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' Joems with China over gloss off Chinalco deal,
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E Bili goes back to Senate

$1.6bn revenue at stake

Election pressure on Turnbull, Fielding

Alcopops tax shapes as poll trigger

touise Dodsen, Jobin Breusch
and Marsha Jacobs

The Rudd government will resurrect

its alcopops tax in o bid to shore up

~ vital budget revenue und intensify

¢ pressure on the federal opposilion to

y support its dgendi or fxce u double-
- disgolution election.

Amid inlense discussions by cabi-

net committees as he shapes the

‘Nicola Roxon has falled to allay
fears in the dingnostic imaging and
pathology industries over budget
funding cuts.! Nabilz Ahmed, page 6

# ACCCs RuddBank fears, page 3
& Vic tax cuts nuled oul, page 4

- Emissions trading row, page 5
- Budget pain for WA, page 7

most difficult budgel in decades,
Treasucer Wayne Swan signalled the
government would move to protect
an estimated $1.6 billion jn revenuse

Murray calls time

on Telstra

The Future Fund chiefl has
made his unhappiness with
Donald McGauchie’s strategy
clear, writes Pamela Williams.

The Melbourne headguuriers of the
TFuture Fund siés in a skyscraper at
the Paris end of Coliins Sireet,
juxtaposed apsinst the turrets ol u
neo-Gothic churel,

COn March 30, Bonald MceGau-
chic, the chairmun of Telstra and »
man accustomed to throwing his
weight around, urrived for o meel-
ing. By the time he left, MeGauchic
hud plenty on his mind.

The meeting was ed by Duvid
Murray, chairman of the Future

¢ Fund, Telstra's bigpest shareholder.
“., . The [und was not happy with the
wlco’s aggressive stance, and Mur-

chairman

ray lold McGauchie it was time to
end the combuat und enguge con-
structively with both the lederad
government and the regulator,

As if that was not enaugh, MeGau-
chic was told that the governmenl’s
forthcoming  broudband  proposals
could provide a great opportunity for
Felstra, and (he Fulure Fund wanted
1o see the compzny prosclively
involved in the new network.

Murray was also expecied Lo raise
privately with MeGauchie his pos-
ition us Telstra chairmun in the
wuke of the carrier’s exelusion from
the broaudband tender ufier it sub-
milted 4 non-conforming bid.

To Telstra Kremlinologisis, thut
had besn just one mere round in
the big teleo’s game ol whack the
government, But for powerlul shure-
holders it wus o step oo far,

Continued page 61

over four years 16 be raised by the
aleopops ax.

Mr Swan said the government
would reintroduce the fax to the

Key investors believe

Donald McGauchie has
-been chairman far too
long and is so involved
in Telstra's combative

Senate, which if opposed in the last
week in June would provide a
(Fgger Labor could e to ealt o
double.dissolution election.

Behind the seenes, the govern-
ment has bueen considering options
for ensuring key legislation is passed
and has decided to toughen its
stance against Opposition Leader
Mulcolm  Turnbull's  position  of
opposing much of ils agenda,

" stance that he wiil find it
hard to change tack even
after the early departure -

ot CEO Sol Trujillo.

Telstra chairman Donald McBauchie, right, has come onder fire from Fubure Fund cirief David Murray, insel.  Hninphoto: PCTCR GRAIG

What the BrisCon man really wanted

Angus Grigg and Jacqueline Maley

Entrepreneur Nicholas Bollon afleg-
edly sought $10 million [rom Leighion
Holdings 1o forfeit his voting rights
and prevent the winding up of
PrisConnections, but the deal thal
vventually deliversd him $4.5 million
could yel jeopardise Australin’s big-
gest infmstructure project,

Queslions have been raised over

. World

Leightor's aprcement (0 pay Mr Bob
ton's Tee into u dilferen company
from 1he one thal is lable for e
8155 million owed on his BrisConnee.
tions Instalment Lnis.

Atissue is Leighton allowing him o
siphan away his payment when the
construction ginnt is alse a 50 per cent
awner of the BrisConnections man-
agement company und the builder of
the $4.9 billion Brishane 10!l road.

The munagement company bas an
obligasion to seek payment from unit
holders who defasll on the $1 per
share inslalment due on Apnl 29
belore calling on e undwwrilers,
Macquarie  Group and  Deutsche
Bank, to cover the shortfull

This comes us the Ausiralinn Securi-
ties and Investments Cominission and

Continued page 20
One surprise ton far, page 20

Property

Although Laber is not planning
an election specifically aver the
alcopops meusure, il has nal rled
out u double dissolution wund is
preparing the grouad for u show-
down with the opposition.

The ulcopops bill, which lifts tax
by 70 per cenl on the alecholic
drinks popular with 1eenagers, is the
Mirst potentiad poll trigger.

Continued page §

Fames Eyers

Former directors of Sans of Gwalia
have settled the damages cliim
brought by the failed goldminer's
administraior for $53 million, one
of the lurpest publicly known
payouls under a directors and
officers insurance canlrict,

Gwalia board’s $53m hit

The landmark senlemnent pro-
vides the administrator, Perrier
Hudgson, with funds to pursue
Sens of Gwatia auditor Ernst &
Young for more than §1.3 billion in
un action that is scheduled 10 go to
trisd next yeuarn

Conlinued page 10
Mare repores, pages 10, 42
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Telstra's outzoing
chief executive Sol
Trujitto, left, and
chairman Bonald
McGauchie,

Photo: JAMES DAVIES.

Murray calls time on chairman

Frompage 1

McGauchie yesterday denicd there had been
any discussion of his own job during the
March 30 meeting, However, he conceded thit
he and Murray hud discussed succession
planning **across the hpard®” on a previous
occasion, Ha told The dustrafion Finaneial
Review he and the Telstrs bozrd respected
feedback [rom all sharcholders. *“The master
of who will [ulfil the role of the chuirman is o
matter for the Telstra board,™ McGauchic
said.

“The Future Fund is understood Lo huve
regquested 1 mesting with the ful) Telsira
hourd, which McGauchie is believed to have
declined. The Future Fund was expected
instead to write lo individua! Telstra directors
10 express ils view on the company’'s strategy
and future, MeGauchie yesterday denied he
had resisted 4 meeting belween the Future
Fund und his board. **Not trug,” he said, "It
is also worth noting that Telstra is very
censcious of its obligations and responsibility

" to seeat 1l shureholders equally.”

MeGauchie was nccompanicd 1o the

mecling 2l the Future Fund offices by only

Telstra’s company secretary. But he suid
yesterduy that he and various directors had
conducted multiple meetings with the fund
since Lhe fund took over custodiad duties for
the lederal government’s Telstra
shareholding.

On the question of whethier the Fulure Fund
had advised hisn it would write to atl Telstra
direclors, McGauchis said: " What the Ffuture
Fund does is a matier for the Futuze Fund.™

1t is clear that the tensions betweea Telstra,
and the Future Fund have ratcheted up, While
sharcholders alfowed the war between Telstra
und the goverament (o run vihindered for
years, the braadband outcome hus locused
minds, The Fuiure Fund hus 16 per cent of
‘Telstra und seen it lose about 25 per centol'its
yalue since a recaicitrunt Telstra was eyvicted
from the nutional broadbund tender.

