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A lntroduction

The TEA model is o revolutionorg, best-in-wortd model thot occurotelg cotculotes the
costs of providing ULLS, hovin gregord to millions of doto points thot detoil 584 reot
exchonges ,7,532,793 recl lines, ond7,489,427 network structure points olong reol
network routes. Unlike previous models, the TEA model does not relg on hgpotheticol
ond unreolistic ossumptions in relotion to where the network is ploced. Models bosed
on hgpotheticol ossumptions ore fundomentotlg erroneous os theg ossume cobles
ond conduit run through buitdings, ocross footboll ovols ond through rivers.

lnsteod the TEA model uses o much more occurote bosis from which to colculote costs
- Telstro's octuol network routes. The TEA model is bosed upon the best doto
ovciloble, doto extrocted from o world closs engineering dotobose sgstem. lt
meosures distonces between reol geogrophic points with extroordinorg occurocy. The
doto is then refined to design o new telephone network with neor perfect efficiencg,
provisioning copocitg finetg colibroted to motch existing demond, ond incorporoting
best-in-use equipment, engineering proctices ond construction techniques in use
todog.

lmportonttg, Telstro hos ensured the TEA model is flexible, tronsporent ond oll
colcutotions ore well documented. lf imperfections in the design of the TEA model ore
discovered bg the ACCC, occess seekers or Tetstro, theg cre fixed; odjustments ore
mode; the model is improved. lndeed, over the lost severol weeks, the ACCC ond
Telstro hove discussed the significonce of eight bugs found bg the ACCC ond Telstro in
v1.0 of the TEA model. Telstro found thot these bugs chcnged the result of the TEA
model bg tess thon 1.57o of the originol cost estimote (o reduction of 66c fromS49.27
to $48.61). Telstro subsequentlg releosed vr.r of the TEA model to the ACCC ond
interested porties with these bugs remedied. Telstro repeots in this submission its
request for oll interested porties to notifg Telstro of ong issues or concerns theg might
hove with v1.0 or v1.1 of the TEA model. To dote, no porties hove notified Telstro of
ong issues nor hos Telstro discovered ong itself, other thon the issues remedied in v1.1
of the TEA model. Notwithstonding, Telstro wil[ respond to ong odditionol issues thot
orise os theg orise.

White improvements hove been mode ond bugs fixed, Telstro expects thot different
porties will hove different views os to the oppropriote inputs into the TEA model ond
thot, overtime, porties might develop more robust estimotes of those inputs. The TEA
model occommodotes this bg ensuring users con enter different inputs fortheir own
runs of the TEA model. However, chonges to inputs should not be confused with
chonges to the construct of the TEA model itself.

To respond to severol of the questions in the ACCC's discussion poper, Telstro hos
token the opportunitg to undertoke seporote studies to support the originol estimotes
of inputs into the TEA modet. Some of those studies hove produced more occurote
volues for the inputs into the TEA model.

ln the cose of distribution trench shoring, Telstro's defoult input needs to chonge such
thot the cost result wilt foll (see the discussion on 'trench shoring in the distribution
network' in section B.z). Converselg, in the following coses, odditionol studies
detoiled in this report show thot Telstro's originol volues understote the cost of ULLS:

o Moin network ond IEN trench shoring;
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. Trench shoring in new estotes; ond,

o Looding Foctor for indirect overheods.

Furthermore, os foreshodowed in Telstro's report on the WACC doted 4 Apr¡l 2008,
Tetstro hos olso updoted its defoult inputs for:'

o The cost of equitg (updoted to 13.93%); ond,

o The cost of debt (updoted to 8.43o/o).

Regordless of chonges to defoutt inputs, for which different porties ore likelg to hove
different views, v1.1 of the TEA model is o robust ond tronsporent model thot hos the
ftexibilitg to oltow different users to chonge inputs ond test the impoct thot such
chonges hove on the cost of ULLS. As such, the TEA model is o suitoble model for the
ACCC's cssessment of Telstro's ULLS Undertoking.

B Telstro's Responses to the ACCC's Questions

8.1 Consistenca with the stondord occess obtigotions

Do gou thinkTelstro's ULLS description is more limited thon the ULLS Dec]orotion to the
extent thot it woutd offect the obilitg of Telstro to meet its SAOs? lf so, provide exomples of
potentiol situotions where gou considerthe ULLS service os described bg Tetstro would not
fott within the scope of the Declorotion for the declored service.

Telstro notes thot the ACCC hos stoted thot Telstro's ULLS service description involves
the use of o "continuous metallictwisted poir''. Such o reference hos been included in
previous undertokings but is not contoined in the 2008 Undertoking. This wording hos
been reploced bg o reference to on "unconditionedCommunicationsWire". A
Communicotions Wire is defined in the Undertoking os o copper bosed wire forming
port of o public switched network. This wording reflects the wording in the ULLS
Declorotion.

Telstro's ULLS service description in the Undertoking is consistent with the service
description contoined in the ULLS Declorotion. There ore some ospects of the Tetstro
service covered bg the Undertoking which ore more limited thon the ULLS Dectorotion
description. For exomple, the Undertoking ontg specifies chorges for o ULLS
connected ot on exchonge building in o Bond 2 exchonge. However, these motters do
not creote onqinconsistencies with the SAOs ond do not impoct on Telstro's obititg to
meet its SAOs.'

There ore no situotions where Telstro's description of the ULLS service wilt not foll
within the Declorotion description. ln the event thot on occess seeker wos to seek

1 Telstro's report Weighted Averoge Costof Copitot.
' ln ¡ts ossessment ofTelstro's 2005 ULLS Undertok¡ng, the Austrolion Competition Tribunol noted thot there were differences
between the description of ULI-S in the Undertoking ond the service description in the UILS declorotion ond concluded thot
"[n]othingturns on these differencesosthe ULLS supplied bgTelstra fallswithinthe desuiption ofthe ULIS inthe declorotions":Telstro
Corporation Ltd(No 3) [2007] ACompT 3,pager7.
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occess to o form of the declored ULLS which is not covered bg the Undertoking then it
is open to the occess seeker to reoch commercioI ogreement with Telstro on the terms
of supptg of thot different form of the declored service or, if ogreement connot be
reoched, the occess seeker could osk the ACCC to orbitrote.'

lf gou considerthot Telstro's Undertoking should specifg requirements, reloting to the
provision of equivolent supptg, quotitg ond foutt hondling of the declored service, provide
exomple(s) of terms thot ore consistent with the obligotion of providing equivolent supplg,
quotitg of se¡vice ond foult hondling performonce.

As set out in Tetstro's Undertoking (ot 3.2(o)), the Undertoking does not specifg olt
terms ond conditions on which Telstro wilt comptg with the SAOs for ULLS." The ACCC

hos ocknowtedged in its discussion poper thot this is not necessorg ond thot the
obsence of terms ond conditions obout certoin motters does not moke on undertoking
inconsistent with the SAOs.

Further, the obsence of terms ond conditions specifging how Telstro will sotisfg its
obligotion in respect of equivolent supptg, quotitg ond foult hondling of ULLS should
hove no beoring on the ACCC's ossessment of the reosonobleness of the Undertoking
os:

o The Undertoking is not required to be exhoustive;s

o Ang relevont motters that ore not oddressed in the Undertoking could be
settled bg commerciol negotiotion or, foiling thot, in oppropriote
circumstonces, bg the ACCC in on orbitrotion; ond

o Section 1528V(2)(d) provides thot the ACCC must be sotisfied thot the
terms ond conditions specified in the Undertoking qre reosonoble. None
of the terms ond conditions specified in the Undertoking con be soid to be
unreosonobte due to the obsence of terms ond conditions regording
equivotence.

Do gou think the POI ond Network Boundorg described in the Undertoking is consistent with
the SAO to permit interconnection of focilities? lf not, pleose exploin, ond propose olternotive
terms thot gou consider ore consistent with the SAOs.

The description of the POI ond the Network Boundorg in the Undertoking ore
consistentwith the SAO to permit interconnection of focilities. As noted obove, whilst
some ospects of Telstro's ULLS service description ore more limited thon the
Declorotion description, this does not creote ong inconsistencies with the SAOs,

including the 5AO to permit interconnection of focilities.

3ThishosprwiouslgbeenocknowledgedbgtheCommission: ACCC,ÁssessmentofTelst¡o'sULLSondLSSmonthlgchorge
undeûokinç Finol Decision, D€cember 2005, poge 18; ond ACCC, Æsessment ofÍelstra's ULLS monthlg chorge undertoking, Finol
Decísio4 August 2006, poge 30.
t The foct thot on undertoking does not spec¡fg oll terms ond condit¡ons ¡s contemploted bg the Act: see the note to section
1s285(1) ond section 1s2AY(2XbXii).
s Re Optus Mobile Ptg Ltd andoptus Networks Ptg Ltd [2006] ACompT s (22 November 2006) ot 52 - 53.
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Telstro olso notes thot its descriptions of the POI ond Network Boundorg in the
Undertoking ore lorgely the some os the descriptions in previous ULLS undertokings
where the ACCC occepted thot Telstro's POI ond Network Boundorg descriptions ore
consistent with the lnterconnection SAO.6

Should the Undertoking contoin furtherterms ond conditions reloting to the provision, timing
ond content of bitting informotion? lf not, pleose provide reosons for thot view. lf so, pteose
propose otternotive terms thot gou consider ore consistent with the SAOs.

The terms ond conditions in the Undertoking do not include terms decling with the
provision, timing ond content of bitting informotion ond it is not necessorg for the
Undertoking to do so. ln thot regord, Telstro refers to its comments obove, thot is, the
ACCC ocknowledges thot the Undertoking is not required to be exhoustive ond the
obsence of terms ond conditions obout certoin motters does not moke on undertoking
inconsistent with the SAOs. Telstro's previous ULLS undertokings hove simitorly not
included terms ond conditions in relotion to the provision, timing ond content of
bitting informotion ond the ACCC occepted thot the Undertokings were not
inconsistent with the bitting informotion SAOs.'

Further, the obsence of terms ond conditions in relotion to bitting does not hove the
consequence thot the terms ond conditions which ore contoined in the Undertoking
ore unreosonoble. ln thot regord, Telstro repeots the motters discussed obove. Thot
is:

The Undertoking is not required to be exhoustive;8

Ang relevont motters regording the declored ULLS thot ore not oddressed
in the Undertoking coutd be settted bg commercioI negotiotion or foiling
thot, in oppropriote circumstonces bg the ACCC in on orbitrotion; ond

Section 1s2BV(2Xd) provides thot the ACCC must be sotisfied thot the
terms ond conditions specified in the undertoking ore reosonobte. None
of the terms ond conditions specified in the Undertoking con be soid to be

unreosonoble due to the obsence of terms ond conditions regording the
provision, timing ond content of b¡tt¡ng informotion.

The non-price terms ond conditions in the Undertoking which hove not been
oddressed in the obove discussion include ovoilobititg, cobte plont informotion,
industrg stondords ond cccess seeker obligotions, focilities occess ond end user
bitting. Telstro notes thot oll of these terms ond conditions hove been contoined in
previous ULLS undertokings ond in respect of those undertokings the ACCC occepted

t 
ACCC, Assessme nt ofÍelstra'sULlS andLSS monthlg chorge undeftokings FinolDecision, Dec€mber 2005, poge 19; ond ACCC,

AssessmentofTelstro'sllLlSmonthlgchorgeundertaking,FinolDecisio4August2006,pcae3l. ThedefinitionsofthePOlondthe
Network Boundorg ¡n the current undertoking include the following two po¡nts of difference from those in the undertokings the
subjectofthe2005ond2006Dec¡sions: (t)theinsertionofword"ossocioted"inthedefinitionofthePOl ond(2)thereploc€ment
of"Telstronetwork"with"EndUse/'inport(o)oftheNetworkEoundorgdefinition. Thesemodificotionsdonotprovideong
bosis for o deporture from the Commission's previous ossessment thot Telstro's non-price terms ond conditions ore consistent
with the lnterconnection SAO.
t ACCC,ÁssessmentofÍektro'slJLlS andLSS monthlgchorge undeûakingsFinolDecision, December 2oo5 pcge 20; ond ACCC,

Assessment ofTelstro'sULLS monthlg chorge undertoking, FinolDecisioa August 2006,Poge32.
8 

Re Optus Mobile Ptg Ltd ond Optus Networks Ptg Ltd [2006l ACompT s (22 November 2006) ot s2-s3.
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thot the terms ond conditions were consistent with the SAOs.e There ore no
circumstonces thot would worront o deporture from thot position.

8.2 Abititg to properlg ossess the TEA modet

ls the documentotion provided bg Telstro sufficiently comprehensive ond cleorfor porties to
understond ond novigote the TEA model? lf not, indicote whot other informotion gou require
to be oble to ossess the TEA model.

The documentotion provided with the TEA model is comprehensive, verg detoiled,
cleor ond eosy for on occess seeker ond their odvisors to understand. The model
documentotion includes:

Access Network Dimensioning Rules, which detoils the engineering rutes
used to design the network;

TEA Model Documentation, which detoils the formutos ond colculotions in
used to implement the engineering rules ond cotculote the monthtg ULLS

costs; ond,

TEA Model User Monuol, which provides o detoiled description of how to
operote the model.

This model documentotion provides more thon odequote information to evoluote the
TEA model ond goes begond the stondord thot hos often been opplied bg other
porties. For instonce, the documentotion for the ACCC's cost model for mobile
networkslo does not set out the formulos used to provision ptont ond equipment.
Interested porties ore, os o consequence, unoble to verifg how the engineering rules
ore imptemented in thot mode[. Telstro hcs ensured that its documentotion hetps
interested porties in reviewing the TEA modet bg setting out ond exploining the
colculotions in the model, including how engineering rules ore implemented ond
indexing the documentotion bock to the octuol modet for eose of reference (see, for
exompte, Attochment 1 to IEA Model Documentation).

ls the TEA model sufficientlg flexibte to ollow reosonobte ronges of volues for keg porometers
to run different scenorios ot on oppropriotetg disoggregoted level? lf not, provide evidence to
support gour reosons.

The TEA model mokes use of Microsoft Excel spreodsheets, which offords users o high
degree of ftexibilitg in testing olternotive opprooches. The user odjustoble input
voriobles in the TEA model ollow for comprehensive sensitivitg testing ond onolgsis.
For exomple, poges 57 to 90 of the TEA Model User Guide identifg the more thon 700
inputs thot con be odjusted bg the user ond exploins howthese con be chonged.

e 
ACCC, Ássessm ent ofTelstro's lltts ond t55 montl¡ lg chorge undertokings Finol Decision, December 2005, poge 2o; ond ACCC,

AssessmentofTelstra'sULLSmonthlychoryeundeftoking,FinalDecisio4 August2006,pdge34;ACCC,ÁssessmentofTelstro's
undertokìngsfor PSTN, ULLS ond L(5, Droft Decision, October 2004, poge 29.
!0 WIK-ConsultGmbH,MobileTerminationCostModelforAustrolio,Jonuorg20oT.
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Telstro hos developed the TEA model to ensure, to the greotest extent possible, thot
inputs ore internollg consistent for o reosonoble ronge of these voriobles. Hence, if o
user chonges one input within o reosonoble ronge, the other inputs will chonge to
mointoin the internol consistencA in the modet. White Telstro hos mode efforts to
ensure consistencg between input votues, if those inputs ore odjusted to unreolistic
volues, Telstro does not guorontee thot other inputs wil[ remoin internolly
inconsistent.

Furthermore, Telstro met with the ACCC on o number of occosions in odvonce of
releosing the TEA modeI to discuss the input voriobtes in the TEA model ond trusts
thot the finol solution provides the oppropriote bolonce between complexitg ond
ftexibititg.

Does the TEA model identifg olt relevont porometers required to ossess the cost outcomes? lf
not, provide evidence to support gour reosons.

The TEA modet ond the retoted documentotion identifg otl relevont porometers
required to ossess the cost of ULLS. Appendix A of the TEA Model User Guide lists the
inputs thot con be chonged bg users of the modet in the user interfoce.

Wherever o porometer hos not been described in the inputs sheet it reflects on
inherent propertg of the network ond is not expected to be chonged. The following
exomples ctorifg this point.

One interested portg osked whether two porometers in the 'Cost Catculotor
Distribution'worksheet of the Cotc Engine hod been inodvertentlg teft out of the
inputs sheet. The first porometer (0.88) is in cetls D11 to D14. The reciprocol of this
porometer (0.12) indicotes the proportion of times thot onlg one cobte can be houled
through the some conduit ot the some time. Since the cost for houling cobte is the
some when two cobles or one cobte is houted through o conduit, !2o/o of the time there
witl be no odditionol cost for houling o coble. Apptging the .88 foctor eliminotes the
t2%ø of the costs thot con be ovoided bg houling two cobles ot the some time. The
volue is estoblished by identifging number of times two cobtes con be houled ot the
some time bosed on the modelled network. Chonging this porometerwill meon the
TEA model is no longer internollg consistent. For this reoson, the porometer wos not
mode on input. The second porometer (8) is in cell Czg of the some worksheet. The
number 8 reflects the number of leod-ins served bg o joint. Chonging this volue would
require chonges to the engineering rules. In porticutor, increosing the volue to, sog 12,

would require the TEA model to be chonged to odd more coble, conduit ond trenching
to corrg the odditionol ¿ leod-ins back to the joint. Hence, o chonge to thot porometer
olone woutd meon the TEA model is no longer internollg consistent. For this reoson,
the porometerwos not mode on input.

Do gou consider the formulos underlging eoch individuol module (ond ong ossumptions
behind the use of these formutos ond modutes) to be sound? lf not, provide erridence to
support gour reosons.

