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Telstra seeks investment certainty for IP network

Telstra will begin building its new IP broadband network as soon as next year if its shareholders’
myvestment 18 protected from regulations that would otherwise allow competitors to piggyback on
the multi- billion dollar project.

The new network will offer Telstra’s customers super-fast broadband at speeds of over 12 Mbps.

Telstra Group Managing Director, Public Policy and Communications, Phil Burgess said today;
“If Telstra’s 1.6 miilion Australian shareholders are being asked to build the new network, then
they shouldn't be forced to hand it over fo our competifors.

“¥You can't ask Telstra shareholders to mvest in a new broadband network, and then aliow
competitors to pay none of the cost but still enjoy the same benefifs,” Burgess said.

At an mvestor briefing in Sydney, Mr Burgess said Telstra would be seeking legislative reforms
before proceeding with the network upgrade. He said existing laws designed to give companies
cerfamty before gommg ahead with major new mvestments were madequate because the processes
were slow and cumbersome, with decisions subject to challenges that would delay Telstra's plans
by at least two years.

The key immediate regulatory reforms Telstra believes are essential to promote competition,
mvestment and equal services fo all Austrahians are:

1. Anaverage ULL price of $30
2. Limiting operational separation requirements to existing wholesale core services and
3. Exempting new services from mandated 31 party access.

Telstra Chief Financial Officer, Mr John Stanhope, said Teistra was not seeking to escape
regulation altogether; “Telecommunications should be regulated in the same way as other
mdustries, rather than singled out for additional regulation that discouraged new mvestment.

“Regulation should be fair, consistent and equitable. Special telecommunications regulations
applying only to Telstra, mtroduced fo give competitors a feg up and a head-start in the 1990s
should be restricted to the fegacy technology they have used successfully to establish and grow
their Australian businesses,” he said.

“New arrangements are necessary so lelstra, or any company prepared to invest, can now go
ahead with the next generation of advanced felecommunications services that will provide major
benefits to all Australians.”

Telstra’s national media inquiry line is 1300 769 780 and the Telstra Corporate Communications
Centre is located at: www. telstra.com.au/abouttelstra/media
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“If this does not happen, Australia risks seeing a devastating drain of capital overseas and away
from telecommunications. We also risk seeing a massive tfransfer i wealth from Telstra’s
Australian shareholders to the largely foreign sharehoiders of our major competitors.

“Australians will not get the next-generation of technologies and services they need to ensure our
economic competitiveness m the global market.

"It's now more than a decade smee Australia’s telecommunications market was opened to

competition. Telstra's competitors are now big and profitable - m many cases backed by
muitinational corporations many fimes bigger than Telstra," Mr Stanhope said.

Telstra Media Contact: Rod Bruem, Tel: (02) 9206 0092 / (0438 288010

Telstra’s national media inquiry line is 1300 769 780 and the Telstra Corporate Communications
Centre is located at: www. telstra.com.au/abouttelstra/media
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andatory Unbundling in the US:
Lessons Learned the Hard Way

Jeffrey A. Eisenach, Ph.D.
Chairman, CapAnalysis LLC
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Background

+ Deregulation began with the Telecom Act of 1996
+ Mandated ULL for telecom services

+« Narrowband and DSL were covered; cable modem
services were exempt

+ Federal Communications Commission issued
overall regulations in August 1996

+ State PUCs issued pricing rules in 1997-1998
+ Ligitation continued through 2004

Implementation Was Aggressive

+ Mandated resale covered loops, switches and
transport {creating the “UNE-Platform”)

+ Prices were initially set at 50% of operating costs —
then reduced further by 25-50% between 1999 and
2003

» FCCChairman Reed Hundt: FCC gave CLECs...

“..a fairer chance to compete than they might find in any
explicit provision of the law.”
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ULL Rates Were Set Below Cost

B ULL Rate as % of Operating Cost

B ULL Rate as % of Revenue
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Results

+ Entry by ~300 CLECs, which raised ~US$450B in
capital, largely in high-yield debt

+ Business plans focused on “cream skimming” in
business markets and cities where rates were
above cost

+ Most of the capital was “invested” in aggressive
marketing, not telecom infrastructure

+  Virtually all CLECs went bankrupt

+ The Exception: Cable — exempt from regulation —
invested US$75 billion in an HFC
broadband infrastructure

CLEC Hi-Yield Debt Issuance
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Increasing Reliance on ULL

70
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Equipment Stocks Collapsed

Market Vatuation of US Telecom Equipment
e Manufacturers 2000-2002
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CLECs Went Bankrupt

‘ CLEC Bankruptcies by Month, 2600-2002
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Cable Dominated Broadband
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Verdict: ULL Experiment Failed