Key investors believe MeGauchie has been
ghyirman for too long and is so intimately
involved in the company's combative stince
that he will find it kard to change tack even
after the early departure on June 30 of his
personally selected chief executive, Sol Trujillo,

The Fulure Fund helieved the Amgrican
had achieved same positive cutcomes at
Telstru, but the stock is trading al an ulurming
discount, measured from the day of Trujillo’s
appointment Lo the present, even allowing for
the impact of the glebal financiul erisis. 1tis
substandard al best, given the company’s
market streagth,

One close observer told the AFK this week
that some ol Telstra’s biggest investors had
been long concerned about the hostility
penerated by Telstry towards the federal

government. With Teujillo now ous the door,
they believe McGauchie should follow,

“Don’s been there too long, und there is
pressure on that board now for him to go,™
said one insider in a position to understand
the internal dynumies of the Telstra
bosrdroom. McGuuchic has been on the
board since 1998 and chairman since 2004,

During the Future Fund meeting with
McGuuchie, he was also asked to consider
hiring a local CEQ afier the expericnce of the
anagonistic Trujillo, who had been arguing to
the Telstra board that his replacement should
come [rom overssas.

MeGauchie and David Mursay have their
own history, book-ended by Telstra power-
palitics. Afler McGauchie became chaisman
of Telstra in 2004, there was considerable
pressure from a key faction on the Tedstra
bourd Lo reeruil Murcey — the Former chicl
execuiive of the Commonweslth Bank — as
Telstea’s next chiel execotive, But McGauchic
wanted his own man and he hired the hard-
charging Trujillo instead.

Murray, of course, went on to become
chairman of the Future Fund, and as such he
beesme MeGuuchie's biggest, and most
powerlul, shareholder,

Whatever he says, MeGauchis scems to
have got the message about being nicer. A top-
level Telstra commiltes was swiftly
eslablished to negotinle the national
broadband netwerk with the government
Trujillo was pointedly sidelined from this
commitiee, He was, in any case, constuntly out
of the country, The federal government hid
already begun to hear whispers that there had
been tensions on the Telstra board about
Trujillo's tenure and over his rough-house
canduct with the government. The word had
fillered out that Telstra had started talking 1o
replacement candidates for CEO as far back
us October last year.

Behind the scenes, Telstra started making
concilintory noises to Canberea almost
immediately. And MeGeuchie would soon
lave an opportunity to publiciy show his new
softer 1one.

Buu first, there was another meeting where
the Telstra chairmun would discover the
world had changed. The bosrd of the Reserve
Bank of Australia had the good lortune to
meet on a classic warm day in Brisbane last
week. But Far one RBA director, MuGauchie,
it may as well have been **slorms ahead ™.

Before the RBA board sut down on the
Tuesduy to discuss interest rutes, McGauchic
and another RBA director, Treasury secretury
Ken Henry, sat dewn to discuss broadband.
Heary, » member of the government's
taskforce on the national broadband network
strategy, gave MeGuuchie a briefing on Lhe
details the government would release 1o the
public £S5 minutes Ialer at 8,30 anl. Jt was &

courtesy briefing, as Telstra, of course, wus
not in the running; it had been ejected from
the bidding process.

Whut McGauchie heard from Henry was
puaranteed to turn his insides to water. In thal
FO-minute chat, McGuuchic™s years of high-
handed aggression and wnseemly political
fiead butting ciune Lo un end. He had lost.

Trujille had lost, ton, His sirategy had
delivered Telstra the worst fate it could
possibly have smticipated. One way or
another, structural sepatation lay ahead.
stalT statement issued under Trujillo’s name
publicly revealed the make-up of the new
“Folsira negotiating commitice — suns ihe
CED even though he was not feaving for
anpther three months,

When Trujilio annourced he was leaving
Telsira, Prime Minister Kevin Rudd was
conlronted by TV cameras. ™ Adios,” he said
with u wide smile, then lavghed. 1t was un
uncharacteristic moment for the highly
seripted PM, but it should bzve sent a messipe
te the Telstra hoiurd, Finunce Minister Lindsay

McGauchie conceded he
and Murray had discussed
succession planning.

Tanner himself said a few weeks ago that the
time for belligerence in Lhe trenches was over.

Telstra hus been comprehensively outfoxed
by Rudd and his Communications Minister,
Stephen Conzay. The government has locked
up Telstra’s oplions on every key issie —
regulatory pawers, spectrum, conlent and (he
hybrid fibre coaxial cable. The company is
now facing Functional separation, & split of its
retail nnd wholesale arms — something it has
fought against veliwrnently lor years. But
Telsira has to come 1o the tuble — or eisk the
wrath of its major sharcholders,

One observer 1his week described the
MeGuauchic/ Trujillo strategy as being like 1wo
men at the helm of 2 ship armed witha charl
showing troubled waters — and saying:
**Lets sail struight in there”

After the warnings [rom the Future Fund,
Me{3anchie was Forced to be polite, ' We look
Torward (o having construgtive discussions
with the government at the eacliest
opportunity,” he szid. “Thereis » 1ot to
absarb in the goverament’s announcement
and we will consider every aspecl in detuil.”

To the kegions of shaceholders snd the many
arms of government and regulstory hodies,
these words must bave sounded as though
McGauchie had swallowed something sirange.
Where wus the old combal counter-utlack the
nation was used to? Where were the insults
and the Telstea hubeis? MeGauchic sounded

like a rormal, responsible chuirman from 2
normal company, He sounded neutered.

By this week, Telstra was oven offering lo
volzntarily consider separation — not that it
had much chaice. But the positive algitude was
precisely what the doclor ardered, so to speak.

Asked yesterday by the AFR whether his
more ¢onciliztory lone was a product of his
megting with the Future Fund, MeGauchie
sidesteppud. He sadd Telsire had long believed
the cutcome of the NBN process would
require it 1o ussess 1he best path forwaed.
*“Telstra has an appropriute dislogue with its
shareholders, and the Future Fund is one of
them,’* e said,

The day after the government’s NBN
announeement, McGauchie und Telstras
chief linuncial officer, John Stanhope, flew to
Canberm for a meeting that had been
arranged weeks caglier with Rudd's chiel of
stall, Alister Jordun. There was a cup of cofTee
but no biscuits, Stanhepe has heen rying o
build momentum 10 take over [rom Trujillo
and MeGauchie shepherding him to Canberra
sesmed 1o be wn attemptio make friends and
buikd stocks, Certuinly it also signalled
“Trujillo dogsa't live here anymaore™.

‘Felstra can, of course, buy in 1o the new Mbre
network, But the cateh-22 is embedded in the
government plans, IF Telstri tips in ils ihre
network, its stice of the new broadband
cempany will be capped, The government has
not identilzed the cap but has indicsted it would
be no more than 20 pur cent, Thus, Telstra
would instantly lose control of the netwaork and
Face de fucto structural sepacation.