As set out in Telstro's letter to the ACCC doted 15 Jutg 2008, the ACCC ond Telstro hove
identified o number of smolt bugs in v1.0 of the TEA model. These bugs hove been
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fixed in v1.1 of the TEA modet. The overoll impoct of the chonges mode wos 66c,
reducing the cost estimote from $49.27 to $48.61. Other thon os mentioned in this
document, Telstro hos not been informed of ong other errors identified bg the ACCC,

occess seekers or their odvisors.

lf ong portg hos questions or concerns in relotion to the formulos in the TEA model,
then Telstro woutd oppreciote those porties roising those questions with Tetstro (ond
the ACCC), so thot the model con be expeditioustg modified to reflect snU necessorg
chonges.

Do gou considerthe reoctions of the modetto chonges in volues of keg inputs to be consistent
bosed on gour experience, economic intuition ond finonciol principtes? lf not, provide
evidence to support gour reosons.

Chonges to the resutts of the model ore consistent with Tetstro's experience,
economic intuition ond finonciot principles.

Do gou consider there ore ong internot inconsistencies in the model or the formutos? lf so,
provide evidence to support gour reosons.

Telstro hos invested significont time ond resources into ensuring thot the TEA model
conforms to occepted TSLRIC+ modelling principles. This includes ensuring thot the
modet design ond ossumptions reftect reol-wortd informotion obout the environment
in which the network must exist. Onlg bg reflecting the reol-world environment in
which Telstro operotes con o reosonoblg occurote estimote of the TSLRIC+ of the
network be obtoined. Telstro hos investigoted, in detoi[, the reolities which undertie
the ossumptions ond opprooches odopted in the modelll ond oligned them with
TSLRIC+ principles to ensure thot the TEA model is occurote, coherent ond internollg
consistent.

As discussed obove, Telstro hos mode severoI smotl corrections to v1.0 of the TEA
model. With these chonges, Telstro believes there ore no internol inconsistencies in
vl.1 of the TEA model. However, if ong portg to this proceeding identifies oreos where
the model con be improved, Telstro stonds reodg to moke such chonges, if
oppropriote.

8.3 Telstro's proposed UILS monthlg chorge

Do gou consider the TEA model copoble of producing reosonobte TSLRIC cost estimotes
hoving regordto the legislotive criterio set out in section 1524H?

The document Ielstra3 ULLS Undertoking is Reasonoble demonstrotes thot TSLRIC+
bosed prices ore reosonoble with respect to the legislotive criterio set out in s152AH of
the TPA (see section C.2) consistent with the ACCC's view on this motter. Thot report

!t 
See for exomple the stotements of fi ond I on the Coble Plont ond Record dotobose (CPR2) from which copper route

lengths ore extrocted.
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andTEA Model Overview demonstrote that the TEA model complies with TSLRIC+
principles. ln porticulor, the TEA model reflects:

o Totol Service - the TEA model estimotes the bond 2 costs of o[[ elements
of o CAN thot ore, or oÍe oble to be, ocquired bg occess seekers when theg
purchose the declored ULL service (os defined in the Undertoking) from
Telstro;

. Long-run Incrementol Costs - the TEA model identifies ofresh o[[ the
network elements thot ore required for the suppty of ULLS (os defined in
the Undertoking) ond meosures their current cost, toking into occount
shoring of costs common to other services or providers ond inctuding o
contribution to operotions ond mointenance ond indirect costs; ond,

o Forword-tooking efficient costs - the TEA model is bosed on the ongoing
costs of supplging ULLS using efficient meons of supptg ond technologies
thot ore currentlg in widesprecd commercioI use.

TheAccess Network Dimensioníng Rules document sets out the engineering rules for o
new, forword-looking sopper network. The selection of eoch design rule is supported
bg the stotement of Ü. Those costs for plont ond equipment usèd ¡n the TEA modet
oie detoil.ed in the stotements of üÜ ond Ü. Other reloted efficient cost inputs
ore exptoined in the stotements of Ü ond I ond Telstro's Operations ond
Maintenonce and lndirect Cost Foctor Studg.

White different porties might hove different views os to whether ong porticulor input
into the TEA model reflects TSLRIC+ principtes, the TEA model itself is copoble of
producing reosonoble TSLRIC+ cost estimotes. ln ong event, Telstro considers thot the
defoult volues (updoted os described in this document) when used in the TEA model
ore copoble of, ond do, produce o reosonoble TSLRIC cost estimote hoving regord to
the legistotive criterio os set out in section 152AH.

Do gou consider the model tokes occount of existing ond future demondt Do gou consider this
retevont in considering whether the cost model is copobte of producing reosonobte TSLRIC

cost estimotes?

The TEA model colculotes the forword-tooking efficient investment cost of the CAN

cnd divides thot cost bg the current number of active lines. The investment cost is

then onnuolised over the future lives of the ossets. The TEA model does not toke into
occount the forecost dectine in future demond. This is conservotive for the following
reosons.

First, the number of octive lines is expected to foll. Over the period 2003-04 to 2006-07,
demond for existing occess lines on Telstro's network (retoil ond wholesole bosic
occess, ond ULLS) hìs fotten on overoge Ug ] per geor. This is consistent with ACMA
findings in o recent report on fixed to mobite convergence thot the number of
Austrolion fixed voice lines (ocross oll fixed networks) peoked in 2004 ond hos been in
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steodg decline since then.tt G¡ven the CAN is mode up of mostlg fixed costs, the unit
cost of the CAN would be expected to increose os demond folls.

Conversetg, it con be expected, ond it hos been Telstro's experience, thot there wilt be
some new estotes thot ore developed in the second ond third geors of the
Undertoking period.l3 Additionot new estotes would tiketg be provisioned ot o lower
incrementol cost thon the overoge cost of oll lines. However, even if oll SlOs in new
estotes were to be provisioned with fu[[ copper paths, the effect of new estotes in the
second ond third geors of the Undertoking period on the averctge cost of ULLS would
be for outweighed bg the effect of continuing dectine in demond for existing Bond 2
occess tines over the same Ueors. ln 2006107, the number of lots developed in Bond z
green-fietd new estotes os o percentoge of totot bond z SlOs wos }o.to However,
over the period 2oo3-04 to 2006-07, demond for existing occess lines on Telstro's
network (retoil ond wholesole bosic occess, ond ULLS) hos fotten on overoge bV|]t"
per Ueor, ofter occounting for new estotes odded over the some period. This trend is

expected to continue overthe period of the Undertoking. Thus, even if the CAN in new
estotes wos costless (whereos in foct the onlg soving ovoiloble in new estotes is in the
cost of the trenching) the overoge cost of ULLS woutd stitl increos ebg]"due to the
dectining demond.15

Second, the preponderonce of costs ossocioted with the provision of CAN services,
including ULLS, ore inherent in the moteriol ond plocement costs of conduit ond
copper cobles. The overoge cost of constructing o replocement network con onlg be
expected to rise if the costs of lobour ond copper increose. Consequentlg, it is
reosonobte to expect the unit TSLRIC+ of ULLS to increose or of the most remoin stoble
in 2oo9 ond zoto.

Third, since Telstro's Undertoking is bosed upon 2008 construction costs which ore
levelised over the life of the ptont for o network to meet current levels of demond,
theg are reosonoble ond conseryotive for the timefrome the Undertoking wilt be in
ploce.

Shoutd the ACCC consider the ossessment of onlg one port of the ULLS monthlg chorge (thot
is, not specifg the ULLS specific chorge)?

The TEA model estimotes ontg the network costs of ULLS ond not specific costs. The
TSLRIC+ costs of the network os colculoted bg the TEA model otone exceeds the
monthlg chorge which is the subject of the Undertoking. In view of the regulotorg
regime ond the desire to ovoid on industrg 'rote shock', Tetstro hos mode o
commerciol decision to provide on Undertoking for o S30 monthlg chorge in orderto
secure some price certointg. Hence, the quontum of ULLS specific costs mokes no
difference to the ossessment of the reosonobleness of Telstro's ULLS Undertcking.

However, should it be necessorg to ossess ULLS specific costs, for the recent pricing
principles ond indicotive prices for ULLS, the ACCC colculoted ULLS specific costs ot

!'z 
ACMA lzooo¡, Fixed-rn obile convergence and lixed-mobile substitution in Austrolþ Julg 2008.

tt For on exomple qf the existence oÌ nelv estotes in the trench shoring context, see thi stotement of [,tt Stotement of fi, porogrophs t ond I of Annexure ft,t5 All other thinqs constoni, ¡fihe denominotor of o fro-ction (number of lines) decreoses bg þ then the frcction (or overoge cost)
will increose bgþ
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52.45 per month. Telstro does not ogree with thot estimote ond considers thot the
ACCC's modetting of ULLS specific costs hos some serious shortcomings, os hos been
set out in submissions for other proceedings.

Therefore, if the ACCC is concerned to be oble to colculote the network ond ULLS-
specific cost components of the ULLS, ¡t con do so using the TEA model ond its specific
costs model. ln ong event, the foct thct Tetstro hos not included o specific costs
component inits cost colculotions is no bor to the ACCC considering ond occepting the
Undertoking.16

8.4 Network design ond engineering rules

Do gou consider the modet opplies best-proctice, forword-looking engineering proctices to
determine plont ond equipment requirements for providing ULLS? ln discussing this issue,
interested porties ore osked to oddress the relevont stotutorg criterio in their comments.

The TEA model opplies best-in-use ond forword-looking engineering proctices ond
determines the efficient quontities of plont ond equipment thot ore necessorg for o
ULLS network. The engineering rules opplied in the design of the efficient network ore
set out in theAccess Network Dimensioning Rules ond the opplicotion of those rules is
documente d in TEA Model Documentation.

ln oddition to the obovementioned submissions, occomponging this submission is the
stotement of Ü. Thot stotement shows, bg detoited referencã to eoch of the
engineering rutes, thot those rutes reflect o best proctice, forword-looking
engineering opprooch thot would be odopted bg o network constructor building such
o network todog.

Since the TEA model colculotes best-proctice, forword-looking ond efficient costs,
prices bosed on such colculotions ore consistent with the stotutorg criterio.lT

ls o model bosed on the octuot existing Telstro network tiketg to generote cost estimotes thot
ore forword looking ond efficient (ond therefore in line with the section 1524H criterio)?

The concept of TSLRIC+ is meoningtess in ong procticol sense unless it tokes into
occount the unchongeoble phgsicot constroints within which the service must be
provided ond which ong competitor or network builderwould undoubtedlg foce. A
CAN must reoch end-user customers in fixed locotions ocross the network. lt must do
so toking its surrounding phgsicol environment os given. While the long-run noture
of TSLRIC+ mog require the foctors of production to be vorioble, the procticol
geogrophic constroints focing the network ore not vorioble. A TSLRIC model thot does
not toke these foctors into occount will not reflect the efficient costs of supplg nor
would it reflect the octuol services supplied.

The TEA model is bosed on the cctuol conduit routes between end-user customers ond
pillors, ond between pillors ond locol exchonges. This opprooch tokes into occount

'6 Re0ptusMobile Ptg LtdondOptusNetworksPtgLtd [2006] ACompT I (22 November 2006) ot ts2l - [53].
'7 See,forexomple,ACCC(1997),AccessPricingPrinciples-Telecommunicotions:AGuide,Jutg1997,ACCC(2007),ltncondit¡onot
LocolLoop Service (ULIS) Finol P¡icing Principles,November 2007, ond ACCC (2008), Unconditioned LocolLoopSemice Pilcing
Principles ond lndicat¡ve Pñces, Jvne 2008
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the necessitg to ploce telecommunicotions focilities within rights of wog, invorioble
procticol ond geogrophic constroints of buitding o CAN, ond the costs thot on efficient
firm coutd octuoltg ochieve. To the extent thot there ore octuoI conduit routes thot
would not be rebuilt todog, the process bg which doto for otl coble routes is extrocted
from Telstro's Coble Plont Record Sgstem (CPR2) ensures thot such routes ore
removed.

The plont ond equipment in the TEA model reflect the minimum omounts required to
implement the best-proctice, forword-looking engineering ru]es for o sofe ond relioble
neiwork (not necessoritg octuot existing ptont onã equipment).18

Would these estimotes differfrom those of o hgpotheticot efficient forwordtooking [sic]
network?

The objective of TSLRIC+ pricing principles is to set prices ot tevels thot would occur in
o competitive morket. These costs ore not some hgpotheticoI construct thot ignores
reol world constroints of the environment in which new entront firms operote. Rother,
in the interests of sensible ond occurote decision moking, those costs must, when
possible, reftect the octuol ond reol environment in which the new entront would
build ond operote o relioble network with the some service potentiol os Telstro
serving the customers octuottg using the dectored service.

Cost estimotes from o model of o hgpotheticol network woutd tiketg differ from o

model bosed on o reol wortd network design. However, this is irrelevont for three
reosons.

First, using o hgpotheticol network design ond reolity-defging olgorithms such os the
Minimum Sponning Tree ond Steiner Node opprooches in o TSLRIC modet witl ontg
provide hgpotheticol ond reolitg-defging results. Such results, while hgpotheticol, ore
unliketg to reflect the forword-looking, efficient costs of supptging reoI services. For
instonce, TSLRIC estimotes derived from hgpotheticol models ossume thot trenches,
conduit ond coble con run through buitdings, rivers, porks, horbours ond other
obstocles.le Therefore, current prices witt not occurotelg reftect the efficient costs of o
new operotor unless trenches, conduit ond coble ore, in foct, obte to run through
buildings, rivers, porks ond horbours. Theg certointg ore not.

Second, the TSLRIC+ principle wos selected bg the ACCC os best sotisfging the
stotutorg criterio in sections 1524H ond tszAB. Thot is becouse TSLRIC+ is intended to
model, os best it con, the price which on efficient competitor, with o new optimol
network, would chorge for ULLS (or the price to which competition would tend
towords). Since ong competitor, including the most efficient, could not deplog o
network disregording the constroints of the reol world, nor recover its costs of supptg
¡f ¡t d¡d not chorge for the costs of deptoging o network in the reol wortd, o TSLRIC

model which tokes occount of the phgsicot environment in which o network would be

deptoged is inherentlg superior to o hgpotheticol model designed in ignoronce of the
circumstonces in which competitors woutd compete. Thus, it is inherentlg more tiketg

!t 
See the stotement of fi ond AccessNetwork Dimensioning Rules.

te felstro's lJnde¡toking is Reasonoble, Attochment r.
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to be consistent with the stotutorg criterio ond, therefore, promote competition.
Hgpotheticol models hove their uses, but onlg os o proxu for the reol wor]d in the
obsence of reol world doto.

Third, in ossessing Telstro's Undertoking, it is not the ACCC's stotutorg tosk to find on
olternotive model (hgpothetical or otherwise) thot con be used to derive o different or
the some result os the TEA modet.

Do gou consider Telstro hos used the oppropriote network ossets to model on efficient
fonrvord-looking network thot provides ULLS? Comment on whether the TEA mode] includes
costs thot ore legitimotelg incurred in the efficient ond forword-tooking provision of the ULLS.

ls there over-provisioning of etements in the network?

The TEA modet inctudes the necessorg ond oppropriote network ossets to model on
efficient, forword-looking network thãt con provide ULLS. ln his stotement, Ü
exploins in detoil the function of eoch network etement used in the TEA model, ond
whg the wog in which thot element is provisioned pursuont to the engineering rutes
represents the most efficient opprooch currentlg ovoiloble. lt is evident thot there is
no over-provisioning.

Provisioning of cobte (ond, indirectlg, conduit) is ochieved in the TEA modet through
the use of fill foctors thot define the moximum provisioning copocitg of o coble.
Seporote "fi[[ foctors" ore opplied to the moin network cobles ond distribution
network. The defoult volues for the fi[[ foctors ore 9o/o for moin cobte ond 600/ofor
distribution cobte. This impties, for exomple, thot when o 100-poir distribution copper
cobte reoches o point olong o conduit route where it is servicing 60 octive lines, then
onother coble must be instolled to service odditionol octive lines on the some conduit
route. Hence, o lower fi[[ foctor will tend to increose the number of cobles needed ond
increose the costs of providing the service ond vice verso.

As iltustroted in the toble below, the defoult fill foctor for moin coble in the TEA model
is higher thon internotionol regutotorg precedent, which implies thot, oll other things
the some, the TEA model results in o tower cost. The defoutt fitt foctor for distribution
coble is consistent with internotionol regulotorg precedent. Attochment 1 contoins
the sources for this informotion.

Toble 1: Summorg of moin ond distribution coble filtfoctors

Countrg Regulator Main coblefill
factor

Distribution
cable fillfactor

Austrolio TEA model 9Olo 60Yo

United Stotes FCC 65 - 80% 50 -75%
Stote Requlotors 7A - 80% - 507o

NewZeolond NZCC 80% 40 - 60%

Eurooe Vorious 75 - SOYo 65 - 80%

Ar Ü hos exploined ot porogrophs 271-2ts of his stotement, the fill foctor is
porticutorly importont in tight of Tetstro's Universol Service ("USO") obligotions. lt is
ontg bg meons of on oppropriote pre-provisioning thot the tight time fromes for
connection of services ond rectificotion of foultg services can be met. lf Telstro were

PUBLICVERSION

72



requ¡red to instoll new coble ond equipment for eoch new customer or to
occommodote foulty poirs in cobtes, the USO timefromes could not be met. ln ong
event, even without USO obligotions, the fil[ foctors represent on efficient bolonce
between the need to serve oll current end-users ond the copocitg for demond to
chonge in mognitude ond in locotion.

Pillors ore dimensioned betow their theoreticot moximum copocity to ollow for
mointenonce of foultg terminoI units.20 Bg wog of further explonotion, up to 9x1oo-
poir terminol strips con theoreticottg be instol]ed ¡n o 900-poir pittor. However, if olt 9
were instolled, mointenonce stoff would not be oble to occess the inner circumference
of the pittor without removing one of the terminol strips ond disconnecting lorge
numbers of customers. To ollow occess without service disruption, onlg 8x100-pcir
terminol strips ore instolled in o 900-poir pillor. Thus the working copocitg of o pillor is
800 poirs, to be shored between the moin network ond the distribution network.
Similor[9, onlg 8x200-poir terminol strips ore instolled in on 1800-poir pitlor, ollowing
for o working copocitg of r0oo poirs. The logic which informs this requirement is set
out ot porogîoptlt z+í-z+aond fotlowing of-[s] stotement.

