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1 Executive Summary

1.1 The Commission for Communications Rej at i on ( AiComRego0) i s
t he el ectronic communicati ons sector i n
functions is the regulation of the wunbun
|l oop unbundlinbobpLubbyuyndhdngubinSLUO) .

12 The 1|1 ocal | oop Iis the final part of Eirec
homes and businesses. It runs between the local exchange and a home or premises,
usually via a street side cabinet. It is

used to provide voice telephony and broadband services to end users. The local loop

Is essentially a natural monopoly, much of which was built over many decades while
Eircom enjoyed monopoly status. It is the most difficult and expensive part of a
telecomsnet wor k f or Eircomds competitors to
unlikely that any competitor or new entrant would seek to do so, given the costs
involved in building a fixed line network. Indeed, this would also be unnecessary
duplication of critichinvestment. Because of this, Eircom is obliged, pursuant to
European Union (AEUO0) and domestic | aw,
competitors at regulated prices.

1.3 A subloop, on the other hand, is that portion of the local loop which ftoms a
street side cabinet to a home or premises. It therefore excludes that portion of the
local loop between the exchange and street side cabinet.

1.4 LLU is the regulatory wholesale access product that Eircom is obliged to make
available at a regulated peicto its competitors (who are also known as other
authorised operators (AOAOso0)). An OAO u:
and installs its own equipment in the local exchange in order to provide
communications services. Similarly, SLU is where akQ0rents only the sulbop
from Eircom and installs its own equipment besidevhere possible ithe Eircom
cabinet. SLU is not used to any significant extent but may become important (for
technical reasons) if Eircom were to replace the current coppér batween the
exchange and cabinet with fibre optic cable. However, to date, this has not happened.

1.5 An affordable, economically viable LLU product is critical to effective and
sustainable competition in the electronic communications sector. LLU eriaa(@s
to provide important communications services, particularly broadband, to consumers
and businesses. LLU gives OAO®sllowing significant investmentlirect control
over thér own hardware used to provide broadband services to their customers from
thelocal exchange. This enables OAOs to compete more effectively with Eircom on
price, choice, quality and innovation.

1.6 However, the adoption of LLU in l rel an
negligible to date. Indeed, Ireland compares unfavourably watkt ather European
countries in this respect. Théeéandisthe ent p
highest charge in Européelhe average LLU price across other European countries is
approxi mately 09.28. ComReg beltedaya®s t ha

major barrier to competition in LLU based broadband in Ireland and needs to be
amended if ComReg is to fulfil its statutory obligation to promote competition and

! As determined in Decision Notice and Direction: Local Loop UnbundliRge vi ew of Eircombés ULMP Mo
Charge; 5 November 2004.

Z14h Implementation Report, dated 24 March 2009.
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the interests of end users.

1.7 ComReg has conducted an extensive review of the LLUSArdl rental charges. It
has consulted with industry and Eircom during a period of two years in order to
complete its review. This decision is the culmination of that review.

1.8 In this reviewand consultationComReg adopted the following process:

e First, ConReg determined what costing methodology it should use to model
the costs of Eircombébs access networ k.

e Second, ComReg used its chosen methodology (and the most up to date
technologies and approaches) to develop an improved and revised model to
simulatethec o st s of Eircombés entire access

e Third, ComReg developed a pricing methodology which it used in
conjunction with the model and its inputs, to determine a national price for
LLU and SLU.

¢ Finally, ComReg determined a maximum monthly rental chmgeLU and
SLU.

1.9 This decision is therefore the result of a series of public consultations with all
stakeholders. Eircom, in particular, has had full access tortleess andhodel used
throughout the process, from initiation in 2007 to its conclusionhasdcontributed
extensively. Except as noted below and elsewhere withindibisimenta large
degree of consensus was achieved. As with any ptmkct ComReg has had to
exercise a degree of judgement in order to arrive at a reas@rablgroportionate
outcome.By carefully takingall views ino account, ComReg believes that its
decision is robust and proportionate. It has also ensured that it is consistent with
i ndustry needs, Eircombébs | egal rights a
legislative famework

1.10 The revised charges are based on a specific form of modelling, namely bottom up
l ong run average FLNRCAr| eCtioe) nse afl whichois well (i B L
established in general in telecommunications, and in particular in the case of LLU
pricing. This approach relies on an engineering model of Eircom's network to which
Eircom's cost data was applied where possible and appropriate, and having taken due
account of the need to allow for efficient network design and work practices. This
approach was tak for a number of reasons including, inter alia, the need to set the
correct investment incentives to Eircom and other operatorsdekaability of
allowing only efficient costs to be recovered: and the lack of requisite data from
Eircom's accounting oerds. The use of bottorup models of this nature was
expressly found by the Eur ohremcase @bert of
permissible, both in principle under the Accd3sectivesand in the reasonable
exercise of a national regulatory autho t y6s ( A NRAs 0) di screti
parameters of that model are determined.

1.11 A principal characteristic of a model of this nature is that it allows for the cost of a
newly designed modern efficient network. The cost of building such a network toda
will generally be much higher than the cost actually incurred in the past because of

3 Arcor AG & Co. KG v Federal Republic of Germafyase G55/06] (Referred to throughout this document as
fArcoro).
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price inflation. On the other hand such a network would cost considerably less to run
than the actual legacy network. The interplay of these two factors will, broadly
speaking, detamine whether the price arrived at will be greater or less than the
incurred (i.e. accounting) cost. Costs derived on this basis reflect precisely the
situation that another competing infrastructure investor would face which is why this
methoddogy sets the correct build or buy price signals to other players. From
Eircom's perspective, because the new price reflects modern (higher) prices and
current best design and operational practice, it shoulth ke positionto invest
profitably whereit does so efficiently.

1.12 Eircom has argued that costs are higher in Ireland, when compared to many other
European countries because of the large amount of rural housing in this country.
ComReg's model is consistent with this view. However, Eircom also beliraeall
of these costs should be recovered within the price of.LOdmReg's view in this
documenton the other hand, is that other operators should pay only for the lines that
they are likely to unbundle. ComReg is of the view that the cost of fiesare
unlikely to be unbundled over the period of this price control should be recovered by
other means. This approach is consistent with Regulation 14(3) of the Access
Regulation$which providest h athe Régulator shall ensure that any cost recovery
mechanism or pricing methodology that it imposes under this Regulation serves to
promote efficiency and sustainable competition and maximise consumer Benedits
It is also an approach that has been adopted in other EU countries.

1.131n effect, the revised aximum LLU monthly rental charge allows Eircom to recover
the costs associated with exchanges that OAOs are likely to consider economically
and commerci&y feasible for unbundling, during the price control period. ComReg
has defined this boundary by redace to two criteria. It has decided that exchanges
of less than 2,500 lines are likely to be uneconomimfitee perspective of a@AO
planning to unbundleand has, except as noted below, excluded the cost of these
lines from the price. SimilarlComReghas excluded the cost of lines longer than
5km on the basis that these lines are unlikely to be technically capable of carrying
broadband. In both cases ComReg has included a small proportion of the cost of
excluded lines in order to cater for the posgipibf exceptions. These judgements
have been informed by extensive engagement with potential LLU users and Eircom.

1.14 ComReg has adopted a similar approach to setting the maximum SLU monthly rental
charge. ComReg commissioned a report by Analysys Consiittir&2)08 which
examined the business case for SLU. ComReg considered this report and other
relevant evidence in detail. As a result, ComReg concluded that SLU is unlikely to
happen outside of Dublin and only street cabinets with a minimum of 300 lines
would be economically viable for SLU. ComReg therefore uses the 300 lines
threshold in cabinets for determining the maximum SLU monthly rental charge.
ComReg has concluded, conservatively, that SLU is unlikely to be used outside those
areas whee cable sences are availabler the major urban areas (Dublin, Cork,
Galway, Limerick and Waterford) during tpece control period

1.15In conducting this review ComReg has been careful to balance the competing

4European Communities (Electronic Communications Networks
Regul ationso) .

® Information Notice No. 08/10 Sub Loop Unbundling Report Pragd by Analysys Consulting Limited for ComReg.
ComReg Document No 08/1QaFinal Report for ComReg§ Business Case for Sub Loop Unbundling in Dublin;
published on 23 January 2008.
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interests of the various stakeholders. The partiesrsgekicess to the local loop will
have interests in the charge being set at a low level, while the local loop provider
will, by contrast, have interests in the charge being set at a higher level. Accordingly,
ComReg has taken into account the views ofedpondentsvhile having regard to
ComRegb6s mbyctivgso!l i cvy

1.16 In arriving at its decisionComRegmustbalance different objectives. On the one

hand, the express goal of the LLU regime is to foster competition by mandating
access to the local loop am efficient cost basis. On the otlmand there is a need

to allow the local loop provider to recover appropriate costs. These objectives are
summarised in the Access Direcfiees follows:

fiWhen a national regulatory authority calculates costs inaliiire establishing a
service mandated under this Directive, it is appropriate to allow a reasonable
return on the capital employed including appropriate labour and building costs,
with the value of capital adjusted where necessary to reflect the curreratical

of assets and efficiency of operations. The method of cost recovery should be
appropriate to the circumstances taking account of the need to promote efficiency
and sustainable competition and maxi mi

1.17 ComReg concludes in thigecision that the maximum monthly rental for LLU is

012.41 The maximum monthly rental charge for SLUUsL O .. TBe8emaximum
charges will be in place from the effective date of this decigidii 30 November

2012 In ComRegDocumentNo.0 9/ 39 ComReg proposed p
0$9. 79 f or LdpéttivelynHbweSer, tbllowirg the consultation process a
number of minor adjustments were made to the finatLBRAIC model which
resulted irrevised maximum charges as set out above.

1.18 The maximum charges determined by ComReghis decision do not prewt

Eircom from charging lower prices for LLU and SLU monthly rentahen

S €

roi

appropriateprovidedt hat any proposed | ower <charges

review and approval anttiat Eircomis in compliance with its regulatory obligations

and other lavs. Eircom has access to the entire cost model (including costing data)
and the associated assumptions usethe modelling process in determining the
current maximum charges. In additioduring the price control period, Eircom
should be aware of the ael level of unbundling of operators at large and small
exchanges (or at cabinets) as well as the actual length of lines being unbundled by
operators at those exchanges. Depending on the actual level of unbundling, Eircom
may have an opportunity to chargeU and SLU monthly rental prices below the
maximum charges set by ComRiegthis decisionwhich would still allow for the

full recovery of the efficient costs of providing LLU/SLU

1.19In conclusion, ComReg believes that this decision presents a practicdhiand

solution to LLU pricing that takes in to account the interests of Eircom, industry and
consumers. It is intended to promote efficiency, sustainable competition and
consumer welfare. In the wider context, this decision is an important step in putting
an innovative and competitive electronic communications sector at the heart of

nati onal economic recovery and the devel

% Directive 2002/19/EC of the European Parliament and the Council of Zh\2802 on access to, and interconnection

of,

electronic communications networks and associated
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2 Introduction

2.1 This decision documertescribeghe overall procesadopted by ComReg over the
past twoyears whenc onstructing a model and th&ei r c om
methodologies applied in order to determthe final maximum LLU and SLU
monthly rental chargagp to30 Novembef012

2.2 These prices are the culmination of an extensive and lengthy @aimsulbetween
ComReg, Eircom and the rest of industiyring 2008 and 2009

2.3 ComReg hasdiscussedthe matters consdted upon within each of the three
consultation documents and how the final conclusions in relation to each consultation
arenow reflectedn this document.

2.4 This decision was preceded by three consultation documents:
e ComReg Document No. 08/56
e ComReg Document No. 09/39
e ComReg Document No. 09/62.

25 In ComReg Document No. 08/56 ComReg consulted onpossible pricing
methodologies to usen modeling the Eircom access networKhe main areas
consulted upon included:

e Appropriate pricing methodology for modelling the access network.
e Probability of unbundling long lines.

e Probability weighting factor.

e Adjustment for long lines.

e Price control period.

2.6 In ComReg Document No. 09/39 ComReg gave a description of the actual
construction of the modebf the access networklhe main areas consulted upon
included:

e The model inputs in relation to the capital costs and operating (sds
indirect capital cost)f running an access network.

e The application of th@ricing methodology principleggkenfrom CanReg
Document No. 08/56) to determiriee maximum LLU and SLU monthly
rental charges.

2.7 Following operator responses to l@RegDocument No. 09/39f was dear that a
number of important matters needed further careful analysis and that industry input
was necessary to do this thoroughly and transparentigoimReg Document No.

! Proposals for bcal LoopUn b u n d | i n gPricindl Methbdoldygies; 10 July 2008 (Referred to throughout this
document asiComReg Document No. 08/55 ) .

8Response to Consultation Document No . 08/ 56 & Further C
Loop Unbundling (06SLUS;) 8MoMayhw!l 30ReEntRef eCrhrag dy e€GomReg hr ough o
DocumentNo. 09/3% ) .

6 ComReg 10/10
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09/62 ComReg sought further views from indusimyrelation to four specific area
e Price trends
e Evolution of working line volumes
e Working line threshold
e Longlines.

2.8 A number of responsegere receivedor all three consultation documenés set out
in the table below.

Response to ComReg| Responses to ComReg| Response to ComRed
Document No. 08/56 Document No. 09/39 Document No. 09/62
Eircom Eircom Eircom
BT Communications BT BT
l rel and Li m
Vodafone Ireland Vodafone Vodafone
Limited (AV
Magnet Networks Magnet Magnet
Limited (AM
Smart Teleom Smart IrelandOffline
(ASmart o)
6. |[UPC I r el and|ALTO (Alternative
Operators in the
Communications Market)
7. | Irish Farmers
Associati on

2.9 Respondentsvi ews and
throughout the seicins below.

Co mRe g them ae aliscessed! enrdataili on @

2.10Section 3 of this documentcontains Co mRe g 6 s € cegaddings thée o n
appropriatepricing methodolgy principles to adopt for setting tlmeaximumLLU
and SLU monthly rental charge

2.11 Section 4of this documentontainsCo mRe g 6 s ¢ ogardiig uhe imodels r e
inputsinrd at i on tcoppdfaccess metworlkvith particular emphasis on the
capital costs, the operating costs and working line volumes

2.12 Section 5of this documentontainsCo mRegés concl usi ons
C o mR e gefesed pricing methodolags used todeterminethe revised maximum
LLU and SLU monthly rental charges

Furth
(6SLUb
09/6 ) .

to Consultation Document No . 09/39 on Loc
Rent aRefCadargest o277 hidaol@megiDoeumernt Blo. d o c ume n

l nput

er
) Mont hly

7 ComReg 10/10
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2.13 Section 6contains operator comments in relation to the draft decision instrument
which wasset outin ComReg Document No. 09/39. This section alsotaios
ComRegbs response to each of the comment :

2.14Section7 containsCo mRe g6 s d e c i and directionsegardimguhe énal t
maximum LLU and SLU monthly rental charges.

2.15Section 8 containst h e Regul atory | mp aio trelatiBrs s e S s me |
ComRegods preferred plikely cimpacs ono fhé wavious a n d
stakeholders.

8 ComReg 10/10
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3 Local Loop Unbundling and Sub Loop Unbundling Pricing
Methodologies

3.1 In ComRegDocumentNo. 08/56 ComRegconsultedon different possiblepricing

methodologies for settg LLU charges Subsequently in ComReg Document No.

09/39 ComRegdetailed nonconfidential operator responsésa n d ComRegbs
preliminary conclusios regarding the appropriate pricing methodology for LLU

The full details ofCo mMReg6s pr el i miasorang in this regandse and 1
contained inComReg Document No. 09/38nd readers are referred to these
documents for a compr ehensiHoweveetRepriaimnat i o
conclusions on pricing methodologies are summarised below.

(i) The pricing methdology for setting the LLU and SLhaximummonthly rental
chargs is BU-LRAIC taking into account, where relevant, the actual costs
incurred by Eirconfhi Adopted Pricil)ng Met hodol ogyo

(i) The new maximumLLU monthly rental chargeakes into account the facthat
some lines are more likely than others toféasible for unbundlingluring the
price control periodfiProbability of Unbundling Line® .)

(i) LLU costsare calculatedy giving a weighting factor to those exchange sites
more likely to be unbundled by OAQbkan to the other exchange sites where
unbundling is unlikely to be feasibtiiringthe price control perio¢l Rrobability
Weighting Facton .)

(iv) The maximum loop length considerft calculating he LLU maximummonthly
rental chargds 5km. An element of asts associated wittheselong lines,is
taken into accounss there is amall probability that some line@lbeit unlikely)
may be used by OAOs for LLU Adjustment for Long Lines .)

(v) The price control periods from the effective date of this demsi to 30
November2012(fiPrice Control Period for LLU Chargé .)

3.2 The application of the pricing principles/methodologitsgt ultimately determine
themaximumLLU and SLU monthly rental charges, describedn greater detail in
Section 5 of this document.

3.3 Further information on these views is provided in the following sectibhe main
issues were as follows:

LLU:

AdoptedPricing Methodoloyg

Alternative Infrastructure and Pricing Methodologies in the EU15
Alternative Infrastructure and Pricing Methodologiesreland
Probability of Unbundling Lines

Adjustment for Long Lines

o o0 bk wDdPE

Probability Weighting Factor

10Eircom, Vodaf one, BT, Smart , UPC and I rish Farmers Assoc

9 ComReg 10/10
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7. Operator LLU Investment Plans
8. Impact ofInflation on LLU Charge
9. Price Control Period for LLU Charge

SLU:

10.SLU and BULRAIC Pricing Methodology
11.SLU Footprint

12.SLU Operator Investment Plans
13.Impact ofinflation on SLU Charge
14.Price Control Period for SLU Charge

1. Adopted Pricing Methodolog y

3.4 ComRegis of the view thatthe principle approachds setting cost oriented prices
are:

e Hi storical 806Mt) Accounts (A

e CurrentCostAccounts (ACCAOQ)

e Top Down Long Run AveTDaRACOI)ncr ement al
e Bottom Up Long Run AvBULRAIEO) ncrement al

3.5 ComReg concludethat BU-LRAIC is the most appropriate methodology to fse
modelling Eircom'saccess networkFirstly, and as a general pairthe method is
legally permissible In the Arcor* casethe ECJheld that, m the absence dadny
specific modelling direction in th&ccessRegulatios (or otherwise in EU law) that

ACommunity law leaves to theational reglatory authorities] on the basis of the
applicable law, the choice of ceatcounting method which they deem most
appropriate in a specific case

and that

ACommunity law does not preclude them, in the absence of complete and
comprehensible accountirdipcuments, from determining the costs on the basis of an
analytical bottoraup or topdown cost moder.

3.6 Secondly, the BLLRAIC methodologyprovides the correct build or buy price signal
for alternative operators. s an engineering model which incorptes current
engineeringtechniguesand cost dataThis model is then populated with cost data
which is primarilyobtained fromEircom but which is adjusted to reflect efficient
best practice ComReghasalsoimplemented this model usingias cor ched nod
approach which, to the extent practicable and relevante f | ect s Eircombd
network topographyThis ensurs that the model retains an appropriate degree of

Y Arcor AG & Co. KG v Federal Republic of Germaj§ase G55/06] (Referred to throughout this document as
fArcoro).

25ee paragraphs 1334.
10 ComReg 10/10
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reaismTher ef or e, ComRegbds model to a-certai
down apprach, and, involves a degreeretonciliation of topdown and bottorup
approacheghat the ECJ inArcor c o n si d e r addised for the tores@eable
futured®>Thi s approach al so means that from Ei
actual cost structerthat itwould face today and as a result, it shouldrba position

to invest profitably once it does so efficiently.

3.7 ComReg concludes that

e The BULRAIC model will provide efficient incentives for alternative platform
providers, Eircom and potential n& entrants to appropriately invest in
infrastructure andwill ensure thatEircom recovers its efficient costand a
reasonableateof return

e Theuse of theBU-LRAIC modelaccads with the principlesoutlined in theECJ
judgment inArcor.

3.8 ComReg considetethe threalternativemethodologiesbut concluded that they are
not gpropriate for the purpose of deriving the monthly rental charges for LLU and
SLU in Ireland In particular, ComReg is mindful of tHeCJfinding in Arcor that
fithe calculation basisfacosts cannot be based exclusively either on the costs which
represent the constructioex nihiloby an operator, other than the notified operator,
of a new local access infrastructure for the provision of equivalent
tel ecommuni cati oeamrst seowvti@)esor( 6drmet ltarraost
the notified operator and taking account
cot o)

3.9 In addition, however, there are other reasasdiscussedbelow,in this specific case
why the alternative metidologiesare not appropriate.

3.10 Fully Distributed Costs (FDC0) or HCA solelyis notan appropriate basis on which
to setregulatel prices The principal reasons arthat historic datanay be very al,
the data maynclude inefficienciesor the costs may at be directly relevant to the
particular productéervice price being set or prices may have changed materially
over timeand thisis likely to result in incorrect price signals being sent to industry.

3.11 Similarly, TD-LRAIC is inappropriate in this contéxoecauseEi r comds curr
network was builpiecemeabver many years and has, in common with many other
former state owned monopolies, inherited legafficiencies These legacy issues
are often not representative of current engineering rules entpbloydeveloping a
network. The calculation of any efficiency adjustment to compensate for legacy
issuescould be difficult. Consequentlyandunless a gjnificant amount of work is
carried out there could be a sificant risk of including an inappropratefficiency
adjustment in the regulated price assessment thepetwiding Eircom, OAOs and
the wider marketvith inefficient price signals.

3.12 ComRegnotesthat FDCandCCA togethemight in theory be appropriate because

o It takes account of the currenbsts that would be incurred by an operator upon
entering a market.

¢ It uses actual financial data of the operator as the basis for cost calculation.

13 Seeparagraph 130.
14 Seeparagraph 87.
11 ComReg 10/10
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3.13However,ComReg believes the use of FDCCA would not be possible in practice
at this time since Eircom @8 not produce accounts for the access network in this
format ComReg believes that Eircom cannot produce the required audited CCA
information within a reasonable timefrarioe the purposes of this LLU price review
As with FDC/ HCA thedatawould needd be subjected to efficiency adjustments.

