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FHIL BURGESS: | want to welcome everybody 1o the Regulatory Workshop,
which is the final event of the Investors’ Day, which began on 15 November. | want
to make sure — is everybody here who is supposed o be — is there anybody who is
not here? No. This is a very important day for us because regulation is the
wildcard in Australia’s telecom fulure. It's also the wildcard that will shape the
future of Telstra. We are holding this session primarily to explain the “red asterisk”
in the presentations by Sol and his team on investors’ Day. The “red asterisk”,
you'll recall, said: “Subject 1o reasonable regulatory outcomes.” We are also
hoiding this session {o help the investor community and the media to understand
the background of issues involved for Telstra and the communications industry.

Unfortunately, too many believe that regulation is somehow a political plaything
and unrelated to business. Hardly a week goes by that we don't read in the paper
that Telstra shouid “get on with the business’, or “manage the company” and,
“leave regulation to the government.” Regulations determine how we can run our
business, regulations are an integral part of our business. Or we read that "Telstra
complains a ot but the government doesn't know what they want” in the way of
regulatory reform. Well, we've had, literaily, hundreds of meetings over the past
several months on those very issues. So today we will try, once again, to state the
problem, to cutline the solutions and to do our best to take one more step to help
everyone understand a complex issue.

Today is an information session, nothing more and nothing less. We have three
purposes today. First, we want to show, as clearly as we can, the scope of
regulations in the telecommunications industry, many of which apply only to
Telstra, and how regulations have reduced investment in Australia’s telecom
industry already, and threaten to do so in the future, and to show the negative
impact of regulation on Telstra’'s business and how over-regulation and redundant
regulatory interference destroys shareholder value.

Second, we want to provide a clear map for a responsible regulatory regime in
Australia. We want to show how positioning Australia for increased growth,
productivity and competitiveness in the 21st century requires reasonable reform,
and that creating a pro-consumer, pro-investment, pro-inngvation, pro-jobs
business environment for Australia requires attention to changing regulations.

Our third purpose is to clearly outline the regulatory reforms that Telstra needs to
execute all the elements of its plan for the future, as detailed by Sol at the
Investors’ Day on 15 November 2005, two weeks ago.

Once again, this session is about business, our ability to serve customers and to
create wealth for shareholders, more than 1.6 million Australians, many of whom
have a stake in Telstra shares to help fund their retirement. We want Telstra to
prosper. They need Telstra to prosper, and it is one of our duties {o help them
meet their needs.



How do we do that? As Sol pointed out repeatedly during the Investors’ Day, there
are only two ways to impraove the financial performance of a company. These are
to increase revenues or decrease costs. Revenue growth and cost take-outs are
shaped by many factors, but three of the most important are the management of
resources, including people, technology, information systems and the like, the
guality of the workforce and the business environment. in Telstra's case the Board
hired new management, which started on 1 July and presented a plan for a new
Telstra on 15 November. The Telstra workforce is strong and with good talent at
every level. But owing to the burden of market distorting over-regulation, the
business environment for Telstra is not as vou would expect it to be or want it to be
if you were an investor.

Today Telstra, and the telecommunications industry as a whole, are being
damaged by regulations that can only be described as onerous, outdated and
intrusive. In the case of Telstra, the expansion of regulatory authority that has
been proposed but is still being considered, is among the most intrusive in the
OECD countries. 1tis as if the public policy is being used to privatize the
ownership, yet remain in control of the assets and seek to make Telstra's
shareholders subsidize the competitors of Telstra. Rationaily you would expect
that you can't have it both ways. Telstra is either a publicly-owned entity or not.

Let's examine over-regulation and the problems it creates. First, over-regulation
reduces invesiment. Competitors prefer reseiling Telstra to building their own
advanced infrastructure it's cheaper, given they don't have to invest in their own
infrastructure. it's one reason why Australia is in the bottom gquartile of the OECD
countries on infrastructure development.

Over-regulation reduces consumer choices. It stalls responses to changing
customer needs. It slows, or stops, price reductions and bundling. It undermines
competition. In short, it denies consumers more choices, lower prices and a more
customised combination of services. Over-regulation stifles innovation. #
discourages investment where successes can't be harvested. it discourages
facilities-based competition. It discourages differentiation. Finally, over-regulation
creates competitive imbalances. it imposes financial burdens on some, but not on
others. It imposes restrictions and requirements on some, but not on others. [t
results in asymmetric reguiations that violate the principle of competitive neutrality.

So getting on with our program today, et me just introduce my colleagues. Kate
McKenzie is Deputy Group Managing Director of Public Policy and
Communications and our lead negotiator on reguiatory reform. CFO, John
Stanhope, and Deputy CFO, Tarek Robbiati, will show how reguiations, including
key proposals that are still awaiting a decision by regulatory or governmental
authorities affect our business and our industry, and how they also, if not changed,
will increase costs, decrease revenues, destroy shareholder value and require
Telstra shareholders fo subsidize our competitors, many of which are large, global,
multinational companies.

The presentations of Kate and John are suppiemented by a summary of lessons
learned in the US about investment patterns, bankruptcies, the declining heaith of
the telecoms industry and other sconomic and business pathology as the US
travelled down the path of mandatory unbundled local ioops. This summary is by
Dr Jeff Eisenach, who is Chairman of the US-based CapAnalysis, and a highly-
regarded telecoms expert.



Like Eisenach, Deputy CFO, Tarek Robbiati, has broad experience as a telecom
executive in nearly a dozen countries. Tarek will summarise the lessons learned
from the European experience.

At the conclusion of these presentations, we will take questions, first from the
analysis, and then from the media. Kate.

KATE MCKENZIE: Well, thank you very much, Phil, for that introduction.

As Phil mentioned, ke most businesses, there are two main levers that we can
puit to maintain prosperity, either increase revenues or reduce costs. Regulation,
at the moment, is hampering cur ability {o do either. The myriad of current
red-tape-type regulations are increasing our costs and the
telecommunications-specific access and compstition regimes are reducing our
revenues.

To add this, a number of these regulations are applied only to Telstra, such as the
operational separation regime and the local presence plan requirements. We are
currently consuiting on our local presence plan, but we are the only Telco reguired
to produce such a plan. In practice, we believe it will achieve very little, except
more words on paper. Our commitment to rural and regional Australia is clear, but
the plans will not help that. | think these days, even Telstra's greatest detractors
appear to accept that we are over-regulated and that that is becoming an
increasing probiem in a felecommunications environment where the industry is
avolving.

As most of you would have heard from our CEQ, Sol Trujillo, Telstra has identified
three maijor areas for investment coming out of the strategic review. Firstly,
upgrading the core network. Second, upgrading the fixed access network, and
third, rolling out a single, national 3G wireless network. Sol also made it clear that
these plans are contingent on the regulatory settings. The fixed access network
investment is the one most impacted by regulatory cutcomes, although regulatory
issues are stll not unimportant for the other investment proposals.

Today we want to run through the main regulatory issues and explain the kind of
ocutcomes that we believe are necessary before the company will be in a position
where it feeis that it can risk shareholder funds on the fixed access network
upgrade. The Key regulatory decisions involved are the terms and conditions
attached fo the provision of ULL, whether or not our investment in Next Generation
Networks is declared, and, therefore, required to be resold to competitors on
regulated terms and conditions, as opposed to commercial terms and conditions,
and thirdly, operational separation, and in particular whether that regime will be
restricted to the core services provided over the copper network, or whether it is
exiended to new services. Also important is the extent to which it might prevent us
from providing the kinds of integrated services that Sol and the senior management
team described at the Strategy Day.

Unsurprisingly, poor regulatory decisions which do not allow the company o eamn
an adequate return on investment and reduce our flexibility, oblige the
management and the Board to consider the wisdom of such investments. As Jeff
and Tarek will outline, similar issues are being faced in other jurisdictions. We're
not alone in this regard. Governments and regulators around the worid are
struggling to get the balance right between intervening to encourage competition,
and letting the market determine the best ways of investing for the future. In the
US, and it appears now also in Germany, the balance is tipping in favour of letting



the market decide, with some encouraging resuits.

So what is Unconditioned Local Loop, or ULL? This slide shows what is involved
in provisioning a ULL service. Essentially, it involves the competitor piggy-backing
on the Telstra network by installing a piece of equipment known as a DSLAM in a
Telstra exchange, attaching Telsira’s copper pairs to a competitor's tie cable and
linking the copper pair to a competitor's network, so that they can provide both
voice and data services to their customners. You will have noticed some of the
equipment laid out at the back of the room. This is some of the gear that's involved
in providing such a service. We also have with us here today one of our network
engineering experts, Mr Dennis Mullane, who is seated here in the front row. For
those interested, at the end of the session he'll be available to answer any
guestions you might have about the network aspects of ULL. | would encourage
you all to go up to the back of the room and have a look at the practical reality of
what's involved here. | think sometimes we get so carried away with the theorstical
arguments arcund all of this, we forget that there is a practical reality involved in
the provision of these services. Of course, in practice, what's involved is a lot more
complex than what I've just described. From making space available in the
exchange, fo ensuring that power, back-up power, air-conditioning is provided, to
ensuring that the right loops are attached to the right wires, ensuring that customer
service to all the customers is not interfered with throughout, involves a lot of
planning, a ot of effort, energy and cost.

So moving on then: Since 1998, when the ACCC first investigated the provision of
local foop unbundiing, there has been contention regarding the right way to price
the service. Teistra has lodged undertakings at increasingly lower prices in an
effort to gain some commercial certainty. Each time those undertakings have been
rejected by the ACCC and each time, in responding to those undertakings, the
ACCC has suggested lower and lower prices for the provision of this service. Most
recently, in August this year, the ACCC suggested prices in band 2 more than

490 per cent lower than those they had endorsed less than a year earlier. in effect,
the regulator keeps revising the prices downwards.

You will note that as far back as 2003 Telstra lodged an averaged undertaking for
ULL. That moves us over to the second contentious issue: Besides the price of
ULL, the structure of ULL prices is alse something that has been argued iong and
hard about. That comes down to whether the price should be averaged or
de-averaged. Now, no-one is arguing with the proposition that the cost of providing
the service in rural and remote areas is greater than it is in metropolitan areas.

The problem is, the same is true for the provision of the services ULL is used to
provide at retail. Policy, however, requires that those retail prices are averaged
across the country. Telstra accepts that in a country like Australia, as in many
other parts of the world, requiring averaged retail prices is a perfectly reasonable
policy for the government to impose. Telstra has been, for many years, and
continues to be, committed fo providing services to the whole of Australia.
However, as the OECD makes clear, you can’t have it both ways. If you want to
average at retail, you must do the same at wholesale, to make things work. Telstra
believes that its costs of providing ULL, on an averaged basis, are around $30.

| think a number of questions have been raised about the fact that our current
undertaking that's before the ACCC actually includes de-averaged prices. | just
want to make clear here, today, that that was odged in response to the ACCC's
clear advice that they would not accept an averaged undertaking, and that's really
why we're seeking policy intervention from the government. We think that’s the
only way to resolve this issue about averaging versus de-averaging.



The consequences of a different policy are not hard to frace. Prices in rural and
regional Australia will need to rise at retail if we go for a de-averaged ULL price.
Competitors will only build in band 2, which covers mainly the metropolitan areas.
This will impact negatively on both wholesale and retail revenues in the populous
parts of the country, further reducing our capacity to fund the ubiguitous network. It
will also result in reduced incentives to invest. John Stanhope wil further elaborate
on this in his presentation.

The second key regulatory issue affecting Telstra's network investment plans is the
exient to which Next Generation Networks will be captured by the legacy PSTN
regulations. The problem for telecommunications is that the
telecommunications-specific access regime imposes much greater risk of poor
outcomes than does the general access regime that applies to most other
industries. In electricity and gas the test for whether access should be granted is
essentially a natural monopoly test. In telecommunications access is determined
where it would promote competition. In practice this delivers quite different results.

Also, another distinction that exists in the access regime relates to the distinction
between infrastructure and services. in telecommunications it's the services that
are provided aver the infrastructure, rather than the infrastructure itself that gets
declared. This can lead to some quite uncertain resuits for companies who are
investing. Telstra considers that in future, significant investment in new networks
should be exempt from declaration under the Telco-specific regime. There are
many ways that this could be achieved, but the principle is clear: Legacy
regulation for legacy network, new arrangements for new networks.

As you can see from this slide, there is already an exiensive list of declared
services, which has grown over time as the nature of the telecommunications
industry and the services that it provides have evolved. These are services that
aeveryone has access to today, and they will continue o have access to these
services. We are not arguing at all for any change fo this list of deciared services.
What we are arguing for is a different set of arrangements for the future.

So, again, Telstra accepts that the current set of declared services are likely to
remain regulated. But we do not accept that legacy reguiation should apply to new
infrastructure and the services provided over that infrastructure in a world where
any and all of our competitors are free {o build their own competing networks.
Moreover, the international evidence is increasingly clear: If you prevent regulators
from giving cheap access to new nefworks, you get much more investment in new
networks, both by the incumbent and by competitors. In our view it's much better
to iet the market sort these things out, rather than regulators. What is required is
reform of the telecommunications-specific regime, so that it applies only {0 legacy
services. New investments should be regulated by the same provisions that
regulate every other industry in Australia. That means no new services declared
under Fart XIC, the access provisions, Part XiB, the competition notice regime,
being fimited to the existing declared services, and new services not included in the
operational separation regime. [f it's good enough for gas and electric, it cught to
be good enough for Telco.

| shouid also note some comments from the ACCC and others in the recent days,
that we should use the existing legislative framework o seek exemption for these
new investments. The problem is that history shows that if we do that, we'll still be
here, arguing, in two, three, four, maybe even five years’ time. That is simply not
an arrangement that can work in an environment where the company is in a
position where it wants {o make decisions now about whether or not to invest in



these networks. It's not satisfactory that we need fo go through a process that
takes years and years and years. | guess as the FFoxtel experience taught us, you
cannot actually invest while you're going through those exemption applications
because the court will determine that you've already made your decision to invest
and therefore you can't get the exemption. So, unforiunately, we get caught in a
catch-22 situation.

