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Members. Senator FishefChair), Senator NastDeputy Chair) Senators Birmingham, Ludlam, Lundy, lan
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Farrell, Feeney, Ferguson, Fielding, Fierravantli§yéifield, Forshaw, Furner, Heffernan, Humphyietr-
ley, Hutchins, Johnston, Joyce, Kroger, McEwen, lslaan, McLucas, Marshall, Mason, Minchin, Moore,
O’Brien, Parry, Payne, Polley, Pratt, RonaldsoraiRyScullion, Stephens, Troeth, Trood, Williams,riféy
and Xenophon

Termsof referencefor theinquiry:
1. Toinquire into and report on:

a.

the Government’s decision to establish a compariyuild and operate a National Broadband Network

(NBN) to:

i. connect 90 per cent of all Australian homes, sth@and workplaces with optical fibre to the
premise (FTTP) to enable broadband services witadspef 100 megabits per second;

ii. connect all other premises in Australia with ngeneration wireless and satellite technologies to
deliver broadband speeds of 12 megabits per semomare;

iii. directly support up to 25,000 local jobs evewar, on average, over the eight year life ofpitegect.
the implications of the NBN for consumers and &yqps in terms of:

i service availability, choice and costs,

ii.. competition in telecommunications and broadbaediices, and

iii. likely consequences for national productivitjvestment, economic growth, cost of living and
social capital.

2. The committee’s investigation should includet, fat be limited to:

a.
b.

any economic and cost/benefit analysis undeimpinimne NBN;

the ownership, governance and operating arrangsn@ the NBN company and any NBN related
entities;

any use of bonds to fund the NBN;

any regulations or legislation pertaining to Ni&N;

the availability, price, level of innovation amsérvice characteristics of broadband productseptés
available, the extent to which those services aligated by established and emerging providers,taad
prospects for future improvements in broadbandastfucture and services (including through private
investment);

the effects of the NBN on the availability, pricdoice, level of innovation and service charast&s of
broadband products in metropolitan, outer-metra@oli semi-rural and rural and regional areas and
towns;

the extent of demand for currently availableaoifmand services, the factors influencing consurneice

for broadband products and the effect on dematiiifSovernment’'s FTTP proposal proceeds;

any technical, economic, commercial, regulatsogial or other barriers that may impede attairthmey
Government’s stated goal for broadband availatdlitg performance in the specified timeframe;

the appropriate public policy goals for commuations in Australia and the nature of any necessary
regulatory settings to continue to develop competitnarket conditions, improved services, lower ggic
and innovation;

the role of government and its relationship vilile private sector and existing private investnierthe
telecommunications sector;

the effect of the NBN on the delivery of UniverSarvice Obligations services;



whether, and if so to what extent, the former Goreent’'s OPEL initiative would have assisted making
higher speeds and more affordable broadband seraiailable.

In carrying out this inquiry, the committee will:

a.

expressly seek the input of the telecommunioatimdustry, industry analysts, consumer advocates,
broadband users and service providers;

request formal submissions that directly resporttie terms of reference from the Australian Cadtitipa
and Consumer Commission, the Productivity Commigdiafrastructure Australia, the Department of the
Treasury, the Department of Finance and Deregulatind,the Department of Infrastructure, Transport,
Regional Development and Local Government;

invite contributions from organisations and uiduals with expertise in:

i. public policy formulation and evaluation,

ii. technical considerations including network atebfure, interconnection and emerging technology,
ii. regulatory framework, open access, competitiod pricing practice,

iv. private sector telecommunications retail and lebkale business including business case analysis
and price and demand sensitivities,

V. contemporary broadband investment, law and fieanc
vi.  network operation, technical options and funatility of the ‘last mile’ link to premises, and
vii. relevant and comparative international expaeés and insights applicable to the Australian cante

advertise for submissions from members of thHaipwand to the fullest extent possible, conducrhngs
and receive evidence in a manner that is openrandgarent to the public; and

recognise the Government's NBN proposal represerggnificant public sector intervention into an
increasingly important area of private sector afgtiand that the market is seeking openness, ogytand
transparency in the public policy deliberations.
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Committee met at 9.08 am
MOORE, Mr Malcolm lan, Private capacity

CHAIR—Welcome to the recommencement of our inquiry aftey government’s recent
announcement about moving on from NBN round 1 éodiwrrent proposals. The proceedings of
the committee are public. If at any stage you vslprovide your evidence in private, you are
able to request to do so and the committee candsmgour request. The proceedings and your
evidence are protected by parliamentary privilegd @ is an offence for a third person to
attempt to interfere in any way with evidence tvauld otherwise by given by a witness and it
can indeed also be found to be a contempt of th&at8e You have provided us with a
submission. Do you wish to make any amendmentset@ibmission?

Mr Moore—That one can be as it stands. | have a secondaplesone that | have on
overheads, which | have provided here.

CHAIR—That is by way of supplementary material and reoaiaorrection to your existing
submission?

Mr Moore—There are no corrections to it as far as | canlrec
CHAIR—Would you like to make an opening statement.

Mr Moore—I have well over 35 years expertise in the teleeandustry in the technical,
engineering and management areas. | have beehradi@n in virtually every arrangement, an
engineer in virtually every arrangement and | hbeen a manager in several areas. | have
physically worked in virtually every technology aedery business unit or area in the telecoms
industry. My experience extends well past projegiesvision, occupational health and safety,
project management, bids, tenders, analysis, ptodanagement, senior management, business
development and | have also worked with technicad &undamental analysis of the stock
market. | am intensely interested in the wellbedhdustralia’s broadband future. Over the past
decade | have produced several submissions todga@riswers to questions that would be asked
if they had the right frame of reference.

When | was a young school kid my father, who wasaveyer, gave me some very sound
advice; it went along these lines: if you are tgyto solve a problem and you find the answer are
very complex and very difficult then you are usthg wrong frame of reference. Step back and
change your frame of reference with the right frazheeference and the problem will easily be
resolved. Over the years | have found this adwicket absolutely invaluable to me. This is part
of the reason for this submission.

In March 2008 | made a submission to the expertepan broadband. That submission
showed that the Telstra and Optus HFC footprinteec@lmost all of the major metro areas,
which is about 65 per cent of the total Austraj@mpulation. You may not be aware that Telstra’s
HFC technology was re-engineered in 2006 and 200%asl actually the project supervisor in
Sydney on that one—making it capable of servicirmyerthan 4.5 million premises, or about 60
per cent of the metro population, with broadbaneksis greater than 20 megabits. This is where
ADSL will not reach. That submission also explaingdy paired copper ADSL has a useful
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reach of about 37 per cent of the metro CAN anéaah of about 13 per cent of the non-metro
CAN. Optical fibre has a reach of about 60 kilorastand a bandwidth of about 1,000 times that
of paired copper. This is a no-brainer for any mgbert committee to resolve in one day, let
alone months. The submission also explained hoiwnpement some technology to virtually
double the reach of paired copper ADSL in somesarea

The submission also proposed that the expert carsribink inside out and define the inland
coast backhaul system providing high-capacity ditefor more than 90 cities and towns. | will
just do a quick show on this to show what | amitgjlabout.

A PowerPoint presentation was then given—

Mr Moore—The first slide shows the little thing | gave befoThe next slide shows what |
am proposing as the inland backhaul—high capacityd—at would pick up an amazingly
large amount of the inland. There is nothing froemiin down to Cloncurry it sort of exits but
it is not high enough capacity, and the rest da#<erist at all. If you extend that slightly, you
can put a whole grid on there. Most of the onedladfcoast going in exist; the rest does not. |
know the network like the back of my hand.

This backhaul would also provide the necessary i@k feeders for fibre to the premises and
radio CAN technology in regional, rural and remateas and provide major backhaul capacity
towards the South Coast and East Asia through Darwhis is the missing backhaul link to
provide the backhaul infrastructure that regionatl aemote Australia desperately needs.
Unfortunately, that submission to the expert pasehow somewhere in the archives of the
DBCDE. | hope the select committee takes noticethaf contents of this submission to
economically restructure the Australian telecontustry before rolling out the NBN on a large
scale.

Having worked in almost every area in the telecamasistry, | now believe that | have the
wisdom to understand Australia’s main telecom besses are a combination of two
diametrically opposing imperatives, and that is tesis of this submission. One of these
imperatives is that which the wholesale infrastuuet provider is focused on: maximising
services and maximising service standards. Thensedametric business imperative is that
which the retail reseller is focused on: maximisprgfits for its shareholders and minimising
overhead costs.

These imperatives diametrically oppose each offtdas cannot work; it does not function.
These two imperatives make Telstra and others yigydfunctional, and the slowly dying share
price over several years reflects that problemsT$ibad for Telstra, bad for the ASX, bad for
the financial industry, bad for the government had for almost all Australians. There has to be
microeconomic reform in Australia’s telecoms indydiefore the NBN program is rolled out.

In 1956, two economists, Australian-American Kehiancaster and Canadian Richard
Lipsey, came up with the theory of the second hebkich in simple English states that, when
businesses work in synergy, they will always gitve most efficient outcome for the economy.
Putting this in a more brutal form, the privatisedmpetitive regime is clearly a very poor
second best to any synergetic infrastructure regithe Cold War was in its throes when this
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theory came out, and economics lecturers foundtki@ery very difficult—I will put that very
nicely—in that political climate. So the theory Iszd quietly for several decades.

Over the past 30 years, the Australian telecomasing has become riddled with massive
legal complexities, swathes of laws and regulatidos restrict competition involving
infrastructure, with the intention to level the ytgg field. It is obvious to me that the current
competitive regime frame of reference is wrongl skanged my frame of reference and queried
the need for competition where infrastructure ®iued.

Professor Sharon Beder from the University of Wadlong has recently published several
books on historical business economics clearly shgpwhe lengths that USA based capitalists
have gone to systematically pushing their branidistez-faire competitive regime on the rest of
the developed world over a century, primarily todft themselves. It has to be realised that a
competitive regime is inherently very inefficiet, second best, compared to any cooperative
arrangement, like an infrastructure regime. And,thy way, departments in governments are
infrastructure regimes. They are not fighting agaeach other to do it better; they are doing it
by themselves. Countries like Sweden, which isastj have many very efficient government
businesses which are infrastructure regimes, pgothat the theory of the second best is highly
credible. It is unliked by wealthy capitalists, ahts obvious why.

Governments like to support the competitive regphigosophy because there are huge money
velocities involved in infrastructure businessése lthe $42 billion for the NBN. Competing
businesses with multiple managers and multiple doare very inefficient and consume
considerable revenues in the fight against eaclerotor market dominance so they can
maximise profits through monopoly control. The peifiocus of an infrastructure business is to
maximise services through their critical mass aedrelhse end-user costs, because the profit
comes from the other areas making a benefit, aeg plt the money back to the government.
This should fit very comfortably with the competéiregime because this offers to maximise the
retail profits, if they use the structure | am mgtforward.

We have all witnessed over the last few years éselts of the unregulated, uncompetitive
business, and this is the ugly end of the competitegime. The general population in the
economy always comes off second best, supportiagptemise that the competitive regime
operating major infrastructure is a seriously fldveeonomic strategy. Since the privatisation of
telecos in the late 1970s, Australia has now gottirduplicated infrastructures that are
competitively pitted against one another, and thas proven to be highly inefficient. Even
though a plethora of new products and services bane in, thanks basically to the digital era,
end-user prices have not come down as projectedvardb not have to look very far to identify
the high level of complaints and general dissatisfa with the high end-user costs especially
for broadband services.

Other eminent people have pressed for change agbhave been doing so for quite some
time. In 2004 Dr Peter Gerrand from the Telecommations Society of Australia, working at
Melbourne university, in his pap&evisiting the structural separation of Telsshowed how
Telstra could be structurally separated at the ek and | generally agree with his strategy.
But having worked in a large number of telecomliies, | know that the backhaul and CAN
infrastructure is a continuum, and | will just shgau a piece on that.
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Here is the typical structure showing how you woseé@ the network connecting. You would
go from one side of the bottom up through a loc&hange, through the major ones and then
come back. That is the basic structure, a very Igieg version of how that goes. This is the
stupidity of cutting the CAN off from the backhaWlo person who knows anything about
telecoms would ever do that unless they are tryingneecap the competitive other side, and
that does not make sense because it does nothectotiety.

So | strongly favour moving all the network infragitures including the CAN into one
subgovernment infrastructure business focused axinmeing the availability of service and
maximising the service standards of telecom whtdesarvices everywhere. And | do not mean
just coastal areas; | mean everywhere. My submmsaig®o supports the economic restructuring
of the telecom industry so that private retail Hese can operate robust competitive businesses
and be listed on the ASX.

| will go just one little step on this one hereytfu go across the top of this little diagram here,
it shows where the backhaul sits. You have gotGA& on either end and you have got your
customer premises equipment on either end, effdgtiif you take out the hybrid fibre, which is
about two-thirds the way down the left, the HFCy y@ve got to have the routers and the optical
fibre backhaul connected to it or it does not catn®o as for taking off the CAN at the end, the
hybrid fibre, and whether we should separate thay, a person who is totally inept would think
along those lines. It has to be structured soybathave a continuum.

This submission shows that using a different fraineeference removes competition from the
infrastructures and positions competition at thaireesellers, and that is what | am putting up
there. This removes the need for the Trade Practot to include heavy-handed regulation,
removes the ACCC from managing a continuum of wenyplex rulings, removes the need for
hundreds and probably thousands of lawyers to figgl battles, and removes a huge load of
service complaints from the TIO—problem solved.

Telstra is apparently internally separated buta$ lone board with diametrically opposing
business initiatives—as | indicated at the front. fdrmal Telstra split will be successful if a
single board remains at the top. So this meanscandeboard or a committee needs to be
created, and Telstra needs to have BigPond spurasofd totally privatised retail reselling
business with its current board. BigPond will bghty successful because it is a very well-
known brand name. It has a very large customer, litaseuld be totally focused on shareholder
value, which they want; and it is reselling wholegaroduct as bundled retail services together
with its online businesses and its pay TV businE$SM can restructure in 40 days, | cannot see
why we cannot do this in under 30 days, really.

With BigPond retail spun off from Telstra, this gs/Telstra Infrastructure Wholesale, TIW, a
mandate to maximise profit and availability and mage the service standards of telecoms
wholesale services everywhere in Australia, ndt gusthe coast. This is where the NBN fits in,
this is where it should be, not as a competitivsiess. That would minimise the wholesale
prices over time.

It is interesting to note that the Optus submissamours the structural split of Telstra. Optus
has also offered to sell its hybrid fibre coaxirastructure to the NBN. But you also need to
have the backhaul that goes with it, or you wilt be getting anything. | asked the question:
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why do they want to sell the HFC anyway? Maybes inot making money; | do not know. It
leads to the consideration that Optus could spirt®Eentire telecommunications infrastructure
to be consolidated with that of Telstra InfrastawmetWholesale. This would focus Optus retail on
reselling wholesale telecoms products as retailli@es in robust competition with BigPond.
That has to be good for the Australian economigag to be good for the ASX and it has to be
good for Australian financial institutions. Othezlécoms ISPs should follow suit. All these
infrastructures could perhaps be merged into onenergystic, highly efficient
telecommunications infrastructure, creating trenoeisd savings in Australia’s capital
expenditure. The productivity of this would be imme. We are looking at at least $20 billion
being saved.

With regard to the inland east coast backhaul syskat | mentioned in my submission to the
expert committee, no competitive telecoms busivessld provide the backhaul. It does not
matter which government you look at; neither ofmtheould do it. That is because they use
internal profit and loss accounting. That is thelgem: accounting. They see it as commercially
unviable. Even the USO incentive of about $150iarilla year did not make a difference. This
shows the immense flaws in the competitive regirrategy. Several DBCDE documents
expressed the imperative for savings in rural amate health and education. This is where a
government commissioned telecoms infrastructurenkas would be using external profit and
loss accounting procedures that would make thisnbas a prime imperative. That is what the
NBN is, is it not? External accounting is sayinghbuld be there. It is a prime business case to
connect broadband to as much of the inland popumais possible. This is where 1 think that
Senator Conroy has it wrong and the previous gowent had it wrong. They were looking for a
competitive solution, when it should be an infrasture solution.

It is high time that parliaments realised the grsawf Australia’s very inefficient competitive
infrastructure situation and understood that Aldistreannot afford to continue promoting the
competitive regime strategy with infrastructurebeTcompetitive regime has its place in retail
reselling, and this is where a competitive regimeusd be positioned. Look at Coles, Myer and
Woolworths. That is what they are doing. With thpénaing off of big Pond finalised, Telstra
Infrastructure will be the ideal platform for NBM be grafted on to. This will, as | said before,
save Australia at least $20 billion in non-duplézhinfrastructure. Thank you very much.

CHAIR—Thank you. Senator Lundy?

Senator LUNDY—Looking at the current graphic, I am curious aswtoether you are
promoting this kind of structural separation ofsted, and potentially others, prior to the NBN
being finalised, as part of a transition towards BN model, or whether you see your proposal
sitting alongside a National Broadband Networkasfructure.

Mr Moore—Telstra basically already has a national broadbstnatture, so it would seem
ludicrously stupid to go and build another one ghde it. It just does not make sense.
Therefore | would propose that the structure barmpptace before they roll out the NBN.

Senator LUNDY —I am just trying to grasp your key point. The wagterpret what you are
saying is that you think there is enough infradtrites including with the possibility of some
additional backhaul investment, to achieve the aminthe NBN without going down the full
path of the NBN.
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Mr Moore—Yes, that is true. The big problem is that thepmpCAN part of the network has
been in place for 40 or 50 years and it is reallg tb come out. It is obvious that fibre to the
premises is the solution—and radio in areas whiére to the premises is unviable. It makes
logical sense to me that the copper gets pulledamat replaced by optical fibre, and the
backhaul has to be considerably increased in Hiz@u get outside of the metropolitan areas,
really the backbones are thin. They were engineterée capital city centric.

Senator LUNDY—A hub and spoke model. In what you are proposyog, believe that the
CAN needs to be replaced by fibre?

Mr M oore—Absolutely. ADSL is out of date; it needs to coma. It was a short stop.

Senator LUNDY—Can | just ask you about the backhaul scheme ennand route, which
you showed in your last slide. Is that a new piecanfrastructure, or at least largely upgraded
with some part of it being new?

Mr Moore—The dark blue part largely does not exist onkellit. So that piece is necessary.

Senator LUNDY—And the light blue?

Mr Moore—From the coast going inland, yes to a pretty lalggree. That north-south run of
light blue does not exist. The ones going inlamdrfithere basically does not exist either. So you
have a lot of build to put in there. Understand thast of Queensland is radio CAN.

Senator LUNDY—Yes, it is ancient.

Mr Moore—That is why | am saying you should put it dowrotingh the middle of there.

Senator LUNDY—Yes, | do understand, and its capacity to prowadadwidth for what we
use it for these days is virtually nil.

Mr Moore—It is not in the race. | was going to provide drawtslide, but | would be breaking
the bad copyright rules!

Senator LUNDY—We would not want you to do that.

Mr Moore—I wouldn't.

Senator IAN MACDONAL D—What would the slide have shown?
Mr Moore—The entire network.

Senator LUNDY—As it currently is?

Mr M oore—\Very recently.

Senator IAN MACDONAL D—For all suppliers, or just for Telstra?
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Mr Moore—I have got a few of them. | have worked in coresutty companies recently, and |
know what is in every NGN, the whole lot of thenknlow what every network is and how they
are all put together.

Senator LUNDY—With the government’s policy on NBN, do you seeaivlyou are
proposing in this slide as a good place for thkbaul infrastructure investment to start?

Mr Moore—Absolutely. It needs to go in first, and then yoan put the CAN in certain
places. But they should not be separate compaaies,the NBN should not be run as a
competitive company; it has got to run as an inftasure company. It should never be
privatised. That is lunacy, stupidity.

Senator LUNDY—So your main contention with the structure of &N is the concept of it
ultimately being privatised, as opposed to justtiomng on as an infrastructure wholesale
structurally separated provider of bandwidth taitetervice providers?

Mr Moore—That is exactly right.
Senator LUNDY—I just wanted to clarify that.

Mr Moore—If it gets privatised we will go back to exactlyet situation we have had in the
last 30 or 40 years.

Senator LUNDY—Don't you have confidence that the ACCC will makare that the
regulatory environment for a single infrastructutgolesale provider will be rigorous enough? Is
that your problem?

Mr Moore—I appreciate that, but | do not look at the framheeference over last 30 years or
so. It has not worked. That is why | changed mynfraand said, ‘Do they need to be involved at
all? No, they don't.” If the frame of referenceright they do not need to be involved. They need
to be involved at the reselling end, not at theastiructure end, so get them out of there and that
will halve their workload.

Senator LUNDY—But they would surely need to still oversee prcend so forth on the
infrastructure network.

Mr Moore—That is retail reselling.
Senator LUNDY —I see.
Mr Moore—That is not infrastructure; it is different.

Senator LUNDY —It depends how you describe it. It would still deegulatory oversight of
the wholesale infrastructure provider, | would expe

Mr Moore—Agreed, but the infrastructure is immediately amast level playing field—
almost level—where they do not have to be involvEde resellers can resell the bundled
packages the way they want to and it can be stedtso that every system can be an open
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access system. Every retailer can have their ownehpage logon when they have their own
system—when you bring up your mobile it comes ughwvhoever is your preferred carrier,
although it is one carrier underneath.

Senator LUNDY—Going back to your point about hybrid fibre coaxy understanding is
that you see that more as part of the CAN and tbexethe discussion and debate about
structurally separating that from Telstra as itreatly stands is a moot point. Is that the point
you are making?

Mr Moore—The stupid thing is that it is coax from a hous@thode in the street somewhere,
on a power pole or underground and then fibre iadgke local exchange. From there it goes
into a broadband router, basically, which also eaté1to ADSL, which also connects to mobile
radio, if you want that sort of thing, which alsonoects back to two big routers. Now we are
talking backhaul. It is all continual. You cannait @ off because, where you cut the CAN from
the backhaul is in the middle of a piece of equipmehere the signalling changes from
customer signalling to network signalling. You jeannot cut it. It is like getting a hacksaw and
going to the middle of a fridge and saying, ‘Thelb&aalf will hold the beer and the front half
will hold the wine.’

Senator LUNDY—To nail this point down, under the idea of a sapgrwholesale only
infrastructure company and competing retail armsyaur view what needs to happen with,
firstly, the ownership and, secondly, the managdrard location, if you like, of the HFC within
that physical network?

Mr Moore—In my view, the HFC would be part of the infrastiure business entirely—it
would be all in there—so that, if the retailers wamsell it, they would buy, say, 100,000 lines
of it at a wholesale price and their customers wdaly that retail. It may be a package with
internet or without internet, with service standaod certain grades or with or without pay TV—
those sorts of things.

Senator LUNDY—Would competing retailers be able to consecutivadgess HFC under
your model?

Mr M oore—Anytime they want to, anywhere at all, immediatéhyfact, they would not even
have to touch it. All they would do is get on a quter, stipulate that customer A and customer
B want certain services put together and it is ddimey do not actually have to do anything
other than sit in an office. They do not even totioh infrastructure at all; they just rake the
money in.

Senator LUNDY—I think | have got the point you are making. Thaki very much.

Senator MINCHIN—Many of the issues that | would have raised haeenbraised
appropriately by Senator Lundy, but | understandi yare saying that you oppose the
government’s proposal to establish a commerciatyeror the time being called NBN Co., to
roll out separately and independently a fibre-te+phemises network, potentially in competition
with other fixed line infrastructure providers. Th&your essential thesis, is it?

Mr M oore—Essentially, yes.
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Senator MINCHIN—So you are saying that, really, this optical fibopdout can only be done
in conjunction with or involving Telstra and thaseno other way to do it?

Mr Moore—It makes lots of common sense. They would argeg tto not have a monopoly
of the infrastructure. Depending on how the teamtwyers look at it, they could probably
come up with that argument. Physically, they hawe ducts in the ground and they have the
backhaul area, which also goes in ducts to a ldeggee. Setting up one in competition with
Telstra does not solve the problem. It only keegging on and on and on. You would be far
better to have Telstra agree that it wants to et content because that is where the money is
and into retail reselling because that is wherentib@ey is. They have got BigPond. They have
been marketing this for years. All they have gotidos move that across. They could use one of
their buildings in Sydney as their headquarterstf@t and have multiple buildings around
Australia for that. Their Telstra shops could beeoBigPond shops—that is no big change.
Melbourne has the infrastructure headquarters,tiagyg have got infrastructure offices in other
states. They can use those doing the local engme@ork and that sort of thing. It makes lots
of sense to me.

Senator MINCHIN—You were a Telstra employee for many yours, weng?y
Mr Moore—Yes. | was employed in 1966 as a technician, exggirmanager.

Senator MINCHIN—So you are aware of the expertise that lies wiflalstra in managing
big infrastructure systems.

Mr M oore—Yes.

Senator MINCHIN—One of the things that intrigues me is, for ak tision of the NBN,
how is it proposed that you can create from scratcbmpany with the expertise to build, own
and operate a highly sophisticated national filbreae-premises network covering 90 per cent of
Australian premises if Telstra is not involved?that expertise just sitting there waiting to be
harnessed by this new company, just ready to go?

Mr Moore—That is a very good question. If you looked arquhdhink you would find
several thousand engineers, technicians, field giaf have left Telstra that have got a lot of
expertise—and also executives. There would be abl@m there.

Senator MINCHIN—They are not sitting idle. Where are they?

Mr Moore—Basically a lot of these companies like to keegirtkmployees under 40. When
they get over 40, they are usually in the depattuage.

Senator MINCHIN—Is that right?

Mr Moore—Well, I am 60 and | have been retired for 10 oryEars. | have worked in
between occasionally on a few other things on thg through. But the expertise is there. The
Telstra wholesale side has got all the infrastmactiouildings there sitting waiting for it to
happen. There is the floor space in almost albthilings, sitting waiting for it to happen. Itas
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massive undertaking if you have not done that sbrtvork before. To me, it is not a big
undertaking.

Senator MINCHIN—Can it be done in eight years?

Mr Moore—Yes. Most infrastructures, when you come to peirthn, take in the order of
five years. When they brought in AXE infrastructumel980, it took till about 1990 before it
really kicked in, because that was the first dighat went in, and the transmission was not fully
going until 1995. | actually designed the first 8gg to Melbourne optical fibre. | was a junior
engineer when | did that in 1985. It was 1987 wtieat went in. So you get an idea. That was a
pretty big one in those days. It has been relutitink, three times since then.

Senator MINCHIN—Your bottom line is that basically all the teleaoomications fixed-line
infrastructure, which in your thesis includes th&eN=—

Mr Moore—It is the CAN, yes.

Senator MINCHIN—should be a government monopoly.
Mr M oore—I do not use the word ‘monopoly’.

Senator MINCHIN—What is it if it is not?

Mr Moore—It is government infrastructure.

Senator MINCHIN—But you do not want any competition. Your wholegls is that we
should not be in this competitive—

Mr M oore—We should not have competitive infrastructure.

Senator MINCHIN—So it is a monopoly.

Mr Moore—No. ‘Monopoly’ is the wording of a competitive riete.
Senator MINCHIN—Well, there is one provider.

Mr M oore—One provider.

Senator MINCHIN—OKkay, let’s not call it a monopoly; just one prader.
Mr M oore—A monopoly is there to maximise its profits.

Senator MINCHIN—This is a government entity which is run along lines not to make a
profit.

Mr Moore—It is run along the lines to maximise service amakimise service quality.
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Senator MINCHIN—Do you think the government would supply all thepital for this
infrastructure?

Mr Moore—It would get its return by savings in health, impements in education and
improvements in trade.

Senator MINCHIN—So it should deliberately provide these servideyply at cost, should
it, and not seek to make any return on any of thel@sale services it provides?

Mr Moore—It would be. The retail resellers would be buythgse services at wholesale
prices and selling them to the general public. Be tetail resellers will be paying the
infrastructure business.

Senator MINCHIN—Sir, you do not think that the experience of statened electricity
businesses or infrastructure is a sobering lessali this? You might honestly—

Mr Moore—Can | tell you a very quick story on that one. Abthree years ago, | was at an
Engineers Australia meeting in North Sydney andppeovere talking about the New South
Wales energy thing. There was a person from Gerntarg, and he was talking about the life
of transformers and how long they could survive. Was saying that, if transformers are
maintained properly, you will normally get 30 to @g&ars out of them before you have to replace
them. | thought to myself: ‘That makes sense. Thas up with all the other Telecom
equipment. That makes sense with power equipm@&nt’ he said: ‘Except if you don’t do
maintenance and you don't replace the oil at leasty five years. If you don'’t that, their life is
about 15 or 20 years.’ These transformers cost fedisdof millions of dollars. The room had
been chatting away but, when he said that, the roemt quiet. | looked behind me and there
was a row of accountants whose faces were whitey Tlad stopped maintenance because they
were maximising profits for their shareholders. &uevhat? Transformers are blowing up
everywhere. And why would that be? Because theomgpr has been all about minimising
overhead costs to maximise shareholders’ profitd, they realised then that they had made a
bad mistake.

Senator MINCHIN—What | am reflecting upon—and having been in gowent, | am
aware of this—is the tendency for governments twdéethat they are not going to invest in the
maintenance of their infrastructure because ofifaands from every other part of society.

Mr Moore—Yes.

Senator MINCHIN—This is why successive Labor premiers of New Sa\gthes have said,
‘We should be privatising this because we, the gawent, don’t have the $5 billion, the $10
billion or whatever it is that is required to maimt and improve the electricity transmission
system. The thing | fear about your model is that is exactly the situation we would end up
with with telecommunications infrastructure if itag/ provided by—Iet us not use the word
monopoly—one provider, owned by the government. ihkestment would not be sustained in
the system, which is, as | said, why Labor premiéidew South Wales know that they have to
privatise their electricity systems.
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Senator LUNDY—Maybe | could venture to add, Senator Minchin, itmgructive case of
Telstra’s poor record of capital investment durthg course of the privatisation strategy under
your leadership—

Senator MINCHIN—ANd when they were government owned.

CHAIR—I wonder whether the witness would like to commamt this enlightening
exchange, Mr Moore.

Mr Moore—Yes, | can.

Senator LUNDY—I could not help myself there. Senator Minchinetged that one.
Senator MINCHIN—ONh, | don’t know.

CHAIR—Thank you, Senator Lundy.

Mr Moore—There is a problem with what you are saying th&enator Minchin. When
Telecom Australia changed over from state managemoeregional management, there was a
massive change where they picked up the state dleatrnetworks and made them into a
nationally controlled network. They found massiveodquctivity differences and different
standards between the states. | spent quite a dews \straightening out those standards so that
they would all align. That, by the way, made it fibke to use faxes and modems. You could not
use them before then, because you would have hgvaind echo and those sorts of things
everywhere. That was one of my little things ta swot.

You have the same problem with the electricity cassions. They are state operated, not
federally operated. And they are not funded appabgly. This is why the state governments
have the problems they have got. The money habew®t put in where it should have been put
in to cover these costs.

Senator MINCHIN—That is certainly true.

Senator IAN MACDONALD—Mr Moore, thank you for your submission. As a
Queenslander, | like your proposed backhaul. Wentrggt some decent—

Mr Moore—It would make a massive difference to your aredighe me.

Senator IAN MACDONALD—I can appreciate that from what you say. Underryou
proposal, what percentage of Australia would haseedt if not fibre to the premises close to it
services? The government were talking about 98cpat. They are now back to 90 per cent.
What do you think?

Mr Moore—Considering that optical fibre has a reach of apabout six kilometres, you
basically have a situation where most of the cquateas can be covered, and that leaves very
small pockets. | would say that, with optical-fiieethe-home, it would be well in the high 90s.
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Senator IAN MACDONALD—I do not want to get into too much detail, but \wbyour
proposal service Birdsville? That always used tonlyecriterion.

Mr Moore—Where is Birdsville located?

Senator IAN MACDONALD—It is in the south-west corner of Queensland. dounot
know where Birdsville is? That is a disgrace.

Mr Moore—I did not put a dot on my map to say where it was.

Senator IAN MACDONALD—It is right in the south.

Mr Moore—Is it about there on the map?

Senator IAN MACDONALD—Yes.

Mr Moore—Birdsville is a long way from nowhere. The near@s¢ would be Tibooburra or
Longreach or thereabouts. You would possibly putoptical fibre spur out from there as a
second phase.

Senator IAN MACDONAL D—You could do that?

