLS priaéower ULLS price would not
impact adversely on these investmént®ptus stated that:

The ACCC'’s proposed inflation of the RAB denies sumers the opportunity to benefit from
the lower retail prices which would flow from theone competitive environment brought
about through lower access pric@s.

Telstra submitted that an appropriate initial RABue is $32 billion (based on
DORC) or alternatively $28 billion (based on anered DAC value). It submitted
that the ACCC’s method for establishing the RABuegabn the basis of the $16 ULLS
price is ‘not reasonabl&’. Telstra stated that DSLAM investments were maderbe
the $16 ULLS price was establish&d.

Telstra submitted that the ACCC gave insufficiemtsideration to setting an
appropriate value for Telstra’s asset base andaiotaining the expected price path.
Telstra stated that the ACCC decided to maint&él@@GB-09 ULLS Band 2 price
instead of the upward price trend consistent Withtilted annuity depreciation
method adopted under the previous TSLRIC+ pricimgy@ach. Telstra stated that the
ACCC'’s decision would prevent Telstra from recongrdeferred depreciation and
‘strand’ a proportion of the remaining value of theed line network’

8 ibid., p. 7.

0 ibid., p. 14.

%L Herbert Geer, Submission, 3 June 2011, p. 4.
2 ibid., p. 7.

% ibid., p. 4.

% Optus, Submission, June 2011, p. 7.

% Optus, Submission, June 2011, p. 10.

% ibid., p. 11.

" Telstra, Submission — Part A, 3 June 2011, p. 29
% ibid.

% ibid., p. 30.
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Telstra stated that the net benefits of a fibrevoet over a copper network ‘may be
very small’ and therefore a DORC valuation basedilme would incorporate a

correspondingly small discount off a copper netwaatuation'®

Telstra stated that a DORC valuation would be ctest with the ‘economic value’

of its assets. It submitted that the economic vakgbeen established through
previous pricing decisions and that an asset’s@oinvalue is not necessarily
affected by the amount that has been recoveredastof the asset in the past. Telstra
stated that the ACCC does not claim that DAC veflect economic value and has, in
fact, acknowledged that DAC may understate econealice. Telstra submitted that
its written down book asset values are not relet@ttie assets’ remaining economic
value!®! It stated that setting an initial RAB value thstdwer than the economic
value of the assets would not be in its legitimatsiness interests.

Telstra submitted that the ACCC failed to propedysider indexed historic cost
values proposed by Telstra and had failed to haffecient regard to Professor
Yarrow’s opinion (submitted on behalf of Telstra) waluation methods. Telstra
submitted that indexing its DAC values would notdlve double counting of the
inflation adjustment because Telstra has not beerpensated on the basis of a
nominal weighted average cost of capital (WACC)liggjto a nominal, historic cost-
based asset vald& Telstra also submitted that the FLSM indexes tA8 Ralue—as
explained in chapter 4, Telstra appears to havamderstood this aspect of the
FLSM, as the FLSM does not index the RAB (excepetspect of land values).

Telstra further submitted that the ACCC had not $sticient regard to Professor
Yarrow’s view that there is no inherent reason \@hghange in regulatory approach
should lead to significant price chang&s.

Professor Sappington submitted (on behalf of T&ldtrat the ACCC'’s proposed
RAB value resulted in lower prices for LSS, WLR dr@S *** Professor Sappington
submitted that the initial value of Telstra’s RABosIld be the ‘ACCC’s most recent
valuation of Telstra’s RAB, modified to reflect amajor relevant industry changes
since this valuation was sét® He did not state what modifications should be made
propose a specific value.

Macquarie Telecom submitted that the ACCC’s metbiogktting the initial RAB
value has set a ‘dangerous precedéfftit stated that the ACCC has adopted a
‘subjective and contrived approach which irrespblysncreases the cost of declared
fixed services to the disadvantage of access sg&ékéMacquarie Telecom submitted
that the ACCC should adopt a DAC valuation base®AFR data adjusted
downwards for past over-recovery and adjusted uglsveor the indexation of land

values!®®

199 ibid.,
1% ibid.,
192 ibid., p. 25.
103 ibid., p. 31.
104 Telstra, Submission — Part A , Schedule A.1,r82011, p. 8.
195 ibid., p. 17.
123 Macquarie Telecom, Submission, 3 June 2011, p. 2.
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Past recovery of depreciation

Macquarie Telecom submitted that the ACCC shoullar@adownwards adjustment

to its DAC valuation for over-recovery of ‘past cpemsation™®®

Frontier Economics submitted that it accepts taitutating past compensation is
difficult. It submitted that the ACCC should corsidrelstra’s retail returns from its
CAN and Core networks as these returns indicateliblatra has been able to recover
more than straight line depreciatitH.

Herbert Geer submitted that the ACCC should condwsttidy to assess whether
Telstra’s rate of return from 1997 to 2011 excabdsWACC. Herbert Geer
submitted that such a study would be likely to shioat Telstra has recovered all, or
at least a large part of, its past investment aedNCCC should make an appropriate
adjustment to the initial RAB value to account past over-recovery*

Optus submitted that past compensation must b take account in setting an
opening RAB™? |t stated that the ACCC’s proposed approach \églétis principle
by valuing Telstra’s assets higher than its redidasts, resulting in a windfall gain to

Telstral'®

Telstra submitted that a large proportion of itseadase has been deployed since the
introduction of TSLRIC+. It stated that the RAF aunts overstate the extent to
which asset values have been recovered througbaspaiad therefore understate the
remaining value of Telstra’s asset ba¥e.

It submitted that its analysis of its real economeittirns on fixed line services since
2007-08 shows that there has been no over-recoventhis period. Telstra
submitted that the ACCC'’s analysis of past recov@igcorrect and the ACCC
cannot be reasonably satisfied that its shift ilnaon methodologies will not result
in under-recovery by Telstra of its actual investinests-*

Telstra stated that under the TSLRIC+ approachgsassets were ‘optimised out’
and Telstra obtained no return on those assetsgitire TSLRIC+ regime. Telstra
submitted that the ACCC should not assume that tidpreciated assets still in use
were valued under the TSLRIC+ regime since oldsetssare likely to be optimised
out in a TSLRIC+ pricing modéf®

Professor Sappington submitted (on behalf of Taldtrat concerns about potential
over-recovery of depreciation should be assess#tkinontext of the threat of
substantial under-recovery of investment that aRIEl+ regime imposet.’

Indexation of land asset values

Macqulallgie Telecom submitted that it accepted th€BG indexation of land asset
values.

1% ipid.

10 Frontier Economics, Submission, June 2011, p. 12.

1 Herbert Geer, Submission, 3 June 2011, pp. 7-8.

12 Optus, Submission, June 2011, p. 7.
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Frontier Economics submitted that revaluationsaofllasset values should be treated
as income to ensure the NPV = 0 requirement oBB is met for those asset¥ It
stated that capital gains reflect an expectatiamglier cash flows in the future,
througégohigher revenues from supplying servicegaritirough the (future) sale of
assets:

Optus submitted that Telstra’s argument for ther@giption of land asset values is
flawed. Optus stated that land assets should beetten the same way as other assets.
It submitted that land asset values should be it reflect the assumed proportion
of its land purchase costs that Telstra has reedVét It also submitted that Telstra

will be able to realise the gain in the value efl#nd assets when the assets are sold.

Telstra submitted that the ACCC has partly ackndgéel Telstra’s concern over
assets not being indexed by indexing land valué# Iminot clear why the ACCC has
not similarly indexed other asset values in detaimg the initial RAB value.

Treatment of NBN Co payments to Telstra

AAPT submitted that the ACCC'’s pricing approacheédmot appear to have factored
in th%gignificant payment pending from NBN Co telsira for access to its ducts and
pits’.

Frontier Economics submitted that it is not cldettthe ACCC has taken sufficient
account of how any prospective deal with NBN Commhigjter the value ascribed to
‘ducts and pipes’ assets. It stated that allowiatgifa to keep any revenue it is able to
extract for renting ducts and pipes to NBN Co Veé#d to over-recoverif>

Optus submitted that:

... migration payments should be viewed as a ‘retiircapital’ to Telstra shareholders for
capital invested in the CAN. Accordingly, once liged Telstra should no longer earn either a
return on capital or a return of capital associatét the asset for which the payment was
made®*

Telstra submitted that it agrees with the ACCC’grapch of not explicitly taking the
NBN deal into account. Telstra submitted that theteo much uncertainty
surrounding the deal to account for it. It stateat tif the NBN roll out were to be
taken into account, then other areas of the FLSMIavalso have to be modified for
the impacts of the NBRF°

5.1.3 ACCC final view
Initial RAB value

The ACCC has determined that the opening RAB vatube commencement of the
regulatory period (that is, as at 1 July 2011)1i5.$16 billion (in nominal terms).
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This value has been calculated by rolling-forwdmel initial (nominal) RAB value set
by the ACCC as at 1 July 2068

In determining the initial RAB value as at 1 JuB08®, the ACCC has applied the
same methodology as it adopted in the April 2014césion Paper. The ACCC
confirms its view that there is no uniquely ‘cote@lue for the RAB. Consequently,
the ACCC considered a number of alternative vabmatnethodologies including
DAC, DORC and current cost accounting in settlingaa appropriate initial RAB
value. The ACCC also considered the views and médion submitted during the
consultation process, the limitations of the histdrrecords (particularly for
long-lived assets), and price stability to the ektbat it supports past investments
and promotes industry confidence in making futarestment decisions.

The ACCC has calculated a value within the suitadhge of RAB values set by the
DAC and DORC values for Telstra’s network assetsdlculating an appropriate
value within this range, the ACCC used the DAC eas a starting point because the
more substantial limitations associated with estiimgga DORC value meant that it
was not considered an appropriate starting point.

The ACCC confirms its decision to make two adjusitado the starting point DAC
value. First, it has accepted that the value df lassets should be indexed by the CPI
to reflect the appreciation of land values overtidecond, the ACCC has increased
the value assigned to the ‘ducts and pipes’ asss$ above its value in Telstra’s RAF
accounts. The ACCC confirms its view that this setadjustment is warranted to
provide sufficient pricing stability to support pasvestments and promote industry
confidence in making future investment decisiortee ACCC has, however, reduced
the increment to the value of the ‘ducts and pipsset class.

As explained in chapter 8, the ACCC has acceptéstrass submission that the initial
tax asset value should reflect the actual writtemstltax asset value recorded in its
tax accounts as at 1 July 2009. The actual writi@nn tax asset value in Telstra’s tax
accounts determines Telstra’s actual tax liabditieor the purposes of estimating
prices in the April 2011 Discussion Paper, thaahtbix asset value (also known as
the tax RAB) was assumed to be equal to the ir(tiah-tax) RAB value of Telstra’s
assets. The initial tax asset value is now $10W6Ili8n as at 1 July 2009 (rolled
forward to $10.144 billion as at 1 July 2011).

The depreciated tax and accounting values of Bedsaissets differ because of
previous accelerated tax depreciation (see ch&ptdhe tax laws allowed Telstra to
claim depreciation for tax purposes on its eligéssets faster than depreciation could
be under accounting rules. As a result, the inRi&B for regulatory purposes and for
tax purposes are different. This approach enshegsstimated tax liabilities will
reflect Telstra’s actual tax liabilities.

The revision to the initial tax asset value incesathe tax liabilities estimated by the
FLSM (see chapter 8). This occurs because tax diepian is a deduction in

126 The ACCC has corrected an error in the (nomindlgddorward RAB value of $15.9 billion as at
1 July 2011 proposed in the April 2011 Discussiapét. The roll-forward did not account for the
indexation of real capital expenditure in the tveags 2009—10 and 2010-11. This adjustment
added $61 million to the RAB value as at 1 JulyR4s discussed in section 6.1.3 of this report,
the ACCC has added a new worksheet to the FLSMort the roll-forward the nominal RAB
value.

43



calculating estimated tax liabilities. Estimatexl d@preciation is lower on a lower tax
asset value.

It is important to note that, had Telstra providee written-down tax value of the
assets included in the RAB prior to the releastiefApril 2011 Discussion Paper, the
ACCC would have taken this information into accomndletermining the proposed
increment to the ‘ducts and pipes’ asset value ussdttling on its proposed initial
RAB value. Although Telstra raised the issue ofatsasset value in its submission to
the September 2010 Draft Report, it stated thatg still considering the materiality
of the issue and did not propose a tax asset vaiue.

The ACCC considers that it is appropriate to adjlustinitial RAB value because the
written-down tax asset value is directly relatedh® value of the assets included in
the RAB. Other revisions that were not directlyatetl to these assets’ value at the
time of determining the initial RAB value would nearrant any revision to the initial
RAB value determined by the ACCC. Further, the AC@S decided that once the
initial RAB value has been determined, and ‘lock€dno further revisions will be
considered (see chapter 15).

After revising the initial tax asset value, the AC@ade a consequential revision to
the initial RAB value. An initial RAB value of $175 billion (as proposed in the
April 2011 Discussion Paper) would no longer previde degree of price stability
considered desirable by the ACCC in the transitiotihe BBM pricing approach. The
ACCC has therefore reduced the ‘ducts and pipesément from $1.44 billion to
$911 million, as at 1 July 2009. The lower incretmaaintains a $16.00 ‘tie-point’
ULLS price between the old and new pricing appreaqi SLRIC+ and BBM).

The revised initial RAB value as at 1 July 200$15.22 billion. This value is rolled
forward to obtain the opening RAB value of $15.51ll6on as at 1 July 2011.

The ACCC considers that the pricing stability obéal by its decision on the initial
RAB value meets the legitimate business interefdt®il access seekers and Telstra
by supporting past investments and promoting inglusinfidence in making future
investment decisions. As stated in the April 2014cDssion Paper, this consideration
led the ACCC to conclude that a clear justificati®mequired for any significant
change in the Band 2 ULLS price in implementingigsv pricing approach.

The ACCC has had regard to Professor Yarrow's \(@vbmitted on behalf of
Telstra) that unexpected changes in prices coudlidate regulatory opportunistf
The ACCC notes that the ULLS and PSTN OTA pricestaoadly stable. In respect
of WLR and LCS prices, the ACCC has previously ¢atkied to industry participants
that it would stop using the retail minus retaist(RMRC) pricing approach once a
suitable cost-based model was developed and tluaisprere expected to faf® The

127" Telstra, Submission to September 2010 Draft Repo63.

128 professor George YarroRAB valuation for reformed pricing principles ingeoms October
2010, p. 13.

129 ACCC,Final determination for model price terms and cdiutis of the PSTN, ULLS and LCS
services October 2003; ACCQ,ocal services review — Final decisiajuly 2006; ACCCLCS
and WLR - Final pricing principles and indicativaqes for 2008—2009August 2008; ACCC,
Pricing principles and indicative prices — 1 Aug@&09-31 December 201December 2009.

44



ACCC has also previously indicated that the LSSepwas expected to fall when the
information technology (IT) assets used to provfeLSS was fully depreciatéd

The ACCC has also considered the submissions Istréeind Professor Sappington
(on behalf of Telstra) that Telstra’s prices wexpeeted to increase over time under
the TSLRIC+ pricing approach and that the ACCC #sthauaintain the price path
expected by Telstra. The ACCC considers that atsggere revalued at each price
review, based on updated modern equivalent asdeAjMalues, the price path
associated with any TSLRIC+ asset valuation wag iolicative until the next
revaluation occurred.

In regard to Telstra’s submission that the iniR&B value be set on the basis of an
indexed DAC value, the ACCC maintains its view tingexing a DAC value would
compensate Telstra twice for inflation over timbeTACCC notes that a nominal
WACC was applied to the (nominal) optimised rephaeat cost asset value used in
estimating prices under the TSLRIC+ pricing apphoac

Past recovery of depreciation

The ACCC confirms its view that Telstra is, on agg, unlikely to have
under-recovered depreciation on its network asseler the previous TSLRIC+
approach. The ACCC maintains its view that it is passible to obtain sufficient
detailed and reliable information to reach a défieifinding on the amount of past
recovery by Telstra. The ACCC considers that angigoal study into past recovery,
as pgg{oosed by Herbert Geer, would be limited leystiortcomings of the available
data.

The ACCC notes that estimates of past rates ofrretarned by Telstra are similarly
limited by the shortcomings of the historical redrin addition, developing such
estimates for the declared fixed line serviceslisignct from Telstra’s broader
operations, rests on assumptions made about theatdin of joint and common costs
(including network costs and business overheadjoge services.

In reaching its findings on past recovery, the ACG&S had regard to:

= the information available in the historical recqriieluding Telstra’s regulatory
accounts and asset register

= further information and analysis provided in sulsiuss, and

= the ACCC’s own analysis, including its detailedneical analysis set out in
section 5.7 of the April 2011 Discussion Paper.

The ACCC confirms its view that, on balance, Talssrunlikely to have significantly
under- or over-recovered depreciation on its ndtvagisets under the previous
TSLRIC+ approach.

Indexation of land asset values

The ACCC confirms its approach of indexing landeasslues by the CPI to
recognise the typical appreciation of land ovetifihe ACCC also confirms that
land assets are not depreciated in the FLSM simesetassets do not suffer ‘wear and
tear’ as other assets do.

130 ACCC, Discussion Paper, April 2011, p. 156.
131 ibid., pp. 61-69.
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In adopting this approach, the ACCC accepted Taésstubmission to the September
2010 Draft Report that land assets differ from p#msets and should be treated
differently to other assets in the FLSM. Telstrayiously submitted that:

Unlike other types of assets, land does not degieeeind, in fact, generally appreciates over
time 1*

Given land values typically appreciate and landsduoa suffer from deterioration in the same
way as other assets, it should not be depreciatéteiOvum BBM-*

The ACCC'’s approach effectively treats the retunrcapital allowed for land assets
as a proxy for the cost of rent for the use of ¢hassets. Rents are typically based on
a return on current asset values. The return otat@pnot intended to reflect actual
rental yields (which vary over time reflecting th@ance of supply and demand in the
economy and local conditions).

The ACCC considers that, contrary to Frontier Ecoins’ submission, the NPV =0
property holds for land assets. When land assetsdad, their disposal value will be
deducted from the RAB value. In the FLSM, the dsglwalue will be equal to the
indexed value of the land assets since no depratiat allowed on these assets.
Frontier Economics incorrectly included an allowafar depreciation in its formula
and consequently obtained an outcome that didaify the NPV = 0 requirement.

The correct formula is:
land purchase price $ revaluations=land disposal price
Treatment of NBN Co payments to Telstra

The ACCC recognises that the FLSM currently dodsanoount for the impacts of
the NBN (see section 4.4 of this report).

The ACCC notes that further information was regergleased on some of the
expenditures and payments likely to be made ur@eptoposed agreement between
Telstra and NBN C&%* However, the ACCC considers that there is insigffit
certainty about the timing and quantum of NBN CGiésnand for Telstra
infrastructure to take that demand, and relatedngsys made for use or acquisition
of Telstra’s infrastructure, into account in theSM for the current regulatory period.

5.2 Asset classes in the RAB

The asset classes included in the RAB are the O#&NCGore network assets used in
providing the declared fixed line services.

The ACCC requires estimated actual and remainiagtdives for these assets to
determine depreciation schedules for the assetst Mdhe assets in the RAB are
partly depreciated.

5.2.1 April 2011 Discussion Paper view

The ACCC accepted Telstra’s advice on the netwsskis used to supply the
declared fixed line services and adjusted theofisisset classes included in the RAB

132 Telstra, Submission to the September 2010 DrayfioR, October 2010, p. 12.

133 ibid., p. 59. The revised version of the Ovum BBivhow known as the FLSM.

134 Telstra, ‘Telstra signs NBN Definitive Agreemeénidedia release and attached additional
information, 23 June 2011, available at www.telstan.au/abouttelstra/download/
document/2011-definitive-agreements-telstra-nbrafo.p
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accordingly. The ACCC removed ‘international netkvoables’ and ‘satellite
equipment’ from the FLSM and added four additicasdet classes: ‘other
communications plant and equipment’, ‘network larwkétwork buildings and

support assets’ and ‘indirect capital assets’. AGBEC also created a new asset class
‘LSS equipment’ to allow it to estimate LSS pri¢ksough the FLSM.

The ACCC maintained the approach adopted in théeSeyger 2010 Draft Report to
calculate remaining asset lives for each asses.clasestimate asset lives for CAN
and Core assets, the ACCC took into account infoamgrovided by Telstra and
estimates from the TEA model and the Analysys oasdel. The remaining lives for
asset classes were calculated by taking the uncafed percentage of the asset value
multiplied by the total asset life. The remainirsget lives for newly added asset
classes were calculated using the same undeprpateentage methodology applied
to Telstra’s data from Telstra’s asset register.

Each asset class contains a mixture of assets pldace at different times. For the
purposes of the FLSM, the ACCC has calculated aeetatal and remaining asset
lives as a simplifying assumption since develog@rfgll investment and depreciation
profile for all existing assets from the date whieey were put in place is not feasible.

Land assets were given a 10,000 year asset lifeeirLSM to ensure that they
received negligible depreciation. In the absendafofmation about the different
assets within the ‘indirect capital assets’ askets; the ACCC adopted a conservative
average asset life of 10 years and a remainingageeasset life of five years.

5.2.2 Submissions
There were no submissions on asset lives or thet alssses used in the RAB.
5.2.3 ACCC final view

The ACCC confirms the asset classes included ifRhB. The asset classes are
listed in table 5.4 of the April 2011 DiscussiorpBa® and shown in table 5.1 below.
The ACCC also confirms its estimates of total aamaining asset lives, shown in
table 5.2 below?°

135 ACCC, Discussion paper, April 2011, p. 51
13 ibid., p. 60.
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Table 5.1: Asset classes included in the RAB—ACCvised view

CAN Asset Class

Core Asset Class

= Ducts and pipes

= Copper cables

= Other cables

= Pair gain systems

= CAN radio bearer equipment

= Other CAN assets

= Other communications plant and
equipment

= Network land

= Network buildings and support
assets

= Indirect capital assets

=  Switching equipment — Local

= Switching equipment — Trunk

= Switching equipment — Other

= Inter-exchange cables

=  Transmission equipment

= Core radio bearer equipment

= Other communications plant and
equipment

= Network land

= Network buildings and support
assets

= Indirect capital assets
= LSS equipment

Table 5.2: Estimated average and remaining assevés by asset class

Asset class Average asset life Remaining asset life
Ducts and pipes 35 [c-i-c] I
Copper cables 20 [ |
Other cables 20 [ ]
Pair gain systems 12 [ ]
CAN radio bearer equipment 12 [ ]
Other CAN assets 12 [ ]
Other communications plant &

equipment (CAN) [c-i-cjilk-i-c] [ ]
Switching equipment — Local 27 [ ]
Switching equipment — Trunk 25 [ ]
Switching equipment — Other 20 [ ]
Inter-exchange cables 38 [ ]
Transmission equipment [c-i-cDil} [ ]
Core radio bearer equipment [ | [ ]
Other communications plant &

equipment (Core) Bcic lcic
Network land 10 000 10 000
Network buildings & support [c-i-cjE-i-c] [c-i-cjE-i-c]
Indirect capital assets 10 5
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6 Capital costs

Key points

= The ACCC confirms the RAB roll forward and the &sset value roll forward
mechanisms proposed in the April 2011 DiscussigeRa

= The RAB roll forward process is conducted in reafrts. To improve

transparency and clarity, a new spreadsheet hasdoeled to the FLSM to repor

the rolled forward nominal RAB.

= The ACCC confirms its capital expenditure forecastd allocations to asset
classes. The ACCC will consult on developing a BRKIR to obtain capital
expenditure forecasts for future regulatory perimddue course.

* No adjustments will be made for ‘unders or ovensactual, compared to forecas

capital expenditures over the regulatory period.

» The ACCC has used a nominal vanilla WACC of 8.54qgeat (5.84 per cent in

real terms), based on the following parameters:

Input

ACCC approach

Risk-free rate

Based on the 10 year Commonwealth Government Securities bond
yield, using an averaging period of 20 business days. The nominal
risk-free rate used to estimate FAD prices is 5.16 per cent.

Expected Based on a geometric average of ten years of forecast inflation.

inflation Expected inflation used in estimating FAD prices is 2.55 per cent.

Market risk Within the range of long-term historic average MRP estimates. Set at

premium 6 per cent.

Equity beta Set at 0.7, based on benchmarking information and AER findings on an
appropriate range for the equity betas of regulated utilities.

Debt risk Based on the difference in yield between a Telstra bond yield with

premium 10 years to maturity and the 10 year CGS yield, using an averaging

period of 20 business days. The DRP used to estimate FAD prices is
2.06 per cent.

Gearing ratio

Set at 40 per cent debt and 60 per cent equity.

Debt issuance
cost

Updated using the methodology developed by Allen Consulting Group
(ACG). The debt issuance cost used to estimate FAD prices is 0.081 per
cent.

Gamma
(imputation
factor)

Set at 0.45, taking into account considerations of regulatory certainty
and predictability, submissions, a range of empirical and theoretical
evidence, and the Australian Competition Tribunal’s May 2011 decision.

» The ACCC confirms its decision to adopt the stralgie depreciation method.

D

Capital investments are recouped through the tydadacost blocks in the building
block approach—the return of capital (regulatorgréeiation) and a commercial
return on capital.
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6.1 Rolling-forward the regulatory asset base

The RAB value is rolled-forward each year to acedanforecast capital
expenditure, forecast regulatory depreciation andfarecast asset disposals in that
year. The FLSM rolls forward the RAB at the enceath year. The closing value for
that year determines the opening value of the RéBHe next year, that is, the
closing RAB value equals the next year’s openind@@Ralue.

6.1.1 April 2011 Discussion Paper view

The ACCC proposed in the April 2011 Discussion Papénplement a RAB
roll-forward approach using the following equation:

RAB.; = RAB + capex— depreciatiop— asset disposals
whereRARB;; = opening RAB for the next regulatory year
RAR = opening RAB for the current year

capex = forecast capital expenditure during the curyear (after the
half-WACC adjustment)

depreciation= depreciation during the current year
asset disposals asset disposals during the current year

The ACCC'’s proposed roll-forward mechanism incogpes a half-WACC
adjustment. Capital expenditures are assumed itachered evenly during each
year—this is equivalent to investments being uradken (on average) half-way
through the year. Using this assumption, the half&&Z adjustment provides a return
on the capital expenditure undertaken during tla peor to rolling it into the RAB

at the end of the year. The half WACC adjustmegivusn by the following equation:

capex = capex, *(1+WACC)"

wherecapex= forecast capital expenditure during the current pdr
the half-WACC adjustment

capexy= unadjusted forecast capital expenditure during:tiveent year
before the half-WACC adjustment

Similarly, a half-WACC adjustment is applied to etsdisposals based on the
assumption that asset disposals occur (on avehadfelay through the financial
year. No asset disposals are forecast to occungitite current regulatory period.

The ACCC revised its treatment of land asset valu#ise FLSM so that they are
indexed by the CPI in the RAB roll-forward proceshis reflected the fact that land
assets generally appreciate in value over time.

All tax liability calculations, including the taxsaet value roll-forward, were
undertaken in nominal terms. The tax asset vallidaiovard mechanism
incorporated a half-WACC adjustment for consistewdhin the FLSM in the
assumed timing of capital expenditures.
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6.1.2 Submissions

Telstra submitted that the method for calculatimg @pening RAB for the second and
subsequent regulatory periods should be specifiditéd principles provision§’’
Telstra submitted that the ACCC should allow tlesiclg value of the RAB as at the
conclusion of the immediately preceding regulajoeyiod to be increased by an
amount necessary to maintain the real value of RaBdding an adjustment for
compound inflation. Telstra stated that the FLSkleixed asset values from 1 July
2009 —as noted in chapter 4 and in section 6.1.3 bel@istra appears to have
misunderstood how the FLSM operates in relatiotihnéoroll-forward mechanism.

There were no other submissions on the roll-forwaedhanism.
6.1.3 ACCC final view

The ACCC confirms the RAB roll-forward mechanisnh set in the April 2011
Discussion Paper.

The ACCC considers that Telstra’s statement traFIESM indexes the RAB value
represents a misunderstanding of the roll-forwaegmanism. As explained in the
April 2011 Discussion Paper, the RAB value is mateixed. The ACCC accepts
Telstra’s view that greater transparency and glanound the calculation of the
opening RAB for the next regulatory period is daisie.

To provide this transparency, the ACCC has createew spreadsheet in the FLSM
titled ‘H. Nominal RAB Roll-Forward’. The worksheegports the roll-forward of the
RAB value in nominal terms. In rolling-forward tRAB value in nominal terms, the
only difference compared with the real roll-forwangchanism is that the real value
of forecast capital expenditure is converted irdmimal terms-° This ensures that
the opening RAB value is not indexed.

The new worksheet calculates the nominal RAB fahegear of the regulatory
period. The closing value as at 30 June 2014 woelthe opening RAB for the next
regulatory period.

The ACCC also confirms its approach to rolling-fardl the tax value of assets in the
FLSM. The tax asset value roll-forward is conduciaith an explicit inflation
adjustment applied to forecast capital expenditowreach year of the regulatory
period. The ACCC has retained the use of straightdepreciation to estimate tax
depreciation for existing and new assets in théAB roll-forward mechanism. The
tax RAB roll-forward uses Telstra’s actual depresiatax asset valu¥d at 30 June
2009 as the initial tax asset value. The use afgitt line depreciation and the method
for setting the initial tax asset value are disedss further detail in chapter 8.

6.2 Capital expenditure forecasts

Capital expenditure forecasts are an input intowating prices for the declared fixed
line services. Forecast annual capital expenditurelled into the RAB each year

137 Telstra Submission — Part A, 3 June 2011, p. 75.

138 ibid., p. 76.

139 For consistency the conversion from real to nainitollars uses the geometric average inflation
forecast used in the FLSM.

Telstra, Fixed line services review — requesfdiother information, Letter to the ACCC
(confidential), 26 May 2011.
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(see section 6.1) and forms a component of thenteveequirement through the
return on and of capital.

6.2.1 April 2011 Discussion Paper view
Capital expenditure forecasts

In estimating draft prices for the FADs, the ACGttgely adopted Telstra’s updated
forecasts provided in March 2011.

In its updated forecasts, Telstra revised its 2Q1CGapital expenditure upwards by

[c-i-c]qc-i-c] to reflect actual capital expenditure in the
first six months of 2010-11" Telstra advised the ACCC that it was still updatis
capital expenditure forecasts for future yearssbatted that for the purpose of
forecasting capital expenditure over the regulapmwsod, it would be reasonable to

assume a nomingt-i-c] | llllc-i-c] annual increase from Telstra’s revised
2010-11 expenditure forecast.

The ACCC considered that Telstra’s forecast ofahdecline in capital expenditure
over the regulatory period was reasonable. The A€KJiected that Telstra’s
investments were likely to focus on ‘baseline’ patg needed to maintain its current
network and cater for population growth. The ACQ@sidered that Telstra was
unlikely to undertake significant discretionary @séments in the fixed line network,
due to the planned roll-out of the NBN. Consequenitie ACCC adopted Telstra’s
updated capital expenditure forecasts (convertéded July 2009 base year dollars
used in the FLSM) to estimate the draft FAD prices.

Telstra’s forecasts did not include capital expamdifor ‘indirect capital assets’. The
ACCC proposed to forecast capital expenditureifadifect capital assets’ by setting
capital investment equal to estimated annual degirec on those assets as estimated
in the FLSM.

Allocation of forecast capital expenditure to ass#asses

Telstra provided actual capital expenditures bgtasategory in its November 2010
response to the ACCC's information requéséids these asset categories were more
disaggregated than the asset classes listed RAReand used in the FLSM, the
ACCC reconciled these asset categories againsisied classes in the FLSM. In
estimating draft FAD prices, the ACCC applied dsefcast capital expenditure
growth rate to actual capital expenditure in easseaclass.

Telstra’s capital expenditure on the ‘other commations plant and equipment’,
‘network land’, ‘network buildings/support asseasid ‘indirect capital assets’ asset
classes were not separately identified for the GAN Core network. Since these
expenditures must be allocated between the twoarksan the FLSM, the ACCC
allocated the forecast expenditures for these @sé¢he corresponding CAN and
Core asset classes based on the share of eack tsts¢tlepreciated value in the
CAN and Core respectively.

141 Telstra, Pricing Principles for Fixed Line SensceUpdated capital expenditure information,
Letter to the ACCC (confidential), 2 March 2011.

142 Telstra, Pricing Principles for Fixed Line Seeéc- Response to the ACCC's request for further
information, Letter to the ACCC (confidential), Rbvember 2010.
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Efficiency mechanisms for capital expenditure

The ACCC considered that introducing efficiencyentives would promote efficient
capital expenditure by Telstra. Under the ACCCpmsed efficiency benefit sharing
scheme, no adjustments would be made for ‘undepsens’ in actual expenditure,
compared to forecast expenditure during the regujiggeriod. Differences between
actual and forecast expenditure would be takendantmunt in developing forecasts
for the next regulatory period. The ACCC considdtet this scheme would provide
Telstra with incentives to improve its efficienaydawould share the benefits from
efficiency improvements with access seekers aneuseds in the next regulatory
period.

The ACCC recognised that Telstra has incentiveséostate its forecast capital
expenditures. Consequently, the ACCC proposedhtnext regulatory period, to
require Telstra to provide a detailed explanatibitsoforecasts. In subsequent
regulatory periods, Telstra would be required tplaix any significant differences
between its actual and forecast expenditures. TB€@ proposed to analyse Telstra’s
supporting information and consult publicly to assthe prudency and efficiency of
Telstra’s proposed capital expenditure. The ACC@ahdhat it did not intend to
review capital projects on an individual basis.

6.2.2 Submissions
Capital expenditure forecasts

Herbert Geer submitted that the ACCC should dennatesthat the forecasts provided
by Telstra were subject to rigorous scrutiny angtency checking?

Frontier Economics submitted that it agreed with ACCC'’s proposed processes for
assessing Telstra’s capital expenditure forecastiifure regulatory periods, but
stated that: ‘It is concerning that many of thesguirements ... do not seem to apply
to the first (current) regulatory process’ Frontier Economics submitted that there
was a lack of detail on how the ACCC would undestik proposed prudency checks,
monitor actual capital investment or implement quests-throughs in certain
circumstances. Frontier Economics further submitted large variations in the

capital expenditure forecasts between the SepteBtd€) Draft Report and the April
2011 Discussion Paper do not promote confidendesifiorecasts®

Optus submitted that the ACCC should amend thealapipenditure forecasts by
assuming zero nominal growth. It stated that thas & conservative approach and
reflected industry view}!® Optus submitted that the ACCC has compromised
transparency by not subjecting Telstra’s capitpleexiiture forecasts to the
assessment criteria proposed in the April 2011 Wision Paper for future regulatory
periods, that is, obtaining Telstra’s forecasts @ei@iled explanation through a BBM
RKR and subjecting those forecasts and explanatatgrial to industry consultation.

Telstra submitted that it maintained its previoasipon that record keeping rules
(RKRs) are neither necessary nor appropriate ftaioing capital expenditure

193 Herbert Geer, Submission, 3 June 2011, p. 9.

144 Frontier Economics, Submission, June 2011, p. 20.
145 ibid.

146 Optus, Submission, June 2011, p. 55.
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forecasts:’ Telstra stated that the ACCC had not providedendé demonstrating
that an informal process would not achieve regwatertainty or transparency. In
addition, Telstra submitted that an RKR processlavask disclosing its confidential
information and causing it significant and ongoaognmercial harm. Telstra stated
that if an RKR was to be implemented, it must lbgeted exclusively to the data that
is required and protect its confidential informat@ppropriately.

Allocation of forecast capital expenditure to ass#asses

Optus submitted that the approach detailed in gl 2011 Discussion Paper was an
improvement over the approach in the September P0aft Report-*®

Frontier Economics noted that no explanation wasigded on how Telstra allocated
its forecast capital expenditures to asset cla$Ses.

Telstra did not provide further information on tication of forecast capital
expenditure to asset classes in its June 2011 salami

Efficiency mechanisms for capital expenditure

Frontier Economics reiterated its previous viewt tha proposed incentive scheme
was ‘too high-powered’ and inappropriate for a ragproach when there is
significant uncertainty around key forecastsit submitted that the ACCC should
consider less high-powered schemes, such as rdtlimgard actual (instead of
forecast) capital costs and depreciation or adgpsiiding scale regulation>*

Optus submitted that Telstra already faces sigaiti@nd high-powered incentives to
minimise costs due to competitive pressures iril nefarkets:> It considered that
Telstra’s past expenditures had been efficientfariier efficiency gains were
unlikely. In addition, Optus submitted that an @#ncy carry-over mechanism would
create an incentive for Telstra to game the systgmflating forecasts to achieve
efficiencies that are not re&f Optus stated that the ACCC was unlikely to gae th
knowledge required to assess the efficiency oftf@tsforecasts due to imminent
industry change, information asymmetry and diffiguih obtaining information.
Optus submitted that Telstra should only be alloteetcover its actual costs, as this
approach would ensure that access prices alignaettiil costs. It submitted that the
ACCC should consult on its proposed efficiency naetdm when it consults on a
BBM RKR.

6.2.3 ACCC final view
Capital expenditure forecasts

The ACCC considers that the capital expendituredasts proposed in the April 2011
Discussion Paper are reasonable for the reasonsisietlow.

The revisions to the ACCC's forecasts between g@e3nber 2010 Draft Report and
the April 2011 Discussion Paper reflected the qatogfi more accurate information
from Telstra on its previous investments in asgsé&xl to provide the declared fixed

147 Telstra, Submission — Part A, 3 June 2011, p. 83
198 Optus Submission, June 2011, p. 57.

149 Frontier Economics, Submission, June 2011, p. 20.
10 ibid., June 2011, p. 25.

31 ibid., pp. 25-26.

152 Optus, Submission, June 2011, pp. 46-47.

133 ibid., Submission, June 2011, p. 48.
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line services> The ACCC has accepted that Telstra’s annual réjgontes relate to
broader asset categories than used in the RARh&mduse would overstate Telstra’s
investments in the assets included in the FLSM.AGEC notes that Telstra’s more
accurate information resulted in a significant i@dn in past capital expenditures
and, consequently, the ACCC'’s forecasts of futauatal expenditures on the assets
included in the FLSM.

The ACCC confirms its view that forecasts providgdTelstra are likely to be the
most accurate measure of capital expendituresadlail

The ACCC has noted comments in some submissiohg ties not sufficiently
assessed, or consulted on, Telstra’s capital exjpeadorecasts. The ACCC
explained the basis for the forecasts in its ApOiL1 Discussion Paper and released
Telstra’s 2 March 2011 letter for consultatiSnin reviewing its capital expenditure
forecasts, the ACCC has had regard to all submmssieceived on those forecasts.

The ACCC recognises that Telstra’s forecasts weoeiged prior to the release of the
Definitive Agreements recently made between Telstih NBN Co. Telstra has
indicated that any capital works required in relatio the Agreements would be met
from within its existing capital expenditure target

The ACCC considers that there is insufficient daty@about the timing, quantum and
nature of any such capital works to take any rdlasgenditures into account in the
FLSM for the current regulatory period. The ACCG tigerefore concluded that no
adjustments are required to the capital expenditrexasts used in estimating prices
in the FLSM.

The ACCC has considered the alternative capita¢edipure forecast proposed in
Optus’ submission. Optus did not provide firm supipg evidence for the proposed
forecast. Its submission appears based largelisonew that without ‘further
information or substantiation from Telstra, it isreasonable to impose increasing
nominal costs on access seekétsThe ACCC assessed the sensitivity of the price
estimates to the lower capital expenditure forecpsiposed by Optus. The impact on
prices is minor, decreasing the WLR price, for eglanby less than 1 cent. The
ACCC has concluded that there are insufficient gdsuto adopt Optus’ proposed
capital expenditure forecasts.

The ACCC has made a correction to the capital eXipge forecasts set out in the
April 2011 Discussion Paper. The ACCC incorreciylated Telstra’s 2010-11

capital expenditure estimate (to the FLSM base gielars) in the April 2011
Discussion Paper. It used the simple average dRBw's CPI forecast for the year
ended June 2011 (2.75 per céntiand the 2009—10 value for the ABS producer price
index for communications equipment manufacturir@y%* per cent) as the proxy for
capital equipment inflation that year. The ACC@sised approach is to use the ten
year geometric average of CPI (2.55 per cent) apitbxy for 2010-11 capital

134 ACCC, Discussion Paper, April 2011, pp. 76-79.

135 Telstra, Pricing Principles for fixed Line Semic— Updated capital expenditure forecasts, Letter
to the ACCC (confidential), 2 March 2011.

Telstra, ‘Telstra signs NBN Definitive Agreeméntdedia release and attached additional
information, available at www.telstra.com.au/abelstra/download/document/2011-definitive-
agreements-telstra-nbnco.pdf.

157 Optus, Submission, April 2011, p. 55.

138 RBA, Statement on monetary poljgyNovember 2010, p. 62.
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equipment inflation. This approach is consisterihuiie methodology applied in
subsequent years.

Table 6.1 sets out the final capital expendituredasts used in estimating FAD
prices.

Table 6.1: 2009-10 capital expenditure and final gatal expenditure forecasts
for 2010-11 to 2013-14 ($m at 1 July 2009)

2009-10 2010-11 2011-12 2012-13 2013-14
CAN [c-i-c] [ [ I I
.
Core - - - - -
Total I ] | I H
c-i-c

Allocation of forecast capital expenditure to ass#hsses

The ACCC confirms its view that adopting Telstralkocations of forecast capital
expenditures to asset classes is reasonable. Masgibns proposed alternative
allocations to asset classes or included informatiat demonstrated that the
allocations are not reasonable.

The ACCC has not received any submissions on theppateness of its
methodology for allocating forecast capital expéumdis on the ‘other
communications plant and equipment’, ‘network larwétwork buildings/support
assets’ and ‘indirect capital assets’ asset cldsswaeen the CAN and Core network
and the ACCC has maintained its approach to thesmatons.

The final capital expenditure forecasts by assetscused in estimating the FAD
prices are set out in tables 6.2 and 6.3. Telstraaok forecast any capital
expenditures on ‘network land’ assets. The ACCCrirasllocated any capital
expenditure to the ‘LSS equipment’ asset classusecthe assets used to provide the
LSS have been fully depreciated and Telstra hasnade further capital investments
in these assets. Telstra has not indicated tivaeids to make any further
investments in those assets.
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Table 6.2: Allocation of forecast capital expenditre by CAN asset class ($m at

1 July 2009)

CAN asset class

2011-12

2012-13

2013-14

Ducts and pipes

—
o
|

-
O,

Copper cables

Other cables

Pair gain systems

Radio bearer equipment

Other CAN assets

Other communications plant and equipment

Network land

Network buildings/support

Indirect capital assets

sl anlas

[c-i-c]

Table 6.3: Allocation of forecast capital expendiire by Core asset class ($m at

1 July 2009)

Core asset class

2011-12

N
o
=
Il\)
[y
w

2013-14

Switching equipment — Local

—
o
|

-
O,

Switching equipment — Trunk

Switching equipment — Other

Inter-exchange cables

Transmission equipment

Radio bearer equipment

Other communications plant and equipment

Network land

Network buildings/support

Indirect capital assets

s

LSS equipment

B c-ic]

Efficiency mechanisms for capital expenditure

The ACCC confirms its view that no adjustments $thdwe made for ‘unders or
overs’ in actual expenditure compared to forecagerditure. Any differences
between actual and forecast expenditure wouldKentanto account in developing
forecasts for the next regulatory period.

In regard to the proposed BBM RKR for obtainingefaists and detailed explanatory
material for future regulatory periods, the ACCG paeviously stated its view that
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consultation is essential before an RKR can bdigiee and implementet® As noted
in chapter 4, the ACCC will consult on the propoB&M RKR in due course.

6.3 Weighted average cost of capital

A firm’s WACC is the risk-adjusted rate of return capital required by debt and
equity capital providers to the firm. It reflecteetreturn investors could expect to earn
by investing in the next best investment with eglewnt risk; that is, it represents the
firm’s opportunity cost of capital. The WACC is ntiplied by the regulatory asset
base to calculate the firm’s return on capital.

The WACC ensures that a regulated firm receivespgmopriate commercial return
on efficient investments in regulated assets, oholy an allowance for risk. This
provides an incentive for the firm to invest in tesets used to provide regulated
services. The regulated firm also receives an alme& for regulatory depreciation
(see section 6.4), which enables it to recovanitsstment costs. The return on the
firm’s investments provided by the WACC, and thiine of investment costs
provided by regulatory depreciation, meet the Iegite commercial interests of the
supplier of declared services. By encouraging tmmemically efficient use of, and
investment in, infrastructure used to provide dedaservices, an appropriate WACC
is in the LTIE.

The ACCC has used a real vanilla WACC in the FL®Mdlculate the return on
capital. The vanilla WACC is calculated as follows:

WACQ/aniIIa = 5 X E[Kd] + VE x E[Ke]

where D = the value of debt
E = the market value of equity
V = the market value of equity and debt
E[Kd]=the required/expected return on debt
E[Ke]=the required/expected return on equity

The vanilla WACC is a post-tax WACC. For consistenath the vanilla WACC, the
cash flows modelled in the FLSM are post-tax amtlhe the benefits from
imputation as well as the interest tax shield (ibathe tax deduction of interest
payments).

6.3.1 WACC estimate

For the purpose of making IADs in March 2011, anbdlighing draft FADs in April
2011, the ACCC'’s real vanilla WACC estimate wass@2r cent, which equated to a
nominal vanilla WACC of 9.04 per cent. The paramgetenderlying this estimate

were explained in detail in the April 2011 DiscassPaper and are summarised in the
rest of this section.

In updating its WACC estimate for the FADs, the AT@ok into account
submissions on the WACC and more up-to-date infioman the WACC

139 ACCC, Discussion Paper, April 2011, pp. 82—83.
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parameters. The parameter values used to estihel&ACC for the April 2011
Discussion Paper, and the updated parameter vaseeisin determining the WACC
used to estimate prices for the FADs, are setrotghle 6.4 below.

Table 6.4: Estimates of the vanilla WACC and WACC prameters—April 2011
Discussion Paper and July 2011 Final Report

WACC parameter Discussion Paper Final Report
Nominal risk-free rate 5.61% 5.16%
Expected inflation 2.63% 2.55%
Real risk-free rate 2.91% 2.55%
Nominal debt risk premium 2.19% 2.06%
Debt issuance cost 0.083% 0.081%
Nominal market risk premium 6% 6%
Equity beta 0.7 0.7
Debt gearing 40% 40%
Gamma 0.45 0.45
Equity issuance costs 0% 0%
Nominal vanilla WACC 9.04% 8.54%
Real vanilla WACC 6.25% 5.84%

Submissions

Optus’ submission was broadly supportive of the AXCapproach to setting the
WACC |t submitted alternative values should be usedviorparameters (equity
beta and gamma, which are each discussed below).

Telstra supported the use of a real vanilla WAC@siimate pricet> However, it
submitted that the overall WACC value was too lowl svould not adequately
compensate Telstra for the risks associated wihiging PSTN-based servics.It
stated that higher demand risks warrant a higls&rmiemium in the WACC and that
the ACCC has not sufficiently taken into accoumstn higher risk&2 It submitted a
report by its consultant Professor Sappingtonifeede a similar argumett!

In the context of fixed principles provisions, bdielstra and Macquarie Telecom
supported the use of a real vanilla WAEE.

Submissions by other parties did not comment oW C.
ACCC final view

The ACCC confirms its view that a real vanilla WA@Cconsistent with the FLSM
and will provide an appropriate risk-adjusted i@teeturn to Telstra.

180 Optus, Submission, 3 June 2011, p. 59.

161 Telstra, Submission — Part A, 3 June 2011, p. 78.

162 ibid., p. 55.

183 ibid., pp. 45-47.

164 ibid., Schedule A.1: D Sappington, ‘The ACCC'’s new apploto setting access prices’, p. 12.

185 Telstra, Submission — Part A, 3 June 2011, pMi&quarie Telecom, Submission, 3 June 2011,
p. 14.
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The methodology and data used to derive the paerastimates in the April 2011
Discussion Paper, the submissions on those parespatel the ACCC’s updated
parameter estimates are discussed below.

While the ACCC makes use of individual WACC paraengin estimating the

WACC value, its key objective is to obtain an oWeralue that is reasonable in terms
of the access provider’s legitimate commercialregés and incentives for efficient
investment. Therefore, while the ACCC has carefatlgsidered the appropriateness
of each WACC parameter estimate, the reasonablefdss resulting WACC value

is the prime consideration.

In this regard, the ACCC notes that the valuesregtd for certain WACC
parameters will be influenced by values assignemthier parameters. The value of
theta, for example, influences historical estimatethe market risk premium (MRP)
because the value of imputation credits must beddtil the stock accumulation
indices used to calculate the historical equitlk femium*®® The estimated equity
beta is influenced by the value of gamma and tlaeiigg ratio used in the Monkhouse
formulal®’ The gearing ratio also influences the debt rigmpum (DRP) because of
its impact on the business’ default risk.

Consequently, the ACCC has considered the valudsedlVACC parameters in the
context of their interactions with other parametand the reasonableness of the
overall WACC estimate. The ACCC is of the view tblanging individual WACC
parameters without considering potential paramateractions or the overall
reasonableness of the WACC risks setting a WACGQevtiat is not in the LTIE.

Further, the ACCC considers that the regulatomyrreprovided through the WACC
is likely to influence Telstra’s incentives to unidde economically efficient
investments in the infrastructure used to proviuefixed line services. The ACCC
considers that Telstra’s investment incentives ballsupported by a degree of
certainty and predictability over time in the matbtngies used in estimating the
WACC. Such certainty and predictability is likely promote confidence that a
reasonable real rate of return will be received ohe lives of the fixed line assets,
many of which are long-lived. These consideratisugport the ACCC’s view that
certainty and predictability over time in the wag tWACC is determined is in the
LTIE and in Telstra’s legitimate business interests

In estimating the WACC value, the ACCC has adopté&mbnservative’ approach.