The TEA model olso includes the leod-ins necessorg to connect customer premises to
the distribution network. The engineering rules reloting to leod-ins ore described in
Access Network Dimensioning Ruleíond in íhe stotemeníof fi.
ln previous proceedings, the ACCC hos stoted thot "leod-in costs are o legitimote
expense andthattl¡ose costs should be recovered"." However, the ACCC went on to
conctude thot the recovery of the cost of leod-ins should not be vio the U LLS monthlg
chorge becouse Telstro seporotelg levies c once off new service fee ($299 GST

inclusive) for connections ot premises where o telephone service hod not previouslg
been connected of the premises or where the connection requires o technicion to visit
ond undertoke cobling work. The ACCC conctuded thot this new seryice fee would be

sufficient to meet the costs of instotling leod-ins.

For c number of reosons, Telstro considers thot the cost of leod-ins should be

recovered in the ULLS monthlg chorge on o forword looking bosis.

First, the new service connection fee, together with other cotegories of connection
iee, ere reguloted vio the retoil price controls ond the ovoitoble evidence is thot these
fees do not generote sufficient revenue to recover the costs of effecting connection
(inctuding leod-in costs, where relevont). Forthe 2004105,2005/06 ond 2006/07 Ueors,
instollotion revenue for retoil ond wholesole end user occess under-recovered costs
bVft,þ ond 15, respectivelg. Furthermore, over those geors, the extent of this
under-recoverg for outweighs the component of costs specificollg ossocioted with
instolting teod-ins, meoning instollotion revenue is insufficient to pog for leod-in work
ofter oll other costs ore occounted for.

Second, os o motter of principle, it is oppropriote to recover leod-in costs vio the ULLS

monthlg chorge becouse instolling o teod-in results in o piece of telecommunicotions
infrostructure thot Telstro owns ond is responsible for, ond thot will provide service

to 
¡{ccess lrletwork Dimensioning Rules, poge r0.

tt 
ACCC (2007), ULLS Access dispute between Pr¡mus ond Telstro (monthlg chorges), Stotement of Reosons for Finol

Determinot¡on, December 2007, (Public Version), porogroph 508.
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for o consideroble period of time (zs geors). The infrostructure chorocter of leod-ins
con be reodilg distinguished from the churn-reloted charocter of other costs
ossocioted with connection, such os jumpering ond customer service, which mog hove
to be repeoted when the customer toking service ot o porticulor propertg chonges, or
when the customer elects to move from one service provider to onother. Of note, a
leod-in of o pcrticulor property con benefit o succession of customers over the life of
the leod-in whereos churn reloted connection octivities bring benefits onlg to on
individuol customer.

Third, Telstro hos not cotlected $299 in service fees for everg leod-in in bond 2, o sum
tototling opproximotelg two billion do[[ors (norwould it be possible for o new entront
buitding o competitive CAN to collect such o sum from service fees). Consequentlg, it
is unreosonoble to eliminote billions of dollors of Telstro's investments from on
oppropriote recoverg mechonism on the premise thot those costs hove been
recovered elsewhere.

For these reosons, both in practice ond in principle, the TEA model inctudes the cost of
leod-ins in its estimote of the TSLRIC+ for ULLS.

Do gou considerthot the monner in which Telstro hos optimised the distribution ond moin
coble routes is oppropriote to model on efficient ond forword-tooking model?

The moin ond distribution conduit routes in the TEA model ore efficient, given the reol
topogrophicol ond demogrophic constroints of connecting customers to the CAN. The
TEA model includes onlg routes necessorg to connect network serving structure
points to pillors ond, when multiple routes qre identified, onlg the route thot
minimises distonce is selected. Likewise in the moin network, onlg routes necessorg to
connect piltors ond moin-fed building terminols to the exchonge building ore
identified ond setected.

The TEA modet odopts the current tocotion of pitlors ond the existing DA design in the
network. This ensures thot the network ossumed in the TEA model is oble to provide
the following different forms of ULLS:

o The Futl-Loop ULLS - o metoltic poth from on end-user's premise to the
exchonge currentlg used bg occess seekers; ond

o The Sub-Loop ULLS - o metollic poth from on end-user's premise to the
pillor potentiollg relied upon bg competing proponents for the Notionol
Broodbond Network (N BN).

lf the TEA model did not use the current locotion of pillors, then the results would not
occurotelg reflect the cost relotivities between supplging both tgpes of ULLS (Fult-
Loop ond Sub-Loop). Bg wog of further exptonotion, if, for exomple, o portg other
thon Telstro wins the current Government tenderfor the NBN, theg will need to
ocquire from Telstro Sub-Loop ULLS ot olt ESAs to which theg intend to ro[[ out o fibre
to the node (FTTN) network. The prices for Sub-Loop would need to reftect the octuol
pillor locotion os the octuol pillor locotion would be the locotion where the NBN
provider wil[ interconnect with Telstro. At the some time, other porties will ocquire
Full-Loop ULLS from Telstro. lf Sub-Loop ULLS pricing is bosed on octuol piltor
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plocement ond Full-Loop ULLS pricing is bosed on hgpotheticol pitlor ptocement, then
the relotive cost of eoch wilt be distorted.

8.5 Costvoluotion

Do gou consider the cost estimotes reflect the 'reptocement' cost of network ossets, thot is do
theg:

o reflect the most efficient technotogg,

o reflect the competitive morket rotes for relevont plont ond equipment.

The cost estimotes from the TEA model reflect the efficient cost of replocing the CAN

using forword-looking, best-proctice engineering stondords ond plocement
procedures ond best-in-use equipment. lnformed bg ls geors of experience in
telecommunicotions network enqineering, ond with o sound knowledge of current
efficient network design proctice]fi hoã exploined whg the engineeiing rules reftect
current efficient best proctice for designing o CAN in bond 2 todog.

The rotes for plont ond equipment in the TEA model reftect Telstro's own externol
controctor rotes for the vorious construction and instollotion tosks covered

rocurement controcts.22

tt Stotement of fi, ot porogroph z.
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ln oll coses the prices included in theAccess Network Modelling Costing lnformotion ond
the cost input worksheets of the TEA model represent efficient competitive morket
prices for the goods ond services thot theg inctude. Therefore, the TEA mode[, in using
those rotes, colculotes the current morket price of constructing the network os

deploged in the model in occordonce with the dimensioning rutes.

The rotes set out the in the ! controcts ore hightg commerciollg sensitive. Telstrc
procures monU mittions of dollors worth of goods ond services pursuont to those
controcts onnuo[19. Therefore, the overoged prices hove not been providedto occess

seekers, but ontg to their odvisers ond to the ACCC, subject to confidentiotitg
undertokings.

A builder of o CAN would olso incur overheod directtg retoted to the deplogment of
the network, which it is oppropriote to copitolise. This inctudes the cost of network
plonning ond supervision. Accordingtg, Telstro hos quontified those costs ond
odopted o foctor opprooch to incorporote them in the TEA model. Those costs ore
bosed on Telstro's most recent experience in ougmenting the CAN. ¡..otdingtg, theg
ore efficient, forword-tooking .orir. The stotem-ents of fi ona I aetoit t-trã
process involved in quontifging ond colculoting the oppropriote foctor.

The model does not oppeor to determine the forecosted network cost estimotes for eoch geor
of the Undertoking. Whot do gou consider woutd be oppropriote price trends for these cost
estimotes?

Price trends ore not on input into the TEA model. ln ong cose, if the ACCC considers
thot price trends ore importont for its ossessment of Tetstro's Undertoking, Telstro
refers the ACCC to Austrolion Bureou of Agriculturol Reseorch in Economics (ABARE)

stotistics. ABARE reports thot, os ot the end of the December 2007, copper prices were
US$7,239 per tonne ond forecosts thot bg the end of June 2009 copper prices witl be

IJS$7,27s.23 This reftects o compound overoge growth rote of 0.3¡7o p€r ontìum.See
otso the discussion obove concerning otlowonces for existing ond future demond.

Comment on the opproprioteness of thevotue forthe looding foctorfor indirect overheods.

Tetstro incurs indirect overheods on occount of plonning, monogement, supervision
ond logisticol support ossocioted with copitol works undertoken bg third portg
controctors. The controctor prices for network ossets used in the TEA model do not
incorporote these overheods. Costs of this kind will olso be incurred where the
network construction is undertoken bg on internol workforce rother thon o
controctor.

'?r http://www.oboreconomics.com/¡nt€roct¡ve/o8oc-iune/exceIStot¡stics.xls, see toble 17.
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ln proctice, detoiled designs for chonges to o tetecommunicotions network need to be
undertoken. This needs to toke into occount the porticulor requirements of the
environment in which the chonges ore to be mode. Detoiled design drowings of the
logout of the network on o street bg street bosis need to be provided to the
construction controctor before construction work con commence. Once construction
work does commence, it is not simptg o motter of honding the drowings over to the
controctors. There is o need for ongoing monogement ond co-ordinotion of the
works. The construction of o CAN (porticulorlg o complete replocement of the CAN)
requires significont monogement ond co-ordinotion including:

o ldentifging the work required ond ptonning how thot work con be
ollocoted to controctors (or on internoI workforce);

o Communicoting the scope ond detoil of the required work to the
controctors (or on internol workforce);

o Monoging the commerciol ospects of the controct retotionship including
receiving invoices ond processing occounts pogoble (where work is corried
out by the internol workforce the network controctor will need to hondle
whot would otherwise be the controctor's internol occounts pogobte);

. Verifging thot the work is being corried out correcttg ond ot on occeptoble
stondord of quotitg (for the internoI workforce, the constructor would otso
need to provide direct supervision which would otherwise be the
responsibilitg of the controctor);

¡ Deoting with queries from controctors (or the internol workforce) in
relotion to porticulor ospects of the work or procticol difficutties thot orise
in the corrging out of the work; ond,

o Monoging the [ego[ ospects of the controctor relotionship including
potentiol disputes.

ln constructing new CAN deptoyments Telstra currentlg incurs costs of these kinds.
These costs ore ultimotetg recorded in Telstro's occounts os copitol items ogoinst the
network copitol build to which theg relote. Hence, these indirect overheods ore not
occounted for in the O&M or indirect expense foctors opptied in the TEA Modet.
Becouse theg ore ollocoted to network copitol build, theg ore not occounted for in the
indirect copitol or network support foctors either.

Once the foctor hos been determined, it is opptied ogoinst the efficient, optimised
network creoted bg the dimensioning rules. ln thotwog, bg opplicotion of the
copitolisotion foctor, on efficient omount of overheod is included in costs, rother thon
adopting on obsolute omount token direct from Telstro's occounts. Telstro, therefore,
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cons¡ders thot the foctors determined from the obove process ond opptied ogoinst the
efficient osset bose ore oppropriote for use in the TEA model ond ore reosonoble.

8.6 Trenching costs

Comment on Tetstro's opprooch of deriving trenching costs. Hovingregord to the
reosonobteness criterio under section 1524H, do gou consider thot trenching costs should
toke occount of the different surfoces (ond therefore different construction octivities) in
estimoting the cost of the ULLS? lf Tetstro were to tog coppertodog, would it foce trenching
costs thot toke occount of different surfoces? Provide reosons to support gour submissions.

Telstro's opprooch to deriving trenching costs involves muttiptging (i) the competitive
controctor rotes thot Telstro is chorged for breokout, plccement ond reinstotement in
different ground surfoce tgpes (concrete, osphott, turf etc) bg (ii) the length of
trenches thot requires such octivities.

ln relotion to the controctor rotes, the ! controcts specificottg provide seporote
rotes for breokout ond reinstotement of different ground surfoces (see poges 23 to 29

ofAccess Network Modelling Costing lnformation). For the reosons exploined obove,
those rotes reflect current efficient morket rotes.

ln relotion to the lengths of trenches, Telstro uses rotios to determine whot
proportion of trench length is locoted in different ground surfoce tgpes within band2.
The TEA model hos five distinct sets of rotios, one for eoch of five densitg groups.
Everg DA in bond 2 is ossigned one of these sets of rotios bosed upon the densitg of
the DA. The volues for these rotios ore discussed in response to the question in the
ACCC's Discussion Paper below.

Before oddressing the stotutorg criterio, it is importont to note thot breokout,
plocement ond reinstotement costs would certoinlg be on unovoidoble component of
cost if o competitor (or Telstro) were to completelg reploce o copper occess network
todog. Except in new estotes, Telstro woutd need to breokout or bore under
footpoths, drivewogs, roods ond verges to ploce coble. Additionollg, breokout,
ptocement ond reinstotement costs for different ground surfoce types ore reol costs
that ore incurred by Telstro ond other CAN operotors on on ongoing bosis. For
exomple, inzooo¡olt olone, Tetstro's controciors broke out oveilsjusle metres
of povement, bored over ! metres of trench under roods on-d over I metres
ocross roods.

lndeed, Telstro's stotutorg obtigotions to undertoke reinstotement works ore cleor
ond numerous. As o generol motter, Telstro is obtiged bg the TelecommunicotionsAct
7gg7 (Clhrz4 to "toke oll reasonable steps to ensure thot [itJ couses os little detriment ond
inconvenience, ond does os little domage as procticoble" when engoging in much of its
focilities instottotion octivitg.

There is olso o requirement to "toke oll reasonoble steps to ensure thot the land is
restored to a conditÍon thot is similor to its condition before the [focitities instollotion]

2t TelecommunicotionsAct 1997 (Cth), Schedule 3, section 8.
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actívitg began"2s. This obtigotion to restore tond oppties, omongst other octivities, to
the instoltotion of low-impoct focilities, which inctudes underground conduit or coble.

Legislotive instruments such os the Telecommunications Code of Practice tggl ond the
Telecommunications(Low-impact Focilities) Determination 7997 reinforce the
obligotions contoined in the TelecommunicotionsActTggT (Cth) ond impose odditionot
obligotions with respect to, omongst other things, reinstotement of lond following
instollotion of low impoct facilities.

As o procticol motter, corriers (including Telstro) seeking to instotl infrostructure need
to obtoin locol government plonning permission ond comptg with relevont stote ond
territorg plonning lows. ln some coses, o corrier mog instoll o limited ronge of
focilities without seeking plonning opprovol, however, reinstotement obligotions still
opptg.

lf o corrier foils to comptg with its reinstotement obligotions, it is exposed to potentiol
compensotion ctoims ond/or court oction bg offected porties. Ctoims/tegoI oction
mog be brought bg ong person who suffers finonciat loss or domoge becouse of
ongthing done bg o corrier in relotion to:

(o) ong propertg owned bg the person; or,

(b) ong propertg in which the person hos on interest.26

The quontum of such compensotion mog include, without limitotion, cloims for
compensotion in relotion to domoge of o tempororg chorocter os well os of o
permonent chorocter ond the toking of sond, soil, stone, grovel, timber, woter ond
other things27.28

Reinstotement obtigotions opplg to o'corrier'os defined in the Telecommunicotions
Act 7997 (Cth). As such, ong other CAN buitder would be required to futfil the some
obtigctions os Telstro.

These legislotive requirements connot be disregorded in colculoting the efficient cost
of constructing o CAN. Theg exist in the reotworld ond opptg to oll corriers. Ang
efficient competitor would fqce those costs ond would hove to recover them. lt is
oppropriote thot o TSLRIC model embodies them.

Hoving regord to the stotutorg criteric, it is olso reosonoble for trenching costs to toke
into qccount different ground surfoce tgpes for the following reosons.

Competltion is promoted when wholesole prices do not discriminote between occess
seekãrs ond the downstreom operotions of the occess provider.2s Breokout, plocement
ond reinstotement costs differ depending on the tgpe of ground surfoce in which

1997 (Cth), Schedule 3, sect¡on 9.

'6 Telecommunicat¡ons¿qct 1992 (cth), Schedule 3, section ¿¡2.
2' Telecornmunicotions^ct 1997 (Cth), Schedule ¡, sect¡on ó2(2).

" Thc TEA model does not include ong compeßotion to third porti€s for not re¡nstoting surfoces. However, if o portg chonges on
lnput in theTEA model such thot it reûects no reinstot€ment, then theg would hove to add the cost ossocioted with such
compensotion.t' 

ACCC lrssr¡, A ccess Pricing Principles -Telecommunications, a guide (Julg 1997) ot poges 15-16, 30.
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trenches ore toid. This is true irrespective of whether the ultimote end-user purchoses
from on occess seeker or o Telstro retoil business unit. Consequentlg, ULLS prices thot
reflect such costs do not discriminote. Competition in reloted morkets is olso
promoted when prices reflect the cost of o new entront supptging ULLS. This ensures
thot new entronts foce incentives to portoke in efficient focilities bosed competition.
As discussed obove, breokout, plocement ond reinstotement octivities in different
ground surfoce tgpes result in costs thot would be unovoidoble for o new entront (or
Tetstro) buitding o CAN todog.

To encouroge efficient investment in CAN infrostructure, it is necessorg for-octuol or
potentiot CAN operotors to be oble to recover the costs of new investments.to ln
relotion to ULLS, this witl be ochieved if prices reftect the cost of such investments,
inctuding the costs of breokout, plocement ond reinstotement in different ground
surfoce tgpes. As discussed obove, these costs ore necessorily incurred bg o CAN

operotor when moking incrementol investments in trenching on on ongoing bosis. lf
ULLS prices do not reftect such investment costs, then theg ore not TSLRIC+ ond those
prices wilt not promote efficient ongoing investment in CAN infrostructure.

To encouroge the efficient use of infrostructure, prices must be set so thot the votue
thot occess seekers ploce on using thot infrostructure is ot leost os high os the
resource cost ossocioted with its provisioning ond use over the long run." lf ULLS

prices do not reftect the resource costs of breokout, plocement ond reinstotement in
different ground surfoces, then those prices wi[[ not promote efficient use of CAN

infrostructure.