Moving now on to operational separation, the third key regulatory issue affecting
Telstra's network invesiment plans. We have always felt that operational
separation is a solution looking for a problem. We accept that, despite that view,
the Farliament has passed legislation imposing it. Our focus, now, is in trying to
ensure that it's executed in a way that does not reduce our flexibility or add too
substantial a cost burden to the business. One of the ways that that can be
achieved is by limiting the services that are subject to the regime on both price and
the non-price side. In Teico speak, this means the list of designated services
should be confined to the core services provided over the copper network, namely
local call resale, originating and terminating access, unbundied local loop,
spectrum sharing and wholesale layer 2 ADSL, up to and including 1.5Mbps. We
think those are the services that there can be legitimate arguments in relation to
equivalenis and transparency, and we don't think the regime should be extended
any further than that.

In conclusion, Telstra proposes groundbreaking investments that will shift Australia
into the digital future. We believe that it's important for the future productivity of the
country. The fixed access network upgrade can only proceed if we have averaged
ULL pricing at a fair price, new infrastructure subject to general regulation, not
industry-specific rules designed to guarantee access to the legacy network,
operational separation regime that is constrained to legacy setvices. If these
conditions are not met, Telstra sharehoiders can't fund the fixed access network
upgrade. Thank you.

FHi BURGESS: Thanks, Kate.

Let me just amplify one point, and that is to invite everyone to come to the back at
the breaks, or at the end, to talk to Dennis about any of the displays we have back
there. Because a lot of imes we talk about these issues and never see what a
DSLAM is or never see the room that it's housed in, that that room involves space
and power and air-conditioning and all the other maintenance requirements. There
are large costs involved in those and it kind of heips, | think, just to lock and see
what we're really talking about.

The other thing, 1 wanted to just say a word about the slides. We had to make
some hard choices this week about whether to maximise the information or try o
win a prize for visual aesthetics. We went to the point of trying fo maximise the
information for your take-aways. So some of those, | know, are going to be hard to
read for peaple in the back, but thaf's why we've provided handouts.

Our next speaker will be Jeff Eisenach, who is in the US. Jeff, take it away.

JEFF EISENACH: Phil, thank you very much. It's a pleasure to be with all of you.
| wish 1 could be there in person.

But {'ve been asked, today, fo talk about the impact of unbundled or unconditioned
local foop mandates in the United States. We were among the first to embark upon
that set of policies, we've been the first to experience, or among the first o



experience, its failures and its costs. Those costs have been large and substantial.
Maybe most important, in terms of the take-aways from my presentation, | want
everyone to understand, most importantly, the fact that the Federal
Communications Commission and State Fublic Utility Commissions in the United
States have now very substantially changed course and the results of that change
in course, going in the opposite direction, have been very positive.

If we can go to the first slide in terms of the background very quickly. We were
among the first to embark upon what we calied ULL or, Unbundled Network
Element Policies in 1996, with passage of the 1996 Telecommunications Act. We
mandated ULL for telecom services. We did not mandate it for cable modem
services and we left the question of fibre optic services, Next Generation Nefworks,
unanswered in 1996.

The Federal Communications Commission issued overall regulations

in August 1996 and state PUCs, who are responsible for implementing the details
of the rules, which is to say putfing in place the spedific prices for ULL, began
issuing those rules in 1997 and 1998. It's been an evolving process and an
important part of that process has been liferally years of litigation, going to the
Supreme Court on several occasions. That liigation only has just now come to an
end in 1894(sic).

If we go to the next slide. It's important for everyone to understand that we did not
go into our ULL experiment in any way hali-heartedly. We were fully committed fo
the notion of making the ULL business model succeed. We mandated not only that
the local loop would be available for resale, but alsc that switches and transport
would be open for resale. We bundled those three elements together in what we
referred to as the "Unbundled Network Element Platform” or UNEF. That was an
exiremely attractive proposition for what we referred to as "Competitive Local
Exchanged Carriers”, CLECs, the new entrants. They were able 10 buy all of those
elements together and enter the marketplace with a very minimal investment in
facilities.

Frices were set also very aggressively, initially at 50 per cent of operating costs,
and then were reduced further, over the course of the ensuing five years, to levels
that were at 30, 40 per cent of operating costs, and even less than that as a
percentage of revenues for the incumbent carriers. Lest there be any doubt, our
chairman of the Federal Communications Commission at the time the Act was
implemented, Reid Hunt, wrote later, in his book, that he sought to give the
competitive local exchange carriers: "A fairer chance to compete than they might
find in any explicit provision of the law.” That might explain why we had so much
liigation in the ensuing seven years.

If we now move to the next slide we see ULL rates as they were initially set out by
the State Public Utility Commissions as a percentage of operating costs and as a
percentage of revenue. We see that, for example, SiC was recovering 39 per
cent of the revenue that it lost when a ULL loop was sold. it was recovering about
39 per cent of that revenue that it would have received had it retained the retail
customer, and only about 49 per cent of the operating cosis of those loops. These
were numbers that were put out by a number of investment banking houses. All of
them came in, in the same arena, so these are independent figures.



Then, moving to the next slide - and this is just a shapshot of 2002 and 2003 - we
see that those rates were lowered further as the process ensued, and, frankly, as
the CLECs were unsuccessful in making money at the initial rates. So they kept
trying to get the rates to a level at which the business mode! would work. They
were never successful in doing that.

Moving fo the next slide and looking at the resulis of our experiment with this: We
had entry by, probably, 100 major CLECs, a total of 300, some of those more
active than others. The significant ones raised about $450 billiors in high vield debt,
and that’s not counting equity capital and other forms of capital that were raised.
Their business plans - and this is an essential element, | think, of the ULL business
model - largely focused on cream skimming. You go to markets where costs are
low and prices are high and try to play the difference off between the two, and that
involved, in the United States, business markets and central business district cities.

Maost of the capital that was raised by the CLECs was invested in aggressive
marketing campaigns and other kinds of overhead costs.

The best estimates are that only about $50 billion of the money raised by the
CLECs was actually invested in telecommunications faciities of any kind. Virtually
all of those companies ultimately went bankrupt. The one important exception to
this entire story is that our cable sector, which was never in any significant way
threatened with open access or unbundling requirements. It was deregulated from
the outset, in 1896. Ouwr cable secior has been a remarkable success story,
investing, from a standing start, with an analogue infrastructure in 1997/1998.
They invested $75 billion converting that info a digital broadband infrastructure and
have been extremely successful. This was, of course, the one sector that wasn't
regulated and did not rely on unbundled local loops.

If we go to the next chart we see a map of CLEC high vield debt issuance over the
course of the five-year period, 1996 to 2000, and how it peaked in 1998, with
$143 billion in capitai, a total, again, of over $450 billion.

If we go to the next chart. This one | want to stop and pause on for just a second
because it's very important {0 understand that the central public policy obiective,
the central thesis behind a ULL approach in telecom policy is what's commonly
referred to as the "Stepping Stone Thesis®. The thesis is that if you allow people to
enter the market with iess than the need to build out a complete
telecommunications network, but instead o go part way, as it were, to a put
DLSAM in a central office, that this will serve as a stepping stone for them to later
engage in full-scaie, fuli-fledged infrastructure investment, based on a competing
network. In our case, and, as far as | know, everywhere in the world, that Stepping
Stone Model has not been borne out by experience. To the contrary. What we
see in this chart is that over the course of the four years, December 1999 through
2003, the proportion of lines operated by CLECs which were their own lines, lines
in which they were using their own faciliies, declined dramatically, while the
proportion of lines which invoived the use of ULL increased dramatically. One
would have expected the opposite to occur if the stepping stone theory was in fact
working. The evidence here is that it didn't work, and my understanding is that if
you look at Optus and some of the competitors in Australia, you have the same
phenomenon of companies actually moving customers off of their own networks,
as they were doing here in the United States, and moving them on {o a resale
regime because the profits from reselling the incumbent's infrastructure exceeded
the profits from building out their own or even operating one.



Moving fo the next slide, we see a chart that probably lots of people have seen one
version of or ancther in the past. This is US Department of Commerce data on
investment in telecommunications egquipment. What we see is that investment
increased during the middle and the late part of the 19890s, and in 2000, of course,
hit a wall and fell off dramatically by over 40 per cent. We'll see the consequences
of that. Let's go now fo the next slide.

Many people will also remember the unpleasant days of 2000, when in the

United States our NASDAQ stock market collapsed. What we were seeing there
was the collapse of firms like Lucent and Nortel and Cisco and telecommunications
equipment manufacturers who lost a $1 trillions in market capitalisation over the
course of 2000. incidentally, that event was provoked by the anncuncement by
Lucent that it had actually been financing itseif to competitive local exchange
carriers to pay for their DSLAMSs, essentially saying, "We will give you a DSLAM on
credit and you can pay for it over time." What happened was, by the middie of
2000 many of the CLECs were not making payments on its loans. When Lucent
announced that in a report in the late summer of 2000, that was the event which
provoked the meitdown, as it were, in telecom market valuation.

Moving fo the next slide, we see just the path of destruction, as it were, in this
20-month period that | picked out here. We see 38 CLECs going bankrupt, and, as
| mentioned, virtually all of the CLECs went bankrupt in the United States over
time.

Moving o the next slide, we see, as | said, the other side of the story, which is that
the one unregulated sector, not subjected to ULL requirements, not subjected fo
the other open access requirements and not relying on ULL reguirements, was our
cable sector, which very aggressively buili oul. As a result, we have the anomaly
of the sector, which is a broadband sector which is actually dominated by the cable
providers, and where DSL ADSL services are far in the rear in terms of market
penetration.

Moving fo the next slide: What's the verdict? | don't think you can have any other
verdict on this experiment, except that it was a failed experiment in the

United States. Virtually every one of our CLECs went bankrupt, investors lost
hundreds of billions of dollars. Equipment sold at 5 to 10 cents on the dollar, so as
these things went into bankruptey, the equipment that they had purchased for
$10,000 was selling for $500 or selling for $1,000. The biggest ULL players, two
great institutions, AT&T in particular, one of the great commercial insfitutions of all
time, no longer existing today as independent companies, the MCi story, World
Com story, being well-known to everyone. Undoubtedly, this experience was a
major contributor fo the 2001 recession in the United States. The US economy -
and it's worth stopping to hear the number and to let it sink in for a second - the US
economy lost 800,000 telecommunications jobs in 2001 and 2002. So we did pay
a very heavy price. Again, it's important fo understand that the one sector we did
not regulate is the one sector which was successful, that being the cable sector.

So let's move on fo the next slide and make the next set of points, which | think are
s0 crucial, particularly, 1 hope, for the regulatory agencies in Australia to
understand. That is that in the United States we have now adopted a new
approach and it's a very different approach and, as 'l talk about at the end, it's
been a very success approach.



We began the process of scaling back unconditioned local lcop mandates and, in
particular, we no longer have the uniplatform | mentioned earlier, we've taken
switching out of that. Transport is also largely no longer required to be unbundled
and resold. With respect to the last mile loop, which | think everyone agrees,
continues to be, in some cases, an essential facility and at cost, at an appropriate
level should be resold. What we're seeing is our State FPublic Utility Commissions
are now beginning the process of raising ULL prices for the local ioops back to a
level that more closely refiects the actual cost of providing those services.

The next set of bullets goes to the fact that we have now, in the course of three
years, deregulated the broadband infrastructure, which is {0 say exempted the
broadband infrastructure in the United States from unbundled local ioop
requirements, beginning with, first of all, capabie in 2002. | mentioned at the
outset, it's never been seriously threatened by open access requirements, but in
2002 the Federal Communications Commission formalised the fact that it would be
exempt from ULL requirements going forward. Then, and this was, | think, the
crucial decision in August 2002, the FTC exempted fibre to the kerb and fibre to the
home investments from unbundling requirements on a going forward basis,
creating a safe harbour for fibre investments. Then in 2005, just a couple of
months ago, they fook the next step and exempted BSL from unbundling
requirements. As | say, the upshot of all of that is the safe harbour for all
investments in new broadband faciliies is now firmly in place in the United States
and not likely to be reversed. it's not a conditional safe harbour, it is a safe
harbour which is a formal finding in the Federal Communications Commission, and
it is not a time limited safe harbour, it is the expectation going forward and
investments are being made in the Unifed States on the basis of that expectation,
that those facilities are not and will not be subject to ULL requirements in the
future.

Maoving fo the next slide very quickly, we see the reversal in the trend of ULL prices
over the course of the last year and a hailf. This is a trend | think people expect to
see continuing as there are ongoing rule making proceedings, rate sefting
proceedings in a number of states. We have begun the process of getting the
price for that last mile local loop back to a level that more clearly reflects costs.