3.14 Accordingly, ComReg concludes thatBU-LRAIC is the most appropriate
methodology tanodelthe Eircom access network.should be noted that the points
concluded above in relation to the BIRAIC methodology areliscussedn greater
detail in ComReg Document No. 09/39.

Conclusion in relation to BU - LRAIC Methodology and LLU Charge

The pricing methodologyor setting theLLU maximum monthly rental chargés
BU-LRAIC, taking into accountwhere relevanthe actuatosts incurred by Eircom

2. Alternative Infrastructur e and Pricing M ethodologies in the EU15

3.15A review of EU comparator countries indicatescasesvhere there is evidence that
operators, with their own alternativecal loop infrastructure (g. cable or fixed
wireless access ( A F WA lbaye made or have plans to make significant
investments, the preferred methodology in the EU15 is-BRAIC.

3.16 Where there is evidence to suggest that operaisisg alternative local loop
infrastructurehave not made sigficant investment to date and have no plans to do
so, themost preferred methodology in the EU15 is CCwhere practical(Please
referto ComReg Documerifio. 08/56 for more detail.)

3. Alternative Infrastructure and Pricing Methodologies in Ireland

3.17 Consigentwith theE C Jrdliag in Arcor, ComRegconsiders thaif there is actual or
plannedalternative infrastructurat mustbe taken account ofvhen setting a cost
oriented LLUmonthlyrental charge.

3.18 Becausef theextent ofinfrastructuredeployment andchvestmenin Ireland such as
cable or wireless infrastructyra CCA methodologyvould not be appropriaté
applied across the whole of Ireland

3.19An alternative might be to applg BU-LRAIC methodologyin placeswhere
alternative access infrastructuselikely to become available and competitive and to
apply a CCA methodology elsewhekowever ComRegconcludeghat thiswould
more likely createnappropriatancentives anaould lead to deaveraged wholesale
pricing in Ireland which is not a desirdé outcomdrom a policy perspectiveince it
might mitigate against rural users

3.20 Applying this approachwould alsolikely prove difficultin practice Eircom would
have to produce, not only CCA accounts, but CCA accounts on a geographieally de

15 This is evident by a recent announcement by UPC (Cable Operatot) thatil ans t o i nvest 090m t hi
its network. http://www.siliconrepublic.com/news/article/12855/businesdiupds 120mbpsngn

12 ComReg 10/10
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averagedeasis. This would involve frequent changes and consequent regulatory and
investment uncertainty and is therefommsideredinsuitable.

3.21 ComRegconcludeghatthese considerations support theeof BU-LRAIC because
in Ireland there is actual and pfed alternative access infrastructure investment.
ComReg also concludes thatubuld not be appropriate to apply CCA on a national
basis.It should be noted that the points concluded above in relation to alternative
infrastructure and pricing methodologiarediscussedn greater detail in ComReg
Document Ne. 08/56 and)9/39.

Conclusion in relation to BU -LRAIC and Investment

The BU-LRAIC methodologyapplied,solely on a national basggrovides Eircom
and the OAOs with the most appropriate price signalenoourageefficient
investment decisions.

4. Probability of Unbundling Lines

3.22 ComRegconcludeghat it is appropriate toalculate the LLU monthly rental charge
taking into account the fact that lin@s smaller exchangeare less likelyto be
unbunded in the medium termand for at least the price control periothis is
mainly because smaller exchanges are more likely to be uneconomictifeom
perspectiveof a OAOthat is planning to spend large amtaiof capital nowThe
business case for such investment would be targeted at large exchanges initially to
benefit from economies of scale and scope.

3.23ComReg does not consider that OAOs should be required to pay for the cost of lines
that they would not bpreparedo unbundledue to the length of lineshe presence
of pair gains, poor copper connectips other economicconsideratios such as
economies of scaleThis avoids other operators contributing to the costs of
exchangewia the LLU monthly rentachargewhere unbundling is wholly unlikely
to occurduringthe price control periadAs discussedelow, ComReg has also used
a weighting exercise to ensure that all exchanges (large and small) contribute in some
way to the cost of LLU.

3.24As will be discused later in thislocument ComReg uses a threshold lgfes in
exchangesn determining the appropriate maximum LLU monthly rental charge
This was arrived at by reviewing aat exchanges unbundled to daied the likely
unbundling that could reasonabbe envisagedduring the price control period
following discussions with Eircom and unbundlers.

3.25 ComReg is of the view that the cost of lines which are excluded for the price of LLU
should be recovered by other means. This could be byoWather wholesaleétail
line rental prices or, possibly might be addressed in the context ohigersal
fundng application’®

®The European Communities (Electronic Communications Networks and Setvices v e r s a | SeRights)c e and L
Regulations 2003allows an operator who has been designated as a universal service provider to seek funding for the cost
of uneconomic service provision in certain circumstances.
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3.261t should be noted thdahe points concluded above in relation to the probability of
unbundling lines areliscussedn greater detail in ComRegdoument No. 09/39
which accordingly, forms part of the reasoning in the present decisian also

327ComRe g 6 s ina phis rregadishdiscussedin detail in Section 5 of this
document

Conclusion in relation to Probability of Unbundling Lines

The LLU maximummonthly rental chargtakes into account the fact that some lin
are more likely than others to Ibeasible for unbundlingluring the price contro
period

5. Adjustment for Long Lines

3.28 ComReg acknowledges that the copper network can support narrdwbrvices as
well as broadband. However, as outlined in the introdu¢tid®omReg Document
No. 08/56, the ability of OAOs to offer broadband services is vital for fostering
competition.

3.29 The ability to provide broadband services over copper linesoie difficult when
the |l oop Il ength is in excess of 5km.
Oireachtas Committean 11 March 2009suggest that this is generally true:

fiRegardless of which type of copper line is involved, there is a problem if the
dstance is more than approxi mately 5 km.
or business is measured not as the crow flies but in terms of how the network runs.
After a particular distance, the signal becomes so weak that it does not allow the
modem toynchronise up for DSL broadband

3.30However, in order to enhance the already conservative nature of its LLU price
calculation, ComReg has included an element of costs associated with long lines,
utilising the x% and &% approach in relation to small exchasgéo take into
account the probabilityalbeit unlikely)that some lines may be used by OAOs for
LLU. This approach is discussed in detaiSaction 5of this documentit should be
noted that the points concluded above in relation to the adjustmdanfplines are
discussedhn greater detail in ComReg Document No. 09/39.

Conclusion in relation to Adjustment for Long Lines

The maximum loop length considergd the calculation of the LLUnonthly rental
chargeis 5km. An element of costs associateih long lines, utilising the x% and ]
x% approach in relation to small exchangescounted for as there is a probabil
that some long lines (albeit unlikely) may be used by OAOs for LLU.
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6. Probability Weighting Factor

3.31 Notwithstanding the threshas discussedibove there may be exceptional lines and
exchanges. To allow for thiSomReg hascreased the price to allow for the cost of
a proportion of uneconomic exchanges and long lirfHss is done by means of a
weighting factor. In summarythe \ariation in the feasibility of unbundling certain
exchanges in the LLU cosis reflectedby giving x% weighting tdhe costs othose
exchange sites whicare more likely tobe unbundled and-4% weighting to the
costs ottheother exchange

3.32By applying this probability weightingCo mRe g 6 s engus thatzalt the
working lines in the BLLRAIC model contribute to theLU monthly rental charge
but based on an economic appreciation of the relative importance of particular
exchanges for LLU unbundling Irelandduringthe price control period.

3.33ComReghas considered, but has not formed part of this decisiatine possible
effect of next generatioraccessetworks ( NGNo on unbundl er s6 | i k
there is little immediate prospect of significd&N roll out and this consideration
does not appear to be a major. Hpwevet of u
ComReg believes that LLU can be a key enabler of NGN investment.

3.34 Section 50f this documentontainsfurther analysis of the weightingdrsutilised
in theLLU cost assessmernithe full details areliscussedn ComReg Document No.
09/39

Conclusion in relation to Probability Weighting Factor

In determining the LLU monthly rental chargie LLU costsare calculatedby
giving x% weighing to those exchange sitesd long linesvhich may be unbundle
by OAOs and &% weighting to the other exchange sitsd long lineswhere
unbundling is unlikely tdoe feasibleduringthe price control period.

7. Operator LLU Investment Plans

3.35During theLLU price review,ComReg met OAOs and other interested padies
confidential basisin order to establish their commitment to LLU going forward, the
criteria that they would use in determining which exchanges to unbundle and any
costs (other than theegulated costs) that they would incuhile the information
providedin this regardvashelpful, it wasnot determinative

8. Impactof Inflation  on LLU Charge

3.36 ComReg is of the view thanflation (or deflation)should be accounted for in the
regulatoryprice. However ComReglsoconsiderghatthe appropriate solution is to
set a stable LLU price that includes an inflation@tgflationary)adjustment for the
underlying efficient costs incurred by Eircom. There are a number of ways that this
may be dae, but (as discussed 8ection 4 ComRegbelieves that th&LU price
should be seaccording to the inflatiorfor deflation)adjusted costs that would be
incurred by an efficient operatduringthe price control period.
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3.37 ComReg believethat this appoach providesppropriatesuitablebalance between
the OAOsneedf or stability in LLU prices and
inflation (and deflationyecognised in its regulated prices.

3.38 There are many different measures of inflatjand deflaibn) that may be adopted.
ComRegconcludesthat CPI is not the appropriate inflationary index to use in this
context due to the concern that CPI trends may not adequately reflect the actual price
trends of the relevant assetsthis context. Fierefore,as discussed irSection 4,
ComRegconcludeghat it is insteadappropriate to use a set of more specific price
indexes/trends in the modédt.should be noted that the points concluded above in
relation to the impact of inflation on the LLU charge discusedin greater detail in
ComReg Document No. 09/39.

Conclusion in relation to Inflation ~ on LLU Charge

In determining the LLUmaximum monthly rental charge a set of specific pr
indexes/trendsire usedn the BULRAIC model (rather thasimply CPI trends)in
order to take account of inflatiand current deflatian

9. Price Control Period for LLU Charge

3.39 ComRegconcludeghatthe maximumLLU monthly rental chargshould besetfrom
the effective date ofhis decisionuntil 30 Novembef012.

3.40This period allows sufficient time for thedevelopment of the LLU market
infrastructure investment by OAOs and giv&iscom the opportunity to implement
efficiencies Alternative platform providerge.g. cable and FWAWwill also be
provided with adegreeof certaintyin relation to LLU market development.

3.411t should be noted that the points concluded above in relation to the price control
period araliscussedn greater detail in ComReg Document No. 09/39.

Conclusion in relation to the Price Control for the LLU Cha rge :

The LLU maximummonthly rental charges effective from the date of this decisio
until 30 Novembe012

10. SLU and BU -LRAIC Pricing Methodology

3.42 ComRegconcludeghat BU-LRAIC isthe most appropriate method for assessing the
cost of SLU in Ireland.

3.43As SLU is a subset of LLIULComReg concludes thtte application of BLLRAIC to
its calculation idoth rational and consistent.

3.441t should be noted that the points concluded above in relation to SLU and the BU
LRAIC pricing methodology areliscussedn greater detail in ComReg Document
No. 09/39.
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Conclusion in relation to BU -LRAIC Methodology and SLU Charge

The pricing methodology for the pricing of SLU is BLRAIC, taking into account
whereappropriatethe actual costs incurred by Eircom.

11. SLU Footprint

3.45 ComRegconcludeghat SLUinvestment by OAOss unlikely to happen outside the
cablenetworkfootprint or the major urban areagDublin, Cork, Galway, Limerick
and Waterforaluring the price control

3.46In a report commissioned by ComRegnd piblished on the ComReg website
Analysys Consulting concluded that only street cabinets with a minimum of 300
lines would be economically viable for SLU in DublidomReg agrees with these
conclusionsand further to this adopted a conservative approachanit believes
that SLU is unlikely to be adopted outside of any of the major urban areas i.e.
Dublin, Cork, Galway, Limerick and WaterfardAComReg believes thatthe
investment required (other than the regulated monthly rental charge) by, @AOs
order toavail of SLUis significant due to the fact thitis not possible formOAO
tocol ocat e i n Ei and thenéfoseit musthnstead duikd its own
cabinet(s). This represents a significant upfront investfoeiah OAO.

3.471t should be noted thdhe points concluded above in relation to the SLU footprint
arediscussedn greater detail in ComReg Document No. 09/39.

Conclusion in relation to SLU Footprint

SLU investment by OAOss unlikely to happen outside the cable footprint or
major urlan area®f Dublin, Cork, Galway, Limerick and Waterford.

12. Operator SLU Investment Plans

3.48 Given the confidential nature of the submissions mMBad®AOs this information is
not discussed furthen this documentWhile the information providedas helpful,
it is notan essential preequisite forderivinga cost oriented charder SLU.

13. Impactof Inflation  on SLU Charge

3.49 ComRegis of theview that the U monthly rental charge should be stableing
the price control periodComRegalreadyconcludel with regard to LLUthat CPI is
not the appropriate inflationaifpr deflationary)index to use in this contextiue to
the concern that CPI trends may not adequately reflect the actual price trends of the

7 Information Notice No. 08/10 Sub Loop Unbundling Report Prepared by Angéy€onsulting Limited for ComReg.
ComReg Document No. 08/10aFinal Report for ComRe§ Business Case for Sub Loop Unbundling in Dublin.
Published on 23 January 2008.
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relevant assetsThaefore, ComRegoncludes thattiis appropriate to use a set of
more specific price indexes/trends in the-BRAIC modelfor SLU also

3.501t should be noted that the points concluded above in relation to the impact of
inflation on the SLU charge adiscussedn greater detail in ComReg Docemt No.
09/39.

Conclusion in relation to Inflation ~ on SLU Charge

In determining the ISJ maximum monthly rental charge a set of specific pr
indexes/trends are used in the BBAIC model (rather thasimply CPI trends) in
order to take account of iationand current deflatian

14. Price Control Period for SLU Charge

Conclusion in relation to Price Control for SLU Charge

The SLUmaximummonthly rental charge isffectivefrom thedate of this decisiol
until 30 Novembef012.
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4

4.1

4.2

4.3

Local Loop Unbundli ng and Sub Loop Unbundling Cost
Modelling

In Section 3ComReg concluded that the pricing methodology to be adopted for
setting themaximumLLU monthly rental charge is BURAIC, taking into account,
where relevantertainactual costs incurred by Eircom.

This sectiorsummarises howhe BU-LRAIC modelhas been constructed and what
model inputswere usedThe key areas discussed atee capital costs operating
costs(and indirect capital costgnd the working line volumes.

In relation to the developmerof the BULRAIC model the followinggeneral
comments are important to note:

e The costing data (capital and operatiogsty and the engineering rules
contained within the newevisedversion of the BLLRAIC modeltake into
account Eircom's costs(adjusted for efficiencies where necessayyand
engineeringrules to ensure that the model buyils as close to reality as
possible while ensuring that Eircom only recovers its efficient costs.

e Eircom has been providedth many opportunities to review and critig| the
model and make suggestions for possible amendments whichrhavany
casesbeen accepted by ComReg.

e Given the fact that many of the model inputs are sourced from confidential
information submitted byeircom @djusted where appropriat€omReg is
necessarily constrained in the lewd detail it can present to the public
regarding themHowever, ComReg hatetailed the main inputs to the model,
in so far as this is possibigventhe complexity anéamount ofdetail inherent
to theexercise Accordngly, ComReg has made the process as transparent as
possible, given the restrictions associated with confidential information.

¢ In developing the new BURAIC model ComReg has improgkthe overall
accuracy of the moddcompared to the previous modél incorporating
improved modelling tools that are now available. In particulabgiteves
that the use of gemarketing tools to represent the entire country more
accurately reflest how a new entrant would perceive the network to be
rather than extrapating data from a sample of existing exchariges was
the case in the old moddior the purposes of building a BLRAIC model
the roads, streets and buildings of Ireland were mafmpedsure the moties
representative of the actual network roll that would be requiredhis was
discussed irconsiderabledetail in ComReg Document No. 09/39 and has
also beermutlinedin AppendixD of this document.

¢ While the new model is more complex than the previous velsi@not
radically different from the q@vious versiorthus providingfor a measuref
continuity. Partly as a result of this, and the transparent way in which it has
been developed, ComReg does not consider that it introduces a significant
level of regulatory uncertainty for Eircom or OAOs.

e ComReg carried out a number physicalsite visitsduring the modelling
process in order to gain an understanding of ow r ¢ copgersaccess
network is deployed in Ireland. In addition, anmd order to ensure the
robustness of th&U-LRAIC cost model, itwas decided to compare the
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copperaccess network infrastructure as it is currently deployedibgom

with the BU-LRAIC cost model to ensure that the model weasonably
consistent with the infrastructure in place on the grothcsii r eal i ty che
exercise was carried out at a national level and also at a local level for a
number of selected site3his aspect of the review ialso outlined in
AppendixD of this document

4.4 It should also be noted thas a result obperator responses @omRegDocument
No. 09/39 ComReg further consulted price trends and the working line volumes
(ComReg Document No. 09/62)

4.5 Discussedn the followingsubs ect i ons are ComRegbs concl |
model inputs relating to capital costs, operating costs (ameabatapital costs) and
working lines volumes.

Capital Cost  Factors
1. Tilted Annuities and Price Trends
ComReg Document No. 09/39 : Principles Supporting Conclusions

4.6 In regulatory cost models, and especiallyBid models, the preferred methodology
isoftent he @At i | t ed bacauseuofthewayfthatrthis mmetteod accounts for
future price¥ and due to the fact that the methedsonablyeflects changes in the
market value of an assethis approachwas chosen by many NRAs in Europe
including ARCEP (France) NITA (Denmark) BIPT (Belgium)and PTSSweden)

4.7 If asset prices are falling, an operator will know that deploying its network in the
future rather than today will result in a lower cost base. Converigelgost base
would be reduced by investisgonerwhen asset prices are rising.

4.8 Thus, in an efficient market, operators should account for the future movements of
prices when deciding on the timing of potential investments. ComReg therefore
consideed it important that regulated chargdake inb accountthis market
behaviour in order to provide appropriate make/buy signals for both Eircom and the
OAOs.

4.9 One way of achieving this is through a tilted annuity formula because:

e If prices are falling then the tilted annuity formula allow$igher depeciation
charge in the earl y vyedoaercsharge$inlateryears set 06 s

e Similarly, if prices are rising then the tilted annuity formula allovesver
depreciation charges in the early years lsigie charges in the later years

4.10In ComReg Document No. 09/3@pmRegwasof thepreliminaryview that thiswas
a reasonable method of ensuring the appropriate level of cost recovery, as well as
providing efficient investment incentives, over the timeframe of the rewew
industry The impementation of the tilted annuity formula farther discussed
below.

18 See for example PTS, Sept 2007, Model Reference Paper (rev B) Guidelines for thieottBiEup and topdown
models IBPT, Bottomup model for interconnection description of the methodology, Prepared by BIPT In collaboration
with Bureau van Dijk Management Consultants, 08 June ,28R€EP, April 2005, Consultation on gper localloop
cosing methods, IRG, January 20a8inciples of Implementatn and Best Practice regarditige use of current cost
accounting methodologies applied to electronic communication activities
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4.111n order to implement the tilted annuities, it weecessary for ComReg tmnsider
the future price trends for the relevant LLU assets. In doing so, ComReg cedsider
that it is appropate to focus on longerm price trends because:

e Longterm prices better reflect the considerations made by investors when
considering potential deployments

e There are practical difficulties with generating robust sternh price forecasts,
particularly, in the current market context.

4.12In addition ComReg considedit appropriate to seprice forecasts that are directly
relevant to the assets in question, rather than applying more generic price indices
such as CRlas thesecan beexpected to provide more robust estimate of future
price movements.

4.13In deriving these alternative price trends, ComReg praptuseistinguish between
those assets that are predominantly copper b@sggber cablepnd those that are
not, that is assets such asambers, trezhes jointing closures, cable installations
and so forth.

4.14In the case of nowopper based asset€omReg considered three different
approaches to determining the relevant price trends:

e Price trends assessed in the 2@@38sion of theLLU BU mode| which had been
observed over the period 2000 to 2003

¢ Price trend®bserved over the longer historical period fr2@®0to 2007

e Forecasts ofhe asset cost evolution over the future pe@26@-2012, based on
economi st sdé f or ec &PltorsHamomisedlradéxoiConsumerf | at i
Prices (AHICPO).

4.15 ComRegwas of the preliminary viewin ComRegDocument No. 09/3%hat it was
appropriate to focus on lortgrm price trends and thereforeonsideed that the
second of these optiomeasmore appropriate than thiest.

4.16 ComReg tested the reliability of the third option by considering whether previous
changes in asset prices matched previous changes in therGRICP]. ComReg
found that these indiceld not accurately explaijprevious price movements

4.17 While the second optiorwas consideredhe most appropriate method of estimating
future price change€omRegalso considerethat it would be unrealistic to exclude
recognitionof the cyclical movements in the econanttythereforepropose to base
its assessment duture prices on the full economic cycle, whididioes noexpect to
be completed untat leas2012.

4.18In order to achieve thi@nd as illustrated by the equatibelow) ComRegproposed
to adjust the historical price trend by the ratio of forecaseprniflation to historical
price inflation. Thus, ifinflation between 2000 and 2D@vas 4% per annum, and
forecast inflation from 2008 to 2012 was 2% per annum, the historical price trend of
noncopper assets would be reduced by half (2%/4% x 100 = 58%t)e 2008 to
2012 period

4191 n Co mR e,ghé advantage @f this approasiasthat it wasclosely linked to
the path of historical prices, while simultaneously including a measure to account for
the current economic slowdownln addition, taking accoundnly of a period of
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relatively high inflation until 2007, and disregarding more modest inflation (or
deflation) in the period until 2012, would be unrepresentative of the full cycle.

