PART 9

Other ARCEP
responsibilities

o:VNA1: Wl Authorisation and enforcement

o:V\213:WIW Universal service

[« TYAITIM International responsibilities

CHAPTER IV [ ENET N LT F




Autorité de Régulation des Communications électroniques et des Postes
ANNUAL REPORT 2005

390




PART 9

CHAPTER |

Authorisation
and enforcement

A. Declaration regime
B. Controlling obligations

C. Service quality




Autorité de régulation des Communications Electroniques et des Postes
ANNUAL REPORT 2005

392




Authorisation and enforcement PART 9
Chapter 1

Declaration regime

The 9 July 2004 law concerning electronic communications and audiovisual
communication services profoundly altered the French regulatory frame-
work not only with regard to the authorisation regime itself but also with
regard to the types of players that are required to make declarations.

Consequently, anyone may establish and operate a public network and
provide electronic communication services to the public as long as they
make a prior declaration to ARCEP". CPCE Atticle L.33-1. 1

Thus, there has been shift from a regime of prior control before being free
to conduct telecommunication activities (the authorisation regime) to a
regime where this freedom may be exercised immediately upon making a
simple declaration. The authorisation regime is no longer used except to
administer scarce resources (such as frequencies and numbers).

Operators required to make a declaration

The 9 July 2004’ law defines an operator as “any person or legal entity CPCE Aricle .32 15). 2
operating an electronic communication network open to the public or provi-

ding electronic communication services to the public”. It also expands the

universe of players subject to regulation. In effect, certain activities that were

unregulated under the former framework now require prior declaration to

ARCEP. Mainly, they involve:

e operating networks used to broadcast or distribute audiovisual commu-
nications (via microwave, cable, satellite, etc.) except when the net-
works are those for which CSA assigns frequencies;

* providing public electronic communication services other than telephone
service, which is to say:

- data transport services;

- SMS aggregation services;
- Internet access;

- capacity leasing services;

- leased line services.

PA Players not required to make a declaration

Several categories of player are not required to make a declaration:

e players whose role is purely commercial, such as distributors that make
their sales force available to operators;

e operators of internal networks, which are defined as networks wholly
implemented within the same premises and which do not use public
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domain resources - including microwave resources - or third party pre-
mises (thus operators of networks such as those deployed in hotels
and private business centres are exempt from declaration);

* Internet players engaged in website hosting and portal management,
domain name holders, website developers, and Internet content
publishers;

» providers of inactive infrastructure (such as dark fibre);

* network installers who are not also the operators of the networks they
install;

» operators of independent networks provided that they do not need
spectrum resources.

E} indicators

394

As of 31 December 2005, 280 operators were licensed or had been registered
under the declaration procedure. Of these, 255 were fixed, 2 were both
fixed and mobile, and 23 were mobile.

Of the total 257 fixed operators, 99 were registered under the declaration
procedure in 2005 - 33 to operate public electronic communication
networks and 66 to provide only public electronic communication services.
Of these fixed and mobile players, 36 provide at least public telephone
service.

In 2005, 19 fixed operators relinquished their authorisations or indicated
termination of their registered activity. Of these, 9 operated electronic com-
munication networks and the remaining 10 provided only public electronic
communication services.

Also in 2005, 179 operators used frequency resources to operate WLAN
wireless local area networ

I} Controlling obligations

ARCEP is responsible for guaranteeing the correct use of scarce resources
assigned to operators. To this end, in accordance with Article L.36-7(3) of
the CPCE, it controls operator compliance with obligations resulting from
legislative and regulatory provisions as well as those obligations which have
been established and set out in the operator's terms of reference.

Mobile operators therefore must honour their commitments concerning
service launch dates as well as population and geographic coverage targets.

In 2005, ARCEP verified Bouygues Telecom compliance with network
deployment obligations associated with the UMTS licence awarded to the
operator in 2002. Similar verifications had been carried out 16 months
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earlier with regard to the licences of Orange France and SFR. The obliga-
tions in the Bouygues Telecom licence required commercial UMTS network
operations to be launched and 20% of the population to be covered by 12
December 2004.

However, because of technical, financial and operating difficulties that arose
after the operator received its licence - difficulties similar to those encoun-
tered by Orange France and SFR - and mindful of the need to treat the
UMTS operators equitably, ARCEP revised Bouygues Telecom's commercial
launch and network deployment obligations.

The similarity of the problems encountered by Bouygues Telecom led the
Authority to defer the operator's UMTS network deployment obligations.
To be equitable, the deferment was set at 28 months, as for the other two
operators.

Granting Bouygues Telecom a 28-month deferment to satisfy its deploy-
ment obligations caused the launch date to be postponed to 20 April 2007.
Objective examination of the licences shows that this deferment period is
equal to that granted the other two 3G operators and is consistent with
postponements allowed for the Orange France and SFR licences.

Consequently, Bouygues Telecom must offer the commercial UMTS services
stipulated in its authorisation no later than 30 April 2007. On that date,
the areas where it has coverage must correspond to at least 20% of the
population.

The WLL/WIMAX operators to be authorised in 2006 will also be
subject to controls to ensure that their network deployments conform to
the terms of reference of their licences.

ARCEP had already carried out similar checks on WLL operators. In early
2002, ARCEP conducted inspections to determine the deployment status of
WLL operators as of 31 December 2001. Because of difficulties at the time
(unproven equipment and the difficulty of financing since the Internet
“bubble” burst), some operators were unable to meet their coverage com-
mitments. Punitive proceedings were initiated against four operators.
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Service quality

GSM

For the eighth consecutive year, ARCEP conducted a survey to assess the
day-to-day service quality of second-generation (GSM) mobile networks in
Metropolitan France as perceived by customers of the three operators
there. This measurement study not only looked at the availability of the
services offered by these operators but also aimed to evaluate the perfor-
mance and quality of those services, examining in particular:

* audio quality of telephone calls;

e the Short Message Service (SMS), which has been subject to quality
measurements since 2001;

° Multimedia Message Service (MMS) and the i-Mode email equivalent,
reviewed on an experimental basis in 2005;

* packet-mode data transfers (since 2003);

* navigation of mobile Internet (WAP and i-Mode) sites, on an experi-
mental basis in 2005.

The 2004-2005 survey was conducted by the consultancy Directique
according to the methodology and specifications defined by a working
group comprising the mobile operators and reviewed by a user association.

The measurement study ran from November 2004 to May 2005. More
than 25 000 calls, nearly 5 000 outgoing SMS and MMS messages, nearly
5 000 file downloads and nearly 2 500 WAP and i-Mode navigation
sessions were generated under normal mobile telephone conditions: on
foot, in cars, in buildings, on TGV high-speed trains, on suburban trains,
and on motorways. Measurements were taken in France's 12 urban areas
with more than 400 000 inhabitants and in 20 (randomly selected) cities of
50 000 to 400 000 inhabitants as well as 20 towns of 20 000 to 50 000
inhabitants. The results of this survey, launched in 2004 and carried out
between November 2004 and May 2005, were published in July 2005 and
are available on ARCEP's website’.

Overall, the results were good but nevertheless showed that nearly one of
every ten calls occurring in a car and more than one in 20 occurring on foot
fail to meet user requirements for audio quality and service reliability com-
parable to fixed telephony. However, the 2004-2005 campaign confirmed
that improvement is being made to resolve network saturation problems
during peak hours.
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1.1. Measures taken on high-speed routes

* The measures taken on motorways show that on average 96% of calls
successfully connect and can be maintained for two minutes. This
represents a significant increase over the 2003-2004 survey. However,
at 82%, the rate for perfect call quality remains lower than that found
in the major urban areas.

* The measures taken aboard TGV trains, though showing improvement,
remain lower than the motorway measures over all. The success rate on
TGV trains is 4 points higher than that found in the 2003-2004 survey.

1.2. Data services

* The measures for file downloads on the GPRS network show good
service quality over all. The connection success rate is 99% with an
average request response time of about 6 seconds. This is a significant
improvement and also indicates very good GPRS availability. As for
file downloads, once again the success rate for files received without
error is above 98% both for 10kB files and for 100kB files.

* The SMS measures taken show excellent service reliability for the third
consecutive year since 99% of messages were received in less than
30 seconds.

e Multimedia messaging service (MMS and i-Mode messages), which
have gained importance only recently, show overall satisfactory results
with 94% of messages being received and 75% received in less than
2 minutes.