Now if we go to the next slide in this next series of slides. What iwantfodo is
make the point as clearly as | can, not in my words, but in the words of the Federal
Communications Commission about its conclusions at the result of what has now
been a 10-year experiment, a nine-year experiment with ULL and the costs of ULL
mandates and the benefits of going in other directions. First of all, the FCC has
now found that ULL reduces investment and says, in its September 2005
proceeding, that: “The record shows that the additional costs of an access
mandate diminish a carrier's incentive and ability fo invest in and deploy broadband
infrastructure investment."

Moving fo the next slide, the FCC has found that a safe harbour for DSL and fibre
and cabie, but in this proceeding talking about DSL, will encourage risk taking:
"Eiminating mandated access to the DSL," it says: "... will make it more likely that
wire fine operators wili take more risks in investing in and deploying new
technologies than they are willing to take under the current regime.”

Maoving fo the next slide. The FCC has now specifically found that 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.
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On the next slide we see that the FCC has also concluded that mandated sharing
is not necessary for competition to take place. That's an important finding.
Facilities-based wireline carriers have incentives to make, and indeed already
make, broadband transmission capacity available to |1SPs absent regulation.
That's important for everyone to understand, where [SPs, where content providers
add value, telecommunications carriers have every incentive to include them in the
package of services that they offer and to share the revenues that are generated
by the value added by those firms. That's the outcome that's likely to take place in
Australia, certainly it is the outcome that has taken place here in the United States.

Finally, among these quotations from the FCC - and this again is an important one
from the perspective of Australia because Australia does not have the footprint in
its HFC plant that the United States has. ithink that's important because the
regulatory regime has given incentives not to invest in that plant. But having said
that, that plant is not there today and people sometimes say to me, "But what
about the cable plant in the United States? isn't that different? Doesn't that mean
that we need to keep our ULL policies?" Well the FCC has found that it's not just
cable, the FCC has found that the threat of competition from other forms of
broadband internet access, whether satellite, fixed or mobile wireless, yet to be
realised aiternatives, like broadband over power line, which is, today, being
realised in some places, will further stimulate deployment of broadband
infrastructure. These emerging broadband platforms exert competitive pressure,
even though they currently have relatively few subscribers. | would submit that that
applies in Australia every bit as much as it applies in the United States.

Looking at this next slide, where we see that investment has responded. i've
pulled together a lot of information on one slide, here, but | would refer you up to
the upper right-hand corner of the slide, where the arrow shows that investment
has risen 40 per cent since the Federal Communications Commission put in place
the safe harbour. If you go down and look right below that, at the botiom of the
slide we see that in August 2003 the FCC exempted fibre to the premises and fibre
to the kerb from ULL requiremenis.

Two months later, in November 2003, we saw Verizon, one of our large, incumbent
carriers announcing a $3 billion per year investment program in which it is
exiending fibre optic capability to the premises, fibre optics to the home, FTTH,
throughout its 50 million premises service area. That investment is weli under way
and I'm happy to say that at my home, 25 miles outside of Washington BC in an
ex-urban area, |, today, have fibre in my home and 15Mbps of service. | download
music off of ltunes in about seven seconds and download movies in about seven
minutes. It's a wonderful service, I'm happy to have it.

Let me go o one last slide here. | want {o try to talk through part of the debate that
I've found that maybe i can help to inform. That goes {o the guestion that | often
hear people saying, "Well won't Telstra build out its NGN network anyway?"

Before we talk about the slide, | would poirt out that Verizon didn't build out its next
generation network, SFC, Bell South and the other companies here who are also
making similar kinds of investments, didn't do that prior to the creation of the safe
harbour. | think it's very clear that they would not have done that. So the first
guestion is, would you do it anyway? Well, it didn't happen in the United States.
But at a different level, this chart kind of fays out what | think the real economics of
the situation are. At the end of the day Telstra is a business, the people running
that business are going to make decisions on the basis of profitability, they're going
to build as far as they can go, to the point that the revenues from new infrastructure
that they build out exceed or equal the costs of the new infrastructure that they
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build out. So this chart illustrates that. What we see in the line running up the
centre, the diagonal ling, is the cost per homes passed. Obviously the cost per
homes passed goes up as you pass more homes, and that's primarily a function of
teledensity, and the first law of any telecommunications infrastructure build out is
that the cost goes up as density goes down.

If we then go over to the left-hand axis, the vertical axis, and look at the ARFPU
average revenue per unit. Let's think of the top line as the average revenue per
unit, taking into account penetration that a company like Telstra would gst from
buiiding out its network in an unregulated environment and an environment in
which it could enjoy the full returns from that network. If you then foliow that line
over to the cost per homes passed line, the diagonal line, and then follow that line
down, what you see is the number of homes that are going to be passed in an
unregulated environment, an environment where ULL does not apply. Telstra
would build, just as any other company would build, to the number of homes that it
can build fo, where the cost is less than or equal to the revenues that it will get
from that investment.

If we go down to the lower line, looking over on the left-hand vertical axis again,
that is the average revenue per unit, again taking into account penetration, that
would result in a ULL environment.

ULL does two things: it decreases the revenue per home for a subscriber and it
also decreases the penetration rate that a company like Telstra is going to get from
building out that infrastructure per home passed. It's going to get a lower ARPU
per home passed than it would in an unregulated environment. Simply foliowing
that over to the diagonal line and then back down to the horizontal access again,
what we see is that the number of homes passed is going to be less ina ULL
environment than they would be in an environment where ULL doesn't apply. To
me that's simple economics. | think people can argue about how steep are these
lines, how big are these effects, those are all legitimate arguments. But the simple
economics of it suggest that the impact of ULL on a decision by a company like
Telstra to build infrastructure is that it will build significantly less infrastructure than
it would build in the absence of ULL. That ought to be of concern, 1 think, not just
to Telstra shareholders, but, most importantly, to the people in Australia who are
not going to get the next generation services in a ULL environment that they would
get if ULL were iifted.

| appreciate the opportunity to talk to you foday. | iook forward to participating in
the Q&A session as the session moves aiong. Thank you very much.

PHIL BURGESS: Thanks, Jeff.

The whole purpose for having Jeff, and now Tarek, talk about the US and
European experience is because our view is that we shouldn't have fo relive history
here in order {0 learn from it. There are lots of parallels. As some people in this
room point out, there are some differences, but the parallels are compelling, in our
view. Tarek, can you give us the European experience?

TAREK ROBBIATI: Good afterncon. | am Tarek Rabbiati, Deputy CFO of Telstra,
and | have the pleasure of being here today with you to present some lessons
learned from European Reguiation. In this presentation we will first focus on a
concrete example of a ULL new enfrant in the UK to #llustrate the economics of
ULL in Europe.
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I've built a little model for you and | couldn't resist the temptation, being a former
analyst myself, to illustrate what 'm saying with some real numbers. Sacondly,
we'll illustrate the model called the “Ladder of investment”. That is the European
name for what Jeff was referring to before as the “Stepping Stone Model”. We'll
describe this model and describe, through it, how regulators in Europe intervene to
regulate broadband access, and the impact of such regulatory intervention on the
development of NGN.

But first, let's start with the economics of ULL. The network operating costs of a
ULL new entrant can be broken into the following five categories. Here on this
chart you have the economics for what is called in the UK shared ULL. You will
refate to this in Australia as line spectrum sharing.

The first cost element is the regulated costs of the line rental and the one-off
connection charge, which is paid to the incumbent. The second cost is related to
preparing the incumbent’s exchange to install ULL equipment. This includes site
surveys, site preparation, set up costs, etcetera. The third element is power and
air-conditioning equipment required to run ULL equipment in the exchange. The
fourth element is the ULL equipment itself, those famous DSLAMSs that will receive
and deliver traffic to and from customers. Finally, the ULL running costs of the
New Entrant will include power and air-conditioning costs, as well as network traffic
costs that the new entrant pays to the incumbent to route its broadband traffic to
the nearest point of interconnection. We have assumed here the network traffic
costs for a 512Kbits/s line for the end user.

From a financial perspective it is important to note that some of these costs are
expenses, and others are amortised over time. Equipment costs, in particular, vary
with the number of lines supported. That is easy to understand when you will see
the equipment that Dennis brought over here, you will see that you have a rack and
you have a number of slots. The bigger the rack, the more you can install cards in,
and therefore you can share the cost of the rack across the number of lines you're
supporting.

But what does it mean? What does it mean concretely? Well, before we answer
let's see that also other parameters affect the cost of the line overall. Churn, for
instance, affects the one-off connection charge that a new entrant pays each and
every time a naw line is re-connected. So churn assumption here is absolutely
crucial. The capacity uiilisation, and therefore the demand for the service, also
affects the effective duration of the amortisation of network investments.

Let's turn concretely to what the operating costs are for our UK ULL new entrant
look fike. What is the typical annual costs per ling, per exchange? Let's take a
look at the next chart.

The first observation, if you do the math, is that the actual cost per line is the
lowest for the higher capacity switches and exchanges. This, please notg, in spite
of a geographically-averaged price of the local loop line paid to the incumbent.
That price is on line A on that little mode! that you can see there. You can see that
it is 27 pounds, whether you have a 200-line capacity switch or a 600-line capacity
switch. That price does not vary.

However, when you take into account all the other costs and the amortisation of
the equipment, you can observe that the difference in actual cost per line can be
substantial between small and large exchanges. The model points to a difference
of more than 20 per cent between the small 200-line capacity DSLAM and
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exchange, versus the bigger exchange. This is not surprising. It's pretty simple:
Ali incumbent networks around the world have larger exchanges in cifies than in

rural areas. The size of the exchange reflects the population density. As a result,
it's not surprising to see ULL cost economics refiecting the population density.

In other words — and this is the first conclusion here — the economics of ULL, by
design, structurally favour urban cenfres relative o rurai centres. The bigger the
exchange, the lower the cost per line. This holds true whether you are in the UK,
in France, in Germany, in the US, and if's certainly true for Australia.

What happens if you de-average that line A on the model? Well, if you de-average
the ULL line rentals with lower cost for urban relative 1o rural, you're actually
exacerbating that overall costs difference between rural and urban lines, and you
further lower the incentives for new enfrants to invest in rural areas.

Let me be very clear on this: What that means for Australia is that, again, ULL
economics structurally favour cities already. By having urban rates lower than rural
rates, you simply kiss goodbye to developing the infrastructure in the bush.

Let's take a iook at what the Eurcpean regulators have actually said on the matter.
I'# let you read the comments yourself, but it is interesting to note that most
European regulators have understood the issue and tend to set ULL prices on an
averaged basis, {o promote the consistent infrastructure development and
seamless levels of service on a nationwide basis.

As you can clearly see on this slide, the most recent positions expressed by
OFCOM, the UK Regulator, and ARCER, the FFrench Regulator, clearly point to the
necessity to average ULL prices. What is interesting in their comments is that
here, in our analysis, we only looked at the costs side of the equation, but there are
also demand factors and practical issues and OFCOM, the regulator in the UK,
picked that up and stated that consumer affordability and significant practical
issues in calculating the cost of ULL, and therefore, on balance, they opted for an
average cost for each line.

Well the French, what did they do? They did some more homework. They looked
at studies, models like the one | presented to you, and they came 1o the same
conciusions. They also said that it appeared necessary for the authority to limit
the calculation of the ULL costs to an average cost.

The real issue is, how do you set that cost for averaged ULL prices relative to other
substitute access offerings?

Let's not forget that this is one type of product which competes with other products,
and the price cannot be set in isolation, without Icoking at the overall context. Now
to answer this guestion, we need fo take a ook at the broader picture and then we
go back to the ladder of investment, the stepping stone mode! that Jeff was
referring to.

Let me have a quick check here. There are some acronyms on the slide that talk
about BSA, Bit Stream Access and IP-Connect. If you're not familiar with what
these terms are, it's basically, these are different competing access products which
are offered to various 1SPs. The greater the capularity of the ISP's network, the
deeper the ISP can get into the incumbent network. That, you surely know. Bit
Stream Access and IP-Connect are different products that allow 1SFs who don't
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have a wide network present to actually receive traffic routed from the incumbent
network to the nearest point of inlerconnection.

According to this model, products should be introduced in fogical order, starting
with the lower rungs of the ladder. National Regulatory Agencies shouid announce
their strategy and a timetable, {0 provide a stabie planning horizon for all market
players to make sound business plans. The idea is that a consistent pricing regime
for regulated producis across the entire value chain will automatically set the
incentives for all market players 0 invest and innovate.

Let's take the example of an ISF with iimited investment in network infrastructure.
The {SP pays IP-Connect charges to the incumbent. If, by investing in network
lines, the 1SF's aperating margin improves and provides an adequate return on
investment, then the i1SP will invest, in which case the 1S moves up the ladder.
That's very nice in theory, but practice is another matter.

Let me say to you that the “Ladder of Investment” model was developed in late
2003 by the academic community. It was applied retrospectively to justify
regulatory intervention. Competition in broadband access started in the 1990s. By
the fime the model was developed, many players were already active across the
entire value chain. This led to severe consequences for industry players, as we
will see later.

The objective was to achieve sustainable competition. That is, competition
between differant platforms wili not be achieved by imposing and maintaining cost-
based regulation on each layer of the value chain. Why? First, because the task
of managing the evolution of a competitive and dynamic industry, such as the
telecommunications industry, merely by setting exactly the right price on different
access products across the value chain seems almost impossible. Second, the
“Ladder of investrnent” model micromanages the highly dynamic and investment-
intensive broadband access market and forces the regulator to constantly
intervene, distorting competition behaviour.

