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I ntroduction

This paper sets out the response of the 3 Grotlye 8 Grouf) businesses in Europe to the
ERG'’s consultation on its 2007 Work Programme.

The 3 Group is part of the Hutchison Whampoa Lichi(elWL) telecommunications division,
and operates under the ‘3’ brand in the following Bember States: Austria, Denmark, Ireland,
Italy, Sweden and the UK. The HWL telecoms divasioomprising the 3 Group and Hutchison
Telecommunications International, is the first @gbl8G operator, with 3G licenses in 10
countrie$. Our 3G services were first rolled out in Mar@03. The HWL Group had more than
13.5 million 3G customers globally and 11.5 million Europe as of 23 August 2006. The 3
Group is one of the fastest growing telecoms bsse®in Europe.

Summary

The ERG’s draft 2007 Work Programme identifies tew of the regulatory framework as its
core issue for 2007. While there is a role for BRRG to advise the Commission on legislative
changes, the ERG should not become distracted ligypuaking at the expense of improving

the implementation of existing regulation. The B in its response to the review of the
regulatory framework identified important areas weheegulation is not working and where
guidance from the Commission and the ERG on prappiementation of the framework is

urgently required.

The 3 Group identifies the following topics for tRRG’s 2007 Work Programme:

* Mobile termination rates: There is no consistency in the circumstances hichv
regulators require asymmetric termination charges,in the extent of asymmetries and
their duration. The 3 Group is pleased to see tth@atERG has included a project on
mobile termination rates, including an examinatidrsymmetry and asymmetry, but is,
at the same time, concerned that regulators mageprbwith market reviews without a
harmonised approach unless the ERG work is progglesgh utmost speed and priority.

* Mobilenumber portability: There is a variety of practices over porting meuting of
calls and porting charges, some of which work wdbtriment of consumers. The ERG
should examine mobile number portability and setitswiew of current best practice.

» Converged and bundled services: The 3 Group notes that the ERG has included a
project on convergence. The ERG should undertak&tudy to identify possible
competition concerns arising from these serviced @ropose appropriate regulatory
measures to monitor and prevent anti-competitieeaionverged and bundled services.

* Convergence of broadcast and telecoms regulation: The ERG should examine
broadcasting and telecoms regulation, and thegraction, to ensure they are consistent
and do not lead to competitive distortions. TheCGEBhould also examine access to
content, since this is likely to become a sourceonfipetition between operators.

1 As well as the 6 EU Member States listed abowW] Hhas 3G licences in Australia, Hong Kong, Israeid
Norway.



» 3G roll-out obligations: The ERG should undertake a study of best pmdtiagelation
to ensuring that 3G roll-out obligations are met,ensure that the benefits of rapid
deployment of 3G mobile broadband can be achieved.

* Anti competitive effects of on net calls: The 3 Group is concerned by the lack of proper
regulatory intervention to address the harmful @fef incumbents offering free on-net
calls. The 3 Group urges ERG to undertake a stfdthe remedies that should be
applied.

MOBILE TERMINATION RATES

The 3 Group is pleased to see the ERG has includid work programme a study on mobile
termination rate regulation. There is no consisfesicross the EU as to the appropriate mobile
call termination rates, neither in terms of levet m terms of whether there should be symmetry
or asymmetry.

The appropriateness of asymmetric termination ridaesnobile operators, to reflect objective
cost differences, is something that the ERG shpaldparticular attention to. The Commission
has accepted in two cases higher termination fatethe newer entrants, in Belgium and in
France. In the Article 7 letter to ARCEP, the Quission says thain certain exceptional
cases, an asymmetry might be justified by objectst differences which are outside the control
of the operators concerned, for instance owing det differences between the operation of a
GSM900 network and a DCS1800 network or to sulisfadifferences in the date of market
entry’. The Commission made similar comments to theiBelgegulator.

It is clear then that the Commission accepts thares there are objective cost differences, there
should be different termination rates. Despites,ttiome national regulators have imposed
symmetric mobile call termination rates on all a@ters. In Sweden, PTS has imposed

termination rates on 3 Sweden that will mean if Wilve the same rates as all other operators
from 1 July 2007 (0.54 SKR, about 5.8 cents). ustia, 3 Austria will be required to charge the

same rate as the other operators (6.79 cents)Xréamuary 2009.

