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1 Introduction

The purpose of regulating the electronic communication markels is o ensure the achievemeant of
sustainable, effective compstition. =0 that end users can benefit from greater choice and lower prices.
Regulation has been structured in such a mannar that the Commission of the Independent Post and
Telecommunications Authority of the Metharlands (refermed o throughout as: the Commission)
analyses various marksts prospectively 1o answer the question as fo whether de facto competition
occurs in those markets or if any market party holds significant market power {SMFP) in them. In the
latier case the Commissicn imposes appropriaie remedies on any such party in order to eliminata any
actual or potential problems pertaining to competition, which are associated with its SMP position.

On 15 July 2008 the Commission published three preliminary draft market decisions.' They cover the
landiine telephony markets {the fizxed telephony retsil markets, the whobesale markats for call
ongimation and for access o fived telephones connectons, referred bo throughout as “fixed ielephomy ™),
the broadband markets (the markets for unbundled access and whofesale broadband access, referred
to throughowt as “broadband™), and the retail and wholesale leased line markets (referred to
throughouwt as “leased ines”}. To acqguaint yourself with their substance you are referred o the dafi
decisions themselves and the summaries of them, which are appended to this document (see
Appendiz ). The press releass issued by the Commission on 15 July has also bean appended to this
document (Appendix 2) for the record.

In this document” the Commission deals with a numbser of issues which it wishes to explain against
the background of the draft market decisions that have been published, viewing them from a broadsr
perspective and having in mind developments in the longer term. Aftention is also devoted to the
conclusions drawn by the Commission in s analysis of the broadcasting services market. At present
that decision is still in the stage of being finalised and it will be published in preliminary drafi formon &
Awugust 2008, Consideration is also briefly given to the most important findings of the analysis of the
fuged terminating calls market. the draft of which is scheduled for publication on 25 July. Finally,
attention is devoted to the subsequent procedure through which these draft decisions are eventually o
be finalised.

' The Commisskan also pubiished o drafl daciskan oovering e radlo rarsmission maret on 15 July 2000

: This document contains a brief summary of these amalyses. Far the purposes af §is docomend & has been decided (o
Formulale ham ina way which is not in issl identicad fo that usad i he decisions themselves. Consedgquently, no fghts may b
derived from this docurmerl
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2 The consumer markets

The Commission has defined the consumer and business retail markets separately bacause of the
different dynamics at play in them. What is typical of the consumer markets is the ongoing
development of compstition, innovative investments in Mext Ganeration Metworks {NGMs) and their
evolution towards bundied markeds in the future_ In this secton the Commission considers, amongst
other things, the guestion as o where these developmenis will lead in the longer term and how this is
reflacted in the current draft market decisions.

2.1 Telephony

2.1.1 Deregulation of the consumer telephony markets

Amn important finding which emerged from the fixed telephony analysis is that competifion is strong
enough in the consumer ielephony market — and is expected to remain so — o suppord the assumpton
thiat there is no longer any need for OPTA to profect consumers from potentia! problems pertaining to
competition, such as a sifuation in which KPN, the former telephone service monopolist, would charge
excessively high tarnffs. Now compstition has assumed this role. This means that the Commission will
deregulate this market in its entirety. This represenis a major step in the direction of the uliimate larget
situation in which sustainable, effective compstition renders OFTA's intervention supsrflucus a1 the
outset.

Amaongst other things. the deregulation of the telephony consumer markst means that KPM will be
given the freedom to alter its tariffs to keep pace with its competibors” reduction of theirs, whereas it
was previously not allowed fo reduce them to below a bower limit stipulated by OPTA. Consumers will
benefit from KPN's freedom to do so.

Maturally, this is not to say that end users will be abandoned to thair fate. Matiers such as obstacles to
switching, transparency and number portability are and will remain of great importance in the penod
ahead and the Commission will therefore continue fo devote unabated atiention to these izsues. In
addition, MMa [Metherands Compstition Authority] is eminently aware of the fact that OPTA will no
longer be regulating the relevant retad markets but the Competiton Law [Mededingingzwel] continues

to apphy.

2.1.2 Continuation WLR and CPS

The fixed telephony analysis has also revealed that the consumer telephony markst can only be
deregulated, if KPN's current obfigations in refation fo camier selection and preselaction (CPS), and
wholesale line rental (WLR) continue to apply. Taken together these two forms of access enabla
providers to offer consumers both telephone connmections and calls.

As it happens, the Commission currently anticipates that these access remedies will no lkonger bea
required for the consumer market in the next regulatocry period (after 200 1).
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2.2 "Two is not encugh”

Az part of its curmeni market analyses the Commission has again come to the conclusion that bundbad
redail markeats stifl do not exist. In such a market & consumer is able to source 8 bundled saf of
sarvices, such as telephony, Internat access and television, from a specific provider. Meveriheless, il is
likedy thiat thare will be an evoiution towards bundled markets in the longer term. What will play a rofe
in thiz respect, is that as a result of technological convergence different networks will be capable of
providing similar bundles of senices.

A likely scenario for the conswmer market is that, in particular, the networks of KPM and the cable
companies will be capable of providing the refevant bundles. As such, a situation that could occurin
which compsfition evolves batwesn bwo infrastructures that are rofled out 1o the home, The
Commission feels that such am outcome is not eaowgh to represent sustainable, effective competition
{"twio is not enough”). Conseguantly, it is still important to have regulation of access, so a5 to enable
other partes to offer sustainable, effective competition.

The imposition of access regulation represents an important principle underlying policy to the effect
that sustainable competition is best achieved in a situation in which differant infrestructures compeis
with each ather. As a resuli, competitors do noi depend on other parties’ networks in ierms of cost and
functionality, or only to a8 imited extent, and they are best able to develop their own range of
commercial services. For this reason the Commission will always first examine those forms of access
which facifitate the ongoing development of infrastructure compstition, for example. because thay
provide an imcentive fo other providers to invest im the ongoing roll-owt of their own networks.

An clarification is provided below of how the policy principle of promoting infrastructure competition
receives gxpression in the draft decisions.

2.2.1 KPN's evolution towards MGHN and regulation of access

Mext generation networks will increasingly play a more importani role in the regulatory period ahead.
For instance, in 2006 KPM announced that it would be proceeding with the large-scale modemisation
af itz network in the years ahead (its so-called All-IF programme ). This modemisation of its network
will taka the form of a further introduction of fibre optic cable into the local loop (fo the sireet cabinet -
FTTC and to the home - FTTH).” on the one hand, and the establishment of a muli-service network
based on the Intermel protocol.

Such modemised networks have the polential to provide end users with services mone efficiently but
are also capable of creating new obstacles io the development of competition. This potential danger is
exacerbated by the fact that KPM will be phasing out the local exchanges — where compefing markat
parties curmently gain access o KPN's nebwork — in the future as par of s new All-IF network.