Let's take a ook at what happened in Europe and take some concrete examples
from various countries. in Denmark the introducton of Bit-Stream Access,
combined with LRIC-based pricing of the local ioop, has led to a standstili in the
take up of ULL.

Flayers are now moving down the ladder, not up, exactly the opposite effect that
was originally intended. In France most independent {SPs have disappeared,
following the introduction of cheap ULL. That's not surprising. Even if you
unbundie local loop, vou still have to invest in DSLAMs, and smaller iSPs, who
don’t have deep pockets simply could not afford that.

In Sweden, Germany and the Netherlands, large scale market entry was possible
without use of Bit-Stream products. Now, in Germany, ULL-based operators are
ghiecting fo the introduction of wholesale fine rental.

Bottom line: Migration up the iadder is not happening.

Why? Partly because where new entrants invest in assets following the regulator's
commiiment o a certain regulatory strategy, the regulator feels obliged to protect
the investment made. More fundamentally, we are experiencing now, in Europe,
such a level of regulatory arbitrage that investment in new infrastructure is falling
behind. This overly interventionist concept reguires the requlator to actively
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intervene to structure the market, and thereby determine the business strategy of
varicus players. If you are one of those players, you adopt, certainly, a wait and
see attitude towards new investments. You're waiting to see where the regulator is
going to go before you put your money in.

Where does that take us? The European Commission has set itself ambitious
targets for accelerating broadband roil-outs in Eurcpe by the year 2010. That's the
famous 2010i initiative. The European Commission also recognises that one key
factor for better and innovative electronic communications services is sustainable
competiion between aliernative platforms. As usual, there is a chasm between the
intent of the European Commission and what is actually delivered by the EU
Regulators.

Constant regulatory intervention has perverted the structure of the industry and led
primarily to the development of service-based competition in most of Europe, while
platform-based competition has been limited. it is notable to see that invesiment
levels in European fixed networks are significantly lower than in the United States,
particularly for the provision of broadband. By contrast, mobile telephony has,
however, diffused quickly in Europe, compared with the United States, partly as a
result of the successiul 2-GSM standard adopted, partly as a result of the charging
systems employed and also because of, yes, less regulatory intervention. There is
plenty of evidence fo suggest that service-based competition boosis short-term
penetration levels by attracting resellers with the prospects of making a quick buck.
Clearly, this type of competition does not foster the development of the national
infrastructure.

But this is not the only drawback of service-based competition. if you thought that
service-based competition benefits businesses and consumaers in the form of lower
prices in the long run, think again. Please refer to the supporting material in the
appendix for further details. You wilt obhserve that broadband penetration in
Germany is lower than in the UK. Why? Well it's simple: Because if takes longer
to push penetration through platform-based competition. However — and that's an
interesting point - broadband access in Germany is cheaper than in the UK, where
duopoly compstition has existed since the 1990s. By the way, all the data that |
have provided you here is OFCOM data, the UK regulator. This tells you how good
of a job they did for consumers and businesses over the past 15 years, and you
know what | mean when I'm talking about “Rip-off Britain”.

It is time for change. A different view is emerging in the US, and most recently in
Europe foo, suggesting that broadband assets are becoming replicable thanks to
technology innovation. As a result, industry stakeholders increasingly believe that
promoting platform-based competition involves withdrawing, or not imposing,
mandatory access to the replicable asset. Like in the mobile industry, this will
allow the emergence of competing platforms and standards, a better national
infrastructure, benefitting both consumer and businesses.

Unsurprisingly, the wind of change is brought by the country that has the best-
developed infrasiructure in the Europe, if not the world. Let me point out fo you
some recent news: Deutsche Telekom recently presented a plan to invest EUR3
billion to develop FTTC in Germany. Deuische Telekom, Regi, the German
regulator, and the German Government of newly-elected Chancelior Mercke! are
aligned. They are together arguing with the EU for the need fo stimulate innovation
by encouraging and protecting investments in NGN platforms to prepare Germany
for the next decades. Hang on. Did | say operators, regulators and Government
alignied in the pursuit of investment innovation? Pinch me, | must be dreaming.
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But, ng, this is reality. The question is, how did they get to that point? They simply
recoghised that the stakes are high. Vorschprung durch Technik {Progress
through technology}, as they say in Germany. | sincerely hope that Australia does
not fali behind. Thank you very much for istening.

FHIL BURGESS: Thank you, Tarek. John Stanhope, wrap up.
JOHN STANHORPE: Thank you, hil, and good afterncon everybody.

| suppose | should start — I'm not going to start with the red asterisk, but | should
start with a caution: You remember last time, on 15 November, when | spoke, the
heavens broke loose. So just be warned, it may happen again. Look, what we're
trying to do today is really inform you more about why we keep talking about the
regulatory environment and the possible impacis on the company, but also the
possible impacts on Australia. That's a very important issue. We really are, as |
think Fhil said right at the start, trying fo bring to the attention of all Australians, our
shareholders, government, everybody, that let's learn from the things that have
happened in the US, let's learn from the things that are happening in Eurcpe and
not make the same mistakes.

Let me also say, by way of introduction, that this is not about Telstra arguing for no
regulation, although | have to say that the worldwide trend is for less regulation as
competiion increases, and we've made that point many times as well. Wireless is
the example of where there is no regulation, and, guess what, wireless in Austraiia
is where competition is vibrant, innovative and good for consumers. Hutchison
recently made the comment that everybody will migrate to the unregulated wireless
world, and that may well be the case. So | guess we might ask why we need to be
increasing regulation. But let me set that aside and let me dispel some of the
myths and explain why what is happening to Teistra via regulation is important. So
let's narrow it into the Australian environment, and | know lots of people in this
room like fo hear about some numbers.

A reaction o our new strategy, which includes improving margins — and we saw
that on 15 November - is that Telstra wants to return to a monopely, or near
monopoly. Well, let me just say this is just not true. Fair competition makes the
industry better and innovative, which is good for customers and good for
shareholders, not just our sharehoiders. Our margin expansion that we put up on
15 November, and it's been questioned, is possible through innovative products
and services that are largely software driven, that a Next Generation Network and
high speed data wireless networks can provide. They are value added services
that can be delivered at low incremental costs. This, combined with the cost
reductions made possible through the removal of network, system and product
complexity aisc contributes to improving margins. This is why we've been talking
about the possibility of doing so. it is about earnings from value added services,
driven by the capability provided in the New Generation Networks by both wireless
and fixed. This is the new economic model that we referenced on that Strategy
Day. The bottom line is that we accept there is reguiation, but simply want fair
regulation, and therefore a reasonabie regulatory environment. That's what we
mean by “reasonable regulatory outcomes’, as the famous red asterisk referenced.
| want to take the opportunity to explain the financials around the points we are
making about regulation and why we think we have unfair reguiation in financial
terms and why it puts investment at risk. There has been much written about the
regulatory issues by people in this room, media, analysts and so on, and | want to
put some facts on the table. | must admit, we have added to the confusion, so |
want to try and clear some things up here.
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The debate is very much about the incentive to invest, innovate and improve.
Regulatory pricing that is below cost stifles investment - you've heard a lot about
that, you've seen it demonstrated by Jeff in the US situation, heard about it from
Tarek as well. What it does is just simply redistributes value. Two major decisions
will have a material impact in this regard: ULL pricing — we've heard a lot about
ULL today - and what is decided to be the designated services under operational
separation, still not yet finalised, and, therefore, whether Telstra has a safe harbour
for new innovative network invesiments.

By “safe harbour” we mean that we don’t have o give uneconomic access to new
investments in technology, like a Next Generation Network or fibre to the node in
the five capifal cities, as we described on the 15th. So access, we really mean
should be - must be - on commercial terms.

There is a third element, which is how much the rules for operational separation
siow our speed to market. Obviously, in financial terms, that has an impact on the
fiow of your cash flow and your revenues, and, of course, your earnings line. From
a shareholder perspective, also inconsistencies in regulatory decisions have
denied shareholders any certainty, and, quite frankly, today, right now, we still iive
in this world. We are after certainty. | mean, we've got the prospect here of a
large sale of shares, the remaining shares the government holds, and we do
reguire, going into that, certainty around regulation. But, today, we still live very
much in that uncertainty world. ['li give some - not only uncertainty, or uncertainty
also comes from inconsistency, and ['ll give some examples later about
inconsistency in regulatory decision making.

But let me turn to some myths and tell you some facts. As | say, we probably have
contributed to some confusion. This slide and the next slide show what has been
said, {ll try, here, to explain the facts about the issues. [l take you through them.

Myth 1 here on this slide: Optus claims that Telstra has previously guantified the
impact of unbundled local loop as $68 million, as opposed to numbers that are out
there of around $800 million per annum. The facts are that the $68 million was
about 05/08. So conveniently, | guess, the commentary is comparing 68 with 800.
The 800 million is our estimate of the impact in 09/10, based on a $13, versus $30,
Band 2 ULL access price. So that, hopefully, explains why sometimes 68 gets
mentioned, that's 05/06, other times 800 gets mentioned. That's five years out.

Myth 2: The ACCC claim that the main points of difference between ACCC and
Telstra's ULL pricing relates to systems costs, and it's arcund 20 to 25 million. Let
me be guite clear here: Telstra can demonsirate, and has demonstrated in
submissions to the ACCC, that the gap we have in estimating the costs that
underiie ULL provision is $490 million, more than the ACCC’s estimate. It ranges
across network costs, ULL-specific costs, some debate around the cost of capital
and &0 on, but we have, on numerous occasions, demonstrated that difference.

Myth 3: Telstra's potential loss of revenue in Band 2 is significanily overrated, as
Telstra will not lose all Band 2 customers. I've read that many times. |t is correct
that it is unlikely that we will fose all Band 2 customers, but we will have to lower
retail prices to match competition, as the arbitrage opportunity is used fo lower
prices. In an example later, | wili show you the impact if we assume 50 per cent of
the arbitrage opportunity is passed back to customers.
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Some argue all of it will. You can argue about that percentage, but I've taken a
reasonably, | think, conservative approach and said 50 per cent of that price
arbitrage opporiunity is passed back.

So it is about the combination of lost customers and lower prices which reduces
Telstra’s cash and ability to invest. [t also leaves less cash in the whole industry
for investment, and Jeff and Tarek were talking before about total industry effects,
not just individual telcos. So it does leave less cash in the whole industry for
investment, and ultimately — and this is what we continue to argue — customers will
be worse off, less innovation will occur, because there won't be the incentive fo
invest in inngvation, nor the money, for that maiter.

Let me move on to myth 4: Telstra can increase retail prices to fully recover costs
in Band 4, or rural areas. The fact about that is that Telstra cannot increase all it
retail prices to fully recover costs, and that cost is $144 per service per month,
when competitors are paying an, effectively, capped average cost of - and this is a
wholesale cost, some people have mixed this up with a retail price, it's wholesale
cost — of $45 per service per month, reselling off Telstra's network through
wholesale Basic Access, Originating Terminating Access, Local Call Service, and
broadband. By the way, the $144 per service per month is an ACCC estimate. To
be fair, they have put a lot of codicils around that estimate and so on, but itis in a
report from the ACCC.

Myth 5: In calculating the metro/rural access subsidy within Band 4, there is a
mismatch between the ULL cost estimate of $144 per service per month and the
$45 per service per month retail customer revenue. | alluded to this just before; the
$45 is not retail customer revenue, it is wholesale revenue that we receive today.
So the cost of providing ULL in Band 4 is $144 per service per month, as | said
before, the wholesale customers can use the copper network, or access the copper
network, by paying around $45/S10 per month on average. That's about $40 for
PSTN and about $5 for broadband wholesale, based on an 18 per cent penetration
in rural areas. So based on the copper network costs alone, the subsidy to
wholesalers is therefore $99 per service per month. So the total Band 4 customer
base is subsidised by Bands 1, 2 and 3 customers. This is how retail pricing parity
is maintained foday, because Bands 1, 2 and 3 are subsiding band 4. De-
averaged wholesale prices, you've heard us say many times, takes the ability away
to apply that cross-subsidise.

There are a number of figures being used in the media and by us. Unfortunately,
there is too many 800 millions. Let me try and clear up some of this confusion.
First, | used a figure of $850 million in the 5 September earnings guidance
announcement. This is simply a figure — and if's up there on the slide again - that
really explained the impact of past decisions on the 05/06 year. So let me be clear
that the reference to this was not related fo the earnings guidance so much, but
simpily to show the impact of past requlatory decisions on 05/086.

I'm not going to go through those again, we've just provided that slide again for
clarity. | wanted to give some clarity around that 850 because that is one of the
800 numbers that often get referenced.

A further two different $800 million numbers have been presented and used in
refation to the future impacis of ULL specifically. Phil has mentioned $800 million
in an interview that | recall, and this was simply a Band 2 calculation that takes the
difference between $22, which the current determination, per SIG/month, and
$13/810/month, which is $8. Multiply $9 by 12 months, multiply it by 7.5 million
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services and you get a touch over $800 million. So that's how that 800 million is
calculated. Of course that assumes the arbitrage opportunity gets totally passed
through in price and some lost customers — sorry, if doesn't assume customers
lost, it's purely a price (indistinct) assumption of the whole $9.