The 3 Group agrees with the Commission that ohjectiost differences justify asymmetric
termination rates. Such objective differences mktbeyond the effects of different spectrum
allocations. Indeed, where regulators fail toalfor cost differences in their termination rates,
they risk harming competition. The 3 Group subedittesearch in response to the review of the
regulatory framework, which shows that the appraaictinose regulators that are imposing equal
termination rates on all operators is wrong and aling to competition between mobile
operators. The key points of that research are:

e There are considerable economies of scale in apgratmobile network. This means that
new entrant operators will have higher costs uhély reach a similar scale to the incumbent
operators.

« First mover advantages are large and so it takeagatime for market shares to converge.
On average, market share gains for the new endrardiround 1 — 2% per year. This means
it takes 10 to 20 years to reach a market sha2@%.

* Imposing equal call termination rates on operatdath different costs discriminates against
the newer entrant (since it has higher costs becaiua lack of scale) and harms its ability to
compete.



The 3 Group would be pleased to discuss this durdyer with the ERG.

An ERG study should examine the following aspects:

* The extent to which there are efficiently incureabt differences arising from (i) different
dates of market entry; (ii) the use of differenésjpum bands; and (iii) traffic imbalances.

e The appropriate degree of asymmetry and over whebg rates should converge. This
should examine the period over which market shesiashbe expected to converge.

The ERG should put this activity at the top ofliés of priorities. Market reviews of mobile call
termination have been completed and more are dilyrenderway. Unless this activity is
completed as a matter of urgency, it will be tde @ have an impact on ensuring harmonisation.

MOBILE NUMBER PORTABILITY

Mobile Number Portability (MNP) is a vital tool foenabling competition between mobile
operators. It is essential that MNP works effesiiv Yet there are a variety of solutions in the
EU, with different porting times, different methodkrouting calls and different charges. The 3
Group has identified the following problems withms® porting systems, which work to the
detriment of customers and competition:

e Porting times. Best practice for completing a port should be aewithin 2 hours of a
customer requesting it. This is technically felsdnd available in some Member States and
should be the basic service level requirement fotipg. Yet in some countries porting
times are much longer — days, and in some casesaoweek. It is simply unacceptable to
force some EU customers to wait days to be abssvttth mobile service provider and keep
their number, when other customers can switch urdo

* Routing of callsto ported numbers. All porting should be based on direct routingcafls
to a ported number. This the only way to ensuaéttie donor network is no longer involved
in the provision of services as required by Arti8@ Universal Service Directive, which
states that subscribers must be able to retainnhenbersindependently of the undertaking
providing the service’ Porting systems that use call forwarding areindépendent of the
donor network. Furthermore they are inefficientanting and impose unnecessary costs on
operators.

e Porting charges. Porting charges should not exceed the diredsaufsporting incurred by
the donor network. Donor networks should not benadd to levy excessive porting charges
at the expense of customers and recipient netwdrkpractice, high porting charges act as a
deterrent to porting and an additional cost tordwpient network

The ERG should undertake a comparative study tordeat the different systems in the EU. It
should then look at the impact of the differentteyss on porting and customer switching. Based
on that analysis the ERG should propose ‘best ipeidor MNP.

CONVERGED AND BUNDLED SERVICES

The 3 Group notes that the ERG has included a @raja convergence in its draft Work

Programme. There is a pressing need for this sjiwdyn the examples of bundled and converged
services already in the market. The 3 Group gaaameles of converged services in Austria,
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Sweden and the UK in its response to the Commissi@view of the regulatory framework.
These are repeated at the Annex to this response.

On the one hand, converged services may conferuomers benefits. To the extent that
consumers value these services, they should be ageenwelcome development. However,
converged services also provide fixed incumbenfodpnities to leverage their dominance into
the mobile market or other neighbouring markets,the detriment of competition there.

Convergence provides incumbents with the possihilft creating services that other operators
cannot replicate or cannot replicate profitably.

The task for regulators is to determine which smwiare replicable and which involve an anti-
competitive cross-subsidy. The problem for contpegiand regulators, if they do not have the
information, is that it can be difficult to makeatrdetermination.

The ERG should undertake a study to identify theecui extent of converged and bundled
services and likely future developments. The stlyuld identify possible competition concerns
arising from these services both at the retail tiedwholesale level. It should then describe the
measures regulators should take to monitor andepteanti-competitive use of converged and
bundled services.

