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Dear Scnatq 

Paul Fletcher 
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Corporate & Regulatory Aiiairs 

Telstra's clain~s - Optus margins on 'unbundled Ioeal loop service' (ULLS) 

Lhring questioning o f  Tclstra during the Senatc Estimates process (Monday, 13 February 
2005),  Sc1str.a representatives were asked about the likely cffect o f  a geographically 
avcragetl ULLS price of S30.00 on broadband competition in metropolitan arcas. 

Telstra's spokesman advised thc Scnate Committee there would still be "signilicant" 
ULL build dcspitc the wholesale access price increasing from S22.00 to S30.00 (Band 2). 

Telstra is claiming its competitors can afford an incrcase in thc wholesale pricc of the 
ULLS because they are capable of earning greater margins when they build a broadband 
nctwurk over the UL,I,S instead ol'the LCR or resale DSL. Telstra alleged its conclusions 
arc drawn Sroni public inlhiniation made available by Optus. 

Telstra's comments are a misreprcscntation of the information publicly available on 
Optus expcctcd margins arising from the migration f b m  resale to ULL hased sewice. 

Attached is a copy ol'an Optus presentation to analysts in June 2005. WC bclieve this to 
be thc source of data that 'felstra hased its responses to questioning from Senator Michacl 
Ronaldson (Lib. VIC). The slide shows the accurate picture regarding expected niargins 
from Optus' transition from local call resale (LCR) to resale DSL and ULLS. While the 
slide shows the reducing outpaynicnts to Telstra, it does not incorporate the costs 
incurred by Optus t o  supply services, including a DSL build or any ofthe back oflice and 
billing systems required to provide the service. 
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Thc L!I.LS bar depicted on the slide only reflects the ULLS costs and does to reflect: 

ents to Telstra for rcnting space in Telstra's local excha~iges; 

('hargcs Icvicd by Telstra for transitioning customers across to the Optus servic 
Thcse costs include a $98.00 connection and S50.00 call diversion See: and 

. Various other costs Icvicd by Telstra for processing ULLS orders. 

Optus would likc the committee to note the slide indicates that the rcported margin 
improvements were at the gross level only and that the earnings before interest. tax, 
dcprcciation and arnorTisation (EBITDA) measurement for the service will initially 
dc l i~c r  a negative margin to Optus. A key rcyuirement for Optus success with its strategy 
of grcatcr reliance on ULI- over LCK and rcsak DSL is the achievement of scale. 

Optus has estimated that it will take us four and a half years for to achieve a break cvcn 
point on the transition. 

Signilicantly; these points were overlooked by Telstra in its commentary anti 
misreprcscntation of information made available to Optus by analysts. 

Optus and Tclstra's other competitors have consistently opposed Telstra proposals to 
mandate a nationally averaged wholesale price Tor tlie ULLS. Such an approach seriously 
threatens the broadband rollout plans for Optus and other competitors to Telstra, and in 
turn threatens the prospects of a vigorous competitive broadband market emerging in 
Austlalia. 

Finally, it is important t o  understand that Optus' initiative will resull in profit rnargins 
which. while iniprovcd from their present level, will remain well below the very high 
prolit rnargins which Telstra enjoys on its fixed line network. To give just two cxamplcs, 
'I'clstra's (EBITDA) profit margin on basic access (linc rental) is 55%; on long distance it 
is 88?A! Fur.therdala is provided in the attached extract from a Telstra presentation pack 
which was issued to thc Australian Stock Exchange on 7 September 2005. 

IC you \vould like additional infonnation on the issue, please contact our Gcneral 
Manager. Government AfFairs, Dean Smith on (02) 9342 8005. 

Paul Flctcher 








