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Question: bet 182

FTTN Rollout

Hansard Page: Written

Senator Eggleston asked:

1. Did the ACCC seek any advice from ACMA (who have considerable

technical competence in network engineering) on the costs and viability or
meritsof an FTTH rollout compared to FTTN?

No.

Doesthe ACCC have any understandings of the comparative costs of an
FTTH rollout compared to an FTTN rollout for Australia?

Y es. Prior to the Government’sinitial NBN Request for Proposal process
commencing, the ACCC had commissioned independent consultancy reports
from Analysys and Ovum in 2006 and 2007 respectively which examined the
comparative costs of FTTN and FTTH rollouts within Bands 1 and 2.* The
purpose of these reports was for the ACCC to inform itself at a high level of
the approximate costs associated with next generation technologies in the
context of its ongoing role in telecommunications regulation.

The ACCC has received cost estimates for FTTN networks through a number
of processes including FANOC' s Special Access Undertaking for aFTTN
network in 2007 and in private discussions with Telstrain 2006 around its
then proposed FTTN roll-out.

The ACCC also keeps abreast of costing estimates related to fibre rollouts
made available by industry and other stakeholders as well as costing
information arising from other jurisdictions internationally.

. Would it not bereasonable to assumethat given the far higher costs of an
FTTH rollout in Australia that consumers may be faced with far higher
chargesfor broadband over FTTH than they would on either existing
ADSL technology or even the now abandoned FTTN network? If not, on
what basisdoesthe ACCC believethat FTTH can offer lower or even
comparable pricesfor broadband compared to existing technologies?

! Telstradivides Australiainto four different pricing bands (1 to 4). Band 1 covers the most densely
populated CBD areas, Band 2 metropolitan and major regional exchanges, Band 3 regional exchanges
while Band 4 covers exchangesin sparsely populated rural and regional areas of Australia.
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There are anumber of variables— in addition to the total build cost of the
particular network that is deployed — that affect the price end users will
ultimately be offered for broadband services at a particular point in time. For
example, the cost of capital, the length of time over which costs are recovered,
the depreciation profile, the proportion of funding which is subsidy, what
proportion of costs are recovered from which end-users (e.g. business services
versus entry level consumer products) etc are all issues which may impact on
end user prices.

The ACCC notes that some of these variables will be examined as a part of the
Government’s NBN Implementation Study. As a number of these variables are
still to be resolved, the ACCC is unable to comment further on NBN prices.
The ACCC notesthat while FTTH involves a more substantial fibre rollout,
there are also cogtsincurred inan FTTN deployment that are avoided with an
FTTH deployment, including:

8 the capital costs of deploying nodes, and the operational expenditure
associated with nodes

§ any unrecovered capital expenditure associated with the nodes that
arisesif an FTTH upgrade is subsequently undertaken

8§ the cosgts of powering the nodes

potential unrecovered capital expenditure associated with stranding
existing DSLAM investments.

. Hasthe ACCC doneitsown preliminary business case/analysisof FTTH
to determine what itsimpacts might be on the prices consumerswill pay
for broadband?

No.

. Doesthe ACCC have any understandings of what costs consumerswould
facefor accessto an FTTH network?

See response to Question 3.

. In the absence of any understandings about the costs of FTTH, how can
the ACCC bdievethat it would bein consumers' intereststo build a
national FTTH network?

The Government’s NBN FTTH announcement of 7 April 2009 has a number
of significant beneficial consequences for Australian consumers including that
this announcement breaks the stalemate in the upgrade of Australia’'s
broadband infrastructure, in addition to FTTH technology it proposes wireless
technologies for less densely populated areas, and it involves a structural
separation of the network ownership from downstream competitors which will
promote competition and variation.
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7. TheChair of the ACCC told arecent ATUG regional conferencethat it
was a mistake by the Howard government in not structurally separating
Telstra beforeitsprivatisation stating that: " The NBN project raisesthe
opportunity to undo the mistakes made by previous gover nments that
decided to leave Telstrain control of both the copper network and its
retail operations....The ACCC considersthese decisonsto have been
fundamental errorsthat have had very seriousimplicationsfor the
development of competition in the telecommunicationsindustry.” Given
the Prime Minister’scall in April of last year for “evidence based” policy
formation could the ACCC say on what international evidence doesit
believe thiswas fundamental error by the former government?