Mr Moore—You could do that, but you cannot do it right nbecause that north-south high
capacity link is not there. If you put a spur olkre at the moment, there is nothing for it to
connect to. That is what you need this piece aastfucture for.

Senator IAN MACDONALD—I noticed that your presentation was entirely easist-
centric. What do you suggest for Western Australia?

Mr M oore—Western Australia actually has a backbone of gbesruns down it fairly well.
Senator IAN MACDONAL D—Who provides that?

Mr Moore—Telstra. It goes from Perth up to Carnarvon, tanButh and across up to Port
Hedland. It then goes inland and comes up via—

Senator IAN MACDONALD—Does it get to Kununurra?
Mr Moore—Yes. There is a spur that runs off to Kununurra.

Senator IAN MACDONALD—Do you think it is necessary for the governmentaice over
the Western Australian operations, or could thayéethat with Telstra?

Mr Moore—If the NBN and Telstra worked together insteadh&f word ‘takeover’, it is all
done. They would be looking at increasing the ciypaf the optical fibre by putting bigger
systems on them. | was involved in installing ateysin New Zealand in 1998. It was for 625
megabytes. That was the biggest one that theytihe ime. Shortly after that, a 2.5 megabits a
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second system went in. The hybrid fibre coaxigbyaliney that | was involved in installing uses
one gigabit feeds everywhere, and they have twbeyh going back to their places. Telstra were
upgrading those by a little piece of infrastructaadled a GBIC from one gigabit to 10 gigabits.
So you can up that speed, and that is over a dinecbf up to about 30 or 40 kilometres. If you
are running systems down the western side of Alistrgou would have to considerably
improve the transmission equipment there so thdtag the capacity to handle high speed
broadband for the customers.

Senator IAN MACDONAL D—Finally—and perhaps this is not part of your susion—
you are suggesting that the government would caenserine commercial arrangement to buy out
Telstra’s infrastructure, or are you suggesting thay should be confiscated?

Mr Moore—That is a very good question. | would actuallyetakdifferent approach and say
that if the Telstra shares were stopped from bamaded, taken off the market and given, say, a
seven-three split—that is, for every 10 Telstrarebigou are given seven TIW and three BPD
shares—

Senator IAN MACDONAL D—What do you mean by TIW and BPD?

Mr Moore—TIW is Telstra infrastructure wholesale and BPIBigPond. Then you could put
those back on the market once you have restructheetuildings and the people, which would
not take long. Then the government could offeretb their portion of BigPond shares as a one-
for-one swap so that they get any remaining Telstirastructure wholesale shares. They may
have to buy little more from that point, but it wdunot take much for them to have over 50 per
cent, which would give them complete control.

Senator IAN MACDONALD—So for the 10 shares that | hold in Telstra | vdogét seven
infrastructure shares and three retail, and | wdaglchoping the government would come along
and make me an offer | could not refuse for my seve

Mr Moore—It would be a one-for-one swap to sell the Telstrares and get more BigPond
shares. You as a private citizen would then halegalr shares with BigPond, the company
doing the retail reselling, which is where the mpre and the Telstra infrastructure wholesale
shares would become majority owned by the goverhmen

Senator IAN MACDONALD—This is on the basis that the government still @awswag of
Telstra shares.

Mr Moore—I do not know how much it owns at the moment.

Senator IAN MACDONALD—When are they getting rid of the government’s {fals
holding, Nick?

Senator MINCHIN—They are all in the Future Fund. There is a scleedil progressive
rundowns but staged so as not to upset the maskesthfires. So the Future Fund is entirely in
control of that, and obviously they are going toitdeery gradually so as not to flood the market
with Telstra shares. Sixteen per cent of the commtied up in the Future Fund.
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Senator IAN MACDONAL D—But, Mr Moore, what you are suggesting is the goreent
and the Future Fund are the same thing.

Mr M oore—Effectively.

Senator IAN MACDONAL D—I guess they are, but the Future Fund was thera parpose.
Senator MINCHIN—It is bound by its act to preserve its funds foeakhg with
Commonwealth superannuation, not to be a vehiglggdeernment public policy in any other
respect. So you would have to start by changing-titare Fund Act, which would be a radical

move.

Mr Moore—I| am sure there are some legal minds who couldktat one out. They could
do it.

Senator IAN MACDONALD—But at a pinch the government would just be buyng the
share market at market value.

Mr Moore—They could do that. It has come down from $8 tpsk8things are looking pretty
good. If it waits another year it will be $2.

Senator MINCHIN—The government could buy the shares from the Eutbund,
theoretically.

Mr Moore—They could. It could be done, they could get ntben 50 per cent control, they
could do it from that point and those shares cteal@¢hanged into bonds if they wanted to.

CHAIR—Thank you very much for your time today, Mr Mooltewas very interesting.
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[9.58 am]
COLACINO, Mr Peter, National Manager, Policy, Infrastructure PartnershipsAustralia
LYON, Mr Brendan, Executive Director, I nfrastructure PartnershipsAustralia

CHAIR—Welcome. The proceedings today are public. Youpaotected in providing your
evidence by parliamentary privilege. A third paatyempt to interfere in any way with evidence
given by a witness could be unlawful and could adlbe contempt of the Senate. If at any stage
you want to provide your evidence in camera, pleaske that request to the committee and the
committee will consider your request. | invite ylmumake an opening statement.

Mr Lyon—As senators know, Infrastructure Partnerships raliathas previously submitted.
Indeed, | had the pleasure of appearing before dbiemittee during a previous hearing. |
therefore welcome the opportunity to join you omaggin and to assist the committee where |
can with your very important deliberations on thégional network. By way of background, my
organisation is the peak infrastructure body of thalm. We represent the nation’s largest
constructors, operators, designers and financiemsfrastructure, with a significant portion of
our membership drawn from the public sector. Arodfdper cent of our members are drawn
from Commonwealth, state and major local governseght across the country. This duality of
membership is important because it recognisesth®delivery of infrastructure in Australia
requires a genuine partnership between the pubticpaivate sectors to make sure it comes to
fruition.

My organisation is dedicated to improving the pstom of infrastructure in Australia,
recognising the proven link between productivity anfrastructure development. That is why
we have a strong focus on the development of g trational broadband network. A national
broadband network would have profound positive adsformational impact across Australia’s
economy. The development of an NBN will represerdradmark investment in Australia’s
economic infrastructure. It is therefore of criticaterest to not only the infrastructure sector,
which will design and construct it, but also thedmler community and the business community,
which will benefit directly and indirectly from itdevelopment.

The rollout of a national broadband network has gbeential to deliver a measurable and
significant productivity enhancement across Augigleconomy. This committee has already
heard evidence at previous hearings and througly méthe submissions it has received about
the link between telecommunications infrastructumed economic productivity. IPA's
submission, which you have before you, referenoesesof this research. To put it in context, a
high-capacity, high-speed and highly functionaliorel broadband network could offer the
kinds of transformation that were brought aboutday, steam trains in the 19th century or the
widespread adoption of motor vehicles and highwatyvorks through the 20th century. Road
and rail brought together knowledge and produatseacity, and | submit that the development
of a national broadband network could offer thet 2estury equivalent.

Done well, a high-speed broadband network has thengal to bring together people, ideas
and knowledge in new ways. It will provide a fundartal overhaul in the way information is
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shared and business is conducted. However, beymnghysical components, the NBN offers
the opportunity to fundamentally realign the reguia structure which sits around our current
telecommunications market and offers the opponyuoitright some of the errors of the past. IPA
therefore recognises the NBN rollout will provide iatergenerational opportunity to undertake
market reform to enhance the productivity and g&fficy of Australia’s telecommunications
sector, to encourage increased private sectorcgation in the market, to promote investment
in new infrastructure and to develop strategiesctvidierive maximum benefits to taxpayers and
to the economy.

While we support the development of the NBN andgbeernment’s stated aim to deliver a
competitive market structure and separation betwieem™NBN co. and downstream retailers, this
committee and parliament should also be lookingrtdertake regulatory reform in the current
market—that is, in the pre-NBN market. The problethat have existed in Australia’s
telecommunications market, the conflicts and trek laf competitive tension, have not gone
away because we are planning a future nationaldbaved network. It is very clear that the
current regulatory and policy framework has notilifated suitable levels of competition
between retail service providers in Australia’®@mmunications marketplace.

A principal driver of the need to reform the predNIBharket is the potential for exploitation of
market power within Australia’s current fixed limaarket and the difficulties that existing
regulation has had in delivering a competitive neairkhis lack of competition incurs in spite of
the operational separation between retail, whodesald network divisions of the incumbent
Telstra. The objective of the current structure wasllow Telstra to glean legitimate benefits
from its vertically integrated structure while eriag that it did not discriminate in favour of its
own retail activities. It is now broadly acceptet;luding by the ACCC, that the current market
structure has failed to ensure a robust, competitharket. The current system of vertical
integration with operational separation has allowelstra to undermine competition within the
market. The current regulation could allow Telstraefuse to sell services to retail competitors,
and Telstra could provide better services or higitandards of service to advantage its own
retail customers.

IPA therefore submits that this committee and parént should pursue a regulatory path that
provides structural separation by splitting thesgrg Telstra business into two new entities: a
wholesale provider and a retail access companystiBgi Telstra shareholders should be
compensated through the splitting of existing shaldings in a one-for-two exchange of shares
from the single current entity to two new businessBeyond the commonality of their
shareholders, these two new organisations wouldatpeas wholly separate entities, with
separate governance structures including a bodrdirncan and executive and, over time,
separate ownership as a function of share markabvar on the stock market. By moving
toward a ‘two Telstras’ model, important compestitension can be introduced to Australia’s
telecommunications marketplace at a retail leveth@ current fixed-line market in the short
term while also allowing shareholders in the ergptentity to derive maximum value from their
current investment.

As | have already stated and as the committee tegopsly heard, it is very likely that the
NBN will be a monopoly, with duplication likely tbe uneconomic at any point in the future.
Infrastructure Partnerships Australia thereforepsuis the commitment of the government to
ensure separation between the ownership of theesala network and of downstream retailers.
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Structural separation is widely regarded as intewnal best practice within the
telecommunications sector and in Australia this lesn the default approach we have adopted
in reforms to gas and electricity markets. The tengsfibre networks maintained by industry
participants should provide the foundation block tlee National Broadband Network. Many
established fibre assets could provide useful corapts of the new network, as they are largely
concentrated in relatively densely populated ar€hs.utilisation of these assets as the platform
for the rollout of the NBN provides an opportunityreduce the overall cost of the rollout, to
reduce the time frames for the delivery of the meknand to expediently open the NBN to the
nation’s largest markets, facilitating high penttra rates and enhancing the likelihood of the
network’s commercial success. Of course, we aresuggesting these assets be nationalised.
The owners must receive just compensation and glosess must occur in a cooperative
manner.

Beyond the initial commitment to the role of thavpte sector in the development of the
network, an ongoing review of opportunities for goarcialisation of components of the project
and/or the early exit of government from networknewship should remain a principal focus.
The development of the governance model for thevorét must seek to bring to the project
individuals with a strong focus and ability to eresuhe successful commercialisation and
commercial viability of the project over the shartedium and longer term. The appointment of
key people within the NBN company—that is, peopiéhvexperience in financing, regulating
and constructing infrastructure—will be critical the success of the project in attracting
investment and to its successful delivery. The afséreasury issuance in the form of Aussie
infrastructure bonds is an appropriate way to raigglic debt to fund the public component of
the project, but the use of debt must always belgntly managed within the context of the
broader economic management of the Commonwealdésnbe sheet.

The management of design and construction elenoéritee project will require strong focus
and strong execution skills. Obviously, when we tlking about a project with anticipated
capital costs of $43 billion, even slight cost aues are significant in scale. In our submission,
we point to the excellent experience of Australstate governments in harnessing the private
sector to reduce cost and time overruns and to geamgk to taxpayers in infrastructure
development. This committee and the government avbel prudent to focus on the best and
most appropriate delivery mechanisms and structiaoresisure outstanding cost discipline and
project management as we move to implementation.

A significant hurdle for the National Broadband Wetk could also be planning approvals
and mechanisms. Concurrently with moves to brirgrityl to the financing, construction,
engineering and technology requirements of the ortythis parliament should also give regard
to how it gives certainty to the project in a plang) development and construction sense. The
appointment of a strong, credible and skilled ahaim, board and chief executive of the NBN
company will play a significant role in the ultineatsuccess of the government’s stated
objectives.

In conclusion, the commitment to deliver a highexhehigh-bandwidth and highly functional
NBN is a very positive development for Australiausiralia’'s economy, our education sector,
medicine, sciences and business, as well as daresisumers, have much to gain from the
development of an NBN. Of course, much has alrdémyn said about the likely changes that an
NBN would bring in terms of how Australia does mess in how we learn and how we better
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compete in the international economy, but it isdhfar us now in 2009 to anticipate what this
kind of network will do and what kinds of innovat®it may deliver. Speaking in 1943, Thomas
Watson, the chairman of IBM, said, ‘I think thesea world market for maybe five computers.’
In 1949, the journadPopular Mechanicsaid, ‘Computers in the future may weigh no mbwant

1.5 tons.’ | contend to the committee from the eutbat a network which delivers a near 100-
fold increase in data speed will empower businesademia and domestic consumers to develop
innovations beyond the scope of what we can conmmpr envisage now. | commend the
NBN to the committee and look forward to your ques.

CHAIR—Thank you.

Senator MINCHIN—For the record, Mr Lyon, your organisation is made of the
infrastructure industry in Australia, as | undenstat.

Mr Lyon—That is right.

Senator MINCHIN—Leightons and all those sorts of people. So yotehavested interest,
by definition, in government spending lots of momeyinfrastructure, no doubt.

Mr Lyon—Our organisation is not a private sector cheeradqébout 40 per cent of our
membership is drawn from the public sector. Whatwaee an interest in—

Senator MINCHIN—That is what | said—government spending moneyndnastructure.

Mr Lyon—Yes. What we have an interest in is seeing infuasiire developed. Of course, our
membership have an interest in seeing infrastracti@veloped but the economy also has an
interest in seeing infrastructure developed.

Senator MINCHIN—But presumably developed so that it is commernciakble. Would that
be right?

Mr Lyon—So it is commercially viable?
Senator MINCHIN—Is that a criterion you apply to infrastructurethis country or not?

Mr Lyon—Certainly when you are looking at the private @&y of infrastructure it needs to
be commercially viable, but there is also infrastuwe which is delivered by governments, for a
range of reasons, which may not have a commer@aillity but is nonetheless necessary, like
local roads and so on.

Senator MINCHIN—Pardon me for not remembering the detail of yawsnsission, but |
presume you were supportive of the governmentgirmal NBN policy, which was to contribute
$4.7 billion of government money to a fibre-to-thede network, with the rest to be supplied by
the private sector, which would have cost—thereewarious estimates—between another $5
billion and $10 billion, so up to maybe a $15 bitli project. You were presumably quite
supportive of that.

Mr Lyon—Yes, we were.
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Senator MINCHIN—Listening to you today, nothing seems to have gkdnn that sense,
but a lot has changed. We are now talking abowunaptetely different project, one that is going
to cost three times as much, that will absorb armaexdinary amount of the available capital in
this country for infrastructure, that will be ediabed under a majority government owned
company but on a commercial basis, with a sell-dawfive years time to be a private sector
operation. But your rhetoric on this does not seemhave changed at all. Prior to the
government’s 7 April announcement, it was hardital fanybody in this country who would
suggest that a fibre-to-the-premises network ia tlwuntry could ever be commercially viable.
As | think | said, sure, we would all love optidabre to everybody’s home. That would be
wonderful. As | said at the time publicly, | wodlave a divided freeway between Adelaide and
Melbourne, because | hate that drive, but no-orgmisg to build it for me because it does not
make economic sense. No-one thought having a fdtke-premises network around Australia
made economic sense. That is why the governmeginally proposed fibre to the node. Now
we have the proposition where the government mag ba borrow—and it is saying it may be
inclined to borrow—up to $40 billion to stick inthis thing, on the basis that it is going to be
commercially viable. Do you accept all those prasisThat is my point. | do not see a change
in your rhetoric at all. You are just saying: ‘Yeakeah, let's have the NBN, whether it's $4.7
billion or $40 billion. What the hell, let’s do'it.

Mr Lyon—It is certainly not a ‘what the hell’ position thewve come from. As | said in my
opening statement, it needs to be very carefutlyctired and delivered. There is always a risk
of cost overruns in major projects. The governmastthey move through the implementation
studies, as they engage their financial advisedsechnical advisers, need to be very mindful of
the risks that sit around delivering large projeetise potential for cost overruns, the potential
for commercial failures. But, at the moment, wendd have a project. At the moment, we have a
policy aim. We are now moving through the procekspugh the implementation study. The
government are moving down the path of putting ecapd detailed studies around how and
what the National Broadband Network will be, howwtll operate and what the project
components of the process will be. But clearly ¢hare risks. That is exactly why they need to
move through a very rigorous implementation stutdys why they need to move through a
rigorous process of assessing the legal, techmicdl financial requirements that sit around
developing something of this scale.

As | also said in my opening statement, the levadebt that is required to build the project
does need to be carefully managed within the brmoealeon the Commonwealth balance sheet.
So certainly we are not suggesting that it is aldeay-care approach. This is a large project,
but it is something that the infrastructure sectdled for when we put out a major paper in 2007
called Australia’s infrastructure priorities: securing ouyprosperity We called for a range of
reforms across a range of sectors, including tm@mspsocial infrastructure, energy and
telecommunications. In that paper, we argued thetralia should be moving down the path of
a fibre-to-the-premises network within, | thinkgdacade, although | do not have the paper with
me. Certainly we are starting to see that now.t #3omething which has had our support. It is
not a sudden change in our rhetoric. It is not djssting our position because of government
policy or government press releases. As with abhwf positions, this follows a long-established
policy basis which we pursue as sector.

NATIONAL BROADBAND NETWORK



Monday, 20 July 2009 Senateéselect NBN 21

Senator MINCHIN—With major infrastructure projects that you arenfisar with, would it
be normal for cost-benefit analyses to be donerbejou embark on spending billions of
dollars?

Mr Lyon—Cost-benefit analysis is an important tool to ass"dements of a project, but it is
one of a dashboard of measures that are used.

Senator MINCHIN—A dashboard of measures; that is a new one. Irenfiember that.

Mr Lyon—It is one of a range of measures that governmeats use to assess the
attractiveness of particular projects. It is obwiguimportant that projects have a reasonable
cost-benefit analysis or a reason why governmeuist wo do it, irrespective. Clearly, there is
more detail which will come out through the implertegion study about the costs and the
benefits of this project, and we look forward teisg them. But, on the face of it, we do support
and have always supported from our foundation asrganisation a move to a fibre-to-the-
premises network.

Senator MINCHIN—But you understand that the government is refusingonduct a cost-
benefit analysis on this project?

Mr Lyon—Yes. The other point | would make to you is tHat, instance, when the harbour
bridge in Sydney—which | think everyone would aghes a significant benefit to the national
economy as well as to the mobility and functioyabf Sydney—was delivered, when it was
opened and when the ribbon was cut, there wererféhaa 10,000 motor vehicles registered in
New South Wales, and they built a bridge at thmetwhich had a deck of 49.2 metres and eight
lanes and that integrated heavy rail and tram. gdiet is that the cost-benefit analysis of that
project at that time would have been lethal, buhatsame time it is a project which has added
to Australia’s prosperity and to our productivityam not saying that cost-benefit analysis is not
important; it clearly is. But it is one of a rangé measures which governments look at when
they are moving—

Senator MINCHIN—But don’t you think it is extraordinary that thegrnment simply
refuses to do any cost-benefit analysis while pgtiat risk $43 billion worth of taxpayers’
money in what it claims is the biggest infrastruetproject of all when the government itself, in
its own Infrastructure Australia criteria, says,eWill engage in rigorous cost-benefit analysis
before committing taxpayers’ dollars to projects’?

Mr Lyon—We are very supportive of full transparency wherames to the allocation of
taxpayers’ money and indeed the selection of ifnature projects. We have been put on the
record as supporting full transparency where tieere commercial-in-confidence information.
We would argue that the government should makdadtaiall relevant information that is not
commercial-in-confidence.

Senator MINCHIN—If this thing proceeds, the government will hagebbrrow at least $20
billion to get its 51 per cent of the project anidl ive asking the private sector to invest the othe
$20-0dd billion. Are you happy that there is thet @ market for that sort of capital, that it will
not cause crowding out of available investmentats]l that it will not increase the price of
investment dollars in the market and that othejgats may fall by the wayside because they are
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rendered unviable because of the cost of capitéhemvailability of capital as a result of this
project proceeding?

Mr Lyon—In debt markets at the moment for, say, a PPRgiojou could raise around $500
to $600 million in Australia’s markets. We are hfypeand believe the debt markets will
recover—

Senator MINCHIN—Millions?

Mr Lyon—Yes, $500 to $600 million. Above that, there is gmmpetitive tension because
foreign banks have retreated from Australia, bat {8 a function and a domestic impact of a
wider global liquidity problem. We believe that thell improve as the global economy starts to
recover. As to the impact of investments of theesclearly there would be a competing call, but
| think it is very early for us to start thinkingp@ut what sort of investment model might be used.
At the moment we need to work out what the proigctvhere it is going run and the kinds of
technologies which are going to be used to powelt its a very early stage for us to start
thinking about what sorts of investment models righ used to deliver it and what sorts of
capacities might be there in a public or a privsgese. What we and the government need to do
IS move down the path of better defining the prpjeand that will come through the
implementation studies as they are ongoing.

Senator MINCHIN—You have still got to raise $43 billion.
Mr Lyon—It is a lot of money; there is no doubt.

Senator MINCHIN—You are a strong advocate of breaking up Telslifas being a
parliamentary committee, is that something thatryorganisation would say, if necessary,
should be by force of law?

Mr Lyon—I understand there has been a range of advice ¢ivgovernment over time about
what they can and cannot do. We would think thaghibuld be a cooperative process with
Telstra—clearly you do not want to have governmeuoisg in and forcibly breaking up private
enterprise where it is avoidable—but, at the same,tit is clear that it has not been an optimal
market structure and if there is an ability to malevn a cooperative path then | think that
should be explored. | think that there would patdiytbe some benefits to existing shareholders
of Telstra and it would also give them the potdnttahave an equity stake in the National
Broadband Network as we move down that path.

Senator MINCHIN—But you are not advocating to this committee tifafelstra decides it
is not in their interests to break the companythp,parliament should pass a law to force them
to do so.

Mr Lyon—That is a very difficult question and one | woldéve as a policy decision to the
parliament, | think.

Senator MINCHIN—You have enunciated a lot of policy here today, UMon. You are not
scared of indicating policy directions that we ddotake. | am happy to receive your advice.
You have advocated separation.
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Mr Lyon—We are on the record as supporting separatioelstra.

Senator MINCHIN—Yes, but should the parliament legislate to fosaeh a separation or
not?

Mr Lyon—I think the parliament and the government shoutdelxploring a cooperative
model with Telstra. They have certainly signallédttthey are keen to cooperate with the
government, and | think that should be the firshpof call.

Senator MINCHIN—When this was looked at in our government, it wastty clear that
there would be a considerable loss of value totfEelsnd its shareholders, which at that time
happened to be the government, from any forcedratpas of the business. Would you accept
that there may be a need for the Commonwealth {@xpao compensate Telstra shareholders
for the loss of value? It would seem pretty cleamie, and | do not know that you would dispute
it, that there would be a net loss of value froreabing the company into two that somebody
would have to be compensated for.

Mr Lyon—The commercial interests of Telstra, its managemed its shareholders are not
necessarily the public policy interests of the Aalsin government, the parliament or taxpayers.
We would argue that there would be a method torbegstructure that with a minimum loss of
value for shareholders, and we would argue thdatgheuld be pursued, but | do not think that
exposing taxpayers to a huge liability for the &ss®f private investors is necessarily good

policy.

Senator MINCHIN—Finally on this structural separation, of whichuyseem to be a very
keen advocate, are you able to point me to anytaefmiinternational study of an example of
structural separation occurring where the telecomaations outcomes are considerably better
than in jurisdictions where structural separatias hot occurred?

Mr Lyon—It is clear when you look around the world thagréh are no particularly strong
case studies of where this has been done bute &atime time, if you look at markets like New
Zealand and the United Kingdom then you can sektligy are beginning to move down the
path of a structural separation—Singapore as Wéky have moved to functionally separate
their providers and they are moving down that p&th.certainly there is a direction which is
being spelt out. But Australia is also moving aubithe front of the developed world in terms of
its moves to reform its telecommunications netw@umeone has to be first. So, no, there is no
strong history of case studies, but we are movimgrda unique path—we are moving down in a
world-leading direction—so that is not a particugarprise.

Senator MINCHIN—I will defer to the others, but is it your contemt that the government
should proceed with this NBN with or without TedsrLet us say that Telstra say: ‘Look, it's
actually not in our interest to break up the conypavie don't want to roll in the copper. We're
happy to proceed as we are. You go and build y&M;Nve'll just keep investing in our copper.
We’re happy to compete with the government’s NBDb'you think that is a realistic scenario or
is the NBN really unrealistic without Telstra rolyj in and cooperating?

Mr Lyon—Again, it is difficult for us to say—it extends yand the detail in which we have
studied this—but | would also say that it is obdlyudesirable in terms of making the NBN a
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commercial proposition that it be a single, semaratetwork provider. So we would think that
an approach that is cooperative between all ofrtbembents would be best. One of the other
things which would benefit the delivery of an NBHI the ability to roll in the fibre which
already exists around various parts of Austral@w® would argue that a cooperative approach,
where it is possible, would obviously be very daisie and would offer the ability to lower the
overall capital cost of the project and delivanita way which is less risky, because you already
have elements of the project which are deliveremlwe think that there should be an all-out war
between incumbent telcos in Australia to get thisg delivered? Of course not; we think it
should be a cooperative approach. If it is dond amil done cooperatively then Australia does
have an ability to deliver a transformational |dapvard in terms of its telecommunications
networks. So we would argue that it should be gpeoative process.

CHAIR—Mr Lyon, you talked about rolling in. Does yourganisation have a view as to
whether this NBN proposal should focus on undeestiareas, be they urban, regional or rural,
rather than areas in which competition is suffidiemobust to arguably deliver the product in
any event?

Mr Lyon—This question came up last time | appeared baf@eommittee. We have a view
of this as a national network, so we do not haparéicular view about which area it is delivered
in first. 1 do note that the government is doindivdey of a Tasmanian NBN, which is an
underutilised market. If it is possible, desirable fits within the frame of what is achievable,
then we have no particular view about whether drinstarts in areas which are underutilised.
What we have a strong view on is that this prapsehg very carefully scoped and very carefully
delivered to make sure that it is commercially {eadnd we are not exposing taxpayers to risk.
The overriding focus should be to make sure thatmweimise and mitigate the risks to
taxpayers in the delivery.

Senator MINCHIN—Hear, hear!
CHAIR—Have you seen any evidence of careful scoping fdm?s

Mr Lyon—The government are moving down the path of doingnaplementation study.
That is when we will begin to see these kinds déitkeand structures considered. It is going to
be a lengthy process. We are talking about dehgesd fibre to the premises network which
reaches 90 per cent of Australians, so it is olsla very significant scale of project. It is
going to be a very complex project to scope, marsagkso on, so the government should take
its time. The NBN company and the department oadband should take their time to make
sure that they are properly scoping upfront thiesrithe technologies and so on to make sure we
get it right in the delivery.

CHAIR—Some may have the view that there is time beikgrtaat the moment. Do you
think that time is being utilised, as you suggeshould be, under the surface to do that scoping?
Do you have any evidence of that?

Mr Lyon—Clearly my evidence is the same as you would risdlee newspapers.

CHAIR—Your submission talks about penetration ratesesR@07 and notes that they have
slowed. You talk about, therefore, the necessitgtép up technology to encourage, if you like,
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saturation. On what basis do you suggest that? #towe know that consumers actually want
what the government is proposing? You are sayinghenone hand in your submission that
demand has eased. Is the government’s proposaleairdelivery in a sense?

Mr Colacino—The periods of greatest growth that we have seewmiqusly were during
periods of increased competition and the provisibnew services. In particular the growth that
occurred between 2003 and 2007 was at the timleeoémtrance of new competitors at the retail
market. During that period in time we saw the gestigrowth. Likewise, international evidence
has shown that periods of increased activity ardpttovision of new services indeed result in
greater growth.

Senator IAN MACDONAL D—Is Telstra a member of your organisation?
Mr Lyon—No, they are not.

Senator MINCHIN—When did they resign? Sorry.

Senator IAN MACDONAL D—Were they?

Mr Lyon—No.

Senator IAN MACDONAL D—AnNd yet they would be the biggest infrastructunpier in
Australia at the moment, wouldn’t they?

Mr Lyon—We have a range of private sector members larfmdysed on construction,
finance and advisory functions and operators ims$eof toll roads, service providers and so on,
but Telstra are not members.

Senator IAN MACDONAL D—Any telcos?

Mr Lyon—We had AAPT. They resigned about a year ago. Wes l@ptus within our
membership, who joined about a year ago. Powerlleva member for a time as well.
Telecommunications are not a strong focus for ysie our interest in a policy sense.

Senator IAN MACDONALD—In your submission you have indicated that an NBNbut
‘has the potential to deliver a major productiviiplift to the national economy’, with ‘the
potential to bring together people, ideas and kedgg in new ways’, which I think everyone
agrees with. But that was the underlying themehef government’s previous proposal, which
was only going to cost $5 billion, as opposed t8 Bdlion. Why is this proposal superior to the
previous proposal?

Mr Lyon—This proposal is superior because it delivers m@@abits per second rather than
around 12. That clearly is a much higher bandwidthich means the network being delivered
has a much higher capacity. The government wepugir a process in terms of their original
national broadband plan. They made a policy detatiin that there was a better way
forward—that is, the delivery of this superfastddband, which is their second scheme. Again,
it is something we argued for in our previous pplicork in terms of national reform of markets

NATIONAL BROADBAND NETWORK



NBN 26 Senate-Select Monday, 20 July 2009

across telecommunications, energy, water and sbBibre to the premises is the way forward for
Australia. Again, it is a very large project anceamhich needs to be very carefully managed.

Senator IAN MACDONAL D—The previous proposals had fibre to the home gtor@ per
cent of the population—which as a rural and redidresed Senator | was pleased about,
although | could never identify which was the twer gent that would not get it—but now the
commitment seems to be 90 per cent. Do you havevaon that?

Mr Lyon—I do not think the original proposal was fibre ttte home for 98 per cent of
people. | think it was to reach 98 per cent of peowith part of it to be delivered by a wi-fi
network.

Senator IAN MACDONALD—So what is the current proposal then?

Mr Colacino—The original commitment was for a 98 per cent cage rate with fibre to the
node, with the existing copper network to the psawito be utilised for the ‘last mile’, as |
believe it is called.

Senator IAN MACDONALD—So the same as the OPEL proposal, more or less.

Mr Lyon—OPEL was the rural and regional wireless end.ofhis is talking about actually
delivering fibre to the premises for people’s homidge original was fibre to the node, which is
the box which sits—

Senator IAN MACDONAL D—But the main difference, you are saying, is yon gat 100
megabits per second instead of 12. Telstra andSQyata provide that now, can't they?

Mr Lyon—What we talking about here is delivering 100 méigaper second to 90 per cent
of the population. That is well beyond the reacltwirent networks, going out into some of the
underserviced areas which Senator Fisher menticetier. It is a policy decision the
government have made to extend the reach of thehrhigher speed network. Provided it can
be delivered efficiently and responsibly, providbd risks can be managed and provided it fits
within the broader directions of government anddapacities of government, then it is a sound
way forward. It is world’s best practice.

Senator IAN MACDONALD—As a group that is vitally interested in infrastiure
generally, do you have concern that this $43 hilli® on top of lots of other borrowings that
some say could reach more than $300 billion? Th&npurse, you have worries about interest
rate rises and perhaps tax rises to pay off dett;hwthen, of course, impact upon the ability of
your members to raise funds. Senator Minchin wimgslong the same lines. Looking into not
next year but the five- to 10-year period, are goncerned that borrowing $43 billion for this,
added on to others, is going to impact upon younbers’ ability to raise funds in the future?

Mr Lyon—We are focused on the view that it is not an elttgroposition between an NBN
and delivering economic infrastructure, which Inthiis at the heart of your question—are we
worried about whether other infrastructure can bkvdred? Of course, we have very strong
focus on the backlog of infrastructure. We recerdglgased a major report into—
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Senator IAN MACDONALD—From your own members’ point of view, they haveget
money in the market. | think you said the markes waod for $600 million or something.