The $800 million that | have mentioned in my lefter to the reguiator in early
November is the Band 4 cross-subsidy — remember | was talking about the 144
and the 45 before. it's the difference between $144 per service per month for ULL
and the wholesale rate that we receive, $45 per service per month for resale. The
difference is $99, multiplied by 12 months, mulfiplied by 715,000 services. I'm
sorry, ¥'m taking you through simple arithmetic here, but I'm frying 1o get across the
explanation of these 8060 million numbers. So one explains a possible revenue
loss in Band 2, and the other, the degree of cross-subsidy there is in regional and
rural Austraiia.

Let me move on now, having explained some of the myths, and try to put those
right. ULL pricing causes a ripple effect across markets. There are first order
impacts, which you can see in the yellow circle there. They are, wholesale
revenues drop, of course, retail price reductions flow through, using the below
costs arbitrage opportunity, FSTN price declines, broadband price declines, new
arbitrage competitors start to come into the market. Then in the orange area on
your slide, these are the second order impacts. We see lower broadband share,
for us, mobile price reductions across the board, more churn and higher
operational cosis as we deal with all those volumes and the churn volumes.

Let me show you the economics of ULL. In the yvear 07/08 the first order difference
- 50 that's the ones | went through - in revenue between a $30 per service per
month ULL and a $13 - and $13 is the draft determination - per month ULL is
estimated at 574 million. So that's in the year 07/08, not cumulative, but in that
year. in the year 09/10, again just in that year, it is estimated to be $781 million.
Now, iet me be clear here, that the assumption here is the arbitrage difference,
only 50 per cent goes back o customers in price. When you lock at that over a 10-
year period, that is a $6.1 billion sharehoider value, on a DCF basis, assuming —
and it does assume — 20 per cent ULL line penetration by year 10 in Band 2. 50
per cent of the lower access prices flows back 1o retail, as I've mentioned, and a
terminal growth rate of 1.5 per cent.

The second order impacts are alsoc shown. That is, a further — again over 10 vears
— NPV impact of $1.7 billion. What are we talking about there, when, as the PSTN
prices come down, mobile prices will come down to keep that equilibrium. As you
know, wireless has grown, or pecpie have become ambivalent to wireless prices
versus FPSTN prices. So wireless players will keep those in equilibrium.

Let me go {o the next slide. This slide, at the fop, summarises, to some degree,
the previous slide, but it does add the variation if a Band 2 $22 per service per
month is applied. It also shows the impact on the various financial ratios. You can
see that it shows impacts in the 09/10 year, that is year 5, which, obviously, will be
worse in Year 10. Since the Strategy Day, of course, we've had a lot of questions
about, well, you know, what have you assumed in your plan and so on. S¢ let me
be guite clear: To achieve 2.5 per cent, and you can see this on the slide, we
would need an average ULL price of $30. So, importantly, this slide shows our
revenue CAGR reduces from 2.5 per cent 10 1.9 per cent if Band 2 ULL is set at
$13, versus a $30 average. So 2.5 per cent, we believe, is only achisvable if the
price is set at $30 average. This slide also shows our estimate of the impact on
the ROI, gearing and margins, eicetera, at the various price points for ULL.
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Hopefully that helps you all understand the impacts on our plan. m sure you'll tell
me if it doesn't.

This is a slide presented by a major competitor. You can see that the margin
arbitrage opporiunity is quite high, and if shows the significant margin capacity
provided by below cost provision of the ULL service by Telstra. It also shows there
is sufficient capacity for the competition to make good margins without raising
prices if the $30 average cost of ULL is charged. This slide here, of course, shows
ULL at $22 per service per month, because at the time it was shown, and still
today, that is the rate. So at $13 per service per month, as proposed by the
ACCC, you can see there is huge margins being made. The point being here that
the argument that it will kill competition is not really true.

So let me move on a litile bit here, about — de-averaging assumes Teistra can
recoup losses in metropolitan areas by increasing network access charges in
regional/rural Australia. It would require substantial increases in network
wholesale prices, which would then flow through to retail prices, so as a pricing
option, or substantial value lost to Telstra, which I've just explained to you how
much that would be, or new, large government subsidies, which have been
suggested by the competitors and the regulator is the answer to this issue. You
can see from the information {'ve given you before here, that the subsidy
calculation is around 800 million per annum. So that's a fairly farge government
subsidy, I'd suggest to you, and our USQO experience is one where full tote odd
don't seem to come our way, so that is a high risk, if you like to, as an option, we
befieve.

So let me now talk about the possible impacis of access being given to competitors
to a new fixed network investment, sorry Next Generation Network, so high speed
data services, if you like. Again, there are first order impacts and second order
impacts. The first order impacts include new competitors because the hasriers of
entry, obviously, are lower if you get below cost or non-commercial term access to
a Next Generation Network. Teistra won't be able to differentiate services, and
many of you have asked us the question, "How can yvou get this sort of revenue
growth?” Well, an NGN does allow you, without access by your competitors, to
differentiate services and perform betier in the marketpiace. The competition will
only be price based, not value based, and you heard Sol speak a lot, on the 15th,
about it's really about value-based competition, not price-based competition,
otherwise the whole industry, doesn’t collapse, but it operates at a very low level.
Data ARPUs decline and BigFond's share would be, obviously, impacted.

The second order impacts, in the orange circle there, mobile data ARPUs would
decline, operational costs increase for negative returns and PSTN revenue would
decline faster.

Given these impacts, which will make the investment uneconomic, Teistra wouldn't
invest in that sort of environment because - and nor would our shareholders expect
us to.

Slide 12. | just want to turn briefly to the history of regulatory pricing decisions that
create uncertainty. Again, we can't have this sort of uncertainty as we move into
the sale of shares. There has been a long series of inconsistent pricing decisions,
a history of changing course, a record of varying pricing approvals and, in recent
times, no regard for alignment with government social objectives, such as retail
price parity.

21



The table on this slide shows examples - and 'm not going to go through each one
of these, you've got the slides, or access to the slides - buf there are multiple
pricing methodologies and inconsistencies. For example, just {ake a couple: Local
Cali Resale pricing is retail minus and averaged. Unbundled local loop is TSLRIC
and de-averaged, and so on. So you can read them for yourself, I'm not going to
go through them. The point here is, there is inconsistency and therefore
uncertainty as to what the regulatory outcome might be.

It starts to get exciting here. As | said earlier, this is about investing in the future of
this company and the future of this country. | would like to comment on Teistra's
investment commitment. This is about who wili invest in telecommunications
infrastructure and Teistra's future ability to do so. Telstra's investment commitment
dwarfs that of SingTei Optus, and you can see from this slide. Any competitor
fixed line investment is gecgraphically limited to high population density regions,
and, to be fair, of course there is some inner capital backbone. This is the level of
our commitment, but we will not invest in the future where it is not economic fo do
S0.

This is also an interesting slide. This is what the regulatory environment has
created for us in Australia. This slide demonstrates that over the last two years the
regulatory environment has encouraged our strongest competition to ride on the
back of Telstra's investment, rather than sell on to their own. You can see there,
resale and you can see the Si0s on their own HFC cable. | would suggest to you
that our competitors have parents with strong cash positions and strong balance
sheets and could invest in infrastructure, as we have, and we would get innovation
and more investment in the country. It suggests a free ride and that it is cheaper to
buy access than to build and/or operate their own network they've already built. So
that's the free rider happening of today.

Lastly,  would like to address the claim — and I've heard this a few times - that
Telstra’s copper network is a legacy of its monapoly history, and therefore the
cashflows enable Telstra to fund a Next Generation Network, and therefore
competitors should have access assured, or as right, {0 access that Next
Generation Network. This argument is both opportunistic and wrong. When
Telstra was part-privatised in ‘97, the ownership of the copper network and other
assels was legally transferred to the company, and shareholders bought shares on
this basis. Short of nationalisation, non-shareholders have no right, nor legitimate
claim, o the ownership of or proceeds from that network that was buil, or started
to be built, 100 years ago. Telstra does supply access to its copper network in
accordance with regulatory requirements, including the specified terms and
conditions. As | said at the front, we're not falking about no regulation, we are
talking about what access is available today remains. What we're looking for is the
safe harbour with a new network and ,even then, we're suggesting that access
might be provided on commercial terms.

The competitive carriers seeking access to Telstra's New Generation Network did
not operate in Australia pre-1997, or not at least in any degree, and they, therefore,
did not contribute o the building of the copper network. Now, again without
contributing, this #me to the NGN, they opportunistically seek the right to benefit
from Telstra’s investment. This is why we're so adamant about the capability of
them being able to invest and nof free ride, as you can see is the case {oday.

Telstra's competitors certainly consist of iarge multi-national telcos, many of which

could fund their own Next Generation Network. Instead, they invest elsewhere.
SingTe! has systematically invested in Asian mobile businesses while Himiting its
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Australian fixed network investment to high density, metropolitan and CBD areas —
that is, cherry-picking, and/or riding on the back of ours.

Again, | repeat, this is not about having no regulation, it is about fair competition. it
is about recognising that competition is robust and strong in Austrafia, and that to
limit Telstra’s ability fo invest is not good for Telstra, Telstra sharehoiders, but,
more importantly, it's not good for Australia, and you'll see that demonstrated by
the European commentary and the US commentary.

So | hope that's helped you understand some of the logic behind what we're talking
about. | hope it has helped you understand a little bit more about the numbers in
our plan and what's possible and what's not possibie.

| might just clarify a litde bit of the numbers and I'll maybe anticipate a guestion
here. You might recall that on the Strategy Day 1 talked aboui status quo versus
full integrated plan, and the difference between $30 ULL and $13 ULL
cumulatively, over five years, is nearly $3 billion. So you loose - of your 12 million
revenue status quo versus fully integrated, now it comes down from 120 9. So
you can easily work out how that gets to 6 billion in PV, etcetera. Qur penetration
assumption, year 5, is 14 per cent ULL, so you'll understand that that's what's
behind the numbers. Sorry, I'm frying to anticipate a question, I'm sure they'll
come.

So thanks for listening to that. As | say, | hope you understand our numbers. The
whole idea of this session was 10 elaborate on the red asterisk, | guess, and
hopefully we've done that today. Phil, back fo you.

FHIL BURGESS: Thank you, John.

Before 1 open up to guestions, let me just make a few closing remarks. | want to
be clear, first of all, that we have not and are not chalienging public policy makers
of regulators just to improve things the edges for Telstra. These are core issues
that go to the nerve centre of our business. We are seeking changes in policies
and reguiations to protect our shareholders as we invest and innovate o bring Next
Generation Networks to Australia. Clearly, we prefer to have a cooperative and
ciose relationship with all governing authorities, but in circumstances where
regulatory policies can have the kind of devastating effects we have outlined today,
devastating effects on our shareholders, our company, our industry, we must raise
and seek appropriate redress.

Second, we will not relax our advocacy as long as intrusive regulations advance
the interests of global competitors at the expense of Telstra shareholders. | think
people are beginning to understand that our engagement is not a flash in the pan’
campaign. Itis not opportunistic, it is based on hard commercial reality. Telstra
management, employees and shareholders are in this for the long haul. We are
not the only people talking about the need for more regulatory commonsense in
Australia.

We note that the Business Council for Australia, on the business side, and even on
the government indiatives, from the OECD and from the Australian government's
new Task Force on Reducing the Regulafory Burden on Business, there is
widespread attention being given to the proper regulation. Like others, we
understand that we need to make the reguiatory debate real and accessible for all.
We will continue to attempt o educate, inform, participate and welcoms the views
of those who come from a different perspective. These are important national
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issues. We may not be right all the time, but we have an obligation {o our
shareholders, our cusiomers and employees 1o state, as clearly as we can, the
value-destroying impact of onerous, outdated regulatory interventions, and the
opportunities for jobs, hope and economic development to people, enterprises and
communities around the nation, no matter where they live.

Third, 1 think that people increasingly understand that we have a point. We have
seen what happened overseas and some of us have lived through it. Australia is
fortunate, in one respect, to be lagging behind the rest of the world, because we
have the benefit of international examples of once-great companies that no longer
exist because of misdirected regulatory policies. We have examples of
bankruptcies of competitors who relied on ULL instead of investing in their own
networks, examples of lagging investment and stunted innovation because of the
very same policies which are today being pursued in Australia. As | said sarier,
we shouldn’t have to relive history fo learn from if.

Fourth, | hope it is clear that claims about Telstra preserving its monopoly don’t
hoid water. The monopoly days are long gone. Since 1997 the market has grown
from two or three carriers t0 more than 100 carriers and 1,000 carriage service
providers, and more than 700 internet service providers. Telstra has competition in
the cities. For example, Optus HFC gives them access to 69 per cent of the
customers in Sydney, 75 per cent of the customers in Melbourne, 51 per cent of
the customers in Brisbane. The bottom line: Telstra is a large, integrated
communications company. 1f has lots o offer its residential and business
customers, but it is no longer a monopoly and should not be treated as one.

With that, let me open this up fo guestions. Why don't we take just two minutes 1o
let people stand up and shake their arms and legs, and in the meantime we'll get
everything set up for the question period and then begin.

QUESTION: if's Andrew Hines from Morgan Stanley. Thanks, Phil. You stated
that it's no longer a mongpoly, but when you lock at the margins and refurns
Telstra generates, and these are monopoly margins and returns, they are the
world's best EBITDA margins. As John said in his presentation on 15 November,
current return on invested capital is 27 per cent. That's more than three times your
cost to capital. You are looking for a reasonabie regulatory oufcome, which is
actually going to expand that return to 33 per cent.

