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Calendar

of the year’s highlights

January

9 January - ART fined France Telecom 5 mil-
lion euros for failing to implement a decision
taken in November 2000 on a dispute between
France Telecom and Sonera France. The dispu-
te related to Sonera France's access to France
Telecom's network for the provision of direc-
tory enquiry services.

24 January - The Niévre local authoritiesand
ART signed a partnership agreement to carry
out a mobile coverage survey for the départe-
ment.

February

12 February - ART reduced France Telecom
tariffs for leased lines provided to other opera-
tors and added medium-capacity lines (64kbps
to 2 mbps) to France Telecom's standard inter-
connection offer.

15 February — ART published the results of

the quality-of-service survey on French mobile
telephone networks carried out in 2001.

March

8 March - ART initiated penalty procedures
against the following companies following the
audit carried out on 31 December 2001 to
check roll-out compliance with wireless local
loop licence commitments: Landtel France SAS,

Broadnet France SAS and XTS Network
(Caraibes et Océan Indien).

12 March - ART launched a public consulta-
tion on introduction of third-generation mobi-
le-telephony systems in the overseas départe-
ments of Saint-Pierre-et-Miquelon and
Mayotte.

22 March - The Radiocommunications
Consultative Committee (CCR) published a
report on mobile-virtual-network operators
(MVNO).

28 March - ART ruled on a dispute between
LD Com and France Telecom regarding certain
technical conditions and tariffs related to
unbundling. France Telecom was ordered to
supply its competitors with a guaranteed
unbundled line restore time of 4 hours, 24 hours
aday and 7 days a week.

April

4 April - ART published a summary of the
public consultation on WLAN technology laun-
ched in December 2001 and closed in Februa-
ry 2002.

11 April - From now on, the Mobile Observa-
tory, which ART publishes each quarter, will take
into account the Radiocommunications
Consultative Committee recommendation whi-
ch requires definition of the active prepaid ins-
talled base to be harmonised at European level.
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16 April - ART improved the tariff and ope-
rating conditions (particularly for co-location)
of France Telecom's reference offer for
unbundling. Tariffs were reduced by 28% for
fully unbundled access and from 6.1 to 2.86
euros (including splitter) for shared access.

30 April - ART issued an unfavourable
recommendation on the France Telecom
IP/ADSL offer (option 5) to ISPs and established
a repayment level corresponding to a 25%
reduction in France Telecom's rates. Option 3
tariffs were reduced at the same time to allow
competition on the alternative operator col-
lection offer.

May

3 May - ART published the summary of the
call for comments on jamming devices and
announced establishment of a working group
to study the problems raised with respect to
the use of these devices, which prevent mobi-
le telephones from transmitting as well as
receiving.

16 May - ART published the list of candidates
for the second call for applications (launched
on 29 December 2000) for the two remaining
UMTS licences. One application was submitted
by Bouygues Telecom, a subsidiary of the
Bouygues group. The assessment procedure for
this application was initiated with the results,
along with reasons for the decision, to be pro-
vided by 30 September at the latest.

23/24 May - The Independent Regulators
Group (IRG) comprising the heads of the natio-
nal requlatory authorities from 19 European
countries held its 10th plenary session in Paris
chaired by Jean-Michel Hubert, Chairman of
ART. The IRG created a Secretarys Office to
improve coordination between regulators and
adopted several measures designed to harmo-
nise the work of the various NRAs.

June

6 June - ART announced its decision to relax
requirements by end 2002 for frequency utili-
sation in the 2.5GHz and 5 GHz bands for WiFi
networks. ART again noted that WLAN use is
only authorised inside buildings.

11 June - ART published the results of the
annual statistical survey of the national tele-
communications services market for 2001.

14 June - France Telecom modified its new
local loop access reference offer. The functio-
nal and tariff aspects of the new offer comply
with the ART decision dated 16 April 2002.

25/26 June - The first international Sympo-
sium (Syderf 2002) on the development of tele-
communications in the French-speaking coun-
tries was held at UNESCO headquarters. It was
attended by over 80 participants from 29
countries and several international organisa-
tions (International Telecommunications
Union-ITU, World Bank, European Commis-
sion).

27 June - ART imposed penalties on Broad-
net and Landtel for not respecting their wire-
less local loop network roll-out commitments
in the 26 GHz band. Their regional licences were
withdrawn, leaving Broadnet with the Paris
metropolitan area and Landtel with the Paris
metropolitan area and Aquitaine. XTS Network
Caraibes and XTS Network Océan Indien were
not penalised because equipment in the 3.5
GHz band was not in a sufficient state of rea-
diness to allow compliance with roll-out requi-
rements as of 31 December 2001.

27 June - ART detailed the conditions for
assessing turnover for so-called free Internet
access. France Telecom must determine the
value of switched access Internet traffic on the
basis of the local Internet tariff for each ope-
rator, by applying a calculation method distin-
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guishing between residential and business traf-
fic and taking into account the specific nature
of each.

July
5 July - Publication of ART's 5th Annual
Report for the year 2001

18 July - France Telecom lowered its IP-ADSL
tariffsasa result of the ART decision of 30 April.
Option 5 (for ISPs) was reduced by 25% on ave-
rage and option 3 (reserved for operators) was
reduced by 40%.

31 July - ART published the summary of the
public consultation on the introduction of
third-generation mobile-telephony systemsin
the overseas départements of Saint-Pierre-et-
Miquelon and Mayotte. The operator licensing
procedures and timetable were also announ-
ced.

September

26 September - ART accepted Bouygues
Telecom's application to establish and operate
a third-generation mobile network. This appli-
cation was lodged on 15 May 2002 in respon-
se to the call for applications for two UMTS
licences launched on 29 December 2001.

October

4 October — ART published the joint agree-
ment reached by the three GSM operators on
24 September regarding service in areas
without coverage and continues working to
ensure that these commitments are effective-
ly and rapidly implemented.

9 October - ART published its response to the
Government's public consultation on transpo-
sition of recently adopted European Commu-
nity directives into French law.

22 October — ART launched a call for com-
ments on modification of the Dolphin Telecom
licence to establish and operate a public pro-
fessional mobile radiocommunications network
(RPN) using the TETRA standard.

24 October — ART noted that the two opera-
tors, Orange and SFR, which have significant
market power in the interconnection market,
had undertaken to lower their call termination
charges by an average of 15% from 1 January
2003. This complied with the ART decision of
16 November 2001 concerning the reduction
in fixed-to-mobile tariffs.

28 October — ART published the summary of
the competition surveys carried out at the
beginning of the year for the following three
telecommunications markets: the switched
network Internet-collection market, the mar-
ket for optical fibre infrastructure services and
the interconnection market.

29 October - ART established the conditions
for use of radio systems in the 2400-2483.5
MHz band.

31 October — ART launched a public consul-
tation on conditions of use and allocation of
microwave frequencies in the 3.5, 26, 28 and
32 GHz bands.

November

28 November - ART approved the technical
and tariff conditions of France Telecom's stan-
dard interconnection offer for 2003.

December

17 December - ART ruled on a dispute bet-
ween Tele2 France and Orange France concer-
ning finalisation of an MVNO agreement. The
Tele2 request was not admissible given the cur-
rent state of French legislation and Communi-
ty law on interconnection or access rights.
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31 December - Madame Gabrielle GAUTHEY,
a telecommunications engineer, was appoin-
ted member of ART by M. Jean-Louis DEBRE,
President of the National Assembly. Gabrielle
GAUTHEY was appointed for a term of six years
and replaced Christian BECLE whose term had
expired.

January 2003

3 January - M. Paul CHAMPSAUR, Inspector
General of the INSEE, was appointed Chairman
of ART by decree of the President of the French
Republic. He replaced Jean-Michel Hubert
whose six-year term expired on 3 January.




Recommendations

and decisions
issued by ART in 2002

In 2002, ART issued a total of 1200 recommendations and decisions of which 1098 were decisions
and 92 recommendations.

| 1997 | 1998 | 1999 | 2000 | 2001 | 2002
ARTrecommendationsanddecisions| 458 | 1047 | 1159 | 1365 | 1299 | 1200

These recommendations and decisions can be categorised according to their legal significance and
scope.

Guidelines:

ART adopted:
® 2 decisions concerning guidelines.

Recommendations:

ART issued 92 recommendations, of which:
*® 11 concerned draft statutes and regulations
e 78 related to France Telecom tariff decisions (three were cancelled)
® 2 were addressed to the Competition Authority
® 1 concerned operators' social tariffs.

Decisions taken on the basis of ART's shared jurisdiction:
ART took 62 decisions on matters falling under its shared jurisdiction with the Minister respon-

sible for Telecommunications. They fell into three categories, described below in ascending order
of legal significance:
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® 52 decisions pertaining to review of applications for licences to establish a public network
or provide a telephone service

® 2 decisions concerning calculation of the cost of universal service

® 8 decisions submitted to the Minister for approval.

Decisions taken on the basis of ART's own authority:
ART took 1034 decisions on matters falling under its own authority:

® 28 decisions with general consequences, classified according to their scope:
- 6 decisions on numbering
- 18 decisions on frequency resources
- 3 decisions on ART's organisation and operation
- 1 decision on network licences.

® 1006 individual decisions, classified according to their scope:
- 15 decisions on interconnection and network access
- 2 decisions establishing the list of operators with significant power in a telecommunica-
tions market
- 10 decisions settling disputes
- 182 decisions on numbering resources
- 459 decisions on frequency resources
- 5 decisions on penalties
- 333 decisions on licences for independent networks (not including frequency allocations).

11 recommendations and decisions were cancelled in 2002.
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Chapter 1

L icences
and operators

L. Summary of licences

ART assesses licence applications, which are
then presented for approval to the Minister res-
ponsible for Telecommunications. On 31
December 2002 there were 91 licences (L33-1,
L34-1 or L 33-1 and L34-1) for fixed services

came to 110.

A. Licences issued as of 31 December 2002:

summary of applications assessed for current licences

of which nine were for satellite services. In
addition, 19 mobile-service licences were in
force of which six were for satellite mobile ser-
vices. The total number of licences at end 2002

Licensed company e Comments DEiES el
licence of order | Official Journal

21st Century 2 04/05/00 08/06/00
3U Telecom 1 09/06/00 11/07/00
9 Telecom Réseau 1 Under the name of Netco 18/12/97 30/12/97

1 Change of name from Netco 29/06/98 10/07/98
ADP Telecom (*) 1 Takeover of the Lex1 business 03/07/01 26/07/01

of Aéroports de Paris

AFRIPA Telecom France 1 Satellite 10/03/99 08/04/99
Altitude 1 Wireless local loop 2 regions 04/08/00 03/09/00
Atos Multimédia 3 26/05/99 07/07/99
AUCS Communications 1 07/12/99 29/12/99
Service VOF
Belgacom France 1 LEX6 under the name of Belgacom Teleport | 07/02/97 06/03/97

1 LEX6 revoked - full licence 29/04/98 29/05/98

1 Change of name from Belgacom Teleport 20/10/98 28/10/98

1 Geographical extension 18/08/99 10/09/99

1 Change for WLLin 7 regions (1st call) 04/08/00 03/09/00

1 Change for WLL in 2 regions (2nd call) 19/01/01 20/02/01

2 First licence 27/06/02 13/07/02
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Licensed company e Comments s A
licence of order | Official Journal
Bouygues Télécom mobile | DCS F3 08/12/94 04/01/95
mobile | Amendment to DCS F3 licence 17/11/98 18/12/98
mobile | Amendment 17/08/00 13/09/00
mobile | Amendment incoming calls 13/09/00 11/10/00
mobile | Amendment 22/12/00 03/01/01
mobile | UMTS 03/12/02 12/12/02
Bouygues Télécom mobile | GSM DOM5 19/07/01 19/08/01
Caraibes
Broadband Optical 2 Infrared network 15/06/01 11/07/01
Access France
Broadnet France SAS 1 Wireless local loop 14 regions (1st call) 04/09/00 03/09/00
1 Amendment for WLL in 1 region (2nd call) 19/01/01 20/02/01
Coverage amendment 29/08/02 19/09/02
2 ALT5 satellite licence 06/10/97 24/10/97
2 Extension to French overseas départements | 22/11/99 19/12/99
Cable & Wireless France 3 26/08/98 25/09/98
1 L33-1extension to 10 regions 22/12/99 18/01/00
1 L33-1extension to 21 regions 17/08/01 25/08/01
Carrier 1 France 1 6 regions 11/05/99 04/06/99
1 18 regions 18/05/01 21/05/01
Cegetel (¥) 2 | ALT8 under the name of Cegetel Entreprises | 14/10/97 11/11/97
1 ALT8 compliance 11/03/98 19/03/98
1 Extension to French overseas départements | 02/12/99 18/01/00
under the name of Cegetel Entreprises
1 Change of name from 17/09/01 28/09/01
Cegetel Entreprises to Cegetel
Cegetel La Réunion 1 Wireless local loop 1 overseas département | 04/08/00 03/09/00
Cignal Global 3 | Voice over IP 28/07/99 24/08/99
Communications France
COLT 2 ALT3 12/12/96 17/12/96
Télécommunications
France
1 L34-1extension 12/03/98 19/03/98
1 Second extension 13/01/99 07/02/99
1 ALT3 compliance-extension 02/12/99 21/12/99
1 Correction following compliance 05/01/00 26/01/00
Completel SAS 1 (formerly D2PC) 17/11/98 13/12/98
1 Geographical extension 07/11/00 28/11/00
1 Metropolitan France extension 29/08/02 14/09/02
Connexion by mobile | Satellite mobile -2 year 09/10/02 06/11/02
Boeing Ireland Limited experimental licence
Danup 2 Internet service provider 20/10/99 16/11/99
DAUPHIN Télécom mobile | Under the name of Saint-Martin Téléphone | 19/10/98 17/11/98
mobile | Change of name from 10/03/99 02/04/99
Saint-Martin Téléphone
1 Complete amendment (including fixed) 10/02/00 11/03/00
Geographical extension 31/07/02 27/08/02
mobile | GSM DOM 8 12/12/02 26/12/02
DOLPHIN Telecom mobile 30/03/00 10/05/00
Dynegy France 2 Under the name of Titan Communications | M29/07/99 26/08/99
Communications SARL
2 | Change of name from 29/08/00 07/09/00
Titan Communications to laxis France
2 | Change of name from laxis France 14/09/01 26/09/01
Easynet (¥) 1 06/08/99 27/08/99
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Licensed company Upp=cls Comments Date Published in
licence of order | Official Journal
Equant 1 L33-1 Paris metropolitan area and L34-1 20/06/00 13/07/00
Télécommunications SA for metropolitan France
E-qual 2 Satellite 09/12/01 04/01/02
Estel 1 05/11/98 25/11/98
EstVidéocommunications| CPL2 |"powerline carrier system” trial 18/07/01 15/08/01
licence expires 15/08/03
Eutelsat SA 2 Satellite 16/08/01 18/08/01
Farland Services France 2 20/01/99 09/02/99
2 Geographical extension 19/07/00 29/07/00
Fibernet SAS 2 14 regions 21/08/00 12/09/00
First Mark 1 Wireless local loop in metropolitan France | 04/08/00 03/09/00
Communications
France (*)
FLAG Atlantic France 2 04/05/00 07/06/00
FLAG Telecom France 2 03/12/01 08/01/02
France CitéVision 2 Part of cable network 25/09/00 14/10/00
2 Extension to 5 regions 20/08/01 29/08/01
1 L. 34-1 extension 15/07/02 27/08/02
France Telecom () mobile |InmarsatC 01/07/91 02/08/91
mobile |Satellite
Aircom 21/02/92 18/03/92
1 Fixed service licence - nationwide coverage | 12/03/98 19/03/98
Free Telecom 1 Mainly Internet service provider 09/11/99 05/12/99
under the name of Linx
1 L.33-1 extension and change of name 14/12/00 23/12/00
from Linx
GC Pan European 2 10/03/99 04/04/99
Crossing France
1 11/05/00 11/06/00
Gensat France 2 Satellite 06/07/99 03/08/99
2 Satellite 30/08/01 18/09/01
Globalstar Europe 1 Satellite 14/11/02 13/12/02
GTS Network (Ireland) (*) 2 18 regions 12/03/01 31/03/01
HOT Telecommunications | 2 Satellite 28/08/01 21/09/01
(Deutschland) GmbH
Dynegy France 2 Under the name of Titan Communications 29/07/99 26/08/99
Communications SARL
2 Change of name from Titan Communications | 29/08/00 07/09/00
to laxis France
2 Change of name from laxis France 14/09/01 26/09/01
Infomobile mobile |Ermes E3 26/11/93 17/12/93
mobile 25/09/98 18/10/98
Interoute 3 28/07/98 14/08/98
Communications France
Iridium Italia S.p.A mobile 28/10/98 10/11/98
Kaptech (¥) 1 19/09/00 08/10/00
3 L.33-1 revoked 27/08/02 17/09/02
Kast telecom 3 02/02/99 19/02/99
1 L33-1extension 02/03/00 01/04/00
KDD 3 23/09/98 22/10/98
KPN Eurovoice BV 3 19/04/00 31/05/00
LambdaNet 1 Metropolitan area network 09/06/00 06/07/00

Communications
France SAS
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Licensed company e Comments s A
licence of order | Official Journal
Landtel France SAS (**) 1 Wireless local loop 7 regions 04/08/00 03/09/00
1 Reduced to 2 regions 10/09/02 19/09/02
LCR Telecom 3 Under the name of Golden Line Technology | 07/07/98 31/07/98
3 Change of name from Golden Line 18/03/99
Technology
Level 3 Communications 1 23/12/98 20/01/99
1 Geographical extension 07/06/01 16/06/01
Louis Dreyfus 2 Licence for Louis Dreyfus Communications | 06/03/00 17/03/00
Communications (*)
1 L. 34-1 extension 11/07/01 24/07/01
Marconi France 3 17/02/99 12/03/99
Télécommunications SAS
3 Coverage extension 26/07/00 03/08/00
Metromedia Fiber 2 Pan-European network 07/10/99 05/11/99
Network France
MFS CommunicationsSA| 2 ALT4 12/12/96 17/12/96
1 ALT4 amendment 16/04/98 10/05/98
1 Extension to the whole of France 16/12/98 12/01/99
1 Geographical extension 07/08/02 03/09/02
Multicoms 2 Satellite under the name of 16/12/98 09/01/99
MCN SAT Services
2 | Change of name from MCN SAT Services 10/10/00 24/10/00
Naxos 2 ALT6 for Telcité 16/04/98 10/05/98
2 Licence for Naxos 24[11/99 21/12/99
NTL France SAS 1 Cable operator 07/08/00 05/09/00
One Tel 3 17/11/98 13/12/98
1 L33-1 for 7 regions 24/10/00 21/11/00
3 L.33-1 revoked 26/07/02 01/09/02
Orange Caraibe (*) mobile | GSM DOM 2 under the name 14/06/96 16/07/96
of France Telecom mobiles SA
mobile | Extensions to Guyana 22/09/98 20/10/98
mobile | Amendment to GSM DOM2 licence 03/09/99 06/10/99
mobile | Amendment 22/12/00 03/01/01
mobile | Change of name to Orange Caraibe 23/01/02 07/02/02
Orange France (*) mobile | GSM F1 under the name of 17/08/00 10/09/00
France Telecom mobiles SA
mobile | Amendment under the name 22/12/00 03/01/01
of France Telecom mobiles SA
mobile | Harmonisation with FTM La Réunion 24/04/01 04/05/01
mobile | Change of name GSM F1 + 26 3G roaming 18/07/01 21/08/01
mobile | UMTS licence 18/07/01 21/08/01
mobile | Amendment to UMTS licence 03/12/02 12/12/02
Orange Réunion mobile | GSM DOM 4 under the name 24/04/01 15/05/01
of France Telecom mobiles La Réunion SA
mobile | Change of name 14/03/02 13/04/02
Outremer Telecom (*) 1 Under the name of Infotel 29/04/98 29/05/98
1 Change of name from Infotel to 21/04/99 16/05/99
Informatique Télématique
1 Change of name from Informatique 15/01/01 25/01/01
Télématique (formerly Infotel)
1 Extension to Mayotte 30/08/02 21/09/02
Outremer Telecom (¥) mobile | GSM DOM 3 30/11/00 25/02/01
mobile | GSM DOM3 18/11/02 31/01/02
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Licensed company sl Comments D3 A R
licence of order | Official Journal
Phone Systems 3 17/06/98 12/07/98
1 L33-1extension 10/03/99 09/04/99
Primus 1 Under the name of Télécontinent 16/09/98 06/10/98
Télécommunications
France SA (*)
1 Change of name from Télécontinent 15/03/01 27/03/01
Prosodie (*) 3 |Awarded to the new company 29/10/99 24/11/99
Saint Martin mobile |GSM DOM6 in Guadeloupe 23/07/01 22/08/01
& Saint Barthélémy
Tel Cell SARL
Saint Martin Mobiles SA | mobile 04/07/91 26/07/91
mobile |Extension to 30 September 2001 26/07/01 03/08/01
mobile |Licence renewed until 30 September 2006 30/09/01 21/10/01
SAS SPM Telecom mobile |St Pierre et Miquelon 21/06/00 08/07/00
Skybridge 2 |Satellite 09/02/00 11/03/00
Communications
Société Francaise du mobile |GSM F2 25/03/91 26/03/91
Radiotéléphone (SFR) (*)
mobile |Amendment to GSM F2 licence 17/11/98 18/12/98
mobile |Amendment incoming calls GSM F2 13/09/00 04/10/00
mobile |Amendment GSM F2, 2G 3G roaming 18/07/01 21/08/01
Société Frangaise du mobile |UMTS licence 18/07/01 21/08/01
Radiotéléphone (SFR)
Amendment to UMTS licence 03/12/02 12/12/02
Société Réunionnaise de | mobile [GSM DOM 1 23/02/95 30/03/95
Radiotéléphone (SRR)
mobile [Amendment GSM DOM1 29/01/01 21/02/01
Squadran 1 Wireless local loop in metropolitan France | 04/08/00 03/09/00
under the name of Fortel
1 Change of name from Fortel to Squadran 20/09/01 02/10/01
Star Telecommunications| 1 Pan-European network 26/10/99 23/11/99
(France)
Storm 1 Licences for Paris metropolitan area 27/04/99 18/05/99
Telecommunications Ltd
1 L.33-1extension 30/10/00 28/11/00
Suez Lyonnaise Télécom 1 LEX4 (AUXIPAR SA) 27/12/96 10/01/97
1 LEX4 revoked - full licence 02/10/98 23/10/98
1 Extension to some cable networks 23/08/01 01/09/01
Swisscom France 1 15/10/99 07/11/99
Tachyon NetherlandsBV | 2 Satellite 14/03/01 06/04/01
TDF mobile |Operator 03/07/87 05/07/87
Télé 2 France 1 Allocation of prefix "4" 16/04/98 10/05/98
Télécom Developpement | 2 |ALT2 28/11/96 01/12/96
1 L34-1extension 18/12/97 30/12/97
Teleglobe 3 30/06/98 02/08/98
1 L.33-1extension 02/02/99 19/02/99
1 133-1/L34-1extension 15/11/01 07/12/01
Telenor 3 02/08/01 01/09/01
ITéFIé\]/ision Francaise 1SA | 1 Satellite data transmission 11/07/01 08/08/01
1
Telia 1 20/07/99 21/08/99
1 Geographical extension 05/06/00 30/06/00
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Licensed company Lp=alt Comments Date Published in
licence of order | Official Journal
TGN Euro Link SA 2 ALT1 under the name of Eurotunnel 21/11/96 23/11/96
Développement SA
2 Change of name from Eurotunnel 29/04/98 12/05/98
Développement SA to
Eurotunnel Telecom SA
2 Change of name from 25/06/01 06/07/01
Eurotunnel Telecom SA
Tl France 2 French section of the pan-European network | 24/10/00 17/11/00
Tiscali International 2 Under the name of Nets SA 06/10/98 27/10/98
Network SA
2 Geographical extension 05/01/01 27/01/01
2 [Change of name to Tiscali International 26/06/02 05/07/02
Network SA
Tiscali Telecom 3 Under the name of AXS Telecom 17/06/98 09/07/98
1 L.33-1 extension under the name 24/03/99 21/04/99
of AXS Telecom
1 Change of name from AXS Telecom 28/11/00 12/12/00
to Liberty Surf Telecom
Change of name to Tiscali Telecom 03/06/02 06/06/02
Tradingcom Europe 3 [Telephone minutes brokerage 21/03/00 28/04/00
—licence under the name of trading.com
3 Change of name to Tradingcom Europe 10/10/02 23/10/02
T-Systems Siris SAS 1 Under the name of Siris 18/12/97 30/12/97
Change of name to T-Systems Siris SAS 25/01/02 08/02/02
TyCom Networks (France)| 2 7 regions 13/04/01 13/05/01
1 Under the name of Mediaréseaux 17/06/98 04/07/98
1 | Geographical extension 07/03/00 01/04/00
1 Change of name from Médiaréseaux 10/10/00 24/10/00
Ventelo France 1 Under the name of Omnicom 18/12/97 30/12/97
1 |Change of name from Omnicom to 17/03/00 26/03/00
GTS Omnicom
1 Change of name from GTS Omnicom 07/12/01 18/12/01
to Ventelo France
Verizon Global Solution 2 05/07/01 03/08/01
France SAS
Versatel Telecom 2 |Pan-European network 10/05/00 08/06/00
Europe BV (¥)
Viatel Opérations SA 1 12 regions 05/06/98 02/07/98
1 National L.33-1 extension 22/11/99 11/12/99
\L(ingTe(:jlecom Network 1 Pan-European network 05/01/00 25/01/00
imite
Western Telecom 3 17/06/98 09/07/98
XTS Network 3 |Voice over IP for overseas départements 10/04/00 16/05/00
and metropolitan France
XTS Network Caraibes 1 Wireless local loop 1 overseas département | 04/08/00 03/09/00
XTS Network 1 Wireless local loop 3 overseas départements | 04/08/00 03/09/00
Océan Indien
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(*) Company belonging to a group that previously held  WLL: experimental licence for the wireless local loop
other licences, now revoked or not renewed, under  (before calls for applications launched in 2000)
the same name or under the name of other subsidiary  LLU: experimental licence for local loop unbundling

companies. (before January 2002)
(*)Company in receivership on 31/12/2002 PCS: trial in powerline carrier system technology

ALTx: licences awarded before 1 January 1998 that may
Types of licence be subject to amendment to ensure compliance with
1: public network+telephone service (L.33-1 + L34-1)  administrative texts resulting from the Telecommunica-
2: public network (L33-1) tions Regulation Act dated 26 July 1996 1996

3: telephone service (L.34-1)

B. Licences revoked or not renewed (end 2002)

Company Type of Comments Date Published in
licence of order | Official Journal
360 networks (France) 2 Pan-European network licence 08/01/01 27/01/01
2 Revoked Company wound up by court order| 08/11/01 20/11/01
1 LEX1-licence expired 31/07/01 31/07/96 01/08/96
Licence not renewed
Atlantic Télécom 3 17/06/98 09/07/98
(First Telecom)
1 L.33-1Textension 14/12/99 18/01/00
LLU 2 |Trial unbundling —ends 15/01/01 24/10/00 22/11/00
LLU 2 |Extended until 15/06/01 29/12/00 12/01/01
1 Revoked. Company put into liquidation 08/11/01 20/11/01
Atout LLU 2 |Trial unbundling - revoked 15/01/2001 08/11/00 28/11/00
LLU 2 |Extended until 15/06/01 29/12/00 12/01/01
LLU 2 |Extended until 31/12/01 - not renewed 15/06/01 29/06/01
3 Reduced to L.34-1 27/09/02 18/10/02
1 LEX4 trial licence 27[12/96 10/01/97
1 LEX4 revoked 02/10/98 23/10/98
Belgacom Teleport 1 LEX6 trial licence 07/02/97 06/03/97
06/03/97 1 Revoked 29/04/98 29/05/98
BLR Services 1 Wireless local loop 8 regions (1st call) 04/08/00 03/09/00
1 Change for WLL in 3 regions (2nd call) 19/01/01 20/02/01
1 Revoked 20/12/01 23/12/01
Cegetel Caraibes 1 Wireless local loop 2 overseas départements | 04/08/00 03/09/00
1 Revoked 20/12/01 23/12/01
CGRP (groupe Cegetel) 1 LEX3 27/12/96 07/01/97
1 LEX7 09/05/97 23/05/97
1 LEX3 and LEX7 revoked 11/03/98 19/03/98
govad ICommunications LLU 2 |Trial unbundling —ends 15/01/2001 07/07/00 29/07/00
roup Inc
LLU 2 |Extended until 15/06/01Licence not renewed | 29/12/00 12/01/01
Easynet (*) LLU 2 |Trial unbundling —ends 15/01/2001 24/10/00 21/11/00
LLU 2 |Extended until 15/06/01 29/12/00 12/01/01
- licence not renewed
EGN BV WLL | Licence not renewed 02/06/99 30/06/99
Energis (Switzerland) AG 1 Under the name of Unisource Carrier Services| 17/11/98 13/12/98
1 Change of name from Unisource 17/05/00 26/05/00
Carrier Services
3 L.33-1 revoked 19/04/02 05/05/02
Revoked 31/12/02 09/01/02
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o Type of Comments Date Published in
licence of order | Official Journal
Enron Broadband 2 Paris metropolitan area 30/03/01 26/04/01
2 Revoked 20/12/01 23/12/01
E*Messages Wireless mobile | Ermes E1 under the name of France Telecom | 26/11/93 17/12/93
Informations Services Mobiles Radiomessagerie (FTVIR)
France
mobile | Alphapage under the name of FTMR 13/11/87 14/11/87
mobile | Change of Ermes E1 licence name from FTMR | 26/09/00 04/10/00
mobile | Change of alphapage licence name from FIMR | 26/09/00 04/10/00
mobile | Licence renewed for 15 years 27/03/01 26/04/01
mobile | Revoked 24[12/01 29/12/01
Esprit Telecom 1 National licence 12/03/98 19/03/98
1 Amendment 07/07/98 25/07/98
Revoked as of 31/07/00 17/03/00 26/03/00
1 Under the name of FCI Carrier Services 17/11/98 11/12/98
1 Change of name from FCI Carrier Services 22/02/99 04/03/99
1 Revoked. Company put into liquidation 08/11/01 20/11/01
Fibernet SAS 2 14 regions 21/08/00 12/09/00
2 Geographical extension 18/06/02 03/07/02
Revoked 28/10/02 12/11/02
FirstMark LLU2 | Unbundling trial extended until 15/01/01 07/07/00 29/07/00
Communications France - licence not renewed
Formus WLL | Trial 10/03/99 07/04/99
Communications France
WLL | Extended until 15/01/00 26/11/99 23/12/99
- licence not renewed
Formus LLU2 | Unbundling trial extended until 15/01/01 10/03/99 07/04/99
Communications France - licence not renewed
mobile | TFTS 23/02/95 21/03/95
mobile | TFTS revoked 24/12/01 29/12/01
France Caraibe Mobiles* | mobile | AMPS marine radiotelephony (FAB) 12/03/91 27/03/91
mobile | from FAB to France Caraibe Mobile 01/08/96 09/08/96
- Licence not renewed
France Telecom * mobile | GSM F1 25/03/91 26/03/91
mobile | Amendment to GSM F1 17/11/98 18/12/98
mobile | GSM F1 revoked 17/08/00 10/09/00
Marine radio service 12/09/96 29/09/96
Marine radio revoked 28/12/01 09/01/02
mobile | Bi Bop (Pointel) 27/11/91 30/11/91
Bi Bop (Pointel) revoked 20/01/99 30/01/99
France Telecom mobile DCSR1 08/12/94 04/01/95
mobile | DCS R1 revoked 26/08/99 07/09/99
Geolink 1 Satellite 29/06/98 19/07/98
1 Revoked 20/09/00 28/09/00
2 ALT7 under the name of 22/10/97 19/11/97
Hermes Europe Railtel
2 Geographical extension 26/08/98 25/09/98
2 | Change of name from Hermes Europe Railtel| 11/02/00 17/03/00
2 Revoked 12/03/01 31/03/01
Global Metro Networks 2 Metropolitan network 06/10/00 28/10/00
France SAS for Paris metropolitan area
2 Revoked 20/12/01 23/12/01
Graphtel 3 16/09/98 07/10/98
Revoked 27/09/02 09/10/02
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(e Type of Comments Date Published in
licence of order | Official Journal
HighwayOne AG LLU 2 |Trial unbundling —ends 15/01/01 07/07/00 29/07/00
LLU 2 |Extension trial unbundling —ends 15/01/01 | 01/12/00 15/12/00
LLU 2 |Extended until 15/06/01 29/12/00 12/01/01
- trial licence not renewed
3 11/02/99 28/02/99
3 Revoked 01/06/01 13/06/01
IDT Europe B.V. 3 16/04/99 11/05/99
1 Revoked 25/01/00 18/02/00
IS Production LLU 2 |Trial unbundling —ends 15/01/01 31/10/00 25/11/00
LLU 2 |Extended until 15/06/01 29/12/00 12/01/01
LLU 2 |Extended until 31/12/01 15/06/01 29/06/01
Extended until 30/06/02 - not renewed 14/03/02 19/03/02
Kapt' Aquitaine SA 1 LEX5 (Kapt' Aquitaine SA) 31/12/96 16/01/97
(groupe Kaptech)
1 LEX 5 compliance 20/10/98 11/11/98
Kapt mobile | CT2 CAI (PROLOGOS) 27/04/95 11/05/95
(groupe Kaptech)
mobile | Revoked 25/01/00 18/02/00
Kapt' Holding 3 Under the name of Kapt' 20/10/98 11/11/98
(groupe Kaptech)
1 L.33-1 extension for nationwide coverage 30/07/99 25/08/99
- Licence lost following merger
Kertel 1 Under the name of Rhodium 15/04/98 10/05/98
1 Change of name from Rhodium 29/06/98 09/07/98
1 Geographical extension + satellite 25/05/99 16/06/99
1 Extension to French overseas départements | 09/02/00 03/03/00
1 Revoked 27/03/2002 09/04/02
1 Amendment to decree revoking licence 06/06/02 15/06/02