The ACCC has applied a conservative approach biynpaegard to the uncertainties
surrounding the parameter estimates and the int@nadoetween the parameters. This
approach means that, where the available evidanckipes a range of potential

186 This adjustment is necessary because ‘[e]xistiogksaccumulation indices in Australia take into
account returns from (cash) dividends and capéaigjonly and, therefore, post-July 1987, these
indices implicitly attribute no value to imputaticredits distributed to investors.’ T Brailsford; J
Handley and K Maheswaran, ‘Re-examination of tistonical equity risk premium in Australia’,
Accounting and Finangevol. 48, 2008, p. 84.
P Monkhouse, ‘Adapting the APV Valuation methodpl@nd the Beta Gearing Formula to the
Dividend Imputation Tax SystemAccounting and Finangeol. 37, no. 1, 1997, pp. 69-88. The
Monkhouse formula is expressed WL 4 (5, - g, ) {1{15[EK[:<] J*[(l_yy 4 *%

d
The ACCC'’s benchmarking approach requires the gdpgita estimates sourced from Bloomberg
to be de-levered and re-levered using the Monkh@arseula in order to compute comparable
estimates of the equity beta.
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parameter values, the ACCC has used values thdt res higher estimate of the
WACC.

The ACCC considers that adopting this conservatpoach will ensure that Telstra
is able to recoup at least the cost of its efficismestments. Ensuring that Telstra can
recoup its efficient investment costs will underpelistra’s incentives to undertake
efficient investments in network assets.

Based on its consideration of a wide range of ewdédeand other available
information, and its conservative approach to sgtthe WACC parameters, the
ACCC considers that the WACC value of 5.84 per geavides a reasonable
risk-adjusted commercial rate of return on Telstf&ked line network investments.

6.3.2 Cost of equity

The cost of equity is a direct input into the WA@@mula. It reflects the opportunity
cost of not investing in another investment of gglént risk. As noted in the April
2011 Discussion Paper, the ACCC estimates theof@sjuity using the capital asset
pricing model (CAPM). The CAPM specifies a relastip between the expected
return on an individual risky asset or businesstaedevel of systematic (or
non-diversifiable) risk®® The formula is:

E[Ke] =rf + B, x(E[RmM —1f)
where E[Ke] =the required/expected return on equity
rf =the risk-free rate
B, =the firm’s equity beta
E[RmM =the required/expected return on the market podfoli
(E[RmM —rf) = the market risk premium (MRP)

Risk-free rate

As noted in the April 2011 Discussion Paper, AustraCommonwealth Government
bonds are typically used as a proxy for the rigefasset. The ACCC generally uses
10 year Commonwealth Government Securities (CG8ji®0

The ACCC considers regulated firms should use ana@ing period when estimating
the risk-free rate to reduce the impact of daydg-charket volatility.

In the FLSM, the ACCC uses a real risk-free rateictvis calculated by deflating the
nominal risk-free rate by expected inflation usihg Fisher equatioff’

April 2011 Discussion Paper view

In estimating draft FAD prices, the ACCC used tame 20 day averaging period
from 6 December 2010 to 31 December 2010 as usestimating IAD prices. The

188 Systematic risk refers to risk that is inherenthia asset that cannot be diversified away.
Systematic risk includes market-wide factors whaéfect all companies: for example, changes in
interest rates and inflation. Hence, systematksrfaced by investors are those risks that are
common to the market as a whole.

1+i
1+77
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average ten year yield to maturity of 10 year C@8ds for the period was 5.61 per
cent.

In the April 2011 Discussion Paper, the ACCC useg@a@metric average of forecast
inflation rates over a ten year period from 2009t612018-19 to calculate expected
inflation. The data included 2009-10 actual infiatithe RBA'’s short-term inflation
forecasts for 2010-11, 2011-12 and 2012-13, andhitigoint of the RBA’s

inflation target range (2.5 per cent) for the ramag years.

Expected inflation was calculated to be 2.63 pet.CEhis resulted in a real risk-free
rate of 2.91 per cent.

The ACCC noted in the April 2011 Discussion Papat it proposed to update these
parameters in estimating prices for the FADs.

Submissions

Optus supported the ACCC’s move to a 20 day avegageriod as it would mitigate
the effects of daily volatility on the average Hske ratet’ It submitted that this
length is consistent with the averaging periodsiuseother regulators.

In relation to fixed principles provisions, Telsgabmitted that the risk-free rate for
future regulatory periods should be determineddanoving average basis from the
annualised yield on Commonwealth Government borittsavmaturity of 10 years
using the indicative mid rates published by theeRes Bank of Australia*’*
Additionally, Telstra proposed a fixed principle®yision that would permit it to
propose the length of the averaging period.

There were no other submissions on the risk-free ra
ACCC final view

The ACCC considers that its methodology for calitnagathe risk-free rate remains
appropriate.

In updating its estimate of the risk-free ratetfoe FADs, the ACCC has used the
same CGS bonds to calculate the risk-free rate #tgei April 2011 Discussion
Paper’> The ACCC has updated its estimate of the riskfaée by taking the 20 day
average from 3 to 30 June 2011 which gives a ndmislafree rate of 5.16 per cent.

Expected inflation has also been updated for th&’'RRtest short-term inflation
forecasts.”® In calculating expected inflation, the ACCC hasdithe ten year period
from 2011-12 to 2020-21. This period aligns theytear inflation period with the ten
year horizon used to calculate other WACC parametech as the risk-free rate and
DRP. The expected inflation forecast uses the RBAt-term inflation forecasts for
2011-12 and 2012-13, and the midpoint of the RBéflation target range (2.5 per
cent) for the remaining years. The updated inftafarecast is 2.55 per cent. Using
the estimated nominal risk-free rate and expectddtion, the real risk-free rate is
2.55 per cent.

179 Optus, Submission, 3 June 2011, p. 59.

1 Telstra, Submission — Part A, 3 June 2011, p. 78.
172 Bloomberg ticker: C12710Y Index.

173 RBA, Statement on monetary policy, 5 May 201163.
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Market risk premium

The MRP is the expected risk premium investorsirequer the risk-free return to
be willing to invest in a well-diversified risky ‘anket’ portfolio. The MRP is
normally quoted as an annual figure and the ACC&Caumpted that convention. The
MRP is not directly observable as it is an expegieium.

April 2011 Discussion Paper view

In determining the MRP for the April 2011 Discussi®aper, the ACCC had regard
to historical estimates, current studies of Ausiramarket practitioners and
regulatory precedent. The ACCC also took into antaLbroad range of evidence and
expert commentary demonstrating that economic awadh€ial conditions have
returned to relatively normal levels following thbal financial crisis. The ACCC
considered that the appropriate value for the MRB six per cent.

Submissions

Optus supported an MRP value of six per cent agpgnopriate long-term, economy
wide measure, noting that ‘the effect of the gldbancial crisis in Australia has
been very limited™™

There were no other submissions on the MRP.
ACCC final view

The MRP represents investors’ expectations abautdueturns. Realised excess
stock market returns are likely to inform invest@spectations of future returns.
However, investors’ expectations and their requvidlRP are unlikely to be solely
informed by past excess returns. Investors’ expieciaare likely to be informed by a
range of factors including current market condisi@md the economic and financial
market outlook. In estimating the MRP, the ACCC had regard to available
information about investors’ expectations of whe MRP will be in the future.

The ACCC notes that estimates of historical excegsns produce a range of
relevant values for the MRP. Professor John Hargllajest estimates of historical
excess returns fall within a range of 4.0 to 6.6q@mt’’> This range assumes a
conservative theta value of 0.65.

The ACCC maintains its view—based on analysis leyititernational Monetary
Fund, Organisation for Economic Co-operation anddblgpment (OECD) and
RBA—that the outlook for economic and financial ks is robust’® The ACCC
considers that the favourable outlook is likelytofactored into investors’
expectations of future equity market returns amdfore the MRP required by

17 Optus, Submission, 3 June 2011, p. 59.

175 JC HandleyHistorical Equity Risk Premium for the period 18832010 25 January 2011, p. 8.
The estimated range depends on the time periodd=es, the calculation method (such as, use
of a geometric or arithmetic mean), and the assurabg of theta. The estimated MRP increases
for higher assumed values for theta.

%6 yan Sun, ‘Potential Growth of Australia and NeeaZand in the Aftermath of the Global Crisis’,
IMF Working Paper, WP/10/27, May 2010, pp. 9-1019;. IMF, Mining Boom Bodes Bright
Future for Australia IMF, 28 October 2010, available at www.imf.orgtexnal/pubs/ft/survey
/s0/2010/car102810a.htm; OECBuystralia — Economic Outlook 87 Country Summ&i£CD,
2010, available at www.oecd.org/document/ 15/0,38432649 34573 45268687 1 1 1
1,00.html; RBA,Statement by Glenn Stevens, Governor: Monetarcydlecision 2 November
2010, at www.rba.gov.au/media-releases/2010/mrélatehl.
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investors. Recent surveys suggest that the MRPteddyy firms and market
practitioners is six per cent or lower.

The ACCC confirms its view that the best estimdtthe MRP is six per cent. The
ACCC considers that this MRP value is conservai/é is near the top of the most
recent range of MRP estimates (calculated usirmpaearvative assumption about the
value of theta) and at the top of the range ofemladopted by firms and market
practitioners.

Equity beta

The equity beta represents a measure of the sytenslt of an equity investment in
a company relative to an equity investment in tipeity market as a whole. The
equity beta includes both the fundamental systentaisiness risk of the firm and any
financial risk due to leverage.

Regulators adopt a value for the equity beta thakpected to best represent the
systematic risk profile of an efficient busineshislprovides the regulated business
with the necessary incentives to undertake onlgeataapital investments that are
expected to earn a reasonable return.

April 2011 Discussion Paper view

Regulators typically determine the equity betadfgmence to the historical equity
betas of a selection of businesses deemed to be ctomparators to the regulated
business. The ACCC considered five years of morahtyweekly benchmarking data
for comparable telecommunications firms from seldd®ECD countrie$’

In considering the benchmarking data, the ACCCahthat the asset and equity betas
related to the entire range of services providethbysurveyed telecommunications
firms, not just their fixed line services. The AC@&tognised that the systematic risk
associated with business lines like mobile commatroas is likely to be significantly
higher than the systematic risk associated witbdilkne services. Since firms in the
benchmark sample provide services using both fatetimobile networks, the
benchmark asset beta is likely to be higher tharatiset beta of Telstra’s CAN alone.

The ACCC also had regard to empirical evidencedhappropriate range for the
equity beta of a regulated utility is between Caéitl 0.68""°

After considering these factors and information aachments provided in
submissions, the ACCC proposed to use a conseevedjuity beta of 0.7. This value
is slightly above the appropriate range for theitycheta of a regulated utility.

Submissions

Optus submitted that an equity beta of 0.7 wasyliteoverstate the level of
systematic risk for Telstra’s fixed line servicdSHowever, it recognised the
difficulty in estimating an equity beta specifigafbr Telstra’s fixed line business.

77 pablo Fernandez and Javier del Campo, ‘Market Riemium used in 2010 by Analysts and
Companies: a survey with 2,400 answelSSE Business Schod@l May 2010, pp. 1-15; AMP
Capital Investors, ‘Are shares good value & whaiwtbank deposits?Qliver’s insights
16 September 2010.

178 ACCC, Discussion paper, April 2011, p. 95.

179 AER, Electricity transmission and distribution netwosssice providers—Review of the weighted
average cost of capital (WACC) parameters: Finaigsien, May 2009, p. iv.
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Telstra submitted that the equity beta should gadr than the value of 0.83 used in
previous ACCC decisions based on its view thastrstematic risks associated with
the PSTN have increasétt. Telstra submitted that a number of factors, iniclgd
advances in wireless technologies, changes in cogistastes and the rollout of the
NBN, have increased the demand risks in providixedfline services. Further,
Telstra challenged the relevance of equity beimeses for other regulated utilities,
on the basis that systematic risks vary signifigaint other industries>

There were no other submissions on the equity beta.
ACCC final view

The ACCC confirms its view that an equity beta af 8 appropriate and
conservative.

In reaching this decision, the ACCC has had retmthe views expressed in
submissions and the updated benchmark estimatzgudly and asset betas across
OECD countries, shown in table 6.5 below. The ACfo@siders that a value of 0.7 is
consistent with the updated benchmark values.

In regard to Telstra’s submission about demandayigie ACCC considers that the
benchmark values incorporate investors’ assessmétite demand and other risks
involved in providing telecommunications servicesjuding the fixed line services.
The ACCC has noted that its previous estimatekettjuity beta were
conservativé® The ACCC notes that an equity beta of 0.7 is suttigtly higher than
Telstra’s estimated equity beta of 0.301.

180 Optus, Submission, 3 June 2011, p. 59.

181 Telstra, Submission — Part A, 3 June 2011, p. 56.

182 ibid.

183 ACCC, Assessment of Telstra’s Unconditioned Ldaaip Service Band 2 monthly charge
undertaking — Final decision, April 2009, p. 228.
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Table 6.5: Updated benchmark estimates of equity @hasset betas across
OECD countries

5 year 5 year 5 year 5 year
monthly weekly monthly weekly Debt/

equity equity asset asset Equity Country of
Firm beta beta beta beta Ratio Origin
AT&T Inc. 0.659 0.764 0.486 0.563 0.36 us
Qwest Communications Intl 0.793 1.285 0.330 0.535 1.42 us
Verizon Communications Inc. 0.666 0.717 0.458 0.493 0.46 Us
Cincinnati Bell Inc. 1.53 1.26 0.378 0.311 3.082 UsS
BCE Inc. 0.43 0.16 0.291 0.108 0.482 Canada
BT Group PLC 1.051 0.826 0.523 0.411 1.022 Britain
Telekom Austria AG 0.554 0.725 0.331 0.434 0.68 Austria
Telecom Italia SpA 0.492 0.842 0.186 0.319 1.662 Italy
Hellenic Telecommunications
Organisation SA 0.518 0.584 0.268 0.302 0.946 Greece
TDC A/S 0.149 0.224 0.077 0.116 0.946 Denmark
Portugal Telecom SGPS SA-
REG 0.626 0.872 0.334 0.466 0.882 Portugal

Sweden/

TeliaSonera AB 0.648 0.699 0.521 0.562 0.246 Finland
Telefonica SA 0.718 0.767 0.427 0.456 0.69 Spain
Deutsche Telekom AG-REG 0.334 0.667 0.172 0.344 0.952 Germany
France Telecom SA 0.435 0.545 0.246 0.308 0.776 France
Koninklijke KPN NV 0.253 0.448 0.157 0.279 0.614 Netherlands
Swisscom AG-REG 0.277 0.552 0.187 0.372 0.49 Switzerland
Nippon Telegraph &
Telephone Corporation 0.494 0.601 0.272 0.331 0.826 Japan
Singapore Telecom Ltd 0.791 0.77 0.692 0.674 0.144 Singapore
PCCW Ltd 0.111 0.062 0.046 0.026 1.44 Hong Kong
Bezeq The Israeli Telecom
Corp Ltd 0.542 0.447 0.415 0.342 0.31 Israel
Telecom Corp of New New
Zealand 1.164 1.14 0.796 0.779 0.468 Zealand
Telstra Corp Ltd 0.301 0.425 0.228 0.322 0.322 Australia
Average 0.589 0.669 0.340 0.385 0.836

Source: Bloomberg Data Services, data as at June 2011.

Equity issuance costs

Equity issuance costs are the fees associatedssiting new equity capital. Since
equity issuance costs are only incurred when ankssiraises equity capital, the
ACCC's view in the April 2011 Discussion Paper wlagt Telstra should not be
compensated for costs it has not incurred. The ACQ®idered that equity issuance
costs should be recovered as a cash flow (operexipgnditure) allowance when a
business raises equity capital and should notdaded in the WACC.
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Submissions

Optus supported the ACCC’s view in the April 201isddssion Paper that equity
issuance costs should be recovered as an opecashgather than through an
allowance in the WACC?*

There were no other submissions on equity issuaDsts.
ACCC final view

The ACCC confirms its view that equity issuancete@hould be recovered as a cash
flow (operating cost) allowance when Telstra raisggity capital. It has not therefore
included equity issuance costs in the WACC

6.3.3 Cost of debt

The cost of debt is given as the sum of the riske-flate and a margin for debt,
including the costs of raising debt:

E[Kd] =rf + debt risk premium + debt issuance costs
where E[Kd] =the required/expected return on debt
rf =the risk-free rate

To maintain consistency within the WACC formulag tiisk-free rate used to estimate
the cost of debt is the same as the risk-freeusdd to calculate the return on equity.

Debt risk premium (DRP)

The DRP accounts for debt-specific risk compengsatier and above the risk-free
rate. The DRP is dependent on the firm’'s gearimgl]ats credit rating and the term
of the debt.

The DRP is derived as the difference between thlel yo maturity (YTM) on the
chosen debt proxy (for example, 10 year A-rateddbgelds) and the yield to
maturity on the chosen risk-free proxy (for exampal@ year CGS bond yields). In the
past, the value for the YTM on the chosen debt yreas usually derived from a
benchmark bond index obtained from a reputablenired market data source.

April 2011 Discussion Paper view

In estimating draft FAD prices, the ACCC propossthg a benchmark A-rated bond
to estimate the efficient cost of debt of an A-datelecommunications business. In
the absence of a benchmark A-rated bond, the AC&@ed to use a long-term
Telstra bond as a proxy for a benchmark bond ioutating the DRP. Therefore, the
ACCC took the average yield on the Telstra bondunirag on 15 July 2026°

(average yield of 7.81 per cent) and subtracteadneesponding average yield on the
Bloomberg 10 year CG¥® (average vield of 5.61 per cent), to estimate #DR

2.19 per cent.

The ACCC noted that it intended to update the Dir&stimating FAD prices.

184 Optus, Submission, 3 June 2011, p. 59.
185 Bloomberg ticker: EI291758 Corp.
18 Bloomberg ticker: C12710Y Index.
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Submissions

Telstra submitted that the ACCC should not haviededn a single bond to estimate
the DRP in the April 2011 Discussion Paper, and @ resulting estimate of

2.19 per cent was too low. It noted that the AER @i@en a weighting of 25 per cent
to the Australian Pipeline Trust bond and 75 peit ¢e the extrapolated Bloomberg
fair value curve in its decision on Victorian ekgdty distribution businesses. Telstra
submitted that the ACCC should ‘be similarly causion relying too heavily on a
single bond observation’ to estimate the DRP.

Telstra stated that ‘the best estimate of Telstatsal cost of debt is the Telstra-wide
DRP’ ¥ which it considered should be estimated using thaulogy proposed in its
November 2010 response to the ACCC'’s informatiouest®® Telstra’s proposed
methodology is discussed below. Alternatively, Tralsuggested that the ACCC
should continue to extrapolate the Bloomberg Addéér yield curve.

There were no other submissions on the DRP.
ACCC final view

The ACCC remains of the view that the difficultiasextrapolating the Bloomberg
A-rated fair yield curve warrant the use of a m@iegable methodology.

The ACCC considered the appropriateness of Tetspnaposed methodology using
information on Telstra’s corporate bond rate, aosein its November 2010
response to the ACCC'’s information request. Imatponse, Telstra stated that the
bond rates used in its methodology are ‘quotesiiokt from ‘eight independent
bank estimates’ for bonds with a yield to matudfythree, five, seven and ten
yearst*° Telstra’s response described a number of adjustnitemade to the
information obtained from these ‘quotes’ to obtiésnestimated range.

The ACCC has concerns about the appropriateneBsistfa’s proposed
methodology:

= The ACCC is unable to assess the suitability ahahiéty of the data used, the
appropriateness of Telstra’s adjustments to thiat, da the accuracy of Telstra’s
calculations. Telstra has not provided any detdithe data used or the
calculations it made to obtain its range of values.

= Telstra has provided no information about the ‘eigdependent bank estimates’
used, such as the identity of the banks providmgestimates.

= The ACCC considers that ‘quotes’ are unlikely tcalsaeliable as actual bond
yields. Telstra has not provided an explanatioritfouse of a range of ‘quotes’
rather than publicly available Bloomberg information Telstra bond yields.

= Telstra’s use of the 10-year CGS rate with bondgoying terms is unlikely to
produce reliable DRP estimates. The term of tHefree rate should match the
term of the bond.

187 Telstra, Submission — Part A, 3 June 2011, p. 57.

188 ibid.

189 Telstra, Pricing principles for fixed line serei Response to the ACCC's request for further
information, November 2010, pp. 25-28.

19 ibid., p. 25.
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= Telstra has not updated its estimated DRP rangefigiares provided in its
November 2010 response appear to relate to theqlareer 2013 The yield on
the 7-year A-rated fair yield curve is now loweartht was in mid-2018

The ACCC has had regard to Telstra’'s comments @ AGCC'’s use of a single
long-term Telstra bond. Information about the basdd by the ACCC is publicly
available'®® which allows interested parties to assess itailitty and reliability. The
bond contains no non-standard features, which migftelstra’s view, have affected

its yield **

In regard to the AER’s use of Bloomberg, the ACQfies that the AER is required to
estimate a DRP with respect to a benchmark corpd@ntd with a credit rating of
BBB+ and a term to maturity of 10 years. Under enrimarket conditions it is more
difficult to find a single bond that provides a gloproxy for such a benchmark.
Bloomberg'’s fair value curves have also been ralgoh by the AER and other
regulators in the past. In the ACCC'’s view, thesesiderations are relevant to the
AER'’s continued use of extrapolated Bloomberg dakteey are not a relevant
consideration in determining an appropriate DRPTHlstra as a suitable Australian
A-rated bond with a term to maturity of close toyears is available.

The ACCC has concluded that its methodology focuwdating the DRP remains
appropriate. The DRP estimate has been updatezkimgtthe 20 day average of the
Telstra bond maturing on 15 July 26%0from 3 to 30 June 2011 (average vield of
7.22 per cent) and subtracting the correspondiegaae yield on the Bloomberg

10 year CGE"° (average yield of 5.16 per cent), to estimate #DR2.06 per cent.
The averaging period used is the same 20 day pasaed for estimating the risk-
free rate.

Gearing ratio

The gearing level of a firm refers to the ratiadebt to equity that a firm uses to
finance its capital. The gearing level is used &ght the return on equity and cost of
debt in the WACC formula. Where the firm’s capg#iucture is highly geared (that
is, the firm has a high level of debt), this implgreater financial risk for the firm and
therefore a greater required rate of return fohlasjuity and debt holders.

April 2011 Discussion Paper view

The ACCC considered that the appropriate gearitig waas 40:60, consistent with
the gearing ratio used in previous fixed line ssggipricing decisions.

Submissions

Optus supported the gearing ratio of 40:60 use¢dempril 2011 Discussion Pap€Y.
There were no other submissions on the gearing. rati

91 ibid., Figure 1: Telstra wide DRP, p. 27.

192 Bloomberg ticker: C3597Y Index.

193 Bloomberg ticker: EI291758 Corp.

194 Telstra, Submission — Part A, 3 June 2011, pfdtnote 174.
19 Bloomberg ticker: EI291758 Corp.

1% Bloomberg ticker: C12710Y Index.

197 Optus, Submission, 3 June 2011, p. 59.
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ACCC final view
The ACCC confirms its view that a debt/equity raifa10:60 is appropriate.
Debt issuance costs

Debt issuance costs are the costs associatedaisthg debt. They can be recovered
through a direct cash flow allowance or an adjustn@the WACC. In the past, the
ACCC has accepted the inclusion of debt issuansts @o the return on debt

April 2011 Discussion Paper view

Using the Allen Consulting Group’s methodologythe ACCC proposed that debt
iIssuance costs should be set at 8.3 basis points.

Submissions

Optus supported the methodology and assumptiorstaselculate debt issuance
costs and considered a value of 8.3 basis poirtie teasonabl€® There were no
other submissions on debt issuance costs.

ACCC final view

The ACCC has updated its calculation of debt isseaosts, shown in table 6.6.
Consistent with its reasoning in the April 2011 &ission Paper, the ACCC
maintains its view that debt issuance costs shioglslet assuming six debt issues of
$500 million, which results in an updated estinttdebt issuance costs of 8.1 basis
points.

19 ACCC, Final decision: Assessment of Telstra’s dftitional Local Loop Service Band 2 monthly

charge undertaking, April 2009, p. 206.

The Allen Consulting Group, Debt and Equity RagsiTransaction Costs — Final Report,
December 2004.

20 Optus, Submission, 3 June 2011, p. 59.
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Table 6.6: Indicative direct debt raising costs &sed on a nominal vanilla
WACC of 8.54 per cent

ST lissue | 2issues | 4issues | 6issues | 10issues | 12 issues
costs
Multiples of

Total amount | median MTN*

raised ($500m) $500m | $1000m | $2000m | $3000m | $5000m $6000m
Bloomberg
spread,

1. Gross upfront per

underwriting issue,

fee amortised 6.87 6.87 6.87 6.87 6.87 6.87
$115k upfront

2. Legal and per issue,

roadshow amortised 0.35 0.35 0.35 0.35 0.35 0.35

3. Company

credit rating $50k per

fee annum 1.00 0.50 0.25 0.17 0.10 0.08
4 basis points
upfront per

4. |ssue issue,

credit rating amortised 0.61 0.61 0.61 0.61 0.61 0.61
$3.5k per

5. Registry issue, per

fees annum 0.07 0.07 0.07 0.07 0.07 0.07

6. Paying $4/$1million,

fees per annum 0.04 0.04 0.04 0.04 0.04 0.04
Basis points

Total per annum 8.9 8.4 8.2 8.1 8.0 8.0

* Medium term note

Source: ACG, Bloomberg.

Imputation factor (gamma)

The gamma parameter represents the value of tdks;retherwise referred to as

imputation credits, generated by the regulatednassi that could be distributed in the
form of franked dividends to shareholders.

In its recent decision on gamma in relation toAlRR’s electricity distribution
determinations for South Australia and QueensldraAustralian Competition
Tribunal stated that:

... an explanation is needed of the basis for adjggstie costs of a DNSP [Distribution

Network Service Provider] to take account of theliabilities of its shareholders. Such an

explanation should be the starting point for coesity how best to estimate gamffia.

Under the imputation system introduced in 1987redh@ders who receive franked
dividends are credited for the corporate tax pgithle regulated business on the

profits from which dividends are distributed. Theseporate tax payments generate
the imputation credits attached to franked divider&hareholders can redeem these
imputation credits against their personal (incotag)liabilities to reduce the amount

201 Australian Competition Tribunal, Application by &gex Limited (Gamma) (No 5) [2011]
ACompT 9, 12 May 2011, [44].
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of personal tax payable. Since 1 July 2000, casimds of excess imputation credits
have been allowed.

Shareholders’ ability to redeem imputation cretbtseduce their personal tax
liabilities means that part of the business’ cogp®tax payments represents
pre-payment of personal tax on behalf of its shaldirs. It is this pre-payment of
personal tax that reduces the shareholders’ pdrspnbabilities or generates a tax
refund.

The personal tax benefits obtained from imputatieits effectively increase the

rate of return received by shareholders from hgjdinares in the regulated business.
The total return to the shareholder will be thaaknd plus the personal tax benefits
from imputation credit§®? Shareholders will therefore be willing to accepoaer

rate of return received in the form of dividendsamhihey receive imputation credits
with those dividends, compared to the rate of retaguired on shares that do not pay
franked dividends.

Consequently, in determining the WACC, the regdditesiness’ capacity to pay
imputation credits with dividends must be takew iatcount to avoid
over-compensating the business for its cost oftggGiamma measures the amount
by which the rate of return required by sharehadereduced due to the tax benefits
obtained from imputation credits.

There are two alternative methods of taking intcoaat the reduction in the cost of
equity g&the regulated business that results gbareholders’ receipt of imputation
credits:

In the first method, the WACC provided to the reget business is reduced to reflect
the lower rate of return required by shareholdeithé form of dividends. To adopt
this method, the formula for estimating the WACClurdes terms for gamma and the
corporate tax rate. These terms make allowanctébenefits shareholders obtain
from imputation credits (that is, the pre-paymeipe@rsonal tax). The resulting
WACC estimate is known as the effective classicalG/z 2%*

The second method takes into account the benefgisareholders from the
pre-payment of personal tax by adjusting the ragdlausiness’ estimated corporate
tax liabilities, rather than through its WACC. Tiesiness’ estimated tax liabilities
are reduced by the proportion of its tax liabittbat represents pre-payment of
personal tax on behalf of its shareholders (theutepon credits). This adjustment is
made through the business’ estimated cash flowgnNising this method, the
formula for estimating the WACC does not includerte for the gamma or the
corporate tax rate as these terms are alreadydedlin the cash flow calculations.
This formula is the formula for the vanilla WACCathaway states that:

292 Shareholders may also receive capital gains @in équity holdings.

203 gee RR Officer, ‘The cost of capital of a companger an imputation tax systemgcounting
and Financevol. 34, no. 1, May 1994, pp. 1-17. Officer destoates that the two methods are
conceptually equivalent.

204N Hathaway|mputation WACCs: Descriptions and numerical vaiortcalculations Capital
Research Pty Ltd, November 2004, available at wapitalresearch.com.au/downloads/
WACC_descript.pdf.
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Only the Vanilla WACC accurately reflects all ttaxteffects in the cash flow, both classical

tax and imputation credits, so only the Vanilla W@@as no tax terms 2%

The ACCC has adopted a vanilla WACC and the FLSptuwras all tax effects
including imputation benefits in the cash flowsislts consistent with standard
regulatory practice in Australia.

Gamma has generally been defined for regulatorggsas as the utilisation rate
multiplied by the imputation payout ratf6’

0 = 0*F
where y = gamma

0 = (theta) the utilisation rate of imputation citeds the value of
distributed imputation credits to investors as@pprtion of their face
value

F = the imputation payout ratio is the face valtienputation credits
distributed by the firm as a proportion of the faedue of imputation
credits generated by the firm, that is, the taxl fgi the business

However, this formula only applies where retainagutation credits have no value
and/or the imputation payout ratio, F, is equal .ttf neither of these assumptions
holds, the gamma formula is:

Y= F0 + (1-F)*y
where parameters are defined as aboveyaipsi) is the per dollar value of a retained

imputation credity > 0), which is a function of the appropriate disgbrate and the
expected retention period.

Empirical estimation of the value of gamma has progifficult due to inherent
problems in separating returns due to imputatiedits from returns obtained from
dividends and changes in share prices (capitabgaifosses). In addition, since
foreign investors cannot generally make use of iiapen credits, the balance
between foreign and domestic shareholders carféea in determining the
appropriate value of gamma. Furthermore, therebbasa recent debate on whether
retained imputation credits have value and, ifth&ay to assign an appropriate value
to retained credits.

Expert studies have produced a wide range of et gamma and its
components, theta and F. Consequently, the ACCtey oegulators and expert
analysts have generally qualified the use of tistiséies’ estimates of gamma.

The method most commonly used to produce empiestinates of theta is
economy-wide dividend drop-off studies, which meadhe extent to which an
average company’s share price drops once it goeévadend. These studies exhibit
wide divergences in their results, reflecting thdedy recognised problem of

205 i
ibid., p. 4.

2% gee AER, Electricity transmission and distribntietwork service providers — Review of the
weighted average cost of capital (WACC) parametdfmal decision, May 2009, p. 414;JC
Handley, Further Comments on the Valuation of Imiah Credits — Final, 15 April 2009.
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disaggregating the ex-dividend price drop betwé&envalue of the cash dividend and
the value of the attached imputation creffifs.

Tax statistics provide an alternative method ahesting the amount of pre-payment
of personal tax represented by imputation credits.

April 2011 Discussion Paper view

In the April 2011 Discussion Paper, the ACCC adoptdbenchmark economy-wide
gamma. A benchmark approach was considered toge®tronger incentives for the
regulated business to operate efficiently. In deieing an appropriate benchmark
value, the ACCC had regard to the most up-to-dedv@@my-wide empirical evidence
available at the tim&® While recognising that there was uncertainty acothe value
of gamma, the ACCC proposed to adopt an economg-wadlie for gamma of 0.45.

Submissions

Optus did not support the ACCC's decision to adgop&lue for gamma of 0.45° It
submitted that a benchmark approach was not agptegor the telecommunications
sector as the legislative criteria, specificallg thTIE, differ from those in other
sectors such as energy. According to Optus’ sulbomisa benchmark gamma would
not provide incentives for Telstra to operate effitly and would instead allow
Telstra to over-recover costs which would not bthsLTIE

Optus submitted that in changing the value for gantmr0.45, the ACCC had not had
regard to Optus’ submission, which supported aeval0.65. While recognising the
uncertainty around the value for gamma, it submhittext the ACCC'’s previous
approach and the value of 0.65 proposed in the A€S€ptember 2010 Draft Report
remained appropriate.

Telstra supported the ACCC'’s proposal to adoptcamemy-wide value for
gamma** However, it submitted that the ACCC should adogamma value of 0.25,
based on the Tribunal’'s recent decision in itseevof the AER’s South Australia and
Queensland electricity distribution determinatidnstelation to fixed principles
provisions, Telstra submitted that a gamma valug 2% should be adopted for future
regulatory period§*?

In the context of fixed principles provisions, Maegie Telecom submitted that there
should be no provision specifying the value for gaaiuntil such time as a widely
accepted practice for setting gamma emerggs’.

There were no other submissions on gamma.

27 gee, for example, M Dempsey and G Partingtone ‘@dst of capital equations under the

Australian imputation tax systenAccounting and Finangerol. 48, no. 3, Sept 2008,

pp. 439-460; M McKenzie and G Partingt®eport to AER — Evidence and submissions on

gamma 25 March 2010pp. 33-50; and SFG Consultinthe impact of franking credits on the

corporate cost of capital: Empirical evidendeeport prepared for Envestra, March 2007.

AER, Draft Decision: Envestra Ltd — Access arranget proposal for the SA gas network: 1 July

2011- 30 June 2016, February 2011.

299 Optus, Submission, 3 June 2011, p. 60.

210 ibid., p. 60.

2L Telstra, Submission — Part A, 3 June 2011, p. 58.

22 ipid., p. 79.

23 Telstra, Submission — Part A, 3 June 2011, pMi&quarie Telecom, Submission, 3 June 2011,
p. 14.
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ACCC final view

For the purpose of estimating FAD prices for thelaled fixed line services, the
ACCC has adopted a value for gamma of 0.45. Inhiagahis decision, the ACCC
has had regard to a range of available evideneejithws expressed in submissions,
the Tribunal’s recent decision on gamma in the exinof the electricity industr§**
and considerations of regulatory certainty and istedility.

In its recent decision on gamma in relation toAlR#R’s electricity distribution
determinations for South Australia and Queensl#ral Tribunal determined a value
for gamma of 0.25, based on an estimate of 0.F famd a recent SFG estimate for
theta of 0.35™° In its Reasons for Decision, the Tribunal recoggithe ‘unavoidable’
difficulties in estimating thefa® and noted that the SFG study provided the best
estimate ‘currently availablé’ It added that:

... the Tribunal notes that estimation of a paramsteh as gamma is necessarily, and

desirably, an ongoinmptellectual and empirical endeavour. Its decisiothese proceedings is
based on the material beforé'ft (emphasis added)

The ACCC considers that the Tribunal’s commentscate that it is open to
considering new empirical evidence on the valugamhma in the future. Further, the
ACCC considers an implication of the Tribunal’s goants is that it may settle on a
different value for gamma in the future, if warrashtoy new evidence presented to it.

In these circumstances, the ACCC has decidedttehbuld have regard to additional
evidence available to it in deciding on the valigamma to adopt in estimating
prices for a three year regulatory period. The AGC{&cision to adopt this approach
has been guided by the principle that, in respettte@WACC parameters, regulatory
certainty and predictability are desirable to tkiert that they support economically
efficient investment in the infrastructure usegbtovide the declared fixed line
services. A reasonable degree of certainty andgiedwlity in the value of gamma
will, in the ACCC'’s view, support past investmeatsl promote industry confidence
in making future investment decisions.

The ACCC considers that estimating a value for garbgntaking into account a
range of evidence is more likely to promote cettaand predictability in both the
value of gamma and the basis for its calculatibantreliance on a single, albeit most
recent, study. Consequently, the ACCC has alsadgatd to Telstra-specific
considerations, estimates of gamma from other didddrop-off studies, and tax
statistics studies. The ACCC's specific consideratiare set out as follows.

First, in the September 2010 Draft Report, the AGQ©©@sidered constraints on
foreign ownership in Telstra in reaching a viewasnappropriate gamma for the
industry. The ACCC took into account the sharehdlidgtations in section 8BG(a)
of Telstra Corporation Ac1991that restrict aggregate foreign ownership of Talth

214 Australian Competition Tribunal, Application by &gex Limited (Gamma) (No 5) [2011]

ACompT 9, 12 May 2011.
215 ibid., [12], [42]; SFG Consultindpividend drop-off estimate of thetal March 2011.
216 ibid.. [21].
27 ibid.. [29].
218 ibid.. [45).
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35 per cent!® Since imputation credits cannot be utilised byifgners, but are
redeemable to Australian shareholders regardlessdtatus, the ACCC considered
that this legislative restriction was relevant stirating an appropriate theta. These
restrictions are likely to mean the theta for Tralst shareholders is higher than the
market-wide estimate.

Second, in regard to the value of F, Telstra suiechin October 2010 that its average
dividend payout ratio was approximately 629Subsequent analysis by the ACCC
indicated that Telstra’s payout ratio was approxetya0.99. In combination with the
legislative constraints on foreign ownership ofsti, this evidence supports a
conclusion that an appropriate gamma for Telstlikédy to be significantly higher
than 0.25.

Third, the ACCC had regard to the Tribunal’s demson the value of F, for the
market as a whole, of 0.7 in its review of the AERIectricity distribution
determinations for South Australia and Queensfahd.

Fourth, the ACCC notes that the debate over usaxadtatistics versus dividend
drop-off studies when estimating theta relatesstor@ation of the face value of
imputation credits (in tax statistics) or their ketrvalue (in dividend drop-off
studies). While a dividend drop-off study, and #gfere a market value, formed the
basis of the recent Tribunal decision, it is nataie whether the sole reliance on
market value has implications for the estimatioothier WACC parameters. For
example, the ACCC currently uses the face valwivafiends in estimating the MRP.
It may be necessary to consider the consistenegtohation methodologies across
the range of WACC parameters.

Fifth, in regard to market-based studies, the AGE/bt convinced that a single
dividend drop-off study can provide, without anyutlg the most accurate and
appropriate estimate of theta. The ACCC is, theegfoot persuaded that no weight
should be given to other studies and has takewmiéwethat conclusions should be
drawn from consideration of a range of studies.

Given the above uncertainties, without further kbaign in-depth analysis of all

factors affecting the gamma estimate, the ACCQiabie to determine a single point
estimate. Consequently, the ACCC considers thaasonable approach is to choose a
point within the possible range of gamma estimatiesing regard to the range of
possible estimates, the ACCC'’s previous draft vieansl the principles of regulatory
certainty and predictability, the ACCC has setteda value for gamma of 0.45.

The ACCC considers that the uncertainties discuabetde weigh against specifying
the value of gamma in fixed principles provisioas,proposed in Telstra’s
submission. The ACCC notes further that ‘lockingargamma value could prevent
the ACCC from having regard to potential futurerus in the tax system.

219 Telstra has estimated that as at 3 June 201 hutieer of Telstra shares recorded as foreign on
the Telstra register was 23.61 percent of the tataiber of issued Telstra shares. See Telstra’s
website www.telstra.com.au/abouttelstra/investorshgreholding/fags.

220 Telstra, Pricing Principles for Fixed Line SensceResponse to the ACCC'’s Draft Report,
October 2010, p. 88.

221 pustralian Competition Tribunal, Application by &gex Limited (Distribution Ratio (Gamma))
(No 3) [2010] ACompT 9, 23 December 2010.
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6.4 Regulatory depreciation

Regulatory depreciation is the return of capitadtts, the allowance included in the
revenue requirement to allow Telstra to recovemnigstments in the assets used to
supply the fixed line services over the lives afgh assets.

6.4.1 April 2011 Discussion Paper view

The ACCC adopted straight line depreciation inneating draft prices for the FADs.
In addition, the ACCC adjusted the profile of degpméion for the last two years of the
regulatory period (2014-15 and 2015-16). The adjast was made to remove a
distortion in the depreciation profile, which wamathematical consequence of
commencing the FLSM part-way through the lives elstra’s assets. The ACCC
considered that the unadjusted depreciation prafileld significantly understate the
expected path of regulatory depreciation.

To make the adjustment, the ACCC extrapolatedrtpets to the FLSM for the full
11 year model estimation period (2010-11 to 202p+2identify the underlying
trend level of regulatory depreciation. It then &tithited trend values of regulatory
depreciation for the three asset classes affegteékdebdistortion. The affected asset
classes were ‘pair gain systems’, ‘local switch&ggiipment’ and ‘indirect capital
assets’, all of which had relatively short assgdf**

6.4.2 Submissions
There were no submissions on regulatory depreaciatio
6.4.3 ACCC final view

The ACCC confirms its adoption of the straight loepreciation method and the use
of a trend level of regulatory depreciation forifpgain systems’ and ‘local switching
equipment’ over 2012-13 and 2013-14.

222 ACCC, Discussion paper, April 2011, p. 105.
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Table 6.7: Estimated regulatory depreciation, 200910 to 2013-14

Asset Class 2009-10 2010-11 2011-12 2012-13 2013-14

CAN asset class

Ducts and pipes [c-i-c]
Copper cables
Other cables

Pair gain systems

CAN radio bearer
equipment

Other CAN assets

Other communications
plant and equipment

Network land

Network
buildings/support

Total [

Core asset class

Indirect capital assets ||
Switching equipment N

— Local

— Trunk

Switching equipment
— Other

Inter-exchange cables

Transmission
equipment

Core radio bearer
equipment

Other communications
plant and equipment

Network land

H
H
i
|
|
H

Switching equipment I
|
||

H
H
|
i

Network -

buildings/support

Indirect capital assets

LSS equipment

I-El==u il=-=-u Ein===u1

Total [

Notes: Figures shown in italics denote values that have been adjusted by the ACCC to reflect the
underlying trend value for the years shown. Estimated depreciation for years beyond the
regulatory period has been calculated by extrapolating forecast operating and capital
expenditures in the regulatory period.
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7 Operating expenditure

Key points

= Forecast operating expenditure forms a cost blodke building block approach
and therefore contributes directly to Telstra’skoévenue requirement.

» The ACCC confirms its forecasts for direct and iadi operating expenditure:

— Direct CAN operating expenditure is assumed to reroanstant in real terms
at its most recent actual level (for 2009-10) ftect recent reductions in CAN
operating costs.

— Direct Core operating expenditure is forecast toai@ constant in real terms at
the average real level of Telstra’s actual opegatixpenditures over the five
years to 2009-10.

— The mark-up for indirect operating expenditure f(isacorporate overheads)
remains at 80 per cent.

» Forecast LSS operating expenditure has been resimedwards to reflect lower
forecast LSS demand. The real unit costs of pragidne LSS have been held
constant over the regulatory period.

= No adjustments will be made for ‘unders or ovensactual, compared to forecast,
operating expenditures over the regulatory period.

= Total operating expenditure has been allocatedtb asset class according to its
share of the total undepreciated asset value i8-20M

Operating expenditure is one of the cost blockbienFLSM. Forecast operating
expenditure contributes directly to the estimamenue requirement over the
regulatory period.

7.1  April 2011 Discussion Paper view

In the April 2011 Discussion Paper, the ACCC coead that direct operating
expenditure on the CAN was likely to remain constameal terms over the
regulatory period, at the same level as in the mexsnt year of available data (that
is, 2009-10%2% In adopting this approach, the ACCC placed greagght on the
recent declining trend in CAN operating expenditilngn it had in its earlier forecasts
for the September 2010 Draft Report.

For the Core network, the ACCC forecast real opegagxpenditure to remain stable
over the regulatory period at its average realllarethe five years to 2009—16?
Direct operating expenditure on the Core network badly stable in real terms
over this period.

To convert nominal operating expenditure to redlads (that is, in the FLSM’s base
year dollars as at 1 July 2009), the ACCC indexsetating expenditure prior to July
2009 using a simple average of the Australian BurdeStatistics (ABS) producer

22 ACCC, Discussion Paper, April 2011, p. 111.
224 ibid., p. 112.
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price index for communication equipment manufaciyiand the ABS labour price
index for communications. Since the labour priagefor communications is no
longer published after July 2009, operating expemneiin 2009—10 was indexed back
to the base year dollars using a simple averagfgeofABS producer price index for
communication equipment manufacturing and the A&®ulr price index for
information media and telecommunicatichs.

To calculate indirect operating expenditure for @%N and Core network, the ACCC
applied an 80 per cent mark-up on direct operamenditure. This value is the
mid-point of the 60 per cent mark-up estimatedheyAnalysys (optimised) model
and the 100 per cent mark-up estimated from T&sRAF data.

In April 2011, Telstra submitted a forecast growate for operating expenditure in
2010-11%%° This growth rate applied to total operating expemd (excluding
depreciation) on providing all services (exclud®egnsis and international entities).
The ACCC considered that operating expenditure @sti@a’s non-fixed line services,
such as mobile services, would increase signifigdaster than expenditure on
providing the fixed line services. Without disaggaieed forecasts for the fixed line
services, the ACCC considered that it did not refécient evidence to justify
revising its operating expenditure forec&sfs.

Since the ACCC does not have forecasts for opegratipenditure by asset class, the
ACCC calculated allocation factors to allocate afiag expenditure to each asset
class in the CAN and Core networks. Operating edjpere was allocated to each
asset class according to its share of the totadprettiated asset value in 2008—-09.

The ACCC estimated LSS operating costs as the $uine andirect costs allocated to
LSS and the LSS specific cost estimates providet@distra. The ACCC excluded
network costs as these costs are recovered thtbedWWLR price and prices charged
for Telstra’s retail line services. Since the c@dlscated to LSS in the FLSM are a
component of total indirect operating expendittoéal LSS costs are deducted from
total indirect operating expenditure in the FLSMdpe the remaining indirect
operating expenditure is allocated to the othexdiline services. This avoids
allocating the same costs to more than one service.

The ACCC proposed to implement an efficiency bersfaring schem&® Under this
scheme, no adjustments would be made for ‘undepsens’ in actual operating
expenditure, compared to forecast expenditurenguhe regulatory period.

7.2 Submissions

7.2.1 Direct operating expenditure

Telstra stated that the ACCC's direct operatingeexjiture forecasts in the April
2011 Discussion Paper were reasonafldfter conducting its own analysis, Telstra
submitted that the main drivers of operating ex|tenel on the CAN and Core
network were labour costs, productivity and the banof reported faults. Telstra

2% ibid., pp. 112-113.

2% Telstra, Fixed Line Services — Request for infation and response to Telstra queries on Interim
Access Determinations — Letter from Telstra toARCC (confidential), 18 April 2011.

22T ACCC, Discussion Paper, April 2011, p. 111.

228 ibid., pp. 82, 114.

22 Telstra, Submission — Part A, 3 June 2011, p. 63.
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submitted that operating expenditure may growfaster rate than CPI in nominal
terms. However, it acknowledged the difficulty stienating the relationship between
changes in the drivers of operating expendituredahges in operating expenditure.

Optus supported the ACCC'’s proposed approach éctiel a base year for direct
operating expenditure on the CAR!.However, Optus submitted that the ACCC
should use the same methodology to calculate tbe year for the Core—that is, to
use direct operating expenditure on the Core ir9200, rather than the five year
average.

Optus submitted that the ACCC should apply a zeracpnt nominal growth rate (to
‘base year’ expenditure) to generate operating redipgre forecasts. Optus stated that
no nominal growth was justified on the basis ofteceductions due to declining use of
the fixed line network®! It submitted that, although maintenance costd éstra’s
network assets were likely to increase as the asgetd, this would be more than
offset by Telstra forgoing some types of maintemasued shutting down parts of its
network as services were migrated to the NBN.

Frontier Economics submitted that Telstra had usiifjed its forecast growth rate for
operating expenditure, and noted that Telstra’sdast did not apply to the fixed line
network alon&3 Frontier Economics stated that the ACCC had notiged
sufficiently detailed information on the relativeportance of different categories of
operating expenditure or its assumption that Ta&stProject New’ was more likely
to influence indirect operating expenditure. Frent.conomics stated that Telstra
would need to have ‘a very sharp focus on reducpeyating costs to avoid future
price rises’, given that total fixed line revenaes declining>*

7.2.2 Indexation of past operating expenditure

Frontier Economics submitted that past operatinmeegliture should be indexed by
the ABS telecommunications equipment import pricdek instead of the ABS
producer price index for communications equipmeanufacturing?>* Frontier
Economics’ analysis suggested that using its predemeasure would reduce forecast
direct operating expenditure on the Core networ®y million and forecast indirect
operating expenditure by $40 million (in real teyms

Frontier Economics submitted that the ACCC'’s astic of the import price index—
that it is too broad—also applies to the producerepndex used in the April 2011
Discussion Papér> It stated that the import price index is likelytte a good proxy
for relevant telecommunications equipment, and ti@tshare of irrelevant goods
accounts for a relatively small share of the indexaddition, it submitted that
operating expenditure for 2009-10 should not bexed back to 1 July 2009.

7.2.3 Mark-up for indirect operating expenditure

Optus submitted that the ACCC should use a marfoumdirect operating
expenditure of 60 per cefit It disagreed with the ACCC's rationale for viewithg

230 Optus, Submission, June 2011, Confidential Verpiob4.
2L ibid., p. 55.

232 Frontier Economics, Submission, June 2011, p. 21.
2% ibid.

234 Frontier Economics, Submission, June 2011, p. 23.
255 ihid. p. 24.

236 Optus, Submission, June 2011, p. 57.
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60 per cent mark-up in the Analysys model as a tdiwvet. Optus submitted that the
ACCC had not described the methodology it usedtoutate the mark-up of 100 per
cent using RAF data.