1 Telstra decides to pa its own way and
refuses to tip its network in, then the
governmenl will build ils own ard Telstra will
face a brutal regime of regulatory changes as
well us having the new network built around it.

On the Manks of the government, the
regulator has been watching the proceedings
with great interest and pluyisg a role in
disseminating some critical issues for the
tuskforce. Several weeks apo, Conroy told the
Australian Competition and Consumer
Commission chairman, Graeme Samuel, that
he would be *'pleasantly shocked ™ when the
broadband proposul was finally announced,
Samuel snd e ACCC, who have single-
hundedly held the lire ngainst Telsira's
crushing market power for years, were
understood 1o be elited by the decision last
week. Sutzuel would only say yesterday*We
were pleasantly gobsmacked.”

McGauchic has a lorg history with the
Labor Party, coustesy of his years Jeading the
charge against the waterfront unions in the
late 19905, Fle was rewarded for that
campaign with & plum Telstra directorship by
the Howard government, turning it inte more
than a decade of power ut the big telco.

Bul the tide has furned now,

FOADGH



FRIDAY 17 APRIL 2009

| Climate

| scheme, Page3

i BrisCon

confusion battle
<C ¥ b Emissions adviser Rebejinvestor
" Ross Garnaut pours claims chairman
cald water on trading offered him

money, Page 46

I Financial
Services

RBS due diligence begins

for ANZ. Plus: B&B Capital

takeover pioy; 1400 in eye

of Storm. From page 53

{ Banus colour liftouts

% LIFE &LEISURE: Inside Rio's samba schools.,
Plus: Hong Kong cuising, vineyards for sale.
REVIEW: Why the next global flashpaint could
beclose tohome. Plus: Mare Chagall, Karl

- Marx.,.and freddy Krueger. INSIDE TODAY

afr.com  Price $3.00 {incl GST)

Professionals face

Annabel Hepworth
and Duncan Hughes

Businesses are fucing double-digit
increases in professional indemnity
insurance premiums because of a
surpe in negligence cisims tripgered
by the globat fimanclal crisis and
collapse of linanciul advisory Firms.
.. Insurance brokers suid sectors
ith higher in¢idencus of negligence

Faare Fund
raises heat on
Telstra chaar

Pamela Williams
National correspondent

The Fuluse Fund hus escalated ils
campaign against Telstra chajrman,
Donuld  MeGuuchie, with direct
calls made by directors of the fund
to members of the Telstea bourd.

Telstra's bigeest sharehalder, the
powerful Future Fund led by chuir-
man  David Murray, has  beea
pressuring the combative MeGauclic
in recenl weeks.

Some fund directors, who are
known os puardinns, have tele-
phoned individuul Telstra directars
to push ikeir concerns over the
collupse in ibe Lelco's share price
since its exclusion from the govern-
ment's broudband tender, as well as
its long-running aggressive strategy
- lowards the federal government.

% They have suggested to individual
“Telsira directors that this means it is
Lime for McGuuchie to bt repliced
with a chairman who is prepared to
abundon the high-stakes political
warfare that hus defined Telslra since
McGauchie's appoiaument in 2004,
and that was rumped up by his kand-
selected chiel executive Sol Trujiflo.

But members of the Telstra board
are understood 1o be pooling infor-
mition aboul the pressure and are
determined to maintain control of
appointing their own chairman.

Telsira is said to be infuriated that
n “sovereiga fund™ like the Future
Fund is pressing for chunge.

Conlinued page 48

‘As the Sons of Gwalia sagarolls
on, the federal govemnment s
considering the hisrarchy of
credftors In a comorate failure.”
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claims — such us mortgage brokers,
financisl planners, propeny valuers,
archiiects, engineers and others in
construction — could be hil by

premium rises of up lo 10 per cent,

as well ay more restrictive cover.
As concerns mount that fnsurance

is more expensive and difficult 10

oblain, the Australizn Securities und
Investments Commission has said it
will review ils policy on whal is
“udequale”  indemnity cover for
finzncial planners  and  other
licensed Minancial services providers,

ASIC deputy chaivman Jeremy
Cooper suid there were suggestions
the global nancind crisis and high-
profile [inancial services collupses
could “‘muke insurers more wary

Gelliny the chop . . . after a 15.year bull run, overstafied stockbroking firms are being forced ko downsize.

Boulevard of stockbroken dreams

The mood witlin Austrulin's stock-
broking fraternity was nextly encap-
sulated when Ross Noye of Wilson
HMTM emailed clients to tell them 2
colleague wis Ieaving o work in the
caravin park management business
of his wife's family.

‘“While there ure muny of us who
wauld love to join him, I'm sure you
would all join me in wishing Hamizh
all the very best in his new property
management carees!” Noye wrote.

“Cargvan parks will probubly be
one of the few beneficiaries of the
fallout of the current twrmoil in

They were masters of
the universe. Now many
are out of a job, writes
Matthew Drummond.

Ik up quickly with stockbrokers.™

Naye was only hall kidding,
Many industries are i the midsl of
a restruclure, but few are in as tight
a spot as stockbroking.

The future of the broking giunts is
irs doubt us their troubled parents in
Lonrden and New York lock 1o the

Pheto: ROS HOMER

And many smalfer local pluyers will
he unable to afford new capital
adequacy rules imposed by the
Australiun Securitiss Exchunge.

After a 13-year bull run there are
too many broking [irms trying to
survive on too litlle revenue, and the
process of **right-sizing™” has begun.

While no onc knows exuetly how
many jobs vanished in 2008 and gazly
2009, eslimates csnge from 10 to
25 per cent of the industry, amount-
ing to 2200 to 5300 jobs,

All agree that another wave is
around the corner.

insurance slug

about wriling these sorts of cover™,

His comments come amid  harden-
ing insurunce market, with the major
insurers « QBE, 1AG ant Suncorp
— having indicaled there is pressure
on premiums in & sange of insurance
classes as risk is reassessed.

Aon Risk Services Austrulia’s gen-
eral manager of markel services, Ross
Castle, suith several professions with

Continued page 10

China shows
carly signs
of a revival

Colleen Ryan suaxsHa

China's economy prew by 6. per
cent in the first quarter, ils slowest
pace since records were [irst pub.
fisned in 1992, but there are signs
that the economy has botiomed 45
mussive government spending and
bunk lending gains traction.

There are indications that the
Chinese government’s 4 trillion yuun
{SR15 billion} fiscal stimuius plan and
interest rute culs may be stahilising
growth in the world's third-largest
economy, which has been hurt by o
slump in exports due (o recessions in
the US, Furope and Asia

China is the only mujor economy
not expected 10 contract in 2009,
despite the Inegest downiurn in
world trade since World War [E

The World Bank recently said
Beijing's plans 10 balster demund by
massive  infrastructure  spending
could support growth across Asia,

Duata showing improved indus-
trial production and fixed-assel
invesimuent underpinned hopes for
stronger  growth  later this  year,
although many forecaslers estimate
it will fall shy of the 8 per cent lyvel
reeded to provide new jobs and
limit social unrest.