4.20 The methodology proposed by ComReg in ComReg Document No. 09/39 is
discussedbelow.

Average price trend 20@-2012

Average price trend 2062007 X Average labour inflation (or CPI) 208-2012
Average labour inflation (or CPI) 2002007

4.21For copper cables, ComReg again considet that longterm price forecasts
represergdthe most appropriate basis for its assessn@ommRegnoted that there is
a global market for copper arbat thereare many analysts providing forecasts on
copper pricesCo mRe g6 s i nt er ndithat thesedoregastserelikdlyn di c at
to providea reasonable basis on whithe st i mat e the future p
copperbased asset€omRegthereforeadopeda price trend for copper in each year
of the proposed price control peribdsed on its analysis of tipeice forecastsnade
by a number ofeputableanalysts®.

Consultation Questions in ComReg Document No. 09/39

Q.1. Do you agree that the period from 2000 to 2012 is a reasonable length of
time to evaluate the price trend data for the copper access network assets?
Please state the reasonarfyour response

Q. 2. Do you agree that the basis used for forecasting price trends for copper
and the other local loop assets (i.e. poles, trenches, chambers, MDFs,
street cabinets, etc) appears reasonable? Please state the reasons for your
response

Views of Respondents to ComReg Document No. 09/39

4.22 With regard to @estionl, BT, Magnet, Smart and Vodafone believed that the period
from 2000 to 2012 was a reasonable length of time to evaluate the price trend data
for the copper access network assets.

4.23 Eircom stated that there is no reason to believe that any particular time period over
which price changes are measured would provide a universal guide to the appropriate
tilts of all the differentassetclasses in the access network. Furthermore, Eircom
stated that it is impossible to know if the period from 2000 to 2012 is an appropriate
period over which to measure price changes, as the price changes between now and
the end of 2012 anenknownuntil the end of the control period.

4.24Both Smart and Magnelid not believe that the weighting applied to the costat
far enough to reflect current realities. Both of these operators higtdigimat the
Economic and Soci &$RDhassndieateccumemploysdntiratest e  (

19 The 21 analystsused at that time werbletal Bulletin Research, @clays Capital, Credit Suisse, MérriLynch,
Macquarie Bank, Prometeia, Econ Intelligence Unit, Investec, ABARE, ABN Amro, JP Morgan, ANZ, Deutsche Bank,
Commonwealth Bank, IHS Global Insight, Morgan Stanley, UBS, BGitigroup, Wilson HTM, Oxford Ecoomics.

See ENERGY & METALS CONSENSUS FORECASTS, Consensus Economics, January 2009.
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of up to 16.8% by the end @010and the implications this may have for a number
of factors, including labour rates. In addition, both of these operators also sdggest
that recent developments indicatdat CPI for 2009 is likely to be negative to the
tune of 3.5%Smart and Magnestatel that these factors madt important to place
increased weight on recent market developments and pwposeighting factor of

an additional 50% for the period 2008 to 2012.

4.25VVodafone didnot agree with the detail of the proposed adjustmentedistorical
price trend by the ratio of forecast price inflation to historical price inflation
Vodafone believedhat the adjustment should reflect the difference between the
historical price trend and the forecast price trend, not the ratio as cupentlysed
by ComReg. Vodafondurther believal that the formula applied by ComReg
arti fi ctruapldl yt héeg eiam s a \cotlafore frecommedndethdt itheim .
suggested approaevastherefore a superior method to adopt.

4.26In relation to Qestion 2, Smart Magnet and BT agreed with the proposed
methodology for forecasting the price trendss described above, Vodafone
indicated that it disagreed with the formula being appheulle Eircom stated that it
was concerned about applyingted annuitiesin the context of an access network
consisting of many assets with lehges.

4.27 Furthemore Smart and Magnedtated that thegid notbelieve that the assumptions
used in copper pricingerecorrect.Both of these operators beli@#hat coppeand
zinc were sensitive to economic activity andtated that the current market was
exhibiting falling demand combined withrowing over supplyimplying that the
current rises are likely to be shdited and that prices are likely to fall over the
longer term These twooperators beliewkthat the gains shown in recent months
wereshort lived and fuelled mainly by restocking in Chinéuich is a finite exercise.
The two operators referd to analyst views that suggedtcopper would face
weakness in coming months as soipe buying from China tails off and ahead of a
seasonally quiet market periothey also refeedto the International Copper Study
Group @ICSG)) preliminary data published on 20 May 2009 which showed that
world copper production outpaced refined usagel that this over production
coupled with existing drops in pricesould keep copper prices steady or declining
for several years to come with an upward sustainable recovery only expected
approaching 2013. Both of these operators acknowtetige work caried out by
ComReg but beliewkthat further consideration needs to be given to the current
reality that the economy ,igs they put itin free fall These operators beliey¢hat
ComReg must give further consideration to labour costs, energy costerdrattor
costs which should feed into a lower future price for LLU.

4.281n relation to Qestion2 Vodafonereest at ed i ts di sagreement
trend formula, while emphasising its agreement \ito mMRe g6s pr opos al
tilted annuity depreciatio methodology in deriving the annual depreciation charges
of the network assets

4291 n  Ei r c o m0 s uestieng, pt ctatedehattwhere @ convincing case can be
made for a particular asset class that tilted annuity provides a reasonable proxy for
econonic depreciation then the tilt chosen should reflect the changing value of the
output from that asset over its economic ligrcom also stated that ComReg had
provided no evidence for any asset class that tilted annuity provides a good proxy for
economicdepreciationl n a separate commentary in E
believel that in the three years of the price control Eircoould only recover 40%
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of the modelled capital costs which would have been recovered if the charge were
calculated using ordimg or flat annuities. Eircom believetthat given the sensitivity

of the price to the method of anmtisation chosen andhe inputs used in the
annualisation computation that ComReg should consult further on this issue. Eircom
statel that for each asset e ComReg should put forward its reasoning as to which
method of annualising costs most closely approximates economic depreciation and
what are the appropriate input values for computing the annualised cost for that
method. Eircom believk that ComReg shdd be open to the possibility that
different asset classes will require different annualisation methodologies and
differing input values. Eircom further stdte hat i mpl i ci t ited ComRe
annuities is that there woulae a significant increasen the ULMP price, in future

years and that the implications of this have not been articulated despite the fact that
stakeholders have a direct interest in understanding these implications.

ComRegbds Initial P o g iComRegn Ddcontemt Nov09/39

4.30 Following consideration of operator responses to Question 1 and Question 2
ComRegsoughtfurther views from industry in relation to tiheethodologyproposed
by Vodafone for the price trendbefore taking a final position in relation to price
trends and tilté annuitiesThe details of the further consultation, operator responses
and ComRegbs final posi t thepriced@rends ammtleen c | u s i
tilted annuitis, arediscussedbelow.

ComReg Document No. 09/62 . Principles Supporting Conclusion S

4.31 While ComRegvasof the view that the methodologies used for calculating the price
forecasts within théilted annuitiesfor LLU pricing wereappropriate, ComReg also
carefullyconsidered the operator responses received in this regard.

4.32 As described abay Vodafonés response t€omRegDocument No. 09/3éhcluded
a proposal for an alternative methodology for calculating the price
forecastAccording to Vodafonein assessing asset price trends from 2008 to 2012,
ComReg should adjust the historic pricentte by the difference in CPI rates, rather
than adjusting them by the ratio as proposed by ComReg (in Section 4, paragraph
4.48 of ComRegDocument No0.09/39). Thus, according to Vodafone, ComReg
should calculate price trends as follows:

Average Price Trend00812 = Average price trend 200007

+

Average labour inflation (or CPI) 28a.2

Average labour inflation (or CPI) 2041y

4.33 ComReg thereforeequestedany further comments that operators hadelation to
the Vodafone proposedanethodology Subject to this, ComReg was of the
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preliminary view that the methodology ascussedin ComRegDocument No.
09/39remainedan appropriate one.

Further Consultation Que stionin ComReg Document No. 09/62:

Q.5. Do you agree that the existing ComReg methodology for calculating price
trends, as set out in section 4.48 of Consultation Document No. 09/39,
remains appropriate in determining the final LLU charge? Please state
the reasons for your response.

Views of Respondents to ComReg Document No. 09/62

4.34BT agreed with the ComReg methodology while Eircom and Magnet did not
comment on whether they considered the ComReg or the Vodafone formula to be
more appropriate. Vodafone sdigreed with the ComReg methodology for
calculating price trends.

4.35 BT agreed and highlighted thtitis approactwaslinked to historical prices as well
as accounting for the current economic slowdown.

4.36 Eircom re-iterated itsprevious concernsin relation tothe application of a tilted
annuity approach to annualising capital costs and to the plausibility tirtg¢erm
price change forecasts that ComR®gposed to applin the formula Eircom also
stated that ComReg claims to use a price trend from 20R01® when in fact it is
only using actual data from 2000 to 2008 to determine a 40 year trend as (2009 to
2012utilisedforecasted data).

4.37 Magnetreferred toits response t€€omRegDocument No0.09/39 where it agreed
with ComRegds met hi@wthatthgassummpiidns used th cappet b e
pricing were correct In its response t€omRegDocument No. 09/62t statedthat
12 yearswas a reasonable length of time to evaluate the price trend of copper
however, the period chosen is one of the highestpgeRbds in the history of the
State. It argued that the weighting proposed by ComReg does not go far enough to
reflect current realities. It quoted examples frone Central Statistics Office
( @SQ rnd ERSI to substantiate its call for an additionaighting of 50% to be
applied to the price trends for the 2008 to 2012 period.

4.3g8 Vodafonedisagreed and remained of the view that the adjustment should reflect the
difference between the historical price trend and the forecasted price trend rather
thantheat i o as proposed by ComReg. Accor di
can lead to an overestimate of future average price trends, particularly where
historical inflation is low. Indeed Vodafone ndteat if historical inflation was zero,
t hen Co mRiawduls refulbin an infinite price trend.

ComRegb6s Consl usi on

439ComRegb6s conclusions have been arrived a
initially presented during consultation and having carefully taken account of
respondent s 6o pvaseadMss .t ol ni tssonper cases ComRe
amendments to its initial proposals having taken into account respainvents.

4.40 An annuity formula is used w@pplythe cost of capitatio the cost of the assets on the
network. A tiltis applied to arannuityto reflect the expected changes in the prices of
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assets and is intended to send better economic signals to market players, giving
market players incentives to invest now if prices are expected to increase or delay
investmentf prices are expecte decline.

4.411In this context, he tilted annuity formula is a formula which calculates for a given
asset an annuity which covers both the associated cost of capital and the depreciation
charge for each year of the economic life of the asset. Contratygotfist andar
annuity formulao which calculates a char
the asset, the tilted annuity formula calculates an annuity whitdcts asset price
changs.

442Thi s section sets onman podisradaley dosratovsiinethes o0 n
responses to ComReg Document No. 09/39 and ComReg Document No.ir09/62
relation toappropriateness of the tilted annuities to Eieom access network, the
mostappropriateassumptions usedr calculating future price trends ancettvay in
which these assumptions (onethodology should be applied.

4.43While ComReg believes that the price trends are dependent on the particular
approach or assumptions used, ComReg is of the view that it has made every effort
to take the most reasonalded proportionate approach in order to determine the
price trend®f the various assess part of the overall LLU charge.

4.44 Given that the data used in determining the assumptions for the price trends is based
on confidential data provided by Eircof@omRey is constrained in terms of the
level of detail that can be discussed in this regard. However, a number of issues
raised by Eircom with regard to the approach or assumptions used by ComReg in
determining the relevant price trends usethe model have len set out in bilateral
correspondence between both parties.

4451 n  Ei r c o md ComRegDpcanment do. 09/89stated that it was sceptical
of the appropriateness of using tilted annuities as a methodology for annualising
capital costs in the accesswerk. Whi | e ComReg notes Eircomo
appropriateness of tilts, ComReg remains of the view that they are appropriate in this
context and wishes to emphasise that they hmweundbasis for use in price
controls Theyhave been used in acsasetwork price controls in countriegch as
Belgium, Sweden and Denmarkilted annuities were also used in determining the
LLU price in Ireland in 2003.

4.46In relation to tilts Eircom calculated that would only recover 40% of the modelled
capital costsluringthe period of the price control compared to the position under flat
annuities.However, Co mRe g 6 s v ifl& wnnuitiss are mat tin line with
economic depreciatiobecausethey do not factor asset price changésonomic
depreciation reflectshe change in the market value of an asset over a given
period.The market value of an asset is the present value of the revenues that the asset
is expected to generate over the remainder of its useful life. By calculating annuities
that vary with asset mreé changes, tilted annuities reflects the change in the market
value of an asset and are therefore considereal gmod proxy for economic
depreciationFor example an asset with increasing prices (same reasoning can be
used for assets with decreasing esiccan be used to show why tilted annuities
reflect economic depreciation. The tilted annuity formula will derive lower
depreciation charges at the beginning of the asset useful life and higher depreciation
charges at the end of the asset useful [ifais is consistentwith economic
depreciation: the market value of the asset will indeed decrease slightly at the
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beginning of its economic lifelf the asset is almost new (very little physical
depreciation has occurred) the difference between the pricenefvaasset on the
market and the price that could be offered for the given asset is low because prices
have increased on the market. On the contrary, the market value of the asset will
decrease significantly at the end of its economic life. The asset andlthe value of

the asset has decreased due to physical depreciation. But this decrease in the value of

the asset is particularly important compared to the value of new assets on the market
which have increased. The depreciation charges derived frontltdee annuity
formula is therefore in line with economic depreciation.

4.47As a consequence, comparing the depreciation charges of the model with the
depreciation charges calculated with a flat annuity is not releWdmn asset prices
are increasingand since flat annuities do not reflect economic depreciation, flat
annuities tend to lead to an ovecovery of costs in the early yeansshould also be
recognised that this does not imply that Eircom will be unable to recover its
efficiently incurred costsThis is because applying tilts changes the timing of cost
recovery but, other things being equal, does not change the overall return that Eircom
makes. Put another way, if the tilt means that Eircom faces a lower regulated price
(and hence lower returmats assets) during the forthcoming price control, the tilt
should also allow Eircom a higher price (and therefore higher return) in later years.
I ndeed this can be seen from t emRgg aph

Document 09/39.
4.48 While, otherthings being equal, changing the timing of the cost recovery mlues
affect Eircombés ability to recover its

an important role to play in providing Eircom and the OAOs with efficient incentives
for their investment decisions. The reasons for this wadiseussedin ComReg
DocumentNo. 09/39 but, for the sake of clarigre repeated here. Whepdces of
assets are risingDAOs should recognise this in their investment decisions and
therefore purchase assetsarlier than if the price was constant (because the more
time left before investing, the greater the cost of that investment). Simildrgre
prices are falling OAOs should delay their investments to take advantage of the
lower prices that will be avaible to them in the future. The application of tilts to
regulated LLU prices has a similar effect, thereby providing OAOs with efficient

o

incentives for the timing of their investmentshi s provi des the app

orifibuy o signal sndfOAOs. bot h Eircom a

449Wi t h regard to Vodaf pricedrénssmethodelogy ComReg h e
notes that historical inflation has been above zero, with labour inflation at 3.94% and
CPI at 2.55%during the period from 2001 to 2009.cordingly ComReg does not
corsider it likely that itsmethodologywould result in an excessive, or infinite, price
trend.

450ComReg has also evaluated the accuracytfassumptionsagainst the prices
observed for one of Eircombs | argest ¢
satsfied ComReg of the accuracy of its appraa€br example, the ratio of trench
asset price changes over wage inflation remained stable between the period from
2001 to 2008 and the period from 2008 to 2009. Howeverdifferencebetween
trench asset pric changes and wage inflation did not remain stablech is an
implicit assumption in the Vodafone formula
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451ComReg also notes that isssumptios allow for the possibility that a series
(inflation and asset pricesyhich wouldincrease more dramaticalduring a boom
period would also fall more rapidly in a downturn.

4.52 Taking all ofthe abovanto accountComRegbelieves it is proper to conclude that
its assumptions ara more reasonablend appropriat®éasis on which to assess the
price trends in the nukel.

4.53 Since publication oComRegDocument No. 09/39ComReg has updated the price
trenddata to reflect an extended historical period. Price trendseibectasset price
change®verthe period from 2000 to 2012 (or 2001 to 2@Epending on the assets
considerell the asset price change over the period 2000 to D@9 period was
initially 2000 to 2007 in ComReg Document No. 09/38as observed using
Eircomds contractor pr idariagthe geniald framh2610 as s e t
to 2012 being calcated as follows:

Average Price Trend 20162012

Average Price Trend 20002009* X Average Labour Inflation (or CPI) 2010-2012

Average Labour Inflation (or CPI) 2000-2009
** T he historic price trends (average price trend 2B009) are calcutad by comparing:

(1) 2009 Eircom asset pricesnd

(2) In most cases 2000/2001 asset prices. However, in a small number of cases the
asset prices are based on 2003 values.

4.54 ComReg believes that the price trend data for the extended period is more accurate as
it reflects the actual price trends from a longer series of data and means that only
three years of forecasted or future price trends are necessary (as opposed to five
years as part of the original proposal in ComReg Document No. 09438)model
also reflets publicly availableinformation from Goodbody stockbrokéfs Davy
stockbroker8 and the Economi&t regarding their viewsat that timeon wage

inflation, and CPI. Copper inflationis based on datom the Consensus Economic
Report®.

4.55 Smart and Magneatised the pointhat given the current rate of unemployment and
the impact on the labour rate as well the current negative rate of inflation that a
weighting factor of an additional 50% should be applied to the period from 2008 to
2012, in the tilted annuyitformula. However, ComReg belieséhat the proposals
suggested by both of these operators relates to short term pricg tabedeas the
modelling exercise is based on letegm trendsAs discussedn ComReg Document
No. 09/39 ComReg considered thatistappropriate to focus on loxigrm price

20 Goodbody's Irish Equity Morning Meeting Wrap22 May 2009and Deleveraging the Irish Economy, Goodbody
Stockbrokersdated 9 April 2009.

2 http://www.davy.ie/GenericResearch?page=macroforedated ¥ September 2009.

ZEUT CountryData Ireland Fiscal and monetary indicatorated 1 August 2009.

23 Consensus Economic Release; dated 27 July 2009.
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trends because lortgrm prices better reflect the considerations made by investors
when considering potential deployments. In additibeye are practical difficulties
with generating robust shet¢rm price foecasts, particularly, in the current market
context

4.56 Smart and Magnealso believed that ComReg must give further consideration to
labour costs, energy costs and contractor costs which should feed into a lower future
price for LLU.Co mR e g 6 s ang @rglustoninaetation totherelevantcostsare
discussedbelowunder separate headings

4.57In conclusion, ComReg is of the view that its methodolagjgcissedbelow) in
relation to price trends i®asonabl@s an input or an assumption to the tilted aynuit
formula and that the period 2000 to 2012 is a reasonable length of time to assess
price trend data relating to the copper access network assets

Conclusion in relation to Price Trends

1. The period from 2000 to 2012 ike period to assess the price tresata in
relation to the copper access network assets.

2. The price trends methodologysedas anassumption/inputvithin the tilted
annuity formulain the BULRAIC model in determining thenaximumLLU
and SLU monthly rental charges based on asset prickangesover the
period from 2002012 (or 20042012. The asset price chamgduring the
period from 200€R009wasobser ved wusing Eirca
the asset price changdsiring theperiod from 2012012 being calculate
using the followingormula:

Average Price Trend 20162012

Average Price Trend 20062009** X Average Labour Inflation (or CPI) 2010-2012

Average Labour Inflation (or CPI) 2000-2009
** The historic price trends (average price trend 22009) are calculated b
comparing:

(1) 2009 Eircom asset priceand

(2) In most cases 2000/2001 asset prices. However, in a small number of cg
asset prices are based on 2003 values.

2. Average payment terms

4.58 As discussedn ComRegDocument No. 09/39,raadditional element to considier
setting the depreciation profile, (tilted annuity formula) is the timing of the revenue
receipts after an investment has been made.

4.591n building BU-LRAIC modek NRAs generally assume that the network is built
almostinstantaneouslyn that revenues caoe received shortly after the investment
cost is incurred (certainly within one year).
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4.60In discussion with ComReg, in relation to the design of the RAIC model,
Eircom stated that would take 5 years to deploy a network in Ireland dretefore
(on the basis that the contractors would need to be paid regularly for their services)
the average payment terms would be 2.5 years.

4.611f this view were correct it would imply a significantly higher cost of network
deployment than is implied by the approach tlther NRAs have adopted.
Moreover from an operational point of viexomReg did not consider the neted
wait for thenationalnetworkcoverage before launching services in a given drea.
Co mRe g 0 ®rvicescaldbe taunched locally

4.62 Nevertheless ComReg considered three options/concepts in determining the
appropriate payment terms in the Irish context, they are outlined below.

e Option 1 assumeshat revenuearerealised the same time as investments are
made; therefore the assumption is that avagkt is instantaneously built and
operational. Thiption is consistent with the approachoapted by ARCEP
(France) in its LLU cost wdef”.

e Option 2 assumeshat revenuearerealised apprarately6 months after the
investments are made; therefore thgsumption is that a network is
instantaneously built and operational 6 months after the initial investment.
Thisis for exampletie approach adopted by BIPih Belgium.

e Option 3 assumeghat revenuesrerealised apprdrately 12 months after
the investmats are made; therefore the assumption is that a network is
instantaneously built and operational 12 months after the initial investment.
This optionis consistent with the approach adopted by?PiiSSweden.

463For the reasons gconeledsthaatbhoer ep a yYCoemRte gdfs ¢ o
invoices, the operational launch of the network and gaeeration of revenues,
generally occur at approximately the sartime. However, in order to be
conservative, ComRegpnsidersa six month time lagbetween theut payments of
the investment andevenue generationstrikes a reasonable balance between
assuming simultaneous recovery and recovery in periods in excess of one year or
more. In particular, the fivgear period suggested by Eircom appears to have no
convincirg basis in either best practice in other EU countries (as indentified above)
or the situation in Ireland.

