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Mr John Bahtsevanoglou

Australian Competition and Consumer Commission
360 Elizabeth Street

Melbourne VIC 3000

By facsimile: (03) 9663 3699

Dear John
Public version

Supplementary submission in respect of Telstra PSTN OTA & LCS Undertaking

This letter provides some additional comments from Optus in respect of Telstra’s access
undertaking for PSTN OTA and LCS services. In particular, it addresses information
recently submitted by Telstra in respect of the ACCC’s draft decision.

Telstra’s comments on forward looking technology

Telstra’s submissions of 11 September and 20 October seek to address arguments put
forward by Optus and others that since the PIE II model does no take account of Telstra’s
NGN plans it is not consistent with forward looking best-in-use technology principles.

Telstra’s position can be summarised as follows;

a) In building a theoretical model to meet the TSLRIC requirements Telstra has to
assume the best in-use technology available “as at ridnight on 1 July 2006”.

b) Since NGN is an unproven technology and is not yet deployed in Australia nor
elsewhere in the world it cannot be considered best in-use technology; and

¢) Whilst Telstra has plans to upgrade to an NGN technology this will not happen in
the timeframe of the undertaking; and

Optus contests each of the above points.

It is wrong for Telstra to claim that it has modelled its network at midnight on 1 July 2006.
In fact the current undertaking is based on a roll-forward of the output from the PIE II
model used to support previous undertakings submitted by Telstra. In reality PIE II is based
on a network architecture that was current in 2000. The design assumptions made in 2000
have not changed, only the data inputs have been updated through various versions of the
model. In this respect Optus notes the following statement in Telstra’s submission in
support of its undertakings. '

! Telstra submission 22 March 2006, para 44 page 13
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“ The PIE II model was initially built to cover a_four year period from 2000/01 to
2004/05. In order to estimate the cost of the IEN in 2006/07 and 2007/08 the
Jfollowing key parameters have been updated in the PIE Il model:

(a) physical volumes;
(b) Weighted Average Cost of Capital, and
(¢c) changes in the replacement cost of assets.”

Telstra clearly has not modelled a network for any of the years for which the undertaking
applies to.

Even had Telstra designed the network at “midnight on 1 July 2006, Optus do¢s not accept
that it is reasonable for Telstra to simply pick a date and mode] a network based on
technology available only at that point in time. For the purpose of an undertaking which
runs for 2 years, as a minimum it would be reasonable for Telstra to reflect cost savings it
is likely to realise during that period. Such cost savings could result from the deployment
of new technology, systems changes, staff reductions and improvements in operational
processes. That is, Telstra’s model should reflect a measure costs not at a single point in
time but over a period.

In its investor briefing of November 2005, Telstra announced it plans to re-base the costs of
the company. In particular, Telstra announced that it planned to:

a) Undertake a major upgrade of its network with the implementation of an IP
technology in its core network;

b) Reduce its workforce by 10,000 to 12,000;

¢) Undertake a major overhaul of its existing systems with the removal of many
legacy systems.

Each of the above initiatives is being undertaken to drive reductions in Telstra’s cost base.
In its October 2006 Investor briefing, Telstra announced that its initiatives are well on track
and are already delivering cost benefits.

On Telstra’s planned NGN roll-out, Gregg Winn Telstra’s Chief Operating Officer noted
that;

The intent of our wireline transformation is to create a fast, scalable platform and
an industrial strength platform from which we can deliver high-value services with
extraordinary reliability and low unit costs. The heart of this new platform is our
new single IP/MPLS core which replaces our current dual core multi-architecture
infrastructure. It is faster than it was before: 77 times the speed. We are running at
92 terabytes per second instead of 1.2. It is cheaper, about 40 to 60 per cent
cheaper lower costs per quart.

1t is simpler: we have 28 core routers instead of 52 legacy routers, and it has better
redundancy, scalability and coverage than any of our competitors’ core nerworks.
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The program is ahead of schedule. We have already completed building all 18 sites
across eight cities well ahead of our plannet{ time line. We will have full migration
of all of traffic completed by mid-year 2007.

On its staff reduction programme, Sol Trujillo Telstra’s Chief Executive Officer notes that;

You heard us talk in August through the end of June we had reduced our full-time
equivalence by 3,800 plus, FTEs. Right now, through the end of August, adding July
and August, which we will disclose as new numbers in John's presentation, we're
now around 5,000 FTEs that we have taken out of the business.”

On Telstra’s IT implementation plans, Gregg Winn noted that;

Another major part of the IT environment is our data centres, where we have
recently negotiated a major new contract with IBM. This contract will deliver
almost 8300 million in savings over the next six years and has the flexibility we
need to accommodate the changes to our IT infrastructure as we drive it through
the transformation. The project is on schedule with all key milestones met and is on
track to be completed by December 1 of this year.”

The above quotes clearly indicate that Telstra’s transformation plans are already delivering
key savings in the very first period of its undertaking. It would be entirely reasonable and
appropriate for these to be taken into account in its PSTN costing. So that there can be no
claim that Optus has selectively quoted Telstra, we have attached the relevant transcripts
from Telstra’s Analyst briefing at its 2006 Investor Day.