The Organisadon for Liconomic
Cooperation  und  Development
recently cut its estimate for growth in
Australia's bargest truding partner in
2009 from 8 per cent 1o 6.3 per cent.
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Fund raises heat on lelstra chair

Fram page 1

The question is whether the fund can be
accused of interference ~ or of simply
exercising its rights as shareholder, Given its
16 per cent stuke, in ardinary circumstances
the fund coull be seen as entitled to atleast
Loard seat at Telstra.

Telstra has a long history of internal
boardroom warlare, which has healud since
McGauchie becume chairian, The previous
board under Bob Mansfield was rivers by
suspicion, open plotting and cumpaigns to
undermine both chairman and CEQ. Former
prime minister John Howard found out to his
chagrin that any opes be had of appeinting
a chairman (or delicately poiating the board
in the dircetion of his preferred choice) in
2004 were not 1o be when a delegation
including McGauchie visited Howard in
Canberrs (o el him they had in [act chosen
MeGauchie. Howard might have originally
put McGuuchie on the Telstra bourd in 1998,
put by 2004 they did not sce eye 1o eye.

And from thal moment, (kings wilh the
governmend went rapidly downhill, When
McGauchie spurnied suggestions that he

i should hire o prominent local executive sach
as Pavid Murray as Telstra CEO, the dic was
cast. Instead of the big end of town,
MeGauchie found his man in the Midwest of
America. Sol Trujiilo arrived with a pre-cast
strategy 1o litigate on regulation and hold on
to Telstra's monopoly at uny cost. Pumping
up Telstra's ranks with own people imported
frons 1le LS, Trujillo (with McGuackie joined
to his hip embarked on a Teur-year tirude
against gevernment imervention and
regulation. Then just 25 drumatically, Trujillo
anneunced he was going. Moss of his US cast
have packed their bags, Loo, stripping layers
[rom Telsira’s top management and strutegy
ranks.

Future Fund guardiuns have been alurmed
by the final outcome of the McGauchie-
Trujillo political combul strategy — TFelstra’s
fuding share price, its exclusion from the new
broadband nerwork, und worse, the federal
government's determination to [oree Telstra
inio a new straitjacket of regulatory controls if
it tries to buck the system. Now Telstra faces
being carved up one way or ancther, an
extracrdinary finule for & company thal
swaggered in the market place on the back of
its exceplional monopaly.

The high-stakes gume now heing played oul
between the Future Fund and Telstra comes
after warnings 1o McGuechie delivered Mace-
1a-Tace in u meeting at the Future Fund offices
in Melbourne on March 39, The messuge
might have been delivered pofitely, bul it was
astee) fist in a velver glove.

. McGuuchie was told that the fund believed

! the fighting with the government had to stop
and that a rapprochement had 10 be found.
And that Felstea should seck to be posilive in
tuking advantage of bz opporiunities in the
new broadband network, MeGuuchic
defended his position during the mecting with
Murray and other members of the Fuluee
Fund. But within a week, he had adopted
startlingly conciliatory lunguage, saying ke
looked lorward to **produclive discussions
wilh the government at the earlfest
opportunity™.

This was the sume company that not so long
ugo had tuken a minister of the crown to court
(Helen Coonan), and whose of fieial
spokesman, il Burgess, thought rothing of
insulting anyone in the government or the
regulator. Trujillo hud mude himsell s name
for abuse of the government and use of’
Telstra's legal department (reputed to be
umeng the biggest in the country) to filigute
every regulatory step taken by the Austrafian
Competition zid Consumer Commission.
McGauchie had been no slouch either, and
often ted the clarge. Inaa infamaous spray,
McGuuchie publicly sceused Graeme Samuel,
the head of 1he Australian Competition and
Consumer Commission, of bias, misleading
parliament, sarcasm, derision, ridicule, fack of
due process und lack of objectivity.

Yesterday McGuauchic refused to be drawn
into u slanging match with the Future Fund.
He is clearly keen lor the fight not to go inter-
palactic. He indicated that with the ban on
negotintion thal wus in place during the
government's tender process now bifted,
Telstra was simply exercising its right 1o sit
down in discussion,

** As we huve said previously, now that the
FOLR
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origmal NBN [national broadhand network]
process has been brought 1o an end, Telstra
welcomes the apportunily to now enguge in
constructive discussions with the federal
gevernment on jts new $43 billion national
broadband proposal. A lot of work and detailed
analysis of the proposad is still 1o be completed.
Telsten is, as always, committed to ensuring the
bestinterests of all our shareholders, employees
and customers remain i priosity.””

Notwithstarding McGauchie's argument
that he has always been ready 1o play ball, this
interpretation sits uneasily with Telsira’s past
conduct. The speed with which MeGauchie
establishsd a commitiee last week 10 nepotiote
with (he government « and which excloded
Trujillo, the CEOQ who bad proclaimed
himself a world-beater on knowledge of new
networks — supparts the conlention that
McGauchie was rattled by the Future Fund
and performing a dramatic volte-face, The
new commiltee would have the added
advantage of circling the
wagons around
MeGanchie,

The question for
McGuuchie nowis

e

il

The entire process

to decide the builder of the

whether it is too late to change. In an
inlerview published s recently as March 5, he
Torcilubly told The Australion Finaneial
Review that any atuempt by the competition
regulator 1o impose rules lorging separation
an Telstra would be a complete disaster, ** We
have taken u view on behalf of our
shareholders and customers that the
regulatory [rumuwork is destructive,
Throughout my life Ehuve spent alot of lime
peinting cut thar regulatory frameworks have
been holding this country back.™

Sudderly, two days after his March 30
meeting at the Future Fund with Murray,
McGauchie was sollo voce by comparisen,
during a speech in Sydney,

~We have oflen said we remuin inlerested
in working constructively with the
governmenl in (he delivery of broadbund
salutions. Telstra would have broupght
considerble experienco und experlise to the
NBN process. But it is not 10 be,

““We (ruly hope — und it is in ali
our inferests — Lhat the government
and the chosen proponent/s get

it right."”
Bug perhaps unable to resist

biggest infrastructure project in Australian

history has been done be

hind high walls, without

consuiting the company that owns the network

that is being upgraded.

DOMALD McGAUCHIE, TELSTRA CHAIRMAN

SURRCE: MM 1D

u small ripeste Lo the government, hie added;
*The entire process 1o decide the builder of
the biggest infrastructure project in Austradian
history has been done behind high walks,
without censulling the company that owns the
network that is being upgraded. We simply
have te take on trust Ibal the government is
fully infarmed about the ¢ritical technicak,
operationul issues und nationat security risks
entailed in the NBN before it makes its final
decision, We certainly stand at the ready to
ussist in explaining them — although we have
not been asked to da so.””

Telsira hus always pluyed with the gloves
off and MeGauchie would be the first 10
sdnil his own penchunt for this form of
combut, He has hud the gloves off through
most of his career, especially during his years
in the bugely combative Nalional Farmers
Federation and during his charge against the
Australian waterlront unions,

Murray — whose cureer hails from the
more sedate end of tows but whose reputation
suggests no less of a combatan| — albeit
usually with gloves on — is in charge of a huge
stake in Telstra which is sinking in value by
the duy. He would see his rights to question the
munagement of that stake as beyond quuestion.

