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I’'m very pleased to join you to talk about the 2@#bBudget -- it is a Budget for
Australia’s future and has significant long ternméfts for business. | will also be
talking about telecommunications policy more brgadl|

Delivering a strong economy
The foundation of all our policies is strong ansaiplined economic and financial
management.

As a result of our strong economic managementetio@omy is forecast to grow by 3
per cent in 2005-06, compared to 2% per cent idZH Unemployment is expected
to remain at about 5 per cent, around the lowest ie 28 years.

By June next year, we will have paid off $90 bitliof the $96 billion in debt that we
inherited from Labor. By June 2007, the Australizovernment will have no debt at
all for the first time in 30 years, apart from aunfunded liability for public service
superannuation.

We are going to seize the opportunity and credtetare Fund, which will build up
assets so we can meet those liabilities withouwithga down on the Budget. The fund
will be quarantined by law and will be investedasyindependent board.

It means that we will pay for the government lidigs that we are incurring now,
rather than passing them on to our children.

Welfare to Work

The Government is also taking steps to increaspriy@ortion of the population in
the workforce. If we do not take these steps, Allists ageing population will slow
the growth in our living standards.

That's why our Welfare to Work package is one @f kley economic measures in the
Budget, as well as the key social measure.

It will encourage many Australians on income suppmseek part-time work. The
package is not about saving the Government monefact, it will cost $3.6 billion
over four years, because it includes a huge assisf@ackage to help people on
income support rejoin the workforce.

Parents who are currently receiving the Parentagrient will continue to receive it
until their youngest child turns 16. However, thvall have to look for part-time work
a year after their youngest child turns six or frbduly 2006, whichever is the later.
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Parents who apply for the Parenting Payment affierly1 2006 for the first time will
receive it until their youngest child turns six.epwill then receive enhanced
Newstart, and will have to seek part-time work.

The Government will fund an extra 87,800 childgaleces to help parents make the
transition from welfare to employment.

There will also be changes to the Disability Supp@nsion, but they will not affect
people who currently receive it. From 1 July 200®&yever, people will only receive
the disability pension if they are assessed agjheiable to work 15 hours a week at
award wages. People who are able to work 15 tooR@sha week will receive
enhanced Newstart and will have to seek part-tiroekw

Again, the Government will provide massive suppottelp people with disabilities.
There will be an extra 41,600 rehabilitation pla@sl an additional 12,300
vocational education and training places.

These measures will help more Australians backtimtovorkforce. They will
improve our future standard of living, and will lea&n important effect on your
businesses.

Skills and training

I’d now like to turn to skills and training morerggrally. Australia needs to have a
highly skilled workforce to sustain our strong egomc growth. Our low
unemployment rate means that many employers, pkatig in regional areas, are
finding it difficult to get the skilled workers thaneed.

The Budget includes an extra $46 million to deliver

e up to 4,500 pre-vocational places for people it in a trades career; and
» afurther 7,000 school based New Apprenticeships.

It builds on the very substantial commitments welenim the election campaign,
which include:

» the establishment of 24 Australian Technical Caketpr 7,200 students in
year 11 and 12. In Queensland, there will be techmiolleges in Townsuville,
Gladstone, north Brisbane and the Gold Coast;

* the extension of Youth Allowance, Austudy and Abstto apprentices; and

» scholarships and special toolkits for apprentioeskill shortage areas.

Making Business Competitive
The Government will cut business taxes by $1.&oill

From midnight on Budget night, the 3 per cent tamif imported business inputs that
do not have substitutes manufactured in Austradia abolished. The measure will
save businesses $1.3 billion over five years, aifichawe significant benefits for the
communications industry. Let’s take as an exampenticroprocessors that are at the
heart of so much telecommunications equipment.
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The only Australian-made substitute for these ingmbproducts is now located in the
Museum of Victoria — it's called CSIRAC One; it wéis 70 tonnes and has mercury
delay lines for memory.

The Government will also change the tax treatméatrmumber of legitimate business
expenses, known as blackhole expenses, that areaugnised under the law. The
new provisions will apply after 1 July 2005, angberditure will be able to be written
off on a straight line basis over five years.