KPN Qwest Assets France

2 Under the name of Eurorings Assets France | 30/06/99 27/07/99

2 | Change of name from Eurorings Assets France | 10/01/00 04/02/00
and geographical extension

2 Extension to 19 regions 19/01/01 20/02/01
2 Company put into liquidation in June 2002
- Revoked early 2003
Intercall 3 22/03/99 17/04/99
3 Revoked 24/12/01 29/12/01
LDI (Net-Net) 3 (Netnet business name) 17/06/98 09/07/98
2 Revoked after company put into liquidation | 08/11/01 20/11/01
Mangoosta LLU2 |Unbundling under the name 15/01/01 28/06/00 26/07/00
of Speedcom -ends
LLU 2 |Change of name from Speedcom 08/11/00 28/11/00
- extension — ends 15/01/01
LLU 2 |Extended until 15/06/01 29/12/00 12/01/01
1 18 regions 03/01/01 08/02/01
1 Revoked after company put into liquidation | 08/11/01 20/11/01
l;/lannesmann Ipulsys 3 Under the name of OTelO Communication | 03/06/99 30/06/99
rance
3 |Change of name from OTelO Communication 11/07/00 21/07/00
3 Revoked after company was wound up 03/08/01 14/08/01
Media Overseas 1 Wireless local loop -Guyana 16/02/01 11/03/01
1 Revoked 20/12/01 23/12/01
Mobicom 3 19/10/98 17/11/98
3 Revoked after company put into liquidation | 08/11/01 20/11/01
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o Type of Comments Date Published in
licence of order | Official Journal
NETESI SpA LLU 2 | Unbundling under the name 07/07/00 29/07/00
of MTLcom - ends 15/01/01
LLU 2 | Change of name from MTLcom 31/10/00 25/11/00
and extension - ends 15/01/01
LLU 2 | Extended until 15/06/01 29/12/00 12/01/01
- trial licence not renewed
Novaxess SAS LLU 2 |Trial unbundling - ends 15/01/01 15/11/00 14/12/00
LLU 2 | Extended until 15/06/01 29/12/00 12/01/01
- trial licence not renewed
Objectif BL LLU 2 |Trial unbundling - ends 15/01/01 06/07/00 29/07/00
LLU 2 | Extension trial unbundling - ends 15/01/01 | 24/10/00 22/11/00
LLU 2 | Extended until 15/06/01 29/12/00 12/01/01
1 Unbundling 10/05/01 01/06/01
1 Revoked 06/08/01 17/08/01
Primus 3 29/04/98 29/05/98
Telecommunications SA
3 Revoked after takeover by Telecontinent 19/03/01 27/03/01
1 Cable operator in 13 regions 28/08/01 28/09/01
Revoked 12/12/02 20/12/02
Prosodie * 3 26/05/98 21/06/98
(former compan
- Prosodie group, 3/
3 Revoked for former company 15/02/00 25/02/00

QS CommunicationsAG | LLU2 | Unbundling trial extended until 15/01/01 08/11/00 29/11/00
- trial licence not renewed

riodata NV LLU 2 | Unbundling trial ends 15/01/01 24/10/00 24/11/00
- trial licence not renewed

RSL Com 1 12/05/98 30/05/98
1 Revoked 24/12/01 29/12/01
1 LEX8 26/05/97 01/06/97
1 LEX8 revoked 13/07/00 20/07/00
SES Multimedia SA 2 Satellite 19/04/02 03/05/02
Revoked 12/12/02 20/12/02
SETMP Téléport 1 LEX2 27/12/96 07/01/97
de Marseille Provence
1 LEX2 revoked 27/04/99 06/05/99
Société Francaise du mobile | NMT 22/2/88 21/04/88
Radiotéléphone* (SFR)
mobile | DCS R2 08/12/94 04/01/95
mobile | DCS R2 revoked 26/08/99 07/09/99
mobile | NMT revoked 07/08/00 12/08/00
Skyline
WLL 28/07/99 21/08/99
WLL | WLL + telephony service 27/09/99 13/10/99
WLL | WLL trial extended - trial licence not renewed | 26/11/99 23/12/99
LLU 2 |Trial unbundling - ends 15/01/01 07/07/00 28/07/00
LLU 2 | Extension trial unbundling - ends 15/01/01 | 24/10/00 21/11/00
LLU 2 | Extended until 15/06/01 29/12/00 12/01/01
LLU 2 | Extended until 31/12/01 15/06/01 29/06/01
liquidated on 17/10/01
Société Francaise de mobile | Ermes E2 26/11/93 17/12/93
Transmission de Données
par Radio TDR
mobile | Ermes E2 revoked 27/01/00 18/02/00
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(e Type of Comments Date Published in
licence of order | Official Journal
Subitéo LLU2 |Trial unbundling under the name
(Fast Point Networks) of Fast Point Networks
-ends 15/01/01 31/10/00 25/11/00
LLU2 |Extended until 15/06/01 29/12/00 12/01/01
- trial licence not renewed
TESAM (Globalstar) mobile 17/11/98 11/12/98
Revoked 14/11/02 13/12/02
Teleglobe
8 30/06/98 02/08/98
1 L.33-1Textension 02/02/99 19/02/99
1 [33-1/L34-1extension 15/11/01 07/12/01
1 | Company put into liquidation on 22/08/02
- Revoked early 2003
Tiscali France SA 1 Under the name of A Telecom 17/06/98 17/07/98
1 Change of name from A Telecom 17/01/01 27/01/01
1 Revoked 07/08/02 23/08/02
Uniglobe 1 08/07/98 25/07/98
1 Revoked 24/12/01 29/12/01
VersaPoint LLU 2 |Trial unbundling —ends 15/01/2001 24/10/00 18/11/00
(Versatel group)
LLU 2 |Extended until 15/06/01 29/12/00 12/01/01
LLU2 |Revoked 15/03/01 29/03/01
Viatel France 3 Under the name of Econophone (Destia) 28/07/98 14/08/98
3 [Change of name from Econophone (Destia) | 24/04/01 04/05/01
Revoked 28/12/01 09/01/02
WinStar 2 15/06/99 09/07/99
Communications SA
2 Revoked after company put into liquidation | 08/11/01 20/11/01
WorldXChange 3 17/06/98 07/07/98
3 Revoked after company put into liquidation | 08/11/01 20/11/01
*:companies that hold another valid licence under the ~ WLL: experimental licence for the wireless local loop
same name (before calls for applications launched in 2000)
Types of licence LLU: experimental licence for local loop unbundling
1: public network+telephone service (L.33-1 + L.34-1)  (before January 2001)
2: public network (L.33-1) PCS: Trial in powerline carrier system technology)

3: telephone service (L.34-1)
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II. ART actions

A. Licences issued or revoked

1. New licences

In 2002, ART assessed several licence applica-
tions for public telecommunications networks
and/or public telephony services. Nine autho-

risations (excluding trial licences) were publi
shed in the Official Journal.

The nine companies awarded the new licences
in 2002 had all requested authorisation to
establish and operate a public telecommuni-
cations network’, with the exception of France
Citévison, which already held such a licence,
and Kertel, which requested a public telephony
licence2 only.

Globalstar Europe FLAG Telecom Networks
Bouygues Telecom (UMTS licence) E-Qual
Belgacom Présence Kertel

SES Multimedia SA

Dauphin Télécom

France Citévision

2. Licences revoked

Twelve orders were published in the 2002
Official Journal revoking telecommunications

operator licences. Two concerned service
providers and two satellite operators.

Revoked licences Revoked licences Revoked licences
L.33-1 &L.34-1 L.33-1 L. 34-1

Total 4 6 2

Satellite 1 1

They concerned the following companies:

Priority Telecom Tiscali France

SES Multimédia SA Kertel(*)

TESAM Graphtel

Fibernet SAS Viatel

Energis AG(*) AUCS Communications Services (**)

Kaptech (**) One.Tel (*)

(*) L.33-1/L.34-1 licences revoked following the takeover of the company (owned by Pinault Printemps la Redoute -PPR)
by LDCom. PPR set up a new company called Kertel and obtained an L.34-1 licence in 2002.
(*) These operators had their L.33-1 licence revoked but still possessed an L.34-1 licence on 31/12/02.

| Licences under article L.33-1 of the Posts and Telecommunications Code.

2 Licences under article L.34-1 of the Posts and Telecommunications Code.
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Of the nine operators which requested can-
cellation of their public network or public tele-
phony licences, one made the request in the
same year that it entered the market. This was
SES Multimedia SA, which held a licence for the
establishment and operation of a satellite
telecommunications network. However the
cancellation was not due to any difficulties
internal to the company. In fact, Satlynx had
already requested a licence end 2002 to enable
it to take over the SES Multimedia licensed
activity. Hence, SAS Multimedia no longer
required a licence.

3. Licence amendments

Fifteen orders were made for licence amend-
ments in 2001: six operators requested exten-
sions to their authorised coverage areas to
continue rollout, while two wireless local loop
operators (WLL) had their coverage areas redu-
ced. Four licence amendments were the result
of registered company name changes for the
licence holders concerned. Finally the SFR and
Orange France UMTS licences were also amen-
ded (twice in the case of SFR).

Extension of authorised
coverage area

Reduction in authorised
coverage area

Registered company name change

Former name

New name

MFS Communications SA

Landtel France SAS

Nets SA

Tiscali international
Network SA

Qutremer Telecom

Broadnet France SAS

Liberty Surf Telecom

Tiscali Telecom

Gensat France

Siris

T-Systems Siris

Completel SAS

Trading.com

Tradingcom Europe

Dauphin Télécom

Fibernet SAS(*)

(*) Licence finally revoked in the same year
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Resources

I. Frequencies

Under the Act of 26 July 1996, ART is respon-
sible for allocating frequency resources to ope-
rators and users of civil radiocommunications
and, pursuant to Article 16, for managing and
allocating audio and television transmission
frequencies.

A. Forward frequency planning

Frequency planning in France, for the fre-
quencies for which ART is responsible for allo-
cating, is carried out within a national and
international framework. The global rules
(worldwide) are established by the ITU-R, trans-
posed to Europe by the CEPT and to France by
the ANFr' (National Frequencies Agency). ART
isinvolved in working groups and conferences
dealing with the subjects concerning it at all
three levels, enabling it to contribute to the
rules to which it will be working and ensure that
it has the competence required to establish the
conditions of application of these same rules.

| See glossary

1. World Radiocommunications Conferences

(WCR)

Notable events in 2002 included implemen-
tation of the results of WCR 2000 (Istanbul) and
preparation for the 2003 conference (Geneva).
The World Radiocommunications Conferences
are extremely important because they produce
the fundamental technical and regulatory
recommendations applicable to all types of
radiocommunications. The final decisions of
these conferences have the same weight as a
covenant.

The 2000 conference earmarked the 1.8 GHz
and 2.5 - 2.7 GHz bands for IMT 2000 along
with the 900 MHz band. This allows the diffe-
rent regions of the world to adopt new fre-
quency bands for IMT 20002, in addition to the
core bands identified at the 1992 conference.
IMT 2000: generic name for the family of
worldwide standards usable for 3G networks

Under the guidance of the ANFr3 (National
Frequencies Agency), ART took part in the work

2 IMT 2000:generic name for the family of worldwide standards usable for 3G networks

3 See glossary
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carried out by the CEPT and the ITU-R Com-
mission no. 8 on the extended 2.5 - 2.7 GHz
band. It recommended open organisation of
the 2.5 -2.7 GHz frequency band between the
terrestrial and satellite parts until the additio-
nal frequency needs for UMTS networks have
been assessed. ART also contributed to draf-
ting the preliminary CEPT report in response to
the European Commission mandate concer-
ning, notably, national procedures for rewor-
king this frequency band.

Regarding the use of the 1.8 GHz band for
IMT 2000 systems, ART's contributions to the
CEPT and ITU-R working groups on the above
conference decision took into account the
short and medium term concerns of the GSM
operators currently using the band.

During 2002, ART continued to make contri-
butions to the various national and interna-
tional working groups on agenda items rela-
ting to telecommunications issues for the 2003
conference. Particular emphasis was placed on
the Frequency Management (WGFM) and
Spectrum Engineering (WGSE) groups and cer-
tain sub-groups and also on the Conference
Preparatory Group (CPG). These groups have
the responsibility of ensuring a consensus at
European level prior to the world conference.
The following topics were of particular interest
to ART: the introduction of mobile services in
the 5470 to 5725 MHz bands for new genera-
tion WLAN applications, the development of
future IMT 2000 systems, the positioning of
terrestrial wireless interactive multimedia
applications (T-WIMs) - a concept which sets
the boundaries for future mobile services, from
WLL to audiovisual applications, changes in use
of the 13.75 to 14 GHz bands, and harmonisa-
tion of worldwide frequency allocations for
radio amateur services in the 7 MHz band.

2. European standardisation (excl. WRC)

At the same time as it was participating in

WRC-related standardisation work, ART conti-
nued contributing, in collaboration with the
ANFr, to the work on frequency harmonisation
led by the CEPT Electronic Communications
Committee (ECC). It was involved notably with
the principles of operational management of
frequencies and spectrum planning. The deci-
sions adopted by the ECC in 2002 concerned:
short-range radio equipment for road trans-
port applications, narrow band PMR in the
400MHz band, shared use of the 40.5 - 42.5
GHz band between fixed services and fixed-
satellite services, GSM-R in the 900 MHz band,
harmonised use of the freed TFTS spectrum,
and designation of the 2.5 GHz band for UMTS.

ART was actively involved in the CEPT Fre-
quency Management working group as well as
the various sub-groups on PMR, fixed service,
fixed-satellite service, outside broadcast links
and ERMES. The main issues addressed by this
group related not only to preparations for the
ECC decisions mentioned above but also to ECC
reports on ancillary broadcast equipment, cur-
rent and future use of the fixed service, the
strategic plan for use of short-range equip-
ment in the 800MHz and 2.4 GHz bands, and
the response to the Commission mandate on
UMTS.

In conjunction with AFNr, ART also participa-
ted in the work of the CEPT working group on
engineering the radio spectrum. This work
resulted, in particular, in adoption of recom-
mendations for fixed-service frequency plans
in the 7, 8 and 31 GHz bands, definition of
methods allowing the coexistence of point-to
multipoint and fixed systems as well as prepa-
ration of a report on fixed-service requirements
for UMTS infrastructure networks. New reports
on the compatibility of various radiocommu-
hications systems were published by the CEPT
based on the work carried out by this group
particularly in the area of introducing short-
range systems. ART also followed with interest
the work related to frequency band identifica-
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tion and uses for new technology ultra wide-
band applications such as vehicle anti-collision
radar.

3. Frequency coordination in border regions

ART actively participated in various meetings
on frequency coordination in border regions,
led by the ANFr' (National Frequencies Agency)
and aimed in particular at finalising several
multilateral agreements. Asa rule, these agree-
ments are intended to facilitate and optimise
the use of frequencies allocated to ART in Fren-
ch border regions. The main agreements signed
in 2002 for mobile service covered:

® UMTS with Spain, Belgium and Germany
® the 410 -430 MHz frequency bands and
coordination of GSM frequenciesin the 1800
MHz band with Spain

¢ the VHF and UHF frequency bands with
Belgium, Luxembourg, Germany and Swit-
zerland.

Finally, ART worked on implementation of the
Berlin agreement (previously the Vienna agree-
ment). This agreement, on coordination proce-
dures for mobile and fixed services in border
areas and signed in 2001, is not covered by the
activities of the member administrations of the
CEPT. Itis of interest to the CEPT, however, as it
is designed to harmonise and hence facilitate
frequency coordination in the border areas bet-
ween France and most of its neighbours. Pur-
suant to this general agreement, ART closely
monitors progress on electronic exchange of
coordination data and the associated software
application “"Harmonised Calculation Method"
(HCMm).

4. Standardisation actions at international
level

The first version of the master plan covering
the use of frequencies for fixed services is now

| See glossary

available on ART's website. Work now in pro-
gress aims to add the descriptions of the regu-
lated radio interfaces in compliance with Article
4.1 of the R&TTE Directive no. 1999/5/EC. The
information in this database is intended for the
telecommunications industry and users and can
be accessed via a multi-criteria search engine
whereby information searches can be carried
out, notably on the basis of frequency, use or
type of system. As part of its work on mana-
ging audio and television outside broadcast fre-
quencies, ART set up and managed a working
group involving most of the players in the
audiovisual sector concerned by the use of
radio links for outside broadcasting. The work of
this group should allow identification of the
available frequency resources and their condi-
tions of use.

B. Operational frequency management

As well as participating in forward frequency
planning as described above, ART also has res-
ponsibility for the operational management of
frequency allocation decisions and declarations
in its own and ANFr's databases. The following
figures for 2002 indicate the scale of this task.

® 6 010 requests for microwave links

® 12 548 creations, cancellations or amend-
ments of frequency assignments for terres-
trial and satellite services were presented to
the AFNr Frequency Assignment Commission
® 173 ANFr documents for coordination of
international incoming fixed and fixed-satel-
lite services

® 173 studies carried out for studio-trans-
mitter links.

Contrary to 2001, which saw a significant
number of regularisations, 2002 was more
representative of real operator requirements
and corresponds more closely to the “normal”
workload. However, itisstill carrying outsome
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significant auditing work on the large number
of files concerning studio-transmitter links.

In 2002, ART also participated in the spec-
trum reorganisation work led by ANFr with the
support of the FRS (Fund for Reorganising the
Spectrum). ART contributed notably to the
release of the UMTS core frequency bands
occupied by France Telecom and defence
microwave links as well as preparation of the
necessary agreements for the release of micro-
wave frequencies for deployment of UMTS and
WiFi in the French overseas départements and
territories.

C. Radio frequencies and health
1. Electromagnetic fields and health issues

ART asked INERIS (National Environment Ins-
titute) to prepare an up-to-date and compre-
hensive review of medical and scientific data
on the possible effects of exposure to electro-
magnetic fields generated by mobile radio
antennas and terminals.

The paper study (which can be downloaded
from ART's website) had two objectives:

® to assemble the results of scientific studies
carried outin 2001 and 2002 subsequent to
the report published by the group of inde-
pendent experts and chaired by Dr Zmirou

® t0 analyse the scientific data in the light
of concerns raised at various times by the
public with respect to mobile terminals and
antennas.

Given that the domestic debate is largely
focused on mobile radio antennas, ART natu-
rally wished to focus on this aspect as well as on
mobile phone handsets.

The level of public exposure to electroma-

gnetic fields generated by the antennas is low
and, in any case, is below the thresholds cur-
rently in force.

Studies carried out to date on mobile phones
have not shown any health risk. However,
according to the conclusions of the INERIS stu-
dy: "some recent experimental work has shown
that there are potentially harmful effects at
levels above those produced by the terminals.
These effects have to be quantified in terms of
thresholds, whether they are serious in the
short or long term, and the likelihood of them
occurring during actual use".

Moreover, the current epidemiological results
are limited, first, because we do not have data
over a sufficiently long period with respect to
the latency of certain effects; secondly, the sta-
tistical sample sizes are limited and it is difficult
to determine the degree of exposure after the
event. Other exposure parameters will need
to be studied to take into account the changes
in technology (different frequencies).

2. Legal aspects of repeater station antenna
installations

ART commissioned a study on local body
requirements for mobile telephone network
deployment from the law firm Rambaud-Mar-
tel. The idea was to draw up an inventory of:

® precautionary steps taken by certain local
authorities to prevent installation of relay
antennas

¢ claims lodged by the operators against the-
se measures.

This study, which analysed national, European
Community, and international texts as well as
the jurisprudence concerning the installation
of relay antennas, clarifies the particular deci-
sions taken by the various local authorities.
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D. RETTE Directive 1. Management of the

ART provided input to DIGITIP' for prepara- natzonal ”%mbeﬂng pld?’l

tion of the decree and the two application

orders relating to the European RE(TTE directi- 1 2002, ART made 164 decisions concerning
ve. This directive seeks to facilitate the marke-  Numbering. These decisions can be broken
ting and free movement of telecommunica- down as follows:

tions equipment (radiocommunications

included). These texts should be published in * & decisions with general consequences
2003 - 185 decisions concerning the general mana-

gement of numbering resources; these
decisions can be further broken down into 85
allocation decisions, 28 reservation decisions,
12 decisions regarding transfers from one
operator to another and 33 decisions to revoke
licences or modify conditions of use.

Definitions

¢ “E" or 16XY format prefixes: Prefix with one or four numbers which replaces the zero at the
beginning of the called party's number. Used to select the preferred local or long distance ope-
rator.

® 10XY special numbers: numbers reserved by an operator to provide services to customers
(e.g. fault service)

® 3BPQ short numbers: numbers reserved for card services, carrier selection using two-step dial-
ling, kiosk services, etc.

® Mobile numbers: numbers beginning with 06 and reserved for mobile operator customers

® Non-geographical numbers: 0800 type numbers allowing access to so-called special ser-
vices (freephone, shared-cost calls, shared-revenue calls).

e Geographical numbers: numbers reserved for fixed lines (allocated to operators in blocks of
10 000 numbers)

| See glossary
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Situation of numbering resources end 2002

N° of numbers
"E" prefixes allocated 6
16XY prefixes allocated 28
16XY prefixes reserved 0
10XY special numbers allocated 16
10XY special numbers reserved 0
Short numbers (3BPQ) allocated 128
Short numbers (3BPQ) reserved 20
Mobile numbers allocated 66 150 000
Mobile numbers reserved 2000 000
Fixed non-geographical numbers allocated 13 151 000
Fixed non-geographical numbers reserved 270000
Fixed geographical numbers allocated 141 840 000
Fixed geographical numbers reserved 130 000

Distribution of short numbers allocated or reserved by service category

Short numbers (3BPQ) for card services or similar 30
Short numbers (3BPQ) for two-step dialling carrier network selection 7
Short numbers (3BPQ) for other uses 1M
Total 148

A. Operational management of geographi-
cal numbers

ART continues to make G'NUM available to
industry specialists. G'NUM is a computer
application that offers a detailed description
of the use of blocks of geographical numbers.
At the end of 2002, there were 17 customers.
ART updates the application on the basis of
information exchanged between the operators
in accordance with the guidelines on opera-
tional management of numbering resources.
Since June 2002, the application has been avai-
lable via an Extranet which can be accessed
from ART's web site.

B. Number Portability?

ART set an objective of completing the pro-
gramme, which would offer portability for all
number segments, in 2002. The opening of por-
tability offers essentially requires preparation,
in collaboration with the operators, of the
technical, legal and commercial conditions
necessary for implementation. Once these
conditions have been met, the market (i.e. busi-
ness or private users) will then implement por-
tability and act as the driving force for its deve-
lopment, depending on its requirements and
aspirations.

Asaresult, number portability for fixed non-
geographical numbers (see table) was finalised
for all freephone number segments (opened in

| A comprehensive file on mobile number portability is available online on ART's web site
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July 2001), shared-cost numbers (opened in
January 2002) and shared-revenue numbers
(open in December 2002).

These numbers are exploited by companies or
local authorities, but the end-user, i.e. the
consumer, will benefit from the increase in the
offer of new services resulting from competi-
tion in this area.

Mobile number portability also took a big step
forward in 2002. The guidelines adopted in July
will allow opening of mabile portability on 30
June 2003. Under the aegis of ART, mobile ope-
rators in metropolitan France and the consu-
mer associations were involved in setting the
conditions for implementing thisambitious and
complex project, which will allow all mobile
customers to change operator without chan-
ging their number.

Mobile number portability will be offered to
all customers of mobile operators, whether sub-
scribers or users of prepaid cards. Customers
wishing to take advantage of this possibility
will have to cancel the contract with their exis-
ting operator and request a "number transfer”
document allowing them to choose their new
operator.

| See glossary

The customer will change over to the new
operator on a date defined and communicated
prior to changeover. Details of the complete
process can be found on ART's web site.

The objectives for 2003 are ambitious. Num-
ber portability will have to be extended to the
overseas départements' and ART has initiated
the work required in collaboration with local
mobile operators. Each département' has its
own network and country code and separate
number portability will therefore have to be set
up in each case i.e. Guadeloupe, Martinique,
Guyana and La Réunion.

The second phase of mobile number portabi-
lity, which concerns so-called direct routing of
fixed to portable mobile numbers, will be inves-
tigated in 2003 with the aim of finding a solu-
tion as quickly as possible.

Fixed non-geographical number portability
will need to be fully operational and allow as
much freedom as possible in the market. Geo-
graphical number portability could increase as
local loop unbundling develops.
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Fixed non-geographical number

Numbers Use Tariff (maximum) co%%eerj[ii(i)on
0800 Freephone numbers Free Yes
0805 Freephone numbers Free Yes
0809 Operator services Free Yes
0810 Shared-cost numbers <Approx. local tariff Yes
0811 Shared-cost numbers <Approx. local tariff Yes
0819 Operator services Free Yes
0820 Shared-cost numbers < £€0.12/min Yes
0821 Shared-cost numbers < £€0.12/min Yes
0825 Shared-cost numbers < €0.15/min Yes
0826 Shared-cost numbers < €0.15/min Yes
0836 Other services @ Yes
0840 Portability prefixes for Numbers for technical use Yes
non-geographical numbers
0841 Numbers for technical routing Numbers for technical use Yes
purposes for ETNS (European
Telecommunication Numbering Space)
0842 Portability prefixes Numbers for technical use Yes
for shared-revenue numbers
085 Prefixes for accessing private Numbers for technical use Yes
virtual network services
0860 Switched network Internet access <Approx. local tariff Yes
0868 Switched network Internet access >Approx. local tariff Yes
0890 Shared-revenue numbers <£€0.15 /min Yes
0891 Shared-revenue numbers <£€0.30 /min Yes
0892 Shared-revenue numbers <€ 0.45/min Yes
0893 Shared-revenue numbers <#£€0.75 /min No
0897 Shared-revenue numbers <#£0.60 /call Yes
0898 Shared-revenue numbers <£€1.20 [call No
0899 Shared-revenue numbers Other tariffs, No
operator free to choose (O

(@: - 0899 numbers: for example 089970 is the only number in service and is billed by France Telecom at€1.35 on

connection plus €0.34/min
- 0836 numbers have been approved for 089B numbers. Hence, their tariffs vary, between €0.15 and the 089970 tariff
(i.e. €1.35 per-call + €0.34 per-minute)
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Taxes and fees

L. Mobile frequency spectrum
taxes and fees

There are several types of mobile licence:
terrestrial (UMTS, GSM, AMPS, DECT): satellite
(Iridium, Globalstar, Inmarsat), onboard tele-
phony and Internet for aircraft, radio display
paging (POCSAG, ERMES, RDS)

Total taxes and fees payable for these licences
in 2002 (for the 2001 financial year and exclu-
ding UMTS) were approximately 52 million
euros. This can be broken down into: 1284 594
euros in taxes for licence application and pro-
cessing costs and 50 530 668 Euros in fees for
frequency management and use. Total taxes
and fees due for the 2002 financial year should
be the same.

The amount payable for the UMTS licences
awarded to the two operators in 2001 -- 619
million euros per licence -- was paid directly
to the Ministry for the Economy, Finance and
Industry in 2002.

| Recommendation 03-234 dated 6 February 2003

II. Fixed frequency spectrum
fees

A. Wireless local loop

The fees payable by wireless-local-loop
operators for allocation and management of
frequencies were modified by decree on
21 February 2002. The decree stipulates that
the fees will be calculated prorata temporis in
the first and last years of the licence period.
Another modification to the calculation
method (particularly important for regional
operators) is derived from this decree i.e. the
amount of the licence fee is proportional to the
surface area served by the frequencies alloca-
ted.

B. Satellite

ART issued a favourable recommendation’ on
the draft legislation covering licence fees for
allocation and management of frequency
spectrum paid by operators holding L.33-1and
L.33-2 CPT (Posts and Telecommunications
code) licences. Hence, in accordance with
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decree 2003-392 published in the Official
Journal on 26 April 2003, the licence fee for
allocation of frequenciesin reserved bands for
fixed-service access to Internet and broadband
applications by satellite, is calculated inde-
pendently of the number of sites, the number
of ground stations in service and the position(s)
of the satellite(s) concerned. Operators must
pay an annual management fee of 6 710 euros.
Previously, the annual management fee was
305 euros per site and therefore per customer,
which slowed down development of this tech-
nology.

C. Total fees

Total fees for allocation and management of
frequencies for fixed services (PMR in particu-

lar), fixed-satellite services (VSAT) and trials,
amounted to approximately 16 million euros
in 2002.

III. Numbering fees

Numbering resources are allocated to opera-
tors by ART in return for an annual licence fee
payable each calendar year. A fee is also
charged for reservation of numbering
resources. Total fees for managing the national
numbering plan and monitoring its use
amounted to 14.5 million euros.

Fees
Type of numbering Reservation Annual
resource fees usage fees
M )
Standard, 10 digit, Quantity of numbers Quantity of numbers

number blocks

available in block
multiplied by €0,01

available in block
multiplied by €0,02

4 digit short numbers €20.000 €40.000
(3BPQ format)

4 digit prefix (16 XY format) €20.000 €40.000
1 digit prefix £€200.000 €400.000

(1) If an operator cancels a reservation, the fee, which is on a flat-fee basis, remains payable.(Article 3, decree 96-1224

dated 27 December 1996)

(2) An annual fee is payable each calendar year for numbering resources allocated by ART (article 1, decree 96-1224

dated 27 December 1996)

IV, Total taxes and fees

The total amount of taxes and fees actually

received by ART in 2002 amounted to 95.8 mil-

lion euros compared to 125,7 million euros.
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Universal service

The 26 July 1996 Act, which opened up
telecommunications services and infrastruc
ture to competition as from 1 January 1998,
made provision for universal telecommunica-
tions service.

Universal service, as defined in Article L.35-1,
is designed to make quality telephone service
available to everyone at an affordable price,
ensure the availability of public payphones
nationwide, provide a directory and directory
service as well as social tariffs. Universal servi-
ce funding is shared between the operators. ART
is responsible for evaluating the net cost each
year and determining the share each operator
has to pay.

L. The cost of universal service
A. Principles

The cost of universal service is defined as the
net cost incurred by the designated operator as
a result of its obligation to provide universal
service. Itis evaluated by taking into account
the difference between the following two
situations based on the operator's accounts.

e the situation where the operator is not obli-
ged to provide universal service, in which case
its approach is purely commercial

e the situation where the operator meets its
universal service obligations.

The cost of universal service is broken down
as follows:

o the C1 component represents the costs lin-
ked to the imbalance in the current France
Telecom pricing structure. This was a transi-
tional component covering only the period
during which France Telecom rebalanced its
prices, and was discontinued on 1 January
2000. Mobile operators are exempt from this
cost component in return for their commit-
ment to provide nationwide coverage.

® the C2 component relates to uniform
geographical pricing, i.e. having to serve the
whole country in such a way that all subscri-
bers can access telephone service at the same
price irrespective of their location

® the C3 component which includes social
tariffs i.e. the cost of having to provide a
specific tariff offer for certain social catego-
ries (in particular, people with low incomes
or handicapped people, and including the
cost of telephone-related debts), the cost
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of providing public payphones as well as a
universal directory and associated directory
service.

B. ART's role in assessing the cost of univer-
sal service

The methods used to evaluate each universal
cost component, and the definition of traffic
volumes used to determine the proportionate
amounts owed by the various operators, were
set out in the decree on universal service fun-
ding’.