Optus submitted that indirect costs have not bgtimésed in the Analysys mod&l’
Optus submitted that the mark-up in the Analysyslehavas calculated using RAF
data, and therefore was not subject to the sanmmisption that had occurred in
modelling direct network costs. In addition, Opsumitted that maintenance costs
were not included in indirect costs, and thereftisagreed with the ACCC'’s
statement that indirect operating expenditure vkadyl to be higher for Telstra’s
existing network than in the optimised Analysys rlod

Herbert Geer submitted that expenditure data peavlay Telstra, including the
mark-up for indirect operating expenditure, shdagdsubject to rigorous scrutiny and
prudency checks by the ACCE

Frontier Economics submitted that the ACCC’s 80qmat mark-up for indirect
operating expenditure was ‘extraordinarily hightiamas not transparefit’ It
submitted that the ACCC and the Analysys modelbd@t used RAF data to
calculate the mark-up, and questioned the reagahdadifference between the two
estimates given that they had used the same dateeso

Frontier Economics submitted that the 60 per cearkrup applied in the Analysys
model should not be viewed as a lower bound ass wiew, indirect costs in the
Analysys model were actual costs and were not ogi3*° In addition, Frontier
Economics submitted that applying the Analysys nlied® per cent mark-up to
actual direct costs (instead of to optimised dipadts as in the Analysys model)
could overstate actual indirect costs.

Frontier Economics submitted that it was concetnethe revisions to the ACCC’s
forecasts of indirect operating expenditure andr@utl capital expenditure since the
September 2010 Draft Report, stating that the obsngforecasts did not ‘inspire
confidence’ in the accuracy of the ACCC's forec&8térontier Economics also
submitted that access seekers were given vewy ilittbrmation on which to make
submissions.

7.2.4 LSS operating expenditure

Herbert Geer submitted that the ACCC should dennatesthat the LSS specific cost
information provided by Telstra has been subjetdetiborous scrutiny and prudency
checking. It stated that the ACCC should not ac@edtra’s advice on the costs of
providing the LSS ‘at face valué*?

Frontier Economics submitted that the ACCC showtduse Telstra’s LSS specific
costs to set prices if it is unable to assessehsanableness of the costs.

237 ibid., p. 57.
238 Herbert Geer, Submission, 3 June 2011, p. 21.
239 Frontier Economics, Submission, June 2011, p. 21.
240 4
ibid.
241 ibid., p. 22.
242 Herbert Geer, Submission, 3 June 2011, p. 9.
243 Frontier Economics, Submission, June 2011, p. 34.
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Optus submitted that the ACCC'’s approach of natcalling network costs to the LSS
is inappropriate and inconsistent with the legigatriteria®** Optus stated that the
ACCC'’s approach does not promote competition atiédey to distort the demand

for LSS and other services. Optus submitted tr@NGCC has previously agreed that
not allocating line costs to LSS does not promotaetition.

7.2.5 Efficiency mechanisms

Optus submitted that an efficiency mechanism farapng expenditure is
unnecessar$’” It submitted that Telstra receives only a smadpprtion of its

revenue from regulated sources—in contrast to eggdlutilities in other industries—
and therefore that it is only compensated for allgpn@portion of its costs through
regulated tariffs. Optus stated that Telstra festenhg external pressure and had
commercial incentives to minimise its costs andsaigred that the scope for further
efficiency gains by Telstra was limitétf

Optus submitted that Telstra has a financial ingertb overstate its forecasts under
the proposed efficiency mechanism and that the AG@posed measures to
mitigate this incentive would be insufficiefit. Optus submitted that material
deviations between actual and forecast expendittiatis, deviations outside a
‘deadband’ around the forecast—should enter anéunder’ account. It submitted
that this approach would ensure Telstra was congpeddor its actual operating
expenditure.

Frontier Economics submitted that the proposedyear regulatory period and
uncertainty over the accuracy of forecasts meaniritentive regime proposed by the
ACCC was ‘too high-powered®*® It submitted that the ACCC should either set a
shorter regulatory period or use an alternativemtize mechanism, such as an
‘unders and overs’ account.

7.2.6 Allocation of operating expenditure to asset classes

Optus submitted that it supported the ACCC’s methagly for allocating operating
expenditure to asset classes in the April 2011 Wision Papet*’

No other submissions were received on the allocaifmperating expenditure to
asset classes.

7.3 ACCC final view

Table 7.1 compares forecast operating expenditutieei April 2011 Discussion Paper
and the ACCC'’s operating expenditure forecastsHerfinal decision.

244 Optus, Submission, June 2011, p. 63.

245 ibid., p. 44.

248 ibid., p. 47.

247 ibid., p. 48.

248 Erontier Economics, Submission, June 2011, p. 26.
29 ibid., p. 57.
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Table 7.1

Comparison of April 2011 forecast operatig expenditure and July
2011 forecasts of operating expenditure ($m as atJuly 2009)

2011-12 2012-13 2013-14
April 2011 July 2011 April 2011 July 2011 April 2011 July 2011
CAN@m) | [c-i-c] I | 1 | | | .
Core ($m) I I I I I I
LSS ($m) | | | | | H
Total ($m) e I ] I L H

7.3.1 Direct operating expenditure

The ACCC confirms its view that the operating exgieire forecasts proposed in the
April 2011 Discussion Paper are reasonable. Infiegats final view, the ACCC has
taken into account comments in submissions andrtaiam further analysis of the
drivers of operating expenditure.

The ACCC considers that Telstra’s network is likilyequire a certain unavoidable,
or baseline, level of operating expenditure eacr.yEhis expenditure will largely
reflect maintenance expenditure to repair faults maintain the quality of service
provided by the network, as well as the directsa$trunning the network. Much of
the variability in annual direct operating expeundhtis likely to reflect variability in
the number of faults occurring on Telstra’s netwdrke number of faults is heavily
influenced by adverse weather conditions (suctoasi$), which are difficult to
predict, particularly over longer time periods.

In addition, the ACCC considers that Telstra weljuire a certain number of
employees or contractors each year for managinganktperformance, marketing
and staffing call centres.

While the total demand for fixed line services basn declining over time, annual
declines have been relatively small (see chapterFL2ther, as noted in chapter 10,
the ACCC'’s cost allocation methodology accountsdieelining total fixed line
demand. In relation to the impact of the NBN ralitahe ACCC maintains its
reasons, as set out in the April 2011 DiscussigreRdor not adjusting its operating
expenditure forecasts for migrations to the NBIha stageé>° Having regard to
these factors, the ACCC considers that a foredash aominal growth (that is, a
2.5 per cent real reduction) in operating expemeiaannot be justified on the
information available to it.

The ACCC notes that, under the Definitive Agreermeatently made between
Telstra and NBN Co, Telstra expects to incur apjpnaxely $0.6 billion (in post-tax
NPV terms) for ‘necessary work on infrastructure amintenance activities’ and
approximately $0.5 billion (in post-tax NPV termisicremental operational
expenses, spread over 10 years, for those custaigeation costs and the necessary

20 ACCC, Discussion Paper, April 2011, p. 112.
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work on infrastructure which have been brought imdvas a consequence of the
NBN rollout’.??

Telstra has stated publicly that the costs of ‘sBsagy work on infrastructure and
maintenance activities’ are ‘covered within exigtoperational expenses, as Telstra
routinely projects such costs on an ongoing badmle the ‘incremental’ costs will
be absorbed within existing expenditure platis.

The ACCC has concluded, on the basis of this inftion, that no adjustments are
required to the operating expenditure forecastd usestimating prices in the FLSM.

7.3.2 Indexation of past operating expenditure

The ACCC contacted the ABS to determine the weightifferent components of
the ABS’ import price index for telecommunicaticeguipment and the ABS’
producer price index for communications equipmeanufacturing. The ABS was
unable to provide the weights of different ‘primamstivities’ in the producer price
index series due to confidentiality of the inforroat However, the ACCC notes that
the producer price index includes relevant pringtvities including
‘telecommunication equipment manufacturing’, ‘tdlepe switching equipment

manufacturing’ and ‘data transmission equipmentufegturing’ 2>

In contrast, the import price index is dominateccbynponents that are largely
irrelevant to providing the fixed line servic€é.The ACCC has concluded that using
the import price index is not appropriate. Therefahe ACCC confirms its view that
the producer price index for communication equiptmeanufacturing remains
appropriate for converting past operating expemnditato the base year dollars used
in the FLSM.

The ACCC has assumed, for the purpose of conveofiegating expenditures into the
base year dollars, that operating expenditurecigrned at the end of the financial
year. This assumption is consistent with the tiraegumption used in the FLSM.
Operating expenditure in 2008—-09 has not been edibecause it is assumed to
incurred on 30 June 2009 and is therefore effelgtivel July 2009 dollars. Operating
expenditure in 2009-10 must be converted to 1 2009 dollars for consistency with
this assumption.

7.3.3 Mark-up for indirect operating expenditure

The ACCC confirms its view that an 80 per cent maplfor indirect operating
expenditure is appropriate.

In response to submissions from Optus and FroRtenomics, the ACCC
re-examined the methodologies used to calculatendr&-up for indirect operating

Telstra, ‘Telstra signs NBN Definitive Agreeméntdedia release and attached additional
information, available at www.telstra.com.au/abelstta/download/document/2011-definitive-
agreements-telstra-nbnco.pdf.

252 ibid.

253 ABS, ‘Catalogue 6427.0 - Producer Price IndeRestralia, Mar 2011’ at www.abs.gov.au/
AUSSTATS/abs@.nsf/Lookup/6427.0Main+Features1Mar262Q?OpenDocument.

These include: ‘Transmission apparatus for réelephony, radio telegraphy, radio broadcasting
or television, incorporating reception apparattiBslephone sets (including telephones) for
cellular networks or for other wireless networkaid ‘Radar apparatus, radio navigational aid
apparatus and radio remote control apparatus’.

254
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expenditure in the April 2011 Discussion PapethmAnalysys model and in
Telstra’s October 2010 submission.

The ACCC accepts that Analysys Mason calculatech&gk-up on the basis of
Telstra’s RAF accounts, rather than on an optimizegis as assumed by the ACCC in
the April 2011 Discussion Paper. However, the AQ@&E two major concerns about
the methodology adopted in the Analysys model.

First, the Analysys model calculated the mark-ughenbasis of only one year
(2006-07) of RAF data. The RAF accounts show tivactl(network) operating
expenditures and indirect expenditures vary sigaiftly from year to year.
Consequently, the ACCC considers an average masghopld be calculated over a
longer period of time in order to smooth out thawal variability and estimate an
underlying mark-up.

In the April 2011 Discussion Paper, the ACCC calted an average mark-up over a
five year period to 2009—18° This mark-up was close to 100 per cent.

Using the Analysys model methodology for calculgtine mark-up, the ACCC has
estimated an average mark-up of 72 per cent oediith years to 2009-10. This
estimate is significantly higher than the Analysgsimate of 60 per cent. The ACCC
notes that over the five year period, the markamges from 58.2 per cent (in
2006—07) to 80.2 per cent (in 2007—-08).

Second, the ACCC is concerned about applicabilitiiva BBM of an assumption
made by Analysys Mason when allocating indirectrapeg costs to calculate its
mark-up. The ACCC considers that the categorisaifdime items in the RAF by
Analysys Mason—into ‘business overheads’, ‘netwankts’ and ‘non-network
costs’—is appropriate. However, the ACCC consideese is no strong evidence or
analysis to support Analysys’ assumption of an guaportionate allocation of
business overheads (that is, indirect operatingmaiture) between network and
non-network costs. The assumption reduces the oqadstimated by Analysys
Mason.

On the basis of its further consideration of thekmys model approach, the ACCC
has reached the conclusion that there is no s&wgitgnce to suggest that the
ACCC'’s 80 per cent mark-up is not appropriate. AREC notes that estimates of
the mark-up range from Analysys’ 60 per cent to fi@dcent in Telstra’'s TEA
model. Considering all the evidence and alternagstenates, the ACCC considers
that an 80 per cent mark-up represents a reasoalitheance for an efficient level of
indirect operating expenditure.

7.3.4 LSS operating expenditure

As noted in the April 2011 Discussion Paper, theC&Omodified the expenditure
figures provided by Telstra to ensure that thecaBbcated to the LSS reflects the
direct costs Telstra incurs in providing the sea?f¢

The revisions to forecast LSS demand over the atguyl period have led the ACCC
to review its operating expenditure forecast far t1$S. The ACCC considers that
reductions in LSS demand should not lead to ine®asthe estimated unit costs of

25 Telstra, Submission, October 2010, p. 13.
256 The April 2011 Discussion Paper incorrectly refeat the period as the six years to 2008—-09.
%7 ACCC, Discussion Paper, April 2011, p. 156.
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providing the service since the costs incurred tgaglate to the labour costs
associated with provisioning and billing. As noteadhapter 6, the equipment used to
provide the LSS specific service are fully depresaaso all costs are now
transaction-related.

As noted in the April 2011 Discussion Paper, theC&Owvas unable to assess
Telstra’s LSS operating expenditures in 2008—09200t9-10 because Telstra did not
provide a detailed explanation of the basis foirtb@culation or the demand levels
underlying the figures. The ACCC did not therefoae confidence in calculating

the unit cost of providing LSS from Telstra’s exgeure figures.

The ACCC sought an alternative source of unit adstmation for the LSS. The only
alternative information on LSS costs was the TSL-B#Sed LSS specific costs
model. The ACCC calculated the direct unit costlf66 and ULLS specific costs
from the model for 2007-08 and applied the 80 pet ;direct cost mark-up to
obtain a total unit cost estimate for 2007—08. ARKCC then inflated this estimate by
the CPI to obtain a unit cost estimate for 2009440 base year of the FLSM).

The 2009-10 unit cost was input to the FLSM andtiplidd by forecast LSS demand
to estimate a lower bound for LSS operating exgeaneli This method produced an
averaged LSS price for the regulatory period ofl6Xin nominal terms).

The ACCC considers this price estimate forms a tdveeind for the LSS price.
Adopting Telstra’s operating expenditure and mamtg it in real terms over the
regulatory period gives an upper bound for the p86&e of $2.26. Since the draft
price of $1.80 falls within this bound, the ACCnedalers it is reasonable.

In regard to Optus’ submission that a share of agtwosts should be allocated to the
LSS, the ACCC notes that LSS can only be provided tne that is already carrying
a voice service (for example, through a WLR seraica retail line rental service
provided by Telstra). The end-user currently pagsrtetwork costs associated with
the line through the voice service charges. Sineeehd-user is already paying the
full costs associated with receiving services anlite, the ACCC sees no compelling
reason for re-allocating the recovery of costs ketwoice and data services.

7.3.5 Efficiency mechanisms

The ACCC confirms its view that efficiency incergs/will promote efficient
expenditure by Telstra. The ACCC further confirmgttino adjustments will be made
for ‘unders or overs’ in actual expenditure, congiatio forecast expenditure, during
the regulatory period. In developing its operatxgenditure forecasts for future
regulatory periods, the ACCC will take into accoaotual operating expenditure in
previous years.

7.3.6 Allocation of operating expenditure to asset classes

The ACCC confirms its approach to allocating opagaexpenditure to asset classes.
LSS operating expenditure is fully allocated to 1t®S equipment’ asset class.
Tables 7.2 and 7.3 set out the operating costsadd to each asset class in
estimating prices for the FADs.
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Table 7.2: Allocation of operating expenditure by @GN asset class ($m at 1 July

2009)

CAN

2010-11

2011-12

2012-13

2013-14

Ducts and pipes

o
1
T
O,

Copper cables

Other cables

Pair gain systems

Radio CAN

Other CAN assets

Other communications plant & equipment

Network land

Network buildings/support

Total CAN assets

—
(@]
|

-
2,

Table 7.3: Allocation of operating expenditure byCore asset class ($m at 1 July

2009)

Core 2010-11 2011-12 | 2012-13 | 2013-14
Switching equipment — Local [c-i-c]

I I I I
Switching equipment — Trunk B [ [ [ ]
Switching equipment — Other [ ] [ [ [ ]
Inter-exchange cables - - - -
Transmission equipment - - - -
Radio bearer equipment - - - -
Other communications plant & equipment . . . .
Network land [ | | L
Network buildings/support [ ] [ ] I ]
LSS equipment - - - -
Total Core assets I I ] H

c-i-c




8 Tax liabilities

Key points

= The ACCC has adopted a revised initial tax valudte assets included in the
RAB based on the written-down tax value of thesetssin Telstra’s tax accounts.
This value is lower than the tax asset value preshpincluded in the FLSM due
to past accelerated tax depreciation.

= For simplicity, the straight line depreciation maths used as a good proxy for
the actual profile of Telstra’s tax depreciation.

®= The prices and charges in the FADs are exclusitkeoAustralian Capital
Territory Utilities Tax and the Goods and Servitex (GST).

The ACCC has adopted a post-tax BBM framework wieerporate tax liabilities

form a separate building block component of thenexe requirement. This is because
the access provider requires sufficient tax revaoueeet its corporate tax expenses
as well as its operating costs and the costs agedawith its return on and of capital.
Corporate tax liabilities are calculated in nomiteaims in the FLSM.

Prices may also be subject to other applicablestastech as the Goods and Services
Tax (GST), that are not modelled in the FLSM.

8.1 Corporate tax liabilities
8.1.1 April 2011 Discussion Paper view

The ACCC proposed to adopt the standard regulampyoach of setting the initial
tax asset value equal to the regulatory asset varedepreciation was calculated
using the straight line method and the ACCC appgliedcorporate tax rate to
determine the tax payable.

8.1.2 Submissions

Telstra submitted that the ACCC should calculatditilities by referencing
Telstra’s actual tax asset values determined usietipods outlined in Telstra’s letter
of 26 May 201°® Telstra stated that the ACCC's approach of settiegnitial tax
asset value equal to the initial value of the RABud significantly underestimate its
actual tax expenses and harm its legitimate busimésrest$>°

Telstra submitted that the AER does not set th@lnax asset value equal to the
RAB value. Telstra stated that it was common pcadior the AER to adopt different
values for the RAB and the tax asset base by detargnor accepting tax asset values
using additions and depreciations according totieeailing tax law at the tinf&°

In addition, Telstra submitted that the Australiamergy Market Commission
(AEMC) does not set the initial tax asset valueaddpi the regulatory asset value.
Telstra stated that the AEMC'’s decision and argumegiated to using actual or

28 Telstra, Submission — Part A, 3 June 2011, p. 59.
29 ibid, p. 63.
20 ibid., p. 60.
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benchmark initial tax asset values to estimatal&gpreciation. Telstra also noted that
the Essential Services Commission of Victoria (presly the Office of the Regulator
General) used benchmark tax values to set thesset aalué®’

Telstra submitted that, except for network land soishe network buildings, assets
purchased on or prior to 30 June 2010 should beedeted using the diminishing
value method. Land is not depreciable for tax psgscand the ability to claim tax
depreciation for network buildings applies onlybtaldings constructed after 19 July
19822%% Telstra generally proposed straight line depramidor assets purchased
after 30 June 201%?

8.1.3 ACCC final view

The ACCC confirms its method of calculating tabllgies in the FLSM. The
methodology adopted in the FLSM is consistent wh#hconventional accounting
treatment of tax and with the fact that tax ligkab are based on nominal values.

Initial tax asset value

The ACCC has revised the initial tax asset valwglus the FLSM based on
information provided by Telstra on 26 May 2011 tactual written-down tax asset
value?®* Telstra had not previously provided informationitsrtax asset value. The
initial tax asset value as at 1 July 2009 is $1Bl6llion. The tax value of assets is
lower than their accounting value because Telsigataiken the option provided by the
tax laws of claiming accelerated tax depreciatinnt® assets.

Tax depreciation is a deduction in calculatingltakilities. Adopting Telstra’s
proposed tax asset value increases the tax liabikistimated by the FLSM because
past accelerated tax depreciation means that sbthe allowed deductions for tax
depreciation have already been claimed. By takaogant of past accelerated tax
depreciation, estimated tax liabilities will morecarately approximate Telstra’s
actual tax liabilities.

The ACCC considers this approach is consistent thhAER’s approach to setting
the initial tax asset value based on the ‘actuaptssition of assets that constitute the
RAB’ where possiblé®® At the time of finalising the April 2011 Discussi®aper,
Telstra had not provided the ACCC with informatamits tax asset value.

As noted in chapter 5, the ACCC has taken into @atthe revision to the written-
down tax value of Telstra’s assets in setting thal fvalue for the initial RAB.

The opening tax asset value as at 1 July 2011cfthenencement of the regulatory
period) is $10.144 billion.

Tax depreciation method

The ACCC confirms the use of straight line deprigmmafor estimating tax
depreciation. The straight line method apportioggredciation evenly over an asset’s
tax life and allows full tax deductibility of thél@ewable cost of the asset.

61 ibid, p. 61.

%62 Telstra, Letter to the ACCC, 6 June 2011, pp.. 1-2

263 Telstra, Letter to the ACCC (confidential), 26 W2011.

24 ibid., Appendix A.

25 AER, Matters relevant to Distribution Determimatifor ACT and NSW DNSPs for 2009—-2014:
Preliminary Positions, November 2007, pp. 51-52.
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In contrast, the diminishing value method propdsgdelstra for assets purchased on
or prior to 30 June 2010 does not allow full de@tan of an asset’s tax value. Under
this method, an undepreciated residual amount a&weayains at the end of an asset’s
life. A BBM approach is based on the net presehteréNPV) of a regulated asset
being equal to zero over the life of that assee NPV = 0 objective is met when an
asset can be fully depreciated.

The ACCC is aware that Telstra applied the dimimglvalue method prior to

30 June 2010 to accelerate the tax depreciatiags#ts (instead of the alternative
method permitted under tax law of choosing a sheffective asset life for tax
purposes). The ACCC considers that applying tregstt line method to those assets
from the commencement of the FLSM will not haveatemal impact on the profile

of tax depreciation over the remaining lives ofsh@assets. Most of the relevant assets
have already been substantially depreciated foptagoses.

While the estimated and actual tax depreciatiofilpsowill consequently differ to
some extent, the ACCC notes that it is impossibleplicate reality exactly in a
model (which is a simplified approximation of rég@li The ACCC considers that the
tax liabilities estimated in the FLSM are a goodxyrfor Telstra’s actual tax
depreciation. While the estimated profile of tapieiation will not be completely
accurate, it is important to note that the totabant of tax depreciation received over
the life of the asset will reflect the full costtbiat asset.

In estimating tax depreciation, the ACCC has setdlx lives of assets equal to their
regulatory asset lives. Telstra has advised the @ @@t it is not feasible to attempt
to estimate average remaining tax lives for itatem-down assefS® Telstra stated
that:

So long as the tax WDV [written-down value] of @sse accurately reflected in the FLSM,
then the overall amount of tax depreciation dedustithat are made in the FLSM will be

similar to the overall amount of tax depreciati@udctions that Telstra can make in

practice®®’

8.2 Other tax liabilities

As well as corporate taxation, Telstra may alstidi®e to pay other taxes, such as
GST. Only corporate tax liabilities are includedhie tax building block in the
FLSM.

In previous arbitral decisions, access seekerslatgdra submitted on the inclusion of
the Australian Capital Territory (ACT) Utilities X&°in access prices. Telstra also
submitted on other applicable taxes and the GondsServices Tax (GST§?

The ACT Utilities Tax is levied per kilometre ofethutility network. For the year to
31 March 2010, the tax was $722 per kilometre.tf@lsasses on the tax via a
monthly utilities tax charge imposed on eligiblevsees provided in the ACT and
Jervis Bay areas.

266 Telstra. Letter to the ACCC (confidential), 26 w2011, p. 4.

267  iai
ibid.

268 ACCC, ULLS Access Dispute — Chime/Telstra reasotiinal determination, April 2011,
pp. 14-15.

29 ibid, pp. 15, 18.
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8.2.1 April 2011 Discussion Paper view

The ACCC proposed that the ACT Utilities Tax shoutd be recovered through
connection and disconnection charges. The ACCChiaugpmissions on how the
ACT Utilities Tax should be recovered from Telssraholesale customers. The
ACCC did not seek submissions from parties in matatto the GST or other
applicable taxes.

8.2.2 Submissions

Telstra submitted that the FADs should explicitigts that the access prices and
connection/disconnection charges are exclusiveioént and future taxes and levies
where no allowance has been made for these in&itigrprices.’® Telstra stated that
it should be allowed to recover these costs frooese seekers as an additional
charge. Telstra submitted further that it shouldlb@wved to recover taxes from
eligible SIOs where these taxes are payable ontgitain jurisdictions and that the
ACCC has previously made similar provisidnis.

Optus submitted that it would not be appropriatenttude the ACT Utilities Tax in
the revenue requirement in the FLSM, in accesgprie in connection and
disconnection chargé$® Optus stated that payment of this tax should loeessed in
a commercially acceptable manner in the servicplgiagreements between Telstra
and access seekers.

Optus submitted that the structure of the ACT ki Tax in Telstra’s customer
terms differs from how the tax is levied on Telstgptus stated that Telstra should
provide transparent information on how it passetherACT Utilities Tax to its
customers to ensure that an appropriate shareaéthis allocated to Telstra’s own
services:”®

8.2.3 ACCC final view

The ACCC notes that Telstra did not specify whiezkets should or would apply to the
declared fixed line services apart from the ACTIiti#s Tax. After considering
submissions, the ACCC'’s final view is that the FAED®uld specify that the prices
and charges included in the FADs are exclusiv®fACT Utilities Tax and the

GST.

The ACCC considers that any issues associatedinatmrect pass-through of
applicable taxes not included in the FADs can Iselved through binding rules of
conduct (BROC).

219 Telstra Submission — Part A, 3 June 2011, pp881—
271 A
ibid.
272 Optus, Submission, June 2011, p. 61.
23 ibid., p. 62.
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9 Summary of the estimated revenue requirement

The FLSM calculates the aggregate revenue reqbiéicklstra to recover its costs of
supplying all services provided using the PSTNsAesh, the aggregate revenue
requirement calculated in the FLSM includes theresgted costs incurred in providing
the declared fixed line services, other declaredices that use the PSTN (such as the
transmission and mobile services), and non-regiilséevices provided using the
PSTN, such as Telstra’s retail fixed line servic@solesale ADSL, and some
transmission and mobile services. The allocaticappiropriate shares of the
aggregate revenue requirement to specific decfared line services is discussed in
chapter 10.

The aggregate revenue requirement is calculatemt@iog to the following formula:
RR, = E(OPEX) + (RAB.1*WACC) + E(DER) + E(TAX,)
where RR=the aggregate revenue requirement for the year
E(OPEX) = the forecast operating expenditure for the year

RAB:.; = the RAB at the beginning of the year, which eguhé closing value
of the RAB for the previous year

WACC = the regulatory WACC, which is multiplied bBye RAB to calculate
the required return on capital for the year

E(DER) = the forecast depreciation expensed for the pewbith represents
the return of capital for the year

E(TAX;) = the tax liabilities forecast to be incurred dgrthe year

The methodology and assumptions used to estimatecast block were discussed in
chapters 4-8 of this final report. The table betaunmarises the resulting aggregate
revenue requirement for each year (in real termd)the individual cost blocks of the
revenue requirement. It calculates each cost Harckach declared fixed line service
in the FLSM.

Table 9.1: Aggregate revenue requirement (in $m aat 1 July 2009)

2010-11 2011-12 2012-13 2013-14
Operating expenditure ($m) [c-i-c] NI I | ]
Return on capital
(RAB*WACC) ($m) - - - -
Return of capital (regulatory [ [ [ [
depreciation) ($m)
Tax payments ($m) | | | |
Estimated revenue [ [ [ i
requirement ($m)

The aggregate revenue requirement shown in tableepresents the estimated total
revenue required to recoup the costs of providihthea services that use the CAN
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and Core assets included in the RAB. To deterntieedvenue required to provide
specific services, the aggregate revenue requiremest be allocated to the different
services sharing the use of these network asseesATCC has applied the cost
allocation factors discussed in chapter 10 to eg#rthe share of the total revenue
requirement attributed to specific services. Theeneie requirements allocated to
each service are shown in table 9.2 below. The AG&€added a new spreadsheet,
Worksheet ‘G. Revenue Disaggregate’, to the FLShshg the calculations.

Table 9.2: Revenue requirement allocated to servis€in $m as at 1 July 2009)
[numbers in table are c-i-c]

2010-11

2011-12

2012-13

2013-14

Declared fixed
line services

Operating
ULLS expenditure

Return on capital

Return of capital

Tax payments

Total

Operating
WLR expenditure

Return on capital

Return of capital

Tax payments

Total
PSTN Operating
OTA expenditure

Return on capital

Return of capital

Tax payments

Total

Operating
LCS expenditure

Return on capital

Return of capital

Tax payments

Total

LSS Operating
expenditure

Return on capital

Return of capital

Tax payments

Total

Total revenue requirement
allocated to declared fixed
line services

Operating
expenditure

Other regulated and
unregulated services

Return on capital

Return of capital

Tax payments

Total

Total

III.I H s Bompen l_mmm Inlisl B_Emm

III-I B s pomm l_pum Ipligl R_mmm

III-I H e pomm l_.mpm Inliel B mmm

snnunalallansnalunnsslunnnnlinnsalnsnns
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10 Cost allocation factors

Key points

» The ACCC maintains its view that the cost alloaafiactors set out in the April
2011 Discussion Paper represent an appropriateatibm of the costs of
supplying the fixed line services.

» The cost allocation factors are not adjusted tiecefleclines in total demand for
fixed line services that reflect Telstra’s losawdrket share or reductions in the
size of the market.

» The cost allocation factors for PSTN transmissiguigment have been revised o
reflect updated forecasts for growth in data tcaffi

Each service’s share of the aggregate revenuerezqgent is calculated by applying
cost allocation factors to the total operating,itz@and tax costs associated with each
of the asset classes in the FLSM. The cost allocdtictors represent the share of
costs incurred in supplying a particular service.

10.1 April 2011 Discussion Paper view

In the April 2011 Discussion Paper, the ACCC reaited its view that the Analysys
model cost allocation factors are a good startwigtfor determining cost allocation
factors in the FLSM, where they are available goprapriate?’*

Industry submissions to the September 2010 DrgfbRestated that the ACCC
should provide greater transparency around its odetlogy for adjusting the
Analysys model cost allocation factors and for gkting cost allocation factors for
asset classes where Analysys model factors arer @itht available or not appropriate.
The ACCC included an additional worksheet in th&HML, which was released with
the April 2011 Discussion Paper. This worksheebséin detail the calculations
underlying the cost allocation factors.

Since the LSS specific costs identified in the FL&\&te wholly to providing the
LSS, 100 per cent of these costs are allocatduktsdrvice.

10.1.1 Initial cost allocation factors

Where appropriate and available, the Analysys maaslused as a starting point to
determine the initial cost allocation factors ugsethe FLSM. Where Analysys model
factors were either not appropriate or not avadatiie ACCC used three alternative
methodologies to develop cost allocations for paléir asset classes.

All of the methods adopted by the ACCC, includirsg wf the Analysys model
factors, are based on relative usage of the aisséisled in the FLSM to provide each
of the declared fixed line services. Where costsmotabe directly attributed to assets,
such as common assets like network buildings agideict capital assets, the method
adopted by the ACCC calculates an appropriate alme to specific services using a
proxy that broadly reflects expected usage of éhevant assets.

2% ACCC, Discussion Paper, April 2011, p. 126.
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Table 10.1 sets out the method used to calculate &fahe cost allocation factors
used in the FLSM by asset class.

Table 10.1: Methods used to determine initial costllocation factors

luLLs  |WLR [ PSTN |Lcs

CAN Asset Class

Ducts and pipes

G
Copper cables G

Other cables

> > |06

Pair gain systems

CAN radio bearer equipment

Other CAN assets

Other communications plant and equipment

Network land

Network buildings and support

x> \> > |>
x> \> > |>

Indirect capital assets

Core Asset Class

>

Switching equipment — local

Switching equipment — trunk

Switching equipment — other

Inter-exchange cables

Transmission equipment

Core radio bearer equipment

Other communications plant and equipment

Network land

Network buildings and support

XX (3D |>>|>|0|0|0
|0 (D> > > > > >

Indirect capital assets R

Legend?

Analysys model basis

Geographic cost basis

De optimised Analysys model basis

0 |@ (>

Revenue share basis

2The methods used to calculate cost allocation facte described below.
Analysys model-based cost allocation factors

The September 2010 Draft Report included a detaikgdianation of how the
Analysys cost allocation factors are deriv&tFollowing the release of the
September 2010 Draft Report, the ACCC made a verdithe Analysys model, and
associated documentation, available on its web€ite.

Analysys model cost allocation factors were derifrech demand data for individual
services combined with routing factors (from engnireg and industry best practice).
These factors reflect the share of particular assstd in providing the fixed line
services. The ACCC updated the factors obtained thee Analysys model for actual
service demands in 2008-09 to obtain the startingt factors for the FLSM.

2’5 ACCC, Draft Report, September 2010, p. 44.
7% gee www.accc.gov.au/content/index.phtml/item|6A88L.
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Geographic cost basis—‘ducts and pipes’ and ‘coppables’ asset classes

In the April 2011 Discussion Paper, the ACCC sdtaoproposed methodology to
adjust the allocation of costs to ULLS, WLR andestkervices (mainly Telstra’s
retail services) to reflect the differential costgproviding services in the different
geographic band<! The ACCC's final view on this methodology is set i
chapter 11 of this report.

After the costs of supplying services in each bamgdestimated, the cost allocation
factors for the two asset classes ‘ducts and pgres”“copper cables’ are adjusted to
reflect geographic cost differentials in supplylogLS and WLR.

De-optimised Analysys model basis

In the April 2011 Discussion Paper, the ACCC reaited its view that switching
equipment has been over-provisioned for currertevtriaffic levels’® The ACCC
considered that Telstra’s investment in switchiagacity was a commercial decision
based on past voice traffic and Telstra’s forecasfature demand. The ACCC stated
that Telstra has received compensation for thenlessirisks of a fall in demand
through the commercial rate of return earned oatass

Consequently, the ACCC concluded that Telstra shnat be permitted to spread the
total fixed costs of its switching equipment ousrriemaining customers, particularly
since the switching equipment is, to a large ex@matural monopol§/.°

Since there cannot be any over-provisioning inappimised Analysys model, the
Analysys cost allocation factors reflect a smaldigaper amount of switching
equipment than the equipment actually in place. ABEC adjusted the Analysys
cost allocation factors for the three classes dficking equipment (local, trunk and
other) to ensure that unit costs per minute arenfiatted by Telstra’s loss of traffic
on its switching equipment.

Revenue share basis

The Analysys model does not contain cost allocdtaators for land or for building
and support assets for the LCS or PSTN OTA sexider indirect capital assets for
any of the declared fixed line services. In theilA®011 Discussion Paper, the ACCC
proposed to use a revenue share approach to ditiaécost allocation factors for
these asset classes.

The revenue share approach determines cost abadatitors for these assets based
on the average allocation to the relevant senocas$sets where costs can be
attributed more directly. A detailed descriptiortleé method is set out in the April
2011 Discussion Papét’

10.1.2 Adjustments for changes in service demand

The ACCC proposed to adjust the cost allocatiotofado reflect changes in the
demand for the declared fixed line services. Dendrahges will alter the share of
CAN and Core assets used to provide specific sesvithe cost allocation factors are

27 ACCC, Discussion Paper, April 2011, p. 151.

28 ibid., p. 129.

219 Access seekers, whose customers (end-users) @athber on the Telstra network, cannot avoid
paying terminating access charges to Telstra foutie of its network.

280 ACCC, Discussion Paper, April 2011, p. 132.
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adjusted to reflect changes in the expected uskassets to provide the declared
fixed line service$®*

These adjustments to the cost allocation fact@céffely hold fairly constant the
share of costs allocated to each unit of serviuat (5, by SIO for ULLS and WLR,
and by minute of traffic for LCS and PSTN OTA). @gas in demand will therefore
be reflected in the total costs allocated to threise. That is, if demand increases, the
total share of costs allocated to the service inmdliease to reflect its increased usage
of the assets used to provide it.

The ACCC did not accept Telstra’s view that thet @lcation factors for the
declared fixed line services should be adjuste@flect declining total demand for
the fixed line service$? The ACCC noted that Telstra’s proposed approaahidvo
mean that as total demand fell, the costs of tiar& would be recouped from a
smaller number of remaining services. Adopting #pproach would increase the unit
costs of providing all remaining services.

The ACCC identified a number of reasons for thenécleclining trend in traffic on
Telstra’s PSTN, including:

® reduced demand for wholesale services like WLR, B8 PSTN OTA, due to
growth in access seekers’ own networks

® increased competition by access seekers, whicheldased Telstra’s retail market
share. Much of the fall in total demand for fix@tkl services reflects reduced
demand for Telstra’s retail services.

= continuing fixed to mobile substitution, which hdexreased the total fixed line
services market.

The ACCC considered that it was not appropriateotopensate Telstra for a loss of
market share or for reductions in the size of tlaeket. The ACCC considered that
Telstra has been appropriately compensated foe thesiness risks through the risk
premium included in the commercial rate of returovpded by the WACC.

10.2 Submissions

Optus and Frontier Economics supported the inclusfan additional worksheet in
the FLSM to increase the transparency of the caliul of cost allocation factof§®

10.2.1 Demand adjustments

Telstra submitted that the ACCC'’s approach to dpisting the cost allocation
factors to reflect declining total demand for fix@te services is incorrect. Telstra
stated the ACCC’s methodology ‘has the effect icating costs to services that do
not exist such that Telstra cannot recover theevafuts investments as valued by the
Commission and will not recover its actual forwéwdking operating and capital
expenditure cost$® Telstra submitted that this outcome is not ifdtgtimate
business interests.

8L ACCC, Draft Report, September 2010, p. 94.

282 ACCC, Discussion Paper, April 2011, p. 127.

283 Optus, Submission, June 2011, p. 62. Frontien&eics, Submission, June 2011, p. 32.
284 Telstra, Submission — Part A, 3 June 2011, p. 36.
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Telstra submitted further that the ACCC'’s approtactetermining the cost allocation
factors is inconsistent because it uses 2002—0INRSIA traffic and 2009-10 SIO
numbers as ‘peak’ demaftf.It stated that the ACCC should base the cost ailoe
factors on actual demand levels, where availalé ferecast future annual demands.

Telstra referred in its submission to a ‘hotel aggl, which it stated is irrelevant and
does not support the ACCC's approach to determioarsg allocation factor&®

Telstra also stated that the ACCC'’s view that Talbts been appropriately
compensated for its business risks through theprisknium included in the
commercial rate of return provided by the WACCnisdrrect and inconsistent with
the AER'’s approach and the ACCC's previous decisioh

No other submissions were received on this issue.

10.2.2 PSTN switching equipment

Optus submitted that the ACCC should review wheithesed the correct pool of
minutes for PSTN OTA in determining the cost allomafactors for PSTN switching
equipment®®

10.2.3 PSTN transmission equipment

Optus submitted that the ACCC should increaseriscasts for total data volume
downloaded for the period 2010-11 onwafts.

Frontier Economics also submitted that the ACCGiecast data growth rates,
including the assumed fall in data downloaded ¢hersecond half of 2010-11, were
too low?*° It noted a recent industry forecast of annual ghooi 41 per cent over the
period 2010 to 2015.

10.2.4 PSTN OTA and LCS—'‘inter-exchange cables’

Frontier Economics submitted that cost allocatctdrs for ‘inter-exchange cables’
should be adjusted for past and future data trgffievth as undertaken for
transmission equipmeft:

10.2.5 Revenue share basis

Optus submitted that cost allocation factors calea using the revenue share basis
were dependent on the cost allocations of selexgselt classes being correct. It stated
that changes to these assumptions could resutinifisant changes to the calculated
cost allocation factors. It submitted that it rensal ‘cautious’ of the revenue share
approact™?

There were no other submissions on the cost altocédctors.

8 ibid., p 37.

28 ibid., p. 44.

87 ibid., pp. 45-54.

28 Optus, Submission — Appendix F, June 2011, p. 24.
89 ibid., p. 25.

29 Frontier Economics, Submission, June 2011, p. 32.
21 ibid., p. 33.

292 Optus, Submission — Appendix F, June 2011, p. 28.
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10.3 ACCC final view

The ACCC maintains its view that the cost allocafiactors set out in the April 2011
Discussion Paper represent an appropriate allatafithe costs of supplying the
fixed line services. The ACCC has used these dlostadion factors in estimating
final prices for the FADs.

10.3.1 Demand adjustments

The ACCC maintains its view that the cost alloaafiactors should not be adjusted to
reflect declines in total demand for fixed linewsees that reflect Telstra’s loss of
market share or reductions in the size of the miarke

The ACCC maintains its view that Telstra’s investina switching capacity was a
commercial decision based on past voice traffic Beldtra’s forecasts of future
demand. Telstra has been appropriately compen&atéiese business risks through
the risk premium included in the commercial rateatfirn provided by the WACC.

The ACCC notes that the BBM approach is based lowizg the access provider to
recover its efficient costs and does not includeopoly profits in prices. In a
competitive market, a business would not be abfgtead the costs of inefficient or
over-provisioned assets over its remaining custerasithis would reduce its ability
to compete with alternative suppliers. Only a manigp could recover inefficient
costs from its remaining customers by charginggsrihat include monopoly profits.

The ACCC has noted reported comments by Telstha&f executive, in a recent
media interview, that the proposed deal betweestieend NBN Co will compensate
Telstra for loss of market shai®.The ACCC considers that Telstra would be
compensated twice if any compensation for loss arfket share were to be allowed in
estimating prices for the declared fixed line segsi Telstra’s chief executive is also
reported as stating, in the same interview, tidiefe ain’t another telco in the world
that would be compensated for decline in marginraadket share in their PSTN
[traditional fixed line] busines$™

The ‘hotel analogy’ referred to in Telstra’s subsi® was not a relevant
consideration in the ACCC's decision. The April 2@iscussion Paper does not
include reference to a ‘hotel analogy’.

As noted in section 4.4 of this report, the ACC@siders that there is likely to be a
relatively small number of premises migrated froetstra’s copper network to the
NBN fibre network during the current regulatory ip€elc Further, the ACCC considers
that there is insufficient certainty about the figniand quantum of NBN Co’s demand
for Telstra infrastructure to take that demand extoount in the FLSM for the current
regulatory period.

10.3.2 PSTN OTA—switching equipment

The ACCC has confirmed that the PSTN OTA traffitadased in determining the
cost allocation factors for PSTN switching equipinsrcorrect.

293D, White, ‘Light hand demanded from ACC@uystralian Financial Reviey27 June 2011.

294 -
ibid.

2% The analogy was discussed verbally between AQ@CTzlIstra staff in the context of a request by
Telstra staff for a simple explanation to assisnhttin understanding the ACCC'’s reasoning.
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10.3.3 PSTN OTA—transmission equipment

In the April 2011 Discussion Paper, the ACCC intkdethat its data traffic growth
forecasts were conservative and that recent ABS Q4teleased in April 2011)
suggested that the ACCC'’s 2010 forecast may bétws®’

The ACCC has analysed the most recent ABS intexctetity statistics for data
downloaded by dial-up and fixed line broadband sis@d had regard to submissions
on appropriate data traffic forecasts. It is novetasting annual 40 per cent data
traffic growth in 2010-11 and over the regulatoeyipd. While the revised forecast
reduces the cost allocation factors for PSTN OT,impact on the estimated price is
less than 0.1 cents.

10.3.4 PSTN OTA and LCS—'‘inter-exchange cables’

The ACCC maintains its view that an adjustmenhtdost allocation factors for
‘inter-exchange cables’ is not warranted for thesoas set out in the April 2011
Discussion Paper. The ACCC notes that, apart froontler Economics, no other
submissions were received on the cost allocatiotofa for ‘inter-exchange cables’.

10.3.5 Revenue share basis

The ACCC confirms its view that the revenue shasisis an appropriate method for
calculating cost allocation factors for asset @asgshere alternative methods of
attributing costs to services are not available.

2% Australian Bureau of Statistics, Cat. No. 8153IAternet Activity, AustraliaDecember 2010
quarter.
297 ACCC, Discussion Paper, April 2011, p. 131.
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11 Pricing structures

Key points

» The ACCC confirms its methodology for calculatinglld and WLR prices,
taking into account geographic cost differentialsupplying these services.

» The ACCC has set an averaged Band 1-3 ULLS prideaaseparate Band 4
ULLS price. The ACCC considers that this pricingisture is appropriate and
will support investment and competition. Averagthg Band 1-3 ULLS price
will simplify the price structure and ease the &ifion to nationally averaged
wholesale pricing for the NBN.

= The ACCC confirms the use of total-SIO weightsdalculating the averaged
Band 1-3 ULLS price. For consistency with the ULk&ighting method, the
ACCC has calculated the nationally averaged WLRepuising total-SIO weights.

» National average prices have been set for LSS, &@SPSTN OTA. Access
seekers and Telstra can negotiate disaggregate PSA prices should they
choose to do so.

This chapter explains the ACCC’s methodology fdimesting the geographic costs of
providing the ULLS and WLR services and the basigtie price structures adopted
for each of the declared fixed line services.

11.1 April 2011 Discussion Paper view

The April 2011 Discussion Paper set out the ACQiEtgosed methodology for
setting ULLS and WLR prices on the basis of geogi@post estimates. It also
proposed price structures for the declared fixee $iervices—for ULLS, an averaged
Band 1-3 price and a separate Band 4 price; anadiyoaveraged WLR price; and
single national average prices for the LSS, LCSR&WN OTA services.

11.1.1 Methodology for calculating geographically a  djusted costs

In the April 2011 Discussion Paper, the ACCC ackieolged that the lack of
geographic cost adjustments to the cost allocdsictors for the ULLS and WLR in
the September 2010 Draft Report caused estimatéddbsts to be overstated
relative to WLR and Telstra’s retail costs.

The ACCC considered three sources of informatiogewgraphic costs relativities—
the Analysys model and Telstra’s TEA and PIE Il gisdThe ACCC identified
major shortcomings with the TEA and PIE Il modéiroposed to use the Analysys
model cost relativities for determining costs ie thur geographic bands.

The methodology used by the ACCC to estimate tlogm@ghic costs of providing the
ULLS and WLR service is explained in detail in #heril 2011 Discussion Papét:
Briefly, the ACCC identified that the basic netwarists associated with the ‘ducts
and pipes’ and ‘copper cables’ asset classes waggebgraphic band. Using the
Analysys model band relativities, these costs westanated in the FLSM for each of
the four geographic bands. These basic networls @stthe same within each band

2% ACCC, Discussion Paper, April 2011, pp. 140-141,—153.
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for supplying the ULLS, WLR and Telstra’s retailgees. The additional costs of
providing ULLS and WLR are added to the estimatasidnetwork costs to calculate
the total cost of providing ULLS and WLR in eacindaThese additional costs are
assumed not to vary on a geographic basis.

11.1.2 ULLS price structure

In the April 2011 Discussion Paper, the ACCC preub® set an averaged Band 1-3
ULLS price. In reaching this view, the ACCC hadastto the following
considerations:

= Since Bands 1-3 share similar characteristicsagfggegation of these geographic
regions is appropriate and will support investrreemd competition. Further, the
ACCC'’s more robust methodology for estimating gapgic costs indicates that
the cost differential between Bands 2 and 3 isavagr than previously thought.

= Setting a separate Band 4 price ensures that tikh hgher cost of providing
services in Band 4 is reflected in the price.

= A single price in Bands 1-3 will simplify the ULLSice structure and may
reduce administrative costs.

®=  For most access seekers the proposed Band 1 paease will be more than
offset by lower prices for ULLS in Band 3 and faher declared fixed line
services such as the WLR and LSS.

®  The reduction in the ULLS price in Band 3 may préenirther DSLAM
investment in Band 3 ESAs.

= Setting an averaged Band 1-3 price may ease iiythugtnsition to national
wholesale pricing for the NBN and promote industiability.

In setting an averaged Band 1-3 price, the ACC@Hted the band costs estimated
by the FLSM by the share of total SIOs in each bdih@ ACCC considered the
alternative approach of weighting the estimateddzosts by the percentage of ULLS
SIOs in each band. However, it considered thatapmoach could result in
significant price changes over time if the patteidemand across the bands were to
change significantly. The ACCC concluded that ush@ weights was preferred as
this approach would provide greater pricing stabdiver time.

11.1.3 Nationally averaged WLR price

The ACCC proposed to maintain its current appradddetting a nationally averaged
WLR price. The ACCC considered that setting WLR@si on a nationally averaged
basis is consistent with the Government’s currerstrggements for setting retalil

: 299
prices:
The nationally averaged WLR price was calculate@sraging the band costs
estimated by the FLSM using WLR SIO (not total S¥@jights.

29 The current arrangements are set by the MinisteBroadband, Communications and Digital
Economy and are containedTielstra Carrier Charges — Price Control Arrangermgnt
Notifications and Disallowance Determination Ncof12005.
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11.1.4 LSS and LCS prices

The ACCC proposed to maintain its current appraddetting a national average
price for the LCS and LSS. The ACCC considered tlegther LCS supply costs nor
LSS specific costs are expected to vary signifigamy geographic area.

11.1.5 National average PSTN OTA price

In its April 2011 Discussion Paper, the ACCC coesadl two possible approaches to
setting prices for the PSTN OTA service:

= updating the existing pricing structure by removihg access deficit contribution
(ADC) and using the current geographic traffic @attand average call duration
(option 1), or

® set a national average rate and discontinue setéraggregated charges
(option 2).

The ACCC noted that the price matrix calculatedasraption 1 was based on
estimated call conveyance costs and cost relasvierived from the PIE Il model.
The ACCC did not have confidence that these estisnatre an accurate reflection of
current actual costs.

The ACCC therefore proposed to set a single ndtewerage price (option 2) and
allow access seekers and Telstra to negotiateglisgated prices. The ACCC sought
submissions on whether it should provide any furthirmation to assist parties to
negotiate disaggregated prices.

11.2 Submissions

A number of submissions acknowledged that the sictuof specific worksheets in
the FLSM had improved the transparency of the ndilogy used by the ACCC to
undertake geographic cost adjustments and to ax@races.

11.2.1 Methodology for calculating geographically a  djusted costs

Optus submitted that the ACCC’s methodology fomesting the geographic costs of
providing the ULLS and WLR is appropriat®.

11.2.2 ULLS price structure

Optus submitted that the ACCC'’s reasoning thatveneaged Band 1-3 ULLS price
will promote DSLAM investment in Band 3 ESAs aseault of a fall in the price
charged in Band 3 is incorrett.

