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1 Summary

The Competition and Consumer Act 20QMCA) was recently amended to change the
operation of Part XIC from an ex-post negotiatdtesite access regime to an ex-ante
price and non-price terms and conditions accesmeggThese changes took effect
from 1 January 2011.

Under the new access regime, the Australian Cotiggeand Consumer Commission
(ACCC) must make final access determinations (FADis§leclared services. The
ACCC can, in some circumstances, make interim aagetrminations (IADs) to
operate before FADs are made. The ACCC is no loregprired to make pricing
principle determinations.

The ACCC has decided to issue IADs under secti6@8C and 152BCG of the CCA
for the following six declared fixed line servicgsgether, the declared fixed line
services):

= unconditioned local loop service (ULLS)

= wholesale line rental (WLR)

» line sharing service (LSS)

» public switched telephone network originating aso@STN OA)
= public switched telephone network terminating as¢@STN TA¥
» |ocal carriage service (LCS).

The IADs apply from 1 January 2011 to 31 Decemi®dri2 The IADs will be
automatically revoked when the ACCC issues FAD® AGCC considers that
making IADs to commence from 1 January 2011 witlyide the industry with
certainty in the transition to the new access regim

The IADs contain both price and non-price termse TADs also incorporate the
effect of the exemption determinations made unldeptrevious access regime.

The price terms in the IADs are based on pricesutatied using a building block
model (BBM) approach, taking into account the lafstrmation currently before the
ACCC, including material received as part of theerdg review of the declared fixed
line services pricing principlésThe ACCC has also had regard to other relevant
matters when determining the prices for the IADs|uding regulatory certainty and
consistency. The BBM approach represents a chaogethe ACCC'’s historic
approach to pricing, which was based on:

= retail minus retail cost (RMRC) pricing for the WlaRd LCS, and

= total service long run incremental cost (TSLRIC+#iging for the ULLS, LSS and
PSTN OTA.

The amendments were made by Tleéecommunications Legislation Amendment (Competiti
and Consumer Safeguajdsct 2010. From 1 January 2011 fhieade Practices Act 19AMas
renamed th€ompetition and Consumer Act 2010

2 PSTN OA and PSTN TA are together referred tdP&TN OTA'.

Review of Access Pricing Principles for Fixed &i8ervices,
http://www.accc.gov.au/content/index.phtml/itemi@4344




All industry submissions to the ACCC'’s review oétlleclared fixed line services
pricing principles have indicated broad acceptaridtee ACCC'’s proposed change in
its pricing approach.

The ACCC has the power to amend the IADs at ang before it issues FADS.

As required under the CCA, the ACCC will commengrublic inquiry before
making FADs in relation to the declared fixed Isevices. The ACCC proposes to
issue a discussion paper when the public inquingraences, which will set out
relevant issues and seek further comment from inglus developing the discussion
paper (to be released at the commencement of tkededlic inquiry), the ACCC
will have regard to information received as partha recent pricing principles
review.

2 Legislative framework

Part XIC of the CCA was amended with effect frodahuary 2011 by the
Telecommunications Legislation Amendment (Competénd Consumer
Safeguards) Act 201@ACS Act). This section briefly outlines the chasdo the
Part XIC access regime.

2.1 Previous access regime: negotiate/arbitrate model

Prior to the commencement of the CACS Act, the ngpealed Division 8 of
Part XIC set out arbitration provisions. If parteesuld not agree on the terms of
access to a declared service, either party couitiyibe ACCC of a dispute. The
ACCC would then arbitrate the dispute and deterrthiederms and conditions of
access between those two parties.

The ACCC was required to make pricing principlesgeiinations and price related
terms and conditions for declared services undentw repealed section 152AQA.
The ACCC was also required to make a written datetion setting out model terms
and conditions relating to access for certain dedlaervice$.The ACCC was
required to have regard to the pricing principleedainations and model terms when
arbitrating access disputes.

The ACCC'’s 1997 documeniccess Pricing Principles — Telecommunications: a
guide (1997 Access Pricing Principles) has generally gdiithe ACCC when
determining pricing principles and indicative psder declared fixed line services. In
December 2009 the ACCC commenced a review of tB& B&cess Pricing
Principles. In September 2010 the ACCC issued grafing principles and draft
indicative prices for consultation (see sectiorsehd 3.3 below).

Following the repeal of sections 152AQA and 152A@®&, ACCC is no longer
required to issue pricing principle determinatiamsl model terms and conditions for
declared services. Because of this legislative ghatine review of the 1997 Access
Pricing Principles was suspended as the power k& mach principles has been
removed.

4 Repealed section 152A0QB of the CCA. These sesvire PSTN OA, PSTN TA, ULLS and
LCS.
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Under the previous access regime, the ACCC haddher to make exemption
determinations which had the effect of exemptingeas providers from the standard
access obligations (SAOSs) in relation to the sublgeclared services. The
exemption determinations could be unconditionatarld apply subject to conditions
and limitations. Following the repeal of sectio®2AS and 152AT of the CCA, the
ACCC no longer has the power to make exemptiornrehétations.

The transitional provisions in the CACS Act stdtattonce an access determination
(AD) (including an IAD) in relation to a serviceromences, a determination made
under the repealed sections 152AS and 152AT céasewe effect.

2.2 New access regime: up-front price and non-price terms model

The CACS Act replaced the previous negotiate/atstmodel with a model which
enables the ACCC to set default price and non-peices in ADs. An AD will only
apply where there is no commercial agreement betweeaccess seekers and access
provider. They create a benchmark which accesssgekn fall back on while still
allowing parties to negotiate different terms.

ADs can be interim (IADs) or final (FADs). Where ABpecify terms and conditions
of access they must include terms and conditiolasimg to price (or a method of
ascertaining a price) and may also contain noregaomms, although this is not
compulsory’ Compliance with IADs and FADs is a carrier licemeaditiorl and a
service provider rul The IADs and FADs do not apply to the extent they
inconsistent with various other instruments aneagrents, including access
agreements between partes.

Under the new access regime, the ACCC is ablectrporate provisions in ADs
which provide that the SAOs are not applicableh@iunconditionally or subject to
conditions or limitation). Similarly, it may incl@dprovisions that restrict or limit the
application of any or all of the SAGS.

Interim access determinations

The CCA allows the ACCC to make IADs in variouscaimstances, including where
a service is declared and no FAD has previousiy negde in relation to that
service!!

The ACCC is not required to consult with industrgr observe any requirements of
procedural fairness when making an IAbThe CCA does not specify any matters
that the ACCC must take into account when makingA&n*

> Items 202 (class exemptions) and 203 (indivicixaimptions) of the CACS Act.
®  See section 152BC of the CCA.