24 ARCEP Decision 08834, published 15 December 2005
% Description du modéle des colts#wm wn pour | e cal cul »dBPF Ndvember2086 ddi nt er con

%8 pTS Document: Dnr 63652/23. Guidelines for the LRIC bottenp and topdown models, pubdhed 12 September
2007.
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Conclusioninr  elation to Average Payment T erms :

It is assumedhat revenuearerealised apprdmately6 months after the investmer
are madejtherefore the assumption is that a network is built and operatio
months after the initial investmeistas follows:

A =1Ix 1 y w-P
Vitw . (@+P)\n

1-( )

1+ w)

Note:
U0 A1, the annual charge iypear one (used for price calculation)
U 1, the investment value of the asset
U w, the cost of capitgparameter)

U P, theannualchange in the price of an asset

U N, the useful life of the asset

3. Civil Works Costs
ComReg Document No. 09/39: Principles Supporting Conclusions

4.64In ComReg Document No. 09/3omReg was of the preliminary view that the
Eircom cortractor rates should reflect competitive current market rates as it is the
national fixed telecoms provider. In addition, ComReg considered the fact that these
rates are in most cases based on negotiations with the relevant contractor for capital
work carred out in different areas throughout the country.

4.65In ComReg Document No. 09/39 ComRdgtailed howthe BULRAIC model
included the actual Eirconaontractor rates with a reduction applied to these rates to
account for the fact the workforce in Irelandiiracently taken reductions in salaries.
The model also reflected an adjustment for economies of‘stmlaccount for the
benefits that might arise from deploying a new and larger network.

Consultation Question in ComReg Document No. 09/39

Q.3. Do you agree that it is reasonable to consider that contractor costs will
reduce over the proposed three year price control period? Please state the
percentage (%) which you expect labour costs to reduce over this period.

Views of Respondents to ComReg Documen t No. 09/39

4.66 Smart, Magnet and BT agreed that it was reasonable to consider that contractor costs
will reduce over the three year period.

2" Economies of scale are the cost advantages that a business obtains due to expansion. They are factors that cause the
average cost per unit to fall as scale is increased.
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467Vodaf one and Eircom disagreed with ComRe
the contractor costs over the next thyears.

4.68 Smart suggested that labour rates for sgkilied work will drop by between 20%
and 40% depending on the type of work being undertaken. Smart stated that many
employers have sought and secured wage reductions of between 10% and 20%.
Smart also redrred to the Hudson Salary guide for 2009 which stated that telecoms
engineers will be likely to see @a$ ary of bet ween 032,000 a
and upper range.

4.69 Magnet suggested that contractor costs will decrease over ththrexgear period
by approximately 50% due to lower volumes of work and more competitive
tendering and also reductions iput costs including labour and materials.

4.70 BT believed that the downturn in the construction industry in Ireland, followed by
that of the banking system is now having a direct impact on virtually all aspects of
the employment market in Ireland. BT refertedhe Economic and Social Research
I nstitute (AESRI 0) Policy Conference, 20
article highlighted that the unemployment rate this year is expected to average 13%
and in 2010 is to rise to over 16%. BT believed thatdbntractor was more exposed
than many in the current environment as by their nature they tend to be on short term
contracts for specific tasks and hence their rates can be rapidly reduced through
reducing rehire prices. BT also stated that some commniergehave suggested that
Il reland is over priced by 25%. BT also a
19% and 26.5% of staff and therefpitels proposed that the reduction in contractor
rates could be reduced in the order of 25% or more.

4.71Vodafone n its response stated that while labour costs have recently declined, this is
a very rare occurrence in a historic context. Vodafone believed that the decline in
labour costs was very likely to be a transitory phenomenon that would end with even
a mild cydical upturn in the economy and the return to the usual trend of a rising CPI
on a year on year basis. Vodafone further considered that a reasonable assumption
would be for labour costs to begin to rise again in nominal terms, albeit at a modest
annual ra¢ of 26 to 3%, after 2010.

472Ei rcom di d not agr e énsofan agthat these mputs guifusncep r o p o
the capital value of assets modelled. Eircom stated that it had previously submitted
its views on these issues to ComReg through previous subnssand bilateral
engagements and had not changed its position.

ComRegb6s Consl usi on

473ComRegb6s conclusions have been arrived a
initially presented during consultation and having carefully taken account of
responde 6 views to its proposal s. Il n some
amendments to its initial proposals havi |

4.74 Subsequent t€omRegDocument No. 09/39, Eircom submitfezh a confidential
basis the revised contraor rates, based on recently-nmegotiated contracts. The
modelwas subsequently updated wikhis more recent information. In addition to the
updated contractor rates, ComReg has adjusted the contractor rates for economies of
scale to account for the bdite that might arise from deploying a new and larger
network.
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4.75 ComRegconcludest h a t Ei r ¢ 0 mO s used avithin rthe enbdeare ar at e s
appropriatebasis for determining theaximumLLU monthly rental chargeluring
the price control period.

Conclusio n in relation to Civil Works

The contractor rates adopted in the-BRAIC model in determining thenaximum
LLU and SLU monthly rental charges are tecom contractor ratewhich reflect
recently agreedrates In addition, these ratemre adjusted to rééct economies 0
scale.

4. Copper Cable Costs

4.76 As proposedn ComRegDocument No. 09/39,re of the main assets of the copper
access network is copper cabomReg used information provided by Eircom on
the copper cable price as was dependent on the pper price. ComReg
acknowledged that the copper price can fluctuate significantly so it used the average
copper price to derive the copper cable prices relevant for 2009. The copper price
was based orthe London Metal ExchangdilMEO) market and also forested
copper pricedata provided by Consensus EconofiicEhe average copper price
included in the model ispproximately$4,352for the year 2009As an efficient
operator would tend to avoid buying copper at peak |éaking the average price is
a moreconservative approach.

Conclusion in relation to Copper Cable Costs:

The average copper price included in the modapjgroximately$4,352 for the yea
20009.

5. Asset Lives

4.77During 2009 ComRegwith the assistance of an external consuitaaktensively
reviewed the regulatory asset lives of Eircom Limited including the asset lives of the
copper access network. Following a detailed consultation process, ComReg,
published ComReg Document No.09f6fDecision No. D03/09) whichdiscussed
the full detailsof © MRegdés Deci sion. The revised ass
into the BULRAIC cost model for LLU.

%8 Consensus Economics Report dated 27 July 2009.
29 RGL Forersics
0 Response to Consultation Document No. 09/11: Review of the regulatory asset lives of Eircom Limited.
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Conclusion in relation to Asset Lives:

The asset lives, adiscussedin ComReg Document No. 09/65 (Decision N
D03/09), are incorporated into the BIRAIC model

Cost of Capital
478 The cost of capital (also referred to as Weighted Average Cost of Capital
(AWACCO) ) i's another par ameter of the t

including the WACC is to allow a sufficient return to investors amghrovide an
incentive for current or potential investment. In ComRBacumentNo. 08/35"
ComReg set out the cost of capital for Eircom at a rate of 10.21%. This value has
been used as an input to the tilted annuity formula.

Conclusion in relation to Cost of Capital
The cost of capital (used within the tilted annuity formulghe model is based or]
the cost of capital for Eircom at a rate ©0.21% (as discussedin ComReg
Document No. 08/35).

6. Evolution of Working Line Volumes
ComReg Document No. 09/3 9: Principles Supporting Conclusions

479Whi | e Eircomdés working |ines have dbeen i
that this rate of increase dvdeen gradually slowing and, indeed, there was a small
decrease in the number o f lastByear. this mvass wo r |
confirmed by the reduction in working lines reportedComReg Quarterly Report
data.

4.80 ComReg stated thahanges to the number of working lines may be affected by a
range of factors from short term economic fluctuations, to leteger structural
factors suclasfixed-mobile substution (iFMS0) and increasing levels of broadband

penetration.

4.81 ComReghad detailed discussions with Eircoto establish itduture trends in the
number of working lines. Most of these discussiovere confidential and their
detailscannot bealisclosed in thislocument However in ComRe@® s  \he easent
decline in the number of linesvas predominantly a shoterm phenomenon.
ComReg believe that the successful entry of LLU operatorsuld act as a key
stimuant to thisdemand

4.82 ComRegwas thereforeof the preliminary view that the number of lineowd
actually stabilise in 2010

31ComReg Document No 08/ 35; Response to Consultation and
No. D01/08); published on 22 May 280
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Consultation Question in ComReg Document No. 09/39

Q.4. Do you believe that the volumes of working lines will increase, deaeas
or remain static over the proposed price control period? Please state in
percentage (%) terms your views on the likely movements with detailed
calculations, if necessary

Views of Respondents to ComReg Document No. 09/39

4.83 Smart, Magnet and BT believedaththe volume of working lines will remain static
over the proposed three year price control period.

4.84VVodafone stated that the recent decline in the number of working lines is deshort
phenomenon and that the volumes of working lines will increasefisegmtiy over
the nextthreeyears.

4.85 Eircom believed that the volume of working lines will decrease.

4.86 Magnet stated that the volume of working lines will remain static due to low build
forecasts, a move to cable providers and an overall household poli@viofy s
money precipitating a move to mobile above fixed lines.

4.87 Smart stated that the number of working lines will remain static or marginally
decreasefor a number of reasons, including, the slowdown in construction
devel opment , t he mowvehaalod s®mo btinhe noonvey tho
recessionary times and the growth of cable. Smart also stated that, in general, it noted
that there appears to be a trend beginning toswiéuel reduction oPublic Switched
Tel ephone PSI&Jmesr Smart(blied that LLU is a key enabler to
drive uptake of PSTN services. Smart also noted that there are several hundred
thousand PSTN lines lying idle in Ireland, mainly in new housing developments with
younger families opting not to invest in a PSTN service atSatart believe that
LLU can address this market and indeed there is no retail threat to Eircom in this
regardasa f i rst time connect to LLU gives Ei
customer from the LLU operato&mart refered to a recent repb from the USA
which shows a trend towards mobile only usage. Smartduigeom to accept that
PSTN services are under threat and that global trends relating to PSTN reductions
could easily come to pass here, in particular in recessionary times. Sswrt al
highlighted statistics from AT&T and Verizon, which noted that landline
subscriptions were decreasing while wireless subscribers were increasing. Smart
further believed that a large decrease in PSTN services will hamper investment
decisions for NGN andlso have large scale employment and social and economic
benefit implications and that ComReg must act in a brave and forward looking
manner in order to protect consumers and PSTN services for all operators, including
Eircom.

4.88 BT stated that the volumes @forking lines will remain static as customers will
demand higher speeds and greater high speed reliability than offered by the current
generation of mobile solutions. BT further stated that it is also unlikely that the
digital dividend frequencies will bavailable to the mobile sector before to 2013
given that the Digital Terrestrial TelevisiofiTT0) has not yet started in Ireland
and so the expected dividend frequencies are still in use for traditional analogue
television. It also believethat it was difficult to predict the growth of the cable
industry as this wuld be largely dependent on future cable investment and this could
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be disrupted by the current recession. BT also suggested that the introduction of the
NGN and the potential for technologiegh as Ethernet First Mil&£FMo) may use

significant groupings of lines to offer higher symmetrical speeds to business users.

BT ultimately believd that if the ComReg pricing decisions for LLU were to more

closely reflect the cost of the LLU ass#tenLLU could actually stimulate growth

in the overall number of active Eircom lines due to greater innovation and the
potential to bring new entertainment and TV players into the fixed marketteBdd

t hat Eircomds very hi gheaecess maket aqdrstifiog ng i
investment.

489Ei rcom disagreed with ComRil gease withemsher t i on
next twelve months. Eircom beliedv¢hat ComRedhadarbitraily deviaed from the
forecast provided byircom with no emgrical justfication andwas inconsistent
with all reputable economic forecasts of the severity and duration of the current
economic crisis in Ireland. Eircom also stated that at the time that Eircom provided
ComReg with its forecast, UPC had only launched its agyeespush into
tel ecommuni cations services in Dublin an
i s dead o0 Futlzermpre, iEigcom stated that UPC is only building a digital
cable network in urban areas and its network footprint is almost exchlsivel
contained within the exchange areas abov
for probable unbundling. Given the much greater weighting given to lines in these
areas by ComReg, there is a structural deficiency in the modelling in that it cannot
account for geographically concentrated line loss. Eircom further added that
ComRegb6s methodol ogy for distributing fo
asumedhat all MDFs would be subject to similar proportions of line loss.

4.90 Another point raised by Eioen was that there ign inconsigency in the approach
ComReg hadaken to future volumes and the recovery of capital costs through the
use of tilted annuities. Eircom belieléhat given the parameters that ComReg has
set for computing tilted annuitiethe monthly ULMP charge auld have to rise over
time if the modelled capitalasto be recovered on this basis. Eircom furthereaidd
that only in the utterly implausible scenario that the demand for copper loops is
completely insensitive to price will theret be a reduction in volumes associated
with increasing prices at faster than the rate of inflation. Eircom bdlithag rising
annualised asset cost recovery in combination with declining volumes would result in
exponentially rising costs per line peonth.

Co mRe g igal Position following ComReg Document No. 09/39

4.91 Following consideration of operator responses to Question 4 and gieeiladhthat
the decline in working line volumeseemed to beccurring at a faster rate than was
previously anticipted in ComRegDocument No. 09/39 ComRegpught further
views from industry The details of the further consultation question, operator
responses and ComRegds final p dswadi on al
looking trend inworking line volume ae discussedbelow.

ComReg Document No. 09/62: Principles Supporting Conclusions

4.92 ComReg obtained furtheronfidentialdata from Eircom in relation to the working
line volumes. Adiscussedn ComRegDocument No. 09/62he data provided on
the working line volumes showed that the decline in working lines hableen
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occurring at a faster rate than was previously anticip&tediever, ComRegnoted

that this decline was occurring in the context of significant economic disturbances
i.e. the gross domestic produ¢fi G D Pfell by 8.5% in the year tdvlarch 2009

while employment rates shada 7.5% reductioin the same peridd

4.93 Other reasons considered by ComReg for the decrease in working line volumes
included the return of migrant workers to their respectiventries, movement of
customers from fixed line services to mobile and a reduction in the number of
housing completions given the slowdown in the construction industry. However,
ComReghbelievedthat these particular factors were mainly -@afieand were not
expected to continue at the same dramatic pace as occurred in recent months.

4.94Moreove, ComReg stated that while there was still uncertainty about the future
economic outlook, current forecasts suggested that the economic position should
begin to stabilisen 2010.

4.95 ComRegalso noted thathe above analysis was consistent with the experience of a

number of other European countries. For example, the impact of broadband services
on the number of working lines had recently been highlighted in a report by Brthur

Little/Exaneé®* ( i Revi ving the fixed | ineo, Febru
following observation:
Al n sever al count r-pl@yshas emahled the amcumlzeht too f t

considerably slow or even stop line losses. This is the case notably tug&lpr
Austria and Swedeno.

4.96 In addition, the experience in France indicated that the strong development of full
LLU first stopped the decrease in the number of working lines and then led to an
increase in the number of working lines.

4.97 Taking the above intoaccount, ComReg proposed to recalculate its forecast of
working line volumes, taking into account the more rapid recent declines, but to
retain its earlier assumption that volumes were likely to stabilise in 2010.

Further Consultation Question in ComReg Document No. 09/62

Q3. Do you agree with ComRegb6s assessmen
though these declines have been faster than anticipated since the
publication of Consultation Document No. 09/39) are largely a sht@tm
phenomenon for the reams set out above? Please state the reasons for

your response

Views of Respondents to ComReg Document No. 09/62

498BT agreed wi t h ComRegbs assessment and
(including, price, service levels and regulatory uncertainty) thag wentributing to
the current low levels of LLU in lIreland. It emphasised that correcting these

32 Central Statistics Office (2009Consumer Price Index, June 2009 July 2009
Central Statistics Office (2009Quarterly National Household Suné@yuarter 1 20025 June2009.
3 http://www.adl.com/fileadmin/editorial/press/ADL_Reviving_the_fixed_line.pdf
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problems would stimulate greater LLU activity leading to higher levels of utilisation
of Eircom lines BT also claimed significant growth in LLU would occurpificing is
aligned with internationally accepted regulatory accounting methodologies.

4.99 Eircom disagreedwvith ComReg, stating that there had been a-emngn decline in
demand for fixed line services that had been masked by an increase in the overall
numberof households, a pattern that Eircom considers unlikely given the broader
economic contextEircomalsopoi nt ed t o ComRegb6s quarter|
the increase in the proportion of Amobi l
telephony. It ao pointed to ESRI and Irish Central Bank reports to illustrate its
disagreement.

4.100 According to Magnet the observed decline in working line volumes is a
combination of high monthly chargesobile broadband innovative offers and
mobile bundles. Magnet pgined t o UPCO0s announcement
telephone subscribers and a 33% increase in its broadband subscribers in year 1.
According to Magnet, this illustrates that customers are willing to use broadband and
telephony services but only at a particytaice which is not being provided using
Eircom infrastructure.

4.101 Vodafoneagreedwith ComRegand believedhat increased broadband penetration,
performance of broadband services and competition will all act to stimulate demand
for working lines. This willead to working line volumes stabilising and ultimately
increasingduringthe price control period.

4.102 Ireland Offline considered that working line volumes would continue to decrease as
a result of high prices and low service quality. According to Irelandin®ffthe
approxi mate 045 monthly cost of a basic
obvious reason for the decline in fixed line provision. It also stated that a quarter of
fixed lines are paid by the state through social welfare schemes, whiakei were
at risk of being withdrawn over the coming years. Ireland Offline estimated that
working line volumes would be between 1.2m and 0.8m by 2011, compared to the
1.6m estimated by ComReg

ComRegds Consl usi on

4103ComReg6s concl us i athavinghfrthiee corisideeed theaviewsiitv e d
initially presented during consultation and having carefully taken account of
respondentsdé6 views to its proposal s. I n
amendments to its initial proposals having takenintcao unt r espondent s ¢

4.104 ComReg is of the view that the recent decline in the number of working lines is
predominantly a shoterm phenomenon and that the number of lines will stabilise in
2010.

4.105 Eircom raised concerns that there was a structural @efgi in the BULRAIC
model as the modetould not account for geographically concentrated line loss.
However, ComReg subsequently requested Eircom to provide a breakdown of the
working |l ine volumes by main distributio
model hasiow been revised ttake account of the line loss by MDF

41061 n r esponse t aboutttheriropacnd sising priees am demand for
working line volumes, ComRep o f the view that Elber c o md s
based on an assumption thia¢ t_RAIC price for LLU is linked to the price for line
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rental. However, theevised maximum montly rental chargeset for LLU is to
encourage and incentivise investment by Eircom and OAOs arehdourage
competition in the market place. The LLU monthinta price is not determined for
the purposes of setting a line rental price.ddscussedn Section 8, the retail line
rental is due to be reviewesthortlyand all relevant inputs will be assessed as part of
that review.

4.107 ComReg agrees with the positiodopted by many of the respondents that high
charges also represent a significant contributory factor to the decline of fixed line
services, especially compared to the alternatives such as nfbiteReg is of the
view that thereducedLLU chargewill act b stabilise the level of demand for fixed
lines. This isconsistent with the experience of a number of other European countries
(e.g.in Francethe strong development of full LLU first stopped the decrease in the
number of working lines and then led to iacrease in the number of working lifes
Furthemore ComRegbelievesthat some important economic factors such as the
return home of some migrant workermmovement of customers from fixed line
services to mobile and a reduction in the number of hougingpletions given the
slowdown in the construction industaye likely to be shoiterm effects.

4.108 ComReg believes that the current economic disturbance is a significant
contributory factor in the current decline in the number of working liBegsom, in
its response to ComReg Document No. 09/39, stated that working lines will continue
to decreasealuring the price control periodComReg has accounted for the recent
drop inthe actualworking line volumesuring 2009 in determining thenaximum
LLU monthly rental charge.ComReg believes that working line volumes will
stabilisein 201Q mainly as a result of expected demand for fixed lines due to a take
up in LLU.

4.109 Taking all these factors into accoutdgetherwith evidence submitted by Eircom
in confidence,ComRegbelievesit is reasonablgo conclude thatworking line
volumes willstabilise in201Q

Conclusion in relation to Working Line Volumes

In determining thenaximumLLU and SLU monthly rental chargetiet BU-LRAIC
modelassumeshat working line wlumeswill stabilise in201Q

7. Working Capital
ComReg Document No. 09/39: Principles Supporting Conclusions

4.110 In ComReg Document No. 09/39 ComRetjscussedthat working capital
represents the difference between the current assets and the currente$adiilei
company. It al so refl ects -tarmoracdaypaday 6 s
financial obligations. Working capital independent of the capital investment of a
networkandcan be difficult to measure and calculate due to the subjectiveenait
some of its component parts. In addition, working capital can change over time and
can fluctuate between positive and negative working capital.

4.111 ComRegconsidered a number of models built by other countries and whether
working capital was includedithem where publicly available documentation was
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available in this regardit was noted that in December 2008 the Australian
Competition and Consumer Commissfopublished details on its access and core
model which did not include working capital. In Rce, ARCEPR has consistently
excluded theadjustment fomworking capital unless its calculation was audited@S

(Sweden)in its 2006 publication ofi Hy b r i d Mo del Us ea Gui d
calculation for working capitabutstates thafi b a s e d 0 revidenogfiom the a |
topdown model the cost of working capital

4.112 ComReg also considered the fact that ¢haeier version of th&LU model from
20022003 did not include a working capital adjustmenaking these factors into
account,ComRegwas of the preliminaryview that working capital shouldtill not
be included in the current BURAIC model used to determine tineaximumLLU
monthly rental charge.

Consultation Question in ComReg Document No. 09/39

Q.5. Do you agr ee prelinmihary CevmtRae gaking capital
should not be included in the BULRAIC cost model used to determine the
LLU monthly rental charge? Please state the reasons for your response

Views of Respondents to ComReg Document No. 09/39

4.113 Magnet, Smartand BT aggdwi t h ComRegd6s preliminary c.
capital should not be included.

4.114 Vodafone and Eircom disagetevi t h ComRegds proposal t h
should be excluded.

4.115 Eircom refered to extensive bilateral correspondence provided to ComRé#gsn
regard.

4.116 Vodafone believe that Eircom obtains line rental revenues from OAOs two
months in advance and that this is a significant benefit to Eircom in terms of negative
working capital i.e. customers are part funding the access line business. Vodafone
therefore believa that this factor must be reflected through inclusion of working
capital as an element in the BURAIC cost model used to determine the LLU
monthly rental charge.