Now, are you really expecting the government to give you some concessions that
will allow you to make incremental investment that's not only going to maintain
already high margins and returns, but actually expand them? If you look at this
issue about ULL pricing, you know, maybe the ACCC pricing is below cost, | don't
know. We don't really know the answer o what that cost is. But if ULL is below
cost, what other products are you selling that are way above cost that are allowing
you to generate these exceptionally high margins? When you lock at things like
safe harbour for new investment, | mean are we just going o repeat the ridiculous
situation back in the 1990s, where we had Telstra and Optus chasing each other
up the streets, running fibre? You know, surely that's not in the national interest,
that we get multiple investment of fibre networks in the country. Surely one piece
of fibre investment is all the country needs. When look at things like de-average
and de-averaging ULL pricing, surely the way the public policy in this country works
is to subsidise rural services through government subsidies. That's the reason for
having USO schemes, {indistinct) schemes, the whole Connect Australia package
that was introduced by the government as part of the T3 legislation. Nowhere in
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any of your numbers there have we seen recognition for any of those subsidy
schemes. | was wondering if you could respond to any of that?

PHiL BURGESS: Next Thursday we'll have another regulatory workshop on those
guestions. John, do you want to lead off?

JOHN STANHOPE: Yes. Let me say - I'll try and pick up, there was about 15
guestions there, but 'l try and pick up the margins question, Andrew.

Look, you have reached the conciusion that 50 per cent margins are monopoly
margins and shouldn't be made. You and | will fundamentally disagree on that
point. | have been in the business for 38 years and it, fundamentally, hasn't
changed from building an access layer and then adding value on top of it. The
added value, if you do it right, comes af an incremental cost. We want to repeat
that yet again. So our next generation network, yes, it costs you a fair bit of money
to put it in, but then it enables you to bring services, applications to the customer at
an incremental cost. The customer will pay what value they believe that service is
worth. So | don't agree that they're monopoly margins and those levels of margins,
we have no right to continue at those levels of margins, | don't just fundamentally
agree with that point. We ought to be frying to optimise margins as a business.
And how? it's how | just described it. It's wireless as well, and high speed and
wireless applications and content on wireless. | get asked the question, "How can
Sensis nearly double their revenues?" Well, the traffic from broadband across to
Sensis, we've just noticed in the last month, you know, and how we can monetise
that traffic with transactions, an EBay substitute, or EBay-like transaction activity
and so on. Soldon't agree that we shouldn't be making those sort of margins and
that they're not possibie to be made, and | don't think it bears any relevance in the
future to mongpoly.

Replicated networks? Look, 1 think the worid's moved on from HFC versus copper
and there are ways - | mean, when wireless speeds get up to possibly up o 14
meg speeds, there will be alternative services and applications being able to
provide without huge duplication of, or no duplication of fixed network services. So
| think the technologies have moved on. By the way, we should make this point
clear again: We're not denying access, either. We are saying access at
commercial terms. Fair refum for the investor, us and our shargholders. So there
still remains a possibility for access, if it is at commercial rates.

QUESTION: Andrew Hines. What do you think a reasonabie return is, John?

JOHN STANHOPE: Well, you know, you've got to at least get your cost fo capital.
What we're seeing foday, Andrew, is that ULL is below cost. We're only arguing, in
a ULL sense, for an average of $30, which is cost. | mean, hey, that would be a
great start. Bui, of course, we would want at least cost to capital. You've got to
take into account some risk on your investment. So, you know, 1'm not going to sit
here and say what return { would expect, but - cost to capital plus.

QUESTION: Andrew Hines. 33 per cent?

JOHN STANHOPE: That sounds like monopoly margins. No, I'm not going to sit
here and say what we think we shouid have.

QUESTION: Andrew Hines What about the subsidy issue? You know, a lot of
government subsidies of the rural costs?

JOHN STANHGRE: Sorry, what was that?
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QUESTION: Andrew Hines. The issue - in all your numbers that you've put up
there, you haven't made any real acknowledgement of things like USQO, high best
schemes, Connect Australia, all those programs.

JOHN STANHOPE: Yes. Look, we acknowledge that there is an USQO, we do
receive, from our competitors on a market share .. Eligible revenue basis. Bui we
have argued and we continue to argue that it's siill below the cost. We all know,
sitting in this room, that it was arbitrarily set sometime back by the previous
Minister, and it is below what i actually costs us. Now, our concern, therefore, on
the proposition that's being put forward by the regulator and our competitors, is that
government subsidy can fix up the inequity in rural Australia. Our concern is that
we haven't, as you heard me say, got full fote odds before, and that's the risk and
danger in that for us.

FPHIL BURGESS: Jeff, did you want fo add something there?

JEFF EISENACH: Well, { would just come back to the fact that, as John said,
we're way past the 1990s in terms of the technologies available to be rolled out.
So peint number one is, the notion that we can't have competing infrastructures,
and two of those infrastructures requiring very little relative investment in facilities,
those being wireless infrastructures and broadband over power ling infrastructures,
which, as | said, increasingly are looking after - I've been sceptical of them and 1
think many people have - but { think the recent data, with dozens, if not hundreds,
of pilot programs taking place around the world - hers in the United States, down
the road from me, we have a very large program with 12,000 subscribers on a
broadband over power line program in (indistinct) Virginia that seems to be very
successful. So | think the point here, as the FCC says, is not that these alternative
competitive infrastructures have to be rolled out to the same number of subscribers
or have the same amount of penetration, the point is that they place competitive
pressure on the market. That's what we're finding here in the US and | think that is
the 2005, going forward, market reality, pretty different to the market reality of 1985
or 1998.

PHIL BURGESS: Kate, did you want to add anything?

KATE MCKENZIE: Just to say, on the USO guestion, that the last figures that the
ACA put together, back in about 2000, estimated the cost of the USO at about 550
million. But the determination for this year says the industry contribution is 171
million, of which about 70 million is paid for by the competitors. So that's about a
$470 million gap. So vou can see why John is making the point that we're really
not getting the cost of providing the USO.

FPHIL BURGESS: Tarek, anything?

TAREK ROBBIATI: No, just on the point of the subsidies question, 1 mean this has
been looked at in Europe. I{'s not because you're subsiding a rural area that you're
necessarily going to have the demand for the service in that area. | refer you back
to the comment from OGFCOM that says there are significant consumer affordability
issues. That's why, you know, you have to look af it on an overall basis. The
problem with the de-averaging is that you're actually creating a two-tiered
infrastructure. How would the subsidies be distributed? What is the adequate
level of subsidies? Ali these practical questions have no answer. So you have to
look at how do you get peopie to take on the service seamlessly across the
country.
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FPHIL BURGESS: Next guestion.

QUESTION: If's Christian Guerra from Goldman Sachs JB Were. A question for
you, John: I'd just fike {o talk to vou about plan B, if you like, and that is, if we
assume, say, a worst case or suboptimal cutcome on ULL and if you get limited, or
if you don't get the safe harbour, what happens then in terms of, you know, how
does the strategy change, what's the outlook for capital expenditure and further
investment? You know, what happens to prices, etcetera, etcetera? Because, you
know, obviously, you know, you spend a lot of time with us two weeks ago, talking
about the future, but there is obviously a very big caveat there.

JOHN STANHOPE: Christian, I'll repeat, actually, Sol and my answer of the 15th.
I've shown you guite clearly and explained guite clearly today what happens in
terms of the ULL impact. If we don't get a safisfactory safe harbour outcome, and
it forces, possibly, us into an uneconomic situation, as Sol said, we won't invest.
But let me also add, guickly, what we both said on the 15th, that we will do all of
the other things. We will do the wireless one network conversion of COMA, move
to HDSFA speeds. We will do the IT rationalisation, because it all makes sense {o
take cosis out of the business o get to the one factory approach that Greg
described. Will we be able to get as much value added from the software
incremental cost value added services that | described to Andrew if we haven't got
the NGN? No. But as | said on the 15th, we will move back fowards the status
guo, but we won't get back fo the status quo plan that we showed you on the 15th
because we will do wireless, we will pay the cosis out. Because that assumes a
status quo, so you don't do that. So somewhere between - you heard me say
today comparing average growth rates is only going to be about 2 per cent if ULL is
13 bucks versus 30. So, you know, somewhere a litile bit below that if you don't do
an NGN. The other point we made on the 15th was, also, that you wouldn't spend
capital up front, so the cash flow would improve in the early years of the plan, but
your cash flow at the back end of the pian starts to get worse because you're not
getting the revenue from the NGN software driven vaiue added services.

QUESTION: Christian Guerra. Would you mind just clarifying the capital
expendifure side of things? Because you tatked about CAPEX of around 23 billion
for the next five years before the NGN, IT, etcefera etcetera, which is an exira two
to three.

JOHN STANHOPE: Yes.

QUESTION: Christian Guerra .S0 how does that look? That's a total of 25 to 26 -
JOHN STANHOPE: Well you would still spend your $23 billion. You're doing the
IT, you have still got a legacy system out there that vou're supporting. You would
be augmenting exchanges and so on. Now, you remember on the 15th we
described that the net extra capital is $3 billion, but the spend, and 'm trying to
remember now, $14, $15 billion, was the number on the new initiatives, of which
about $10 was NGN.

QUESTION: Christian Guerra . Thank you.

JOHN STANHOPE: Over the five years.
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QUESTION: Justin Cameron from Credit Suisse First Boston. Just to follow on a
little bit from Christian's commentis: There is probably two other things that you
haven't really addressed, particularly in relation {o guidance, John. One of those is
what happens on the wholesale side of the business. Obviously if you get a ULL
outcome that's $13, there is going 1o be a change in the way, obviously, you
conduct your wholesale business, and that will change again, the rollover of the
customer base. Secondly, and I'm probably following on from Christian's
comment, then obviously fibre to the node can make ULL, in effect, redundant on
the copper side as well in the medium term. That would change all of the
assumptions again that you've got sitting out there. | suppose I'm just trying o look
at your financial forecast and say well it's all based purely on a lot of work on the
ULL. What it's not done is considered wholesale and also fibre.

JOHN STANHGRE: Wel first on the wholesale point, let me make it clear: The
impact of iower prices on ULL, we have factored info the wholesale revenues and
wholesale growth rates. So that is in that set of numbers that | have said was $6
billion over a 10-year NPV impact. So the impact on retail and wholesale of
Telstra, we've factored in. To your point about NGN and whether people start
building ULL and seek commercial grounds access fo NGN: No, we haven't
factored that in.

QUESTION: Justin Cameron. Just going back on wholesale. | mean, what I'm
trying to understand is, as an exampie ULL comes in at $13 and you say, "Well
let's try to push wholesale down fo a number that's below sub 20," to obviously
reduce the economics of people going down the ULL route, providing a more -

JOHN STANHORE: You mean broadband wholesale?
QUESTION: Justin Cameron. Yes?
JOHN STANHOPE: Wholesale DSL?

QUESTION:  Justin Cameron. Yes. | mean, this is obviously the biggest risk that
comes through out of all this?

JOHN STANHOPE: Sure.

QUESTION: Justin Cameron. So that changes the dynamics significanly as well.
So therefore the guidance that you're saying - I'm just trying to fook at the numbers
- there can be such a huge swing factor, you've even indicated it yourseif.

JOHN STANHORPE: | understand your point. You know, we could take wholesale
DSL prices down to try and suggest people don't go down ULL and they continue
to buy -

QUESTION: Justin Cameron. Which is a huge --

JOHN STANHOPE: -- wholesale DSL from us. Lock, there are many scenarios
that you can model. | guess we're trying to simplify simple effects. | mean, you
can have third order effects. | went through first order and second order effects. A
third order effect could be much lower wholesale DSL prices, but - and, you know,
that's not in the numbers we've presented today.

FPHIL BURGESS: Anybody, either Tarek or - next.
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QUESTION: Mark McDonald from BBY. | notice that OFCOM and BT have just
reached agreament in respect of ULL prices in the UK, with an average price of
81.69 pounds per annum. At current exchange rates, in Australia dollars, that's
191.42 or $15.95 per month. | have a couple of questions about the reference
value of international experience. Firstly, in the Australian regime costs are
calculated on the basis of efficient costs rather than actual costs. We've had a lot
of argument today predicated on actual costs, which are somewhat academic in
the context of the actual regulatory regime that prevaiis here. Given that in
overseas jurisdictions you can end up with ULL pricing at less than $16 a month
Australian, and given that you are looking to take significant costs out of your
network, what relevance does historically derived actual costs have to a forward-
looking process where your actual costs will be much lower and the efficient costs
potentially lower again?

JOHN STANHOPE: Okay. Let me be very clear: QOur average $30 estimate is
TSLERIC, so it is the so-called efficient cost methodology applied. Now to your
point: As time goes by, will that cost change? The answer is yes. But we're look
for today's TSLERIC or efficient cost to be able fo be charged. We're saying today
- and you heard me explain the difference - they think we're out 20 to 25, we think
the difference is 480, and it's stili on a TSLERIC basis, not actual cost basis. So
still an efficient cost to calculation basis. Bui, you're right, over time, as you get
more and more efficient and, you know, you review with a regulator those sorts of
cost base, then they'li change. But that's what it is today on a TSLERIC basis.

PHIL BURGESS: Tarek.