" Section 152BCO of the CCA.

8 Section 152BCP of the CCA.

®  Section 152BCC of the CCA.

10 paragraphs 152BC(3)(h) and (i) of the CCA.

1 Subsection 152BCG(2) of the CCA.

12 Subsection 152BCH(2) of the CCA.

13 Subsection 152BCG(4) of the CCA.

14 Subsection 152BCA(4) of the CCA.



An IAD for a declared service is automatically rked when an FAD is made by the
ACCC for that declared service.

The ACCC has the power to amend an IAD at any befere an FAD is mad®.

3 Background on pricing principles and indicative prices

In August 2009, the ACCC made pricing principled ardicative prices for the
declared fixed line services which expired on 3tddeber 2010’

The ACCC had been in the process of consulting inidlnstry on new pricing
principles and indicative prices to apply from huary 2011. As part of that
consultation, the ACCC proposed a substantial §toifih its previous pricing
methodologies (TSLRIC+ and RMRC) to a new BBM prgcimethodology. The
ACCC proposed that the BBM methodology would bedusecalculate indicative
prices for all the declared fixed line servicese Tonsultation process and a
description of the proposed pricing methodologyardined below.

3.1 1997 Access Pricing Principles

For over a decade the ACCC was generally guidatsiy997 Access Pricing
Principles when determining pricing principles andicative prices for declared
fixed line services. The 1997 Access Pricing Pples used a forward looking
TSLRIC+ approach to determining prices for accedbe relevant declared
services®

In telecommunications, both in Australia and inggronally, the application of
TSLRIC+ for fixed line services involved continuatievaluing the existing sunk
assets used in providing these services. Thisuatiah was based on the asset’s
optimised replacement cost and occurred each tiprimg determination was made.

TSLRIC+ pricing for ULLS, LCS and PSTN OTA

In accordance with the 1997 Access Pricing Prirsiph forward looking TSLRIC+
pricing approach had consistently been adopteldeapricing principle for the ULLS,
the LSS and the PSTN OTA, and indicative priceseveaiculated for those services
based on that pricing principle.

RMRC based pricing for WLR and LCS

Due to the absence of a reliable cost model, ipp#st the ACCC has adopted a
RMRC pricing approach to calculate indicative psiéer WLR and LCS services.

However, the ACCC had indicated to industry thatould seek to implement a cost-
based pricing approach for those services onceuwst@ost model, capable of

15 Subsection 152BCF(9A) of the CCA.

6 Subsection 152BCN(1) of the CCA.

7 ACCC,Pricing principles and indicative prices for LCSL®, PSTN OTA, ULLS, LSS, 1 August
2009 to 31 December 2010.

TSLRIC+ is the incremental or additional cos#s tinm incurs in providing the service, assuming
all of its other production activities remain unopad. It includes a mark up for common costs.
Under an RMRC methodology, the access pricetsraéned by deducting the access provider’s
avoidable costs of retailing a given service to-aadrs from the retail price paid for that service.
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producing reliable estimates, was availa§l€he ACCC has also previously
indicated that retail prices and RMRC prices forRvand LCS currently exceed cost-
based prices, particularly for WLR.

3.2 Consultation on new pricing principles and indicative prices:
December 2009 Discussion Paper

In the 13 years since the release of the 1997 Adeasing Principles, there has been
significant debate among industry participantstanappropriate approach to
determining access prices for the declared fixee $iervices and the appropriateness
of a TSLRIC+ methodology for valuing the fixed linetwork. Issues included:

»= The continual revaluation of network assets mehatthere has been ongoing
uncertainty over the level of access prices.

= Calculating forward looking costs involves estimgtthe cost of providing the
relevant service using modern equivalent assetsA@IEHowever, there is
considerable debate and uncertainty over what itotest MEAS.

In December 2009, the ACCC releasedResiew of 1997 Guide to
Telecommunications Access Pricing Principles foweldi Line Services: Discussion
Paper(December 2009 Discussion Pap@rJhe December 2009 Discussion Paper
signalled that consideration of a new pricing applowas timely, given the dynamic
nature of the communications market and developsritéat had taken place in the
industry since 1997. The December 2009 DiscussapePsuggested adopting a
BBM approach to calculating prices for all the @eed fixed line services.

To implement a BBM, the ACCC must establish anahitalue of the regulated asset
base (RAB). Once the initial RAB value is estal#idhit is ‘locked-in’ and rolled
forward from one year to the next. The BBM accouwxglicitly for each cost
category or ‘building block’ faced by the regulatagsiness. Each of the building
blocks are added together to determine the busenedal revenue requirement. This
is illustrated in the diagram below:

2 See for example, ACC®ricing Principles and indicative prices for LCSLR, PSTN OTA,
ULLS, LSS 1 August 2010 to 31 December 2D&@ember 2009, Appendix 1 under ‘LCS’ and
‘WLR'.

ACCC,Local carriage service and wholesale line rentdinal pricing principles and indicative
prices for 2008-200QAugust 2008.

The December 2009 Discussion Paper can be fauthé 2ACCC websitewww.accc.gov.au
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Tax liabilities

Return of capital
or depreciation
Capital cost or

earnings
>_ Return on capital

(cost of capital x
asset base)

Total revenue requirement

Operating cost

Revenues calculated using a BBM cover a serviceigeds efficient costs, including
a commercial return on investments that is commatswvith its legitimate
commercial interests.

Six submissions were received in response to tleber 2009 Discussion Pafer.
All of the submissions supported a move to usiBB& with a locked in RAB to set
prices for the fixed line services.

3.3 Consultation on new pricing principles and indicative prices:
September 2010 Draft Report

Having regard to the submissions made on the Deee@9 Discussion Paper, on
17 September 2010 the ACCC releasedtadt Report — Review of the 1997
Telecommunications Access Pricing Principles forelli Line Servicesvhich
incorpogilted draft pricing principles and drafticative prices (September 2010 Draft
Report):

The September 2010 Draft Report proposed to adB@M\ with a locked-in RAB
calculated using a depreciated actual cost (DAG)aten methodology (DAC is also
referred to as depreciated historic cost, DHQ)rdposed to use data contained in
Telstra’s Regulatory Accounting Framework (RAFegiimate the value of the RAB.

Draft indicative prices for five of the declareddd line services—ULLS, WLR, LCS
and PSTN OA and TA—were estimated using a BBM pganodel initially
developed by Ovum Pty Ltd and revised by the AC@€ Fixed Line Services
Model (FLSM), referred to in the September 2010fCReeport as the Ovum BBM).
An indicative price for the LSS was estimated frarseparate pricing model (outside
the BBM framework).