ART provides detailed information about the-
se evaluation methods, applies them and then
submitsits evaluation of the net costs genera-
ted by the universal service obligations, and
the corresponding amounts payable from the
operators to the Minister responsible for Tele-
communications. The amount is then official-
ly recorded by the Minister2.

C. Universal service funding

The Act requires that the cost of providing
universal service, as entrusted to France Tele-
com, should be shared fairly between all tele-
communications operators. Up until 31
December 1999, the cost of providing univer-
sal service was funded in two ways:

e from a surcharge on interconnection fees
for the tariff imbalance and uniform geo-
graphical pricing, on the one hand

® from payments to a universal service fund
for social tariffs, calls from public payphones
and universal directories and directory
enquiries, on the other.

As of 1 January 2000, the entire cost of uni-
versal service is financed from the universal ser-
vice fund.

The legislative and regulatory framework for
the universal service fund isset forth in article
L.35-3 of the Posts and Telecommunications
Code. It has been supplemented by articles R.
20-39 and R.20-41 of decree n° 97-475 dated
13 May 1997 concerning fund management
procedures.

As of 2003, operators pay their provisional
universal service fund contributionsin two ins-
talments, on 15 January and 15 September
each year, in accordance with article R. 20-39
of decree n° 03-338 dated 10 April 2003. The
amount of the provisional contribution is equal
to the last known final contribution. The final
cost is evaluated in the second year following
the year in question and contributions are
adjusted accordingly by 20 September at the
latest.

II. Assessment of the cost
of providing universal service
from 1997 to 2002

A. Calculation method contested

On 12 May 1998, the French association of
private telecommunications operators (AFOPT)
and the French association of telecommunica-
tions services operators (AOST) filed a com-
plaint with the European Commission concer-
ning non-compliance with Articles 86 (abuse
of dominant position) and 90 (illegal State aid)
of the Treaty of Rome and directives
90/388/EEC, 96/19/EC and 97/33/EC, following
the adoption of French regulations on univer-
sal service. The plaintiffs claimed that the Fren-
ch regulations infringed the Treaty by impo-
sing a disproportionately high contribution to
universal service on France's Telecom compe-

| Decreen®97-475 dated |3 May 1997 concerning funding of universal service in application of article L 35-3 of the Posts
and Telecommunications Code, published in the O] of 14 May 1997,p.7248.
2 Articles L 35-5and L 36-7 (4°) of the Posts and Telecommunications Code.
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titors, thereby strengthening the dominant
position of France Telecom.

In its ruling on 6 December 2001, the Euro-
pean Court of Justice did not contest the prin-
ciple of universal service nor that of specific
funding mechanisms. However, it did find that
the French Republic had failed to comply with
its obligations pursuant to the said directives
and ordered it to pay costs. The main points of
non-compliance for the period between 1997
and 1999 were: the cost assessment method,
the failure to publish operators' contributions
and the establishment of funding as of 1997.

B. Measures imposed to remedy objections
raised by the Court of Justice of the Euro-
pean Communities

On 11 July and 2 August 2002, the Minister
responsible for Industry issued two orders rela-
ting to the universal service cost assessment
based on ART recommendations and taking
into account the objections of the Court of Jus-
tice of the European Communities:

e revised assessments of the cost of universal
service and operators' contributions for 1997,
1998 and 1999, and modification of the pro-
visional universal service cost assessment and
operators' contributions for 2002 (order n°
02-329 dated 23 April 2002)

e final universal service cost assessment and
operators' contributions for 2000 (order n°
02-417 dated 11 June 2002).

Some objections were no longer valid, parti-
cularly those concerning flat-rate assessments
for certain cost components. i.e. uniform geo-
graphical pricing for 1997, charges related to
unprofitable subscribersin profitable areas and
social tariffs for 1998.

ART carried out a new assessment of the net
cost of universal service for 1997 and opera-
tors were reimbursed the entire amount of the
sums paid to the universal service fund (1 mil-

lion euros) along with supplementary payments
of 2.71 million euros.

As regards reassessment of the C1 component
concerning tariff imbalance, ART has modified
the definition and value of the number N (ave-
rage number of subscribers for the universal
service operator) mentioned in article R.20-32
of the Posts and Telecommunications Code. It
has also modified the value of Pe to ensure that
the value of the fair subscription price is consis-
tent with the current subscription price P. Hen-
ce, the cost of component C1 for tariff imba-
lance fell from 278.1 million euros to zero for
1997, from 309.2 to 34.8 million euros for 1998
and from 51.7 to 6.7 million euros for 1999.

C. Intangible benefits

ART also took intangible benefits into account
and reclassified costs and revenues for unlisted
numbers in the uniform geographical pricing
component rather than in the C3 component
for directory and directory enquiry services.
Savings generated by inclusion of intangible
benefits came to 54.5 million euros for 1998,
67.8 million euros for 1999, 104.1 million euros
for 2000 and 112.7 million euros for 2002.

Contrary to the findings of previous studies
carried out by ART, the assessment of intangible
benefits is not restricted to benefits arising from
brand image. It also includes benefits related
to ubiquity, life cycle and access to data as sta-
ted in the European Commission communica-
tion dated 27 November 1996.

1. Brand recognition

This benefit stems from the fact that France
Telecom provides universal service. The incum-
bent operator establishes public payphonesin
every village and provides telephone service to
anyone requesting it, even in sparsely popula-
ted areas. As a result, France Telecom has a bet-
ter public image and can build on this.
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ART has developed and implemented
methods based on an IFOP survey carried out in
2001 which allow calculation of the “price sup-
plement"” that a subscriber is prepared to pay
before switching from France Telecom to a
competitor. The methodology also allows the
price supplement to be broken down into two
categories: i.e. with and without brand image
advantages arising from universal service.

The provisional assessment for 2002 is 86.4
million euros.

2 Universal coverage in the area of ubiquitous
operation

According to the European Commission com-
munication Com(96) 608, the fact that the uni-
versal service operator has universal coverage
in the area of ubiquitous operation (i.e. incurs
comparatively lower costs then the competi-
tion to extend the network to new customers)
constitutes an intangible benefit for the uni-
versal service operator.

ART considers that this benefit was implicit-
ly taken into account in the uniform geogra-
phical pricing calculation model through the
modelling of avoidable costs. Using this
method ensures that "transition" of an opera-
tor working under market conditions to the
real situation faced by France Telecom is on an
incremental cost basis. In other words, the
assessment is based on the costs that France
Telecom would avoid if it did not have to pro-
vide service to customers in unprofitable areas.
Under these conditions, economies of scale
(which, from a chronological point of view
benefit the last subscribers to be connected)
are transferred by the model to unprofitable
areas and subscribers.

3. Value of certain customers (linked to life
cycle)

ART considers that the uniform geographical
pricing model simulates the development of
an operator operating under market condi-
tions. Accordingly, such an operator is consi-
dered to have only overall knowledge of the
level of consumption in the area in which he is
seeking to provide service. Hence, there is no
advantage linked to knowledge of the life cycle
of subscribers at the individual level.

In principle, the global or “macro economic”
effect concerns unprofitable areas and public
payphones. Public payphone revenues have
declined continuously since 1998 largely
because of the development of mobile-tele-
phony and will no doubt continue to fall. A
unprofitable public payphone today will no
doubt still be unprofitable in the future. In
addition, any advantage from changes over
time in the "value” of public payphones is zero
whether it be for 1998, 1999 or 2002. A quan-
tified assessment must be made for unprofi-
table areas.

To make this estimate, we must take into
account total costs and revenues over the per-
iod in question. Only those areas that are
unprofitable over the entire period are taken
into consideration. In other words, the benefit
due to life cycle is equal to the net cost of
unprofitable areas and customers for the year
in question who will become profitable over
the period under consideration (5 years).

ART's provisional assessment for 2002 is 26.3
million euros.

4. Marketing advantages derived from access
to telephone usage data.

According to the European Commission, “the
marketing benefit derived from having access
to all data related to telephone usage” is an
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intangible benefit for a universal service ope-
rator. Indeed, the universal service operator has
access to information that can be used for mar-
keting or network planning purposes (e.g. usa-
ge levels, traffic profiles).

However, only data related to customers that
would not be connected by an operator ope-
rating under market conditions, i.e. unprofi-
table customers, is relevant. Given that these
customers are unprofitable, their usage profiles
probably have a low value.

In the absence of information related to tele-
phone usage data in unprofitable areas, ART
considers that this advantage was zero in 2002.
This does not prejudge any future assessment.

To conclude, ART's provisional assessment for
intangible benefits for 2002 amounts to 112.7

million euros, which is perfectly in line with the
European benchmark and is based on a reaso-
nable assessment of each of the intangible
benefits listed by the Commission. In addition,
this assessment meets the transparency requi-
rements defined by the Commission i.e. itis not
flat-rate and it is based on objective and com-
parable factors.

5. Intangible benefit allocation methods for
individual items

Life cycle effects (unprofitable areas and sub-
scribers) are booked entirely to the cost of uni-
form geographical pricing (Cy). The impact of
brand image is booked by default to each com-
ponent on a pro rata basis.

Intangible benefit assessment

Euros (million) 1998 1999 2000 2002
Brand image 54.7 67.8 94.5 86.4
Ubiquity Already taken into account

Life cycle 0 0 9.5 26.3
Usage data 0 0 0 0
Total 54.7 67.8 104 12.7

D. Summary Tables

The following tables show the assessments carried out before and after the decision of the Court
of Justice of the European Communities on 6 December 2001. The figures shown include adjust-

ments for previous years.
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Universal service cost estimates prior to the CoJEC decision

1997 1998 1999 2000 2001

Euros (million) Final Final Final | Provisional | Final Provisional.
ART decision number n°98-952 n°00-1 n°01-418 | n°99-779 n°00-1271
Tariff imbalance C1 278.1 309.2 51.7

Uniform geographical pricing C2 4171 329.1 175.9 220.4 229.3
Unprofitable areas 197.4 114.9 196.4 NA 192.4
Unprofitable subscribers

in profitable areas 131.7 61.0 24.1 36.9
Public payphones C3 28.6 233 25.2 NA 28.2
Social tariffs 69.5 0.0 0.0 184.6 NA 158.2
Directories and directory

enquiry services 0.0 0.0 0.0 NA 0.0
Total 764.7 666.9 250.9 430.2 NA 4157

Universal service cost estimates after the CoJEC decision

1997 1998 1999 2000 2001 2002
Euros (million) Final Final Final Prov. Final Prov. Prov.
ART decision number n°02329 [n°02329|n°02329 n°02417| Final [n°02329
Tariff imbalance C1 0.0 348 6.7
Uniform geographical pricing C2 0.0 217.2 89.6 105.0 175.2
Unprofitable areas 153.3 60.3 NA 102.2 2 136.3
Unprofitable subscribers 63.9 29.3 2.8 § 389
in profitable areas =
Public payphones C3 0.0 233 142 NA 143 £ 186

a

Social tariffs 0.0 0.1 NA 9.4 @ 102.8
Directories and directory 0.0 0.0 NA 0.0 < 0.0
enquiry services
Total 0.0 2753 110.6 NA 128.7 296.6

The following tables show the universal service cost breakdown before and after inclusion of
intangible benefits.

Universal service cost before inclusion of intangible benefits.

Euros (million) 1997 1998 1999 2000 2002
Final Final Final Final Prov.

Tariff imbalance (C1) 348 6.7

Uniform geographical pricing (C2) No 266.5 148 191.6 252.5

Public payphones universal 28.5 23.3 249 24.1

Social tariffs service 0 0 16.3 132.8

Directories and directory enquiry services assessment 0 0

Total 329.7 178.5 232.8 409.3
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Universal service cost after inclusion of intangible benefits.

Euros (million) 1997 1998 1999 2000 2002
Final Final Final Final Prov.

Tariff imbalance (C1) 34.7 6.7

Uniform geographical pricing (C2) No 217.5 89.7 105 1752

Public payphones universal 233 14.2 14.3 18.6

Social tariffs service 0 9.4 102.8

Directories and directory enquiry services assessment 0

Total 2753 110.5 128.7 296.6

III. Modifications to legal and
regulatory framework

A. Decree on universal service funding

Decree no. 2003-338 dated 10 April 2003 was
published in the Official Journal on 13 April
2002 following the Court of Justice of the Euro-
pean Communities (CoJEC) decision of 6
December 2001. Its purpose was to ensure com-
pliance of the Posts and Telecommunications
Code with Community law. Obsolete provisions
such as those relating to additional payments
(temporary financing in force until 31/12/1999)
were removed by taking into account the bene-
fit that an operator or operators may derive
from universal service and by reallocating inco-
me from unlisted numbers to the uniform geo-
graphical pricing component (instead of to the
directory and directory enquiries component).

Moreover, it introduces a calculation method
for provisional contributions, the amount being

equal to the contribution for the last known
financial year.

In addition, and in order to enhance the
efficacy of the mechanism for covering tele-
phone-related debts, the calculation basis was
enlarged to include calls to mobile services. The
deadlines allowed for indebted people to refer
their case to the committee in their départe-
ment and for the Prefect to respond have been
extended.

As far as "social tariff reductions” are concer-
ned, the changes are intended to bring the
provisions of the decree into line with existing
practice. The organisation managing tariff
reductions on behalf of the operators will now
be entitled to compensation for the costsincur-
red.

Moreover, the decree takes into account the
universal nature of the directory and directory
enquiries and includes the cost of purchasing
customer lists in the net universal service cost.
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Finally, it changes a number of timetable dates as indicated in the table below:

Former measures

Posts et Telecommunications Code

New measures
Decree dated 10 april 2003

Provisional year N

ART proposal date

Before 1 September, year N-1

Ministerial order date

Before 1 October, year N-1

ART notification date Before 15 October, year N-1 Before 15 December, year N-1
Payment date 3 instalments: 2 instalments:

20/01/N ; 20/04/N et 20/09/N 15/01/N et 15/09/N
Final, year N-2

ART proposal date

Before 15 October, year N-1

Before 30 April, year N

Ministerial order date

Before 15 October, year N-1

Before 31 May, year N

ART notification date

Before 30 November, year N-1

Before 30 June, year N

Regularisation 20/12/N -1

payment date

B. Universal service provisions in the draft
legislation to ensure confidence in the digi-
tal economy (LEN)

The draft legislation “to ensure confidence in
the digital economy” (LEN) was passed by Par-
liament on first reading on 26 February 2003.
It contains provisions to change the calcula-
tion method for universal service contributions.
For the purposes of the calculation, traffic
volumes will be replaced by turnover (excl.
interconnection).

In its recommendation (n° 01-475) on the
Government report to Parliament dated 18
May 2001, ART had already noted that the cal-
culation method for determining the propor-
tionate amounts owed by the various opera-
tors could be based on more relevantindicators
than outgoing or incoming traffic volumes.
Retail telecommunications services market tur-
nover (i.e. excluding interconnection and more
generally any resale of services between contri-
buting operators) is clearly defined and reco-
gnised and recorded in the operators' accounts
and could therefore be used instead of traffic
volumes.

20/9/N

The current calculation method based on
traffic volumes results in disproportionate
weighting for activities generating low reve-
nues per minute. Establishing proportionate
contributions on the basis of volume means
that each minute contributes 0.066 euro cents
to the universal service fund (based on the
latest final figures to date, which amount to
128.7 million euros for year 2000). According
to the 2000 Mobile Observatory figures, an
Internet minute billed by an operator at an
average of 2.07 euro cents contributes 3.2% of
billed turnover. A minute originating from a
fixed line (excluding special services) contri-
butes 0.9% and a minute originating from a
mobile (excluding special services) contributes
0.3%. Hence, the new calculation method will
reduce the burden carried by narrowband
Internet service providers.

As an example, on the basis of the calls cur-
rently used to calculate contributions, a calcu-
lation method based on turnover (excluding
interconnection and access) would have given
acombined contribution for fixed, mobile and
Internet activities of approximately 0.7% of
turnover in 2000. Without anticipating the
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rules that will be imposed by the legislator, we
can note that extending the calculation to inclu-
de other telecommunications services (access
and fixed subscriptions, broadband Internet, lea-
sed lines and data transport) would have lowe-
red the rate to approximately 0.5% in 2000.

IV, Disputes related to
universal service before
the Conseil d’Etat:

A. The Tiscali claims

Tiscali addressed several claims to the Conseil
d'Etat.
® urgent application for an order to suspend
the effect of the ART letter dated 26 July
2002 notifying the contribution amounts
¢ urgent application for an order to challen-
ge the contents of the ART letter dated 26
July 2002 notifying the contribution
amounts
e urgent application for an order to suspend
the effect of the ministerial order dated 11
July 2002,
¢ urgent application for an order to challen-
ge the contents of the ministerial order dated
11 July 2002.

Tiscali claimed that the evaluation methods
for compensating and sharing costs related to
universal service obligations had not been
made public within the time stipulated in
article L.35-3 lll of the Posts and Telecommu-
nications Code and that they had not been spe-
cified in a Conseil d’Etat decree as required by
article L.35-3 IV and that this gave rise to a
serious doubt about the legality of the minis-
terial order and the ART notification letter on
the one hand, and that on the other hand, the
intangible benefits had not been completely
taken into account.

The Conseil d'Etat order dated 8 November

| See glossary

2002 partially suspended the ART decision in so
far as concerns payment of the first instalment
by 20 August. However, the Conseil d'Ftat did not
suspend either the ministerial order or the deci-
sion requiring Tiscali to pay the second instalment
for the same amount by 20 September 2002.

® On the condition relating to the existence
of circumstances liable to create a serious
doubt: the Conseil d’Etat urgent applications
judge ruled that at the time of the order
dated 11 July 2002, the national authorities
had not modified by Conseil d'Ftat decree
the national regulatory measures relative to
universal service funding which had been
judged contrary to European Community law
by decision of the Court of Justice of the
European Communities on 6 December 2001.
Whereas the Conseil d'Ftat considers that the
national authorities were obliged to ensure
continuity of the universal service mecha-
nism, it noted however that "in the absence
of such a decree and whereas the time rea-
sonably required for it to be issued had not
expired, the authorities had not published
the decisions related to the methods and cri-
teria to be used for universal service cost cal-
culations and the apportionment between
operators themselves in the interests of ensu-
ring sufficient clarity and consistency.”

® On the condition of urgency: The Conseil
d'Ftat judged that this condition was allo-
wable. Tiscali was in a difficult financial situa-
tion and the ART decision had caused serious
and immediate loss. In addition, Tiscali's 2002
contribution exceeded the amount that
could have been foreseen in a normal mana-
gement context, asa function of its activity,
the amount charged in 2001 and the conse-
quences of the CoJEC decision. Also, in the
absence of clarification on the calculation
methods applicable for the provisional
contribution in 2002 following the CoJEC
decision and taking into account the ana-
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lyses of the assessment of intangible benefits  to the ART notification letters concerning the
carried out for AFORS (French network and  contribution amounts or the orders issued by
services operators association), Tiscali could  the Minister responsible for Telecommunica-
reasonably have assumed that the 2002 pro-  tions, concerning in particular provisional
visional contribution would be significantly ~ contributions in 2002 and final contributions
lower than the amount actually charged.  for 2000.

As of early May 2003, the Conseil d’Etat had The following table shows the various appli-
not ruled on the merits of the applications.  cations to set aside filed against ART for 2000

B. Other claims

and 2002. The outcome of these claims was not
known as of May 2003.

Various claims have been made with respect

Requested by Claim date Object of applications to set aside

Bouygues Telecom 26/09/2002 ART notification letter dated 26/07/02 on universal service
contribution for 2002.

LDCOM 27/09/2002 ART notification letter dated 26/07/02 on universal service
contribution for 2002.

Tiscali 27/09/2002 ART notification letter dated 26/07/02 on universal service
contribution for 2002.

KAPTECH 27/10/2002 ART notification letter dated 26/07/02 on universal service
contribution for 2002.

9 TELECOM 27/10/2002 ART notification letter dated 26/07/02 on universal service
contribution for 2002.

Belgacom France 27/01/2003 ART notification letter dated 26/07/02 on universal service
contribution for 2002.

Ventelo France 27/01/2003 ART notification letter dated 26/07/02 on universal service
contribution for 2002.

CEGETEL 30/01/2003 ART notification letter dated 26/07/02 on universal service
contribution for 2002.

SFR 30/01/2003 ART notification letter dated 26/07/02 on universal service
contribution for 2002.

SRR 30/01/2003 ART notification letter dated 26/07/02 on universal service
contribution for 2002.

SFR 28/02/2003 ART notification letter dated 26/08/02 on universal service
contribution for 2000.

SRR 28/02/2003 ART notification letter dated 26/08/02 on universal service
contribution for 2000.

CEGETEL 28/02/2003 ART notification letter dated 26/08/02 on universal service

contribution for 2000.
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Designation

of operators

with significant
market power (SMP)

I. Markets examined and
methods used

ART carried out its annual examination of the
four markets mentioned in article L.36-7 of the
Posts and Telecommunications Code (fixed tele-
phony, leased lines, mobile-telephony, inter-
connection) and in compliance with directive
no. 97/33/EC dated 30 June 1997, taking into
account the geographical factors correspon-
ding to the authorised coverage areas in the
operators' licences. The directive states thatan
organisation can only be considered to have
significant market power for a given telecom-
munications market in a geographical area of a
member State for which itis authorised to exer-
cise its activities.

For the mobile-telephony market, the licences
issued to operators indicate the geographical
area and are broken down for metropolitan
France as well as the various overseas départe-
ments and territories. This breakdown creates
geographical areas that are independent with
respect to the services offered. Operators acti-
ve in these markets are separate companies as
a function of these respective geographical

areas. In addition, operators who provide public
mobile-telephony service also provide call ter-
mination services and hence operate in both
the mobile-telephony and the interconnection
markets (where call-termination is considered
to be interconnection). ART therefore considers
it necessary to examine the position of opera-
tors on the mobile-telephony and the inter-
connection markets using identical geographi-
cal criteria.

The geographical segmentation based on the
licence award system comprises 5 zones.

® Metropolitan France,

® The area comprising Guadeloupe, Martinique
and Guyana,

e | a Réunion,

* Mayotte,

o St Pierre and Miquelon

The position of the operator SAS SPM Télé-
com in Saint Pierre and Miquelon would appear
to be that of a virtual monopoly for all the mar-
kets mentioned in article L. 36-7 of the Code.
According to the regulatory framework concer-
ning the procedure implemented in 2002, regis-
tration of an operator in all the lists correspon-
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ding to these markets, implies that this opera-
tor is responsible for all the obligations contai-
ned in article L.38-4 of the Code. In its decision
no. 02-1191, ART considered that registration
of SAS SPM Télécom in each of these lists
would make this operator subject to certain
provisions which might be considered dispro-
portionate given itssize and the market situa-
tion in Saint Pierre and Miquelon as it existed
in 2002. On the other hand, it noted that the
new European requlatory framework for elec-
tronic communications networks and services
(which must be transposed into French law in
2003), would allow provisions adapted to the
operator's specific situation to be established in
the future.

II. The different markets

In compliance with article L 36-7 of the Posts
and Telecommunications Code (see inset), ART
made two decisions' in 2002 to establish lists of
operators considered to have significant mar-
ket power in the four telecommunications
markets in 2003, i.e. fixed telephony, leased
lines, mobile-telephony and interconnection.

The operators in these lists have increased
obligations for interconnection and access that
are defined notably in article L.34-8 of the
Posts and Telecommunications Code.

Itshould be noted that this procedure is cur-
rently being completely overhauled. This pro-
cess will be carried out within the framework of
the transposition of "telecom package” direc-
tives into French law and the draft legislation
on electronic communications (see volume 1,
chapter 4 of this Annual Report).

| See decision no.02-593 dated 18 July 2002, which notes for 2003 the lists of operators with significant influence in

the fixed-telephony service market and the leased lines market,and decision no.02-1191 dated 19 December 2002,

supplementing decision no.02-593, which notes for 2003 the lists of operators with significant influence in the

telecommunications market.
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The legal framework for SMP decisions

Paragraph 7 of article L. 36-7 of the Posts and Telecommunications Code, modified by order
no. 2001-670 dated 25 July 2001, requires ART to "establish a list of operators considered to
have significant power following advice from the Competition Authority for:

® 3) relevant markets for public telephony service between fixed points,

® b) relevant markets for leased lines,

e ¢) relevant markets for public mobile-telephony service,

e d) the national interconnection market

Any operator with more than 25% market share is considered to have significant market
power. ART can decide that an operator with less than 25% market share has significant
market power or that an operator with more than 25% market share does not have significant
market power. ART takes into account the operator's capacity

to influence market conditions, turnover compared to market size, control over access to the
end-user, access to financial resources and experience in providing products and services in the

market.

A. Fixed-telephony and leased-line markets

ART examined the fixed-telephony and
leased-line markets at national level and
concluded that France Telecom was the only
operator with significant market power. The
incumbent operator is therefore the only ope-
rator recorded in the 2003 lists in accordance
with L.36-7, para.7 "a"and "b" of the Posts and
Telecommunications Code.

B. The mobile-telephony market

The position of operatorsin the public mobi-
le-telephony market was, conversely, looked at
as a function of the separate geographical
areas in which they operate.

The operators recorded in the 2003 list in
accordance with L.36-7, para. 7 "c" of the Code
have more than 25% market share for the geo-
graphical area in which they operate, i.e.

® in metropolitan France: Orange France and
the Société francaise du radiotéléphone
(SFR),

® in the overseas départements Martinique,

Guadeloupe and Guyana: Orange Caraibe,
® in the overseas département, La Réunion:
La Société réunionnaise du radiotéléphone
(SRR).

The operator SRR is the only mobile-tele-
phony licence holder covering the Mayotte
area. This licence was awarded as recently as
April 2001, however. Taking into account the
existing market situation in this area and the
relatively short-time frame within which SRR
has been able to develop its experience, ART
does not believe that this operator should be
considered as having significant market power
in the geographical market as defined. Howe-
ver, it does not rule out the possibility of
re-examining the situation in the future.

C. The interconnection market

In accordance with the European Commis-
sion recommendations ONPCOM 99-03 dated
13 January 1999, the measure retained for the
interconnection market is based on both the
value and volumes of calls terminating on the
fixed or mobile operator's network, irrespecti-
ve of whether the minutes come from the ope-
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rator'sown network (internal interconnection)
or from a third-party network.

France Telecom is the only fixed local-loop
operator providing call termination in the
majority of the areas defined in the geogra-
phical breakdown. In metropolitan France,
France Telecom's market share for terminated
calls is more than 70% in volume. However, it
is less than 20% in value. This is due to traffic
growth in mobile and fixed-to-mobile callsand
the fact that the average France Telecom inter-
connection price is considerably lower than the
average mobile interconnection price.

Conversely, the market share of mobile ope-
rators Orange France and SFRis in the range of
5% to 10% in volume (less than 5% for
Bouygues Télécom) and greater than 30% in
value (less than 20% for Bouygues Télécom).

The interconnection market share for the
other fixed operators is less than 1% in both
volume and value.

Hence, Orange France and SFR have been
designated as having significant market power
in the interconnection market.

By the same token, Orange Caraibes is consi-
dered to be the only operator with significant
market power in Guadeloupe, Martinique and
Guyana with SRR in La Réunion. In Mayotte,
France Telecom is the operator with significant
market power. However this does not impose
any obligations additional to those already
applicable in respect of its position as an ope-
rator with significant market power in the fixed
and leased line market.

III. Operators’ obligations

Operators that have been designated as
having significant market power in application
of L.36-7 para. 7, have increased obligations
for interconnection and access.

A. Obligations of fixed-telephony and
leased-line operators with significant
market power

Sections I, lll and IV of article L.34-8 of the
Code requires operators to:

® publish technical characteristics and tariffs
for the interconnection offer following ART
approval. This offer must satisfy the provi-
sions defined in section Il of article L.34-8,
i.e. detailed conditions must be in place to
enable a differentiated response to the inter-
connection requirements of operators of
public networks, on the one hand, and to the
access requirements of public telephony
providers on the other. An information
management system and accounting proce-
dures must be set up to allow verification of
compliance with these obligations:

e to align tariffs for this offer with the cost
of the service provided

e comply with interconnection requests
from L.33-1 and L.34-1 licence holdersin an
objective, impartial and transparent manner
® ensure access to the network and respond
to justified requests for special access.

Moreover, under section V of article L.34-8,
operators included in the list established in
application of "a" of para. 7 of article L.36.7 are
required to:

® set up a mechanism allowing access to
switched services to any operator intercon-
nected using pre-selection and to separate
any pre-selection option using short prefixes,
on a call-by-call basis.

In addition, these operators must also meet
the obligations of articles D. 99-23 to D. 99-26
of the Posts and Telecommunications Code
concerning access to the local loop.
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B. Obligations of mobile-telephony
operators with significant market power

In application of section IV of article L.34-8,
mobile operators who are considered as having
significant market power are required to:

® provide an objective, impartial and trans-
parent interconnection offer

e ensure access to the network and respond
to justified requests for special access.

C. Obligations of interconnection service
operators with significant market power

These operators must base their interconnec-
tion tariffs on the cost of the service provided,
as required by section Ill of article L.34-8,

D. Obligations of all operators with signifi-
cant market power

In accordance with section V, article L.34-8,
ART can require any operator with significant
influence in a relevant market to set up a sys-
tem allowing access to switched services to any
operator interconnected using pre-selection
and to separate, any pre-selection option using
short prefixes, on a call-by-call basis.
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France lelecom tariff
approvals in 2002

The 1996 Telecommunications Act' makes
provision for tariff requlation which is one of
the main tools of asymmetrical regulation in
the telecommunications sector. There are two
reasons for this: first, it is carried out ex ante
and secondly, it applies only to France Telecom
tariffs (the incumbent operator). Asymmetrical
regulation is one of the specific features of sec-
tor regulation when compared to common law
regulation which is based on competition law.
Itis justified by the specific situation of the
dominant operator, which calls for tighter obli-
gations.

This control ensures that the incumbent ope-
rator's tariffs are compatible with entry of
competitors into the market, and that univer-
sal service tariffs are reasonable and therefore
favourable to consumers.

Article 17.2 of France Telecom's contractual
operating conditions requires that justified
tariff proposals “are to be submitted to the
Ministers responsible for Telecommunications
and the Economy and to ART". These proposals
must include information for evaluating them

along with information on the corresponding
pricing offer. ART will make a public recom-
mendation on these tariffs within three weeks
of them being submitted. Providing that nei-
ther Minister issues an objection or suspension
within one month of transmission of the tariff
proposals and supporting documents (as men-
tioned above), the tariffs may come into force
atthe end of the required notice period, i.e. one
week.

ART recommendations may, in certain cases,
group several tariff decisions together.

I. Recommendations on
individual tariff decisions

In 2002, France Telecom sent ART 154 tariff
decisions: 108 requesting a recommendation
and 46 for information2. Hence, ART received
108 requests for a recommendation on tariff
decisions relating to the creation, trial or gene-
ralisation of new services and changes in prices,
especially relating to the commercial launch
of new tariff options.

| Article L36-7 (para.5) of the Posts and Telecommunications Code.

2 Decisions forwarded for information concern, for example, tariffs for international calls.
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In addition, 6 tariff decisions, submitted in
2001, were still being evaluated at the begin-
ning of 2002. As of 31 December 2002, 101 of
the 114 requests had been evaluated by ART
and 13 were still under evaluation, with a
recommendation expected in 2003.

Some 20 requests were grouped together in
the same recommendation, thus reducing the
total number of recommendations issued. Hen-
ce, asof 31 December 2002, ART had issued 81
recommendations out of the 101 France Tele-
com tariff decisions evaluated.

II. Analysis of
recommendations

Bearing in mind that several of the 101 tariff
decisions evaluated in 2002 were grouped
together in the same recommendation, ART
finally issued:

e 64 favourable recommendations on
79 France Telecom tariff decisions
¢ 17 unfavourable recommendations on
22 France Telecom tariff decisions.

Of the 22 unfavourable recommendations on
France Telecom's initial tariff decisions:

e 2 decisions were not approved by the
Minister who refused France Telecom's
proposals on the basis of ART's recommen-
dation

e the approval time-frame for 10 of the
decisions was suspended by the Minister
e 1 decision was withdrawn by France
Telecom

® 9 decisions were adjusted by France Tele-
com to comply with ART's recommendation
and subsequently approved by the Minister.

The breakdown by category of ART's recom-
mendations shows that nearly half (46%) of all
tariff decisions submitted to ART for recom-
mendations are related to changes in tariff
options for fixed telephony, of which half cor-
respond to flat-rate call offers.

All'in all, nearly two-thirds of ART's recom-

mendations in 2002 are related to tariff
options, the Internet and leased lines.

II1. Results for 1997 - 2002

The following figures give an idea of the
amount of work accomplished in 6 years.