* WAP and i-Mode navigation services showed success rates of 99%
for operator portal access and 92% for navigation uninterrupted for
5 minutes. These initial results suggest good service reliability.

The ninth survey to measure the voice and data service quality of the three
GSM operators was launched in 2006.
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PA Fixed telephony

At the end of November 2005, ARCEP established a working group to
define service quality indicators for fixed telephony services. It was set up
to monitor the obligations of operators declared to ARCEP under Article
L.33-1 of the CPCE. This working group comprising ARCEP and user and
operator representatives will meet throughout 2006. It will study the
mechanisms already implemented by these operators as well as ETSI and
ITU standards in this domain. This work will permit identification of indica-
tors allowing telephone service quality to be compared independent of the
underlying technologies — whether switched network services (local loop
and carrier selection) or IP network services, especially those offered via
ADSL operator subscriber terminals or "boxes".

The working group will select technical indicators for the quality of the
telephone service itself, such as call failure rate, as well as service provision
indicators, such as complaint management or service set-up time. These
indicators are to be measured by the operators and the results will be made
public. This work will be concluded in late 2006 and a decision adopted
according to the procedure specified in Article L.36-6 of the CPCE.

EX Directory information services

When assigning 118XYZ numbers to telephone directory information
service providers, ARCEP indicated that it would monitor the service
quality of new service providers. To establish a baseline, ARCEP launched in
October 2005, a service quality monitoring study of directory information
services that existed before 118XYZ numbers were made available.

This study covered the services provided by France Telecom's 12, SFR's 222,
the 3200 of the company Le 118000, Intra Call Center's 3211, L'Annuaire
Universel's 3912, Bouygues Telecom's 612, and Orange's 712. The survey,
commissioned to TNS Sofres, made it possible to compare the various
service providers according to three criteria:

° response accuracy;
* speed;
e service availability.

The results, which are available on ARCEP's website*, showed overall good
quality in this sector in terms of speed and accuracy but significant
differences among the various service providers.

A second study covering 118-number service quality was launched in 2006.
Publication of the initial results coincided with the discontinuation on 13
April 2006 of the number 12 and of other former numbers for telephone
directory information services. Its first objective is to provide consumers
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with a basis for comparing the new 118 numbers and thereby assist with
service and provider selection. It also will provide a baseline for subsequent
quality measures that ARCEP will make from time to time.
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Universal service

Universal telephone service

Universal service and universal service operators

Developments in 2005 continued along the lines of the regulatory frame-
work that was established in 2004° and which transposed to national law
the Universal Service Directive of 7 March 2002°.

1.1. Components of universal service

Universal electronic communication service is one of three strands of public
electronic communication service obligations, the other two being the
provision of mandatory electronic communication services” and general-
interest missions®.

Universal service is offered nationwide and comprises three component
services:

e Component 1 (Telephone Service). This covers installation of a
connection to the public network for anyone requesting it, provision
of switched voice, fax and data service, the latter at speeds sufficient
to support Internet access, and delivery of each at an affordable price.

e Component 2 (Universal Directory and Universal Directory
Information Service). This covers provision of a directory information
service and an electronic directory at an affordable price. It also covers
provision of a printed directory free of charge to all public telephone
service subscribers.

e Component 3 (Public Payphone Service). This covers installation
and maintenance of public domain telephone booths. It also covers
provision of good quality, affordable telephone service in these
booths.

Each of these three components includes measures to ensure that, within
the limits of available technologies that can be implemented at reasonable
cost, handicapped users are guaranteed access equivalent to that of other
users.

1.2. Obligations of universal service operators

Operators responsible for providing one or more of the three component
services must:
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Law No. 2003-1365 of 5
31 December 2003
concerning public
telecommunications
service obligations and
France Telecom (Journal
Officiel, 1 January 2004).

Directive 2002/22/EC of 6
the European Parliament
and Council concerning
universal service and user
rights with respect to
electronic communication
networks and services.

Mandatory services are 7
Integrated Service Digital
Network (ISDN) access
services, leased line
services, packet-switched
data services, advanced
voice telephony services,
and telex services, all of
which must be provided
nationwide by the provider
of Component 1 service.

Especially in matters 8
of defence and security,
public research, and
higher education.
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These indicators include
those in the European
Universal Service Directive.

They regularly update this
information in all their
commercial locations and
points of customer contact
as well as by an electronic
means accessible in real
time at a reasonable price
and they ensure that
handicapped users have
information access adapted
to their handicap.

They are bound to provide
6 months’ advance notice
of the conditions and
periods applying to
cancellations and changes,
18 months’ advance notice
of technical modifications
requiring the replacement
or significant adaptation of
equipment connected to the
network, and one week’s
advance notice both for
new service offerings
related to universal service
and for changes (other than
tariff changes) to existing
service offerings.
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» comply with the service quality obligations and publish the values of
the service quality indicators® established in their terms of reference;

* establish a price catalogue for the universal service and for mandatory
services;

e communicate their pricing to the minister and to ARCEP at least one
week before offering a price commercially;

e inform™ users about their universal service offerings, associated pri-
cing, and potential changes, suspensions or cancellations;

* make no change in the material terms of use of a universal service
without first informing users™ ;

e distinguish the universal service from other services in service promo-
tions, service billing, and user contracts.

The service pricing associated with the provision of any universal service
component is established by the operator, which is responsible for honouring
the principles of transparency, non-discrimination, and cost-based pricing,
and is not dependent on what kind of use the customer makes of the
service provided that this does not affect the conditions of providing the
service. In particular, prices are established so as to avoid discriminating
against users based on geographic location. ARCEP has exclusive responsi-
bility for enforcing and approving the component services of universal
service. The Authority publishes tariff opinions or opposition decisions
according to whether the tariffs proposed comply with principles establi-
shed in Article R.20-30-11 of the CPCE.

1.3. Designation of one or more universal service providers

Article L.35-2 of the CPCE indicates that any operator willing and able to
provide one of the component universal services nationwide may be given
the responsibility of doing so.

The decision to make one or several operators responsible for a universal
service is made at the initiative of the minister for electronic communica-
tions after three calls for tender (one per component service) covering
the technical and tariff conditions and, when appropriate, the net cost of
providing the service.

This procedure allows the delivery of each universal service required by the
Directive to be opened to competitive bid and limits the cost of universal
service since the net costs used to evaluate the cost of a universal service
cannot exceed the commitments that bidders make in responding to the
calls to tender.
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After the tender process was concluded, France Telecom, which had
announced its candidacy on 16 December 2004, was designated as the
provider responsible for each of the universal service component services on
3 March 2005 by the publication of three™ orders of the minister for
electronic communications. Its designations for the telephony and public
payphone service components are for a period of four years (until March
2009). Its designation for the universal directory and universal directory
information service component is for a period of two years (until March
2007).

Universal service funding
2.1. Universal service fund contributor

Article L.35-3 of the CPCE defines the contributors financing the net cost
of the universal service as those operators designated under Article L.32 15
of the CPCE, which specifies they can be any person or legal entity operating
an electronic communication network open to the public or providing an
electronic communication service to the public.

This provision has had two effects compared to the former regulatory
framework. First of all, certain operators and service providers become
contributors as of the end of the 2002 fiscal year. In the main, these are
Internet access providers', data transport providers™, providers of directory
information services™, providers of telephone cards, MVNOs', VolP
service providers”, SMS aggregators, and local authorities. In addition,
operators contributing to universal service funding before 2002 no longer'
have to declare in their retail turnover the turnover they generate with
these new contributors.™

2.2. Contribution based on turnover

The second subparagraph of revised Article L.35-3 of the CPCE states that
operator contributions to universal service funding are calculated for each
operator in proportion to turnover received from electronic communication
services, excluding turnover received from interconnection and access services
under agreements defined in Article L.34-9 | and turnover from other services
performed or invoiced on behalf of third-party operators.

The decree” relating to public service obligations and universal electronic
communication service financing establishes the ways in which the new legal
regime for calculating the cost of universal service may be applied. Thus, Article
R.20-39 of the CPCE states that the operators contributing to the universal
service fund are operators of networks open to the public and providers of
electronic communication services to the public.

Each operator's contribution to universal service funding is calculated in
proportion to turnover received from electronic communication services,
excluding:
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One order per component
service of universal
service.