The policy principle to the effect that the form of access regulation which coninbutes most to
infrastructure competition, is also preferable within the context of the evolution towards an MGM. In tha
current draft decizions this primciple receives expression in the fundamenial choice which the
Commisskon has made in favour of unbundled accass to the subloop (SOF access) in the case of
FTTC and unbundled access to fibre oplic connections (ODF access) in the casa of FTTH.

J'1-'I'I'i: skands for Fibie ot the Cart. FTTH slands for Flbve o the Home.
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Throwgh thesa forms of access, which are geared foswards the further roll-ouf of altarmative
infrastructures. the Commission will be giving other parties an opportunity to opt for a sustainakble
business model for the Dutch markaet, Within this contesxt thay will be able to combine thair ocwmn furthar
rodl-out with the procurement from KPM of appropriate fibre opfic customer connections for potential
use in the future. Research conducted by Anslysys reveals that the business case for ODF access is
realistic and may be compared with existing unbundlad access to the copper local loop network (MDOF
ACCESE]

To complement the decision in favour of regulated access to fibre oplic connections, the Commission
has deliberatefy opted in favour of not imposing regulated wholesale broadband access [WEBA) in
those areas in which ODF access is or will bacome available. After all, the Commission accords
priority io thoss forms of access which best facilitate the ongoing development of infrastructurs
competition and, compared with ODF access, WBA makes less of a confribution towards infrasinucture
compelition.

With regard to unbundled access to the subloop (copper or otherwise — SDF access), the Commission
has determined that this form of infrastructure access does not represent a large-scale allemative to
athar providers, mainly because of the economies of scale required. For this reason the Commission
has decided that in relation to KPM's copper local loop network (and hanca unliks its fibre optic local
loop network) it will regulate wholesale broadband access (low guality WBAF'), which focuses mors
strongly on senvices compsetition than S0F access does. As such, the wholesale regulation to which
KPM is subject, will be more onarows.

The Commission is awane that there is an area of tension between the desire for KPHN to invest in
inmowvative infrastructure, an the ocne hand, and its acknowledgemsant, on the other hand, that access
to this infrastructure is reguired for the purposes of further infresiructure competition. The Commission
holds the view that it has found the right balance in #s prefiminary draft decisions. As far as possible,
access regulation is confined to the type of access which contributes most effectively to the further
development of infrastructure compstition. In additicn, KPM is afforded scops in its implementation of
itz obfigation to ensure access to charge access fees which accommodates the costs it incurs and a
reasonabbe profit

2.2.2 Broadcasting market: resale of the cable connection

Az part of its broadcasiing analysis the Commission has coms to the conclusion that resale of the
cable connection is required to achieve competition in the broadcasting market, This remedy will be
imposed on UPC and Ziggo in addition to their existing obligation to grant access. This will give thosa
parties who wish {0 do so the opporunity to take over entire cable customer relationships. Thess
parties, which will need o amange their analogus package rights themseheas, will then be sble to
compete with the cable operators in relation to RTY plans, for example, by offering interesting bundles
of amnalogue ATV packages together with IF TV wia DSL. The creation of such scope for other parties
in the broadcasting market will give end users a choice and will bring pressure to baar on cable tariffs.

An important consideration when imposing this remeady is that the positions of powser hekd by UPC and
Ziggo in the broadcasting market in recent times have remained as sirong as theay were, and there is
nio reason to expect this to change rapidly in the regulatory pericd ahead. In this respect the cable
companies’ temporary freeze of tarfis does not represent a sustainabla sclution, which will result n
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greatar competition. While i is true that KPN's Digitenna (DWB-T} has exhibited strong growth in tarms
of connections, at the same fime the Commission has noted that the treansmission of RTY through the
cable networks belonging fo Ziggo and UPC are still very important for reception on any other
television sets in a household (in the bedroom, kitchen and so forth). Consaguently, Intemset television
(IPTV) wia D5L and satellife find i difficult to establish a firm footing, with the result that. in spite of the
expansion of other pkatforms, cable operators are still expenencing e in the way of pricing
prassures. A failure to erode this advantage could mean that other parties would not be able o
compete with the cable companies strongly enough in a totaelly digital broadcasting market in the
future. &= WLR applies in the case of telephony, the resale obligatson therefore represents a
transitional measure, which spans the perod during which end wsers will still make considerable uss
of analogus television slongside its digital counterpart.

In addition, the poftential for offering analogue RTY packages and for taking over customer
relationships is required in order to establish a base for other parbes as part of the future evolution
towards a burmndled market. Without such a basa it is rather doubtful whether competitors would be
able to maich the retadl position of, in particular, KPFMN and the cable companies in a bundled market.

“Wiewed against this background., the Commission wishes to note its expeciation thal a cable resale io
KPM would not readily be deamed to be reasonable. Afier all, allowing KPM to resale the cable
connection would entad a nsk that its incentive to imsest in its NGM would be eroded. The Commission
is aware that the same line of reascning would also need to apply inversely to a situation in which a
cable company were to ask KPHM if it could resale the latter's telephone connections. In this case too
the Commission has therefore adopted the view for the momenit, that such a request would not be
reasonable.

Im order to ensure that the obligation to provide access does nodl dampen any incentive on the part of
P, Ziggo or any other potential entrants into the broadcasting market to proceed with investments,
tarifis will apply o wholesale resale which — as in the case of WLR - will be related to the retail faes
charged by Ziggo and UPC.

3 The business market

Im the absenca of the extensive presence of the cable companies’ infrestructure, the business market
experisnces dynamics which differ from those of the consumer market. For instance, KPM has
retained a strong position in the busimess telephony retail markst and this s not expected to changse in
spite of existing access regulation. This leads one to concluds that there is a need fo give actual and
potential competition a significant boost im this market by means of stricter wholesale reguiation. Such
stricter reguiation is reflected in the Commission's conclusion that the high-capacity leased line
wholesale market also needs o be regulated now, as does the high-gquality WBA market. As such, the
Commission is extending the existing WLE remedy fo cover the business market

Sincter wholesale regulsficn has given the Commission causs to note that competition is and, based
an this wholesale regulation, will be strong encugh to deregulate the business retall telephony market,
albeit nol before KPM has implemented the additional wholesale remedies. In this respect the
Commission will b2 monitoring the situation in the period ahead to ascertain whether this stricter
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wholesale regulation will produce a degree of retail competition that will constitute grounds for
deregulation.

As im the case of the consumer market, the deregulation of the business telephony market will enta#
that KPN will ba given the freedom to alter its tariffs 1o keep pace with its competitors’ reducton of
theirs, wheareas it was previously not allowed to reduce them to below a lower limit stipulated by
OPTA. This will b=nefit business end users.