Mr Lyon—At this point in time, around that.

Senator IAN MACDONALD—Somewhere Australia has to get $308 billion, anscsay
that—and that is ‘billion’. Aren’t your members gititly concerned that, if they are out there
competing, it can only put up prices, which is gpto make their future business operations a
bit less certain?

Mr Lyon—None of our members have expressed the concerthéhawill be crowded out of
markets by the national broadband network. All @f members are concerned about the current
capacities of debt markets, but we are very hoptfat they will recover. There is also a
potential that if this project is structured welh@&n it comes to an execution stage that it may
provide a reasonable investment proposition foresumuation funds. We have around $1.1
trillion in retirement savings in Australia at tmeoment, and funds are naturally looking for
long-term sustainable and stable returns.

Senator IAN MACDONALD—AII right. The chair is urging me to finish, whidhwill. Are
you being consulted on the new proposal, which stigms to be very vague? You are hoping it
will be, | think you said, ‘structured properly’s our organisation being consulted about what
the proper structure is?

Mr Lyon—We have not been consulted to date, Senator. iGlgrtthe government are
tendering at the moment for their financial adwsséheir technical advisers and so on. We will
continue to seek to work with the government anith Wie parliament to make sure that this is—

Senator IAN MACDONAL D—Will any of your members be tendering for thossipons?

Mr Lyon—Of course. We have large accounting practices Vaitbe advisory functions as
members, so of course a range of them will be—

Senator IAN MACDONAL D—So that might be the quid pro quo. It should bey/\g®od for
your members who happen to be lucky enough tohgetod on the tenders.

Mr Lyon—Of course. We are talking about an infrastrucfunagect which is going to deliver,
presumably, a cable to large portions of the cquiittis therefore logical and not surprising that
a large portion of our membership, or sections wf membership, will have an interest in
tendering for various components of the work. Il weed to be designed, it will need to be
financed and it will need to be built, and we rejer® those disciplines in the national
infrastructure sector. So, yes, our membership tHage a strong and direct commercial interest
in development of a project of this scale.

CHAIR—Thank you very much, Mr Lyon and Mr Colacino. T¢tmmmittee will take a short
break.

Mr Lyon—Thank you.
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CHAIR—The committee will resume at 10.50 am for a shadate meeting.

Proceedings suspended from 10.37 am to 11.02 am
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GILMORE, Dr Rowan, Chief Executive Officar, Australian Institute for
Commercialisation

NESS, Dr John, Chairman, EM Solutions

CHAIR—Welcome to the witnesses from the Australian tastifor Commercialisation. The
proceedings of the select committee inquiring ith® National Broadband Network are public
and protected by parliamentary privilege. It is @gffence and potentially in contempt of the
Senate for a third party to attempt to interferéhvavidence that would otherwise be given to a
witness as indeed it is for a witness to give falsenisleading testimony. If at any stage you
want to provide your evidence in private, pleasguest that and the committee will consider
your request.

Dr Gilmore—I also appear as a board member of a small Aimtralhanufacturer of
telecommunications equipment, EM Solutions.

Dr Ness—I| am not associated with the Institute for Comradigation.

CHAIR—Thank you for that clarification. The committeeshflasubmission from the Institute
for Commercialisation. Do you wish to make any eotions or amendments to that?

Dr Gilmore—No corrections.
CHAIR—In that case would you like to make a brief opgrstatement?

Dr Gilmore—Our submission related to the terms of refereridae committee, particularly
with respect to the objective to directly suppgrtta 25,000 local jobs each year and to examine
the implications for national productivity investmend economic growth. As | outlined in the
submission, the AIC is a not-for-profit organisatithat was established in 2002 to foster
Australia’s commercialisation of new technologiesl anew knowledge and to seek to improve
the productivity through better utilisation apptica of Australia’s knowledge base and research
base.

The innovation review of Australia was carried dat a committee established by the
parliament last year. In that innovation review device was presented that research and
development was fundamental to economic growthi tttanmercialisation is capable of
improving the innovation stock of a country andtthacommercialisation chasm exists, the
chasm between research and development and transtdtthat R&D into the market, and a
number of recommendations were made to improve citmercialisation of Australia’s
innovation and R&D. One of those was the role afcprement and stimulation of the demand
side in order to help small Australian companiesl fa local base and a local market for their
goods and services.

Our submission was principally to point out the ogpnity that the national broadband
network presented for Australian R&D and for numeresmall Australian suppliers to the
telecommunications market and to express the cortbat the opportunity not be squandered.
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As we pointed out in the paper, historically, poad initiatives in Australia basically have

resulted in very limited industry development ie tielecommunications industry, and it is our
belief that the NBN and the spend associated witlould be, if properly managed, encouraged
and directed, used to help spawn the growth ofidersble new industries in Australia. The

purpose of the submission was to suggest ways inhwthat could be done and to point out
some of the mistakes made in the past, to ensuemduring local telecommunications industry
exists.

CHAIR—Thank you, Dr Gilmore. Dr Ness, do you wish to atgthing?

Dr Ness—I would just make the general point that the NBMne of those rare opportunities
that come along where we have the opportunity bwite a solid industry base to expand our
industry and either reduce our foreign debt or taddur foreign debt. It can go massively either
way, depending on how it is handled.

CHAIR—Indeed. | will kick off with one question. Readingprough the institute’s
submission, it seems to focus more on fibre tonth@e as opposed to fibre to the home. Is that
correct? Is there a reason for that? What are wiews about the deliverability of the
government’s commitment to deliver fibre to the leofor 90 per cent of Australians?

Dr Gilmore—That evidence is based on my own personal expaFien running networks
around the world. Anecdotally, the demand for 10€gabit services to most homes is not
necessary and would be throttled down in most mt&ts anyway. Certainly there would be
businesses in premises that would benefit from rh@gabits per second connectivity, but
without having seen market data my experience wowddtate that that is not necessary in the
great bulk of circumstances. Although connectivstyneeded, one way of providing that would
be fibre to the node that could be extended teemnmes or a small business if necessary, but in
my experience | have never seen the need for wsaleroadband connectivity where universal
would be in the order of 90 per cent.

CHAIR—When you suggest that 100 megabits per secondtismiecessarily needed, what
would you say to those who might say, ‘That commemfa horse and cart type view of internet
technology, and once people’s expectations aretagdacording to what can be delivered then
you may indeed find the need for, for example, dpad 100 megabits per second’?

Dr Gilmore—I would point them to the history of the 1990s,enhTelstra—Telecom as it
was then—rolled out ISDN. | am an engineer, andresggs tend to like to lead technology. We
like to lead the market. | distinctly remember lie tate nineties there was this great big period
when everyone was wondering what the killer appbcawould be that would drive broadband
utilisation. It never emerged. | point out in theébmission that ISDN is a good example of a
technology that is grossly underutilised, andalsetup really was substantially limited because
there were no applications for it. You are suggesthat applications may emerge a decade
hence, and that is quite true, but so too perhajisnew technologies. To have a legacy
investment and then retrofit a legacy investmenanoapplication that does not yet exist and
spend billions of dollars to do that is, in my dpm a risky investment.
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Senator MINCHIN—Dr Gilmore, you have said both orally and in ysubmission that your
views on this relate to your experience. Could goue us a bit of your background, and what
you mean by your experience and whatever expefigdring to bear on this?

Dr Gilmore—I am an electrical engineer with a PhD in microe/alectronics. | worked in
OTC and Telstra in the early nineties and theningd a company called SITA, which is a
multinational telecommunications organisation tipabvided the networks for the world’s
airlines. In pre-internet days, it basically hamdi@l the data traffic between the airlines. |
operated its networks in Australasia and then intiNé&merica and finally in Europe. My
background expertise is with IP networks and intédecommunications industry. While | was at
OTC, | headed an R&D group called Advanced Globatwdrks. We looked at broadband
networks and emerging packet technologies thatepest the internet. We looked at ways in
which broadband demand could be utilised. If yomember, prior to the Sydney Olympics
there was great concern that there was insuffigrgetnational capacity coming into Australia.
That spawned a lot of activity to lay new cablesb&quently, in the 2000s, after those cables
were installed, companies such as Global Crossumich invested huge amounts of dollars
laying undersea fibre cables, have basically disapgy.

Senator MINCHIN—ANd you were with Telstra also at some stage?
Dr Gilmore—I was with OTC and then it was acquired by Telstra
Senator MINCHIN—When it became part of Telstra?

Dr Gilmore—That is right.

Senator MINCHIN—Could you just delve into this issue of demandhgh-speed internet.

| am interested in your exploring that. We heanmaah on this committee from the experts who
say there will be all these magnificent applicasiam the future which will mean that even 100
megabits will seem slow, so we should be talkifi@,megabits. It is sobering to have someone
with your experience say: ‘Hang on a minute. Rellihere going to be that sort of demand?’ |
must say, as background to that, that the goverhitsglf was saying in the lead-up to the
election and subsequently that having 12 megabi@8tper cent of the population was going to
be terrific and set us up for the future. SuddehBbt is passe and we have to have 100. | am
interested in a bit more information as to why yhink projections of demand for such high
speeds are ill founded.

Dr Gilmore—I concede that in regional and rural areas thle ¢tddroadband access for small
businesses is a hindrance to economic growth. the all the time, because our constituency
is not just capital cities; it is entrepreneurs anthll businesses throughout Australia. However,
| guess the question comes down to: at the cussdeamises, what is the end need for large
data rates? If you look at high-definition TV onse&e screens, that potentially would consume
perhaps 10 megabits per second for high-definitigre access. If a customer wants multiple
videoconferences going on at once in high definjtioonceivably one could get up to 100
megabits per second, but for a residential domestisumer it is difficult to see that happening
today, short of technologies like three-dimensiaonalies and those futuristic-type applications.
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Maybe 10 years hence one would be termed a Lutlatiteot foreseeing those applications. |
remember in 1992 or 1993 people were looking fopliaptions that would drive huge
broadband traffic. People spoke about telemediaikthe need for high-detailed x-rays. Those
technologies are available today and we are s#ltimg. High-definition TV is, without doubt,
the greatest consumer of bandwidth and need fougfinput that | can see. Correct me if | am
wrong, John.

Dr Ness—Humans can only drink so much water and your becain take in only so much
data, so you are limited by four million years gbkition. There is no point in feeding in all this
information to people who just cannot processtliiatlis my view of it.

Senator MINCHIN—One of the problems, from the opposition’s poihview, is the lack of
demand analysis, cost-benefit analysis—who is gdodake up these services. Is there a
distinction between, in a sense, the business rrafkbich would include hospitals,
universities, et cetera—and the residential marketrms of potential demand? And is there any
way, in designing telecommunications of the futdih@t you can, in a sense, market segment? |
must say that one of the problems | have as al ftswsservative is spending $43 billion to give
everybody in metropolitan Australia 100 megabits gecond. | think you are quite right: most
of them will never make any use of such speeds.oBuiously there will be, within that 90 per
cent, a range of institutions, businesses and thiko will think it is fantastic. To get the speeds
to those who really can use them, exploit themaddito our productivity, have you got to have
this across-the-board shotgun approach?

Dr Gilmore—Networks can certainly be engineered—and | undedsthat some of the other
submissions point this out—so that the backbonearithas 10 gigabit or 100 gigabit speeds to
local exchanges, and rural and remote Australitaicdy lacks that connectivity. Presumably
there is unmet demand in remote centres, whichdcbelsatisfied by having a network that is
engineered to be able to deliver connectivity ®Ithical exchange. But from the local exchange
there are numerous solutions to be able to reachrégmises. In the domestic residential suburbs
ADSL is the current technology that is used todmy, if a customer demanded it, if there were
100 gigabit type connectivity at the local excharigen it could be extended by a range of
technologies in the customer access network. Serediftiating between the backbone network
and the customer access network, which is the sixterfrom the exchange to the premises, is
one way of allowing that sort of segmentation bemvelomestic consumers and business
consumers that may have applications that needstiratof high connectivity. For example,
campuses and hospitals certainly would need gig@iet connectivity, as universities do today.

Senator MINCHIN—A lot of them have it now, don’t they?

Dr Gilmore—That is right.

Senator MINCHIN—The chair referred to your inclination towards theus being on fibre
to the node, so presumably you were a supportdreofovernment’s original policy of seeking
to, in a sense, upgrade existing copper netwodptizal fibre to the node?

Dr Gilmore—I understand there are technical difficulties wsthpporting the multiplexes in

the node. It depends how we define ‘node’—whetheis ithe kerb or the exchange. But
certainly, from my own observations of what bussessrequire, there is a need for greater data
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connectivity, particularly in regional and remoteas; whereas | understand that those services
are not currently available.

Senator MINCHIN—BuUt, in terms of public policy, where do you thinle are going? As |
think | and the chairman read you, you are sayingt the appropriate approach is the
government’s original approach, which was to inveds fibre-to-the-node network, not fibre to
the premises. Is that a fair reflection? Did yolkena submission?

Dr Gilmore—I did not make a submission on that.

Senator MINCHIN—Just a couple of things on your submission. | wasgued by your
statement at one stage: ‘We have one of the b&storamunications infrastructures in the
world.” Again, we do not hear too many people adyusaying that.

Dr Gilmore—I hear it from Telstra all the time!
Senator MINCHIN—That is your genuine belief?

Dr Gilmore—I think that, for the size of the country and #reay of services we have, we do
have a very strong telecommunications infrastrectur

Dr Ness—It was certainly my belief, up until recent timéiswas very reliable, it did exactly
what you wanted, it was easy to access. You dichaeg all those annoying problems you used
to have in the states of having to go throughtal different exchanges. | think Telstra built a
very good network but, in the process, it alsotbaiVery good business for NEC and Ericsson
and everyone else, except local industry.

Senator MINCHIN—AIso, on page 4 of your submission you make thatgbat a lot of the
cost of building this network will go into civil wks, as you call it, which | can see would be
frustrating for an organisation such as yours. Sau

The spending on digging up the ground, putting amazete, inserting cables and similar civil work®wd be kept
separate and not used to inflate the value of toegt

What do you mean by that?

Dr Gilmore—I think for reporting purposes it would be intdreg to know what proportion
of it is actually used to generate enduring intéllal content that is reusable, rather than static
one-off civil works.

Senator MINCHIN—So just in the way the project is planned and enm@nted there is a lot
of transparency about the investment, the spendvliede it is going and how it is—

Dr Gilmore—I would suggest that, from a public policy perdpesx; the public would be
interested to know what proportion of that spendnigested in developing know-how and
knowledge that is the intellectual capital of thetion rather than in the physical capital that
decays.
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Senator MINCHIN—Of course. You also said in your last paragraph:
There is absolutely no point in building an NBN iétpricing does not at least meet international 1sorm

We have not had any clarity from the governmentualpoicing. But we are seeing one analyst
today, Southern Cross Equities. Its analysis i$ tegil pricing would end up being at least
twice what it is now. Admittedly, people will get faster service but they will be paying

probably twice what they currently pay for a broaad service. Presumably, the international
norm is that you do pay more for optical fibre themu do for a copper service. If pricing under
the NBN is to be twice what it currently is, willdt meet your criteria?

Dr Gilmore—My experience is anecdotal. Certainly, my aneddetgerience involves
running the European network for the airlines awehs a domestic subscriber to broadband. |
came back to Australia in 2003 and there was atgrk@anour that Australia’s broadband
connectivity was lagging behind the rest of theldian spite of the infrastructure being there. It
was absolutely clear to me that, because of tleengriwhich at the time was about two or three
times what | was paying in Switzerland, and thessof constraints that were put on the service,
it is a no-brainer why Australian take-up of donesroadband was lagging behind the rest of
the world. Pricing plans were such that you coubd do anything with it unless you were
prepared to pay enormous sums. Extrapolating meofuture, if we were looking at a price of
$150 for an unlimited broadband service to a regideconsumer, | do not know anyone who
would buy that service. Small business might. Asnall business we certainly would, but not as
a household.

Senator MINCHIN—Thank you.

Senator IAN MACDONALD—You said that your organisation thought that thereuld be
a pilot program for the NBN before it got underway a nation-wide basis. Would you think
that the Tasmanian proposal would be a reasonasigtoject? Would that fit within what you
think would be appropriate?

Dr Gilmore—It depends on the objectives. | must confessveh#t updated myself on the
objectives of the Tasmanian pilot. Are the objezdipurely to test the market or are they to test
industry involvement or test the technology? Peshiaps all three. There is a risk if it is all
three. It is quite easy to test the market andtédobnology and claim to test local industry
involvement but, in doing so, not create any endyimntellectual capital or any collaborations or
participation between small businesses. It couldha end be pre-established, if you like, to
participate in the major infrastructure spend. &aly the evidence for EM Solutions—and John
might want to comment on his involvement—as a mactufer of microwave and RF links, and
it is probably Australia’s premier producer, is ttha has been singularly unsuccessful in
accessing tier 1 telcos.

Dr Ness—It is a difficult thing to break into a well-esteédhed market that has been going on
for 50 or more years. You can understand that ffefstra’s point of view—very conservative—
they do not want to use anyone who is not parinaéstablished supplier network. Of course, to
make their life easier, they go for single supplyements, where they will appoint something
like Ericsson or NEC and then it is virtually imgdde to sell to them unless you have a product
that is not in the NEC, Ericsson or Siemens pad$olThat is not a good way to develop IP
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outside of the main multinationals. There are wargsind it. The most outstanding example in

the area of technology is interscan, going backr3& years, where IP started in the department
of transport and CSIRO. It never actually resultethnding systems for planes but it did spawn

a whole network of antenna and other companieseNdérthem have got much above the $100

million mark, but for some of them there is someghlike $250 million turnover in this country.

Senator IAN MACDONAL D—Just getting back to the pilot program, what woytd think
would be an appropriate pilot program? What did yaue in mind?

Dr Ness—Personally, |1 would think you would have to cowamething in the order of
100,000 people in a small town and a somewhat damgonal town to get some idea of the
different dynamics. It would be rather risky to gatb this whole network without some solid
evidence of what people would want. My view is tttegre would be a huge asymmetry in the
residential user compared to the business usethEdousiness user there might be roughly the
same amount of data going both ways; for a resalemtoperty there would be as lot more data
coming in than going out. | think these ideas stidug tested. It is always good to do cost
benefit analyses, but from an engineer’'s point @wvcost benefit analyses can often be
sabotaged by the economist as reasons to do nothimguld be much more in favour of an
actual experiment as proposed in Tasmania.

Senator IAN MACDONALD—This is a difficult question, but do you have adga of the
cost of 100,000 pilot program? Would you care tketan informed guess? Would you be
looking at hundreds of millions of dollars?

Dr Ness—It would depend on the infrastructure there. lblgably would be hundreds of
millions of dollars if you had to lay all the fibredid seek some information on those costs from
a person | know who was involved in that, but unfoately he is overseas and did not respond
in time. He could have given me more informatiortlos actual cost of doing that.

Dr Gilmore—I would think the capital budget would be of tlhatier—probably at least $100
million.

Senator IAN MACDONALD—Dr Ness, with what you know of the Tasmanian peabo
would that be a reasonable—

Dr Ness—I think it would be a reasonable attempt, provitleel aims are set out clearly as to
what they are trying to do and it is all kept open.

Senator IAN MACDONAL D—Thank you.

CHAIR—Thank you very much, Dr Gilmore and Dr Ness.
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[11.31 am]

COSGRAVE, Mr Michad, General Manager, Communications Group, Australian
Competition and Consumer Commission

HOME, Mr Richard, General Manager, Strategic Analysis and Development Branch,
Australian Competition and Consumer Commission

PEARSON, Mr Mark, Executive General Manager, Regulatory Affairs Division,
Australian Competition and Consumer Commission

SAMUEL, Mr Graeme, Chairman, Australian Competition and Consumer Commission

WILLETT, Mr Edward, Commissioner, Australian Competition and Consumer
Commission

CHAIR—Welcome. | presume that the representatives ft@ACCC are very well aware of
the rules and regulations governing inquiries tikie. Thank you very much for your attendance
today. Would you care to make an opening statement?

Mr Samuel—No, | think we will go straight to questions.

Senator MINCHIN—I hate to do this to you, but | would like to gadk to the original,
failed tender for a fibre-to-the-node network. Fridme ACCC’s point of view, do you have any
objections to the release of your report to theseixpanel on that tender?

Mr Samuel—No. In fact, the bulk of the report that couldre¢éeased, other than the material
that is commercial in confidence, has been releasquhrt of our submission to the Department
of Broadband, Communications and the Digital Ecopohiat is the submission that we made
on Regulatory reform for the 21st century broadbarglbject to confirmation from my
colleagues, there is very little in the report e expert panel that is not now set out in the
submission that was made to the department inigeléd the regulatory reform, other than the
material that would have to be redacted—that s cttmmercial-in-confidence material.

Senator MINCHIN—You refer in that document to the fact that thpeapices to it were all
appendices to your report to the panel.

Mr Samuel—That is right.

Senator MINCHIN—Beyond those appendices, what was the naturesahtterial supplied
to the expert panel? It went into the issues o @adividual submission, did it?

Mr Samuel—In summary form, it dealt with the material otliean the appendices, which are
a direct take from the appendices to the repothéoexport panel. The rest of the material in
what is called the substantive part of the repanhtwnto an analysis of the tenders in terms of
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competition and then contained one or two broadwse chapters, the detail of which is
probably better exemplified in the appendices.

Senator MINCHIN—But, again, for the sake of completeness and stiiethe blacking out
of references to particular commercial-in-confideneformation, you do not have a problem
with your report being released from your perspecti

Mr Samuel—I think you would find it would be blackening ogertain chapters which
contain the material that relates to the commeirnigbnfidence elements of what has been
submitted by the tenderers, but other than thatrélse of the material is quite open, and we
would have no objection to it. It is a matter favgrnment, but | doubt that whatever is not
contained in this document that was contained énettpert panel report that we provided would
elaborate much more on what is contained in themghipes that are set out in the submission.

Senator MINCHIN—That is helpful. You have not been instructed twotelease it? Your
position is that you provide to the panel and iaimatter for the panel/government as to what
they do with it.

Mr Samuel—That is correct, yes.

Senator MINCHIN—One of the issues that the Senate must confraifiaisthe Senate has
passed a resolution that it will not deal with &8N related legislation until the government
tables both the expert panel report and your subiamsto it. That is why this is a continuing
matter of interest to us. As | understand it, fratmat you are saying and from looking at your
appendices, your report does not go to this is$ubeoviability or otherwise of a fibre-to-the-
node network. For those of us who are strugglindhéabsence of the expert panel’s report—all
we got was a very brief extract and governmentstahts—the reason that the government
seems to have abandoned that original tender wascdmpensation cost to Telstra—this
argument: oh, well, there’s $20 billion worth ofpper that would have to be compensated for
and that just makes the whole thing unviable—andiesanoved on to fibre to the premises. But
your report to the panel would not have gone toigsaie, presumably.

Mr Samuel—No, it did not. That was not within our remit. Otegmit was to analyse the
issues of competition and the competitive elementthe submissions that had been made in
respect of the proposal of request for tender,ssndie did that, but not to go into the economic
viability of the fibre-to-the-node network. That sva matter for the expert panel and other
advisers to them.

Senator MINCHIN—Yes. From our perspective, it would appear thatahginal policy of a
fibre-to-the-node network could in practical termsa sense only be done by Telstra. It was
originally a Telstra proposal to upgrade their retwto fibre to the node. | do not need your
comment on that one way or the other, but thahésliackground. In a sense the government
admitted it by saying, ‘Oh, well, if anybody othian Telstra did it there would be $20 billion
of compensation, so it is pointless to go down gzh. We might as well put the $20 billion that
we would otherwise have to spend on compensatitnroiling out fibre to the premises.’ It
goes to this question: it was only ever realistcontemplate Telstra being the architects of a
fibre to-the-node network. But it just reminds me—
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Mr Samuel—Do you want me to respond on that particular i8sue
Senator MINCHIN—If you wish to respond to that.

Mr Samuel—I know that that was, if you like, the acceptedsaam, particularly amongst
media commentators and others. | am not sure Kizdtis entirely correct. This goes back to
some issues and some discussions and communicat®mad with Telstra that preceded this
particular tender process. We need to remember time way or another Telstra was
indicating—whether it had a right to do so or r®another matter—from as early as 2005 that it
was entitled to some ‘compensation or paymentegpect of its copper network. In the event
that a competing tenderer was to roll out a filor¢hie-node network, then Telstra was
suggesting—and | have to say ‘suggesting’ thatabse it was coming through various means
indirectly through the media and comments being enag Dr Burgess and others—that if
another tenderer were awarded the right to rolltbetFTTN then a compensation was payable
to Telstra in respect of the copper lines.

Equally | think it is fair to say that it was cdrtly our impression that it was Telstra’s belief
that, if it were to roll out the fibre-to-the-nodetwork, it would expect to be paid for the use of
its copper lines. But that payment would have bee® not paid by another tenderer and then
passed through to consumers; it would have bedrage directly imposed on consumers. That
reflects that some of the charges that were suggdst Telstra might be payable by consumers
if it were to roll out a fibre-to-the-node network.

Mr Willett—Just to add to that: that is the reason it wasreally at the forefront of our
minds, because we knew that there was a pricingeisr the remainder of the infrastructure
that was going to be used by the FTTN proposalgartdess of whether Telstra was the
proponent or someone else was the proponent. Deatrtbt mean it was an easy issue. This was
a key issue in whoever built the infrastructurewlis not one that was going to be easily
resolved, but it was an issue for any proposalm~oair point of view, the valuation should be
the same whether Telstra uses it for itself or Wwleanother proponent uses the infrastructure.

Mr Samuel—If you were to go back through public comments enag the proponents of the
G9 network—which is going well before the currenvgrnment’s request for proposals—they
suggested that, if compensation was properly payablelstra, then that would be an add-on to
the charges that they had set out in their proposelrtaking that was put by FANOC to the
ACCC and would simply be passed through to conssinWwhat Telstra | think was suggesting
was, ‘If we roll out the fibre-to-the-node netwonkg’ll impose the same costs; we’'ll simply
pass them straight through to consumers.” So, reitvee/—whether Telstra rolled it out or
whether it was FADOC, G9 or whoever—Telstra’s ppon was that, one way or another,
consumers were going to pay for the use of thgdpeo network. It would not have made any
difference whether it was Telstra or someone else.

Senator MINCHIN—I do not want to drag you into the weeds of whatgened in 2005, but
was that one of the major sticking points as to Whistra and the ACCC could not come to
agreement on the basis on which Telstra mightadtgbint have proceeded with its upgrade?

Mr Samuel—You are dragging us back to some interesting amalgnd discussions. | am
reminded, having recently read Paul Fletcher’'s bablsome of the discussions that took place
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through that time. It is a very good account adyualrecall, with some fond and not-fond
memories, Dr Burgess’s comment in June 2005 thatvere 98 per cent of the way there. The
problem was that the other two per cent was a fattited door with a lost key, and Telstra knew
the whereabouts of the key. So | do not think thatwere close at all. The problem was this:
Telstra had views on its pricing; it also had viewsother aspects of terms and conditions of
access; we had not reached agreement—we were malzing the way—but in the end Telstra
simply closed the door, locked it, threw away tley land said, ‘We’re not prepared to discuss
this any further.’” | do not think that we could ohatively say that we even got close to a clear
position where we would have been able to have quit even to the public arena for
examination the pricing proposals that Telstra puaising to us back in May-June 2005.

Mr Willett—It is fair to say that probably the most contensiassue that we have had in
recent times between us and Telstra has been ihatiea of the raw copper for the provision of
unconditioned local loop services and line-sharsegvices. Of course, any fibre-to-the-node
network would use part of that copper, so | thimuycan take it from that we still have not
solved that issue.

Senator MINCHIN—I understand that. So the valuation of the coppas always a major
sticking point.

Mr Willett—Yes.

Senator MINCHIN—On another subject, one of the interesting issuéis whole space is
the issue of infrastructure competition. It is matked about. We had an earlier witness, Mr
Moore—who is still with us—who did not want to utbee word ‘monopoly’ but spoke in terms
of one provider of telecommunications infrastruetur this country. One of the unsaid things in
all of this is: if the government starts rollingtaan optical fibore network under the guise of a
new corporation, what happens to the existing felstetwork? Is it that you foresee the
possibility or likelihood that we will have comped networks? Do you see that as desirable or
are you indifferent to that outcome? Are currerigyocsettings adequate for the potential reality,
which we have not had before, of significant fiXagk competition, because there is still plenty
of life left in the copper, as | understand it?

Mr Samuel—There has been a lot of discussion about thisomes areas of the media
suggesting that it is the only way that the fibvehie-home NBN proposal by the government
can be economically viable. This is not a mattet the have addressed our attention to because
we have not been involved in the economic viabiitghe FTTH rollout. | think that as a matter
of broad principle—and | underline the words ‘bropdnciple’—the ACCC favours a
competitive environment, whether it is in respettfiged line, or the alternatives, which
included wireless. But the extent to which thatdmees an integral part of the economic viability
of the fibre-to-the-home network is not a mattettlve have put our minds to. We have not been
involved in that analysis.

Senator MINCHIN—You have a long-standing commitment to seeingseygaration of the
wholesale and retail elements of Telstra and yooane committed to that. One of the Telstra
arguments, and it is an argument others also ptibat, if we are going to build the NBN and it
is potentially going to compete with Telstra ani igoing to be there in eight years time, what is
the point of going through the breakup of Telstoavnwhich is a process that presumably would
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take some time, be quite costly, expensive andnpiatly legally fraught. Why on balance do
you believe that it is nevertheless important tespa that course even with the advent now of
the NBN, which is quite different to the previousvgrnment’s proposal?

Mr Samuel—We have to go back to basics and understand thah rof the debate that has
particularly occurred over the last four or fiveayg—in fact it has been occurring since the
introduction of some form of competition into ted@emunications—has been over the issue of
regulation. There is almost a sort of a tradedbffou want effective competition, then it is best
achieved by putting in place the right structurbe Tefault position is to try to put in place a
regulatory environment—some would describe it asegulatory straightjacket—to try to
achieve the same outcome. Regulation is invariablyunsatisfactory means of achieving the
outcome that could otherwise be achieved by straktneans. | liken it in parallel terms to what
happens in relation to mergers. Regulation seekspose behavioural disciples on the parties
that we are seeking to involve in the competitivecpss, whereas structural undertaking, as we
have in mergers, try to put in place a structued timeates the incentive for competition, or at
least a disincentive to act in an anticompetitivecpss. Therefore, we take the view that if we
are to try to diminish the role or regulation, wét the inherent deficiencies and disadvantages
associated with regulation, the only way to do taio proceed down the structural root, and
that is structural separation.

Mr Willett—Remember that we are talking about eight years, lvehich is nearly as long as
the—

Senator MINCHIN—Some think that is optimistic too, | would haveaidd.

Mr Willett—That may or may not be the case, but | think veetalking of at least eight years
and that is a period that is at least comparabtbageriod of competition that we have had in
telecommunication, so it is a very significant pdriWe are very conscious that we want to go
into the NBN with a market that is as competitigdtacan be because that will make the best use
of the NBN—the more dynamic it is and the more &ffthat are available to people then the
more attractive the taking up of broadband servinesx the NBN will be. If we are talking
about rolling out NBN tomorrow and it being complgin one or two years then | would see the
point that you are making. But we are talking eigbars and the structure, the behaviour, the
conduct and the competitive nature of that marketgaing to be pretty critical over that period.
Also, it will involve some adaptation to the fabat NBN is coming in. As soon as NBN was
announced, market dynamics changed. People migheXample change their plans about
DSLAM rollout. The regulatory environment has gottake that into account and it has got to
do what it can to promote competition in that eornment.

Mr Samuel—We need to recall that what | call ‘behaviouraukation’, which is what we
have at the current time, is always subject to ggrby the incumbent. It is subject to gaming in
this respect: first of all there will be gamingtbe regulation, but there will also be gaming of
the processes that have to be built into the régylgorocess—the processes of appeal and
review that are necessary elements in ensuring tthere is proper administration of the
regulation by the regulator.

It would be no secret that the ACCC has, in respéttte current regulation, had to deal with
a whole range of appeals and reviews to the AustraCompetition Tribunal—the so called

NATIONAL BROADBAND NETWORK



Monday, 20 July 2009 Senateéselect NBN 41

merit reviews—which ought not to take place witpect to our arbitration decisions, but do
take place by referral to the Federal Court und2dR processes. We have seen the outcome of
those, not the least of which was very late lastkv@he operational separation regime that was
introduced by the previous government, as we haenluite open in saying, just has not
worked in achieving its objective, which was to émyd bring about some form of incentives for
equivalence of dealing in relation to wholesaleeascto Telstra’s network. It has not worked. It
has been a dud.