The ACCC Chair’s comments were not limited to the previous government.
The comments were made in relation to previous ‘ governments'.

The ACCC considers there are awide variety of factorsthat contribute to the
competitive state of different telecommunications markets and the deployment
of broadband in different countries. As aresult, the ACCC sviews are
informed by, but not based on, international evidence. In relation to
international experience, the ACCC notesthat Singapore’'s NBN network
company will be structurally separated and New Zealand has adopted a model
that functionally separates the physical network layer of the access and
backhaul networks from the rest of the business.

The ACCC rigorously examines the state of competition in the Australian
telecommunications industry in the performance of its regulatory functions
and monitoring and reporting obligations.

In its Telecommunications competitive safeguards for 2007-2008 report, the
ACCC noted that the extent of competition in the telecommunications sector is
hindered by the industry’ s underlying structural features with very high levels
of concentration and high barriers to entry for competition. The ACCC noted
that Telstra fill retains enduring and substantial market power restricting the
extent to which end users of telecommunications services can fully reap the
benefits of the dynamic process of competition and innovation.?

8. Would the ACCC agreeif it werea “mistake” committed by the for mer
government then it was also a mistake made by the governments of the
United Kingdom, Spain, Germany, France, Sweden, the Netherlands and
indeed every country that privatised itsincumbent operator including
world leaders in broadband deployment, Japan and Korea?

The ACCC Chair’s comments at the ATUG regional conference were limited
to the Australian telecommunications industry.

2 ACCC, Telecommunications Competitive Safeguards for 2007-2008, April 2009, p. 3.
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The ACCC considers there are awide variety of factorsthat contribute to the
competitive state of different telecommunications markets and the deployment
of broadband in different countries. For example, some of these countries,
such as the United Kingdom, France and the Netherlands, have experienced
strong intermodal competition between copper and cable networks, which has
spurred the deployment of broadband. In those markets where effective
intermodal competition is a feature, there may be less of a need for separation
of the incumbent copper network owner in order to promote equivalence,
depending on the particular circumstances in each market.

The ACCC notesthat broadband deployment in Japan and Korea has been
strongly supported by arange of government programmes and subsidies.

Doesthe ACCC believe that a structurally separated i.e. wholesale only
FTTH will offer benefitsto the consumer compared to arollout by a
vertically integrated carrier?

The ACCC considers that astructurally separated FTTH network company,
that provides wholesale services only, is the only framework that will ensure
equivalence in access, resulting in greater benefits to consumers compared to a
rollout by a vertically integrated carrier. The ACCC’s views are set out in its
submission to the Government’s National Broadband Network: Regulatory
Reform for 21% Century Broadband Discussion Paper (beginning at section
2.1).

If the ACCC holdsthat belief, on what evidence hasit formed its opinion?
Can the ACCC give detail on the costs and economic perfor mance of
wholesale only FTTH networksin other markets or indeed the economic
performance and viability of any large scale wholesale only
telecommunications network in any other market?

The evidence supporting the ACCC’ s view that awholesale only FTTH
network will offer greater benefits to consumers compared to avertically
integrated carrier is set out in the ACCC’ s submission to the Government’s
National Broadband Network: Regulatory Reformfor 21% Century Broadband
Discussion Paper (see section 2.1 in particular).

Isthere any model for wholesale only FTTH networ ks other than
European and US municipal networks? Doesthe ACCC have any
information on the perfor mance of such networks— are they subsidized
by rate/taxpayers—for example doesthe ACCC have any knowledge of
the costs and performance of large municipal network such asUtopiain
Utah?