ComRegb6s Consl usi on

41177ComReg6s concl usi ons h ahereconsideredithe aiewsit ved
initially presented during consultation and having carefully taken account of
respondentsdé6 views to its proposal s. I n
amendments to its initial proposals having taken into account respotds 6 Vv i e ws .

4.118 As discussedn ComReg Document No. 09/39, determining the appropriate level of
working capital can be highly subjective and difficult to assEss.example, the
impact of the fact that Eircom obtains line rental revenues from OAOs two snionth
advance is difficult to assess since line rental is not provided by the majority of
OAOs.

3 www.accc.gov.au/content/index.phtml/itemld/857897
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4.119 ComRegalso considered a number of models built by other countries, where
publicly available documentation was available in this regard, where the working
capital was also excluded. It was also noted that the initial LLU model built in 2003
did not include a working capital adjustment

4.120 ComRegconcludeghat working capitashould not bencluded in the BLLRAIC
cost model.

Conclusion in relation to Working Capi tal :

Working Capitalis not included in the BLLRAIC model for determining the
maximumLLU and SLUmonthly rental charge

8. Long -term Damage Costs

4.121 Local authorities charge operators for deploying infrastructure on roads or
footpaths. It appears thathere local authoritiescharge operatorthatthese charges
can differ fromonelocal authorityto anotherand arenot based specifically on a set
charge.Therefore,ComRegis of theview that in order to account for these costs
within the modelit appears r@asonable to take an average of the {tergh damage
charges incurred bigircomover thepast few yeardt should be noted that ComReg

has not applied long term damages to isolated housing areas for the following
reasons:

(a) The network in these aressprimarily deployed overhead

(b) When it is deployed underground it is deployed on the grass verge and not on
roads or footpaths.

Conclusion in relation to Long -term Damage Costs

An average of the lonterm damage charges incurred by Eircom overpidst
few yearshave been accounted for in the BBAIC model No long term
damage costs are includedire model irrelation to isolated housing areas.

9. Development of Underground and Overhead Distribution Points

4.122 As stated inComRegDo c u me n't No. 0Xsting thfrastréctune ¢éso mo s
deployed using a combination of overhead and underground deployment techniques.
These choices reflect the technical issues of deploying infrastructure in different
parts of the country, as well as the evolving planning rules hge made it
increasingly difficult for Eircom to use overhead methods. Eircom has been required

to deploy its network fully underground for most developments undertaken since
1977.

4.123 When designing the BURAIC model ComReg had t@onsider he appropriate
proportion of the network that a hypothetical efficient operator would deploy
overground or underground. ComReg considered three options:
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e Deploy the network fully underground.
e Deploy the network fully overground.

e Deploy the network using the approximateemyround/underground mixhat
Eircomhavein reality.

4.124 In order to determine which of these approaches is the more appropriate, it was in
the first instance necessary to consider how tmprdwi t h ComRegds r eg
and statutory objectives. The relevarbjective in this context is the provision of
efficient investment incentives for current market players as well as those that may
consider entering the market in the future.

41251t i s ComRegb6s view that the deplsmyment
a given area would not normally tend to increase consumer welfare, except where
there is sufficient differentiation in the technologies that the benefits of additional
consumer choice outweigh the significant additional costs of having a second
netwok.

4126 For these reasons, ComRegb6s view is that
infrastructure to Eircomds copper access
noncable OAOs to employ a competing access network by means of a scorched
node apprach where Eircom has already deployed its network. For green fiefd sites
it may be efficient for any of the competing operators to deploy the relevant access
network.

4.127 More generally, if ComReg were to set excessive LLU pritewould tend to
encourageinefficiently high levels of investment by both Eircom and the cable
operators, since the make/buy decisions of the latter group would be distorted. It
could also be expected to result in inefficiently low levels of investment by aiole
OAOs even witha high LLU price it is unlikely to be viable for them to deploy a
competing access network by means of a scorched node approach where Eircom has
already deployed its network.

4.128 In contrast an excessively low LLU price would tend to result in inefficiently |
levels of investment in infrastructure by Eircom and the cable operators, as well as
inefficiently high levels of LLU.

4.129 Cable operators typically depl@pmeproportion of their assets ovground and
therefore ComReg is of the view that the first et approaches (mainly deploy the
network underground) would tend to provide cable operators with incentives to
engage in inefficiently high levels of investment.

4.130 Conversely, the second option (hamely deploy the netwwde-ground) may
provide cable opators with inefficiently low investment incentives because at least
part of their network is likely to require underground deployment (particularly for
largescale rollouts). Moreover, it is unlikely to provide Eircom with efficient
incentives for futuraleployment as it does not reflect the actual planning rules that
Eircom can expect to face for subsequent investments.

4.131 Finally, the potential implementation of the third option is to apply the following
general rules:

% Green field sites are sites which do not already have any telecoms network infrastructace.in pl
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¢ Within housing areas, the model dggdainderground infrastructure up to the final
drop. At this pointthe model differentiates between new housing developments
and existing oneoff houses. For houses located within new housing
developments, final drops are delivered through undergroundaistfucture. For
otherhouses’, the final drop is delivered overhead

e Within isolated areas, the model generally deploys infrastructure overhead
including the final drop.

4132ComReg0s vVview is t hteappropriate balarice betdeemmtpet i o n

need to provide sufficient incentives to invest, while avoiding incentivising
inefficient investments. By setting the mix of overground/underground deployment

according to the current mix in Eircomods

a distorton to the investment decisions of the alternative operators.

Conclusion in relation to Deployment of Overhead and Underground
Distribution Points

Generally bhe network in the BWRAIC model is deployed using th
approximate overground/underground mix B#com does in reality The
following generakules apply:

¢ Within housing areas, the model deploys underground infrastructure
the final drop. At this pointthe model differentiates betwedmuses
located inhousing developments aedistingoneoff houses. For housg
located within new housing developments, final drops are deliy
through underground infrastructure. Father houses the final drop is
delivered overhead.

e Within isolated areas, the model generally deploys infrastru
overheadincluding the final drop

10. Non -linearity factor

4.133 In the course of the mapping exercise 6-lniome a r i way corhpatedd take 6
account of bends in the roadsghich are particularlyelevantto rural areasSince the
algorithm used inside housing asdaherently deplaycable on nosinear distances,
this is applied outside housing areas only.

4.134 In computing the notinearity factorthe distancebetween a number of points on
Irish roadswerechosen at randopand this factor was then incorporated witthe
model. ComRegs of theview that itis reasonable that the model should account for
the fact that there are bends on tielinear nature ofroads, especially in rural
areas

% Houses located within housing developments which are built since 1977.

3" Houses located within housing developments built before 1977 andffdmeuses.
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Figure 1 - Non Linearity Factor
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Non Linearity factor = LGL

Conclusion in relation to Non -Linear ity Factor

In the BULRAIC model, a noflinearity factor has been applied to account
the bends on the roads, especially in rural areas.

11. Maximum distance between chambers inside a housing area and
isolated area

4.135 The engineeringules supplied byeircom in relation to housing areas indicated a
maximum possible distance between chambers within a housing area. The model is
currently calibrated with this maximum value. However, in deploying underground
network the model considers thaverage distanceebwveenbuildings within the
housing area and calculates an appropriate distance between the chambers on that
basis. As a resylthe model has calculated chamber distances for linking housing
areas to MDFs. ComReg of the view that the maximum distancaciorporated
within theBU-LRAIC cost models reasonable.

4.136 In isolated housing areas the model places infrastructure overhead. However, at
some poirg, the copper cabls too large to be supported by poles and the cable is
deployed underground.

4.137 The engireeringrules supplied b¥ircom and observed by ComRegrelation to
isolated areas indicat@ maximum possible distance between chambers within an
isolated area. This value has also been incorporat@thes model.

Conclusion in relation to Maximum D istance between Chambers

The BU-LRAIC model is calibrated witta maximum possible distance betweg
chambersboth,within a housing areand within an isolated aaeThis is based o
engineeringlata provided by Eircom.

12. Duct Inefficiency and Spare Capa city

4.138 In order to determine the maximum number of cables that can be pulled into a
single duct, the inner surface of the duct can be compared to the sum of the outer
surface of cables that needs to be laid down in this duct. However, from a
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mathematicaperspective the sum of cable surfaces cannot equal the inner surface of
the duct due to the existenoé interstice®. It is not possible to fill the duct to its
maximum. As a consequence, ComRegried outan adjustmento account fora

level of duct ineficiency.

4.139 In planning for future deman@€omReg considered that an operator would estimate
the duct requiremen€omRegcarried outan adjustment within the model to account
for spare capacity for future requiremer@@mReg is of the view thatt would nd
be cost effective to build the samember ofducts nationally In some cases the duct
would become fully utilised while in other cases there may only be a small
proportion of the duct in use.

4.140 ComRegs of the viewthat the duct occupancy rat®uld nd exceed’0%.

Figure 2 - lllustration of Duct O ccupancy

Spare
space

Duct Inner
surface of
the duct

Interstices

N

cables

Conclusion in relation to Duct Inefficiency and Spare Capacity

The appropriateassumptionused within the BULRAIC model is thatthe duct
occupancy ratevould not exceed0%.

13. Maximum Distance for Underground and Overhead Final Drops

4.141 During the modelling exerciseComReg examined maximum distance for an
undergrountbverhead final drop from a chambAole having an
undergrountbverheaddistribution pointCo mRegbés assessment of
was basedon E i r c engidegringrules This engineering rulealculatesthe
number of distribution points requiredComReg hasincorporatedan average
distance for undergroufalverheadinal drops in order to determine the amount of
undergrountbverhead final drop cable required.

8 Interstices means the space between the cables.
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Figure 3 - Maximum distance between distribution points and buildings
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Conclusion in relation to Distance  for Underground and Overhead Final
Drops :

The BU-LRAIC model accounts foa maximum distance for undergrododerhed
final drop from a chamb#Agole having an undergrouaverheaddistribution point
The model also accounts fon average distance for undergrolowkrheadfinal
drops in order to determine the amount of undergrdanerheadfinal drop cable
required.These assumptions are basedcadnr c o mé s d@atagi neer i

14. Sharing of Duct between Core and Access Network

4.142 In the national telecosmnetworks there isin reality,an element of sharing aoluct
between the core and access networks. Although both netwerke different
telecom needs it can be more cost effective to conthimduct. For example, the
duct in thecopperaccess network might serve a road along which the core network is
travelling to another location. Rather than dig two trenches, theodiumbth are
combined. ComReg is of the view that it is important to consider this concept and a
parameter has been adopted within the model to account for the sharing of access
duct with the core networkn order toacconmodatethis within the modelEircom
has for each MDF provided an estimate of the length of trench that is shared
between the core network and the access network.

Conclusion in relation to Sharing of Duct between Core and Access

An appropriatgparameter has been adopted within tielBRAIC model to accoun
for the sharing of access duct with the core netw®his is based on engineerin
data provided by Eircom.
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15. Percentage of Streets with Double Trenching

4.143 As thediagrambelow llustrates, where there are houses on both siddseafoiad,
an operator couldeploy its infrastructure by utilising a single trench with overhead
final dropsor by installing a trench on each side of the road (double trenctung)
the final drop

4.144 The need for double trenching will be highest where planrules restrict the use
of overhead deployment and on wider roads where overhead deployment is more
challenging.

4145ComRegds model assumes t hahaf thellargebrbads t r e n .
within housing areas as well as a proportion of the mioads within those areas.

4.146 ComRegis of the viewthat its approach is reasonable as it results in the model
calculating a slighthjhighertotal trench lengthhan Eircond s | egachgsimet wor
reality. Moreover, the double trenching assumptions are breadiyistent with the
observations ComReg made when undertakitg visitsduring theinitial stages of
the LLU project.

Figure 4 - Trenches on both sides of a street analtrench on one side of the
street

Instances where there are trenches on both sides of a street

Instances where there is one trench on one side of a street

Conclusion in relation to Percentage of St reets with Double Trenching

An appropriateassumptiorusedin the BULRAIC model is that double trenching
used onall of the larger roads within housing areas as well as a proportion (
minor roads within those areas.

16. Pole Distance

4.147 In the modeihg exercise ComReg hascounted for the fathat telegraph poles
are spaced at a certain distance ajart.r ¢ engi@esring rule on pole distance has
been used to model this paramelére average pole distance in tecomnetwork
appears reasonatd@d has been adopted in the model
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Conclusion in relation to Pole Distance:

An appropriateassumptiorused withinthe BU-LRAIC model is that telegraph pole
are spaced at a certain distance aféuis is based on data provided Bycom

Operat ing Costs and Indirect Capital Cost Factors

4.148 With regard to the operating costs and indirect capital ajstse access network
the following points are important to note

e A large proportion of the operating costs within the-BRIAIC model are
payroll (or staff) relatedcosts regarding the ongoing maintenance anetalay
day running of the networkNhile the initial starting poirfor these coste/as
the HCAcosts of Eircomds access network
significant adjustments were maiheorder to determine the efficient level of
operating costs relevant to LLUlhat is, it would be inappropriate for
example to allow for all existing staff costs in the-BHAIC context, where
the legacy network in place is predominantly overhead and a samifi
allowance has been made in the-BRAIC model for underground network
which would requiremuch less maintenance for obvious reasons, asnd
resultsignificantlyless staff costs.

e The operating costs the modelalso include the cost of managingeth
network and the corporate overheads of the business.

¢ In addition to the investment incurred for building the networkpperator
alsoincurs costs relahg to planning and designing the network and the costs
of inspecting the capital work completed.

e A number of bilateral workshops were held between ComReg and Eircom to
ensure that ComReg understood the relevance of the data to the access
network.

e Fault clearancas charged separatefiyom the LLU monthly rental charge
and ComReg proposed that #tatuis quowould remain going forward.

4.149 The operating costs are discussed under three main headiopws:
e Labour(staff) costs
o LFI

e Fault clearance costs.

1. Labour Costs
ComReg Document No. 09/39: Principles Supporting Conclusions

4.150 The main operating cost elerents within the model included the staff costs
necessary for the efficient running of the optimised capital networthe analysis
of the staff costs ComReg considerédat given the current economic climate,
labour costs wereurrently reducing and thait was conservative to assume that
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labour costs woul@dontinue toreducefor the nextthree yeas. An adjustmentvas
considered within the model to account for an expected labour cost reduction over
thethree year timeframe of the proposed price comteoiod

Consultation Question in ComReg Document No. 09/39

Q. 6. Do you agree that it is reasonable to consider that labour costs will reduce
over the proposed three year price control period? Please state the
percentage (%) which you expect labour cosb reduce over this period

Views of Respondents to ComReg Document No. 09/39

4.151 BT, Magnet and Smart agikthat labour costs will reduaduringthe price control
period.

4.152 Vodafone disagreedith ComRegwhile Eircomstatal that to the degree that these
inputs influence the capital value of assets modelled as in future periods Hiccom
not accept the values proposed by ComReg in the modelling exercise.

4153 BT referedt o Ei rcomdés quarter end results f
reduced headcount for theixisting 2009/2010 target. In addition, BT also refer
to Eircomds publ i c announc esnst tcyttingi n Ma
programme. BT beliewkthat given the staff cost reductions discussed by Eircom
that labour charges should reduce by 25% caitgreover the three year period.

4.154 Magnet believd that labour costs should reduce by approximately one third given
high unemployment especially in the construction market. Magnet alsd ttate
businesses have requested employees to take a 10% to 20&toredn current
salary.

4.155 Smart state thatit believedt hat Ei r ¢ o méesecurrently@stimatedto s t s
be too high. It also refezd to the recently announced Eircom cost reduction
programmaewhich includedsalary reductions of between 5% and 10#fnieation of
bonus payments, commission paymetising reduced, expense claimiseing
reduced, a pay freeze for two years and a reduction in staff numbers of over 1,250.
Smart believd that given the combination of the above savings that it would expect
ayield of between 20% and 30% of an overall saving on the cost base, if not more.

4.156 Vodafone disagrekthat labour costs @uld reduce over the three yeperiod.
Vodafone statethat while labour costs have recently declined, wasa very rare
occurrencen a historic context. It believedike the current general deflation as
measured by the most recent monthly reports for CPI, the decline in labouvaests
very likely to be a transitory phenomenon thatwd end with even a mild cyclical
upturn in the eonomy and return to the usual trend of a rising CPI on a year on year
basis.Vodafone consideretthat a reasonable assumption would be for labour costs to
begin to rise again in nominal terms, albeit at a modest annual rate of 2 to 3% after
2010.

Co mR e g@onclusion s

4157ComReg6s conclusions have been arrived
initially presented during consultation and having carefully taken account of
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respondentsdé views to its proposal s. I n
amsmndments to its initial proposals having

4.158 ComReg believes that trdkfferent suggestions byhe majority of respondenta
relation tolabour cost eductionsfor the next three years appear to be inconsistent
with current publicly availableexperteconomicviews and actual survey data in
relation to labour costs reductions. The ESRI in its summer 2009 Quarterly
Economic Commentai¥ysuggest that wages in Ireland will reduce by 3% in 2009
and by 1.6% in 2010. In additipthe CSO in a repdftdated 12 March 2009 stated
that the average weekly rate (between December 2007 and December 2008) fell by
2.4% l ri sh Business and Employers Confede
report in July 2009. In this report IBEC refrred to its Business Sentiment Survey
for the second quarter of 200¢hich revealedhat pay freezes have become the
norm and a high percentagé companies have implemented pay cuts. The survey
data all suggests that economy wide wages in Ireland Wilbya3% in 2009. This
report also sets out that a number of companies plan further cuts over the coming
months and downward pressure on wages will continue into 2010.

4.159 ComReg believes that labour costs are falling and that they will reduce further
during the period of the price controfhe labour cost reductions incorporated into
the costing model and the finmlaximumLLU and SLU monthly rental charges are
consistent with Eircomos, coosstert withpabliclyct i on
availableexperteconome views, asreferred toabove.

Conclusion in relation to the Labour Costs of Operating the N etwork

The lkbour cost reductionsaccounted for within the BWRAIC model in
determining themaximum LLU and SLU monthly rental chargesre based o
Eircombs cost reduction plans

2. Line Fault Index ( ALFI 0)
ComReg Document No. 09/39: Principles Supporting Conclusions

4.160 One of the main parameters considered in determining the relevant staff numbers
for the BULRAIC model was theappropriateLine Fault Index € L B af the
capital networkComReg considered a number of optioneeiation to the LFI of the
modelled network

4.161 One option considered by ComReg was the LFI of the current Eircom network at
approx15-20% However, ComRegvas of the preliminaryview that thiswas not
appropriate as thiwasrelated toa legacynetworkbuilt many years agowith under
investment in recent years

39 http://www.esri.ie/UserFiles/publication§290715170344/QEC2009Sum_ES.pdf

40ﬁEarnings and hours worked in constructiono.

41htt;:)://wvvw.ibec.iezﬁlBEC/F’ubIications.nsf/vPaqes/Economic Trends~econdmamds--july-2009-22-07-
2009/$File/Economic%20Trends%20July%2009.pdf

“2LFI refers to the number of line faults per 100 lines.
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4.162 Another option considered by ComReg relatedateeparatedecision taken by
ComReg inrelation to the quality of service tats to be achieved by Eircom and its
binding LFI target ofLl2.5%.However, ComRegvasof the preliminary view that the
target LFI of 12.5%wasrelated to the current Eircom network whishsnot a new
networkandwasa targetwhich wasset to an achievablevel, based on the current
high level of faults

4.163 A third option considered by ComReg related to a maximum LF| of B%m an
analysisperformedon data received from Eircom on the current performance of new
network builds and recently renewed netwatkhas been observed that the line
faults are much lower than the line faults of the old netvasrkor examplein a
brand new housing development where all infrastructure is underground the average
LFI would be much lower thawhere theinfrastructureis based ora mixture of
overhead and underground.

4.164 ComRegwas of the preliminary view thata maximumLFI of 8% may bemore
appropriate on the basis that the modelled network relatésatoof anefficient
network

Consultation Questions  in ComReg Document No. 09/39

Q.7. Do you agree that the LFI of the current Eircom network is not an
appropriate basis on which to set the operating costs of a-lBRAIC
model in determining the LLU monthly charge? Please state the reasons
for your response

Q.8. Do you agee that the LFI of an efficient BULRAIC model, used to
determine the LLU monthly charge, should be based on an LFI not
exceeding 80? Please state the reasons for your response

Views of Respondents to ComReg Document No. 09/39

4.165 With regard to @estion7, Magnet, Smart, BT and Vodafone belidwbat the LFI
of the current Eircom network is not an appropriate basis on which to set the
operating costs of a BURAIC model in determining thenaximumLLU monthly
rental charges.

4.166 Eircom, in its response tou@ston 7, referedto the workforce planning tool which
models the staff resource requiredclear the projected level of faults in line with
theUni ver sal S er USOo Bervidbassurgnae targets defefinined by
ComReg in Decision No. D02/08 pudilied in May 2008. Eircom stated that in that
decision ComReg determined that Eircom must improve the LFI from the level
reported at 2007 to 12.5% by the end of June 2Bir2om further addd that the
LFI of 12.5% used by Eircom in modelling the manpowesource required to
deliver USO targets for fault clearanisea national average and is based on historic
fault arrival patterns. The fault arrival rate in any given area is, in part, due to the age
of the network but is primarily driven by the exposurfetlmat network to the
elements, or to other interference. In rural areas the predominantly overhead
distribution is more exposed and comprised of assets that must be replaced more
regularly. In urban areas the underground distribution provides bettectmotéor
assets that then require less regular replacement.
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4.167 Hence, Eircom maintaed that the fault arrival rate euld always be lower in
urban areaszircom also pointeaut that ComReg, ifomRegDocument No. 09/39,
proposed that an average LFI lowhan 12.5% is temporarily achievable in areas
where network has recently been built or renewed. However, it beligna in
exactly the same way as the (high) capital costs are not recovered from LLU prices
only in the early years of the investment, so (lmv) level of operating cost
modelled for the early years of a newly built network are not an appropriate basis for
LLU price setting. Consequentlfeircom foundthat the model for operating costs
that should be used in conjunction with theAlR model br the investment should
reflect the costs of operating a network where the assets are aged by 50% of their
regulated lives.