Optus submitted further that using SIO weightsaltalating the Band 1-3 price is
incorrect and will lead to over-recovery of the tsosf supplying the ULLS. Optus
submitted that the ACCC should calculate the weidlatverage price using the share
of ULLS SIOs in each band. It stated that the ACE@éw that this approach would
lead to price instability is incorrect.

AAPT submitted that it did not support setting aeraged Band 1-3 ULLS price as it
would cause prices to depart significantly from timelerlying costs of supplying

390 Optus, Submission — Appendix F, June 2011, p. 24.
1 ibid., p. 14.
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ULLS in each of the band8® AAPT submitted that ULLS prices should be
differentiated across the four geographic bands.

There were no other submissions on the ULLS pticetire.

11.2.3 Nationally averaged WLR price

Telstra submitted that the nationally averaged WikiRe should not be calculated
using the share of WLR SIOs in each band. Telstpgsed that the nationally
averaged price be calculated using SIO weightsdasistency with the calculation of
ULLS prices®®

AAPT submitted that it supported a nationally agehWLR price. It stated that
retail line rental costs are priced by AAPT andhiigin competitors on a national
basis®**

There were no other submissions on the WLR pricetitre.

11.2.4 LSS and LCS prices

AAPT submitted that it supported a nationally agexd LCS price. It stated that at the
retail level, local calls are priced by AAPT anslhain competitors on a national
basis. It also submitted that no geographic breairdof LCS costs is availabf&

There were no other submissions on the structut€&f and LSS prices.
11.2.5 National average PSTN OTA price

AAPT submitted that a nationally averaged PSTN @fie was not in the LTIE?®
It stated that setting a national average PSTN @fi¢e would result in a significant
price increase. AAPT submitted that the ACCC shayldate the existing
geographically differentiated price matrix.

Macquarie Telecom submitted that the ACCC’s updateze matrix should be
adopted because it would provide certainty andlgiabit stated that access seekers

will not be able to negotiate disaggregated prigiéls Telstra®®’

Frontier Economics submitted that a national aveR§TN OTA price would not be

in the LTIE3® It submitted that differentiated charges wouldrpate efficient
investment and use of infrastructure and compaetibip allowing access seekers to
face the same cost structure as Telstra ffCdsstated that a national average charge
could deter efficient competition in lower costaseand encourage inefficient
competition in higher cost areas. It submitted thatAustralian Competition

Tribunal found efficient use of infrastructure wdulot occur under an average price.

Frontier Economics submitted that the ACCC coulttheste geographic cost
differentials from an optimised model or from Ted&s actual cost and traffic datH.

%02 AAPT, Submission, 3 June 2011, p. 4.

%93 Telstra, Submission — Part A, 3 June 2011, p. 72.
304 AAPT, Submission, 3 June 2011, p. 4.

395 ibid., p. 4.

3% AAPT, Submission, 3 June 2011, p. 5.

%97 Macquarie Telecom, Submission, 3 June 2011, p. 3.
398 Frontier Economics, Submission, June 2011, p. 28.
39 ibid., p. 29.

310 jhid., p. 31.
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It submitted that it is unrealistic to expect ascesekers to negotiate geographically
differentiated charges.

Telstra submitted that the ACCC has not given degrqustification for the proposed
change in structure of PSTN OTA pricéSTelstra stated that the ACCC’s updated
PSTN OTA price matrix appropriately reflects cadativities in the four geographic
bands as the relativities are similar to the reitéis in the Analysys modét? It
submitted that the ACCC'’s updated matrix shouladepted.

Telstra stated that a national average price woatdeflect the cost differentials in
providing services in different geographic ar&ast submitted that the ACCC would
be wrong to expect geographically disaggregatezkpiio be negotiated in the
presence of a national average price. Telstradsthtd the average price paid under
the current de-averaged prices is around 1.3 gamtminute, based on its current
traffic profile. It submitted that setting a natadraverage price would lead to an
immediate fall in OTA revenues and cause Telstranider-recover its costs of
providing the PSTN OTA service, which would not mie LTIE or Telstra’s
legitimate business interests.

Optus submitted that setting a national averaged\PSTA rate would: reflect current
costs and enable cost recovery; simplify admintistnaand reduce the regulatory
burden; better reflect retail pricing (which is asta single national rate); and ‘be
NBN-ready’3"® It stated that updating the existing PSTN OTA iwatras not
supported because the matrix is based on coststfrefflawed’ PIE Il modef® It
submitted that traffic profiles are dynamic andriaipg matrix would require frequent
revision to remain relevant. It also stated thaaderaged prices will not be consistent
with the NBN.

CEG submitted, on behalf of Optus, that a nati@wvarage price would promote
efficiency because:

= there was no evidence of cost differences in supgl STN OTA services in
different geographic areas

= there was no reliable evidence of differences endlasticities of demand for
PSTN OTA services between geographic areas, and

= geographically differentiated PSTN OTA prices weot reflected in retail
services'!’

CEG stated that a national average PSTN OTA prmgldvminimise ‘cherry picking’
by access seekers because it would align the PSIIANpEice structure with the
structure of prices for the other access servites.

CEG submitted further that the Analysys model satggethat a flagfall charge may
be inefficient and there is no empirical evidengpporting such a charge. CEG

31 Telstra, Submission — Part A, 3 June 2011, p. 65.

12 ibid., p. 69.

33 ibid., p. 70.

34 ibid., p. 71.

315 ibid., pp. 28-32.

316 Optus, Submission, June 2011, pp. 24—28.

317 CEG, PSTN OTA rates structures — a report fou®plune 2011, p. 22.
8 jpid., p. 27.
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submitted that by not imposing a flagfall chardee, ACCC would provide the
flexibility for operators to offer tariffs that biesiatch the structure of retail
demand**®

11.3 ACCC final view

11.3.1 Methodology for calculating geographically a  djusted costs

The ACCC confirms its view that ULLS and WLR pricgsould be based on the costs
estimated in the FLSM using the geographic cosedasicing methodology
developed by the ACCC and set out in the April 2Didcussion Paper.

11.3.2 ULLS price structure

The ACCC confirms its proposed decision to setvataged Band 1-3 ULLS price
and a separate Band 4 ULLS price. The ACCC maigtigsrview that the aggregation
of these bands is appropriate and will supportstment and competition. Further,
the ACCC considers that averaging the price inghisds is likely to result in
benefits to the industry, including from simplifgrhe price structure and easing the
transition to nationally averaged wholesale pridimgthe NBN.

The ACCC maintains its view that using total-SIOigiés to calculate the averaged
Band 1-3 price is appropriate for promoting priadaity. In addition, this averaging
methodology is consistent with the method usedtoutate the $16 ‘tie-point’ price
for the purposes of determining the initial RAB wef*°

11.3.3 Nationally averaged WLR price

For consistency with the averaging method usedalicutating the Band 1-3 ULLS
price, the ACCC has decided to calculate the natipaveraged WLR price using
total-S10 weights.

Similar to its reasoning in regard to the ULLS, &@CC considers that using total-
SIO weights will promote price stability over tinrethe WLR price. The demand
weighting method will result in price changes ofrere if the pattern of WLR
demand across the bands were to change signifycantl

Adopting the total-S1O weighting method for the WERrvice will also minimise any
distortions that could potentially arise as a restilising different averaging
methodologies for the ULLS and WLR service.

11.3.4 National average LSS and LCS prices
The ACCC confirms its approach of setting a nati@varage price for LCS and LSS.
11.3.5 National average PSTN OTA price

After having regard to submissions, and the avhilabst evidence, the ACCC has
decided to set a national average PSTN OTA prit¢barFADSs.

The ACCC continues to lack confidence that the IPt®st relativities provide an
accurate measure of current geographic cost diffe®in providing PSTN OTA
services. No submissions provided reliable inforamabn the geographic costs of
providing PSTN OTA services.

9 ihid., p. 24.
320 ACCC, Discussion Paper, April 2011, p. 47, foténe3.
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The ACCC notes that Telstra submitted no infornrmata its current actual costs of
providing PSTN OTA services in different geographiieas. Instead, Telstra used the
Analysys model to derive cost relativities. The Asgs model is an optimised
model. Telstra has not submitted on the impachefaptimisation in the model on the
appropriateness of using its estimated geograpstrelativities to determine actual
cost relativities. Telstra has submitted only that Analysys model cost relativities
produce disaggregated rates that ‘are almost it the Commission’s
calculations®** However, the ACCC has previously noted, and remafrthe view,
that it is not confident that the PIE Il cost reldtes, which underpin the proposed
matrix included in the April 2011 Discussion Pagegvide an accurate measure of
current geographic cost differences.

Telstra has submitted a proposed price matrixdbstimes the geographic cost
relativities between the fixed costs and varialoigt€ of providing PSTN OTA
services are the same. It has therefore appliedaime cost relativities to calculate a
flagfall and effective minutes of use (EMOU) chargelstra has not provided any
actual cost evidence to support this assumption.

Telstra’s proposed price matrix also assumes ligapér minute flagfall charge
comprises 25 per cent of the headline rate an&M@U comprises 75 per cent of the
headline rate. Telstra has not provided any acostl evidence to support this
assumption. The ACCC considers that changes ifictgztterns and call duration
since the existing price matrix was calculated@02raise questions about the
validity of continuing to assume that 25 per centasts should be recovered through
a flagfall and 75 per cent through an EMOU charge.

The ACCC has concluded that Telstra’s proposedagabrdoes not represent a
reliable basis for determining a de-averaged pnegrix.

The ACCC notes that access seekers and Telstnaeggiate disaggregated prices
should they choose to do so. The ACCC notes thadnicerns are subsequently
raised due to parties being unable to agree ogglisgated prices, the ACCC may
consider whether it is necessary and appropriatdiliee other regulatory
mechanisms such as, for example, binding ruleswfigct.

%21 Telstra, Submission — Part A, 3 June 2011 p. 69.
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12 Demand forecasts

Key points

= The FLSM requires demand forecasts for each ofl&ntared fixed line services
in order to calculate unit prices for each service.

= Telstra provided revised demand forecasts to th€@.@ May 2011 for the
period 2010-11 to 2012-13.

= Apart from the LSS (and to a smaller extent, the_8), Telstra’s revised demand
forecasts do not differ significantly from its earINovember 2010 forecasts.

= The ACCC does not consider that Telstra has provstdficient new information
or explanation to warrant an amendment to the AGQI@mand forecasts for the
ULLS, WLR, PSTN OTA and LCS.

= The ACCC has revised its demand forecasts for 8% downwards. This
revision takes into account up-to-date informataortrends in actual demand for
the LSS and information provided in submissions.

The FLSM requires demand forecasts for each ofitfidared fixed line services in
order to calculate a unit price for each servidee $hare of the revenue requirement
allocated to each service is divided by forecastaled to determine the average price
(or unit price) for that service.

12.1 ACCC’s April 2011 demand forecasts

In the April 2011 Discussion Paper, the ACCC redigs September 2010 demand
forecasts for the period 2010-11 to 2013-14. Thexgsions were made to take into
account:

®= more up-to-date actual demand figures

= demand forecasts for the fixed line services predildy Telstra in November
2010

= updated information on factors expected to infleedemand for the fixed line
services, and

= submissions received in response to the Septen@d€r Rraft Report.

Demand forecasts for the financial years 2014-152815-16 were also developed,
as the ACCC proposed to extend the regulatory geadune 2016. For these two
years, the ACCC adopted a conservative approadbregasting stable demand for
each of the fixed line services. The ACCC considéhat aconservative approach
was appropriate, having regard to the uncertaimtsosinding the migration schedule
for the NBN and lack of forecasts supplied by Trel3

Furthermore, the ACCC noted that its methodolog\aftjusting the cost allocation
factors to reflect changes in demand for particséavices (see chapter 10) would
generally limit the impact on unit costs (and tlere prices) due to changes in the

322 ACCC, Discussion Paper, April 2011, pp. 160-161.
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NBN migration schedule. It would also limit the iagt on unit costs (and prices) of
any other demand forecasting errors.

The ACCC recognised that total demand for fixeé Bervices, including Telstra’s
retail services, had been declining over recentsydédne ACCC did not consider it
appropriate to compensate Telstra for any lossarket share, or reduced customer
demand, by allocating total network costs acrodsaining number of services. The
ACCC did not therefore adjust the FLSM cost allaatactors to reflect any further
declines in the total demand for fixed line sersi¢gee chapter 10).

12.1.1 Demand forecasts for each fixed line service

This section summarises the demand forecasts ébr aahe declared fixed line
services used in estimating the draft prices inetlich the ACCC’s April 2011
Discussion Papef>

® ULLS—The ACCC forecast strong positive growth inlL8_lines in 2010-11,
followed by slower growth in the next two yearseTACCC considered that the
declining rate of growth would reflect the expecimgact of the roll-out of the
NBN on access seekers’ DSLAM investment decisioms fthe second half of
2012. The ACCC adopted conservative forecastsablestULLS demand in
2014-15 and 2015-16 as sufficiently reliable infation on the planned NBN
migration schedule was not available.

= |LSS—Total LSS lines were forecast to grow signifibyain 2010-11, followed
by a declining rate of growth over the next tworgedn developing these
forecasts, the ACCC considered that demand foL 8% would increase in the
second-half of 2010-11, due to the IAD price foiSLfalling compared to the
previous indicative price. For 2014-15 and 201516 ACCC adopted a
conservative approach by forecasting stable LSSaddm

= WLR—Total WLR lines were forecast to decrease dkerfirst three years of the
regulatory period. The ACCC forecast that the cdtéecline in WLR SI10s would
slow compared to its past trend, reflecting thedoW/LR price in the I1AD
compared to the previous indicative price. The ACLIGpted a conservative
approach by forecasting stable WLR demand in thieteo years of the
regulatory period.

= PSTN OTA—Total PSTN OTA minutes were forecast tolide over the first
three years of the regulatory period, but at a sfawate than in recent years. The
ACCC accepted that access seekers’ substitutioy fraa Telstra’s resale
services was likely to slow in the lead-up to tbk-out of the NBN. For 2014-15
and 2015-16, the ACCC adopted a conservative agptoaforecasting stable
demand for the PSTN OTA services.

= | CS—Total LCS minutes were forecast to decline dkierfirst three years of the
regulatory period, reflecting continuing fixed tahile substitution. The ACCC
adopted a conservative approach by forecastingesti@mand for the LCS service
in the last two years of the regulatory period.

33 ibid., pp. 162—167.
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12.2 Submissions

In May 2011, Telstra submitted revised demand fastscto the ACCC. These
demand forecasts are discussed in section 12.8/belo

AAPT submitted that a three minute call duratioowdtd be applied to the LCS. It
stated that applying this call duration would siigaintly reduce the LCS price. AAPT
noted that it had previously provided informatiorthe ACCC regarding its actual
average call duration and requested that the AGBCon this evidenc&*

No other submissions were received on the ACCQsahal forecasts.

12.3 Telstra’s revised demand forecasts

On 18 May 2011, Telstra submitted revised demarettsts in respect of its CAN
and Core network services for the period 2010-120t2—13%

Two sets of demand forecasts were submitted—ondhaetook into account the
potential impact of the NBN roll-out and anotheattdid not. Telstra stated that its
estimate of the impact of the NBN roll-out was dnafinrom demand forecasts
contained in NBN Co’s business case study as thsstive best information available
to it.3?° Telstra’s November 2010 demand forecasts didnadade any allowance for
customer migration due to the NBN.

12.3.1 ULLS, WLR, PSTN OTA and LCS demand forecasts

Apart from the LSS (and to a smaller extent, the.8), Telstra’s revised demand
forecasts for the fixed line services do not difgnificantly from its earlier
November 2010 forecasts.

Telstra submitted that the NBN roll-out is not exjeel to have a significant impact on
demand for the fixed line services in 2011-12 apt2213**’ Migration of services

to the NBN is forecast by Telstra to cause demandJf.LS lines to increase at a
slightly slower rate and demand for WLR lines t fi@aore slowly compared to its
forecasts without the NBN. In regard to traffic wwle demand for PSTN OTA and

LCS minutes, Telstra advised thalciti-c] [

[c-i-c].

Compared to Telstra’s November 2010 demand forects revised demand
forecasts project:

® asizable increase in the number of ULLS lines—{f&ls November 2010
forecasts were based on estimated 2009—-10 demaleitstupdated forecasts
take into account the strong growth in actual 2Q@demand

= asmaller decrease in the WLR lines, particulathewthe potential impact of the
NBN is taken into account, and

= aslightly lower rate of decline in traffic minutes PSTN OTA and LCS.

324 AAPT, Submission, 3 June 2011, p. 6.

35 Telstra, Demand Forecasts for Customer Accessdiktand Inter Exchange Network services,
Letter to the ACCC, 18 May 2011.

2 ibid., p. 5.

327 Telstra, Demand Forecasts for Customer Accessdiktand Inter Exchange Network services,
Letter to the ACCC, 18 May 2011.
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12.3.2 LSS demand forecasts

Telstra’s revised LSS demand forecasts (not takkisgNBN roll-out into account)
show a steep annual decline from 2010-11 to 201,2e¥8rsing the positive growth
trend Telstra had forecast in November 2010. Teelsais forecast a further small
decline in the LSS lines due to migration to theN\NB

Telstra’s revision to its November 2010 forecafients a decline in LSS SIOs by
approximatelyc-i-c] illlc-i-c] between August 2010 and March 2011. Telstra is
now forecasting that the decline in LSS demand euiitinue, due to the following
factors:

® access seekers’ change of strategy, that is, redoggyon ULLS and moving away
from LSS in order to protect their market sharanticipation of the NBN

= ‘Telstra Retail's effective strategy in winning néwsinesses and in retaining its
existing customers’, and

= Telstra’s expectation that the rate of fixed to meobubstitution will be higher
than previously forecast®

12.4 ACCC final view
12.4.1 ULLS, WLR, PSTN OTA and LCS demand forecasts

The ACCC considers that Telstra has not providéficgent new information or
explanation to warrant an amendment to the ACCE€rmahd forecasts for the ULLS,
WLR, PSTN OTA and LCS. Telstra’s submission doesicentify any new factors
that might be expected to result in a change imtheket outlook or its demand
projections during the three-year regulatory period

While the ACCC broadly accepted Telstra’s Noven&0 demand forecasts, the
ACCC also made a number of adjustments in ord&k® into account other factors
relevant to demand, including issues raised bysacseekers in submissions. These
factors included:

= the impacts on demand for the fixed line serviessiiting from price changes
(that is, between the IAD prices and the previowldative prices)

= ongoing fixed to mobile substitution, and

® aslowing in access seekers’ substitution away ffestra’s resale services to
their own infrastructure in the lead up to the NEBN-out.

Telstra’s November 2010 demand forecasts did ket iteto account the potential
impact of the NBN roll-out. The ACCC took limited@unt of the NBN roll-out in
its demand forecasts for fixed line services.

Apart from AAPT’s views on the appropriate averag# duration for the LCS,
submissions to the ACCC’s April 2011 Discussionétapd not comment on the
ACCC'’s demand forecasting methodology or its denfanecasts>°

38 Telstra, Letter to the ACCC (confidential), 26 M2§11, p. 2.

39 In relation to the ULLS, the ACCC forecast a Bgqositive growth (20 per cent in 2010-11),
followed by a lower growth rate Jfier cent in 2011-12 and 5 per cent in 2012-13). AGEC
considered that the declining rate of ULLS growtbuld reflect the expected impact of the NBN
roll-out from the second half of 2012.
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The ACCC confirms it will apply the same percenteafe of growth in 2013-14 as
forecast for 2012—-13 for each of the services. AGBEC considers this is an
appropriate approach considering Telstra’s faitarprovide forecasts for 2013-14
and the uncertainty surrounding the NBN migrationeslule.

LCS average call duration

Because the LCS price is set on a per call bdmsACCC requires forecasts for
average call duration for the LCS. These forecasisised in conjunction with the
forecasts for total demand (measured in minutesakzulate the price per call.

The ACCC adopted an average call duration of founubes in the April 2011
Discussion Paper. The ACCC notes that Telstra didnitihat analysis of its 2009—-10
RAF data confirmed that its average call durati@s fiour minutes®! In contrast,
AAPT submitted that the industry standard wouldveh closer to three minutes
than to four*? However, it did not provide evidence to suppois tatement. No
other submissions provided information on LCS dalation.

Without further information from other access seskthe ACCC has maintained its
estimate of an average call duration of four miaute

12.4.2 LSS demand forecasts

The ACCC has analysed recent LSS uptake usingtéstlavailable CAN record
keeping rule (RKR) data. This analysis has confartat demand for the LSS
peaked during the September 2010 quarter and @ddimnthe two subsequent
quarters, as shown in table 12.1 below.

Table 12.1: LSS SIO quarterly growth rates, 201011

Measurement period SI0 growth
June to September 2010 2.18%
September to December 2010 —1.45%
December 2010 to March 2011 -1.49%
June 2010 to March 2011 (nine months) -0.80%

Source: Telstra CAN RKR data, June 2010, September 2010, December 2010 and March 2011.

The ACCC agrees with Telstra that LSS SIOs ardyliteedecline over coming years.
Access seekers are expected to focus on growimgctiitomer bases and
consolidating their positions prior to the movehie NBN. This focus is expected to
lead some access seekers to develop their own sergee capabilities rather than
using a third party service. With a small numbeceritralised voice application
servers, these access seekers can provide voicéigital subscriber line (VoDSL)
to their DSL customers. Those same voice applioe@vers can then provide their

330 Optus submitted that if the ACCC considers the\NBigration in its demand forecasting, it

should also have regard to the migration paymeata NBN Co to Telstra. Optus, Submission,
April 2011, p. 64.

%1 Telstra, Submission — Part @ctober 2010p. 129.

332 AAPT Limited, Submission, October 2010, p. 22.
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voice services when the access network changesdopper pairs to the NBN. These
considerations are likely to underpin ongoing LE®LLS migration®*

Taking into account these considerations, the mezgint LSS demand figures and the
information provided in Telstra’s letter of 18 Ma@11, the ACCC considers that a
downward revision to its LSS demand forecastsssfjad. However, the ACCC
considers that Telstra’s large forecast declindsS8 demand for 2011-12 of

[c-i-c] |l [c-i-c] per cent and 201213 [af-i-c] [l [c-i-c] per cent are not
supported by the currently available evidence dditzon, the ACCC considers that
the fall in the LSS price in the IADs comparedhe previous indicative price will

limit the decline in LSS demand.

A number of access seekers purchase the LSS indidowith WLR and other resale
services, particularly when they do not have coimgmsive voice service capabilities
in place across their coverage footprint. The AQ@S therefore decided to forecast
the same rate of decline for LSS as forecast foRWhat is, 1.5 per cent for each

year of the regulatory period.
12.4.3 Final demand forecasts for the declared fixe d line services

The ACCC's final demand forecasts for each of thelared fixed line services are
shown in table 12.2.

Table 12.2: Actual/estimated demands in 2009-10 arfidrecast demands in
2010-11 to 2013-14

Services 2009-10 2010-11 2011-12 2012-13 2013-14
ULLS (lines) 827,333 992,800 1,092,080 1,146,684 1,204,018
Growth rate 20.00% 10.00% 5.00% 5.00%
LSS (lines) 734,155 723,143 712,296 701,611 691,087
Growth rate -1.50% -1.50% -1.50% -1.50%
WLR (lines) 1,252,784 1,233,992 1,215,482 1,197,250 1,179,291
Growth rate -1.50% -1.50% -1.50% -1.50%
i) | | M| mm | mm |
Growth rate -5.00% -5.00% -5.00% -5.00%
ca | e | . LG
Growth rate ~20.00% ~18.00% ~15.00% ~15.00%

Sources: For 2009-2010: actual ULLS and LSS data obtained from Telstra’s CAN RKR; WLR
data obtained from Telstra’s 2009-10 Annual Report; and PSTN OTA data obtained from
Telstra RAF report for 2009-10. For LCS, demand data was obtained from Telstra’s
November 2010 submission using 9 months of actual data and 3 months of forecast data.

333 According to CAN RKR data, for the first nine ntbs of 201011, ULLS SIOs grew by 15.8 per
cent. This is consistent with the ACCC's view ie thpril 2011 Discussion Paper that ULLS SIOs

would grow by 20 per cent in 2010-11.
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13 Overview of prices for fixed line services

Key points

= The ACCC has estimated FAD prices using its Fixee IServices Model
(FLSM). The prices apply for a three-year regubkaimeriod commencing on
1 July 2011 and expiring on 30 June 2014.

= Prices have been averaged over the three-yeadpssithat a single price appligs
over the regulatory period.

= Since releasing the April 2011 Discussion Paper ABCC has made a number|of
minor revisions to the FLSM and updated some ofdhecasts used in estimating
the FAD prices. These changes have resulted ifirthleprices being different
from the draft prices included in the April 2011sbBussion Paper.

Final prices for the declared fixed line servicagdbeen estimated by the FLSM
based on the assumptions and forecasts descrilobdjriers 4—12 of this report.

The table below compares the FAD prices with thB Bkxd draft FAD prices. It also
includes, for comparison, the previous indicativiegs that expired on 31 December
2010 and the draft prices released in the Septe@iir Draft Report.

Table 13.1: Comparison of previous indicative pries, September 2010 draft
prices, IAD prices applying from 1 January 2011, Apil 2011 draft
prices and final FAD prices

Previous September IAD prices Draft FAD FAD prices
indicative 2010 draft 1 January to | prices from from 1 July
prices prices 30 June 1 July 2011 2011 to
2011 to 30 June 30 June
2016% 20142
ULLS Band 1 $6.60 $6.50 ) ) )
ULLS Band 2 $16.00 $16.00 ) $16.00 ) $16.75 ) $16.21
ULLS Band 3 $31.30 $31.00 ) ) )
ULLS Band 4 $100 $48.00 $50.11 $48.19
(per line per (notional)
month)
WLR (per line $25.57 $20.00 $22.10 $22.47 $22.84
per month) (HomelLine) (nationally (nationally (nationally (nationally
$26.93 averaged) averaged) averaged) averaged)
(BusinessLine)
LSS (per line $2.50 $2.50 $1.80 $1.80 $1.80
per month)
PSTN OA and 1.0c 1.1c 1.0c 1.0c 0.95c
TA (per (headline (headline (headline (national (national
minute) rate) rate) rate) average average
rate) rate)
LCS (per call) 17.36¢ 7.0c 9.1c 8.7c 8.9¢c

Note: All prices are in nominal terms. ® The draft FAD prices averaged nominal prices over a five-year
regulatory period while the final FAD prices are averaged over a three-year regulatory period.
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As shown in table 13.1, prices estimated by theNfla®e generally lower than the
previous indicative prices set using the TSLRICieipg approacti** Final prices
differ from previous prices estimates reflectinfprmation and comments received
during the consultation process. As explained eptérs 4—12 of this report, the
ACCC has updated its forecasts for operating exjpaed capital expenditure and
demand and its estimate of the weighted averageotoapital (WACC). It has also
made revisions to the FLSM (see chapter 4).

13.1 Submissions

This section summarises issues raised in subms#a have not been addressed in
other chapters in this report.

AAPT stated that the draft prices for WLR and ULibShe April 2011 Discussion
Paper were expensive by international standardsibitnitted that all prices except
LSS were ‘based on an initial RAB value which istse high’3*°

Frontier Economics submitted that, in deciding wieetr not to smooth prices over
the regulatory period, some consideration shoulgdiben to the expected price for
the first year of the next regulatory peridd Frontier Economics supported the
ACCC'’s decision not to round up prices in the AROIL1 Discussion Paper.

13.2 Method of calculating FAD prices

The ACCC has estimated prices from the FLSM fdrad-year regulatory period
expiring on 30 June 2014 (see section 4.3.3). TBE®A has determined a single price
for each service over the regulatory period byuwaling a simple average of the
prices estimated by the FLSM for the years 2011612013-14. The annual prices
estimated by the FLSM are shown in table 13.2 below

Table 13.2: Estimated annual prices for each sem& from the FLSM and FAD

prices
FAD prices Average 3-year
2011-12 | 2012-13 | 2013-14 SAD e
ULLS Band 1 to 3 ($/month) $15.87 $16.21 $16.56 $16.21
ULLS Band 4 ($/month) $47.45 $48.18 $48.95 $48.19
WLR ($/month) $22.94 $22.69 $22.88 $22.84
PSTN (cents/minute) 0.99c 0.93c 0.92c 0.95¢
LCS (cents/call) 8.8c 8.8c 9.1c 8.9c
LSS ($/month) $1.75 $1.80 $1.85 $1.80

Note: * Smoothed three-year price obtained by averaging annual prices for 2011-12 to 2013-14.

The ACCC considers that smoothing prices to oldasmgle price for each service
over the regulatory period will promote certainhdastability. As shown in

table 13.2, estimated prices vary on a year to lpasis but these variations are not
significant. The ACCC considers that some of theuah price movement reflects

334 LSS was not estimated within the Ovum BBM framekia the September 2010 Draft Report.
35 jpid., p. 5.
3 ipid., p. 34,
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‘lumpiness’ in the FLSM inputs (for example, in essreaching the end of their asset
lives) rather than trends in the underlying cos$tsupplying the services.

For the ULLS, PSTN OTA and LSS, the trend moveneesstimated prices is small
and does not, in the ACCC'’s view, warrant settingual prices. In reaching this
view, the ACCC has taken into account the uncestairound demand forecasts and
operating and capital expenditure forecasts—anektbwe future estimated prices—
after the end of the regulatory period (that igga80 June 2014). The ACCC
considers this uncertainty prevents it from idesi§y clear trends in underlying costs
at this time.

For these reasons, the ACCC considers that ittipagsible, on the information
currently available, to adopt Frontier Economiagw that the ACCC should take

into account the expected price for the first y&fahe next regulatory period. The
ACCC considers there is too much uncertainty abfwifuture path of expenditures
and demand for the fixed line services to deveéialle expectations about expected
prices in the next regulatory period. The ACCC adhat there is still significant
uncertainty about the magnitude and timing of thpacts of the NBN roll-out on
future expenditures and demand for the fixed len@ises.

13.3 Differences between the draft FAD pricesand F  AD
prices

The FAD prices for ULLS, WLR, PSTN OTA and LCS éifffrom the draft prices set
out in the April 2011 Discussion Paper. The maasams for the shift in prices for
these services are:

®=  The major single factor behind the reduction inth&¢ S, WLR and LCS prices is
the reduction in the WACC. The nominal vanilla WA®E&s fallen to 8.54 per
cent, for the 20 day trading period to 30 June 2@b%vn from the 9.04 per cent
used in the April 2011 Discussion Paper (baseder20 day trading period to
31 December 2010). The WACC used in the April 2DisScussion Paper was the
same WACC value used in estimating the IAD priddse April 2011 Discussion
Paper indicated that the WACC value would be uptiatestimating final prices
(see chapter 6). The lower WACC has little impactlee other prices; the LSS
has no capital costs allocated to it.

®= Moving to a three-year regulatory period, from five-year period used in the
April 2011 Discussion Paper, reduces the final Ulpri8es since these prices are
increasing over time (due to the impact of inflatmn operating expenditures). It
decreases the final WLR price slightly and contiélsumore than half of the
increase in the LCS price. These prices are expéottall in 2014-15 and
2015-16 due to a fall in switching costs becauseaisets will soon be fully
depreciated and are not being replaced. Thesedars yare now outside the
regulatory period. The path of prices over the tatguy period is shown in
table 13.2 above.

®= The adoption of Telstra’s tax asset value and tmsequent reduction to the
‘ducts and pipes’ increment to the RAB value hasirgor impact on ULLS and
WLR prices as their effects are largely offsettiHgwever, the lower tax asset
value increases the LCS price because the LCSriiesse ducts and pipes.
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Adopting a total-S1O weighting method for calcutgtithe nationally averaged
WLR price increases the price by 84 cents.

Higher forecast growth in data traffic (from 20 pent to 40 per cent annual)

reduces the share of transmission costs allocatedi¢e traffic and therefore
reduces the final PSTN OTA price slightly.
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14  Connection and disconnection charges

Key points

®= The ACCC confirms its methodology for indexing cention and disconnection
charges.

= The ACCC has updated the inflators used for indgggomnection and
disconnection charges for the latest Reserve BaAkistralia (RBA) forecasts
released in May 2011.

Connection and disconnection charges relate tadbes of technicians performing
jumpering work inside Telstra exchanges, travelatucle costs for the technicians,
costs of back-of-house management or assistant¢edinicians, material costs and
indirect costs.

This section sets out the connection and discororecharges for the ULLS and LSS
for the regulatory period and the ACCC’s views oms related issues.

14.1 April 2011 Discussion Paper view

In the April 2011 Discussion Paper, the ACCC preab® index connection and
disconnection charges by using a combination of:

= the actual change in the consumer price index (@Rigre available

= the RBA’s inflation forecast for the year to theelfrom which the charge
applies, and

= the midpoint of the RBA'’s inflation target range.

Specifically, the ACCC indexed IAD charges by attRI inflation for the

12 months to December 2010. The draft FAD chargeg2011-12 were indexed by
half of the RBA’s CPI inflation forecast (of 2.5mp&ent) for the 12 months to June
2011. This indexation was applied to update thenthfe six months from the
commencement of the IADs on 1 January 2011 to tbpgsed commencement of the
FAD regulatory period on 1 July 2011. For the faliog two financial years, the
RBA's inflation forecasts were used to index tharges. The last two financial years
of the regulatory period were indexed by the midpof the RBA’s inflation target
range (2.5 per centy’

In addition, the ACCC considered a number of issakded to connection and
disconnection charges. Based on outcomes frompplaistation decisions and
submissions received in response to the SeptentiérRraft Report, the ACCC
proposed to adopt the following approaches foisgténg of FAD charges:

= LSS disconnection charges are not payable wheareith
— the disconnection is made pursuant to a Telstranghocess, or

— the access seeker is participating in the TelsB& thurn process and
BigPond is not

%7 ACCC, Discussion Paper, April 2011, pp. 172-179.
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= costs of after-hour MNMs should be agreed upon eenaT elstra and the access
seekers, and

= the ACT Utilities Tax should be excluded from coat@n and disconnection
charges.

The ACCC also sought submissions from parties oamaber of other relevant issues,
including:

= whether transfer Managed Network Migrations (MNMaoges should be
included, possibly as part of the ULLS and LSS rhiyn¢osts

=  whether LSS MNM cancellation charge should be apple, and

= whether LSS and ULLS MNM minimum exchange chardesikl be applicable
in Band 4.

14.2 Submissions

14.2.1 Indexation method

Optus submitted that it disagreed with the ACC@Gteixation approach. It stated that
the ACCC may not have taken into account a preveogectation that jumpering
costs should, in due course, decline for the ULh& @onverge towards the
connection costs for LSS and PSTN OTAOptus also submitted that the ACCC
incorrectly assumed that the ULLS connection chargs entirely comprised of
labour costOptus considered that under the ACCC'’s indexatiethodology, the
draft FAD prices were likely to over-recover théi@ént costs of ULLS connection
charges.

14.2.2 LSS disconnections outside the churn process

Telstra submitted that it did not object to the ACEproposal to disallow a
disconnection charge in the scenario where disadmms take place within the
Telstra LSS churn process. However, Telstra stiigicthe ACCC should not
disallow a disconnection charge where the accedsesés participating in the Telstra
LSS churn process and BigPond is not, as this wipuéent Telstra from recouping
its direct and efficiently incurred costs in undéihg disconnections>®

Telstra also submitted that the operation of tleesé provision of the clause was
uncertain. Telstra stated that it assumed thaptbesion does not disallow the
levying of a disconnection charge for an end ubkercinvolving an access seeker if
that access seeker is a participant in the TdlS8&churn process and BigPond is
not, when BigPond was not in fact involved in tblatirn.

14.2.3 Transfer Managed Network Migrations
The ACCC received no submissions in relation todfar MNMs.
14.2.4 Cost of after-hour MNMs

Telstra submitted that it would be unnecessargt@gimeframe for completion of
the jumpering work necessary for a MN®¥.Telstra submitted that the issue had

338 Optus, Submission, June 2011, p. 66.
339 Telstra, Submission — Part B, 3 June 2011, p. 45.
390 inid., p. 46.
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never been raised by an access seeker or beenbjleetsof a previous dispute.
Telstra stated that access seekers do not redpgegtdvision of after hours MNMs in
order to speed up the jumpering work but as a wagihimise disruption to their
end-users.

Telstra submitted that further consultation wouddréquired if the ACCC decided to
include such a provision.

14.2.5 LSS MNM cancellation charge

Telstra stated that it supported the inclusion 86LMNM cancellation charges in the
FADs3* It submitted a table of proposed charges for éigeilatory period, using the
Telstra/Chime April 2010 LSS FD figures and appiythe indexation methodology
used in the April 2011 Discussion Paper.

14.2.6 LSS and ULLS MNM minimum exchange chargesin Band 4

Telstra submitted that consistent with previousalfoheterminations, there was no
need for minimum exchange charges in Band 4. Betstbmitted that this was
because there was virtually no demand for ULLS, b8BINMs in Band 42

14.2.7 ACT Utilities Tax

Optus submitted that it would be inappropriatetfar Australian Capital Territory
(ACT) Utilities Tax to be included in the revenweguirement of the FLSM, access
prices or in connection and disconnection chargeause the tax only applied within
the ACT and the Jervis Bay ar&4lt proposed that payment of the tax should be
commercially negotiated and specified in accesseagents.

14.2.8 Band 4 charges for LSS single disconnections , ULLS MNM
connections, ULLS cancellations and ULLS call diver sion

Telstra submitted that the approach adopted i\pgré 2011 Discussion Paper for
LSS single disconnections, ULLS MNM connections LiSLcancellations and ULLS
call diversion was inconsistent with the chargethapublished 2010 Final
Determinations (FDs). In the FDs, the charge fahes these services was set as a
single national charge that explicitly excluded 8a¥** Telstra submitted that the
FADs should be amended to exclude Band 4 in thecapipn of these charges.

14.2.9 LSS to ULLS migration charge

Herbert Geer submitted that it supported the ACQEéposal to include an LSS to
ULLS migration process in the FABS However, Herbert Geer noted that the April
2011 Discussion Paper did not specify a LSS to Uhii§ration charge. Herbert Geer
submitted that the migration charge ‘should beast no more than a ULLS single or
MNM connection charge and should not include an d&8onnection charge
because the connection of the ULLS also in effesttahnects the LSS*°

%1 ibid., p. 47.

2 ibid.

3 Optus, Submission, June 2011, p. 61.

344 Telstra, Submission — Part B, 3 June 2011, p. 47.
35 Herbert Geer, Submission, 3 June 2011, p. 18.
348 ibid.
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14.3 ACCC final view

14.3.1 Indexation method

The ACCC confirms its methodology for indexing cention and disconnection
charges. It has updated the inflators by incorpogahe latest RBA forecasts released
in May 2011. Connection and disconnection chargesaw indexed on the

following basis:

= for 2011-12, charges are indexed by 1.75 per ¢ent@lf of the forecast CPI for
the 12 months to June 2011)—as noted in sectiahdbve, this indexation is
applied to update charges for the six months fieencommencement of the IADs
on 1 January 2011 to the commencement of the FADsuly 2011.

= for 2012-13, charges are indexed by 2.5 per centtfie RBA’s CPI forecast for
the 12 months to June 2012) and

= for 2013-14, charges are indexed by 3 per centtlieeRBA’s CPI forecast for
the 12 months to June 2013).

The ACCC has not received cost information frontiparthat suggests that the
ACCC'’s indexation methodology is likely to over-oser the efficient cost of the
relevant connection and disconnection servicegshEurthe ACCC has not been
provided with evidence that jumpering costs hawdided for the ULLS or that
connection costs for ULLS, LSS and PSTN OTA haveveoged. The ACCC
considers that its methodology is transparent appgarted by previous regulatory
decisions. The revised inflators are set out itetdd.1 below.

Tablel4.1: CPI inflators used to index connectioand disconnection charges

Year CPI infla:i]c:)r;] t3;]esatrol;sed (12 Inflator
IAD charges

January 2011-December 2011 December 2010 2.7 per cent®
FAD charges

July 2011-June 2012 June 2011 1.75 per cent®
July 2012—June 2013 June 2012 2.5 per cent
July 2013-June 2014 June 2013 3 per cent

Source: Reserve Bank of Australia, Statement on Monetary Policy, 5 May 2011, p. 63.

Notes: # Actual CPI figures, published by the ABS. ® Half of the RBA’s CPI inflation forecast for the
period from July 2010 to June 2011.

14.3.2 LSS disconnection charges outside the churn process

The ACCC accepts Telstra’s submission that thevaslieclause should be clarified
for the purposes of the FADs. The ACCC also accéelstra’s submission that it
should be able to recoup its direct costs incuimetisconnections.

The ACCC notes that the intent of the relevantsgawas to ensure that access
seekers are not levied twice for the same proddssefore, during a churn process
where a disconnection and re-connection occurréldersame process, a
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disconnection charge and a connection charge simaldoth be payable. The ACCC
remains of the view that access seekers shoulohowt a disconnection charge where
the costs of the jumpering work incurred duringead-user churn are covered by the
connection charge, which will be paid by the paostyvhom the customer is churning.

The ACCC understands that Telstra (BigPond) doépaticipate in the Telstra LSS
churn process. Where Telstra (BigPond) is the gartyhom the customer is
churning, the second provision clarifies that aadisection fee is not charged to the
access seeker from whom the customer is churnirgenhat access seeker is
participating in the Telstra LSS churn procesghls case, the costs of the jumpering
work incurred in the churn will be covered by TedstBigPond).

The ACCC notes that this approach is consistertit priévious arbitration decisions,
in which the ACCC considered that the provision ldancourage efficiency as more
downstream services would be likely to fall withine ambit of the Telstra LSS churn
process’’

In order to clarify the provision, the ACCC has radlde following minor change
(shown in bold text) to the clause:

A disconnection charge is not payable if either:
(a) the disconnection is made pursuant to a Tels8& churn process; or

(b) the access seeker is participating in the Tals6S churn process and
Telstra (BigPond) is not participating in the Tetst. SS churn process
where the service is being transferred to TelstBagPond)

The ACCC has also decided to include a furtheifglag provision in response

to Telstra’s submission. As the ACCC understandstiges concerns, it considers
that it may be prohibited from levying a disconmattcharge where an access
seeker participating in the Telstra LSS churn pseds transferring to another
access seeker that is not participating in thercpuocess. The new provision is as
follows:

A disconnection charge is payable if:

(c) the access seeker is participating in the TeldtSS churn process
and the service is being transferred to an accessker that is not
participating in the Telstra LSS churn process.

The ACCC considers that the additional provisioanikely to have a material
impact. Telstra publishes a list of access segsatscipating in the Telstra LSS
churn process, as well as those parties that dneanticipants:*® According to the
information provided by Telstra for the March 202AN RKR data, none of the
non-participants, apart from Telstra (BigPond) reatly provide services using
the LSS.

The ACCC considers that an effective LSS churngseds in the LTIE as the process
is likely to reduce the costs incurred by end-ugehanging service providers.
Where a LSS disconnection takes place as a resait end-user churning to another
service provider, a churn process allows for rerhof’éhe existing jumpers to be

37 ACCC.LSS Access Dispute, Telstra/Chime, Reasons fot Bet@rmination April 2010, p. 98.
318 gee Telstra Wholesale website at www.telstravgtadéecom/products/docs/access_broadband_
dsltransfer.xls (current as at 6/07/11).
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combined with installation of new jumpers on thievant line**° This is a more
efficient and less costly process than requiring technician visits to undertake the
removal of existing jumpers and installation of newpers on two separate
occasions. Combining the two processes also rasulesiuced downtime in the
customer’s service as a result of the churn.

14.3.3 Transfer Managed Network Migrations (MNMSs)

The ACCC confirms its view that transfer MNMs stibbk treated as a matter for
negotiation between Telstra and access seekerdACGE notes that it did not
receive any submissions on this issue.

14.3.4 Cost of after-hours MNMs

The ACCC acknowledges that this issue has not tased in previous access
disputes. In addition, access seekers have not sudmissions in support of
including a provision requiring Telstra to complgimpering work within a specified
timeframe in the FADs.

The ACCC has concluded that a provision specifgnigneframe for completion of
jumpering work should not be included in the FADs.

14.3.5 LSS MNM cancellation charge

No submissions were received from access seekargloling LSS MNM
cancellation charges in the FADs. The ACCC has looied that LSS MNM
cancellation charges should not be included irFABs.

14.3.6 LSS and ULLS MNM minimum exchange charges in  Band 4

The ACCC notes that while demand for the ULLS latieely low in Band 4, there
are still a number of access seekers who do pra¥ides-based services in these
areas. The ACCC notes that maintaining consistenttythe provisions in the IADs
will provide certainty to Telstra and access segkerelation to this charge.

The ACCC confirms its view that ULLS MNM minimum exange charges should
apply to Band 4. The ACCC has not set a charge$& MNM minimum exchange
charges in Band 4 because the number of LSS SIBarnd 4 is negligible.

14.3.7 ACT Utilities Tax

The ACCC confirms its view that as the tax onlylaggpto services within the ACT
and the Jervis Bay area, it is not appropriatet¢tude the tax in charges for work
conducted outside those areas. The FADs stat¢hthabnnection and disconnection
charges are exclusive of this tax.

14.3.8 Band 4 charges for LSS single disconnections , ULLS MNM
connections, ULLS cancellations and ULLS call diver sion

The ACCC confirms its view that these charges ghapbly to services in Band 4.

The ACCC notes that Telstra was the only partyutonst in favour of excluding
Band 4 from the relevant charges. While demandhi@tULLS is relatively low in
Band 4, there are still a number of access se@kevdo provide ULLS-based
services in these areas. In addition, the ACCCidensthat maintaining consistency

39 ACCC,LSS Access Dispute, Telstra/Chime, Reasons fot Bet@rmination April 2010, p. 98.
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with the provisions in the IADs will promote cemnéy for Telstra and access seekers
in relation to these charges.

14.3.9 LSS to ULLS migration charge

The issue of a LSS to ULLS migration process wakigred in the non-price terms
and conditions section of the April 2011 Discusdraper.

Apart from Herbert Geer, the ACCC has received therosubmissions from parties
on the introduction of a LSS to ULLS migration ofpar If the ACCC was to receive
further information from parties suggesting th&tSs to ULLS migration charge was
necessary, it may consider this issue furtherlatea date.

14.4 Charges for 2011-12 to 2013-14

The ACCC's final connection and disconnection ckarfpr 2011-12 to 2013-14 are
set out in table 14.2 below.
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Table 14.2 FAD connection and disconnection chargéasr regulatory period

IAD charges FAD Charges
Jan 2011- Jul 2011- Jul 2012- Jul 2013-
Dec 2011 Jun 2012 Jun 2013 Jun 2014
LSS single connections (excluding Band 4)
Per connection $44.26 $45.04 $46.16 $47.55
LSS single disconnections (where payable )?
Per disconnection $39.74 $40.44 $41.45 $42.69

LSS MNM connection charges — where the service is t

Telstra is using to supply a wholesale ADSL service

o be connected on a line

(excluding Band 4)

Fixed amount (per

MNM) $143.88 $146.40 $150.06 $154.56
Variable amount $33.07 $33.65 $34.49 $35.52
(per connection)

LSS MNM minimum exchange charge (excluding Band 4)

Per exchange $805.27 $819.36 $839.85 $865.04
ULLS single connection charges —inuse ULLS and tr  ansfer ULLS connections
Band 1 $51.76 $52.67 $53.98 $55.60
Band 2 $54.53 $55.49 $56.88 $58.58
Band 3 $59.26 $60.29 $61.80 $63.66

Charges for ULLS MNM - involving the transfer of en

Telstra wholesale PSTN and/or ADSL service, or from
supply a ULLS to another access seeker

d-user data services from a

a line that Telstra is using to

Fixed amount (per $141.73 $144.21 $147.81 $152.25
MNM)

Variable amount

(per connection) $25.68 $26.12 $26.78 $27.58
ULLS MNM minimum exchange charge

Per exchange $655.23 $666.69 $683.36 $703.86
ULLS call diversion charge

Fixed amount (per

ULLS call diversion) $9.55 $9.72 $9.96 $10.26
Variable amount

(pro rata per month) $12.84 $13.06 $13.39 $13.79
ULLS cancellation charges

Per service where

pre-jumpering has $20.54 $20.90 $21.42 $22.06
occurred

Where entire MNM

is cancelled $141.73 $144.21 $147.81 $152.25

Note: # A disconnection charge is not payable if either: (a) the disconnection is made pursuant to a
Telstra LSS churn process; or (b) the access seeker is participating in the Telstra LSS churn
process and Telstra (BigPond) is not participating in the Telstra LSS churn process, where the
service is being transferred to Telstra (BigPond). A disconnection charge is payable if: (c) the
access seeker is participating in the Telstra LSS churn process and the service is being transferred
to an access seeker that is not participating in the Telstra LSS churn process.
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15 Fixed principles provisions

Key points

®= The FADs contain fixed principles provisions thategform to the building block
pricing framework and provide certainty over how tCCC will estimate prices
for the declared fixed line services in future Hegpry periods.

= The fixed principles provisions will apply for antgear period with a nominal
termination date on 30 June 2021. This will give ithdustry pricing certainty
during the transition to the NBN.

Setting fixed principles provisions can promoteulagpry certainty, including
certainty over time about the framework used torese access prices. They may
also provide greater price stability.

15.1 April 2011 Discussion Paper view

As noted in the April 2011 Discussion Paper, areasaetermination may contain
‘fixed principles provisions’ that lock in certamatters until the nominal termination
date®*° Both price and non-price terms and conditionstEdesignated as fixed
principles provisions.

The ACCC proposed to include in the FADs fixed piptes provisions that would
‘lock in’ the pricing framework and provide the unstry with certainty over time
about how the ACCC would estimate prices for thelated fixed line services. The
ACCC did not propose fixed principles provisionsaspect of non-price terms and
sought industry views on whether any non-priceassshould be addressed in fixed
principles provisions.