1997 1998 1999 2000 2001 2002
Submitted by 138 147 170 192 135 154
France Telecom.
- for information 45 42 60 61 40 46
- for approval 93 105 10 131 95 108
ART recommendations 61 80 74 88 72 81
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Regulation

and consumers

L. Informing consumers

Informing consumers is one of ART's respon-
sibilities. Indeed, the Telecommunications Act
states that ART must ensure that consumers
benefit from fair and effective competition
between operators. In a sector that is constant-
ly changing and is now fully competitive, the
consumer must have rapid access to relevant
information about market players and the
commercial offers which are constantly beco-
ming available. ART has placed the list of licen-
sed operators and service providers on its
website (www.art-telecom.fr) along with infor-
mation on the registered company name,
address, contact details for sales and customer
service, type of offer and coverage area. This
information is also available in a booklet publi-
shed in September 2002. The “operator book-
let" is distributed at trade fairs, routinely sent to
consumer associations and to individual consu-
mers on request.

There is also information on the website cove-

ring topical subjects such as unfair conditions
for mobile-telephony or Internet-access
contracts. In addition, there are links to orga-
nisations such as the DGCCRF (French organi-
sation for competition, consumers and the
repression of fraud) or the French committee
on unfair clauses. The consumer can also find
addresses for the associations belonging to the
French Consumer Council. There is also an onli-
ne FAQ section (frequently asked questions).

Thisyear, ART again published its annual sur-
vey on the quality of network and mobile-tele-
phony services (see part 2, chapter 3).

I1. Statistical results

In 2002 the activity of ART's “consumer”
section increased significantly in terms of the
number of submissions received, compared to
the previous year. ART received and dealt with
1300 letters (compared to 987 in 2001), recei-
ved 1 250 telephone queries (compared to 1
070 the previous year) and handled 740 emails.

I ART has dealt with 550 e-mails since opening of the "consumers" mailbox on 20 March 2002 (address:
consommateurs @art-telecom.fr.) i.e.over 9 months.This figure does not include e-mails sent directly to the per-
sonal mailboxes of the different members of the "consumer” section,whose addresses are available on ART's website.
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This increase took place mostly during the
first quarter -- the number of cases dealt with
in the 2nd quarter was virtually the same as
the previous year. The increase in complaints
and requests for information at the beginning
of the year is due primarily to the bankruptcy
of an operator, the abolition of local sorting
zones and the arrival of the first invoices for
third-party billing.

I11. Market results

In 2002 it was noted that the number of cases
concerning fixed telephony increased consi-
derably more than mobile-telephony-related
cases despite continued growth in the number
of mobile lines. Fixed telephony now represents
47% of all cases compared to 33% in 2001.

Hence, pre-selection was a major topic with
250 cases being processed. A number of prac-
tices contributed to the significant increase in
complaints in 2002 (28% of all cases compared
to 20% in 2001) i.e. unfair or fraudulent pre-
selection practices, commercial practices inclu-
ding "win back” campaigns to recover lost cus-
tomers, aggressive selling, ignorance of the
France Telecom "8" prefix, misunderstandings
or false information regarding abolition of the
local sorting zone, ability to keep pre-selection
options when moving house and problems
related to contract cancellation.

Third-party billing, which users often find dif-
ficult to understand, gave rise to a number of
requests for information. The problem was
compounded by strong dissatisfaction with the
tariff levels for special numbers, particularly
for operator or ISP hotline services.

Billing accuracy has become a common com-
plaint as well as, to a lesser extent, the diffi-
culty in obtaining detailed billing despite the
obligations contained in the order dated 1
February 2002 applicable from 1 September
2002.

As in previous years, there were complaints
about contractual problems in the mobile area
(37% of all cases) such as terminal renewals,
cancellation times, difficulty in obtaining ser-
vice, and billing disputes (31%). Number por-
tability planned for 1 July 2003 also gave raise
to requests for information. The questions
came both from companies (with bulk sub-
scriptions) and individuals. The question of
tariff levels for this service has been raised by
consumer associations who would like it to be
free.

Other concerns or information requests
included non-uniform ADSL coverage natio-
nally, ADSL tariffs, differences between metro-
politan France and the overseas départements

e particularly concerning availability of a
universal directory, free-of-charge unlisted
numbers, mailing campaigns using fax
(theoretically not allowed) and e-mail and
SMS' spamming.

Internet site. Moreover, we note that since the beginning of October, in agreement with the communication task force,

amuch stricter sorting process has been implemented for incoming e-mails so as to reduce the number for which use

of the traditional mail service is required (contractual problems particularly), the aim being to cut down processing

deadlines, which had become too lengthy for users.

| This matter has been referred to the CNIL (committee for computer freedom and privacy),and the section refers

consumers to the address spam@cnil fr.
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IV, Other actions

ART organised a briefing in March 2002 with
all consumer associations to inform them
about and get feedback on number portabili-
ty which is planned for 30 June. The guidelines
for this facility were published in July.

Finally, a new survey was launched on rela-
tions between fixed operators and consumers,
using the same format as previous surveys
carried out between 1998 and 2000 with the
assistance of SOFRES. The fieldwork for this
survey began in February 2003 with the
consultant, Planistat, selected at the end of
last year.
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ART actions
internationally

L. International relations

In 2002, ART pursued and strengthened its
exchanges and cooperation with many coun-
tries throughout the world and with the rele-
vant international telecommunications orga-
nisations.

The highlight of the year was completion of

negotiations for the new European Union
regulatory framework in March 2002.
This event illustrated the sharing of responsi-
bilities between the Government, which is res-
ponsible for stating France's position at the EU
Council of Ministers and ART, which contri-
butes its experience to elaborating this posi-
tion.

A. European Union

European Community activities are a central
part of ART's international activities since the
entire legal framework for competitive requ-
lation of the telecommunications market ori-
ginates in European law. ART therefore has to
explain or even justify its actions to the Euro-
pean Commission, guardian of the treaty and
the resulting Community law.

1. Adoption of a new regulatory framework
and initial administrative texts

On 7 March 2002, the European Parliament
Council of Ministers adopted 4 directives and
the radio spectrum decision, instituting a new
regulatory framework following review of the
previous directives for which negotiations
began in September 2000.

The details of this reform, which introduces
major changes to the regulatory task, are
explained in volume 1, chapter 4. The impor-
tance of the issues at stake is such that ART has
devoted a large part of its international acti-
vity to this major reform, based on the adop-
tion of a pragmatic approach. Progress was fol-
lowed on a daily basis and ART's position was
developed by exchanging viewpoints with its
European Union counterparts. ART also parti-
cipated in the technical negotiations. It was
routinely represented in the Council of Minis-
ters telecommunications group meetings and
in preparation of these meetings within the
SGCl (general secretariat of the interministerial
committee). ART was also an active member of
the working group reviewing the Independent
Regulators Group (see below) Frequent contact




Chapter 8

with the European Commission has resulted in
a better understanding of its intentions and
allowed ART to present its point of view. An
internal inter-departmental organisation was
set up to prepare ART's position.

The frame directive, which establishes the
rules and basic principles of the new system,
stipulates that the Commission must adopt two
frame texts to ensure consistent application of
the new concepts derived from common com-
petition law. (see volume 1, chapter 4) i.e. a
recommendation establishing the list of mar-
kets subject to ex ante regulation and guide-
lines concerning the designation of operators
with significant market power.

Drafting the first text proved more difficult
than expected. In fact, the guidelines were
published on 8 July 2002, but market defini-
tions caused heated debate, demonstrating the
complexity of an approach which seeks to ali-
gn the principles of common competition law
with ex ante regulatory systems. The recom-
mendation was finally adopted by the Com-
mission on 11 February 2003.

ART was heavily involved in the debate. It
replied to the public consultation issued by the
Commission, organised and took part in expert
hearings and contributed to the work of the
Independent Regulators group on this subject.

2. Establishment of committees and groups
reporting to the European Commission.

The European Commission can refer to seve-
ral bodies made up of representatives of mem-
ber States to assist it with the task of develo-
ping and implementing the various measures
for harmonising application of the new regu-
latory framework. Two such bodies were set up
through texts adopted in March i.e. the Com-
munications Committee (COCOM) charged
with making recommendations on regulatory
matters to the Commission and the Radio

Spectrum Committee (RSCOM), which has a
similar role for frequencies. Both committees
are standard community law committees whi-
ch have a dual consultative and requlatory role.
Two others were set up by the Commission in
order to consult qualified experts. The high
level Radio Spectrum Policy Group for fre-
quency policy (RSPG) looks at spectrum plan-
ning and future frequency allocation from a
strategic viewpoint. The European Regulators
Group (ERG) for electronic communication was
charged with discussing practical application
of the new regulatory framework. The Com-
mission organises meetings with the manage-
ment of the relevant independent regulatory
bodies through the ERG. This primarily
concerns the telecommunications regulators,
although audiovisual regulators will also
attend as required by the agenda.

The European Regulators Group (ERG) was set
up on 25 October 2002 and is expected to meet
6 times a year.

In 2002, the four committees and groups
mentioned above replaced the bodies that had
been set up for the first requlatory package
(ONP Committee, Licence Committee, Infor-
mal Committee of Regulators and National
Administrations). ART consistently played an
active role in the meetings of these former
bodies.

3. The Independent Regulators Group (IRG)

The Independent Regulators Group is an
informal group set up on ART's initiative in
1997 (see previous ART Annual Reports). Its
activities increased sharply in 2002, during
which ART held the chair for the first 6 months.

The plenary meetings with regulation autho-
rity managers were extremely useful in dealing
with problems that tend to be globally the
same from one national market to another.
These meetings were supported by the work of
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the expert groups (around 10) covering all
regulatory aspects. The Commission's Euro-
pean Regulators Group mentioned above and
the IRG work closely together. In fact, the IRG
expert groups act as specialised working groups
for the ERG. The principle of consensus for
adopting common positions leads to solutions
that combine the objectives of harmonisation
while at the same time taking specific natio-
nal features into account.

The IRG devoted significant resources to ana-
lysis of draft directives in 2002 and helped
ensure that the reality of the market and the
requirements of requlation were taken into
account in the new requlatory framework. This
was achieved through public statements, direct
contacts with the Commission and dialogue
between each of its members and national
governments.

The IRG made a particular contribution to
definition of markets that would be subject to
ex ante regulation and the principles for deter-
mining operators with significant market
power by applying new dominant-position
rules. Both of these subjects are unquestiona-
bly strategic in nature. The IRG also worked on
the common principles for accounting sepa-
ration and unbundling (the 2000 guidelines for
applying EU rules to unbundling were updated
and completed in 2002). It established Euro-
pean comparisons based on a common data-
gathering methodology for deployment of
broadband networks and other markets,
thereby providing its members and the Com-
mission with efficient tools for carrying out
analyses.

The IRG decided end 2002 to admit the requ-
lators of the 10 countries due to join the Euro-
pean Union in May 2004 as full members. This

brings the total to 29 membersi.e. the 15 mem-
ber countries, the 10 candidate countries and
the four AELE" countries including Switzerland.
To cope with this change, the IRG reinforced
the representation of the Chairman's Office in
the European Commission, in the other Euro-
pean institutions and with market players.
From now on, a permanent secretariat will
assist the Chairman's Office with these tasks.

An agreement on information exchange,
designed to facilitate exchange of confiden-
tial data, was signed in March and May 2002
by 10 regulatory authorities, including ART, in
the context of the cooperation between them.
This administrative arrangement provides
maximum guarantees for protecting confi-
dentiality while at the same time continuing
to comply with the corresponding national
legislation.

4. 8th Commission report on transposition of
directives

Asin previous years, the Commission submit-
ted its Annual Report on implementation of
the Community telecommunications regula-
tory framework to the European Parliament
and the Council of Ministers in December 2002.
Numerous exchanges took place with the
national regulator in preparing this report. ART
supplied most of the information in response to
Community requests to the French authorities.
These contributions were followed by a hea-
ring involving all the relevant French Govern-
ment departments, the key market players and
consumer organisations. During this hearing,
ART was able to provide a detailed explanation
of the measures taken during the past year
regarding the application of competition rules
in France.

| European Free Trade Association: three of its member countries, Iceland, Norway and Liechtenstein, but not
Switzerland, are members of the European Economic Area, which implies very close links with the E.U.and in

particular,application of community law,such as the telecommunications regulatory framework.Switzerland applies

this framework on a voluntary basis.
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The final version of the 8th report! gives a
relatively positive picture of European market
evolution in 2002 in terms of growth (with par-
ticular emphasis on mobiles and Internet
access), diversity of offers and the progress of
competition. This progress was attributed to
relatively comprehensive implementation of
rules at European level. The report also gives a
favourable view on the work carried out by ART
in France. In particular, it recognises the posi-
tive effects resulting from decisions made on
tariffs, call termination on mobile networks,
leased lines, unbundling and broadband access,
even though ART's proactive approach has not
resolved all the problems associated with the
last two questions. According to the report,
the relatively large quantity of leased lines
available should be looked at in connection
with the fact that tariffs are higher than the
European average.

B. Relations with international institutions.

1. The International Telecommunications
Union (ITU)

France is represented in the ITU, which is the
only worldwide organisation specialising in
telecommunications, by Government repre-
sentativesi.e. the Ministry for Foreign Affairsin
the top policy-making bodies (Plenipotentiary
Conference and Council) and the State Indus-
try Secretary in other bodies. ART is however
closely involved with the work being carried
out and takes part in the major conferences. It
may also represent France in certain events at
the Minister's request, as was the case in 2002
at the Regional Telecommunications Collo-
quium in Hong Kong and the World Regula-
tors Summit in Geneva. The ITU Secretary
General wishes to strengthen the presence of

| COM(2002) 695 final,3 December 2002.
2 ITU Radiocommunications Sector.
3 ITU Development Sector.

independent regulators within the organisa-
tion and this last conference was therefore par-
ticularly devoted to them.

ART participates in the above meetings in
an expert capacity and also in technical
conferences (World Conference on Telecom-
munications Development, World Radiocom-
munications Conference and the World
Telecommunications Standardisation Assem-
bly). It plays an active role in the ITU-T study
groups (see below), contributes to establishing
the French position in ITU-R2 and participates
in international negotiations within the fra-
mework established by ANFr (French National
Frequencies Agency). It also reports on certain
reqgulatory and regulation questions in the
ITU-D3 study group 1. ART also participates in
the preparatory work for the World

Summit on the Information Society (WSIS)
being organised by the ITU on behalf of the UN
for December 2003. In particular it is develo-
ping the topic of the crucial role of competiti-
ve requlation in the development of generali-
sed access to information society services.

Two events stood out in 2002:

a.The World Conference on Telecommunica-
tions Development

ART's Chairman was a speaker at the third
ITU World Telecommunications Development
Conference in Istanbul (WTDC-02), which was
held between 18 and 27 March 2002. This
conference confirmed the regulators' role in
economic and social development. It also ser-
ved to strengthen cooperation at regional and
world level as one of the means for achieving
this aim.
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In its capacity as Chairman of the Indepen-
dent Regulators Group (IRG), ART outlined in
Istanbul the role “that reqgulators wish to take
in developing the telecommunications sector
allowing them to contribute, within the
context of their activities, to emergence of an
Information Society for all, not only in Europe
but worldwide."

In this respect WTDC-02 confirmed the essen-
tial role of the requlator in making access to
Information Society services available to all.
This social objective not only implies network
rollout but also an assurance of fair access to
services. This is the area concerned by regula-
tion of access conditions and interconnection
and is in the requlators’ domain.

ART considers that requlators also have a
decisive role to play through the clarity and
transparency of their actions, their speed of
response and their arbitrating powers, and also
by the way that they will reshape relations bet-
ween Government agencies and the market.

b. The Plenipotentiary Conference

The Plenipotentiary Conference, held in Mar-
rakech in Morocco from 23 September to 18
October 2002, is the ITU's top policy-making
body and meets every four years to define
general policies and decide on major issues. ART
chaired the Editorial Committee, which had the
responsibility of verifying compliance of the
final Acts in the 6 working languages of the
Union.

2. The European Conference of Postal and
Telecommunications Administrations (CEPT)

CEPT is a pan-European body comprising 45
member countries. 2002 was the first full year
of operation following the reorganisation, whi-
ch simplified the structure by regrouping fre-
quency and regulatory-related activities.

The CEPT is the key frequency-planning and
coordination body in continental Europe, hen-
ce ART's active participation in the work carried
out by a number of expert groups.

From the requlatory point of view, the pan-
European harmonisation effort, which was the
central role of the CEPT, is of less interest due to
the European Union expansion planned for
May 2004 and the new Community framework
that will come into force at the same time. The-
re is still a certain interest in CEPT activities in
this area, however, because they do not cover
exactly the same ground as the European
Union committees and the Independent Regu-
lators Group. Hence, it provides a forum for
cooperation between numerous countries on
important topics.

With the merger of the ERC (European Radio-
communications Committee) and ECTRA
(European Committee for Telecommunications
Regulatory Affairs) committees, within ECC
(Electronic Communications Committee),
questions linked to access and interconnection
are being re-examined within the overall
context of electronic communications.

Since then, ART has paid particular attention
to ensuring that the balance between the dif-
ferent parts of ECC is maintained. ART was
pleased with the outcome of the work by ECC
Action Group 1 on reorganising working
groups and project teams. The establishment
of a working group responsible for access and
interconnection allows telecommunications
regulation questions, particularly the econo-
mic aspects, to be dealt with at a sufficiently
high level.

ART is heavily involved, since two of its mem-
bers chair the working groups devoted to num-
bering and economic aspects of requlation for
questions related to access and interconnec-
tion. ART is prepared to maintain this level of
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involvement in new ECC working group
activities.

3. The Organisation for Economic Cooperation
and Development (OECD)

ART participates in the Information, Compu-
ter and Communications Policy Committee
(ICCP), the working group on competition and
regulation, and the working group devoted to
OECD telecommunications and information
services policy.

ART was represented at various OECD semi-
narsin 2002 and, in particular, the broadband
access policy seminar in Seoul from 6 to 7 June.

4. The European Telecommunications Stan-
dards Institute (ETSI")

ART participate in ETSI activities on behalf of
the French Government. ETSI is the main Euro-
pean standardisation body for electronic com-
munication. (see below). A member of ART is
also on the ETSI board.

C. International cooperation

Cooperation with emerging and developing
countries continued in 2002.

ART has a wide range of cooperation activities
with a number of partners and counterparts
from countries outside the EU.

The following table shows the two transverse
institutional and technical cooperation activi-
ties, which are carried out through bilateral and
multilateral relations.

ART's portfolio of cooperation activities
bilateral relations Relations multilatérales
Evaluation mission UIT-T/D/R
CEPT - ECC
Institutional Training EU - IRG
(EU candidate
i Cooperation agreements countries)
Cooperation
actions Information Society
Technical World Summit on the
Aspects Information Society
Technical of
regulation Economic Network of French
speaking countries for
legal telecommunications regulation

| EuropeanTelecommunications Standards Institute.
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These activities comply with the objectives
pursued by European Union directives and ITU
policy as defined by the World Telecommuni-
cation Development Conference in Istanbul
and the Plenipotentiary Conference in Marra-
kech. ART also ensures that the relations esta-
blished are in line with Government foreign
policy. Certain relationships have been initiated
at the request of the Government.

ART places particular importance on training,
which regulators need to be able to carry out
their activities. They need high-level training
programs specifically adapted to their requi-
rements for a number of reasons: first, these
bodies have only recently been set up; second-
ly, they have to deal with very specific requla-
tory matters and need to master new analyti-
cal techniques for calculating costs and
understanding the strategies of the different
players, and lastly, they need training to
understand the specific body of regulation law
that has emerged and acquire the competen-
ce to deal with these questions.

1. Bilateral cooperation

In 2002 ART maintained relations with 20
countries either in the form of delegations visi-
ting Paris for more or less detailed discussions
on communications sector liberalisation or
technical requlatory aspects, or in the form of
overseas expert missions by members of the
Board or the staff. Some of these involved advi-
sing partner Governments on the process of
reforming the sector.

More extensive relations were maintained
with a small number of counterparts with
whom ART has cooperation agreements some
of which are formalised in a signed protocol.
These resulted in training sessions in Paris and
more in-depth exchanges (Morocco, Ivory
Coast)

2. Relations with OECD countries

While the European integration process and
cooperation with emerging or developing
countries are the two main areas of ART's inter-
national action, it has not neglected relations
with countries that are more advanced in terms
of economic and regulatory experience. For ART,
this is a way of gaining a better understanding
of where regulation is heading in the French
market, hence enabling it to anticipate changes
that will affect France at some point, given that
itis part of a global environment characterised
by fast-spreading technological change.

a.USA

ART's Chairman visited the USA twice in 2002,
to take part in the Supercomm 2002 exhibi-
tion in Atlanta in June, and for a meeting in
Washington in December as part of ongoing
relations between regulation authorities. High-
level talks were organised on each occasion.

There isa relationship of confidence between
ART and the FCC (Federal Communications
Commission) which is very important in gai-
ning a better understanding of regulatory
methods in the world's largest market. Some
of these methods have been forerunners in
areas such unbundling and broadband access.
These relations also make it possible to explain
differences in approach in certain areas and by
so doing, to smooth over any misunderstan-
dings that might arise in transatlantic rela-
tionships with regard to these subjects.

In addition, a specialist in European affairs
from the International Bureau of the FCC offi-
ce spent several months on a traineeship with
ART.The person concerned had a grant to stu-
dy the changes in European regulations and in
particular, the process surrounding establish-
ment of the European Regulators Group. This
experience could serve as an example for a
more permanent exchange scheme between
employees from the two institutions.
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b.Japan

Following the visit by ART's Chairman to
Japan in 2001, reqular contacts have been
maintained with the Japanese Ministry of
Public Management, Home Affairs, Posts and
Telecommunications (MPHPT) and other bodies
responsible for competition (Telecommunica-
tions Business Dispute Settlement Commis-
sion). During the course of four visits to ART,
the Japanese managers were able to study
European systems for telecommunications
licence taxes and fees, the French system of
frequency management and the mechanisms
for resolving disputes. ART received regular
information on regulatory progress in Japan,
notably in the interconnection area, which is
a concern for foreign operatorsin that country.

ART also attaches considerable importance
to discussions with other players in the tele-
communications sector, such as the research
centres. Hence, ART enjoyed fruitful discussions
with RITE (Research Institute for Telecommu-
nications and Economics) and with Infocom
Research in Japan.

3. Multilateral cooperation

Most countries in Central and Eastern Euro-
pe are preparing for full liberalisation of their
markets. They have embarked on the process
of transposing the European regulatory fra-
mework for electronic communication net-
works and services. ART took part in a series of
workshops set up by the Independent Regula-
tors Group (IRG) for countries joining the Euro-
pean Union in 2004.

ART also took part in a training workshop on
interconnection principles and practices orga-
nised by the “ITU Centre of Excellence for the
Maghreb and the Near and Middle East coun-
tries". The workshop was set up on the initiati-
ve of the Moroccan regulator under the aus-

pices of the ITU Development section. The
workshop took place in Rabat from 2 to 5
September 2002 and attracted 37 participants
(executives from regulators, operators and
ministries) in 14 countries.

ART also participated in another regional semi-
nar in Nouakchott (Mauritania) in July on the
subject of wireless access technologies.

4. The International Symposium on the Deve-
lopment of Regulation in the French-speaking
countries

The first international Symposium (Syderf
2002) on development of regulation in the
French-speaking countries was held at UNES-
CO headquarterson 25 and 26 June at the invi-
tation of ART. It was attended by more than 80
participants from 29 countries along with
representatives from several international
organisations (International Telecommunica-
tions Union-ITU, Inter Governmental Agency
for French-speaking countries, the World Bank
and the European Commission). M. Pierre-
André Wiltzer, the French Minister with spe-
cial responsibility for Cooperation and French-
speaking countries closed the session.

During this event, a telecommunications
regulation network of French-speaking coun-
tries was set up. It will be responsible for imple-
menting common projects and ongoing
cooperation in 2003. In fact, the French-spea-
king countries share not only a common lan-
guage but in many cases also have cultural tra-
ditionsin common. Even more important, they
have similar administrative and legal systems,
which facilitates comparisons and cooperation.

The participants share the same values
concerning development of an information
society for all and acknowledge the role to be
played by regulation and the French-speaking
countries. Hence, they were able to exchange
detailed information and experiences on sub-
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jects covering the objectives and issues along
with the methods and organisation of tele-
communications regulation.

II. International
mterconnection

The accounting-rate system governing inter-
national interconnection, set up under the
aegis of the ITU, could be challenged by tech-
nical (automatic call-back, traffic rerouting,
internet protocol) and economic (strong down-
ward price pressure) developments. Although
still in force, this method of payment for use
by alternative network operators for call ter-
mination has undergone changes that have led
to an almost three-fold fall in average repay-
ments over the last five years and now applies
to only a very small percentage of internatio-
nal traffic.

A. Developments in remuneration systems
1. Downward price pressure

Accounting rates were derived from a mono-
poly-based model, with operators negotiating
call termination rates on a bilateral basis. The
high level of these accounting rates led to calls
for reform and gave rise to strategies of evasion
on the part of operators in liberalised coun-
tries. The two main strategies are to reverse the
direction of a call (call-back) or to re-route calls
from a country where accounting rates are
lower.

Butin most cases, international telecommu-
nications are handled by the incumbent ope-
rators and the accounting rates system remains
in use. Their infrastructures are used according
to the half-circuit principle, with each opera-
tor routing a call up to the "virtual" halfway
point of the call. Hence, even if these infra-
structures are significantly more expensive to

operate than more recent solutions, the ope-
rators concerned continue to use them, pre-
ferring to make them profitable rather than
render them inactive.

In view of the amounts that these artificially
high rates represent and the fact that they are
holding back the development of internatio-
nal telecommunications, the FCC (American
regulator) and the ITU have taken measures to
match prices more closely with costs. Howe-
ver, delays have occurred in applying the
models defined by the ITU, demonstrating the
difficulty of reaching a consensus on a multi-
lateral basis even when economic interests are
taking on increasing importance.

2. The arrival of new payment systems linked
to the Internet

Against this background, we are seeing the
emergence of the Internet protocol, whichisa
driving force behind international telecom-
munications traffic, using two types of settle-
ment: peering and transit.

Peering is an arrangement between similarly
sized Internet service providers (ISPs). There is
no monetary transaction between peers which
have reciprocal use of each other's network.
However, due to concentration in this sector,
few ISPs can obtain the critical mass necessa-
ry to enter into peering agreements with the
major providers. For this reason, an increasing
volume of traffic is now covered by transit
agreements. These agreements include pay-
ment of a monthly fee authorising the service
provider concerned to connect to the network
of another larger Internet service provider.

B. Impact of these developments
The impact of these technical and regulato-

ry developments is being felt in a number of
areas.
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1. Payments

The USA, which pays the largest amounts to
developing countries - has taken measures to
reverse the trend whereby international traffic
continues to grow while its share of settle-
ment- rate payments falls just as steadily.

The emergence of new payment systems is
also changing financial flows. The payment sys-
tem for traffic using the Internet protocol
(whether Voice over IP or Internet traffic) does
not recoup investment costs in the same way as
payments based on the accounting-rate
system.

2. Developing countries

For developing countries, income from sett-
lement rate payments can represent between

10% and 30% of foreign exchange earnings
and a fall in thisincome would have immedia-
te economic consequences. In countries
where there has been little infrastructure deve-
lopment, a drop in international telecommu-
nications income can often impede network
development.

3. International negotiations

A contradiction has emerged in this question
of reform of the international interconnection
payment system. On the one hand, there is a
need for international cooperation between
private sector players and the regulatory
authorities, as much in the developed as in the
developing countries. On the other hand, the
ever-increasing gap between the different
players' interests raises the question of the real
outlook for international cooperation.
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Standardisation

L. Regulation
and standardisation

A. Standardisation - a modern requlatory
“tool"

Standardisation is a key element in economic
and commercial exchanges (opening new mar-
kets, establishing economies of scale etc) and is
central to the preoccupations of the regulator.
Looking beyond issues associated with mana-
gement and regulation of the frequency spec-
trum, we might recall several recent examples
that illustrate the interaction between and
challenges shared by standardisation and regu-
lation.

® The UMTS deployment timetable remains
dependent on several regional standardisa-
tion organisations working together.

o Settlement of the dispute between Liber-
ty Surfand France Telecom over the connec-

tion point to the local loop operator's net-
work highlighted the inadequacies of stan-
dardisation at this level,

® The recommendations for development of
mobile Internet services published by ART in
November 2000 underlined the importance
of standardisation where remote mobile ter-
minal pre-programming is concerned. In this
context, proprietary functions slow down
the development of a competitive services
market.

® The ENUM protocol, which originated with
IETF', pinpoints the issues at stake when
numbering, addressing and naming systems
converge.

The standardisation phase, which sets the
conditions for and structures development of
the market, is upstream of the regulator's time-
table, which focuses on short-term structural
issues e.g. standard interconnection offer, sett-
lement of disputes, and so on.

| [ETF:Internet Engineering Task Force, the Internet standardisation body. ENUM protocol is described in RFC 2916

of the IETF.
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B. Mandatory consistency between stan-
dardisation and regulation

The regulator is involved periodically in the
standardisation procedure through its partici-
pation in various institutional organisations,
with the aim of ensuring that the products of
standardisation comply with the principles
associated with the establishment of new eco-
nomic models, freedom of choice for the user,
future management of the spectrum and num-
bering resources, interpretation and com-
pliance with mandatory requirements etc. Its
contribution, based on prior national consul-
tations, is vital, given the need for consistency
between standardisation and regulation.

Standardisation guarantees a multi-supplier
choice (terminals, infrastructure equipment,
network) through standardised interfaces, the-
reby contributing to lower costs, service and
network interoperability etc. It also contributes
to compliance with mandatory requirements
(efficient spectrum use, absence of interferen-
ce, security etc) and compatibility between
competitors' systems as well as development
of consistent numbering and addressing rules.
On the contrary proprietary options would
tend to intervene ahead of the standardization
process, thereby hampering free market com-
petition and even slowing development by
introducing incompatible solutions. Standar-
disation relies on a variety of contributions to
create the conditions for free competition; in
the longer term it gives all the players (opera-
tors, equipment suppliers, service providers) a
chance to contribute to fast market develop-
ment.

Although standardisation is guided by the
market, certain basic rules are essential to the
success of the process. i.e. transparency, open-

ness, impartiality, continuity, access to publi-
cations, rules for patents, efficiency, responsi-
bility and consistency. A framework of co-
regulation implies compliance with criteria
such as transparency, openness, a guarantee of
multiple contributions and consensus. This
observation applies in full to standardisation,
which, drawing on a universally recognised
European foundation, must continue to be
guided by the goals of competition between
operators, service providers and also equipment
manufacturers to encourage economic
growth.

C. Standardisation - a long-term trend indi-
cator.

The standardisation infrastructure is a myriad
of “sensors" providing indications of market
trends and rates of development, which could
be difficult to detect otherwise. In the broad
sense of the team, standardisation is an obser-
vatory (of players' actions, new technologies
etc) in direct relationship with research and
development strategies and activities, high-
lighting market developments and future rela-
tionships between players.

By monitoring the standardisation process,
the requlator can establish guidelines and refe-
rence points for future discussion. These diffe-
rent “sensors” provide some visibility as to mar-
ket trends, players' actions and occurrences of
exaggerated promotional activity compared to
the actual state of research and development.
In a technological environment that is beco-
ming increasingly complex and which covers
all electronic communications networks, the-
re is no question as to the continuing need for
this type of activity. Indeed, we believe it should
be reinforced and even supplemented by eco-
nomic, legal and financial approaches.
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II. ART s role in standardisation
A. ITU-T

The International Telecommunications Union

(ITU) is an international organisation, part of
the United Nations, and located in Geneva.
Under its auspices, governments and the pri-
vate sector coordinate telecommunications
networks and services worldwide. It is divided
into 3 sectors: ITU-R (radiocommunications),
ITU-D (development) and ITU-T (standardisa-
tion).
Three organisations share standardisation work
worldwide: ISO (International Standards Orga-
nisation), IEC (International Electrotechnical
Commission) and the ITU. ITU's activity focuses
more particularly on telecommunications, whi-
ch explains ART's priority interest in this orga-
nisation.

ITU has 189 member states, over 650 sector
members (operators and manufacturers) and
over 60 associate members (small companies
which, for a modest financial outlay, are able to
participate in specific standardisation work).
The number of sector and associate members
continues to grow despite the sector crisis. One
of the original aspects of the ITU has been to
bring together players from both the private
and the public sector in its standardisation
work. [TU-T produces recommendations that
albeit voluntary in terms of application, are
recognised worldwide. More than 2800 recom-
mendations have been produced to date.