TAREK ROBBIATI: Yes, | think on your point about BT and UK ULL prices, the
price that | have in my model is for shared ULL and it's an annual price. The point
that you were making about the 81 pounds per year is a - if's interesting to highlight
how they came up with that number. | don't know if you read the documentation
about this, but back fo your notion of efficient costs. if you read the documentation
from OFCOM about this, they clearly state that they have taken on board the
decision, proactive decision from BT, to lower costs down to the level of 80
pounds. Then they've done their calculations themselves and they conciuded that,
more or less, BT was right and that the right level was 81 pounds. What is also
interesting in the calculation is that they have taken the view that BT should make
decent return on the 81 pounds for the cost of the line, and they do estimate that a
decent return, i.e. the cost of capital that could be charged for this return is about
10 per cent. So they are taking into account the need for the incumbent to make a
living out of it. That's a key, interesting point. Uniike when you say I'm going 1o set
arbifrarily the cost here, well iet me try and find out what sort of returns have been
factored in by the regulator. How do they account for the fact that the line has to
be maintained and that you would have fo operate the copper plant to maintain a
certain level of quality of service? Have all these guestions been answered? |
don't know in the case of Australia, but 1 can tell you that in the interaction that has
been observed in the UK for the case of BT and OFCOM, there has been a
consultation process and it's very interesting to see that they came up with the
same result. The 81 pounds were actually provided by BT proactively and they
were at 81 pounds in the first place.

JEFF EISENACH: A couple of thoughts. First of all, of course, in the United
States we also followed a TLERIC model, and I'm sure everyone knows, a TLERIC
model is built, essentially, by, first of all, having an engineering modei in which
computers design the optimally efficient network using the shortest possible
distances and the best possible technologies, and then cost out the basis for what
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it would cost to build that network today from a standing start from a complete
Greenfield. Of course, that methodology does not have anything to do with or bear
any relationship to that infrastructure that's already in the ground, which is to say
it's a very hypothetical exercise. We'd all like to believe it's a very scientific
exercise, but if you'd just ook at the experience in the United States, where we
went into this process with prices that were regulated by State Public Utility
Commissions, initially when we put in place TLERIC prices we lowered those
prices 50 per cent. The prices that were in place previously, arguably, were a form
of TLERIC prices. Then, over the course of two more years, we lowered those
prices ancther 25 to 50 per cent, and nobody thinks prices were falling that fast.
So that gives you a sense of the inexactitude and inexactness that is inherent in
TLERIC estimates of forward-looking efficient costs. One way to think about
whether the resulting costs are too high or too low is the results that you get.

The results that we've got in the United States are the result that we've in a lot of
cases in Europe and certainly it appears that the results, even at {oday's rates in
Australia when new entrants choose to offfoad customers from networks, even
networks that they've already built out, onfo incumbent networks that they are
reselling based on ULL pricing. That's a pretly strong indicator that the ULL prices
are below the efficient cost. The efficient cost should be one that, on the margin,
incentivises new entrants to build out new infrastructure. In practice that hasn't
happened and that is an indication that those prices are too low.

QUESTION: Afterncon. Tim Smeallie from Citigroup. It's probably fair to say that
the ACCC is working to its own agenda in regard to Telstra's market share across
all segments. if you look at the numbers that have been outlined foday, at a $13
ULL the number is still indicating that you're gefting a 49 per cent margin? | guess
to iook at how do you diffuse, | guess - effectively, on those numbers, you're
supporting what Graham Samuels is saying. You can stll achieve 49 per cent
EBITDA margin with 2 $13 ULL. The only way | can see you can diffuse that
argument from the ACCC would be to outline well how is that 49 being derived on
a segment basis by business. John, are you able o give us that split? Because |
would have thought the only way you could argue it with Graham is if you're saying
your fixed line margin is tanking. So where is the balance being recovered, is the
first question. Secondly, in terms of the core network upgrade, apart from getting
some headcount savings, where are any real benefits going to materialfise in terms
of the functionality that you can deliver with that network if you dont do fibre to the
node. Because, effectively, you're stuck with a commoditised product suite, much
the same as everyone else, and you've got a downward price spiral across the
entire industry.

JOHN STANHORE: Okay. The answer to the first guestion, Tim, is, | have the
margins across each of the products group, but I'm not going {o reveal those today.
Not jusi to say not surprisingly, you know, the fixed PSTN margin has declined and
we would expect, as | said earlier, fairly high margins from value added services.
So encugh said about that.

Your other question about headcount: There is quite a bit of headcount opportunity
from platform rationalisation, both network and [T, even without an NGN. An NGN
with 10 soft switches, versus 5,500 switches, not many of those exchanges are
manned, by the way, but just the cost of augmentation and so on, you're right, if
you don't move to 10 soft switches. But you might still move fo 10 and you
probably would stil move to 10 soft switches in your [ core. It's about the access
network that vou probably want to invest in. So you still save quite a bit of costs in
turning your I core info a Next Generation Network. So | don't want you to think -

30



when we talk NGN and uneconomics and so on, we would still do all their core, as |
said, we'll do the wireless, we'll do the iT and so on, and so you do make a fair bit
of savings when you go from 5,500 hard swiiches to 10 soft switches. So |
wouldn't conclude, Tim, that if you don't do NGN vou don't get significant cost
savings still.

QUESTION: Tim Smeallie. Just coming back to the value added services, if you
look at the - | guess the value add that you outlined at the previous briefing was
effectively leveraging vour fixed line network anyway, and a lot of the services that
you were looking to offer -

JOHN STANHOPE: There was two elements. Sol and Bill talked about integrating
services, you know, one number and one click and so on. But I'm aiso talking
about new services from the software intelligence in the Next Generation Network.

FPHIL BURGESS: Tarek, do you want to add?

TAREK ROBBIATI: No, but since you - | mean, just one side comment, since you
like to do {indistinct) as analysts, you fike to do benchmarks, just lock at the
evolution of margins at BT with the introductions of all the new services that they
have. Look at the change in the mix, in the revenue, and see the effect it has had
on the margins.

QUESTION:  Tim Smealiie. | guess I'm thinking, from the ACCC's perspective
they're going to ook at your PSTN or fixed line network and ook at what are the
margins you can generate from that business, even with a $13 ULL. So i'm looking
at, are you going to get a big margin uplift rom mobile? It would seem a massive
challenge to do that. Are you going to get a margin uplift from Sensis? And that
would lock like it's a significant challenge also. So you still come back {o the value
added services are going to be running on the fixed line platform and that's what
Graham Samuels is going fo be focusing on in terms of the returns for the
business.

JOHN STANHOPE: But, you see, that's the very point. You know, we want to
make this investment and not provide access to it at a higher level, alright? Access
to the access at a reasonable commercial return is where we're at, but we don't
want to have o be - to provide the value added service function. They can do it
themselves. They can investin if themselves. Because that's where the
differentiation comes, right. You heard me say if, you know, we can't do this sort of
thing you are totally in the price competition, no value differentiation in compstition.
So that's why we're having this discussion and debate. But, you know, to your
point and a simple, a very simple example; wireless access has a margin, right?
Voice has a margin. SMS has a fabulous margin. it's a value add. Incremental
cost. I'm taiking about more of that, not SMS, but more of services like that.

QUESTION: Tim Smeallie. As long as they're not included in the cap?

JOHN STANHOPE: Yes.

QUESTION: Tim Smeallie. Thanks.

QUESTION: Graham Woodbridge from Commsec. A question for Jeffrey. You
talked a 1ot about the US experience. I'm just interested what the catalyst was for

the change in the atfitude within the FCC to move away from very, sort of, heavy
handed TLERIC-based regulation to giving these safe harbours. Was it a change
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in the commissioners? Was i, sort of, a policy-induced change? Wasita
poficymakers intervening? Or was it just the evidence? Which was the major
driver?

JEFF EISENACH: | mean, if you lived through what we lived through here in the
United States, you'd have to say it was the evidence. First of all, the decisions that
we're talking about have all been unanimous decisions, ultimately, by the
Commission, not every vote has been unanimous on every issue, but uitimately the
decision o create these safe harbours, those have been unanimous decisions,
Republicans and Democrats across the board. At the end of the day the Federal
Communications Commission makes decisions on the basis of a large factual
record. It's an adversarial process where people on all sides come in and make
their arguments and the FCC makes its decisions. Gradually the arguments have
gotten stronger that the negative effects of ULL overwheim the positive effects and
that the Stepping Stone Model that people were counting on in the late 90s to
work, to be a bridge to a competitive environment, turned out not o effective, just
simply not to work in practice. Clearly, another factor has been the development of
next generation technologies. By that, Wi-MAX, by that broadband over power
line. As 1 mentioned, the FCC places a great deal of importance on those
technologies in its findings. | guess one last factor is the - we're at an important
point in the history of the telecommunications sector and | think you can tfrace that
a little bit to the development of passive optical networking fechnology, FONDS
fundamentally changes the economics of fibre build, it simply wasn't economic up
until the last three or four years when PONDS technology became available and
changed the economics. 1 think if you look at the economics of a fibre build, the
opportunity to build up that kind of infrastructure, it becomes a pretty compelling
prospect. You really have fo look at the costs of disincenting firms from doing that.

QUESTION: Graham Woodbridge. Just a quick follow up to that: It seems, I'm not
100 per cent sure, but the approach of Telstra is to try and get a policy induced
result, rather than convincing the regulator that they've got it wrong and trying fo
change the attifude of the regulator. Why won't the evidence stand up in front of
the regulator today, here?

KATE MCKENZIE: | guess the short answer to that is - sorry, you go first, Jeff.

JEFF EISENACH: | don't want {o suggest that there was no policy involvement, |
mean this was a hotly debated issue in Congress. We had legislation introduced,
in the late 1990s, there was a very, you know, hot item in Congress for years. |
don't want to suggest that there was no policy pressure on the FCC to take ancther
look. You know, | think when policymakers and polilicians ook at the resuits of a
policy like we had here in the United States, you can bet that they were picking up
the phone and calling the FCC and then legislation was infroduced and so forth.
So | think it's perfectly appropriate for policymakers, certainly it was here in the
United States, for them to look at what's happening in the markeiplace. That had
an impact people who were appointed {o the commission and it had an impact on
the overall environment in which the commission was making its decisions.

KATE MCKENZIE: Yes, | guess we also were frying to explain today that we think
that the current legisiative framework won'{ deliver these results so it has to be
policy intervention at the government level, not something that we can persuade
the regulator of. That's frue for ULL, that's true for safe harbour.

QUESTION: Graham Woodbridge. Just one other quick question. | guess in

convincing the government or the regulator, or, ultimately, the courts, that
legislation is - | think the major objective of XIC is to promote the long-term
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interests of the end user. But you haven't made {oo many comments about either
how averaging would do that or fibre to the node. How are you going fo argue that,
effectively, in front of the regulator or the courts or the government?

KATE MCKENZIE: | guess what we'd argue - we'd be basically saying that these
new services shouldn't be subject to Part XIB and FPart XIC, they should be subject
to the normal regime that applies o other industries, part ll!A and section 46,
where it's a monopoly test. We think that's the right test going forward.

QUESTION: Graham Woodbridge. So you're trying to get a change in the
obiective of XIC? Is that the objective?

KATE MCKENZIE: We're basically saying XIC should be limited to legacy
products and shouldnt apply going forward. It was designed for an old world that
we don't live in anymore.

QUESTION: Yes, hi, it's Phil Campbell from Citigroup. Just following on from that
guestion, could you just help us understand the regulatory timeline in terms of, you
know, if you are going o try and effect this policy change, how that's actually going
to work in practice? Because, obviously, next month we expect a ULL decision
from the ACCC on a de-averaged basis, uniess you withdraw your undertaking.
Can you just help us try and understand, over the next 12 months, because
chviously you want to have this done before T3, if it does happen next year,
exactly how - or what data points we shouid look ouf for in terms of time frame?

KATE MCKENZIE: Once again | think that that's another, sort of, hour's worth of
laying out, sort of, the full intricacies of the timetable. But, you're right, we're
expecting a decision on ULL so we've certainly had some very focussed
discussions with government about their preparedness to intervene. We're looking
for a decision certainly before the end of the year. On operational separation,
similarly, those discussions have been underway for a number of months now,
and, as | understand the government's timetable, the outcome of that shouid be
know in the next few weeks. On the safe harbours, that's a little more problematic
because | think we've concluded that the only way that that can be made to work is
if there is some legislative change, and the next opportunity for that would be the
first quarter of next year.

FHIL BURGESS: Okay, thank you very much. Feel free to take your leave, if
anybody wanis to, otherwise we'll turn to the media. Okay, since nobody wants to

QUESTION: Excuse me, Fhil. Hi, Colin Kruger, Sydney Morning Herald. | was
just wondering what punter's odds are you offering on you actually getting away
with these regulatory changes?

PHIL BURGESS: Kate?

KATE MCKENZIE: {don't know that | want to get into punter's odds. { mean, |
guess, as Phil and John and others have said, we're in this for the long haul, we
think we've got valid argumentis. We'll keep prosecuting them for as long as it
takes.

QUESTION: Just on that, Phil, Jennifer Hewitt from the Financial Review: You
said that you were going to continue this case and prosecuting this case, but you
seem to have been remarkably unsuccessful in persuading the government of this.
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Do you think that you could have handled things differently and perhaps had more
success if you hadn't been what the government sees as so confrontational? {1),
and {2): Just foliowing on that thing about the arrangements in Britain with what
BT has agreed to, aren't you, effectively, saying to people that if you get your way,
that, at least in the shori-term, costs for people certainly won't decrease and will
probably go up?

FHIL BURGESS: Let me just take a shot at that. | think the first part of the
guestion on, you know, remarkably unsuccessful. When we came here, we were
told that all the decisions were made on all these issues. The probliem is that Sol's
vigion for the company is different from what was going on before and the kinds of
regulatory environment we needed in order to prosecute the vision that was laid
out two weeks ago is different.