Given thot Telstro does face different costs for breokout, plocement ond
reinstotement in different ground surfoces, o cost thot reflects these differences wil[
promote Telstro's legitimote business interests.

Similorlg, occess seekers' interests ore promoted when the ULLS price is set so thot
occess seekers ore not discriminoted ogoinst retotive to Telstra's retoil business units.
Accounting for breokout, plocement ond reinstotement costs in the ULLS price witt
not horm occess seekers' interests since these costs ore port ofthe efficient costs
incurred in buitding the CAN both for the supptg of services to occess seekers ond
Telstro's retoiI business units.

White the ACCC's question is specific to occounting for the different costs of different
ground surfoces, it is notobte thot the TEA model olso occounts for the different costs
ossocioted with excovoting or boring trenches and with trenching in rock or moteriols
other thon rock.tz For the some reosons os obove, occounting for differences in the
cost of boring vs. excovotion cnd trenching in rock vs. moteriots other thon rock is

reosonoble hoving regordto the stotutorg criterio.

Comment on the opproprioteness of the applicotion of input rotios thot identifg the
of instonces of different tuoes of terroin. ond occurrence ofvorious

to ACCC(tggz),ÁccessPricingkinciples-Telecommunicotiongoguide(Julg1997)otpog€s8, 17.

" ACCC (1997), Access Pricing Principles -Telecommunicotions, o guide (Julg 1997) ot poge 18.
12 See¡4ccess lVetwork Modelling Costing lnformotion, poge 23.
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tgpes where o plont is built.

As set out in TEA Model Documentatíon (pcAe 48), the TEA model requires o number of
input rotios to be opplied to trench lengths. These rotios opplg to:

o Breokout, the cost of which depends on whether this octivitg is corried out
in the foltowing ground surfoces:

o Povement less thon zsmm thick

o Povement between 75 ond 150mm thick

o Povement between 150 ond 200mm thick

o Brick or concrete povers

o Ptocement, the costs of which depend on whether this octivitg invotves:

o Excovoting rood crossing trenches

o Excovoting othertgpesoftrenches

o Directionol boring under noture strips, footpoths ond drivewogs

o DirectionaI boring under roods

o Trenches provided bg other porties (developers of new estotes)

o Reinstotement, the cost of which depends on whetherthis octivity is
corried out in the following ground surfoces:

o Unreinforced concrete (of three different thicknesses)

o Reinforced concrete (of three different thicknesses)

o Asphctt (of three different thicknesses)

o Brick or concrete povers

o Turf (gross)

o Kerbing (guttering)

The plocement, breokout ond reinstotement rotios used in the TEA model were the
product of o series of meetings between numerous subject motter experts.
Representotives of Telstro's engineering deportment ond the modetling teom
conducted severol meetings to come to o consensus on the oppropriote foctors for use

in the TEA modet. ln oddition to their extensive knowledge of Telstro's network ond
service territorg, the teom relied on the following tgpes of doto ond onolgsis to derive
the defoultvolues in the TEA model. ln porticulor, the teom:

o Reviewed numerous network plonning mops for tgpicot serving oreos thot
woutd foll into densitg clossificotions used in the TEA model to try to
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estimote the tgpes ond quontitg of different drivewogs, roods ond
footpoths the compong woutd encounter when replocing the network;

. Anolgsed the lorgest, smollest ond overoge lot size thot would be found in
eoch of the densitg groupings and estimoted whot proportion of the
averoge lot frontoge would be troversed bg drivewogs ond footpoths;
ond,

o Estimoted, bosed on stondord btock sizes, the proportion of o totol coble
run thot would need to troverse existing streets qnd roods.

Bosed on their expert knowtedge ond the supporting onolgsis, the teom determined
the ptocement foctors used in the model.

Whot should the surfoce borrier ossumption be?

A new entront replocing (or overbuitding) Telstro's network todog woutd hove to
negotiote olt the streets, footpoths ond drivewogs thot troverse the conduit routes.
Therefore, the ground surfoce rotios in the TEA model must reftect the octuol ground
composition. The ground surfoce rotios in the TEA modelwere determined os

discussed obove.

8.7 Trench shoring

lf Telstro were toging the copper todog, would Telstro be oble to ovoil itself of the existing
conduits loid bg gos, electric or woter utilities? Are there limitotions thot Telstro might foce in
its obititg to shore with other utilities?

Tetstro does shore developer-provided trenches with other utilities in green-fietd new
estotes. The TEA model occounts for this bg excluding the cost of trenching in new
estotes.

Outside of new estotes, if o corrier were instolling the copper network todog, it woutd
not moke ony cost sovings os o result of shoring with the existing infrostructure of
other utitities. This is becouse the costs of "re-opening" on existing tr-e-nch owned bg o
gos, electricitg or woter utititg ore the some os digging o new trench.""

ln ong cose, the obititg to shore with other utitities outside of new estotes is minimol
for four reosons.

First, there is o timing issue. Untess the corrier ond the utititg ore plonning to log their
infrostructure of the some time, there is no cost soving. lt costs os much to "re-open"
on existing trench os to dig o new one.

rt See the stotement of fi ot porogroph 18.
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Second, there ore seporotion requirements. There ore regutotorg ond sofetg
stondords thot ore designed to ensure the sofetg of the users of the vorious networks.
These stondords mog require seporotion between electricitg, gos ond telephone coble
runs requiring trenches to be wider ond/or deeper thon stondord trenches, negoting
the benefits of ong shoring.

Third, there con onlg be shoring where the corrier ond the utititg intend toging
infrostructure otong the some route.

Finol[g, there ore other difficulties thot ore unique to porticulor utilities. For exomple,
the domoge thot burst woter pipes con couse to tetecommunicotions coble meons
thot corriers ond woter utilities olmost never shore trenches. ln the cose of the
electricity network, if the voltoge corried over on electricitg coble shoring o trench or
conduit with o telecommunicotions coble surges or develops o foult, the voltoge in
the copper coble could become dongeroustg high ond electrocute ongone working on
the copper coble. This risk is still present even if the seporotions mondoted bg codes

ond regulotions ore complied with.

The I stotement exploins the procticol obstocles involved in trench ond conduit
shoring.

ls it oppropriote to hove regord to Telstro's historicol trench shoring figures under o forword-
looking network?

As o motter of principle, the treotment of trench shoring under o forword looking
network model must reftect the cost thot would be foced bg o new entront
constructing o CAN with the some service potentiot os Telstro's. The new entront
bosis for pricing is wetl supported bg the Tribunot's comments in relotion to whot
constitutes reosonoble prices. ln the context of the oppropriote scole for o mobile
network, the Tribunol hos stoted:34

The storting point in assessing the submissions on thÍs issue is, os throughout this
proceeding, the principle that prices should be based on the forward looking costs of on
efficient operator. The basic objective is to set prices that promote economic efficiencg,

which is the outcome that could be expected in a competitive market. lt is because

mobile termination hos been declored as a service that inherentlg lacks the discipline
of competitive forces thot it is subject to PIXIC of the Act.

Of course, the basis of reosonoble prices in terms of s 752AH must proceed from the
terms of that section, and it is those terms that direct the ossessm ent process towards
considerations of efficiencg and competitive outcomes.

Whot outcomeswould eventuote in a competitive morket? ln such o market, pricing

above tf¡e costs thotwould be incurred bg o new entrant having occesstothe lotest
and most cost effective technologg would invite the entrg of such an operotor.
Regardless of the actuol costs, copitol equipment ond modes of operotion of the
incumbent operators, competítíon would force them to price os if theg were using the

' Re Vodofone Network Rg Limited Vodofone Austrolio Limited [2007] ACompT I ot [68]ff.
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latest technologg. This would extend beyond the age and tgpe of their copital
equipment even to the design of their networks.

The ACCC should interpret this possoge from the Tribunol os requiring thot o
reosonoble price is one thot would be bosed on the costs of o new entront with
Telstro's service potentiol in o competitive morket, not the historiccl costs incurred bg
on operotor. Even if o historicot-cost opprooch to trench shoring wos to be considered,
then it would be oppropriote to dimension oll ports of the TEA model (including
voriobtes in the model) on o historicol-cost bosis. The results from o model thot is holf
bosed on forword-tooking costs ond holf on historicol costs is orbitrorg, copricious,
would moke little sense ond is certointg not TSLRIC+. However, Telstra ocknowledges
thot the ACCC hos orgued stronglg in the post thot historicol costs ore not consistent
with the stotutorg criterio so even o model bosed completelg on historicot costs is not
likelg to be considered reosonoble bg the ACCC.

ln recent ULLS proceedings, the ACCC hos occepted thot trench shoring should be
treoted on o new entront bosis, but orgued thot o new entront would not be oble to
construct the CAN in one period, ond hence the TSLRIC should reftect the occumuloted
cost soving due to trench shoring in new estotes over o period of yeors (presumoblg
the amount of time thot it would toke o new entront to build an entire network with
Telstro's service potentiot). The ACCC estimoted this occumuloted cost soving by
hoving regordto Telstro's historicol trench shoring over o 10 Ueor period.

The ACCC consìdersthotthe concept of o forward-looking network needsto be related
to realities of deplogment of the network. The ACCC consÍders that, in the real world,
constructìon of o network would be planned o significont time ìn advance with other
operators ond utilities, andwould ollow o new entrantto progressivelg make use of
open trenches in new estates at no cost Accordinglg, the best avoiloble proxg for
trench sharing in new estotes is the cumulative (or historícol) trench sharing
meosnre.tt

Agoinst this bockground, Telstro mokes the following points.

First, on opprooch thot ossumes o new entront would progressivelg ro[[ out its
network beginning ot the stort of the Undertoking period would necessorilg meon
thot thot new entront would leove mong users unserved of the stort of the
Undertoking period ond potentiollg throughout the course of the Undertoking. Such
on ossumption is inconsistent with the Stondord Access Obligotions, which require
the service provider to supptg on octive dectored service.

Second, on opprooch thot ossumes thot o new entront commenced rotting out its
network some geqrs ogo ond finished rolting out its network ot the stort of the
Undertoking period is inconsistentwith the notion of o forword looking costing. lt is
olso inconsistent with the Tribunol's interpretotion of the stotutorg criterio quoted
obove.

lf the ACCC considers thot such on opprooch is oppropriote on the bosis thot "in the
reolworld, construction of o networkwould be plonned o sígnificonttíme in advonce",

" ACCC, ULLS Access dispute between Primus ond Telstro (monthlg chorges), Stotement of Reosons for Finol Determinotion,
December 2007, (Public Version), porogroph 442.
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then the copitol, depreciotion ond other costs over the 'odvonce' period from when
the network begon to be built to the time it wos finished (stort of the Undertoking
period) should be occounted for. The TEA model does not include such costs.
However, o conservotive opproximotion of such costs is possible using the TEA mode[.
For instance ossume thot o new entrcnt would build network onlg in those newtg
developed DAs over the ten geors prior to beginning supptg. The overoge investment
cost (excluding trenching) oi deveioping on ãntire oR ¡n Uoi¿ 2 is $885.85 per [ine.36

The compounded cost of holding $885.85 per line of copitol over ten geors, ignoring
depreciotion ond the initial investment cost, is $1,935.03 per line." This is greoter
thon the trenching investment costs soved bg virtue of being oble to shore trenches
with the developers of those new estotes. Consequently, it would be inefficient for o
new entront to buitd o network over o ten-geor period to toke odvontoge of open
trenches in new estotes.

Third, even if the historicol cost opprooch to the treotment of trench shoring in new
estotes is odopted, Telstro's historicol trench shoring figures witl hove little or no
relevonce in informing on oppropriote figure to use under o forward looking network.
This is becouse ULLS con onlg be provided over o full metollic pothwog ond this is now
only ovoilobte for ]zo (Iy") ot SlOs being devetoped in new estotes in Bond 2 (this
tronslotes to opproximotety rø of Bond 2 SlOs).'" Since Februorg2o0T,Telstro
hos been servicing new estotes occording to o New Estotes Deplogment Standord thot
is designed to sup-port ADSL services. Thã procticol effect of this ¡ítnot lz of SlOs

devetoped in new estotes in Bond 2 ore estimoted to be provisioned ot leost in port bg
fibre, and therefore connot be inctuded for the purposes of o ULLS TSLRIC+ estimote.
The opprocch bosed on cumulotive historicol trench shoring is, therefore, whollg
inoppräpriote. lndeed, even if it is ossumed thot the jper geor of gond z SìOs

thot witl be devetoped in new estotes ond served bg o futt copper poth witt stog ot the
some levet for ten geors (the period of time thot the ACCC hos previouslg used in its
proxg cotcutotion¡ then this would cdd up to ontg }"of Bond 2 SlOs - less thon
holf the 17o ollowed for trench shoring in new estotes in the TEA model. Thus, even
ossuming ten geors of trench shoring in new estotes on c forword looking bosis, there
is less thon 17o shoring over the course of the ten yeors.

Fourth, the TEA Model includes the efficiencies of scope ond scote in estimoting the
cost of ULLS. lf the ACCC were to estimote the cost of o provider beginning with o
smoll morket shore ond building shore over o decode or more, these economies woutd
not be ochievoble. Besides, putting oside the opproprioteness of such on opprooch, o

studg meosuring the impoct on cost of beginning with o smoll morket shore ond
buitding shore over time involves for more complexitg thon simplg chonging the
percentoge of tines ploced in developer provided trenches.

!

Token together, these points demonstrote thot the ACCC should not hove regord to
historicol trench shoring figures under o forword-looking network. In principle, such
on opprooch would be inconsistent with the ovoitoble guidonce from the Tribunol in
relotion to using o new entront bose for pricing ond, in proctice, woutd be whottg
inoppropriote given thot onlg o negligibte proportion of SlOs in new estotes ore now
provisioned with o full copper poth.

3ó This is cotculoted bg toking the Totol Distribution lnvestment in the lnvestment Summorg workheet of the Colc Module, ofter
setting trench shoring in new estotes to 100%.

" 3t,935.03 = f885.85 x (1+12.28%)^10 ueors - 3885.85.

" Sto¡ement oifi ot nnnerure !"
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The new estotes trench shoring input in the TEA model is bosed on the proportion of
trenches thot woutd be open to o new entront ond oble to be shored with the
developers of those new estotes in the first geor of the Undertoking, os o proxg for
whot would be ovoiloble to o new entront, not on the bosis of historicol costs. lndeed,
the proportion used (1.07o) yj4ds o verg conservotive TSLRIC estimote given thot the
octuotproportionwosonlylz"in bondzin2006lol,3sondthottheproportionthot
will be provisioned with copper going forword wilt be on order of mognitude lower
r]Àt.
The TEA model odopts o forword-looking opprooch thot tends to understote costs ond
is, therefore, reosonobte. Adopting o historicol cost opprooch to estimoting the extent
of trench shoring in new estotes would not be consistent with the stotutorg criterio
ond with TSLRIC+.

Hos Telstro token occount of olt trench shoring oct¡v¡t¡es in the copper network? Comment on
the trench shoring defoult porometervotues. Are these oppropriote votues?

Consistent with the forword-looking TSLRIC+ methodologg, the TEA model tokes into
cccount ong costs thot con be ovoided in construction of the CAN bg occounting for
the shoring of trench ond conduit costs with other porties. The different forms of
trench ond conduit shoring occounted for in the TEA model ore os follows:

o Trench costs ore shored between the CAN ond the inter-exchonge network
(rEN);

o Moin coble trench costs ore shored between ULLS (copper-fed) ond non-
U LLS (fibre-fed) services;

o Trench costs ore shored between Telstro ond porties who leose conduit
spoce in Tetstro's network;

o Trench costs ore shored with developers of new estotes; ond,

o Trench shoring in the distribution network.

These forms of shoring ore discussed in further detoil below.

Trench shoring between CAN ond IEN

Telstro's IEN network, which connects oll exchonges together, troverses eoch ESA.

Tgpicollg, eoch exchonge building is connected to the IEN with two routes to provide
redundoncg. Segments of the IEN con moke use of the some trenches os ore used bg
segments of the CAN. Hence, there is the potentiol for the CAN ond IEN cobles ond
conduits to shore the some trenches ond for sovings to be mode os o result in the
costs of trenching for construction of both the CAN ond lEN. When estimoting the

t" stotement of fi ot porogroph t ond 4 of Annexure 14
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degreeto which this shoring is possible, one must occount for the foct thot on[g two
IEN routes troverse eoch ESA. The potentiot for shoring is, consequentlg, somewhot
timited.

Both the CAN ond IEN ore port of the some PSTN network ond would, therefore, be
expected to be buitt together for the purposes of on efficient, forword looking cost
modet. Consequentlg, Tetstro determines the omount of shoring thot tokes ptoce
between the CAN ond the IEN ond ollocotes the cost of thot shored trenching between
the CAN ond the lEN. lt is ossumed thot 10/o of trenches ond conduit in the moin
network ore shared bg moin ond IEN cobtes. Telstro expects thot this estimate
overstotes the octuol extent of trench shoring ond is on exomple of how the TEA

model understotes costs. For those tengths of trenches thot ore shored, Telstro
oltocotes 507o of shored trench costs to the CAN ond 507o to the lEN. The TEA model
subtrocts the proportion of trench ond conduit costs ollocoted to the IEN from the
costing of the CAN. Consequentlg, the defoutt votue of the input into the TEA model to
occouñt for IEN/moin shoring issYo(5olo of tovo).ao

This cpprooch is differentto the wog IEN/moin trench shoring hos been discussed in
the post. Previouslg the IEN/moin trench shoring vorioble represented the proportion
of trenches thot were shored not the proportion of cost otlocoted to lEN. This might
couse some confusion in this process ond so Telstro intends to chonge the TEA model
in the next releose to moke the cpprooch consistent with post proctice.