4 All-IP and co-regulation

Acting for the purposes of KPM's proposed phase-outi of its local exchanges — where KPM's
competitors currently have unbundled access fo itz nebwork — as part of its AHN-IP plan, at the beginning
af 2007 the Commission called on KPM and other market parties to work together to produce a
sohution for this. The Commission was to incorporate such a solution into fis market analyses. KPN
arnd ths parties invalved — the DEL oparators — heeded this request, which resulted in memorandums.
of undarsianding being signed by KPM and the three largest DSL paries in mid-2007, and in a8 public
affer being made by KPN. The Commission also considered the situation involving negotiations
between the various parties and KM in mid-&pril 2008 and the publc offer made in relation to MDF
migration on 21 April 2008 as input for the purposes of its analyses of wholesale unbundlied and
broadband access.

The Commission appreciatas the efforts made by KPM and the other market parties. They have isken
major steps in relation to vamnous issues which are required for the purposes of finding a soluficn for
the phase-out of the local exchanges, and through its public offer KPM has responded to those sieps
in a transparent, non-discriminatory mannar. For instance, it will remain possible for competitons to
abtain unbundled access in 8 number of places, which means that it will still be possible o reach half
of Dutch househaolds through this form of access. As such, a great deal of progress has besn madse
towards a solution which will enable KPM (o migrate to an MGN and which holds out the prospect to
other parties of & realistic but sustainable business case.

Af the sama time the Commission notes that 8 memorandum of understanding has not been signed
with all of the DSL parties, which compromises market support for the steps that have been taken, and
no memorandum of understanding has given rise to a migration agreement with any party. The
Commission has concluded from this that at present 8 number of essential components are =till
missing from the solution that s sowght. This means that the Commession has found insufficient
grounds {o relax the proposed remedies in the wholesale markets fior unbundled and broadband
BCCEESE.

What is stated abowve, does not change the fact that, based on the results which have already been
achieved, the Commission still holds the view that there is no reason to prescribe condiions o KPN
for the phase-out of local exchanges in the form of policy regulations. Cin the contrary, the
Commission feels that the current public offer constitules a sound basis for further negotiation. in this
respect the Commission feels it o be important that the results which have been and are still o be
achisved are anchored in &8 reference offer for wholesals unbundled access to be published by KPN.
Im wiesw of the significant stakes involved, the Commission is considering the possibility of ocrganising
an indusiry group throwgh which further discussions can be hald.

FLIELIC: VERSFON B



3 Investment certainty

What is paramounit, is that the Commission walcomes investmeanis in nnovative telecommunication
networks. In this respect the Commission realises that such investments can be facilitated by means
of stable, predictable regulation spanning the longer term. At the same tima the Telecommunications
Act [Telecommuricatiews] stipulates that OPTA is required to sfudy the markets evary thres years.

With regard to the issue of investment certainty, the Commission assumes that market parties
undersiand that the decisions which it makes as par of its three-yearly markei analyses, are confimed
by the tasks that are assigned fo it in European legislation and the Telecommunications Acl, and
which are set out in greater detail. for examgple, in the form of policy rules izsued by the relevant
minister. In relation to the willingness of paries to invest in innovative infrastructures, the Commission
specifically refars to the underying principle that both a party holding SMFP and those with an
alternative infrastnectura must be encouraged to continue to invest. The Commission needs o account
for iteelf in relation to this underlying principle in every round of markei analyses, and this is an
important factor in terms of investment carainty.

Im this connection it is also important 1o note that in the course of time the Commission has made clear
decizions im refation fo a number of issues that are relevant precisely within the coniext of the
willingness of parties to invest and the certainty they reguire fo do so. s consistent implementation of
the cost-orientation norm m relation 1o the EDC system over time is an example of this. This EDC
system is based on the costs which KPM aciually incurs and factors in a reasonable return basad on
the risks to which if is exposed. This system will also apply o regulated wholesale access to KPN's
MGEN. In view of the lengthy useful economic life of MGMN local loop networks and the substaniial
investments thal need io be injected into them and in the light of the imporance of predictable
regulafion, in principhe, it is not to be expectad either, that the Commission will after the manner in
which it implements tarff regulation in the longer temm.

In more concrete terms the Commission would like to draw attention to the sccess modal for FTTH in
refafion fo KPN's willingness to imvest in its further roll-out. As part of this access mode! the
Commission will suffice with the regulation of unbundled access o the fibre optic local loop and will
refrain from regulating wholesale broadband access (WBA — see Section 0} The Commission
envisages that with the aid of this model 8 market situation will evoive (in the future) in which KFN
(throwgh FTTC and FTTH}), cable providers {through their coazial networks} and allemative FTTH
providers {based on ODF access) will together ensure that there is effective compstition in the retail
markets. Consequently, the Commission wishes to stress that the decision in favour of this access
moded is a lasting one: if this model actually results in the parties effectively competing with sach other
to serva their end users based on ODF accass, in principle, regulation will remain confined fo such
BCOEEE.

In this connection the Commission wishes to note that KPM proposes to offer its NGM (FTTC and
FTTH} in the form of a so-called open wholesale modsl, to which other parties obtain access subject
to identical terms and condifions. The aim of this open model is to achiewe a higher capacity utilisation
rate and greater market panetration in relation to the nebtwork together with other parties and, as such,
a level of expenditure capable of competing with that of cable. In terms of cerainty with regard to
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regulation, the Commission wishes to point out that KPN will be partly directing the future evalution of
regulation through this open model; an open model which actually produces effective competition
could constitute the basis for further deregulation in tha future,

B Terminating call symmetry

At present the regulation of fixed terminating calls® occurs asymmetrically: the fees which KPN's
competitors may lewy for this wholesale service exceed those which KPM may charge. In the past this
asymmetry was prompied by the idea of 'eniry assistance’.

As part of its cument fixed terminating call market analysis, tha Commission has coms to the
conclusion that this asymmetry will no longer be appropriate as of the next regulatory perod (hence as
af 1 January 2009). with tha result that the tariff ceifing for fixed terminating call charges will nead to
be the same in the case of all providers as of that time.

A second important conclusion drawn from this analysis is that a non-descrimination obligation will no
longer apply. Such an obligation would be unnecessarnily restrictive with regard to terminafing calls in
the regulatory period ahead and would also restnct competition unnecessarily in the underying retail
markets.

T Procedure

The present regulatory framework cams into effect in 2004, following which the Commission
conductad its initial analyses of the fixed telephony, broadband and leased fine markets in 2004 and
2005, The relevant market decisions cams into force on 1 January 2006, Because the
Telscommunications Act stipulates that the Commission is required to study the markets again within
a perod of three years, the Commission commenced new research in 2007 and 2008. The new
marked decisions will cover the period from 1 January 2009 onfil 31 December 2011.