Wanadoo, AOL, Club
Internet, etc.

Transpac, etc.
In particular, 118 services.

Débitel, NRJ mobile, M6
mobile, etc.

Wengo, Skype, etc.

From the final assessment
for 2002.

In particular with Internet
service providers.

Decree No. 2004-1222 of
17 November 2004,
published in the Journal
Officiel on 19 November
2004.
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Taking account of the
regulatory provisions
established by Decree No.
2004-1222 of 17 November
2004, especially concerning
the €5 million exemption.

From 17 February through
4 March 2005, ARCEP put
to public consultation draft
instructions for the
declaration of turnover
relevant to the
determination of universal
service fund contributions
for fiscal year 2003. By
Decision No. 05-0230 of 17
March 2005, the Authority
adopted the definitive
declaration instructions.

From 8 July through 22 July
2005, ARCEP put to public
consultation draft
instructions for the
declaration of turnover
relevant to the
determination of universal
service fund contributions
for fiscal year 2004. By
Decision No. 05-0680 of
26 July 2005, the Authority
adopted the definitive
declaration instructions.
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e turnover received from interconnection and access services under the
agreements defined in Article 34-8 | and from other services performed
or invoiced on behalf of third-party operators;

* revenue received from transporting and broadcasting radio and television
services and from operating community antennas.

For offerings combining radio or television services and electronic communica-
tion services, the operator's contribution is established in proportion to the tur-
nover associated only with electronic communications services.

For purposes of calculating the contribution, the first @5 million of annual tur-
nover are exempt from the calculation.

Each year, as a way of gathering comments from potential contributors,
ARCEP puts to public consultation draft instructions for declaring the turnover
which is to be taken into account for financing the universal service fund for a
given past year. At the same time, it invites sector players to prepare their
declarations of relevant turnover for the corresponding fiscal year. Once the
public consultation has ended, ARCEP adopts a final version of the declaration
instructions for the year involved, and the operators are then required to send
ARCEP their declarations as prescribed by the rules resulting from this process.

The Authority made an exception in 2005, when it conducted the public
consultation and adopted” final instructions for two fiscal years, 2003* and
2004”.

2.3. Electronic communication services involved

Using the 2003 and 2004 nomenclature of the ARCEP Market Observatory,
the following table itemises the principal electronic communication services
and shows whether they are included in the scope of turnover to be used as
the basis for calculating the universal service fund contribution.



Universal service

including inbound international traffic

Electronic communication services Included
in scope
Fixed telephone services
- From fixed lines Yes
- From public payphones Yes
- Card-based Yes
Mobile services
- Terrestrial mobile telephony (access and outbound calling services Yes
- Roaming in No
- Roaming out Yes
- Mobile-originated calls Yes
Other mobile services
- Satellite mobile networks Yes
- Paging services Yes
- Professional Mobile Radio networks Yes
Internet
- Narrowband Yes
- Broadband Yes'
- Other services related to providing Internet access (advertising, No?
electronic commerce, website hosting without Internet access,
firewall, virus protection, etc.).
Advanced services (fixed and mobile telephony)
- Freephone services Yes
- Shared-cost numbers Yes
- Shared-revenue numbers (regardless of which party owns the number) Yes
- Special services No’®
Leased-line and other capacity and data transport services (fixed and
mobile networks)
- Analogue and digital lines regardless of speed Yes
- Other capacity services (interconnection of local networks, etc.) Yes
- Data transport Yes
Directory information services and accessory income (fixed and
mobile telephony)
- Directory information services based on enquiry by telephone Yes
- Electronic directory lookup Yes
Accessory income
- Directory sales (paper, CD-ROM, etc.) No
- Advertising: other income No
- Listing sales No
Terminal sales, rental and repair No
Other services related to electronic communication services No
(computing applications and hosting services)
Interconnection and access for fixed and mobile telephony, No

Source : ARCEP
1 Including multiservice broadband offerings.

____PART 9|
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2 For fiscal years 2003 and 2004, ARCEP did not consider that these services satisfied the definition of “electronic communication
services”. However, the scope of services associated with providing Internet access as part of “electronic communication

services” could be reviewed at a later date.

3 Special services are those created using the basic telephone network infrastructure, and include television services, video-
conferencing services, special routing services, EDI services that employ telephone access, etc. They make use of specific
network equipment (bridges, servers, etc.). They also include remote monitoring and control, remote metering, and other
services delivered over dedicated low-speed lines (such as data over voice, also known as DOV, or the ISDN D-channel) of

the switched telephone network.
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2.4. Breakdown of contributions by operator type

((E’/oon:;lgxit\llggal service cost) 2002 2008 2004
Fixed’ 51% 48.4% 49.3%
Mobile 39% 41.8% 43.6%
Internet 2% 0.8% 1.4%
Cable operator 0% 0.3% 0.3%
ISP? 4% 4% 1.1%
Data transport 4% 4.8% 45%

Source : ARCEP

1 Breakdown takes into account the 31 December 2003 law.

2 Including Wanadoo since its integration into France Telecom in 2004.
3 Excluding Wanadoo since its integration into France Telecom in 2004.

[l ARCEP's role

As of January 2004, by virtue of Article L.36-7 of the CPCE, ARCEP is
responsible for determining, in accordance with principles and methods
drafted under the conditions set forth in Article L.35-3, the amounts of
contributions to the funding of universal service obligations and for moni-
toring the funding mechanisms.

Determining the cost of the universal service

The annual assessment of net cost takes into account the costs, revenue
and intangible benefits accruing to the operators that provide each of the
component services of universal service.

For each fiscal year, the rules for calculating the final cost of universal
service are adopted by ARCEP after public consultation and are published
before the assessment is made.

The chairman of ARCEP requires providers of the various component
services to supply the information needed to determine the cost of the
component parts of universal service. The part of the providers' accounts
used to calculate the net cost of universal service obligations is audited by
an independent body named by ARCEP. The audit covers the cost and
income data for services used to determine the cost of universal service obli-
gations and also covers the methods used to gather the data on network
and traffic characteristics produced by the providers' information systems.
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1.1. Geographically uniform pricing

The net cost of the geographic component is equal to the sum of pertinent
net costs in unprofitable areas that would be left unserved by an operator
responding rationally to market conditions.

As in the past, ARCEP chose to represent the economic breakdown of
France Telecom's network in 2003 and 2004 by dividing it up into 35
categories of local distribution zone identified on the basis of demographic
density.

The model reflects the behaviour of an operator developing a network
beginning with the most profitable areas, which are assumed to be those
with the highest demographic density. For each category of local distribu-
tion zone, there is a net cost when the additional cost incurred to serve the
category is higher than the direct and indirect income derived from it.

1.2. Social tariffs
e Lower telephone bills

The net cost of social tariffs is equal to a portion* of the discount that the
operator gives to people experiencing hardship (primarily because of their
income level).

e Telephone debt

For 2003 and 2004, the net cost of telephone debt is equal to debts
cancelled by the prefect of the département following recommendations
made by a departmental commission in the petitioner's département of
residence. This mechanism was no longer operational in 2005 because of
changes in the regulatory and administrative frameworks for financial aid to
individuals®.

1.3. Directories and directory information services

The net cost of providing directory information services and directories
includes the cost of related calls and derived products®. For 2005 and 2006,
France Telecom decided not” to cover this cost using universal service
funds.

1.4. Telephone booths

The net cost of installing and operating telephone booths is determined
from the operating accounts of the operator responsible for this activity.
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Where the amount is
established by ministerial
order and is held constant
as of 2000 ata
per-subscriber rate of
€4.21/month before tax.

Law No. 2004-809 of

13 August 2004 in effect
extended the scope of
application of solidarity
funds for lodging and to
pay debts for water,
electricity and telephone
service, and it transferred
management of these
funds to local authorities
as of 1 January 2005.

For example, for the years
2003 and 2004, France

24

25

26

Telecom’s “Pages Jaunes”

yellow page directory
products.

In accordance with its
commitments when
selecting the provider for
the universal service
component service.

27
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Public consultation of
28 April to 20 May 2005.

Public consultation of
14 September to
30 September 2005.

This decree modified CPCE
Articles R.20-33 to R.20-39
concerning methods of
calculating the net cost of
universal service
obligations. In particular, the
cost of geographic
uniformity was limited to
the cost of unprofitable
areas only.