Moin cobte trench shoring between ULLS ond non-ULLS DAs

DAs thot are not fed bg copper in Telstro's current CAN (ond ore instead.fed bg fibre)
ore not included in thã costing of ULLS os colculoted bg the TEA model.ot Th¡s ¡s
becouse fibre connot support ULLS os defined in the current service dectorotion which
provides thot ULLS is "the use of unconditíoned communicationswire", where
" communications wire is a copper bosed wìre forming port of a public switched telephone
network". However, in some coses, the fibre moin cobles thot feed the non-ULLS DAs

shore the some moin trench os the copper moin cobles thot feed ULLS DAs.

As described in porogroph t+r+ of the TEA Model Documentation, to occount for this
shoring the TEA model estimotes the costs of the entire Moin Network for eoch
Exchonge, including both fibre routes ond copper routes. These totol costs ore then
divided bg ott CAN lines in eoch exchonge to develop on overoge Moin Network cost
per line.

This opprooch ossures thot the cost of the moin coble network ore shored
proportionotetg bU oll DAs in eoch ESA, irrespective of whether theg ore fibre fed or
copper fed. A consequence of this opprooch to shoring moin network costs is thot o
smoll proportion of opticol fibre, multiplexing ond fibre terminotion costs ore
ollocoted to ULLS. Conversetg, some omount of copper ULLS moin network costs ore
spreod over the fibre-onlg fed DAs. This is expected to offset the effect of some port of
the fibre costs being shored. The importont considerotion is thot the costs of

'o The process bg which CAN ond IEN trench shoring is implemented is discussed in sect¡on D.1.2 of TEA Model: Model
Documentotion. The relevont colculotions ore corried out in cells P209:S217 ¡n the Cost Colculotor-Moin workheet.
" Some DAs cre fed bg both copper ond fibre. Those DAs ore included in the ULLS costing.
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trenching, conduit ond plocement for the Moin Network ore shored equitoblg
omongst olt CAN lines in the ESA.

Trench shoring between Telstro ond thÍrd porties

Other service providers ore oble to, ond do, leose conduit spoce throughout Tetstro's
CAN ond lEN. Accomponging this submission is o stotement bg Ü, which describes
the extent ond timitotions of this tgpe of shoring. Telstro's policA is to leose conduit
spoce whenever it is requested, providing sufficient conduit copocitg is ovoitobte.az

The TEA model subtrocts from the onnuotised CAN cost the onnuol revenue received
bg Telstro from service providers for leosed conduit spoce. Tetstro does not record
whether the leased conduit spoce is in trenches reserved for the lEN, the CAN or
shored between them. Telstro's records otso do not specify the bond in which the
leosed conduit is locoted. Hence, Telstro ollocotes the leosed revenue between the
bonds. Onlg those revenues otlocoted to the bondz CAN ore deducted from the cost of
ULLS bond 2 lines.

Shoring the cost of trenches with developers of new estotes

When provisioning some new estotes, the propertg devetoper incurs (or shores with
the network provider o proportion of) the costs of trenching to instoll conduit up to
the propertg boundorg.e

For greenfield estote developments the developerwill usuollg provide o trench for
services poro[te[ to the footpoth of the developer's expense. Telstro's controctors wi[[
instoll conduits in the trenches ond will olso instoll pits os necessorg. Storter pipes
will be instolled from the conduit to eoch propertg boundorg which witt ollow for the
leod in conduit to be connected once construction of the house is complete."'

Telstro tries to moximise its use of shored trenches in new estotes in order to sove
costs. Tgpicottg it is oble to instoll most of its conduit in the common trench. There is
no stondord requirement for the ptocement of the storter pipe ot the propertg
boundorg ond so thiswill be tocoted ot o position thot ollows moximum use of the

tt Stotementoftt Stotement of{ stotement of
t5 Stotement of

ot porogrophs u-18,
ot porogroph 26.
ot porogrophs 35-38.
ot porogroph4l.
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common trench. However, where Telstro uses o developer's trench, there will still be,
in most coses, some tren.c-hing required from the common trench to the boundorg of
the end-user's premises.oo Tetstro hos conservotivelg not included these costs in the
model.

The TEA model occounts for ong cost shoring with developers of new estotes bg
including only the costs of plocing conduit in an open trench ond houling coble
through the conduit for CAN lines in new estotes. Telstro does not include the costs of
trenching or breokout ond reinstotement costs. The proportion of distribution conduit
lengths in new estotes is o vorioble in the model.

The Telstro CAN hos, been extended to poss the following number of lots in new
estotes inz}O6l0t:47

Telstro hos conservotivelg odopted o figure of 7o/o, which overstotes the omount of
trench shoring in new estotes in bond z ond understotes cost.

Accomponying this response is the stotement of fi which sets out the extent to
which Telstro shores, ond is copoble of shoring, trenches with other utilities. ln order
for o telecommunicotions provider to shore its trenches with o utilitg compong (such
os woter, seweroge, gos, or etectricitg) it is necessorg, not onlg thot theg require o
trench on o common otignmentos, but also thot the trench is open ond ovoilobte to
both porties ot the time of their respectlve construction work.ae ln o forword tooking
sense, the deptogment of o utilitg's networkwould onlg occursimultoneouslg (in
time ond ptoce) with the deplogment of o CAN in the cose of new housing estote
developments. Ang sovings derived from shoring trencheswith other utilities ore,
therefore, coptured in the deduction mode for shoring in new estotes.

Outside of new estotes, the network buitd requirements of other utilities ore whollg
exogenous ond independent of the octions of Telstro. For the purposes of estimoting
the forword-looking cost of the CAN, o network buitder must toke the reol world 'os it
comes' ond not ossume thot other componies would rebuild their own networks to

'" Stotement of fi ot porogroph lr.
'7 Figures token @r Cdnnaãntiol Annexure A to the stotement of [.
:: ;l:l:il:ît :Íil :l iïååfiill ]r;:'

Totol number of SlOs in bond 2 (o

Totol number of SlOs in new estotes in oll bonds
of new estotes thot ore in bond 2 (c

Number of new estotes SlOs thot ore in Bond z (d = b x
Percentoge of new estotes SlOs thot ore locoted ot leost 1.5 km from the
exchonqe (ond therefore serviced with fibre
Number of new estotes SlOs thot ore in Bond 2 ond ot leost 1.5 km from
the exchonae land therefore serviced with fibre) lf = d x e
Number of new estotes SlOs thot ore in Bond z ond tess thon 1.5 km from
the exchonoe (ond therefore serviced
Percentoge of oll SlOs in Bond 2 thot ore in new estotes ond serviced
entirelu bu copoer lh = o / o
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mox¡m¡se shoring opportunities. ln proctice, the opportunities for trench shoring with
other utilities ore mode improcticol bg considerotions such os:

r The necessitg to comptg with the seporotion requirements between
telecommunicotions ond other utilities' infrostructure which mog negote
ong cost soving or moke such shoring procticoltg impossibte;so

o The heolth ond sofetg issues resulting from shoring trenches between the
CAN ond gos/electricitg suppties; st ond,

o The risk of domoge to the CAN that moy be coused bg trench shoring with
other utilities.s2

Consequenttg, outside of new estotes, there is no opportunitg for o network buitder to
shore trenches with utititg componies.

Trench shoring in the distribution network

Telstro hos colculoted o 6.!/o foctor to occount for the shoring of trenching between
the leost distonce coble routes provisioned bg the TEA modet. This foctor represents o
precise meosurement of trench shoring in the CAN designed bg the TEA modet. ln the
TEA model's network design, the primorg trench shoring is between Moin coble routes
ond Distribution cobte routes. However, o smoll omount of trenching is olso shored
between seporote Distribution coble routes serving neighbouring DAs.

ln colcutoting the omount of trench shoring inherent in the TEA modet, Telstro
exomined everg route segment, which the TEA model selected in its design of leost
distonce coble routing, to determine whether the segment wos used in more thon one
route. The length of eoch segment shored bg more thon one route wos recorded ond
the totol cumulotive length of olt shored trenching wos tobutoted. !f more thon two
routes shored onU segment, the length of thot segment wos counted multiple times
(thot is, [number of routes shoring segment - 1] X segment tength). The cumulotive
length of att shored segments wos divided by the totol length of o]1 distribution routes
colculoted bg the TEA model to derive the shoring foctor of 6.7o/o.

Tetstro hos odded the 6.!o/o trench shoring foctor to the to/o of trenching provided bg
developers of new estotes to derive o totol estimote of the omount of coble ond
conduit ploced in open trenches ol7.7yo. lt is ossumed thot no excovotion or
reinstotement is necessorg when plocing focilities in these circumstonces, becouse
the trench wos excovoted ond reinstoted either bg the developer of o new estote or in
order to ptoce focilities for the route with which the trench is shored.

8.8 Operotions ond mointenonce ond indirect costfoctors

The RAF does not distinguish between costs ocross Bonds. The RAF olso provides revenue ond
cost doto for o ronoe of Telstro's networks lfixed ond mobilesl. As the Undertokino is for

to Stotement of
tt Stotement oft' Stotement of ili:ififfiii,iäh.:r::
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Bond 2 ond relotes onlg to the CAN, is the opprooch used bg Tetstro to estimote costs using
the totot volue of oll the seruices ¡n the RAF reosonobte?

The O&M ond indirect cost foctors in the TEA model ore derived from Telstro's RAF,

which is based on notiono[ costs ond tokes into occount ott the services thot Te]stro
supplies. Tetstro considers thot this is reosonoble ond oppropriote for the following
reosons.

First, while the RAF does not distinguish between bonds, the O&M expenses derived in
the TEA model ore likelg to reftect differences in the octuol O&M expenses between
different geogrophic oreos. This is becouse the TEA model opplies the O&M foctors to
the direct investment cost. Therefore, o greater omount of O&M expense will be
ollocoted to geogrophic oreos where direct investment is higher (for exomple,
regionol ond rurol oreos).

Second, the O&M ond indirect foctors used in the TEA model reflect economies of
scope (ond scote) ossocioted with supptying mong different networks (inctuding
customer occess, inter-exchonge ond tronsmission networks). As shown in Operotions
and Maintenonce and lndirect Cost Factor Studg, the O&M foctors, for exomple, ore
colculoted bg dividing O&M expenses ossocioted with different osset cotegories (ond
networks) bg the direct ccpitoI ossocioted with the some cctegories. lf the TSLRIC of
the CAN wos costed on o stondolone bosis, it could be expected thot the O&M
expenses ond O&M foctors woutd be significonttg higher thon those used in the TEA
model.

Third, the O&M foctors derived, if opptied ocross services in different geogrophic oreos
consistentlg, ensure thot there is no double counting or undercounting of OaM
expenses in different cost models. lf different O&M foctors were opplied to different
geogrophic oreos, one would hove to ensure that the bosis for deriving differences
between geogrophic oreos wos the some os the bosis for deriving differences between
direct investment costs between geogrophic oreos. This is difficutt when, for exomple,
ULLS ossets ore defined bg ULLS bonds, switching is defined bg o different set of
colting bonds ond tronsmission ossets troverse mong geogrophic bonds.

Telstro notes thot the ACCC oppties notionol O&M foctors in mong of the cost modets
it uses:

The NERA modet;

The PIE llmodet;

The MTAS model devetoped bg WIK; ond,

The Tronsmission model developed bg Gibson Quoi.

Do gou considerthotthe O&M costsforthe distribution ond moin nEtworkshould inctude
onlg those costs ossocioted with the copper network (thot is, properlg exclude provision of
the service on thefibre network)?

The meoning of this question is uncleor. lt is interpreted os osking whether the OaM
foctors should be opptied to the Opticot Fibre Cobtes ond Multiplexing Sgstems osset
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cotegor¡es in the TEA model, ond the resulting omounts shoutd be included in the
estimote of the monthtg cost.

As discussed obove, the overoge investment cost of the moin network is colcutoted bg
dividing the investment cost for copper ond fibre mcin network routes bg the totol
CAN lines in eoch ESA. An outcome of this opprooch is thot some fibre moin network
investment costs ore ollocoted to ULLS ]ines ond some ULLS moin network investment
costs ore oltocoted to fibre-fed lines.

The O&M foctors ore opplied to the fibre investment costs ottocoted to ULLS lines. This
is o progmotic ond reosonoble opprooch os it is consistent with the colcutotion of the
O&M foctors, which ore bosed on o[[ services provided bg Tetstro (inctuding fibre-
bosed services). lf this O&M omount wos to be exctuded from the TEA model, then the
O&M on ULLS investments thot is o[locoted to fibre-fed DAs woutd need to be
included.

Comment on Telstro's opprooch to cotculoting O&M expense ond indirect cost foctors. ln
porticulor, provide views on Telstro's opprooch to using:

¡ thetototsum ofthe costto oll RAF products;

o the totol sum of ott directtg ottributoble, ottributobte ond non-
ottributoble costs for otl these products;

o the totol sum of the cost to lnternol ond Externol Wholesole Businesses.

ln determining the O&M ond indirect foctors, it is oppropriote for Telstro to use the
total sum of the cost to ott RAF products ond to both internol ond externol wholesole
businesses. lf different O&M foctors were developed for internoI os opposed to
externol businesses, then different prices would result for the some undertging
services provided to occess seekers ond Telstro retoil business units.

It is oppropriote to inctude directlg ottributoble, ottributoble ond non-ottributoble
costs. The distinction between these cotegories is bosed on whether on explicit
octivitg-bosed occounting metric exists for the ollocotion of these costs to different
services. The distinction is not bosed on whether or not the costs ore reloted to or
incurred os o result of the supptg of o service. ln porticulor,

o Directlg ottributoble costs ore those costs which hove o one-to-one
relotionship with services.

o Attributoble costs ore those costs which ore port of o pool of costs
common to o set of different services ond ore identifioble to o porticulor
service vio o verifioble couse-ond-effect relotionship. Thot is, o metric,
tgpicotlg usoge, con be used to ottribute the common costs between
services.

Non-ottributoble costs ore those costs which ore port of o pool of common
costs, but ore not identifioble to ong porticutor service within thot
common pool through o verifiable couse-ond-effect relotionship. Thus,

PUBLIC VERSION

32



non-ottr¡butoble costs might be incurred directlg os o result of the supptg
of o service, but no verifiobte metric exists to ottribute the common costs
between services thot require the common costs to be incurred. An
exomple of this tgpe of cost is the cost of the CEO ond legol costs.

Thus, O&M ond indirect foctors should be cotculoted on the bosis of the sum of
directly ottri butobte, ottributobte ond non-ottributoble costs.

Comment on whetherTelstro should be using historicol or current costs ¡n foctor cost
estimotes. Comment on whetherthe historicot O&M ond indirect costs used to colculote
foctor percentoges reflect efficient costs. Are Telstro's historic cost estimotes for the ULLS
reosonoble? ln discussing this issue, interested porties ore osked to oddress their comments in
occordonce with the relevont stotutorg criterio.

It is oppropriote to use the historic cost occounts to colculote foctors. The treotment
of O&M ond indirect costs in the TEA model should be consistent with the treotment of
ossets. Assets in the TEA model hove long tives ond depreciote occordinglg. Over the
tife of ossets, O&M ond indirect costs retoted to eoch osset cotegorg con be expected
to chonge (for exomple O&M might increose os on osset deteriorotes). Tetstro
occounts for this bg using O&M ond indirect cost foctors colcutoted from the historicol
cost occounts thot reflect the overoge oge of ossets. lt woutd be inoppropriote to
colculote O&M ond indirect cost foctors on the ossumption thot ott ossets ore brond
new in everg geor of the relevont ossets' lives os this would disregord the increose in
O&M ond indirect costs thot con be expected over those lives ond understote costs.

Are the cotegories used to cotcutote O&M ond indirect cost foctors oppropriote?

The cotegories used to colculote O&M foctors ore oppropriote for the current purpose
os theg reflect o sound grouping of ossets in the network ond ore consistent with the
osset cotegories in the TEA model ond the RAF. For instonce, for ULLS, the osset
cotegories used in the TEA model correspond to the RAF osset cotegories as fotlows.

TEA Asset Coteooru RAFAsset Coteooru
CAN ducts ond pipes CAN ducts ond oioes
CAN copper cobtes CAN coooer cobles
Multiplexinq sustems CAN poir qoin sustems
Ooticol fibre cobtes Inter-exchonqe cobles

Multiplexing sgstems in the TEA model most ctosetg correspond to poir goin sgstems
in the RAF. Opticol fibre cobles in the TEA model correspond to lnter-exchonge ccbles
in the RAF os Telstro's inter-exchonge cobles ore fibre optic. The RAF does not hove o
seporote osset cotegorg for fibre optic ccble in the CAN.

The RAF osset cotegories used to cotculote indirect foctors do not include ong
communicotions plont ond equipment. Consequentlg, theg cre oppropriote.

Are the odjustments opplied to the O&M ond indirect costs oppropriote? For instonce, is the
fon¡rord-looking odjustment for lnvestment Costs in Ducts ond Pipes ond Copper Cobtes
oppropriote?
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The odjustments opplied to the O&M ond indirect foctors ore oppropriote ond
exptoined in Operations and Maintenance and lndirect Cost Foctor Studg. The forword-
looking odjustment for investment costs in ducts ond pipes ond copper cobles is
required since Telstro's historic cost of these ossets is less thon the TSLRIC of those
ossets. Therefore, if the odjustment is not mode, O&M costs would be overstoted in
the TEA model.

The reoson thot Telstro's historic cost is less thon TSLRIC for some ossets is becouse
Telstro's historic cost occounts exclude ony ossets thot ore begond their occounting
lives but still in use. For exomple, the eortiest record of ossets in the 2005/06 historic
cost occounts were:

. Ifor moin coble

. Ifor moin coble ducts ond pipes

. Ifor distribution cobte

. Ifor distribution coble ducts ond pipes

Ang ossets purchosed prior to these dotes but stitt in use ore not included in Telstro's
historic cost occounts.

Do gou consider thot Telstro is more efficient under o TEA model design where the [eve[ of
O&M expenses colcutoted in theTEA model is opproximotelg 10 percent belowTelstro's
octuol O&M expenses atlocoted to ULLS in the RAF?