The ACCC received submissions from 15 interestetigseon various issues in
relatiogsto the September 2010 Draft Report, th8¥land the LSS specific cost
model:

23
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Submissions can be found at the ACCC websitey.accc.gov.au
ACCC,Review of the 1997 telecommunications access griwiimciples for fixed line services,
Draft Report,September 2010. The Draft Report can be found @ AGCC website:

www.accc.gov.au

% Submissions can be found at the ACCC websitew.accc.gov.au



3.4 Suspension of pricing principles inquiry

In December 2010, the ACCC suspended its revietheofl997 Access Pricing
Principles as the power to make such principlesdleas repealed with the
amendments to the CCA. The ACCC indicated thabililet make 1ADs for the
declared fixed line services in early 20%1.

4 |ADs for fixed line services

The ACCC has decided to issue IADs for each ofit@ared fixed line services to
commence from 1 January 2011.

The ACCC considers that it is desirable for indugtrticipants to have interim price
and non-price terms for all the declared fixed beevices. These terms will provide a
default position for access seekers, while stidivaing parties to negotiate different
terms. The ACCC considers that this will providengocertainty for industry until the
ACCC makes FADs for the declared fixed line sersice

The IADs for all the declared fixed line servicaslude price and non-price terms.
The IADs for WLR, LCS and PSTN OA also incorportite effect of the exemption
determinations which were originally made underribe repealed exemption
provisions in the CCA.

The IAD does not specify price terms to apply toRvihat uses the NBN as an input.
This is because it would be premature for an IARddress the price of such a
service. The ACCC intends to consider these sesvitéhe course of the FAD
inquiry.

4.1 Material the ACCC has taken into account when making the IADs

The ACCC has taken the following material into actovhen making the 1ADs for
the declared fixed line services.

Price terms

. submissions in response to the December 2009 BicuBaper
. the September 2010 Draft Report

. submissions in response to the September 2010 Regibrt

. additional information requested and received fiitetstra and other industry
participants in order to address some of the isgleggtified in the submissions
in relation to the FLSM

. information that Telstra provides to the ACCC unesmord keeping rules
(RKRS), including:

o0 the telecommunications regulatory accounting fraor&VRKR (RAF
RKR), and

o0 the customer access network RKR (CAN RKR) (a sumroawhich is
periodically published avww.accc.gov.au

% ACCC media release: NR 282/HCCC to issue Interim Access Determinations for

telecommunications fixed line pricing in early 2021 December 2010.



. previous pricing principle determinations made iy ACCC under repealed
section 152AQA of the CCA

Non-price terms

. decisions of the ACCC in previous arbitration detieations made under
repealed Division 8 of the CCA

. information provided by parties to access disputeger the repealed Division 8
of the CCA

. previous non-price model terms and conditions da&teations made by the
ACCC under the repealed section 152AQB of the CCA

Exemptions
. exemption determinations made under the repeatgbsse 152AS and 152AT.

The ACCC'’s approach to setting the price and naceggerms and conditions in the
IADs is set out below.

5 Priceterms

For the purpose of the IADs, the ACCC has decideatibpt price terms for the IADs
which are based on the FLSM, and take other faattwsaccount. The ACCC has
made a number of amendments to the FLSM providéuiastry in the September
2010 Draft Report, and has also revised its appré@estimating the RAB value,
which is a component of the FLSM.

The ACCC has also decided to average Band 1 tol3Slirices, and round up the
resulting estimated prices for the Bands 1 to 3 8lihe WLR and the LSS, for the
purpose of the IADS’

Reasons for these adjustments are set out below.

5.1 Amendments to the Fixed Line Services Model (FLSM)

As a result of the submissions received in resptm#ige September 2010 Draft
Report and additional information received fromstiel, the ACCC has made a
number of amendments to the FLSM.

A summary of the ACCC's revisions to the FLSM ahd imodel inputs since the
release of the September 2010 Draft Report Aspgiendix A. The major revisions to
the FLSM are:

» Changes to the asset classes included in the Fho&idt significantly the inclusion
of additional ‘building and support assets’ andlinect capital assets’.

» [ndexation of land asset values by the CPI.
= |ncorporation of the LSS into the FLSM.

= Revisions to the ACCC'’s operating and capital exitene and demand forecasts,
reflecting more recent data and additional infororatrom Telstra.

2 Bands are geographical classifications of exchamgvice areas (ESAs). Generally, Band 1

includes ESAs in CBD areas; Band 2 includes ESArétropolitan areas; Band 3 includes ESAs
in regional areas; and Band 4 includes ESAs in aneas.
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= Updating of the weighted average cost of capitah(MZ) parameters.

5.2 Adjustment to CAN cost allocations for geographic cost
differentials

The ACCC has also revised its methodology for deitging the cost allocation
factors for ‘ducts and pipes’ and ‘copper cablethte ULLS and the WLR. The
September 2010 Draft Report noted that the metlsed to set these cost allocation
factors “does not take into account the differastrdbution of the ULLS, the WLR
and other services across the geographic b&fidghile recognising that the costs
allocated to the ULLS could be over-estimated by #pproach, the September 2010
Draft Report stated that:

the ACCC does not have cost information by banehible it to take into account
any potential difference in unit costs ... Howevéigudd better cost information be
made available, the ACCC will review the cost adlibon factors for ULLS, WLR
and other services.

In submissions to the September 2010 Draft ReffietACCC received information
that assisted it in developing a methodology fqustihg the cost allocation factors
for ‘ducts and pipes’ and ‘copper cables’ to reflestimated geographic cost
differentials. The methodology applies cost reititg between the bands for ‘ducts
and pipes’ and ‘copper cables’ derived from the lgsys Cost Modef® These
adjustments reduce ULLS band prices compared teMibie price and allow the
ACCC to set a price for Band 4 ULLS for the firshé.

5.3 RAB valuation

In the September 2010 Draft Report, the ACCC ntiatipotential values for the
initial RAB ranged from scrap value to optimisegleeement cost (ORC). There is
no uniquely ‘correct’ value for the initial RAB. Aelement of judgement is therefore
required to determine a suitable range of poteRWsB values for Telstra’s sunk
investments in network assets and then to settievalue within this range that forms
a sound basis for estimating prices to be includddDs.