The preliminary fixed principles provisions propdse the April 2011 Discussion
Paper would ‘lock in’ the initial value of the RA&d specify the RAB roll-forward
mechanism, certain processes for assessing fosemfagperating and capital
expenditure and demand, and efficiency incentiveharisms. To ensure consistency
with the FLSM, the ACCC proposed to specify in tixarinciples provisions the use
of a real vanilla WACC and the methodology useddtimate the WACC parameters.

Recognising that the ACCC has not previously cdaedugxplicitly on making fixed
principles provisions, the ACCC sought industrymaigsions on the content of fixed
principles provisions as well as specific suggestion the design of the provisions.

Subsection 152BCD(2) requires that there must@nanal termination date for
fixed principles provisions, which may be laterrilihe expiry date of the FAD. The
ACCC'’s preliminary view was that the nominal teration date should be 30 June
2021.

%0 subsection 152BCD(1) of the CCA.
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15.2 Submissions

Submissions were generally supportive of the inctlusf fixed principles provisions
in the FADs. Macquarie Telecdf, Frontier Economics? and Herbert Ge&t’
submitted that fixed principles provisions wouldnease industry certainty and allow
for a shorter regulatory period. However, Macquaeécom and Optus submitted
that since the ACCC has not set out specific fipedciples provisions for
consultation, it would be appropriate for the AC@&onsult further before finalising
the fixed principles provisions?

Optus submitted that the ACCC should adopt a castapproach, stating that ‘it
would be prudent to observe the operation of tiggmre in its initial stages before
‘setting in stone’ any principles or rule$® It submitted that the ACCC should not set
comprehensive fixed principles provisions in therent consultation but rather make
‘a bare minimum number of fixed principles now’.It submitted that the ACCC
could make a fixed principles provision specifythg method of estimating prices
through a BBM approach and leave open the optiamoo$ulting further on possible
provisions for each of the BBM-specific parametéfs.

Optus set out some ‘initial views’ on matters tbatild be addressed in fixed
principles provisions, including locking in thetiai RAB value, the general
principles for setting cost allocation factors, dnd ACCC'’s proposed methods for
estimating some of the WACC parametérfs.

Hebert Geer (on behalf of Adam Internet, Aussiea8izand, iiNet and Internode)
submitted that the ACCC should only make fixed gptes provisions ‘if the
principles are based upon data that it has verdebeing complete and accurafe'.
It opposed the inclusion of the ACCC'’s proposedtefhcy mechanism provision,
stating that ‘the fixed principles should not pretvthe ACCC from making
adjustments to account for the difference betweeschst expenditure and actual
expenditure3®°

Macquarie Telecom also opposed the ACCC'’s propeffariency mechanism
provision, stating that ‘adjustments should be nfadender and over expenditure
forecasts>®* Macquarie Telecom submitted that without such stdjents, the access
provider would have an incentive to continually egtate its forecasts. It also
submitted that a cost pass-through provision shbelohcluded to deal with
‘uncontrollable and unforeseeable events, suchmaajar natural disastet®? In

regard to the WACC parameters, Macquarie Telecqpatied a provision that ‘sets
out the methods for determining the component wabig¢he real vanilla WACC’,

Macquarie Telecom, Submission, 3 June 2011, p. 13
Frontier Economics, Submission, June 2011, p. 27.
%3 Herbert Geer, Submission, 3 June 2011, p. 28.

%4 Macquarie Telecom, Submission, 3 June 2011, pntBOptus, Submissiodune 2011, p. 79.
%5 Optus, Submission, June 2011, p. 78.

%% ibid.

%57 Optus, Submission — Appendix H, June 2011, p. 43.
%8 ibid.

%9 Herbert Geer, Submission, 3 June 2011, p. 2.

30 ibid., p. 29.

%1 Macquarie Telecom, Submission, 3 June 2011, p. 13
%2 ibid., p. 14.
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apart from gamma, but stated that ‘it would noappropriate to set actual values for
any WACC componenf®?

Telstra submitted that the fixed principles proms proposed in the April 2011
Discussion Paper ‘do not currently achieve theegtaim of providing regulatory
certainty and pricing stability*®* It submitted that the provisions need to be
‘significantly strengthened®

Telstra proposed more detailed fixed principles/igions that specified the
components of the revenue requirement, the irikiB value, the RAB roll-forward
mechanism (including proposed indexation of the RAaRie), the methodology for
estimating the WACC parameters (including settinglaie for gamma), the process
for forecasting expenditure and demand, and theatiosation factors® It also
submitted that the provisions should specify thatgs are in nominal terms and are
exclusive of taxe&’ Telstra submitted that the termination date feedi principles
provisions should be 30 June 20%4..

15.3 ACCC final view

The ACCC confirms its view that the fixed principlprovisions will apply for a ten
year period with a nominal termination date of 88€J2021. The ACCC considers
that this will give the industry sufficient certgyrduring the transition to the NBN.

In formulating fixed principles provisions, the ACtas had regard to submissions
that if the ACCC adopts a shorter regulatory peribshould provide sufficient
certainty on its pricing framework through fixedrmiples provisions. As noted in
chapter 4, the ACCC has decided to make FADs three-year regulatory period.
The ACCC has therefore determined fixed principliessisions that set out in some
detail the framework for estimating prices in tlexthand subsequent regulatory
periods.

At the same time, the ACCC has recognised thaethas been less consultation on
fixed principles provisions than on the estimatidmprices for the current regulatory
period. The ACCC has therefore balanced industtg&@re for certainty over the
pricing framework with calls (in some submissiofws)further consultation on the
fixed principles provisions. If necessary, the AC@@y consider whether the
provisions should be expanded during its consoltgprior to the next regulatory
period. At that time, the ACCC may also considettier whether fixed principles
provisions should be made in respect of non-pssaes.

The ACCC has included a provision allowing it todifg or remove a fixed
principles provision in certain specified circunrgtas. These circumstances are
intended to be strictly limited. In considering \ilier to revise the provisions, the
ACCC must be satisfied that: there is manifest atemal error in the provisions;
information on which a provision was based wassfalsmisleading; or an
amendment is necessary to avoid an unintended goasee.

%3 ipid.

%4 Telstra, Submission — Part A, June 2011, p. 73.
%5 ipid.

3% ibid., pp. 75-83.

%7 ibid., pp. 80-81.

%8 ibid., p. 74.
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The fixed principles provisions included in the F&\Bpecify the framework for
estimating prices for fixed line services usingBMBapproach. The following
provisions have been included in the FADs.

Initial RAB value

The fixed principles provisions specify that theeopmg RAB value is
$15,515,621,288 as at 1 July 2011. During the AGCG©hsultation on moving to a
BBM approach, there has been general industry agreethat locking in the RAB
value will promote pricing certainty for both thecass provider and access seekers.

Initial tax asset value

The provisions specify that the opening tax asaktevis $10,144,121,785 as at 1 July
2011.

Roll-forward mechanism

After the opening RAB value and opening tax asa&terhave been set, they are
‘locked in’ and rolled forward each year to refléatecast capital expenditure,
depreciation and asset disposals.

The roll-forward mechanism involves calculating thesing RAB value for each year
by taking that year's opening RAB and adding thredast for capital expenditure
incurred that year and subtracting depreciationasset disposals for the year. The
opening RAB value for any regulatory year (aftet 2812) is equal to the closing
RAB value for the previous year. The roll forwaaitrhula is discussed in chapter 6 of
this report.

In rolling forward land asset values, these valuiisbe indexed by the Consumer
Price Index (CPI) where it is available, or by theecast for the CPI used in the Fixed
Line Services Model (FLSM) where the actual CRias available, to account for
appreciation over time in land values.

In rolling forward RAB values in nominal terms, ths, in the current dollars as at
1 July of the relevant year, any variables thatspexified in real terms will be
indexed by the actual Consumer Price Index (CPBrelit is available, or by the
forecast for the CPI used in the Fixed Line Sewig®wdel (FLSM) where the actual
CPl is not available, to convert them into nomiteans. Any variables that are
specified in nominal terms will not be indexed,wihe exception of land values as
specified above.

Components of the revenue requirement

The ACCC considers that the fixed principles primns should specify the
components of the revenue requirement as thesearents form the ‘building
blocks’ of the BBM approach. Specifying the ‘buiidiblocks’ will lock in the BBM
framework for setting prices and provide certaibput the way the ACCC will
estimate prices for future regulatory periods.

The annual revenue requirement for each regulatay will comprise:

= areturn on the RAB calculated by multiplying thA®C by the opening RAB
for that regulatory year

= areturn of the RAB, that is regulatory depreciatifor that regulatory year

= operating expenditure forecast to be incurred ab tegulatory year, and
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= an allowance for tax liabilities.
Operating expenditure forecasts

Under a BBM approach, forecast operating experestghould reflect prudent and
efficient costs. As noted in chapter 4, the ACCtemals to consult on making a record
keeping rule (RKR) to obtain operating expendiforecasts and supporting
documentation from Telstra for future regulatoryipas. The fixed principles
provisions specify that, in assessing the reasenalk of Telstra’s operating
expenditure forecasts, the ACCC will take into acto

= the access provider’s level of operating expenditarthe previous regulatory
period

= the reasons and evidence supporting changes tatoeexpenditure in the next
regulatory period

= any relevant regulatory obligations or requiremexpglicable to providing the
declared fixed line services, and

= any other matters relevant to whether forecastpegating expenditures reflect
prudent and efficient costs.

Further details about the required format for the¢asts, including their allocation to
asset classes, and the nature of the required guygpdocumentation will be set out
in the proposed RKR.

Capital expenditure forecasts

Under a BBM approach, forecast capital expenditaheaild reflect prudent and
efficient costs. As noted in chapter 4, the ACCtemals to consult on making a record
keeping rule (RKR) to obtain capital expenditureetmsts and supporting
documentation from Telstra for future regulatoryipas. The fixed principles
provisions specify that, in assessing the reasenalk of Telstra’s capital
expenditure forecasts, the ACCC will take into acto

= the access provider’s level of capital expenditarine previous regulatory period

= the reasons and evidence supporting changes t@alcaxpenditure in the next
regulatory period

= whether the access provider's asset managememqiamaing framework reflects
best practice

= any relevant regulatory obligations or requiremexuglicable to providing the
declared fixed line services, and

= any other matters relevant to whether forecastalgxpenditures reflect prudent
and efficient costs.

Further details about the required format for tveéasts, including their allocation to
asset classes, and the nature of the required diqgpdocumentation will be set out
in the proposed RKR.

Demand forecasts

The ACCC considers that a fixed principles prowisibat specifies the process for
assessing the access provider's demand forecagtplispriate. The ACCC will take
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into account any forecasts provided by the accessdger and will consider whether
the forecasts provided by the access provider:

= are based on an appropriate forecasting methodology
= are based on reasonable assumptions about theikeysdf demand

= utilise the best available information before theé@C, including historical data
that can identify trends in demand; and

= take into account current demand and economic tondi

As noted in chapter 4, the ACCC intends to conmulinaking a record keeping rule
(RKR) to obtain demand forecasts and supportingish@ntation from Telstra for
future regulatory periods. Further details aboatréquired format for the forecasts
and the nature of the required supporting docuntientavill be set out in the
proposed RKR.

Weighted average cost of capital

The fixed principles provisions specify that inadhting the weighted average cost
of capital (WACC) used in the FLSM:

= A vanilla WACC is used to estimate the return opitze.

®= The cost of equity is estimated using the Capitdek Pricing Model.

The ACCC considers it is not appropriate to spec#fiyes for any of the WACC
parameters in fixed principles provisions. In parar, the ACCC notes that ‘locking
in” a gamma value, as proposed by Telstra, cowdaigat the ACCC from having
regard to potential future changes in the tax syste

Tax liabilities

The fixed principles provisions specify that the tate used in estimating tax
liabilities in the FLSM will be set equal to therporate tax rate specified in
subsection 23(2) of themcome Tax Rates Act 1986th).

Cost allocation factors

In relation to the cost allocation factors usedltocate the revenue requirement to
particular declared fixed line services, the fiygthciples provisions specify that:

= The allocation of the costs of operating the PShdld reflect the relative usage
of the network by various services.

= Direct costs should be attributed to the service.

= The cost allocation factors for shared costs shmfldct causal relationships
between supplying services and incurring costs.

®= No cost should be allocated more than once to anyce.

®= The determination of cost allocation factors shaelftect the principles above
except where reliable information is not availailesupport the application of the
principles.
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16  Assessment of pricing approach against the
subsection 152BCA(1) criteria

16.1 Adoption of the building block approach

16.1.1 Paragraph 152BCA(1)(a) — whether the determi nation will
promote the LTIE

A building block model (BBM) pricing methodologytesates prices that reflect
efficient costs. The ACCC considers that adoptif8B& approach to setting prices
for the declared fixed line services meets theaihjes of promoting the LTIE
because setting prices that reflect efficient casflgoromote competition in the
markets for carriage services and encourage afficiee of and investment in
infrastructure.

Access prices that reflect efficient costs, anshdbinclude any monopoly profits,
will facilitate access to the infrastructure seedgequired by access seekers to
provide a range of communications services to esaisu

In addition, the ACCC considers that adopting a B&dproach will promote the
LTIE for the following reasons:

= Locking-in a value for the RAB fosters predictaldgenue and price paths,
thereby minimising the likelihood of windfall gais losses. This certainty
promotes efficient use of and investment in infiasture.

= The BBM approach ensures the access provider guatlely compensated for the
cost of providing the declared fixed line servioger time. The estimated revenue
requirement allows the access provider to recaupfftciently incurred costs,
including a commercial return on its investments.

= Determining prices through a transparent and caséed pricing model will
provide regulatory certainty for both the access/aler and access seekers about
the way in which the ACCC will set prices. Suchtamity promotes efficient
investment and competition in the markets for egeiservices.

= Using a BBM approach will ensure that prices fa tleclared fixed line services
are based on the costs of providing access. THhigpremote a level playing field
for access to the services needed to provide dogaratservices and promote
competition in downstream markets.

AAPT submitted that it welcomes the ACCC's proposbitt to a BBM on the basis
that such an approach will promote the LFSE.

Frontier Economics submitted that it supports tteat thrust of the ACCC’s move
towards a BBM and ‘locking in’ a RAB valu&’

In its submission to the September 2010 Draft Reg@istra stated that it supported
the move to a BBM with a locked-in RAB!

39 AAPT, Submission, 3 June 2011, p. 2.
370 Frontier Economics, Submission, June 2011, p. 2.
371 Telstra, Submission, 22 October 2010, p. 4.
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The objective of achieving any-to-any connectiviyot relevant to adopting a
building block approach as it does not concern eotivity between
telecommunications networks.

16.1.2 Paragraph 152BCA(1)(b) — legitimate business interests of a
carrier or carriage service provider

The ACCC considers that the access provider’sitegte business interests are met
by adopting a BBM approach for the following reason

= The RAB places a value on the network assets ug#tkebaccess provider in
providing the declared fixed line services. The RiaBolled forward each year to
determine the opening value of the RAB for the nedr. The roll-forward
process updates the RAB to reflect forecasts fpitalaexpenditure, depreciation
and asset disposals for that year.

= The ACCC considers that a roll-forward process #tlatvs for the recovery of
investment costs will best promote the legitimaisibess interests of the access
provider.

= Capital expenditure is added to the RAB throughrtieforward process. Capital
expenditure contributes to the revenue requirertentigh the return on capital
(given by the product of the weighted average obsapital (WACC) and the
RAB value) and through the return of capital (regoity depreciation). This
method ensures that investment costs are recovgszdhe lives of the relevant
assets rather than all at once in the year in wthiercapital expenditure occurs.
(In contrast, operating expenditure is added diydotthe revenue requirement in
the year in which it occurs.)

= The prices estimated using a BBM approach takeantmunt forecast operating
and capital expenditures on assets used to supplgdclared fixed line services.
Forecast tax liabilities are also taken into actaearensure that the access
provider is able to recover all of the costs inedrin supplying the declared fixed
line services.

= The BBM includes a return on capital through the @A The WACC provides a
commercial rate of return that takes into accobhaetdommercial risks associated
with providing the declared fixed line servicesisTgives the access provider an
incentive to undertake efficient investments indlssets used to provide the
declared fixed line services.

®= The BBM includes an allowance for regulatory de@&en which enables the
access provider to recover its investments in fiseta used to provide the
declared fixed line services over the lives of thassets.

16.1.3 Paragraph 152BCA(1)(c) — interests of all pe rsons who have
rights to use the declared service

As noted in section 3.5.3, the ACCC considerstthiatcriterion requires the ACCC
to have regard to the interests of access seekaesACCC has had regard to the
interests of access seekers in adopting the BBNoapp to setting prices for the
declared fixed line services.

Adopting a BBM approach provides pricing certaifttiyaccess seekers about the cost
basis for the prices and the way the ACCC willetes in future regulatory periods.
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This will assist access seekers in making inforahedsions on investments in digital
subscriber line access multiplexers (DSLAMS) arftepaissets used to provide
competing telecommunications services in downstresarkets.

The ACCC has given weight to access seekers’ istteie determining the values of
the parameters used in the BBM.

16.1.4 Paragraph 152BCA(1)(d) — direct cost of prov  iding access to
the declared service

The ACCC considers that the BBM approach ensuidslitle direct costs of providing
access to the declared fixed line services aredad in the revenue requirement used
to calculate prices. The revenue requirement calledlusing a BBM approach
includes an allowance for all of the costs incuiiredroviding the declared fixed line
services. These costs are forecast direct anceictddperating costs, a return on and
of capital, and tax liabilities.

Where joint and common costs are incurred in piagié number of services, cost
allocation factors are used in the BBM to ensuat the aggregate revenue
requirement is appropriately allocated to servidé® cost allocation factors are
based on the directly attributable costs of praxgdipecific services, as well as a
share of non-attributable costs.

16.1.5 Paragraph 152BCA(1)(e) — the value to a part y of extensions,
or enhancement of capability, whose cost is borne b y
someone else

The ACCC is of the view that this criterion is metevant to its decision to adopt a
BBM approach to setting prices for the declareddikne services.

16.1.6 Paragraph 152BCA(1)(f) — the operational and technical
requirements necessary for the safe and reliable op  eration
of a carriage service, a telecommunications network ora
facility

The ACCC considers that the BBM approach will nmhpromise the safe and
reliable operation of any carriage service, teletamications network or facility.

The efficient costs of providing the declared fixed services during the regulatory
period are included in the FLSM. This will allownetlaccess provider to recover the
costs of necessary maintenance expenditures anonkedsset replacement costs
required to ensure that the declared fixed lingises are provided in a safe and
reliable manner.

16.1.7 Paragraph 152BCA(1)(g) — the economically ef ficient
operation of a carriage service, a telecommunicatio ns
network or a facility

The ACCC considers that adopting a BBM approadettng prices for the declared
fixed line services will encourage the efficieneogtion of carriage services provided
on the PSTN.

Under the BBM approach, only efficient costs ai@uded in calculating the revenue
requirement that is used in estimating prices diiteon, the proposed efficiency
benefit sharing scheme for operating and capitpéegitures will give the access
provider an incentive to improve its efficiency.
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16.1.8 Paragraph 152BCA(2) — the supply of one or m  ore other
eligible services

The ACCC considers that the BBM approach takesdaotwsideration the costs and
revenues associated with other eligible servicpplged using the PSTN.

The cost allocation factors in the BBM ensure thdy those costs incurred in
providing the declared fixed line services arecdted to the declared fixed line
services. The costs and revenues associated vaidprg other services over the
PSTN are not included in the revenue requiremanti declared fixed line services.

16.2 The initial value of the regulatory asset base

16.2.1 Paragraph 152BCA(1)(a) — whether the determi nation will
promote the LTIE

The ACCC considers that the LTIE is promoted bgKiog-in’ a value for the RAB
as it provides predictable revenue and price pdthis. predictability minimises the
likelihood of windfall gains or losses to the accpsovider and access seekers.
Certainty about the asset base used in estimatiogspwill promote economically
efficient investment in, and the use of, infrastuve.

In determining an initial RAB value for the CAN afre assets, the ACCC has had
regard to promoting the legitimate business intavéboth the access provider and
access seekers.

Frontier Economics submitted that it is concernieaud the apparent priority placed
on maintaining ‘price stability’ for the ULLS in termining the initial RAB valué’?
It submitted that the ACCC'’s approach to settingithtial RAB value is not ‘likely
to meet the section 152BCA legislative criteriag amparticular the long-term
interests of end-users (LTIEY? AAPT submitted that it supported Frontier
Economics’ analysid’*

In determining the initial RAB value, the ACCC wasided by the principle that
pricing stability is desirable to the extent thagupports previous investments and
promotes industry confidence in making future inresnts. The ACCC considers that
the ULLS pricing stability provided by its approaichsetting the initial RAB value is
in the LTIE because it will promote economicallji@ént investment in, and the use
of, infrastructure.

The ACCC has consistently sought to promote coriipetby encouraging access
seeker infrastructure investments. As a resultgethas been significant growth in
DSLAM investments as access seekers have incréasmigpeted on price and
service offerings in downstream markets. The ACG@Gs@ers that such competition
results in price and service offerings that besttntige needs of end-users and is
therefore in the LTIE.

Infrastructure based competition has, to date, medyredominantly in Band 2
ESAs. Consequently, the ACCC considers that stalilithe Band 2 ULLS price in

372 Frontier Economics, Submission, p. 1.
373 ibid., pp. 1-2.
374 AAPT, Submission, 3 June 2011, p. 6.
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transitioning to the BBM approach will support teesfrastructure investments and
underpin competition in the downstream marketsgctvig in the LTIE.

Herbert Geer submitted (on behalf of Adam InterAessie Broadband, iiNet and
Internode) that setting an initial value of the R&t does not take into consideration
Telstra’s past over-recovery will not be in the EFf° It also submitted that setting

an initial RAB value that leads to Telstra overeeering its past investments will
result in end users paying more than once for thogsstments and this will not
promote the LTIE'®

In contrast, Telstra submitted that the Regulafgounting Framework (RAF)
accounts do not accurately reflect actual deprieciaeceived and therefore overstate
past recovery. Telstra also submitted that theofisedepreciated actual cost (DAC)
approach will be highly misleading, de-linking thetwork’s value from the value of
actual historical capital expenditut€.

In setting the initial RAB value, the ACCC has taketo account past depreciation
received by Telstra to ensure that access seek®tsn turn end-users, are not
charged more than once for Telstra’s costs of itvgs$n its network assets. The
ACCC has concluded that it is impossible to reagfndtive conclusions about the
level of Telstra’s past cost recovery due to thethtions of the available data,
particularly in regard to long-lived assets.

The ACCC has considered the available evidence Trelsira’s RAF accounts, asset
register, annual reports and information providedubmissions. The ACCC'’s
detailed analysis (set out in the April 2011 Distas Paper) supports a conclusion
that Telstra is unlikely, on average, to have unrdeovered depreciation on its
network assets under the previous TSLRIC+ approHuhd ACCC considers that by
using the DAC value of Telstra’s assets as a stafoint for calculating an initial
RAB value within the range of suitable values,ashaken into account Telstra’s past
recovery.

The ACCC considers that the objective of achiewng-to-any connectivity is not
relevant to determining the initial RAB value aslates not affect connectivity
between telecommunications networks.

16.2.2 Paragraph 152BCA(1)(b) — legitimate business interests of a
carrier or carriage service provider

In determining an initial RAB value for the CAN afre assets, the ACCC
considered the legitimate business interests oaticess provider, Telstra. The ACCC
adopted an approach to setting the initial RAB gahat would allow the access
provider to recover its previous costs of invesiimgunk infrastructure as well as its
efficient and prudent costs of investment in netwoek assets.

While there is no uniquely ‘correct’ value for timitial RAB, the ACCC considers
that its approach to developing the initial RABu&protects the legitimate business
interest of the access provider. The ACCC used#he€ value that forms the lower
bound of the suitable range as a starting pointaaljusted this value to (i) reflect the
typical appreciation over time of land asset valaed (ii) to increase the value of the

37> Herbert Geer, Submission, 3 June 2011, p. 2.
378 ibid.
377 Telstra, Submission — Part A, 3 June 2011, p. 10.
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‘ducts and pipes’ asset class in recognition oflithéations of Telstra’s RAF
accounts.

In increasing the value of the ‘ducts and pipeskeaslass, the ACCC took the view
that the economic value of these assets is likehetsubstantially higher than their
depreciated historic values as recorded in the R&deunts. Since these assets are
long-lived, they are more susceptible to the litotas of past accounting practices
than other network assets in establishing a vahsedbon accounting records. In
addition, these assets represent infrastructuteniidoe of use beyond the life of the
current copper network. In particular, ducts angepiare likely to be of continuing
economic value for a fibre based network.

Telstra submitted that, like any other infrastruetawner, it has a legitimate interest
in recovering the remaining economic value ofiited network investment&® The
ACCC considers that its methodology for determirtimginitial RAB value, and the
increment to the value of the ‘ducts and pipeséaskass, address Telstra’s concern.

Optus submitted that in setting the initial RABe tuiding principle is that the access
provider should be compensated for the actual tnvest it has made in its assets,
and no moré’® Optus also submitted that by valuing Telstra’®tshigher than its
residual costs, the proposed RAB value is incoasisvith the ‘legitimate business
interests>%°

The ACCC considers that the two adjustments tdIAE value of Telstra’s assets
are appropriate and that these adjustments ahe iadcess provider’s legitimate
business interests.

16.2.3 Paragraph 152BCA(1)(c) — interests of all pe rsons who have
rights to use the declared service

As noted in section 3.5.3, the ACCC considerstthiatcriterion requires the ACCC
to have regard to the interests of access seeékaesACCC has considered the
interests of access seekers in determining thaliRAB value.

In determining the initial RAB value, the ACCC wagisided by the principle that
pricing stability is desirable to the extent thagupports previous investments and
promotes industry confidence in making future inesnts. In its previous regulatory
decisions, the ACCC has consistently sought to pteraompetition by encouraging
access seeker infrastructure investments. As & rédsere has been significant growth
in digital subscriber line access multiplexer (D3AINvestments, predominantly in
Band 2 ESAs.

The ACCC considers that this criterion requiresACC to have regard to the
legitimate business interests of access seekeesATICC considers that stability in
the Band 2 ULLS price in transitioning to the BBIdpaoach will support access
seekers’ infrastructure investments. This constd®ravas relevant to the ACCC'’s
view that a clear justification is required fortggg an initial RAB value that results in
a significant change to the existing Band 2 ULLEBgrThe ACCC has, therefore,
had regard to a $16.00 ‘tie-point’ for the Band [2L'S price in determining the initial
RAB value.

378 ibid., p. 6.
379 Optus, Submission, June 2011, p. 7.
30 jpid., p. 8.
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16.2.4 Paragraph 152BCA(1)(d) — direct cost of prov  iding access to
the declared service

The BBM approach ensures that the direct costsafighng access to the declared
fixed line services are included in the revenuaiiregnent used to calculate prices.
The revenue requirement includes an allowancelfof ¢he costs incurred in
providing the declared fixed line services, inchgla return on and of capital. The
return on and of capital is calculated on the baktke initial RAB value, which is
subsequently rolled over to add net capital exganelon new network assets.

The ACCC has set an initial RAB value that allows &iccess provider to recover its
previous costs of investing in sunk infrastructasewell as its efficient and prudent
costs of investment in new network assets.

16.2.5 Paragraph 152BCA(1)(e) — the value to a part y of extensions,
or enhancement of capability, whose cost is borne b y
someone else

The ACCC is of the view that this criterion is metevant to determining the initial
RAB value.

16.2.6 Paragraph 152BCA(1)(f) — the operational and technical
requirements necessary for the safe and reliable op  eration
of a carriage service, a telecommunications network ora
facility

The ACCC considers that the initial RAB value witit compromise the safe and
reliable operation of any carriage service, telewmnmications network or facility.

The FLSM rolls forward the RAB at the end of eaelaryto determine the opening
value of the RAB for the next year. The roll-fondgrocess updates the RAB to
reflect forecasts for capital expenditure, deptemisand asset disposals for that year.
This will allow the access provider to recover tlosts of necessary network asset
replacement costs required to ensure that the réelcfixed line services are provided
in a safe and reliable manner.

16.2.7 Paragraph 152BCA(1)(g) — the economically ef ficient
operation of a carriage service, a telecommunicatio  ns
network or a facility

Setting the initial RAB value to allow the accessvpder to recover the costs of its
past investments promotes confidence by the agresgler and other industry
participants that the regulatory framework willoall them to recover the costs of
future investments. This will in turn promote thmeomically efficient operation of
carriage services provided on the PSTN and theaenimally efficient operation of
the CAN and Core network.

16.2.8 Paragraph 152BCA(2) — the supply of one or m  ore other
eligible services

The RAB includes the assets used to provide thiaztfixed line services as well
as other eligible services supplied on the PSTHeO$ervices include other declared
services that use the PSTN (such as the DTCS am&lSyldnd non-regulated services
provided using the PSTN, such as Telstra’s reitaaldf line services, wholesale
ADSL, and some transmission and mobile services.
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Where assets included in the RAB are used to peoaidumber of services, cost
allocation factors are used in the FLSM to ensha¢ ¢osts are appropriately allocated
to the services supplied using those assets.

16.3 Cost allocation factors

16.3.1 Paragraph 152BCA(1)(a) — whether the determi nation will
promote the LTIE

The ACCC has considered the LTIE in determiningappropriate cost allocation
factors used in the FLSM. The FLSM calculates thal tcosts of supplying all the
services provided using the CAN and Core asselsdad in the RAB. These costs
form the aggregate revenue requirement for a braage of services provided across
the PSTN, including the six declared fixed linevemss.

To calculate the revenue to be recovered from ehtte declared fixed line services,
an appropriate share of the aggregate revenuereagemt must be allocated to each
of these services. This is derived by applying atlstation factors to the total
operating, capital and tax costs associated with e&the asset classes in the FLSM.
The cost allocation factors represent the shaoests incurred in supplying a
particular service. Setting prices that reflectosght costs will promote competition

in the markets for carriage services and encoueéfgeent use of and investment in
infrastructure.

The ACCC has determined cost allocation factorafimcating the costs of the ‘ducts
and pipes’ and ‘copper cables’ asset classes tOth& and WLR service that reflect
the differential costs of providing these servitethe four geographic bands. Prices
for ULLS and the WLR service will therefore reflebe underlying costs of
supplying these services in different geographeasr Cost-reflective prices will
encourage the efficient use of, and investmentimastructure.

The ACCC considers that the cost allocation faaised in the FLSM ensure that the
efficiently incurred costs of providing the decldrfexed line services are included in
the revenue recovered from each of the declaredi fixwe services during the
regulatory period. By setting wholesale accessepritased on efficient costs, access
seekers will be better able to compete in downstrewrkets.

The objective of achieving any-to-any connectivéiyiot relevant to determining the
appropriate cost allocation factors as it doesaffiect connectivity between
telecommunications networks.

16.3.2 Paragraph 152BCA(1)(b) — legitimate business interests of a
carrier or carriage service provider

The ACCC has had regard to the legitimate busimésgests of the access provider in
determining the cost allocation factors.

The ACCC considers that the cost allocation faaised in the FLSM to derive
wholesale access prices will enable the accessdanoto recover its efficient costs of
supplying access to the declared fixed line sesvice
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Telstra submitted that the ACCC assumes unit gestain constant over time,
irrespective of declines in demand. It submitteat this approach allocates unit costs
on the basis of fictional levels of SIOs and OTAnte<€®! and stated that:

This has the effect of allocating costs to servibas do not exist such that Telstra:
= cannot recover the value of its investments asedhhy the Commission; and
= will not recover its actual forward-looking operaiand capital expenditure co3s.

Telstra also submitted that notwithstanding theseea for the decline in total
demand, it has a legitimate business interestdovering the unit costs of providing
fixed line access services, irrespective of whethey may be higher under a lower
service/demand base than they have been in th&®past

The ACCC considers that Telstra’s legitimate bussnaterests do not require that it
should be compensated, through adjustments toodteaiocation factors, for
declining demand for the fixed line services orltms of market share. The ACCC
considers that Telstra has been appropriately cosgted for these business risks
through the risk premium included in the commercadéé of return provided by the
WACC.

16.3.3 Paragraph 152BCA(1)(c) — interests of all pe rsons who have
rights to use the declared service

The ACCC has had regard to the interests of asmdeers in determining the cost
allocation factors used in the FLSM.

The cost allocation factors allocate costs to #dated fixed line services used by
access seekers and have been determined to teeeative usage of the assets in
supplying each of the declared fixed line serviddése ACCC considers that the cost
allocation factors used to derive wholesale acpéasss will enable the access
provider to recover its efficient costs of supptyiaccess to the declared fixed line
services. They will also prevent the access provirden shifting additional costs to
the declared fixed line services.

Access prices that reflect efficient costs will pap efficient investments by access
seekers. In addition, such prices will promotecggfit investment decisions by the
access provider in the network assets used to ptippldeclared fixed line services.
Efficient investment in network assets will, innusupport the provision of services
that meet the needs of access seekers in relatiquedity and availability.

16.3.4 Paragraph 152BCA(1)(d) — direct cost of prov  iding access to
the declared service

The FLSM calculates the total costs of supplyiridhed services provided using the
CAN and Core assets included in the RAB. Thesesdosin the aggregate revenue
requirement for a broad range of services provatgdss the PSTN, including the six
declared fixed line services, other declared sesvand Telstra’s retail services.

To calculate the revenue to be recovered from ebtie declared fixed line services,
an appropriate share of the aggregate revenuereagemt must be allocated to each
of these services. These shares are determindelppst allocation factors.

%1 Telstra, Submission — Part A, 3 June 2011, p. 84.
%2 ibid., p. 36.
33 jpid., p. 38.
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The ACCC has identified and included the directso$ providing access to the
declared fixed line services in the FLSM. The @ktcation factors used in the
FLSM allocate an appropriate share of directlyilaitable costs to the relevant
service. The share of attributable costs alloctdeadparticular service is based on
usage of the assets used to provide the servicedsts that cannot be attributed to
particular services, such as corporate overhehdsdst allocation factors allocate a
share of these indirect costs to services basedl@ration rules broadly related to
each service’s usage of network assets.

In regard to connections, disconnections and mahagevork migrations, the ACCC
considers that the proposed charges will coveatoess provider’s direct costs of
providing those services.

16.3.5 Paragraph 152BCA(1)(e) — the value to a part y of extensions,
or enhancement of capability, whose cost is borne b y
someone else

The cost allocation factors used in the FLSM doalloicate to the declared services
costs that are borne by someone else. The cosailo methodology ensures that
costs are not allocated more than once.

16.3.6 Paragraph 152BCA(1)(f) — the operational and technical
requirements necessary for the safe and reliable op  eration
of a carriage service, a telecommunications network ora
facility

The ACCC considers the cost allocation factors usédde FLSM will contribute to
promoting the safe and reliable operation of thelated fixed line services and the
access provider’'s CAN and Core networks.

The cost allocation factors used in the FLSM ensluaiethe revenue requirement for
each of the declared fixed line services will cotrer efficient costs of providing that
service. These costs included the costs of maintenand asset replacements that are
needed to meet the operational and technical rexgpaints necessary for the safe and
reliable operation of the declared fixed services #he access provider's CAN and
Core networks. By ensuring that the access prowidemeet the costs associated
with meeting these operational and technical regouénts, the cost allocation factors
will provide an incentive for the access provideundertake the necessary
expenditures.

16.3.7 Paragraph 152BCA(1)(g) — the economically ef ficient
operation of a carriage service, a telecommunicatio ns
network or a facility

The ACCC considers that the cost allocation faaised in the FLSM will encourage
the efficient operation of carriage services predidn the PSTN. This incentive is
created by ensuring that the cost allocation facbmty allocate efficient costs to the
declared fixed line services.

The ACCC considers that its cost allocation methmglowill provide the access
provider with an incentive to operate the netwdficently, to provide the declared
fixed line services efficiently, and undertake @fnt investments in the assets used to
provide those services.
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16.3.8 Paragraph 152BCA(2) — the supply of one or m  ore other
eligible services

The PSTN is used to provide a range of servicefjdimg the six declared fixed line
services, other declared services and Telstraad s#rvices.

The cost allocation factors used in the FLSM enthiaecosts are allocated to
services based on relative usage of assets inysagm@ach of the services using that
asset. Where costs cannot be directly attribut@béessets, such as network buildings
and indirect capital assets, the cost allocatictofaattributes a share of costs based
on a proxy measure that broadly reflects expecsage of the relevant assets.

The cost allocation factors allocate an appropsasee of costs associated with a
network asset to all of the services provided udivag asset.

16.4 Prices for the declared fixed line services

16.4.1 Paragraph 152BCA(1)(a) — whether the determi nation will
promote the LTIE

The ACCC has utilised its FLSM which estimates gsibased on the efficient costs
of providing the declared fixed line services. W@CC considers that the prices
included in the FADs reflect efficient costs andl wromote competition in the
markets for carriage services, thereby promotiegL{hlE.

By setting wholesale access prices for the decléxed line services that are based
on efficient costs, access seekers will be behler @ provide competitive services in
retail markets. Moreover, these prices will provaggropriate pricing signals for
access seekers’ decisions on market entry andstnfidure investments (such as
investment in DSLAMS).

Setting prices that allow the access provider ¢oup its efficiently incurred costs,
including a commercial return on its investmentsl, also encourage the efficient use
of, and investment in, the infrastructure usedrtavigle the declared fixed line
services.

The ACCC considers that setting a single pricestmh declared fixed line service
over the regulatory period, by averaging the anpuaks estimated by the FLSM,
will promote certainty and stability over the regpalry period. This certainty and
stability will, in turn, promote competition andetlefficient use of, and investment in,
the infrastructure, both by the access provideranugss seekers.

The ACCC considers that the price structures adofoteeach of the declared fixed
line services are in the LTIE.

In regard to the ULLS, the ACCC is of the view thataveraged Band 1-3 ULLS
price will promote the LTIE in a number of waysc¢liding by simplifying the price
structure. Further, setting an averaged price Bod3 1-3 may ease the transition to
nationally averaged wholesale pricing for the NBid @romote industry stability.
The ACCC considers that these expected industrgflienvould underpin
competition and the efficient use of, and investtmenthe infrastructure.

In addition, the ACCC considers that the reductiothe ULLS price in Band 3 may
promote further DSLAM investment, and competitionBand 3 ESAs. The ACCC
has noted Optus’ submission that access seekgestments may not increase
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significantly in Band 3% However, the ACCC considers that any additional
investment promoted by the Band 3 price reductidhpromote the LTIE.

The ACCC considers that the evidence does not suppdT's submission that an
averaged Band 1-3 ULLS price would cause priceepart significantly from the
underlying costs of supplying ULLS in the geograpbands’®> As the ACCC noted

in the April 2011 Discussion Paper, Bands 1-3 shiandar characteristics and the
ACCC'’s more robust methodology for estimating gepdic costs indicates that the
cost differential between Bands 2 and 3 is narravan previously thought. The
ACCC considers that AAPT’s concern is addressesiiyng a separate Band 4 price
that ensures that the much higher cost of providargices in Band 4, compared to
the other three bands, is reflected in the price.

Setting WLR prices on a nationally averaged bastonsistent with the
Government’s current arrangements for settinglrptaies. The ACCC considers that
consistency between wholesale and retail line tgmize structures will promote
downstream competition, which is in the LTIE.

In regard to the PSTN OTA service, the ACCC consideat setting a national
average price is in the LTIE because the priceceslthe underlying costs of
providing the service. The ACCC considers thairsgt pricing matrix using
inaccurate cost relativities would not be in thdET

In reaching this view, the ACCC has considered ss&ions by Telstra and Frontier
Economics that a national average PSTN OTA priceldvoot be in the LTIE. Telstra
stated that a national average price would nottbe@nically efficient, would give
incorrect price signals, distort consumption pageand harm competitive
neutrality*®° Frontier Economics submitted that the LTIE wouéddetter served by
specifying geographically differentiated chargéstated that an average price could
deter efficient competition in lower-cost areag;amrage inefficient competition in
higher cost areas, and would be unlikely to pronedfieient investment or efficient
use of infrastructuré®’

The ACCC considers that it is open to the accesgiger and an access seeker to
negotiate an appropriate pricing structure thag$akto account the access seeker’s
own traffic pattern and average call duration. gateated pricing structure could
therefore reflect the access seeker’s own circumstg which would be in the LTIE.

Optus submitted that setting a single national P®&IMA price is consistent with the
LTIE criteria because it will enable Telstra toaeer its costs and, by better

reflecting retail price structures, it will promatempetition®®

The ACCC also considers that the connection, disection and managed network
migration charges for the LSS and the ULLS prontla¢éeL TIE. Setting the charges to
reflect the estimated costs involved in providihgge services will promote
competition. The charges passed on to end-usershdrmge service providers will
therefore be able to reflect the costs incurrechurning to another service provider.

%4 Optus, Submission, June 2011, p. 13.

%5 AAPT, Submission, 3 June 2011, p. 4.

36 Telstra, Submission — Part A, 3 June 2011, p. 71
%7 Frontier Economics, Submission, June 2011, pp3@8
38 Optus, Submission, June 2011, p.28.
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The objective of achieving any-to-any connectiviyot relevant to estimating
prices, as it does not concern connectivity betweltommunications networks.

16.4.2 Paragraph 152BCA(1)(b) — legitimate business interests of a
carrier or carriage service provider

The ACCC considers that the legitimate businessésts of the access provider are
promoted by setting access prices that allow iietmver its efficient costs of
supplying the declared fixed line services. Whdkesacess prices that reflect
efficient costs will support efficient investmerdaisions by the access provider.

Herbert Geer submitted that if Telstra is permitiedecover its reasonable costs, its
legitimate business interests will be fulfilled abdill have sufficient incentive to
make the necessary investments in its infrastractr

Frontier Economics submitted that the prices predds be included in the FADs
would enable the access provider to earn retureetgyr than those necessary to meet
its legitimate business interests, reflecting itswon the initial RAB valué® As
explained in section 16.2 above, the ACCC consittetsthe initial RAB value meets
the legislative criteria.

Telstra submitted that the ACCC’s weighting metfardsetting a nationally averaged
WLR price will result in a price that is lower th#me average cost of liné%- The
ACCC'’s calculations indicate that the WLR pricelwailow Telstra to recover its
efficient costs, which meets Telstra’s legitimatesiness interests.

Telstra also submitted that a national averaged\PSTA price would leave it with a
revenue shortfall due to the geographic traffitgratand that the proposed price
would lead to disputatioft” It stated that these expected outcomes were ritst in
legitimate business interests. The ACCC'’s calcoietiindicate that the PSTN OTA
price will allow Telstra to recover its efficienbsts, which is in Telstra’s legitimate
business interests. The ACCC considers that allpWelstra to negotiate a pricing
matrix that takes into account the access seegedgraphic traffic patterns is in
Telstra’s legitimate business interests.

In its report for Optus on PSTN OTA rate structu@BG stated that a national
average price is consistent with the access prositegitimate business interests.

The ACCC considers that the charges for connecti@epnnection and managed
network migration promote the legitimate businegsrests of the access provider as
they are set to recover the costs of providingdlsesvices.

16.4.3 Paragraph 152BCA(1)(c) — interests of all pe rsons who have
rights to use the declared service

The ACCC has given weight to access seekers’ istee determining the values of
the assumptions and inputs used in the FLSM tonas# the prices for the declared
fixed line services.

%9 Herbert Geer, Submission, 3 June 2011, p. 7.

3% Frontier Economics, Submission, June 2011, p. 10.

391 Telstra, Submission — Part A, 3 June 2011, p. 72.

392 ibid., 3 June 2011, p. 71.

393 CEG, PSTN OTA rate structures — A report for@ptlune 2011, p. 28.
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The prices included in the FADs will prevent theess provider from leveraging its
market power by charging wholesale access priasrhlude monopoly profits.
Access prices that included monopoly profits waudiairly disadvantage access
seekers in seeking to compete against the accegsi@rin providing
communications services to end-users.

Wholesale access prices that reflect efficientosit support efficient investments
by access seekers. In addition, such prices walinmte efficient investment decisions
by the access provider in the network assets wsedpply the declared fixed line
services. Efficient investment in network asseti$ support the provision of services
that meet the needs of access seekers in relatiquility and availability.

The ACCC'’s decision on ULLS price stability will gport access seekers’ past
investments in infrastructure, promote confidemcandertaking future investments,
and promote the efficient use of, and investmeniniinastructure.

The ACCC has taken into account the legitimaterimss interests of access seekers
by setting a single price for each of the decldbestl line services for the regulatory
period. This price stability should assist accesiksrs in assessing the commercial
viability of market entry and investments in DSLAMRSd other assets used to provide
competing telecommunications services in downstraearkets.

16.4.4 Paragraph 152BCA(1)(d) — direct cost of prov  iding access to
the declared service

The ACCC considers that the prices for the decléiredl line services will allow the
access provider to recover its direct costs of iping access to these services.

The ACCC has identified and included the directso$ providing access to the
declared fixed line services in the FLSM. The @ktcation factors used in the
FLSM allocate directly attributable costs to thkevant service. For costs that cannot
be directly attributed to services, the cost allimrafactors allocate a share of these
indirect costs to services based on allocatiorsrbfeadly related to the service’s
usage of network assets.

The ACCC considers that the proposed charges foreztion, disconnection and
managed network migration will allow the access/mer to recover the direct costs
of providing those services.

16.4.5 Paragraph 152BCA(1)(e) — the value to a part y of extensions,
or enhancement of capability, whose cost is borne b y
someone else

The ACCC considers that this criterion is not disepelevant to setting prices for the
declared fixed line services.

16.4.6 Paragraph 152BCA(1)(f) — the operational and technical
requirements necessary for the safe and reliable op  eration
of a carriage service, a telecommunications network ora
facility

The ACCC is of the view that the prices for theldeax fixed line services will

contribute to promoting the safe and reliable openeof the declared fixed line
services and the access provider's CAN and Conganks.
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The prices set for each of the declared fixed $ivices will recover the efficient
costs of providing those services. These costsidlecthe costs of maintenance and
asset replacements that are needed to meet thetiopal and technical requirements
necessary for the safe and reliable operationeotiitlared fixed line services and the
access provider's CAN and Core networks. By enguhat the access provider can
meet the costs associated with these operatiodaieghnical requirements, the prices
will provide an incentive for the access provideundertake the necessary
expenditures.

16.4.7 Paragraph 152BCA(1)(g) — the economically ef ficient
operation of a carriage service, a telecommunicatio ns
network or a facility

The ACCC considers that setting cost-based prmethé declared fixed line services
will encourage the efficient operation of carriagevices provided on the PSTN.

Setting prices that recover efficient costs prositltee access provider with an
incentive to operate its network efficiently, tmpide the declared fixed line services
efficiently, and undertake efficient investmentshe assets used to provide those
services.

16.4.8 Paragraph 152BCA(2) — the supply of one or m  ore other
eligible services

In determining the prices for the declared fixeg:Iservices, the ACCC has taken into
account the costs and revenues associated witldprgwther services over the
PSTN. The cost allocation factors in the FLSM eaghat only those costs incurred

in providing the declared fixed line services dtecated to those services in
estimating the relevant prices.

The ACCC has also taken into account the diffecests of providing ULLS, WLR
and other services (including Telstra’s retail ggs) in different geographic areas.
ULLS and WLR prices have been estimated on thesledghe different costs of
supplying these services in the four geographiaban

16.5 Length of the regulatory period

16.5.1 Paragraph 152BCA(1)(a) — whether the determi nation will
promote the LTIE

In determining the length of the regulatory perithek ACCC had regard to the views
expressed in submissions. All submissions to thel 2011 Discussion Paper, apart
from Telstra’s, supported a regulatory period ofmare than three years. Telstra’s
submission did not comment specifically on the targf the regulatory period.

The ACCC considers that a three-year regulatoripgeshould provide sufficient
price certainty to support the access providerawess seekers in making efficient
investment decisions. This certainty will assig #itcess provider in assessing the
commercial viability of future investments in infteucture services. It will assist
access seekers in assessing the commercial watfiliharket entry and investments
in DSLAMs and other assets used to provide comgaélecommunications services
in downstream markets.

By reducing the risks associated with these investrdecisions, price certainty will
promote competition in the supply of communicatisasvices to end-users.
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The ACCC considers that setting a three-year réguylgeriod will also reduce the
regulatory burden on industry as it will reduce fitlegjuency of consultations and
public inquiries. This will in turn reduce the cesif participating in regulatory
processes, which will reduce the costs passed endaisers. The ACCC considers
that reducing the regulatory burden on industryhisrefore, in the LTIE.

The objective of achieving any-to-any connectivétyiot relevant to the length of the
regulatory period as it does not affect connegtibgtween telecommunications
networks.

16.5.2 Paragraph 152BCA(1)(b) — legitimate business interests of a
carrier or carriage service provider

The ACCC considers that setting a three-year régylgeriod is consistent with the
legitimate business interests of the access provigenoted above in regard to the
promotion of the LTIE, price certainty will redutiee risks associated with
investment decisions. The price information wilkere the access provider has more
information to assist it in making commercial dems.

A three-year regulatory period will also reduce tbgulatory burden on the access
provider from frequent price reviews, including yiding information required by the
ACCC (including forecast information) and partidipg in consultation processes.

16.5.3 Paragraph 152BCA(1)(c) — interests of all pe rsons who have
rights to use the declared service

All access seekers submitted that the regulatanpgehould be no longer than three
years.

The ACCC considers that setting a three-year réegylgeriod is consistent with the
legitimate business interests of access seekensot&s above in regard to the
promotion of the LTIE, price certainty will redutiee risks associated with access
seeker investments in DSLAMs and other assetstosgavide competing
telecommunications services in downstream markets.

Price certainty for three years will assist theesscprovider in making commercial
decisions on market entry and the supply of compaiin services to end-users.

A three-year regulatory period will also reduce tbgulatory burden on access
seekers from participating in consultation processedetermining prices for the
declared fixed line services.

16.5.4 Paragraph 152BCA(1)(d) — direct cost of prov  iding access to
the declared service

Under the efficiency incentive mechanisms propdsethe ACCC, the access
provider will be allowed to retain any costs sagighieved through efficiency
improvements until the next regulatory period. H&CC considers that a three-year
regulatory period will provide the access providéh sufficient efficiency incentives
to reduce the direct costs of providing acceskéadieclared fixed line services.