1. Direct involvement in ITU-T activities

ART participates actively in the work of Stu-
dy Group no. 2 which covers operational
aspects of networks and services (in particular
numbering) and in Study Group no. 3 which

covers tariff principles and international com-
patibility. ART served as Vice-Chairman in Stu-
dy Group no. 2 for two years and currently
chairs this group. Besides the work on interna-
tional numbering in 2002, ART also participa-
ted extensively in definition and expansion of
ITU's role in the domain name and Internet
addressing areas. ART also acted as rapporteur
for one of the Study Group 3 topics. For the
other more technical study groups, ART keeps
up to date with the work being done through
a network of relevant experts.

2. FParticipation in ITU-T decision-making
bodies

ART also participates actively in the work of
the Telecommunications Standards Advisory
Group (TSAG), which manages the ITU stan-
dardisation sector in between the different
World Telecommunications Standardisation
Assemblies. These meetings are convened eve-
ry four years to decide on standardisation stra-
tegy issues.

Within TSAG, ART has the role of deputy head
of the French delegation alongside the Minis-
try of Industry and plays an active part in the
work of this group i.e. definition of standardi-
sation priorities, organisation of study groups
to improve response to market requirements,
improvement in working methods to reduce
lead times for releasing new standards, etc.

ART participatesin the top-level bodies of the
ITU with the aim of gaining a better unders-
tanding of relevant topics and in particular
those relating to standardisation. These inclu-
de the Administrative Council, which meets
once a year, and the Plenipotentiary Confe-
rences, which meet every four years to decide
on the organisation's strategy and budget. In




Chapter 9

2002, the ITU Plenipotentiary Conference
was held in Marrakech between 23 Septem-
ber and 18 October. ART chaired the Editorial
Committee on behalf of the French Admi-
nistration with responsibility for drafting
tests of the texts adopted during this Confe-
rence, in the six EU working languages. This
was the first conference to use six working
languages instead of three previously. In the
same year, ART also chaired the Editorial
Committee for the World Telecommunica-
tions Development Conference held in Istan-
bul from 18 to 27 March 2002. This Confe-
rence defines the strategy of the
Telecommunications Development Sector
for the four years to come.

In 2001 and 2002, ART was also very active in
preparations for the two ITU Conferences at
CEPT (European Conference of Postal and Tele-
communications Administrations) level. The
different meetings held on various topics allo-
wed definition of common European positions
which were well received during the Confe-
rences.

ART will continue participating in these dif-
ferent organisations in 2003 as well as in ITU-
T workshops devoted to topics of current
importance such as emergency telecommuni-
cations, next generation networks, domain
names, Internet addresses etc.

3. Organisation of the French committee
for the coordination of ITU standardisation
(CFCT-UIM)

The CFCT-UIT was reactivated in 2001, repla-
cing in another form a committee that existed
prior to 2000. The objective of this committee
is to coordinate the French position within the
framework of the ITU-T's work. It is chaired by
ART and includes representatives from both the
Government and private sectors. It held three
meetings in 2002, including a meeting to pre-
pare for the Telecommunications Standardisa-

tion Advisory Group meeting, aimed at finali-
sing several French "contributions". Four mee-
tings will be held in 2003.

This committee should allow France to be a
driving force in the ITU-T, whether by identi-
fying new areas for study or helping to impro-
ve the ITU-T's structure and working methods.

B. ETSI

The European Telecommunications Standar-
disation Institute (ETSI) located in Sophia-Anti-
polis, is one of the three officially recognised
EU standards organisations. The other two are
the European Committee for Standardisation
(CEN) and the European Committee for Elec-
trotechnical Standardisation (CENELEC) (see
Directive 98/34/CE). The “"Framework" directi-
ve on electronic communications implicitly
confirms the status of these three organisa-
tions.

CEN's remit is multi-sector, CENELEC covers
the electrotechnical field and ETSI the tele-
communications sector. For the regulator, this
group constitutes a natural observation point
for monitoring sector trends.

During the last General Assembly in Novem-
ber 2002, ETSI had 768 members from 55 coun-
tries.

* 580 full members from 35 European coun-
tries,

® 40 observers,

® 148 associate members from 20 other
countries

1. Participation in strategic organisations

ART is on the ETSI Board and plays an active
role in defining the Institute’s policy in colla-
boration with the Ministry for Industry and
other national administrative entities that are
members of this organisation. From time to
time, ART is also involved in promotional acti-
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vities involving other regulators (participation
in the ITU Centre of Excellence in Amman in
February 2002, ETSI ANRT conference in April
2003). It is worth recalling the values that
determine the success of the standardisation
process i.e. open and transparent decision-
making mechanisms, the search for consensus
based on the broadest possible participation of
players, early consideration of regulatory
aspects, clear and structured product docu-
mentation etc.

In a number of areas (establishment of
partnerships' for standardisation projects,
involvement in Internet policymaking
(ICANN2), interoperability3 sessions, agree-
ments and partnerships with forums and regio-
nal standardization structures etc.), ETSI
policies are seen as being innovative, and are a
reflection of the upheaval in standardisation
thatis taking place in the telecommunications
sector.

a. Chairmanship of the OCG for Electronics
Communications Networks & Services

Against today's backdrop and in the run-up
to a new requlatory framework for the sector,
particular attention is paid to supporting Com-
munity policy. ART chairs the structure for
coordinating ETSI responses to issues raised by
the new regulatory framework (Operational
Coordination Group - OCG - for Electronics
Communications Networks and Services).

b. Involvement and chairmanship of the
Finance Committee

ART has been represented on the Finance
Committee since November 2001 thereby rein-
forcing the position of Government organisa-
tions on this committee. Its presence here is

I 3 GPPMESA.

2 Presentat ICANN PSO.

3 IPVé interoperability tests,Bluetooth, etc.
4 Seeglossary

becoming increasingly vital at a time when
members of the various international organi-
sations are paying particular attention to
financial issuesin a difficult economic climate.
For this reason, ETSI strives to keep its budget at
a constant level. One of the advantages of par-
ticipating in the work of this committee is the
possibility of being involved in the financial
support aspects of standardisation pro-
grammes.

The ART representative will chair the Commit-
tee in 2003.

c. Support for ETSI promotional activities
aimed at requlators

In addition, the ART representative on the
Board assists in preparation of ETSI's promo-
tional activities aimed at non-European requ-
lators (Arab countries, Africa, South America)
and may be called upon to participate in this
work from time to time (Arab countries).

2. Case-by-case involvement in technical
committees

At national level, ART participates actively in
the work of the national ETSI coordination
committee (CFETSI). This committee is chaired
by a representative of DIGITIP4 (STSI-Ministry
responsible for Industry and is one of the stan-
dardisation committees for information and
communications technologies under the lea-
dership of AFNOR. This committee is made up
of all the French members of ETSI (76 end 2002)
belonging to one of the categories represen-
ted in ETSI (administrations, operators, manu-
facturers, service providers and users).

Every month, CF ETSI reviews standards pro-
jectsin the fields of interest to it. After a public
enquiry, it holds a vote and issues a national
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position on these texts. It examines any matter
of potential relevance to the members of ETSI
and prepares ETSI's General Assemblies.

In the last few months, it has focused parti-
cularly inraising the interest level of SMEs and
users in the work of the Institute.

As well as participating actively in discussions
on ETSI'sgeneral policy in the national coordi-
nation committee (CF ETSI), ART monitors work
related to its own mandate with particular
attention, notably in the field of radiocommu-
nications, numbering and service quality.

C. Other bodies : Interministerial Standards
Group (GIN) and the Forum Observatory

1. Interministerial Standards Group (GIN)

ART participates in the Interministerial Stan-
dards Group (GIN) which regularly brings toge-
ther standards representatives from each
ministry to define national and international
public policy guidelines in this field. Within
GIN, a specialist working group on Information
and Communication Technologies (ICT) was set
up in 2002 under the aegis of the Ministry for
Industry. It is responsible for ensuring that the

| Seeglossary

various ministries adopt consistent positions.
ART contributes its skills and experience with
international telecommunications organisa-
tions to assist the Ministry for Industry in car-
rying out this task. During the three meetings
held in 2002, the specialist working group loo-
ked at a number of topics, such as Internet,
emergency telecommunications, definition of
a European standardisation strategy between
government bodies, etc.

2. AFNOR Forum Observatory

AFNOR? has set up a Forum Observatory
financed during the development stage by
Government aid. Its objective is to provide bet-
ter visibility of the standardisation work car-
ried out in the forums i.e. outside the institu-
tional standardisation organisations. ART
contributed significantly to the establishment
of this Observatory (Standardmedia) in 2002
by acting as consultant to the project steering
and editorial committees. In its operational
phase, the Observatory will allow ART, which
does not have very significant in-house inves-
tigation resources, to gain a better overview of
the different official and unofficial standardi-
sation activities in progress.
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Fixed telephony

I. The market
Number of fixed lines
Units 1999 2000 2001 2002 Change
Fixed lines at year-end 33887995 | 34080828 | 34083938 | 33994409 -0.2 %
Analogue lines 30253256 | 29596781 | 29248261 29036138 -0.5%
Digital lines 3634739 4373 260 4773539 4900 000 +2.7 %
WLL lines n.a. 2 518 432 -16.6 %
Cable connections! 43213 61620 57 839 -6.1%

The number of fixed-telephony lines is
around 34 million and stable. However, there
has been a decline in the number of cable
connections following a sharp rise in 2001.

The tendency for digital line growth in the

local loop market to increase in parallel with a
decrease in analogue lines was confirmed in
2002. Hence, there was a drop of nearly
200,000 analogue lines and an increase of
nearly the same amount in digital lines.

Number of carrier-selection subscriptions

2000 2001 2002 Change
Number of carrier-selection subscriptions 5953396 | 8165786 | 8916988 +9.2 %
Call-by-call selection subscriptions 4453936 | 5253053 | 4815465 -8.3%
Pre-selection subscription 1499460 | 2912733 3979179 | +36.6 %

| Aform figures.
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Since 1 January 1998, telephone subscribers
can choose an alternative long distance
operator (national or international) to France
Telecom by selecting their preferred carrier
either on a call-by-call basis or via a special
subscription. This possibility was extended to
local calls on 1 January 2002. At the end of
December 2002, there had been an increase of
approximately one million pre-selection users

compared to the previous year with call-by-
call selection tending to decrease. It is worth
noting that a subscriber is not necessarily obli-
ged to use the pre-selected operator and can
place a call at any time with another operator
provided he/she has signed a sales contract
with the operator concerned. i.e. call-by-call
selection.

Revenues from access charges, subscriptions and additional services

Euros (million)

| 1999 | 2000 | 2001 | 2002 | Change

Accesscharges,subscriptionsandadditionalservices‘ 4869 ‘ 5144 ‘ 5366 ‘ 5424 ‘ +1.1%

The increase in access chargesis due partly to
the increase in France Telecom's monthly

® Calls from fixed lines’

residential subscription price to 13 euros incl.
VAT in summer 2002 (an increase of 3.6%).

Call Revenues from fixed lines

Euros (million) 1999 2000 2001 2002 Change
Local calls 3437 3007 2847 2 656 -6.7 %
National calls2 2578 2006 1673 1516 -9.4%
International calls 961 897 871 844 -3.1%
Calls to mobiles 2253 2729 2895 2880 -0.5%
Total revenues for calls from fixed lines 9228 8639 8287 7 896 -4.7 %
Call volumes from fixed lines
(in millions of minutes) 1999 2000 2001 2002 Change
Local calls 80920 | 77037 | 72,527 | 65820 -9.3%
National calls 28219 | 27801 | 28097 27 367 -2.6%
International calls 4057 4454 4610 4703 +2 %
Calls to mobiles 5600 7649 9384 10357 | +10.4%
Total calls volumes from fixed lines 118796 (116942 (114617 7 896 -5.6 %

| Internet calls are not included in local calls.

2 The "proportion" of traffic from all-inclusive (offers) and flat-rate (packages) is shown in the national call turnover.
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® Public payphones
Call revenue from public payphone
1999 2000 2001 2002 Change
Call revenues (millions of euros) 651 516 469 426 -9.2 %
Call volumes (millions of minutes) 3334 | 2397 | 1960 | 1627 -17 %
Number of public payphone on 31 December 2002 241721( 229620 | 213993 | 202459 | -5.4%

The tendency noted since 1999 for the public ~ me was confirmed in 2002. It is linked to
payphone market to decline in value and volu-  the development of mobile telephony.

® Fixed-telephony card

Fixed-telephony card revenues (subscription and prepaid)

Euros (million) | 1999 | 2000 | 2001 | 2002 | Change
Fixed-telephony cards revenues ‘ 315 ‘ 332 ‘ 251 ‘ 240 ‘ -4.4%

Volumes generated by subscription and prepaid cards (millions of minutes)

[1999 | 2000 | 2001 | 2002 | Change

Millions of minutes generated by subscription and

: 1899 | 2611 | 1903 1571 | -17.5%
and prepaid cards
® Fixed-telephony card totals (prepaid and ® Prepaid cards contain a fixed amount of
subscription) money (paid in advance) that can be used for
making telephone calls. Licensed operators
There are two types of fixed-network card sold approximately 28 million of these cards
(excl. telephone cards that can only be used in in 2002.

a particular operator's public payphone).
The increase in the number of prepaid cards

e Calls from subscription cards are either ~ sold could be due to customers buying cards
billed to the current telephone account or  with a lower unit value.

toa bank or credit card with payment being

made directly from the holder's bank

account.
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II. ART actions

A. Tariff recommendations

1. Telephone subscriptions and access to the
telephony network

ART issued three recommendations on four
France Telecom tariff decisions in 2002. They
involved modification of the monthly residen-
tial and business subscription price and modi-
fication of telephone network access prices.

a. Changes to monthly telephone
subscriptions

At the beginning of July 2002, France Tele-
com issued two tariff decisions proposing:
® a change in the basic telephone subscrip-
tion price (the so-called main subscription
and a reduced subscription tariff for certain
categories of people in metropolitan France
and the overseas départements

® 3 change in the Professionel, Professionel
Présence and Professionel Numéris sub-
scription prices.

These measures, mainly for metropolitan
France, resulted in:

® an increase in the main subscription of
3.6% or €0.38 excl. VAT increasing the total
from €10.49 excl. VAT (€12.55 incl. VAT) to
€10.87 excl. VAT (€13 inc. VAT) per month,

® anincrease of €0.45 excl. VAT (or 3.6%) in
the subscription price for Professionel
contracts which rose from €12.65 excl. VAT
to €13.10 excl. VAT

I Recommendation no.02-551 dated | | July 2002.
2 Recommendation n°®02-608 dated 25 July 2002.

e anincrease of €0.50 excl. VAT (or 3,1%) in
the subscription price for Professionel Pré-
sence and Professionel Numéris contracts
which rose from €16.30 excl. VAT to €16.80
excl. VAT

When analysing these decisions, ART focused
essentially on France Telecom's costs, the effect
that this increase would have on consumers (by
looking at changesin the telephony consumer
basket set up by ART - cf. changes in fixed-tele-
phony prices) and international comparisons.
In the light of all of these factors, ART made a
favourable recommendation? on these tariff
decisions.

b. Changes to telephone network access
charges

France Telecom submitted proposals for
changes in the telephone network access
price to ART for recommendation on two
occasions at the beginning of July and in
mid-November.

These tariff decisions were designed to esta-
blish a single tariff for installation or removal
(for existing installations) of an analogue line.

ART issued an unfavourable recommenda-
tion2 on the first France Telecom proposal,
particularly with regard to the amount of the
increase in telephone service access costs
(excluding travel costs for the France Telecom
technician) and the lack of sufficient justifica-
tion.

In December, and after analysing telephone
service access and travel cost increases (where
the installation requires a France Telecom tech-
nician onsite), ART did not oppose3 the changes
in access cost, nor the elimination of free ins-
tallation of a second telephone outlet.

3 Recommendation no.02-1195 dated 23 December 2002.
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2. Flat-rate offers and promotional tariffs

In 2002, ART issued recommendations on cer-
tain France Telecom tariff decisions concerning
flat-rate calling packages and requests for pro-
motional offers. This type of optional offer
made up nearly a quarter of the tariff decisions
submitted to ART for recommendation as part
of the approval procedure. They are partly indi-
cative of the changes that have occurred in the
incumbent operator's tariffs in the local and
long-distance calling markets.

Four types of flat-rate package are now avai-
lable from France Telecom:

e the Heures Locales and Heures France flat-
rate packages for residential customers

e the Forfait Local PRO/PME and the France
PRO/PME packages for professional custo-
mers.

Flat-rate packages are tariff offers applying
to market segments that are now open to com-
petition i.e. since 1998 for long-distance calls
and since 1 January 2002 for local calls. Since
that date, any operator may route calls within
the same département! if required by the cus-
tomer. Nearly twenty alternative operators,
including the main ones, have requested Fran-
ce Telecom to stop sorting local calls. Local call
sorting was abolished for all areas in metropo-
litan France in May 2002.

France Telecom submitted two tariff deci-
sions in March following full opening of the
telecommunications market to competition on
1 January 2002. The purpose of these decisions
was:

| See glossary.

e to establish flat-rate telephony packages
including local and long distance calls. The-
se packages were called France Plus and were
destined exclusively for customers with resi-
dential subscriptions

e changesin the Forfait Local PRO/PME ran-
ge, which consisted of a series of flat-rate
packages for a given number of hours of
local calls per month and reserved for pro-
fessional customers.

Inview of the uncertainties surrounding abo-
lition of local call sorting zones in certain parts
of the country at this time and the difficulty
of evaluating the disadvantage for alternati-
ve operators, ART issued an unfavourable
recommendation? pending clarification.

Towards the end of April, France Telecom was
keen to market the new France PRO/PME flat-
rate packages. This offer provided a number of
monthly flat-rate hours for local and long-dis-
tance calls.

ART noted that the uncertainties surrounding
abolition of local call sorting zones in certain
parts of the country, and in particular the time-
table for removing older generation switches
had already been mentioned in Recommenda-
tion no. 02-325, dated 18 April 2002. ART also
noted that France Telecom had provided an
estimated timetable for removing the switches.
ART requested France Telecom to update this
timetable monthly and communicate the
information to competing operators. Under
these circumstances, ART issued a favourable
recommendation3 and lifted the reservations
of previous recommendations.

In May, France Telecom submitted two deci-
sions for recommendation regarding a promo-
tional offer for customers who make the

2 Recommendation no.02-325 dated 18April 2002 and recommendation no.02-340 dated 25 April 2002.

3 Recommendation no.n° 02-368 dated 21 May 2002.
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request when first signing up for an heures
locales package (other than the three-hour
flat-rate package) or when changing from one
package to the next in the range. The promo-
tional offer included 2 additional hours of local
callsas well as a subscription to the Option Plus
package at the same time, offering one of the
following: two hours of local calls, one hour of
national calls, or half an hour of fixed-to-
mobile calls.

ART considered that the principle of bund-
ling local and long distance in the same pro-
motional package did not pose any particular
problem provided that the local call market is
open to competition. It considered that in view
of the fact that these promotional offers were
limited in time and that the cheapest heures
locales offer was excluded, they did not contra-
vene competition rules and did not constitute
unfair conditions for consumers. Under these
conditions, ART issued a favourable recom-
mendation’.

In July, ART issued a favourable recommen-
dation2 on a decision submitted in June regar-
ding a promotional pricing offer for the Les
Heures France package considering that in view
of the time limit, it did not contravene compe-
tition rules and did not constitute unfair condi-
tions for consumers.

The France Telecom offer increased the sub-
scription call allowance by 50% for a period of
four months following the sign-up date.

In July, France Telecom submitted five tariff
decisions for recommendation concerning the
Heures Locales and Heures France flat-rate
packages.

Recommendation no.02-487 dated 27 June 2002.
Recommendation no.02-550 dated | |july 2002.
Recommendation no.02-613 dated 25 July 2002.
Recommendation no.02-640 dated 30 July 2002.

A w N -

The purpose of three of the decisions is des-
cribed below:
e increasing the Heures Locales range by
creating three new monthly flat-rate offers:
a 10-hour offer as well asa 12 and 15 hour
offer. At the same time, France Telecom
wished to modify its existing flat-rate tariffs
slightly.

® two promotional offers for students with
their own accommodation signing up for a
Heures Locales or a Heures France contract.
For any student signing up for one of the
above packages, the promotional offers
increased the subscription time allowance
by 50% for calls made from metropolitan
France over a period of one year from the
date of subscription .

® 3 promotional offer increasing the sub-
scription package call time by 50% for a per-
iod of four months following the sign-up
date on all Heures Locales subscriptions.

ARTissued a favourable recommendation3 on
the extension of the Heures Locales range.
However, it issued an unfavourable recom-
mendation on the promotional tariffs on the
grounds that when the price squeeze test was
applied, it showed that there was indeed a pri-
ce squeeze for each of the flat-rate packages
in question.

The fourth tariff decision concerned creation
of an 80-hour flat-rate local calling package
as part of the Local PRO/PME tariff option. ART
issued a favourable recommendation# consi-
dering that the offer was beneficial to consu-
mers and did not compromise competition in
this market segment.
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In September, ART made a favourable recom-
mendation' on the fifth tariff decision seeking
to create two offers within the France Pro/PME
flat-rate packages called Créateurs d'entre-
prises and Déménagement respectively. ART
noted that these offers, designed to give addi-
tional call time to customers using the above
flat-rate packages for a period of two to six
months, were not liable to result in a price
squeeze for alternative operators.

Any customer signing up for these two offers
between 1 October 2002 and 31 March 2003
(or for one of them if already a subscriber to
the other), will have the flat-rate time
increased by 30% for a period of 6 months,

® the same type of promotional offer for a
bundled subscription to the Les Heures
Localesand La Ligne ADSL 512 flat-rate pac-
kages. The 30% extension to the flat-rate
package times will be available for six
months between 4 November 2002 and 31
March 2003 for combined or separate sub-
scriptions to both of these offers

In August, ART was asked to give a recom-
mendation on three tariff decisions in the
context of the approval procedure.

The first decision concerned the creation of
a Bonus offer designed to provide additional
call time to customers who had subscribed to
one of the flat-rate packages Les Heures
Locales or Les Heures Guyane in the overseas
départements. This increase in the subscrip-
tion offer call time depended on the length of
time the contract had been in force.

Both of these projects involved France Tele-
com bundling two different types of service
(telephony and broadband Internet access),
which led ART to look at the competitive situa-
tion.

ART pointed out that although the telepho-
ny market was competitive, this was not the
case with the ADSL Internet access market and

ART made a point of checking that France

Telecom was not using this decision to propo-
se offers liable to limit effective competition
or market entry possibilities. A favourable
recommendation3 was issued for Les Heures
France but ART made an unfavourable recom-
mendation for that part of the tariff decision
concerning Les Heures Locales.

Two tariff decisions relating to:

® a bundled promotional offer exclusively
for residential customers combining Les
Heures Locales offersand La Ligne ADSL 512
(broadband Internet access via a telephone
line but excluding the actual Internet servi-
ce for which an ISP subscription is required).

A W N -

Recommendation no.02-700 dated 3 September 2002.
See glossary.

Recommendation no.02-781 dated 19 September 2002.
Recommendation no. 02-729 dated 5 September 2002.

the bundling of these two offers would there-
fore be anti-competitive. The anti-competiti-
ve nature of this offer was exacerbated by the
fact that the bundling included a tariff dis-
count in the form of a 30% extension of the
flat-rate package telephony call time. In addi-
tion, the fact that it was a promotional offer
did nothing to reduce the anti-competitive
nature of the offer. ART issued an unfavourable
recommendation* considering that approval
of these tariff decisions would seriously affect
the equilibrium of conditions necessary for
developing competition.

In September, France Telecom presented a
tariff decision concerning promotional tariffs
for the flat-rate packages France Pro/PME and
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Local Pro/PME, designed to offer free sub-
scription for one month to all new customers
signing up for either of the above packages
between 1 November and 31 December 2002.

After analysis, ART considered that these flat-
rate offers were only likely to generate a price
squeeze for alternative operators when there
was a high level of usage. Given that the pro-
motional offer defined in this tariff decision
was only available for a limited period, ART
issued a favourable recommendation’ for this
specific case.

In October, three tariff decisions were sub-
mitted for recommendation in accordance
with the approval procedure. They related to:

® modification of the flat-rate tariffs Les
Heures France, Les Heures Antilles and Les
Heures Guyane. The tariff changes resulted in
price reductions for each of the flat-rate
packages ranging from 7.3% (2 hours of calls
per month) to 12.8% (20 hours of calls per
month). ART gave a favourable recommen-
dation2 for this offer, on condition that Fran-
ce Telecom stops marketing the current pro-
motional offers to students on the date on
which the new Les Heures France tariffs take
effect, if they are approved by the Minister,

® the commercial launch of a promotional
tariff for the option Les Heures France. This
offer provided additional time, which varied
according to the type of flat-rate package,
for a period of four months from the sub-
scription date. In addition, this offer is also
valid for any customer wishing to move up
the range during the same period. ART issued
a favourable recommendation3 on this tariff
decision given that the tariff levels in the
promotional offer would not generate a pri-
ce squeeze.

| Recommendation no.02-825 dated 8 October 2002.

¢ ARTissued a favourable recommendation?
concerning the changes to the flat-rate pac-
kage tariffs for France Pro/PME which lowe-
red the tariff for existing flat-rate packages,
increased the call time for flat-rate packages
over 15 hours and created a new 185 hour
package.

3. Business customer offers

France Telecom essentially markets two types
of tariff option for business customers, which
provide volume-based discounts as follows:

® options providing discounts on an indivi-
dual business site basis. These offers are des-
tined for single-site businesses or multi-site
businesses where telephony service purcha-
sing decisions are made by each individual
site.

e tariff options designed for multi-site busi-
nesses that combine "network" discounts on
the total traffic generated by the customer
network along with additional discounts for
sites connected to the network.

In 2002, ART was asked to make recommen-
dations on the commercial launch of several
optionsin the above categories, as required by
the tariff approval procedure.

As a result, ART made a favourable recom-
mendation (no.02-639 dated 30 July 2002) on
the France Telecom offers Avantage Interna-
tional Plus 2 and Avantage National Plus 4
providing discounts exclusively on a per site
basis for international and national calls
respectively (local calls excluded). However, the
same recommendation did not recommend
commercial launch of the Avantage Volume
Longue Distance V3 tariff option in the France
Telecom Avantage Volume range which is

2 Recommendation no.02-1086 dated 26 November 2002.

3 Recommendation no.02-985 dates 5 November 2002.
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aimed more particularly at multi-site busi-
nesses. ART considered that this offer allowed
cumulative discounts likely to generate a price
squeeze effect for alternative operators
wishing to market similar tariff options using
the incumbent's interconnect services. France
Telecom changed the proposed discount levels
for this option to comply with the allowable
discount rates set by ART and the offer was
approved.

ART recommendation no. 02-702 dated 3
September 2002 on the France Telecom tariff
decision no. 2002071 was partially unfavou-
rable. In this decision, France Telecom planned
tariff changes for three existing options in the
Atout RPV Tarifs range destined for multi-site
businesses as follows : Atout RPV Tarifs VIGS
(for very large sites), Atout RPV Tarifs VGME
(for large and medium size companies) and
Atout Tarifs VGC (for large accounts). ART also
considered that there was a price squeeze risk
for alternative operators resulting from the
provisions of this tariff decision. France Tele-
com adapted the offer which was subsequent-
ly approved by the Telecommunications Minis-
ter.

Finally, ART made a favourable recommen-
dation (no. 02-1112 dated 5 December 2002)
on the creation of a France Telecom tariff
option called Avantage Volume Equilibre
Longue Distance. This option is part of the
Avantage Volume range and concerns natio-
nal and International calls (excluding local
calls) made under the France Telecom Tarif
Equilibre option established in 2002. ART consi-
dered that in the circumstances, the tariff levels
resulting from the cumulated network and
additional site-option reductions provided for
in the offer were not likely to generate an anti-
competitive situation.

I Recommendation no.01-827 dated 29 August 2002.
2 Seeglossary.

4. Innovative offers

During the second half of 2002, there were
several offers that departed from the usual
time-credit and flat-rate tariff structure i.e.

e unlimited offers for certain numbers,
® a call-by-call invoicing offer,
® an offer with a call set-up charge.

a. "Unlimited" offers

At the end of the summer of 2001, an offer,
which had been made public under the name
Trois numéros illimités, was approved by the
Telecommunications Minister on condition
that it be limited to 100 000 subscribers!. It was
a trial offer for residential customers and
provided unlimited calls to 3 national telepho-
ne numbers (excluding local numbers) on
Saturdays and Sundays.

After presenting the results of the Trois
Numéros lllimités trial as promised, France Tele-
com submitted a request to generalise the offer
with the following changes:

® increase in subscription price from €3 to
€5incl. VAT,

e offer extended to customers with lines in
the overseas départements making calls bet-
ween overseas départements? and between
the isolated tariff zones of Maripasoula and
Papaichton in Guyana,

e offer extended to local calls,

e compatibility with call-by-call selection
using the France Telecom “8" prefix,

® possibility of changing the three selected
numbers every 12 months.

Based on reasonable usage assumptions deri-
ved from the trial data, ART considered that
the revenues derived from the Trois Numéros
[llimités offer would cover the corresponding
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France Telecom costs in the future and, when
combined with revenues derived from other
calls, would cover the costs of alternative ope-
rators using its interconnection offer.

In addition, the offer is limited to off-peak
periods which would significantly increase
traffic volumes carried on the fixed-telephony
network. There would therefore be a positive
effect on call costs due to improved network
loading.

ART issued an unfavourable recommendation
on 20 March 2002 followed by a favourable
recommendation on 23 December 2002 once
France Telecom had satisfied the requested
conditions!.

b. Call-by-call invoicing

ART issued recommendations on 26 July and
23 December 20022 following requests from
France Telecom concerning “call-by-call invoi-
cing” offers. These offers allow customers with
aspecial subscription to have asingle price per
callirrespective of the duration up to a limit of
two hours. Beyond this limit, the tariff is time
related and is based on the standard local per-
minute call price.

The figures published by ART in its market
observatory clearly show a slowdown in calls
between fixed lines. A drop in volumes tends
to cause unit costs3 to rise given the low level
of cost elasticity with respect to volumes. The-
se offers, along with the "unlimited" offers, are
designed to encourage customers to telepho-
ne without worrying about the cost. In these
circumstances, the main purpose of these
offers is to boost the use of France Telecom's
fixed network and lower costs.

Beyond the long-term effects on volumes,
these offers are a departure from the usual
market practices and assuch are something of
a gamble as far as their financial equilibrium
is concerned.

Based on information supplied by France
Telecom, customers who already have a calling
profile that makes call-by-call tariffs more
attractive for local calls than the basic tariffs
also have significantly higher average calling
times. As a result, customers targeted by this
offer already have a particularly attractive
offer with the basic tariffs. ART also compa-
red the per-call revenue with the correspon-
ding costs. The comparison showed that for
callslonger than three minutes, the costs were
higher than the generated revenue. As a result
there is a significant price squeeze risk. ART
therefore issued an unfavourable recommen-
dation for the local call part of the tariff deci-
sion.

The reverse is true however for the offer
concerning long distance calls in France. Limi-
ting the offer primarily to off-peak periods and
the bleu nuit period in France Telecom's stan-
dard interconnection offer improves the eco-
nomic situation for competitors using this
offer. In addition, the amount per call is signi-
ficantly higher than the single price local call
and hence the potential price squeeze is less
sensitive to the number of calls.

The advantages of boosting fixed network
usage were well understood by ART. It there-
fore agreed to a trial for the Appel en France a
prix unique offer on condition that the terms
of the offer limited the risks - essentially by
limiting the number of subscribers and by pro-
viding regular reports.

| Recommendation no.02-237 dated 20 March 2002 and recommendation no.02-1200 dated 23 December 2002.
2 Recommendation no.02-526 dated 26 July 2002 et recommendation no.02-1201 dated 23 December 2002.
3 In other words, a drop in volumes does not generate an equivalent drop in costs, which means that each minute

becomes increasingly expensive.
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The Telecommunications Minister approved
only the appels en France trial.

c. Offers with a call set-up charge

On 26 September?, ART made a favourable
recommendation on a tariff decision designed
to create a “tariff with call set-up charge” offer
differing from the time-credit principle. Calls
are billed on the basis of a call set-up price and
a per-second price from the first second. The-
re is no flat-rate calling. This offer is available
to professional customers and businesses and
covers local calls, national long distance calls
in metropolitan France, calls between metro-
politan France and the overseas départements?
and Mayotte, and international calls.

The long list of options compatible with this
offer justifies its being considered as a new
basic tariff structure. ART therefore compared
the average invoiced call price with either the
basic tariffs or with the call set-up tariff based
on the two standard user profiles i.e. profes-
sional users and businesses.

The outcome of this analysis showed that:
e for local calls, this offer generates an
estimated discount of 1.4%,

o for national calls (combining adjacent area
and national tariffs), this offer generates an
estimated discount of 4.5%,
These discounts do not generate a price squee-
ze effect when combined with other compa-
tible options.