Senator MINCHIN—While we are on that subject, | note reports fftat have extended the
fixed-line declaration by five years. The repoanh reading, fron€ommsDaysuggests that that
is unprecedented. Could you just brief the committe exactly what you have decided and
whether that is an unusually long extension. Cquldtell us the basis of this decision?

Mr Samuel—I am not sure that it is unprecedented. What wee hdone is to extend the
declarations over those fixed-line services—andafaery good reason. We are moving into a
period, now, with the potential roll-out of the NBlMnd we need to ensure that during that
period consistent with the regulatory regime tlsaturrently in place we can try to encourage or
bring about an environment for competition in redpef the still-retained and continued-to-
operate fixed-line network. Therefore we have ed#éehthe declarations for five years, but we
have also noted that, to the extent that the NBidlled out and starts to provide either a partial
or total substitute for some of those fixed-lingvames, there is the capacity to relax the
declaration implications by the process of eithameption or a review of those declarations. So
to provide a degree of certainty through this pes@ have said, ‘Let’s declare those services or
continue the declaration for a period of five yearg with the ability to roll back those
declarations by means of exemptions and/or revieilveodeclaration process.’

Senator MINCHIN—CommsDayin its report says it is an ‘unprecedented extarisiHave
you never extended anything like this? Is it tive fyears that is unprecedented?

Mr Cosgrave—That is correct, Senator, largely because theree Haeen issues around
overlapping declarations. This is a good examplevbére a regulation has adapted to the
announcement of the National Broadband Network.Wiee initially contemplating a shorter
period of declaration but with the announcement aet we saw as a need for regulatory
certainty during the transitional period to the NBMe felt it was appropriate to give that
regulatory certainty by providing for the maximureriod allowed for under the legislation,
which is five years.

Senator MINCHIN—Okay.

Mr Cosgrave—This is the maximum period allowed under the liegisn. But, as Mr
Samuels made clear, no-one is quite sure how ttarggoing to develop over that period. The
regulation is sufficiently flexible but if thingseglelop in a way that someone can make a
credible case that the regulation should be withdrthen they should make that case.

Senator MINCHIN—I appreciate your interest in certainty; it thimks appropriate. Are you
concerned about the real risk of a lack of invesinaeiring this transitional phase, which has an
effect on competition, particularly in relation@BSLAMSs? Some of the ISPs and others must be
wondering about the wisdom of further investmentthe existing network. Just as you are
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anticipating the NBN, so will they. Is that someigdpithat is concerning you, or that you have
analysed or had a look at?

Mr Willett—It is certainly an issue of interest. Let me skyrdistinguishing between parts of
the network, because we have the access networthwhy and large, the NBN is going to
replace; then there is the service provider’s cw®vork. | do not see any reason why there
would be any disincentive for investment in coregwweks other than in those areas of
transmission that the NBN is going to touch onfdat, you would expect that a development
like this would be stimulatory to investment in egretworks in preparation for the NBN.

The question about access networks is more diffianid it is by no means clear, firstly, what
the incentives for investment will be given thatngoof the payback periods on some of these
investments are pretty short. It may be that theoaild be some chilling effect on some
investments, but it is not clear that that is a Hadg. Graeme spoke a moment ago about
competitive infrastructure. When you are dealinthwietworks that have quite distinct declining
costs on utilisation, the question about what igieht and what is desirable is quite a difficult
one and it goes to questions of technical efficyjeatiocative efficiency and dynamic efficiency.
Some of those efficiency considerations can coantezach other. You might have a monopoly
service being technically efficient but reducintpedtive efficiency.

| can recall that with the debate about mobile ks in Australia, for example, there was an
argument that it would be technically efficienthhave just one network, or at least substantial
components of the network being a monopoly servind, then of course there would be
allocative and dynamic efficiencies lost througlke thss of competitive infrastructure. So the
balance on mobiles, | think, came out in favoucompetitive networks, although we do have
substantial economies of scale and you are nofggoisee a lot of mobile networks in Australia.

The same sorts of questions—not necessarily thee sammwer—are involved in the move
from a copper network to an NBN, and what the righiel of investment is from an efficiency
perspective during that period and ultimately iguestion that we do not feel competent to
answer at this point and that | do not think anybisdcompetent to answer. We will just have to
see how things play out, and if there are probldrasare emerging then that will be something
that government might need to address. But, fottithe being, having everyone able to make
whatever investments they see fit in the contex@roNBN ultimately being rolled out and being
able to offer whatever services they want to isbpldy the right answer. So, if you are not
getting a clear answer on—

Senator MINCHIN—No, | understand the difficulty of your position.

Mr Willett—whether the NBN should be a monopoly or not, there a whole lot of
considerations.

Senator MINCHIN—ANd there are investors who have to make a judgraéout their
confidence or otherwise in the time frame for tH&N\Net cetera.

Mr Willett—That is right.
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Mr Cosgrave—Those companies have had to make those judgmealy, for the last five
years because the potential for an upgrade tora fibtwork has been around for at least that
long and people have been making their judgmenssrekently as last week, | think, one
company announced an intention to continue to ine®SLAM infrastructure. Others may
not, but those are the investment decisions thes &gainst the more general environment of the
potential for an upgrade to a fibre network.

Senator MINCHIN—Thanks. | wonder if you are in a position to giés committee any
response to Telstra’s proposals contained in thelmission to the government’s regulatory
reform discussion paper, which | thought was a gealoimission from Telstra in the sense of
being accommodating and conciliatory. They put wp br three quite specific proposals for
public consideration. | do not know whether youdagsponded to them or whether you believe
you are in a position to give any response to, égample, the independent technical
telecommunications adjudicator that they proposieely enhanced price-monitoring safety net
et cetera. There is obviously this issue we refetoebefore, the regulated cost of the copper
network. | think they have proposed this beforet they have incorporated again in this
submission an expert assessment of the two costlsadth the results being binding. Are you
in any position to respond to those proposals—mxdhey are obviously of interest to this
committee as we go forward?

Mr Samuel—We are dealing with the regulatory review for finéerim eight-year period.
Obviously, a lot of submissions have been madéédodepartment on that. In many respects |
think it is fair to say that that is now in the Ilap the department. It is a matter for the
government ultimately as to the course that thdgo We put it in our submission. It is clear. It
is in the document you have got. We have to leaveow up to the department and such
discussions they may want to have with us in refato the matters that we have submitted
and/or that Telstra or other parties have submitted

Senator MINCHIN—So your practice is not to comment publicly onesth Telstra’s is not
just any other submission of course, but your jracivould be not to comment publicly on
other submissions, is it?

Mr Samuel—What happens is that we get into a public debatgich is always fairly
unsatisfactory, as to the merit or otherwise ofteratthat are in individual party’s submission.
That is not terribly helpful. | think it is probabbetter that we do it in an environment where we
can address the issues in a lot more detail, aatdatifi be if the department wants to consult us
on any of those issues. Ultimately, the departniest received 90 or more submissions. The
department will make its own recommendations tonti@ster.

Senator MINCHIN—But you would expect to be consulted on submissiofnthat kind
involving regulatory arrangements going forwardesy?

Mr Samuel—I would be surprised if we were not, but let us Bew it all pans out.
CHAIR—What do you envisage will be the regulatory enwin@nt for the Tasmanian rollout

and what will be the implications then for the s#ion to the full rollout? Are you able to
comment?
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Mr Samuel—Only in the sense that what we call the Tasmaro#laut is probably stage 1 of
what could be a 10- or 15-stage rollout of the NBiNhappens to be the first one that will
potentially occur some time this year. Howevers tteally goes to the whole structure of the
NBN or the NBN Co. | am aware obviously from puldizmments made by the minister, even
as late as yesterday morning on the ABC, that the¥ea whole range of issues that the minister
IS examining there.

We can go back to the minister’s statement mad& @pril and our clear position that the
NBN Co. ought in our view be structured in a wagttbnsures complete structural separation
from the ownership and management of the netwaak whll be rolled out. Whether it is the
stage 1 Tasmanian rollout or stage 15 or stagat2fyght to be structurally separated from
service providers. That is a two-way structuralasapon. Service providers ought not to have a
degree of control over the ownership or manageroketite NBN Co. and, likewise, the NBN
Co. ought not to have an interest in any serviavigder. That then gets us into a structural
position that focuses on the discussion that | Wag Senator Minchin earlier, which is the
desirability of having the right structure in plagher than having to rely upon behaviour or
regulation.

CHAIR—If indeed there is separation and therefore ireotd facilitate greater competition
you do not need so much regulation, which is pawlwat | understand you to be saying, then
what is your perspective on the discussion ovemtéekend on ABC about the prospect that if
Telstra were to structurally separate then shadehslof Telstra could be offered direct stakes in
the NBN Co. and in the context of the minister sgythat the government was prepared to
consider that? What would be your perspective ahftom a competition angle?

Mr Samuel—I think we are getting into discussions of polayd | have to say, as you know,
we do not discuss policy matters in the public areat more particularly |1 would not respond to
media commentary, even by the minister, on varjgnaposals. | am sure there are a range of
issues the minister is currently considering imtieh to the structure of the NBN Co. and | note
that one of those was raised on the AlB€ide Businesprogram. These are matters of policy. |
am sure that, if the minister wants our advicetphe will seek it in due course.

CHAIR—Going back to your proposition to Senator MincHihear what you are saying but,
if there were structural separation and if Telstnareholders were then able to buy directly into
the NBN Co., in order to encourage competition wlothlere be a need for less regulation or
more?

Mr Samuel—I think the proposal that Alan Kohler was puttiagthe minister on Sunday was
along the lines of Telstra selling substantial paiftits current network into NBN Co. | think the
minister indicated that a non-negotiable elemerd txat the government would retain 51 per
cent of NBN Co. and that the remaining 49 per ceight be owned by someone or a few
someones. Mr Kohler was putting that propositidhthHe purchase price payable by NBN Co.
for the acquisition of Telstra assets involved eean NBN Co., might it not be an idea that
those shares rather than being owned by Telstrahtmégitually be owned by Telstra
shareholders—in other words, under an arrangemaistributed through to the Telstra
shareholders?’ The minister responded that thanedelike a reasonable idea that he was
considering, along with a whole range of othensould be putting on my investment banker’s
hat if | were to give you a view on all that, buseemed like a rather tidy means of achieving
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some form of public shareholding in NBN Co. Buisitreally a matter of policy for government
ultimately as to how the structure is set up.

The fundamental issue that we have had a view rhwdnich the minister has already had a
view on in terms of the 7 April 2009 statementthiat it will be complete structural separation.
Our view is that that is fundamental to the wayMard to create the true competitive dynamic
and the competitive incentive in relation to NBN.@md that we ought to focus on that. The
mechanism by which it is achieved is ultimately stilmg that | am sure the government and
the minister are currently examining.

CHAIR—So you are not able to express a view at thisesstago whether if the scenario that
you painted were to eventuate it would require leggilation, the same regulation or more
regulation in order to encourage competition; & tight?

Mr Samuel—We have certainly expressed the view that if $tmat separation were to take
place then there would be less need for behavioemllation. We expressed that view in an
appendix—I forget which appendix it was—to the sigson that has gone to the regulatory
review. It has consistently been out view that ttrral separation diminishes the need for
stringent behavioural regulation, and that in ftbals to be good certainly for the regulator and
for those who are subject to regulation.

Senator IAN MACDONALD—In principle, what is your view about the medianganies
investing in the NBN Co.?

Mr Samuel—To be honest, | do not think we have examined thitink what we need to do
is focus on the structure of NBN Co. itself. Of csy Mr Kohler is not going to be putting
major submissions in, | would not think, on thisus, but one of the things he suggested
yesterday to the minister was that there should bestriction on the level of shareholding by
any particular party and its associates in NBN IGbink the level of shareholding suggested by
Mr Kohler was around 15 per cent. | think he isrbating that from other legislation such as the
foreign takeovers act, the financial services di@dkng act, cross-media regulations and airport
legislation. There is some precedent for settirag Hort of a cap, but I think the fundamental
issue is ensuring that service providers do noefashareholding either on their own or of such
that they can act in concert with others that watrkehte the disincentive to provide equivalent
access to all parties to the network.

Senator IAN MACDONAL D—Would media ownership of part of the company hawng
impact on the cross-media regulations?

Mr Samuel—We are getting into a complex discussion that adigipated in over the past
two or three years in relation to deregulation mfss-media ownership. | need to go back to
some fundamental principles that we discussed thréeur years ago in this context. In relation
to the media itself, we look at three elementshaf imedia process. There is the element of
distribution of media content. In the past, eahig tcentury, it was certainly the view taken by
the ACCC that it was fairly fundamental that wewvdra distinction in market terms between
print media, newspapers, electronic media sucladis and electronic media such as television,
with even a question mark over whether there wseparation between free-to-air television and
pay television.
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The view that we have been putting in more recemes is to suggest that those distribution
channels are starting to break up in terms of thednto draw distinctions between them in
market terms. The intervention of convergence aadiqularly of the internet is adding,
potentially, many hundreds of distribution channeismedia content out to consumers rather
than the rather limited number of distribution chels exhibited by the ownership of radio, free-
to-air television, pay television—as we currentivé it structured in ownership terms—and our
newspapers.

You then move back to the pipes. What we haveisaituht it is becoming far more important
now, we think, to concentrate on ownership of tipeg and then ownership of the content that is
thrust down the pipes to these various distributioannels. If the focus of the ACCC in terms of
competition is heading much more towards the owmerand control of the pipes and the
content that is thrust down those pipes then, lsleae would need to examine the question of
whether or not media companies were, either alontentially with others, taking some form
of ownership and management of control of the pnveh, in this case, the pipe being the
National Broadband Network.

CHAIR—Do you have a view from a competition perspectiseo whether or not the NBN
should be rolled in or rolled out? There are uneleed areas in cities, regionally and
particularly in the country. What is the competitionpact of having an NBN co. focus on its
delivery in those underserved areas and leavingrateas, in which there arguably already is
existing private sector competition, to their own?

Mr Willett—I probably do not want to get into too much debatause that is a question of
commercial viability and the economics of the rotlo

CHAIR—With clear competition implications.

Mr Willett—Indeed. There is one point, | think, that is wontlaking and that is that the
situation here might be very different with a fikcethe-premises rollout than it would have
been with a fibre-to-the-the node rollout. Cleaflgre to the node was replacing the existing
infrastructure and the incentive was strongly oroexer proposed that rollout to roll out in the
high-value areas first, which were probably alreba&yng served by digital services in some
respect in any case. | think it is different fdore to the premises because the economics might
be that you target people who do not have any cesvat all first. So the incentive and the
procompetitive outcome might be to start rollingrnom the outside and service the people who
do not have any digital services at the momentvaimol might be more willing to take up those
services via an NBN. You would get more scale @t $ort of exercise and the whole proposal
looks more viable. So that is possible. | thinkttlsaworth noting. Perhaps Tasmania is an
example of that very thing where the state that prabably the least available broadband
services in terms of an access network is targitsidas the place where the network will be
rolled out.

CHAIR—If that were to happen then what would be the ioaplons for the regulatory
environment and competition?

Mr Willett—I think there is a basic issue here that we carbagk to which is that, as a
matter of policy, our understanding of the NB netiis that it will be an open-access network
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to provide services on a non-discriminatory basssurances as to equivalence and at prices that
will reflect cost. From our perspective, that ipratty good regulatory objective as well and that
is what we would want to see happening with thisvpek. What regulatory intervention is
needed to assure that is much less clear when gontg detail about if such an entity had so
much ownership and they got a little bit more, winaplications that would have. The bottom
line is that the regulatory environment should bardrusive as it needs to be to ensure those
fundamental principles of access. At the momenthasxe not done any work on exactly what is
needed there other than we understand what agaitstservice is and it is probably going to be
the focus of access services on the NBN, but we mt done any work on what regulatory
interventions are going to be needed.

CHAIR—So0 when do you expect you will be doing that work?

Mr Willett—I suspect we are probably going to get involvedliscussions in the not-too-
distant future but they have not been triggeregeas

CHAIR—Can you be any more expensive?
Mr Willett—I do not think we can be at this stage.

Mr Cosgrave—I do not think we can be. There are ongoing disicus with the government
and they will be continuing.

CHAIR—Mr Samuel, you were going to volunteer an answaatiex before Mr Willett
helped. Do you have anything to add?

Mr Samuel—No, | am quite happy to leave it to Mr Willettsn@wer—save to suggest
perhaps that in the context of moving from the ioletsn or vice versa the issue is probably
slightly diminished in its importance when the ldaallout of the fibre to the premises network
is brought back to 90 per cent of the populatiomiainct from 98 per cent. The remainder of
the population is to be serviced by a wireless netwThe 90 per cent that we are talking about
tends to be from a more densely populated area—igimait to say that it is the CBDs but it does
tend to be the more densely populated areas. Tdrerg¢he issue, in terms of commercial
viability, of whether you start from the outsidedacome in or vice versa potentially become
slightly less relevant than it might have been wragtealternative.

CHAIR—Potentially, but if you take the view, as | doatilall Australians deserve equivalent
access to equivalent services at equivalent pricdsether you are talking about fibre to the
home or a combination of wireless and satellitepiatientially that 10 per cent that are not going
to get fibre to the home, however they are to bendd—then it may or may not be less
relevant. Do you have a comment on that?

Mr Samuel—No, what | was suggesting though was that it mightess relevant in terms of
the commercial viability issue. Because if you dealing with areas that are, with varying
degrees, more or less densely populated then timeneccial viability element may become
slightly less relevant—if we have focused morelmmore densely populated areas of Australia
than perhaps was originally being contemplated whth fibre-to-the-node network, where the
remaining eight per cent was moving into far memote areas of Australia.
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CHAIR—I understand. Thank you. We will have one furtlggrestion from Senator
Macdonald before we wrap up.

Senator IAN MACDONAL D—In your submission, you said:

... integrating the current Telco Act facilities aceesgime within Part XIC also has the potentialdofase the nature of
rights that exist in respect to access to facditiader each Act and may not align well with the dsjet the TPA.

What confusion were you talking about there?

Mr Cosgrave—The regimes that apply to access to telecommuaitatservices, the
regulated services that Senator Minchin was prelyoreferring to, and the regime that applies
to facilities such as mobile towers and—perhapsemm@levantly in relation to a national
broadband network—the ducts in a fixed network.yTéwe dealt with under separate regimes at
the moment. One thing that is being contemplatedhisther you just simply roll in the facilities
regime into the services regime. There are somelaxities with that, in part because access to
facilities applies to all carriers but not carrisgggvice providers, if | recall it correctly. Scetle
was some technical issues that said, ‘Well, judt lom before you simply say that the same
regime should apply to facilities; think carefulljecause there may be some unintended
consequences.’ | do not think it was anything nibea that.

What we also said, though, was that access to daptstentially very important in relation to
a national broadband network and you would wanereure that the features of the more
flexible regime that applies to services apply twtd as well. So we think there is a need for
some reform in that area, but from a technical gEtve we are saying, ‘Hold on before you
legislate with some unintended consequences.’

Senator MINCHIN—One of the big differences between the governraamiginal proposal
and what we now have is the commitment to estaldisiew government business enterprise,
called NBN Co., to be at least 51 per cent governinmevned. That may be optimistic. It
depends on finding investors willing to put up $3bion, so the government could well have
considerably more equity than that, at least fanesdime. There is no contemplation of this
entity being privatised until five years after ttalout is completed, so we are talking 2023 or
2025. That takes us back to the problem, whichd fnost acute, of the extraordinary conflict of
interest of the government owning a business emfagehe telecommunications sector and
being the ultimate regulator and policymaker irt field of activity. Is this something that is of
concern to the ACCC or that the ACCC has giventaoyght to? Is the ACCC indifferent to the
fundamental conflict of interest of the governmbaing engaged in a commercial enterprise in
this field as well as being, ultimately, the redgoi&

Mr Samuel—It is not a matter that we have given any consitien to. Let me simply point
out that when you have external shareholders ineatgrprise then ultimately the enterprise
needs to be governed by the normal principlesapply to any publicly owned enterprise under
Corporations Law. What we think is essential id tha put in place a structure in the beginning
that diminishes the need for behavioural regulatidihwe do that then we diminish the inherent
conflict that may arise if we have the governmentaregulator and owner. The moment that
you have part ownership of a government entergnyssnembers of the public, it then becomes
subject to Corporations Law, and the governmentetidr as a major shareholder or as a
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significant shareholder, is bound by the same lawerms of the way that the enterprise is
managed.

Senator MINCHIN—It is probably unfair to ask you to respond, buafol think it is a major
issue. | think it will become significant for yoe&ause it is about not so much the behaviour of
the corporation but the behaviour of the governmamtthe majority shareholder and the
government overtly saying this is to be a commémmdity. Therefore, it has a vested interest in
regulatory arrangements which maximise the comrakaitcomes for an entity of which it is
the majority owner. As | said, it is unfair of medsk you to comment specifically on that, but |
think it is a major concern.

Mr Samuel—The principal issue as far as we are concerngal higve settings in place at the
very beginning for certainty for those that arediad shares in the organisation or that may wish
to purchase shares in the organisation but, faenmportantly as far as we are concerned, to
provide certainty for participants in the teleconmeations sector. That applies to both
structural settings and behavioural regulatoryirsgsdt They need to be put in place correctly at
the beginning so that there is a degree of ceyaihat can operate then to incentivise
competition.

Senator MINCHIN—I accept that. Thanks.

CHAIR—Thank you, Mr Samuel, and everybody else fromAGE€C. Thank you very much
for your time today.

Proceedings suspended from 12.23 pm to 12.58 pm
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DOMELOW Mr John, Board Director, Fibreto the Home Council Asia-Pacific

KELLER-TUBERG, Mr Sefan, Chair, Regulation and Policy Committee, Fibre to the
Home Council Asia-Pacific

SAGLIETTI, Mr Peter Louis, Fibreto the Home Council Asia-Pacific

CHAIR—The committee welcomes the next witnesses. We fookard to a PowerPoint
presentation to go with your submission. The ewvgeaihat you give, including the commentary
you make as part of demonstrating your very goodesvdo the committee, is public and
protected by parliamentary privilege. If at anygstgou want to provide evidence in confidence,
please indicate that to the committee and we aketyour request into consideration. It is an
offence for a party to attempt to interfere withdance given by a witness to this committee
and, indeed, is potentially in contempt of the $enas it is for a witness themselves to give
false or misleading evidence to the committee. Withany further formality, | invite you to
make a brief opening statement or perhaps outlave you would prefer to proceed with your
presentation and your evidence today.

Mr Domelow—We would like to make just a short introductionhefe will be the
demonstration, followed by questions.

CHAIR—If we have questions from senators during the destmation, | think that would
serve our purposes and hopefully yours very wallthiat case, please proceed with your brief
opening comment.

A PowerPoint presentation was then given—

Mr Domelow—Thank you very much. The board of directors of¢bancil have asked me to
pass on their appreciation for allowing us the oppoty to appear before the Senate select
committee today. Our intention is to provide a buedate to the council’s submissions and
undertake a show-and-tell presentation of someitanthre issues that we consider important
for the Senate select committee to be familiar witle are also obviously here to provide the
committee with the opportunity for us to expandamry matters in the council’s submissions that
the committee wishes to explore.

The FTTH, the Fibre to the Home Council Asia-Pagifepresents a range of organisations
from a region that includes Australia’s major traglpartners, many who are leading the world in
the rollout of fibreoptic networks that deliver higpeed broadband, 100 megabytes per second,
to a rapidly increasing number of businesses amdelsowithin their respective countries. The
latest data issued by the Fibre to the Home CowfeAC in May 2009 indicates that FTTP,
fibre to the premises, penetration for South Kaseat over 45 per cent, Hong Kong is at over 30
per cent, Japan is at just less than 30 per cahiClina is at approximately two per cent. In
China, two per cent represents nearly 26 millioapbe. Australia is yet to register on this table.
In information that has recently come to hand, ¢bancil understands that China’s five-year
plan—2007 to 2012—states that China is to redueesiment in copper by 25 per cent year on
year as from 2007 and that by the end of 2012 wikyhave completed planning for the rollout
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of fibre to the premises across China. From thattpan it is highly likely that China will be
providing high-speed connectivity to an even insiegnumber of their population.

It is well argued that Australia must continue steccessful building of trade with our Asia-
Pacific neighbours. Over the past 100 years orceasiderable money has been invested in
seaports and airports in order to facilitate theettjoment of trade. Of course, one of the now
very important markets that both these infrastnctiacilities spawned is personal tourism.
Economies around the world had to follow suit totipgpate in the economic benefits that these
facilities brought to the world. FTTP is no diffatelt is likely to play as much an important part
in the development of the Australian community asam ports and airports. To what extent
Australia embraces this new potential source aferwill be totally dependent upon whether
fibre to the premises is adopted and to what extastmade available to all. Australians today
would not have the same quality of life if the iafive to build ocean ports and airports had not
been taken. For the sake of the quality of liféhaf next generations of Australians, our children
and their children, the Fibre to the Home CoundiaAPacific strongly supports the Australian
NBN initiative.

It is worth noting that in a presentation at th@2Gibre to the Home Conference in Europe,
Paris, by France’s Minister of Economic Affairs,dustry and Employment, Ms Christine
Lagarde stated that the potential in France isl@r to add 0.5 per cent to GDP. There is
expectation in Malaysia that fibre to the home widlve a significant impact on GDP. | quote
Telekom Malaysia:

The High-Speed Broadband ... project is expectdubtst the national gross domestic product by Or6gme and create
100,000 jobs by 2017.

The FTTH council sees many reasons for supportieg\BN, as is pointed out in our last three
submissions. In addition, we believe that it wdl bf great benefit in this forum to provide the
committee with some hands-on experience with reg@agbme of the architecture options that
may be considered. | will ask Stefan to handlentiet part of our presentation to the committee.

Mr Kéeler-Tuberg—I would like to open up by talking about some bé telements of an
access network that we think the committee shoeldamiliar with. We have brought along
many samples, which we will pass around the roomwlnich you have up there already. The
samples that we have brought along are representatithe kinds of equipment and devices
that would be found in a fibre-to-the-premise dgpient. We certainly are not trying to
represent any particular companies or any partiquiaduct. The samples that we have brought
today are representative of the class of equiprtettyou would normally build a fibre-to-the-
premise network from.

I will start by pointing out some of these elemeatsl drawing attention to the kinds of
premise that a fibre-to-the-premise network servésu will see that we have homes,
commercial businesses and larger institutions—Maispischools, government buildings. Some
of the premises may be apartment blocks or mulfidvgeunits. These are all the kinds of
premise that normally come to mind when we thinkfibfe to the premise, but we want to
highlight that there are other kinds of premisenvadl. In many markets where FTTP is being
deployed, the fibre is being reticulated to bas¢i®is for mobile services, wireless broadband
services and the like, and we consider those tpremises. Likewise, FTTP or fibre is being
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deployed to traffic lights and other environmers@hsors, so really the applicability of the FTTP
architecture extends throughout society and itegamly not a residential or a commercial
technology.

That brings me to the second element of the fibrthe-premise rollout—the fibres
themselves. The fibre technology is, we believes thost capable fixed-access network
technology available in the market today and isljiko remain that way for a long period of
time. It simultaneously can serve the needs ofldngest corporations—research institutions,
government enterprises and so forth—and serve e mMmodest needs of private residential
consumers. The same network can simultaneouslye gbese needs even when they are co-
located side by side as next-door neighbours.

The next important element of the fibre-to-the-pisararchitecture that | want to highlight is
the FTTP modems. Sometimes you will hear theserszfd¢o as optical network terminations or
optical network units. It is easiest to contemptaese as being the equivalent of a DSL modem.
| have got several samples with me today, whiclilltalk about in a moment. They have many
different capabilities and they serve many diffémegeds. | will talk about their features shortly.

The last element | wanted to discuss is this Isedliexchange. Often when we speak about
exchanges we think of telephone exchanges. Theertiginly no technical reason that the fibre-
to-the-premise network should not hub itself onse®g telephone exchanges as the locations
where equipment is installed. However, we use ¢h@ treally to mean the first point within the
network where active equipment can be deployedsdlhecalised exchanges, as we have drawn
them, could be as close to the consumers as adadréd metres. They could be installed in the
basements of apartment buildings or they coulchbtalled in street-side cabinets or some other
facility within communities. They certainly can lestalled in existing telephone exchanges.
Also, the capacity of fibre for transmitting ovasténces allows these localised exchanges to be
much further away. So it is certainly technicalgasible to reach consumers as distant as 60
kilometres from a localised exchange. So we ardteipthere will be a range of different
deployment options to be considered by the NBNasdhey contemplate the rollout of FTTH.

| would like to focus in my part of the talk on vihau might expect to see at the home and
some of the issues that may arise. | would likstéot by saying that in our various submissions
to the department of broadband and to the Senkget s@mmittee we have tried to make a point
that the investment in advanced broadband infretstre is in itself only part of a story. In order
to understand and comprehend the value of an imesgtin advanced broadband infrastructure,
regardless of whether it is fibre to the premiseeless, DSL or fibre to the node, you really
need to contemplate the applications that run dkat infrastructure. Until applications are
implemented and delivered, there is no value initkestment. The value to society is entirely
in the way the network is used. So the councildiitdrery encouraging that the government has
identified several key applications, and we supploein on that—applications such as smart
grids, e-health and as tele-education.

We would like to add that we expect other applmadi to emerge, such as security
applications and others. We are probably not tlst twepredict what they will all be, but based
on our experience the applications will emergerdythe life of these assets. It is important to
comprehend the value of those applications in wtdeding the value of the FTTP investment.
So we asked ourselves why some of these applicatiame not emerged in today’s network—
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applications like smart grids, e-health and e-sgcuor example. We have contemplated that
today'’s first generation broadband deployments naytypically provide the kinds of capability
that those applications providers—of e-health, $rgeds and so on—require of a broadband
network. That being the case, we can look to th@ogenent of existing fibre-to-the-premise
networks to understand whether there is an issere tr not.

Australia currently has some fibre-to-the-premispldyments that have been taking place
over the last, let's say, five years, and in thdeployments we have yet to see a dramatic take-
up or trialling of smart grids, e-health and othdvanced applications. The council believes that
the likely reason for this is that today’s fibrette-premise deployments are aimed at emulating
today'’s first generation broadband deploymentste=ib-the-premise, we would like to assert, as
a technology has far greater capabilities thanytedaternet access services alone, and therein
lies the key to unlocking some of the capabilitégshese new applications—in deploying the
network, configuring it and managing it in such aywhat the needs of the application providers
and the applications that are yet to emerge camdifully. So we think it is important that the
Senate consider the kind of broadband environnretie future that we need to enable these
kinds of applications.

With that as an introduction, | have outlined ile slide | am showing a number of different
devices that one might expect to see in a fibriréepremise enabled home. Of course, there
will be today’s existing telephony and internet esx type devices, but in addition to that there
may be some security applications that allow, wegy innovative way, for security providers to
offer new kinds of capabilities to the private gneblic sectors. Pay television is certainly one
application that is frequently spoken about, bus itertainly not the only application that one
might expect to see. A medical application, an &theapplication, in the home could be quite
an interesting application of fibre-to-the-premisehnology and could bring public benefits for
the health system and improve patient outcomeseXgect homes of the future to contain many
more broadband devices than current homes. Tcetithtwe expect that consumers will have a
range of different needs, and the fibre-to-the-psentechnology that will be deployed in the
home will have many different capabilities.

May | start by introducing the first fibre-to-theégmise modem. This is probably the most
simplistic of the examples that | have today. tvyides two broadband data connections. Each
of those data connections is capable of up to 1/@@Qabits per second, and they provide
independent connectivity to the network. You cam &t the device is very similar in size to a
DSL modem, which you may be familiar with. The golirwould like to make in relation to a
DSL modem is that this kind of fibre-to-the-premis®dem is far more capable because it is
able to support all of these potential applicatismsultaneously without degradation from one
application to another if they are being used atstéime time.

The second modem that | would like to show youeasywsimilar in size to the ones going
around the room at the moment. This one includestélephony ports as well as the data ports
for a broadband service. This higher capability emodis able to very visibly support new
services that are not typically supported on a ¥8kvice today. The telephony services
available on this fibre-to-the-premises modem wacgrate to be indistinguishable from the
telephony services available from today’s telephoetvork. For some consumers the quality of
the service delivered through the FTTP network @¢andleed be superior to the service available
to them through the traditional twisted pair netkya@imply because the traditional twisted pair
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network spans great distances and the fibre-tgthatises technology allows services to be
delivered without degradation over much largeratises.