The resi of the procadure will be as follows. The markst decisions for fixed telephony, brosdband and
leased lines have now been published in prefiminary draft form.* As stated in our letter of 11 July 2008
(DPTAMAMZORR/A01534), the Commission will be organising an information mesting on Thursday,

17 July, imwhich it will explain the findings sef ocut in its analyses. The formal consultations about the
foeed telephony, broadband and leased line draft decisions will then commence on 208 July. The legally
stipulated pericd dunng which market parties snd other siakeholders can submit their thoughts on the
draft decisions to the Commission will end on B September 2008, Before then the Commission will be
holding & hearing on Tuesday, 2 September, when parties will be afforded an opportunity to presant

! Fluma bermiraiing cafs refer 1o the sarscs which ihe prowiders of faesd telephone networks provide 5o routs a call io a nembsr
fhal Is connected o their rehwork. This service is purchased by other bslephone ssrvice providers. that frequently also nee=d o
prowide bsminating cails to numbers: connachad o thelr nebsork. As soch 0 1S o senvioe which prowidars procure Srom each
crtie=r

" In publishing these prefiminary dralt decisions — which gives marksd parlies fwo sdditonal weeks during wehich o famianse
fhemsatves wih the moncssd matest decisions — the Commission hos made allowances for the tact that consuBations about
Ehesm will colmoide with 1he holkday period, ard that diferent market decisions have been presented for consufiabion
simuitansoushy.
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thedr views in person (as well). The relevant invitation will b2 communicated separaiely on the OPTA
website tater in July.

Affter receiving notica of these views the Commission will decide what changes should be made fo the
draft decisions. Itis anticipated that this will be followsd at the end of October 2008 by a penod of four
wesaks during which formal notice will be given of the draft decisions at the European level, after which
they may in principle be finalised before the end of the year.

This year the Commission will be conducting other analyses in addition to those concemning fixed
telephony, broadband and leased lines. There will be analyzes of the markets for ficed terminating
calls, transit, and broadoasting and radio transmission services.” The following table contains a
comprahensive overview of the schedule of national consultations conceming all of the draft decisions.

Analysis Preliminary Consultations = Consultations re Draft
Decisions
Fixed telephony 13 Juby until 29 July 28 July to B September
Fieed terminating calls 25 July untdl 15 Auwgust 15 August to 25 Septermber
Transit na. | 15 August to 25 September
Broadband: unbundled access 15 July undil 29 July 28 July to B Septamber
Broadband: wholesale scoess 15 July undil 29 July 24 July to 8 September
Leased lines 15 Juby untd 25 July 29 July to B September
Broadcasting tramsmission 5 wuniil 1% Avgust 189 August to 28 September
| services
Radio fransmission senvices mn.a. 15 July to 25 August
dEk

E This year the mobills lesminating calls market wdll nol by analysesd. The reason for 1his s thal the ourment resquisiory period Tor
fhizs maorked wil cnby sspire in mid-20-10.
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Appendix 1 - Summaries of the Fixed Telephony, Broadband and Leased Line
Draft Decizsions

1. Fixed telephony

1.1 Introduction

1. Under the terms of Chapter Ga of the Telscommunications Act Telscommunicatiews! (referred to
throughowt &= “Tw") the Commission of the Dutch Independent Post and Telecommunications
Authority (referred to throughout as the "Commission”) is required to analyse specific relevant markets
in the electronic communications sector in order to determine whethar thera is effective competition on
these markets or whether any market party holds significant market power (referred to throughout as
SMP) n them based on a fonward kooking analysis covering the pericd until the end of 2011, The
Commission may impose appropriate remedies on any market parly which holds SMP.

2. Tha decision concems the relevant retail and whaolssale markets {or fixed telaphony with the
excepiion of those for terminating calls to landiines and transit calls.

3. The decision makes it mandatory for KPN to provide wholesale services for onginating calls
{including CS and CPS} and access fo traditional telephone connectione. This will afiord other
providers the opportunity to offer lelephone servicas to end users. The remedies involving KPMN's retail
sarvices are o be revoked.

1.2 Key aspects of the decision

Wholezale markets for the supply of ariginafing calls and the granting of access fo lelephonse
conmactions

4_ The Commission has defined the following relevant fized telephony wholesale markets:

- the residential whaolesale market or slternatively the wholesale market for the supply of
originating calls and granting of access to telephone connections for the purposes of the fixed
telephicny residential retall market; and

- the business wholesale market or siternatively the wholesale markst for the supply of
onginating calls and granting of access to telephone connections for the purposes of the fixed
talephony business retald market

5. These relevant markets cover all of the Metherlands and are confined to it

6. KPMN's share of the residential wholesale market amounted to TO% to B0% in the fourth guarter of
2007, lis share of the business wholesale markst amounted to 75% to B5% in the same period. Based
on an analysis of dominance, the Commission has concluded that KPN holds SMP in the residential
and business wholesale markets. As a resull. it is possible for the following anti-competitive practices
to occur in the residential and business wholesale markets:
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- competition constraints periaining to access, such as the denial of accass, the strategic use of
information, the improper use of information in relation to competiiors, delaying tactics,
inequilable terms and conditions, quality-related discAimination, sirategic product design and
bundlimgitying;

- competition constrainis peraining to pricing, such as price discnmination, excessive tariffs and
margin sgueeze.

T. Since mfrastructure competition has not matured sufficiently to operate in an appropriately
disciplined manner, the Commission is also promoting services compstition. Consequently, the priority
objective of regulaticn specific to telephony is (o promote services competiton in so far as il retains
the potential for infrastructure competition to develop.

8. In order to prevent the oocurmence of the anti-competitive practices which had been cbhserved and
hawing in mind the purpose of the regulation, the Commission is imposing the folowing obligations on
KPM in the residential and business wholesale markets for fixed telephony:

- an obdigation to grant accass for onigimating calls and the resale of telephone connections
{wholesale line rental or WLR);

- an obligation fo provide C5 and CPS — KPMN must grant access o its network to other
ielephone service providers for this purpose;

- an obligation to ensure fransparency — KEPMN must ensure that proper notice is given in the
form of a reference offer of the tariffs and any other terms and conditions which it offers to its
wholesale customers;

- an abligation o ensure non-discrimination — KPN must present a reference offer to all of is
wholesale customers;

- tanff regulation — cost-orientad wholesake price caps for G5, CPS and originating calls
senvices and retail-minus tarff regulation together with 8 mazimum annual increase in the feas
for WLR services;

- an obligation of accounting separation.