B. Standard interconnection offer for
telephony

1. Interconnection with France Telecom gene-
rates turnover of more than 1 billion euros.

| Recommendation no.02-795 dated 26 September 2002.

2 Seeglossary.

The standard interconnection offer sets who-
lesale tariffs between the SMP operator Fran-
ce Telecom and other operators. For this rea-
son, validating it is a major regulatory activity.

France Telecom hassignificant market power
(SMP) in a given telecommunications market
and as a result is obliged to publish an offer
(the so-called catalogue) containing the tech-
nical and tariff conditions for competitors
interconnecting with its network.

France Telecom interconnection turnover
came to over one billion euros in 2002. The
traffic volume (including both voice and Inter-
net) was around 100 billion minutes and repre-
sented approximately 30% of the switched
traffic carried on France Telecom local loops.
This confirms that the market is truly open to
competition.

2. Approval of the standard interconnection
offer

Each year, the finalisation of the standard
interconnection offer requires long and detai-
led consultation with all of the operators (nota-
bly during the Interconnection Committee
meetings), as well as negotiations with France
Telecom.

In its decision no. 02-1089, dated 28 Novem-
ber 2002, ART approved the technical and tariff
conditions of France Telecom's standard inter-
connection offer for 2003.

The key points of the standard interconnec-
tion offer for telephony are:

® Reductions in voice services ranging from -
1% to - 4%
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The reductions in basic tariffs compared to
2002 are:
- 1% for local tariffs (within the same local
exchange area)
- 4% for regional tariffs (single tandem).

After four years of continuous reductions
averaging more than 10% per year for each of
these two services, the reductions for the 2003
offer are more modest. They are consistent with
the changes in France Telecom's costs between
2002 and 2003 and take into account the
general economic situation, including lower
switched traffic growth than last year and the
increase in the rate of return on France Tele-
com capital for interconnect activities.

ART highlighted the fact that in addition to
the lower intra-local-exchange tariff for 2003
there was asignificant reduction in the avera-
ge price of interconnection links to the local
switch. These were estimated to be 11% for a
typical 6 km link excluding service-access costs.

e Additional measures

Monthly leased line tariffs dropped between
8% and 10% depending on the bit rate and ser-
vice access charges dropped 11% on average.

The Internet flat-rate interconnection (IFI)
offer that appeared in the catalogue in 2002
continued in 2003 under the same technical
and commercial conditions. It introduced signi-
ficant price reductions for collection of

narrowband Internet traffic estimated at over
30% compared to the prices paid by operators
in 2001 with “per-minute” interconnection.
The so-called "overflow" option has also been
maintained in the 2003 catalogue. It is acces-
sed at local exchange level and allows opera-
tors to transfer excess traffic to other circuits
billed on a "per-minute” basis. Removal of this
option would have caused a significant increa-
se in the average cost of Internet collection.

In addition to the basic tariffs, several other
changes in the standard interconnection offer
for 2003 are worth noting:

- The pre-selection process was improved:
minimum lead times for implementing pre-
selection were introduced for the first time.
This should allow the various transport opera-
tors to guarantee firmer lead times to custo-
mers. In addition, France Telecom confirmed
that pre-selection customers who subscribe to
its service allowing them to keep their tele-
phone number when moving, could also keep
their pre-selection service without modifica-
tion.

- Other improvements concerned some
the interconnection processes i.e. the 2003
standard interconnection offer included
provisions forimproving delivery lead times to
other operators for transmission resources as
well as improvements in the interconnect
back-up conditions.
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Other services

L. The market

A. Advanced services
1. Definition

Advanced services include:
® so called "free" services for the calling
party (the call, the access charges and the
subscription are charged to the service
provider),

2. Change in turnover’

® shared-cost services where only a part of
the call cost is charged to the calling party,
e shared-revenue services (Audiotel, Télétel,
kiosk services): the calling party pays the
operator for the complete service and the
operator in turn pays part of the amount
received to the service provider.

All of these services are available via the tele-
phony, fixed or mobile networks.

Euros (million) 1999 | 2000 | 2001 2002 | Change
Fixed operators n.a. 1603 1451 1472 | +15%
Mobile operators n.a. 239 359 410 | +14.2%
Total advanced services 1648 1842 1810 1882 +4 %
3. Change in volumes
(In millions of minutes) 1999 | 2000 | 2001 2002 | Change
Fixed operators n.a. 9144 | 9310 | 8600 -7.6%
Mobile operators n.a. 1224 | 1005 | 1148 | +14.2%
Total advanced services 8407 | 10368 | 10315 | 9748 -5.50

| These figures include the share of payments made by the operators to the service providers.
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B. Directory services

Change in turnover

Euros (million) 1999 | 2000 2001 2002 Change
Fixed operators’ n.a. 277 278 279 +0.4 %
Mobile operators? n.a. 43 55 61 +10.9 %
Total directory services n.a. 320 888 340 +2.1%
C. Terminal sales, rental and repair
Change in turnover
Euros (million) 1999 2000 2001 2002 Change
Fixed operators n.a. 673 809 636 -21.4%
Mobile operators n.a. 1087 1240 1329 | +7.2%
Total terminal sales, rental and repair n.a. 1760 2049 1965 -4.1%

II. ART actions

A. Tariff recommendations
1. France Telecom directory enquiry service

At the beginning of July, France Telecom sub-
mitted a tariff decision for recommendation
concerning the trial of automatic directory
enquiry services on the Bordeaux/Agen and
Quimper/Rennes networks. ART considered
that the directory service price in automatic
mode was around 25% cheaper than the ser-
vice currently provided by the operator. It
considered that this offer was beneficial to
consumers and made a favourable recommen-
dation3.

2. Shared-cost services (Accueil numbers)
In March, ART made two recommendations

concerning Accueil number tariff decisions.
The first favourable recommendation# concer-

Recommendation no.02-59 I dated 18 July 2002.
Recommendation no.02-21 | dated |12 March 2002.
Recommendation no.02-23 | dated |4 March 2002.

vl A W N —

ned changes to the Vert and Azur numbers as
well as associated services in the Accueil range.
The second favourable recommendation®
concerning calls to the new Indigo number
blocks 0 820 20 and 0 820 22 contained cer-
tain specific conditions including those rela-
ted to the billing and debt-collection services
provided by France Telecom to alternative ope-
rators.

3. Shared revenue services (Audiotel, Télétel)

In April, France Telecom requested a recom-

mendation on two tariff decisions concerning:
e changes to the Kiosque Micro offer, firstly
to change the tariff for the so called K32 pri-
ce band (accessed via the number 08 36 01
60 15) and secondly to create a new price
band to be known as K 59 (accessible via the
number 08 36 01 20 15). Both these modifi-
cations were designed to align the Kiosque
Micro price bands with the corresponding
Audiotel price bands.

For fixed operators, turnover includes directory enquiries, directories and associated revenues.
For mobile operators, turnover includes only directory enquiry revenues.
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e cancellation of the so-called K 60 price
band accessible via the Telétel system or via
08 36 01 00 00 due to the ethical problems
observed, which were denounced notably by
the consumers associations.

After analysis, ART made a favourable
recommendation’ on these tariff decisions.

At the beginning of July, France Telecom sub-
mitted a tariff decision for recommendation
concerning the establishment of pre-recorded
messages to accompany the changeover of
Audiotel 08 36 PQ MC DU numbers to 08 9B
PQMC DU numbers. It involved establishment
of a tariff for calls using the old number format
(08 36 PQ MC DU) that would terminate on a
pre-recorded message indicating the new
number (08 9B PQ MC DU).

Given the temporary nature of this tariffand
the relatively low amount of traffic involved,
ART issued a favourable recommendation2.

B. Settlement of disputes

1. Following on from the 9 Telecom decision
related to routing of traffic to shared-revenue
services:

On 18 May 2001 ART adopted decision no.
01-474 concerning the dispute between 9
Télécom Réseau and France Telecom over the
interconnection conditions for routing traffic
to shared-revenue services.

ART decided that:

® France Telecom should agree to 9 Télécom
Réseau's request for interconnection inclu-
ding billing for shared-revenue services. This
service must be billed for price thresholds
not exceeding 2.21 FF incl. VAT per minute

| Recommendation no.02-398 dated 28 May 2002.

2 Recommendation no.02-963 dated 24 October 2002.

for call routing. The amount of the France
Telecom billing service includes in particu-
lar, a single payment order (TIP), bill collec-
tion and associated terms and conditions,
customer service, bill archiving and supply
of necessary information for collecting
unpaid bills and was set at 1.5% of billed
revenue.

® France Telecom should include its own sha-
red-revenue services under the same condi-
tions as those of alternative operatorsin the
third section of the standard telephone bill.

France Telecom lodged an appeal against this
decision in the Paris Appeal Court on 22 June
2001. In particular, France Telecom requested
changes to the billing fee and tariff structure.

Following a hearing on 4 December 2001, the
Paris Appeal Court issued an order on 26
February 2002 ordering the appointment of an
expert whose tasks were to include, amongst
other things, an evaluation of the average cost
of bills issued by France Telecom for its own
requirements and the cost attributable to the
preparation and edition of "mini-bills" for
alternative operators.

Several expert meetings were held in 2002
but the matter was still not finalised at the end
of 2002.

At the same time, ART continued analysing
the shared-revenue services market and in
autumn 2002, undertook a review of entry
conditions for alternative fixed-network ope-
rators.

2. Penalties for failure to respect a dispute
decision.

On 15 November 2000, ART imposed a penal-
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ty of 5 million euros on France Telecom for fai-
ling to implement its decision no. 00-1194
concerning the dispute with Sonera France for
the supply of directory enquiry services. In its
recommendation’, ART justified the amount of
the penalty, in compliance with article L.36-11
para.2 of the Posts and Telecommunications
code (CPT), by the seriousness of the infringe-
ment and the advantage that France Telecom
had gained in 2001 from the directory services
and call termination market by failing to
comply.

C. Recommendations to the Competition
Authority

The companies Fonecta France (formerly
Sonera France) and Scoot France brought a
claim before the Competition Authority in
addition to various other procedures, some of
which are still pending. The claim concerned
the marketing practices of France Telecom and
its subsidiaries for fixed-telephony subscriber
lists.

The grounds of the application, which inclu-
ded a number of measures of conservation,
were that subscriber lists should be sold at an
equivalent price to that charged by France
Telecom internally or to its subsidiaries.

In its recommendation no. 02-962 dated 24
October 2002, ART considered that for the
downstream directory and directory-enquiries
market, France Telecom applied more favou-
rable terms and conditions to its own depart-
ments or subsidiaries than to its competitors.
This constituted an abuse of dominant posi-
tion for the purposes of maintaining a strong
position in the upstream market for the sup-
ply of subscriber lists.

In addition, the fact that France Telecom

I Recommendation n0.02-34 of 9 January 2002.

charged much lower prices for sale of comple-
te lists to marketing companies (whose busi-
ness is to canvass customers) than to directo-
ry publishers and directory service providers
(who are direct rivals), could also constitute a
case of unfair practice, as prohibited by article
L. 420-2 in the commercial code, if this price
difference was not justified by a difference in
costs.

Finally, in view of international comparisons
in countries applying cost-based pricing, ART
considered that there was a strong presump-
tion that France Telecom did not comply with
the obligation to use cost-based pricing for
supply of subscriber lists to be used for direc-
tory and directory enquiry services.

Moreover, in view of the length of time the-
se practices had been applied within the Fran-
ce Telecom group in this particular market, and
its failure to comply with the injunction han-
ded down by the Competition Authority in
1998 and its confirmation by the Court of
Appeal in 1999, ART considered that applica-
tion of measures of conservation could be jus-
tified.

Nevertheless, ART questioned the validity of
the claims lodged by the two companies prior
to publication of the decree announcing the
application of the new article L.33-4 following
the ruling dated 25 July 2001 of the Posts and
Telecommunications Code (CPT). In this case,
the new regulatory framework may not have
been in force at the time of the claim and the
injunction mentioned above still valid, making
the claim unreasonable by virtue of the non bis
inidem principle.

The Competition Authority came to the same
conclusion and in its decision 02-D-75 dated
17 December 2002, declared that the grounds
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of the application made by the two companies
Scoot and Fonecta were unreasonable given
that the injunction handed down by the Court
of Appeal was valid until the decree was
published. Hence, the request for measures of

conservation was also dismissed. The Competi-
tion Authority continues to investigate com-
pliance with the injunction on which it had
postponed its decision .
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Mobiles

L. Recent market trends

A. The total market (metropolitan France, overseas départements and Mayotte)

1. Change in the subscriber base

Units 31/12/99 31/12/00 31/12/01 31/12/02 Change
Mobile Telephony 20619563 | 29644771 | 36997400 | 38585200 4.29 %
Flat-rate packages 13261 159 15838312 | 18936800 | 21479700 13.43 %
Prepaid cards 7279489 13806459 | 18060600 | 17 105500 -5.29%

On 31 December 2002, nearly 38.6 million  th rate for mobile users in 2002 was 4.3%
people in France had a mobile telephone giving  (compared with 24.6% in 2001), which repre-
apenetration rate of 64%71.The annual grow-  sents more than 1.6 million new customers.

| The penetration rate is obtained by dividing the total number of mobile users (including mobile users in Mayotte )
by the population figures used in the Mobile Observatory i.e.60 317 100 people in 2002 (60 185 800 people
according to the INSEE census in July 1999 and 131 300 people for Mayotte according to the 1997 INSEE census).
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Changes in number of users and penetration rate
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There was relatively low net growth in 2002
compared to previous years. In the first quarter,
the net customer base increased by 0.3 million
compared to more than 1.6 million in the pre-
vious year. The net change in second and third
quarter 2002 customer base was +0.5 million
(compared to 1.8 million a year ago) and -50
000 (compared to growth of 1.5 million in the
third quarter 2001).

This relative slowdown in annual market
growth was confirmed in the last quarter of
the year, which showed net growth of 0.8 mil-

lion customers compared with 2.4 million the
year before.

The decrease in net sales can be partly explai-
ned by the change in the validity period of
Bouygues Telecom prepaid cards, which went
from 12 to 8 months. The reduction in the vali-
dity period gave rise to a “dual cancellation”
effect that had an impact on growth of the
total customer base compared to estimated
trends without this change.

The change in net quarterly growth of the

Net quarterly sales in the French mobile market
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mobile customer base over the last three years.
As of 31 December 2002, Orange France, SFR
and Bouygues Telecom had 19.2 million, 13.5
million and 5.8 million customers respectively.

Orange France attracted 1.4 million new cus-
tomers in 2002 compared to 3.5 million in
2001. Its market share increased over the enti-
re year to 49.8% of the total mobile customer
base.

SFR's market share grew over the entire year
reversing the negative trend of the previous
year. Its customer base increased by 1 million
customers in 2002 to give a market share of
35.1% at year-end.

Bouygues Telecom recorded a drop in its cus-
tomer base of 0.8 million customers in 2002
compared to growth of 19.3% in 2001. Its mar-
ket share in 2002 dropped over the year to
15.1% in December. This is partly due to the
“"dual cancellation” effect mentioned above.

2. Overseas départements and Mayotte

The mobile customer base in the overseas
départements' went from 1to 1.2 million cus-
tomers in 2002, an increase of 15.6%. There
was therefore sustained growth in the over-
seas départementsin 2002 albeit slower than in
2001 (70%). It should be noted that the figures
for Mayotte have been included since June
2002.

Geographical presence of operators proposing GSM

Groupe Groupe Groupe

Orange SFR Bouygues Télécom
Guadeloupe Orange Caraibes Bouygues Télécom (Caraibes)
Martinique Orange Caraibes Bouygues Télécom (Caraibes)
Guyane Orange Caraibes
La Réunion Orange La Réunion SRR
Mayotte MTM

Market share of operators in the French overseas Départements and Mayotte
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Other GSM licence holders in the overseas
départements' (Qutremer Télécom, Oceanic
Digital, Saint Martin & Saint Barthélemy Tel-
Cell, Dauphin Télécom) had not launched their
services commercially at the end of 20022

3. Subscription cancellations

In 2002, 10.7 million customers in metropo-
litan France cancelled their subscription com-
pared with 7.8 million in the previous year.

The annual cancellation rate, or churn is cal-
culated by dividing the number of cancella-
tions for the period in question by the average
number of customers for the same period. The
churn rate for 2002 excluding the overseas
départements and Mayotte is 29.2% for the
full year compared to 24% in 2001. It should
be noted that churn increased for all three ope-
rators in 2002.

It should also be noted that the majority
of these cancellations can be attributed to

customers transferring from subscription to
prepaid services and vice versa. In addition, the
change in the validity period for Bouygues
Telecom prepaid cards had a significantimpact
on quarterly churn in 2002.

4. Prepaid customers

The proportion of prepaid customers in the
total customer base fell appreciably in 2002.
On 31 December 2002, it represented 44.3% of
the total mobile base corresponding to a drop
of 4.5 percentage points. This contrasts with
the trend in 2001 when it increased by 4.1
points. On 31 December 2002 there were 17
million prepaid card users compared with 18
million the previous year.

Thisisindicative of a trend towards healthier
growth figures since prepaid customers gene-
rate lower and less stable revenues for the ope-
rators.

Changes in prepaid users as percentage of total customers
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| See glossary.
2 Seechapter 3118).
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Proportion of prepaid customers, by operator

31-dec-01 31-mar-02 | 30-jun-02 30-sep-02 | 31-dec-02
Orange 47.0% 46.9% 46.4% 45.4% 44.4%
SFR 49.5% 49.9% 49.7% 48.7% 46.9%
Bouygues 52.4% 48.6% 45.4% 40.1% 38.0%

We can see that the proportion of prepaid
customers dropped significantly for all three
operators. Bouygues Telecom recorded the
sharpest drop due to its policy of encouraging
this movement.

B. Arrival of mobile data services

Inview of the imminent launch of UMTS ser-
vices in France and Europe, GPRS, or 2.5G and
the associated services appear to be an impor-
tant step towards implementation of third
generation services.

GPRS should help demonstrate technical,
commercial and economic viability of mobile
data services.

Upgrading GSM networks to GPRS is simpler
and cheaper than building a new network from
scratch. GPRS was commercially launched in
2001 for professional users and in 2002 for the
general public. The three GSM operators in
metropolitan France currently offer a growing
range of services using this technology. (Oran-
ge sans limite from Orange France, Mulitme-
di@ mobile from SFR and i-mode from
Bouygues Telecom

GPRS is giving operators valuable experience
in the run-up to UMTS. It allows them to sign

agreements with service providers, test consu-
mer reaction and “shape” the demand for mul-
timedia services in mobility situations.

The main services available at present are
MMS (Multimedia Messaging Service), SMS, e-
mail, mobile Internet (Wap, i-mode) and data
download facilities.

These new services provide permanent net-
work connections, packet type connections for
improved data transfer and bit rates three to
four times higher than with GSM. New marke-
ting and billing (e.g. per megabyte) methods
are being offered.

In addition, the terminals on offer include
major innovations (colour terminals, integrated
cameras/video cameras, video players, games,
design,...) allowing users to take better advan-
tage of the new services.

The development of this intermediate gene-
ration paves the way for UMTS and the two
systems should be able to coexist for several
years. 3G should be launched commercially at
the beginning of 2004 and will offer users even
higher-performance value-added services.




Chapter 3

C. Change in turnover and volumes

1. Terrestrial mobile telephony

a.Change in turnover

Euros (million) 1999 2000 2001 2002 Change

Mobile telephony 5377 7,761 10,248 11,658 +13.8%
Flat-rate packages 4,939 6,851 8,580 9,757 +13.7 %
Prepaid cards 438 910 1,668 1,901 +14%

b.Change in volumes

Millions of minutes 1999 2000 2001 2002 Change
Mobile telephony 20,571 35,640 44,419 51,747 +16.5%
Mobile to fixed calls 11,789 16,269 17,665 18,532 +4.9 %
On-net calls 4,880 11,715 16,157 20047 +24.1%
Mobile to third party mobile calls 3,609 6,840 9,521 11916 +25.2 %
Mobile to international calls 293 498 692 816 +17.9 %
Outbound roaming n.a. 318 385 421 +9.4 %
Millions of minutes 1999 2000 2001 2002 Change
Mobile telephony 20,571 35,640 44,419 51,747 +16.5%
Flat-rate packages n.a. 32,070 39,775 47,429 +19.2 %
Prepaid cards n.a. 3,570 4,644 4,318 -7%
c. SMS
Millions of units ‘ 1999 ‘ 2000 ‘ 2001 ‘ 2002 ‘ Evolution
5877 +79.9 %

SMS ‘ na. ‘ 1472 ‘ 3,267

Data transport services on mobile networks

Euros (million) 1999 2000 2001 2002 Evolution
Data transport n.a. 151 390 668 +71.3 %
SMS n.a. 151 382 646 +69.1 %
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d. Average monthly outgoing revenue per subscriber

1999 2000 2001 2002 Croissance
Average monthly bill per subscriber’ 29.1 25.7 25.0 24.4 -2.4%
(euros)
Average monthly traffic volume per 107.7 118.2 111 14.1 +2.7 %
subscriber2 (euros)
Average number of SMS per subscriber n.a. 49 8.2 13.0 +58.6 %

II. ART actions
A.GSM

1. Operators with significant market power?
(SMP)

ART established a list of mobile operators with
significant market power pursuant to article L.
36-7 of the Posts and Telecommunications
Code (CPT) as follows:

e for metropolitan France: Orange France
and the Société francaise du radiotéléphone
(SFR),

® in the overseas départements* of Marti-
nique, Guadeloupe and Guyana: Orange
Caraibe,

¢ in the overseas département* of La Réunion:
La Société réunionnaise du radiotéléphone
(SRR).

2. Fixed-to-mobile calls/call termination/tariff
recommendation

a. Call termination

In November 2001, ART made a decision to
lower average call-termination charges by
400% over three years on the networks of ope-
rators with significant market power in the

Concerns voice only (excl.data transport and SMS).
cf. Part] Chapt5 1.
See glossary.

A W N —

interconnect market (Orange France and SFR).

The call-termination charge is the main retail
price component for calls made from the fixed-
telephony network to a mobile and is paid by
the fixed operator to the mobile operator for
terminating the call.

ART set the average revenues per minute at
20.123 euro cents from 1 March to 31 Decem-
ber 2002, 17.074 euro cents for 2003 and
14.940 euro cents for 2004.

At the end of September 2002, Orange Fran-
ce and SFR submitted their tariff proposals
applicable from 1 January to 31 December
2003 to ART in compliance with decisions 01-
970 and 01-971. ART ensured that the propo-
sals complied with the decisions made at the
end of 2001 and that they respected the pri-
cing level of 17.074 euro cents per minute
(decisions 02-966 and 02-967).

In 2003, the new tariffs will lead to an ave-
rage 15% fall in call-termination prices on the
networks of the two mobile operators (both
peak and off-peak). ART considers that this
decrease will benefit the consumer and encou-
rage fixed operators to adjust fixed-to-mobi-
le prices accordingly from 1 January 2003.

Mobile telephony turnover excluding data transport and SMS for the average annual installed user base.
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b. Reduction of the indivisible billing period

The fixed-to-mobile call termination charge
for calls originating in metropolitan France and
terminating on the Orange France and SFR net-
works contained an indivisible billing period of
50 seconds in 2002. Given that this tariff struc-
ture heavily loads short-duration calls, ART
requested the two mobile operators to take
into account consumer concerns regarding this
type of call.

Orange France and SFR followed these
recommendations by reducing the indivisible
period from 60 seconds in 2001 to 50 seconds
in 2002 and then to 40 seconds in 2003.

ART has requested that a tariff structure
without indivisible billing periods be establi-
shed from 1 January 2004 onwards.

c. Tariff recommendations

Mobile-telephony operators with significant
market power (SMP) must base their intercon-
nection tariffs on the cost of the service provi-
ded in compliance with article L.34-8 of the
Posts and Telecommunications Code (CPT).

Up until 2002, only Orange France and SFR
were listed as SMP operators. ART decisions 01-
970 and 01-971 adopted in November 2001
respectively required the two operators to
lower their call termination prices over a three-
year period on 1 March 2002, 1 January 2003
and 1 January 2004.

These reductions were designed to benefit the
consumer and as a result, ART paid particular
attention to the impact that they would have
on retail tariffs for fixed-to-mobile calls.

In view of this, it took into account these
changes in examining the tariff decisions for
fixed-to-mobile calls submitted for recom-

mendation as part of the approval process in
2002.

ART made several recommendations on the
different France Telecom tariff decisions with
regard to fixed-to-mobile call prices. The main
recommendations were:

e ART recommendation no. 02-181 dated 28
February 2002

Recommendation no. 02-181 dated 28
February 2002 covered two France Telecom
tariff decisions on prices for fixed-to-mobile
calls to Orange and SFR mobiles for the resi-
dential, professional and business markets.

The planned changes in these decisions
concerned the basic tariffs in the Option Plus
offer and the creation of new tariff options for
the professional and business markets (Avan-
tage Mobiles Plus 2, Avantage Volume Mobiles
2 and Atout RPV Mobiles 2).

The proposed reductions for the basic tariffs
were around 12.5% for the residential market
and 9.5% for the professional and business
market.

ART approved the tariff changes for the retail
market in its recommendation, considering
that they were consistent with the reduction
in charges which the mobile operators Orange
and SFR were obliged to apply to call termina-
tion from 1 March 2002 in accordance with
ART decisions no.01-970 and no.01-971 dated
16 November 2001. However, ART attached
certain marketing conditions to the tariff
options planned for the professional and busi-
ness markets, which, as they stood, were liable
to cause a price squeeze for alternative opera-
tors. France Telecom made certain changes to
these options and the tariff decisions referred
to in recommendation no.02-181 were appro-
ved by the Minister for Telecommunications.
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e ART recommendation no. 02-782 dated 19
September 2002

In its recommendation no. 02-782 dated 19
September 2002, ART ruled on the France Tele-
com tariff decisions relating to price changes
for fixed-to-mobile calls to Bouygues Telecom
mobiles for residential, professional and busi-
ness customers and on tariff decision number
2002059 concerning creation of the Option
Plus Mobilité offer.

Bouygues Telecom has not been designated
as having significant market power in the
interconnection market and is therefore not
obliged to have cost-based termination tariffs.
This operator did however lower its tariffson 1
September 2002. The France Telecom decisions
were therefore designed in particular, to pass
on these tariff reductions via the retail tariffs
for fixed-to-mobile calls.

France Telecom also wished to market the
Option Plus Mobilité offer providing a discount
on the fixed-to-mobile tariffs for calls made
using the Option Plus offer (for the professio-
nal market). This reduced the per-minute char-
ge (excluding the time credit) by 11.11%.

ART took note of the tariff reductions propo-
sed by France Telecom and issued a favourable
recommendation, considering that the France
Telecom decisions were unlikely to cause a
significant anti-competitive price squeeze as
far as other alternative operators were concer-
ned.

e ART recommendation no. 02-1196 dated
19 December 2002

ART recommendation no. 02-1196 dated 19
December 2002 covered two France Telecom
tariff decisions on prices for fixed-to-mobile
calls to Orange and SFR mobiles in the resi-
dential, professional and business markets.

Through these decisions, France Telecom
sought to:

® |[ower the basic tariffsand the Option Plus
tariffs for fixed-to-mobile calls to Orange
and SFR mobiles.

® modify or create certain tariff options for
calls from a fixed line to any mobile in metro-
politan France for the professional and busi-
ness markets.

ART considered that the retail tariff reduc-
tion for fixed-to-mobile calls to Orange and
SFR as proposed by France Telecom, were com-
patible with the call-termination charge
reductions that the two mobile-telephony
operators were obliged to apply from 1 Janua-
ry 2003 in accordance with its decisions
02-966 and 02-967 dated 24 October 2002.

However, it attached conditions to the plan-
ned new tariff options, considering that they
were likely to generate a price squeeze for
alternative operators when calls were passed
on to operators other than Orange or SFR.
France Telecom made certain changes to
these options and the tariff decisions were
approved.

3. Per-second billing (recommendation to the
Competition Authority)

Orange France brought in new tariffsin Sep-
tember 2002 for calls originating on its net-
work. The key features were: per-second billing
from the very first second and a surcharge on
calls from its subscribers to competitors' mobi-
le subscribers (0.12 euros/minute).

Bouygues Telecom, the consumer association
UFC Que Choisir and the association CLCV
made an application to the Competition
Authority concerning the new tariff measures
and added a request for measures of conser-
vation to be taken.
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ART made a recommendation to the Compe-
tition Authority as required by the Act. In its
recommendation?, ART supported per-second
billing but expressed reservations concerning
the surcharge for alternative operators' net-
works. Indeed, it was clear to ART that this pro-
vision was likely to have an "exclusion" effect
in the market (linked to the “club effect") espe-
cially since the tariff structure had been esta-
blished by an operator (for which ART had not
ruled out the possibility of it being considered
to be dominant) with a strong market position
. During the analysis, ART also considered that
in the current "bill and keep" system governing
billing between operators, the cost of an on-
net and an off-net call were identical as far as
a mobile operator is concerned and therefore,
the surcharge for calls to third party networks
could not be justified in terms of the actual
costs. As a result, the Orange France offer did
notappear to constitute a case of competition
on merits. It concluded therefore that the pos-
sibility of abuse of dominant position could not
be ruled out.

Following ART's recommendation to the
Authority, Orange France withdrew its new
tariff structure and Bouygues Telecom with-
drew its complaint. As a result, the Competi-
tion Authority rejected the grounds of the
application and the request for measures of
conservation2.

4. Service quality

For the sixth consecutive year, ART carried out
a mobile-telephony network quality-of-service
survey for metropolitan France in collabora-
tion with the consumer associations and users.
In addition to service availability, the survey
looked at how the service was perceived by
customers of the three operators in terms of

| Recommendation 02-901 dated 10 October 2002.

call continuity and audio quality on a daily
basis.

This survey was carried out by the firm Thales
Idatys over a six-week period between mid
October and end of November 2002 under nor-
mal conditions of use for mobile phones.

A working group made up of mobile opera-
tors, consumer associations and users establi-
shed the methodology and the specifications.

The results of this survey were made public on
25 February 2003 and are available on ART's
website.

a. Main conclusions from the 2002 survey

Several conclusions can be drawn from the
results of the survey.

e The 2002 survey indicated a noticeable
improvement in most of the indicators, high-
lighting the progress in network quality
made by the three operators. After a year of
stabilisation (despite strong growth in 2001),
the call-success rate (calls set up and held
for at least two minutes) in urban areas sho-
wed a marked improvement, around 2% to
3%, taking the overall rate to around 98%,
which is an excellent performance.

® There were fewer disparities in the propor-
tion of calls with perfect sound quality as a
function of geographical location, time of
day and type of usage than in 2001. This indi-
cates that the operators have improved load
management on their networks.

® The tests on SMS show excellent service
reliability for the second year in a row: all
messages sent were received error-free in
less than a few minutes.

® Finally, the test results in suburban trains

2 Decision no.02-D-69 dated 26 November 2002, O.J. of 28 February 2003.
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and the very-high-speed trains (TGV) show
animprovement over 2001. However, servi-
ce quality is still below the quality observed
in urban areas.

b. Urban areas with 20,000 to 50,000 inha-
bitants.

Experimental tests were carried out in five
urban areas with 20 000 to 50 000 inhabitants
under the same conditions as other urban
areas.

The urban area test sample size is too small
for it to be considered representative of all
urban areas with 20 000 to 50 000 inhabitants
and for the results to be published. However, it
is possible to give an indication of service qua-
lity for the five cities tested. It was in fact simi-
lar to the larger urban areas except for the pro-
portion of calls with perfect sound quality,
which appeared to be considerably lower.

5. Mobile coverage

Improving mobile coverage nation-wide is a
key issue in terms of regional development.

During the CIADT! (interministerial commit-
tee for regional development) meeting in July
2001 and December 2002, the State initiated a
programme for extending mobile telephone
coverage nation-wide. This programme pro-
vides 88 million euros of public financing, sha-
red equally by the State and local authorities,
for construction of passive infrastructure and
in particular antenna towers on approximate-
ly 1250 sites in more than 1600 towns situa-
ted in so called "dead zones"2.

ART is particularly concerned with this pro-
blem and took action on the matter in the first

| Seeglossary.

half of 2001, first by establishing tools to eva-
luate the effective mobile coverage and
secondly by investigating the various methods
necessary to achieve the objective.

It also developed a method for accurately
evaluating the coverage canton by canton. This
method was made available to those local
authorities wishing to determine effective
coverage in their areas as accurately as pos-
sible. Approximately 30 départements under-
took field surveys using the methodology.