4.168 Magnet agre@ with ComReg as the LFI in most cases relates to a legacy network
built many years ago and therefore it is not appad@to have it included.

4.169 Smart also refeedto the LFI of the legacy network. Smart belidvighat a more
cynical view could be taken that by including the LFI, there could be an incentive for
the LFI not to improve.

4.170 BT believel that it should not have o pay f or Eircomds und:c¢
access network and the exceptionally high level of faults that its network
experiencesBT further statd that a principle of regulation is to encourage efficient
activity and to use the current LFI is rewardingfficient operation which could be
avoided through investment and preventative maintenance. BT alsd aapsant
where it was finding it difficult to reconcile some of the modelling logic. As it
undersbod from the consultation the modelas designed @ applyto areas where
LLU is likely to be deployedand that ComReg suggedtthat the LFI should be
reduced and thus repairs reduced, however, maintenance has been kept outside of the
rent al pr i c e hoswdhe behefitsappliesn it furthér deslied that any
application by Eircom of a repair per incident price negates any linkage to savings
for the service being in more urban areas with underground cabling. BT therefore
believed that the maintenance charge should be included in the rental charge.

4.171 With regard to @estion8, Vodafone agreedhat a LFI not exceeding 8%as
appropriate. BT supportethe proposed EI not exceeding 8% but believetat
Eircom should be under an incentive to improve this further. Magnet and Smart
believed that the cappedumber for LFlwasfar too high whileEircom notedhat it
cannot agree with this nationally averaged rate for LFI.

4172 InBT6 s r e s puestian& BTt statedhat whilst maintenance is kept outside
of the rental charge, the LFI has no impact on therénéal price.

4.173 Smart and Magnet bothrefedt o t he Wor |l d Bank on its gt
I ndi cators for Qu alsdrdportitbighligieetr hv&dcaewill Base
constructed and well maintained network, the average number of faultsgoe line
per year should be 0.2 or less; Bot h of alshrefered totheeWodd or s
Bank assessment of line faults in Ireland in 2006 were 3.2 per 100 lines and that
allowing the incumbent a higher line fault threshold was not acceptablee Thes
operators also beliedahat a high LFI will lead to dissatisfied consumers. They also
believed that LLU wasmost likely to occur in urban areas where the LFI should tend
towards the lower end of the scale.

4.174 Eircom, in its response tou@stion8, noted tht the performance level of a LFI not
exceeding 8% is much more demanding than the level of service set by ComReg for
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the longtermline fault occurrence. Eircom also stathat the level of 8%waslower

than that experienced by most national operatoes)y of whom are dealing with a
network that contains more underground network than is deployed in actuality by
Eircom or than that produced by the ComReg botigmnmodel.Eircom further
believed that given that the model reflectethe regional variationn LFI, the
modelling approach capturdtie lower costs per line of operating the urban, and
newer, portions of the network and that this has been implemented by calculating the
direct operating cost separately for 40 service assurance team areas. [Eiievead,b

based on the modelling exercise of the headcount numbers, that the operating cost for
a large urban exchange is based on a fault index well below the national average of
12.5%. Eircom also staddhat by applying the 95% weighting to exchangegdar

than 1,600 lines and a weighting of 5% to lexeges below 1,600 lines redudée

fault index used to set the LLU rental actually below 8%.

ComRe gbs Conchbkusi on

4175ComReg6s conclusions have been arrived
initially presented during consultation and having carefully taken account of
respondentso6é6 views to its proposal s. I n
amendments to its initial proposals havi |

4.176 ComReg believes thatetarget LFI of 12.5% istarget set in an entirely different
context to the one at handamely one in which ComReg is using other regulatory
powers to get Eircom to improve its performance by setting a target LFI of
12.5%is a target based on Eircons act ual network in its cl
not had sufficient levels of investment in recent years. The target of 12.5% was set
to an achievable level based on the current high level of faultkich ComReg
considers too high and is not an gpopriate or reasonable level of LFI for an
efficient networkThe maj ority of operators that r
positionthat the target LFI of 12.59%r el at ed t o Eircomds currtr
not a new network

4.177 Eircom stated that it bielved that the model for operating costs that should be used
in conjunction with the LRIC model for the investment should reflect the costs of
operating a network where the assets are aged by 50% of their regulated lives.
However, ComRedpelieves that theBU-LRAIC methodology should reflect assets
of a newnetwork

4.178 BT, in its response, raised concerns regarding the modelling lbgeferred to the
consultation and stated that the model was designed to apply for areas where LLU is
likely to be deployd and that ComReg suggested that the LFI should be reduced and
thus repairs reduced, however, maintenance has been kept outside of the rental price
so it was not clear how the benefit applied. ComReg is of the view that it is important
to note that thé.LU chargediscussedn this decision is a national average charge
based orthe application of groportionate and appropriate weighting factothe
costs of both large and small exchanges.LFI of 8% has been used agpeoxy to
determinethe workforceor staff numbergequiredto maintain and run the network
andto prevent faults occurringmongst other thingsT'herefore, thisdetermines a
reasonableproxy of efficient operating costs of thBU-LRAIC access network.
ComReg has recognised in its modellegercise that fault clearance is charged for
separately b¥ircom.
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4.179 With regard tothe LFI of 8%, Smart and Magnédbelieved thathe LFI should be
significantly lower than 8%. HoweveGomReg is of the view that as the modelled
network is based on bothhderground and overhead infrastructtine LFI would
tend tobe higher than the levels indicated by both of these operatotis@sssedn
ComReg Document No. 09/39, the data received from Eircom on the current
performance of new network builds and ratenenewed network highlighted that
the line faults are much lower than the line faults of the old network wheresthe
network is underground. ComReg is of the view that the LFI of 8% is a more
appropriate and reasonable reflection mfefficientnetwak based on overhead and
underground infrastructure. In addition, the LFI of 8% is consistent with analysis
performed on the Eircom network in relation to efficiencies achieved by Eircom on
network renewal programmes on parts of its current network.

4.180 Eircom stated that the level of Li6f 8% was lower than that experienced by most
national operators. Howevehe LFI has been used as a proxy to determine the level
of staff required to maintain and ruhe efficient accessnetwork based on BU
LRAIC modellingtechniquesTherefore, ComReg believes that the LFI comparison
with legacy networks in oth&tU countriess notentirelyrelevantin this instance

4.181 Eircom also raised the point thdly applying the 95% weighting to larger
exchanges (now set above 2,500 lines) and a weighting of 5% to smaller
exchanges (now set to less than 2,500 linedlices thedult index used to set the
LLU rental below 86. While ComReg agresthat this is the case it is important to
note that the LFI of 8% ianLFI at a nationbelevel. An LFI below 8% is expected in
urban areas where the network is built underground. This is consistent with data
obtained from Eircom in relation to new network builds based underground.

4.182 ComRegbelievesthat the current level of LFI of the curreBtrcom network of
betweenl15% and20% is not appropriate as thislatesto a legacy network built
many years ago, with under investment in recent yearsaddition, ComReg
concludes that a LFI of 12.5% is not appropriate in the context of setting-a BU
LRAIC LLU price. The LFI of 12.5%was set for a completely different purpose and
is related to the current Eircom network which is not a new netwdrhkis 12.5%

LFl targetisbased on Ei r c omo6 swoaldnoteppear to katreado r k  wh
sufficient levels of investment in recent yeaggving rise to the current high level of

faults ComRegbelieves it is reasonable and proper to concludeatimatximumLFI

of 8% is appropriategiven thatthe modelled network relates tioat of anefficient

network (based on underground and overhead infrastructtiva) had invested
appropriate amounts in the renewal of the network over time.

Conclusion in relation to the LFI of the N etwork

A Line Fault Index not exceeding 8% is used within the BRBAIC model in
determinng themaximumLLU and SLUmonthly rental charge

3. Fault Clearance Charge
ComReg Document No. 09/39: Principles Supporting Conclusions

4.183 The Eircom fault clearance charge is included as a separate chratbe Access
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Reference Qpritedist. CqmRdgRa®af the preliminaryview that the
current pricing structure should remain in plat®at isthe LLU monthly rental
charge is a separate charge to the fault clearance ctgygecluding the fault
clearance costm the LLU monthly rental barge the cost per line per montiay
increase by approximately 10%.

4.184 ComRegwas also of thepreliminary view that a separate charge acts as a
incentiveto OAOs when reporting faults to ensure any possible checks have been
carried out on their networlrior to reporting them to Eircom.

4185The current charge for fault <clearance I

testing. Based on ComRegds review of t h
overall LLU review, ComReg was of the preliminary view tha fault clearance
charge modell ed on a BU basis should not

l ine testing) and not exceed a maxi mum o]
Consultation Question in ComReg Document No. 09/39

Q.10 Do you agree that the fat clearance charge should remain a separate
charge from the LLU monthly rental charge? Please state the reasons for
your response

Views of Respondents to ComReg Document No. 09/39

4.186 Eircom, Smart and Vodafone agdethat the fault clearance charge shordthain
separate from the LLU monthly rental charge. BT and Magnet bdlibat the fault
clearance charge should not be separate.

4.187 Eircom stated that it considers that the separate fault reporting charge should be
retained for three reasons:

¢ A charge forfault clearance of unbundled loops separate from the monthly rental
charge encourages efficient behaviour by OAOs in reporting faults to Eircom.

e As Eircom reduces the LFI, the price structure proposed for LLU services will
allow OAOs to benefit from imprad Eircom efficiency.

e The existing price structure has operated succesdfulla number of years and
Eircom has detected no demand for a change that would, in any case, lead to an
increase in monthly rental.

4.188 Eircom also believed that the implementatioh a0 separate charge for fault
clearance provided the OAO with a strong economic incentive to make efficient use
of the test data and assess whether or not the fault occurs within their systems before
reporting it to Eircom. Eircom has also stated thathes Eircom programme of
interventions to meet the USO glide path for LFI takes effect, the OAO will see the
occurrence of fault clearance changes decline and the total cost of operating the
unbundled path will fallEircom also set out that the establishé&tl) processes for
fault reporting and clearance are built around the price structure and these are well
understood by industry and operate efficiently.

4.189 Smartbelievel that there must be an incentive to get the LFI asechs possible to
zero and it washerefore a preference to have the fault charge separate to the rental
charge. Smart also stdtthat itwasvery disappointed to see the current fault charge
remaining at current levels given recent announcements from Eircom in relation to
its cost base andost reduction program. Smart dibt believe that this costas
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justifiable or sustainablein the medium to longerm and drives substantial
operational costs in running a LLU based business, in particular when coupled with
the extremely high faultratesn Ei r comdés net wor k.

4.190 Vodafone stated that it would be inefficient to recover the cost of clearing faults
from the LLU monthly charge when the driver of these charges, the instance of
faults, is separate from the factors determining the underlying efficemts of the
Significant SMBrpgeeator pding accegs ibn the basis of LLU.

4.191 BT believedthat the maintenance costs should be included in the LLU monthly
rental charges particularly as the LFI is so high and the LLU operators are reéquired
pay for repair on a per incident basis. BT further sttiat therevasno incentive on
Eircom to improve its repair servieas it dd not experience the cost within the
product BT further acknowledgkthat operators can provide test information and
that the curent ARO price list acknowledgetis by providing two separate charges
for fault clearance. BT suggestthat where test results are supplied there should be
no separate fault clearance charge but a differenmtthly rental charge. BT refede
to the charges in the UK for full unbundling of £7.20 per month which includes the
automated remote test facility andhdi maintenance. It also believétht the UK
circuits are also copper based with an i
network.

4.192 Magnet stated thet separate fault charge leads to an over recovery of costs as
maintenance and engineers staff costs are also included in the cost of the network.

ComRegdbds Consl usi on

4193ComReg6s conclusi ons hav eonderedrihe gsiawsit ved
initially presented during consultation and having carefully taken account of
respondentsdé6 views to its proposal s. I n
amendments to its initial propoeews.l s havi

4.194 ComReg agrees with the point raised by Vodafone that it would be inefficient to
recover the costs of clearing faults from the LLU monthly rental charge when the
driver of these charges the instance of faults is separate from the factors determining
the underlying efficient costs of the SMP operator providing access on the basis of
LLU.

4.195 BT in its response stated that there is no incentive on Eircom to improve its repair
service, as it did not experience the costs within the product. Howaedeisbn
taken by ComReg i2007 in relation tahe USO Quality of Service Performance
Targetsset outs an LFI target of 12.5% to be achieved by Eircom by June 2012.
Therefore, ComReg disagee&ith BT that there is no incentive for Eircom to
improve its repaiservicesln addition, BT refers to the UK cost for full unbundling
of £7.20 per month (including fault clearance costs) and also that the UK has an
infrastructure similar to that of Eircomi
view thatpopulationdensity and dispersare somewhat differento those ofother
countries. With just 60 peopleon averageper square kilometre, Ireland has a
relatively low population density and sits in the lower quartile when compared with
other countriesA high proporion (approximately 40%¥pf our population live in
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rural area8. Rural dwellers tend to live in a relatively dispersed manner and the
incidence of one off dwellings outside villages and towns appears to be high in
comparison with other countries. This lisistrated by the graph and map set out in
AppendixC of this documentThis results in higher costd providing services to the
more rural parts of the country.

4.196 With regardto the point raisedby Magnet regarding oveaecovery of costsas
already discused aboveas fault repairs are charged for separately, this has been
recognisedy ComReghroughthe modelling process

4.197 ComReg notethat the current level of faults on the Eircom network remains high.
Given that OAOs are currently experienciachighincidence of faults which are
subject to a fault cl earance charge of
ComReg believethat this may act as a disincentive for LLU take ComReg is
currently of the view that an alternative approach to determihiadatult clearance
charge may be necessary if the high level of faults persist. ComRegsitbekekp
this under revievduringthe price control period.

4.198 ComRegbelieves that a separate fault clearance charge acts aseamive to
OAOs when reporting fdis to ensure any possible checks have been carried out on
their network, prior to reporting them to Eircom. In addition, given that the current
level of faults is high it is not proportionate or reasonable to include fault clearance
costs as part of theost of providing access on the basis of LLU. ComBaucludes
that the charge for fault clearan@él remain separate to the LL&nd SLUmonthly
rental charge andwihot exceed 0109 (excluding |ine
(including line testing).

Conclusion in relation to the Fault Clearance Charge

The fault clearance chargell remain a separate charge to theximumLLU and
SLU monthly rental chargeandwillot exceed 0109 e xwill
not exceed 0117 g.iHowevey GomRReg will keepe thist uad
review.

Overall Approachon  Capital Costs and Operating Cost Inputs

Consultation Question in ComReg Document No. 09/39

Q.. Do you agree with the overall preliminary approach taken by ComReg
above in relation tothe basis used in determining the capital costs and
operating costs used in the BURAIC model for determining the monthly
rental charges of LLU and SLU services in Ireland? Please state the
reasons for your response

3 Source: World Development Indicators 2007. In comparison, the UK 0apeésons per Kmwith 10% located in
rural areas with which there are 105 persons pef; kime Netherlands has 395 persons pef Kmith 18% located in
rural areas within which there are 250 persons pef; Krenmark has 126 persons per Xmith 14% loated in rural
areas within which there are 30 persons pef;Km
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Views of Respondents to ComReg Docume nt No. 09/39

4.199 Magnet and Smart agreed with the principles outlined but believed that it was
impossible to make a meaningful assessment as no figures or percentages were
provided.Magnet and Smart believed that the OAOs had no exposure what so ever to
maps,GIS information, models etc. Both of these operators also noted the level of
prior exposure of cost models, principles, etc that was afforded to Eircom in arriving
at many of the conclusions outlined.

4.200 BT agreed with the overall preliminary approach ottiem the fact that repair
costs were outside the model.

4.201 Vodafone believed that there was insufficient information available to Vodafone to
provide any firm views on the preliminary approach taken by ComRedafone
stated, in its response, that the la¢knformation seriously limited its capacity and
for other interested parties to provide informed comment on the proposed costing
approach and Vodafone urged ComReg to consider whether additional information
could be provided while still addressing legiéita confidentiality concerns. In this
regard, Vodafone noted the engineering rule on pole distance has been used within
the model but Vodafone would not consider that this data would be commercially
sensitive information warranting protection on confidaityy grounds. However,
aside from that Vodafone believed that the high level description of the method
adopted by ComReg appears in many respects broadly consistent with the approach
that Vodafone believed should be adopted. Vodafone also raised thsmwesy
ComReg has not benchmarked Eircombés oper
against those of U.S. o c a | Ex change inQlercuriera madelliGgh L E C 0 )
approach. It further stated that this benchmarking approach was used by regulators in
the U.K. and France in informing the setting of regulated prices in those
jurisdictions.

4202Ei rcom di sagree with ComRegO0 giscyssednp os e d
response to the other questions in the document.

ComRegbs Conclusi on

4203Co mReg6s c ave beeruasrived at $iavihg further considered the views it
initially presented during consultation and having carefully taken account of
respondentsdé6 views to its proposal s. I n
amendments to its initial proposalsham g t aken i nto account r e

4.204 The point raised by BT in relation to the exclusion of repair costs from the monthly
rental charge is discussatiove

4.205 Vodafone raised the point that ComReg should have considered benchmarking
Ei r comd s castp and antdiieat gapital costs against those of U.S. LECs.
However, given that Eircom was opposed to the use of benchmarked data in the LLU
review in 2004 ComReg is of the view that incorporating the actual relevant
operating costs of the Eircom accesstwork, adjusted for efficiencies, is more
reflective of the costs of providing a LLU service in Ireland. ComReg also beglieve
that this is the most reasonable and appropriate means of determining the efficient
level of operating costs for the BU modeltimat it reflects the actual efficient costs
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of providing the LLU service in Irelandn addition, there is not the same level of
disaggregated US LEC data now available as was the case in 2003/04.

4.206 With regard to the comments raised by operators in ralatmo the lack of
information provided on the model, ComReg is also of the view that it went as far as
possible to provide an insight into the data and assumptions used within the BU
model. Given the confidential nature, and indeethmercialsensitivity, d the data
used within the modeComReg must respect the confidentiality of the data provided
while providing industry with an overview of the main inputs to the model and the
methodologies applied in determining the relevant charges. In addition, éxterna
experts have been used in determining the relevant inputs to the model and the
methodologies in determining tmeaximumLLU and SLU monthly rental charges.
ComReg believe that the final model is reflective of an efficient network while
taking into congleration the actual relevant costs incurred by Eircom.
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5 Local Loop Unbundling and Sub Loop Unbundling Maximum
Charges

5.1 Using its conclusions on pricing methodologies fr8ection 3 ComReg now sst
out theapplication of these methodologies within the modelrder todetermnethe
LLU and a SLU chargeper line.

5.2 In ComReg Document No. 09/39 ComReg consulted on the application of the
preferred pricing methodologies in determining thmaximum LLU and SLU
monthly rental chargesAs a result ofoperator respwses to this consultatipn
ComReg sought further views on two specific areas regarding the pricing
methodologiesnamelyworking line threshold and long lines.

53 C o0 mR eapgpdosich to implementing tipeicing methodologesis as follows

e Step 1 Distinguish between those exchanges that are more likely to be
unbundledwith those that are less likely to be unbundl@dmReg is of the
view that it is appropriateconsidering both current OAO unbundling
behaviour and OAO unbundling plattsdraw this distinctionbased on the
number of linesata gi ven exchangesmallerchaGgesnRe g 6 s
are less likely to be unbundled than large exchanges within the price control
period.

e Step 2 Adjust the estimated cost of small and large excharigetake
account of tke fact that long lines are less likely to be unbundgds is
necessarypecauseaot all long lines aregenerallysuitable forcurrent day
broadband services and ComReg@f the view thait is unlikely that OAOs
will unbundle lines that are unable topgwort current daybroadband
services.

e Step 3 Calculate the LLU price based on the weighted average cost of small
and large exchanges

Step 1: Distinguishing between small and large exchanges
ComReg Document No. 09/39: Principles Supporting Conclusions

5.4 In order to implementan approachof distinguishing between small and large
exchangesit was necessary for ComReg tpve consideration téhose exchanges
that, because of their economic characteristics, are more or less feasible for an OAO
to unbundle whin the price control period.This was based on the best available
information from Eircom and OAOs and consideration of other regulatory objectives

5.5 Unbundlingexchanges takes timend is capital intensivbecause of the backhaul
andDigital SubscriberLine AccessMu | t i p | e x e requifn2@ that ®AOs
need to instalto providecurrent daybroadband services n ComRegds Vi ev
high-fixed costs that are involvednd the lead time it takes to unbundle at an
exchangeanears that OAOs will tend to fous on unbundling large exchanges where
they canbenefit from economies of scal€omReg alsaliscussedt that time that
the LLU experience in Ireland to date shemithatthe smallest exchange currently

4 A DSLAM allows telephone lines to make faster connections to the internet. It is a network device, located in the
exchange of a service provider, that connects multiple customer Digital rSublsce r Lines (06DSLsb6) t o
internet backbone line using multiplexing techniques.
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unbundledhas approximately 2,600ines, putting itamongst the largedt1% of all
exchanges. In some asehigh backhaul cost®ay also act as a significant barrier to
unbundling by OAOs.

5.6 There are currently approximately 1,200 exchanges in Ireland. Howevearge
proportion oftheseexchangs are in remote areas of Ireland and sera small
number of houses/businessésr the reasons given above, ComReg consalir
highly unlikely that an OAO would unbundle at those exchadgesgthe proposed
price control period Specifically, ComRegwas of the preliminary view that
exchanges with less thdn600 lineswere unlikely to represent feasible targets for
OAOs to unbundle during the price contyoériod for the reasonsliscussedin
ComReg Document No. 09/39.

5.7 In ComRegDocument No. 09/39 ComRegated ts preliminary view thatl,600
lines (68% of total liney categorisedi n t he 601 arwpae deemedx c hang
reasonably feasible for unbundling duriihg price controlperiod

Consultation Question in ComReg Document No. 09/39

Q.11. Do you agree that exadnges with working lines in excess of 1,600 is a
reasonable cubff for those exchanges that are unlikely to be
economically viable for OAOs to unbundle in the timeframe of the
proposed price control period? Please state the reasons for your response

Views of Respondents to ComReg Document No. 09/39

5.8 Magnet, Smarand Vodafone agreed with the proposed methodology but disagreed
with the proposedut-off of 1,600 working lines.