The ACCC keeps abreast of developmentsin FTTH network roll-outs both
internationally and within Australia. The ACCC has also followed FTTH roll-
outs in countries such as Singapore, and locally in greenfields estates
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throughout Australia by providers such as Opticomm. The ACCC has no
specific information on these networks beyond what is in the public domain.

The ACCC has no particular information in relation to the costs and
performance of the Utopia network in Utah.

Would the ACCC agree that Japan and Korea areworld leadersin FTTH
deployment and isthe ACCC awarethat therollout in these marketsis
being led by the incumbentswhich remain vertically integrated?

The ACCC understands that Japan and South Korea are classified by some
analysts such asthe FTTH Councils of Asia Pacific, Europe and North
Americaas leadersin FTTH deployment. The ACCC is aware that the FTTH
roll out in Japan and South Koreais led in each case by the vertically
integrated incumbent. The ACCC is also aware that the structural
arrangements in relation to HTT, the Japanese incumbent, are due for further
review in 2010.

Doesthe ACCC believe that the functional separation of Telstraisan
appropriate option to remedy some of what it perceivesto befailuresin
the current regulatory regime? Could the ACCC state which OECD
mar kets have enacted functional separation, and which markets have
considered and re ected any form of separation including functional
separation?

The ACCC can provide advice on the importance of the equivalent treatment
of access seekers for competition and on the degree to which certain
regulatory or structural approaches are likely to achieve equivalence. Itisa
guestion of policy and a matter for Government which, if any, approach isto
be adopted.

The ACCC is of the view that the structural separation of Telstrais the only
framework that will ensure equivalence in access. Functional separation, when
successfully implemented, may go some way to addressing concerns regarding
equivalence, and is superior to the current operational separation regime.
However, vertical integration of any form into downstream markets, even
when subject to regulatory measures, will not ensure equivalence.

The ACCC isaware that the UK, New Zealand, Italy, Sweden and Poland are
among OECD countries that have either already implemented or arein the
early stages of enacting functional separation.

The ACCC is aware that the Netherlands, Denmark, Spain, Portugal and
Germany are among the OECD countries that have rejected any form of
separation including functional separation.
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In light of the PM’s call for evidence based policy does a sample of two
markets from the 30 member OEC D offer a compelling case for the
introduction of functional separation in Australia?

The ACCC can provide advice on the importance of the equivalent treatment
of access seekers for competition and on the degree to which certain
regulatory or structural approaches are likely to achieve equivalence. Itisa
guestion of policy and a matter for Government which, if any, approach isto
be adopted..

As noted in response to Question 13, there are currently five OECD countries
that have either already implemented or are in the early stages of enacting
functional separation.

Doesthe ACCC have any understandings or hasit engaged in any
discussonswith Telstra about the costs of functional separation? Telstra
has been engaged in a very large scale re-engineering of itstechnology/I T
systems over the last four years—isthe ACCC aware of whether or not
that re-engineering of various operational support systemswould support
functional separation? If the new systems can’t support functional
separation what will the cost of replacing/replicating these systems be -
doesthe ACCC have any estimate?

The ACCC has attended discussions between the Department of Broadband,
Communications and the Digital Economy and Telstra which have included
the issue of the costs of functional separation. The ACCC is aware that in the
event that Telstra was subject to functional separation, changes may be
required to its business and/or operational support systems. The ACCC has
obtained copies of Telstra' s initial estimates of the costs of building new
operational support and business systems in the event that its existing systems
cannot support functional separation.

If the ACCC believesfunctional separation isappropriate, at what part of
the physical network would it place the boundary for separation i.e. local
network up to the exchange M ain Distribution Frame or some other
demarcation point? Would it recommend replicating the split seen in
British Telecom with the creation of the local access division Openreach?

The ACCC is of the view that structural separation of Telstrais the only
framework that will ensure equivalence in access. Functional separation, when
successfully implemented, may go some way to addressing concerns regarding
equivalence, and is superior to the current operational separation regime.
However, vertical integration of any form into downstream markets, even
when subject to regulatory measures, will not ensure equivalence.