In addition, ART carried out a detailed study
on the respective advantages of the two main
possibilities under consideration i.e. local roa-
ming and shared passive infrastructure. It eva-
luated these solutions with a view to providing
extended mobile coverage and quality service
atlowest cost without distorting the competi-
tive situation of the three mobile operators.
Generally, local roaming seems to be the
method that makes optimal use of investment
even if, in certain cases, shared infrastructure is
more suitable.

Hence, ART had detailed discussions with
Orange France, SFR and Bouygues Telecom.
These discussions resulted in the definition of a
common approach which was forwarded to
ART's Chairman on 24 September 2002.

In this document, which was published on
ART's website, the three operators indicated
their commitment to providing coverage for
the so-called "dead zones". They declared that
they were prepared to start work on the first
shared sites without delay and that they would
immediately carry out tests to validate imple-
mentation conditions for local roaming.

On the basis of this, the public authorities

2 Dead zones are zones not covered by any of the three mobile operators.
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actively pursued the coverage objective for
"dead zones" in line with the commitment
made by the government during the CIADT'
meeting in December 2002. ART participated
actively in the interministerial steering com-
mittee set up to define and implement the
GSM coverage extension programme in the
"dead zones" in collaboration with the mobile
operators and the local authorities.

6. Mobile phone jamming devices in theatres

On 18 July 2001, an Act covering various
social, educational and cultural measures was
published in the Official Journal2. Article 26
extended the list of freely established installa-
tions in article L.33-3 of the Posts and Tele-
communications Code (CPT) to include radio
electricinstallations capable of disabling mobi-
le telephones in theatres i.e. jamming devices.

The application of this measure required ART
to make a decision based on article L.36-6 of
the CPT, defining the technical conditions for
using these devices and submit it to the Minis-
ter for Telecommunications for approval.

The approval of the technical conditions for
use is part of a procedure consisting of the
following key steps: a draft ART decision;
consultation with the CCR (Radiocommunica-
tions Consultative Committee) in accordance
with article D.97-1 followed by notice to the
European Commission for a consultation whi-
ch must last for a minimum of three months
(European Directive 98/34 dated 22 June
19983); and finally adoption of the decision by
ART and submission to the Minister for Tele-
communications for approval in accordance
with CPT article L.36-6.

| See glossary.

As part of this procedure, ART initiated a
wide-ranging consultation process in Septem-
ber 2001 involving the interested partiesand in
particular the manufacturers of jamming/fil-
tering devices, mobile operators and represen-
tatives of potential users.

This process was accompanied by a call for
comments issued on 6 December 2001 for whi-
ch more than 20 submissions were received.
These contributions brought to light the tech-
nical and legal difficulties linked to the opera-
tion of jamming devices, thereby confirming
the usefulness of the public consultation.

The players involved identified two areas of
risk:

e technical and operational risks and
concerns:
- deterioration of mobile-network covera-
ge and service quality, difficulties with emer-
gency calls thereby raising security issues and
compromising the operators' licence obliga-
tions,
- uncontrolled proliferation of jamming
devices,
- difficulty in restricting the use of jamming
devices to theatres.

e legal risks:

- principle of unrestricted installation of
jamming devices in theatres as added to
para.6 of article L.33-3 called into question
particularly with regard to the proportiona-
lity principle.

- incompatibility with GSM or UMTS fre-
quencies used for these systems, allocated
to operatorson an intuitus personae basis in
exchange for a fee, and with the national
frequency band allocation register (TNRBF).

2 Law no.2001 dated 17 July 2001 "containing various social, educational and cultural provisions", O,J., 18 July 2001,

p.11496.

3 Directive 98/34/EC dated 22 June 1998 making provision for an information procedure in the area of standards and

technical regulations, OJEC,L 204,21/07/98,p.37.
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In view of these issues, which concern public
safety and correct network operation, ART
consulted the Government in February 2002
concerning the way in which the process
should continue.

Following the interministerial discussions
which formally highlighted the difficulties rai-
sed in the public consultation, ART published
the summary of the call for comments on 3
May 2002 and decided, at the Government's
request, to set up a working group bringing
together all the players concerned to further
investigate the main difficulties raised during
the consultation.

After the group had completed its task, invol-
ving in particular two meetings in June and
July 2002, ART prepared a draft decision set-
ting out the conditions for installing radio elec-
tric equipment that would disable the trans-
mission and reception capabilities of all types
of mobile telephones in theatres.

The CCR (Radiocommunications Consultati-
ve Committee) was consulted in respect of this
project on 2 October 2002 in compliance with
the relevant texts. Several aspects of the project
were amended following comments from
members of the CCR.

ART sent the draft decision to the Minister on
26 October 2002 with a view to notification at
European level. This notification, which is a
mandatory requirement of directive no.
98/34/EC, was made on 14 November 2002.
The European Commission and the other mem-
ber States had three months from receipt of
the draft to make comments which France is
obliged to take into account where possible.
Several member states sent detailed recom-
mendations indicating that the planned mea-
sures could possibly restrict free movement of
goods in the internal market and as a result,

I cf.ART annual report2002,Volume | chapter Il
2 Decision n°02-1192 dated 17 December 2002

the status-quo phase of the draft decision was
extended by three months.

ART will only formally adopt the decision
regarding the conditions for using jamming
devices at the end of this procedure, after whi-
ch it will be submitted to the Minister for Tele-
communications for approval.

Naturally, the use of these devices remains
prohibited until the ministerial order appro-
ving the ART decision comes into force.

In addition, the Judiciary Guidelines and Plan-
ning Act’ no. 2002-1138 dated 9 September
2002 modified the Posts and Telecommunica-
tions Code by adding radio electric installations
capable of disabling mobile telephones in peni-
tentiary establishments to the list of installa-
tions that can be freely established. The instal-
lation of devices capable of disabling mobile
telephones in penitentiary establishments is
not subject to prior decision by ART.

7.Virtual mobile network operators (MVNO)
a.The CCR report

In March 2002, ART published the report on
virtual mobile network operators (MVNO), whi-
ch it had requested from the Radiocommuni-
cations Consultative Committee (CCR), on its
website.

This report highlighted the different techni-
cal MVNO models that were possible and ana-
lyses the economic and regulatory issues sur-
rounding these new players.

b. Settlement of the dispute between Tele2
and Orange France

The decision? taken on 17 December 2002
concerning the dispute between Tele2 France
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SA and Orange France over the finalisation of
an MVNO agreement has been published on
ART's website.

The dispute concerned a request from Tele2
France that Orange France be required to
provide Tele2 France a service based on the
"extended MVNO" model, which is the most
extensive form of permanent hosting service
among the types of MVNO models analysed in
the report published on 22 March 2002 by
the CCR (Radiocommunications Consultative
Committee).

Initsruling, ART noted that this request does
not fall within the scope of current Commu-
nity law or French legislation on the right to
interconnection or access, and that, asa result,
Tele2's request could not be entertained.

However, ART emphasized that the conditions
of possible integration of an MVNO activity in
the dynamics of the mobile market could be
evaluated under the new legal framework to
be created by transposition of directive
2002/19/EC".

It would be useful at that time for ART to exa-
mine a set of elements that could not in any
case be examined on the sole basis of the case
presented

This evaluation could take advantage of the
lessons learned in the market analyses ART will
be required to conduct under article 16 of the
"Framework" directive 2002/21/CE2.

It will also depend on the state of develop-
ment of mobile multimedia, currently in its

infancy, and itsimpact on the degree and rede-
velopment of forms of competition in the
mobile arena, based on acquired experience
which must be preserved and developed.

It will also have to take into consideration a
fair balance between the right to access and
an owner's right to use its infrastructure to its
own advantage. This consideration is even
more important in the area under dispute
because of the huge material and commercial
investments required to develop multimedia
in general, and the transition to third genera-
tion in particular, at a time when the financial
situation is difficult.

The technical impact of MVNO hosting will
have to be taken into consideration, along with
the consequences in terms of capacity and the
additional investment required, which can vary
depending on the position of the host opera-
tors in the market under consideration.

Finally, observation and analysis of market
developments by all the players concerned
should help better identify the forms of MVNO
most likely to play a dynamic and value-crea-
ting role in the development of competition.

ART intends to follow these developments
closely and continue discussions on this topic
with all the players.

8. Mobiles in the overseas départements
(Dom)

a. Process underway to open the market to
competition

| European Parliament and Council directive 2002/19/EC dated 7 March 2002 concerning access to electronic

communications networks and associated resources as well as their inteconnection (access directive) OJEC dated

24/04/02.

2 European parliament and Council directive 2002/19/EC dated 7 March 2002 concerning a common regulatory
framework for electronic communications networks and services (framework directive OJEC dated 24 April 2002).
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ART continued issuing new GSM licences in the
overseas départements' in 2002 following on
from the process initiated in 2001 after the
public consultation launched in 2000.

Hence in 2002, ART examined two licence

Licences awarded as of 31 December 2002

requests, which resulted in a GSM licence being
awarded to the company Oceanic Digital? in
Guadeloupe and Martinique and a GSM

licence being awarded to Dauphin Télécom3
in Saint-Martin and in Saint-Barthélemy

(Guadeloupe).

. Standard Licence or frequency
Technology Licence holder and geographic area allocation date
. . . Saint-Martin and .
AMPS Saint-Martin Mobiles Saint-Barthélemy (Guadeloupe) 4july 1991
Société Réunionnaise A
GSM T — La Réunion 23 february 1995
GSM Orange Caraibe Guadeloupe, Martinique, Guyane 14 june 1996
s Saint-Martin and
DECT Dauphin Télécom L — ) 19 october 1998
GSM SAS SPM Télécom Saint-Pierre-et-Miquelon 21 june 2000
Guadeloupe, Frequency allocation
G SRS Martinique et Guyane le 8 november 2000
GSM Outremer Télécom ENECBISE, Ma'rtm.lque, 30 november 2000
Guyane and Réunion
FTM SA o Frequency allocation
S (Orange Réunion) il le1 december 2000
GSM Orange Réunion La Réunion 24 avril 2001
Société Réunionnaise .
GSM T — Mayotte 26 april 2001
GSM Bouygues Telecom Caraibe S eIl 19 july 2001
and Guyane
Saint-Martin Saint-Martin
GSM & Saint-Barthélemy and Saint-Barthélemy 23 july 2001
Tel Cell (Guadeloupe)
Saint-Martin
AMPS Saint-Martin Mobiles* and Saint-Barthélemy USRS AT
(renewal)
(Guadeloupe)
GSM Oceanic Digital Guadeloupe, Martinique 14 march 2002
Saint-Martin
GSM Dauphin Télécom and Saint-Barthélemy 12 december 2002
(Guadeloupe)

*The licence previously awarded to Saint-Martin Mobiles using AMPS technology was renewed for a period of five years
following agreement by the CSA%on the use of the corresponding frequencies.

A W N —

See glossary.

Decision 02-31 dated 10 January 2002.

Decision 02-397 dated 28 May 2002.
See glossary.
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9. The effects of opening the market to competition
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The percentages of people in metropolitan
France and the overseas départements who
own a mobile phone came to 64% and 69.1%
respectively at year-end 2002 reflect this new
situation and show how dynamic the overseas
département market really is. At the end of
2002 the percentage of the population with
mobile phones in the overseas départements
was higher than in metropolitan France.

B. Third generation
1. The second call for UMTS applications

Initsdecision dated 14 December 20017, ART
defined the rules and conditions for allocating
the 3G licences not taken up at the end of the
first call for applications on 18 August 2000.

The second procedure was formally launched
on 29 December 2001 when the Minister for
Telecommunications published ART's call for
applications in the Official Journal.

By the closing date of 16 May 2002, Bouygues
Telecom was the only player to have filed an
application in response to this call.

ART published the report and justification
required by the procedure on 27 September
2002 announcing that the Bouygues Telecom?
application had been successful.

The Bouygues Telecom UMTS licence was
signed by the Minister on 3 December 2003
and published in the Official Journal on 12
December 2002. The licence was awarded for a
period of 20 years and required commercial
opening of the service two years after the
publication date with coverage of at least 20%
of the population.

The Orange France and SFR UMTS licences
were modified at the same time to include the
provisions of the 2001 Finance Act, particular-
ly with respect to the validity period and fees
for allocation and management of frequencies
in the IMT 2000 band.

| Decision 01-1202 dated 14 December 2001 proposing terms and conditions to the Telecommunications

Minister for allocation of two licences to introduce 3rd generation mobile systems in metropolitan France,OJ dated

30 January 2002.
2 Decision 02-797 dated 27 September 2002.
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This put Bouygues Telecom on the same foo-
ting as Orange France and SFR, which received
UMTS licences following the previous call for
applicationsin 2001. Thisadditional step in the
introduction of UMTS means that there will be
three third-generation mobile operators in
France, providing the basis for a truly compe-
titive situation.

2. UMTS in the overseas départements (DOM)

The process of introducing mobile competi-
tion in the overseas départements', which ART
has been managing since the call for comments
in 2000, has led to licensing of new operators
and stimulated market development. As a
result, 69.1% of the population owned a mobi-
le phone at the end of December 2002.

The interest generated by GSM in this area
provides an opening for third- generation
mobile (3G networks). These networks should
be able to offer multimedia services in addi-
tion to telephony, and the overseas départe-
ments? and territories must have the same
opportunity to access them as in metropolitan
France.

Hence, ART launched a public consultation
on 4 March 2002 to ascertain the opinions of
those concerned on the introduction of these
systems in the overseas départements and ter-
ritories, and in particular, to identify whether
the specific characteristics of these markets
justified adapting certain aspects of the intro-
duction process used in metropolitan France.

This consultation focused particularly on the
general conditions and rules for introducing
third-generation systems in the overseas

| See glossary.
2 Seeglossary.

départements of Saint-Pierre-et-Miquelon e.g.
timetable, overall organisation and rules for
awarding licences.

ART received eight contributions which can
be summarised as follows:

® two replies from the Regional Council in
La Réunion and the General Council in Gua-
deloupe,

® one response from France Telecom,

e five replies from existing GSM operatorsin
the overseas départements either directly or
through their subsidiaries.

Our summary of the public consultation on
the introduction of third generation mobile
telecommunications systems gives the follo-
wing conclusions:

e the contributions expressed the operators’
interest in establishing third generation
mobile telecommunications systems in an
overseas département or group of départe-
ments and/or Mayotte and/or Saint-Pierre
et Miquelon.

e given the possibilities for freeing up fre-
quencies, there did not appear to be a UMTS
frequency shortage in the overseas départe-
ments, Saint-Pierre et Miquelon and Mayot-
te. Several operators considered that the
number of 3G operators per overseas dépar-
tement should not exceed two or three.

® no operator planned commercial service
before the end of 2004 although one wished
to carry out trials at the end of 2003 or ear-
ly 2004. Certain operators planned a much
later roll-out.
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C. Satellites

The so-called first generation S-PCS systems
mainly provide mobile-telephony services.

During 2002, ART examined a licence request
submitted by Globalstar Europe to take over
the activities of TESAM, which had been awar-
ded a satellite mobile-telephony licence for
France in a ministerial order dated 17 Novem-
ber 1998'. Globalstar Europe was authorised
by ministerial order on 14 November 19982 to
establish and operate a public telecommuni-
cations network and to supply telephony ser-
vices to the public as defined in articles L.33-1
and L.34-1.

D. Radio paging

Radio-paging services allow messages in the
form of a beep or alphanumeric characters
to be sent to users equipped with pocket
receivers.

The service was introduced to France in the
1970s with the Eurosignal network. Other
technical specifications have been used since,
i.e. RDS and POCSAG i n 1987 and ERMES in
1993. Sales grew very sharply in France in 1996
and 1997 but have declined sharply since 1998,
when TDR (520 000 subscribers) withdrew from
the market.

Number of radio paging users in France (millions)

1995 | 1996 | 1997 | 1998

| 1999 |

2000 | 2001 | 2002

036 M | ™ | 2M

In 2001, the operators e*Message and Info-
mobile refocused their activity towards the
professional market and abandoned the consu-
mer market due to high customer acquisition
costs and low profitability. Hence, the French
radio-paging market is concentrated on pro-
fessional customers seeking solutions to requi-
rements that cannot be satisfied either by
public mobile telephony or independent radio-
telephony networks.

Radio paging seems to be used more and
more for sending simultaneous information to
alarge number of terminals. Itis also used as a
transmission back-up in emergency situations
(e.g. natural disasters)

| 24M | 19M | 18M |0.19|v| | 0.16M

Other technologies (using for example sub-
carriers in the radio FM band -RDS, DARC etc)
appear to have developed significantly in 2002
for certain applications such as information
display systems in towns, public transport
display systems indicating waiting times,
traffic information, remote control for
isolated areas etc.

ART continues to monitor the situation in col-
laboration with the CSA3 and the radio paging
players to ensure that regulatory principles
remain consistent as telecommunications and
audiovisual technologies converge.

| Ministerial order dated |7 November 1998 authorising TESAM to establish and operate a public telecommunica-
tions network and provide a public telephony service, O] dated | | December 1998 p. 18657.

2 Ministerial order dated 14 November 2002 authorising Globalstar Europe to establish and operate a public
telecommunications network and to provide a public telephony service, O) dated |3 December 2002 p.20594.

3 Seeglassary.
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Internet

L. Introduction

There was a sharp increase in the number of
paying Internet users in France in 2002, cha-
racterised by:

e continued, steady growth in the number
of paying subscribers, around 30% compared
t0 2001,

® asharp increase in the number of broad-

band subscribers, while the number of nar-
rowband subscribers appeared to stabilise,
® major contribution to broadband subscri-
ber growth from ADSL.

The quarterly figures published by AFA (see
chart below) shows that growth in the num-
ber of paying Internet subscribers picked up
significantly in 2002 and was driven mainly by
broadband.
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9,000,000

8,000,000 —— Narrowband and broadband subscibers —#— Narrowband

7,000,000
6,000,000
5,000,000
4,000,000
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source : AFA, AFORM, France Telecom
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In 2002, Internet market turnover increased
slightly, to a total of 1136 million euros.
Although overall growth was flat, there are
contrasting underlying changes, with narrow-

band revenues falling by around 10% whereas
broadband nearly doubled between 2001 and
2002.

Euros (million) 1998 1999 2000 | 2001 2002 | Change
Internet revenues 162 344 731 119 1136 +1.52%
Narrowband Internet revenues 600 815 737 -9.6%
Broadband Internet revenues 59 182 321 +76.4
Other Internet access-related services 72 122 79 -35.2%

II. Narrowband Internet
A. The market
The licensed operators account for only a small

share of the Internet market. The main

1. Change in the customer base

part of the market is driven by separate ISPs
such as Wanadoo, AOL and Club Internet.

Units 31/12/99 31/12/00 31/12/01 31/12/02 Change
Narrowband subscribers 3,030,000 5,263,000 6,385,000 7,469,000 +17%
Licensed operators 1,447,631 2,109,827 2,691,103 +27.6%
2 Change in licensed operator turnover
Euros (millions) 2000 2001 2002 Change
Narrowband Internet revenues 600 815 737 -9.6%
Access calls 208 392 385 -1.8%
Collection services 390 412 307 -25.5%
Narrowband connections 3 n 45 +309.1%
There was a notable drop in Internet collection  traffic.
revenues and a slight erosion in turnover from
3.Change in licensed operator volumes
Millions of minutes 2000 2001 2002 Change
Internet volumes billed to end user 28,900 52,446 66,109 +26.1%
Internet collection services 22,160 38,195 48,878 +28%
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The number of Internet minutes (which are a
meaningful indicator of narrowband Internet
activity) collected by the switched telephone
network rose to over 5 billion minutes per
month, or an increase of 26.1% in one year.

B. Price changes

The following graphs show changes in prices
from December 1998 to December 2002. The
prices are based on the lowest price averages of
the seven main residential Internet service pro-
viders for short duration (3 to 10 hours per
month), medium duration (15 to 25 hours) and
long duration periods (greater than or equal to
30 hours).

jan-99 jan-00 jan-01 jan-02 jan-03 Change
3H/month (8% 5.8 3.8 4.7 8i9 -70.8%
5H/month 15.4 9.8 6.8 7.0 6.6 -57.5%
10H/month 30.4 15.1 11.5 103 10.7 -64.6%
15H/month 40.1 21.2 15.0 12.6 13.5 -66.2%
20H/month 49.2 245 20.0 12.6 14.7 -70.1%
25H/month 58.3 32.7 2158 16.5 18.9 -67.5%
30H/month 67.2 40.8 29.8 19.9 22.2 -66.9%
40H/month 84.8 55.2 43.0 320 785 -65.2%
50H/month 102.3 72.7 58.7 47.5 37.6 -63.3%
60H/month 119.6 82.2 743 64.0 46.1 -61.5%
70H/month 136.9 114.2 90.0 79.1 585 -57.3%
100H/month 188.7 166.9 134.5 121.5 91.6 -51.5%

(prices in euros incl. VAT)

Changes in averages for the best short duration prices of the 7 main ISPs
from December 1998 to December 2002
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Changes in the best short duration price of the 7 main ISPs
from December 1998 to December 2002
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Internet access tariffs were extremely stable
from 1996 until spring 1999, when the market
was shared between a small number of players
proposing similar tariff packages. The Internet
user paid a subscription to the Internet service
providers and calls were paid separately to
France Telecom. Spring 1999 saw the first wave
of tariff reductions with the arrival of free sub-

scription offers (calls were still charged).

In autumn 1999, there was a reaction from
the traditional ISPs with the widespread intro-
duction of time-limited flat-rate offers, whi-
ch included the subscription and call charges.
These offers appeared following ART decisions
to authorise an interconnection model adapted
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to this type of package (so called indirect
connection).

In 2000, certain ISPs launched so called
"free-free" offersin which there was a limited,
completely free period (free calls and sub-
scription) followed by a fixed per-minute cost
once the limit was exceeded. Others launched
unlimited time, flat-rate offers. At the end of
2001, following ART decisions on flat-rate
interconnection (see below), several ISPs pro-
posed "almost unlimited” flat-rate packages
(50 hours for 15 euros/month). These three
categories pushed market prices down signifi-
cantly.

From June 2001, prices stabilised as the mar-
ket consolidated in the hands of a smaller num-
ber of players with greater influence, alongsi-
de changes in the overall economics of the
internet access model. The only significant
changes concerned the appearance, disappea-
rance and reappearance of unlimited offersin
long-duration packages, which had the effect
of establishing price ceilings.

C. ART actions
1. IFI (Internet flat-rate interconnect) impact

In May 2002, ART sent a questionnaire to the
operators as required in the 2002 standard
interconnection offer to evaluate the opera-
tional experience of the flat-rate interconnec-
tion offer, along with the likely impact of with-
drawing the overflow facility at the local
exchange in 2003.

At the time that ART carried out this study in
2002, flat-rate interconnection was widely
used by alternative operators, with over 60%
of Internet traffic being collected in this way.

Implementation of flat-rate interconnection
was a major exercise for the operators becau-
se it required changes to interconnection link

architecture and the removal of three-way
links.

Withdrawal of the overflow facility at the
tandem exchange level in 2002 forced the ope-
rators to reassess their orders and reconfigure
their resources. In some cases a complete chan-
ge of architecture was required as well as
extensions due to the separation of voice and
Internet traffic.

Although the interconnection link migration
went well overall, the actual lead times for
converting from "minute mode" to "flat-rate"
were longer than planned and were closer to
two months than the six weeks indicated in the
standard interconnection offer. In addition,
ART's analysis showed that there were large
variations in lead times from one operator to
another.

In 2002, the implementation of flat-rate
interconnection represented large cost savings
for the operators compared to the "time
dependent” offer and compared to the situa-
tion in 2001 without IFI.

However, the operators indicated that they
had completely passed on the cost reductions
in their prices to ISPs to take into account the
changes in the Internet collection market.

Looking at local exchange interconnection in
detail, it appears that no operator chose the
flat-rate offer without overflow in 2002. The
operators use this facility at the local exchan-
ge level as an operational tool for managing
traffic peaks due to higher traffic fluctuations
at this level.

Indeed, analysis of the actual data as supplied
by the operators shows high traffic fluctua-
tions at the local exchange level, with volumes
varying widely during the day and from one
day to the next. In addition, these fluctuations
are not correlated with local exchange traffic
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volumes and do not necessarily concern the
same exchange from one week to the next.

However, for the operators, the economics of
the business are very sensitive to the intercon-
nection link loading i.e. providing too much
capacity increases the per-minute collection
cost significantly and limits the attractiveness
of the flat-rate system. Providing just enough
capacity is likely to jeopardise quality of servi-
ce. This is even more so at the local exchange
level, since the threshold effect is greater in
approximately 75% of cases. (operators inter-
connect at local exchange level with one or
two BPNs i.e. 2 mbps links).

The operators have estimated that withdra-
wal of the overflow facility would lead to a
25% to 35% increase in Internet collection
cost.

Hence, when analysing the interconnection
conditions for 2003, ART considered that with-
drawal of the overflow possibility would have
asignificantimpact on the economics of sup-
plying Internet access to end users and asked
France Telecom to retain this possibility in the
standard interconnection offer for 2003.

2. Third party billing: the Free/France Telecom
dispute

On 30 January 2002, ART was asked to give a
recommendation on the dispute between Free
Télécom and France Telecom. The dispute
concerned calculation of the average revenue
paid by France Telecom to Free Télécom for
third-party-billed, local-tariff Internet calls
collected from non-subscription access offers.

a. Calculation of average revenue for Internet
access

Per-minute Internet access offers, also known
as "free Internet", provide access through the
switched telephone network. Users pay no sub-
scription and are charged only for their
connection time, which appears on their Fran-
ce Telecom bill.

This type of offer, along with flat-rates, is still
a very common way to access the Internet in
France, and most ISPs offer it. It is aimed
primarily at occasional or new Internet users.
Free Télécom claims to have about one million
active' subscribers to its "per-minute" offer.

I Anactive subscriber is a listed subscriber that has connected to the ISP at least once in the last 30 days.




Internet

The relationship between France Telecom and Free Télécom for the supply of this type of third

party billing offer is as follows:

Interconnect charges
based on France Telecom's standard
interconnection offer

Internet user

- {

France Telecom

1 1+ 1

Free Télécom [ Free.fr

Internet calls
with possible tariff
options

Revenue

France Telecom bills and collects payment for
Internet access calls on behalf of the operator
that collects the Internet traffic. France Tele-
com then pays the operator collecting the calls
(Free Télécom in this case) which qualify for
France Telecom tariff options. To simplify the
payback calculation, France Telecom does not
pay each operator for the revenues actually
generated by the Internet callsbutan amount
corresponding to the average revenue per
minute.

Free Télécom pays France Telecom for inter-
connection as per the standard interconnec-
tion offer as well as for the third-party billing
and payment collection.

The formula for calculating the average reve-
nue established by ART following rulings on
several disputes in 2000 (9Télécom, Siris and
Free Télécom) is as follows:

0860 traffic revenue+tariff option revenues - flat-rate option management costs

Average revenue =

0860 traffic volume

The average revenue for each traffic catego-
ry (residential and business) is calculated using
this formula. The combined average revenue is
then calculated using an allocation rule to
determine the relative proportions of residen-
tial and business traffic. The 0860 traffic
volumes taken into account for the allocation

rule are the total traffic volumes for all inter-
connected operators.

In year N, France Telecom provides the fore-
cast average-revenue figures for that year and
the final values for year N-1.
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The amounts calculated by France Telecom were as follows:

Average revenue excl. VAT (euro cents) 1999 2000 2001
Off-peak 2,58* 2,75 2,445
Peak 2,00* 1,77 1,888

* By applying time-of-day weighting of 1.1 off-peak and 0.85 peak to 14.68 euro cents (decision no. 00-489).

b. The basis of the dispute

Initially Free Télécom disagreed with the
average-revenue calculation and requested a
calculation using the actual and not the ave-
rage revenue for each operator. However, Free
Télécom withdrew this request when informed
of the difficulties of performing this calcula-
tion (tariff options in particular).

Free Telecom finally applied to ART, complai-
ning of the amount of the average revenue
proposed by France Telecom for 2001, and,
more generally, the lack of proof in support of
the France Telecom proposals. Free Télécom
asked ART to recalculate the average revenue
for 2001 and to redefine the method to be used
in the future.

¢. ART's decision!

ART considered first, that by taking into
account the traffic of all interconnected
operators and not just the Free Télécom traffic,
France Telecom might, in certain cases, make
payments significantly different from Free
Télécom's real average revenue. Use of this
method implies that the operator's revenue
depends on the traffic profiles of the other
interconnected operators.

During the procedure, France Telecom
volunteered to change the average revenue

calculation method in the future by taking into
account the split between residential and busi-
ness traffic, operator by operator.

As a result, ART ruled that the average reve-
nue calculation for Free Télécom would be
based on Free Telecom's own business/residen-
tial traffic split, as of 30 November 2002.

For subsequent calculations, ART requested
France Telecom to send the summary tables
(that it had supplied to the dispute hearing in
response to a questionnaire) to all operators at
least twice a year so that they could reconsti-
tute the detailed average-revenue calculation.

Finally, in the absence of business/residential
traffic data on a per-operator basis, there are
two possibilities for calculating the average
revenue for 2001.

e either apply the business/residential traffic
split to the overall traffic by including the traf-
fic switched to 086B PQ MCDU numbers and
taking into account therefore, not only the
interconnected operators' traffic, but also the
traffic switched by France Telecom to 086B
PQMCDU numbers for its own ISP customers,
® or by considering only the interconnection
traffic and applying the allocation rules to it
alone.

I ART Decision no.02-51 | dated 27 June 2002 ruling on the Free Télécom and France Telecom dispute on the

conditions for determining the turnover for traffic to Free Telecom switched access Internet services via 08 6B PQ
MC DU numbers and charged to the calling party at local Internet traffic rates, O] dated 21 September 2002




Internet

ART considered that it was reasonable to cal-
culate the value of the interconnection traffic
by applying a business/residential allocation
rule corresponding to interconnection traffic.

The data supplied by France Telecom in res-
ponse to the questionnaire made it possible to
calculate the residential/business intercon-
nection traffic split for 2001. As a result, ART
established the average revenue for 2001 at
2.29 euro cents (15 FF cents) for Free Télécom
traffic to 086B PQ MCDU numbers and billed at
the local Internet tariff before taking into
account management costs and tariff options.

II1. Broadband Internet
A. Market Figures

The number of broadband subscribers rose
sharply in 2002, particularly in the last quar-
ter. There were 1.7 million broadband subscri-
bers (cable + ADSL) at the end of December
2002 with over 400 000 new subscribersin the
last quarter.

Broadband subscribers (cable and ADSL)
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Broadband Internet revenues

Euros (million)

1999

2000 2001 2002 Change

Broadband Internet revenues n.a.

59 182 321 +76,4%
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Change in installed base

Units 31/12/99 31/12/00 31/12/01 31/12/02 Change
Number of narrowband subscribers n.a. 197,911 601,500 1,682,992 279.8 %
Cable! 50,417 121,91 190,322 282,992 +48.7 %
ADSL2 n.a. 67,532 408,386 1,400,000 +342.8 %
Licensed operators n.a. 87,881 122,147 335,182 +274.4 %

The number of broadband Internet subscri-
bers hasincreased by a factor of 2.5 compared
to December 2001. Growth is driven by ADSL
with 1.4 million subscribers, an increase of
nearly 350%. The number of cable Internet
subscribers continues to grow but at a slower
pace than ADSL: 283 000 subscribers at the end
of 2002, or a 50% increase compared to
December 2001.

Trends in 2002 suggest that France should
partly make up its lag in respect of European
neighbours.

The limiting factor is probably PC penetra-
tion, which is around 38%.

B. Various access modes

There are now a wide variety of broadband
Internet access modes.

The definitions of low and medium speed for
Internet access are subjective and depend on
the content to be transferred and what is
considered to be normal service quality.

For certain access modes it is necessary to dis-
tinguish between downstream (downloading,
Internet to PC) and upstream (transmission, PC
to Internet). There isalso a distinction between
the maximum bit rate (that can be reached
during off-peak hours when fewer users are

| Source AFORM.
2 Source France Telecom.

connected) and the guaranteed bit rate (avai-
lable during peak hours).

These differences, albeit arbitrary, are none-
thelessimportant for the end user. If not explai-
ned carefully, they may result in serious disap-
pointment for consumers promised fast Internet
access but finding that, in reality, the speed is
hardly better than via the switched network.

ART considers that narrowband or low speed
corresponds to switched network access. The
other access modes described below are broad-
band or high-speed access.

128 kbps could possibly be called medium
speed in the future. However, this classifica-
tion cannot be put forward as a standard and
will only come into use once there is sufficient
feedback from end users, who have only
recently been exposed to this type of offer.

1. Wireline technologies
a.DSL

This is the most widely used access mode in
France. DSL technologies use the upper fre-
quencies of the copper pair connecting the
subscriber to the switched network; the lower
frequencies are used for voice. Hence, users can
access the Internet without tying up their
telephone line.
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A Power Spectrum puissance
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source: ART

Internet traffic is carried on a copper pair (as
is telephone traffic) from the user's PCtoa dis-
tribution frame, which is the first element in

the switched telephone network. At this point,
it is separated from the telephone traffic and
sent to a separate IP network.