The Future Fund holds 16.1 per cent of
Telstra, in jts rale as (he gaardian ol the
federal government's shurcholding, Telstra
was privatised in three ranches under the
Howard government: T] was soid (o the
public for $3.30; T2 for $7.4¢ and T3 for
$3.40,

When Truiilte was appointed chicl
executive of Telstru on July 1, 2005, the shure
price was 85.07. The figure that hus focused
minds in the Fulure Furd is the sagging share
price in the aftermath of Trujillo™s
multibillion.dollar overhaul plan and the
draslie erush since Telstra was excluded from
the broadband tender on the grounds of
submitting & non-conlorming bid.

The share price on Friduy, December 13,
last year (when Tefstra was still in the
running), was $4.13, On Monday, December
15, when the news emerged that Telstra had
been kicked out of the tender, the shave price
closed a1 §1.65. On Wednesday this week, it
closed 1 §3.23.

The Future Fund's yole vis u vis the Tederal
government has certainly transfixed senior
ligures inside Telstru, und there is open
speculation about whether the fund is doing the
gevermaenl's bidding on the McGuuchic [ront.

MeGauchie is 2 tough and colourlul
character. He was res¢lected at last year's
Telstra annual gencral meeting with more
than 98 pur cent of the vote. But the questions
at the Future Fund and among other key
investars remain. After years of combat,
MceGuuchie has worn ol his welcome in
Canberra. He has lost a bitter [ight with a
government bent on the intreduction of
competition und now fuces the tumult of
shifting Telsira 10 3 level playing Meld.

And there remains the question of whether
his hoard stands behind him — or hangs up
the phone.
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Deposit base too low B Over-reliance on offshore money

Threat to economic recovery

Bank chiefs warn on funding gap

Matthew Brummond and
Andrew Cormell

Bank chiels have warned that Aust-
ralia’s heavy reliance on ¢offshore
funding and very low raie of
deposits to louns is making the

_bunking system increasingly vulnes-
‘able and threstening the cconomic
Frecovery,

Australia, via the banking system,
hys long relied on foreign debt to

Rich donors
face greater
tax scrutiny

Fleur Anderson

The feders] government will intro-
duce new measures to tighten tax
breaks for charitable trusts and give
the Australian  Tuxation Offiee
grealer regulalory powers over the
$1.3 billion seelor.

Thilanthropic groups have teld
Treasury they were shocked and
appalfed at the Rudd government’s
“breach of trust’ in considering «
plun that would foree them inlo
distributing [5 per cent of their
closing vatue eneh year

The Myer Pamily Office, which
has  estublished SO preseribed
private funds for clients, the Burcka
Benevolent  Foundation znd  the

Armmold Foundation, a charity in
memory of the late philanthropist
" Marion Arneld, ure among those

opposed to the new laws.

As part of a budgel meusure
announced by Treusurer Wayne
Swan lust year, the government is
intending 1w introduce tough new
legislation next week to increase the
size of compulsory distributions by
the tax-[ree Tunds, boost the ATO's
regulatory power over the funds
and ensure regular valuation of
their assets.

The governument is concerped seme
wealthy taxpayers are exploiting the
tax-(rec carnings aof the funds for
personal gain or lo provide benefits
to undeserving related parties.

“the Immediate challenge, Inthis

post-credit crisis world, 15 the high

leveragie in Australlan banking.”
—Andrew Cormell: comment, page 45

Call for commissiens ban, page 4
ANZ boss on China, page 44

-+ Macquarie wary an pay, page 44
~+ Wealth manager change, page 44

hd
-

cover the current zecount dellicit and
sustain growth but as the financial
system stabilises, hunk chiefs and
prominent corposate [igures warn

d:)

thal this historic reliance is a signifi-
cant impediment to growth.

The central concern is thal banks
will ultimately need te rein in

CSR has been under pressure to boost investor returns by splitting its eperations.

CSR finally cops it sweet with demerger

Tetfrey Hutton and Michael Smith

CSR will hive off ils underpes-
forming sugar division in & bid to
deliver  value for long-suffering
shareholders and position its Jarger
building materials  division for
industry consolidution.

The 134-year-old conglomerate,
which was founded in NSW as the
Colozial Sugar Refining company,
hus been under intense pressure o
boost investor returns through a
split of its disparate operations,

Yemy Maycock says CSR's hoard

has been sitting on the proposed

demerger sihce September.’
—Chanticlees, back page

- Full coverage, pagies 20,21

« Street Talk, page 24

CSR  shareholders  will  receive
shares in two sepatately listed com-
punies, secks o exploit the recent
sharemarket bounce, as well as
improved sugar prices and signs of a

lending growth te ensure their prized
AA credit ratings do not slip. This
wauld farce up the vost ol credit and
harm the ¢conomy’s recovery.

“We are seliant on the willin-
gness of others 1o fend to us,”
Mational Australia  Bank  chiel
executive Cameron Clyae told The
Australian Finaneial Review. **Dom-
estic demand for credit significantly
exceeds our capacity to save.”

Pholo: PAUTL MILLER

Shares in the group huve more
than haived since carly 2007,

CSR  chief  executive Jerry
Maycock defended the timing of the
plan in the fuce of accusations it had
wken too long to execule # break-up,
inchrding crilicisms of » decision to
raise 5482 million in rew equity late
last year to pay down debt

Guinness Teut Group, one of
CSRs larpest sharehalders, said it
was “*a slep in the right direction,
but a decision. that should have been
made long ugo''.

Mr Clync said the debate on
mortgage rate rises was masking the
“bigaer strategic issue’” ol Ausl
raliz’s struciural reliance on off-
shore money,

The federal governmigni  has
tushed Commonwealth Bank of
Australin for ruising its varizbls
moriguge rates last week. CBA cited
higher [unding costs us the reason

Continued pape 45

High noon
in Telstra’s
boardroom

Pamela Williams
National correspondent

There were nerves around the table
when Telstra's directors gathered in
Melbourne on Wednesday, May 6,
for the start of 4 two-day board
meeling, This wus o board thut for
five years had given unstinting
support to the chairmuan, Ponild
dcGauchie, and his belligerent
chief executive, Solomon Trujilio.

But all in the room knew a seismic
baltle was on its way, for the next
duy the Future Fund was coming for
lunick — and to lay down the law.

The fund was not just any share-
holder in this boardraom, 1 was the
elephant on the Telstra register, with
more leverage than any other as the
puardian of the federal govern-
ment's huge £6 per cent stake in the
company. And it was ked by David
Murray, u cool-eyed velerun ol (he
banking world who wus not known
to resile from a fight.

It had been a wild and frenctic
few weeks for a Telstra board
sceoslomed 10 baving the upper
hand with the outside world.