Going up the scale of device, | have yet anotHaefto-the-premises modem. You will see
that it is larger. It has four broadband data cetioes, some connections for independent
telephony services and a dongle hanging off theobotwhich is a coaxial cable for a pay
television service. All of these services can bausianeously delivered and available on the
fibre-to-the-premises network with equivalent orttee quality than available on today’s
networks.

The last of the fibre-to-the-premises modems thaitlishow you today is a somewhat larger
and different-looking device. This particular modem designed to go on the outside of
premises. It is temperature hardened, it can lmeedabn and it is certainly more secure than the
indoor type modems. This particular device alsopsuis many telephone services, broadband
data services and a pay television service, ifaswo be offered. These are the four devices |
have brought today, and you can take it as redadllee are many different permutations from
many different vendors of this kind of equipmentstdisfy the many potential different needs
that might arise in the marketplace.

CHAIR—How many of those outside boxes do you foreseagbeised? Are there any
restrictions on where they need to be put, and wbes it look like on the outside of a building?
If you are going to answer that in the course afryaresentation, wait until you get there.

Mr Keller-Tuberg—I will get to that in a moment. The other poinathperhaps the Senate
committee should be aware of about the implicatb®RTTP in the house is the power supply
aspect of an FTTP service. | have brought a coofpéxamples of power supplies, one of which
looks like a laptop power supply. It connects te #40-volt mains and provides sufficient power
for the modem. The implication of powering from timains is that, if there is a blackout or
some problem with the power of the mains, then RR@P service could be interrupted. To
address that risk, if a particular consumer regua@ntinuous connection to the FTTP, there are
a range of different battery backed supplies thatuld be commonly deployed. | have an
example of a battery backed supply which | belipravides backup facilities for eight hours of
power blackout. You can imagine that there areousriranges of these available with various
capacities.

For consumers that require contiguous connectiora delephone service or contiguous
connection of a medical service at home requirghgnetric connectivity back to the hospital or
so forth, the consumer would typically deploy atdéxgt backed supply in conjunction with the
FTTP service. This is quite a heavy thing—I willspat around in a moment—but the majority
of the weight is in the battery itself. The suppleuld, as an example, be deployed without the
battery, allowing consumers to make the choice drethey install a battery or not. The
implication is that once the battery is there argtalled there is some maintenance to be done on
an ongoing basis. | guess you could imagine thabeasg a similar sort of responsibility to
maintaining the battery in an alarm panel if yowehan alarm service at home. It has a similar
sort of battery that needs to be maintained.

The council does not have a strong position on whigpe of power supply should be
deployed, but potentially we would ask the governtte consider the environmental impacts of
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deploying lead acid batteries in every residentces tertainly important and perhaps it is best
left for consumers to make an informed choice wetihey require battery backup or not,

noting that today most consumers have cordlespltetees that are mains powered and the
service is disrupted every time there is a black@mnsumers are aware already of the
implications of battery backup or not.

Senator MINCHIN—The power in here is the modem. Is that the ohigg that requires
mains power?

Mr Keler-Tuberg—That is right. To expand on that, integral withive modem are several
algorithms that optimise the life of the batterp ®hen power is lost the modem may, for
example, turn off access to the broadband netwmniaintain connectivity for the telephone
service. Or it may disrupt the pay television seevio reserve power for the longest possible
time for the telephone service. These kinds of lodiias are generally configurable or can be
designed into the devices to manage the circumssaas appropriate.

Senator MINCHIN—Are you saying that telephony over optical fibrdl wequire mains
power to be functional?

Mr Keller-Tuberg—All services over optical fibre will require maipewer. Even telephone
services require mains power.

Senator MINCHIN—That is a big difference that | certainly was awiare of.

Mr Keller-Tuberg—The difference is where the power is sourced.dday’s telephone
network and in today’s pay television network, povgealso sourced from the mains. However,
in a telephone network the power is injected attétephone exchange or in a cabinet, and in a
pay television network the power is injected omladraph pole, typically, or in a small cabinet
in the community. For a fibre-to-the-premises netwthe power is generally injected at the
consumer’s premises. There are all sorts of engmgesolutions, but that is the typically-
deployed solution—which may be apparent from thed skde.

To answer Senator Fisher’s earlier question, thisvihat an outdoor fibre-to-the premises
modem would look like installed on the side of amise. There are several options, and there
are examples of both options throughout the wdrdthis case, the modem device is bolted
directly to the external face of a home, in a comeet place where it can be accessible from the
street or wherever the fibre comes to the prenfigs.exposed to the weather, so the enclosure
needs to protect the internal electronics frometleenents.

Another way these kinds of devices can be deplayedhe outside of the home is in a
combined utilities enclosure. In this case it ignatre box—something that is familiar to
Australians. It has been partitioned so that theefto-the-premises modem can be installed
down below. In this case the metre box has a p@eatt installed in it, and you would expect
the power supply to be installed in that part ef thetre box.

There are engineering and business case tradélaffeeed to take place in deciding whether
a consumer has an indoor installation or an extansdallation. One of those trade-offs is
simply ease of access by the utility that is prongdthe fibre-to-the premises service. If the
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devices are on the external face of the home, doegiot need to make arrangements with the
premises owner to get into the premises to semvieeequipment if there is a fault or if some
servicing is required.

However, one of the disadvantages of putting aebatat the very least, on the outside of the
house is that the life of the battery is reducechbse it is exposed to the elements—it gets hot
and cold in summer and winter—so there is oftemadetoff that needs to take place about
whether the battery is installed inside or outskl®wing that if it is inside then it will last
longer and there is a lower environmental footpdiot maintaining and managing those
batteries.

CHAIR—Are there security issues with exterior?

Mr Keler-Tuberg—I think that that question can be approachedsmalar way to how you
can approach the understanding of security issuesiéters. In this case, we have a meter in a
meter box. The meter boxes for electricity thatase all familiar with generally have a lock and
key facility if the homeowner believes that theyeddo have that sort of security, and you can
do the same sort of thing with the FTTP modem. Wdlisee at the base—you probably did not
notice this—that there is a facility there to itistalock and key or some sort of tamper-proof—

Mr Saglietti—Seal.

Mr Keller-Tuberg—seal, and if you open the FTTP modem then ther@ss an internal
security. If the homeowner gets access to at ldestoutside part of the shell, there is an
additional security or seal to prevent the homeovgatting access to the internal electronics if
that were perceived to be a risk.

CHAIR—Perhaps | will ask my question in another waythisre any incentive for a third
party to access it? Why would somebody want to?ay say there is no purpose in it.

Mr Keller-Tuberg—True. | guess | can answer that question frompdespective of what
might happen if a third party accessed it rathanttrying to contemplate what the incentives
would be. If a third party accessed it, they catadtainly disconnect the broadband connection
and they could disconnect the telephone connedtias possible that, if they had a laptop with
them, they could connect their own laptop and sawesteal service. In just the same way, a
third party could open a meter box and turn thewmter system off or turn the circuits of the
house off. It is not anticipated to be a commorbfam, but it could be a nuisance in some cases.
Normally that is dealt with by putting a lock andykon the outside of the combined utilities
enclosure.

Senator MINCHIN—Just while you are on it, that rather large moderthat picture is one
that incorporates a battery, is it? Is that why th&o big?

Mr Keller-Tuberg—No. This modem here is not exactly the same modenthe one | have
passed around the room, but it is within millimetoé the same size.

Senator MINCHIN—But that would incorporate a battery, would it?
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Mr Keller-Tuberg—No, the battery would be incorporated in a segacaintainer, like the
beige-grey power supply there that | passed arovmd could install the battery, in this case, in
that part of the meter box—there is plenty of spaoe you could install it within the home,
where you have access to it and where it is nobsegh to temperature variation, or indeed you
can deploy that kind of power supply in either kima as well. So there are a number of options
that, | guess, the utilities and the homeowner$ avitne across when they choose to connect to
the fibre-to-the-premises network. That concludes gection of the show and tell that | was
going to run; | will hand over to Peter.

Mr Saglietti—Thank you, Stefan.

Senator MINCHIN—You used the expression ‘choose to connect’. Pnably everybody is
going to be connected whether they like it or nibis a question of whether they fire it up, |
suppose, for want of a better expression.

Mr Keller-Tuberg—The rollout and the profile of the way consumeossreect to the FTTP
network for the NBN, | guess, is a decision that BN Co. can make of its own accord. There
are many examples in the world of an opt-in conmiggtstructure where the fibre rolls past the
community and the consumers choose to connect.eThee equally good examples of
deployments where the fibre rolls through the comityuand is mandatorily connected to the
consumer’s premises, and they are then migrated fre old telephone, DSL, HFC and pay
television networks on to the fibre-to-the-premiseswork at that time; they have no choice. So
either approach or both approaches could be adapt&dstralia, and the choice between them
is not really a technical matter to be chosers & policy matter.

Senator MINCHIN—BuUt it is a decision you have to make in desigring as to whether
you just connect everybody up anyway or have anropd whatever is going down in your
street.

Mr Keller-Tuberg—Yes, indeed. In its earlier submission, the cdunde a couple of
comments on this point. It seems inevitable tohad in the fullness of time all consumers will
be connected to the fibre-to-the-premise netwoHer& is no question in our minds. It is not a
matter of if but a matter of when all consumerd @ connected. It is entirely feasible that they
will be connected on day one as the fibre-to-thievaek rolls past their homes. It may be
implemented in such a way that they are conneatedni opt-in manner. The advantage of
connecting them all on day one is that as the {ibsthe-premise network is available to a
consumer to force them to be connected maximisesctinmsumer base on the fibre-to-the-
premise network. It immediately gives all consumacsess to the capabilities of fibre-to-the-
premise. As indicated earlier on, the capabilitita fibre-to-the-premise broadband deployment
are substantially greater than the capabilitiea ¢fpical broadband deployment. That in itself
could be very attractive for application developevhich we believe are critically important for
the ongoing development of fibre-to-the-premise.

The application developers having access to tlgesampossible market at the earliest possible
time will likely create a greater incentive to isteto take the risks to develop those applications
and to experiment amongst themselves and see withsw the Australian market. If fibre-to-
the-premise remains an opt-in option, and compeitiis vigorous between the various different
types of infrastructure, it is possible to conteatglthat fibre-to-the-premise deployment and
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expansion will be stifled in some respect becahseapplication developers will not have the
incentive to take that risk and develop applicatiohgain, what | talk about applications, | am
talking about a far greater, in my mind, markemthiae market for internet access alone. | am
talking about health services, education, secusityart grid and the kinds of services that the
government has articulated.

CHAIR—Mr Saglietti, |1 think you are chomping at the ki do your part of the
demonstration. Can you talk about the batteries?

Mr Saglietti—Yes.

CHAIR—The question is: the battery in relative termgrstty darn heavy. We hear you in
terms of the choice that consumers have open to #geto battery or electricity et cetera. But
what sort of analysis has been done of the carbt@s of a battery like that?

Senator MINCHIN—The what?

CHAIR—The carbon miles. If the majority of consumers evéws opt, for example, for a
battery as opposed to electricity, has anyone @oryethinking about the carbon miles that go
into that battery, its production and ultimately disposal at the end of its life, which of course
will be shortened if it is sitting outside?

Mr Keller-Tuberg—The differential between being battery backed aotbattery backed is
not to do with the power required to run the netvdihat is required in any case. So there will
be a carbon footprint just to operate the netwdtat is common for both types of approach.
The difference is in the footprint of the manufaetudistribution and disposal of those batteries.
| have not come prepared with the actual datafitagt | imagine that it would be a similar
carbon footprint to the footprint of the securityustry. Alarm panels that are already in homes
have identical or very close to or identical ba¢teto that particular battery.

CHAIR—Are you confident that that work has been donet tine assessment of that
footprint has been done from go to whoa?

Mr Keller-Tuberg—Yes, | am certain that the assessments have wen @he information
is available. | do not have it myself, but perhapmebody available to the committee will be
able to answer that question.

CHAIR—Maybe you could suggest to the committee the pialesources of that analysis at
a later point in time.

Mr Keler-Tuberg—We will take it on notice and get back to you.
CHAIR—Thank you. Mr Saglietti?

Mr Saglietti—I will start off by explaining the slide which g8an with a lot of the samples
that have been spread around.

Senator MINCHIN—Can we get a copy of these slides?
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Mr Keller-Tuberg—That would be our pleasure.

Senator MINCHIN—Thanks.

CHAIR—Should we hand them around now—

Mr Saglietti—Yes.

CHAIR—Dbecause | have been hogging them while waitingydorto get the call?

Mr Saglietti—They will all, sort of, fit into this presentatiguiece by piece. | will start off
with a helicopter view of an optical network. Wdlagaa passive optical network, given that
there are no active devices out on the street.I8adically, this is an end-to-end solution, ss it
from a fibre exchange to a home. You could viseajisur local exchange within a community
or, as Stefan said earlier, these exchanges caruble smaller. As the technology these days has
significantly reduced the amount of hardware, weeable to significantly reduce the amount of
equipment needed to be housed in the traditiordianges that we see today.

We have here an aerial construction or an aendél IThis is very representative of what we
have in Australia so we have kept this pretty mretavant to what we are going to face when
we deploy fibre to the home or fibre to the premmid&’hat we have here is an aerial deployment
where the fibre is laid between the telegraph ectelal poles. Then from the poles a fibre
drops into the apartment, home, building or commépremises.

Senator MINCHIN—Aerially?

Mr Saglietti—It is an aerial construction. Later on in the pragation we have a series of
photographs that show the impact of aerial constmorersus underground construction. You
would all be familiar, if you have looked up in seraf the cities, with the pay TV—the hybrid
fibre-coax network—up there. If you have a lookttds picture you will see an underground
network that virtually runs all the way undergrouinoim the exchange—from an underground
pit—into the home. And they can co-exist; some s be fed from underground and some
can be fed aerially depending on access and somhe gEnsitivities in some areas.

The picture on this slide will be a familiar sigint major cities and even in some of the
country areas, where you will see the typical ele&k transmission. You can see a number of
strands—a strand there and a strand there—thdaidréetween the poles. What you can see
here is an HFC network. | have brought in soméhefdoaxial cables used in HFC to show you.
That is the one there—the grey one. And therebtaek cable, which is about .75. That is the
sort of cable that you will see commonly stringimgle to pole. That cable is also used in the
ducting system, underground. So, as you can imagitekes quite a large amount of duct space
to deliver that. We have two carriers in Australidelstra and Optus—deploying these types of
HFC networks.

Senator MINCHIN—ANd there are others, as well.
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Mr Saglietti—And there are other smaller ones, as well. If jaue a look here you can see
some fibre that has been run underneath and copeieito a joint enclosure which is used to
support the HFC network.

We will go to the next slide, which shows a littli¢ of a zoom-in on an RF amplifier for HFC.
The services are deployed by coaxial cable andptinab termination. This next slide shows an
example of fibre to the home being deployed whieeeet is no HFC. There is nothing but power
transmission. As you can see, it is very low impahpared to the HFC. That predominantly is
because there are no active components in thedeupdant, therefore there is no large power
boxes. Also, the fibre cable is significantly smealin diameter or in profile than a conventional
coaxial cable.

Just to demonstrate that, some of the samplesmbdtave provided show up to a thousand
fibres in one cable. That cable there has a thalBhres in one cable, which is approximately
equivalent to one HFC main trunk cable. It is jbsyond the imagination the extent of extra
capacity there is between 1,000 fibres and one cadée using the same diameter, not only
aerially but in a duct space.

Senator MINCHIN—Is this what you would expect to be used aerif@lyoptical fibre?

Mr Saglietti—That is what we would expect to be used from tkehange to a location
within a residential area, generally undergrounthat point. From that size diameter, or slightly
smaller than that, we would fan out to a lot of Berdibres. Some of the examples that we have
provided are around about this diameter or evehthat diameter, and they are actually put
underground or aerially. So we are looking at stingtin the order of this being the largest of a
fibre drop but typically about half the diametertiodt fibre. There are samples that we can show.

Mr Keéler-Tuberg—I think it is important that we make a distinctibetween the various
fibres that we have samples of. Some of the filtrasyou have before you are intended to be in
the main part of the network, so between the féxehange and the first fibre distribution point.
Typically they are run underground in all networkkey can be run overhead but typically it is
underground. Then it is the last drop between fiba¢ flexibility point or a feeder point where
the choice is made to either run it overhead fat tlast few hundred metres or run it
underground for that last few hundred metres. Tlaeeedifferent fibre cables used in different
parts of those networks. There are examples okitigs of distribution fibre that you would
more likely see overhead.

Mr Saglietti—To give you a perception of the real size of tlesg in the fibre that you have
there, Senator: the strand is a 250-micron stranttliside that we are talking a nine-micron
core. That is really what you require to bring lhdad the services. Of course, everything over
and above that is the protection from rodents, fdamage, that you need to have set up so that
it can easily be installed. There are many differmchniques and manufacturers that have
presented different ways of delivering about thet llome drop. That is a point that we wanted
to make on behalf of the council—that the technglfy fibre to the home is quite mature, and
many generations of development have gone throadimd the optimum type of fibre that is
low impact, easy to install and has a long lifem®wf those samples that you can see have gone
through different migratory steps as the technology improved.
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This is a representation of zero impact of theaihation of fibre to the home, where all the
cabling for the fibre is deployed underground.diuylook on this side of the street, you can see
the utilities still have equipment above ground.tiMibre to the premise, especially in a
greenfield site, all of that infrastructure would totally buried under the ground. A common
street pit that you would see in most residentiaha today would be able to accommodate that
fibre-to-the-premise infrastructure.

Again, it is important to point out that the phydidimensions of fibre make it very attractive
from a construction standpoint to try to get acciege these ducts and to be able to run
additional fibres in those ducts to facilitate fRETP services. If you can see the physical size
compared to the HFC, you can visualise that therteffould be significantly less than it was
when we ran the HFC out.

This is an example of how the fibre would be brdugHrom, say, four, eight, 10 or 20 homes
and aggregated into an underground pit. In thaergrdund pit enclosure you would have a
connectorisation or splicing where the individuahtes would be connected onto a larger fibre
cable that then would move to the exchange. Thexdveo techniques, depending on the mix
between residential and business. You have thisnigae, which is all underground, and a
technique where you would have a small, abovegrawosds-connect, where you could easily
configure the fibre network to effectively accommtalthe growth in a particular area. It may be
a new development area; it could even be an egistirea where there is considerable
redevelopment. You may not be too sure how thosecss will deploy over a period of time, so
an interconnection point housing all of the fibed®ws you to cross-connect and be able to
adjust your capacity depending on the growth ofstimeounding areas.

| have here an example of that type of enclosuteclwyou could place either aerially or
underground, that allows you to take the many heasliof fibres that come in and join them all
together to a larger fibre. In this example, youlddhave something in the order of 64 or 128
homes coming into this box. From there, out it vdogb in a fibre of around this diameter. The
fibre could go back to an exchange five or 10 kiébras away, or it could go to another cross-
connect point where it could be aggregated withrgdr fibore more to the liking of these high-
account fibores—250 to 1,000. That is very muchaipdw the network is designed and also the
environment, access to duct space and aerial acthsse is a balance between what the
designers want to achieve and what you can actpbifgically achieve on the field, so there is a
little adjustment required in how many of these deploy and where you deploy them.

Having a look inside shows how all these fibres @anected. Like those small pieces of
glass, they come in here and are spliced or coangetl onto another fibre. | will pass that
around. Inside is an optical splitter that takes prece of glass and splits it 32 ways. You can
split it in one or two or up to 64 ways. There arany ways you can take one piece of glass
coming down the street and service 64 homes, sadgonot have to run 64 fibres all the way
back to the exchange. There are many differentiteatbres and many different technologies to
service the different operators’ needs.

Senator MINCHIN—If that were aboveground it would be attached ttelagraph pole,
would it?

Mr Saglietti—Yes, that is right.
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Mr Keler-Tuberg—Just be a little careful; it may disintegrate as pass it around. The lid
is not firmly attached—it is not designed to benfiy attached.

Mr Saglietti—This is a similar representation of the entirewmek but using a slightly
different technology, which is popular in some ardais a technology they refer to as blown
fibre, where they put the microducting and the ohgctn prior to putting the fibre in. | have an
example of that. It is like a water reticulations@m, if you think about it, with small pipes.
These pipes are laid underground. At a later daefibre-optic cable is blown through these
ducts. If you are going to dig up a road or pusame significant infrastructure and you have not
been able to dimension how much fibre is requidtfie future and you want to protect or
future-proof that civil works, like a new road ocew pavement construction, you could elect to
put a ducting system in like this that gives yoe ¢iption to come back later and deploy fibre. It
is another technique used and in some areas hés.mer

Mr Keler-Tuberg—Peter, perhaps we should accelerate.

Mr Saglietti—Very quickly, the fibre-optic cable can come in nyadifferent shapes and
sizes, as per the samples that have been proviided,armoured fibres to fibres that can be a
suspended aerially to rodent-proof fibre, differénte counts from one fibre up to 1,000, as in
the example we have provided, and with all of theienmental attributes required to ensure
that the investment has a long-term lifespan.

This slide shows the blown-fibre technique. Thera series of interconnection junctions that
allow you to take a large duct, break it down iatgmaller duct and ultimately end up with a
single capillary duct into an individual home, vattt deploying the glass. At a later date you
could deploy the glass.

This slide shows a few techniques used for insillcables into existing pavements.
Effectively, the microtrenching technique that ged in Europe quite extensively minimises the
impact of disturbance of the surrounding area kjiraya very narrow trench, just adequate to
allow you to lay the fibre. You can see that inismall trench—something in the order of, say,
four or five centimetres and whatever depth is iregu The fibre is then laid in these trenches
and it minimises the impact of digging up streetsl all of that, which is something that
everyone wants to avoid because of the cost impssbciated with that. There are many
different ways of doing it, including undergroundrimg. You can imagine having to run a new
cable, having to dig up a whole street, disruptieeerything and then rebuilding the
infrastructure. There are many techniques of unmdergl boring whereby you can bore
underneath and put in ducting without disrupting gurface assets. Most road crossings are
done that way in order to get from one side ofrtheed to the other and to get through sensitive
areas. The impact of deploying fibre to the prenmmsssubstantially reduced when using these
types of techniques. You can see that there is s/l impact on the pavement after the fibre
has been deployed.

This slide shows a typical fibre junction—what ywauld find in a pit. All of the joints are in
enclosures. What we are trying to point out in #tide very briefly is the maturity and variation
of devices, fibres and termination units to maletnole process efficient. There is a reduction
in the use of field connectors. Very expensive popgint used typically in the backhaul is no
longer necessary. The fibre connection can be donply. There is a very large impact on the
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training of the workforce, efficiency and the raltarate if you can reduce the complexity of the
devices that you are installing. This representsiyndifferent types of products that have
evolved in the experience in Japan over many yefatdal and error. We really have a very
mature third and fourth generation type of procaw.

Mr Keller-Tuberg—In our submissions to the department of broadbeamd to the Senate
select committee we identified that there is atdobe learnt from the experience of deploying
fibre. It is typically the experience in all coues where fibre is deployed that the workforce
discovers specific local issues and innovates fwawve and streamline the deployment of fibre
as the deployment takes place. As fibre rolls nwAustralia we can take advantage of many of
the lessons that have been learnt in the Asiaeaaitl greater international markets where fibre
has been deployed. Almost certainly we will comeas some specific Australian issues, which
our workforce will innovate and overcome. During throcess of deployment of fibre to the
premises it is very important that the managemétiieoverall deployment process is cognizant
of the lessons learnt and efficiently distributke hew information and the new techniques so
the ongoing deployment can be as streamlinedasit

CHAIR—Thank you very much.

Senator MINCHIN—Presumably there is a big cost benefit in rolfooin aerial. What is the
differential? Do you have a rule of thumb that sdynderground is five times as much as
aerial?’

Mr Keller-Tuberg—That is a very difficult question to answer frolmetperspective that
Australia is a vast continent and we have manyedfit examples of different communities
deployed in different ways. The council always ameges the maximum use of existing
infrastructure. Sometimes that means there aresdaligady in the ground. It is of tremendous
advantage to fibre deployment to be able to usésdihat are already in existence if they are
available. Sometimes it means there are poll ageetsighout the community. Because they
already exist, it is a relatively straightforwaréyvof deploying fibre quickly without having to
erect new polls. Sometimes the assets that exésthat suitable. There are many technical
deployment questions that the deployer will commessas they plan the area by area rollout.

It is not easy to come up with a definitive rule taimb that says one technique is less
expensive or more expensive than another. In s@sescyou will find underground deployment
is cheaper than deploying brand-new aerial infoastire. In other cases you will find aerial
deployment is cheaper and faster and has less tngradhe community than deploying
underground. | realise this is an unsatisfactorgwaan to the very specific question, but it is the
reality of the way that the design of networks wait.

Senator MINCHIN—It does mean that in rolling it out across Aus&at is going to be
highly complex because you have to look at it shliayr suburb and region by region.

Mr Keller-Tuberg—Indeed.

Senator MINCHIN—Presumably, you have to take into account thegarsity for bushfires,
hurricanes and all the rest of it as well.
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Mr Keler-Tuberg—These are very important points that you raise.anevery confident
that Australia’s telecommunications engineers andlip works companies and organisations
have experience from over the last century of mgllout telecommunications networks in
Australia of how to deal with those kinds of issukkss important that we recognise that we
already have a lot of expertise built up on exgtietworks and deployments that we can apply
directly to the deployment of fibre to the premisé& need to leverage and harness all of the
lessons we have already learnt about the rolloumetdiorks in Australia to take best advantage
of the fibre to the premises rollout.

Senator MINCHIN—Your council is based in Singapore. Much of thdord that has
occurred is in Asia where, presumably, you haveeextly dense populations. Ours is so much
the opposite—we do not live in high-rise apartmengfscally; it is a much more suburban
environment. That must make it much more expereaidemore problematic as well.

Mr Keller-Tuberg—Some members of the Fibre to the Home Councilddhair activities in
the Asia-Pacific area and some members conceritradaghout the world. Good examples of
lower density fibre to the premises deployment banseen in Europe, particularly in North
America, where there is really dramatic and falitaat of fibre to the premises taking place in
the kinds of urban and suburban situations thattygrieal in Australia. Indeed, you are quite
right, in the Asia-Pacific area there are probafblgre examples of high-density deployments.
The important point is that the Fibre to the Homeu@xil members and the deployers of
infrastructure in Australia are very familiar withe kinds of techniques we can use to deploy
fibre efficiency in the kinds of situations we haweAustralia.

Senator IAN MACDONALD—What size cable would normally go through an agera
suburb that already has overhead cabling?

Mr Keller-Tuberg—The kind of conduits that you are holding are ¢gfly used
underground. Those particular ones are deployeergnolnd. Generally the smaller of the
examples that you are holding is typically deployedhe last run down the last 100 or 50
metres in a street—each tube corresponding with acomssumer or one premises. You can
aggregate these—almost like a garden reticulatystes1 you start with the smallest capillaries
at the ends and as you reticulate closer to theceamf water and the tap you go to larger pipes
and you bring all of these endpoints together.Hgoldrger one is an example of that. Normally
the kinds of conduit you run down a street wouldomemodate several of these kinds of blind
fibre subducting. If a single conduit is insuffistethen you would normally lay a second
conduit.

Senator IAN MACDONAL D—Which ones would you use overhead though?

Mr Keller-Tuberg—Of the examples that we have bought today, somehefstand-alone
cables are examples of what could be used overhead.

Senator IAN MACDONAL D—Do you mean this sort of stuff like this one | &olding up?

Mr Keller-Tuberg—I am afraid my eyesight is poor, but | believet tisaa—
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Mr Saglietti—That is a drop cable from the pole to the homwdtild be slightly bigger than
that between pole to pole.

Senator IAN MACDONAL D—But we are talking about this sort of thing?

Mr Saglietti—Yes, that is correct.

Senator IAN MACDONAL D—AnNd what about the one the secretary is holdirgy up

Mr Keller-Tuberg—I believe that is an overhead coaxial cable.

Senator IAN MACDONALD—So it would not be that?

Mr Keller-Tuberg—Sometimes those cables are used for lead-ins faoaxial cable
deployment. So you will find various examples obxial cable and twisted pair cables in the
Australian network.

Senator IAN MACDONAL D—But it would not be anything of that size?

Mr Keller-Tuberg—The one that you are holding now is a distributiable. It is for running
pay TV over longer distances. It is very rare tha¢ of those would go into the house.

CHAIR—Thank you very much appearing before us todalga#t been very interesting. We
will give you back your showbag items, or are tfmythe committee to retain for posterity.

Mr Keller-Tuberg—The committee is welcome to retain some of thtems if it would be of
benefit.
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[2.03 pm]
HUTLEY, Ms Sue, Executive Director, Australian Library and Information Association
RICHARDS, MsJan, President, Australian Library and I nformation Association

CHAIR—I welcome the witnesses from the Australian Ligrand Information Association.
These proceedings of the committee are public abfest to parliamentary privilege. It is an
offence for a person to attempt to interfere witidence that would otherwise be given by a
witness to this committee, and it is potentiall}contempt of the Senate—as it is for a witness to
give false or misleading information. If at any @rjou wish to provide your evidence in private
then please say so and we will consider your reqWés have received your submission. Do you
wish to amend it in any way?

Ms Richards—No. We are very happy with our submission as.it is
CHAIR—Then I invite you to make a brief opening statemen

Ms Richards—The Australian Library and Information Associatiar ALIA, as it is more
commonly known, and the state public library ass@n’s welcome this opportunity to appear
at this public hearing. We are the peak body regmasg the Australian library and information
services sector and we represent 6,000 membersal$tlerepresent the interests of over 12
million public library users, or about 50 per cefithe Australian population. ALIA is a not-for-
profit company. We work with other not-for-profitganisations in the library information and
collection areas. Our core value is the promotibrthe free flow of information. A thriving
culture, economy and democracy requires the fresv fbf information and ideas, and
fundamental to that free flow are Australia’s lirand information services.

The Australian library and information servicesteeoperates at the local, state, territory and
federal government level in schools, TAFE, tertiargtitutions, research institutions, and the
health and business sectors. We believe that, igthigh usage of electronic information,
services and public access points, the library arfdrmation services sector is a major
stakeholder in the national broadband strategy.dgda of connecting 90 per cent of Australian
homes, schools and workplaces must recognise tlegatrole of public libraries in providing
vital infrastructure for Australia’s digital future

Why are we interested? Public libraries providelvinfrastructure for Australia’s digital
future for the following reasons. Through our exigtphysical infrastructure there are public
libraries in every local government area acrosstte@n—that is actually 1,519 public libraries.
Research has demonstrated that they are recogmssedsted and friendly. They are free, they
are neutral and they are non-threatening spaces. ate the heart of their local communities.
They have been described by social commentator Magikay as ‘the new village green’. They
are already contributing to the government’s agendhe areas of literacy, the digital economy
and social inclusion. Last Thursday we had the Apldlic library summit, which was opened
by Senator Ursula Stephens.

NATIONAL BROADBAND NETWORK



Monday, 20 July 2009 Senateéselect NBN 67

There has been a huge increase in the usage ofténeet in public libraries. There has also
been a great increase in community expectationstefnet assistance through public libraries.
Public libraries have qualified and experiencedf.s@@ver 111 million visitors by customers
were recorded in 2006-07, which are the latestlavia statistics. That is 9.3 million visits per
month. They are attended more frequently and byenpwople than any other cultural or
sporting venue. They generate economic as welbb@alscultural and environmental benefits.

They provide a range of services to their commesitiThese include: skills training and
assistance for users, support for early and adalaty, and support for lifelong learning. In
remote and rural communities and in Indigenous canities they provide great support and
services. They provide services to the most maligath groups in the community, who are
without internet skills or computers at home. Thegvide programs and resources for non-
English speakers. They provide services to peojile avprint disability. They provide access to
online information resources and access to e-govenh services and publications. And, of
course, we provide books.

Across the public library network there is evidemtencreasing demand for access to the
internet. Since 2005 we have conducted four suruagsinternet access. The last survey, in
2008, showed that increasing and improving acae$Bet internet remains a priority for public
libraries as community expectations increase. Tumber of public access internet terminals has
more than doubled since the 2005 survey. Therecamently 7,500 public internet terminals
across the country. An estimated 150,000 userssadbe internet each week in the responding
libraries. That is an increase of 91 per cent thrersame survey of 2005. In New South Wales a
recent survey showed that internet usage in liesas up by 41 per cent over last year, and there
is evidence that library usage increases duringogerof economic downturn. That is
substantiated by general increased use of librarissies of economic downturn.