ACCC'’s assessment of the suitable range of RAB eslu

The ACCC considers that a suitable range of RABesls set by the depreciated
historic value of Telstra’s investments in netwasdsets (that is, their depreciated
actual cost or DAC value) and by depreciated opgiireplacement cost (DORC). In
determining this range, the ACCC took into accdbat:

= a DAC value would allow Telstra to recoup its atingestment costs and achieve
a commercial return on those investments. A vadnatnethod that valued sunk
assets at less than their actual costs could,datiog a risk of ‘regulatory
opportunism’, deter future investments in sunk &sisg regulated businessgs.
Therefore, a DAC value sets the lower bound foréimge of suitable RAB values.

%8 September 2010 Draft Report, p. 90.

2 ibid., p. 91.

% The Analysys Cost Model was commissioned by tB€& in August 2007 to estimate the cost of
providing the declared fixed line services in Aaltr. The model was designed with specific
reference to Australian conditions.

31 See September 2010 Draft Report, p. 24.
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= a DORC value would be compatible with the previe8&RIC+-based approach
to calculating ULLS prices, which used estimateddORilues for Telstra’s assets.
To ensure consistency with the actual cost foundatf the building block
approach, an ORC value must be depreciated tatéfle age of Telstra’s actual
assets—therefore a DORC value must be used r&izeiQRC> DORC values
have been adopted in setting initial RAB valuestimer regulated industries,
including the energy industry. Since DORC valuesvee from existing models
are based on continued use of outdated copper-bedaablogies, and less-than-
full optimisation of the network, the ACCC consislénat currently available
DORC values form an upper bound for the range ivélsie RAB values.

After determining the suitable range of RAB valubg, ACCC considered whether a
RAB value based on either end of this range woubdide a sound basis for
estimating prices for the purposes of making IADse ACCC has concluded that
both valuation methods have considerable limitation

A DAC valuation of Telstra’s assets would nece$ghie based on Telstra’s RAF
accounts because, as noted in the September 2@ftOR@port, the RAF data
generally represent the most complete and accreabed of the historic costs for the
fixed line networlk®® In that report, however, the ACCC recognised iimitations of
Telstra’s RAF data, particularly for assets thateygut in place many years ago when
account keeping was generally less robust andraelsts subject to less stringent
accounting obligations and disclosure rules. Th&€&as in the past expressed
concerns about the incomplete nature of Telstexends on its long-lived network
assets, particularly its ducts, pipes and coppelesd’

Use of a DORC valuation method would require theZ80 make many subjective
judgements about the appropriate level of optimosaand the modern equivalent
assets for the copper network. The ACCC has nbiedriticisms by the Australian
Competition Tribunal of existing TSLRIC+ modelsctinsiders that, if a suitable
model was available, a DORC value would be caledlaising a fibre network, with a
discount for the much higher service quality patdrdf fibre and a substantial
depreciation allowance to take into account theaagkdeterioration of the existing
copper network (compared to a new fibre networlg.shich model currently exists
and timely development of such a model is not fdasi

Taking these considerations into account, the ACG&Iluded that neither the DAC
nor DORC approaches taken alone would in thems@ir@sde a sufficiently robust
or reliable method for determining an initial RABIue for the purposes of estimating
IAD prices. The ACCC then considered whether Talstcurrent cost accounting

%2 In applying its previous TSLRIC+ approach, th@@C used estimates of the hypothetical cost of

replacing Telstra’s network with new modern equivilassets. Since these hypothetical assets
were assumed to be new, there was no depreciaticontrast, a building block approach
requires a value to be placed on the actual absetg used to provide the services. This requires
an allowance for depreciation to reflect the agthefactual assets in use.

See September 2010 Draft Report, p. 28. The aabets in the RAF accounts generally use
information from Telstra’s asset register, whicbh\pdes a more disaggregated record of historic
costs. The main exception is land assets, whichelstra’s asset register, have been revalued
from time to time and indexed by the CPI to reflénet typical appreciation of land assets over
time. In addition, land assets are not deprecitdaistra’s asset register.

3 See September 2010 Draft Report, p. 26.
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valuation of its assets could provide a reliablgidfor setting an initial RAB value.
However, since these accounts provide indexed sdarelelstra’s assets calculated
from the RAF accounts, they are subject to the damttions as the RAF accounts
as well as any shortcomings in the indexation ntamy applied by Telstra.

Given the inherent limitations in DAC, DORC andremt cost accounting
approaches in determining a RAB value, the ACCGidared a number of other
factors to assist it in settling on an initial RABlue within the suitable range of
potential values.

ACCC'’s decision on an initial RAB value for estimag IAD prices

In setting an initial RAB value for the purposeestimating IAD prices, the ACCC
used the DAC value that forms the lower bound efdhitable range as a starting
point from which it developed a suitable RAB vallibe more substantial limitations
associated with obtaining a DORC value ruled itamua starting point. The ACCC
has made two adjustments to the DAC value. In nga#tiese adjustments, the ACCC
has taken into account submissions to the Septe2@i€r Draft Report and two
additional considerations set out in the next secti

The first adjustment is that the ACCC has accefttatithe value of land assets
should be indexed to reflect the appreciation ofllaalues over time. For the
purposes of this IAD, the ACCC has adopted the laaldes provided by Telstra
which Telstra has indexed by the CPI since itsragtluation of land assets in
1991-92%° No depreciation has been allowed for land assetssi FLSM. A DAC
value with indexed land asset values results i\B Bstimate of $16.31 billion.

The second adjustment is that the ACCC has incdethgevalue assigned to the
‘ducts and pipes’ asset class by $1.44 billion &t value in Telstra’s RAF
accounts. Details of the basis for this adjustnaeatset out below.

The resulting RAB value of $17.75 billion falls Wi the range identified by the
ACCC as suitable for the purposes of setting pricethe IADs.

Reasons for adjusting the value assigned to ‘duatsl pipes’ assets

In reaching its decision to adjust the DAC valuehaf CAN ‘ducts and pipes’ asset
class by an increment of $1.44 billion, the ACCGwaided by the principle that
pricing stability is desirable to the extent thagupports past investments and
promotes industry confidence in making future it decisions.

In its previous regulatory decisions, the ACCC tassistently sought to promote
competition by encouraging access seeker infrastreinvestments. As a result,
there has been significant growth in digital suitarline access multiplexer
(DSLAM) investments as access seekers have inagiggiompeted on price and
service offerings.

Infrastructure competition has, to date, occurneipminantly in Band 2 ESAs, with
access seeker DSLAMs overwhelmingly located in BalEAs. As at December

% Telstra’s indexation methodology in its curreast accounts is not transparent so the ACCC is

unable to assess its appropriateness.
Telstra Corporation LtdRricing Principles for Fixed Line Services: Respohs the ACCC's
Draft Report October 2010, p. 78.