The Future Fund had  been
relentlessly waging war behind the
scenes, seeking McGauchic’s head
on a plute alter the debacle of
Telstra being ousted from one of
the biggest government deals in
Australian histery — the national
broadband network, designed lo

Continusd page 10 The proposed demerger, in which  turnaround in the housing indusicy. Continued page 21 Continued page 60
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build a high-spead Mbre netwerk across the
country,

Fhe rambunclivus MeGauchiv, who had
ruled the raost since 2004, was conlident he
had the numbers in his own boardroom to
outmanoeuvre the yisiters. But he had been
forced 10 open the gate. Murray had been
persistent in demanding a meeling between
his own board of guardians and the board of
Telswa, He wanled radical change.

McGauchic had resisted for weeks —
instead meeting Murcay and the fund alone
just five weeks before, But the fund had
ratcheted up the pressure, with a standing
request to meet the Telstra board. Firally
MeGuuchie caved in and the fund was Invited
10 linch on Tharsduy, Muy 7, during 1 two-
day meeting that would revolve around the
selection of a new Telstra chief executive. B
was agreed that o subcommittee of the fund's
hourd of guacdians would attend — Murray
himself, Suncorp’s former chief executive,
Jolin Mulcahy, and QIC chairman and ASX
direetor Trevor Rowe.

Bul if McGauchie thought he hnd
successlully rendied his army against
Murray's campaign, he was soon (o find thal
he had badly miscalculated. For 1he battle had
now reached deep inside the Telstes
bouardream aad il was MeGnuchie's own
directors who would wield the weapons
hefore the invadurs arvived.

The beheading of McGauchie would take
two duys before it was ofTiciully complete on
the morning of Friday, May 8, But the knives
[or the chairman came thick and fast on the
Wednesday, fud by outspoken direetor
GeofTrey Cousins, with strong suppost from
Catherine Livingstone, John Stocker und John
Zeglis, McGuuchie knew he had lost control.

By the next day, David Murray was in the
picture, A telephone call from a key Telstra
direetor to Marrsy Juse on Thursday morning
{aheud of the Future Fund directars arriving
for tench), assured Murray that big changes
wert coring ater thal day, McGauchie would
be going, the strategy of non-stop corporate
combat would be overtyrned, and moreover,
there would be details of o new retationship
with the ledersd government, And by the way,
there wis no need for the Future Fund to
come 10 lunch now — could this meeting be
postpened?

I1 this was an incredible phore call, then for
Telstra these were incredible times, The mood
inside the Future Fund had been made deadly
clear. Telstra’s astonishing stant in submitting
ascant [3-page, non-cempliunt bid for the
povernmenl's broadband tender had already
precipitated a full of almost $2 billion in the
value of the Fiture Fund's 16 percentstake,
Were it not 50 serigus, il would have seemed
like amatewr hour, bt was enough to make 2
bunker's eyes water, And it was enoughte
make David Murray take aclion.

For now — and on the basis 1hat Telstea
direetors intended to finalise the departure of
McGauchie forthwith ~ lunch between the
guardians of the Future Fund and the Tefstra
bourd was cancelled. The guardians would
still awail a dite For & Tuture meeting with the
Telstra board — perhaps chairman te
chairman at first — but they would give the
compiny some spase, They had won.

The pressure was by ne means over, of
conrse, The Future Fund and other major
investors — ircluding Seven Metwork boss
Kerry Stokes, who had amassed a halfibillion-
dollar investment in Telstra — would be
expecting rigour from Telstra. There would be
more pressure for more change if the
company failed to Jift its game. And yet, the
Telstra board was lined with directors who
had bucked the Mawed stratepy of the past
lour years. Only major change could subdug
the threat of more sharchokder reolintion at
the annual general meeting this year.

The ousting of Telstri’s chairman has been
one of the most remaskable coups in a top-tier
Auslealian bourdroom in many years. In just
five short weeks, the Future Fund brought
unbearable pressure on MeGauuchie and
Trujillo. This wus not Murray's fight slose.
‘The board of the fund was united in ils desize
e see real cudture change. They wanted Telstra
to focus on the things that mattered — lifting
sharcholder value und co-opurating with the
government (o get into the new broadband
network, I was 2 steategy perfecty in tune
EBADED

ich noon in 'lelstra’s

with the government's own agenda. If
McGauchie ever heard a Joud elung in his
dreams, it was the sound of the door slsmming,

Telstra direciors had bieen stunngd to read
of the showdown between their chairman and
the Future Fund. When The Australian
Financind Review revealed the battle on April
16, just Lwo weeks after McGauchie's fense
Murch 30 meeting at the Future Fund offices
with Murray and members of kis board —
wlere the tnnbscrews were applied — i1 wis
Lhe first that several Telstra direeloss had
heard of the titanic struggle that would
consume their chairman in weeks.

The news that the Fulure Fund had sought
u mecting with the whole Telsira board
infurfated Telstra directors — not because
they were afTranted by the fund’s actions, but
because they had not been told of the request
**That was an error of judgement by
McGauchie,” one insider suid. MeGanchie
himself has denicd that he refvsed 1 meeting
between the two houeds,

With the lid ofT the story, the Telstra
boardroom found itsell at the centre of u fast-
eseulating struggle, with no way oul. Pressure
was steadily wound up on Telstra directens
with guardians of the Future Fund weighing
in wherever they had contacts at Telstru, with
Letters te directors, with parallel pressure
through other big institutional Investors, und
of course with David Murray on the phone 1o
Donald McGauchie,

The chairman fought back, trying to circle
his directors around the argument that it was
not the role of u big shureholder to dictate {0
the board. McGauchie's PR machine sought
10 lura (he spotlight back on Musray, trying lo
cast him as an arm of government, even as
individual Telstra directors began to worry
aboul the impacl on their own careers, Some
had governmens appoiatments elsewbere,
MaGauchic himself was on 1he hoard of the
Reserve Bank of Australia -~ courtesy of 4
long-extausied celutionship with the Termer
Howard povernment, A ¢lose confidant of
MeGauchie says he fell that position was
under threat, tao. Perhaps they were all in the
pun?

Four Telstra directors were up for re-
election at the AGM in November this year:
Geollrey Cousing, John Stocker, John Zeglis
and Charles Macek, The thought of the

David Murray, & cooF-eyed veteran of
the bashing workd . . . natknowr to
:resile from a fight. i .
Photo ROB HOMER

crusading Future Fund deploying ils mighty
shareholding in a public struggle lor
hourdroom chunge at the AGM may have
weighed heavily. With the excepiion of two
directors who lad joined the bozrd only Tast
year — John Mullen, a former DHL
executive, and John Stewart, the former NARB
chicl executive — the rest of the board had alk
been there for the Trujillo ride. Catherine
Livinpstone and Charles Mucek had
respectively been on the board sinee 2000 and
ol

McGauchie was now toe 1o toe with u foe
who could push hacder than he could, The
Future Fund had Lhe power — und o
genuincly powerful argument to make against
a weuk board that bad backed 3 strategy
culminating in disaster.