To ensure the stotutorg criterio ore met, Telstro must recover its efficientlg-incurred
costs (including operotions, mointenonce ond indirect costs) over the long run. Since
the TEA model levelises costs over the lifetime of relevont ossets, the oppropriote
OgM ond indirect foctors ore those which reflect those costs over the ossets' lives. lt is
expected that O&M woutd increose over the relevont ossets' lives os those ossets
deteriorote. Hence, for exomple, the O&M foctor opplied to Distribution Ducts ond
Pipes shoutd reftect the overoge efficientlg-incurred O&M expenses thot would be
inturred over I Uears (being íhe osset lifãof ducts ond pipei).

Telstro hos colcutoted the O&M ond indirect foctors from the 2005/06 RAF occounts.
Thus, the factors reflect O&M ond indirect costs ot o point throughout the ossets lives.

8.9 Cost of copitot

Hoving regord to the regutotorg criterio in section 1524H of the Act, is Telstro's ronge of WACC
votues oppropriote ond shoutd the uppervotue ofthot ronge be extended bg more thon the
lowervolue?Arethe costs of under-estimotingtheWACC greoterthon those of over-
estimoting the WACC (i.e. ore there ong osgmmetric costs)? Provide widence, where possible,
to support gour submission.
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As with mony voriobles, there is o ronge of votues thot ore reosonoble in the context
of the legislotive criterio. The Tribunol hos commented on how to ossess on
Undertoking thot depends on o volue for which porties hove different views:

ln considering whether Telstro's estimotes of its costs are reosonoble we are not driven
to considering whether the Commission's or other party's views or ossessment of those
costs are more reosonable. Nor do we enquire whether Telstra's method or opprooch
in estimotinq its costs is the correct or oppropriote approach. lf Telstro's method or
approach in estimating its costs is reosonable having regardtothe stotutorg motters
set out in ss 752AH and 752A8 then the matter rests...put shortly, our enquirg is

whether the method emploged bgTelstro ot eoch level of determining the costs of its
ISS is reoso nable having regqyd to the stotutorg matters identified ¡n s 752AH ond the
objectivesset out in s 752A8.'"

This is verg relevont for the ossessment of the WACC used in the TEA modet. As

discussed in Telstro's submission entitled Weighted Averoge Cost of Copítal, there ore o
ronge of reosonobte votues for the WACC. The ronge is driven bg, omong other things:

o The foct thot mong of the inputs into the colculotion of the WACC ore
unobservoble in proctice ond, therefore, subject to judgement.

o Thot there is uncertointg in the economic ond finonce literoture os to
whetherthe CAPM modet, used commonlg in regutotorg proceedings such
os this, tokes too norrow o view of the complexities of finonciol morkets
ond inoccurotetg cotculotes o firm's cost of equitg.

Tetstro hos colculoted o ronge of WACC volues that reflects the uncertointg in the
inputs into the colculotion of WACC. Ang volue less thcn the upper volue of this ronge
ond more thon the lower volue of the ronge shoutd be considered os within the ronge
of probobilitg ond, therefore, considered reosonoble for the purposes of ossessing
Telstro's Undertoking. The upper volue of the ronge of reosonoble WACC volues is
t3.9tYo.

The TEA model does not oppty the uppervotue. lnsteod, it tokes o point estimate from
within the ronge of reosonobte volues for the WACC, which reftects Tetstro's best
estimote of eoch of the inputs into the WACC colculotion. Telstro submits thot the
point estimote votue thot shoutd be included in the TEA model ist2.28Vo. This point
estimote is reosoncble os it lies below the upper volue of the ronge of reosonoble
WACCs ond obove the lowervolue of the ronge.

The expert report of Professor Bowmon, occomponging this submission, confirms thot
the WACC volues derived bg Telstro ore reosonoble, however, he concludes thot the
ronge of reosonoble votues is likelg to be wider.

The ACCC queries whether the upper volue of the ronge of reosonoble WACC volues
should be extended from the point estimote bg more thon the lower votue. The upper
volue of the ronge would be extended from the point estimote bg the some omount os
the towervotue if the point estimote wos bosed on the simple overoge of the upper

" Re Telstro Corporotion Limited [2æ6] ACompT 4 (2 June 2006) ot [62]-[64]. See olso Re optus Mobile Ptg Limited ond optus
Networks Ptg Limíted [2006] ACompT 8 (22 Nov€mber 2006) ot [108].
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ond lower volues for eoch WACC porometer. The reoson whg this is not the cose is

becouse, in determining the point estimote, Telstro relies on WACC porometers thot
ore observoble, rother thon simpte overoges of the upper ond lower votues of the
WACC porometers. For exomple, the upper ond lower votues for the morket risk
premium oreSYo ond 5.57o, respectivetg. The simpte overcge of this ronge is6.75To.
However, the porometervolue used for the point estimote of the WACC (77o) reflects
the weight of evidence on the morket risk premium not the simple overcge of the high
ond low points.

The ACCC olso queries whether there ore osgmmetric consequences to setting o WACC

thot is too high ogoinst setting it too low. The sociol losses from setting o WACC thot is
too low (for exomple, the deloged investment in fibre network to reptoce copper,
detoged introduction of new services such os high-speed FTTN doto ond video colting
etc) for outweigh the deodweight toss ossocioted with setting the WACC too high.
Telstro hos mode mang submiisions on this.sa

ln ong cose, while Telstro considers thot this is on importqnt considerotion in the
selection of the WACC from o ronge of reosonoble olternotives, Tetstro hos chosen o
WACC votue thot is bosed on the best ovoilobte evidence of o point estimote of the
WACC without considering the osgmmetric consequences of thot selection. This odds
to the conservotive noture of Tetstro's estimote of CAN costs.

How should the WACC inputs be colculoted? Provide evidence, where possible, to support your
submission.

A reosonoble opprooch to colculoting the WACC inputs is set out in Telstro's report
Weighted Average Cost of Capitol. Thot opprooch ond its outcome hos been endorsed
bg Professor Bowmon.

Advise whether gou consider Tetstro preferred WACC porometer volues ore oppropriote.
Provide evidence to support gour submission.

Telstro's evidence to support the reosonobleness of the WACC porometers is

contoined inWeighted Average Cost of Capitol. This evidence is supported bg the expert
report of Professor Bowmon.

Are there ong other issues concerning the oppropriote WACC, which the ACCC should
consider?

The ACCC should consider the effect thot opplging too low o WACC hos on incentives
forTelstro (or o new entront) to invest in the CAN ond/or newtechnologies ond

' Telstro Corporotion Limited ULLS undertoking weighted overoge cost of copitol ("WACC") subm¡ss¡on, doted 4 Apr¡t 2008;
Report on the oppropriote weighted overoge cost of copitol for the services provided over the CAN, prepored forTelstro, Robert G

Bowmon doted Mog 2æ7; Report on the oppropriote weighted cost of copitol for ULLS ond LSS (public version) prepored for
Telstro bg Robert G Bowmon, doted December 2005; Telstro's submission in support ofthe ULIS monthlg chorges undertoking,
doted 23 December 2005; Report on the oppropriote weighted overcae cost of copitol for the U[[S network (public version)
prepored forTelstro bg Robert G Bowmon, doted December 2005.
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serv¡ces. The foct thot there hos been no investment in FTTN infrostructure or bg
coble componies such os Optus under the ACCC's WACC is o stork itlustrotion thot the
ACCC's post setting of the WACC hos restricted investment in the CAN ond competing
focilities-bosed networks. Telstro encouroges the ACCC to reconsider its previous
porometers for the WACC ond keep in mind thot it needs to oltow prices in the market
thot promote dgnomic efficiencA bg encouroging investment ond the introduction of
new technologies ond services.

8.10 Colculoting onnuolised ond unitised ULLS costs

ls Telstro's method of colculoting onnuolising ond unitising network costs oppropriote?
Provide reosoning to support gour submission.

The opprooch to onnuolisotion ond unitisotion odopted in the TEA model is set out in
section D of IFA Model Documentation. Telstro odopts o building btock opprooch to
colculoting onnuotised copitol costs. The building btock opprooch involves opplging o
stroight line depreciotion profile to determine the return of copitol in eoch geor ond
opptying o stondord WACC to determine the return on copitol.

The TEA modet levelises the onnuol costs derived from the building block opprooch
over the tife of the relevont ossets. This eliminotes ong voriobititg in the totol onnuol
costs over time. lt ensures cost recoverg, not just over the Undertoking period, but
over the [ong run.

The TEA model unitises costs over the current number of olt octive lines. This is o

conservotive opprooch os there is forecost to be o I in the number of octive
lines everg geor over the period of the Undertoking. Given thot o lorge proportion of
the costs of the CAN ore fixed, o decline in octive lines will result in higher unit costs.

ls ossuming end of georcosh flows on oppropriote ossumpt¡on? Provide reosoning to support
gour submission.

Prior to todging the TEA model Telstro shored the onnuolisotion methodologg with
the ACCC. Thot methodotogg wos bosed on overoging the end of yeor ond beginning
of geor coshftows. The ACCC correctlg odvised thot such on opprooch would not result
in o present volue (PV) of costs equol to the originol investment cost. To sotve for this,
Telstro oltered the methodologg to opplg on end of geor opprooch to colculoting
coshftows consistent with the exomples thot the ACCC provided to Telstro.

ln ong cose, Telstrc's opprooch to colculoting the copitol costs is reosonoble, os this
opprooch results in the present volue of the onnuolised copitol costs (properlg
excluding tox expenses) equolling the initiot investment cost. Hence, there is no over
or under recoverg of investment cost.

8.11 Depreciotlon

Comment on the opproprioteness of Telstro's defoutt depreciotion schedule. Do the volues
oppropriotelg reflect the expected decline in the economic volue of the underlging ossets?
Provide evidence where with reference to the reosonobleness criterio set out in
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sect¡on 1524H ofthe Act.

A price bosed on o depreciotion profile thot is o close opproximotion to economic
depreciotion promotes com petition, encouroges econom icollg efficient investment in
infrostructure ond encouroges economicoltg efficient use of infrostructure. While
economic depreciotion is difficutt to meosure, o number of foctors (set out in section
4.3.1 of the expert report of Henrg Ergos) indicote thot economic depreciotion is front-
looded (thot is, depreciotion is higher in eorlg Ueors relotive to loter geors).

Acknowledging the difficuttg in meosuring economic depreciotion, stroight-line
depreciotion shoutd be considered os reosonobte with respect to the stotutorg criterio
for the following recsons.

First, stroight line depreciotion is o common (if not universot) method of depreciotion
odopted bg telecommunicotions firms in Austrolio.

Second, the ACCC considers stroight-line depreciotion oppropriote in other industries
(for exomple, oviotion, etectricitg, gos, roil or woter industries) for ossets thot ore
simitor in noture to Telstro's ducts ond pipes ond copper cobles. Attochment 2 survegs
the ACCC's opprooches to depreciotion in other industries.

Third, the ACCC's economics odvisors commented in 1999 thot 55

"Stroight line depreciotion is a reasonable proxg for ossets where there is little
technological change (eg trenches, accommodotion ond copper coble; sum of
digits depreciation is a reasonable proxy for ossetswhere there is significont
technologicol chonge (eg switches, line cards, transmission electronics, optic fibre).

Fourth, Mr Ergos concludes in his expert report occomponging this document thot
stroight line depreciotion is o reosonoble opprooch ond consistent with the legislotive
criterio.s6

Fifth, the Austrolion Government odjusted the method of cotculoting depreciotion for
tox purposes closer to economic depreciotion bg ollowing firms to front-lood their
depreciotion profiles. The Government stoted:"

"The Government will increase the diminishíng value rote from 750 per cent to 200
per cent for deprecioting ossets. The new rate will opplg to eligible ossets ocquired
on or after 70 Mog 2006, regordless of the ossetb effective life.

Thìs meosure provides a direct benefit to Austrolian businesses of $l.r billíon over
the next four gears. lmportontlg, it ensures that Australion businesses hove the
rìght incentive to undertoke ínvestment in new plont and equìpment that is
necessary for them to keep poce with new technologg ond remoin competitive. lt
will also improve resource ollocotion by olígníng depreciotion deductions for tax
purposes more closelywith the actuol declíne ín the economicvalue of ossets.

tt NERAlrsss¡,EstimotingtheLongRunlncrementolûostofPSlltl¡4ccess:FrnalReportîorACCC,Jonuorg1999,otpoge12.
só Report of HenrU Ergos, sect¡on¡1.3.1.
st TheHonouroblePeterCostelloMP,ContinuingToxReform,gMog2006,poges30-31.
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"The diminishing value method is intended to opproximate the actuol decline in
valueofanassetandthetrue costto taxpogersofthe ossetos aninputcost.Where
depreciation deductions ore lessthan this actuol cost, toxpagers mog hold assets
longer than necessary to maximise the tax benefit from their investment. As a
consequence, the rote of change of the increose in capitol stock will be lower than
it would otherwise be without the tox-induced distortion. This has a negotive
impoct on productivity and economic arowth.

Where possible, oll forms of investment should be toxed neutrallg so thot the tax
sgstem does not divert investment owag from the most productive assets. lf the tax
sgstem biases investment decisions, this will leod to on inefficient allocation of
resources and impede productivitg and economic grovvth.

Ensuring, as for as possible, thot depreciotÍon for tax purposes olìgns with the wag
assets actually declíne in value ensures the tax sgstem is neutral with respect to
i nvestm e nt Í nce ntÍve s.

The meosure will provide o substontial benefit to both individuals ond businesses.
It will encourage additionol and more efficìent investment in all elìgible plant and
equipment, whích will strengthen prospects for economÍc ond emplogment growth
through copítol deepening ond improved resource ollocotion.

Sixth, stroight line depreciotion olso hos the significont benefit thot it is objective ond
verifioble. lt does not relg on forecosts ond predictions like other methods (for
exomple, the tilted onnuitg method), which mog not be futfitted ond coutd resutt in
on under or over recoverg of cost. Apptging the tilted onnuitg to moin network ducts
ond pipes, for exomple, would require forecosting copper price trends for the next 40
geors, being the life of such ossets.

The TEA model oppties o stroight line depreciotion profile to colculote depreciotion
costs. Al[ costs ore then levelised to produce on overoge ULLS cost thot is constont
overtime.

ln the post o titted onnuitg hos been used to depreciote CAN ossets. Titted onnuities
opptied to CAN ossets hove the effect of substontiotlg bcck-tooding depreciotion into
toter geors of the ossets' lives, begond whot results from the TEA model's opplicotion
of stroight-line depreciotion ond levelisotion. A tilted onnuitg is unreosonoble as it is
o poor proxg for economic depreciotion. Below is on illustrotion of the stroight line
depreciotion profiles for four mojor osset cotegories in the TEA modet. These ossets
moke up 897o of the totol investment cost in the TEA modet. Theg ore compored to the
depreciotion profiles thot ore derived from the titted onnuittt os opplied most recenttg
in the ACCC's ULLS pricing principles.ss

'" ACCC 1zoo8¡, Un conditioned Locol Loop Service: Pricing Princìples ond lndicative Prices, June 2008.
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Figure 1: Deprecotion profiles used in TEA ond the tilted onnuitg
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The obvious chorocteristic in the figures obove is thot the titted onnuitg profiles
substontiottg bocklood depreciotion into loter geors retot¡ve to stroight [ine
depreciotion. ln o1[ coses except Moin Cobles, depreciotion is so bock-looded under o
tilted onnuitg, thot there is o negotive depreciotion expense (income) occrued bg the
CAN owner in the first severot geors of the osset's tife. A titted onnuitg is porticutorlg
questionobte where, os here, it seems tiketg thot Telstro wil[ lose customers in the
future ond hove lower revenues from the CAN to pog ong depreciotion chorges bock-
looded into the future.

Telstro provides the expert report of Henrg Ergos thot shows thot occepted economic
theorg woutd not reosonobtg teod to the use of o titted cnnuitg to colcutote
depreciotion in the wog thot the ACCC hos done in the post (Section +.+ of Mr Ergos'
report).

For these reosons, previous proctices thot invotve using o tilted onnuitg ore
unreosonoble.

8.12 Reosonobleness of the non-price terms ond conditions

Do gou considerthot these non-price terms ond conditions ensure occess seekers hove the
obilitg to reosonobtg occess the ULLS? Provide reosoning to support goursubmission.

The non-price terms ond conditions contoined in the Undertoking ollow reosonoble
occess to the ULLS for occess seekers.
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Tetstro notes thot there is no requirement under the Act thot non-price terms ond
conditions ensure occess seekers hove the obititg to reosonobtg occess the ULLS.sn

Rother, the criterio require thot the non-price terms ond conditions ore consistent
with the SAOs ond ore reosonoble. Telstro hos oddressed consistencg with the SAOs

obove ond the discussion betow oddresses the reosonobteness of the non-price terms
ond conditions.

Are non-price terms ond conditions contoined in the Undertoking consistent with the
reosonobleness criterio set out in section 152AH of the Act? Provide reosoning to suPPort gour
submission.

The non-price terms ond conditions contoined in the Undertoking hove olso been
included in previous ULLS undertokings submitted bg Tetstro,6o for exomple, the
December 2004 ULLS Undertokin g("2004 Undertoking"). The ACCC found these non-
price terms ond conditions to be reosonoble in its ossessment of the 2004

Undertoking, stoting thot:

"ln the course of its consideration the ACCC hos not identÍfied any concerns relating to
the non-price terms ond conditions which would lead it to the view that those non-
price terms ond conditions were not reosonable.6l

There hos not been ong chonge in circumstonces thot would couse o deporture from
the ACCC's previous occeptonce of these non-price terms ond conditions.

se ln order to determine whether non-price terms ond conditions ensure reosonoble occess would require on Undertoking to
include the full suite of non-price terms ond conditions. As ocknowledged bg the ACCC, it is not necessorg for on undertoking to
oddress oll relevont mott€rs.
oo There ore some differences in the description ofthe ULLS in the Undertoking os compored with previous Undertokings,
however, these do not give rise to ong reoson for o d€porture from the ACCC's previous ossessment ofthe non price terms ond
conditions os being reosonoble.
ot ACCC,ÆsessmentofTelstro'sULLSondlSSmonthlgchorgeundertakingsFinolDecision,Decemberzoos,p36.
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Attqchment 1 Coble fill foctors

This ottochment summorises publictg ovoiloble doto ond informotion on feeder ond
distribution coble filt foctors odopted bg regulotors in overseos jurisdictions for
modetling purposes. The first section summorises determinotions mode bg United
Stotes regulotors ond the second section summorises regulotorg determinotions
mode in other overseos jurisdictions, in porticulor, New Zeolond ond Europe.