The ACCC can provide advice on the importance of the equivalent treatment
of access seekers for competition and on the degree to which certain
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regulatory or structural approaches are likely to achieve equivalence. Itisa
guestion of policy and a matter for Government which, if any, approach isto
be adopted.

The ACCC has not reached any conclusion about where the appropriate
boundary for separation should be.

If the ACCC believes functional separation isappropriate how would it
future proof the separation of the local copper network i.e. the bottleneck
facilitiesfrom the impacts of new technology? Isthe ACCC aware that
the boundary initially set within BT isnow under pressure and may be
revised to accommodate BT’ s planned fibre deployment so that
Openreach isalso responsible for the electronicsthat deliver service as
well asthe cable?

The ACCC is of the view that structural separation of Telstrais the only
framework that will ensure equivalence in access. Functional separation, when
successfully implemented, may go some way to addressing concerns regarding
equivalence, and is superior to the current operational separation regime.
However, vertical integration of any form into downstream markets, even
when subject to regulatory measures, will not ensure equivalence.

The ACCC can provide advice on the importance of the equivalent treatment
of access seekers for competition and on the degree to which certain
regulatory or structural approaches are likely to achieve equivalence. Itisa
guestion of policy and a matter for Government which, if any, approach isto
be adopted.

The ACCC understands that the assets under Openreach’s control are under
continual review by Ofcom.

Would arigid demarcation of the local access network under functional
separation bar Telstra from engaging in any possible form of fibre
deployment in its own access network — could such separation have what
Ofcom feared would be a “ chilling effect” on investment in the network?

The ACCC is of the view that there is no reason why functional separation
would bar Telstra from engaging in any form of fibre deployment.

Would the ACCC encourage Telstrato engagein its own fibre rollout
possibly through FTTN or doesthe ACCC believe there should be a
moratorium on any investment that might compete with the NBN?

It is not the ACCC’ srole to express a preference for, or promote, one network
proposal or technology over another. It is for the parties making the
investment to choose the technologies in which they invest.
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20. Theintent of functional separation isto heighten Telstra’s accessibility
and responsiveness as a network wholesaler. Can the ACCC reconcile
that goal in policy with the need for the government to makeitsFTTH
network the wholesaler of choicefor |SP’s—isthere sometension in this
policy?

This question relates to issues of policy and hence is a matter for the
Government.

21. Given that the prime rationale for functional separation in the UK wasto
enable unbundling of the copper loop, could the ACCC advise how may
loops and what percentage of BT’ slineswere unbundled beforethe
creation of Openreach in 2005 and how many lines and what percentage
of BT’ slines are now unbundled?

The ACCC isaware that at the time BT’ s undertakings took effect in
September 2005 there were 28.700 million bundled lines compared with
122,000 unbundled lines.® In the March 2009 quarter there were 26.312
million bundled lines compared with 5.750 million unbundled lines.*

22. Given thefinancial problems now faced by Tiscali which is probably the
UK’sthird largest broadband supplier and dependent on BT’ s unbundled
loops doesthe ACCC believe functional separation has created a
sustainable market for broadband in the UK ?

Asoutlined in response to Question 8, any country will have a number of
policy and regulatory positions that impact upon their broadband market. It is
not appropriate for the ACCC to be definitive in expressing aview on the role
of the UK’ s functional separation model in creating a sustainable broadband
market.

23. Could the ACCC say how many of Telstra’'s lines are now unbundled and
particularly the percentage of lines unbundled within Bands 1 and 2 of
the ULL market which is probably the geographic region most directly
comparablewith the UK market?