9. The mest mporiant changes in this decision compared wath the 2005 market anatysis decisions
pertaining to fiwed ielephony wholesale markets are as follows:
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- markets have bean defined differently — originating calls and access to telephones connections
now constitule part of a single market and the Commission has now defined a residential and
business wholesale market;

- the WLR obligation has baen extended to include alt ielephone connections, even those in the
business whaolesale market;

- the mtroduction of 8 maximum annual mcreass in the tariifs charged for WLR services,

10. These remedies will enable other providers to provide all end usars with both calls and fraditional
telephone connections. The obfigations imvolvad will apply alongside other wholasale dutias, such as
ULL and WEBA. Thanks to these remedies providers will be able to offer VoB telephone services in
combination with broadband Internat access. The overall ramgs of wholesale mmeadies wall ensure that
a third group of providers will be able to offer a competitive range of services in the retail markets in
addition to KFMN and the cables compansas. In the bisiness markst it will make it possible for partiss
othar than KPN to provide a competitive range of services.

Retfail markeis for fived lelaphony

11. The Commission has dafined the following relevant markeds:

- & residential retail market for fived telephony — this market consists of residential services or
call and connection services focusing on bao or fewer (simultansous) calls; and

- A8 business retail market for fixed telephomy — this market consists of business services or call
and connection senvices focusing on more than twio simultaneous calks.

12. These relevant markets cover all of the Metherlands and are confined to it.

13. Bazed on a dominance analysis, the Commission has drawn the conclusion that the residential
redail markst is truly compstitive given the presence of the whaolesale remedies for OS5, CPS,
ariginating calls and WLR, which are to be imposed by this decision, as well as the ULL obligations
and the inferor guality WEA duties stipulated in other market analysis decisions. Thanks o these
remedies there are anowgh altermnative providers of ficed telephone and voice over broadband (VoB)
samvices. Following this regulatory decision KPN's market share is expected fo decline from T0% fo
BO% in 2007 to 50% to 60% in 2011.

14. A preliminary analysis reveals that, thanks to competition, in the regulatory period ahead
consumers will have enowgh allemalives available to ensure that they are able 1o procure guality
sarvices in the resideniial retail market at an affordable price. The Commission thersfore sees no
furthar grounds o retain existing remedies or impose new ones in the retail market. For this reason
the existing retail remedies will be revoked.
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15. Based on a dominance analysis, the Commission has drawn the conclusion that the business
redail market s not truly competitive despite the presence of the wholesale remedies for C5, CPS,
origimating calls and WLR, which are imposed by this decision, as well as the ULL abdigations and the
superior gquality WEBA and leased line duties stipulated in other market anaklysis decisions. Thanks to
thesa remedies there are enough allemative providers of fized telephone and voice over broadband
(WoB) services. Following this stricter reguiaiony move KPN's market share is expectad to declina from
TO% to BO% n 2007 to B5% to 75% in 2011.

16. On the basis of a number of developments the Commission is of the opinion that the cwerall range
af wholesale remedies will nevertheless be adequate to ensure de facio competition in the long run,
albeit beyond the regulaiony penod, and to profect end users’ interesis. The Commission will therefore
ravoke ihe existing retail remedies, although not before KPMN has actually implemented its WLR.
superior guality WEBA and leased line obligations.

17. Consaguenily, the most imporiant change in this decision compared with the 2005 market analysis
decisions peraining to fixed telephony retad markeis is to be found in the phased revocation of all
redail remedies, namaly, tanff regulation (upper and lower limits), the duties of transparency and non-
discrimination, and ex amfe iariff assessmenis (traffic light model}.

2. Unbundled access at the wholesale level

2.1 Introduction

1. Under the terms of Chapter Ga of the Telecommunications Act Telecommunicatiswst (referred to
throughowt &= “Tw") the Commission of the Dutch Independent Post and Telecommunications
Authority (referred to throughout as the “Commizsion”) iz required to analyse specific relevant markats
in the electronic communications sector in order o determine whether there is effective competition on
thesse markets or whether any market party holds significant market power {referred o throughout as
SMP) in them based on a forward kooking analysis covening the pericd until the end of 2011, Tha
Commission may impose appropriate remedies on any markei party which holds SMP.

2, Tha decision concermns the markei for wholesale {physical) metwork infrastructure access (including
shared or fully unbundled access) at a fiwed location. {referred o throughowt as the market for
unbundled access at the wholesale lewvel).

3. Thiz decision makes it mandatory for KPM to grant unbundled access (fully or shared unbundled) at
the level of the main distribution frame (MOF access), the sub-network {SDF access) and the opfical
distribution frame {ODF access). This will make it possible for providers to offer various retail senvices
to emnd weers.

2.2 Main points of the decision

4 What plays an importamt robe in this market analysis is tha fact that at the end of 2005 KPN
announced that it intended to migrate its network fo a so-called Mext Generation NMetwork in the years
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ahead. KPM refers to this operation as AIHIP. Through AIHIP KPM will be replacing its current neteork,
which consisis (in part) of separate networks for ielephone services (mobile or fixed), leased ines,
data communication and Intermet senvices with a single integrated broadband 1P network.

3. Amongst other things, AlHIP involves the replacemeant of part of the currant copper kocal loop
network with fibre opfic cable. Bringing fibre optic cable closer to end wusers will make it possible to
provide them with higher speseds through the remaining part of the copper local loop network. In arder
to facilitate this KPM is also relocating the operational eguipment which s used to supply broadband
access to other providers via the local loop at MDF locations 1o street cabinets, Ulimataly the MOF
locations will be phased out and current providers will have io be migrated appropriately. As it
happens, KPM has indicated that it may proceed direcily with the provision of senvices based on fibre
to the home in a8 number of areas. This means that fibre optic cable will be rolled out to end users’
homes, which will make it possible to achieve even greater speads.

&. The relevant preduct market for unbundled access at the wholesale level consists of both fibre optic
and KPN's local loop networks, The relevant geocgraphical market is national and conseguently covers
all of the Metherdands.

T Cmly KPH is active in the market for unbundled accass via the copper local loop. Al present
providers are procuring hardly any unbundled access via exisfing fibre optic local loop netwaorks.
Based on a SMP analysis, the Commission has concluded that KPN holds SMP in the market for
unbundled access at the wholesale level. As a result of KPM's dominant position in this market it s
possible for the following anti-competitive practices to oocur:

- competition constraints periaining to access, such as the denial of accass, the strategic use of
information, the unfair vse of information in relation to competitors, delaying tactics,
inequitable terms and conditions, quality discrimination, strategic product design and bundling
or byimg;

- competition constrainis peraining to pricing, such as price discnmination, margin squesze
and excessive pricing.

8. The Commission is of the opinion that a situation of susteinable compsetition can best be achieved
by according prionty to measures which promote infrastructure compstition where possible when
deciding on remedies. This means that the Commizsion has a preference for access senvices which as
far a5 possible provide market partiss with an imcentive to invest in their own infrastructurs.