ARCEP Decision No.
05-0231 of 17 March 2005.

ARCEP Decision No.

05-0789 of 7 October 2005.

ARCEP Decision No.
05-0472 of 21 June 2005.

ARCEP Decision No.
05-0917 of 27 October
2005.
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1.5. Intangible benefits

In determining the intangible benefits to operators providing a universal
service, ARCEP considers benefits associated with brand image, ubiquity,
life cycle, and data access as described in the European Commission
communication of 27 November 1996.

1.5.1. Brand image
The operator offering a telephone to anyone who requests one, even in the
least-populous areas, improves the public image of its brand. Determination
of this benefit is based in part on the surcharge that subscribers are willing
to pay. This surcharge is determined through statistical studies.

1.5.2. Ubiquity
This is the technical and commercial benefit resulting from the extent of
network reach, compared to that of an operator responding rationally to
market conditions, when connecting new subscribers. The fact that a
universal service operator has universal coverage in a ubiquitous operating
area means that the operator's costs are relatively lower than its competi-
tors' when it comes to extending the network for new customers.

1.5.3. Life cycle
This benefit is associated with improvements over time in the economic
potential of subscribers benefiting from universal service. Certain subscribers
that are unprofitable when they are first connected to telephone service can
become profitable later (for example, as children in the household grow
older), thereby creating new revenue for the operator.

1.5.4. Access to telephone usage data
This benefit derives from exploiting subscriber data for market intelligence.
Because of the service it provides, a universal service operator has the
benefit of market information (about usage), which it can then use to address
its marketing and network development needs.

Determining the net cost of providing universal
service in 2003 and 2004

In 2005, the Authority submitted to public consultation draft rules for
determining the cost of universal service in 2003%* and 2004%. These new
rules took into account the regulatory provisions established by Decree No.
2004-1222 of 17 November 2004,

When the public consultations were concluded, ARCEP set the final rates of
return on capital to be used in determining the final cost of universal
service at 10.8%>' for 2003 and 10.4%% for 2004. On this basis, after
deducting for intangible benefits, ARCEP determined that the net cost of
universal service obligations was € 53.271 million® in 2003 and € 33.283
million** in 2004.

For reference, the maximum operator contribution to universal service was
0.17% of relevant turnover in 2003 and 0.10% in 2004.
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EX Net cost of universal service from 2002 to 2006
€ millions’ 2002 2003 2004 2005 2006
Final Final Final Provisional®  Provisional®
Geographic 164.060 76.885 57.465 164.060 57.465
uniformity
Public payphones 20.927 23.549 18.598 20.927 18.598
Social tariffs 35.676 36.814 39.198 35.676 38.249
Directories and directory 0.000 0.000 0.000 0.000 0.000
information services
Intangible benefits -95.674 -84.007 -81.978 -95.674 -81.978
- Brand image 86.228 83.535 81.664
- Ubiquit 0.310 0.123 0.112
- Life cycle 8.216 0.000 0.000
- Access to telephone 0.920 0.349 0.202
usage data
Total 124.989 53.242 33.284 124.989 32.334

Source : ARCEP.

1 All figures rounded to the nearest thousand euros.
2 Provisional contributions for 2005 are calculated using the final net cost for 2002.
3 Provisional contributions for 2006 are calculated using the final net cost for 2004. They are reduced by the amounts relating

to telephone debts (20.949 million) because the solidarity funding system for lodging and payment of debts for water, electri-
city and telephone service was transferred to local authorities effective 1 January 2005.

X The concept of excessive charges

The law states that when the net cost of an operator subject to universal
service obligations does not constitute an excessive charge for that operator,
the operator is not entitled to any payment from the fund. The existence of
a net cost therefore does not translate into a right to funding except when

the charge is excessive for the operator.

In light of the final amounts identified for 2003 and 2004, ARCEP determined
that there was cause for implementing the compensation mechanism in
accordance with Article L.35-3 IlI of the CPCE.
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Disputes in progress

During 2005, several operators appealed to the Conseil d'Etat against
ARCEP decisions concerning assessments of operators’ contributions to the
cost of universal service for a given year. They involved:

35| ARCEP Decision No. 04-599 e provisional assessments of the cost of universal service* and opera-

of 22 July 2004 further to ' : : .
Decree No. 2004408 of tors' contributions for 2002;

13 May 2004 concerning

methods of determining, e final assessments of the cost of universal service and operators'
compensating and contributions for 2002%;

distributing the provisional

?(frtzcgg‘QOf“”'Versa' service e final assessments of the cost of universal service and operators'

contributions for 2003% ;
36| ARCEP Decision No.
04-1068 of 21 December e provisional assessments of the cost of universal service and operators'

2004 contributions for 2005%.

37 | ARCEP Decision No. . . m . . L. .
05-0472 of 21 June 2005, In addition, one operator filed a petition with the Tribunal Administratif

28| ARCEP Decision No de Paris, the administrative court for Paris, the essence of which was to
05-0028 of 17 March 2005. challenge the notice of its provisional contribution for 2005.

On 5 December 2005, the Conseil d'Etat denied ten operator petitions
concerning:

e the ministerial order of 11 July 2002 relating to the final assessment
of the cost of universal service for 1997, 1998 and 1999;

e the ministerial order of 2 July 2003 relating to final assessment of the
cost of universal service for 2001;

e the ministerial order of 24 September 2003 relating to the provisional
assessment of the cost of universal service for 2003;

* Decree No. 03-338 of 10 April 2003 relating to the funding of universal
service.

Other appeals are still pending.

Petitions have also been filed to revoke the three ministerial orders of
3 March 2005, which designate the providers of each of the component
services of universal service, and opposing the 13 May 2004 decree on
methods of determining, compensating and distributing the provisional net
cost of universal service for 2002.
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[P} Ex ante control of universal
service tariffs in 2005

ARCEP has ex ante power to control the pricing of universal services®
provided by France Telecom, the operator responsible for providing
universal service.

Access and telephone calls

On two occasions in 2005, the Authority ruled favourably®, subject to
conditions, on France Telecom's tariff decision No. 2004168, which proposed
that the following tariffs in the contracts for the operator's main and social
subscription offerings be modified for Metropolitan France and the overseas
departments:

* service set-up costs;
e monthly subscription charge;
e the price of national calls (local calls, calls to neighbouring areas, and

long-distance calls).

1.1. Higher service set-up costs

To offset the 19.3% increase in the cost of service set-up in Metropolitan
France (40.12 after tax to € 55.00 after tax), France Telecom agreed with
the Authority's decision to reduce the minimum contract period. On 1
October 2005, the period was reduced to 6 months (from the previous 12).

1.2. Subscription charge

The Authority determined that the multiyear increase in France Telecom's
main subscription (see below) complies with the principles of transparency,
non-discrimination and cost-based pricing enunciated in Article R. 20-30-
11 1 of the CPCE.
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See Part V, Chapter 6.

ARCEP issued an opinion,
first on 21 January 2005,
in accordance with the
former regulatory
framework, and a second
time on 3 February 2005
at the end of the transition
period which ended with
the publication of Decree
No. 2005-75 granting
ARCEP exclusive
responsibility for
controlling and approving
universal service tariffs:
ARCEP Opinion No.
05-0031 of 21 January
2005 on France Telecom
tariff decision No.
2004168, concerning the
change of service set-up
costs, the monthly
subscription charge, and
the price of national calls
under the Abonnement
Principal (main subsc
ription) and Abonnement
Social (social subscription)
contracts, and ARCEP
Opinion No. 05-0127 of 3
February 2005 on France
Telecom tariff decision No.
2004168, concerning the
change of service set-up
costs, the monthly
subscription charge, and
the price of national calls
under the Abonnement
Principal and Abonnement
Social contracts.

Tariff Before Tariff proposed Tariff proposed Tariff proposed
1 February 2005  for 21 february 2005 for 1 july 2006 for 1 july 2007
€ before € after € before  €after € before € after € before € after
tax tax tax ax tax tax tax tax
10.87 13.00 11.70 13.99 12.54 15.00 13.38 16.00
+7.6% +7.2% +6.7%

Source : ARCEP.
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1.3. Telephone call pricing

France Telecom has proposed three types of modification to the price
structure of fixed-to-fixed telephone calls from a subscriber terminal in
Metropolitan France (see below):

* time credits cancelled and replaced with a connection cost per call for
local calls, calls to neighbouring areas, and long distance calls in
Metropolitan France and in overseas départments;

e simplified call destinations as a result of merging neighbouring area
tariffs V1 and V2 with the local tariff;

* modifying the per-minute price of local calls (and calls to neighbouring
areas V1 and V2) and long distance calls.