Personal tax cuts
The Budget includes $21.7 billion of personal ineotax cuts over four years. They
build on the tax cuts in the 2004-05 Budget.

* From 1 July this year, the 17 per cent marginak#e will be cut to 15 per
cent;

* The 42 per cent tax threshold will increase fror8,$80 to $63,000 on 1 July
2005 and to $70,000 on 1 July 2006;

» The 47 per cent tax threshold will increase fror,$@0 to $95,000 on 1 July
2005 and increase to $125,000 on 1 July 2006.

As a result of these changes, more than 80 peroé¢éaxpayers will face a top
marginal tax rate of 30 per cent or less over s four years. From 1 July 2006, the
top marginal tax rate will only apply to 3 per cehtaxpayers.

Every now and then, people call for the tax rabdset indexed to inflation. If the
threshold for the top marginal rate had been indézenflation since 1996, on 1 July
2006 it would have been less than $64,000. Itmalv stand at $125,000.

Superannuation Savings

The Government is committed to providing Austradiavith greater choice and
flexibility in their retirement income arrangemernitast year, the Treasurer
announced a plan to reduce the superannuationasgecfor middle and upper
income earners, which we introduced in 1996 to esklt.abor’s large Budget deficit.

We have previously tried to reduce this surchabogéthe Labor Party blocked it. The
Government has now decided to completely aboliststhicharge from contributions
and termination payments made or received fromy12I05. This measure will save
taxpayers $2.5 billion over the next four years.

Telecommunications policy

Let me at the outset make the observation at theenbwe have got a group of
people looking at infrastructure constraints onagtgand they will report towards the
end of the month. Telecommunications of courseaadlly described as a very
important part of the nation’s infrastructure, aie¢he most important of all and when
you talk about exports, it is important and illasive to remember where
overwhelmingly they come from, and its rural angioeal Australia.

Whether its mining, whether its agriculture, whetite tourism, the activities that are
so critical to our balance of payments happentoeretand in that context | would just
say to those who think that those of us in regiédnadtralia are only pushing the
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regional barrow when we talk about the need fordgetecommunications | remind
you we are not, this is a matter of national ecansamportance as much as anything
else. And when you go to a Birdsville, Channel Gouand you talk to people who
are in regular communication with their customergtaly, Japan, all over Europe and
they demand world class telecommunications to beetaldo it, you recognise how
important the issue actually is.

This debate in my view was never really about wwo® Telstra. It's a debate about
how you put in place policies that will deliver Mebclass outcomes and the sort of
outcomes rural Australia needs in terms of acaessivices, reliability of services,
and the cost of those services and technologies.

If ownership was all that you needed to do to gui@e service outcomes we would
have had of course world class telecommunicatiaak in the day of the wholly
owned PNG — whereas in reality of course much gibreal Australia waited an
ordinarily long time for new technologies, reliabtéehnologies and indeed it ought to
be remembered most of regional Australia paid flot af their own infrastructure

and it is very easy to forget. | mean | think wel samething like eight or nine
kilometres of our own private line that we had émstruct and maintain and that was
the norm before you got on to the truck line excjean

So the real debate is about how we ensure thistigolias the telecommunications
services it will need in the future. It is not jastegional issue it is a national issue.

It becomes a regional issue because until thisrgovent came into power in 1996
the gap between city and country telecommunicatsengices just kept on widening.
We have done a lot to narrow that gap, | don’ttbay we have closed it entirely, we
have certainly achieved very significant improvetsemimprovements that were
simply not going to happen if we hadn’t intervened.

One reason the gap has not been closed, and thiesiieal issue for the current
debate, is that telecommunications demand and ¢émtiyi has boomed so quickly we
have had to pursue (tape breaks)...