36
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2010, approximately 76 per cent of all Band 2 ES#se served by one or more
competitor DSLAMs (that is, DSLAMs other than Tedés$), and 94 percent of total
ULLS services in operation (SIOs) are provided an& 2 ESAS’

The ACCC considers that, in determining an inlR&B value for the CAN and Core
assets, it is important to protect the legitimaisibess interests of both access seekers
and Telstra. This consideration led the ACCC toctate that a clear justification is
required for any significant change in existingcps. Based on this view, the ACCC
decided to maintain a $16 ULLS price in Band 2adidition, for the reasons set out in
section 5.4 below, the ACCC decided that a sindleSJprice of $16 should apply in
Bands 1 to 3.

To determine a RAB valuation consistent with thesidion, the ACCC calculated the
net present value of the cash flows expected froplyang an SIO-weighted $16
Band 1 to 3 ULLS averaged price and adopting pricethe other fixed line services
estimated by the FLSM as being consistent witHbtt@ ULLS price and the costs of
providing those services.

The net present value calculation implies a RARigailf $17.75 billion, when the
increment above the RAB estimate of $16.31 billloased on a DAC value with
indexed land asset values) is allocated to thet&daied pipes’ asset class. Since this
value falls within the suitable range of potenR#\B values, the ACCC determined
that this value represents an appropriate valu&dtstra’s CAN and Core assets used
to provide the fixed line services.

In deciding to allocate the increment to the ‘dwastd pipes’ asset class, the ACCC
took the view that the economic value of thesetassdikely to be substantially
higher than their depreciated historic values asrded in the RAF accounts. Since
these assets are long-lived, they are more subtefiithe limitations of past
accounting practices than other network assetstabkshing a value based on
accounting records. In addition, these assets septenfrastructure that will be of use
beyond the life of the current copper network. émtigular, ducts and pipes are likely
to be of continuing economic value for a fibre lthaetwork.

In regard to the WLR, LCS and LSS prices estimatethe FLSM as being
consistent with the $16 ULLS price for Bands 1 t¢h@ ACCC notes that the main
factor causing the structure of prices across sesvio differ from the previous
indicative prices is lower costs of providing WLECS and LSS relative to ULLS.

Falling investment in some of the equipment usegrdwide the fixed line services
(for example, switching equipment) has reducedctists of providing WLR and
LCS. The costs of providing those two services rase been reduced by removing
the monopoly profits built into the previous RMR@sed indicative prices. As
mentioned in section 3.1 above, the ACCC has pusiycsignalled to industry its

87 Telstra CAN RKR data, December 2010.

% Using a net present value approach to deterasset values is an accepted valuation method. See
Steering Committee on National Performance Moniponf Government Trading Enterprises,
Guidelines on Accounting Policy for Valuation o6éfs of Government Trading Enterprises:

Using Current Valuation Method€ommonwealth of Australia, State and Territory
Governments, 1994.
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intention to move away from the RMRC pricing apmtoghat has caused WLR and
LCS prices to exceed cost-based prices, partiguiarWLR*

For LSS, the cost of providing the service haefabbecause the LSS-specific assets
are now fully depreciatety.

5.4 Averaging Band 1to 3 ULLS prices

The ACCC has decided to average Band 1 to 3 ULi®gf" In reaching this
decision, the ACCC has had regard to a numberotdifa.

Although the ACCC has rejected national averagindld_S prices in the past, it has
previously considered greater averaging of the ta@st ULLS Bands. Most recently
this was considered in the context of the Zone & Aone B proposals associated
with the indicative price consultation based arothrelAnalysys Cost Model during
20092 The arguments from that time are still relevadeto

It could be argued that Bands 1 to 3 share siroHaracteristics and the aggregation
of these geographic regions is appropriate andneillhave a distortionary impact on
investment or competition. This view is supportgdhe significant narrowing of the
price differential between Bands 2 and 3 that tesubm the adoption in the FLSM
of band cost differentials derived from the Analy§ost Model. Previously, price
differentials were calculated on the basis of trevjpus PIE || model relativitie€
which the ACCC considers overstated the actual lsastdifferentials.

Averaging the Band 1 to 3 ULLS prices into a singlee simplifies the ULLS price
structure and may reduce administrative cbts.

Setting a separate Band 4 price ensures that tish mgher costs of providing
services in rural areas is reflected in pricealdb recognises that in Band 4, the small
scale of markets, and the greater risks assoomthadattracting sufficient customers

to recoup DSLAM investment costs, are likely tonbere important to investment
decisions than the ULLS/WLR price differential. $t$ consistent with the ACCC'’s
argument in the September 2010 Draft Report thiadme averaging of ULLS prices
would not promote competition in remote areas ‘gitleat the ULLS is not

39 ACCC,Local carriage service and wholesale line rentdinal pricing principles and indicative

prices for 2008-200QAugust 2008.

See ACCCstatement of reasons for the final determinationlena access dispute between

Chime Communications Pty Ltd and Telstra Corporatiamited in relation to the LS$p. 37-

38. The statement of reasons is available on th€ @@ebsite: www.accc.gov.au.

“l In averaging the Bands 1 to 3 prices estimayeiihé FLSM, the ACCC has weighted the
estimated Band prices by the share of SIOs in Bacid.

42 ACCC,Draft principles and indicative prices for LCS, WLFRSTN OTA, ULLS, LS8ugust

2009, p. 21.

The PIE Il model is a model developed by Tel&tranetwork cost estimation. Telstra has used

this model to support several submissions to th€&CThe ACCC has held concerns about the

accuracy of the results generated by the modelA&%&C, Assessment of Telstra's ULLS monthly

charge undertakingDraft Decision, June 2006, p. 37.

It would also tend to reduce any market distodisaid to be caused by having a de-averaged

ULLS price and a nationally averaged WLR price. Wiheétaining a separate Band 4 ULLS price

with a nationally averaged WLR price could be arhteedistort investment decisions, it is more

likely that the small scale of markets in remoteaa; and the greater risks associated with

attracting sufficient customers to recoup DSLAMtspare more important to investment

decisions in remote areas than the ULLS/WLR prifferdntial.

40

43

44
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technically viable for delivering high speed dat¢avgces in large parts of rural
areas®

The ACCC recognises that its decision to averageSJhrices for Bands 1 to 3 will
result in a price increase in Band 1. Howeverniost access seekers the Band 1
price increase will be more than offset by the Io#®and 3 ULLS price and lower
prices for other declared fixed line services sashhe WLR and LS$.