The Telsira bourd had lor years given its
uil-thronle support for MeGauchie and
Trujillo. [t had backed the stratepy of trying to

There was no turning back.
McGauchie understood it
was finished. He had been
the architect of his own fall,

maintain a monopely prip on the national
phone network through a campaign of
constant vilification and litigwion against
povernments and repulators of any stripe. The
beurd had leveruged the previous federsl
government's fear of public warlare as Telstra
was privatised. And it had allowed Trujillo
and McGauchie to act like warriorsin a
movie, standing on the bow of the ship with
swords at the ready.

13ut the music had suddenly stopped. Where
the Howard government had been divided
among itsell over the extent to whicls Telstra
could be contained, the Redd government had
no such insernad fructure when it cane to
facing down threats [rom a powerlul
corporate player. Rather than desling witha
split Howard government (where Telstra had
enjoyed playing ofl ministers), the com pany
now faced asteal wall of resistance, from
Prime Minister Kevin Rudd down.

By the time Telstra directors began their

hourd meeting or May 7, most knew the old
game was pver, Bul nos all felt strangly that
McGauchice should go. Some felt that with
Trujillo already on the gangplank and due to
Teuve the country by June 30, MeGanchis
might change his 1one. He hud already
responded with haste to Murray's nitisl
pressure, tempering his langaage and
adopting an unchuracteristically co-operative
tonie — aileast in publie, He had formed a
commitiee 1o negotiate with government and
pointedly excluded Trujillo,

But other directors, including 1e mercurial
Cousins, had already abandoned MeGauchie.
Cousins wus not to be tuken lightly, His long
and close relationship with former prime
minister Jokn Foward had led to initial
specuiation when he joined the Telstra board
in 2006 that he was there as eyes and cars.
Nevertheless, in subsequent years there was
no outward siga that Cousins was anyihing
other than a solid board member,

But he Lad 4 history of independent
beardroom agitalion at companies ranging
from Optus Yision to Hudson Conway, where
be quit the board i 1998 citing irreconcilable
differences over corporalc governance, In the
mid-1$90s, when Cousins was chiel executive
ol Optus Yision, a bosrdroom insider lold the
AFR that he hud approacied then Optus
Comnunications CEO Ziggy Switkowski
during 2 break in u hested board meeting and
told hir isten, you f—ing p---k, il you suy
one more (hing, I'll throw you out that
window.™ It was un exchange that Cousins
vehemently denied but it ernbroidered his
legend all the same.

MNow in the Telstru boardroom, Cousins
und Livingstone {# former chairman of
CSIRO and a Macquurie Bank director) fed
the push. [n the debate over a new chicl
executive, MeGauchie and Trufillo had fong
favoured an outsider — giving the linger to
those who belicved 1he US-import Trujillo had
been a disaster and that the company needed
an Australian CEQ to rebuild the corporate
culture and introduce appropriste
government relations.

The Future Fund had already told
MeGauchie they were sirongly opposed to
another imported CEQ, The experiment with
the hard-charging Trujillo - hand.picked by
MeGnuchie — could not be repeated.

[n the boardroom, MeGauchie finally
backed the chief financial ofTicer, John
Stanhope, for CEOQ and lost 1he argument.
Stanhope was u strong favouriie in the
markets but he could not muster the numbers
in the boardraom after his years of unslinting
support for Trujillo. The Jow-key David
‘Thodey, head of Telstra's rorporate,
governmend and furge business customers,
would be seleczed a5 CEQ and Stanhope
would be made 2 dircctor in a bid 4o retain his
skills and experience.

By Wednesday evening, McGauchic knew
he hud lost not just his prefersed clioles of
chief execulive, but his control of the
boardroom, too, Wilh the Fulure Fund due 10
come through the ramparts ibe next day,
Testra direclors pul MeGauchie on nolice
that they wanted te continue discussing two
issues the following duy: first, the
comprehensive failure of Telstra’s strategy for
the national broadband nctwork, and second,
the company's relutionship with the Future
Fund.

‘Fhere was no turning buck. MeGuuchie
understood it was finished. He had been the
wrchitect of his owa full, But he was entitled to
wonder ut the loyalty of 2 hoardroom that had
lso bucked his and Trufillo’s combative
sirategy, through thick and thin,

For Trujillo’s part, he opposed both the
appointment of Thodey und the exit off
McGauchie, Ater years of thumbing his nose
atevery aspect of Austrulizn corporate and
political life, nothing was going kis way, The
board resolved that Trajitie should Jeave the
company immediately to give Thodey clear
space. Hwas a Blunt finale that shocked the
American.

He quit Australia six days later, taking with
hima well of bitterness that would mike him
hurl abuse at Australia as a nation of racists —
butofler not even a nad of acknowledgement
thal it was his own eafamitous sizalegy that
had destroyed shareholder funds, brought
Telstru to the brink of «n ¢nforced break-up
by the government, and finished off the
chairman as well.
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Et was in carly Januzry Lhis year when the
Telstea board reached a lork in the read with
Trujilie. During o board meeting in Las
Yepas (scheduled to enable directors to visit
the Consumer Electranics Shiow), questions
steadily bubbled over about Trujiflo’s
strategy.

In the aflermath af Telstra™s being
exgluded froni the natienal broadband
tender three weeks before, the shure price had
Tullen dramatically — literally overnight, The
issue was red hol and some of the tempers
around the bourd table were of o matching
hue. The company appeared to huve no
siraley to turn things around,

One executive who attended the meeting 1o
give u presentation to the board suid laler you
could cut the air with a knife, Telstea dirccror
and former ATET executive John Zeglis
expressed serious concerns ubout Trujillo™s
steategy. Another executive told the AFR that

The issue was red hot

_and some of the fempers

o

around the board table
were of a matching hue.

‘Trujitlo gave u speech o the meetiag and then
announced, **Tlar's all ['m going to say™,
und wulked out, together with Telstra's then
chiel operating efficer, Greg Winn, his long-
time collengue and confidant from the 1S,

Winn was on his last legs, too. And if usign
wus needed of the fractious relations row
ruling this one-time happy family, the board
fell the slap of comempt when ithekd a
Furewell cockiail party in Yegas for Winn,
who would publicly announce his departure
from Telstra two weeks luler. “The board
held cocktails for Greg Winn und neither he
nor Trujillo showed up. Things were pretty
bad," a hoardroom insider said,

When they afl returned to Australia, the
message slarted filtering back to the
government that it was all over for Trujillo.
“He just doesn't get it yet. He's in deniul,”
one board member confided to 4 senior
politicak Rgure, Trujillo had been paid
313 mitlion in his last full year and

530 million in cush und shares during his time
at Telstea. He had been CEO for 3% years of
his ive-yeur contrael, He pnnounced he was
leaving seven weeks later, but that ke wauld
not quit the country uniit June 30, tuking him
to the ¢lose of four years. He would work
uniil the very last minue, he claimed. But the
ruinfull of riches was not over yet. He would
also get an extra 83 million to fake home. kit
was described by Telstru as a lermination
payment. Suddenly, on May E4, he was gone.