+ Virtually every CLEC went bankrupt, costing
investors hundreds of billions of dollars; equipment
sold at 5-10 cents on the dollar

+ The biggest ULL players — AT&T and MCI -~ no
longer exist as independent companies

+ Major contributor to 2001 recession: The U.S.
economy lost more than 600,000 telecom jobs in
2001 and 2002

+ The only lasting facilities-based investment
occurred in the one sector — cable — that was not
regulated...and did not rely on ULL  {#4a)
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New Policy Direction

+ ULL scaled back (e.g. no longer covers switching)

and PUCs are raising prices for remaining elements
(i.e., loops)

+ Cable modem exemption from resale confirmed by
FCC in 2002

s+  FTTC/FTTH exempted from resale in August 2003
+ DSL exempted from resale in September 2005

All broadband facilities are now exempt from
mandated resale requiremenis

PUCs Are Raising ULL Prices

LS
A ULL Prices, 2002-2005 |—
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FCC: ULL Reduces Investment

“The record shows that the additional costs of
an access mandate diminish a carrier’s
incentive and ability to invest in and deploy
broadband infrastructure investment.”

Federal Communications Commission

September 23, 2005

FCC: Safe Harbour for DSL
Will Encourage Risk-Taking

“Eliminating [mandated access to DSL] will
make it more likely that wireline operators will
take more risks in investing in and deploying
new technologies than they are willing to take

under the current regime.”

Federal Communications Commission

September 23, 20056
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FCC: Mandated Sharing
Impedes Innovation

“‘Requirements that would guarantee ISPs
access to [wireline broadband transmission]
would impede the development and
deployment of innovative wireline
broadband Internet access technologies
and services.”

Federal Communications Commnission

September 23, 2005

FCC: Mandated Sharing Is Not
Necessary for Competition

“Facilities-based wireline carriers have
incentives to make, and indeed aiready make,
broadband transmission capacity available to

ISPs, absent regulation.”

Federal Communications Commission

September 23, 2005
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FCC: It’s Not Just Cable

“The threat of competition from other forms of
broadband Internet access, whether satellite,
fixed or mobile wireless, or a yet-to-be-realized
alternative, will further stimulate deployment of
broadband infrastructure.... These emerging
broadband platforms exert competitive
pressure even though they currently have
relatively few subscribers.”

Federal Communications Commission

Septemb

Investment Has Responded
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The Simple Economics of ULL

and NGN Buildout

Uss
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1. ULL Reduces
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2. Lower Projected
ARPU Means Less
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ite Survey » Capex > £2788 per Site, Deprecicted over 5 years.

w éﬁﬁ% costs{Gsqrmiper Capex v £1380 per Site, Depreciated over 5 Years.

i DSLAMS, ete. i For 200 Line Capacity: £16,000 Depreciated over 5 years
> For 408 Line Capecity: £28,000 Depreciated over 5 years
“ Line Capecity: £ 3 iated

'Y

i Backhaul, Virtual Paths, etce Opex =2 For 200 Line Capacity: £4,500 Expensed
> For 400 Line Capacity:  £7,500 Expensed
= For 600 Line Capacity: £11,008 Expensed

Annuat Cost per Hing
Cost Component for Shared ULL (£} 200 Line 400 Ling 500 Lins
Capacify Lapacity Capacity
4. LHLL Line Rental E27.0 £27.0 £27.0
b, Amcrlisation of Connection Fee 20.0% chum £18.5 £16.6
©. Amortisstion of Capex Instafied by BT £13.5 £8.8
d. Ameriisalicn of ANet18Ps Capex (DSLAMS, etc..) E80.0% Capacity £20.0 £17.5
&. Cosi of Oiperating the Exchange §280.0% Capacity £18.4 £9.1
f. Backhaut f80.0% Capacity and € Contention Ratio of 20/ £2B.1 £234
Totat DIRECT COSTS £121.7 £102.4
.. Return on Capilal (10%) £13.4 £10.5
.. tmpact of 25% Churn £42 F42

£135.2 4174
15.8%
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Emerging View
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Broadband connections per 100 poputatian
30
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% Netherlands
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Germarg has more DSL lines in operation (6.7 million} than any other European
country
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Frice {UKE) per month
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Y6 of total connections

Note: Cifier DSL figures for Japan, Korea and Japar include LLL
Sourca: Ofcarn, MRAS
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st Order

Decline in Wholssaie PETHN/EE Resale Revenue
Incresse from ULL Revenus Stream

Fduction in Regai Fricieg - #ETH & Broadband

atal $st Order Impact
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Heduction in dobile pricing
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ULL offers potential for gross
mrargin improvement
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