Price per minute in € after tax
Duration and price beyond time credit

Tariffs in effect

per time credit

(per second):

Normal rate*

Reduced rate

Local

Neighbouring areas V1
and V2 (up to 30km)

Neighbouring areas
V3 and V4 and long

€ 0.091 after tax
per 60 seconds

€ 0.112 after tax
per 111 seconds

€ 0.112 after tax
per 39 seconds

0.033

0.061

0.091

0.018

0.030

0.061

distance (>30km)

Source : ARCEP
(*): Normal rate (Monday-Friday, 8am-7pm)

Price per minute in € after tax

Connection cost in addition to connection cost
per call (per second)
Proposed tariffs € after tax
Normal rate*  Reduced rate
Local and neighbouring
areas V1 and V2 0.078 0.028 0.014
(up to 30km)
Neighbouring areas
V3 and V4 0.105 0.078 0.053
and long distance
(>30km)

Source : ARCEP
(*): Normal rate (Monday-Friday, 8am-7pm)

The Authority views France Telecom's proposed modifications favourably
and is especially pleased that the operator proposed this change in basic
tariffs which had not changed since 2000 and were still being used by
nearly 40% of France Telecom customers. The operator had thereby
responded to an earlier, repeated request from the Authority to see that all
customers receive a reduction in call tariffs, not just customers subscribed to
a particular tariff option.
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France Telecom commitments

To offset the increases in monthly subscriber charges planned for 1 July
2006 and 1 July 2007, France Telecom has undertaken two series of formal
commitments in accordance with the ARCEP opinion rendered on
21 January 2005.

2.1. Wholesale line rental

France Telecom committed to present a reference offer consistent with
European best practice and methods no later than 15 September 2005 to
be implemented in the first quarter of 2006.

2.2. Local loop unbundling

France Telecom agreed to reductions in its unbundled-line service-access
charges (Frais d'Accés au Service or FAS) effective 1 February 2005 to levels
of not more than € 50 before tax for completely unbundled lines and not
more than € 55 before tax for partially unbundled lines, as is consistent with
European practice.

The incumbent operator likewise consented to a reduction of at least € 1 in
the before-tax recurring monthly charge for complete unbundling for the
period from 1 June 2005 to 31 December 2007; keeping the tariff constant
during this period should allow for a substantial difference between the
wholesale unbundling tariff and the retail subscription tariff by mid-2007,
and this will help stimulate effective competition.

With respect to service quality, France Telecom committed to seeing that
the quality of service of its partial unbundling and complete unbundling
offerings is at least equal to that of the other retail services it offers. It also
committed to begin publishing, no later than 1 June 2005, a list of indicators
of the quality of its after-sales service and delivery processes for wholesale
markets and corresponding retail services.

E First opposition decision on universal service

In the new regulatory framework, in accordance with Article R.20-30-11 of
the CPCE, all tariff changes relating to the provision of universal telephone
services must be submitted to ARCEP.

On 29 November 2005, ARCEP exercised its opposition power over France
Telecom’s retail tariffs: it opposed* the implementation of France Telecom
tariff decision No. 2005072 concerning a price increase for mobile-originated
calls to certain foreign countries.

The Authority concluded that France Telecom had not provided any specific
or substantiated elements to establish that the tariffs it envisaged for its
offering were cost-based. It arrived at this conclusion because France
Telecom failed to respond to its questions.
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No. 05-1033.

4

415



Autorité de Régulation des Communications électroniques et des Postes
ANNUAL REPORT 2005

416




PART 9

CHAPTER 1l

International
responsibilities

A. International Telecommunication Union (ITU)

B. European Conference of Postal and
Telecommunications Administrations (CEPT)

C. ETSI

D. Organisation for Economic Cooperation and
Development (OECD)

E. Cooperation and information-exchange visits
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International responsabilities

International Telecommunication
Union (ITU)

The ITU (International Telecommunication Union), based in Geneva,
Switzerland is an international organisation within the United Nations
system. As of end 2005, it had 189 member states, 630 sector members
(operators and manufacturers) and 110 associate organisations (small
businesses, research bodies, and consultancies). The Ministry of Foreign
Affairs and the Ministry of Industry represent France in the ITU's
decision-making bodies (Plenipotentiary Conferences and the Council).

In 2005, as in previous years, ARCEP helped prepare the French govern-
ment's position on telecommunications in the decision bodies of the ITU
under the aegis of the Ministry of Foreign Affairs and the Ministry of
Industry. France's public authorities participate in the work of the ITU
alongside private sector representatives to coordinate telecommunications
networks and services worldwide.

ARCEP participated in its areas of responsibility in three sectors of ITU
activity:

e [TU-T (Telecommunications Standardization), which develops interna-
tional technical and operating standards that, though implemented
voluntarily, are recognised internationally;

¢ ITU-R (Radiocommunication), which is tasked with determining the
technical characteristics and methods of operating wireless services;

¢ ITU-D (Development), which implements programs aimed at facilitating
telecommunications access, the development of networks and
regulatory policies, training personnel from developing countries,
formulating funding strategies, and helping businesses incorporate
e-commerce into their operations.

ITU-T

At the national level, ARCEP heads the structure for coordinating the work
of ITU-T among the various French players involved (the Ministry of
Industry, operators, and manufacturers). This structure allows the work of
the thirteen ITU-T Study Groups to be monitored and the French positions
for TSAG (Telecommunication Standardization Advisory Group) meetings
to be developed.
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Within ITU-T, ARCEP chairs Study Group 2, which handles certain aspects
of networks and services, especially numbering, naming and addressing.
In 2005, this Study Group began some important work on the abuse of
international numbering resources.

Within Study Group 3, which is dedicated to international tariff and accoun-
ting principles and issues, ARCEP, through one of its experts, also serves the
double function of vice-chairperson of the working group on economic and
policy factors for international telecommunication services and rapporteur
for the group dealing with term definitions and translation.

ARCEP has participated actively in the work of the Telecommunications
Standardization Advisory Group (TSAG), the body responsible for making
operational decisions regarding ITU-T activity occurring between meetings
of the WTSA (World Telecommunications Standardization Assembly). At
TSAG's two meetings in 2005, ARCEP served as coordinator for CEPT
(European Conference of Postal and Telecommunications Administrations)
and as joint head of the French delegation.

Since the 2004 meeting of the WSTA in Rio, Brazil, ITU-T has made
improvements to its work methods and has established a more efficient
structure for its Study Groups. In particular, ITU-T has created focus groups
to study certain subjects, such as Next Generation Networks (NGNs).

Finally, ARCEP contributed to several workshops organised by ITU-T,
including material on the assignment of a single number to international
organisations such as the Red Cross for donations made via SMS.

% ITU-R

The Radiocommunication Sector of the ITU plays a vital role in managing
the radio frequency spectrum, a limited natural resource for which there is
growing demand because of the rapid development of new radiocommu-
nication services and mobile technologies.

World Radiocommunication Conferences (WRCs) are held every two to
three years. Moreover, an ITU Region or group of countries may organise a
Regional Radiocommunication Conference (RRC), which will be the case in
May and June 2006, when the second part of an RRC begun in May 2004
will take place.

ARCEP participates in ITU-R conferences, in the same way that it follows
the work of the Radiocommunication Advisory Group (RAG) and ITU-R
Study Groups in collaboration with the national frequency regulator ANFr
(Agence Nationale des Fréquences).



International responsabilities

El 1Tu-D

In 2005, ARCEP participated in the work conducted by ITU-D on universal
access and universal service. The Authority chaired a working party
covering the management and funding of universal access and universal
service. The outcome of this work was approved by Development Sector
Study Group 1 and was the subject of a publication presented at the World
Telecommunication Development Conference held in Doha, Qatar (7-15
March 2006).

Since September 2004, ARCEP has chaired ITU-D Study Group 1. This
Study Group is responsible for national telecommunication policies and
regulatory strategies, financial and economic issues, tariff policies, and
private-sector development and partnership. The Authority is also a
member of the Telecommunication Development Advisory Group (TDAG),
whose role is to advise the director of the Telecommunication Development
Bureau (BDT) on setting priorities, formulating strategies, and preparing
and implementing the budget and operational plan of the ITU
Development Sector.