In the mid 1990s people in rural areas, if theydube internet at all, would consider
themselves to be doing pretty well if they coultliage speed of 28 kb per second on
a dial up modem. Now country people want ADSL aadd/ays on’ service, typically
running at 256 kb per second, about ten timesrfésé it was 10 years ago. And
more and more when we talk broadband we mean gttepeeds that are measured in
megabytes per seconds not kilobytes per second.IN@s talking to a bloke who
understands this stuff perhaps as well as anyoAe@stralia the other day, and he
made the observation that the computing poweretthp has over the last couple of
decades doubled every 18 months, which is mind Ibagdf you do the maths on
that, it is possible, indeed likely, that over tiext 10 years computing power, the
computing power of the chip, will increase up t® 16ld, quite mind boggling

figures. | say in that context that we need to gregor it. People will need access to
it. It will be the way the world does business arelcan’t be left out of that business.
That immediately challenges the nation, and we frear some of the
telecommunications sectors that we should provédeices as demand makes it
necessary, in reality that's left us in a situatidmere a lot of what we have been



Page 5

calling broadband isn'’t really regarded as broadbaternationally anymore anyway.
We need, | think, to be ahead of demand to be wihereest of the world is and much
of the rest of the world is now setting broadbaardets, that's what countries are
doing, the Japanese are doing it for example awegesoeed to work this one through
very carefully indeed.

The real question we need to address is whethérawe the telecommunications
sector that we need to enable us to first, finelhge that city country gap and
secondly, to ensure that all Australians have éneices they need to meet the rapidly
changing telecommunications demands and technaladithe future. It is a debate
we have to have.

From The Nationals point of view, the debate bredsn into four broad areas, we
are spending a lot of time working through thesthatmoment. The first is
competition, second, regulation, third, infrasturet and the fourth is what might be
called, the government’s responsibility.

We should always recognise that competition inc@i@munications drives
improvements in services, technological developmemd reductions in prices. That
is the classic market solution to the demand ofises, more reliable services, at
more affordable prices in most circumstances.

Telecommunications of course is not different. Bhisran extraordinary number of
telco’s in Australia driving competition, where yhare all active has improved
services for a lot of people and indeed it is geitelent if you look for example to
where Optus has moved to in recent times the sley provide, that a lot of
Australians, the very great bulk of Australiansl] wenefit from improved
competition.

To promote competition, and this is a very imparizart of this debate, potential new
entrants to the market and smaller players neédye the confidence that they will
be able to compete on a level playing field witd @stablished players — especially
when one of those players is as dominant acrossttbée sector as is Telstra in
Australia.

Real competition means that any company in thél ssator of the industry needs to
have confidence that it can deal with the netwaik pf Telstra, on an equal basis to
Telstra’s own retail arm.

There is considerable doubt, at best | have toasayg whether, in the past, this has
been the case.

We believe the solution for this lies in effectiaed transparent operational separation
of the two arms of Telstra — network and retail.

Many argue, | understand why, that it would haverbeseful for full structural
separation to take place when it was corporatise#t m 1991 or 92. It didn’t happen
and its too late now, | think, to break it up. inththe debate we have had indicated
that. But this issue now of how we achieve openaliceparation is achieving a lot of
attention and | am particularly thankful to the wénat Helen Coonan, the Minister,
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is doing on this and we will need to look at thstfstep when she has completed that
review, which she is undertaking and we have itsames.

And | think that review will achieve another purpog will better inform the
subsequent debate about regulation, because coimpeton’t do it all and that's an
important point that must be recognised. To anréxtee competition and regulation
debates actually have to go hand in hand becausayibe possible to take a lighter
touch with regulation if the competition regimesisficiently robust.

We are also concerned that the regulation deba&igsre look at the powers and
effectiveness of the regulator. The Customer $er@uarantee that this government
introduced certainly placed obligations and peesltin telecommunications
companies in regard to service installation an@irepbut anecdotal evidence
suggests that stricter policing of the CSG mighirberder.

On infrastructure, the work of the Page Centreiafrdstructure company
Baulderstone Hornibrook looking at a national agtidore roll-out has raised the
question of whether the copper Customer Access di&tis really adequate to meet
our future needs.

That’s one of the reasons by the way that | havyesch difficulty with those people
who just say the only solutions we need is to kaegyything the way it is at the
moment. This is a real issue, what is the condibibiine customer access network,
just what can be done to with new technologiestwah@aour limitations and how do
we determine at what point we need to go beyonitétanology.

