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SG-Greffe (2006) D/202945

Onatfhankelijke Post en
Telecommunicatie Autoriteit
Zurichtoren

Muzenstraat 41

2511 WB Den Haag

For the attention of:
Mr Chris Fonteijn
Chairman of the Commission

Dear Mr Fonteijn,

Subject: Case NL/2006/0377 — Wholesale price cap system remedy
related to cases NL/2005/0280, 0282, 0284, 0285 and 0286

Article 7(3) of Directive 2002/21/EC!': No comments

1. PROCEDURE

On 28 April 2006, the Commission registered a notification by the Dutch national
regulatory authority, Onathankelijke Post en Telecommunicatie Autoriteit (“OPTA”),
concerning the implementation of the tariff regulation on KPN for the following wholesale
markets: fixed call origination, fixed call termination, transit services, wholesale unbundled
access and wholesale terminating segments of leased lines. The review of these markets has
been undertaken earlier by OPTA, and was subsequently notified to, and assessed by, the
Commission under cases? NL/2005/0280,0282,0284,0285 and 0286 respectively. The
national consultation? runs in parallel with the Community consultation under Article 7 of
the Framework Directive. The deadline for both consultations is 6 June 2006.

I Directive 2002/21/EC of the European Parliament and of the Council of 7 March 2002 on a common
regulatory framework for electronic communications networks and services (“Framework Directive”), OJ
L 108, 24.4.2002, p. 33.

2 SG Greffe (2005) D/206587 and D/206584.

3 In accordance with Article 6 of the Framework Directive.
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A request for information was issued on 11 May 2006 and a response was received on 16
May 2006.

Pursuant to Article 7(3) of the Framework Directive, national regulatory authorities (NRAs)
and the Commission may make comments on notified draft measures to the NRA
concerned.

II. DESCRIPTION OF THE DRAFT MEASURE

The draft measure concerns the implementation of the tariff regulation imposed on KPN in
the above-mentioned wholesale markets. The tariff regulation method that is implemented
takes the form of a wholesale price cap system ("WPC”). The resulting price caps will be
relevant for a period of three years as from the date on which this decision comes into
effect. In addition, the decision approves KPN’s wholesale cost allocation system (EDC).

The WPC system regulates the prices of virtually all KPN wholesale services for which the
obligation of price regulation has been imposed. KPN must provide an offer for these
services at or below these price caps.The WPCs are determined by the evolution of KPN’s
corrected effective 2004 costs towards corrected foreseen 2008 costs. KPN’s cost allocation
system follows a top-down approach and is corrected by an efficiency indicator.

On the basis of its assessment, and further to third party comments, OPTA has requested
KPN to adjust the calculation of some* of its cost prices. The adjustments proposed by KPN
were retained and included in the WPC. The 2008 price caps show tariff reductions up to
57%, except for wholesale telephony traffic where predicted 2008 cost prices are
substantially higher than current prices. OPTA finds that this could result in considerably
higher wholesale price caps for telephony traffic — with a potential negative effect on
competition. OPTA has therefore asked KPN to make a proposal, independently from the
predicted cost prices that would remove such negative effect. OPTA retains KPN’s proposal
to use current prices as wholesale price caps for wholesale telephony traffic within a
multiple year price regulation framework.

The percentages in the following table’ indicate how the wholesale price caps (end of 2008)
compare with current prices.

4 Including (1) the performance of assets used when calculating capital costs - weighted average cost of
capital (“WACC”), (2) cost- and investment allocation of the transition to fibre for access to the
unbundled local loop and interconnecting leased lines, (3) unforeseen costs and the length of the copper
cables when calculating one-off co-location services costs and (4) the cost price calculation for NLS2
services.

5 Table as provided by OPTA. miaco stands for Metered Internet Access Call Origination. friaco stands for
Flat Rate Internet Access Call Origination.



Service category

Services

Change in cap end year
2008 relative to tariffs before
WPC decision

Voice traffic Wholesale voice traffic and related services 0% {no change)
(terminating, originating, miace, friaco en 0800/0900-billing)

Voice traffic Interconnection ports 57% reduction

Vuoice traffic CPS-mutation 43% reduction

Whaolesale unbundled access

Unshared access - recurring

18% reduction

Wholesale unbundled accass

Shared access - recurring

50% reduction

Wholesale unbundled access

Mon-recurring tariffs (connection, disconnection, et cetera)

Approximate 50% raduction

Terminating segments of

Complete regulated product portfolio (up to and including

Approximate 20% reduction

leased lines 2Mbitfs)
Co-location Recurring tariffs 32% reduction
Co-location Neon-recurring tariffs 0 -10% reduction

Table 1. Price caps in the end of the year 2008 relative tot the tariffs before the WPC decision becomes into

force.

I11.

The Commission has examined the notification and the additional information provided by

NO COMMENTS

OPTA and has no comments®.

Pursuant to Article 7(5) of the Framework Directive, OPTA may adopt the resulting draft

measures and, where it does so, shall communicate them to the Commission.

The Commission’s position on this particular notification is without prejudice to any

position it may take vis-a-vis other notified draft measures.

6 Pursuant to Article 7(3) of the Framework Directive.




Pursuant to Point 12 of Recommendation 2003/561/EC7 the Commission will publish this
document on its website. The Commission does not consider the information contained
herein to be confidential. You are invited to inform the Commission® within three working
days following receipt whether you consider that, in accordance with Community and
national rules on business confidentiality, this document contains confidential information
which you wish to have deleted prior to such publication. You should give reasons for any
such request.

Yours faithfully,
For the Commission
Philip Lowe
Director General

Commission Recommendation 2003/561/EC of 23 July 2003 on notifications, time limits and consultations
provided for in Article 7 of Directive 2002/21/EC, OJ L 190, 30.7.2003, p. 13.

8  Your request should be sent either by email: INFSO-COMP-ARTICLE7@cec.eu.int or by fax:
+32.2.298.87.82.