16.5.5 Paragraph 152BCA(1)(e) — the value to a part y of extensions,
or enhancement of capability, whose cost is borne b y
someone else

The ACCC is of the view that this criterion is melevant to its decision to set a
three-year regulatory period.
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16.5.6 Paragraph 152BCA(1)(f) — the operational and technical
requirements necessary for the safe and reliable op  eration
of a carriage service, a telecommunications network ora
facility

The ACCC is of the view that a three-year regubatmeriod will provide sufficient
certainty to the access provider that it will béealb recoup the costs of expenditures
necessary to ensure the safe and reliable opeiititie carriage services it provides
and its PSTN.

16.5.7 Paragraph 152BCA(1)(g) — the economically ef ficient
operation of a carriage service, a telecommunicatio  ns
network or a facility

The ACCC considers that the a three-year regulagerypd will provide certainty to

the access provider that it will be able to recthgcosts of expenditures necessary to
ensure the economically efficient operation of¢h&iage services it provides and its
PSTN.

The certainty provided by a three-year regulatanqal will also assist the access
provider in assessing the commercial viabilityrofastments which ensure the
efficient operation of the PSTN. It will also reduthe risks associated with such
investments.

16.5.8 Paragraph 152BCA(2) — the supply of one or m  ore other
eligible services

The ACCC is of the view that this criterion is melevant to its decision to set a
three-year regulatory period.

16.6 Fixed principles provisions

16.6.1 Paragraph 152BCA(1)(a) — whether the determi nation will
promote the LTIE

The ACCC considers that making fixed principlesvsimns will promote the LTIE
by providing certainty about how the ACCC will estte prices for the declared fixed
line services after the end of the regulatory fkrio

The fixed principles provisions included in the F&\Bpecify the cost components (or
‘building blocks’) used to estimate the revenueursgment. These components
determine the key elements of the pricing framewGertainty over time in the
pricing framework will assist industry participamtstheir business and investment
planning, including during the transition to the NlBand facilitate their capacity to
compete in providing telecommunications services.

The fixed principles provisions included in the F&BIso specify the initial values for
the RAB and the tax asset value as at 1 July ZDid ACCC considers that locking

in these initial RAB values will contribute to camiity and predictability in moving
from one regulatory period to the next. The ACC@siders revaluation of an

existing RAB could create uncertainty for Telstral dhe access seekers. It could also
result in price shocks and windfall gains or logsesdustry participants. Further, the
periodic revaluation of sunk assets could resulh@éaccess provider facing an
unpredictable revenue stream that could deterieffignvestment.
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For these reasons, the ACCC considers that thed preciples provisions included in
the FADs are in the LTIE.

Telstra submitted that fixed principles provisidghat provide regulatory certainty and
pricing stability will be consistent with the rekavt legislative criteria in s.152BCA of
the CCA, in particular, the promotion of the LTI&Rdathe interests of all persons who
have rights to use the relevant declared servifes.

The objective of achieving any-to-any connectivityot relevant to the fixed
principles provisions included in the FADs as tleynot impact on connectivity
between telecommunications networks.

16.6.2 Paragraph 152BCA(1)(b) — legitimate business interests of a
carrier or carriage service provider

The ACCC considers that the fixed principles prmns included in the FADs are
consistent with the legitimate business interesth@access provider.

As noted above in relation to the LTIE, the fixethpiples provisions specify the cost
components (or ‘building blocks’) used to estimide revenue requirement. These
components determine the key elements of the gricamework. Certainty over time
in the pricing framework will promote confidence the access provider that it will
be able to recover its efficient costs in providihg declared fixed line services. It
will also assist the access provider in its busireesd investment planning and
promote confidence by the access provider thaillibe able to recover its efficient
investments in infrastructure used to provide tbelared fixed line services.

As noted above in relation to the LTIE, the fixethpiples provisions included in the
FADs also specify the initial values for the RABdahe tax asset value as at 1 July
2011. The ACCC considers that locking in theseahRAB values will contribute to

continuity and predictability in moving from onegrdatory period to the next, which
Is in the access provider’s legitimate businessr@ts.

The ACCC considers revaluation of an existing RARBId create uncertainty for the
access provider. It could also result in price &sand windfall gains or losses to the
access provider. Further, the periodic revaluabiosunk assets could result in the
access provider facing an unpredictable revenearstithat could deter efficient
investment.

16.6.3 Paragraph 152BCA(1)(c) — interests of all pe rsons who have
rights to use the declared service

Submissions by access seekers generally suppbeaddusion of fixed principles
provisions in the FADs although there was somegiessment on what provisions
should be included and whether further consultatvas needed. Frontier Economics
submitted that adopting fixed principles provisiovii reduce the risk of a shorter
regulatory period®

As noted above in relation to the LTIE, the fixethpiples provisions specify the cost
components (or ‘building blocks’) used to estimide revenue requirement. These
components determine the key elements of the gricamework. Certainty over time
in the pricing framework will promote predictabjlifor access seekers in the way

394 Telstra, Submission — Part A, 3 June 2011, p. 81.
395 Frontier Economics, Submission, June 2011, p. 27.
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access prices will be determined over time. It thilreby assist access seekers in
their business and investment planning.

As noted above in relation to the LTIE, the fixethpiples provisions included in the
FADs also specify the initial values for the RABdahe tax asset value as at 1 July
2011. The ACCC considers that locking in theseahRAB values will contribute to

continuity and predictability in moving from onegréatory period to the next, which
IS in access seekers’ interests.

The ACCC considers revaluation of an existing RABId create uncertainty for
access seekers. It could also result in price shaok windfall gains or losses to
access seekers.

16.6.4 Paragraph 152BCA(1)(d) — direct cost of prov  iding access to
the declared service

As noted above in relation to the LTIE, the fixathpiples provisions specify the cost
components (or ‘building blocks’) used to estimidwe revenue requirement. These
costs include the direct costs of providing acteske declared fixed line services.

Telstra submitted that the proposed fixed pringgeovisions would help in ensuring
that the access provider is afforded an opportunitgcover the direct costs of
providing access to the fixed line serviées.

16.6.5 Paragraph 152BCA(1)(e) — the value to a part y of extensions,
or enhancement of capability, whose cost is borne b y
someone else

The ACCC considers that this criterion is not digecelevant to the fixed principles
provisions included in the FADs.

16.6.6 Paragraph 152BCA(1)(f) — the operational and technical
requirements necessary for the safe and reliable op  eration
of a carriage service, a telecommunications network ora
facility

The ACCC is of the view that the fixed principle®ysions included in the FADs
will not compromise the safe and reliable operatbany carriage service,
telecommunications network or facility.

As noted above in relation to the LTIE, the fixethpiples provisions included in the
FADs specify the cost components (or ‘building & used to estimate the revenue
requirement. These components determine the keyeelis of the pricing framework.
By promoting confidence by the access provider ithaill be able to recover its
efficient costs, these provisions will support exglitures on maintaining and
improving the safe and reliable provision of seegi@and operation of the network. By
promoting confidence by the access provider thatlitoe able to recover its efficient
investments in infrastructure used to provide tbelared fixed line services, these
provisions will support investments that undergie safe and reliable provision of
services and operation of the network.

3% Telstra, Submission — Part A, 3 June 2011, p. 81.
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16.6.7 Paragraph 152BCA(1)(g) — the economically ef ficient
operation of a carriage service, a telecommunicatio  ns
network or a facility

The ACCC considers that the fixed principles primns included in the FADs will
promote certainty about the way access pricesbgillietermined over time. By
promoting confidence by the access provider thatlitoe able to recover its efficient
costs, these provisions will support expenditurepmviding services and operating
the network efficiently.

The certainty provided by the fixed principles psdans will also assist the access
provider in assessing the commercial viabilityrofastments to improve the efficient
operation of the carriage services it providesig®STN. It will also reduce the
risks associated with such investments.

16.6.8 Paragraph 152BCA(2) — the supply of one or m  ore other
eligible services

The ACCC considers that this criterion is not disecelevant to the fixed principles
provisions included in the FADs.
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Part B: Non-price terms and conditions

Key points

®= The ACCC has included non-price terms and conditr@hating to access to the
declared fixed line services in the FADs.

= The ACCC has adopted a conservative approach intaiaing the non-price
terms and conditions from the IAD while undertakingonsider some of the
issues raised in submissions in more detail irfuhee.

= The ACCC has considered the submissions receivegsponse to the April 2011
Discussion Paper.

®= The ACCC is currently considering non-price term&ADs in the context of the
Domestic Transmission Capacity Service and Mobdeminating Access Servic
FAD public inquiries. The ACCC proposes to conguitustry further on non-
price terms and conditions for the declared fixed kervice FADs and, if
necessary, vary the non-price terms and conditftes the conclusion of these
consultations.

1%}

This Part B discusses the inclusion of non-pricengeand conditions in the FADs for
the declared fixed line services.

The non-price terms and conditions are set outhe8ules 8-16 of the FADs. These
terms are modelled on the terms contained in th@slfeleased on 2 March 2010,
which were themselves based on Madel Non-Price Terms and Conditions
Determination 20082008 Model Terms). Draft non-price terms and cbods were
included in the April 2011 Discussion Paper.

The ACCC has made some changes to the terms addicns as they appeared in
the April 2011 Discussion Paper after taking actafirsubmissions received. These
changes were generally made to ensure consistetitynustry codes and clarify
drafting.

The ACCC considers that some of the issues rarseslation to non-price terms and
conditions in submissions require further considtatHowever, the ACCC has also

formed the view that it is not desirable to dellag publication of its decision on FAD
pricing until the non-price issues are resolved.

The ACCC is currently considering non-price term&ADs in the context of the
Domestic Transmission Capacity Service (DTCS) amdbid Terminating Access
Service (MTAS) FAD public inquiries. The resultstbbse inquiries is likely to
inform any decision to vary the non-price termshi@ FADs of the declared fixed line
services.
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17 Non-price terms and conditions under previous
regime

Under the previous Part XIC access regime, the A@@€required to consult on and
make model terms and conditions relating to acf®ssertain core services’ Those
model terms and conditions included non-price teands conditions. The 2008 Model
Terms were the culmination of the whole of industoysultation on model non-price
terms and conditions for the core services undeptevious regimé”®

The ACCC has also considered certain non-priceegsselating to access to some of
the declared fixed line services when arbitratiogeas disputes.

18 Non-price terms and conditions in IADs

The ACCC decided to include non-price terms andlitamms in the 1ADs for all the
declared fixed line services in March 2011. The AC¢dnsidered that the inclusion
of non-price terms in the IADs would reduce the bemof access disputes between
parties in the transitional period for areas cogtdrg the non-price terms and
conditions.

The ACCC adopted a conservative approach to dggaftie non-price terms and
conditions in the IADs. This is because no consioitawas required before making
an IAD. In addition, non-compliance with an IADasbreach of a carrier licence
condition and a service provider rule. Each braaely result in substantial pecuniary
penalties of up to $10 million.

The majority of the non-price terms and conditionthe IADs were drafted in
substantively similar terms to the 2008 Model Terkhawever, the drafting in some
schedules in the IADs were based on terms contametbre recent FDs made in
arbitrations in relation to the ULLS and the LS&eTACCC consulted with industry
before making the 2008 Model Terms, and consultigdl asnumber of parties when
making the arbitral FDs. The source of the nongtezms and conditions contained
in the IADs is outlined in the below table.

Table 18.1  Sources for non-price terms and condities contained in IADs

Schedule | Non price terms and Source
in IAD conditions
8 Billing and notification 2008 Model Terms
9 Creditworthiness and security 2008 Model Terms
10 General dispute resolution 2008 Model Terms
procedures
11 Confidentiality provisions 2008 Model Terms
12 Communication with end-users | 2008 Model Terms

%97 The core services included PSTN OA, PSTN TA, Uldr8l LCS: repealed subsection
152AQB(1) of the CCA.

3% ACCC,Model Non-Price Terms & Conditions Determinatiord8017 November 2008, available
on the ACCC website www.accc.gov.au.
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Schedule | Non price terms and Source
in IAD conditions

13 Network modernisation and FDs made in April 2010 in relation to various ULLS and
upgrade provisions LSS access disputes. Copies of some of those FDs are
available on the ACCC website:

ULLS:
www.accc.gov.au/content/index.phtml/itemld/793062

14 Suspension and termination 2008 Model Terms
15 Changes to operating manuals | 2008 Model Terms
16 ULLS ordering and provisioning | Schedule 16 (excluding clauses 16.18 to 16.23) — 2008

Model Terms
Clauses 16.18 to 16.23 (LSS to ULLS transfer process
section) — FDs made in August 2010 in relation to ULLS

has been published on the ACCC website
www.accc.gov.au/content/index.phtml/itemld/793062

19 Non-price terms and conditions in the FADs

The ACCC requested submissions on the draft narepeirms and conditions
proposed with the April 2011 Discussion Paper, Whiere substantially similar to
those in the IADs. Additionally, the ACCC requesgedbmissions on draft terms and
conditions that addressed liability (risk allocadiothe iVULLS process and facilities
access.

19.1 Submissions

Submissions on the non-price terms and conditiomesponse to the April 2011
Discussion Paper were received from:

=  Herbert Geer (on behalf of Adam Internet, Aussiedgiband, iiNet and
Internode)

= Macquarie Telecom
=  Optus, and
= Telstra.

Herbert Geer, Macquarie Telecom and Optus subntitigicthey supported the
inclusion of non-price terms and conditions in B#fDs. Optus also proposed the
inclusion of an enhanced service assurance faUtheS. Telstra submitted that the
ACCC'’s analysis of the non-price terms againstctiteria in subsection 152BCA(1)
of the CCA was not appropriate and that the propposs-priced terms and
conditions should not be included. As an alterratifhelstra provided modified
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drafting for the provisions in the event that the @C decided to include non-price
terms and conditions in the FADS.

Herbert Geer and Macquarie Telecom supported tesion of liability (risk
allocation), iVULLS process and facilities accessviision. However Telstra and
Optus submitted that they should not be includethénFADs at this stage.

19.2 ACCC final view

The ACCC has taken into account of the submisgiecsived. Many of the issues
raised are complex and require further considaraB@me of the specific alternative
drafting suggested in submissions has not beenqugy considered by industry.
The ACCC also notes that non-price terms are als@wtly the subject of
consultation in relation to two other declared gmy (mobile terminating access
service (MTAS) and domestic transmission capa@tyise(DTCS)).

Until that consideration is completed, the ACCC Hesided that it is appropriate to
include the non-price terms and conditions as pkevin the April 2011 Discussion
Paper, subject to the following changes:

= Schedule 8 — Billing and Notifications:

— clauses 8.3 and 8.7 to reflect drafting propopatforward by Telstra to make
the billing frequency requirement clear and toifyavhen interest accrues for
late payments, and

— clause 8.5 to limit the time for back billing 5omonths (whether for a new
service or otherwise) to ensure that access seeirrsomply with the
Telecommunications Consumer Protection code (the alef'®

= Schedule 10 — General dispute resolution procedures

— clause 10.10 in order to provide that the mealiatigreement includes
procedures to follow, and

— clause 10.11 to allow parties to a dispute teago amend the Expert
Committee’s timeline.

= Schedule 14 — Suspension and termination — thib&as altered at clause 14.6 to
clarify the circumstances in which a Breach Notiaa follow a Suspension
Notice.

= Schedule 16 — Ordering and provisioning — thishieen altered at clause 16.25 to
bring the terminology used in Connect Outstandirggess for the ULLS in line
with the Connect Outstanding cotfé.

The ACCC has decided not to include the liabilrigK allocation), iIVULLS process
and facilities access provisions in the FADs a #tage. The ACCC believes that

further consultation is required on these matteis po them being included in the

FADs.

39 Telstra, Submission — Part B, 3 June 2011, p. 7.

400 Communications Alliance Ltd, Industry Code C62ZR?2, Telecommunications Consumer
Protection code, clause 6.5.

Australian Communications Industry Forum, Indu&ode C617:2005, Connect Outstanding,
clauses 8.3 and 8.4.

401
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The ACCC considers it desirable to proceed withpthiglication of its decision on the
FADs at this time. The FAD prices cover the peumd! 30 June 2014 and have been
subject to extensive consultation and considerdiyothe ACCC as part of the
previous pricing principles consultation and therent FAD public inquiry.

Finalising price and non-price terms and conditianthis time will provide industry
with certainty and stability in the lead up to thBN.

The ACCC does, however consider that some of thteersaaised in response to the
April 2011 Discussion Paper in relation to non-prierms and conditions should be
the subject of further consideration, without detgythe ACCC'’s decision on FAD
pricing.

Additional consultation on the non-price terms andditions will be undertaken in
the context of the MTAS and DTCS FAD public ingegi(where relevant).
Depending on the outcome of these public inquihesACCC may then hold a public
inquiry to vary the fixed line services FADs to eresthat non-price terms and
conditions are consistent across all the FADshist time, terms and conditions
specific to the fixed line services such as Chang&3perating Manuals and Ordering
and Provisioning will be considered further.
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Part C: Geographic exemptions

This Part C outlines the ACCC'’s approach with rdgao the inclusion of
exemptions in the FADs for the WLR, LCS and PSTN s2vices.

The ACCC considers that the future operation ofetkemptions requires further
investigation and consideration. The ACCC has aetid incorporate the effect of
the exemption in the FADs, but will commence aHartinquiry and seek further
information from industry regarding whether the myp¢ions should continue in the
future. The further consultation and considerattoexpected to conclude before
30 December 2011.

20 Background

20.1 Legislative changes

The Telecommunication Legislation Amendment (Competditd Consumer
Safeguards) Act 201@ACS Act) repealed the ordinary individual andingdly class
exemption provisions of the CCA?

The transitional provisions in the CACS Act stdtattonce an access determination in
relation to a declared service commences, a detatioh made under the ordinary
exemption provisions in relation to that servicasss to have effet®

The ACCC is able to incorporate provisions in asasterminations which provide
that any or all of the standard access obligat{&4g0s) are not applicable to a carrier
or carriage service provider. This may be eitheromditional or subject to such

conditions or limitations as are specified in tl¢eiminatior:*

The Explanatory Memorandum to the CACS Bill stdles:

the need for ordinary class exemptions is remowesdibse the ACCC will be able to
incorporate provisions in access determinationswheémove or limit the obligation of
carriers or CSPs to comply with some or all ofstendard access obligations (see proposed
paragraphs 152BC(3)(h) and {f)

at the time when the ACCC is making the first asatermination, it will be able to include
provisions under the proposed paragraphs 152BQ(8)(() limiting the application of the
standard access obligations. Such provisions mag aaimilar effect to exemptiofS.

Before the interim access determinations (IADs) c@nced on 1 January 2011, there
were eight exemption determinations which affe¢ckedWLR, LCS and PSTN OA
services:

Australian Competition Tribunal’s (Tribunal’s) Metpolitan Orders
®=  Tribunal’'s 2009 WLR Individual Exemption Order maale 24 August 2009

402 Repealed sections 152AT (individual exemptioms) 852AS (class exemptions) of the TPA.

403 Jtems 202 (class exemptions) and 203 (indivigu@mptions) of the CACS Act.

404 paragraphs 152BC(3)(h) and (i) of the CCA.

405 Explanatory Memorandum, Telecommunications Legjish Amendment (Competition and
Consumer Safeguards) Bill 2010, p. 170.

4% ibid., p. 215.
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=  Tribunal's 2009 LCS Individual Exemption Order mae24 August 2009

®=  Tribunal’'s 2009 PSTN OA Individual Exemption Ordeade on
9 September 2009 (in relation to the supply ofREBEN OA in metropolitan
Exchange Service Areas (ESAS))

PSTN OA CBD Orders

=  ACCC's Individual Exemption Order No. 6 of 2008 neash 30 October 2008,
affirmed and varied by the Tribunal’'s 2009 PSTN OBD Individual Exemption
Order made on 9 September 2009 (in relation tetipply of the PSTN OA in 17
CBD ESAs)

ACCC'’s Class Orders

=  ACCC's Class Exemption Determination No. 2 of 20@&8de on 22 August 2008
(in respect of the WLRY’

=  ACCC's Class Exemption Determination No. 1 of 20@&de on 22 August 2008
(in respect of the LCSY

=  ACCC's Class Exemption Determination No. 3 of 20@&de on 29 October 2009
(in respect of the PSTN OAY

(together, the Exemption Determinatiofi¥).

The Exemption Determinations ceased to have dffect 1 January 2011 after the
IADs took effect.

20.2 Content of the Exemption Determinations

The Tribunal’'s Metropolitan Orders provided thay ah 380 ESAs (Attachment A
ESAs) could become exempt (Exemption ESA) if tHe¥ang three conditions were
met:

= the ESA has three or more ULLS-based competitoid{ding Telstra)

= the ULLS-based competitors have an aggregate msikee in the ESA equal to
or greater to 30 per cent, and

= the aggregate ULLS spare capacity for that ESAjiskto or greater than 40 per
cent of the aggregate number of WLR SIOs in th&.ES

Once an ESA is determined to be an Exemption ESA still subject to further
conditions and limitations before the exemptioretakffect.

The effect of an ESA becoming exempt is that th€©SAre not applicable to an
access provider (including Telstra) when supplyiregrelevant declared service in
that ESA.

407 This determination was subsequently varied byNBEC’s Class Exemption (Variation)

Determination No. 1 of 2009.

This determination was subsequently varied byd8€C'’s Class Exemption (Variation)
Determination No. 2 of 2009.

This determination was subsequently varied byd8€C'’s Class Exemption (Variation)
Determination No. 3 of 2009.

Copies of all the Exemption Determinations arailable on the ACCC website:
WWW.accc.gov.au.

408
409

410
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The PSTN OA CBD Orders made 17 CBD ESAs exempelation to the PSTN OA
service. There is a carve out for CBD ESAs in #rwise descriptions for the WLR
and LCS services (that is, the WLR and PSTN seswice not declared in CBD
ESAS).

The Tribunal’s Metropolitan Orders were the resfilha complex process of
consideration by both the ACCC and the TribunaR007 Telstra applied to be
exempt from the SAOs in relation to WLR, LCS and'RSDA in relation to
approximately 380 metropolitan ESAs, and 17 CBD E8Arelation to the

PSTN OA. In 2008 the ACCC granted Telstra an examnph relation to a lesser
metropolitan 248 ESAs subject to conditions andtétrons. The ACCC also granted
Telstra exemption in relation to the 17 CBD ESAsdlation to the PSTN OA
service.

Access seekers sought review of the ACCC'’s decisyotine Tribunal. After
receiving direction from the Full Federal Courg firibunal made the Metropolitan
Orders (which differed from the ACCC'’s original erd) and also affirmed the
ACCC’s CBD PSTN OA exemption orders.

A more detailed summary of the background and eartethe Exemption
Determinations is set out in sections 21.3 to ®ffhe April 2011 Discussion Paper.

20.3 |ADs incorporated the effect of the Exemption
Determinations

The ACCC decided to incorporate and continue thecebf the Exemption
Determinations into the IADs for the WLR, LCS an8 TN OA services. The ACCC
considered that this would promote regulatory ¢etyaand consistency in the
transition to the new access regime and is alseistmt with the Tribunal’s
assessment that the Exemption Determinations atioel to those services were in the
LTIE. Taking an alternative approach would haveeiiely led to the ‘re-regulation’
of those services in the currently exempt ESAs auitta detailed consideration of
whether ‘re-regulation’ was appropriate.

When it released the IADs, the ACCC noted thatatild consult with industry on the
incorporation of the effect of the Exemption Detarations into the FADs for the
WLR, LCS and PSTN OA services.

21  Exemption Determinations and FADs

21.1 April 2011 Discussion Paper view

The ACCC'’s preliminary view outlined in the ApriD21 Discussion Paper was that
the effect of the Exemption Determinations showddrizorporated into the FADs for
the following reasons:

= doing so is likely to promote the LTIE, and

® incorporating exemptions into the FADs in substaeiyi similar terms to those
contained in the Exemption Determinations will paisregulatory certainty and
consistency!*

41 ACCC, Discussion Paper, April 2011, pp. 218-219.
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The April 2011 Discussion Paper set out the ACQe&diminary views against the
matters listed in subsection 152BCA(1) of the C@QAlso proposed that the ACCC
would have regard to regulatory certainty and cgiescy as a relevant matter under
subsection 152BCA(3).

The ACCC sought industry submissions on whetheEttemption Determinations
should be incorporated into the relevant FADs.

21.2 Submissions

The ACCC received submissions from the followingtipa in relation to the issue of
exemptions:

= AAPT

= Frontier Economics (on behalf of Macquarie Telecom)

=  Herbert Geer (on behalf of Adam, Aussie Broadbéhigt and Internode)
= Macquarie Telecom

=  Optus, and

= Telstra.

In summary, Telstra was supportive of the inclusibthe effect of the Exemption
Determinations into the FADs. Telstra submitted tha scope of the ESAs that could
possibly become exempt should be expanded to ie@dliiESASs instead of the 380
Attachment A ESAs. That is, when the ACCC undeatsecalculations to determine
which ESAs meet the three criteria outlined inThdunal’'s Metropolitan Orders to
become Exemption ESASs, it would assab$&SAs rather than the 380 Attachment A
ESAs currently assessed.

Herbert Geer was supportive of the inclusion ofRISBSTN OA CBD Orders into the
PSTN OA FAD, but opposed the inclusion of the Tnllls Metropolitan Orders.
AAPT, Frontier Economics, Macquarie Telecom anduSptere opposed to the
inclusion of the Exemption Determinations into E#Ds.

In addition to a submission received from Telsin&B8aJune 2011, the ACCC received
a further “response” submission from Telstra orJdfy 2011 in relation to the issue
of exemptions. The ACCC considers that its appreatiout in 21.3 below will allow
it to further investigate and consider the relevasies and allow all parties to
provide further information to the ACCC.

21.3 ACCC final view

Submissions received in response to the April 2Dittussion Paper raise complex
and contentious issues. The ACCC considers thasshie of the future operation of
the exemptions requires further investigation amus@eration. In particular, the
ACCC has formed a view that further informatiomaguired in relation to a number
of issues concerning the state of the market foRMLCS and PSTN OA. The ACCC
considers that it is also appropriate that othetigmare given a chance to respond to
all submissions made in relation to the April 2@igcussion Paper.

The ACCC considers that changes affecting the imgusuch as the build of a
ubiquitous national broadband network (NBN) maetfthe rationale for the future
continuation of the exemptions. Further, sinceekemption orders were made in
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August 2009 (WLR and LCS) and September 2009 (PEANNno substantial
alternative wholesale provider of voice-only seegover the PSTN appears to have
emerged. These issues are among those that régyiver investigation and
consideration by the ACCC.

Overall, the ACCC does not consider it has sufficiaformation before it at this
point in time to determine whether the current WLRS and PSTN OA exemptions
should be removed.

The ACCC considers that further consultation israppate as a decision to remove
exemptions would in effect ‘re-regulate’ currentlyempt ESAs. The PSTN OA
exemption in relation to 17 CBD ESAs has been ierapon for almost two years.
The WLR, LCS and PSTN OA exemptions in relatiocaéaain metropolitan ESAs
have been in operation for over six months. Retgithhe exemptions in the FAD at
present will promote regulatory certainty and digbuntil the ACCC concludes its
consideration of the exemption issue. The ACCC etgo® conclude the further
consultation in relation to the exemptions prioB@December 2011 (before
exemptions in any further metropolitan ESAs are turmke effect).

The ACCC considers it desirable to proceed withpthiglication of its decision on
FAD pricing at this time. The FAD prices cover theriod until 30 June 2014 and
have been subject to extensive consultation ansideration by the ACCC as part of
the previous pricing principles consultation ane ¢arrent FAD public inquiry.
Finalising prices at this time will provide indugtrith certainty and stability in the
lead up to the NBN. The ACCC considers that noneguissues including the issue of
the future operation of the exemptions should leestibject of further consideration,
without delaying the ACCC'’s decision on FAD pricing
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Part D: NBN wholesale aggregation services

Part D outlines the issues regarding wholesala@s\provided over the NBN and
states the ACCC'’s position on the application ef #\Ds to those services.

22 NBN wholesale aggregation services

In the April 2011 Discussion Paper, the ACCC sougtitistry submissions regarding
wholesale services which are supplied by NBN acseskers using the NBN access
network, ‘NBN-based wholesale services’ or NBN vdsalle aggregation services.

In particular, the ACCC sought industry submissionsvhether the FADs for the
WLR, LCS, PSTN OA and PSTN TA services should appl}NBN wholesale
aggregation services.

The ACCC also noted in the Discussion Paper tharsition period of regulation of
these services may be necessary for voice providdrs able to interconnect with the
PSTN as well as the NBN-based network. The ACC&2é&king to ensure regulatory
conditions that will promote positive competitiontoomes in the migration period
from the CAN to the NBN.

The ACCC also sought industry views on an apprognaethod of ascertaining a
price for the relevant NBN wholesale aggregatianises, if those services were to
be covered by the FADs.

22.1 Submissions

Four parties made submissions regarding the raganlat NBN wholesale
aggregation services. One submission supported thateeregulation of these
services, while the other three submissions weagagregulation.

Herbert Geer (on behalf of Adam Internet, Aussiedsiband, iiNet and Internode)
submitted that it is appropriate for declared whkale services provided over the
NBN to be subject to the FADs. It argued that tA®BE would provide a fall back
position when parties cannot reach a commerciaeagent. According to Herbert
Geer, this will ‘promote the LTIE by providing coitidns where lower prices and
diverse services can be encouraded.’

Macquarie Telecom, Optus and Telstra all submittetl regulation of wholesale
services provided over the NBN was not necessaagcgdarie Telecom argued that
wholesalers/intermediaries on the NBN will haveeintive to compete for the
business of retail service providers. It reasohad the wholesale market will not fail
in the short term. Macquarie Telecom suggestedttiea®CCC should revisit this
issue in three years’ time to ensure that the naskeompetitive''®

Optus considered that the supply of NBN wholesglgegation services will be
effectively competitive and regulation will not ethe LTIE*** Optus noted that
there are likely to be many suppliers of wholesale/ices over the NBN, including
Telstra, Optus, Nextgen, AAPT and iPrinfd3Because access to the NBN will be

“2 Herbert Geer, Submission, 3 June 2011, pp. 339,

43 Macquarie Telecom, Submission, 3 June 2011, ppla.
414 Optus, Submission, June 2011, pp. 73-74.

45 ipid., p. 76.

163



regulated and non-discriminatory, there will be snproviders able to offer
wholesale service®® Optus argued that because the market will be tftdy
competitive, any further regulation would ‘imposenecessary costs'’

Optus submitted that PSTN TA should continue todgeilated because it may have
bottleneck characteristics. It suggested thatresitian period may be necessary to
‘ensure that voice providers are able to intercohméth the PSTN network as well as
the NBN-based network on reasonable teftfsin the event that the ACCC decided
to regulate wholesale services provided over th&iNBptus suggested that the terms
and conditions for access should not be set uitéit the terms for access to NBN
layer 2 services are finalisétf.

Telstra submitted that the retail and wholesaleketarfor voice and broadband
services over the NBN will be highly competitivechase many of its current
wholesale customers will move to buy services diydoom NBN Co. Telstra argued
that it will be one of a number of access seekbles @ acquire service from NBN Co
on a level playing field?° Telstra noted that number of industry participdrse
indicated they will provide wholesale services ower NBN, including AAPT and

Optus?*

Telstra also argued that the services provided theeNBN will be technically
different to WLR, LCS and PSTN O%? It submitted that it would be costly to create
‘legacy style resale products in an NBN wofitf’

In addition, Telstra submitted that the FADs shaa#émpt access providers from the
SAOs in respect of WLR, LCS and PSTN OA providedrahe NBN using
paragraphs 152BC(3)(h) or (i). It stated that ex@gomg for ULLS and LSS are
unnecessary as those are technology specific toecdff Telstra contended that the
NBN will remove the bottleneck for the resale ofoMsale services so regulation
ought to be removetf® Telstra argued that continued regulation could keaower
investment in the infrastructure necessary to pi®services over the NBN®

Telstra submitted that in the event that the AC@©Esdregulate wholesale services
provided over the NBN, the ACCC does not have eidifit information or an
appropriate method to determine price and non-pegas to apply to these
services'?’ Telstra argued that it is not appropriate to heepricing for the copper
network for NBN-based servicés

4% ibid., p. 75.

7 ibid., p. 76.

48 ibid., p. 77.

19 ibid.

420 Telstra, Submission — Part C, 3 June 1022, p. 24.
42! ibid., p. 25.

422 ibid., p. 24.

42 ibid., p. 26.

424 ibid., pp. 23, 26.
4% ibid., p. 26.

426 ibid., p. 28.

427 ibid., pp. 23, 30, 32.
% ibid., p. 31.
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On 6 July 2011, Telstra wrote to the ACCC to hightithat four companies have
recently publicly stated they intend to offer NBMalesale aggregation servicés.

22.2 ACCC final view

The ACCC has considered the views expressed inisslams in response to the
April 2011 Discussion Paper and concluded that#se for access regulation of
NBN wholesale aggregation services over the longris not clear. The ACCC has
decided to specify that these FADs do not appletwices provided by a carrier or
carriage service provider over the NBN for the osssdiscussed below.

There are a number of regulatory processes to tertaken by the ACCC in the
coming 12 to 18 months. The outcomes of these psesewill influence the
development of the wholesale aggregation marketgs@&Iprocesses include the
assessment of Telstra’s expected Migration Planstmdtural separation undertaking
and the assessment of NBN Co’s expected speciatacmdertaking. The ACCC
will take into account their impacts on competitiarthe wholesale aggregation
market in assessing the reasonableness of the tMigiRlan and the undertakings.
The ACCC considers that these instruments shoulttibate to the conditions
necessary for a competitive NBN wholesale aggregatiarket. If competitive
markets for NBN wholesale aggregation services@anetail services do not emerge
over time, the ACCC may then reconsider regulation.

Given that the roll-out of the NBN is in its eadiages, it is too early to anticipate
how competition will develop within the wholesalggaegation market.

Macquarie Telecom, Optus and Telstra submittedttieat are likely to be more than
three wholesale aggregators providing services tveNBN. They contend that this
will mean that the wholesale aggregation marketlvaleffectively competitive
requiring no further regulation. The ACCC proposemonitor the development of
competition in this market before making a decigarregulation.

The ACCC considers that a number of factors wiluience the development of the
NBN wholesale aggregation market:

= The existence of barriers to entry to accessingiaes directly from NBN Co at
the access level.

=  The ability and willingness of access level senpoaviders to provide wholesale
aggregation services, in particular for verticafitegrated retailers to do so in the
initial stages of the NBN.

= The profitability of entering the market at thealeslevel, in the face of
competition from access level service providertharetail market.

The ACCC proposes to re-examine the issue of régalaf the NBN wholesale
aggregation market at the end of this regulatorjodewhen the NBN roll-out has
further progressed. This will allow time for thesassment of Telstra’s Migration
Plan, its structural separation undertaking and NBR& special access undertaking.
It will also provide sufficient opportunity for thdevelopment of the resale market for

429 Telstra,Public inquiry to make final access determinatiémsthe declared fixed line services —
exemption for resale services supplied of NBN tet.¢d the ACCC6 July 2011, pp. 1-2.
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wholesale services without regulation. It may ks tncompetitive resale market for
wholesale services of the NBN will emerge withauervention.

However, the ACCC intends to closely monitor thikoat of the NBN during the
regulatory period. If competition issues emergearding the supply of NBN
wholesale aggregation services, the ACCC will reatgr what, if any, regulatory
response is required.

22.3 Assessment against the subsection 152BCA(1) cr iteria

22.3.1 Paragraph 152BCA(1)(a) — whether the determi  nation will
promote the LTIE

The ACCC considers that allowing the NBN wholesajgregation market to develop
without immediate regulatory intervention will prote the LTIE. It will promote
competition by allowing access providers the oppaty to develop their product
offerings without undue regulatory burden. Basedwomissions, the ACCC
anticipates that there may be multiple access gevgicompeting for customers in
this market. Since the CCA provides that those scpeoviders must obtain one of
their main inputs from NBN Co on non-discriminatoeyms?3° there should be a
level playing field in which those providers compethis is a necessary (although
not sufficient) foundation for the emergence of@kably competitive market
delivering competitive prices for services.

The ACCC does not consider that the non-applicaifdhe FADs will create any
obstacles for the achievement of any-to-any comigct

Given the roll-out of the NBN, it is likely thateémon-application of the FADs will
help to promote the efficient use of and investniemfrastructure. It will allow
access providers to make decisions about theistments with the knowledge that
they are able to set their own prices to recoverctists of those investments.

22.3.2 Paragraph 152BCA(1)(b) — legitimate business interests of a
carrier or carriage service provider

The ACCC considers that the non-application ofRA®s to services provided over
the NBN will support the legitimate business ingtseof carriers and carriage service
providers (CSPs). They will be able to set prides lavel of their own choosing. This
will enable them to recover their costs and eamoranal commercial return on their
investments. Competitive pressures should ensatetites for services cannot be
inflated to recover more than their efficient costsluding a normal commercial
return on their investments, or profits that anegsgrovider may lose in a dependent
market as a result of the provision of access.

22.3.3 Paragraph 152BCA(1)(c) — interests of all pe  rsons who have
rights to use the declared service

As noted in section 3.5.3, the ACCC considerstihiatcriterion requires the ACCC
to have regard to the interests of access seékeege are likely to be a number of
access providers providing NBN wholesale aggregat@rvices. The ACCC believes

430 gSee section 152AXC of the CCA; also Revised Engiiary Memorandum, National Broadband
Network Companies Bill 2010 Telecommunications Iségfion Amendment (National Broadband
Network Measures — Access Arrangements) Bill 2@pl,8-9, 146.
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this should enable the emergence of a competitadkaen, which will in turn lead to
competitive prices for services. This will be iretimterests of access seekers.
Therefore, the ACCC considers that excluding NBMlebkale aggregation services
from the FADs at this time is in the interests ofess seekers.

22.3.4 Paragraph 152BCA(1)(d) — direct costs of pro  viding access
to the declared service

The ACCC considers that excluding the NBN wholesajgregation services from

the FADs allows access providers to recover thie@cticosts because they are able to
charge whatever price they feel is appropriate.e&sqroviders will be able to set
their prices to recoup the direct costs of prowgdiiccess, as well as a contribution to
their indirect costs.

22.3.5 Paragraph 152BCA(1)(e) — value to a person o f extensions,
or enhancement of capability, whose cost is borne b y
someone else

The ACCC believes that excluding NBN wholesale aggtion services from the
FADs will allow access providers to recoup any saftenhancements that they make
on behalf of access seekers because access proardeable to set their own prices.

22.3.6 Paragraph 152BCA(1)(f) — operational and tec hnical
requirements necessary for the safe and reliable op  eration
of a carriage service

The ACCC does not consider this criterion relevarthe non-application of the
FADs to NBN wholesale aggregation services becthisalecision is not expected to
have an impact on operational and technical remergs.

22.3.7 Paragraph 152BCA(1)(g) — economically effici  ent operation
of a carriage service

The ACCC considers that the non-application offRA®s to services provided over
the NBN will help to promote the economically effict operation of a carriage
service because it is anticipated that a competitiarket will emerge for these
services. In such a market competition should enaocess providers provide
services in an efficient manner. Access provideahsneed to improve their services
and lower their costs in order to compete effetgive
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Appendix A: Description of the fixed line services

Following are brief descriptions for each of theefil line services that are covered by
this review. The full service descriptions for eaehvice can be found in the ACCC'’s
Fixed Services Review Declaration Inqufduly 2009) (available from the ACCC'’s
website www.accc.gov.au).

ULLS

The ULLS is a service for access to unconditiorsules usually a copper wire pair,
between an end-user and a telephone exchange. it éssentially gives an access
seeker the use of the copper pair without anytdia or carriage service. This allows
the access seeker to use its own equipment in&raage to provide a range of
services, including traditional voice services aigh speed internet access, to
end-users connected at the exchange. The ULLSdwsddeclared service since
1999 and was redeclared in 2086In July 2009, the declaration was extended for a
further five years until 31 July 20142

WLR

The WLR service allows access seekers to resebdbe line rental service that
allows an end-user to connect to the traditionadevaetwork, make and receive calls
and have a telephone number. The WLR was firseadedlin 2006, excluding the
CBD areas of Sydney, Melbourne, Brisbane, Adelaiutg Pertt>* In July 2009, the
declaration was extended for a further five yeatsl 31 July 2014

LSS

Line sharing is where two separate carriers pros@jgrate services over a single
copper line. The copper line spectrum is normahit $or shared) so that:

® one carrier or service provider provides the vaiervices over the line, and

= the LSS access seeker provides high-speed broadbkarides, through the use of
its own xDSL technology, over the higher frequepayt of the copper line.

The LSS has been a declared service since 200@ascedeclared in 2047 In
July 2009, the declaration was extended for a éurfive years until 31 July 2014°

PSTN OTA

The PSTN OA service is the carriage of telephotis tam the calling party to a
point of interconnection (POI) within an accesskegs network. The PSTN TA is
the carriage of telephone calls from a POI withraacess seeker’s network to the
party receiving the call. Access seekers curram/PSTN OA and TA services to
provide the following services:

431 ACCC, Declaration inquiry for the ULLS, PSTN OTACLLS — Final determination, July
2006.

432 ACCC, Fixed Services Review Declaration Inquinyly2009.

433 ACCC, Local Services Review—Final decision, JU)@.

434 ACCC, Fixed Services Review Declaration Inquinyly2009.

435 ACCC,LSS - Final decision on whether or not a LSS shbeldeclared under Part XIC of the
TPA August 2002; ACCC, Review of the Line SharingvBmr Declaration — Final Decision,
October 2007.

43¢ ACCC, Fixed Services Review Declaration Inquinyly2009.
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= npational long-distance calls

® international calls

= mobile phone to fixed network calls

= fixed network to mobile network calls, and

= Jocal calls.

The PSTN OTA has been a declared service since d8®vas redeclared in
200673 In July 2009, the declaration was extended farthér five years until
31 July 201438

LCS

The LCS is a service for the supply of an end-td-emice grade carriage service
between two points within a standard zone. It atl@ecess seekers to resell local
calls to end-users without the need for deployingssantial alternative infrastructure.
Commercially, the LCS is generally sold with the R/LThe LCS has been a declared
service since 199&and was redeclared in 200%excluding the CBD areas of
Sydney, Melbourne, Brisbane, Adelaide and P&t July 2009, the declaration

was extended for a further five years until 31 20y4**

437 ACCC, Declaration inquiry for the ULLS, PSTN OTAACLLS — Final determination, July
2006.

438 ACCC, Fixed Services Review Declaration Inquinyly2009.

43% ACCC, Declaration of local telecommunications &g, July 1999.

440 ACCC, Local Services Review — Final Decision, 2006.

41 Note the variation of the declaration was in rettign of the previous exemption granted to the
LCS in the CBD areas. See: ACCELiture scope of the local carriage service — fidatision,
July 2002.

442 ACCC, Fixed Services Review Declaration Inquinyly2009.
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Appendix B: Submissions to December 2009
Discussion Paper, September 2010 Draft Report and
April 2011 Discussion Paper

Submissions received in response to December 2@@Exsion Paper

Competitive Carriers Coalition, Submission to ACD{Scussion Paper: Review of
1997 Access Pricing Principles for Fixed Line Seegi February 2010.

Frontier Economics (on behalf of the Competitiver@as Coalition),
Access pricing principles for fixed line servicegfesponse to the
ACCC'’s Discussion Paper prepared for the CCC, Faigra010.

Macquarie Telecom, Submission in response to thE®@E Discussion Paper,
February 2010.

Optus, Optus Submission to Australian Competitiod @onsumer Commission in
response to discussion paper: TelecommunicationegscPricing Principles for
Fixed Line Services, February 2010.

Optus, Telecommunications Access Pricing Princifde$ixed Line Services —
Letter to the ACCC, 17 May 2010.

Optus,Review of Access Pricing Principles for Fixed Lagevices — Letter to the
ACCC 13 July 2010.

CEG (on behalf of Optus), Reform of Part XIC: Regaty Certainty
— Increasing regulatory certainty for telecommunaes assets in
Australia — A report for Optus, June 2009.

CEG (on behalf of Optus), Past cost recovery asdtasluation — A
report for Optus, March 2010.

CEG (on behalf of Optus), Access price flexibiktith a vertically
integrated access provider — A report for Optus;dd2010.

NERA (on behalf of Optus), Role of TSLRIC in telemmunications
regulation — A report for Optus, July 2003.

Telstra, Review of 1997 Guide to Telecommunicatidnsess Pricing Principles for
Fixed Line Services — Telstra’s response to the BGMiscussion Paper, 26
February 2010.

TransACT, Submission to the ACCC'’s Discussion PaRexiew of 1997 Access
Pricing Principles for Fixed Line Services, 26 Redyy 2010.

VHA, Review of Pricing Principles for Fixed Line iS&es — Submission to the
Australian Competition and Consumer Commissionyiraty 2010.

Submissions received in response to SeptemberREdfOReport

AAPT, Submission by AAPT Limited to the Australi@ompetition and Consumer
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Commission’s Draft Report Titled Review of the 198[Ecommunications access
pricing principles for fixed line services, SepteanR010.

Frontier Economics (on behalf of the Competitiver@as Coalition), Submission or]
the ACCC's draft report — Review of fixed line pmig principles — A Report Prepare
for the Competitive Carriers’ Coalition, Octoberl®0

d

Herbert Geer (on behalf of iiNet, Internode and Wdaternet), Review of the 1997
telecommunications access pricing principles feediline services — Submissions
behalf of iiNet, Internode and Adam Internet, Oeio®010.

Joe Terranov&ubmission on the Review of Access Pricing Priasifiir Fixed Line
Services — draft repard October 2010.

M2 Telecommunications, Submission to the ACCC spoase to the Draft Report:
Telecommunications Access Pricing Principles foweHiLine Services, October
2010.

Macquarie Telecom, Review of the 1997 telecommuitica access pricing
principles for fixed line services, 22 October 2010

Optus, Submission to ACCC in response to the Rafiort — Telecommunications
Access Pricing Principles for Fixed Line Servidg@stober 2010.

Optus, Draft Pricing Principles for Fixed Line Siees — PSTN Rate Structure,
September 2010.

CEG (on behalf of Optus), De-averaging ULLS priees report for
Optus, November 2010.

RBS, Submission on ACCC Review of the 1997 Telecompations Access Pricing
Principles for Fixed Line Services, Draft Reporep&mber 2010, October 2010.

Telstra, Pricing Principles for Fixed Line ServicBgsponse to the ACCC'’s Draft
Report, October 2010.

(D)ORC Calculations spreadsheet (confidentialxoBer 2010.

(D)IHC Calculation spreadsheet (confidential), éber 2010.

Documentation for indexed historic cost calculati®ctober 2010.

Covec (on behalf of Telstra), Approaches to deiteirrg Telstra’s
Regulated Asset Base, October 2010.

Gilbert + Tobin (on behalf of Telstra), Reviewthg 1997
telecommunications access pricing principles foediline services,
October 2010.

Schedule 1: Asset valuation, depreciation and rexstvery.

Schedule 2: Deloitte (on behalf of Telstra),: Brirorter, Deloitte
Touche Tomatsu, Expert advice re: use of writtemrdaccounting
value of fixed network assets.

Schedule 3: Determining an initial RAB valuatiommplication of

Application by Telstra Corporation Limited [2010CAmMpT 1.
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Schedule 4: Review of Australian regulatory prexgdn setting
initial RAB values.

Schedule 5: Trade Practices Act 1974 — BBM framr&vimr declared
fixed network services — A working proposal.

Schedule 6: A comparison of implementation apgdneacthe NEL
building blocks framework, the ACCC BBM and Tel&rBBM
working proposal.

Schedule 7: RBB Economics (on behalf of Telst@gorge Siolis,
RBB Economics: Service lives for Telstra’s fixedwerk assets,
October 2010.

Schedule 8: KPMG (on behalf of Telstra): Craig kié; KPMG:
Preliminary assessment of the Ovum-BBM cost modealeulation
of the effective tax rate, 21 October 2010.

Schedule 9: Telstra analysis of WLR/LCS price drand
expectations.

Schedule 10: Telstra Commercial in Confidencerimfation
(confidential).

Schedule 11: CCA distribution table (confidential)

Telstra, Pricing Principles for Fixed Line Servic8sipplementary response to the
ACCC'’s Draft Report, November 2010.

Telstra, Fixed Line Pricing Principles review — Regt for ACCC'’s analysis (Letter
from Telstra to Mr John Skinner), 22 September 2010

Telstra, Pricing Principles for Fixed Line ServicBgsponse to the ACCC'’s reques
for further information (confidential), November 2D

—F

Schedule 1: Excluded assets spreadsheet (conéijent

Schedule 2: Included assets spreadsheet (conffjent

Schedule 3: Regulatory Accounting Procedures Midiondéhe
Regulatory Accounting Framework (RAPM-RAF) (confndial).

Schedule 4: Opex spreadsheet (confidential).

Schedule 5: Capex spreadsheet (confidential).

Schedule 6: Indirect capital spreadsheet (confidgn

Schedule 7: Operations and maintenance and indiost factor
study — April 2008 (confidential).

Schedule 8: NERA (on behalf of Telstra): Experp&e of Nigel
Attenborough, October 2009 (confidential).

Schedule 9: Depreciation spreadsheet (confidential

Schedule 10: LSS spreadsheet (confidential).
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Schedule 11: Real economic returns spreadshedideatial).

Schedule 12: Estimating the cost of capital foou@r entities and
State-owned enterprises: A handbook prepared &Tthasury
October 1997 (confidential).

Telstra, Pricing Principles for Fixed Line ServieeBlpdated capital expenditure
information — Letter from Telstra to the ACCC (cmigintial), 2 March 2011.

Telstra, Fixed Line Services — Request for infoioraind response to Telstra querjes
on Interim Access Determinations — Letter from Tral$o the ACCC (confidential),
18 April 2011.

Telstra, Fixed line services review — Request tiothier information — Letter from
Telstra to the ACCC (confidential), 26 May 2011.

Tim Hogard (Wide Blue Ocean), Fixed line pricessts with free local calls,
18 September 2010.