We made a decision, about one week after we'd been here, that it was really
necessary to do our best fo try to convince people in key positions that the
regulatory regime needed to change, to allow us, and others in the industry, to do
the kind of innovation and the kind of facilities development that is needed for the
future of the country. So, yes, we had mestings, a range of mesetings under the
radar, not in public. When we got nowhere with those, we then decided we needed
to talk to our shareholders, we needed fo talk to the public. We view this as a long-
term effort. It may not happen over a short-term period of time, we understand
that. It's not going to happen by a process that’s not transparent. We think that
shareholders have a big stake and at the AGM meeling this year, that was
reinforced when several of our sharehoiders got up and said, "We're starting fo
understand what's going on here and please tell us how we can help. Please give
us the tools and the infarmation and the kind of resources we need, so that we can
heip others to understand the changes that need to be made." So as | look back
on the past several months, 1 think there is no qguestion that many issues that were
said 10 be closed in July are still open today. | think that's a good thing. [ think the
fact that ULL is still open, the operational separation is stili open, there are a range
of issues that are still open on the table, where we have a chance to fry to have a
meeting of the minds. | think that the meeting of the minds is going to happen
sooner, by the broad exchange of information that includes people in government,
people in the regulatory system and peaple in the society at large, than it is behind
ciosed doors. So that's the reason why we're doing the strategy that we're doing.
If it doesn't happen this year, we'll just have a broader base of understanding of
what our issues are, and hopefully at some point we'll get the kind of regime we
need. But | think in the end that, you know, we've had some - somebody said once
that a civilisation is a place where people argue and guarrel and debate, and that
Barbarians ciub each other. And, yes, we live in a civilisation that's called a
democracy and we've had debates and arguments and quarrels, and sometimes
they've been guarrels. But in the end, you know, | think we all want the same
thing. Churchill said we don't have permanent friends or permanent enemies, we
have permanent interests. | think the permanent interest that we all have is to
make sure that 1.6 million sharehoiders don't get stuffed and thatthe T3 is a
success, and that we're able to build out the kind of telecommunications future for
this country that will allow it to compete in the 21st century. So that's what our
agenda is. If it takes two years to do it or three years to do i, we'll still pursue that
agenda.

TAREK ROBBIATI: One small comment, madam, to be clear on the BT price. The

price that 've shown in the model is the one for shared ULL. The 81 pounds that
the gentleman before was referring to, is for full ULL. That includes the voice.
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When you said that prices in Britain might go up as a result of the 81 pounds level,
that may not necessarily be true because you have 1o compare --

QUESTION: Jennifer Hewitt. No, 1 mean prices here.
TAREK ROBBIATI: Im sorry?

QUESTION: Jennifer Hewitt. Sorry, | was talking about prices here, actually. You
know, if you're talking about getting what you want,  mean the inevitable result be
prices going up here.

TAREK ROBBIATI: Alright. Alright.

JOHN STANHGRE: 1n response fo that, Jennifer, § think | #ried to show, on the
competitor's slide, that there is a lot of room to move without consumers’ prices
having to go up. The reference to high margins before; the margins will still be

high, even if we get an at-cost ULL charge out rate. Because you can see from
those margins that there is plenty of room to move without consumers suffering
from price rises.

QUESTION: Michael Sainsbury from the Australian. There has been a lot of talk
about this Next Generation Network, but | think you've indicated it only goes to 4
million Australian homes, which is only about half the people. So I'm just
wondering what happens with everybody else. Are we going to end up with a two-
tier Telstra where some customers get some stuff, the new stuff, and other
customers are, kind of, stuck with the old stuff? The next bit of the guestion is,
Telstra's talked about competitors being able {o build wireless networks and how
good wireless is and that will be compettion to fibre. | mean, if that's the case, why
doesn't Telstra just build a wireless network because it's going to be a hell of a lot
cheaper than a fibre network? Just a question for John: Given the broad range of
earnings for this financial year, you sort of gave an indication of a couple of weeks
ago, can you tell us where we're heading? Are we heading closer fo 20 or closer
to 337

JOHN STANHGPFE: Il answer the last question. No change, Michael, to what |
said only a couple of weeks ago.

QUESTION: Michael Sainsbury. It was a pretty big range. Do you have a feel for it
yei?

JOHN STANHORPE: it was a range from - we started off with a 7 to 10 per cent on
business performing as usual. Then | said to the impacts of the new strategy,
when you include restructuring and redundancy provision, can be somewhere
between, | think, 25 and 30 per cent, | said. There is no change to that. | can't be
any more specific. | tell you why | can’t be any more specific. It's because when
you start to get into the detail of identification of assets that need to be accelerated,
and | did mention this on the day, that you have to do that detailed work, we have
to do the detailed work of what is in a restructuring provision, how much do you
allow for buying yourself out of accommodation leases and so on. So it gets to that
level of detail, Michael, and - but as the year progresses, we will disclose to the
market as those numbers harden up. So that’s the answer about earnings
guidance.
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KATE MCKENZIE: in relation to the other questions you've raised, Michaei, | think
we are building a wireless nefwork, and in some parts of the country that's
probably the right way to go. | guess we're getting to the point in the Telco industry
where we need to focus on what services are coming off the end of these
networks, rather than what particular kinds of technologies we're employing.
Because | think what customers are really interested in is what can they get, and
you should really leave i to the market to figure out what's the best, mast
economic kind of infrastructure to build to provide those services off. In some
cases that might be wireless rather than fibre, or some other kind of infrastructure
buiid.

QUESTION: Tony Bovd, Financial Review. The Communications Minister, Helen
Coonan, has made it clear that she backs the ACCC - there was a lefter in our
paper last week. Are you going o rely on the Prime Minister or Barnaby Joyce to
get what you want on the ULL? Secondly, {'ve got ancther question for dJohn.

KATE MCKENZIE: Look, | mean, | think, you know, we have open dialogue with
the government, as you would expect. We talk to the Communications Minister,
we talk to other people in government, and will continue to do that.

QUESTION: Tony Boyd. But do you agree that she's made it clear she backs the
ACCC position?

KATE MCKENZIE: {think the Minister has made a number of comments and we
still have a ot of dialogue with her on these issues, you know. We hope we'll be
abie to persuade her to change her mind on some things.

QUESTION: Tony Bovd. If the ULL goes against you, John, would you expect that
MYV that you put up, the 6 billion, to be reflected in, you know, in the share price?

JOHN STANHOPE: Wel, yes, the 6 billion certainly has an impact on the value of
the company. That's the impact on the value of the company over a 10-year period
of $30to 13. So -

QUESTION: Tony Boyd. So is it fair to say that's about 50 cents a share, divided
by 107

JOHN STANHORPE: Look, I'm not going to speculate on share price changes.
People factor in many things, Tony, as you know. But what | was trying to
demonstrate today, over a 10-year period, the difference and what impact it can
have on the enterprise value.

QUESTION: Mr Burgess, Peter Ryan from the ABC's PM program. Just a quick
guestion on the outlook for T3. At this point do you see it as a sure thing, a
possibility or a likelihood? And, as the policy debate continues, do you see a point
where you might just say, "All bets are off, T3 is not happening”?

FPHIL BURGESS: John is chairing the T3 committee. John, do you want fo --

JGHN STANHGRE: Yes, it's a good question. It's not our decision to make. |
think the government has already said that, you know, February, March of next
year they'll decide whether T3 will proceed. You have seen what's happened over
the last week, that the preparation continues by the appointment of joint global
coordinators. Woe still have the desire to participate in T3, it's still board and
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management’s desire to do that. But whether it happens and when it happens is
totally their decision, not our decision.

QUESTION: Peter Ryan. Just to follow up on that, how would you describe your
current relationships with the government, in particular the Minister for
Communications, Helen Coonan?

FPHIL BURGESS: Good. How would you describe yours?

KATE MCKENZIE: ithink we have good, robust discussions on these issues, as
you would expect.

FPHIL BURGESS: Any other --

QUESTION: Just one further question. Colin Kruger again. |'m just wondering, if
you get safe harbour on the fibre investment, doesn't it mean that you can wipe out
the ULL competition? | believe one of the analysts was asking this, but it didn't
really get answered.

KATE MCKENZIE: No, in fact ULL competitors can still provide the ULL services
from the exchange up fo the node. You can take the fibre out to the node, but
they've got the option of putting their own equipment out there. There is plenty of
options and plenty of opportunities and it doesn't wipe out their current service
provision up to 1.5 kilometres from the exchange at the same speeds that they're
offering now.

QUESTION: Colin Kruger. But surely you would be able to offer, like, you know,
very high speeds af very low prices?

KATE MCKENZIE: We're suggesting that if we take the risk and we put our capital
into building up that kind of infrastructure, they can do the same thing and offer the
same services themselves. But we shouldn't have to give them below cost access
to our high speed services that we've taken the risk and buiit ourseives.

FPHIL BURGESS: Or they can buy those services at commercially viable levels.
Okay.

QUESTION: Colin Kruger. Just one last question, which was: You've talked about
this a little bit, but | just wanted to get some breakdown of that. You've talked
about the value added services that will be cbviously assisted by the Next
Generation Network. Now, if vou do not build that, what are the types of value
added services that you will not be able to provide?

JOHN STANHOPE: Many of them are probably still on R&D drawing boards, but
applications and content over a high speed fixed network. It's the band width
speed that enables the, sort of, value added services to come along. What we will
do, though, is we'll focus on providing them over wireless, and we'll get very
focused on wireless, not that we won't, you know, be focused on it, don't get me
wrong. But if we're not building an NGN, then the focus will be on doing wireless,
getting high speed wireless access to provide the applications and content by
wireless. But you'd like to be able to provide it over fixed and wire iine - wireless
and fixed.
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PHIL BURGESS: If | could just tag onto that. | think the other important thing to
keep in mind here is that a lot of these services, we don't know what they are
today. | mean, one of the big differences between - among the networked
industries is that telecommunication is different from most of the other networks
because the other networks only carry one thing. A water pipeline carries water, a
gas pipeline carries molecuies, a railroad carries rail cars. So the question about
what new services are you going to carry through that network is not really at
issue, but in telecommunications it is an issue. | mean, f we had to declare our
services, as the regulations require us to do today that we're going to have on our
network in 1885, we would have said ADSL. | mean, the point is that you have
services you're going to carry that you don't - they haven't even been invenied yet.
It would be like if McDonald’s goes into business and has o go to a regulator
before it goes into business and declare what it's going to do on its ovens and
says, "We're going to cook 15 cent hamburgers,” which is what they cost originally,
and they say, “What elsa?" they say, "FFrench fries.” Then they come along and
say, 15 years later, "We want 1o do a fish sandwich.” "Well, fish sandwich, you
know, vou didn't that." So they have to do a "mother, may 1" to a reguiator before
you can do a fish sandwich. Then you do the fish sandwich and you get
permission o do i#t, and Hungry Jacks comes across the street and says, "l wan{to
buy those fish sandwiches, by the way, at a discounted price, and, by the way, |
get the first batch. i'm going to sell a 1ot of them and if you want more, you've got
to build another oven. By the way, you build the oven at your own expense. By
the way, the cost of the air-conditioning and the gas and the electricity and the
lights, those don't go into the price.”

QUESTION: Colin Kruger. I'm glad we got that sorted out.
FHIL BURGESS: Want to buy a fish sandwich?

QUESTION: Colin Kruger. The other thing is, you said you didn't wani to see T3
shareholders stuffed. Now, are you saying that if you hadn't had that level of public
debate with the government and the robust debate, that, in the end, T3
shareholders would have been paying a much higher price than they should have
done until all of this was out in the open?

FPHIL BURGESS: | would say my reference to shareholders being stuffed are
existing shareholders, T1, and T2. | think we all have, everybody should have, all
shareholders, majority and minority shareholders, should have and are required to
have a concern, a fiduciary responsibility for the rights and privileges and interests
of all sharehoider. So just to pretend that there is only one shareholder out there,
the majority shareholder, and their views are the only one that counts and the
views of majority shareholders don’t count, isn't something that we affirm. Since
we've been here, we've been very clear about the rights of all sharehoiders.

JGHN STANHGRE: My point, Jennifer, of referencing T3 was that you would
prefer to go out to the markeiplace with more certainty about how the company will
operate, rather than 50, 60, 100 pages of all the risks that the company faces. So
certainty, when you're entering a sale of shares, is far betier than a whole lot of
unknowns. So that was point | was making. So if we can get these, it's far better
for the prospective shareholders of T3.

QUESTION: Colin Kruger. Sorry, one last guestion: if you build the fibre o the

node, what happens to the existing copper that all of your competitors are currently
using?
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KATE MCKENZIE: {think, you know, that's a kind of network engineering question
that's probably better addressed to Greg Winn at the technology day, buf my
understanding is that that will depend on which part of the network you're talking
ahout and what the circumstances are.

QUESTION: Colin Kruger. But this could have devastating implications for a whole
lot of companies, couldn’t if, the decision you make on that?

FHIL BURGESS: We still provide access. We have a legal requirement to do that.
So we have to figure out a way to do that. | mean, that's an obligation that we
have. in the national broadband plan we laid out one way of doing that, there are
other ways of doing it. So it's an issue that we're aware of, and, you know, we're
going to obey the law, no matter what. So it will be handled. | mean it's a moot
issue in the sense that, you know, we're required fo acquire access. Any other?
Okay, thanks for coming, everybody.
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