N World Summit on the Information Society (WSIS)

ARCEP, as a member of the French delegation led by the Ministry of Foreign
Affairs, participated in the second phase of the ITU-organised World
Summit on the Information Society (WSIS). The object of this event, which
took place in Tunis in November 2005 (following Geneva in 2003), was to
deal with the problem of the digital divide and leverage the potential of
information and communication technologies (ICTs) to stimulate economic
and social development. The summit concluded with the adoption of two
documents that should facilitate the emergence of a more equitable infor-
mation society: the Tunis Agenda and the Tunis Commitment for the
Information Society.

Implementation of the Tunis Agenda will be discussed at the two ITU
conferences to be held in 2006 (the World Telecommunication
Development Conference and the Plenipotentiary Conference). ARCEP will
be an active participant in both.
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[N European Conference of Postal
and Telecommunications
Administrations (CEPT)

CEPT (European Conference of Postal and Telecommunications
Administrations) has 46 member countries. It has three primary bodies:

* CERP (European Committee for Postal Regulation).

* ECC (Electronic Communications Committee). The ECC is the leading
frequency coordination and planning body on the European continent.

* WG ITU (Working Group on International Telecommunication Union).
WG ITU is in charge of coordinating CEPT activity and preparing
common European positions for the principal meetings of the ITU

In 2005, ARCEP participated in both meetings of the CEPT Assembly, the
body responsible for adopting major policy and strategic decisions within
the pIn 2005, ARCEP participated in both meetings of the CEPT Assembly,
the body responsible for adopting major policy and strategic decisions
within the postal and electronic communication sectors .

The Authority was responsible in particular for the CERP postal statistics
project team and participated in the CERP plenary assemblies and working
group meetings.

ARCEP also is highly involved in the work of the ECC: participating in its
three plenary assemblies and collaborating with its numerous working
groups and project teams. Also, an ARCEP expert chairs one of the project
teams of the Numbering, Naming & Addressing Working Group.

In addition, ARCEP heads the informal group coordinating CEPT positions
for ITU-T.
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ETSI

ETSI, the European Telecommunications Standards Institute, is one of the
standards bodies recognised by the European Commission. CEN
(European Committee on Standardization) and CENELEC (European
Committee for Electrotechnical Standardization) are the others. This
focus on Europe does not preclude a strategy of influencing proceedings
at international level when this is consistent with developments in the
sector. At the end of 2005, the Institute had 630 members from
57 countries. 497 full members from 36 CEPT countries, 95 associate
members from 21 non-CEPT countries, and 38 observers.

In 2005, ARCEP participated in the activities of ETSI (European
Telecommunication Standards Institute) in conjunction with the French
Ministry of Industry (DGE), which is a full member, and ANFr.

The Authority has roles in the strategic decision bodies of this organisation:
one of its experts, a member of the ETSI Board, was reinstated in January
2006 as vice-chair of the Board, and participates in the Board's executive
committee. In this capacity, ARCEP has contributed to the work begun in
2004 to restructure ETSI's internal operations into four areas of activity:
regional and international missions, ETSI suitability for new activities, orga-
nisational adaptation, and cooperation. ARCEP also was a stakeholder in
debates on improving the Institute’s links with various Community entities.
This activity will be continued in 2006.

The Authority chairs the working group on linkages between standardisation
and the new regulatory framework (OCG ECN&S). It participates in the
general assemblies and coordinating committees (under OCG) and, from
time to time, in the work of the technical committees (IMPACT, etc.).
ARCEP was a member of the ETSI delegation to 3GPP PCG/OP, a meeting
of the Third-Generation Partnership Project (3GPP) Project Coordination
Group and 3GPP's organizational partners that coordinates third-generation
mobile system standardisation efforts . The activities associated with these
strategic decision bodies are conducted in close cooperation with DGE and
ANFr.

In 2005, the principal activities of ETSI (OCG ECN&S) involved producing a
list of standards and specifications in response to the objectives of Article 17
(Standardisation) of the Framework Directive* and contributing to the first
phase of the Commission's consultation on the Regulatory Framework
Review. The dialogue established with the COCOM Standards Expert
Group proved fruitful and indispensable in terms of the evolution toward
NGNs. (See Chapter IV.)

In addition, ARCEP was invited in 2005 to participate in various ETSI events.
In the context of promoting ETSI internationally, one of the Authority’'s
experts spoke at interoperability workshops (SOS-Interop) and helped
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to lead two workshops in Argentina and Paraguay on issues relating to
standardisation and regulation.

As concerns technical issues, ETSI identified six strategic domains for 2006,
which ARCEP will monitor:

* grid computing (sharing the processing power of multiple computers),
e Next Generations Networks (NGNs),

* emergency services,

e interoperability testing,

¢ information security,

e spectrum utilisation.

[BA Organisation for Economic
Cooperation and Development
(OECD)

The OECD (Organisation for Economic Cooperation and Development),
headquartered in Paris, has 30 member countries, including France,
which work to identify the economic, social and governance challenges
associated with globalisation as well as ways to leverage its potential.
The Organisation is well known for its publications and statistics. Its work
covers all economic and social disciplines, from macroeconomics to trade
including education, development, and postal and electronic communications.

ARCEP, along with other French governmental bodies, is particularly involved
in the work of the OECD Committee on Information, Computer and
Communications Policy (ICCP), which examines issues associated with the
digital economy , the global information infrastructure, and the evolution
toward a global information society. The unifying theme of its work is the
convergence between the telecommunications and audiovisual sectors.

In 2005, ARCEP assisted in preparing the publication OECD
Communications Outlook 2005, produced by the ICCP Working Party on
Telecommunication and Information Services Policies (WPTISP). It also
contributed to the editing of working papers on topics in which it has
a direct interest (telecommunication regulation, Internet telephony, and
wireless local loop).

Finally, ARCEP monitored the work of other ICCP working parties from time
to time, particularly the Working Party on the Information Economy (WPIE)
and the Working Party for Indicators on the Information Society (WPIIS).
Thus, in June 2005, one of ARCEP's experts spoke at a WPIE-organised
workshop on network and service convergence in the telecommunication
and broadcasting domains.
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[ Cooperation and
information-exchange visits

Bilateral exchanges

Since its creation, ARCEP has maintained an active policy of exchanges with
players from foreign countries including its counterparts, public authorities
and the private sector. These exchanges take the form of in-depth
discussions on liberalisation of the electronic communication and postal
sectors and on the economic and technical aspects of regulation.

In 2005, it continued the regular exchanges that it has with Morocco,
Senegal, Vietnam, Japan, South Korea, and China in particular. It also
received delegations from Congo, Russia, and Thailand.

For the second time, ARCEP received representatives of The Regulatory
Commission (TRC) of Jordan for training lasting several days.

2.] Francophone cooperation
2.1. Annual meeting of the FRATEL network in Paris

Members of the FRATEL network of francophone telecommunication
regulators (Réseau Francophone de la Régulation des Télécommunications)
held their third annual meeting in Paris on 14-15 September 2005, having
met in Bamako, Mali in 2003 and Fez, Morocco in 2004. More than 100
participants representing regulators from 27 countries, international institutions
(ITU and Organisation Internationale de la Francophonie), ENST Paris
(I'Ecole Nationale Supérieure des Télécommunications, France's national
institute for advanced telecommunication studies) and sector businesses
(Alcatel, France Telecom, Hub Telecom, Maroc Telecom, lliad-Free, Sonatel,
etc.) debated issues concerning the regulation of multimedia networks
and services in a program presented as four roundtables: Multimedia and
Multi-networks, Broadband Access, Voice over IP, and Multimedia
Convergence.

At the end of the meeting, Mohamed Bencadboun of Morocco was elected
president of FRATEL and Modibo Camara of Mali and Peter Fischer of
Switzerland were elected vice presidents. In addition, the action plan for
2006 was adopted.

2.2. Nouakchott information exchange seminar

At the invitation of the Mauritanian regulator ARM (Autorité de Régulation
de Mauritanie), ARCEP participated in a seminar held 30-31 March 2005
to share information and experiences about regulating the Internet and
access technologies. The seminar brought together 50 participants
including not only the directors and experts of regulatory authorities from
15 countries but also representatives from industry, ENST Paris, and ENST's
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counterpart in Dakar, ESMT (I'Ecole Supérieure Multinationale des
Télécommunications).