TPG, Submission on draft pricing principles, 22 et 2010.

VHA, Review of Access Pricing Principles for Fixkeihe Services — Submission to
the Australian Competition and Consumer Commissiipber 2010.

Submissions received in response to April 2011 iBison Paper

AAPT, Submission by AAPT Limited to ACCC DiscussiBaper: Public inquiry to
make a final access determination for the decléixed line services, June 2011.

Incorporation of exemption determinations into tABs — Letter to
the ACCC, 16 May 2011.

Reversal of exchange exemptions — Letter to th€B(25 May
2011.

Incorporation of exemption determinations into the
telecommunications fixed services IAD — Letterie ACCC, 10
June 2011.

=)

Frontier Economics (on behalf of the Competitiver@as’ Coalition), Submission o
the ACCC's Final Access Determinations for Fixedd.Services — A Report
Prepared for the Competitive Carriers’ Coalitiomnd 2011.

Herbert Geer (on behalf of Adam Internet Pty Ltdséie Broadband Pty Ltd, iiNet
Limited, and Internode Pty Ltd), Public inquiryrimake final access determinations
for the declared fixed line services — Submissipidbrbert Geer on behalf of Adam
Internet Pty Ltd, Aussie Broadband Pty Ltd, iiN@iited, and Internode Pty Ltd, 3
June 2011.

Annexure 1, 3 June 2011.

Annexure 2, 3 June 2011.

Macquarie Telecom, Submission to Public InquiryiraFAccess Determinations —
Fixed Line Services, 3 June 2011.
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Macquarie Telecom, Exemption Determinations — FA@less Determination
Submissions, 6 June 2011.

Frontier Economics (on behalf of Macquarie Teleidgeographic
exemptions for WLR, LCS and PSTN OA serygdsine 2011.

Optus, Optus Submission in response to the ACCiStudsion paper Public Inquiry
to make Final Access Determinations for the Dedd&eed Line Services, 3 June
2011.

Attachment 1: CEG (on behalf of Optus), PSTN O&agerstructures:
A report for Optus, 3 June 2011.

Attachment 2: Optus Business Rule VoDSL (confidgnt3 June
2011.

Attachment 3: Complex Services Trial Agreement(ictential), 3
June 2011.

Attachment 4: ULL Complex Products (confidenti&)jJune 2011.

Attachment 5: Telstra Letter to Optus South Bnngba0 July 2010
(confidential), 3 June 2011.

Attachment 5: Optus Letter to Telstra South Brnsba7 August
2010 (confidential), 3 June 2011.

Attachment 5: Telstra Letter to Optus South Bneb&a8 October
2010 (confidential), 3 June 2011.

Attachment 5: Optus Letter to Telstra South Brneb3da4 November
2010 (confidential), 3 June 2011.

Attachment 5: Telstra Letter to Optus South Bnsbad March 2011
(confidential), 3 June 2011.

Attachment 5: Telstra Individual Notification (dafential), 3 June
2011.

Attachment 5: Telstra General Notification (coefndial), 3 June
2011.

Attachment 5: Telstra Coordinated Capital WorksgPam Forecast
(confidential), 3 June 2011.

Attachment 6: Extracts re Optus tender (configgntB June 2011.

Appendices A to H to the Optus Submission in raspdo the
ACCC'’s discussion paper Public Inquiry to make Fikecess
Determinations for the Declared Fixed Line Servj&3une 2011.

Telstra, Public inquiry to make Final Access Detiaations for the declared fixed
line services — Part A of Telstra’s response toGbenmission’s discussion paper, 3
June 2011.

Schedule A.1: The ACCC'’s new approach to settougss prices:
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opinion of Professor David Sappington, 3 June 2011.

Schedule A.2: Response to CEG asset valuatioysisaB June
2011.

Schedule A.3Historical background, 3 June 2011.

Schedule A.4: Technical analysis of inflation efée 3 June 2011.

Schedule A.5: KPMG (on behalf of Telstra) — Catian of revenue
impact from changing demand volumes (confident&ljune 2011.

Schedule A.6: Telstra’s commercial in confidendeimation
(redacted from Part A of Telstra’s submission aodeSlule A.3)
(confidential), 3 June 2011.

Schedule A.7: PSTN OTA Calculations (confidentigdlJune 2011.

Schedule A.7: Explanation of PSTN OTA Calculatiodgune 2011.

Schedule A.8: Proposed changes to fixed principtesisions, 3
June 2011.

Schedule A.9: FLSM sensitivity test (confidentid)June 2011.

Schedule A.10: Telstra’s response to the ACCCeé&stjan 9
(confidential), 3 June 2011.

Telstra, Public inquiry to make Final Access Detiaations for the declared fixed
line services — Part B of Telstra’s response toc@bmmission’s discussion paper, 3
June 2011.

Schedule B.1: Proposed amendments to draft FABDpnice terms, 3
June 2011.

Telstra, Public inquiry to make Final Access Detiaations for the declared fixed
line services — Part C of Telstra’s response tdtmission’s discussion paper,
3 June 2011.

Schedule C.1: Update of expert opinion on the cbBSLAM
infrastructure, 3 June 2011.

Schedule C.25tatement ofc-i-c], 3 June 2011.

Schedule C.3: Telstra’s commercial in confidemdermation
(redacted from Telstra response) (confidentiauBe 2011.

Telstra, Executive Summary of Telstra’s respong@eacCommission’s discussion
paper, 3 June 2011.

Telstra, Demand forecasts for Customer Access N&tawad Inter Exchange Netwo
services — Letter to the ACCC, 18 May 2011.

k

Telstra, Fixed line services review — request twtifer information (re tax) — Letter t
the ACCC, 26 May 2011.

Telstra, Fixed line services review — request fwthfer information (re further
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information on demand forecasts and tax) — Lettehé¢ ACCC, 6 June 2011.

Telstra, Letter to the ACCC (re confidentiality aexemptions) (confidential), 8 Jun
2011.

Telstra, Letter to the ACCC (re exemptions) (coeifitial), 10 June 2011.

Attachment 1: WLR and LCS Index (confidential), Juthe 2011.

Attachment 2: PSTN OA Index (confidential), 10 2011.

Telstra, Letter to the ACCC (re exemption for ressdrvices supplied over the NBN
(confidential), 6 July 2011.

Attachment A: ‘Nextgen details new NBN wholesalatgy’,
Extract fromCommunications Dayissue 4001, 15 June 2011,
pp. 1-2.

Attachment B: ‘AAPT to build on NBN aggregator rolExtract
from Communications Day July 2011, p. 3.

Attachment C: ‘AAPT confirms aggregator role witlathonal
Broadband Network’, Extract from AAPT new archideJuly 2011.

Attachment D: ‘Platform Networks accepted as NBistHRelease
aggregator’, Extract from Platform Networks medikease.

Telstra, Telstra’s response to access seekers’issioms regarding the public inquir
to make final access determinations for the dedl&éired line services, 15 July 2011.

Schedule 1: Castalia Strategic Advisors (repoiatiesons Stephen
Jacques, on behalf of Telstra) — On-going Exemtiom Access
Regulation for WLR, LCS and PSTN-OA Services wheogkable’
(confidential), July 2011.

Schedule 2: Comparison of voice only broadbandlleuplans —
September 2007 and June 2011 (confidential), 6204 1.

Schedule 3: Statement [ati-c] || | EGTcNGTGTNEEEEEEEE -]

(confidential), 12 July 2011.

Schedule 4: Statement [ofi-c] || EGEcCGGG_ c-i-c]

(confidential), 30 June 2011.

Schedule 5: Telstra commercial-in-confidence infation (redacted
from Telstra reply submission) (confidential), 18yJ2011.
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Appendix C: FAD instruments for the declared fixed
line services

Final Access Determination No. 1 of 2011 (LSS)

Final Access Determination No. 2 of 2011 (LCS)
Final Access Determination No. 3 of 2011 (PSTN OA)
Final Access Determination No. 4 of 2011 (PSTN TA)
Final Access Determination No. 5 of 2011 (ULLS)
Final Access Determination No. 6 of 2011 (WLR)

Competition and Consumer Act 2010

The AUSTRALIAN COMPETITION AND CONSUMER COMMISSIONmakes
these final access determinations under sectioBA52f the Competition and
Consumer Act 2010.

Date of decision: 20 July 2011



1. Application

1.1 This instrument sets out final access deteroing (FADS) in respect of the
declared services (‘relevant declared service'tieel in the table.

Declared service Expiry of Title of final access Applicable
declaration determination schedules
Line Sharing Service 31 July 2014 | Final Access 1,2,8,9,
(‘'LSS) Determination No. 1 of 10,11, 12,
2011 (LSS) 13, 14, 16
Local Carriage Service 31 July 2014 | Final Access 1,3,8,9,
(‘LCS) Determination No. 2 of 10,11, 12,
2011 (LCS) 13,14
Domestic PSTN Originating | 31 July 2014 | Final Access 1,4,8,9,
Access Service (‘PSTN Determination No. 3 of 10,11, 12,
OA)) 2011 (PSTN OA) 13,14
Domestic PSTN 31 July 2014 | Final Access 1,5,8,9,
Terminating Access Service Determination No. 4 of 10,11, 12,
(‘PSTN TA) 2011 (PSTN TA) 13,14
Unconditioned Local Loop 31 July 2014 | Final Access 1,6,8,9,
Service (‘ULLS’) Determination No. 5 of 10,11, 12,
2011 (ULLS) 13, 14, 15,
16
Wholesale Line Rental 31 July 2014 | Final Access 1,7,8,9,
Service (‘WLR’) Determination No. 6 of 10,11, 12,
2011 (WLR) 13,14

1.2 These FADs do not apply to services provided bgraer or carriage service
provider over the National Broadband Network.

1.3 The prices in these FADs are exclusive of tax pkyabder theJtilities
(Network Facilities Tax) Act 200@Q\CT).

1.4 The prices in these FADs are exclusive of GoodsSergices Tax (GST).
Note:
1. From 1 January 2011:

e a carrier licence held by a carrier is subjectatgondition that the carrier must
comply with any access determinations that areicgdye to the carrier; and

e a carriage service provider must comply with acgeas determinations that are
applicable to the provider.

2. An Access Provider and Access Seeker may amtean Access Agreement relating to a
declared service. Access Agreements prevail oveonisistent access determinations:
section 152BCC of th€ompetition and Consumer Act 2010

3. The declared services that are the subject efethfinal access determinations are
commonly referred to as the ‘fixed line services’.



2.1

3.1
3.2

4.2

Definitions and interpretation

Schedule 1 applies to the interpretation of thstrument. The Schedules form
part of this instrument.

Commencement and duration

These final access determinations commenceJamdary 2011.

These final access determinations remain igcefaup until and including
30 June 2014.

Note:

1. An access determination may come into forca alay which is earlier then the day the
determination is made: subsections 152BCF(1), 15ZBCand 152BCF(2A) of the
Competition and Consumer Act 2010.

2. These final access determinations revoke theriin access determinations for these
declared services, made on 2 March 2011 by theatiparof subsection 152BCF(9A) of
the Competition and Consumer Act 2010

Terms and conditions of access

If a carrier or carriage service provider iguieed to comply with any or all of

the standard access obligations in respect of evaet declared service, the

carrier or carriage service provider must complyhwhose obligations on the

terms and conditions set out in this clause 4.

Note: The terms and conditions in a final accegerdgnation apply only to those terms and
conditions where terms and conditions on that mattan Access Agreement cannot be
reached, no special access undertaking is in dpersgtting out terms and conditions on

that matter and no binding rules of conduct havenbmade setting out terms and
conditions on that matter: section 152AY of @empetition and Consumer Act 2010

If the carrier or carriage service providerréguired to supply the relevant
declared service to a service provider, the caorecarriage service provider
must supply the service:

(a) at the price specified in the applicable scitedet out in the table below;
and



4.3

5.

5.1

5.2

Declared service Applicable schedule
LSS 2
LCS 3
PSTN OA 4
PSTN TA 5
ULLS 6
WLR 7

(b) on the non-price terms and conditions speciiietthe applicable schedules
set out in the table below.

Declared service Applicable schedules

LSS 8,9, 10, 11, 12, 13, 14, 16
LCS 8,9, 10,11, 12, 13, 14

PSTN OA 8,9, 10,11, 12, 13, 14

PSTN TA 8,9, 10,11, 12, 13, 14

ULLS 8,9, 10, 11, 12, 13, 14, 15, 16
WLR 8,9, 10,11, 12, 13, 14

This clause 4 is subject to clause 5.
Limitation on final access determination — prevaus exemptions

This clause applies where a determination (fgten’):

(@) was made under section 152AS or 152AT ofTireale Practices Act 1974
(now Competition and Consumer Act 20;18nd

(b) was in force immediately before the commencdmnoénhese final access
determinations,

to the extent that the determination relates televant declared service.

The standard access obligations (‘SAOS’) inigecl52AR of theCompetition
and Consumer Act 201db not apply to a carrier or carriage service jgewvin
respect of a relevant declared service to the extert the exemption would
have applied under item 202 or 203 of Schedule theéd elecommunications
Legislation (Competition and Consumer Safeguards) 2010 prior to an
access determination in relation to that servicaing into force.



5.3 Clause 5.2 has the effect of providing thatSA€©s do not apply as though the
following exemptions continued to operate:

(@)

(b)

LCS, PSTN OA and WLR class exemptions as vangdhe ACCC on
18 November 2009; and

The Australian Competition Tribunal’'s (‘Tribal) LCS, PSTN OA and
WLR 2009 individual exemptions orders as maderra#d and varied on
24 August 2009 (in the case of LCS and WLR) anapt&nber 2009 (in
the case of PSTN OA)

5.4 For the avoidance of doubt:

6.1

(@)
(b)

Note:

clause 5.2 is subject to any conditions oitéittons that were specified in
the exemptions; and

these final access determinations providetlier ACCC to perform the
following functions, and exercise the following pens:

(i) collect data from industry on a six-monthly basis the purpose of
calculating which ESAs are to be ‘Exemption ESAs’accordance
with the exemptions;

(i) make the necessary calculations to determine wiki8As are
Exemption ESAs in accordance with the exemptiond; a

(i) publish on its website a list of those ExemptiorAE$ accordance
with the exemptions.

Prior to 1 January 2011, sections 152AS and T5éf2the Competition and Consumer
Act 2010 provided for the ACCC to make ordinary class exeoms and ordinary
individual exemptions from the standard accessgalibns. These sections were
repealed by the Telecommunications Legislation (Competition and <Twoner
Safeguards) Act 201fdom 1 January 2011. Items 202 and 203 of Schetittethat Act
set out transitional arrangements. Under theseigioms, the exemptions continue to
have effect until the first access determinatidatieg to access to the relevant declared
service comes into force. An access determinatiay: m

* provide that any or all of the standard accessgatibns are not applicable to a
carrier or carriage service provider (either unétbmoally or subject to conditions or
limitations); or

» restrict or limit the application to a carrier aardage service provider of any or all
of the standard access obligations.

An access determination may also provide for theC&Cto perform functions, and
exercise powers, under the determination: sectiBBBC of the Competition and
Consumer Act 2010

These exemptions provide for the ACCC to cateul&Exemption ESAS’ every six
Months and publish a list of those Exemption ESAstbe ACCC's website. See:
http://www.accc.gov.au/content/index.phtml/itemig4407

Fixed principles provisions

This clause 6 sets out fixed principles pransithat apply to the six FADs
contained in this document.



6.2 The six FADs contained in this document mustogovaried so as to alter or
remove any of the fixed principles provisions iistblause 6 except when the
ACCC is satisfied that:

(@) there is a manifest and material error in thesedfigrinciples provisions;

(b) any information on which these fixed principles\psons was based was
false or misleading in a material respect; or

(c) such amendment or adjustment is necessary or bkstaavoid an
unintended consequence of these fixed principlegigions.

6.3 The below fixed principles provisions come ifdcce on 1 July 2011.

6.4 The nominal termination date for the fixed pijphes provisions is 30 June
2021.

6.5 The opening regulatory asset base (RAB) foc#teulation of prices for the
relevant declared fixed line services is $15,515,828 as at 1 July 2011 (in
nominal terms).

6.6 The opening tax asset value for the calculatfqorices for the relevant declared
fixed line services is $10,144,121,785 as at 1 20ly1 (in nominal terms).

6.7 Roll-forward mechanism

(@) The RAB is to be rolled forward each year accordmthe formula
below:

RAB.:1 = RAB + capex— depreciatiop— asset disposals
whereRARB.; = opening RAB for the next regulatory year
RAR = opening RAB for the current year

capex = forecast capital expenditure during the curyear
depreciation= regulatory depreciation during the current year
asset disposals asset disposals during the current year

(b) Land asset values will be indexed by the Consurmiee ldex (CPI)
where it is available or by the forecast for thd G&d in the Fixed Line
Services Model (FLSM) where actual CPI is not alaé. This will
account for appreciation over time in land values.

(c) Toroll forward RAB values in nominal terms, anyiahles that are
specified in real terms will be indexed by the at@@PI where it is
available or by the forecast for the CPI used e@FhSM where the actual
CPl is not available.

(d) Any variables that are specified in nominal terml mot be indexed, with
the exception of land values as specified above.

(e) Inthese fixed principles provisions ‘the FLSM’ nmeahe FLSM as it may
be varied from time to time or similar model usgdiie ACCC for the
calculation of prices for the relevant declared/mes.

6.8 The annual revenue requirement for each regulgernyd will comprise:

(@) areturn on the RAB calculated by multiplying theihted Average Cost
of Capital (WACC) by the opening RAB for the regoly year;



(b)

(©)
(d)

a return of the RAB, that is regulatory depreciatifor that regulatory
year;

operating expenditure forecast to be incurred &t tagulatory year; and
an allowance for tax liabilities.

6.9 Under a building block model (BBM) approach, forgtcaperating expenditures
should reflect prudent and efficient costs. Théofeing matters are relevant to
whether forecast operating expenditures refleai@mtiand efficient costs:

(@)
(b)
(©)
(d)

the access provider’s level of operating expenditnithe previous
regulatory period;

reasons for proposed changes to operating expeadiom one regulatory
period to the next regulatory period;

any relevant regulatory obligations, or changesuich obligations,
applicable to providing the relevant declared fiked services; and

any other matters relevant to whether forecastaipey expenditures
reflect prudent and efficient costs.

6.10 Under a BBM approach, forecast capital expenditahesild reflect prudent and
efficient costs. The following matters are relevianivhether capital expenditure
forecasts reflect prudent and efficient costs:

(@)

(b)

(©)

(d)

(€)

the access provider’s level of capital expenditaréhe previous regulatory
period;

reasons for proposed changes to capital expendritureone regulatory
period to the next regulatory period;

whether the access provider's asset managemeuiamaing framework
reflects best practice;

any relevant regulatory obligations, or changesuich obligations,
applicable to providing the relevant declared fied services; and

any other matters relevant to whether forecasti@agxpenditures reflect
prudent and efficient costs.

6.11 Demand forecasts should:

(@)
(b)
(©)

(d)

be based on an appropriate forecasting methodology;
be based on reasonable assumptions about the ikeysdof demand;

be determined utilising the best available infoliorabefore the ACCC,
including historical data that can identify trendslemand; and

be determined taking into account current demaride@onomic
conditions.

6.12 Weighted average cost of capital

(@)
(b)

A vanilla WACC is used to estimate the return opitze.
The cost of equity is estimated using the Capitsek Pricing Model.

6.13 Tax liabilities



(&) The tax rate used in estimating tax liabilitieshe FLSM will be set equal
to the corporate tax rate specified in subsect®@2)of thelncome Tax
Rates Act 1986Cth) as amended from time to time.

6.14 Cost allocation factors

(@) The allocation of the costs of operating the PShbdugd reflect the
relative usage of the network by various services.

(b) Direct costs should be attributed to the servioahah they relate.

The cost allocation factors for shared costs shmfldct causal
relationships between supplying services and imogicosts.

(c) No cost should be allocated more than once to arnyce

(d) The determination of cost allocation factors shaeftect the principles in
6.14 (a) — (c) above except where reliable inforomeils not available to
support the application of the principles.

6.15 The matters set out in the fixed principlesvigions at clauses 6.7 — 6.14
inclusive are subject to assessment, calculatiople@mentation and/or
application, as relevant, by the ACCC in makingiimh and final access
determinations for the relevant declared services.



INDEX TO SCHEDULES

Schedule Page
1 Definitions and interpretation 10
2 Price LSS 16
3 LCS 18
4 PSTN OA 19
5 PSTN TA 20
6 ULLS 21
7 WLR 24
8 Non-price | Billing and notifications 25
9 Creditworthiness and security 30
10 General dispute resolution 33
procedures
11 Confidentiality provisions 37
12 Communications with end 47
users
13 Network modernisation and 49
upgrade provisions
14 Suspension and termination 54
15 Changes to operating 59
manuals
16 Ordering and provisioning 60




Schedule 1 — Interpretation & Definitions
Interpretation

In these FADSs, unless the contrary intention appear

@) the singular includes the plural and vice versa

(b) the words “including” and “include” mean “inding, but not limited to”; and

(c) terms defined in the CCA or tielecommunications Act 199ave the same
meaning.

Definitions
ACCC means the Australian Competition and Consumer Casion

Access Agreementas the same meaning as given to that term imsetb2BE of
the CCA

Access Providerhas the same meaning as given to that term irestibs 152AR(2)
of the CCA

Access Seekehas the same meaning as given to that term imsetb2AG of the
CCA

ACDC means the Australian Commercial Disputes Centrated

ACDC Guidelines means the mediation guidelines of the ACDC as ipdcin
clause 10.10 of Schedule 10

ACMA means the Australian Communications and Media @évitth
Band means the geographic classification of exchangacgeareas (ESAS)

Band 1 means the following ESAs located in central busrdistricts:
€)) NSW (City South, Dalley, Haymarket, Pitt, Kent)

(b) QLD (Charlotte, Edison, Roma Street, Spring)Hil

(© South Australia (Flinders, Waymouth);

(d) Victoria (Batman, Exhibition, Lonsdale); and

(e) WA (Bulwer, Pier, Wellington)

Band 2 means an ESA with more than 108.4 services inatiper in a square
kilometre area at the time this determination islejavhich is not a Band 1 ESA
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Band 3means an ESA with 6.56 or more, but less thar41@®rvices in operation in
a square kilometre area at the time this determoimas made

Band 4 means an ESA with 6.55 or less services in omerati a square kilometre
area at the time this determination is made.

Note: These Band definitions are taken from AnnexXui(Bey Performance Indicators Operational Docuémt
Telstra's Service Quality Strategy dated 23 Juid® Zavailable at
http://telstrawholesale.com//dobusiness/customerrsibment/docs/op_sep_quality strateqy)pdf

Billing Dispute means a dispute relating to a Charge or an invisiseed by the
Access Provider

Billing Dispute Notice means a notice given pursuant to clause 8.11hed&de 8

Billing Dispute Proceduresmeans the procedures set out in clauses 8.12%i8.
Schedule 8

Breach Noticehas the meaning set out in clause 14.5 of Schddule

Business Hoursmeans 8.00 am to 5.00 pm Monday to Friday, exclydinlay which
is a gazetted public holiday in the place whereréhevant transaction or work is to be
performed

Business Daymeans any day other than Saturday or Sunday @ayawmhich is a
gazetted public holiday in the place concerned

Calendar Day means a day reckoned from midnight to midnight
CAN means a customer access network

Capped Exchangemeans an exchange that is included on a list tatAccess
Provider has published of exchanges that are dufgj@apacity constraints

Carriage Service has the same meaning given to that term in seciaf the
Telecommunications Act 199Cth)

CCA means th&€ompetition and Consumer Act 20{Cth)
Charge means a charge for the supply of a Service

Common Infrastructure Works means where an Access Seeker increases the
capacity of existing Facilities at an Exchange t@atld be used by itself and other
service providers.

Complex Servicemeans any service which is not a fixed serviceprsing:

(@ aconnection from a carrier or carriage serviceigier network boundary to
the local exchange;

(b)  atelephone number; and

11



(© access to other kinds of telecommunication serwdash is indicated by
dial-tone

Connect Outstanding processas the meaning set out in clauses 16.24 and D8.25
Schedule 16

Confidential Information means all information, know-how, ideas, concepts,
technology, manufacturing processes, industrial,rketeng and commercial
knowledge of a confidential nature (whether in thlgg or intangible form and
whether coming into existence before or after tbenmencement of this FAD)
relating to or developed in connection with or upgort of the business of a party
(thefirst mentioned party) but does not include:

(@) information which is or becomes part of the lmullomain (other than
through any breach of this FADr a breach of any other obligation of
confidence in favour of the provider of the Confitdal Information or by any
other unlawful means of which the acquirer of tbafdential information is
aware;

(b) information rightfully received by the otherrpafrom a third person
without a duty of confidentiality being owed by tbther party to the third
person, except where the other party has knowléuafethe third person
has obtained that information either directly odiractly as a result of a
breach of any duty of confidence owed to the finsintioned party; or

(c) information which has been independently depetbor obtained by the
other party

Coordinated Capital Works Program means a planned Major Network
Modernisation and Upgrade that extends across thareone exchange service area
but does not include an Emergency Network Modetioisand Upgrade

Coordinated Capital Works Program Forecasthas the meaning set out in clause
13.10 of Schedule 13

Coordinated Capital Works Program Schedulehas the meaning set out in clause
13.14 of Schedule 13

Disclosing Partyhas the meaning set out in clause 11.5 in Schddutd this FAD

Emergency means an emergency due to an actual or poterdtair@nce (such as

fire, flood, storm, earthquake, explosion, accidegpidemic or war-like action)
which:

(a) endangers or threatens to endanger the safagatth of persons; or
(b) destroys or damages, or threatens to destrdgmage property,
being an emergency which requires a significant@ndrdinated response

Emergency Network Modernisation and Upgrade means a Major Network
Modernisation and Upgrade that is required ande@sonably necessary and a
proportionate response to address an Emergency

12



Equivalent Period of Noticemeans a period of notice commencing at the timee tha
the Access Provider has approved and allocatedagiéal expenditure or otherwise
approved and made a decision to commit to a Magiwirk Modernisation and
Upgrade

ESA means an exchange service area which is a geograpda generally serviced
by a single Exchange

Exchangemeans a building in which telephone switching threo equipment of an
Access Provider or Access Seeker has been instftedse in connection with a
telecommunications network

Exemption ESA has the same meaning given to that term in thetrélien
Competition Tribunal’'s 2009 WLR, LCS and PSTN OAdiindual Exemption
Orders.

Expert Committee means a committee established under clause 1 3dhedule 10

Facility has the same meaning given to that term in secfionof the
Telecommunications Act 199Cth)

FAD means Final Access Determination

Fault means:

(@) a failure in the normal operation of a Netwarkin the delivery of a
Service; or

(b) any issue as to the availability or quality afService supplied to an
end-user via the Access Seeker, notified by theused to the Access
Seeker’s help desk,

that has been reasonably assessed by the AccessldPras being the Access
Provider’s responsibility to repair

General Notification has the meaning set out in clause 13.1

Independent Auditor means a person appointed as an independent auditor
accordance with clause 11.11 of Schedule 11

Individual Notification has the meaning set out in clause 13.1 of Schddule
Initiating Notice has the meaning as set out in clause 10.11 ofdBtné&0
LCS means local carriage service

Limitation Notice has the meaning set out in clause 16.10 of Schddule

Listed Carriage Servicehas the same meaning given to that term in sectiohthe
Telecommunications Act 199Cth)

LSS means line sharing service
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Major Network Modernisation and Upgrade means a modernisation or upgrade
that:

(@) involves the installation of Telstra custometess modules closer to
end-users than a Telstra exchange building;

(b) requires the removal/relocation of the LSSher t/LLS provided from
Telstra exchange buildings and the establishmeatrnaw POI (or
relocation of an existing POI) for the LSS or thell3, or alteration of
deployment classes of equipment used on the L$i%ddLLS; or

(c) results in a Service no longer being supplieddversely affects the
quality of that Service (or any services suppligdab Access Seeker to
their end-users using the Service), but does nanma include, an
Emergency Network Modernisation Upgrade or an matibroadband
network (NBN) related upgrade

MDF means a main distribution frame
MNM means managed network migration
Month means a period commencing at the beginning ofdayyof a named month

and ending:

(@) at the end of the day before the correspondiang of the next named
month; or

(b) if there is no such corresponding day — ateting of the next named month

National Broadband Network means a national telecommunications network fer th
high-speed carriage of communications, where NBN&obeen, is, or is to be,
involved in the creation or development of the retw To avoid doubt, it is
immaterial whether the creation or developmentefrietwork is, to any extent,
attributable to:

(@) the acquisition of assets that were used,raude, in connection with
another telecommunications network; or

(b) the obtaining of access to assets that aceuslsd, or for use, in
connection with another telecommunications network.

NBN Co means NBN Co Limited (ACN 136 533 741), as the pany exists from
time to time (even if its name is later changed).

Network of a party, means that party’s system, or sefiesystems, that carries, or is
capable of carrying communications by means ofegiior unguided electromagnetic
energy

Non-Billing Dispute means a dispute other than a Billing Dispute

Ongoing Creditworthiness Information has the meaning as set out in clause 9.7 of
Schedule 9 of this FAD
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POI means point of interconnection. A point of internection is a physical point of
interconnection in Australia between a network aped by a carrier or carriage
service provider and another network operated $graice provider.

Prohibited Traffic means traffic offered across a POl for which theseno
agreement between the Access Provider and the #&c8esker that the Access
Provider will carry such traffic or provide a reddtservice to the Access Seeker

Proof of Occupancymeans a document that verifies occupancy by tbeuser at the
service address

PSTN means public switched telephone network
PSTN OA means public switched telephone network origirgaiocess service
PSTN TA means public switched telephone network termigagiccess service

Security means the amount and type of security providedequired to be provided,
to the Access Provider in respect of the providigrihe Access Provider of Services,
as set out in Schedule 9

Servicemeans a service declared under section 152ALeoCHBA

Service Qualificationis a desktop process where the Access Providekshec

(@) the availability of the ULLS from the end usaie of the customer access
module to the end-user’s property boundary poimd; a

(b) that the use on that ULLS of the Access Seeleninated deployment
class complies with thidetwork Deployment Rulésdustry Code

Suspension Evenhas the meaning set out in clause 14.2 of Schddule
Suspension Noticéhas the meaning set out in clause 14.2 of Schddule
TEBA spacemeans Telstra Exchange Building Access space

Transfer means the transfer of a LSS to a ULLS where treer®ichange of service
provider.

ULL means unconditioned local loop
ULLS means unconditioned local loop service

WLR means wholesale line rental service
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Schedule 2 — Price terms for Line Sharing Service ( LSS)

2.1. The prices for LSS for the period 1 January 20130dune 2011 are:

LSS Monthly charge per service

LSS Monthly charge per service

$1.80

LSS single connections

LSS single connections

$44.26 per connection

Note: These charges do not apply to connections in Band 4

Note: These charges do not apply where the line on which the LSS is connected was being used to
supply a ULLS.

LSS single disconnections (where payable

LSS single disconnections

$39.74 per disconnection

Note: These charges are not payable for:

= adisconnection made pursuant to the Telstra churn process by which services can be transferred
between LSS, and between LSS and DSL services, or

= any period in which the Access Seeker was participating in the Telstra LSS churn process and
Telstra (Bigpond) was not participating in the Telstra LSS churn process.

LSS managed network migration (MNM) connection chages — where the service
is to be connected on a line Telstra is using to gply a wholesale ADSL service

LSS MNM connection
charge
Fixed amount (per MNM) $143.88
Variable amount (per connection) $33.07

Note: These charges do not apply to MNMs in Band 4

LSS MNM minimum exchange charge

LSS minimum exchange charge

$805.27 per exchange

Note: These charges do not apply to MNMs in Band 4
2.2. The prices for LSS for the period 1 July 2011 tal@6e 2014 are:

LSS Monthly charge per service

LSS Monthly charge per service

$1.80
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LSS single connections

Jul 2011 — Jul 2012 — Jul 2013 —
Jun 2012 Jun 2013 Jun 2014
Per connection $45.04 $46.16 $47.55

Note: These charges do not apply to connections in Band 4

Note: These charges do not apply where the line on which the LSS is connected was being used to
supply a ULLS.

LSS single disconnections (where payable

Jul 2011 — Jul 2012 — Jul 2013 —
Jun 2012 Jun 2013 Jun 2014
Per disconnection $40.44 $41.45 $42.69

Note: A disconnection charge is not payable if either:
(a) the disconnection is made pursuant to the Telstra LSS churn process; or

(b) the access seeker is participating in the Telstra LSS churn process and Telstra (BigPond) is not
participating in the Telstra LSS churn process, where the service is being transferred to Telstra
(BigPond).

A disconnection charge is payable if:

(c) the access seeker is participating in the Telstra LSS churn process and the service is being
transferred to an access seeker that is not participating in the Telstra LSS churn process.

LSS managed network migration (MNM) connection chages — where the service
is to be connected on a line Telstra is using to gply a wholesale ADSL service

Jul 2011 — Jun Jul 2012 - Jul 2013 -
2012 Jun 2013 Jun 2014
Fixed amount
(per MNM) $146.40 $150.06 $154.56
Variable amount
(per connection) $33.65 $34.49 $35.52

Note: These charges do not apply to MNMs in Band 4

LSS MNM minimum exchange charge

Jul 2011 - Jul 2012 - Jul 2013 -
Jun 2012 Jun 2013 Jun 2014
Per exchange $819.36 $839.85 $865.04

Note: These charges do not apply to MNMs in Band 4
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Schedule 3 — Price terms for Local Carriage Service (LCS)

3.1.

The price for LCS for the period 1 January 2013@qJune 2011 is:

Local Calls

9.1c

3.2.

The price for LCS for the period 1 July 2011 toRMe 2014 is:

Local Calls

8.9¢c
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Schedule 4 — Price terms for Public Switched Teleph  one
Network Originating Access service (PSTN OA)

4.1. The prices for PSTN OA for the period 1 January2@il30 June 2011 are:

Flagfall EMOU Headline rate
(cents per charge (cents per
call) (cents per minute)
minute)
CBD 0.85 0.35 0.57
Metropolitan 0.84 0.49 0.70
Provincial 0.94 0.68 0.91
Rural 2.06 3.66 4.18
Average 0.95 0.76 1.00

4.2. The national average price for PSTN OA for theqekd July 2011 to 30 June
2014 is 0.95 cents per minute.
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Schedule 5 — Price terms for Public Switched Teleph  one
Network Terminating Access service (PSTN TA)

5.1. The prices for PSTN TA for the period 1 JanuaryR2@il30 June 2011 are:

Flagfall EMOU Headline rate
(cents per charge (cents per
call) (cents per minute)
mintute)
CBD 0.85 0.35 0.57
Metropolitan 0.84 0.49 0.70
Provincial 0.94 0.68 0.91
Rural 2.06 3.66 4.18
Average 0.95 0.76 1.00

5.2. The national average price for PSTN TA for the @erl July 2011 to 30 June
2014 is 0.95 cents per minute.
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Schedule 6 — Price terms for Unconditioned Local Lo  op
Service (ULLS)

6.1. The prices for ULLS for the period 1 January 204 B®@ June 2011 are:

ULLS Monthly charges on a per service per Month bas for Bands 1, 2, 3 and 4

Band Monthly price per service
1 $16.00
2 $16.00
3 $16.00
4 $48.00

ULLS single connection charges — in use ULLS andansfer ULLS connections

Band Per connection
1 $51.76
2 $54.53
3 $59.26

Note: No price is set for the ULLS in Band 4.

Note: No price is set for a Vacant ULLS connection.

Charges for ULLS MNM - involving the transfer of end user data services from
a Telstra wholesale PSTN and/or ADSL service, or m a line that Telstra is
using to supply a ULLS to another Access Seeker

Charge for
ULLS MNM
Fixed amount (per MNM) $141.73
Variable amount (per connection) $25.68

ULLS cancellation charges

ULLS cancellation
charge
Per service where $20.54
pre-jumpering has occurred
Where entire MNM is cancelled $141.73
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ULLS MNM minimum exchange charge — per MNM

ULLS MNM minimum exchange
charge

$655.23 per exchange

ULLS call diversion charges for the initial connecion/activation of ULLS

ULLS call diversion charge for
initial connection/activation of
ULLS

Fixed amount

(per ULLS call $9.55

diversion)

Variable amount

(pro rata per $12.84

month)

6.2. The prices for ULLS for the period 1 July 2011 tbRine 2014 are:

ULLS Monthly charges on a per service per Month bas for Bands 1, 2, 3 and 4

Band Monthly price per service
1 $16.21
2 $16.21
3 $16.21
4 $48.19

ULLS single connection charges — in use ULLS anddnsfer ULLS connections

Band Jul 2011 — Jun Jul 2012 — Jun Jul 2013 — Jun
2012 2013 2014
1 $52.67 $53.98 $55.60
2 $55.49 $56.88 $58.58
3 $60.29 $61.80 $63.66

Note: No price is set for the ULLS in Band 4.

Note: No price is set for a Vacant ULLS connection.
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Charges for ULLS MNM - involving the transfer of end user data services from
a Telstra wholesale PSTN and/or ADSL service, or m a line that Telstra is
using to supply a ULLS to another Access Seeker

Jul 2011 — Jun Jul 2012 — Jun Jul 2013 — Jun
2012 2013 2014
Fixed amount (per
MNM) $144.21 $147.81 $152.25
Variable amount
(per connection) $26.12 $26.78 $27.58

ULLS cancellation charges

Jul 2011 — Jul 2012 — Jul 2013 —
Jun 2012 Jun 2013 Jun 2014
Per service where
pre-jumpering has $20.90 $21.42 $22.06
occurred
Where entire MNM is
cancelled $144.21 $147.81 $152.25

ULLS MNM minimum exchange charge — per MNM

Jul 2011 — Jul 2012 — Jul 2013 —
Jun 2012 Jun 2013 Jun 2014
Per exchange $666.69 $683.36 $703.86

ULLS call diversion charges for the initial connecion/activation of ULLS

Jul 2011 - Jul 2012 - Jul 2013 -
Jun 2012 Jun 2013 Jun 2014
Fixed amount (per
ULLS call diversion) $9.72 $9.96 $10.26
Variable amount (pro
rata per Month) $13.06 $13.39 $13.79
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Schedule 7 — Price terms for Wholesale Line Rental service
(WLR)

7.1

The price for WLR for the period 1 January 201B@oJune 2011 is:

Monthly price per service

$22.10

1.2

The price for WLR for the period 1 July 2011 toRBfhe 2014 is:

Monthly price per service

$22.84
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Schedule 8 — Billing and Notifications

8.1.

8.2.

8.3.

8.4.

8.5.

8.6.

8.7.

The Access Seeker’s liability to pay Charges foBexvice to the Access
Provider arises at the time the Service is suppiedhe Access Provider to
the Access Seeker, unless the parties agree ofgerwi

The Access Seeker must pay Charges in accordaticghid FAD, including
but not limited to this Schedule 8.

Subject to clause 8.4, the Access Provider shalNige the Access Seeker
with an invoice each month in respect of Chargesipi@ for Services unless
the parties agree otherwise.

As a statement of general principle, the AccessviBeo may invoice the
Access Seeker more frequently than once a Montlerevthere has been a
decline in the Access Seeker’s creditworthinesszsaessed in accordance with
Schedule 9.

The Access Provider shall be entitled to invoice thccess Seeker for
previously uninvoiced Charges or Charges which weneerstated in a
previous invoice, provided that:

(@) the Charges to be retrospectively invoiced canelsanably substantiated

to the Access Seeker by the Access Provider; and

(b) subject to clause 8.6, no more than five Monthsheapsed since the date

the relevant amount was incurred by the Access é&&elcustomer,
except:

0] where the Access Seeker gives written consentltmger period
(such consent not to be unreasonably withheld); or

(i) to the extent that the Charges relate to serviogpled by an
overseas carrier and the Access Provider has ntwotaver the
settlement arrangements as between it and theeager=srrier, in
which case the Access Provider shall invoice sumbumts as soon
as is reasonably practicable.

The parties must comply with the provisions of aayplicable industry
standard made by the ACMA pursuant to Part 6 ofTielecommunications
Act 1997(Cth) and the provisions of any applicable industogle registered
pursuant to Part 6 of thEelecommunications Act 199TtH) in relation to
billing.

Subject to any Billing Dispute notified in accordanwith this FAD, an

invoice is payable in full 30 Calendar Days aftee tate the invoice was
issued or such other date as agreed between thespdrhe Access Seeker
may not deduct, withhold, or set-off any amounts docounts in credit, for
counter-claims or for any other reason or attaghcamdition to the payment,
unless otherwise agreed by the Access Provided. ambunts owing and

unpaid after the due date shall accrue interest ttam the due date up to and

25



8.8.

8.9.

8.10.

8.11.

8.12.

8.13.

8.14.

8.15.

including the date it is paid at the rate per anmafnthe 90 day authorised
dealers bank bill rate published in thastralian Financial Reviewn the first
Business Day following the due date for paymenis [@.5%.

In addition to charging interest in accordance wituse 8.7 or exercising any
other rights the Access Provider has at law or urbdis FAD, where an
amount is outstanding and remains unpaid for moa® 20 Business Days
after it is due for payment, and is not an amourjext to any Billing
Dispute, the Access Provider may take action, watHarther notice to the
Access Seeker, to recover any such amount as adiebtto the Access
Provider. For the avoidance of doubt, this claBs&:shall be subject to the
Billing Dispute Procedures.

Unless the parties otherwise agree, there shailblsetting-off (i.e. netting) of
invoices except where a party goes into liquidationwhich case the other
party may set-off. However, in order to minimidee tadministration and
financial costs, the parties shall consider in géath set-off procedures for
inter-party invoices which may require the alignnefthe parties’ respective
invoice dates and other procedures to allow seteoficcur efficiently.

The Access Provider must, at the time of issuingnaoice, provide to the
Access Seeker all information reasonably requirgdhe Access Seeker to
identify and understand the nature and amount oh eamponent of the
invoice. Nothing in this clause 8.10 is intendedimit subsections 152AR(6)
and 152AR(7) of the CCA.

If the Access Seeker believes a Billing Disputesesgiit may, by written
notice to the Access Provider, invoke the Billingsfute Procedure®(lling
Dispute Noticg. A Billing Dispute must be initiated only in godaith.

Except where a party seeks urgent injunctive relieé Billing Dispute
Procedures must be invoked before either party Inegyn legal or regulatory
proceedings in relation to any Billing Dispute.

If a Billing Dispute Notice is given to the AcceBsovider by the due date for
payment of the invoice containing the Charge whihbeing disputed, the
Access Seeker may withhold payment of the dispQiearge until such time
as the Billing Dispute has been resolved. Othexwtise Access Seeker must
pay the invoice in full in accordance with this FADut subject to the
outcome of the Billing Dispute Procedures).

Except where payment is withheld in accordance waldluse 8.13, the Access
Provider is not obliged to accept a Billing DispiNetice in relation to an
invoice unless the invoice has been paid in full.

A Billing Dispute Notice may not be given to the dess Provider in relation
to a Charge later than six Months after the due dat the invoice for the
Charge issued in accordance with 8.7.
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8.16.

8.17.

8.18.

8.19.

8.20.

8.21.

8.22.

8.23.

The Access Provider shall acknowledge receipt &ling Dispute Notice
within two Business Days by providing the Acces&kae with a reference
number.

Each party shall, as early as practicable afteillen@ Dispute Notice, provide
to the other party any relevant materials on whichtends to rely (provided
that this obligation is not intended to be the samehe obligation to make
discovery in litigation).

The Access Provider shall try to resolve any BgjliDispute as soon as
practicable and in any event within 30 Businessalyreceipt of a Billing
Dispute Notice (or longer period if agreed by thaaties), by notifying the
Access Seeker in writing of its proposed resolutba Billing Dispute. That
notice shall explain the Access Provider's propasswmlution and any action
to be taken by:

(@) the Access Provider (e.g. withdrawal, adjustmentrefund of the
disputed Charge); or

(b) the Access Seeker (e.g. payment of the disputedg€ha

Any withdrawal, adjustment or refund of the displtéharge by the Access
Provider or payment of the disputed Charge by tbheeAs Seeker (as the case
may be) must occur within as soon as practicabieimmany event within one
Month of the Access Provider’s notice, unless tlveess Seeker escalates the
Billing Dispute under clause 8.23.

Where the Access Provider is to refund a disputédir@®, the Access
Provider shall pay interest (at the rate set outlause 8.7) on any refund.
Interest shall accrue daily from the date on whaekh relevant amount to be
refunded was paid to the Access Provider, untiddte the refund is paid.

Where the Access Seeker is to pay a disputed Chidwgé\ccess Seeker shall
pay interest (at the rate set out in clause 8.theramount to be paid. Interest
shall accrue daily from the date on which eachvaaie amount was originally
due to be paid to the Access Provider, until thte tee amount is paid.

If the Access Seeker is not satisfied with the Asc®rovider's proposed
resolution in relation to a Billing Dispute, ortiie Access Provider has not
provided the Access Seeker with a proposed resaluti the Billing Dispute
within the timeframe set out in clause 8.18, thedss Seeker may escalate
the matter under clause 8.23. If the Access Seddes not do so within 30
Business Days of being notified of the Access Riews proposed resolution
(or a longer period if agreed by the parties), Amess Seeker shall be
deemed to have accepted the Access Provider's gedpoesolution and
clauses 8.20 and 8.21 shall apply.

If the Access Seeker wishes to escalate a Billigplte, the Access Seeker
must give the Access Provider a written notice:
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8.24.

8.25.

8.26.

8.27.

8.28.

8.29.

8.30.

(a) stating why it does not agree with the Access PRleng proposed
resolution; and

(b) seeking escalation of the Billing Dispute.

A notice under clause 8.23 must be submitted to rtbminated billing
manager for the Access Provider, who shall distuss best to resolve the
Billing Dispute with the Access Seeker’'s nominatednterpart.

If the escalated matter cannot be resolved undmusel 8.24 within five
Business Days of notice being given under claug: 8.

(a) either party may provide a written proposal to tiker party for the
appointment of a mediator to assist in resolvirg dispute. Mediation
shall be conducted in accordance with the mediagiodelines of the
ACDC and concluded within three Months of the psgiolunless the
parties agree to extend this timeframe); or

(b) if the parties either do not agree to proceed tdiat®n or are unable to
resolve the entire Billing Dispute by mediationther party may
commence legal or regulatory proceedings to reshleenatter.

The parties shall ensure that any person appoiote@quired to resolve a
Billing Dispute shall take into account the prifeighat the Access Seeker
shall be entitled to be recompensed in circumstandeere the Access Seeker
is prevented (due to regulatory restrictions omosgiective invoicing) from
recovering from its end-user an amount which is shéject of a Billing
Dispute (aBackbilling Loss), provided that:

(&) such principle shall apply only to the extent toehhthe Billing Dispute
is resolved against the Access Provider; and

(b) such principle shall apply only to the extent toisthit is determined
that the Backbilling Loss was due to the Access/iBer unnecessarily
delaying resolution of the Billing Dispute.

Each party must continue to fulfill its obligationsmder this FAD while a
Billing Dispute and the Billing Dispute Procedugee pending.

All discussions and information relating to a Billi Dispute must be
communicated or exchanged between the partiesghrthe representatives
of the parties set out in clause 8.24 (or theipeetive nominees).

There shall be a presumption that all communicatibetween the parties
during the course of a Billing Dispute are madeaowithout prejudice and
confidential basis.

If it is determined by the Billing Dispute Procedsy any other dispute
resolution procedure, or by agreement between dnigep, that three or more
out of any five consecutive invoices for a givem&= are incorrect by 5% or
more, then, for the purposes of clause 8.20, ttezaat payable by the Access
Provider in respect of the overpaid amount of thwices in question shall be
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8.31.

the rate set out in clause 8.7, plus 2%. The rgmedout in this clause 8.30

shall be without prejudice to any other right amezly available to the Access
Seeker.

If three or more out of any five consecutive invesidor a given Service are
incorrect by 5% or more, then without prejudiceatty other right or remedy
available to the Access Seeker, the Access Progioll be deemed to have

breached this FAD and the Access Seeker shall hawght to damages for
such a breach.
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Schedule 9 — Creditworthiness and Security

9.1.

9.2.

9.3.

9.4.

9.5.

Unless otherwise agreed by the Access ProviderAtoess Seeker must (at
the Access Seeker’s sole cost and expense) pravithe Access Provider and
maintain, on terms and conditions reasonably reduiy the Access Provider
and subject to clause 9.2, the Security (as skeatldbermined having regard to
clause 9.3 and as may be varied pursuant to cBd¥en respect of amounts
owing by the Access Seeker to the Access Providéerthis FAD.

The Access Seeker acknowledges that unless otleeagieed by the Access
Provider, it must maintain (and the Access Provideed not release) the
Security specified in clause 9.1 for a period &fMionths following the last to

occur of: cessation of supply of a Service or S®wiunder this FAD, and
payment of all outstanding amounts under this FAD.

The Security (including any varied Security) sluadly be requested when it is
reasonably necessary to protect the legitimatenkbasiinterests of the Access
Provider and shall be of an amount and in a forrtivis reasonable in all the

circumstances. As a statement of general printiideamount of any Security

shall be calculated by reference to:

(@) the aggregate value of all Services likely to beviated to the Access
Seeker under this FAD over a reasonable period; or

(b)  the value of amounts invoiced under this FAD bupaid (excluding
any amounts in respect of which there is a cuBdhihg Dispute).

For the avoidance of doubt, any estimates, foreaasbther statements made
or provided by the Access Seeker may be used byAtmess Provider in
determining the amount of a Security.

Examples of appropriate forms of security, haviregard to the factors
referred to in clause 9.3, may include without tation:

(@) fixed and floating charges;

(b) personal guarantees from directors;
(c) bank guarantees;

(d) letters of comfort;

(e) mortgages;

) a right of set-off; or

(g) a combination of the forms of security referrednt@aragraphs (a) to
(f) above.

The Access Provider may from time to time where theumstances
reasonably require, request Ongoing Creditwortlsinesormation from the
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9.6.

9.7.

9.8.