9. In order to prevent the oocumence of the anti-cormpetitive practices which have been observed and
hawving in mind the purpose of the regulation, the Commission is imposing the folowing obligations on
KEPM in the markst for unbundled access at the wholezale level:

- An obligation fo accede to reasonabls requests for unbundled access (fully or shared
unbundied) — and related facilities — to KPM's copper local loop network (MOF and SOF
access) and its fibre optic local loop network (O0F network), or altematively to KPM's local
Foiop reetwiork:
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an obligation fo ensure non-discrimination — the duty to grant unbundied access to its local
koop network and related faciliies and services in identical circumetances and subject to the
same terms and conditions. This dufy entails that KPMN will ensure supply to external
customers in identical circumstances subject io the same terms and conditions gowveming
supply to itself;

an obligation to ensure transparency — amy reference offer will have to be broken down in
accordancs with the different forms of access to KPN's local loop nebwork and must
appropriataly disclose the rates and any other terms and conditions which KPN employs for its
wholesale customers;

an obligation to submit to tanff regulation — KPN will be required to apply cost-orienied pricimg,
in respect of which a kong-term wholesale price cap has been set, so as to offer as much
ceriainty as possible for investiments;

an obligation for accounting separation - KPMN will be required to keep separate accounts, as
part of which income and expanditure pertaining fo unbundled accass at the wholesake level
must be reported separately.

10. The most important changeas in this decision compared with the 2005 market analysis decisions
periainng io unbundled access at the wholesale level are as foflows:

a more extensive market has been defined — unbundied access via copper (MDOF and SDF
access) constituies part of the same relevant market as unbundied access via fibre optic cable
{ODF access);

because of KPM's proposed phase-out of MDF access the Commission will be imposing
conditions on KPM, which the latter will need to comply with during the phase-out, if it wishes
to proceed with the denial of access thal has already been granted to facilities in the relevant
locations. The purposs of the terms and conditions goveming migration is io ensure that this
migration to one of the other forms of access (SDF, ODF and wholesale broadband access)
can ocour in & manner which accommodaies the nteresis of both KPM and MDOF access
cusicmers.

Broadbhand internel access retad marketd

11. The relevant market for broadband Intemet access includes broadband Intemet access services
via DSL, cable and fibre optic networks. The relevant geographical market is national. The most
impaortant change compared with the 2005 broadband Infermei access retail analysis is that broadband
Imternet access through fibre optic local loop networks is also deemed to constitute par of the relevant
product markel.

12. Bazed on a SMP analysis, the Commission has concluded that in the absence of wholesals
regulation there is a risk of KPN holding SMP in the broadband Internet access retal market. In the
absence of wholesale access competition will ocour betwesn vertically integrated providers (KPN. and
regional cable operators and focal fibre optic operators).
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3. Wholesale broadband access

3.1 Introduction

1. Under the terms of Chapler Ga of the Telecommunications Act Telscommunicatiews! (refemed o
throughowt s “Tw™) the Commission of the Dutch Independent Post and Telecommunications
Authonty (refermed to throughout as the "Commission™) is required fo analyss spacific relevant markets
in the electronic communicabons sector in order o determine whether there is effectrve competition on
these markets or whether any market party holds significant market power (refermed (o throughout as
SbP) in them based on & foryard kooking analysis covering the pericd until the end of 2011, The
Commission may impose appropriate remedies on any market party which holds SMP,

2. The degision concems the market for wholesale broadband access (referred fo throughout as
“WEBA™). The Commission defines WBA as a wholesale service which consists in the supply o
wholesala customers of flesable or vanable franemission capacity (bandwidth) in excess of 128 kbit's
downstream from the place where procurement occurs o the relevant end user's location.

3. The Commission has concluded thal the WBA market consists of two separate relevant markeis,
namely, the market for low quality WBA and the markst for high guality WBA.,

4. The decision makes it mandatory for KPN to supply high and low guality WBA and related facilities
based on access to copper. This will enable WEBA cusiomers to supply electronic communication
sarvices to their end users.

3.2 Main points of the decision

4. What plays an important role in this market analysis is the fact that at the end of 2005 KPN
announced that it intended fo migrate its network to a so-called Nexi Generation Metwaork in the years
ahead. KPM refers to this operation as Al-IP. Through AP KPM will e replacing its current network,
which consisis (in pan) of separate networks for telephone services (mobile or fized), leased lnes,
data commumnication and Intermet services, with a single integrated broadband IP network.

8. Amongst other things, A0HP involves the replacement of part of the current copper local loop
network with fibre opfic cable. Bringing fibre oplic cable closer to end wsers will make il possible to
provide tham with higher speeds through the remaining part of the copper local loop network. In arder
to facifitate this KPM is also reloceting the operational eqguipment which is used to supply broadband
access to other providers via the local loop at MDF locations to stest cabinets, Ulimatsly the MOF
locations will be phased out and current providers will have io be migrated appropriately. As it
happens, KPM has indicated that it may proceed direcily with the provision of services based on fibre
to thee home in 8 number of areas. This means that fibre oplic cable will be rolled out to end users'
homes, which will make i possible to achieve even greater speeds.

7. The relevant WEBA product market consists of access (o copper (based on MDF and S0OF access)
and to fibre optic cable (based on ODF access). The WBA market comprises two separate relevant
markets. One is a market for low quality WEBA and the other for high quality WBA. The faatura
distinguishing these two markets from each other is the contantion rate. Those products which have a
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contention rate of 1:1 fo 1:20 constitute part of the relevant market for high quality WEA and those with
a contention rate of less than 1:20 constitute pari of the relevant markst for low quality WEBA. The
refevani geographical market for both high and kow guality WEBA is national and consequantly covers
all of the Metherands.

B. Based ona SMP analysis the Commission has concluded that KPN holds SMP in the high and
ke quality WBA markets.

9.  As a result of KPM's dominant positon in the low quality WBA market it is possible for the
following anti-competitive practices to ocour:

- competitton constrainis periaining to access, such as the denial of supply or access, tha
strategic use of imformation, delaying tactics, inequitable terms and conditions, qualty-related
discrimenation, strategic product design and bundling or bying;

- competition constraints periaining to pricing, such as price discrimination and margin
SQUBEIE..

As a result of KPM's dominant position in the high quality WBA market it is possible for the following
anti-compstitive practices fo ocour;

- competition constraints periaining to access, such as the denial of supply or access, the
sirateqgic use of information, delaying iactics, inequitable terme and conditions, gqualkity-related
discrimination, strategic product design, bundling or fying and margin squeeszse,

- competition constrainis penaining to pricing. such as price discrimination, margin squesze and
axcessively pricing...

10, The Commission is of the opinion that a situation of sustainable competition can best be achieved
by according pricrity to measures which promote infrastructure compeatition where possible when
deciding on remedies. This means that the Comméssion has a preference for access services which as
far as possible provide market parties with an imcentive to invest in their own infrastructure.