2.3. BADGE training

In 2005, ARCEP experts assisted in providing a series of training sessions in
telecommunication regulation as part of the BADGE (Bilan d'Aptitude
Delivrés par les Grandes Ecoles) diploma awarded by the French
Conférence des Grandes Ecoles Francaises, an association made up of
directors of French grandes écoles, foreign universities, and institutions and
organisations of in higher education. More than 30 students from nine
francophone African countries received this training, which was held from
January through June 2005 in Ouagadougou, Burkina Faso and was
developed at the initiative of ENST Paris, telecommunications, the Burkina
Faso regulator ARTEL (Autorité Nationale de Régulation des Télécom-
munications), the University of Ouagadougou, the World Bank, ESMT of
Dakar, and ARCEP.

The Authority led the June sessions on regulatory administration and law
and on managing and assigning scarce resources.

E} Studies

ARCEP spearheaded a documentary study on harmonising the telecommu-
nications regulatory framework in the member states of the West African
Economic and Monetary Union (UEMOA) and the Economic and Monetary
Community of Central Africa (CEMAC). A status report of the regulatory
situation in these countries was drawn up to determine whether a unified
regulatory framework would stimulate investment and innovation.

Bl information-exchange visits

In addition to the missions conducted by ARCEP personnel, members of the
Board made information-exchange visits abroad in 2005. ARCEP Board
Chairman Paul Champsaur and ARCEP Board Member Michel Feneyrol
went to Japan (20-24 June 2005). They reviewed the evolution of Japanese
telecommunications regulation with representatives of the public authorities,
operators and manufacturers, and they presented the French experience
in this domain. This fourth visit by ARCEP to Japan since the Authority's
creation was one of a series of regular exchanges between the two
countries. In addition, Gabrielle Gauthey, a member of the ARCEP Board,
went to the United States 13-19 November 2005 with a delegation of
elected local officials for an educational visit at the joint initiative of ARCEP
and the state-owned financial institution Caisse des Dépdts et
Consignations. Participants gained an understanding of the evolution of
broadband networks and services in the United States and studied several
broadband service development initiatives of local and state authorities.
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Foreward planning

Forecasting unit

The electronic communication networks and services sector is in continuous
transformation not only because of technological innovation and the ever-
changing nature of services and uses but also because of the competitive
dynamics stimulated by regulatory policy.

To understand the rate at which change is occurring in the sector and
identify the key phases, ARCEP's forecasting unit uses tools that allow it to
read fundamental changes three years ahead. This internal and global
approach to forecasting complements the approach contained in the
market analysis process.

The work of the forecasting unit, which is a part of ARCEP's economic
forecasting department, is focused on four areas. First of all, this unit
develops a forecast twice a year, basing its projections particularly on the
findings of ARCEP's market observatories. In addition, the unit analyses the
overall financial accounts of leading incumbent operators and the strategies
of selected players. Certain markets considered significant are subject to
further detailed and in-depth study as needed. The third mission of the
forecasting unit is to monitor technological change through internal and
external studies so it can identify key regulatory issues. Finally, ARCEP is
present in European standards bodies by virtue of the seat it holds on
the ETSI Board, and this gives it a better vantage point for identifying
fundamental industry trends.

e Two- and three-year forecasts

Based on selected indicators from the market observatories, the forecasting
unit produces two- and three-year forecasts to identify and measure the
impact of major trends in the sector. Deviations are updated, commented
and analysed every six months.

The scope of research encompasses five themes:

o fixed access, especially changes in the number of lines and the
impact of unbundling on fixed-access components -- full and partial
unbundling;

e fixed telephony (calls made from fixed networks), including broad-
band telephony;

e |nternet, both narrowband and broadband, with a focus on DSL;
* mobile voice and data services, and SMS in particular;

e evolution of the financial position of sector players based on projected
turnover.
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It is possible to highlight several examples of discussions undertaken as a
result of these forecasts. The combination of the spread of broadband,
which is occurring in this country thanks to unbundling, and the increase in
the exchange of digital information, is overturning the economic models
that have been used for decades. Every industry in turn is affected by
digital convergence: the music industry by peer-to-peer computing, tele-
coms by the surge in voice over IP and voice over broadband, television and
cinema by video on demand and digital recording, etc. Mobile, along with
broadband, became part of the image society in 2005, and is here to stay.
As a result, new sources of revenue, although modest today, are appearing
in telecom player financials. They are still quite low in the fixed segment but
are slightly more pronounced in the mobile world.

The effects of voice-data convergence are seen not only in the irreversible
surge in voice-over-broadband service offerings from ISPs but also voice-
over-IP product and service offerings from software players. The success of
voice-over-broadband services has exceeded players' initial projections,
both in terms of the number of users and in terms of monthly consumption.
The fact that such services are practically free accentuates the decline in
revenue from fixed lines on the switched network. The consequences of
introducing IP technologies into the mobile sector are still barely detectable,
but the forecasting unit is keeping a close watch.

Likewise, fixed-mobile convergence has become part of the current reality:
France Telecom has made it the centrepiece of its transformation and its
NEXT programme. It poses significant challenges in terms of consumer use
and appropriation. Following the substitution of mobile access for fixed
comes the substitution of fixed access for mobile with service offerings
based on a mobile terminal that supports fixed network access using WiFi
connections in the home or at certain hot spots. This fundamental trend,
which lies at the heart of several fixed operators' strategies, needs to be
analysed carefully bearing in mind the very relative success of precursor
services launched in the world of fixed-mobile convergence. Thus, Wind in
Italy quickly reoriented its fixed-mobile service from the mass market
toward VSEs and SMEs after the very limited success of its fixed-and-mobile
package offers for consumers. TeleDanmark's Duet service, launched at the
end of the 1990s, stopped growing in 2002 and accounts for only a modest
share of the Danish operator's subscriber base. BT's Fusion offering, which
the incumbent British operator launched commercially in November 2005
and which had 15 000 users as of March 2006, is under close watch by the
Authority.

Since the end of 2005, virtual mobile operators have begun to gain visibility
in the national market. This trend was reinforced during the first months of
2006, and obliges a broader perspective in forecasting mobile indicators to
be taken.

Customer bases are taking multiple forms and are extremely sought after
when it comes to new uses. In response to the offerings extended by soft-
ware players, fixed and mobile operators have increased the number of
bundled offerings in their portfolios. For access providers, “boxes” - in the
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same way as mobile terminals - serve as a platform for building non-voice
services and revenue. Increasingly, they are gaining a place in analytical and
forecasting efforts.

e Technological innovation

The rate at which technological innovation spreads depends on the rate
that it can be assimilated and adopted by consumers. The timetables of
manufacturers, software providers, operators, service providers, and users
are never in phase. The forecasting unit performs economic and competitive
analyses of these technological changes and endeavours to contribute to
the work of the Authority's operational departments by providing them
with a medium-term outlook based on its findings.

The upheaval in the manufacturing sector, resulting from the combination
of telecommunications-computing convergence and the increased impor-
tance of new players, is seen in the multiplicity of partnerships among
players to expand the scope of their expertise and product range. Thus,
Alcatel and Microsoft have signed an agreement covering IPTV, Ericsson
and ZTE have entered into an alliance for TD SCDMA (the 3G standard
developed by Chinese industry), and Alcatel has announced its merger with
Lucent. Entities that are in contact with the Authority are restructuring,
diversifying, and regrouping. The Authority follows these movements
closely.

e Standardisation

Having an ARCEP member on the ETSI Board yields useful input for
forecasting apart from contributing to standardisation in the strict sense
(see chapter on standardisation). In effect, the Authority's position at the
heart of ETSI's strategic debates involving institutional bodies and numerous
discussion forums gives it a better appreciation of the fundamental shifts
taking place in the industry and allows it to pace technological change. The
information provided about a product and its degree of readiness obtained
from certification tests provides a wealth of information about its
large-scale distribution on the market.
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M Next Generations Networks
(NGNs)

NGN development

1.1. Operator motivation

There are two key reasons why incumbent fixed operators need to make
new investment in their core networks:

* They need to confront the falloff in traditional switched voice revenue
and prepare for the future. Because of competitive pressures, they
need to offer their customers feature-rich services combining voice
and other services based on fixed-mobile convergence that are fully
under their control so that they can harness the associated revenue.
They also need to be able to deploy new services easily and above all
quickly.