Access Seeker to determine the ongoing creditwoeis of the Access
Seeker. The Access Seeker must supply Ongoing it@ogthiness
Information to the Access Provider within 15 BusiméDdays of receipt of a
request from the Access Provider for such inforamati The Access Provider
may, as a result of such Ongoing Creditworthinegsrination, having regard
to the factors referred to in clause 9.3 and sulifeclause 9.7, reasonably
require the Access Seeker to alter the Securityf,tha Access Seeker must
provide that altered Security within 20 Businesy®af being notified by the
Access Provider in writing of that requirement.

The Access Seeker may from time to time requestAtteess Provider to
consent (in writing) to a decrease in the requedurity and/or alteration of
the form of the Security. The Access Provider mwsthin 15 Business Days
of the Access Seeker’s request, comply with thauest if, and to the extent,
it is reasonable to do so (having regard to theofaaeferred to in clause 9.3).
The Access Provider may request, and the AcceskeBeshall promptly
provide, Ongoing Creditworthiness Information, ftire purposes of this
clause 9.6.

In the event that the Access Seeker provides Ogg@nreditworthiness
Information to the Access Provider as requirediy Schedule 9, the Access
Seeker must warrant that such information is tfaie, accurate and complete
as at the date on which it is received by the As¢asvider.

For the purposes of this Schedulg&fgoing Creditworthiness Information
means:

(@) a copy of the Access Seeker's most recent publisiuelited balance
sheet and published audited profit and loss staterfiegether with
any notes attached to or intended to be read with balance sheet or
profit and loss statement);

(b)  a credit report in respect of the Access Seekewhbgere reasonably
necessary in the circumstances, any of its ownersdicectors
(Principals) from any credit reporting agency, drg@aovider or other
independent party. The Access Seeker shall coatpend provide
any information necessary for that credit reportimgency, credit
provider or other independent party to enable ifoton an accurate
opinion of the Access Seeker’s creditworthinesso tfat end, the
Access Seeker agrees to procure written consestse(pired under
thePrivacy Act 1988Cth)) from such of its Principals as is reasopabl
necessary in the circumstances to enable the Agvesgler to:

(i) obtain from a credit reporting agency, credit pdavi or other
independent party, information contained in a drezport;

(i) disclose to a credit reporting agency, credit ptewior other
independent party, personal information about eRdhcipal,
and

(i) obtain and use a consumer credit report;
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9.9.

9.10.

9.11.

(© a letter, signed by the company secretary or duthi@ised officer of
the Access Seeker, stating that the Access Seekeat iinsolvent and
not under any external administration (as defimethe Corporations
Act 2001(Cth)) or under any similar form of administrationder any
laws applicable to it in any jurisdiction; and

(d)  the Access Seeker’s credit rating, if any has l@ssigned to it.

The Access Seeker may require a confidentialityeuiating to be given by
any person having access to confidential inforrmationtained in its Ongoing
Creditworthiness Information prior to such informatbeing provided to that
person.

Subject to this Schedule 9, the Access Provider, mays absolute discretion,
deem a failure by the Access Seeker to provide @ggCreditworthiness
Information or an altered Security in accordanceéwiause 9.5 as:

(@ an event entitling the Access Provider to alter 8exurity of the
Access Seeker; or

(b)  abreach of a material term or condition of thisTFA

Any disputes arising out of or in connection witbh8dule 9 shall be dealt
with in accordance with the procedures in SchedqQle
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Schedule 10 — General dispute resolution procedures

10.1.

10.2.

10.3.

10.4.

10.5.

If a dispute arises between the parties in conmeatiith or arising from the
supply of a Service under this FAD, the disputdldleamanaged as follows:

€)) in the case of a Billing Dispute, the dispute sha#l managed in
accordance with the Billing Dispute Procedures; or

(b)  subject to clause 10.2, in the case of a Non-Bjlnspute, the dispute
shall be managed in accordance with the procedsgeut in this
Schedule 10.

To the extent that a Non-Billing Dispute is raisgdarises in connection with,
or otherwise relates to, a Billing Dispute, theriess the Access Provider
otherwise determines, that Non-Billing Dispute &hake resolved in
accordance with the Billing Dispute Procedures.

If a Non-Billing Dispute arises, either party mdy written notice to the
other, refer the Non-Billing Dispute for resolutionder this Schedule 10. A
Non-Billing Dispute must be initiated only in goéaith.

Any Non-Billing Dispute notified under clause 1&Rall be referred:

(@) initially to the nominated manager (or managers)dach party, who
shall endeavour to resolve the dispute within 1@iBess Days of the
giving of the notice referred to in clause 10.3soch other time agreed
by the parties; and

(b) if the persons referred to in paragraph (a) abowendt resolve the
Non-Billing Dispute within the time specified undearagraph (a), then
the parties may agree in writing within a furtharefBusiness Days to
refer the Non-Billing Dispute to an Expert Commatteinder clause
10.11, or by written agreement submit it to medmatin accordance with
clause 10.10.

(@) under clause 10.4 the Non-Billing Dispute is natoteed and a written
agreement is not made to refer the Non-Billing Dispto an Expert
Committee or submit it to mediation; or,

(b) under clause 10.10(f), the mediation is terminadeut

(c) after a period of five Business Days after the ragai is terminated as
referred to in paragraph (b), the parties do neblke the Non-Billing
Dispute or agree in writing on an alternative prhge to resolve the
Non-Billing Dispute (whether by further mediatiomtitten notice to the
Expert Committee, arbitration or otherwise) eitparty may terminate
the operation of this dispute resolution procedurerelation to the
Non-Billing Dispute by giving written notice of t@ination to the other

party.
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10.6.

10.7.

10.8.

10.9.

A party may not commence legal proceedings in awtcor commence any
arbitration (except proceedings seeking urgentlodatory relief) in respect
of a Non-Billing Dispute unless:

(@) the Non-Billing Dispute has first been referred fogsolution in
accordance with the dispute resolution procedurewein this Schedule
10 or clause 10.2 (if applicable) and a notice teatng the operation of
the dispute resolution procedure has been issuger whause 10.5; or

(b) the other party has failed to substantially compligh the dispute
resolution procedure set out in this Schedule 10clause 10.2 (if
applicable).

Each party must continue to fulfill its obligatiomsmder this FAD while a
Non-Billing Dispute and any dispute resolution pdare under this Schedule
10 are pending.

There shall be a presumption that all communicatibetween the parties
during the course of a Non-Billing Dispute are madea without prejudice
and confidential basis.

Each party shall, as early as practicable aftentitdication of a Non-Billing

Dispute pursuant to clause 10.3, provide to theerotbarty any relevant
materials on which it intends to rely (provided tthhis obligation is not
intended to be the same as the obligation to mea®wkry in litigation).

10.10. Where a Non-Billing Dispute is referred to mediatioy way of written

agreement between the parties, pursuant to claudéo):
(a) any agreement shall include:

() a statement of the disputed matters in the Nonrgill
Dispute; and

(i)  the procedure to be followed during the mediation,

and the mediation must take place within 15 Busingays upon the
receipt by the mediator of such agreement;

(b) it must be conducted in accordance with the memhaguidelines of the
ACDC in force from time to time ACDC Guidelines) and the
provisions of this clause 10.10. In the event of anconsistency
between them, the provisions of this clause 10hHl prevalil;

(c) itisto be conducted in private;

(d) in addition to the qualifications of the mediatantemplated by the
ACDC Guidelines, the mediator should:

(1) have an understanding of the relevant aspects @& th

telecommunications industry (or have the capaaityqtickly
come to such an understanding);
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10.11.

(€)

(f)
(9)

(h)

(i) have an appreciation of the competition law impimas of
his/her decisions; and

(i)  not be an officer, director or employee of a tefagwinications
company or otherwise have a potential for a candifénterest;

the parties must notify each other no later thanh&8rs prior to
mediation of the names of their representatives whall attend the
mediation. Nothing in this subclause is intendedstiggest that the
parties are able to refuse the other’s chosen septatives or to limit
other representatives from the parties attendimpguihe mediation;

it shall terminate in accordance with the ACDC &liitkes;

the parties shall bear their own costs of the niggiancluding the costs
of any representatives and shall each bear halfdbts of the mediator;
and

any agreement resulting from mediation shall bihd parties on its
terms.

The parties may by written agreement in accordamite clause 10.4(b),
submit a Non-Billing Dispute for resolution by anxgert Committee
(Initiating Notice), in which case the provisions of this clause 10shall
apply as follows:

(@)

(b)
()

(d)

(e)

(f)

(9)

The terms of reference of the Expert Committeel $ieahs agreed by the
parties. If the terms of reference are not agreédirwfive Business

Days after the date of submitting the Initiatingtide (or such longer
period as agreed between the parties), the refeéorathe Expert

Committee shall be deemed to be terminated.

An Expert Committee shall act as an expert andae@tn arbitrator.

The parties shall each be represented on the E&umemimittee by one
appointee.

The Expert Committee must include an independeairgérson agreed
by the parties or, if not agreed, a nominee of &@€DC. The
chairperson must have the qualifications listedaragraphs 10.10(d)(i),
(i) and (iii).

Each party shall be given an equal opportunityresent its submissions

and make representations to the Expert Committee.

The Expert Committee may determine the disputelydicg any
procedural matters arising during the course of thspute) by
unanimous or majority decision.

Unless the parties agree otherwise the partie$ ahsiire that the Expert
Committee uses all reasonable endeavours to redebision within 20
Business Days after the date on which the termrefefence are agreed
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(h)

()
(k)

()

or the final member of the Expert Committee is apfgal (whichever is
the later) and undertake to co-operate reasonallly the Expert
Committee to achieve that timetable.

If the dispute is not resolved within the timefraneéerred to in clause
10.11(qg), either party may by written notice to titker party terminate
the appointment of the Expert Committee.

The Expert Committee shall have the right to cohduny enquiry as it
thinks fit, including the right to require and netaelevant evidence
during the course of the appointment of the Ex@ommittee or the
resolution of the dispute.

The Expert Committee must give written reasonst$odecision.

A decision of the Expert Committee is final andding on the parties
except in the case of manifest error or a mistdkave.

Each party shall bear its own costs of the enqliyythe Expert

Committee including the costs of its representatiany legal counsel
and its nominee on the Expert Committee and thiéegashall each bear
half the costs of the independent member of theeExpommittee.
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Schedule 11 — Confidentiality provisions

11.1. Subject to clause 11.4 and any applicable statwtoty, each party must keep
confidential all Confidential Information of thehatr party and must not:

(@) use or copy such Confidential Information excepttfie purposes of this
FAD; or

(b) disclose or communicate, cause to be disclosedoomunicated or
otherwise make available such Confidential Infoioratto any third
person.

11.2. For the avoidance of doubt, information generateithiov the Access
Provider's Network as a result of or in connectwith the supply of the
relevant Service to the Access Seeker or the iomeection of the Access
Provider's Network with the Access Seeker's Netwddther than the
aggregate Network information of the Access Pravatel all Access Seekers
to whom the relevant Service is supplied) is thexf@ential Information of
the Access Seeker.

11.3. The Access Provider shall upon request from theeseSeeker, disclose to
the Access Seeker quarterly aggregate traffic fiafermation generated
within the Access Provider's Network in respect afparticular Service
provided to the Access Seeker, if the Access Pevvigeasures and provides
this information to itself. The Access Seeker mpsst the reasonable costs of
the Access Provider providing that information.

11.4. Subject to clause 11.5, Confidential Informatiorthad Access Seeker:
(@) referredtoin clause 11.2; or
(b) relating to or concerning the Access Seeker’s esaig)
may be:
(c) used by the Access Provider:

() for the purposes of undertaking planning, mainteean
provisioning, operations or reconfiguration ofitetwork;

(i) for the purposes of this FAD,;
(i) for the purpose of billing; or
(iv) for another purpose agreed to by the Access Seaher;

(d) disclosed only to personnel directly involved i furposes referred to
in paragraph (c) above.

11.5. A party (Qisclosing Partyy may to the extent necessary disclose the
Confidential Information of the other party:
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11.6.

(@)

(b)

(€)

(d)

(e)

(f)

(¢))

(h)

@)

to those of its directors, officers, employees,mg@nd representatives
to whom the Confidential Information is reasonalgquired to be
disclosed for the purposes of this FAD;

to any professional person acting for the Disclgdtarty to permit that
person to protect or advise on the rights of thecbsing Party in
respect of the obligations of the Disclosing Pairtgder this FAD,;

to an auditor acting for the Disclosing Party te #xtent necessary to
permit that auditor to perform its audit functions;

in connection with legal proceedings, arbitratiempert determination
and other dispute resolution mechanisms set othisnFAD or for the
purpose of seeking advice from a professional persoelation thereto;

as required by law provided that the Disclosingtyhas first given as
much notice (in writing) as is reasonably practieatio the other party,
that it is required to disclose the Confidentialormation so that the
other party has an opportunity to protect the dmenrftiality of its
Confidential Information;

with the written consent of the other party proddbat if required by
the other party as a condition of giving its coniséme Disclosing Party
must comply with clause 11.6;

in accordance with a lawful and binding directigsued by a regulatory
authority which is duly authorised to do so;

if reasonably required to protect the safety ospanel or property;

as required by the listing rules of any stock exggawhere that party’s
securities are listed or quoted; or

as reasonably required to facilitate an Access &egéining access to
Services (including by undertaking Common Infrastinee Works) at a
particular Exchange, provided that the Disclosirayty? must comply
with clause 11.6.

If required by another party as a condition of ggiits consent to the
disclosure of the Confidential Information of thather party, or where the
information is reasonably required to facilitate Ancess Seeker gaining
access to Services (including by undertaking Cominénastructure Works)
at a particular Exchange, the Disclosing Partypieetiisclosing Confidential
Information to a third person, must:

(@)

impose an obligation upon the disclosee by way afoafidentiality
undertaking in the form set out in Annexure 1 o thchedule 11.:

(1) to use the Confidential Information disclosed splébr the
purposes for which the disclosure is made and teemvie
appropriate confidentiality requirements in relatido such
information; and
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11.7.

11.8.

11.9.

11.10.

11.11.

(i) not to disclose the Confidential Information witlhaie prior
written consent of the other party;

(b) obtain an acknowledgment by way of a confidengalihdertaking in the
form set out in Annexure 1 of this Schedule 11 freuth a disclosee
that:

(1) the Confidential Information is and at all timesmaEns
proprietary to the other party; and

(i) that misuse or unauthorised disclosure of the @entfial
Information may cause serious harm to the othdypar

Each party must co-operate in any action takerhbyther party to:

(a) protect the confidentiality of the other party'snfidential Information;
or

(b) enforce its rights in relation to its Confidentiaformation.

Each party must establish and maintain securitysomea to safeguard the
other party’s Confidential Information from unautised access, use, copying,
reproduction or disclosure.

Confidential Information provided by one party tetother party is provided
for the benefit of that other party only. Eachtpascknowledges that no
warranty is given by the Disclosing Party that @enfidential Information is
or will be correct.

Each party acknowledges that a breach of this Sdéday one party may
cause another party irreparable damage for whichetaoy damages would
not be an adequate remedy. Accordingly, in additm other remedies that
may be available, a party may seek injunctive felgainst such a breach or
threatened breach of this Schedule 11.

If the Access Seeker believes therepigna facie evidence which tends to
show that the Access Provider has used, is usingsolikely to use
Confidential Information relating to the Access Kaé&s end-users for a
purpose other than as permitted under clause iie4Access Seeker may
invoke the audit procedures set out in this cldiisé1 as follows:

(@) The audit procedures in this clause 11.11 mushibated only in good
faith.

(b) The Access Seeker shall give the Access Providgitien notice that it
intends to initiate an audit in accordance witls ttlause 11.11.

(c) The Access Seeker shall nominate an Independentokuid conduct an
audit of the Access Provider's systems for the psepof determining
whether the Access Provider has used, is usingsdikely to use
Confidential Information relating to the Access 8&és end-users for a
purpose other than as permitted under clause 11.4.
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(d)

(e)

(f)

(@)

(h)

(i)

@)

(k)

0

If the Access Provider objects to the person notathdy the Access
Seeker or the parties have not agreed on an IndepeAuditor within
five Business Days of the notice given under clalksd1(b), then the
Independent Auditor shall be a person nominatetheyresident for the
time being of the Institute of Chartered Accoungantthe state in which
the Access Provider holds its registered office.

The Access Seeker shall bear all reasonable cbis é\ccess Provider
relating to the audit, as well as the costs ofitldependent Auditor.

The Independent Auditor shall be required to giveoafidentiality
undertaking to the Access Provider in terms a®gein Annexure 1 of
this Schedule 11.

The Independent Auditor’s first task shall be tbed@mine whether there
Is prima facieevidence which tends to show that the Access Beo\has
used, is using or is likely to use Confidentialdmhation relating to the
Access Seeker’'s end-users for a purpose otheratgrermitted under
clause 11.4. The Independent Auditor may obtaimicad from a
barrister or solicitor (who does not act for and hat acted for either of
the parties in relation to any matter in questionjietermining whether
suchprima facieevidence exists.

If the Independent Auditor so determines, thenhe&hall be required
to proceed with the audit.

If the Independent Auditor is required to proceeithwthe audit in
accordance with clause 11.11(h), he/she shall ¢pairesd to consult the
Access Provider over the most expeditious meanwhigh to conduct
an audit of the Access Provider's systems (inclgdnt not limited to
its computer systems, databases, records and pes}eer the purpose
specified in clause 11.11(c), and to thereaftedochthe audit as he/she
considers appropriate.

The audit shall be conducted expeditiously and ng avent for no
longer than 20 Business Days (excluding any delzissed by the
Access Provider).

The Access Provider must permit the Independentitéutb audit and

inspect its systems (including but not limited t® computer systems,
databases, records and processes) and the AcaesdePimust provide

the Independent Auditor with such assistance ashbefeasonably
requires in order to conduct the audit.

At the conclusion of the audit, the Independent ikardshall be required

to provide a report to both parties setting out/has findings and

conclusions as to whether the Access Provider Bad,us using or is
likely to use Confidential Information relating tbe Access Seeker’s
end-users for a purpose other than as permitteerwhause 11.4.
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(m) If the Independent Auditor’s report contains Coafidal Information of

(n)

the Access Provider, then he/she will mask sucbrinétion in the
version of the report provided to the Access Seegbmvided that the
Access Seeker’s solicitors are given an unmaskey ob the report
(subject to them first giving a confidentiality wrthking to the Access
Provider in terms as set out in Annexure 1 of ®¢hedule 11 to the
FAD).

The parties acknowledge that the Independent Ausliteport shall be
prima facie evidence of the matters contained enrdport and (subject
to any obligation of confidence attaching to theare or the information
contained therein) may be used in connection witty alispute
concerning whether the Access Provider has usegsing or is likely to
use Confidential Information relating to the Accé&sseker's end-users
for a purpose other than as permitted under clalise
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Annexure 1 of Schedule 11

Confidentiality undertaking form

[Amend where necessary]
CONFIDENTIALITY UNDERTAKING

of [employer's company name]

([undertaking companyj) undertake to [full name of party who owns opieviding the
confidential information as the case requireBf@yvider]) that:

1

Subject to the terms of this Undertaking, | Widlep confidential at all times the
information listed in Attachmentl to this Undeitak (Confidential
Information ) that is in my possession, custody, power or cbntr

| acknowledge that:

(@)

(b)

(©)

I will:

(@)

(b)

this Undertaking is given by me to [Providern] consideration for
[Provider] making the Confidential Information aladile to me for the
Approved Purposes (as defined below);

all intellectual property in or to any part thie Confidential Information
is and will remain the property of [Provider]; and

by reason of this Undertaking, no licence ghtiis granted to me, or any
other employee, agent or representative of [unkiEeigacompany] in

relation to the Confidential Information exceptegressly provided in
this Undertaking.

only use the Confidential Information for:

(1) the purposes listed in Attachment 2 to this emaking; or
(i) any other purpose approved by [Provider] intivg;

(the Approved Purposes,

comply with any reasonable request or directipom [provider]
regarding the Confidential Information.

Subject to clause 5, | will not disclose anyla Confidential Information to any
other person without the prior written consentRidvider].

| acknowledge that | may disclose the Confidéntitormation to which | have
access to:
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(@) any employee, external legal advisors, independxperts, internal legal
or regulatory staff of [undertaking company], foetApproved Purposes
provided that:

(1) the person to whom disclosure is proposed tontsde the
person) is notified in writing to [Provider] and [Providehas
approved the person as a person who may receiv@ahidential
Information, which approval shall not be unreasdnahthheld;

(i) the person has signed a confidentiality undertakindpe form of
this Undertaking or in a form otherwise acceptdabl¢Provider];
and

(i)  a signed undertaking of the person has already keered on
[Provider];

(b) if required to do so by law; and

(c) any secretarial, administrative and supporff,steho perform purely
administrative tasks, and who assist me or anyopersferred to in
paragraph 5(a) for the Approved Purpose.

I will establish and maintain security measuressafeguard the Confidential
Information that is in my possession from unautbexi access, use, copying,
reproduction or disclosure and use the same dedresre as a prudent person in
my position would use to protect that person’s enftial information.

Except as required by law and subject to pardgi@pbelow, within a reasonable
time after whichever of the following first occurs:

(@) termination of this Undertaking;

(b) my ceasing to be employed or retained by [ua#t@rg company]
(provided that | continue to have access to thefi@ential Information at
that time); or

(c) my ceasing to be working for [undertaking comyain respect of the
Approved Purposes (other than as a result of cgdsitbe employed by
[undertaking company]);

I will destroy or deliver to [Provider] the Configgal Information and any
documents or things (or parts of documents or #)ingpnstituting, recording or
containing any of the Confidential Information iry ppossession, custody, power
or control.

Nothing in this Undertaking shall impose an odign upon me in respect of
information:
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10

Signed: Dated:

€)) which is in the public domain; or

(b) which has been obtained by me otherwise tham fProvider] in relation
to this Undertaking;

provided that the information is in the public domand/or has been obtained by
me by reason of, or in circumstances which do neblve any breach of a
confidentiality undertaking or a breach of any otbbligation of confidence in
favour of [Provider] or by any other unlawful meaaswhich | am aware.

| acknowledge that damages may not be a sufficeenedy for any breach of this
Undertaking and that [Provider] may be entitled sjgecific performance or
injunctive relief (as appropriate) as a remedyaoy breach or threatened breach
of this Undertaking, in addition to any other remesdavailable to [Provider] at
law or in equity.

The obligations of confidentiality imposed byistHndertaking survive the
destruction or delivery to [Provider] of the Cordidial Information pursuant to
paragraph 7 above.

Print name:
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ATTACHMENT 1

Any document, or information in any document pr@ddby [provider] to
[undertaking company] which [provider] claims isnfidential information for the
purposes of this Undertaking.
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ATTACHMENT 2

[Approved purpose(s)]
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Schedule 12 — Communications with end users

12.1. The Access Provider may communicate and deal withAecess Seeker’s
end-users as expressly provided in clauses 12.22t¢ and as otherwise
permitted by law.

12.2.

12.3.

Subject to clause 12.3, the Access Provider maynoamcate and deal with
the Access Seeker’s end-users:

(@)

(b)

()

(d)
(e)

(@)

(b)

(©)

in relation to goods and services which the Acdessvider currently
supplies or previously supplied to the end-user;

as members of the general public or a part of theerpl public or
members of a particular class of recipients ofiage or other services;

where the Access Provider performs wholesale opesatvhich require
communications or dealings with such end-userthdéaextent necessary
to carry out such operations;

in @ manner or in circumstances agreed by thegsanr

in an Emergency, to the extent it reasonably befiewvecessary to protect
the safety of persons or property.

an end-user of the Access Seeker initiates a coneamion with the
Access Provider in relation to goods and/or sesvisapplied to that
end-user by the Access Seeker, the Access Pravidst:

(i) advise the end-user that they should discuss attgmn@ncerning
the Access Seeker’'s goods and/or services witiAtiocess Seeker;
and

(i) not engage in any form of marketing or discussibthe Access
Provider's goods and/or services;

an end-user of the Access Seeker initiates a coneamion with the
Access Provider in relation to goods and/or sesvisapplied to that
end-user by the Access Provider, the Access Prowidg engage in any
form of marketing or discussion of the Access Rievs goods and/or
services; and

an end-user of the Access Seeker initiates a conmation with the
Access Provider in relation to goods and/or sesvisapplied to that
end-user by the Access Provider and the Accessefetlle Access
Provider must advise the end-user that they shdidduss any matter
concerning the Access Seeker’s goods and/or serwiith the Access
Seeker, but may otherwise engage in any form ofketiawg or
discussion of the Access Provider's goods and/mnicses.
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12.4.

12.5.

12.6.

12.7.

12.8.

Where a party communicates with the end-user ofother party, that first

mentioned party must, where practicable, make aamhtain records of that
communication with the other party’s end-user ircwnstances where that
communication discusses anything concerning theeroparty’s goods or

services with the end-user. For the avoidanceoabt] the obligation in this

paragraph does not include a requirement to prostbd records to the other
party (however such a requirement may arise putst@anany dispute

resolution procedure).

For the purposes of clauses 12.2 to 12.4, a “conwation” shall include any
form of communication, including without limitatiotelephone discussions
and correspondence.

Neither party may represent that:

(@) it has any special relationship with or specialaagements with the
other party;

(b) there are consequences for an end-user when amsendsigns an
authority to transfer their accounts or services;

(c) a Service has any characteristics or functionaliber than as specified
in a relevant standard form of agreement or theicemescription for
the Service or in any specifications, collaterabavchures published in
relation to the Service; or

(d) the other party participates in the provision @ finst mentioned party’s
services, provided that a party may, upon engurgrend-user, inform
the end-user of the nature of its relationship i other party.

Where a party communicates with an end-user ofeeitarty, the first
mentioned party shall ensure that it does notoaitei to the other party:

(@) blame for a Fault or other circumstance; or
(b) the need for maintenance of a Network; or
(c) the suspension of a Service,

provided that this requirement does not requir@ry@o engage in unethical,
misleading or deceptive conduct.

This Schedule 12 shall be subject to any applicedalastry standard made by
the ACMA pursuant to Part 6 of tieelecommunications Act 199Zth) and
any applicable industry code registered pursuant Part 6 of the
Telecommunications Act 199Cth) in relation to communications or dealings
with end-users.

48



Schedule 13 — Network modernisation and upgrade
provisions

Notice to be provided where Access Provider un#ilesaa Major Network
Modernisation and Upgrade

13.1. Except were the parties agree otherwise, the AcPesgider may make a
Major Network Modernisation and Upgrade by:

(@) providing the Access Seeker with notices in writingaccordance with
clauses 13.2 and 13.&éneral Notification) and clauses 13.3 and 13.5
(Individual Notification) ; and

(b) consulting with the Access Seeker, and negotiaitingood faith, any
reasonable concerns of the Access Seeker, in aeldat the Major
Network Modernisation and Upgrade.

This clause 13.1 does not apply to an EmergencwdiktModernisation and
Upgrade.

13.2. The period of notices given under a General Natifan provided by the
Access Provider to the Access Seeker:

(@) must be an Equivalent Period of Notice; and

(b) in any event, must not be less than 30 weeks bdfierélajor Network
Modernisation and Upgrade is scheduled to takeeffe

13.3. An Individual Notification must be provided by thecess Provider to the
Access Seeker as soon as practicable after the&&aification, but, in any
event, not less than 26 weeks prior to the antiegp@ommencement date of
the Major Network Modernisation and Upgrade.

Information to be provided in the notices
13.4. A General Notification must include information on:

(&) the ESA affected by the proposed Major Network Magsation and
Upgrade;

(b) the distribution area affected by the proposed ajdetwork
Modernisation and Upgrade; and

(c) a general description of the proposed Major Netwdddernisation and
Upgrade, including the indicative timing for theplamentation of the
Major Network Modernisation and Upgrade.

13.5. An Individual Notification must include the follomy information in addition
to the information provided in the relevant Genétatification:
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13.6.

13.7.

(@)

(b)

©)

(d)

the anticipated commencement date for implementing Major
Network Modernisation and Upgrade;

details of the Access Seeker’'s activated ServioesServices in the
process of being activated at the date of the eptltat are likely to be
affected by the Major Network Modernisation and tatg;

the likely action required by the Access Seekea assult of the Major
Network Modernisation and Upgrade (including thesgble impact of
the Major Network Modernisation and Upgrade uporm tAccess
Seeker’s Services); and

details of who the Access Seeker may contact taibfurther
information about the Major Network ModernisatiamddJpgrade.

An Individual Notification only needs to be giverhare a Service has been
activated or the Access Provider is in the procéssctivating a service as at
the date of the Individual Notification, and:

(@)

(b)

the Major Network Modernisation and Upgrade willjuge the Access
Seeker to take particular action in order to cargito use the Service; or

the Major Network Modernisation and Upgrade wibukt in the Service
no longer being supplied.

Where the Access Provider has provided the Acceske® with an Individual
Notification, the Access Provider must provide fltezess Seeker with:

(@)

(b)

updates about the Major Network Modernisation amdjidde covered
by the notice, including:

(1) any update or change to the information provided the
Individual Notification;

(i) any new information available at the time of thelage about:

1. services provided by the Access Provider in thevaat
ESA that may be available to the Access Seeker;

2. how the Access Seeker may be impacted by the Major
Network Modernisation and Upgrade; and

3. what steps the Access Seeker will be required ke ta
facilitate the Major Network Modernisation and Ugade;
and

weekly reports about the anticipated cutover ddtesthe Access
Seeker’s affected services, beginning no less fikkarweeks prior to the
anticipated commencement date for the Major Netwdddernisation
and Upgrade.
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13.8.

The updates referred to in subclause 13.7(a) areetg@rovided regularly
(which is not required to be any more frequentlgntiMonthly) after the
Individual Notification.

Emergency Network Modernisation and Upgrade

13.9.

In the event of an Emergency, the Access Providey monduct an
Emergency Network Modernisation and Upgrade, and

(@) will use its best endeavours to provide the Acc8sgker with an
Individual Notification prior to the Emergency Neivk Modernisation
and Upgrade being implemented; or

(b) where it is not practicable for prior notice to baren, the Access
Provider will provide the Access Seeker with anividhal Notification
as soon as reasonably practicable after the Emgygétetwork
Modernisation and Upgrade is implemented.

Coordinated Capital Works Program forecast

13.10.

13.11.

13.12.

13.13.

The Access Provider must provide the Access Seeilera written three year
Coordinated Capital Works Program forecast in atamoce with clause 13.11
14 Calendar Days from the date this Schedule 1h@fFAD takes effect
between the partie€pordinated Capital Works Program Forecast)

The Coordinated Capital Works Program Forecast will

(@) be for the three year period commencing on the tiadeforecast is
provided;

(b) describe generally the Access Provider’s indicaiivestment plans (as
at the date of the forecast) for its Coordinategitah Works Program
over the next three years;

(c) include an evaluation of the impact that the Acdess/ider’s indicative
investment plans may have on individual ESAs aaa$ distribution
areas; and

(d) specify anticipated timeframes for implementation.

The Access Provider must update the Coordinatedtalayyorks Program
Forecast (and provided the update forecasts inngrib the Access Seeker)
regularly, at not less than six Month intervals.

At the same time as the Access Provider providgSoardinated Capital
Works Program Forecast under clause 13.10, the s&c&&ovider must
provide a copy of the Coordinated Capital WorksgpPain Forecast to the
ACCC.
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Coordinated Capital Works Program Schedule

13.14.

13.15.

13.16.

13.17.

The Access Provider must provide a written CoorgidaCapital Works
Program schedule to the Access Seeker by givingenotot less than 12
Months before the anticipated commencement datieeo€oordinated Capital
Works Program in accordance with clause 13.C®ofdinated Capital
Works Program Schedule)

The Access Provider must provide the Coordinatedit@laWworks Program
Schedule and make its best endeavours to identify:

(a) the ESAs and distribution areas affected;

(b) the Access Provider’'s plan for the Coordinated @&wWorks Program
for each ESA;

(c) the Access Seeker’s Service(s) in that Exchangentitiebe affected and
the expected impact of the Coordinated Capital Wd?kogram on the
Access Seeker’s Service(s); and

(d) the anticipated timeframe for the implementationtioé Coordinated
Capital Works Program.

At the same time as the Access Provider providé€Soardinated Capital
Works Program Schedule under clause 13.14, the s&c&rovider must
provide a copy of the Coordinated Capital WorksgPam Schedule to the
ACCC.

For the avoidance of doubt, the Access Providertnalso comply with
clauses 13.1-13.8 when complying with clauses 33.306.

Negotiations in good faith

13.18.

13.19.

Except where the parties agree otherwise, the Acé&@svider must not
commence implementation of a Major Network Modatian and Upgrade
unless:

(a) it complies with clauses 13.1 to 13.8; and

(b) it has consulted with the Access Seeker and hastiaégd in good faith,
and addressed the reasonable concerns of the ASeeg®r in relation
to the Major Network Modernisation and Upgrade.

Except where the parties agree otherwise, the Acé&svider must not
commence the implementation of a Coordinated Clapilarks Program
unless:

(@) it complies with clauses 13.14 to 13.16; and

(b) it has consulted with the Access Seeker and hastiaégd in good faith,
and addressed the reasonable concerns of the ASeek®r in relation
to the Major Network Modernisation and Upgrade.
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13.20. Notwithstanding any continuing negotiations betwtenAccess Provider and
the Access Seeker pursuant to clauses 13.1, 18d8&19, if the Access
Provider has complied with this Schedule 13, a Mbjetwork Modernisation
and Upgrade may proceed 26 weeks after an Individatfication has been
issued, unless both parties agree otherwise.

13.21.In attempting to reach a mutually acceptable reswiuin relation to a
variation under clauses 13.1, 13.18 and 13.19p#énges must recognise any
need that the Access Provider may have to ensatettih specifications for
the Services which the Access Providers suppliem¢oe than one of its
customers need to be consistent (including, witioutation having regard to
the incorporation by the Access Provider of anyevaht international
standards).

Dispute Resolution

13.22. If a dispute arises in relation to a Major Netwdkdernisation and Upgrade,
then the matter may be resolved in accordance thighdispute resolution
procedures set out in Schedule 10 of this FAD.

Application

13.23. This Schedule 13 commences 21 Calendar Days dfgeday this FAD is
published by the ACCC.

Miscellaneous

13.24. A requirement for the Access Provider to provid@imation in written form
includes provision of that information in electroform.

13.25. Any information provided by the Access Providetelactronic form must be
in a text-searchable and readable format.

53



Schedule 14 — Suspension and termination

14.1.

14.2.

The Access Provider may immediately suspend th@lgupf a Service or
access to the Access Provider's Network, providedotifies the Access
Seeker where practicable and provides the AcceslseBevith as much notice
as is reasonably practicable:

(@) during an Emergency; or

(b) where in the reasonable opinion of the Access Besyithe supply of
that Service or access to the Access Providersvdit may pose a
threat to safety of persons, hazard to equipmdmeat to Network
security or is likely to impede the activities ofithorised persons
responding to an Emergency; or

(c) where, in the reasonable opinion of the Access iBeoythe Access
Seeker's Network or equipment adversely affectshogatens to affect
the normal operation of the Access Provider's Nekwar access to the
Access Provider's Network or equipment (including the avoidance of
doubt, where the Access Seeker has delivered Riedhibraffic onto the
Access Provider's Network),

and is entitled to continue such suspension aslthe case requires) the
relevant Emergency or threat has passed or ustihtitmal operation of the
Access Provider's Network or access to the Accaswiter's Network or
equipment is no longer adversely affected or tleread.

If:
(@) the Access Seeker has failed to pay monies owidgrhis FAD;

(b) the Access Seeker’s use either of its Facilitiether Access Provider’'s
Facilities is in contravention of any law;

(c) the Access Seeker breaches a material obligatidaruhis FAD; or

(d) any of the events described in clause 14.8 ocoumssipect of the Access
Seeker,

(Suspension Eventand:

(e) within 20 Business Days after becoming aware ofShspension Event,
the Access Provider gives a written notice to tloeess Seeker:

(i) citing this clause;

(i) specifying the Suspension Event and the Serviceegpect of
which the event has occurred;

(ii) requiring the Access Seeker to institute remeditiba (if any) in
respect of that event; and
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14.3.

14.4.

14.5.

(iv) specifying the action which may follow due to adudee to comply
with the notice,

(Suspension Notickand:

() the Access Seeker fails to institute remedial acas specified in the
Suspension Notice within 20 Business Days aftereiveng the
Suspension Notice (in this clause 14.2, Regnedy Period,

the Access Provider may, by written notice givehi Access Seeker within
20 Business Days after the expiry of the RemedioBer

(g) refuse to provide the Access Seeker with the Servic

(i) of the kind in respect of which the Suspension Ev&s occurred;
and

(i) a request for which is made by the Access Seeker tiife date of
the breach,

until the remedial action specified in the SuspemsWotice is completed
or the Suspension Event otherwise ceases to axidt;

(h) suspend the provision of any Service of the kindegpect of which the
Suspension Event has occurred, until the remedtairaspecified in the
Suspension Notice is completed.

For the avoidance of doubt, subclause 14.2(a) do¢sapply to a Billing
Dispute that has been notified by the Access Seeker

In the case of a suspension pursuant to clause thé Access Provider shall
reconnect the Access Seeker to the Access Progidsetwork and
recommence the supply of any suspended Servicesoasas practicable after
there no longer exists a reason for suspensiohendccess Provider shall do
SO0 subject to payment by the Access Seeker of theegs Provider's
reasonable costs of suspension and reconnection.

If:
(&) a party ceases to be a carrier or carriage sepvameader; or

(b) a party ceases to carry on business for a periognafe than 10
consecutive Business Days without the prior writtensent of the other
party (such consent not to be unreasonably withhetd

(c) inthe case of the Access Seeker, any of the readggrounds specified
in subsection 152AR(9) of the CCA apply; or

(d) a party breaches a material obligation under tAB,Fand:
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(i) that breach materially impairs or is likely to nréaly impair the
ability of the other party to deliver Listed Cage&Services to its
customers; and

(i) the other party has given a written notice to tinst-imentioned
party within 20 Business Days of becoming aware¢hef breach
(Breach Notice; and

(i) the other party fails to institute remedial actemspecified in the
Breach Notice within 20 Business Days after recgj\the Breach
Notice (in this clause 14.5, tikemedy Period,

the other party may cease supply of the Servica(sler this FAD by
written notice given to the first-mentioned partithin 20 Business Days
after becoming aware of the cessation, reasonablends or expiry of the
Remedy Period specified in the Breach Notice (astse may be).

14.6. A party must not give the other party both a SusmenNotice under clause

14.7.

14.8.

14.2 and a Breach Notice under clause 14.5 in ctgppe
(@) the same breach; or

(b) different breaches that relate to or arise fromstme act, omission or
event or related acts, omissions or events;

except:

(c) where a Suspension Notice has previously been dgivetihhe Access
Seeker by the Access Provider in accordance wathsel 14.2 in respect
of a Suspension Event and the Suspension Evemdidseen rectified
by the Access Seeker within the relevant Remedyo&epecified in
clause 14.2; and

(d) where an Access Seeker has not rectified a SugpenBvent,
notwithstanding clause 14.5(d)(ii), the Access Rtevhas given written
notice to the Access Seeker within 20 Business Dayise expiry of the
time available to remedy the Suspension Event.

For the avoidance of doubt, a party shall not bguired to provide a
Suspension Notice under clause 14.2 in respect lmkach before giving a
Breach Notice in respect of that breach under elddsb.

Notwithstanding any other provision of this FADther party may at any time
immediately cease the supply of one or more Sesvigeder this FAD by
giving written notice of termination to the otharty if:

(&) an order is made or an effective resolution is @ddser winding up or
dissolution without winding up (otherwise than ftire purposes of
solvent reconstruction or amalgamation) of the offeaty and the order
or resolution remains in effect for a continuousiquek of five Business
Days; or
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14.9.

14.10.

(b)

(€)

(d)

(e)

(f)

(@)

(h)

(i)

a receiver, receiver and manager, official manageontroller,

administrator (whether voluntary or otherwise), yismnal liquidator,

liquidator, or like official is appointed over thwhole or a substantial
part of the undertaking and property of the otharty and the
appointment remains in effect for a continuous qeef five Business
Days; or

a holder of an encumbrance takes possession ofwtiwe or any
substantial part of the undertaking and propertthefother party, or the
other party enters or proposes to enter into ahgree of arrangement or
any composition for the benefit of its creditors; o

the other party is or likely to be unable to paydebts as and when they
fall due or is deemed to be unable to pay its debtsuant to section 585
or any other section of thi@orporations Act 200{Cth); or

as a result of the operation of section 459F or ather section of the
Corporations Act 2001Cth), the other party is taken to have failed to
comply with a statutory demand; or

a force majeure event substantially and adverdédgtang the ability of
a party to perform its obligations to the othertpacontinues for a
period of three Months; or

the other party breaches any of the terms of antsdbans, security or
like agreements or any lease or agreement relangignificant
equipment used in conjunction with the businesshat other party
related to the supply of a Service under this FAD;

the other party seeks or is granted protection fitsrareditors under any
applicable legislation; or

anything analogous or having a substantially simeféect to any of the
events specified above occurs in relation to theroparty.

The cessation of the operation of this FAD:

(@)

(b)

shall not operate as a waiver of any breach byrey gd any of the
provisions of the FAD; and

Is without prejudice to any rights, liabilities obligations of any party
which have accrued up to the date of cessation.

Without prejudice to the parties’ rights upon temation of the supply of a
Service under this FAD, or expiry or revocationtbfs FAD, the Access
Provider must refund to the Access Seeker a faireaquitable proportion of
those sums paid under this FAD by the Access Segkimh are periodic in
nature and have been paid for a Service for a gextending beyond the date
on which the supply of a Service under this FADmieates, or this FAD
ceases to have effect, subject to any invoicestloercamounts outstanding
from the Access Seeker to the Access Providerthdnevent of a dispute in
relation to the calculation or quantum of a faid @aguitable proportion, either
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party may refer the matter for dispute resolutionaiccordance with the
dispute resolution procedures set out in Schedulef this FAD.
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Schedule 15 — Changes to operating manuals

15.1. Operational documents concerning the ULLS may beraiad:

15.2.

15.3.

(@) by the Access Provider from time to time to implemer reflect a
change to its standard processes, subject to:

() giving 20 Business Days prior written notice to thecess Seeker
including a documented list of all amendments, antharked-up
copy of the proposed new operational document tiearly
identifies all amendments; and

(i) allowing the Access Seeker to provide commentsndutie notice
period on the proposed amendments, and giving naat®
consideration to any comments which the Access &deks made
on the proposed amendments; and

(b) otherwise, by agreement of the parties.

Note: operational documents concerning the ULLSuthe (i) The Telstra Operations and
Maintenance Manual Part 16 Fault Management Proceddor Telstra Unconditioned Local
Loop Service;and (ii) The Telstra Ordering and Provisioning Manual Pd Telstra
Unconditioned Local Loop Service Operations Mararad any replacement document

Upon completion of the process set out in clausé,lthe Access Provider
must give the Access Seeker a copy of the new tipeah document.

Where operational documents concerning the ULLS ameended in
accordance with clause 15.1 and the Access Seeékevés that the
amendments:

(a) are unreasonable; or

(b) deprive the Access Seeker of a fundamental pats ofjhts contained in
this FAD;

the Access Seeker may seek to have the matteveesol accordance with
the dispute resolution procedures set out in Sdeedof this FAD.
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Schedule 16 — Ordering and provisioning

Provisions to apply to Managed Network Migrations (MNM) to the ULLS
and the LSS

Minimum number of services

16.1.

16.2.

16.3.

Except where the parties agree otherwise, it thaiiscretion of the Access
Seeker whether a particular Service is to be cdedegs part of an MNM, or
outside of a MNM.

The Access Seeker will notify the Access Providetha time the order is
made whether a particular Service is to be condeatepart of an MNM or
outside of a MNM.

Except where the parties agree otherwise, theroisninimum number of
services required as a pre-requisite for requestmiINM.

Migration plan terms (forecasting timeframes)

16.4.

16.5.

16.6.

16.7.

Unless the parties agree otherwise, the periobti€ethat an Access Seeker
must give for an MNM is 56 Calendar Days.

Subject to clause 16.6, the Access Provider mustaacel an MNM where
the number of Services to be cutover as speciiiethé 20 Business Day
forecast differs to the number of Services spetifie the 56 Calendar Day
forecast.

If the cutover of Services cannot occur within 8& Calendar Day forecast
period because of a significant variation betwéden36 Calendar Day forecast
and the 20 Business Day forecast, the Access Raovitust to take all
reasonable steps to ensure that cutover occuimoasas practicable following
the conclusion of that period.

For the purpose of this determination a referemca tsignificant variation
refers to a variation of more than 10 per cenhefNMNM forecast.

Note: For instance the cutover may not occur beeadfia significant variation between the
56 Calendar Day forecast and the 20 Business Dagdsts

Connections outside Business Hours

16.8.

Except where the parties agree otherwise, it thaiiscretion of the Access
Seeker whether a particular Service is to be cdedewithin Business Hours
or outside of Business Hours.

Note: additional charges may be payable for wonkedoutside of Business Hours.
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Limits on number of exchanges per state per dayhith MNM cutovers can be
scheduled

16.9.

16.10.

16.11.

16.12.

16.13.

16.14.

Except where the parties otherwise agree, and dutgeclause 16.10, the
Access Provider must not refuse to schedule a euttor an MNM at an

Exchange because the Access Seeker has requestbtNIsin cutover at

another Exchange or other Exchanges in that stateeosame day.

The Access Provider may refuse a requested MNMveutdate where it
would be inconsistent with a capacity limitatiortine (Limitation Notice) it
has published.

The Limitation Notice must specify:
(@) the limit that is to apply;
(b) the period and the ESAs to which it applies; and

(c) the reasons for the limit being necessary by refar¢o forecast demand
and available capacity.

The Limitation Notice lapses 60 Calendar Days aittes published, unless
withdrawn earlier.

Note: Another Limitation Notice may be issued tplege a lapsed notice.

The Access Provider must not unreasonably refusartpor withdraw the
Limitation Notice on the request of an Access Seeke

Where an Access Seeker disagrees with a deciside hathe Access
Provider not to vary or withdraw the Limitation Ne#, the Access Seeker
may seek dispute resolution in accordance withditygute resolution
procedures set out in Schedule 10 of this FAD.

Capacity Limits on ULLS provisioning

16.15.

16.16.

Except where the parties otherwise agree, and dutgeclause 16.16, the
Access Provider must not unreasonably limit the Imemof Services that can
be provisioned per day at a particular Exchange ans$t use its best
endeavors to supply all requested cutovers fortcpéar day.

The Access Provider may refuse a requested cutfmrea Service at a
particular Exchange where it is not reasonably &blperform the cutover on
that day having regard to the volume of work ordéasthat Exchange or for
all Exchanges, and the labour that is availabletr@t day, subject to the
Access Provider performing the cutover the follogvBusiness Day.

Advice regarding Complex Services affecting ULLS orders

16.17.

Except where the parties agree otherwise, where:
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(@) an Access Seeker has submitted a ULLS request; and

(b) the Service Qualification query fails due to thegance of Complex
Services on the line,

the Access Provider will provide to the Access ®eeklist of the Complex
Services present on the line at the time it advisesAccess Seeker of the
results of the Service Qualification query.

New ULLS ordering and provisioning processes
LSS to ULLS Transfer processes

Scope

16.18. Except where the parties subsequently agree otbensfauses 16.18 to 16.23
apply where an Access Seeker requests the TraofséekSS to a ULLS from
the Access Provider.

Terms

16.19. The Access Seeker must provide instructions abotiver or not the
Transfer should occur as part of a MNM in accoréamdgth the MNM
forecasting timeframes and notice periods specifieddauses 16.4 to 16.7 of
this FAD, or as otherwise agreed between the gartie

16.20. The Access Provider must take all reasonable efftot comply with the
Access Seekers instructions provided pursuantigsel 16.19.

16.21. Both the Access Provider and the Access Seeker atlost for the Transfer
of the LSS to ULLS in accordance with the followingiinimum
characteristics:

(@) the period in which a LSS to ULLS Transfer is perfed (that is, the
period in which a LSS is disconnected and a ULL&oisnected) will be
no longer than four hours;

(b) a Transfer must not require end-user involvemerth whe Access
Provider (including, without limitation, the makirag a telephone call or
sending of correspondence by the end-user to tloesscProvider). A
request for a LSS to ULLS Transfer will be deemexacellation of any
existing PSTN line rental and LSS provided the Asc&eeker has
obtained the necessary customer authority for theceallation of
end-user PSTN services;

(c) a Transfer is commenced and executed by a singkisprning order
from the Access Seeker to the Access Provider; and
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(d) the Access Provider will charge the Access Seeksingle charge for
undertaking a LSS to ULLS Transfer whether the $f@anoccurs as a
single connection or as part of an MNM.

16.22. The Access Provider must ensure that the developamehimplementation of
the LSS to ULLS Transfer process will result inal@anges to how the Access
Seeker currently interfaces to the ULLS Carrieeilfstice System (ULLCIS).

Application

16.23. Clauses 16.19 to 16.22 commence on 15 Septembér gAless a prescribed
LSS to ULLS Transfer process is established onaaliee date by the Access
Provider, in which case clauses 16.19 to 16.22 cenu@ on the date the
prescribed LSS to ULLS Migration process is estdldld by the Access
Provider.

Note: The commencement date of this clause aligtis similar provisions contained in final
determinations between Telstra and a number of #c&eekers in the context of access
disputes involving the ULLS. Some of these finaledminations have been published by the
ACCC and are available on its website.

See: http://www.accc.gov.au/content/index.phtmifitk=793062
Connect Outstanding process for ULLS orders

16.24. Except where the parties agree otherwise, the AcBesvider will support a
Connect Outstanding process for the ULLS, by nerldtan six Months from
the Commencement Date.

16.25. The Connect Outstanding process for the ULLS must:

(@) support the cancellation of an existing seragoea line upon the Access
Provider receiving from the Access Seeker adviegttie Access Seeker
has obtained Proof of Occupancy; and,

(b) facilitate the connection of a ULLS in respen® a ULLS request
submitted by an Access Seeker in respect of that i
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