Community expectations for internet assistancegaosving. The demand is for assistance
from public library staff in using electronic sezes not only for government information but for
everyday living skills. This includes e-bankingitsg up a mobile phone, online shopping and
setting up an email account because where els@aaple go to get this? A large part of this
demand comes from people from lower socioeconoeviel$, the unemployed and the elderly.

In some rural and regional communities the pubbcaty is the sole location for access to
government services and publications. For exampléhe western New South Wales town of
Hillston, the Centrelink fax machine is housed ke tlibrary. In many regional and rural
communities the library is the only public servibat still exists—the bank has closed, so has
the post office and so the library is the centretrif community. Government agencies are
sending people to the local library for governmfbrmation such as social assistance forms,
income tax forms and car licence renewals, anddotise their driving tests online.

In a case study from Western Australia a man inelidy 60s came into the library with an
internet address in his hand. He had written itméwwm the TV. It was going to give him all the
information he needed to attend a reunion of warkar the Snowy Mountain Hydro-Electric
Scheme. He has subsequently become a keen readea aegular patron of the library.
Similarly, a lot older clients prefer to come tethbrary to have internet training because they
see it as a warm and inviting environment wherg the not feel that they are being judged by
someone that they see as a young techno-junkie.

NATIONAL BROADBAND NETWORK



NBN 68 Senate-Select Monday, 20 July 2009

Senator IAN MACDONAL D—Do most libraries actually provide tuition?

Ms Richards—Most do, yes. Their ability to do so can be lirditey the staff’s training. |
guess there is a preconception that the staff kadat about the internet—and they probably
know a lot more than the people that they areitigir-but they do not necessarily feel that they
have the skills to be able to do that. We see dsah key component as well in being able to
provide training to staff to be able to on traimd&a remain up to date with those skills.

Senator IAN MACDONALD—Sorry, | interrupted you.

Ms Richards—That is all right. Broadband is significant nosfuor the infrastructure it
provides but for the rich information resources abhcan be accessed. Access to quality online
information is fundamental to a well-informed, edted, economically competitive and
democratic society. The Senate committee repabpraries in the online environmentvhich
was done in 2003 highlighted the importance of tgneg government policy to improve
access to information for Australians. The Natiohddrary of Australia, which is the only
federally funded public library, has taken the l@adeveloping Electronic Resources Australia,
ERA, launched in May 2007, to provide resourcehisagonline encyclopaedias, journal article
collections, health, news and current affairs tgtolibraries of all types. Australian’s however
will be only be able to have broad, equitable agdesthese and other resources when a new
federally funded model is implemented.

Funding government services and information oniéneery difficult. A recent repor©Online
availability of government entities’ documemdbled in the Australian parliament noted that 10
per cent of Australian parliamentary documents weeonline. In addition, there is a lack of
both metadata and a reliable government informasiegrch service. Government information
needs to be available to the public for long-tecoeas. Current information must be accessible
so that the public can use government servicespanikipate in public debate. Historical or
non-current information is equally important, peutarly for research purposes, and must be
available for legal, cultural and historical reasoAt present, agencies may only have current
annual reports and other information online limgteccess by the community to information and
programs of government activities beyond the curgear. A permanent national archive is
required for long-term access, such as the Natibbahry's PANDORA services.

We believe that what is needed is funding for AltbPact as the lead peak body in developing
a national framework for funding for Australian fhigblibraries to enable Australia’s digital
future. The success of the NBN will depend on coaijpen among the three levels of
government for Australia’s public libraries. Natanprograms need to include literacy and
information and computer skills, investment in dyabnline resources in health, news and
current affairs, the environment and encyclopaethasugh Electronic Resources Australia as
part of the National Library’s funding, and ensgrienduring access for Australians to
government information through the funding of PANR® as part of the National Library's
funding.

The NBN strategy needs to include funding on aioaitg basis to support internet education
and skills training for users to be delivered tanoaunities via public libraries. The strategy
needs to recognise the needs of an ageing populatid the role of public libraries in filling
these needs.
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ACTING CHAIR—Thank you very much for your presentation and ampememarks. In
general the descriptions of the National Broadbidativork have cited 100 megabits per second
bandwidth. How will that change the library comntynin your view, and what sort of plans are
already being contemplated to optimise librariese uof that kind of high-bandwidth
environment?

Ms Hutley—ALIA believes that the general public will be wetning that and expecting it to
be delivered through public libraries. Even if yioave a computer at home, when you travel or
are visiting somewhere, sometimes the only locatam will have a computer will be the public
library. Certainly we will be expecting to be alite deliver that through local councils and
public libraries. In terms of how it will changeettibrary community, we believe that demand
will also increase. For those who do not have apdar at home—and not only are there are a
significant number now but we believe with the s=ten they will only increase—the demand
for the internet through public libraries as a caosnncommunity access point will only increase.
It will be drawing larger crowds and longer lines those internet access terminals at public
libraries, and it is one of the things that theidlzdl Broadband Network strategy must consider.

Senator IAN MACDONAL D—If every school kid will have a computer, why wduhey
need to go to a library? That does not requirersvar; it is a political comment.

ACTING CHAIR—ANd we will take it as such.

Ms Hutley—We could reply to the comment, however, that we tbat school students, like
everyone in society, like to come to libraries tmduct their business in a group. So | am sure
that we will be seeing groups of schoolchildremgimg their laptops to the public library and
also perhaps to use the wireless.

Senator IAN MACDONALD—Perhaps the government’s policy should have been t
provide every public library with a lot more comerg and trained staff.

Ms Hutley—Hear, hear.
CHAIR—I am sure you will get no argument from ALIA.

Senator LUNDY—Just to follow on from that train of thought, Idw that last time | had the
opportunity to speak to a ALIA in an inquiry theneas a great deal of discussion about the
specific role of libraries in a digital age. Areetk any particularly noticeable trends you can
draw the committee’s attention to with respect towgng internet usage within libraries?
Perhaps as part of that question, have you noficgdchanges in usage patterns as a result of
social networking and social networking websites?

Ms Hutley—Yes. Again, | think the public library is the assegpoint for those who are in the
advanced areas. Some of your other presentatiores dcknowledged that these days skyping,
Facebook and other social networking are expecsedaat of general life for those who are
advantaged. What we also assume is that, with dHeut of the NBN and the additional
education about what the internet can do for ybe, éxpectation from the community, the
voters, will be that they will be able to accesattho matter how advantaged or perhaps
disadvantaged they are.
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Senator LUNDY—Have you done any specific analysis or work onrdsmurce implications
for libraries individually or libraries as a whodes part of your, | suppose, pitch to government
about what additional resources would be appragyiatiaced in public libraries?

Ms Hutley—I would like to again acknowledge the 41 per dantease in New South Wales
usage alone in the last couple of years. If we thkepercentage, once the rollout starts to occur
and the expectation is there, we are looking atifsignt increases for the requirements for
resourcing and staffing. We would be pleased twigeoyou with additional percentage options
at a later date.

Senator LUNDY—Any additional information you could provide themsmittee would be
most welcome. You mentioned socially disadvantagregerhaps economically disadvantaged
people not necessarily being able to afford thédndpandwidth services in their home. Because
of some of the disparities across the geograplgioms in accessing higher bandwidth services,
are there any trends that you can point to in roraégional areas where libraries may be able to
provide a higher bandwidth service that would ntteowise be available to the broader
community, albeit probably a lucky few?

Ms Richards—In regional and rural libraries the internet usesignificantly higher for that
very reason. While many of our clients have therimét at home, they come into the library
because of faster speeds. In addition, librarigs@ibe to databases that are not necessarily
available at home. As well, there is the whole @oaetwork and the value-adding that is
provided. Increasingly, as the baby boomers retre,find that they are going from a work
environment where they are used to having highl¢ewd technology and a lot of the
peripherals—not only fast broadband but scannedseaerything else as well—and they want
the latest. Libraries have much more chance ofrigathat than they do at home. In keeping up
to date they really like to be able to use thealipmot only for the social and the value-added
aspects but because it is more likely to meet theads. It is the same with young people—it is a
social place.

Many libraries now have wi-fi and wireless hot syotvhich are particularly useful for
expanding the coverage. It means you do not netlgskave to have as many hard-wired
terminals. You see young people after school anthg@rofessionals after work coming to the
library to sit down and work together as a grouptl® library really is fulfilling that social role
as well. It is quite amazing to see all these yowsuited people arriving at five o’clock with
their laptops under their arms. Often that is thel social-networking side of things as well.

Senator LUNDY—That is very interesting. From the other perspectiwhich is what
libraries have to offer in your suite of informaticavailable online, I am quite familiar
particularly with the resources of the National raity. Could you spend a couple of minutes
describing the sorts of services libraries prowvihine with their cataloguing and search and
guestion-and-answer services and how the commumaty benefit by having higher bandwidth
to access the online resources of libraries per se.

Ms Richards—Libraries increasingly have an extra branch, whhtheir virtual branch,
which can be accessed by people coming into tharlitbut also from home. That includes, as
you have mentioned, the catalogue. Most libraries have their catalogue available via the
web. They have services whereby people can asktigogsof the staff from home and
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sometimes they link into bigger services, so pecple ask someone for some assistance 24/7.
Libraries also subscribe to a varying array of maldatabases so that people can get quality
information to answer their reference and infororateeds.

Many public libraries also provide online tutorisgrvices, where they subscribe into a tutor
service so that young people can get help withr themework—patrticularly in the areas of
maths, science and English. There is a whole sfiteroducts. In the area of heritage and
history, many libraries are building quite largdadeses so that their community and also the
much wider community can access their photogragaiabases and digitised images of historic
records in their collections.

Senator LUNDY—How do you think a higher bandwidth environmenl whange the sorts
of things that libraries make available on the web?

Ms Richards—Currently libraries are very mindful, particulaily country areas, of the time
that it takes to download resources. Many gemsduin aollections do not become available
because we know that it will be too hard for oumadiate communities to be able to access
them. So the library collection becomes very muehtred on the location rather than being
available to people no matter where they are. Wedout remote communities but there are
people within our own community who may be a stesedy from our library but, because of the
hours that we are open or their lifestyle, they rbayuite remote from it.

Senator LUNDY—Thank you very much.

Senator IAN MACDONAL D—Would you have a feel, if not direct data, of whatcentage
of libraries have less than optimum broadband cctmme at the present time?

Ms Hutley—We acknowledge that the city locations do havedggmeeds. In terms of quality,
however, | think that there is acknowledgment tha local government services public
libraries, and so the quality is also dependenthenhardware available at the library location.
So there is a combination negative effect, espgdialrural areas, of low bandwidth and low
hardware capacity, which is also seriously impedh&gservices available to the community in
terms of download capacity as well as the numbéerafinals.

Senator IAN MACDONAL D—But if you did a survey of your libraries and By members
and asked which of them have an adequate servigglrssume you do not have direct data,
but do you have a guesstimate?

Ms Hutley—Our ALIA surveys, which we have provided to thenuouoittee today, have a
number of statistics. In terms of our recent susyeye have asked our library staff to give
feedback. In terms of negative feedback receivenh fpublic library staff, they say that 77 per
cent relate to requests for access to more termjifadter connection speeds, more downloads
and increased bandwidth. In terms of the numbeoaiplaints relating to the internet at public
libraries, 77 per cent relate to the actual spé@mnection and availability.

CHAIR—We might come back to that. | think Senator Ma@aldrhas the only copy of that
survey that you have provided today. Pending ®ahator Minchin had one further question.
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Senator MINCHIN—I understand that libraries typically provide edmputer services for
free.

Ms Richards—Yes, generally we do. Libraries are currently twess of state and local
government and there are differing requirementghat local level, but internet access for
information is generally free. It is only the valadded services that there may be a charge on.

Senator MINCHIN—Like printing something?
Ms Richards—Printing and, in some areas, email can be chdayed

Senator MINCHIN—I was about to say: do people come in and justfdree-ride and use
you for their email and so on?

Ms Richards—It depends. In my real job | manage a regionahlip service in New South
Wales with five councils. Four of them provide ehfiar free and one charges.

Senator MINCHIN—So it varies and it is up to each council?
Ms Richards—It does vary.

Senator MINCHIN—But otherwise generally the council will fund thigrary and the use of
the internet in that library.

Ms Richards—Yes. It is quite a complex issue. When a lot afsth decisions were made
originally you could quite easily say. ‘This is @mand this is information.” But now you are
required often to have an email address to betahladertake a lot of transactions which we see
as core. A classic example is that libraries ofiesist job seekers in looking at what jobs are
available. Library staff are always helping yourgpple, and the community generally, to use
word processing to write up their resumes. Manthefmajor employers now require that if you
apply for a job you do it online. The Coles and Wawths of this world require that, and for
that you need an email address. Then there iswthale issue of whether you say to someone
who is looking for work, “You can do this but if yovant to do the email bit you have to pay.’
We are having to change the way that we think abdogs. It is a complex situation. Because
so many of these things are developing, there dewr-cut answer.

Senator MINCHIN—Whenever you provide a service for free, the deimasil always
exceed the supply. | can just imagine, as and wieedo get a fibre-to-the-home rollout, to the
extent that it is more expensive than current ses/ithe demand on libraries could increase
guite substantially. At some point you are goingh&we to ration the use of your facilities, |
would have thought. Are you looking at funding misder means testing or charging or some
mechanism by which you would seek to recoup att lpad of your costs from those who use
them?

Ms Richards—Core library services are free. Information, notterawhich way it is
delivered, is a core library service. If you arengoto say, ‘You can do this for free but for this
you must pay,” when it is delivered out of a congpuérminal, it means that library services staff
will become police and will not be there to actyassist people.
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Senator MINCHIN—The only way | can see you rationing it is if ybave queues. Is it
becoming a problem now that people have to que@e up

Ms Richards—Yes. Most library services have a booking serfceheir internet terminals.
Senator MINCHIN—Okay, so you get an allotted time?

Ms Richards—Yes. That is why wireless hotspots are a very wehile investment because
they allow you to free that a little bit.

Senator MINCHIN—Sure.

Ms Richards—They are also great for the grey nomads. Theygegat devotees of public
libraries.

Senator IAN MACDONAL D—To the detriment of internet cafes, | assume?

Ms Richards—I would say that outside metropolitan areas tlaeeeactually very few internet
cafes. Those that exist are often about to closaus® people who have gone down that path as
a commercial opportunity have found it a very difft thing to do, especially when you take
into account the constant work you have to do ouarysoftware. It is not necessarily the
goldmine that people thought it would be. So in ynggional communities and provincial cities
of quite large sizes you will find that the onlyapé where you can access the internet is at the
library.

Senator MINCHIN—You have to sell a lot of coffee to make it payhink. There is one
figure in this useful booklet that | want to raidau have written that there are 8% thousand
PCs, 7,000 of them with internet access, and thetscAustralians $757 million—less than 10c a
day each. Is that $757 million figure the costibfdries per se or the cost of internet access at
libraries? What is that figure?

Ms Hutley—That is the total government allocation for staébeal and federal government
funding for libraries. So we would like to remirttetgovernment that libraries should be free for
its constituents. We welcome the government’s fagdind other support.

Senator MINCHIN—I suspect that is a better investment than sontlkeo§chool halls being
built around the country, but you do not need tmeent on that.

Senator IAN MACDONAL D—Following up on Senator Minchin’s earlier point—e&this is
not a political comment—there are suggestionsdbaess to broadband, of necessity, will have
to become much more expensive. | am yet to hedoray say it is not underfunded and could
not use more money. But if broadband does become m@ensive that is going to exacerbate
your budgeting problems, isn’t it? You are goingtovide it as a free service and people are not
going to want to pay for it at home, so they aréngao use yours. It is really going to
exacerbate the general funding problems for puibliaries, isn't it?

Ms Richards—Yes, it is. Already public libraries, as you sghily point out, are grossly
underfunded and are having to make very real de@snow about where they put their dollars.
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We see the internet as a resource. We have beertabhtionalise our collections to a degree
because we now use things online rather than hateg in hard copy. But it means that we
have to think creatively about what we buy for oallections. We are also having to make some
very hard decisions about hours of opening andirsgafStaffing is the big cost in any library, so
that would potentially restrict the community’s ass to that space and that information
resource.

CHAIR—You talk in your submission about the value to owmity of public libraries. How
do the role of public libraries in building virtuebmmunities, and the role of what | understand
are regional development officers working with éibes towards that end, work in with or
alongside the NBN? Is there going to be duplic&tion

Ms Hutley—In terms of virtual communities, we have alreadgntioned some of the
developments in terms of local communities develgpihings like databases or historical
collections, especially Indigenous collections oalithat are now really giving very different
access. In terms of duplications, | would like tir@owledge that libraries are very collaborative
and share resources as well. In terms of duplicaboe of the advantages of the library network
is that we talk to each other and collaborate teuem that we are providing services as
efficiently and effectively as possible. That igam, one of the reasons why we recommend that
the federally funded resources—through the Natihralary of Australia, with PANDORA and
ERA, Electronic Resources Australia, as examplesvide total national coverage for all
Australians, which would completely nullify any digation.

CHAIR—Thanks for your view on that.

Senator MINCHIN—This is not exactly in this committee’s terms efarence, but | noticed
your submission on the bottom of page 4 says:

ALIA strongly opposes the imposition of any condlits or limitations on equitable access and freedbatcess ... such
as the requirement for the use of filtering systems

Should | take it as a statement of policy that yassociation is opposed to the proposed
mandated ISP level filtering? Is that what you megihis?

Ms Hutley—The internet access reports that we have providgebu today and our policy
statements say that we object to filtering on tlsid that it is not completely functioning.
Certainly at the ISP level it has not proved teHiective. We believe that training and education
of the Australian public serve a greater advantagerms of the funding in relation to internet
security.

Senator MINCHIN—That is a statement for which | have much sympatiiyat do you do
typically at the library level? Do you have PC lh§itering? How do you stop people coming
in and looking up porno sites in the library?

Ms Hutley—We have a range of methods, again outlined glérly in our survey reports.
There are a number of methods. Forty per cent ddtralian libraries do have a version of
filtering systems. However—
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Senator MINCHIN—PC based filters?

Ms Hutley—PC, through the council again. But libraries arwtarians believe that the
education and a range of other methods that weinidading policies such as having parental
signing for internet access, but also the fact th&grnet terminals are usually in a public
space—they are not in a back area; they are meditoy library staff—provide open access for
Australians.

Senator MINCHIN—Yes. Thanks.

CHAIR—I have one further question about virtual commasit | understand your
organisation’s view in a policy sense and as yotehexpressed it, but what about in practical
terms? Let us ask the question in another way. |8ltbe regional development officers that are
proposed to be a part of the development of aalirtommunity be located, for example, in
public libraries across the country? How should gbgernment unroll that, in a practical way,
SO as to ensure meeting your policy goal? Thanather way of asking the same question.
Where would you put the regional development of§@eYou might want to take that on notice.

Ms Hutley—We can. However, we would like to note that pubiiraries are a central
community hub and perhaps they are appropriatetitotsato have access to those regional

organisers. Certainly, the library community wid tvorking with them anyway as the NBN rolls
out.

CHAIR—Okay. Have you had discussions to that end—anysutations? Has the
government approached you?

Ms Hutley—No, and we would welcome further discussion on.tha

CHAIR—Yes, noting your earlier, proper statements tloat re a stakeholder in the process.
Thank you very much to the Australian Library Infation Association.

Ms Hutley—Thank you.

Ms Richards—Thank you.
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[2.42 pm]
CHOPRA, Mr Sameer, Director, Australian Equities Resear ch, Deutsche Bank

CHAIR—The committee welcomes Mr Chopra from DeutschekB@he proceedings of the
committee are public and subject to parliamentaiyilpge. It is an offence and potentially in
contempt of the Senate for anyone to attempt trfiite with evidence provided by a witness or
indeed for a withess to give false or misleadinglence. If you wish at any stage to provide
your evidence in private, please request that hkadcommittee will consider your request. Do
you wish to make an opening statement, Mr Chopra?

Mr Chopra—If | can. We have conducted financial modellingtbe impact of the NBN on
Telstra, including an estimate of some of the ahitiosts of constructing the project; we have
had a look at the profit pool that the NBN will kde replace; and we have also placed a value
on the copper asset at Telstra. Very briefly, tieNNousiness case in my view requires about
$28 billion of funding. There are four factors whidrive this: firstly, the cost of building this
network; secondly, the take-up rates; thirdly, Hueess prices that you might charge on the
network; and, fourthly, the cost of debt. Usingsbowe come up with a number around $28
billion. If the NBN company does face an adverseirenment, that construction cost could go
up towards $42 billion—and | think that is where thovernment are getting their $43 billion
number from. In my view the NBN company will stgenerating operating profits about five to
six years after operations start. They will needaige about $16 billion of debt, with the first
major tranche coming through in year 3.

Finally, there is a win-win scenario here in a dehich would involve Telstra vending in their
copper asset to the NBN—just the copper and thésduot any of the backhaul or the cable
asset. We have valued the copper asset at aboit $ilBon, assuming that the company
generates just over $2 billion in operating profifshis deal were to proceed, in our view the
benefit for the government is that the copper assleprovide the government with immediate
manpower, which significantly reduces the riskled NBN construction. A final point on this is
that the big complication in all of these vendimgrsarios is the cost of structural separation. We
have attempted to estimate that cost and we wagldest that it is around $2%2 billion.

Senator IAN MACDONALD—The cost of physically separating it?

Mr Chopra—Yes. The cost of structurally separating the camydareaks down to two things.
One is a one-off capital cost and then there ageiog costs because you have diseconomies of
scale. We have had a look at the two combined dradé estimated that the upfront costs would
be in the region of about $620 million and thereulsobe about $260 million of ongoing
operating costs that you introduce into the systezan break that down for you.

CHAIR—That is an interesting coincidence in figures—3iliion.

Senator MINCHIN—ON what you are proposing, it is a bit too shanttgted. You are
suggesting that Telstra should sell its coppertassepposed to its wholesale business?
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Mr Chopra—That is right.
Senator MINCHIN—Just the copper itself?

Mr Chopra—The copper loops and the ducts—anything that goes the exchange to the
home is vended into the NBN.

Senator MINCHIN—For $8.5 billion?

Mr Chopra—For $8Y2 billion. The way we have structured trgthat the asset transfers
across to the NBN company alongside $8% billioexd$ting Telstra debt. For reference, Telstra
currently has about $17 billion of debt, so whatame suggesting is that $8%2 billion is resumed
by the—

Senator MINCHIN—So the total consideration is $17 billion?

Mr Chopra—Eight and a half billion dollars is the considéyat The consideration is just the
debt moving across from Telstra to the NBN company.

Senator MINCHIN—I see. For that, the NBN company gets the copper?
Mr Chopra—They get the copper for that. The asset itself—

Senator MINCHIN—They get copper on their one hand and Telstras diligation on the
other?

Mr Chopra—That is right.
Senator MINCHIN—What use is the copper to NBN Co.?

Mr Chopra—There are two real uses: one is the copper and teehe manpower that goes
with it. What we are suggesting is that the commset lets them control take-up rates and lets
them choose what they want to do with the ductsthely need access to the ducts—but, more
importantly, they also end up with something lik@(® employees who have built and
maintained networks. So what we are suggestineisisk of a capex blow-out reduces.

Senator MINCHIN—That is what | am getting at. You are actuallkitag about the whole
wholesale business. You are not just talking alphysically selling copper; you are talking
about splitting Telstra in two and selling off téolesale business—are you not? You are
talking about employees and all that stuff.

Mr Chopra—Theoretically, where we have put the cut-off istla¢ copper loop and the
employees and the systems that go with that. Wesaggng that Telstra still keeps the
electronics, the back haul and the cable network.

Senator MINCHIN—I am just trying to drill down on where the virtier NBN Co. lies—
that they acquire all these employees and coppeydd mean that from day one they can start
generating cash from the copper? Is that the pomtare making?
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Mr Chopra—Yes. The NBN company has three benefits. The iBrshat from day one they
will have a business with about $2 billion of EBITAr operating profit. Second, they can
control two of the risks that they face. Two of thiggest risks that they have are the take-up rate
onto the NBN and: can | keep my capex bill dowmwtwat | originally projected? What we are
suggesting is that the best people to do that dlretiae current Telstra net co.

Senator MINCHIN—What are the advantages for Telstra in this?

Mr Chopra—The advantage for the government is somethingalged at about $9% billion;
that is the level of risk mitigation that can océtam doing this deal. The advantages for Telstra
stockholders are in the economics of it. One i$ thay can get an earnings-neutral outcome,
which means they do this deal and it does not yesfiect the earnings from a stockholder
perspective; you lose some on the copper but ydkentaback on lower interest costs. Telstra
also becomes a business with lower capital intgngitey need to put less capex into their
business; | have some numbers in the note which happy to walk you through. Also, their
gearing halves and some of the regulatory burdesypgiears.

Senator MINCHIN—But who bears the $2%% billion cost of separation?

Mr Chopra—That is where things will get a lot more interegtihow do you structure the
structural separation? In some ways, a better nméminaaround that might be to transfer the
legal ownership of the asset across to the NBN emwybut allow Telstra to manage and
maintain it, so you pay them—

Senator MINCHIN—Contractual arrangements, yes.

Mr Chopra—Exactly. That way you can try and minimise thetadsstructural separation.

Senator MINCHIN—Yes, but what would be the hit? You do not thinkre would be a one-
off hit on Telstra shareholder value from that?

Mr Chopra—If this were a clean structural separation—letasume, for example, that this
is a structural separation without the NBN comphnying the asset—then we would suggest
that the value destruction is about $2%2 billion.

Senator MINCHIN—Have you translated that to share price?

Mr Chopra—It is about five or six per cent.

Senator MINCHIN—You mentioned your estimate of the NBN Co. takiivg to six years
before it would generate profits; | think that wiae way you described it. Is that five to six

years after rollout is completed, or halfway througr from day 1?

Mr Chopra—That is from day 1, and that is at the operatexgl. But the NBN company, we
also assume, will have significant debts, and floeze—

Senator MINCHIN—Yes. So it is just an operating return.
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Mr Chopra—Ilt is just at the EBITA level.
Senator MINCHIN—ANd that is assuming that in fact it is an eighayrollout—is it?

Mr Chopra—That assumes an eight-year rollout and a takextgothat is around 30 to 40 per
cent in the first four years.

Senator MINCHIN—Right. But it would be operating at a loss for thst five to six years
on an operating basis—

Mr Chopra—Yes.

Senator MINCHIN—Ieaving aside the cost of servicing the debtak to incur more debt to
fund those losses.

Mr Chopra—Yes, and | think that is why we were suggestirg ththe construction cost is,
say, $25 billion then you actually need $28 billigou need an extra $3 billion to help fund the
operating losses in the first few years and the geb need to incur for that.

Senator MINCHIN—What takes it from the $28 billion to the $42 ioifi in your
mathematics?

Mr Chopra—We have said that there are four sensitivitie® fitst one is the cost of debt if
the cost of debt goes from, say, five to sevencpet; the second one is take-up rates; the third
one is the capital construction cost; and the dast is the access price. If all four of those are
adversely impacted then you go from $28 billiorta$42 billion.

Senator MINCHIN—Does the $42 billion figures assume no Telstrdtea

Mr Chopra—It assumes that Telstra will take up serviceshenNBN but that they will make
that on a commercial basis.

Senator MINCHIN—Yes, but your scenario of the transfer in of tbpper assumes that has
not occurred.

Mr Chopra—That that has not occurred, yes.

Senator MINCHIN—Presumably, if this thing does not involve Telsfoa some time it will
be competing with Telstra.

Mr Chopra—That is right.

Senator MINCHIN—So that is going to make it much more difficult ib to generate an
operating profit in that time frame, presumably.

Mr Chopra—Yes. Our initial analysis—the one where we sugggestat they would generate
an operating profit in the fifth year—is based be tissumption that they are competing with
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Telstra. So we have assumed take-up rates are lbat-tHey are running at around that 30 per
cent level. A 30 per cent level is something weehseen in the US, and it is US-related data that
we are applying in Australia.

Senator MINCHIN—I was just looking at something and saw that tagen Singapore after
a year is only one per cent. Do you think thattties-up rates can confidently be based on the
US example? This is Verizon, is it?

Mr Chopra—Yes, we have used Verizon as our benchmark. Take-up rates at year two
were running at about 25 per cent. Currently, theyrunning at about 30 per cent. They have
rolled it out to about 16 million homes.

Senator MINCHIN—Have you built into your assessment the extenthich this service is
likely to be increasingly facing competition fromolile and wireless? | do not know what
pricing assumptions you make. | do not know whetlwer have read Southern Cross Equities’s
submission but they are basing it on the $42 hilfigure. The retail pricing would have to be
double but it currently is, which must have a cdasable impact on take-up, particularly if you
are competing against copper as well as mobileveineless. Are they all factored into your
assessment?

Mr Chopra—The way we have built this is that the input ie tonstruction cost and the
access price. We have assumed that the accessvoube be $30 a month for fibre to encourage
take-up.

Senator MINCHIN—That is the wholesale cost?

Mr Chopra—The wholesale cost would be $30. The output isv Inmuch money does the
government needs to put in to allow that pricingxest?

Senator MINCHIN—Can | ask you about your views on the attractigsrd this proposal to
the private sector. The government is indicatingahts up to 49 per cent private equity in this,
which would take the government estimate and yauside estimate of $42 billion to around
$20 billion of private equity in what is essentyadl utility. Do you see that investment demand
there?

Mr Chopra—I have not had a chance to look at it from a stobder perspective. What we
have just built is: what does the NBN model lode®® We have not assumed that there is an exit
by the government at some point in time.

Senator MINCHIN—The government is proposing to exit its 51 pelt edter five years, but
it is saying in the bill phase that it will be itivig investors to invest up to the equivalent of 49
per cent of the company. Given that this comparsythdind $42 billion, that is $20 billion in
private sector investment that the governmentlvalseeking. To the extent that it cannot find it,
it will have to borrow additionally itself. So | amondering if you have any views on the extent
to which this is likely to be attractive to theyaie investor market.

Mr Chopra—I do not have a view on that, sorry.
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Senator MINCHIN—Is it your view that it would be elementary fopeoject like this that
you would undertake a cost-benefit analysis be&nbdarking on investing anywhere between
$28 billion and $42 billion?

Mr Chopra—We could expect that a cost-benefit analysis wdodd undertaken as the
construction phase is about to commence. It is ndetstanding that that would probably occur
as the NBN implementation study group comes togethé | have not seen any cost-benefit
analysis at this stage.

Senator MINCHIN—The government specifically ruled out doing angtdoenefit analysis.
Does that surprise you?

Mr Chopra—No comment.
Senator MINCHIN—Would you expect to see a business case for aqirof this kind?

Mr Chopra—We have constructed a business case that we fkirkround the NBN
financials.

Senator MINCHIN—You would describe your analysis as a businessas
Mr Chopra—Yes.

Senator MINCHIN—But you would expect the government, as the ppalcinvestor in this,
to have done its own and to have released it tpulhdic?

Mr Chopra—Possibly, yes.

Senator MINCHIN—Would it be normal with a project of this kind, rpaularly if it is
seeking private sector investment, to involve thabligation of some sort business case,
presumably through what would normally be a proggeor something? Would that be the way
it would normally occur?

Mr Chopra—I have not come across previous PPP style arra@gisnso | am not confident
about whether a government would or would not peedhe financials around—

Senator MINCHIN—Is your anticipation of take-up based only on wisagoing on in the
US? It is not based on any research in Australia+kataresearch, consumer research—of
willingness to purchase higher speeds for what dipoesumably be some higher price, is it?

Mr Chopra—We have not conducted a consumer study to lotheafustralian propensity to
purchase higher speed broadband services. | tlonke sof the data collected by the ABS
suggests that roughly a quarter of the populatiorreatly subscribes to what you would
categorise as ADSL2+ type services.

Senator MINCHIN—There is clear evidence that Australians are mothmasing the speeds
that are currently available. There is a differebbetween the speeds that are available and
people who are prepared to purchase products tloaide those high speeds, so there is a
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guestion mark about the extent to which there Isamt residential demand for 100 megabits per
second; but you have not seen Australian studie®oe any of your own on that question.

Mr Chopra—Yes. We have not seen an Australian study or domewn.
CHAIR—Mr Chopra, is your analysis mainly based on fikne fibre to the home?
Mr Chopra—That is right. Our study is done on fibre to tloarte.