United Stotes of Americo

ln the United Stotes, the Federol Communicotions Commission (FCC) ond stote
regulotors hove mode determinotions os to oppropriote feeder ond distribution cobte
fill foctors.

The FCC hos developed o model known as the Hgbrid Cost Proxg Model (HCPM). The
model wos developed in the context of the Federol Universol Service Support funding
mechonism. Toble 1 summor¡ses the defoutt copperfeeder ond distribution coble
sizing foctors contoined in the HCPM. The defoult copper feeder fi[[ foctors represent
on overoge of the defoult fill foctors embodied in two other models, the HAI ond BCPM

models. The toble shows thot, depending upon the densitg zone:

o Defoult feeder cable fill foctors used in the HCPM ronge from 657o to 807o;

ond

o Defoult distribution coble fill foctors used in the HCPM ronge from 507o to
75o/o.

Toble 1: HCPM Copper Feeder ond Distribution Coble Sizing Foctors

Source: Rebuttol Testimong

Densitu Zone Feeder Distribution
0-5 65lo SOVo

5-100 7SVo 5SVo

100-200 80/o 55lo
200-6s0 SOYo 6OYo

650-850 80o/o 65Yo

850-2,550 80% TOYo

2.550-5.000 SOYo 75%

s.000-10.000 SOY¡ TSVo

10.000+ 80% 75%
of Williom C. Polmer on Public Service Commission,

¡n the motter, on the Commission's own motion, to review the costs of telecommunicotions services provided bg SBC

Michigon, PublicVersion, Morch 22, 20(N, Cos€ No. U-13531.

As to determinotions mode bg stote regulotors, Figure 1 ond Figure 2 reproduce two
grophs contoined in the RebuttolTest¡mong of Williom C. Potmer on beholf of SBC

Michigon, before the Michigon Public Service Commission in Morch 2004. These
figures summor¡se, respect¡velg, copper feeder filt foctors ond distribution fill foctors
ordered bg o lorge number of United Stotes stote regulotorg outhorities. Atthough the
testimong does not conto¡n the doto underlging these two grophs, visuol inspection
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of these grophs mokes it opporent thot, in those regulotorg determinotions surveged
bg Potmer:

o Ordered copper leeder foctors hove ronged from 60 - 90o/o. The mojority of
ordered fill foctors oppeor to hove been betweenT0 - 8oo/o.

o The ronge of ordered distribution fill foctors oppeors to hove been verg
brood, between oround 35 - 857o. However, the mojoritg of ordered fi[[
foctors oppeor to hove been oroun d 50'/o,

90qt

90gr
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ó09t

¡09r

¡091
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Source: Rebuttol Testimong of Williom C. Potmer on beholf of 5BC Michigon, before the Michigon Public Service Commission,
in th€ motter, on the Commission's own motion, to rev¡ew the costs of tetecommunicotions services provided bg SBC

Michigon, Public Version, March 22, 2004, Cose No. U-13531, Schedule WCP.

Figure 2: Distribution Fill Foctors Ordered bg Stote Commissions*
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a Michigon Pu¡tic å¡ce commission,
in the motter, on the Commission's own motion, to review the costs of telecommunicotions services provided bg SBC

Michigon, Public Version, Morch22,2oo4,Cose No. U-13531, Schedule WCP.

Tobte 2 presents o summorg of odditionol reseorch on fi[[ foctors ordered bg stote
regutotors ond other regulotorg outhorities. This reseorch broodlg corroborotes those
figures presented in the Polmer Test¡monU, in thot:

l0ql

0qô

Figure 1: Copper Feeder Fit[ Foctors Ordered bg Stote Commissions*
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o The mojoritg of determined copper feeder fill foctors oppeor to be oround
75Yo; ond,

o The mojoritg of determined distribution filt foctors oppeor to be oround
50o/o.
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Stote/Generol Dote Feedet Distribution Source
Colifornio
Pubtic Utitities
Commission

1996 76% 38% Colifornio Public Utilities Commission, Opiníon Establishing Revîsed Unbundled Network
Element Ratesfor Pocifìc Be[ITelephone Company DBASBC California, Decision 04-09-063,
September 23.2oo4, citinq "OANAD oroceedinq" (D.96-08-021. DD. 29-32.\

MissouriPubtic
Service
Commission

4OYo Evoluotion of the United Stotes Deportment Of Justice,lnthe Motter of Applicotion bg
SBC Communications lnc., Southwestern BellTelephone Compong, and Southwestern BeIl
Communications Services, Inc. dlblo Southwestern BeII Long Dístance for Provision of ln-
Reqion,lnterLATAServicesin Missouri. CC Docket No. 01-88. Mou 9. 2001.

Louisiono
Pubtic Services
Commission

2001 74% 47% Supptementot Reptg Affidovit of D. Doonne Coldwett, JointApplication bg BellSouth
CorporotÍon, BelßouthTelecommunÍcations,lnc., and Belßouth Long Dìstance, lnc. for
Provision of ln-Region, lnterlAT[Services in Georgia and LouisÍana, CC Docket No. o2-3s,
!lrr.

Louisiono
Public Services
Commission

1997 7S% 42.9Yo Supplementot Reptg Affidovit of D. Doonne Coldwetl, JointApplication bg BellSouth
Corporation, BellSouthTelecommunicotions,lnc., and BellSouth Long Distonce, lnc. for
Provision of ln-Region, lnterlATAServîces Ín Georgio and Louisiano, CC Docket No. 02-35,
î10.

Florido Public
Service
Commission

47% Rebuttol Testimong of James R. Smoltwood, On Beholf of SBC Michigon , ln the motter,
on the Commission's own motîon, to review the costs of the telecommunicatíon services
provided bg SBC Michigan, BeforeThe Michigan Commerce Commission, Cose No. U-
13531, Recurring Cost lssues, Public Version, Morch 22,2004, citing Finol Order, ln re:
lnvestìgotion into the pricing of unbundled network elements, Order No. PSC-01-1181-
FOF-TP. Docket No. 990649-TP (Mou 25, 2001). p. 165

Georgio Public
Services
Commission

1997 69.s% 48/o Supplementot Replg Affidovit of D. Doonne Coldwell, JointApplication bg BellSouth
Corporotion, BellSouthTelecommunications,lnc., ond BellSouth Long Distance,lnc. for
Provision of ln-Region, InterlATAServîces in Georgio and Louisiona, CC Docket No. 02-35,
llg.

NewYork
Pubtic Service
Commission

t997 SOVo For instonce, see Memorondum Opinion And Order, In the Matter of Joint Application bg
SBC Communicdtions lnc., Southwestern BellTelephone Compang, and Southwestern BeIl
Communicotions Services,lnc. dlbla Southwestern BelI Lonq Dîstonce for Provision of ln-

Toble 2: Filt foctorc determined bg United Stotes stote commissions (ond other regulotorg outhorities)
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Stote/6enerol Dote Feeder Distribution Source
Region,lnterlATAServices in Kansos ond Oklohoma, CC Docket No. 00-217, FCC 01-29
(Adopted: Jonuorg !9,2001; Releosed: Jonuorg 22,2007),t180; ond Memorondum
Opinion And Order, Applicotion of Verizon New Englond lnc., BellAtlontic
Communicotions, lnc. (dlblaVerizon Long Distance), NYNEX Long Distonce Compony (dlblo
Verîzon Enterprîse Solutìons) AndVerizon Global Networks lnc., For Authorization to
Provide In-Region,lnterLATAServices in Mossochusetts, CC Docket No. 01-9, FCC 01-130
(Adopted: April t0, 2001; Releosed: April16, 2001), t132.

Vermont
Pubtic Service
Boord

2000 80% so% Stote Of Vermont Pubtic Service Boord, Order, lnvestigotion into New EnglandTelephone
andTelegraph Companyb (NETs) tarîff filìng re: Open NetworkArchitecture, includingthe
unbundling of NETs network, exponded interconnection, ond intellìgent networks in re:
Phose ll. Module 2 - Cost Studies. Docket No. 5713 lOrder entered: 214l2oool.

Virginic Stote
Corporotion
Commission

1998 77% s0% Order, Ex Porte: To determine prices Bell Atlontic-Virginio, lnc. is outhorized to chorge
Competitive Locol Exchonge Corriers in occordonce with the Telecommunicotions Act
of tgg6 ond opplicoble Stote [ow, Virginio Stote Corporotion Commission, Cose No.
PUC970005, MoU 22,7998

Rhode lslond
Division of
Pubtic Utitities
ond Corriers

7S% 507o Memorondum Opinion ond Order, lnthe Matter of Application bgVerizon New Englond
lnc., BellAtlantic Communications, Inc. (dlblaVerizon Long Distance), NYNEX Long
Distance Compang (dlblaVerizon Enterprise Solutions),Verizon Global Networks lnc., ond
Verizon Select Services lnc., for Authorìzotíon To Provide ln-Region, lnterLATA Services in
Rhode lsland, CC Docket No. 01-324, FCC 02-63 (Adopted: Februorg 22,2002 Releosed:
Februoru 22, 2OO2\, 1156.

Moine Public
Utilities
Commission

62%(lor rurol
oreos)

5Olo Exominers' Report, lnvestigation of Total Element Long-Run lncremental Cost QELRIC)
Studies and Pricing of Unbundled Network Elements, Moine Public Utitities Commission,
Docket No. 97-505. Jonuoru 18. 2002.

Woshington
Utilities ond
Tronsportotion
Commission

2005 72.22%forthe
overoge
segment fi11,

ond 60.04% ot
the heod ofthe
route 0zCost)

so% Woshin gton Stote Uti lities And Tronsportotion Comm issio n, Twentg-Fou rth
Supplemental Order Estoblishing Recurring Costs ond Rotes for Unbundled Network
Elements, Transport, and Terminotion; Estoblishing Deveraged Zone Loop Rotes, ln the
Motter of the Review of Unbundted Loop ond Switching Rotes; the DeoverogedZone
Rote Structure; ond Unbundled Network Elements, Tronsport, ond Terminotion
lRecurrino Costs). Docket No. UT-O23003. Februoru 9.2005.
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Stote/6enerol Dote Feeder Distribution Source

HM 5.3
produces on
ochieved fitt of
76.5%

Pubtic Service
Commission of
Wisconsin

2004 6S% 5OVo Public Service Commission of Wisconsin, Petitíon of Wisconsin Bell,lnc., dlblo SBC
Wisconsin, to 6720-Tl-787, Estoblish Rotes and Costsfor Unbundled Network Elements,
Finol Decision, Dote Moiled: October 73,2oo4.

Woshington
Utiüties ond
Trcnsportotion
Commission

1998 6s% (US West)
6s% (GTE)

soy" (us
West)
6070 (GTE)

Woshington Utilities ond Tronsportotion Commission,ln the Motter of the Pricing
Proceedíng for lnterconnection, U nbundled Elements, Transport and Terminotion, and
Resale (Docket No. UT-960369); ln the Motter of the Pricing Proceedingfor
Interconnection, Unbundled Elements,Tronsport andTerminotÍon, and Resole for USWest
Communicotíons lnc. (NO. UT-960370); lnthe Motter of the Pricing Proceedingfor
lnterconnection, Unbundled Elements,Transport ondTerminotion, ond Resale for GTE

Northwest lnc (NO. UT-960370): Eighth Supplementol Order, lnterim Order Estobl.ishing
Costs For Determining Prices ln Phose ll; And Notice Of Preheoring Conference, Mog 11,
1998.

Colifornio
Pubtic Utitities
Commission

2004 76% 57.6Vo Cotifornio Public Utilities Commission, Opinion Establishing Revised Unbundled Network
Element Rates for Pacific Bel|Telephone Company DBA SBC California, Decision 04-09-063,
September 23,2oo4

Colifornio
Public Utilities
Commission

2006 76% 52Yo Colifornio Public Util.ities Commission, Opinion Estoblishing Unbundled Network Element
Rotes and Price Floors for Verizon Colífornia ond Modifying Decision 99-77-050 Regording
Monopolu Buíldinq Blocks. Decision 06-03-025. Morch 15. 2006.

Konsos
Corporotion
Commission

s3% For instonce, see Memorondum Opinion And Order, ln the Matter of Joint Applicotion bg
SBC Communications lnc., Southwestern BellTelephone Compang, ond Southwestern Bell
Communicotîons Services, lnc. dlbla Southwestern BelI Long Distonce for Provision of ln-
Region, lnterlÁTA Services in Konsas ond Oklohomo, CC Docket No. 00-217, FCC 01-29
(Adopted: Jonuorg 19, 2001; Releosed: Jonuorg 22,200!), tl80; ond Memorondum
Opinion And Order, Applicotion of Verizon New England lnc., BellAtlantic
Communications,Inc. ölbloVerizon Lonq Distoncd, NYNEX Lono Distance Comoonu Hlblo
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Stote/Generol Dote Feeder Distribution Source
Verízon Enterprise Solutions) AndVerizon Globol Networks Inc., For Authorizotion to
Provide ln-Region,lnterlATAServicesin Massachusetts, CC Docket No. 01-9, FCC 01-130
(Adopted: April16, 2001; Releosed: April 16, 2001), !132.

NewJerseg
Boord of Pubtic
Utilities

Mox.
2002

75% 53lo AT&T's lnitiot Post-Heoring Brief, lnvestigotion bg the Department of
Telecommunicotions ond Energy on its own Motion into the Appropriote Pricing, based
uponTotal Element Long-Run lncremental Costs, for Unbundled Network Elements and
Combinotions of Unbundled Network Elements, and the Appropriate Avoided Cost Discount
forVerizon New Englond, Inc. dlblaVerizon Massachusetts'Resole Services in the
Commonweolth of Massachusetts, D.T.E. 01-20, Port A (UNE Rotes), Redocted - Pubtic
Version, Morch s,2Oo2, citing Ex. ATT-8, excerpt from New Jerseg UNE Rotes Order ot
4-5.

Public Utilities
Commission of
Ohio

67.97%-69.74% 55.92/o'
6O.43%o

Public Utilities Commission of Ohio, ln the Motter of the Review of SBC Ohio'sTELRIC
Costsof UnbundledNetworkElements, Cose No.02-1280-TP-UNC, November 3,2004.

Utoh Pubtic
Service
Commission

2002 60% Testimong Of Timothg J Gotes on Behotf of The Commission Stoff, ln the Motter of
Determining Prices for Unbundted Network Elements (UNES) in Qwest Corporotion's
Statement of Generollg Avoitobte Terms (SGAT), Before The Publ,ic Utilities
Commission Of The Stote Of South Dokoto, Redocted Public Version, Docket No. TCOr-
098, June 16, 2003.

Colorodo
Public Utilities
Commission

2002 79.77% 70.49/o Testimong Of Timothg J Gotes on Beholf of The Commission Stoff, tn the Motter of
Determining Prices for Unbundled Network Elements (UNES) in Qwest Corporotion's
Stotement of Generotlg Avoiloble Terms (SGAT), Before The Public Utitities
Commission Of The Stote Of South Dokoto, Redocted Public Version, Docket No. TC01-
098, June 16, 2003.

Michigon
Pubtic 5e¡vice
Commission

80% 7SVo Testimong Of Timothg J Gotes on Behotf of The Commission Stoff, ln the Motter of
Determining Prices for Unbundled Network Elements (UNES) in Qwest Corporotion's
Stotement of Generollg Avoilobte Terms (SGAT), Before The Pubtic Utilities
Commission Of The Stote Of South Dokoto, Redocted Public Version, Docket No. TCOr-
098, June t6,2OO3.

lndiono Utititu - 80% - 75Yo Testimong Of TimothU J Gotes on Behotf of The Commission Stoff, ln the Motter of
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Stote/Generol Dote Feeder Distríbution Source
Regutotorg
Commission

["verg similor"
to Michigonl

["verg
similor" to
Michigonl

Determining Prices for Unbundled Network Elements (UNES) in Qwest Corporotion's
Stotement of Generottg Avoiloble Terms (SGAÐ, Before The Pubtic Utitities
Commission Of The Stote Of South Dokoto, Redocted Public Version, Docket No. TCor-
098, June 16, 2003.

Ohio Pubtic
Utititg
Commission

-80%
["verg similor"
to Michigonl

- 75o/o

["verg
simi[or" to
Michigonl

Testimong Of Timothg J Gotes on Behotf of The Commission Stoff, ln the Motter of
Determining Prices for Unbundled Network Etements (UNES) in Qwest Corporotion's
Stotement of Generollg Avoitoble Terms (SGAT), Before The Pubtic Utitities
Commission Of The Stote Of South Dokoto, Redocted Public Version, Docket No. TC01-
098. June 16, 2003.

Wisconsin
Public Seryice
Commission

-80%
["verg similor"
to Michigonl

- TSYo

["verg
similor" to
Michigonl

Testimong Of Timothg J Gotes on Beholf of The Commission Stoff, In the Motter of
Determining Prices for Unbundled Network Etements (UNES) in Qwest Corporotion's
Stotement of Genero[19 Avoiloble Terms (SGAT), Before The Public Utilities
Commission Of The Stote Of South Dokoto, Redocted Pubtic Version, Docket No. TC01-
098, June 16, 2003.
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Other overseos jurisdictions

This sub-section summorises regulotorg determinotions mode in New Zeotond ond
Europe. Toble 3 presents the filt foctors for feeder ond distribution plont odopted bg
the New Zeolond Commerce Commission for the purpose of TSO modelling. Toble 4
presents fill foctors used in Europeon models, os summorised bg Morsden Jocob
Associotes ond Europe Economics.