Asat 31 March 2009, 9% of linesin bands 1 and 2 are ULLS lines while 7%
of linesinbands 1 and 2 are LSS lines. In total, 1.160 million or 16% of lines
are unbundled (that is, ULLS and LSS) within Bands 1 and 2.°

3 BT, BT Performance Indicators; Q4 2008/9, 2009

< http://www.btpl c.com/Sharesandperformance/Quarter|yresul ts/Financial presentati ons/ Q409K Pl s.pdf
> pp.11-12

4 BT, BT Performance Indicators: Q4 2008/9, 2009

< http://www.btpl c.com/Sharesandperformance/Quarter|yresul ts/Financial presentati ons/ Q409K Pl s.pdf
> pp.11-12

® ACCC, Shapshot of Telstra’s Customer Access Network as at 31 March 2009
http://www.accc.gov.au/content/item. phtml 7 teml d=853523& nodel d=b9fa43ddaf523b7e9eQaalb11f1d
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24. Isthere any need to engagein functional separation given that
unbundling appearsto be progressing quite well? Wouldn’t refinement of
the operational separation regime be more cost effective and appropriate?

The ACCC does not consider the current operational separation regime isan
appropriate structural arrangement for Telstra during the transition to the
NBN. Asthe ACCC noted in its submission to the Government’s National
Broadband Network: Regulatory Reform for 21% Century Broadband
Discussion Paper (section 2.1), there are a number of examples where the
current operational separation regime has been shown to be ineffective.

The ACCC Chair noted at Senate Estimates in June 2008 that

We continue to receive complaints of conduct that suggest that the objective of
equivalence, which was the objective of theregime, is not being achieved.
There have been some instances of conduct since the regime' sinception
which, whileit isnot clear they breach the operational separation plan, do not
promote the objective of equivalence which was the fundamenta objective of
the plan in the first place.

The ACCC can provide advice on the importance of the equivalent treatment
of access seekers for competition and on the degree to which certain
regulatory or structural approaches are likely to achieve equivalence. Itisa
guestion of policy and a matter for Government which, if any, approach isto
be adopted.

25. Given that the current Band 2 ULL priceisaround $15 per month and
| SP’s can offer up to 25 Mbitswith ADSL 2to asignificant part of the
mar ket what price point doesthe ACCC believe would be appropriate on
the NBN to make it attractive for |SPsto migratetothe new network?

See response to Question 3.

26. Given that markets such as Canada, the USA, France, Germany, Sweden
all seem to be outperforming Australia in broadband performance and
bearing in mind the PM’s call for evidence based policy can the ACCC
outline what significant failingsthere arein the Australian regulatory
regime compared to these other markets and how these regulatory
shortcomings compared to better performing markets may have held
Australia back?

An examination of the operation of the current regulatory regime was put
forward in the ACCC' s submission to the Government’s National Broadband

fda2& fn=Snapshot%6200f%20T e stra's%20customer %620access¥%20network%620-
%20M arch%6202009.pdf
® ACCC, Senate Estimates Sanding Committee on Economics, 5 June 2008.
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Network: Regulatory Reformfor 21% Century Broadband Discussion Paper
(see section 2.2 in particular).

In Senate estimates on 26 M ay, Senator Conroy said in relation tothe
possible release of the ACCC report which was submitted as part of the
original National Broadband Network Request for Proposals process, that
he didn't want to speak on behalf of Mr Samuel and he" may have some
information he wishesto impart upon you at Senate estimates.” Thereis
strong publicinterest in the advice - will the ACCC release thisreport or
at least key sectionsof it that may not be considered commercially
sensitive?

Attached to the ACCC’ s submission to the Government’s National Broadband
Network: Regulatory Reform for 21% Century Broadband Discussion Paper.
are a number of appendices which provide a general conceptual framework for
analysing any telecommunications regulatory regime. This conceptual
framework was aso attached to the ACCC’ s Report to the NBN Expert Panel.
The ACCC attached these appendices to its submission as they outline, from
an in-principle perspective, the ACCC' s views on what a reasonable set of
FTTx regulatory arrangements could be and are therefore necessary
background material to the ACCC’s submission. It should be noted that these
appendices do not contain any information which was confidential to the NBN
Expert Panel process.