Donaid MeGauchie's departure came with
all of the shack vulue but none of the
triumphalism that bad defired his own reign
at the top of Telstra. He had carried this
board into fieree puldic battle with two
powerlul federal goveraments, but il had
taken them just two duys to put him to the
knife,

Ad the conelusion of their two-day ineeting,
the Telstra board reconvened one Iast time
wilh MeGuuehiv in Lthe chair, Very carly on
Friday morning, May B, the directors joined
u phane howk-up where McGauchie — who
was back on his farm in Victoriz — formally
resigned at the close of the catl and Catherine
Livingslone was formally elected, A notice
was issucd 10 the stock exchange.

‘The culture had not changad, the old board
was still in place, but the first uct was over. It
had started out with 2 meeting of two minds
in 2005, but in the way of ageing actors
unable to escape (he parts they played, the
MeGauchie and Trujilla show had ontiived
avdience interest.

The new chief executive, David Thedey,
will have litzle time to show what he can do
before the annnal general meeting this year.
More change imposed from outside is not out
of the question given the campaign the
Future Fund has orchestrated.

With four Telstra directors up for re-
election and a vacancy to be filled after the
depuriure of direcior Peter Willcox, Thadey
could be working with a different board
when the curtain falls in November.

He has scared the top job with 2 split bourd
behind his und 4 question mark over how
much dynamism ke wiil bring to averhauling
the eullure,

David Murray and the Future Fund may
not sitting in the front row in November, but
they will e hard at work behind the seenes,

~ Donald McGauchie.. . knewhe - -
: " had lost contral of the - .
Telstra boardream,
’ Phato HM RICE -

Sol Trujiflo mtade his mark heading Australia’s biggest befco for foar years.,

Pnato: QUENTINJICKES

No competition for
this frequent flyer

A closer ook at the primeramigo
in 2005 would have told the
Telstra board all it needed to know,
writes Pamela Williams.

olomon Dennis Trujillo had been the
most eolourlul executive yet 1o tread
the boards of Australia’s top
20 companies, Since the day Donald
MeGauchie first met the American in
the office of international heud-huntess Egon
Zehnder in 2005, the two fad been joined at the
hip. Perhaps it was the fust they suw ahead that
baund them together — the chince 1o pokea
stick ut the cstablishment, while deploying
unteld bitlions of dollars in waves of
infermation lechnology spending across the
world and transforming a company Trujilio
reparded as a dinosaur in a brave new world.
Trujillo hud hecn oul of work for a year
when he signed en at Telstea, lde bad
previously been chief executive of the French
cell phone company Orange Tor u year before
he hruptly quit. Belore shul he was CEO for
two years at a smail-tech firm, Geaviton, He
quit that job too, not long before the company
collapsed, And before Gravilon, Trujitlo was

CEQ and president of IS West for 18 months.
He had spenl several years in smuller divisions

af the compuny before climbing to the top
suite and lutd been chiel execulive of the
compuny's lelco subsidiary, US West
Communications — tagged by locals as

HS Worst For its poor customer serviee. I was
asleepy Midwest Jocai phone company that
mude steady prolits thanks to heavy
regulations that kept out competition,

When competition serived with o
government-manduted hreak-up of the 15
tefeo industry in 1996, Trujillo hired powerful
lobhying teams, former politiciuns, lawyers,
anything to kesp open competition at bay. 1t
was it modus operandi that would be played
out in Fall force when Trujilte arrived in
Australiz wlmost a decade luler,

When the purent company, US West, was
splitin mid-1993 aad the stronger divisions
sold off, Trujillo stayed CEQ of what was left,
the local phone arm that was prompily
rebadged as US West Inc. Within a year he
was chuirman too, and he promptly set about
looking for u buyer — u strategy that would
make him seriously rich,

U8 West wus sold to Qwest within six
months and Trujillo quil, tuking advantage of
change-of-control provisions he had helped
draw up in the bourdroom. He was home free
with bonuses, cush and share options
estimated at anything between SUS60 million
and $1JS90 million by local media al the time.,

Others did not fare so well. Qwest was soon
embroiled in Eligation, with actusutions by

US corporate regulators that accounting frand

and inflated revenae by seme Qwest
executives had been designed ta persuade US
West inveslors 1o suppart the takeover, The
share price plunged o SUS LI [rom the

merger price of $LS69, destroying the pension

savings of thousands of US West relirecs.
The New York Times sald ivwas “one of the
worst mergers of regent years™,

Trujiflo began @1 Telstra as he intended to
go on — with insults alf sound, big plans for

the future and 4 bulldozing public relations
strategy. He had in mind a national fibre-
oplic network and was not putting up with
governinents and regulators in his way. He
schmoozed with suppliers, especially those
e knew well, and before long a deal was
done for Aleatel to build a new $3.4 billion
nerwork.

Trujilio was at pains Lo say it nd
nothing to do with his own years on Lhe
Alcatel chairman’s coungil and his close
relationshifr with then-chairman Serge
Tehursk,

But spmething never jelled. This dulining
network project was never builtand
seemed to become a micage, vanishing in
the sands of Trujillo’s altucks on
government and regulators. Telstra’s share
price never recovered to the $5.07 it
tauched that duy in 2605 when MeGuuchie
announced his catch,

Trufilit was well praised for his Next G
wireless broadband strategy but his exs was
siamped with controversy, [rom carly
allegations of lack of transparency in
honey-pot tenders, through to witch-hunts
for dissenters in Telstry’s executive ranks.
He imported dozens of American allies he
had previcusly worked with and let
contracts worth hundreds of millions of
dollars Lo consultancies like Accenture he
hud dealt with before, Trujifle, inshort, did
shings his own wuy,

He was a proud Hispanic American id
he was enraped at jokes in Austealis where
carioonists drew himin a sombrere. His
rapid import of former colleagues from the
1S to stack out Telstra’s cxecutive ranks
led to the group beingt Jabelled Trujillo’s
amiges. Yet even in the US, where Trujilio
had left biter detractors afier the US West
takeover, news ol his ascension at Telstra
provoked similur patshots. *Soit’s Sol
Trujillo and his three amigos to the rescue?
Crikey!" trumpeted one Denver Post
colummnist.

Trujillo might not have liked (he ribbing
but he was ne slonch ut dishing it out
lrimself, nnd his vindictive and highly
pursonut attacks on politicians und
regulators — often issued through his
volutife personal spokesiman ~ guave no
quarter.

TFelstra paid a huge price for Trujillo’s
ever-expanding ranks of imported
~“talent’’, Some speculation in government
circles has suggested 1he tatal cost of
remuncration and expenses for Trujillo™s
foreign retinue of execatives — with loeal
housing costs and ceaseless trips huck and
fortli to the US travelling and stwying first
class — could be close 1o $100 million over
four years.

And yet, substantial slubs of Telstra’s
critical fransformation program were
underwhelming, with reports of cost blow-
outs and [T problems plaguing the
gentrepiece cuslomer suppegt and billing
systems. Not 2 sod of eurth wis ever lumed
for the nwuch-trumpeted hiph-speed fibre
network. Customer complainis blossomed,

The stand-out impression feft behind by
Trujillo wus of & mun consumed by an
obsession with travel and with  visceral
objection to competition of any kind.
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