The ACCC considers that the reduction in price gédrin Band 3 may promote

further investments in DSLAMs in those ESAs. TheQCis currently addressing the
issue of backhaul pricing, which has previouslyrbigientified as one of the obstacles
to DSLAM roll-outs in Band 3 ESAY. These two measures could potentially increase
in competition in Band 3, where currently only p&r cent of ULLS lines are

located?®

The ACCC has also had regard to the changing nafuhe telecommunications
industry and NBN Co’s stated intention to chargdarm national wholesale prices
for the National Broadband Network (NBRYThe ACCC considers that averaging of
Band 1 to 3 ULLS prices at this time will ease istly's transition to national
wholesale pricing for the NBN. The ACCC notes thahd 4 ESAs are largely
outside the fibre footprint and are likely to beveel by wireless technologies. This
provides a further basis for the ACCC decisionebasseparate ULLS price in

Band 4.

In the absence of bypass of the CAN, greater avagaygf ULLS prices will not lead
to the possibility of inefficient duplication ofédhCAN network. In the current
situation, the NBN will displace rather than duptie the CAN. Averaging of ULLS
prices may assist a smooth transition to the NBtN@omote industry stability.

5.5 Rounding prices

The ACCC has decided to round up the prices estunay the FLSM for the Bands 1
to 3 ULLS, the WLR and the LSS.

The ACCC considers that this will simplify the rateucture and ensure a seamless
transition from the previous indicative price foaril 2 ULLS.

6 Non-price terms and conditions

The ACCC has decided to include certain non-pecams$ and conditions in the IADs
for all the declared fixed line services.

4 September 2010 Draft Report, p. 52.

4 Access seekers may also benefit from any redadetnistrative costs consequent on the

simplification of the ULLS price structure.

Other obstacles include the small scale of markemany Band 3 ESAs and the resulting greater

risks associated with attracting sufficient custesre recoup DSLAM costs.

48 Telstra CAN RKR data, December 2010.

49 NBN Co has announced that it intends to: “Prewvidtionwide access to high-speed broadband
through uniform national wholesale access pricing) @mpetitive price offerings.” See NBN Co
Ltd, NBN Co Wholesale Access Servieeoduct and Pricing Overview for Access Seekers
December 2010, p. 5, availablevatw.nbnco.com.au/wps/wcm/connect/main/ site-basima
areas/publications-and-announcements/publicatiomdiiet-and-pricing-overview

47
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The ACCC considers that this will provide industngh default terms and conditions
in the interim period before FADs are made. Théuision of these terms in the IADs
may reduce the number of access disputes betwetespa the transitional period
for areas covered by the non-price terms and condit The non-price model terms
and conditions cover the following areas:

(@) billing and notification

(b) creditworthiness and security

(c) general dispute resolution procedures

(d) confidentiality provisions

(e) communication with end-users

(H  network modernisation and upgrade provisions
(g) suspension and termination

(h) changes to operating manuals, and

() ULLS ordering and provisioning.

All of the above areas incorporate the wordinghefilodel Non-Price Terms &
Conditions Determination 2002008 Model Terms) except for (f) and (i). For the
network modernisation and upgrade provisions, t6€£& had regard to final
determinations made in April 2010 in relation tsiwas ULLS and LSS access
disputes?® Similarly, for the ULLS ordering and provisioniterms (in particular, the
LSS to ULLS transfer process), the ACCC has hadreetp final determinations
made in August 2010 in various ULLS access dispites

The ACCC consulted with industry before making 2008 Model Terms. Similarly,
the ACCC consulted with various parties in makimg tinal determinations in

relation to areas (f) and (i) above. The ACCC cdexs that the terms adopted in both
the 2008 Model Terms and the final determinationthe relevant access disputes
represent the best information before the ACC@atitme of making these IADs.

It is relevant to note that, for the purposes efDs, the ACCC has excluded the
following clauses contained in the 2008 Model Terms

= the liability (risk allocation) provisions whichercontained in clause C of the
2008 Model Terms

» the intact vacant ULLS (iVULLS) provisions whicheacontained in clauses J.20
to J.24 and annexure 2 of the 2008 Model Terms, and

= the facilities access provisions which are congineclause K of the 2008 Model
Terms.

In determining the non-price terms of the IADs, A&@CC has decided to take a
conservative approach and limit the scope of soinieeo2008 Model Terms. This is
because there is no requirement for consultatiboréenaking an IAD, and breach of

50

Some of these final determinations are availahléhe ACCC website: www.accc.gov.au.
51

A copy is available on the ACCC website: www.agow.au.
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an IAD results in a breach of carrier licence c@indr® and a service provider ruté.
Both breaches may involve substantial pecuniarylies of up to $10 million?

In relation to the iVULLs and the facilities accgssvisions, the ACCC also
understands that there have been recent industelagements in relation to that
process.

The ACCC will consult with industry on the contefitnon-price terms and
conditions, including those provisions of the 2008del Terms that were excluded
from the IADs, when it commences its FAD inquiry.

7 Incorporation of the effect of exemption determinations

As noted above, the transitional provisions in@#&CS Act state that once an AD
(including an IAD) in relation to a service commesgca determination made under
the exemption provisions ceases to have effect.

Before the commencement of the IADs, there werbtagemption determinations
which affected the WLR, LCS and PSTN OA services:

Tribunal’'s Metropolitan Determinations

= Australian Competition Tribunal’s (Tribunal) 2009L\R Individual Exemption
Order made on 24 August 2009

= Tribunal’'s 2009 LCS Individual Exemption Order mae24 August 2009

= Tribunal's 2009 PSTN OA Individual Exemption Oraeade on
9 September 2009 (in relation to the supply ofREBEN OA in metropolitan
ESAS)

ACCC and Tribunal’s CBD PSTN OA Determinations

= ACCC'’s Individual Exemption Order No. 6 of 2008 reamh 30 October 2008,
affirmed and varied by the Tribunal’s 2009 PSTN ORBD Individual Exemption
Order made on 9 September 2009 (in relation tctipply of the PSTN OA in
CBD ESAs)

ACCC's Class Exemption Determinations

= ACCC'’s Class Exemption Determination No. 1 of 20@&de on 22 August 2008
(in respect of the LCS)

= ACCC'’s Class Exemption Determination No. 2 of 20@&de on 22 August 2008
(in respect of the WLR]

= ACCC'’s Class Exemption Determination No. 3 of 20@&de on 29 October 2009
(in respect of the PSTN OAY

2 Section 152BCO of the CCA.

% Section 152BCP of the CCA.

*  Sections 68 and 101 and Part 31 oftelecommunications Act 1997

% Items 202 (class exemptions) and 203 (indivigxamptions) of the CACS Act.

*  This determination was subsequently varied byNGEC'’s Class Exemption (Variation)
Determination No. 2 of 2009.