11. Because an adequate level of infrastructure competition (based on unbundled sccess) will not
accur during the regulatory period ghead parily due fo the phase-out of MDF access, the Commission
will also be promoding services competition (basad on WBA) in so far as it retains the potential for
infrastrecture competition to develop. Viewed in this light, the Commission deems | appropriale to
impose a remedy on KPM in relation to WBA services which are provided through the copper local
loop network. The Commission does nof deem it appropriate to introduce WEA remedies for services
which are provided through fibre optic local loop networks. As such, the Commizsion is sesking to
encourage the development of infrastructure compsetition based on ODF access, while also creating
scope for the roll-out of fibre opfic networks.

12. In order to prevent the ocoumence of the anti-compeiitive practices which have been obsarved and

hawing in mind the purposs of the regulation, the Commission is imposing the following obligations an
EFPM in the WBA markets (iLe. the low and high guality YWBA markeis);
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13.

an obligation fo accede o reasonable requests for the supply of high and low guality WBA and
related faciliies through the copper local loop network (based on MDF and S0F access);

an obdigation to ensure non-discrimination — the duty to provide high and kow quality WEA and
ralated services and faciibes in the same circumstances subject to identical terms and
conditions. This duty entails that KPM will ensure supply to extemnal customers in identcal
circumstances subject to the same terms and conditions govemning supply to itself;

an obligation to ensure fransparency — any reference offer will have to be broken down in
accordance with the different forms of WEBA access via copper and must appropriately
disclose the rates and any other terms and conditions which KPM employs for its whiolesale
CUSOMmers;

an obligation fo submit to tanff regulaton — KPN will be reguired fo apply cost-orienisd pricing,
im respect of which a long-term wholesale price cap has been sel, s0 as to offer as much
ceriainty as possible for investments;

an obligation for accounting seperation— KPN will ba required io keep separate accounts, as
part of which income and expanditure pertaming to onginating calls must be reported
separataly.

The meost important changes in this decision compared with the 20053 market analysis decision
pertaining to wholesale broadband access are as follows:

a more extensive market has been defined — WBA via copper, coaxal and fibre opfic local
loop networks constiiute part of the samea relevant market;

KPM holds SMP in the kow guality WEBA market;
KPHM is subject to tanff regulation in the high quality WEBA market;

in so far as WBA over copper is to be phased out completely in specific areas that are coverad
durimg the regulatory pericd ahead, the Commission is imposing conditions on KPM in relating
to the revocation of WBA sccess over copper, which has efready bean granted.

Retail markef for broadhand inteme! 2ccess

14. The redevant market for broadband Internet access includes broadband Intemet access senvices

15

vig OSL, cable and fibre optic networks. The relevant geographical market is national. The most
important change compared with the 2005 broadband Inlemet access retaif analysis is that
brosdband Intermet access through fibre optic local loop nebworks is also deemed o constitute
part of the relavant product markst.

Baszed on 8 dominance analysis, the Commission has concluded that while reguiation occurs in
the unbundled wholesale access market in the absence of regulation of the WEBA market, there ks
a nsk that KPM wall hold SMP in the retaill market for broadband Intermet access.
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4. Leased lines

4 1 Introduction

1. Under the terms of Chapter Ga of the Telecommunications Act Telscommunicatiews! (referred o
throughouwt as “Tw™) the Commission of the Dutch Independent Post and Telecommunications
Authorty (refermed to throughout as the “Commission”) is required fo analyss spacific relevant markets
in the electronic communicabons sector in order o determine whether there is effectrve competition on
these markets or whether any market party holds significant market power (refermed o throughout as
ShP) in them based on & foryard kooking analysis covering the pericd until the end of 2011, The
Commission may impose appropriate remedies on any market party which holds SMP,

2. The decision concems the relevant retail markats for low and high capacity leased lines and data
communication serices, and the relevant wholesale market for low and high capacity leased lines and
trunk connections.

3. Business end users uss leased lines and data communication servicas to establish compamy
networks for voice and data services between their various internal operational cenires, and between
tivedr nebtwork and the public telecommunications network. Based on research conducted by Dialogic
and replies received from market parties to guestionnaires. the Commission has noted thai business
end users incregsingly parceive leased limes and data communication sernvices as similar sarvices.

4. The Commissson has observed a growing trend {approximately 10% per annum) towards the
replacement of raditional leased lines with data communicetion servicas. There is another trend which
has had a major impact on our market analysis in the form of the ever expanding roll-out of fibre optic
networks, which are suitable for high capacity leased [ines and data communication senvices.

4. Tha decision renders it mandatony for KPM to supply wholesale line rental. This will provide
alternative providers with the opporiunity to offer business end users retail leased lines and data
communicaton serices. The remedy involving KPM = retail services {low capacity) is to be revoked.

4.2 Main points of the decision

Definition of wholssale markels for the purposes of refall ine rerntal and dala communication senices.

6. Tha Commission has defined the following three relewvant wholezale line rental marksts:
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- awholesale market for low capacity leased lines;
- & wholesale markst for high capacity leased lines; and
- awholssale trunk market for the purposes of local and regional interconnection.

High guality bitstream represents amother imporiant wholesale market for the purposes of the retail
market for low capacity leased lines and data communication servicas. This markst has bean defined
as part of the wholesale broadband analysis (WEBA).

T. These relevant markets cover all of the Netherdands and are confined to il

Diominance analysis of the wholesale markats

B. The wholesale trunk markst has been found to be competitive. KPMN's neteork has afready been
replicated multiple times. Conseguanthy, it no longer has a position of powsar,

. KPN's share of the wholasale markst for low capacity leased lines amounted to T0%%: o 80% in the
fourth guarter of 2007. lis share of the wholesals market for high capacity leased lines amounted fo
G0% to TO% in the same penod. Based on a dominance analysis the Commission has concluded that
KPM holds SKIP in both wholesale markets. As a result, it is possible for the following anti-compstitive
practices fo occur in the retail markets:

- competton constrainis peraining to sccess, such as the denial of access. the strateqic wse of
information, the mproper use of information in relation to competitors, delaying tactics,
inequitable tarms and conditions, quality-related discrimination, strategic product design and
bundling or bying:

-  competition conetrainis peraining to pricing, such 8s price discrimination, excessive tariffs and
Margin sguesze.

10, Because infrastruciure competition has not matured sufficiently to operate in an appropriatsly
disciplined manner, the Commission i3 also promoting services compstition. Consequently, the priority
objective of regulation specific to leased lnes is o promote services compsatition in so far as it retains
the potential for infrastructure competition to develop.

Cibfigafions i the whotesale markets

11. Im order to prevent the occumence of the anfi-competitive practices which have been observed and
having in mind the purpose of the regulation. the Commission is imposing the folowing obligations an
KPM in the wholesale markets for bow and high capacity leased lines;

- an obligation to grant accass:;

- &nobligation to ensure tfransparency — KPMN must ensure that proper notics is givan in the
form of a reference offer setling ouwt the tariffs which it offers o its wholesale customers and
the terms and conditions subject to which it doss so;

k1
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- an obligation fo ensure non-discrimination — KPM must presant a reference offer {o all of fs
wholesale cusiomers;

- tarff regulation — cost-onented tanfis:

- an obligation for accounting separation.