Since the announcement of the Government'slatest NBN project, the
ACCC Chair hasbeen quitevocal in hispraisefor it and alsoin relation
to how he believes Telstra should be structured going forward. Asthe
industry regulator, doesthe ACCC think it hasover-reached somewhat in
its promotion of the Government's proposal and also in flagging clear
possible policy directions for consideration?

No.

The ACCC Chairman has noted that the Government’s proposed NBN is
significant in terms of its proposed coverage and its likely impact on the
Australian telecommunications industry.

In addition to the ACCC’ s role as aregulator, it is also an advocate for
competition and consumer interests. The promotion of competition, fair
trading and consumer protection enhances the welfare of Australians and
assists in achieving the objective of the Trade Practices Act 1974 (section 2).

The ACCC is not a policy maker.

Isit appropriatethat the ACCC be seen not only asaregulator but also
as a would-be policy maker? — There would appear to be some conflict
therewould there not?

-10-
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The ACCC isaregulator, and also an advocate for competition and consumer
interests. The promotion of competition, fair trading and consumer protection
enhances the welfare of Australians and assists in achieving the objective of
the Trade Practices Act 1974 (section 2).

The ACCC is not apolicy maker.

In relation to regulating a possible new regime doesthe ACCC seethe
clear animosity between the ACCC and Telstra as an obstacle going
forward?

No. The ACCC does not accept that there is clear animosity between itself and
Telstra

Theissue of interconnect isproblematic —for example while you may
havein theory a single network, it may bethe case that the NBN
Company hasto buy accessto arange of fibre runsto provide end to end
connectivity and in some cases may conceivably haveto rent accessto the
fibre, perhapswith a whole range of existing fibre including Telstra and
Optus. How doesthe ACCC envisage these issues of interconnectivity
would be managed e.g. would access prices be universal acrossthe
network, or would different fees need to be negotiated with the various
fibre owners?

It istoo early to speculate what the best approach managing issues of
interconnectivity including pricing. A number of factors would need to be
determined before the ACCC could form a view on these issues including
network design cost of capital, length of time over which costs are recovered,
depreciation profile, the proportion of funding which is subsidy etc.

The ACCC notesthat some of these variables will be examined as a part of the
Government’s NBN Implementation Study. As a number of these variables are
still to be resolved, the ACCC is unable to comment on prices.

If a substantial amount of existing fibre capacity isnot rolled into the
NBN Co by agreement, managing interconnection could be very
problematic, particularly if it isrequired for the NBN case to ultimately
stack up; doesthe ACCC believe thisis manageable or doesit think it is
feasible to roll out new fibre in competition to existing deployments?

It istoo early to speculate on issues relating to the management of
interconnection between new and existing network deployments. A number of
factors would need to be determined before the ACCC could form aview on
managing interconnection between new and existing network deployments
including network design cost of capital, length of time over which costs are
recovered, depreciation profile, the proportion of funding which is subsidy etc

-11 -
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The ACCC notes that some of these variables will be examined as a part of the
Government’s NBN Implementation Study. As a number of these variables are
still to be resolved, the ACCC is unable to comment on this issue.

Based on past experience, how long doesthe ACCC believe it would take
to get a pricing and accessregime in place that would allow inter-network
connectivity? Months, ayear, 18 months, longer ?

The length of time it takes to implement a pricing and access regime will
depend on arange of factors including the type and nature of the regime.

. It would beimpossible to set regulatory and access terms and conditions

before we know the make up of the network, would it not?

Issues relating to the timing of the introduction of any regulatory change, the
network design and structure are issues of policy. Hence the ordering of the
stepsto implement and operate an NBN are matters for the Government.

In relation to cost models put forward by both Telstra and the ACCC for
regulated costsfor the copper network, Telstra has proposed having the
models undergo arigorous, independent assessment and saysit iswilling
to accept the decision that ensues—isthis something the ACCC will
entertain and wouldn’t this provide a possible pathway for setting prices
going forward on a fair and equitable basis?

Please see the ACCC’s answer to QoN BET 127.

-12-