This determination was subsequently varied byd8€C’s Class Exemption (Variation)
Determination No. 1 of 2009.

57
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(together, the Exemption Determinations).

The Exemption Determinations made access provaa@ampt from the SAOs in
relation to the WLR, LCS, and PSTN OA in certaindSSsubject to conditions and
limitations.

The ACCC and Tribunal’s CBD PSTN OA Determinationade Telstra exempt from
the SAOs in relation to the supply of the PSTN @AY CBD ESAs, subject to
conditions and limitations. The ACCC'’s Class Ordareelation to the PSTN OA
mirrored the ACCC and Tribunal’'s orders, and mameexemption apply to all
access providers (not just Telstra).

The Tribunal’s Metropolitan Determinations spedfibat Telstra was exempt from
SAOs in relation to the supply of the WLR, LCS &f8TN OA in certain
metropolitan ESAS, subject to conditions and lititas. The ACCC's Class Orders
mirrored the Tribunal’'s Orders and made the exesnpipply to all access providers
(not just Telstra).

The ACCC has decided to incorporate the effechefExemption Determinations
into the IADs for the WLR, LCS and PSTN OA servicEee ACCC considers that
this approach promotes regulatory consistencyertrémsition to the new access
regime and is also consistent with the Tribunadsessment that the Exemption
Determinations in relation to those services wasénlong-term interests of
end-users.

Calculations of Exemption ESAs

The Tribunal’'s Metropolitan Determinations requittd ACCC to calculate which of
the 380 ESAs listed in those determinations woelcbime ‘Exemption ESAS’ on a
six monthly basis. In order to become an Exempi8A the ESA was required to
satisfy three conditions listed in the determimatibhe ACCC was required to publish
a list of those ESAs on its website, and the exemph relation to the ESAs would
take effect approximately six months after the mabion.

On 30 December 2010, 129 ESAs took effect as Ex&8pis under the Tribunal’s
Metropolitan Determinations. Those ESAs are publisbn the ACCC’s website.

The IADs make all access providers exempt fromS3AOs in relation to the supply
of the WLR, LCS and PSTN OA in those 129 ESAs fibdanuary 2011. This is
because the IADs incorporate the effect of thedré)'s Metropolitan Orders and the
ACCC'’s Class Orders in their entirety.

Under the Tribunal’'s Metropolitan Determinationsuether 52 ESAs would have
become exempt from 30 June 2011. Those ESAs alisiped on the ACCC website.
If the IADs are still in effect on that date, theeenption in relation to those additional
52 ESAs will take effect at that date.

Under the IADs, the ACCC will still be required¢ollect information from ULLS
acquirers and from Telstra on a six monthly basisrder to calculate which ESAs
will become Exemption ESASs in future periods.

8 This determination was subsequently varied byNGEC'’s Class Exemption (Variation)

Determination No. 3 of 2009.
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The ACCC will consult with industry on the issueesxemptions from the SAOs in
certain areas or in certain circumstances wheonitraences its FAD inquiry.

8 Commencement and expiry

The IADs will be backdated to commence on 1 Jang@tyl. The ACCC considers
that it is desirable that IADs apply from this dadegive industry certainty by setting
default (or benchmark) price related terms fromekgiry of the pricing principles
determinations on 31 December 2010.

The CCA requires IADs to specify an expiry date.sfish, the ACCC has specified
that the 1ADs should expire on 31 December 2011el\Vdn FAD commences, the
IAD for that service will automatically be revoked.

% Section 152BCF(9A) of the CCA.
19



Appendix A: Revisions to the Fixed Line Services Model (FLSM) and ACCC forecasts

Revision | Submission reference*

| Comment

Assets included in FLSM

Inclusion of some assets incorrectly omitted from Telstra main submission
the FLSM and removal of some assets incorrectly(pp. 108-109)
included

Asset classes added to the RAB, based on informatiovided by Telstra,
are:

* ‘other communications plant and equipment’ addeGAM — to account
for CAN radio systems and some network supporttgsse

* ‘network land’ and ‘other non current assets’ -fude relevant land
assets

* ‘network buildings and support assets’ — includewvant building and
support assets

Asset classes removed from RAB, based on informatiovided by Telstra,

are ‘satellite equipment’ and ‘international netlwoables’

Treatment of land assets Telstra main submission
(pp. 59-60)

To reflect the appreciation of land, the valueawfd assets is indexed by
increasing the closing value of land assets byciseCPI inflation to obtain
the following year’s opening value when rolling otlee RAB.

To prevent land assets being depreciated in thévki8ry long asset lives
(10,000 years) have been used to ensure that adepiaciation is negligible
This is consistent with the approach adopted byynadimer regulators.

Revision of asset lives for some asset classes | Telstra main submission
(pp- 108-109) and
Schedule 7

The following asset lives have been increased emdsis of information
provided by Telstra:

« ‘ducts and pipes’ (from 30 to 35 years)

« ‘transmission equipment’ (from 10 to 15 years)

« ‘radio bearer equipment’ (from 10 to 16 years).

Asset lives for newly added asset classes werénglokdrom Telstra’s
Schedule 7.

Inclusion of LSS in FLSM

Inclusion of LSS in FLSM | Frontier Economics (pp|. _stifhates of the specific costs of providing the LB8luding an allowance
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Revison

Submission reference*

Comment

3-7), Optus (p. 37) and
Telstra main submission
(p. 121)

25-33), Herbert Geer (pp.

for overheads, were included in the FLSM followifglstra’s provision of

information on the costs it allocates to the L$Sgisponse to a request by t
ACCC. Network costs allocated to the LSS by Telgtese excluded as thess
are recovered through the WLR prices.

\1%4

Cost allocation factors

Increased transparency in cost allocation factors

Macquarie Telecom
(p. 3), RBS (p. 4),
Herbert Geer (p. 12).

New spreadsheet showing the calculations for dizstedion factors added to
the FLSM.

Use of 2008-09 Analysys allocation factors as
starting point

Correction of error caused by using 2009-10 Anayedjocation factors
instead of 2008-09 Analysys allocation factors.

PSTN OTA transmission allocation factors

Frontier Economics
(pp- 19-20)

Calculation error corrected. Use of historical gifloim PSTN minutes, packe
switch data and ISDN traffic to determine costelion factors.

—F

Allocation factors included for added asset class
‘network land’ and ‘network building and support
assets’

eS

For the ULLS and the WLR, the factors are AnalySgst Model factors
adjusted for actual 2008-09 demand and for demairgetésts in subsequent

years. For PSTN OTA and LCS, the factors are ahtedyaverage of the cos

allocation factors for all other asset classesl(ekag ‘network land’ and
‘network building and support assets’) used by ¢heervices.