59 BT believed that exchanges with working lines excessof 1,600 lineswere a
reasonable cenff point.

5.10 Eircom totally disagreedhat any exchanges should be excluded from the cost
calculation andbelievedthat the 1,600 line cuiff had no robust basis, given the
proposed price.

5.11 Magnet, Smart and Vodafone proposed alternaliighe cut-off points

5.12Magnet, in its response, stated that a number close to 5,000 lines would be more
reflective of what is likely to happen over the initial price control period. Magnet
further stated that as LLU progressed and exchanges were unbundledea mo
graduated control (or glide path) could be applied but it was essential to kick start
investment now and to keep costs high at this point was unwise and would not have
the desired impact. Magnet also suggested that an alternative method would be to
provide a glide path for each year of the control based on a number of smaller and
larger exchanges actually unbundled in that period as opposed to front loading costs
at this point even though it was highly unlikely that unbundling of small MDFs will
take plae at all in the initial period of the control.

5.13 Smart proposed that a number close to 3,000 lines would be more reflective of what
is likely to happen over the initial price control periGinart also suggested that an
alternative method of a glide path ynalso be considered. The details provided by
Smart in this regard are consistent with those outlined by Magnet in its response in
the paragraph above.
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5.14Vodafone believed that ComReg did not provide a robust economic rationale for the
selection of the prom®d 1,600 working line threshold. Vodafone urged ComReg to
adopt an alternative approach to determining the optimadf€yioint for exchanges
that can likely be feasibly unbundled that is based on evidence of costs that OAOs
actually face. Vodafone alsetated that it does not understand why ComReg
considers France to be the most appropriate benchmark in teeseoining the
cut-off point at which exchanges are unlikely to be viable to unbundle. Vodafone
believe that where a benchmarking approacipied the U.K, is the most suitable
country in informing the decision on the optimal -offt point between large and
small exchanges. Vodafone belidwbat as the evidence from the U.K. suggests
exchanges with less than 2,500 lines are not normalyndled by OAOs that this
is consistent with the fact that the smallest exchange currently unbundled in Ireland
has in excess of @0 lines. Vodafone emphastsehat in the first instance the
threshold for determining exchangdbat are likely to be unimdled during the
review period should be based on evidence of costs that OAOs actually face in
Ireland, but information from the U.K. indicated that the optimal threshold should
approximate 2,500 working lines rather than 1,600 lines. Vodafone recommnende
that ComReg should change the parameters for its LLU costing methodology
accordingly.

5.15BT stated that it was highly unlikely it would unbundle at an exchange in Ireland
with less than 1,600 lines given the economics of trying to recover the costs. In this
regard BT stated that it would not be possible to recover the bacldraupment
costs and running co$t® make such an investment viable.

5.16 Eircom, in its response, stated thlhé proposed methodology was flawed in logic
and application, uses arbitragnd poorly referenced assumptions and that the
implications of its implementation for the development of a competitive retail
broadband market in rural Ireland are extremely seriBiisom included a detailed
annex (in appendixd of its responsedelating to de-averag@d pricing As part of the
detail set out in this regard Eircom stated that it cannot accept the principle of
excluding any proportion of any subset of lines from the calculation of a nationally
average pricaynless an explicit, credible amdbust mechanisEmphasis added) is
put in place to enable Eircom to recover the cost of those lines excluded from the
calculation for LLU pricing purposes. Eircaostatedthat absent such a mechanisim,
rejected the principle and its application in tdoatext of LLU pricing.

547Ei rcom further added that -dawertphgesbg xt ent
reducing prices in exchange areas likely to be unbundled to reflect costs in such
areasbut seeks to maintain the average price in higher cost dneasf ts axiomatic
that a funding deficit will exist and that Eircom, as the USO operator, is entitled to
the benefit of a USO fund to ensure that it can earn its regulated rate of return.
Eircom believed that it is not acceptable that ComReg can ses#letstep an issue
of such significance by saying that it will consider any request for funding that may
arise. It added th&ZomRegmust openly acknowledge that a deficit will arise and set
out how it will respond to the funding request which will ineviyaibllow including
how it would propose to finance and guarantee the USO, fumdl address timing
and payment issuekircom believed that in the absence of a clear approach to such
issues neither Eircom, as the recipient of fund proceed®A@s (who mg be
required toconr i bute to the fund) can properl.y
proposed pricing approacin this regard, Eircom also referred to its response to
ComReg Document No. 08/56 in relation to the LLU pricing methodology.
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Co mRe gigal Position followingCo mReg Document No. 09/39

5.18 Following consideration of the operator responsesQieestion 11 inComReg
Document No. 09/39 and receipt of furthmnfidentialinformation from Eircom
ComRegsoughtfurther input from industry regarding the wong linethreshold

ComReg Document No. 09/62: Principles Supporting Conclusions

5.191In this documenComRegdiscussedhat the majority of operators believed that a
cutoff of 1,600 lines was inappropriately loand a number of the operators
indicated thathe cutoff point should be raised and suggestions included 2,500 lines,
3,000 lines and 5,000 lines.

5.20 ComReg furtherassesad the issuge based on the most d4p-date information
available in the market in Irelanthe boundary betweerndse exchangesat it
consideredfeasible for wmbundling and those that it didot The evidence
demonstratedhat, despite many years ofregulated access regime, OAOs diat
currently unbundle exchanges with fewer trapproximately2,600 lines and that
approximately95% of those unbundled exchanges naore than 4,000 linedn
addition, he number of exchanges subject to full LLU had remained static in recent
years and the smallest exchange unbundled to date had approximately 2,600 lines.

5.21 ComReg also noted thahly 46% of exchanges with more than 2,500 lines were
currently unbundled by OAOs. This suggested that these exchanges were likely to be
more natural targets for OAOs, than smaller exchanges in the.future

5.22 ComReg requesteturther information from Eircom inefation to OA@ s f ut ur e
unbundling plansThe confidentialdata provided highlighted that the majority of
exchanges requested by OAOs to be unbundede well above the promed
threshold of 2,500 lingsvhile only one exchange was below the proposediioid.

5.23 Following consideration of dateeceivedit was clear thaOAOs are unlikely to
unbundle exchanges significantly below the-afitlevel of 2,500 over the three year
price control period. While ComRegpuld envisage smaller exchanges i.e. those
below 2,500 lines, being unbundled at some point in the future, OAOs were more
likely to commit capital investment in stages and review the retansideredon
these investmentdefore committing to smaller, low density exchangesere the
returns may nabe as great.

Further Consultation Questions in ComReg Document No. 09/62

Q.1 Do you agree that exchanges with working lines in excess of 2,500 is
currently a reasonable threshold for those exchanges that are likely to be
economically viable for OAOs tainbundle in the next three years?
Please state the reasons for your response.

Q.2.  Given the current level of takep of LLU in Ireland to date, the
economies of scale referred to above, do you believe that, among other
things, the current price of LLUplays a significant role when considering
investing in LLU in the future? Please state the reasons for your
response
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Views of Respondents to ComReg Document No. 09/62

5.241n relation to Question, BT, Magnet and Vodafonand Ireland Offlineagreedhat
the gpropriatethresholdwas in excess of 2,500 linesalthough Ireland Offline
emphasised its view that the threshold should be much hiBhiesgreed withthe
threshold but highlighted that the economic viability of an exchange depends on the
volume takeupin an exchange, the costlmdickhaul and the regulatory environment.

5.25 Magnet underlined that, to date, the smallest exchange unbundled lkmas
CrossgallaCo. Limerickwith 3,300 working lines.

5.26 Vodafone also agreed and highlighted that it was unlikely ® dconomically
feasible for OAOs to unbundle exchanges with less than 2,500 working lines (to date
none have beenunbundled) in the proposettiree year time period. Vodafone
believedthat the key constraint is not the capacity of the exchange but thiapopu
within the catchment area. The smaller exchanges are likely to have a larger number
of long lines to maximise the fixed costs assets base; are outside the urban areas; and
will have a higher proportion of lines served via overhead cables (as Isgtofco
ducting cannot be justified due to lower population density). Vodafone cited the UK
as a comparator case and stated that ComReg should consider any further evidence
received that would suggest a higher threshold before making its final decision.

5.27 Eircom disagreedand stated that there no reasonable threshold. According to
Eircom OAOs examine a number of factors not solely the number of lines in an
exchange.Even if OAOs believe that the number of working lines is a reliable
indicator, there is nougtification to prove that 2,500 is the right threshold to
determine viability.Eircom also stated that ComReg is basing its deliberations on
some quite erroneous assumptidaiscom referred to the top of page 4 of ComReg
Document No. 09/62 and highliglitevhereCo mRe g 6redt n e H @i gh speed
gener at i on Eroomofarttelh addetothat it assumes that ComReg is
referring to ADSL 2+ equipment anBircom poined out that contrary to what
ComReg sgs in ComReg Document No. 09/&ircom has been idbng out
ADSL2+ to smaller exchange&ircom provided confidential data regarding its
rollout of ADSL2+. Eircom also underlined its concern that ComReg has not duly
considered competition from cable, mobile eigtccom then highlighted its view that
the 95:5 weighting is not addressed and the explanation, to date, indicated no
satisfactory quantitative analysiginally, Eircom also stated that it was not
appropriate to select different working line thresholds for SLU and LLU.

5.28 Ireland Offlinealsodisageedand stated that the threshold should be approximately
4,000 lines or greater over the néixteeto five years. It also made reference to its
imminent NGN consultation responsge relation tothe provisioning of redundant
NGN backhaul from each of tee exchanges must be an explicit priority for
ComReg in any NGN strategy over that time.

5.291n relation to Question BT, Magnet and Vodafonagreedthat given the current
level of takeup of LLU in Ireland to date that the current price of LLU played a
signficant role when considering investing in LLU in the future. Eircom and Ireland
Offline disagreed.

5.30 BT added that where pricing barriers have been resolved (it provided articles from
the UK as an example), OAOs have invested in LLU infrastructure, crgsisd
increased competition and innovation.
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5.311n its response to QuestionRircomdisagreed andatedthat a cost oriented charge
of 0l6.52 is the appropriate charge (i . ¢
eliminate disincentives to further investment in critical infrastructure due to what it
t erms Acurrent bel ow cost nRreigddisn got aa rud
objectives. It also stated that operators must consider a range of costs which in
aggregate must be compared to potential revenues (which are in turn limited by
customer willingness to pay)According to Eircom, excessively low LLU prige
might deter investment in mobile and wireless broadband. The more successful LLU
is, the lower the prospect of investment in fibre and vice versa the existence of fibre
networks deters investment in LLU.

5.321n relation to Question 2ylagnetagreed but higighted that the price needs to be
reduced further for the market to see any change in the number of exchanges
unbundled and the number of LLU customers. It also stated that it will not unbundle
any more exchanges even if the proposed price is invoked.

5.33Vodafone agreed and noted that the current charge has been a disincentive to
unbundling as evident from the low percentage of lines unbundled to date (3.4%). A
reduction will provide the incentive to OAOs to unbundle large exchanges and will
facilitate innavation, investment and competition. Vodafatated that thegxpect
the final charge to be considerably belc
have been incorporated.

5.34Ireland Offlinedisagreed and beliel¢é h at what it ter msip as Co
ofper maconsult but do nathingo is of more

ComRegbs Consl usi on

535ComRegbdés conclusions have been arrived a
initially presented during consultation and having carefully taken account of
respondewss@ovits proposal s. I n some <ca
amendments to its initial proposals havi

5.36 ComReg is of the view that some exchanges are more economically feasible to
unbundle than others during thmice control period.Apart from Eircom, all
operators appeared to agree with the principle. The mainvsssi¢o determine the
appropriate level of lines or threshold at whith didinguish between those
exchanges likely and unlikely to be unbundbhaing the price control periodin
ComReg Document No. 09/39 ComReg expressed the preliminary view that 1,600
lines represented a highly conservative point at which to draw the boundary between
those exchanges that are considered viable for unbundlinggdinenprice control
period and those that are ndodafone in its response to ComReg Document No.
09/39 believed that ComReg did not provide a robust economic rationale for the
selection of the proposed 1,600 working line threshadtlowing operator rggonses
to this consultationand the assessment fifrther up-to-date evidence regarding
current unbundlingf OAOsand future unbundling plans of OAGSomReg isnow
of the view that the initial threshold of 1,600 weasessivelyconservative and that
higher threshold is more appropriate.

5.37 ComReg is of the view that a threshold of 2,500 working lines is a more appropriate
threshold based on currently available data in the market pltele the
determination of the appropriate threshold was based ossassanent of the actual
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OAO unbundling patterns to date as well as the unbundling plans for the future, there
are good reasons to believe that the 2,500 line threshold has a reasonable basis

5.38 Firstly, asstated in ComReg Document No. 09/38bundlingexchanges takes time
and is capital intensiveComReg believes that the hi§ked costs that are involved
and the lead time it takes to unbundle at an exchange means that OAOs will tend to
focus on unbundling large exchanges where theybmarefit from economes of
scale

5.39 Secondly, and perhaps more importanthge evidence to date shows tldespite
many years of eegulated access regime, OAOsmi currently unbundle exchanges
with fewer thanapproximately2,600 lines and thaapproximately95% of those
unbundled exchanges thanore than 4,000 lineS his confirms, first, that the initial
threshold proposed by ComReg of 1,600 working lines was a material
underestimatiorand, second that even a figure of 2,500 is very conservative based on
actual unbundlindgrends to date. However, ComReg considers the conservatism by
not increasing the threshold to a figure of 4,000 working lines. Despite the evidence
observedby ComReg from Ecom and OAOsComReg believe that the threshold of
2,500 working lines is an apppriate cutoff point. In particular, the future LLU
price reductions envisaged under this decision are intended to encourage and
stimulate LLU takeup in Ireland.

5.40 Thirdly, confidential data provided by Eircom highlighted that the majority of
exchanges regested by OAOs to be unbundled (at some point in the futve@lso
well above the threshold of 2,500 lines, while only one exchasgeelow the
threshold.While the revised maximum LLU monthly rental charge will be lower
than the current LLU monthly néal charge, ComReg is of the view that this is likely
to contribute to a greater propensity to unbundle than observed to Idase.
nonetheless relevant to note titatvenappears thathe OAO unbundling plans for
the future relate to exchanges abokie 2,500 threshold therefore confirming the
conservative nature of the determination of the threshold of 2,500 lines in the present
case.Given that the main OAO unbundling plans that ComReg is aware of may be
based on the implementation of the new revised monthly rental charges as
previously discussedin ComReg Document No. 09/39, ComReg believes that
unbundling within the timeframe of this price control will not differ significantly to
the levels as indicated. However, if the new revised maximum Liodtinfty rental
price is not implemented then any potential for further unbundling by OAOs may not
occur.

5.41Vodafone questioned why ComReg considered France to be the most appropriate
benchmark in terms of determining the-ofit point at which exchanges aralikely
to be viable to unbundle, in its response to ComReg Document No. 09/39. However,
ComReg has not determin#te cutoff point based on a benchmark frdfrance or
indeed any other countrComReg has examined the evidence currently available to
it in the market in Ireland in order to assess the boundary between those exchanges
that it considers feasible for unbundling and those that it does not. ComReg has
referred to other countries whidiad recognised the importance of economies of
scale in determing whether an exchange could be unbundled. For example, OAOs
in France do not normally unbundle exchanges with less than 1,600 lines, or 2,500
lines in the UK.

542l n Ei rcomb6s raawnpeoafisseesi t r ai sed
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e The focus on the number of working linesathreshold was inappropriate

e ComReg had not sufficiently justified the appropriateness of its 95:5
weighting

e It was not appropriate to set a different threshold for SLU and LLU
e ComReg has relied upon some erroneous assumptions in forming its view
e Therewas insufficient analysis provided on the competitive dynamics.

5.43ComRegis of the view that the number of working lines represents a reasonable
basis on which to draw the thresholdhe information available to date suggests that
a threshold of 2,500 woikg lines is a reasonable yet conservative-aftipoint
given the current unbundling behaviour of OAOs, as well as OAO unbundling plans
for the future. This point has been addressed abogeeaterdetail.

5.44 The working line threshold is clearly linkedttoe application of the weighting factor
of 95:5. Thke weighting factorapplied in theegulated price wiltake into accourthe
higher costs of those exchanges ComReg deems to be unfeasible for unbundling
during the period of the price contrdlhis has lben addressed in more detail under
Step 3 below.

545ComReg disagrees with Eircombés assertion
threshold for LLU and SLUComReg believethat LLU and SLU aréwo services
which have quite different economic characséas (both in terms of revenues and
costs) and thereforéhere is no reason foelieve that theseould become feasible
for unbundling at the same threshold greviously emphasisgthe theshold set for
LLU i s based upon Co mR elgniicsviahdity ofeLEls me n t (
combined with information provided to it on tlerrentunbundling intentions of
OAOs ComReg has based its assessment of the appropriate SLU thresteld on
carefulassessment carried dat Analysys Consulting

5.46 As regards the allegl erroneous assumptiomaised by Eircom ComReg has
considered the additionabnfidentialevidence provided by Eircom on its rollit of
ADSL2+ to its exchangesloweverthisd o es not change ComReg6s
number of working lines represerais appropriate basis on which to set its threshold.

547ComReg di sagrees with Eircombés assertion
the competitive dynamics that mayise from its proposed reforms:ideed the
express purpose of e mdthedplogy foracatcmilatidgrtieen t st
LLU price is to facilitate efficient competition and provide appropriate investment
incentives for both Eircom an@AOs in the market (including cable operators).
ComReg believes that to date, among other things, tmentysrice of LLU plays a
significant role when considering investing in LLU in the fut@emRegbelieves
that the revised.LU maximum monthly rental chargeow reflecs the cost of
unbundlingeconomicallyfeasible exchanges and whéess accounis taken of the
costs of provisionfvery smal | (rural) exchanges. |
an appropriate basis upon which Eircom and OAOs (including cgiaeators)may
compete.Having a LLU monthly rental charge that is calculated by giving much
moreweight to those local loops that are in large exchangess ul t s i n bett e
or i b uy whilesangynm@ that that there is no foreclosure of investment on
other platforms e.g. cabl&ComReg also noted thdhere are alternative wired
infrastructuwes in dense areasn Ireland ComReg has been mindful of other
alternative platforms when setting thraximumLLU monthly rental chargaJPC is
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operating its network in the ®ajor urban areasf Irelandi.e. Waterford, Galway,
Limerick, Cork and parts ddublin. ComReg believes that the mobile platform is not
particularly relevant given thgotential forvery high speed broadband over the fixed
line platform as part of LLU.

548ComReg notes Eircomdés previous comments
structural funding deficit due to the costs that Eircom faces as a result of its universal
service obligationsComReg is of the view thalhe issues regarding funding must be
addressedeparately and decision on LLU pricing is not the appropriate forum fo
conducting such a reviewhere is a very specific statutory mechanism for making a
universal service funding application and it would be highly irregular to address this
very different regulatory issue in the current contexte iEsueof USO fundingis
outside of the scope of this review and is insteadently being reviewed by
ComReg as part of a separate wstieam

5.49 ComReg intends to monitor the threshold of 2,500 working lthethg the price
control period.If reliable periodic data becomes avable which shows material
take up of LLU in exchanges belaiwve working line threshold of 2,500 linésen
ComRegreservesheright toreassesthatassumptionif necessary.

5.50 ComReg concludes that the updated threshold of 2,500 lines represents a more
appropriate threshold on which to base its analysis than the original proposal of
1,600 lines. This level is more closely aligned with the actual and potential
unbundling behaviour of OAO$ndeed ComReg notes that OAOs have not to date
unbundled exchangesvith fewer than approximately 2,600 lines and OAO
unbundling plansighlight that the majority of exchanges requested by OAOs to be
unbundled are well above the proposed threshold of 2,500 lines.

Conclusion in relation to Working Line Threshold

In detemining themaximumLLU monthly rental chargehe working line thresholg
for exchangess set ata minimum of 2,500vorking lines during theprice control
period.

Step 2: Adjusting for long lines
ComReg Document No. 09/39: Principles Supporting Conclus ions

5.51As proposedin ComRegDocument No. 09/39ComReg consided the ability of
OAOs to providecurrent dayproadbandasan essential preequsite for theirability
to unbundle lingsbased on OA®views and European comparisofisa submission
to the Jint Committee on Communications, Energy, and Natural Resdyraes
relation to broadbandircoms t a t e ®Regardiesst of whiih type of copper line is
involved, there is a problem if the distance is more than approximatelyé5ekm
Having regard to thastatement, amongst other thinGamReg was of the view that
it was not feasible to provideurrent daybroadband servicesn lines in excess of
5km and thereforegComReg consided it appropriate to apply a lower weight to the

4 please refer thittp://debates.oireachtas.ie/DDebate.aspx?F=MAJ20090311.x ml&Node=H2#H?2
for full minutes of this meeting on Wednesday 11 March 2009
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costs associated with limen excess of that length in its determination of the LLU
price. ComReg note that this approactvassimilar to that adopted by Ofcom in the
UK.

5.52 ComReg proposed toimplement the approach for adjusting long lines in a
conservative mannesuch that Eirconwill still be allowed to recover a portion of
costs associated with long lines

5.53 Firstly, ComReg note that both long and short lines share a common infrastructure.
For example a long line may start by sharing a trench with short lines, before
moving intoa dedicated trenchr overhead cablas it gets further away from the
exchange.

5.54 There are may different way of apportioning those common costs but, in order to
be conservative, ComReg only propo$e calculate the cost of short lines ostand
alone basis In other words, ComReg propasthat the LLU price (which for the
reasons given below will be weighted towards the cost of short lines) should cover
the full costs associated with the relevant infrastructure, even though some of that
infrastructurds shared with long lines.