CHAIR—To what extent does the provision of wireless saiellite, which the government’s
policy promises to arguably up to the 10 per célfustralians who are not able to access their
fibre to the home, impact your modelling and yossessment?

Mr Chopra—We have not looked at the costs associated wihatst 10 per cent in terms of
what the cost of providing them equivalent broadbaarvices might be through wireless or
satellite. We have just modelled it for the firSt®er cent.

CHAIR—It is quite an important question, particularly those who stand to receive or not
the wireless and satellite part, but also to therexthat it influences the prospect that the Bt
per cent might be the cheapest and easiest 90gmrt@ access. So why did you do your
modelling on that basis?

Mr Chopra—We have attempted to look at this from what theaot is on Telstra. The
impact on Telstra can be categorised just by laplnthe fibre-to-the-home aspect of this. We
have not looked at the last 10 per cent of Telsirastomer base.

CHAIR—Okay. Have you looked at consumers? Have you kb@tevhat consumers might
have to pay for this wonderful service?

Mr Chopra—We have assumed that the access cost will be di$8®, so that is the cost that
a Telstra, Optus or AAPT retail might pay to getess to the NBN company, and then they
would typically charge a price over and above that.

CHAIR—Have you done any modelling on what might be theepthat they would charge
over and above?

Mr Chopra—I would assume that the prices would be similathi® prices that occur today.
The rationale for that is that currently the prifeaccess is about $30 in the market, so we have
assumed that the fibre pricing would be the sanmtbegpricing on copper today.

CHAIR—That is not necessarily an assumption with whittfeowitnesses to this committee
and other experts would agree. | presume that yewaaare of evidence that consumers could
expect to pay two if not three times more than whaty are currently paying for, perhaps in
some cases, equivalent services and access tdhvayadre able to have today. What do you say
to that? Let me ask the question in another wayyalo know the access cost for Optus, for
example? You are suggesting $30. Do you know tlvesaccost that has been factored in by
others doing other computations who have come up avitwo-or three-fold family spend for
what they are getting today?
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Mr Chopra—No, | have not seen what others are assumingrmstef access cost. We
presumed that the cost is the same as ULL.

CHAIR—Sorry?

Mr Chopra—The same as the current infrastructure allows. dthieent infrastructure, which
is called ULL, has an average cost in Australialwdut $30 a month.

CHAIR—Thank you. Underpinning this policy do you thifiat the marketplace thinks there
is some sort of government reassurance—that thergment will do what it needs to do to
deliver on this promise? | ask that question indbetext of: what do you think that does to the
eagerness of stakeholders to signal their intemvest in the proposal?

Mr Chopra—I think there is reasonable eagerness from thesiing to engage on the NBN.
From the meetings that we have had amongst thestnydplayers there appears to be reasonable
willingness to engage on the NBN, but beyond thadd hot expect that anyone has really made a
decision yet on the commercial viability of vendiagsets into the NBN.

CHAIR—If you were a punter in the private sector—fongeftfor a moment that you are
Deutsche Bank—would you not contemplate holdingryiime to see what eventuates from
government preparedness and indeed from governanetaixpayer funded coffers before you
volunteered to put your money where your mouth w&$at imperative is there at the moment
for the private sector to put their money whereirthaouth is or to demonstrate their
commitment to doing so?

Mr Chopra—I would expect that the next six to nine monthsvigen the industry will start
actively engaging to try and understand what tleemics of doing a deal or not doing a deal
with the government are. We would not expect anglsiéo be done pre the implementation
study being completed.

CHAIR—Perhaps arrangements to be made rather thantddadsdone.

Mr Chopra—Exactly, yes.

CHAIR—Do you think that the private sector knows enoudbr—example, about the
regulatory environment—to work out what they migbtwhen, how and at what cost?

Mr Chopra—I would not expect that the private sector wouétvén a view at this stage on
what regulatory environment post NBN would appear.

CHAIR—Do you think they are prepared to ask?
Mr Chopra—I would expect that they would be asking.
CHAIR—You do not know so?

Mr Chopra—I would not know, no.
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CHAIR—From your experience do you think that the privegetor would feel free firstly to
ask questions and secondly to voice concerns amdap® even criticisms in the current
environment as the government proceeds?

Mr Chopra—I would not know, sorry.

CHAIR—OKkay. Are there any further questions? Mr Chojsahere anything further you
wish to say?

Mr Chopra—That is it, thank you.
CHAIR—Thank you very much for your time and your evidetaday.

Proceedings suspended from 3.08 pm to 3.36 pm

NATIONAL BROADBAND NETWORK



Monday, 20 July 2009 Senateéselect NBN 85

BLAIR, Mr Danidl, Telco and MediaAnalyst, Southern Cross Equities

CHAIR—Welcome. The evidence you are about to give idipalnd subject to parliamentary
privilege. It is an offence and potentially a confe of the Senate for any party to attempt to
interfere with evidence you may otherwise givetdas for a witness to give false or misleading
evidence to the committee. If you wish at any stigprovide evidence in private, you should
make that request to the committee and we will ickemst. Would you like to make an opening
statement?

Mr Blair—I will. Good afternoon. Thank you for the opporityrto appear before you today.
| will open by saying that we from Southern Crosyuiies appear before you to share our
observations, from our perspective, as participantsthe financial markets. By way of
introduction, Southern Cross Equities is an Australowned institutional stockbroker with
offices in Sydney and London. To briefly summanss submission, we believe the proposed
fibre-to-the-home network, the NBN, is not commallgi viable, based on our analysis of
forecasted return from invested capital. Furtheemare believe there is limited demand from
consumers—firstly, for the speeds being proposel] secondly, a low propensity by consumers
to pay above what they do today. Whilst we ackndgiethe long-term validity of the so-called
trans-septal benefits, we question the commereality of these benefits over the medium term.
By that | mean five to 10 years.

Taking the above factors together, we believe nas a compelling investment to potential
investors. Furthermore, we believe the proposed NBtéchnology focused when it should, in
fact, be consumer-outcome focused. We believe pulolicy outcomes could be achieved if the
focus were on the following: firstly, reforming tldeficiencies in the existing regulatory regime
and, secondly, intervening in the market whers iineconomic for the market to provide high-
speed broadband. On that note, | conclude my inttah and welcome any questions you may
have.

CHAIR—Do you think that a cost-benefit analysis woulddpedent in terms of the National
Broadband Network and if so why?

Mr Blair—We absolutely do. With an investment of $43 biilievhichever way you look at it
and whichever you structure it in terms of debtiggtunding, it makes sense to perform a
rigorous cost-benefit analysis.

CHAIR—Have you made that view known through other thaoryappearance before the
committee and the comments that you have providdis committee?

Mr Blair—We have in our principle responsibility in repneieg our clients. As you would
well know, our clients are institutional fund maregyand in presenting our research to them on
the basis of the stocks that we cover in the maxieehave made that known to them.

CHAIR—Have you been able to glean from your clientsuglothat process any insight as
to why as a cost-benefit analysis has not been dbties stage?
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Mr Blair—It is a good question. It is probably not hardgiwe you the definitive answer.
There are a couple of things here. Speaking onlbehthe clients, one is that there is probably
a belief that a cost-benefit analysis will comepast of the implementation study. Separately,
there is probably a more overwhelming belief tihég ts a process to bring Telstra to the table to
force the right outcome in terms of high-speed 8baad for Australia. In that respect, they are
waiting for that process to play out.

CHAIR—Your clients are looking forward to the resultstbé& implementation study, then,
and the prospect that a cost-benefit analysis nghpart of the implementation study. As |
understand it, the government announced that tipeeimrentation study would kick off in July.
At this stage, we do not even know who is goindpgéoboss of the study. What is the view of
your clients and the people who you represent ab-tfrstly, the study writ large? Secondly,
what is their confidence about a cost-benefit agialgarried out in the context of the study?

Mr Blair—Just to be clear, | will give you the views of Swern Cross Equity. | am not
speaking on behalf of our clients; | am speakingoan behalf. It is a good question. We are
expecting some degree of delay to the implememtatiody. Clearly, as you said, we are already
having delays in terms of the appointment of thasads, the chairman and board members of—

CHAIR—Excuse me, are you expecting delays simply becdélisee have been delays
already?

Mr Blair—And further delays.
CHAIR—Why is that?

Mr Blair—The task before the NBN Co. and its advisers afigithe implementation study is
a significant one. These things typically do nat an time. It would be fair to say that these
types of infrastructure projects typically do nahron time, so we are expecting that it will be
April or May of next year before we see any clafiym the implementation study. There is also
a question around when the regulatory review wilkss paths with this implementation study. |
do not think that they are mutually exclusive.

CHAIR—Do you think that would-be participants in the NBNI be able to contemplate
what their investment and participation might bdess and until that regulatory review is
progressed?

Mr Blair—That is a great question. My gut feeling is ngudt do not think that we have
enough information in front of us today for peopdedevelop informed views around on what
basis they should participate.

CHAIR—Do you think that they feel confident at this €dg say what they think?

Mr Blair—It depends.

CHAIR—You have been reasonably frank today.
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Mr Blair—Yes, | am known for my frankness. But it dependswdho you are referring to,
Senator. | think there is, for want of putting ibatter way, a lot of gaming going on. There are
two processes running here—one is a regulatorgweand one is the start of the NBN study. If
| can talk from the perspective of operators, waalot of operators, especially outside of
Telstra—Telstra’s competitors—are looking for isustural change in the industry, so it does
work in their favour to support the idea of an NBfhat could lead to structural change through
regulatory review that is favourable to them. Sihihk it makes sense that you would have
operators saying that they support it. They do lmte to hand over the money or sign the
cheque yet, so to speak; but they support it teedhat process of structural change. Clearly that
works for them.

CHAIR—They would be silly not to support it, in generat, this stage, wouldn't they?
Particularly if they contemplated having a piecdhs action as it started to unfold, they would
be silly not to support it at this stage, wouldytivet—in the main?

Mr Blair—I think they would certainly be silly not to suppd if it were to lead to structural
change. There is a separate question around whathewant to put their own capital forward.

CHAIR—To put it another way: they hardly have incentweriticise it, at this stage—
Mr Blair—Correct.

CHAIR—if they want to see a piece of the action. Indged, would be keeping the peace,
wouldn’t you, rather than risking losing a piecetlué action?

Mr Blair—Absolutely. They want to be in the debate. Theyntw@ part of the structural
change, whether or not they actually end up beipgra owner of the NBN. Let’s just assume
for this moment that an NBN is built. It certairtiglps them if there is equivalence of access of
high-speed broadband services on a wholesale lagislly, it works in their favour if there is
some structural change through regulatory reform.

CHAIR—Consistent with your earlier frank comments, yastjsaid—let me not mis-
characterise it—'Let's assume an NBN is actuallyiltbuAre you giving some room for
moveability of time frames et cetera, based on yoitial contention that this plan, as unveiled
by the government, is not commercially viable, catnmercially feasible? Are you really saying
it is a pipe dream—a fibre dream, if you like—anu that basis you therefore expect further
leakage, further slippage of time frames becausedgnot really think this is going to come
about in any form?

Mr Blair—Just to be clear: we do not think it is viableniraa commercial basis, but
something can always be built.

CHAIR—At what price? Sorry, that was rhetorical at gtsge!

Mr Blair—If your pockets are deep enough, of course thear&tcan be built. Whether it is
going to be commercially successful down the trigcknother question. You might not want to
be the first owner of this asset. It might turn twte a very good asset longer term. We have
seen that with some infrastructure assets. | ansumet whether that answers your question.
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CHAIR—There are perhaps many more questions than theranawers, at this stage. Why
would would-be investors stake their claims an#estaeir preparedness to invest at this stage?
Why would they not bide their time and see the mixte which the government decides it will
have to dip into the taxpayer funded coffers toveeleither some of the infrastructure or access
to services or whatever? What is the incentive?

Mr Blair—At the moment, to the best of my knowledge, thly @eople who have said they
would participate are existing operators. Cleaaly,| said earlier, it is in their best interests to
participate if they believe it will lead to strucall change. They do not necessarily have to
commit to any funding at this stage. | am certaindf aware of any private equity investors
outside of the existing telco, and perhaps slightlpader communications market, that have
shown their willingness to invest.

Senator IAN MACDONAL D—I noticed in your submission you say you strugglsee how
investors will be attracted to this investment amyaity, principally because significant
questions exist about the commercial viability t&hiave a modest 10 per cent return on
investment. | think you said in your opening stadatthat your clients are mainly institutional
investors.

Mr Blair—Correct

Senator IAN MACDONALD—Because you have an office in London, | assumaiml f
number of your clients are multinational companies.

Mr Blair—The majority of our clients are Australian bas@dr office in London, to put it in
perspective, is made up of four people. It is raabty small.

Senator IAN MACDONALD—As a professional adviser, if one of your instdaoal clients
came to you and said, ‘I have a heap of money Itwamvest,’ could you possibly recommend
this sort of investment?

Mr Blair—Just to clarify, our clients principally come te for advice on listed equities. But
to answer the question more generally: no, | wadtilbe recommending this investment at this
stage.

Senator IAN MACDONALD—You said again in your submission—I| guess | amyonl
getting you to repeat what you have already saigithur assessment is that costs would have
to double to $200 to &220 from what is now an ageraf $110 to $120. Where do did you get
that from? How did you come to that conclusion?

Mr Blair—If we look at the cost inputs, the way that weéderived our analysis is that we
take at face value the cost of rolling out the NBNjch is being put forward at $43 billion, and
then look at a mix of debt and equity funding—6@ pent debt and 40 per cent equity—with
private participation as well government participat This clarifies a few of the points said in
the submission prior to mine. That basically meamsut $25 million debt and in round numbers
about $8 billion of private equity and $8 billiohgovernment equity.
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We then look at take-up assumptions of fibre-totibene. We are shaming 50 per cent by the
end of 10 years, which would pretty much guarast@®e pretty significant volumes of both
Telstra’s traffic and traffic outside Telstra orethetwork. If we look at an incremental margin of
70 per cent, to maintain a 10 per cent return waelguire that the wholesale price be
somewhere around the $110 mark. If you are a ret@vider, you have to make a living.
Today’s margin levels would suggest around the $Z80 mark. It is conceivable that perhaps
it could be $150, but that would be on very thirrgires from a retail provider’s perspective and
| guess you would have to question whether you &htd be in business on such slim margins.

Senator IAN MACDONALD—Have you factored in that, as far as we know tpdajstra
may continue full steam ahead in their expansianpin their current business, which | suggest
might mean that the bulk of Australian users woold for a cheaper Telstra’s service than a
Rolls-Royce but very expensive government service?

Mr Blair—I think that is a very good point. Just to clariftyat analysis that | just described
was really a scenario analysis. It is not sometlwegrescribed. | do not believe personally that
you will see 50 per cent take-up unless you have steong support from Telstra. We just purely
have to look at the number of existing customefsti@ top of my head, there are 10.7 million
lines in Australia and the vast majority of those @elstra retail customers. So unless Telstra
does support this then you run the very real risi they will compete alongside. And the
copper network can compete alongside the fibre otvior a number of years. In effect, you
will get a two-tier market. You will get copper dtlevel and fibre at two times X. If you look at
customer propensity and customer research stutie@® is not a lot of evidence to support two
times X.

Senator IAN MACDONALD—ANd | assume copper would be sufficient for most.

Mr Blair—I think for a lot of people it would be. The poiwwas made by Senator Minchin in
the preceding submission where he said that théahlea speeds today are not taken up by
consumers. To quote the ACMA, based on their aiglys’ per cent of users are below a
megabit and a half. You can get upwards of 24 miegabr second, but let us call it on average
12 megabits. As | am sure you are aware, it is dlinction of the condition of the copper and
the distance from the exchange and so forth. Tisemet that propensity of demand for that 12
megabits per second. Some people are demanding it.

Senator IAN MACDONALD—Just by the way as it as an aside, Senator Minghimted to
be here but he has plane problems, as | undergtdmbticed that in your submission you make
the very valid point that an infrastructure projesft this size requires very specialised
management. | think you are saying, if | read yswbmission correctly, that there are only a
handful of companies that could do that in Austxdls that the point you are making?

Mr Blair—Absolutely. That is something that | believe. | am ex-operator myself so | do
have some experience in these sorts of projecstidgsummarise that point, a lot of the work in
rolling out a fibre network is civil engineerings gou would well know. There are a lot of
companies across Australia and across the glohecéimado that. There are a lot of companies
that can provide the electronics as well that agquired in this network. But in any
infrastructure project of this scale and complexitis about bringing all that together. That is
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why | referred to the project management aspethaif There are not too many companies with
that expertise across Australia.

Senator IAN MACDONALD—Being a government run thing, we could always toack
and rely on the bureaucrats to run the businessy—dhe brilliant bureaucrats; | am not sure
what they would be like at running businesses.

Mr Blair—You could get me to run it but | am not so surawhwvould be like either.

Senator IAN MACDONALD—There are rumours around the traps, as you haveaply
heard, that Mr Switkowski, the former boss of Trlstis in line. Would someone of his

standing—

Senator LUNDY—There is an article in today's newspaper that $sysnight be in line. |
think that is the rumour that Senator Macdonaleisrring to.

Senator IAN MACDONALD—I have not read today’s papers so | heard it thinoather
sources. | think it has been rumoured in many nepsrs.

Senator LUNDY—Does that mean you started the rumour?

Senator IAN MACDONAL D—No, but certainly people in the industry have bseggesting
this to me. Perhaps, Senator Lundy, you are sdkgigt is not true.

Senator LUNDY—I am just asking who started the rumour.

CHAIR—If it were to be a person of Mr Switkowski’s cak how would that go?

Senator IAN MACDONALD—Would somebody like him, not necessarily him, have
chance of pulling it together as a CEO or chairmiathe broad of a government company? Or is
that an unfair question to be asking you?

Senator LUNDY —Probably.

Mr Blair—Undoubtedly he has a very strong track record telca operator, but | am not
sure one person is going to be able to deliver pihggect on their own. | probably cannot
comment too much on that.

Senator IAN MACDONAL D—You mention in your submission, and | quote:

Further to above—

where you are naming several areas of concern—

this has potential far reaching consequences tordlisst households through both their ownership @lsffa shares

(12.4m shareholders) and also through Telstra largieareholder, the Future Fund, which is respondirehe future
pension liability of public servants.
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Can you just elaborate on that? What are the pesi&breaching consequences that you talk
about?

Mr Blair—I think we are just saying there that when theran intervention in the capital
markets, from our position as participants in theosarkets, obviously it runs the risk of
impacting on the market capitalisation of certaompanies. Obviously Telstra is the most
widely held publicly listed company in Australindi outside of that, its largest shareholder is
the Future Fund—and its responsibility is to previdr the pension liability of the public sector.

Senator IAN MACDONAL D—Just going back to what we were talking about teefgou
were making an assessment, on what seemed to beeggdrched grounds, that the cost would
have to double for this to be anywhere near a cawialédnvestment and, more so from your
research, that people are not prepared to pay khigould assume that if you are in the
professional business you are in then you woulchagt to be Einstein to come to those sort of
conclusions, would you?

Mr Blair—No, and | do not think we are unique in cominghtose conclusions either.

Senator IAN MACDONAL D—Surely the government must be getting advice fsmmeone
to say, ‘Well, look the stockbrokers around Ausé&rand international financial experts are all
wrong; it is going to be a good thing.” How coultktgovernment come to such a completely
different conclusion to the one the finance induktis come to?

Mr Blair—I think there are two types of benefits to be edeied here. Obviously if you are
looking at it from a private investment point oéwi then the only benefits you can consider are
those that pertain to you as an operator and asvastor. But the second type of commonly
referred to or quoted benefits are these so-caltadssectoral benefits—that there are
overwhelming society and economic benefits in teah&DP type growth. | can give a couple
of examples in terms of e-health initiatives, eation and so forth. | guess what | would say
there is that, although | do not dispute those fisnéonger term, my experience is that
whenever you ask customers to change behaviouclzambe the way that they do things in life
that does not happen overnight. So whether yoaskimg them to work from home as opposed
to work in the office, whether it is remote schaglias opposed to attending a school or
whatever it might be, the benefits take a long ttmenaterialise. Therefore we would question
that on a commercial basis, as | said in my opeoamgments, in terms of the medium term. The
timing is obviously very important when you lookiatestments.

Senator IAN MACDONAL D—Certainly, and those other considerations woulddyg valid
if it was a taxpayer funded piece of infrastructuilee a road or the Alice Springs to Darwin
railway, for example. But when 49 per cent of theeistors are supposedly going to be private
investors then, much as they might be altruistid gnod corporate citizens, they are in the
business to make money not to look to the long-tetore of what might be a good idea. So, as
a commercial proposition, where is the 49 per oéthe private finance going to come from?

Mr Blair—I think that is a great question. | cannot ansthat for you. As | said, when we
looked at our analysis—and | used the term scersarabysis—those take-up rates are not what
we believe will occur. We looked at it purely frahe perspective of what would need to happen
for this to be commercially viable and we startedhching our heads.
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Senator IAN MACDONALD—Anyhow the witnesses to follow you, who | suspact
behind you at the moment, are from the governmenthey may be to tell us whether the
government looked at those considerations. | wilsh on this: can you see any prospect, based
on what you know—and not a lot of us know a lotwhexactly what is proposed—of getting a
49 per cent private investment into the $43 billgmvernment controlled telco?

Mr Blair—Not on a commercial basis without Telstra’s pgaton.

Senator IAN MACDONAL D—Would they do it on any other basis? Are thereegtors out
there who are just full of altruism and do not wardney; they are just happy to ‘build a nation’,
SO to speak?

Mr Blair—None that | am aware of.
Senator IAN MACDONAL D—Thanks, Mr Blair.

CHAIR—Your submission talks about the NBN being techgglbased rather than outcomes
focused. You have possibly touched on it, butuslé bit more about what you mean by that.

Mr Blair—Sure. From what we have seen in the proposal—anttave mentioned lack of
detail—we are talking about delivering fibre to th@me to 90 per cent of Australians, with the
remaining 10 per cent delivered by wireless andatellite. That is specific technology. If you
were to go back even five or 10 years and lookoat fve use communications and technology
to run our lives today, | think you would be quserprised. We have seen a massive change in
the uptake of mobile services and what we do owail@. It is not just voice these days. What
we would argue, going forward and looking out 1@rge is that—and we have to think about
this from the consumer perspective—it is not a gitret consumers will be consuming content
and applications across fixed lines in perhapsnfamner that you would need to make the
investment stack up.

CHAIR—You talk in your submission about the potentiat the NBN to distort the
marketplace. You refer to the government intervgnin areas where it is currently not
commercially viable to afford the private sectoringest in and produce some sort of national
broadband network. In that context, can you talkitanore about your views about the NBN
focusing on underserved urban, regional and rueslsaand how that might work? For example,
are you saying, ‘Go where there is nothing,’ or ya saying, ‘Go, for example, where Telstra
already has a stake,” so there may be an overbuitdseth?

Mr Blair—We would recommend that there are two avenuespsave broadband delivery
in Australia. One is around reforming deficiencieshe regulatory environment. The other is
that, where it is deemed necessary—from a socialppetive—to have high-speed broadband
and there is not a commercial imperative for thekeiato deliver that, the government may seek
to intervene in some form of subsidy. It could douamnber of different things. One might be to
subsidise an existing operation. Another mightdoedt up a separate special-purpose vehicle to
invest in those areas. Of course, those optionddymeed to be worked through.

CHAIR—Given the potential scenarios and outcomes, whauldv be the further
consequences of what you say is the potentiahi®NBN to distort the marketplace?
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Mr Blair—The comment that it was distorting was an obs@wahat, if you had national
average pricing—the same price across the whokusefralia—there was the potential that in
metro areas the price would be artificially highmgared to regional areas and that would create
a risk. It might be a risk that the market, the ggovnent and operators are prepared to bear, but
there is nonetheless a risk that an entrant cautlet ¢he metro market, the commercially viable
market, and underprice NBN Co. Ltd, for argumerg&ske. Obviously that would have
significant impacts on NBN Co. Ltd because it wotd#le high-value customers away from it.
There is that risk, but it might be a risk that pleocare willing to bear. We typically have retail
average pricing in Australia today, but we actudlfve de-averaged wholesale pricing if you
look at ULL and LSS services.

CHAIR—What about the government’s investment of $250iwonilin regional backhaul
black spots? What do you say of the sufficiencthefplan, as much as we know of it thus far, to
address those shortcomings?

Mr Blair—Based on our analysis and our discussions witlrabges and advisers in the
industry our belief is that it is a good start. 8&®n discussions that we have had we would say
that, if you do want to achieve high-speed broadbarsome of those regional areas where it is
not commercially viable, building out a regiondire backhaul network would be a logical step,
but $250 million is certainly not the number that wome to in those conversations. It is
probably a number somewhere between $1 billion&hdillion, depending on where you go.
To my understanding, at this stage only six locetibave been announced, and | am not sure
how much of the $250 million will be required tdigler to those six locations.

CHAIR—What more should be done, if anything?

Mr Blair—As we have said in the submission, if there isoption to deliver to regional
Australia through a regional backhaul network—andhbuld probably be careful of my
phrasing—you could think of it as an OPEL markt2isiprobably a little bit further reaching
than that.

CHAIR—It is clearly rebadged to start with.

Mr Blair—But it gives you a sense of what | am thinking @b am not intending to join a
political debate on that, but delivering high-spdemadband to regional Australia would
certainly free up operators to, in effect, expameirtfootprint. Today the feedback we get from
those operators is that it is not commercially ieald operate in parts of regional Australia. The
second element in building out an alternative negidoackhaul model would be to subsidise
last-mile access, which could be through existiogper, wireless or satellite. It would probably
be a mix of technologies, and would probably inel@idre as well where commercially feasible,
to deliver to regional Australians.

CHAIR—I will move to a slightly different issue, one whiyou have touched on. In making
your comments about the challenges the governmacesf with the realisability of this
proposition, to what extent are you factoring im&emer demand? If you are factoring it in a
lot, is that premised on your estimates of what kel the cost to the consumer of accessing the
NBN as proposed by the government?
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Mr Blair—That is a good question. We have not specificallyformed any quantitative or
qualitative studies around the propensity of tagesuthe willingness or demand for speeds. To
my knowledge there is actually not a lot of thabate in Australia, but that debate does exist
around the globe. In New Zealand, for instance,ctvhithink | reference in my submission,
there has been an analysis of willingness to paserand take-up speed. From memory, in that
particular New Zealand research piece from Cas@&Bigoer cent of consumers would not be
willing to pay any more than they currently do bspadband. The other two data points that we
would probably look to are, firstly, the ACMA resela | mentioned before and other similar
research which shows that currently consumers ardaking up available speeds. Secondly,
operators—and we talk to operators quite reguladye-saying to us, ‘Where you start asking
customers to pay more there is no evidence thgtatesin fact willing to.’

CHAIR—I have one final question around that. We heartieedoday from Dr Gilmore, the
Chief Executive Officer of the Australian Instituie Commercialisation. He said words to the
effect that it is not clear to him that speeds 60 Inegabits per second to 90 per cent of
Australia’s premises can be justified by demandweéat on to say:

No home in Australia to my knowledge receives its tavaier direct to its premises through a 1 metre pijpe,has a
freeway terminating at its driveway.

Taking his examples, which are helpfully graphicere if a freeway were delivered to your
driveway free of charge and even if you had théoopdf having town water direct to your home
for no charge, using those analogies, are theygshthat consumers would take up simply if
there were cost equivalence? Translating thated\BN, even if the NBN is delivered at a price
comparable to today, which you are suggesting litvat be, in your view do consumers want
speeds of up to 100 megabits a second?

Mr Blair—In our view there is not a demand for 100 megapés second. If you offer
someone something for free they will probably tekep.

CHAIR—Yes, but will you use it? You do not necessarige ut; you might say yes and
then—

Mr Blair—It is pretty hard to see how you are going to gdimuse 100 megabits per second
today. If you look across the range of differenvgees and applications that run you struggle to
get above 20 or 30 megabits per second. | am nfrtad technical expert in that area, but when
you look at the evidence that exists you have gatniderstand the cost of moving from copper
to fibre for the consumer, because it may includeinng the home and it may include
providing battery backup to the equipment that teates outside your house. The very idea that
the NBN Co. Ltd or someone else provides 100 meg@er second to your door does not mean
that it is free to the consumer.

CHAIR—INndeed. | have a final follow-up question to theswer you gave before: do you
want to reflect on New Zealand having free dialaggess and the potential impact for that on a
cost differential.

Mr Blair—In what respect?
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CHAIR—Arguably, if you had free dial-up access as, asderstand it, there is in New
Zealand, the cost differential between today angbtoow under an NBN would be far greater.

Mr Blair—In New Zealand?
CHAIR—Yes. So if you translated that to Australia, what—

Mr Blair—You would probably say that in New Zealand thaitdbroadband services are
more expensive.

CHAIR—Thank you very much, Mr Blair, for your time andw appearance before the
committee.

Mr Blair—You are welcome. Thank you.
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[4.21 pm]

HEAZLETT, Mr Mark, Assstant Secretary, National Broadband Network
Implementation, Department of Broadband, Communications and the Digital Economy

KELLEHER, Mr Brian, Assistant Secretary, Priority Backhaul Implementation,
Department of Broadband, Communications and the Digital Economy

LYONS, Mr Coalin, Acting Secretary, Department of Broadband, Communications and the
Digital Economy

SPENCE, Ms Pip, First Assistant Secretary, Networks Policy and Regulation, Department
of Broadband, Communications and the Digital Economy

WINDEYER, Mr Richard, Acting First Assistant Secretary, National Broadband Networ k
Srategic Policy, Department of Broadband, Communications and the Digital Economy

CHAIR—Lady and gentlemen, as you would be aware theepabings before the committee
are public. You are protected by parliamentaryifgge. | presume you aware of the potential
breaches of laws and contempt of Senate arising &tiempts to interfere with evidence that
you may give to the committee and the prospectivhg false or misleading evidence to the
committee. If at any stage you wish to give evideincprivate, please make that request known
to us and we will consider it. Would you care tokean opening statement, Mr Lyons?

Mr Lyons—No, | am happy just to try and assist the commitiieyou have particular
guestions.

CHAIR—One moment.

Senator IAN MACDONALD—The first question would be: do we really know mdhan
we have read in the papers about what exactlyimglggoposed? Asking you what we know is
perhaps not an appropriate question. Could yougpsrigive us a summary—very briefly, in the
circumstances; | guess you could go on for hourswiwdit we as the public currently know
about what is proposed. | am not sure that we leagrthat—

Mr Lyons—I am happy to provide a brief conceptual outlimel shen to answer any further
guestions. Some of this will repeat what you kndWwe government has announced that it is
going to establish a company to invest in a higkespnational broadband network. It has
announced that the company will invest up to $4i®hiin that network. It has announced that
it is looking to attract private investment in thetwork. It has announced that it will retain at
least 51 per cent ownership stake in the companye® will be a maximum of 49 per cent
private investment. The government expects thailittake eight years to roll out the network
and that after a further five years it would bekseg to fully dispose of its interests in the
company. The government has indicated that it ogehto be a wholesale only company, so it
will not be operating in the retail market. To mes the integrity of that wholesale only
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decision the government will be looking to impog®pr@priate caps on private investment,
particularly by telcos.

Senator IAN MACDONALD—That is after the five years, when they—

Mr Lyons—No. It would establish caps on private investntaat would be ongoing, but they
would be established before any private investnietat the company. In the interim phase
before it fully privatises, the government woulct@gt up to 49 per cent of private investment.
That 49 per cent would itself be subject to appedprcaps. The government has indicated that
the up to $43 billion investment is based uponiprielary estimates. It has indicated that its
objective is to have 90 per cent fibre coverage¢hefnetwork, with the remaining 10 per cent
served by a mix of wireless and satellite technielegt has indicated that it recognises there are
a number of difficult issues to be worked througtihat process and that it would embark upon
an implementation study that would report very earéxt year on a range of commercial,
technical, legal and policy issues, all of whiclk &ery much interrelated and some of which, 1
understand, you would have been discussing befieredmmittee.

CHAIR—'Very early next year'—is that still contemplatemibe February 2010?
Mr Lyons—Yes, February next year.

CHAIR—In terms of the implementation study, if | mayenéct just there, was it not
contemplated that that would start in early July+ieathis month?

Mr Lyons—Yes. We are embarking on the implementation stidyt of that process of the
implementation study is to appoint a lead adviser.

CHAIR—Do we have one yet?