Optus does not accept Telstra’s contention that NGN is an unproven technology. NGN is a
term that has broad application and captures many technologies at different layers within
the network architecture. For the carriage of voice traffic, however, it usually implies the
upgrade of the core network to IP technology and the deployment of softswitches to replace
the existing Time Division Multiplexing (TDM) based circuit switches. It is misleading for
Telstra to claim that NGN technology is not mature and proven, since it is being deployed
on a large scale around the world. Whilst the implementation of softswitch technology is a
more recent development, many carriers and ISPs have already migrated their core
backbone technology to IP to realise lower unit costs of voice carriage over their backbone
network whilst maintaining a front-end TDM interface on the access network (i.e.
transparent to the PSTN end-users).

In January 2004 Verizon, one of the largest telecommunication companies in the US,
announced its intentions to deploy softswitch technology in its wireline network so
building upon its earlier adoption of IP technology:

Verizon also plans to begin replacing many of its traditional telecom switches with
Nortel’s VolP equipment in its local and long-distance voice wireline networks
later this year. As deployment gets under way, the company will offer one of the
industry’s most comprehensive suites of VoIP and multimedia services. The
company expects that its next-generation network will be the nation’s largest

: Transcript of Analyst Briefing at the Telstra Investor Day, page 18
} jbid, page 3
*ibid, page 20
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converged network, capable of simultaneously handling voice, data and video
transmissions,

Verizon began deploying similar technology in its network in 1999, with VolP
gateway switches for some long-distance companies. In 2002, Verizon began
installing similar technology in parts of the company s inter-city network and a
year later deployed the technology in segments of the company s long-distance
network. ’

In the UK, BT announced its plans to deploy NGN architecture in June 2004. BT indicated
that migration of customers would commence in 2006 with the majority completed by
2008.

An early deliverable of this transformation is the first phase of the migration of
services from the existing UK public switched telephone network (PSTN) to a multi-
service internet protocol (IP) based network which will carry both voice and data
services.* As a precursor to large scale migration of voice and other PSTN based

services from 2000, the first stage will involve the bypass of the core PSTN network
link between two major network nodes at C‘ambrzdge and Woolwich. An extension
is planned later to Faraday exchange in London.’

France Telecom announced that it had commenced NGN implementation in 2004,

It is clear, therefore, that even taking Telstra’s restrictive approach TSLRIC cost
modelling, Optus submits that at “midnight on 1 July 2006” best in-use technology should
incorporate NGN.

Finally on this matter, Optus notes that Telstra has misrepresented the position on NGN.
Optus accepts that NGN technology will not fully replace all components of the PSTN
circuit switched network. It is acknowledged that parts of the local loop network may not
be updated. Nevertheless, key components of the PSTN are capable of and are being
replaced with lower cost technology. Implementation of such changes is already advanced
around the world and it would be reasonable to anticipate sorne of those changes in
Telstra’s cost model

Other matters raised in Telstra’s submissions of 20 October

In response to complaints that the PIE 1T model could not be run Telstra notes that
(paragraph 31) Telstra indicates that:

iﬂl&l%_efs&i
hm,‘[m'w francetelecom com/en/finapeials/investors/presentations/other/att00002433/ITN_Mis. 0§ 01 19

final 1 by 1.pdf-
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Telstra has made this model widely available to interested parties and has provided
extensive documentation on its features. In order to further assist the Commission and
others in understanding how the adjustments to volumes and prices affect the unit prices,
Telstra is also providing an additional spreadsheet.

In response, Optus notes that no additional spreadsheet has been provided by Telstra.
Further, the documentation Telstra refers to only provides an overview of its approach to
costing the PSTN and the input assumptions used. It does not in anyway provide even a
very sophisticated user with the ability to understand how the model works.

Historic costs

At paragraph 105, of its subrnission Telstra challenges the fact that the ACCC eliminated
certain costs from Telstra’s RAF accounts to produce a unit cost for PSTN OTA on a
historic cost basis. In particular, Telstra challenges the removal of [e-i-¢| worth of product
and customer expenses. Optus submits that for an established commodity service such as
PSTN OTA there should be no product or wholesale customer costs. It is entirely
appropriate that these are eliminated.

Proposed pricing is not a bundle

At paragraph 123, Telstra states that it “rejects the notion that the proposed pricing
framework represents a bundle or a *package’™.

This statement is not consistent with Telstra’s commercial position. [¢-i-c]
Two Part Tariff

Telstra implies at paragraph 169 that Optus supports its two part tariff approach for PSTN
OTA. Optus wishes to confirm that it does not support Telstra’s approach.

Other matters

In December 2005, Telstra submitted an undertaking for the ULLS service which uses the
same or fundamentally similar PIE I model to support its proposed price for the ULLS.

[e-i-¢]

Telstra’s ¢laims on ULLS should not be acccptcd as it would be totally unreasonable to
include any proportion of IEN costs in ULLS prices. If, however, Telstra’s claims are
accepted then PSTN OTA prices should be adjusted downwards.

Commercially agreed prices

|c-i-¢]

Yours sincerely
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Attachment 1

Transcripts Telstra Analyst Briefing
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