The switching platforms installed in the 1980s are approaching the
end of their useful life and are becoming difficult to maintain and
upgrade. Maintenance costs are rising since equipment suppliers have
already made the leap to new-generation equipment that is based
largely on the Internet protocol (IP) and which provides switching
capacity clearly beyond that of traditional equipment. The leap to
NGN is becoming unavoidable, even though the migration timetable
and path away from current platforms may vary from operator to
operator.

This movement, which is a global one, also affects cable operators, which
are switching over from television services to telecommunication services.

Other operators that offer an alternative to conventional fixed service are
also feeling the impact since most of them have deployed pre-NGN solu-
tions based on the access network. As the incumbent operator's network
evolves and the load associated with new services rises, these operators will
need to adapt. But they have the advantage of being able to build upon
more recent and more scaleable solutions. Given the surge in voice over
broadband, the transition to IP/IP interconnection models replacing today's
TDM/IP solutions could pick up speed.

The networks of GSM mobile operators have evolved in phases: extending
and densifying coverage, upgrading base stations for migration to GPRS,
reconfiguring network elements to route the data traffic associated with
new multimedia applications, and deploying third-generation access. They
have given lower priority than the fixed community to evolving the core
network, which explains their relatively lagging position with regard to IMS
(IP Multimedia Subsystem) solutions, originally developed for their sector.



Foreward planning

Software players are not on the sidelines of this shift. They are exploiting
the increasingly widespread IP connectivity (Internet access) without having
to invest in networks, and they are having impact on the market for
interpersonal communication services. The subscriber base is becoming
multidimensional. In response to the influence of these players, fixed
incumbent operators, ISPs that have invested in network elements, and
- lagging slightly - mobile operators will steer the migration toward NGN.

1.2. NGN deployment

Initially, NGN solutions were deployed by incumbent operators in the inter-
national segments of their networks principally to bypass the accounting
rate system associated with international telephone traffic. Each operator
adopted an NGN migration strategy based on the particular characteristics
of its national market for fixed services, its position in the mobile market,
its competitive environment, and a thorough understanding of its fixed
network status.

e Possible strategies
The deployment strategies fall into two broad categories:

The first, involving an overlay network, is a breakaway strategy. It consists
of deploying an NGN network in parallel with the existing switched
network, which is very costly for operators to do even though the OPEX
(operating cost) savings over time are sizeable. The operator has to absorb
higher costs during the migration phase, which is when the NGN network
has been deployed and the existing TDM network is still being maintained.
Operating benefits are obtained when the operator begins to manage its
voice traffic on the newly constructed network as traffic volume on the
conventional network, which is no longer receiving investment, declines in
proportion.

The second strategy consists of gradually replacing conventional switches
with NGN softswitches when the former reach the end of their useful life.
The more cautious of the two approaches, this replacement strategy
provides operators with immediate benefit and allows for CAPEX (invest-
ment costs) to be spread over time. Most incumbent operators have taken
this approach.

e European examples

Europe's incumbent operators are migrating their switched networks by
adopting strategies appropriate to the characteristics of their particular
operating environment.

In the spring of 2004, British incumbent operator BT, which had withdrawn
from the mobile market, outlined an aggressive plan to migrate its fixed
network to a next generation network (NGN): Project 21 CN (Century
Network). The operator has adopted a radical approach: the new network
is to be deployed over a period of four years in parallel with the existing
switched network, which subsequently will be shut down rapidly. The new,
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simplified network architecture involves fewer nodes and employs fewer
technologies. The operator projected that it would invest approximately
£10 billion over five years (£5 billion for the access layer, £2 billion for the
control layer, £2 billion for the transport layer, and £1 billion for the
application layer) and would migrate 30 million lines by 2009. The first
equipment suppliers were retained in 2005. The exclusion of Marconi, BT's
traditional supplier, confirms that this is a break away from the existing
situation.

Since 2003, Telecom lItalia has been migrating its national long distance
traffic to an IP infrastructure, thereby significantly reducing the number
of transit lines and the amount of transit equipment. Other phases are
envisaged with a view to extending NGN functions further down into the
network.

France Telecom has deployed an NGN configuration for the residential and
business voice-over-broadband services it offers via Wanadoo. In parallel,
the operator is replacing certain equipment in its conventional core
network.

1.3. NGN elements

NGN networks consist of several elements: a unified transport network
based on the IP protocol, a functional architecture comprising independent
transport, control and service layers relying on interfaces that are open and
theoretically standard, and split physical switching and call control functions
- all legacies of the earliest voice-over-IP services.

An IP network backbone thus comprises two key types of equipment:

* a media gateway, which converts traffic and signalling flows between
the IP and switched worlds (transport layer);

e a softswitch, which manages calls (control layer).

Some NGNs also incorporate multiservice access nodes (MSANS) as a point
of entry at the access network level. These replace conventional DSLAM:s.

For its part, the industry has standardised new logical functions allowing
such combinations to coexist in a multi-operator NGN environment. The IP
Multimedia Subsystem (IMS) solution, developed initially for mobile
networks, is in the process of being transposed for fixed networks. Though
complex, IMS affords access operators greater control over IP traffic
sessions. This provides an essential advantage in harnessing revenue where
IP connectivity is widespread.
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Regulatory challenges

The deployment of next generation networks (NGNs) entails new relationships
between operators and has consequences for consumers. Regulation
should take this into account. ARCEP is studying the rules for this new
competitive environment.

The new “NGN core" architectures - which are multiservice, multi-traffic
and multi-access and allow new services to be shared and developed - have
had a positive effect on competition in the French telecommunications
market. The new core networks, in combination with “NGN access”
changes in the local loop, from which the NGN core remains independent
while also facilitating sharing, have allowed new entrants to invest directly
in a single architecture that allows them to offer Internet, voice and
television services at attractive prices.

2.1. Service quality and interconnection

These changes in architecture have direct bearing on the service quality and
interconnection of networks.

In effect, since the rules for interoperability and interconnection have not yet
been defined, there is nothing to guarantee that the end-to-end quality
of new and existing services will meet expectations once operators have
completed their various phases of migration and interconnection.

Moreover, if implemented optimally, the introduction of these new networks
could lead to changes in the location of interconnection points between
operators. It could also lead to changes in the obligations and rules governing
those interconnections - technical rules (about routing and access to user
profiles, etc.) and economic rules (addressing the notions of IP call termination,
roaming services, convergent services, peer-to-peer models, bill-and-keep
models) - both at the SIP (Session Initiation Protocol)” signalling level and at
the IP level.

Finally, from a market analysis standpoint, though in the short term this
technological evolution may not lead to changes in the positions of the market
players that provide existing services, it should facilitate the development
of new services and new markets, such as those involving roaming and
convergent services.

2.2. Taking a proactive stance on interoperability

While taking every precaution to assure that regulation is technologically
neutral, it is useful to examine network interoperability and interconnection
proactively to make sure that investments in this functionality benefit
customers, service quality and competition among operators under
conditions that encourage technological innovation.
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This work is already underway in the most significant NGN application area,
voice over IP, where ARCEP is closely examining the rules that might be
applied to all operators in such areas as service quality, numbering,
portability, universal service and directories.

It is necessary, however, to define a stable European framework that takes
account of the clearly different situations of the various countries with respect
to service and technology deployment status. Thus, a player's position or
deployment plans can influence regulation, particularly where the player is
the incumbent operator and the question concerns the extent to which
the operator's network is unbundled or the existence (or absence) of a
competitive national NGN network. For example, in France the surge in
residential gateways (“boxes"), which extend the NGN into the home, is
raising questions about the extent to which these devices should be
independent of the local loop operator and independent of services offered.

2.3. NGN economic impact

ARCEP is developing cost models and related regulatory elements so that
its decisions will take account of the economic impact of deploying NGNs.
Thus, the Authority will be able to model the various players' economies as
the migration of hybrid circuit-switched-and-IP networks progresses, and
thereby will be able to deduce the regulatory rules to be applied, particularly
those concerning the financial terms of providing infrastructure access and
concerning cost-based pricing.

These changes, which are being made in consultation with the various
players, will facilitate the establishment of certain regulatory elements
governing network interoperability and interconnection.