—

D

Allocation factors for ‘other plant and equipment’
and ‘indirect capital assets’

‘Indirect capital assets’: The factors are caladaby taking a weighted
average of the allocation factors for the otheetskasses.

‘Other communications plant and equipment’: For $Land WLR, a
weighted average of the CAN ‘radio bearer equiprreamd ‘network building
and support assets’ factors are used. For PSTN &0ALCS, the ‘network
building and support assets’ allocations are used.

Adjustment of cost allocation factors for ‘ductslar
pipes’ and ‘copper cables’ for ULLS and WLR to

1 Optus (pp. 30-35, 53-56)
CEG (on behalf of Optus

take account of geographic cost differentials

Cost relativities between the bands for ‘ducts pipés’ and ‘copper cables’
have been derived from the Analysys Cost Model.

Operating expenditure

Revisions to total operating expenditure |

Revisions reflect the changes in asset classasdiadlin the RAB.

21



Revison

Submission reference*

Comment

Removal of operating expenditure for ‘customer
equipment’, ‘satellite equipment’ and ‘internatibn
network cables’ asset classes

Telstra has advised that these asset classestarseubto provide the
regulated fixed line services.

Mark-up for indirect operating costs increased

Telstra main submission
(p. 61)

Increased from 10 per cent to 80 per cent basethalysis of Telstra's RAF
accounts and Analysys Cost Model assumptions.

Use of better inflator for telecommunications ass

eErontier Economics
(p. 12)

ABS producer price index - Communication equipmaahufacturing.

Operating expenditure forther communications
plant and equipment’ reduced

Updated to reflect better information from Telstrathe proportion of ‘other
communications plant and equipment’ assets usptbiade the fixed line
services.

Lower forecasts for CAN operating expenditure

Frontier Economics
(pp. 10-12), Optus main
submission (pp. 8-19)

Use of the most recent actual operating expenditaitee instead of the 5-yeq
average.

Capital expenditure

Use of better inflator for telecommunications ass

etFrontier Economics (p. 6

)ABS producer price index - Communication equipnreanufacturing.

Inclusion of forecast capital expenditure for
‘network land’ and ‘network building and support
assets’

Forecasts determined using a five year (FY2005-phi3®orical average of
expenditures indexed to 1 June 2009. Historicaitalagxpenditures obtained
from Telstra’s asset register.

Inclusion of capital expenditure for ‘indirect cegbi
assets’

Annual capital expenditure has been assumed td agnaal depreciation.

Lower forecasts for CAN capital expenditure

Frontier Economics
(pp- 6-10), Optus main
submission (pp. 8-19)

Extrapolation of the declining trend in capital ergiture over the past
5 years.

WACC parameters

Updated risk free rate

Telstra main submission

(p. 84)

Increased to 5.61 per cent (from 5.36 per cenggdban 20 day average for
December 2010 to 31 December 2010.

(2]
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Revison

Submission reference*

Comment

Updated expected inflation

Based on updated inflation forecasts issued byr#serve Bank. The update
expected inflation rate is 2.63 per cent; compame2i59 per cent in the
September 2010 Draft Report.

Revised gamma

Telstra main submission
(pp- 87-90)

Economy-wide gamma estimate of 0.45 adopted.

Use of debt risk premium for benchmark A-rated
10-year bonds

Vodafone Hutchison
(p. 8), Telstra main
submission (p. 84)

The nominal debt risk premium has been updatedl® [2er cent, based on
20 day average for 6 December 2010 to 31 Decentlddr @sing Telstra’s
Australian bond issues with 10 years to maturigisira is understood to
currently be the only A-rated company issuing 18rjgonds. As a result, the
Telstra 10-year bond issues were used as the bankatnthis time.

D

Regulatory period

IADs have been set for one calendar year (2011

Telstra main submission
(p. 110), Optus main
submission (pp. 18-19)

IADs are interim and apply until FADs are made.
The ACCC will consult on the length of the regutsitperiod for FADs.

Forecast demand

Use of actual 2009-10 demand figures for PSTN
OTAand LCS

Telstra supplementary
submission, November
2010 (p. 32).

For PSTN OTA., actual 2009-10 data now availalbenfiTelstra’s Schedule
RAF data. For LCS, demand data provided by Te(8traonths of actual ang
3 months of forecasts).

Updated demand forecasts

Optus main submission
(p. 39-42), Macquarie
Telecom (p. 7) Frontier
Economics (p. 13-15),
Herbert Geer (p. 13),
Telstra supplementary
submission, November
2010 (p. 32).

Revisions based on actual demand trends and ihfgajactions provided by
Telstra in November 2010.
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Revison

| Submission reference*

| Comment

Roll-forward

2009-10 RAB roll-forward calculation

Telstra main submission
(pp. 63-64)

Correction of calculation for net capital additian2009-10.

RAB

Revision of RAB values included in FLSM

Asset values reconciled with Telstra’s asset reged Telstra’s November
submission providing disaggregated values for agsetuded in the RAF.

Allocation of ‘network building and support asset
to CAN and Core RABs

sTelstra supplementary
submission, November
2010 (pp. 8-14)

Allocation between the CAN and Core based on dégiest TEA model
values for ‘network building and support assetsluded in the CAN. The
residual value is allocated to the Core.

Value for ‘other CAN’ asset class

‘Other CAN’ is made up of pair gains systems eq@ptThe depreciation
level for the ‘pair gains’ asset class has beefiegpo ‘other CAN’.

Allocation of ‘other communications plant and
equipment’ to CAN and Core RABs

‘Other communications plant and equipment’ is map®f CAN Radio
bearer equipment and network buildings/supporttas$ee CAN Radio
bearer equipment in this asset class is allocatticely to the CAN. The
remaining ‘other communications plant and equiprmasgets (network
buildings/support-type assets) are allocated irséimee proportion as the
‘network building and support’ asset class is ated between the CAN and
Core.

Allocation of ‘indirect capital assets’ to CAN and
Core RABs

‘Indirect capital assets’ have been allocated ¢oGAN and Core RABS in th¢
same proportions as direct network assets (59%&€CAN, 41% Core).

\1%4

Pricing

Averaging of ULLS band prices

ULLS band 1 to 3 prices have been averaged by tisagroportion of SIOs

in each of the three bands to obtain a weightedhgeeprice.

*Where relevant, the submissions taken into acdoyitite ACCC in deciding on revisions are listedsdme cases, the ACCC has made revisions baseésl @mri analysis

since releasing the September 2010 Draft Report.
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