Baulderstone Hornibrook has put a price and a timaain this project — in the order
of $7 billion and five years. Telstra’s estimatad that of some others in the
industry, is that it would take a lot more of batloney and time.

And then there is of course the next vexed isstiisgwhole set of policy
conundrums and that's over the pro and cons o¥dhieus technologies on offer:
copper versus optic fibre versus wireless verstalise.

While it might be unwise to try to pick technologynners, we are probably faced
with having to make some basic technology choitegiare going to try to equip
this country for the future.

The option put forward by the Page Centre and Bastdne deserves serious
investigation — and at the same time it would Hefhéif we had a close look at the
true state of the existing network, what it migbsicto maintain, what we might be
looking at if section of it have to be replacedftsat at least we know where we are
starting from.

It is hard not to observe this regard that if thsib technology of the CAN was now
optical fibre rather than copper, a lot of the aanes of regional Australians about
internet speed would simply not have arisen.

Finally the fourth thing that | touched on is whaight be loosely described that the
matter of the government’s responsibility. Théiblaals and this government accept
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that there must always be a role for governmeetsuring that, where commercial
services fail, telecommunications services arératilde available.

| want to emphasise again that it is my very straiegy when | look to what the
private sector or non Telstra sector is doing endheas where they are already set up
or where they told me they would like to set ugytisually bring that with concerns
about whether they can set up there on a fair gndable basis with Telstra’s
ownership of a lot of the infrastructure. It's gotbe acknowledged that competition
done properly will reach a lot of people and | femuite a few more than it
currently does. But it won't reach everyone, arat'thwhere basic commercial failure
occurs and governments have a role.

This government has shown its commitment to thiscgole through our 10 years of
effort, and more than $1 billion in spending.

The extent of government involvement and spendiagwill be needed in the future
depends to some extent on the competition andaegylregimes that we apply.

It also depends on the infrastructure that we nmgled.

In the past, service delivery in remote areas amallsnarkets has been funded from a
variety of sources:
» from the telecommunications industry, in the casthe USO;
» from proceeds of the sale of Telstra shares icéise of programmes like
Networking the Nation
* and from normal on-Budget allocations as in theegpment’s response to the
Estens report.

The three reports we have had are very interestmggcan track them over time. The
first one concentrated on fixed line services, peomrried about time of getting new
services, reliability, repair times. The second was very heavily focussed on
mobile phones, people’s concerns centred on mphibme access, and the third one
was very much about data speeds.

But How these services, these shortfall if you tikat need in the national interest as
well as in the interests of fairness and equityhnlze best met is one of the issues
that has to be addressed in the current debatel Aane got to say to you this, in the
context of the furious debate about Future Fundsidmat have you that is going on
at the moment, it is my view that if it emergestitiere are circumstances where the
normal commercial forces are not going to providecal investment for
infrastructure, if it becomes apparent that govesminintervention is needed,
desirable and proper, then the logical first optmfund it would be from the sale of
proceeds.

The first steps though are to identify just whatrveed in terms of industry structures
and infrastructure, and that's where we are abhtbment. All of you who are

involved in telecommunications will know that itw@somely difficult, one of the

very prickly policy questions centres of pickingte€hnologies, usually best left to
the market. Sometimes governments have to proe thesys along. We are

weighing that one through at the moment, and | i@aiDain express my appreciation
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for the work that Senator Helen Coonan is dointhis regard, and many others, and |
appreciate the input of many of you in this rooms lan historic opportunity to really
set ourselves up for a very good telecommunicafiotise as long as we have all got
the courage not sit on our hands and backsidegiahdretend that it will all go away
and leave everything the way it is.

So the important thing now is that we address thaite seriously. We work through
properly the reform issues that are raised, ibiagto take a bit of time, all of us |
think know a lot more now then we new a few mora@s and that in part reflects the
extraordinary way the use of technology is changing the options are opening up.

Conferences like this one have an important rolgag in the debate, and | thank for
you for the opportunity for making a contributicrday.