The 3 Group recommends that those measures shalidieé sufficient transparency to expose
instances of cross-subsidy or margin squeeze, andddress the information asymmetry.
Transparency will need to be accompanied by remsettieensure that appropriate wholesale
inputs are available on a non-discriminatory basis.

CONVERGENCE OF BROADCAST AND TELECOMSREGULATION

The 3 Group is pleased to see that the ERG isdinigrio examine the processes of convergence.
Broadcasting and telecoms services are increasbejhg provided by the same companies. To
ensure competitive neutrality, it is important tladit service providers are subject to the same
regulations, which are imposed in a competitivedytnal way.

In addition, as telecoms operators offer broadegsservices, they will become subject to
broadcasting regulation. It is important to exaerine interaction of the two sets of regulation to
ensure they are consistent and that the overaleouof regulation is appropriate.

As the ERG identifies in the draft work programitines question of access to content will become
an important one as operators increasingly compettihe content they offer. The ERG should
examine the competitive aspects and possible fotegulators in ensuring that content, and in
particular premium content, does not become attodistort competition.

3G ROLL-OUT OBLIGATIONS

The 3G spectrum licences awarded to mobile operdigrically contain roll-out obligations.
These obligations specify that operators shouldroutl their networks to cover a certain
percentage of the population by a certain date.

The obligations ensure that 3G is rolled out suat tustomers can take advantage of the new
technology. There are significant positive netwexkernality benefits from having widely
available 3G, as well as promoting wider industcpremies of scale in network and handset
costs. As such, the enforcement of such obligatisralso important to ensure that competition



from new 3G only networks can continue to develdpe ERG should consider best practice on
ensuring how such roll out obligations can be ¢ifety enforced.

ANTI-COMPETITIVE EFFECTSOF ON-NET CALLS

As identified in the report by Cave, Stumpf and Isftil’> on-net calls can be harmful to
competition and might require intervention, espicidl the operators not are equally placed.
The 3 Group is experiencing this as a major batdeentry and expansion. The offering of on-
net calls has become a powerful instrument fornmeent operators to maintain their stronghold
over the market. The 3 Group concurs with the kmien of the report thax ante regulation is
better suited thaax postegulation for addressing these anti-competitiveb@ms, and therefore
urges ERG to undertake a study of the proper ressatiat should be applied and of the common
principles for the circumstances in which theseeagies should be implemented.

A review of certain markets included in the Comsion’s Recommendation on Relevant Markets subjeex
ante Regulation. An independent report by Martave Ulrich Stumpf, Tommaso Valletti, July 2006.
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ANNEX: EXAMPLES OF CONVERGED AND BUNDLED SERVICES

Example 1: Fixed-Mobile broadband offer in Austria

Telekom Austria offers a service that allows thbssuiber to download up to 800 MB per month
through a fixed ADSL connection and up to 300 MB p®nth through a mobile (2G or 3G)
connection. The monthly charge for this offer 2000 for the first year, and €39.90 thereafter.
Since Telekom Austria’s fixed ADSL connection fodBMB costs €29.90 each month, this
bundled offer effectively gives the mobile data fae for the first year and then for €10 per
month. This is a discount of €19 per month retate Mobilkom’s mobile broadband 300 MB
service, which as a stand-alone service costs €t9npnth for the first year and then €29 per
month.

Example 2: Bundled pricing in Sweden

TeliaSonera offered residential customers of #sdibusiness calls to all fixed numbers and Telia
mobile humbers in Sweden for a monthly fee of 7K %&bout €8.10). Calls to other mobiles
were charged at 1.10 — 1.99 SEK per minute. Aigatharge of 0.69 SEK is added to each call.
Telia has in excess of 99% market share in fixetlential lines and is a major mobile operator.
Despite a complaint by H3G, the Swedish Competifiathority declined to take action. One of
the reasons cited was the uncertainty of using esitign law to deal with cases of ‘leveraging’
of a dominant position.

Example 3: Fixed-Mobile telephone in the UK

In 2005, BT, the UK’s incumbent fixed line teleconnnications provider and supplier of 81.4%
of all UK residential exchange lines, launched BIsiBn, a seamless fixed-mobile convergent
product. BT Fusion uses a specially designed phmaieoperates as a mobile phone on a mobile
network, but uses Bluetooth technology to connedhe fixed line network while at home. As
BT Fusion customers are required either to havéoopurchase a BT fixed linand a BT
Broadband connection, the product enables BT terége its market power in residential
analogue exchange line services and wholesale lmoddnarket into the mobile call termination
market.