12. The most imporiant changes in this decision compared with the 2005 market amalysis decisions
pertaining to wholesale line rental markets are as folkows:

- markets kave bean defined differently — in defining them a distinction has now only been
drawn between sernvices with a capacity (symmetrical or othersize) egual to or less than
20 Mbit's and thosa with a larger capacity, in respect of which data communication serices
with such capacity constitute parl of the relevant markeis. As part of the new decision MDF
backhaul connecbons are treated as part of the trunk market and no longer as part of the
market for terminating connecticns (high capacity );

- tougher wholesale obligations for high capacity connections will be imposed and the MOF
backhaul remedies will be revoked.

13. The wholesake chligations mentioned im paint 11 will enable other providers o provide leased Enes
and data communication services to all business end users. These obligations will come on top of
other duties, such as ULL and WET, in the wholesale market for low capacity leased lines. Based on
these ohbligations providers of leased lines and data communication services will be able to offer a

comprahansive range of business services.

Refail markets for leased imes and dates communicalion senvices

14. The Commission has defined the following relavani markets:

- & retail market for low capacity leased lines — this market comprises both leased lines and
data communication services with a capacity (symmetrical or otherwise) of 20 Mbit's or less;

and
- & retail market for high capacity leased lines of 20 Mbit's or more. This market also comprises

both leased limes and data communication services.
15, The above-mentoned relevant markaets cover all of the Metharands and are confined o it.

16. The Commission is of the opinion that effectve compstition does not exist in the retail market for
low capacity leased linss whiles whodesale regulation occurs, although the decline in KPM's market
share and the neuftralisation of other dominance criteria &5 a result of wholesale regulation indicate
that effective competition could be achiswed in the longer term.

17. With regard to the retai market for high capacity leased lines, the Commisskon is of the opinion
that the wholesale remedies are adsquate for the purposes of achieving the stated objectives.
Consequently, the Commission doss not ses any grounds for impasing remedies on the retail market.

k1
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18. The most important change compared with the 2005 market analysis decision on leased lines is
that the latter and data communication services are deemed o constitute parls of the same relevant
market and as a result the defined markets coincide more closely with tha percaption of business end
users. What is also an important difference is that only wholesale regulation is imposed as part of the

new draft decision.

18. The regulation of whaolesale markets will ensure that business end users will benefit in the form of
a more pluriform range of leased lines and data communication serices in terms of both price and

qualiby.
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Appendix 2 — OPTA Press Release of 15™ July 2008

OPTA: Less regulation for telephony market, broadcast market open

Today the Commission of DPTA, the Indepandent Post and Telecommunicabions Authority of the
Methierlands, is presenting = new praliminary draft decisions for the markets for fized telephony,
broadband internet sccess and leased lines. In them OFTA sats out the measures. which it fesls ara
required to promote innovation, investiments and competition in consumers” mterests during the
requlatory perod ahead. Parily thanks to the remedies which OPTA has imposed on KPM in the
telephony market to date and the fact thet cable telephone services are gaining ground, it is possible
to dispense with KPN's obligations in the consumer market. From now on KPM is exempt from retail
obligations, such as those governing minimum and maximum tarifis, and it is alowed fo compets
freaely. Howewer, OPTA has had o impose sinicter obfigations on KPM in the wholesale telephone
markel in arder to achisve this relaxation. In addidion, OPTA has mposed 8 duty on cable sarvice
providers to ressell cable conneclions, otherwise the regulatory authority foresees insufiicient
competition in the broadcasting markets. In this way consumesars will be able to choosa from whom they
wish to obtaim thedr analogue television bundie in the same way that they are already able to choose
betwesan vanous telephone service providers wsing KPN's network.

Benefits for business users

OPTA notes that thera is not enough dymamics in the business segment. Further infervention is
resquired to ensure that business users bensfit as much from competition as private consumears. In
viewy of the fact that business customers have o0 few allematives to choose from, KPN's current duty
to sall telephone subscriptions to othar telephone service providers has besn extendad, so as to
ensure that aliemative parties are able to offer & competing range of services not only to consumers
but also to business customers.

Access to cable networks

While KPN's dominancs in its home market of telephony has been partly eroded, the cable companies
resmiain dominant in the broadeasiing market. Casema, @Home and Multikabel have marged o
aestablish the cable company, Jggo. Digitenne, IP TV and sateflite do not appear to bring encugh
pressura o bear on cabis tanffs and hawe faied to produce a greater choice of anakogue cabla
subscriptions. The cable companies’ temporary tanff freeze is not & sustainable sofution which will
produce greater compsatition. It is for this reason that OPTA has imposed a rezals of the cable
subscription, 5o as to ensure that alternative providers are able to compele on the cable network. This
will give consumers a choice of providers from whom they can buy an analogus cabls bundle.

Access to KPN's network

Af presant KPN's competitors have access to its network through the local exchange. Thanks to this
access the Matherlands is l2ading the way in broadband Internst access (price and bandwith). As a
result of KPN's plans (ALL-IP) to switch to fiber optic cable and VDEL, a rather advanced innowation
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which OPTA applauds, these local exchanges will be abolished. KPM' s competitors will need to bea
provided with alternative access. This access be exist either more up m the copper network through
regulated wholesale broadband access, or on the fiber network in the opbic exchanges. The tariffs for
both forms of access include & reasonable returm on KPN's investments. This will have the effect of
encouraging efficient investment and inmovation in networks on the part of both KPM and other parties.

Sustainable competition

Thanks to convergence different networks can provide the same services. OPTA expects fiercer
competition in relation to bundled products. Ina bundle, consumers opt for & single provider of
Internet, tefephony and television services. In order to ensure that we are not beit with onky o
dominant networks from which consumers can select a bundle — KPM or a cable company — OPTA
holds the view that it is necessary for alternative providers to be able to compete. To faciliiats access
to the networks of both KPM and a cable service provider OPTA is encouraging other parties fo invest.
If KPN and the cable companies are to have an incentive {o remain innovative and o conlinee to
invest in thair own neteorks, reselling each other's subscriptions does not seem & ressonable opton.
By promoding efficient investmenis in the electronic communications sector OPTA is encouraging
sustainabie compstition and it will be possible o reduce its market regulation further.

Where to now?

The prelimirary draft decisions which are being presented today mark the onset of a process of
national consuliation. OPTA invites marke! parties. interest groups and others to prasent theair views.
Clur fellow Euvrcpean regulators will also respond and the Europsan commission will need to consent
to thesa decisions. DPTA anticspates that these decisions will comea into effect at the end of this year,
The preliminary draft decision on broadcasting is still being completed and will be published August
Gth.
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