Mr Lyons—We are in that process. The decision has not bbeshe or announced at this
particular point in time.

CHAIR—Where is the process of the decision making atergithat you cannot start an
implementation study in early July if you have got someone to do the gig or dance the dance
yet?

Mr Lyons—It is at the final stages of decision.

CHAIR—What does that mean? Can you give us any morddeta

Mr Lyons—No, not particularly.

Senator IAN MACDONALD—Is the leader going to be a man with a name thdifficult
to spell?

Mr Lyons—I suppose what | should have said parallel to ithdhat we are seeking a lead
adviser—and there will be subordinate advisers ab—ao provide advice on this range of
commercial issues, but at the same time the gowamhiras established NBN, a company that is
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at the moment 100 per cent Commonwealth ownedpofse. Currently the directors of that
company are Commonwealth officials because it ishm interim phase. The government is
looking to decide upon the establishment of theifulependent board of independent directors
of the company and the government is in the prooéssiaking those decisions. They are
decisions to be made and announced by the govetnmieamms of the board.

CHAIR—WIill the implementation study be overseen by darstepartmental group?

Mr Lyons—There will be groups of officials that will be wang together with this process.
You would expect that the Department of Finance #@wtegulation, Treasury and the
Department of the Prime Minister and Cabinet walldonsulted and there will be working group
arrangements. But the direct contractual arrangesnim managing the lead adviser for the
implementation study rest with the Department add@tband, Communications and the Digital
Economy. You would also expect that the departnoérinance would be closely consulted in
this process, because the anticipation is thamihester for finance would be a joint shareholder
minister, along with our minister, of the company.

CHAIR—Are you saying that your department will essehtidle the administrative and
managerial boss of the implementation study?

Mr Lyons—Yes—of the advisers, and those advisers are praya report to the government
on a range of issues.

CHAIR—There is clearly a prospect, particularly givemsoof the evidence we have heard
today, that the implementation study could comeklzaw say: ‘This is a pipe dream. This is a
fibre dream. It is impossible to deliver.” What tite

Mr Lyons—There are a range of commercial and technicakss$a be looked at. | am not
going to speculate on the outcome of the implentiematudy report to government.

CHAIR—Stakeholders and potential stakeholders are edtit be relying to quite a degree
on the progress of the outcome of the implememasiwdy, particularly given that Minister
Conroy, for example, has said, ‘Therein lies thstdm®nefit analysis.” Some of the very first
indicia stand to be delivered and opined upon kg ithplementation study. What are the
implications and ramifications of that understaridaikeliance by would-be stakeholders on the
implementation study?

Mr Lyons—First of all, there are a number of key stakehadbut clearly one of the key
stakeholders is the company itself, so we expexttttie company, as the board gets announced
and it starts to recruit staff et cetera, will ey closely involved in the implementation study.
Secondly, one of the key aspects of the role ofléhd advisor is to engage with industry and
affected stakeholders on these issues. There wilh bange of parties out there that will be
seeking to talk to government on commercial isslibsre will be a range of parties out there
that will potentially be seeking access to thisnwek. | know the Communications Alliance is
looking at a range of standards-making and othareis where it would want the industry to
work together to the industry’s mutual benefit, amel strongly encourage them to do that. And
people involved in the implementation study williw#o get out there and talk to industry and to
these participants on a range of issues.
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CHAIR—Returning to the cost-benefit analysis that M&istonroy has spoken about in the
context of the implementation study, will that lenducted as part of the implementation study
or has the decision been taken that, almost irotseeof the risks and the costs, the National
Broadband Network will proceed?

Mr Lyons—The government has made a commitment and it $etshawving a high-speed
national broadband network using fibre and othext-generation technologies is going to
deliver a significant economic and social benefitistralia, but I think it also recognises—

CHAIR—That is what it says.

Mr Lyons—and that is the government's commitment—that theeee a number of detailed
issues that need to be worked through. They inclodking at the costs of deployment of the
network and the sorts of services that would bereff and provided by the company. There
have also been a range of business, technical@nthercial issues raised, like demand, take-up
and the best ways to attract private investmends&hssues will all be looked at in terms of the
best way of implementing the government’s commitinen

CHAIR—If | may, that begs the question—because you aymg it will look at the best way
of implementing the government’s commitment, whiglanother way of saying the government
is going to find a way, come hell or high water,ingplement its commitment—will a cost-
benefit analysis of the government’s commitment dome, warts and all, as part of this
implementation study?

Mr Lyons—There will certainly be an independent, multididiciary set of commercial,
technical and legal advice. It is going to be otiyec advice and it is going to inform
government. It is not going to be people necessaaying: ‘What does the government want to
hear? Let’s provide them with that advice.’ It isiigg to be a comprehensive implementation
study, and the reputation of the advisers thatpp®et and the department will rest upon it.

CHAIR—W/ill it be a precondition of the cost-benefit aysf in the implementation study
that the government’s promise will be implemented avill it be a precondition of the cost-
benefit analysis to find a way through to deliviee government’s promise—at least risk and at
least damage but, nonetheless, to deliver the gowamt’'s promise? Is it going to be a case of,
‘Build it and they will come’?

Mr Lyons—Issues such as, once this high-speed infrasteicsuavailable, what the demand
will be, what the prices will be, what servicesIviné offered, how the services might increase
over time and how demand might increase over tinlebg looked at objectively and the
government will get objective advice.

CHAIR—WIill that objective advice contemplate two sceasrat least—for example, one
with Telstra and one without Telstra?

Mr Lyons—I would not want to go into the details of theuies that will be looked at, but
clearly—

CHAIR—They are both clearly options.
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Mr Lyons—Clearly there are scenarios, and clearly a rarigee@narios would be looked at
by advisors, but | would not want to comment ontipalar scenarios. The government has
indicated that it wants to seek private investmamd potential participation by a range of
players in the industry, and Telstra is clearly arfethose players, but | do not think the
government has indicated that it wants to only kpeane side of the industry.

CHAIR—If | can move to the Tasmanian rollout for a moméns my understanding that the
contemplation is that in Tasmania about 80 per aétite rollout will comprise aerial cables.

Mr Lyons—I do not think there has been any particular deci®r announcement made
about that. | do not think those details have badetermined. | am not sure on what basis you
are—

CHAIR—Let me ask it another way: what is the contempiatin terms of the Tasmanian
rollout, of the composition of aerial versus other?

Mr Lyons—I do not think the final decisions on the propamtihave been made. | think the
general principle is that the government will bekimg to place cable underground where that is
cost-effective and practicable to do so. But, uthté full rollout agreement is determined, we
will not be in a position to provide any furthertaiés on the proportion of overhead and
underground cabling.

CHAIR—AII right; thank you. In respect of the Tasmanianlout, there has been some
speculation that the Tasmanian NBN company wilbbéeast part owned by NBN Co. Ltd; is
that right?

Mr Lyons—Yes, the company is intended to be a subsidiaty&ifl Co. Ltd.

CHAIR—On what basis has that decision been able tokes tgiven that, as | understand it,
there is not yet a board or, as you have saidaarohn of NBN Co. Ltd? On what basis could
that decision have been taken already?

Mr Lyons—The government has made the policy decision thit the sole shareholder in
NBN Co. Ltd and that the partner for delivering thhetcome in Tasmania is Aurora Energy.
Negotiations have been held with the Tasmanian rgovent and with Aurora Energy. It was
considered that the best vehicle for implementimg Tasmanian rollout would be through an
arrangement with an entity with the scope for pgréition and appropriate contribution to that
investment.

CHAIR—Given that we have kind of put our toe in the watéh the Tasmanian NBN Co.
and part ownership, when will the structure and rible of the Tasmanian NBN Co. and the
details of its governance be made available té\tisralian people?

Mr Lyons—The government has indicated that it intends tdkemdnose announcements
shortly. Those announcements and timing of thenaanatter for the government.

CHAIR—I have one more question on the Tasmanian roll Raturning to the aerial cable
component of the Tasmanian roll out, it is my ustirding that the tender documents
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contemplate the aerial roll out portion as beinggbr than the non-aerial portion. Is that a
misunderstanding or a misreading?

Mr Lyons—Perhaps the contextual explanation may assist.afeucorrect. Aurora Energy
released a tender for fibre optic cable. The mijasf the fibre optic cable called for in that
particular tender is overhead cable that will bedu®r backhaul purposes in the stage 1 roll out.
The government has indicated that there will bdages 1 roll out as part of the Tasmanian
process. The backhaul will be fibre optic transioisdinks that will be run on poles along
highways to regional areas, with a limited impaaotasual amenity. The bulk of the cable
associated with that particular tender will notiistalled in built-up residential areas.

CHAIR—Okay. Thank you.

Senator IAN MACDONALD—The financial papers and any number of financigleets,
including witnesses who have given evidence toc¢himmittee directly, suggest to us that there
is just no way possible that private investors wobk interested in the 49 per cent on the
information that is currently known. Clearly, thevgrnment must have had information before
it made a decision on the prospects of gettingtgduiancing. Can you tell us what financial
information the government relied upon in annougdimat it was going get up to 49 per cent
private equity investment?

Mr Lyons—The government has indicated that it is seekimgape equity investment. It has
indicated that it wants the implementation studynform it of the best way of seeking private
sector investment. Since the government’s annouentnthere has been, as the minister has
already indicated, a fair degree of interest exgm@eésby telecommunications companies in
potentially participating or investing in the netlkkoAn implementation study is the best way to
look at that process so as to get informed adwdagovernment. My understanding is that there
has been a range of different views expressed tipaxtent to which private investment might
be attracted. | understand that there are people mdve expressed views one way but |
understand that there is a range of different vieMre implementation study is the appropriate
forum in which to test those views and it is appiate to have someone appointed by the
government who can go out there and have thoseisdiems and undertake that detailed and
independent analysis on behalf of the government.

Senator IAN MACDONALD—I am not terribly clever and | certainly do notdemstand the
world of high finance, but you do not have to beildy astute to work out that on the figures it
is simply not an economic proposition in spite dfavyou say. Yes, there have been comments
about telcos getting involved, but they would obbky interested if there is something in it for
them, and clearly it is not a return on a finanaiestment. There would have to be some deal
struck to in some way involve them or issue sharéieu of confiscated assets or something, on
which they may have no option or little option.

| come back to my question: what advice did theegoment rely upon in floating this
proposition? Again, you say there are differentwaeQuite frankly, | have only seen comments
without malice and without any particular barrowptiash, but it just does not stack up. Perhaps
you could tell us how the advice was given. | sasgeu will not tell me what the advice was.
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Mr Heazlett—The government made an announcement based omjmraly estimates of the
cost of building a network. In the context of thatindicated an objective for the network to
operate on a commercial basis. In conjunction witat, it would seek to attract private
investment. That does not include, as is clear ftloenvarious comments the minister has made
since the announcement, that there is any detfiladcial analysis that supports a business case
one way or the other in relation to the operatiérthe network. The sort of advice you are
asking about would constitutes that detailed baasteet advice that the minister has quite
clearly stated the government had not sought airtieeof its announcement.

Senator IAN MACDONAL D—The minister did not just wake up one morning aag as he
was having a shower in the morning, ‘Let’s pickigufe. $43 million is what it will cost and,
yes, this is how we’re going to pay for it.” He nisve got advice from the department or, if
not the department—and that is the basis of mytgques-who? | am not asking about the terms
of the advice. Perhaps let me be more direct: igddepartment give advice to the minister on
the ways of being able to fund this proposal? | Wdld myself back from saying ‘ridiculous
proposal’.

Mr Heazlett—The department has provided advice to the miniatel the government in
relation to preliminary estimates of the cost ollding the network. In relation to the sources of
that funding, that advice comes from a combinatibsources available to government in setting
budgets and in determining these things. So tieenmevblvement by the Department of Finance
and Deregulation and the Treasury. Clearly, theeguwent has set aside funds for the funding
of the infrastructure projects and the Building fkabka Fund.

Senator IAN MACDONALD—That is the 51 per cent. If they want to put thefrastructure
money into that, that is a decision for them. lthie up to 49 per cent that | am interested in. Do
not take us on a different tangent. | accept thedslcent, but | take it from what you are saying
that your department was not asked for advice ahehat give advice on the way that it would
be paid for.

Mr Heazlett—That is one of the aspects of the project thaulgect to careful examination
as part of the implementation—

Senator IAN MACDONALD—Come on, Mr Heazlett. That is very well answerbdt |
really want an answer to my question. | understgmdhave a responsibility to the government
of the day, but that response does not answer rastipmn.

Mr Lyons—This might be repeating things, but the governmiea$ never said, to my
knowledge, that a comprehensive business case bad bompleted before it made its
announcement. It made its announcement on the basibat it believed to be the social and
economic benefits from the project and from itsensthnding of preliminary cost estimates, and
that it wanted the commercial issues, including svalyattracting private investment of up to 49
per cent, to be worked through as part of an implaation study.

Senator IAN MACDONALD—Again | am not asking you to defend the minister’s
announcement; | am only seeking from you as pradeas public servants what you gave and
what you did not. Quite frankly, you can tell thenister what it might cost as a government
funded infrastructure project but the minister gptand said, ‘We are only spending 51 per cent
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of $43 billion because someone else is going to fpayt.” As much as | find the minister’s

company always pleasant, | would not put him in lgegue of international financiers who
could be having a shower and decide that the 42¢maris doable. | am asking if it were your
department. If you are telling me that it was Twegsand Finance, that no doubt will be
something that my colleagues in estimates comnsitiek pursue. All | am asking of you is: did

you give advice? And | understand you to say no.

Mr Lyons—What we are saying is that there was no concllmeshess case. That level of
comprehensive analysis that you are talking ab®uatctually the subject of an implementation
study.

Senator IAN MACDONALD—Did the advice not to give advice on the privatplity
funding but to get it from an implementation stuayne from the department?

Mr Lyons—I do not want to reveal the nature and the cortéatlvice—
Senator IAN MACDONALD—No, and | don’t want to ask you either.

Mr Lyons—but clearly the department and other departmerdspdovide advice to the
government on how best to implement the policy famrk and an implementation study
provides the opportunity for having not only anepdndent advisory process but also a way of
engaging with participants and industry on a raoigeery complex and interrelated issues that
cannot be considered in isolation to come up wWithldest and most comprehensive answer.

Senator IAN MACDONALD—I understand that your department did not giveicdwn
how the 49 per cent would be raised—and correctfrham wrong. You have seen obviously
the newspaper reports and evidence given to tmstiee that to get any sort of commercial
return costs would have to at least double—andviehaad other people tell me that even
doubling is a ridiculously small amount. You hawsaid those assessments. Did you look into
those? Have you got contrary advice to that?

Mr Lyons—We are aware that there are a range of variabigsyhat the price to consumers
would need to be is going to depend upon the addise network, the extent to which existing
infrastructure can be used as part of the netwibik,sorts of services that the wholesale only
operator is going to provide, the level of funcabty that will be in that service offering for
retail providers, the demand for different typessefvices at different structures and different
levels, and the extent to which demand will inceeager time during the roll out of the network.
We know there is increasing demand for bandwidtimfconsumers. We know that the demand
people have for Internet now is significantly higktean it was eight years ago and we know it is
going to increase significantly. Those are thernelated issues that | referred to that are gaing t
be looked at as part of the implementation study.

Senator IAN MACDONALD—That is all very true, Mr Lyons, but the figurdsat are
noncontestable, as | understand it, are $43 biflimh 51 per cent.

Mr Lyons—I would say that about the $43 billion. The goveemt has indicated that the
company will invest up to $43 billion based upoelpninary estimates. There is a contingency
in that. That is exactly one of the issues that wéed to be worked through as part of the
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implementation study: the cost of the fibre, theeldss and the satellite deployments and the
extent to which the existing infrastructure—bacHKrend other local infrastructure—can be part
of that equation.

Senator IAN MACDONALD—We are all hoping that for the first time ever @assessment
on infrastructure spending will be high rather than. | appreciate that it is still to be done, but
whether it is $43 billion, $40 billion or $35 biin, the up-to-51 per cent government ownership
and the rest—which comes from somewhere; it isgmhg to be given philanthropically, |
assume—needs to get a return.

Mr Lyons—By the way it is not a minimum of 49 per cent ptiy investment; it is a
maximum of 49 per cent.

Senator IAN MACDONALD—Yes; it might be less than that. | asked you alaluether
you had done any different figures on the cost thight need to be proposed to get a 10 per cent
return on investment, at least for the private stwes—forgetting about the government
investors—nbut let me ask you this: have you doneveork, surveys or polling, on whether the
majority of users in Australia are price conscioDg?they go where they go principally for price
or is price the secondary consideration? | guesgytlestion is, first of all: have you done any
assessments on that?

Mr Windeyer—No, we have not.

Senator IAN MACDONALD—Okay. What do you say to public comment—and, again
evidence given to this committee—that the majootyusers will go according to the money
they pay? Are you in a position to reject thatmgive a different view? | do not suppose you are
in that position if you have done no work on it.

Mr Lyons—What do you mean when you say that they will gooading to the money they
pay?

Senator IAN MACDONALD—It is a price sensitive business. People now, asderstand
it—I am no expert—can get a much wider bandwidtihéy are prepared to pay but most people
go for the cheapest option, which is a narrowedbadith, because most of them do not need a
very wide bandwidth.

Mr Windeyer—I do not know that | want to make any comment dratrxconsumers might or
might not have said in surveys that people havesdakien. | would point out that | think there
are possibly other factors that come into play, ohevhich is that for any particular type of
service at a particular bandwidth there may welldeeisions that people make that go to the
quality or reliability of the service or the natuné the service offered rather than, solely, the
monthly price figure.

Senator |IAN MACDONALD—Universities, teaching institutions, health ingiibns,
hospitals and very big corporate businesses mayireeq huge bandwidth and be prepared to
pay for it but | suggest to you that the majorifyusers of the NBN will be—I hate the term—
‘ordinary Australians’. Again, the comment from sigowho seem to know is that unless they are
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going to be downloading three-dimensional videosrgwninute, they would stick with the one
megabit speed that they can get cheaply, and anllicue to do that.

Mr Heazlett—While we have not undertaken ourselves any polingxamination of what
consumers are intending to do, it is fair to sat the have seen some studies that other people
have done, and the observation that | think shbaldnade is that it is not a static position, that
the position that exists now is different to thdtieth existed 12 months ago and that there has
been an increasing tendency for people to movéhepandwidth scale. One of the issues that
would need to be looked at in more detail in thplementation study is the nature of that move
and the drivers of that move and what implicatidrieas for the structuring of how the company
operates.

Senator IAN MACDONALD—This is what | do not understand about it. Youdavade an
announcement—'We're going to do it; we've set someney targets; we've set some
investment targets'—and then you are having anemphtation study to see whether it will all
work. What if the implementation study comes outl gays that you will have to charge four
times what they are currently paying, not just e#dVhat is the fallback position? What is the
fallback position if you cannot do a deal with tteécos and they say, ‘We're out,” and the
institutional investors say, ‘Much as we love Aab#r, we're in this business to make money
and we won’t make it out of this’? What is the Ibaitk?

Mr Lyons—I would not want to speculate on what the outcarhéhe study would be. The
government has made a commitment that the compasypéen established for that purpose. It
clearly sees the significant economic and sociakbts from undertaking this and it believes in
it, so | think we would want to wait until we hadowked through the implementation study
before we made any sort of speculation about whaghthappen if a particular scenario were to
come through.

Senator IAN MACDONAL D—But an implementation study is—

CHAIR—'We’re going to do this.’

Senator IAN MACDONALD—'We’re going to do this. This is where we’re goitgput a
tower and this is who we’re going to appoint toibecharge—but, hang on, we ain’t got no
money.” When the private investors can be up tgod® cent, | suppose that means that the
government could end up funding it 100 per centhernrules.

Mr Lyons—Yes.

Senator IAN MACDONALD—That is a yes?

Mr Lyons—That is an option that is open for government.

Senator IAN MACDONAL D—AIl right. The chair is giving me the evil eye.

CHAIR—NOot at all, Senator Macdonald. Did the departmeritemplate a scoping study
rather than an implementation study? Is therefaréifice? | would have thought so.
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Mr Lyons—In some cases, a scoping study might be underta&fare any policy decisions
are made.

CHAIR—One would have thought so. Was a scoping studgrizken?

Mr Lyons—No. The government has indicated that it ran a&gss for fibre to the node, that
it did not get any proposals that constituted vdioen money, that some of the learnings that it
got from that were that a fibre-to-the-node depleginwas not necessarily the most efficient
way of delivering on the outcome that it wanted,ickhwas a future-proof high-speed
broadband, and that the capital cost of fibre-s+ibde deployment would perhaps have
delayed the eventual path of fibre to the homaldd wanted to address structural issues in the
industry by setting up a wholesale-only networko3é things informed and drove the policy
framework which the government announced, whicwoihmitted to, and we are now embarking
on the implementation study on the best way to @amant it.

CHAIR—There is every prospect that many of the samegshthat led to the government
choosing to abort NBN round 1 in April this yearyrlaad to the same result this time. It seems
that you are essentially confirming that thereasgyenuine or credible basis for the government’s
decision to proceed with fibre to the home for @0 gent of the population.

Mr Lyons—There is a very firm policy basis that the goveeminhas come to. What | am
perhaps not prepared to do is to—

CHAIR—No credible or empirical or cost-benefit basis.

Mr Lyons—There were estimates made of the costs of theutobhased on upon technical
and financial advice that was available to the Camvwealth on the cost of a fibre deployment.

CHAIR—But devoid of likely consumer take-up, for example

Mr Lyons—And the government has embarked on an implementatudy to work through
those issues. What | am not prepared to do ise¢ougte about particular scenarios that might
come from the implementation study.

CHAIR—Thank you. Can I return to Tasmania, so to sp@éien is it contemplated that the
Tasmanian phase of the NBN will be live?

Mr Lyons—The government has indicated that that will becainiced shortly, so | will leave
it for government to make those announcements.

CHAIR—If the Tasmanian government’s proposal was constleomprehensive enough to
be, if you like, the first phase of the NBN priorthe results of the implementation study being
known, why doesn’t the government just get ovand get on with it and say, ‘We’re going first
in Tasmania but it's going to be the same for #& of the country’? Why is it not a template,
essentially?

Mr Lyons—The government built upon the Tasmanian proposdliadicated, | think, in its
announcement that, in the light of the Tasmaniapgsal, it was entering into negotiations with
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the Tasmanian government. The scope of what thergment wants in Tasmania is bigger than
the scope of the original proposal from Tasmaniaer& are ongoing negotiations and the
government believes that Tasmania is a good sgapoint for the network in the light of an
existing proposal, but that is not to say therededeto be proper commercial negotiations
between the Commonwealth on the one hand and #mafaan government and Aurora on the
other. Those negotiations have been undertaken aiiltl leave it to the government to make
any announcements about the conclusion of them.

CHAIR—Have those negotiations countenanced the extewhich the design, governance
and operations of the Tasmanian rollout will be patible or not with the NBN on the
mainland?

Mr Lyons—They have certainly addressed those issues. A maemom of understanding
was entered into between the Commonwealth anddbemdnian government on the principles
and processes and how the parties will work togetitedeployment of the National Broadband
Network in Tasmania. It sets out commercial pritespthat will drive the finalised agreement
and certain principles in relation to the goverreaatthe company that will be established as the
vehicle for the rollout in Tasmania. But the detaof that MOU are commercial and | do not
have that information available.

CHAIR—Thank you. Given the relative imminence of thdawl in Tasmania, what is the
expectation about wholesale prices, what can Tasmamnsumers expect to have to pay and
when will they be told?

Mr Lyons—That will be a matter for announcement at the appate time. The agreement
will deal with those issues, but the general ppleiwill be that Tasmania will be part of the
National Broadband Network. As such, it will appriagely be a part of the national pricing that
will need to be worked through for the network aiét network will also be subject to
regulation by the ACCC in terms of its pricing.wtll need to complement and be part of the
National Broadband Network, but it will need toalse starting up with some access pricing to
drive it forward.

CHAIR—When will we know how much?
Mr Lyons—That is wholesale prices. There will, of courseethto be decisions made on the
retail prices. That will be a decision for the repaoviders. | am not in a position to announce

anything; that is a matter for the government tocamce.

CHAIR—I have a couple of questions about regional badkHait we have gone over time. |
thank the officers for remaining; are you prepaestay till a quarter past five?

Mr Lyons—Sure.
CHAIR—Thank you. Regarding the backhaul black spot @mogand the six locations
announced recently by the government for that progrdoes Telstra have capacity in each of

those locations?

Mr Lyons—Yes.
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CHAIR—What has been done to ensure that the governmplat'ss will not essentially
amount to an overbuild on top of what Telstra cleaaly do—an unnecessary overbuild in this
context?

Mr Kelleher—There are two parts to my answer. First, goverriis@nterest in this program

Is to deliver competitive infrastructure into tloedtions. It sees that that is an important element
to achieving service outcomes for business andleatial users in those locations. Evidence
provided through the consultation process and ci@teby the Glasson review and other reviews
pointed to the obstacle of backhaul as a major dimpent to delivering competitive services in
those communities. | think the previous speakethat table also indicated that that was
presenting an issue for commercial service prosgiderdeliver new services and increase their
footprint into regional Australia. | am talking tile government’s objective there.

The second point | wanted to touch on is the padicroute that this infrastructure would
follow to that location. The government has nonmedasix priority locations. The RFT that has
been issued leaves it open to tenderers to prajpeseoute that the infrastructure will take to
that location. The tender encourages through thectsen criteria the tenderers to look to
locations that are not served by alternative inftecsure and to address those locations.

CHAIR—So would the tender allow for Telstra, for examplke vend some of its unused
capacity?

Mr Kedleher—The tender does not allow for that.

CHAIR—Why not? Would not that have potentially been sosoet of common sense
outcome, in some respects, in some places?

Mr Kelleher—In terms of the objective of the program, the gaweent has taken the view
that, to deliver short- to medium-term outcomestite communities, funding alternative
competitive infrastructure will deliver a sustaitebutcome.

CHAIR—So bringing on a fight is quicker than progressivitat you already have—is that
it?

Mr Kelleher—I am sorry: | do not understand the question.

CHAIR—You are suggesting, if | understand correctlyt thanging in competition to do
some of what is already there arguably in termsféstructure the government says is better
than providing an opportunity for a bid to be madmut building on things that are already
there by someone like Telstra in this case.

Mr Kelleher—The government has made a decision to addresgasesutcomes to those
regional communities. Investing in alternative asftructure is going to deliver a good outcome.
| guess it would be useful also to point to whahishe marketplace at the moment where there
is alternative backbone infrastructure into locasi@nd that does, from a consultation process
we have stepped through, provide evidence of #satihg to price reductions.
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Mr Lyons—It would encourage retail competitors to come itiose towns and provide
internet services.

CHAIR—It still seems to just close off even the avenoieTelstra to contemplate vending
some of its existing assets. | have one furthestje about regional backhaul. The town of
Mount Gambier in my home state of South Australaswn the minister’s priority list in April,
yet Mount Gambier is not part of the final list. Myderstanding is that NextGen has, in any
event, already rolled out some additional capaiity Mount Gambier, but why was Mount
Gambier on the April list and not on the final Ast

Mr Lyons—I will ask Brian to add to this, but my understarglis that Mt Gambier was part
of an indicative list, not a priority list, thateghminister indicated of locations where there was
not competitive backhaul. The final locations wsedected with consideration of more than 60
submissions. The short list was based upon thenetdewhich the location was already served
by competitive optical fibre lengths, the potenpabpulation that would benefit, the likelihood of
getting service outcomes in those markets if yaliploceed in those areas and the extent of
fibre backbone. If it were to be deployed withoovgrnment assistance, then it would not be
appropriate for the government to fund it. Firstadif it was an indicative list; secondly, there
was a more exhaustive analysis undertaken. Sulomgsvere received, there was short listing
and a priority of decisions was made.

Mr Kelleher—There is another point. The government has saiénnouncing the first six
locations, that this is the first six and then bul consider further locations, depending on
allocated funds.

Mr Lyons—The other point | was supposed to make in termsarhe of the previous
testimony on this issue that | heard when | wathenroom is that this is not the government
saying that this is the backhaul for the natiomabldband network; this is a targeted program to
deliver both an economic stimulus and service augto communities. It would then become
part of the national broadband network, but by neans is it the backhaul solution for the
national broadband network. The national broadbagitvork company itself would need to
establish a backhaul network. This is simply atstant the end of that network.

Senator IAN MACDONALD—I have two very quick questions. Is legislatioguiged to set
up NBN Co. Ltd?

Mr Lyons—No. NBN Co. Ltd has been established under theparations law as a
Commonwealth owned company. At the moment, asdl, sehas officials as shareholders. The
legislation that is required is legislation to rkeda NBN Co. It is not for it to exist as a private
entity. The government has indicated that it wdatprovide confidence to investors, legislate
the rules for caps on private investment and dechdrat those rules are so that they are well
known, fixed in legislation and there is certaifiy potential investors. It also wants to provide
public confidence that, when NBN Co. is establishets not going to turn into an unregulated
monopoly. In fact, it will be subject to ACCC ovigflst from the outset. The legislation is subject
to scrutiny by the independent regulator from thg il starts to roll out its services.

Senator IAN MACDONALD—TNhat is interesting. Bearing in mind the questionwas
asking you about what people will pay and what sbprivate investment this will be, there is
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nothing in the proposal announced by the governmieatdt in any way suggests that Telstra,
Optus or anyone else will be unable to continuearation and compete with NBN?

Mr Lyons—No, there was nothing of that kind in the announest.

Senator IAN MACDONAL D—In the advice given by the department to the govent, did
you take into account the fact that Telstra, whies practically a nation-wide network now,
certainly amongst the major centres, would contitoueperate and be a market competitor with
the government?

Mr Lyons—Yes, at two levels: in terms of it being a relevissue for the implementation of
the study and the extent to which Telstra or otbleo operators want to participate—in assets or
with equity. All those issues were clearly issuesvbrk through as part of the implementation
study.

Senator IAN MACDONAL D—Or they could stay outside and keep running theginess in
competition.

Mr Lyons—Yes. | suppose the second recognised aspect bfnis that the government
wanted to get the regulation settings right for petition in the industry in the transition of the
national broadband network. So, while the netwods weing established and rolled out, the
government wanted to establish appropriate reguilatncluding addressing a number of issues
relating to Telstra’s dominance of the market aodcerns about how effective the competition
regime had been.

Senator IAN MACDONALD—I do not want this to be hypothetical, but it i®tn
inconceivable that we could end up with a governmmmned national broadband network
competing against an existing network operateddistia?

Mr Lyons—That is correct; it is not inconceivable.

CHAIR—If I may, | will place a question on notice, anaguymight then indicate by when you
will be able to answer it. With the first round, ybu like, the participants in the RFP were
subject to a commercial-in-confidence situation.oking at the various balls that have
progressively been thrown in the air in implemegtihe government’s policies thus far, are you
able to provide the committee with—for example,tabulated form—a summary of which
stakeholder groupings are subject to commerciabimfidence arrangements or formal
arrangements that prevent them from speaking autsie process in which they are
participating? For example, | presume that may hee ¢ase for any parties attempting to
participate in the various tenders that are undgra@erhaps some of those would be
participants in the implementation study.

Mr Lyons—The government is not conducting the equivalena girocurement exercise, so
there are not the same sorts of issues in ternoppdnents putting in proposals. At the same
time, people out there who may be interested itigigaating in NBN Co. or vending in assets or
equity et cetera will be subject to appropriate owrcial discussions between the
Commonwealth and the parties and, just as thosegg@robably would not want to reveal their
commercial negotiating position publicly—and thatheir right to do so—the Commonwealth
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would similarly want to preserve its negotiatingsppion and its understanding of costs and those
sorts of issues in that process. | do not thinkegitside of the equation would want to reveal
commercially sensitive information.

CHAIR—My question is: are you able to provide the conmmitwith a description, or a
summary, of each of those processes that are tyrieplay?

Mr Lyons—Do you mean the—

CHAIR—They will inevitably move over time.

Mr Lyons—Yes, we can do that.

CHAIR—Thank you. By when will you be able to provide ttmanmittee with that?

Mr Lyons—It should only take a couple of weeks.

CHAIR—That would be good; thank you. Two weeks from ydda

Mr Lyons—Yes.

CHAIR—Thank you. Thank you very much, department, farryareparedness to go beyond
time; thank you very much, Hansard; thank you, m§eagues; and thank you, our wonderful

secretariat, Alison Kelly and Veronica Gover.

Committee adjourned at 5.22 pm
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