5.55Secondly, in order to further enhance the conservative nature of the calculation,
ComReg propogkto include an element of the incremental cost of long lines in its
calculation.In the absence of direct evidence aboutgtapotion of longline costs
that should be included in this calculatio®€omReg proposed to adopt a
methodology that was consistent with that being used in relation to the weighting
applied to large and small exchanges (discussed further beltw)details othe
initial calculations used in this regardvere discussedn ComRegDocument No.
09/39. In summaryComRegconsideredthat the mostappropriateway to achieve
this wasto apply a lower weight to the costs associated with longer lines in its
determinabn of the LLU price

Consultation Question s in ComReg Document No. 09/39

Q.12. Do you agree that it is unlikely that an OAO would unbundled a line
unless it was able to provide broadband services over that line; and do you
agree that 5km represents ébmaximum linelength that may be used for
those services? Please state the reasons for your response

Q13. Do you agree that ComRegds proposal
an element of the costs associated with lines in excess of 5km?

Views of Respondents to ComReg Document No. 09/39

5.56 In relation toQuestion 12, Magnet, Smart, Vodafone and BT agreedhksivould
not unbundle a line unless it was able to provide broadband services. In addition,
these operators agreed that 5km was a reasonabiamom linelength for these
services.

5.57 Eircom, in its response tQuestion 12, disagreed thath ®AO is unlikely to
unbundle a line unless it is able to provide a broadband service over that lihe.
range of price points proposed by ComReg for ULEARRom believed thahe OAO
locating equipment at akircom MDF wi | | receive a contribeu
(U1l8esdi22. 18) per mont kionbfdheitolvrePSTNoservice of
when compared with therle Billing 1 WholesaleLineRe n t a I-WL( Riah)&ge
69 ComReg 10/10



Response to Consultation s & Final Decision

that OAOs now face to provide service to customessng theEircom wholesale
variant. Eircom further stated that aDAO deploying a subscriber access module
(AiXSAMO) with combicards can choose to provid® PSTN, (i) PSTN and
Broadband, ofiii) standalonebroadband on any line. Once the OAO has mbde t
fixed investment in locating this equipment at Bicom MDF and the investment in
providing their own PSTN serm to sell alongside broadbanavill sell this service

to any retail customer that does not have a requirement for bnoedibandEircom
stated that it is probable that a OAO would not unbundle any exchange, unless it
intended to offer broadband senscehowever it also believed that having
unbundled a sitethe OAO was likely to offer voice services. In additiinstated

that if a sgcific line in an unbundled area could not support a broadband service, it
may still be economic to offervoice only service.

5.58 Eircom also disagreed that 5km represented the maximum line length that should be
used for the provision of PSTN or broadbamvies. Eircom stated that on its
network, 62dB is the average attenuation observed for lines in excess of 5km. Some
10.34% or 155,000 of the 1,509,000 lines connected to DSL en@ioéenn MDFs
have attenuation greater than 62dB and are thus assumedlooder than Skm.
According to Eircom, of thesé&5,000 support a broadband servieEegcom stated
that these figures were not consistent with the preliminary weighting (0.2%) applied
to long lines in large exchanges containe@amRegDocument No. 09/39

5.59 Eircom stated that the actual experiencéghmEircom network today, in exchanges
that are already unbundled, and in those sites with more than 1,600 lines, is that over
6% of lines are longer than 5km but these make up over 4% of all broadband or
unburdled pairs. Eircom concluded that the weighting, based on reality of the current
position in larger sites, is 4%, not 0.20ds proposed by ComRed}ircom also
statal that the correct proportion of unbundled lines longer than 5km is found to be
0.85%.

5.60BT in its response tQuestion 12 stated that to recover the investment and running
costs OAOs need to offer a package of services to customers to achieve a sufficient
return on investment. To limit the offering to voiserviceswould not provide a
sufficiert return and other market characterist®sch as churmshow that bundles
are subject to less churn than single services. In relation to the point on whether the
5km representthe maximum line length BT agreed that this was the point where the
quality was likely to degrade rapidly for the lines in Ireland and commercial
offerings become difficult. BT however believed that given technology keeps
advancing an improved solution could appear at some time in the future to increase
the workable distance.

5.61In relation to Questionl 3 , Magnet, Smart , BT and Vodaf
proposal of including an element of costs associated with lines in excess of 5km was
conservative.

5.62 Eircom responded that from a technical perspective the way in which the costs
as®ciated with ines longer than 5km were to be excludeals broadly consistent
with LRAIC principles but disagreed with the justification for including these costs.
Eircom stated that there was basis for systematically excluding the costs of lines
longe than 5km from those to be recovered from LLU rental revenues.

5.63 Magnet and Smart both stated that tha/notunderstand why ComReg still insisted
on including costs for lines greater than 5km as this was rewarding an inefficient
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operator and penalisindhé customer and that a more aggressive approach was
required.

564Vodafone stated that it entirely disagre

ofabconservatived approach to the costs
monthly rental chargelt further stated that as it is neither economically nor
technically viable for OAOs to unbundle long lines greater than 5km over which they
are not able to provide broadband services there is no basis for any element of the
incremental costs of long s to be included in the calculation of the LLU charge.
Vodafone referred to ComReg Document No. 08/56 where Vodafone envisaged from
ComRegb6s ©preliminary view that l ong | i
calculation of the costs underlying the LLUatche. Vodafone further stated that by
including an element of the incremental costs of long lines represents a fundamental
reversal of ComRegbs original stance.
provide justification for a change to its approach.

ComR e g Olrstial  Position  following ComReg Document No. 09/39

5.65 Following consideration of operator responses to Question 12 and Question 13 in
ComRegDocument No. 09/39 anthe receipt of furtherconfidential data from
Eircom in relation to the breakdown abnlg lines that can provideurrent day
broadband and ULMP service€omRegsoughtfurther views from industryas
discussed below.

ComReg Document No. 09/62: Principles Supporting Conclusions

5.66In ComReg Document No. 09/62 ComRdgscribed how athe time ComReg
Document No. 09/39 was published, the most up to date publicly available
information indicated that it would not be feasible to prowiderent daybroadband
services on lines in excess of 5km. Accordingly, ComRegided that it was
appropriate tapply a lower weight to the cosassociated with unbundling lines in
excess of 5km in proposing a LLU price.

5.67 At that timeComReg did not have any direct evidence available to it to estimate the
appropriate weighting and therefopgoposed a method thatas consistent with the
weighting applied to small exchanges, for which evidence was avéilable

5.68 However, Eircom subsequently provided a confidential and detailed breakdown of
long lines that can provide broadband and ULMP services, which sadglesta
much higher proportion of long lines may be capable of supporting broadband
serviceghan had at first been thougimd hencetheserepresent potential targets for
OAOs. According to the information supplied by Eircom, the appropriate weight for
long lines in the LLU cost allocation wouidcrease

5.69 ComRegDocument No. 09/62xplored the speeds that OAOs considasapre-
requisite for unbundlingComReg emphasised that its intention was not to mandate
the maximum or minimum speeds that OAOs shouldna&ing available to their
customers as such mattersredeeyond the scope ofdhconsultation.

“% Details of the weights applied are contained in Consultation Document No. 09/39 in steps 2 and 3 of Section 5,
paragraphs 5.12 to 5.29.
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Further Consultation Question in ComReg Document No. 09/62

Q4  What do you consider to be the appropriate minimum speed that should
be available before you wbundle a particular line? In addition, please
provide your definition of a broadband line over the fixed network

Views of Respondents to ComReg Document No. 09/62

5.70 BT considered that 1M/bps to be the minimum speed that should be available on a
line due tothe late introduction of mass market broadband in Ireland. BT expects
this definition to evolve to 2M/bps. However, BT highlighted that the possibility of
supplying sub 1M/bps should not be prevented.

571E 1 r c daefidit®n of a broadband linevas 144kbps downstream and 64kbps
upstream. However, Eircom stated that it did not understand the purpose of the
guestion in the context of LLU pricing. It pointed out that the LLU model is not that
of a broadband network designed to serve every building in the \@ithteopper
pairs from 1,172 nodes. These nodes are located to serve the majority of the
population with PSTN services not broadband. In prectircom provides many
customers with PSTN services using fuapper technologies where they cannot be
reacled economically from the copper network nqgdesthe model of a ubiquitous
copper network does not provide an appropriate basis for determining the cost of
PSTN services in Ireland.

5.72Magnet considered the minimum speed that should be available on aisline
3.5M/bps. Magnet also stated that it aspires to provide 10Mbps broadband to all
customers. If a customer is unable to avail of at least 3.5M/bps then it will discount
its price to reflect the lower service being provided.

5.73Vodafonestated that a minimuifixed broadband service with peak download speeds
of between 2 to 3Mbps should be available on a line. According to Vodafone, the
appropriate  minimum speed required by OAOs is driven by retail customer
requirements (which evolve over time) rather thamiaimum technical definition.
Therefore, ComRegbés conclusion should be

5.74Vodafone notedhat Eircom provided a breakdown of the capability of long lines to
support broadband services, on a confidérdasis, to ComReg. It believatiat
ComReg should not have accepted this information on a confidential basis as it
relates to the technical characteristics of the LLU product offered by Eircom and
shoul d be availabl e t o O-Aliscsmination angl a r t (o
transparency obligations Vodafone stated that itcannot adequately assess the
significant increase in the weighting factor to 4 times the previous weight for long
l ines in the absence of Eircomds confi del

5.75Vodafone believedhat there is an inconsistency of apgch for the treatment of
long lines and the working lines threshold. Given the smaller exchanges will have
proportionally more long lines ComReg should only take the percentage of long lines
in the exchanges above the working line threshold and nadsatiie entire network.
If the weighting is changed to include only long lines that support lower speed
broadband, then it is incorrect to only consider the technical capability for the
weighting. Vodafone is concerned that the technicalofiuivould lead to OAOs
paying for lines which cannot be economically unbundled.
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5.76Ireland Offline stated that a minimum speed of 512k per line in the top 100
exchanges is required with a reasonable SLA to ensure that the speed is not allowed
degrade over time from lack maintenance. In the remainingoa 1,100 exchanges
a minimum of 256kvould be appropriate due to the longer line length.

ComRegbs Consl usi on

577 ComRegb6s conclusions have been arrived a
initially presented during ansultation and having carefully taken account of
respondentsdé views to its proposal s. I n
amendments to its initial proposals havi

5.78 ComReg considers ¢hability of OAOs to preide current day broadband as an
essential preequisite for their ability to unbundle lines. In addition, ComReg is of
the view thatt is lessfeasible to provideurrent daybroadband services on lines in
excess of S5kmHowever, given that ComReg is se§ a single national LLU
monthly rental charge it is important to ensure that all lines contribute to the charge
in a weighted and proportionate manner. In ComReg Document No. CBfReg
had initially used a number of assumptions to calculate theoppate longline
proportions, as suitable data was not available.

5.79 Following on from ComReg Document No. 09/32omReg subsequently obtained
confidential data from Eircom in relation to the proportion of long lines in large and
small exchanges and aldwetproportion of those longs lines capable of supporting
current daybroadband. ComReg assessed the data provided witidated that a
higher proportion of long lines may be capable of supporting broadband services
(and hence, represewatpotential targts for OAO9 than had initially been accounted
for in the model.This data made it possible to calculate the approximate-liorg
weightings directly. The details ardiscussedelow.

5.80 The majority of OAOs believed that the cost of long lines should eqtabt of the
LLU charge. However, as set out by ComReg from the outset in its consultation
documents, it is setting a singleationalLLU monthly rental chargéhat provides
the appropriate incentives for investment and competition in the market. Having
carefully considered all the responsesrelation tothis matter, ComRegoncludes
thatthis is best achieved by including an element of costs associated with all the lines
on the networkThis ensureghat all lines are contributing to thenaximum LLU
monthly rental charge in a weighted and proportionate manner thtbagise of the
2,500 line threshold, as well as an extra and proportionate weighting applied to all
lines i.e. lines less than and greater than 5KmmRegbelievesthat the most
appropria¢ way to achieve thissto apply a lower weight to the costs associated with
longer lines in its determination of the LLU price.

5.81 The steps outlined below set out the basis for calculating the portion of costs
associated with long lines in large and smeichanges which are capable of
supportingcurrent daypbroadband and which are reflected in the overall lpride.

e Step 1: Calculate the proportion of lines in large and small exchdhges
exceed 5km

e Step 2: Calculate th@robability of lines in exces of 5km capable of
supportingcurrent daypbroadband services.

e Step 3: The weights fdong lines inlarge and small exchanges calculated as
the product of step 1 and 2.
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Large exchanges Small exchanges
(> 2.500 Lines) (< 2.500 Lines)
0.73% of lines longerthan Skm 9.8% of lineslongerthan Skm
Total lines
Probability that 95.2% of long-
lines (>5kms) capable Probability that 83 5% of long-lines
_ ||l —of supporting | — [(»5kms) capable of supporting
Long lines ] broadband Vo il broadband
L J \ )
T f
Long-lineweighting forlarge Long-lineweighting for small
exchanges 0.73%x 95 2% =07% exchanges 9.8%x 853% =82%

5.82 Further tothe assessmenf long lines capable of supportimgrrentday broadband
in large and small exchangem additionabhssessmens performedto take account
of the probabilitythat short lines in large and small exchanges are more likely to be
unbundled to supporturrent daybroadband services. A similar calculation to the
aboveis carried outfor the short lines in large and small exchanges.

5.83Having done this,He cost§ relating to long and short lines in large and small
exchangesretaken together to genaapproximatenveighted average cost of LLU
lines

e In large exchange¥ (in excess of 300 working lines) there are
approximately0.73% of lines longer than 5km. According to Eircom's data,
the probabity for a linelonger than 5knbeing able tasupportcurrent day
broadband ispproximately95.2% incurrent LLU exchangegwhich should
be representative of exchanges larger than 2,500 working.lifilesjefore,
the coss relating toapproximately0.70% (0.73% * 95.2%) of long lines in
large exchanges are reflected in the current LLU prineaddition, the
current LLU pricereflects the average cost of short lines multiplied by a
weighting factor which takesaccount of theprobability that short lines, in
large exchanges, are more likely to be unbundled (to support broadband)
(based on (:D.70%)* short line costs)When thecosts relating to long lines
and short lines in large elkanges are added together this resudt weighted
average cost of LLU lines in large exchanges.

Large exchange costs = @% * long line costs + (40.70%)* short line costs

¢ In small exchange$ (less than 2,500 working lines) there approximately
9.8% of lines longer than 5km. According to Eircom's data, the prolyabilit

4" \When referring to the costs of long asitbrt lines in large and small exchanges this means the average total cost per
line.

*8The data regarding lines in large exchanges is based on 2009 information.

*The data regarding lines in small exchanges is based on 2009 information.
74 ComReg 10/10



Response to Consultation s & Final Decision

for a linelonger than bkm being able to support current day
broadbands approximately 83.5% inall exchanges(which should be
representative of exchanges with less than 2,500 lifidé®refore, the cost
relating to approximately8.2% (9.8% * 83.5%) of long lines Bmall
exchanges are reflected inetburrentLLU price In addition, the current
LLU price reflects the average casft short lines multiplied by a weighting
factor which takesccount of theprobability that short lines, ismall
exchanges, are more likely to be unbundled (to support broadband) (based on
(1-8.2%)*short line costs)When the costs relating to long I;@nd short
lines in small exchanges are addedether this resultin a weighted average
cost of LLU lines in small exchanges.

Small exchange costs= 8.2% * long line costs 8(2%) * short line costs

5.84 Vodafoneraised concerns about tirecrease in theveighting factor to 4 times the
previous weight for long linesThe detaildiscussedibove, based on data provided
by Eircom, highlight that thedifference is based on actual information provided by
Eircom in relation tothe portions of lines longer thabkm in large and small
exchanges which are capable of supportimgent daybroadband service$his data
was assessed by ComReg and wassideredappropriate for determining the
approximatecosts of long lines.

5.85Vodafonealsor ai sed t he cpoonifnitdetnhatalt deat@dé prov
ComReg in relation to the capability of long lines to support broadband services
should not have been accepted by ComReg on a confidential basis as it relates to the
technical characteristics of the LLU product o&@ by Eircom and should be
availabl e t o OAOs a gliscrimmatian aral f trangparencyo mo s
obligations.However,ComRegcannotrelease any information that is submitted to it
on a confidential basisln addition, ComReg hasummarisedhe datancorporated
into the LLU priceregardinglong lines in large and small exchanges capable of
supportingcurrent daybroadband.This analysis should allow industry to gain an
understanding of the basised to determine the costs of long lines relevanhéo t
maximumLLU monthly rental charge

5.86 In operator responses to ComReg Document No. 09/62 each operator suggested a
differentminimum speedor broadband purposeshe speeds suggested by operators
ranged from 64kbps t8.5Mbps.While ComReg explored thepeeds that OAOs
considered asapreequi site for unbundling it is n
the maximum or minimum speeds that OAOs should be making available to their
customers. Based on the current speeds available in the market today © tyatear
minimum speed of 1Mbp is considered reasonable but ComReg believe that higher
speeds may become the nomhring the price control period. ComReglso
acknowledgs that some operators consider speeds below 1Mbp. ComReg is of the
view thatcurrent &y broadband speeds are the norm and these may evolve to higher
speeds over the period of the price control.

5.87 ComReg conclude that it is appropriate to apply a lower weight to the costs
associated with longer lines in its determination of the LLU prides ensures that
all lines are contributing to thmaximumLLU monthly rental charge in a weighted
and proportionate manner through the use of the 2,500 line threshold, as well as an
extra and proportionate weighting applied to all lines.
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Conclusion inre lation to Long Lines

In determining thanaximumLLU monthly rental chargeComReg has takeinmto
account the fact that long lines are less capabbnd kss likely to supporturrent
day broadbandservices The weight applied to long lines (in excessbokm)is
modified using Eircom's data to calculate the weighted average cost of LLU ling

Step 3: Calculating the weighted average price
ComReg Document No. 09/39: Principles Supporting Conclusions

5.88 ComReg having determined the costs of large and $reathanges (taking into
account the low probability of lines in excess of 5km being unbundled) the final step
i n ComRe g 0 svasto adtecmink a dingleg mationalL U price.

5.89 ComReg note that all of the exchanges unbundliedrecent yeardiad more than
approximately2,600 lines. ComReg had revised the threshold for working lines to
2,500 lines.In order to be conservative, ComRalgo proposé to allow for an
element of costs associated with small exchareges) though it considedit highly
unlikely that a significant number of them coufdasibly be unbundled within the
proposed price contrgleriod

5.90 ComRegwas of the preliminary view that OAQegereless likely to unbundle small
exchangedor economic reasonsnainly to do with the number dines in each
exchange.

501ComReg0s pr evas thait wauld lpe reasorma®to adopta weightingthe
ratio of 95:5 for large and small exchangess ComReg beliewethis providel a
reasonable and proportionate balance to the approach being pramotisel costs
that should be included within the LLU price being proposed.

5.92 Thus the proposed price would be set on the underlying assumption that as the
number of unbundled exchanges changes over time, the proportion of unbundled
lines in smé exchangegnow set atless thar2,500working lines)will remain below
5%. More specifically, ComReg propa$eo calculate the LLU price based on a
weighted average of the costs of lines in large and small exchanges such that:

LLU price = 95% x Cost of lines in largexchanges + 5% x Cost of lines in
small exchanges

5.93 Applying such aweighting to exchangesnsure that a conservative viewas
maintained in that it ensutehat 100% of the linesvere contributing to the charge
(albeit that they are given different whtig in the calculation).

5.94 ComRegwas also of the view that this approach can be used to determine the
appropriate weight to apply to the costs associated with lines in excess of 5km.
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Consultation Question in ComReg Document No. 09/39

Q.14 Doyouagreewih ComRegds proposed weighting
in relation to the cost associated with long lines and small exchanges?
Please state the reasons for your respanse

Views of Respondents to ComReg Document No. 09/39
506BT agreed with wWeghtRgsimgrélationporloaglioes e d

5.96 Magnet and Smart agreed with the proposed methodology but disagreed with the
weighting ratio proposed.

5.97 Vodafone agreed only in part with theoposed weightingsn long lines
5.98 Eircomdisagreed with the proposed weighting ratios.

5.99 Magnet and Smart while supporting the logic and methodology did not support the
weighting ratios applied. Magnet and Smart both highlighted factors regarding the
position of LLU in Ireland today. These factors included the point that Ireland are
many years behind France and that an incentive to rapidly drive LLU is necessary. In
addition, they pointed to the fact that there are less than 60 unbundled exchanges in
Ireland despite LLU being availabléor many years. Both of these operators also
pointed out that the current economic conditions daflerminethat LLU, rightly or
wrongly, will only happenin urban areas/large exchanges for the immediate term.
They also statethe line price will drive LLU and attract new market entrants and
that LLU has failed in Ireland for ten years and rapid remedial action is required to
drive demand and gain traction on the ladder of investment towards NGN. Both
operators believed that@ghmost important thing for now is to gain investment in
LLU and in the next pricing review ComReg should then look to include the
proposed weightings if LLU has been deployed in udvaas, as would be expected
and expansion to smaller MDFs is then mokely. Both of these operators also
suggest a glide path approach. Both operators also stated that they are mindful that
some very limited rural exchanges may be unbundled as a result of grant aiding and
that some longer linethat exist within urban exchages. With that in mind both of
these operators recommended a weighting ratio of 99:1 to be used at a maximum for
the period of this review.

5.100 Vodafone considered that it was appropriate and reasonable that 95% of the cost of
lines in large exchanges and Sffothe cost of lines in small exchanges are included
in the calculation of the regulated LLU monthly rental charge. Vodafone added that
the 95:5 is a good approximation of the likely distribution of unbundled lines
between large and small exchanges raspeyg and has the benefit that the costs of
all exchanges will be incorporated to some extent in the determination of the final
regulated LLU monthly rental charge. Vodafone however considered that the
proposed cubff point of 1,600 working lines to disiguish between large and small
exchanges is inappropriately low and has not been effectively justified. Vodafone
added that the LLU charge should be based primarily on evidence of costs that
OAOs actually face in Ireland in unbundling exchanges. In additvVodafone
contended that the appropriate threshold of 2,500 working lines, consistent with that
observed in the UK and also in line with the fact that the smallest exchange
unbundled in Ireland to date has in excess of 2,700 working Nfa$afone also
strongly disagreed with ComRegbds current
the costs of long lines in excess of 5km in the calculation of the regulated LLU
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