Toble 3: TSO Model UtÍlisotion foctorsfor îeeder ond distribution plont

Densittl Feeder Distribution
0 SOYo 40Yo

5 80Yo 4O/o

100 80Vo 40Yo

200 8O/o 4Ùo/o

650 8$o/o 60Yo

850 8Ùo/o 6OVo

2550 80o/o 60/o

s000 80%o 60/o

10000 SOYo 6OYo

Sources: Commerce Commission, Droft Dete¡minotion forTSO lnstrument for Locot Residentiol Telephone Service for period
between 1 Juh¡ 2005 ond 30 June 2006, 9 Julu 2007, Toble 27. See olso, similor determinot¡ons for Þrevious ueors: Droftbetween 1 JulU 2005 ond 30 June 2006, 9 Julg 2007, Toble 27. See olso, similor determinot¡ons for previous geors: Droft
Determinotion forTSO lnstrument for Locol ResidentiolTelephone Service for period between 1 Julg 2004 ond 30 June 2005,
9 Julg 2007; Finol Determinotion for T5O lnstrument for Locol Residentiol Service for period between 1 Julg 2003 ond 30 June
2004,23 Morch z00z; ond Determinotion for TS0 lnstrument for Locol Residentiol Sewice for period between t Julg 2002 and
30 June 2003, 24 Morch 2005.

Toble 4: Flllfoctors used in Europeon boltom-up models

Source: Morsden Jocob Associotes ond Europe Economics, Poper Undertoking
to Unconditioned Locol Loop Service, Public Version, 3 MoU 2006, Tobte 4.

Feeder side cable D i strì butÍ on si de co ble
Donish hubrid model 75/o 7SYo

Swedish hubrid model 80% 60%
Bottom-up modelfor
Europeon regulotor
lconfidentiol)

7íVo 6SYo

Jocob Associotes ond Comments on Discussion Pooer Telstro's Undertokino in
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Attochment 2 ACCC lndustrg Depreciotion Surveg

This ottochment contoins o review of the industries reguloted bg the ACCC with
regordto the noture ofthe ossets involved ond the opprooch to depreciotion token bg
the ACCC. The oviotion (oirports), electricitg, gos, roil ond woter industries ore
reviewed below.

ln summorg ond os outtined in the toble below, the ACCC hos used or endorsed
stroight line depreciotion for most reguloted industries except telecommunicotions
despite similorities in the chorocteristics of the ossets being reguloted.

Toble 1: Summorg of depreciotion methods in reguloted industries

lndustru ACCC determinotion
Aviotion Stroiqht [ine depreciation
Electricitu Stroioht line deoreciation
Gos Stroight line depreciotion (in

oreenfields ouideline)
Roit Stroiqht line depreciotion
Woter Stroight line depreciotion

recommended os stortinq point

Aviotion (Airports)

Mojor ossets, porticutorlg copitolised civilworks, in the oirport ospect of the oviotion
industrg ore similor in noture to those in telecommunicotions. For exomple, this con
be seen in on oirports industrg consulting document for the ACCC regording electricitg
cobling, where both copper ond ducting ore mojor inputs, ond where the osset life is
deemed to be of leost 40 g€ors:o'

Generallg most high voltoge distributÍon coble is comprîsed of copper conductors...
Cables are buried direct into the ground but are ducted under runwoys ond roods,
etc...

These cables should lost in excess of a0 geors...

More broodlg, ecrthworks necessorg in oirport construction and extension is similor
to trenching in thot it involves substontiol omounts of lobour, fuel ond eorthworks
equipment.

Sgdneu AirFort

ln 2000, Sgdneg Airports Corporotion Ltd (SACL) propos-ed using stroight tine
depreciotion for oeronouticol ossets (other thon lond):o"

ú2 OpuslnternotionolConsultonts,sydnegAirport2oooValuat¡onRevíewfo¡theAustralionCompetitionondConsumerCommission
(ACCQ, Peer Review Repoft , 9 Febtuotg 2oot, poge 62.
"t SÀCL, Draft Aeronautkol Prícíng Proposol, December 1999, poge x¡¡¡.
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SACL has adopted straight line deprecìation os o foír indicator of both accounting
ond economic depreciatìon, ie the omortisation of cost over time and the loss of
eorning potentiol.

This wos reiteroted in its revised proposot:e

Depreciotion and the useful lives of fixed ossets remain unchanged Ín the Revised
Draft Proposal, subject to the outcome of detoiled reviews of individual assets.

The revised proposol colculoted depreciotion using prime cost6s

The Revised Droft Proposal... calculotes depreciation using prime cost.

The prime cost method of depreciotion is essentioltg the some os the stroight line
method of depreciotion in thot 1007o of the purchose price (prime cost) of the osset is
divided bg the economic life of the osset.

The ACCC, bosed on the recommendotion of its expert odvisers, opproved the use of
stroight line depreciotion for non-lond osset votuotion:66

The Commis.sion's droft decision is not to object to the non-lond osset valuation
proposed bg SACL.'

No tilt wos opplied to the depreciotion profile.

Mplhorrrnp oirFort

ln August 2000, the ACCC releosed its finot decision to opprove APAM's (Austrolio
Pocific Airport_s Melbourne Ptg Ltd) proposol to use stroight line depreciotion of the
copitol bose.o' No titt wos opplied to the depreciotion profile.

Electricitg

Mojor ossets in the electricitg industrg ore similor in noture to those in other network
industries. For exomple, undãrground cobting requires ducting ond trenching:68

' CÍrcu íts' inclu des... u nde rgrou nd co bles...

These ossets ore olso long-lived:6s

Tronsmissíon ossets have long effective lives, far exceeding the term of the most
troded Austrolian bond with the lo ngest motu rity period (í.e. 7 0 geors).

Copper is olso o mojor input ond o significcnt source of costs.7o

s 
SACL, R€v,led Drcft Aercnaut¡col Pricing Propoml, September 2000, poge 73,

6s SÂCf, Rey,ired DroftAeronouticolPricingPropoml, September 2000, poge 140.

'" ACCC, Sgdneg Airports Corporotion Ltd. - Aeronautical Pricing Prcposol; Droft Decision, Februorg 2001, poges 16-17. This position
wos olso reoffirmed in its Finol Dec¡s¡on, doted Mog 2001.

"' ACCC, Melbourne Airport - Multi-llser DomesticTe¡minok New lnvestment, Decision, August 2000, poge 15.

" ACCC, Decision: NSW ondACÍttonsmission nelwo¡kÍevenve cop - EnerygÀusttol¡o 2oo$-os to 2008-09,27 Apr¡l 2005, poge 162.
óe 

ACCC, Decísíon: NSW ondÀCl t¡onsmission networkrcvenve cop - EnerggAustrcl¡a 2oo4-os to 2008-09,27 Apr¡l 2005, poge 75.
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ln the ACCC's 1999 Droft Stotement of Principtes for the Regulotion of Electricitg
Tronsmission Revenues, the ACCC discussed the use of o tilted onnuitg opprooch to
colcutoting the ccpitol chorge os o meons of tcking into occount technologicol
odvoncement ond generoI price increoses.'^ However, no decision wos mode of the
time os to the use of this opprooch when octuottg colculoting copitol costs.
Subsequentlg, in 2003, the ACCC mode on initiol decision not to use the titted onnuitg

ffiï::l"f[:ï,,rrnn 't 
reserved the risht to enrorce this odoption if the ACCC rett it

The Commission olwags hos the discretion to adopt an annuity depreciation
scheme which can respond to the ossocioted pricing changes in replocement cost
taking account of general price increoses and technologicol change in a manner
which mimics competitive market behavíour. However,the Commissionb initiol
víew ìsthatfactors such astechnologicolchange do not hove mojor impacts in the
electricitg industrg. Therefore, a straight-line opprooch for the electricíty industrg
is eosier to implement and gíves rise to clearer incentivesfor effÍcient Ínvestment
then alternatives such os onnuitg depreciation.

This position wos not chonged in the ACCC's droft ond finol decisions, ond wos
reiteroted in its revised droft stotement of regulotorg principles:73

For depreciation the ACCC will adopt... o straight-lÍne depreciation approoch. The
ACCC has the discretion to odopt an onnuitg depreciation scheme which can
respondto changes in demand and costs i.e. the stranding of ossets.

Recent decisions on tronsmission prices hove used stroight-line depreciotion to model
econom ic depreciotion:'o

The ACCC used a straight-line deprecíation method (bosed on the remaining life per
osset closs of existing ossets andthe standard lìfe for new assets) to model
economic deprecìation.

Most recentlg, in its 2008 finol decision on regutotorg guidelines for electricitg
distribution networks, the Austrolion Energg Regutotor (AER), o constituent port of
the ACCC, used stroight tine depreciotion os the defoult method in its post-tox revenue
model (PTRM). Distribution network service providers (DNSPs) do, however, hove the
option of using other methods thot comptg with the Notionol Etectricitg Rules (NER):7s

The PTRM Ís configured to use the stroight-line method os the default position for
colculoting depreciotion. DNSPs are able to omend the PTRM to incorporate
depreciotion profiles other than the straight-líne method, subject to ossessment in
occordoncewith clouse 6.5.5 of the NER.

6AS

1o 
ACCC, Finot Decision: NSW ond ACI T¡onsmission Network Revenue Cap - TronsG¡id2001-05 to 2oo8-og , 27 Aptil 2005, poges 103-

105.
t'SeeACCC,DroftstotementofPrinciplesfortheRegulotìonofElætricitgI¡onsmissìonRevenues,Mog1999,poge61.
72 

ACCC, Dr'scussío n Popet 2oo3 - Review of the Draft Stotement of Principles for the Regulotion of Tronsmission Reyenues, 28 August
2003,poge29.
" ACCC,DroftDecßion-stoternentofPrincipleslortheRegulationofnronsmissionRevenues,lsAugust20(N,poge16.
tt 

ACCC, Decision - NSW ond ACI transmission netwo¡k revenue cop EnerggAustrolia 2oo1-os to 2oo8-09,27 Aptil 2005, poge 1¡t4.
7s 

ACR, Electricitg dist¡ìbution network sewice providers - Posa-tox rcvenue model hondboot, June zooa, poge tr.
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Mojor ossets, porticulorlg copitolised civil works, in the gos industrg ore similor in
noture to those in telecommunicotions. These ossets ore tgpicollg long-lived ossets,
ond mony gos pipelines ore built underground ond require trenching. ln foct, the ACCC

considers thot network industries like electricitg ond gos ore similor enough to hove
comporoble regulotorg fromeworks:t6

The Commission belìeves thot consistencg con be achieved between the gas and
electricitg industries because theg have a number of similor choracterìstics (í.e.

long lived assets, netwo rk industríes, low rotes of technologicol chonge ond so on).

Therefore, the Commission's experience with respect to regulation of the gas

industrg is of porticular relevance to the Commission's regulotorg task in electricity
transmission.

ln its droft greenfields guideline for noturot gos trcnsmission pipelines, the ACCC did
not odopt ong porticulor position regording the depreciction profile to be odopted in
the colculotion of occess prices in this industrg, olthough it indicoted thot o stroight-
line depreciotion schedule would be occeptoble, ond indeed, is to be token os the
defouti stcndord:77

Stondord straight-line depreciotion over the economíc life of the asset has
tgpicallg been the methodologg used when depreciating o pipeline's copitol base.
However, provided thot the principles of the code are adhered to, o service provider
is oble to use an alternative opproach.

For example, the ACCC's CWP final decision provided for the use of economic
depreciotion as part of the service provider's NPVlprice poth methodologg to
determine total revenue. Economic depreciation wos colculoted in the following
manner:

Economic depreciation = total revenue - operoting costs - return on capitol

Part lllA does not specifg ang porticular deprecìation methodologíes. Consequentlg
o prospective service provider hos equalflexibÍlitg in toiloring on oppropriate
depreciotion methodology to meet Íts requirements. [Emphosis odded]

RAIL

Mojor ossets in the roil industrg ore similor in noture to those in tetecommunicotions.
ln foct, the roiI ossets for which stroight tine depreciotion is opptied include signotting
ond communicotions equipmentTs

The ACCC's preliminorgview ìsthotthe depreciotion chargesfor signolling ond
communicotíons equipment... do not roise ong objections under Port lll/. of the Act.

tG ACCC,DtoftstotementofPrincipleslortheRegulotionofTronsmissionRevenues,2tMoglggg,poge3.
" ACCC,Droftgreenfieldsguidelinefornaturolgostransmissionpipelines,June2002,Poges3l-32.
1' 

ACCC, Dtoft Decision: Access llnde¡tok¡ng - lnteßtote Roil Netwo¡k, Austrolion RoilTrock Corporotion, April 2008, poge 167.
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These ossets ore long-lived ossets with on osset life of 30 yeors.te

ln its 2008 droft decision on ARTC's occess undertoking for the lnterstote Roil Network,
the ACCC considered thot opptying stroight tine depreciotion to roil ossets is
oppropriote:80

The use of straight line depreciotion is common regulotory proctice. lt simplifies
regulatory modellÍng and should not overcompensote occess service providers.
However, stroight line depreciotion can result in RAB values deviating from true
economic values and create incorrect pricing for long lived ossets. ln oddition, non-
economicallg based depreciation might give osset owners incentives to destrog
ossets and reploce them to increase theìr RABs once the ossets are fullg, or close to
f u IIy, de p re ci ate d f ro m a re gu lotor g occou nti n g per s p ective. D esp ite th e se
concerns, inthe contextof ARTCinterstate railnetworktheACCC does not consider
the use of straight line depreciation to be on issue. ARTC currentlg recovers well
below their revenue ceilings, their regulotorg RAB volues devioting from economic
volues should not change their pricing ond ARTC should have the incentive to
minimise costs os opposed to maximísìng its RAB values.

Simitorlg in 2002, the ACCC olso occepted the ARTC's use of stroight-line
depreciotion:81

ARTC has proposed to depreciate its depreciable assets on a straight-line bosis.
ARTC favours this method on the bosis of its ease-of-use ond tronsparencg. ARTC

notes that the use of the straight-line method of depreciation hos been emploged
in access regulation for a number of other industries.

ihe Commission's conclusion is therefore thot the depreciation chorges and the
assumptions regarding the "steady state" ossets included in ARTC's Undertaking
form a reasonable bosis for determining a rate of return of capital.

WATER

Mojor ossets in the woter industrg, porticulorlg copitolised civil works (e.9. trenches
ond underground conduits) ore similor in noture to those in telecommunicotions. For
exomple, seweroge networks ore o sgstem of underground conduits thot tronsport
sewoge ond wastewoter. The ACCC defines o sewer os:tt

An artificial conduit, usuallg underground, for convegÍng wastewater and sewoge.
A sgstem of sewers can be referred to as o sewerage or retículation network.

Sewers con inctude o host of vorious underground tronsportotion networks such os
cliff-foce dischorge sewers, deep-oceon out-folls ond reticulotion networks (seweroge
networks).

These ossets ore olso deemed to be long-lived ossets:83

'" ACCC, DroÍt Decísíon: Access llnde¡toking - tnterstate Rait Network, Austrolion RailÍrock Corporotrbn, Aprit 2008, p oge ::67 ,

'o AßCc,DroftDecision,Accessllndertoking-lnteßtoteRailuetwork,AustrolionRoillrockCoryoration,Aptil2oos,poges166-167.
ft 

ACCC, Oecisío4 AustrolionRailÍrockCorporationAccesslJndertoking,Mog 2002, poges151-152.

"'ACCC,AccessdisputebetweenseryicessgdnegPtgLtdondsgdnegwaterCorporation:Arbitrationrepon,lgJulg2oo7,poge7.
" ACCC,Áccessd,SputebetweenSeruicesSgdnegPtgLtdandSgdnegwaterCorporation:Arbitrot¡onrcpon,'sJulg20o¿pdge79.
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TheTribunol notedthot occess seekers require sufficÍent certainty in relation to
occess terms in order to undertake the significont investment ossocioted with "the
substontial noture and long life of the ossets which a new entrant, other than a
pure reseller would need to ìnvest in".

To dote, the ACCC hos not token o firm position regording the depreciotion profile to
be odopted in the colculotion of occess prices in this industrg, otthough giving some
support for the stroight line depreciotion opprooch token bg IPART in woter pricing, os
seen in the occess dispute between Services Sgdneg ond Sgdneg Woter:e

Similorly, SgdnegWoter's Cost of Service model opplies a depreciotion schedule to
the relevanttreotment and dÍsposal ossets. Depreciotion is a standord component
of a buìldìng block approach and therefore the Commission considered thot
depreciation of the osset ôose s hould be included Ín the colculation of ovoidable
costs. Whilst the exoct nature of the deprecÍøtíon schedule to be odopted for
determiníng finol access prices ís a matter for further negotiation between the
parties, on appropriate starting pointwould oppeorto bethe deprecíation
schedule adopted bg IPART for the purpose of determining Sydneg Water's retail
prices. [Emphosis odded]

However, the ACCC hos been conducting formo[ consultation since Aprit 2008 on the
development of its odvice on woter morket rutes ond woter chorge rules. This process
is expected to be completed in June 2OO9.8s

s 
ACCC, Access d¡spute between Seruices Sgdneg Ptg Ltd ond Sgdneg Woter Corporotion - Arbitrotion report, 19 Julg 2007, poge

81.
rs 

ACCC, Revised timelines for the provision of advice to the Minister for climote chonge ond woter vnder the Woter Act 2oo7 , ovoilobte
ot http://www.occc.gov.ou/content/index.phtmf¡temld/8378u. 

^ccessed 
on 12 August 2008.
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