Telephiene line
Teleplons
LalTic

Trlernesl
maffic

Liperator networks

source: ART

ADSL and SDSL are currently operational but
other xDSL technologies such as VDSL are in
the pipeline. They vary in terms of available bit
rate, symmetrical or asymmetrical upstream
and downstream channels, or by the maximum
distance between the subscriber and the dis-
tribution frame for an acceptable bit rate.

Certain lines are not suitable for the provision
of effective xDSL access, the main reason being
the distance between the subscriber and the
local telephone exchange.

In addition, this technology requires the ins-
tallation of special equipment (DSLAM) at the
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main distribution frame. This equipment is
installed either by France Telecom or by an
alternative operator if this latter unbundles the
linel.

At the end of 2002, approximately 2000
distribution frames in France were equipped,
covering nearly 70% of the population in
France.

ISPs offer flat-rate packages providing
permanent and unlimited access at bit rates
ranging from 128 kbps to 1024 kbps.

The can use:

e the France Telecom ADSL IP collect offer
called "option 5",

e an alternative operator collection offer
based on the France Telecom ADSL Connect
offer called "option 3",

e an alternative operator collection offer
based on shared access called "option 1".

The different options are technically neutral
for the end user but allow the ISPs to differen-
tiate their services and tariffs.

b. Cable

Cable networks were initially established for
audiovisual programme distribution. However,
they can also provide telecommunications ser-
vices and in particular, Internet access. The
cable operators were the first to provide per-
manent Internet access. For historical and
regulatory reasons, cable networks do not pro-

vide uniform geographical coverage but are
divided into geographical operating areas, each
of which is served by an operator.

Cable Internet access requires networks to be
upgraded and converted to digital working.
There are currently 6 million cable outlets in
650 communes serving nearly 15 million inha-
bitants.

Asof 31 December 2002, there were 282 992
cable Internet subscribers, a 49% increase in
one year.

c. Optical fibre

Users with high bit rate requirements (typi-
cally large companies) are connected via opti-
cal fibre. The potential bit rate in this case can
exceed 1 gbps.

Optical fibre generally remains a costly access
method for residential access because of the
construction work required to connect the cus-
tomer. This type of access is generally used in
large office complexes. The potential bit rates
obtainable with xDSL technologies notably,
have reduced interest in investing in optical
fibre for residential customers.

The deployment of optical infrastructure in
the access network could be justified in the
medium term assuming a significant change
in demand for broadband multimedia services
generating sufficient revenue. In any case it
will be a step-by-step process.

| Local loop unbundling allows France Telecom's bare copper pairs to be used by an alternative operator which

installs its own transmission equipment on the line.The incumbent is naturally paid by the alternative operator for

the use of its network.The alternative operator must place its transmission equipment at the end of the local loop

so that the lines can be connected to its own network.
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2. Wireless technologies
a. Satellite

Satellite access is a broadband access method
similar to ADSL or cable which can be used in
rural or urban areas. However, it is more parti-
cularly adapted to isolated areas that cannot
be reached with other infrastructures.

Two types of offer are available:

® a bi-directional access offer where the ups-
tream and downstream paths use a satellite
channel,

® a one-way access offer with a terrestrial
return path using the switched network.

The tariffs of the offers proposed on the mar-
ket and the cost of equipment have dropped
significantly. Today, the prices of the services
being proposed are close to ADSL or cable
prices for an equivalent bit rate.

b. Wireless local loop

Wireless local loop (WLL) is a radio technolo-
gy allowing fixed subscribers equipped with an
antenna to be connected to an Internet access
point via a radio channel. The commercial
offers currently available have bit rates ran-
ging from 64 kbps to 34 mbps. These solutions
are essentially aimed at business users.

e Market players as of 31 December 2002

The wireless-local-loop market underwent a
period of consolidation in 2002. At the end of
2002, there remained only five operators com-
pared with nine a year before. Two of these are
in metropolitan France and three in the over-
seas territories.

9 Telecom Entreprise, formerly Firstmark

| See glossary

Communications France, is a subsidiary of the
LD Com group and has a national licence and
frequencies in the 26 GHz band. LD Com had
already bought Squadran, the second opera-
tor with a national licence, in June 2002. ART
therefore requested that in the context of the
planned merger between the two national
wireless local loop operators, LD Com provide a
wireless local loop offer in all regions in Fran-
ce by the end of 2002 and return all the fre-
quencies that had been allocated to Squadran
whose licence had been revoked. LD Com also
took over Belgacom France, the regional WLL
operator in 2002.

9 Telecom Entreprise's national licence put it
in competition in certain regions with Altitude
Télécom (Haute Normandie and Basse-Nor-
mandie) and its subsidiary Broadnet (Paris
urban area). The regional operator Landtel cea-
sed activity following liquidation of the com-
pany in 2002.

In the overseas départements’, two subsidia-
ries of the XTS group, XTS Network Océan
Indien and XTS Caraibes are licenced to opera-
te a WLL network in La Réunion and in Marti-
nique, Guadeloupe and Guyana respectively.

Finally, Cegetel La Réunion, a subsidiary of
the Cegetel group, holds a licence in La Réunion
for wireless local loop in the 3.5 GHz band.

e ART actions

On 31 December 2001, ART initiated checks
to verify compliance with the coverage obli-
gations contained in the licence specifications
for wireless-local-loop operators.

To verify compliance with commitments, ART
asked the WLL operators to supply details of
roll-out on 31 December and carried out
checks in the field. The roll-out percentage cal-
culations resulting from this procedure led ART
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toinitiate four instances of penalty procedures
on 8 March 2002 against Landtel France SAS,
Broadnet France SAS and XTS Network
(Caraibes et Océan Indien).

On completion of these procedures and in
view of observed failures to comply, ART adop-
ted two decisions on 27 June 2002, partially
withdrawing the licences held by Broadnet
France (decision no. 02-507) and Landtel Fran-
ce (decision no. 02-508). This led to modifica-
tions of the licences for the operators concer-
ned. The order modifying the Landtel' licence
was published in the Official Journal on
19 September 2002 and on 17 September 2002
for Broadnet2.

As a result, Broadnet, which had since been
bought by Altitude Telecom, kept the Paris
urban area and Landtel the Paris urban and
Aquitaine areas.

ART did not consider that penalties were jus-
tified in the case of the two procedures initia-
ted against XTS Network Caraibes and XTS Net-
work Océan Indien. ART considered that the
equipment in the 3.5 GHz band was not suffi-

ciently ready in 2000 and 2001 to allow them
to meet their roll-out requirements as of 31
December 2001.

e Verification of operators’ obligations

The conclusions of the first verification sho-
wed that despite the difficulties of the tele-
communications sector, WLL operators had
started roll-out within 18 months of receiving
their licences.

However, the real picture at the beginning of
2002 was quite mixed, as can be seen from the
following figures:

® wireless-local-loop operators had imple-
mented 175 base stations,

® 17 metropolitan areas and an overseas
département covering 18% of the popula-
tion had at least one wireless-local-loop
operator,

® a WLL offer is available in some 30 large
urban areas with more than 50 000 inhabi-
tants,

® approximately 1000 professional custo-
mers currently use wireless local loop.

Number of regions Number of regions
26 GHz band where operator had a presence covered by the licence
on 31 december 2001
Firstmark 13 22
Squadran 10 22
Altitude 2 2
Belgacom 7 9
Broadnet 1 15
Landtel 1 7

| Ordre dated 10 September 2002, modifying the order dated 4 August 2000 authorising Landtel France SAS to
establish and operate a public telecommunications network and provide public telephony service. OJ dated

19 September 2002 p. 15422.

2 Order dated 29 August 2002, modifying the order dated 4 August 2000 authorising Broadnet France SAS to
establish and operate a public telecommunications network and provide public telephony service. OJ dated

|7 September 2002 p. 1 5304.
3 Seeglossary.
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® Public consultation on frequency

allocation

Following partial withdrawals and market

quencies at ART's disposition, particularly in

the WLL bands i.e. 3.5 GHz and 26 GHz. This
consultation also covered the 28 GHz and 32

consolidation, ART launched a public consul-

tation in November 2002 to gather the opi-
nions of all the players concerned on the issues

below:

linked to the use and allocation of the fre-

Metropolitan France

GHz frequency bands.

3,5 GHz band (on 31 december 2002)

3465-3480 MHz and 3565-3580 Mhz

The available frequencies are summarised

3480-3495 MHz and 3580-3595 MHz

(2*15MHz) lowed & upper band lowed &t upper band
FirstMark Communications France Available
Overseas departements| 3410-3452 MHz and 3510-3552 MHz | 3452-3494 MHz and 3552-3594 MHz
(2*42 MHz) lowed €t upper band lowed &t upper band
Guadeloupe XTS Network Caraibes Available
Guyane XTS Network Caraibes Available
Martinique XTS Network Caraibes Available
Réunion XTS Network Océan Indien Cegetel La Réunion
26 GHz band (on 31 december 2002)
26 GHz band 24549-24661 and 24661-24773 and | 24773-24885and | 24885-24997 and
(2-112 MHZ) 25557-25669 MHz | 25669-25781 MHz | 25781-25893 MHz | 25893-26005 MHz
Alsace . . ° FirstMark
Aquitaine ° ° Landtel France FirstMark
Auvergne ° ° o FirstMark
Basse-Normandie ° Altitude Telecom o FirstMark
Bourgogne FirstMark . . .
Centre ° ° o FirstMark
Champagne-Ardenne ° ° o FirstMark
Corse ° ° o FirstMark
Franche-Comté FirstMark ° o °
Haute-Normandie ° Altitude Telecom o FirstMark
lle-de-France ° Broadnet France Landtel France FirstMark
Languedoc-Roussillon ° ° o FirstMark
Limousin ° ° o FirstMark
Lorraine ° ° ° FirstMark
Midi-Pyrénées ° o o FirstMark
Nord-Pas-de-Calais ° ° o FirstMark
Pays de la Loire ° ° o FirstMark
Picardie ° ° o FirstMark
Poitou-Charentes ° ° o FirstMark
Provence-Alpes .
Cote d'Azur ° ° o FirstMark
Rhone-Alpes ° ° o FirstMark

® Available frequencies
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The public consultation in November 2002
sought to determine the players' requirements
for these bands and define the technical
organisation required to take into account the
available resources and the players' require-
ments to allow preparation of frequency allo-
cation terms and conditions.

The summary of this consultation was publi-
shed in March 2003. It showed in particular
that resources in the 3.5 GHz band were not
sufficiently scarce to justify a call for applica-
tions for the available frequencies.

The second ART verification of roll-out obli-
gations as provided for in operators' WLL
licences is planned for 30 June 2003. It will
allow ART to reassess technical roll-out and
commercial development for this alternative
broadband deployment technology. In spite of
the difficulties encountered by the players, ART
is convinced that this technology will allow
development of alternative offers for small and
medium businesses.

c. WLAN or WiFi?

Wireless local area networks (WLAN)2 can
provide point-to-point and point-to- multi-
point access services allowing broadband wire-
less communication between users. These
networks are made up of micro-cells allowing
broadband Internet access, in particular, to be
provided in highly frequented public areas (hot
spots) e.g. railway stations, airports, hotels etc.
They can also be used to connect isolated areas.
The bit rates vary depending on the WLAN
technologies used and can reach several tens
of mbps between users in the same micro cell.

Currently, the conditions for using this tech-
nology are completely open, which should
enable fast development of this access mode
for itinerant users.

® ART actions to relax the requlatory frame-
work for wireless LAN (WLAN) installations
in the 2.4 GHz and 5 GHz bands:

Situation up until 2002:

One of the characteristics of the 2.4 GHz and
5 GHz frequency bands is that they are not spe-
cifically allocated to a particular user and as
such cannot be subject to licence fees. They are
used by a wide variety of services including
industrial, scientific and medical applications,
low-range and low-power radio devices, ama-
teur radio, radio direction finding, earth explo-
ration services by satellite etc.

¢ The 2.4 GHz frequency bands

The use of these frequencies was authorised
for local private networks in 2001, at the
same time as the bluetooth standard was
finalised. The technical conditions for the use
of these frequencies, which resulted from an
agreement between the Defence Ministry
and ART on 11 January 2001, were very res-
trictive, greatly limiting possibilities for
outdoor use.

¢ The 5 GHz frequency bands

The frequencies in the 5150 MHz to 5350
MHz bands are authorised for indoor use
with a maximum power of 200 mW and
forbidden for outdoor use. To guard against
interference with national defence equip-
ment, dynamic frequency selection (DFS)
and transmitted power control (TPC) mecha-
nisms have been introduced. The 5470 MHz
to 5725 MHz band is not open in France.

I Areportis available on ART's website (http://www.art-telecom.fr) in the "Special Report" section.
2 Bluetooth,Home REWi Fi (IEEE 802.1 I b standard),Hiperlan 2, ...
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European provisions

2.4 GHz 5GHz

CEPT recommendation CEPT/ERC/DEC/(01)07 ERC/DEC/(99)23
Harmonised ETSI standard EN 300 328-2 Draft (for EN 301 893)
EC recommendation 20 March 2003

® Public WLAN consultation

In 2001, the sector showed considerable
interest in this technology following appea-
rance on the US market of relatively low cost,
easy to develop products using the IEEE stan-
dard and in particular 802.11b. In December
2001, ART also launched a consultation to stu-
dy questions raised by the opening of public
telecommunications services in the 2.4 GHz
and 5 GHz frequency bands. This consultation
was well received with 74 replies sent to ART.

ART published a summary of the contribu-
tions on 4 April 2002. This allowed the state of
the art to be evaluated from a manufacturing
point of view as well as identifying the requi-
rements and possible uses so that the suitabi-
lity of the regulatory framework in this area
could be assessed.

The contributions allowed identification of
expectations in a certain number of areas:

® a widely shared interest in offering broad-
band Internet access in highly frequented
public areas (hot spots) e.g. railway stations,
airports, hotels etc.

e 3 fairly general demand for more flexible
conditions for exterior use of this technolo-
gy and for raising the transmitted power
limits currently in force,

e requests for authorisation to use WLAN
technology as infrastructure in isolated
areas,

® the need to maintain the integrity of the
numerous independent licensed networks
developing WLAN services in these frequen-
cy bands,

® warnings about the possibility of distor-
tion of competition with existing networks
or future UMTS networks.

It appeared essential to modify the regula-
tion so that the potential of this technology as
a driver for broadband Internet access could
be explored along with the impetus that it
could give to local loop traffic. As soon as this
summary was published, ART initiated a requ-
latory and technical study with a view to pro-
viding more flexibility for WLAN networks
within the current legislative framework.

A two-fold requlatory mechanism

As a result, ART established a two-fold requ-
latory mechanism:

o first, a series of decisions allowing the
connection of WLAN access points without
authorisation (i.e. without an operator's
licence) to a public network licensed to pro-
vide public services and defining the tech-
nical conditions for use,

e secondly, guidelines setting out the condi-
tions for licensing wireless public network
trials or for establishing networks for the ins-
tallation of WLAN access points in public
areas.
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e WLAN decisions in the 2.4 GHz and 5 GHz
frequency bands

On 13 June 2002, ART presented several draft
decisions to the Radiocommunications Consul-
tative Committee. There were two decisions’
for each frequency band (2400-2483.5 MHz
and 5150-5350 MHz): one defining the condi-
tions for using the frequencies and the other
defining the allocation conditions.

These decisions allow the provision of public
WLAN services in public passageways or hot
spots by authorising unrestricted installation
of access points.

In addition to extending the service offer to
publicservices, this change in requlation eases
the technical conditions for using this equip-
ment. The easing of restrictions by the Minis-
try of Defence (which will regularly update the
list) in a certain number of départements?
brings the conditions in France close to the
conditions currently prevailing in Europe. The-
se decisions ease the technical conditions for
private use of this technology.

Given that these decisions modify the condi-
tions for marketing terminal equipment, they
had to be submitted to the CCR members for
comment and then to the European Commis-
sion and the member States for opinion. This
process takes three months. Accordingly, ART
notified Brussels of the WLAN decisions in the
2.4 GHz and 5 GHz frequency bands on 16 July
2002 and received the European Commission's
comments on 15 October 2002. The main
request from the Commission was to ease
conditions of use for the 5 GHz band.

ART adopted the final texts, which took the-
se remarks into account, on 31 October 2002
for the 2.4 GHz band and on 3 December for
the 5 GHz band.

ART submitted the two draft projects concer-
ning conditions of use to the Telecommunica-
tions Minister for approval i.e. draft decision
no.02-1008 and draft decision no.02-1092. A
ministerial order dated 23 September 2002
approved decision no. 02-1008.

¢ Guidelines for establishing trial conditions
for public networks:

Over the summer, ART prepared guidelines for
trials of public networks, notably in the 2.4 GHz
frequency band. The objective of these trials
was to test the technology under live condi-
tions and to evaluate its capacity to improve
broadband Internet access in areas that are
poorly served by existing networks.

The guidelines also allow new players to enter
the "hotspot" market by allowing them to
obtain a trial network operator licence for the
establishment of public networks and install
clusters of WLAN access points using the 2.4
GHz and 5 GHz frequency bands.

On 3 October 2002, ART presented the draft
guidelines for trial public networks using
WLAN technology to the CCR. They were sub-
sequently adopted on 7 November 2002 by
ART.

The trials can be conducted after a licence
based on L.33-1 of the Posts and Telecommu-
nications Code has been granted (free of char-

I -ART decision no 02-1008 dated 3 | October 2002 setting the conditions of use for radio installations in the 2400-2483.5 MHz band.
-Decision no.02- 1009 dated 3| October 2002 allocating frequencies to radio installations in the 2400-2483.5 MHz band.
-ART decision no.02-1091 dated 3 December 2002 allocating frequencies for radio equipment in the 5150-5350 MHz band
-ART decision no.02-1092 dated 3 December 2002 defining the conditions of use for high performance radio equipment
in the 5150-5350 MHz band.

2 Seeglossary.
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ge). This licence is valid for a maximum of 18
months.

The resulting networks can use indoor and out-
door power levels of 100 mW over the entire
band provided that prior special permission has
been obtained from the Defence Ministry. In
addition, there is the possibility of establishing
fixed point-to-point links for these networks
in the 2.4 GHz band provided that the power?
limits are respected or requesting frequency
allocations in other ad hoc bands.

ART also indicated that the frequencies are
allocated without any guarantee of protection
and on condition that they do not interfere
with Defence Ministry equipment.

| EIRP:equivalent isotropically radiated power

ART examined the first requests for trial
licences in accordance with the guidelines in
December 2002. As an example, a favourable
recommendation was sent to the Minister res-
ponsible for Industry for the following cases:

® 2 2.4 GHz network developed by a geogra-
phically isolated user group giving them
broadband access via WiFi and satellite,

® another concerning a company wishing to
deploy networks in public places for the
connection of WLAN access points in com-
pliance with the conditions set out in the ART
decisions.
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The requlatory framework for 2.4 GHz WLANs

[ Private use j

[ Public service offerings j

No licence necessary |

. [
e.g : Compan - - - -
nftwmk,p Y | Direct access point connection | Network for connecting
private use to an existing public network WLAN access points
e.g : Cybercafé, shared access L
e Y

| Experimental licence (free) |

e Technical condition
attached to decisions
(vary according to
département)

¢ Technical condition
attached to decisions*
(vary according to
département)

¢ Derogated technical
conditions*
(same for all départements)

o Evaluated on a case by case
basis by the Ministry of Defence
4

e.g : Installation in an
office complex

e.g :local development project

*Equivalent isotropically radiated power (EIRP): 100 mW indoor and outdoor

The regulatory framework for 5 GHz WLANs

[ Public service offerings j

[ Private use j
[

l/ Direct access point connection
to an existing public network

Network for connecting
WLAN access points

)( )

o

i

e N
No licence necessary | | Experimental licence (free) |
e Technical condition e Technical condition attached to decisions*
attached to decisions*
e.g : Company network, e.g : Installation in an office complex
private use
e.g : Cybercafé, shared access
\_ /

*5150-5350 MHz band EIRP < 200mW no outdoor use
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3. Mobile Internet

The introduction of mobility is a new step in
the technological evolution of Internet access
methods. Although itisstill in its infancy in
Europe, it promises very high growth in the
years to come. The market has significant
potential given that there were 37 million
mobile network subscribers at the end of 2001.

WAP was introduced in the year 2000 in Fran-
ce and was the first communication protocol
allowing Internet access on mobile networks
via a compatible terminal. This first attempt
was a failure both technically (because of the
low bit rates) and commercially.

GPRS technology, which still uses traditional
GSM networks, is a packet mode data trans-
mission standard that significantly increases
available bit rates. Introduced gradually by the
operatorssince the end of 2001, GPRS provides
faster access to mobile Internet (several tens
of kbps) and is billed on the basis of transmit-
ted data volumes using a special portable
phone.

The UMTS standard should progressively
replace GSM. When these new mobile or so-
called third-generation networks become avai-
lable, it will be possible to access the Internet
with bit rates of several hundred kbps.

C. Unbundling
1. Definitions and market

Local loop unbundling, or unbundled local
network access , allows new operators to use

the incumbent's local copper pair network to
connect subscribers directly.

a. There are two ways of implementing
unbundling in France:

¢ The end user is no longer connected to the
France Telecom network but to the alterna-
tive operator's network. Hence, no subscrip-
tion is payable to France Telecom.

® In shared access or shared local loop, the
upper frequency band of the copper pair is
made available to the alternative operator,
which can use it for ADSL services, for
example. The lower frequency band is used
for telephony and is managed by France
Telecom. Unbundling does not change
anything as far as the telephone service is
concerned: the incumbent continues to pro-
vide the service and charge a subscription.

b. Operators providing unbundled services

An operator must hold a Posts and Telecom-
munications Code L.33-1 licence and sign a
local-loop access agreement with France Tele-
com in order to provide unbundled service.
Nine operators have signed such an agreement,
however in 2002, there was some concentra-
tion in the sector. LD Com took over FirstMark,
Kaptech and 9Telecom, which had all been
active individually in the local loop unbund-
ling market. Four operators out of the nine are
still active in unbundling i.e. Colt, Easynet, LD
Com and Free.
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c. Operator coverage

When the incumbent operator provides
unbundled lines it must also offer co-location
for the operators' unbundling equipment in
the main distribution frame area or close by.
At the end of 2002, 128 co-location rooms had

been built for this purpose in Paris, Lyon and
Marseille as well as in several other cities with
over 100 000 inhabitants. The operators pro-
viding unbundling services plan more wides-
pread roll-out in 2003, extending the service
to other cities, in particular.

Co-location rooms ordered by operators

12 %

10 %

Paris urban area

Lyon urban area

Marseille urban area

Other urban area with
over 100,000 inhabitants

d. Unbundled lines

Full unbundling, which is aimed more at
business customers, started at the end of 2001
and continued throughout 2002. In December
2002, there were approximately 1000 fully
unbundled linesin Paris and the inner suburbs.
Full unbundling allows the operator providing
it to offer data and/or voice services to profes-
sional customers in the coverage area.

At the end of 2002, extremely competitive
broadband Internet offers for consumers based
on shared-access to the local loop appeared on
the market. Within a few weeks, the number of
shared-access lines went from a few dozen trial
lines to around 10 000 lines at the beginning of
February 2003. Shared-access lines are conti-
nuing to grow steadily and shared access itself
has become a market reality.

Number of unbundled lines as of 1 February 2003

12,000

10,000

B

8,000

6,000

4,000

2,000

m Il |

[ o W

S\ i\ S

P
“Q,\m S oS




Internet

Inset: Local loop unbundling background

1999 ART launches preparatory work for unbundling,
notably via wide-ranging public consultation and
establishment of working groups.

july 2000 First trials

12 september 2000 Publication of French decree on unbundling

18 december 2000 Publication of Community rules on unbundling

2001 Orders and construction of first co-location rooms
for unbundling

november 2001 First commercial fully-unbundled lines

november 2002 First commercial shared-access lines

2. Local loop unbundling report for 2002

The local loop unbundling report was crea-
ted on 31 October 2001 to report on nation-
wide progress on local loop access. It is updated
and published twice yearly.

Local loop unbundling news is presented in
the form of data provided by the operators
concerned. It includes the sites and lines deli-
vered by France Telecom over the last two
months. Progress is illustrated by: a map sho-
wing urban areas with unbundling sitesand a
table showing unbundled line deliveries. This
allows evaluation of the local loop unbundling
situation and the impact of events likely to
occur during this period to be analysed i.e. ART
decisions, modifications to the reference offer,
changes in operator company structure etc.

By monitoring the situation in this way in
2002, ART was able to ensure that implemen-
tation of the process was well and truly under
way. All 128 orders for co-location rooms were
delivered and line orders grew sharply (2700
lines ordered by alternative operators).

Analysis of the figures in the report made it
possible to determine the impact of decisive
events such as implementation of the France
Telecom reference offer on 14 June 2002 allo-
wing establishment of dedicated space in the

incumbent's distribution frame rooms. This
solution increased the number of unbundling
sites by 50% in 2002 (nearly all outside the
Paris metropolitan area) and orders are still gro-
wing steadily.

The latest development at the end of 2002
was the start of the pre-production phase for
shared access. The report allows ART to conti-
nue monitoring progress on local loop access
nationwide and also allows spot analyses of the
state of broadband access competition.

D. ART actions

1. Competition in the ADSL market: recom-
mendations to the Competition Authority

The Competition Authority handled several
ADSL related cases requiring an ART recom-
mendation in 2002.

a. Conditions for commercial launch of the
France Telecom offer

® The T-Online decision

The Competition Authority decision 02-MC-
03 dated 27 February 2002 concerning the
T-Online referral related to commercial launch
of France Telecom group ADSL offers.
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The Competition Authority's decision, which
agreed with the analysis in ART's recommen-
dation’, adopted the following measures of
conservation:

e France Telecom was to make an extranet
server available to ISPs containing informa-
tion on the suitability of telephone lines for
ADSL and allowing them to request ADSL
access under the same conditions as Wana-
doo.

® Wanadoo pack sales are to be suspended
in France Telecom commercial outlets pen-
ding implementation of the extranet server.

This decision and the corresponding ART
recommendation are described in more detail
in ART's annual report for 2001.

® The Liberty Surf decision?

The Liberty Surf (Tiscali France) referral, whi-
ch was introduced at the same time as the T-
Online case mentioned above, concerned seve-
ral points relating to the way the ADSL market
was working.

According to Liberty Surf, the Wanadoo pack
tariffs caused a price squeeze due to the level
of the France Telecom tariffs to ISPs for inter-
mediate services needed for marketing com-
petitive offers. These intermediate services
concerned IP/ADSL resale and collection offers
to ISPs as well as ADSL CONNECT ATM and local
loop unbundling offers aimed at operators.
Liberty Surf requested that the Competition
Authority order Wanadoo to stop selling its
ADSL offers, as a measure of conservation, until
offers for intermediate services resulting in eli-

mination of the price squeeze effect became
available. The Competition Authority conside-
red that it was possible that the retail price of
the Wanadoo pack was lower than the access
charges payable to France Telecom and that
the other ISPs' offers were not profitable given
the level of payment due to France Telecom for
IP/ADSL.

Nevertheless, the Competition Authority fol-
lowed ART's recommendation3 and dismissed
the Liberty Surf request for measures of
conservation, the reason being that the request
was made at a time when IP/ADSL tariffs were
about to change due to the ongoing tariff
approval process and that these changes would
satisfy Liberty Surf. ART had in fact made a
favourable recommendation on 18 July 20024
on significant IP/ADSL tariff reductions that
would allow ISPs to supply ADSL packs under
satisfactory economic conditions.

The ISP asked for the same commercial terms
and conditions as those provided by France
Telecom to Wanadoo (customer line suitabili-
ty checks and ADSL access ordering). As a result,
Liberty Surf requested the same measures of
conservation as T-Online with, in particular, the
establishment of an extranet server. The Com-
petition Authority rejected this request for
which it had already given a response in the
case of the T-Online referral.

Liberty Surf criticised the use by France Tele-
com of data and information from its fixed-
telephony activity to promote Internet services
and requested that the Competition Authori-
ty order cessation of this practice as a measu-
re of conservation. The Competition Authority
considered that in substance, such practices

I Recommendation 02-35 dated 09/01/02 ; OJ dated 29/04/02.

2 Competition Authority decision no.02-D-38 dated |9 June 2002 relating to a referral and request for measures of
conservation by Liberty Surf, BOCCRF dated 30/09/2002 no.|4.

3 Decision O1-1112; 16/11/01 ruling on the Liberty Surf , France Télécom dispute on conditions for selecting

customer modems in the context of the IP/ADSL access contract.

4 Recommendation 02-594 dated 18/07/02 ;O) 20/10/02.
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could be contrary to the provisions of compe-
tition law, if use of data possessed by France
Telecom as local-loop operator and used by the
commercial outlets to market Interternet
services supplied by Wanadoo were to give its
subsidiary a competitive advantage over its
rivals. However, the Competition Authority did
not grant the application for measures of
conservation made by Liberty Surf, conside-
ring that its application did not contain suffi-
cient weight of evidence.

Finally, Liberty Surf also criticised France
Telecom for promoting its ADSL offers on the
envelopes used for sending fixed-telephony
bills to subscribers and asked the Competi-
tion Authority to order cessation of this
practice as a measure of conservation. The
Competition Authority considered that the
fact that France Telecom used envelopes to
promote broadband telecommunications
services without mentioning services provi-
ded by its subsidiary Wanadoo, could not be
considered as being contrary to competition
law given that the customer can freely choo-
se his ISP. Hence, it declared that the content
of the Liberty Surf application was not
acceptable.

b. The modem market (Olitec decision?)

Olitec manufactures Internet connection
equipment and in particular, supplies access
modems for broadband Internet. At the time
of the events in question, France Telecom esta-
blished reference lists of all modem brands suc-
cessfully tested for technical compatibility with
its installed DSLAM equipment.

Olitec applied to the Competition Authority
concerning the conditions under which Fran-
ce Telecom established the reference lists,

considering them to be non-transparent and
not impartial.

In particular, Olitec criticised France Telecom
for:

® having refused to list its modems and not
giving Olitec access to the information
necessary to successfully pass the tests,

® refusing to provide a Netissimo access to cus-
tomers with an Olitec modem and disparaging
these modems as concerns distributors.

ART gave a precise account of the context in
its recommendation to the Competition
Authority. At that time, ART had been called
on to settle a claim brought by Liberty Surf on
the same subject and had issued a ruling in a
decision dated 16 November 20012. In its deci-
sion, ART considered that ADSL technology was
still new and that given that it was not com-
pletely standardised, it would be premature to
impose the publication of technical interface
specifications on France Telecom guaranteeing
that all compliant manufacturers' modems
would interwork with the DSLAM and the net-
work. However, it instructed France Telecom to
establish a mechanism whereby ISPs could
have modems of their choice listed, in coope-
ration with the manufacturers concerned and
in an independent laboratory of their own
choosing, based on a stable, transparent and
impartial test procedure.

In this particular case, and in view of the ele-
ments provided by Olitec on the conditions
under which it had sought listing of its
modems, the Competition Authority conside-
red that the facts denounced by Olitec could
not be considered sufficient proof of anti-com-
petitive practices. As a result, the application
was disposed as to its content, likewise the
request for measures of conservation.

| Competition authority decision n® 02-D-40 dated 25 June 2002 concerning the Olitec referral and request for

protective measures ,BOCCRF dated 30/06/2002 n°14

2 Decision 0l-1112 dated 16/11/01 ruling on the Liberty Surf, France Telecom dispute over conditions for

selecting customer modems in the context of the IP/ADSL access contract.
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Concerning this matter and following on
from the dispute decision mentioned above,
ART took the initiative in July 2002 of setting
up a multilateral working group bringing toge-
ther modem and DSLAM manufacturers, net-
work operators and ISPs to review application
of the decision.

Coordination of the group was entrusted to
the digital communications forum (FCN). In
2002, its work essentially concerned the pro-
cedures for communicating product changes
between DSLAM and modem manufacturers
to guarantee interoperability This work led to
creation of a label that would ensure inter-
working between a modem and the operators
DSL networks for a certain period of time.

This label, which will be provided under the
control of the FCN, should be available in 2003.
The main difficulties lie in definition of the
commitments and obligations incumbent on
the parties to comply with the principles of the
label.

ART supports this approach initiated by the
players and encouraged them to standardise
ADSL line interfaces. This would allow ADSL
network termination points to be fully defined
and the technical specifications to be publi-
shed.

2. Improvement of certain technical and tariff
conditions for unbundling: The LD Com/Fran-
ce Telecom dispute’

On 28 March 2002, ART ruled on a dispute
between LD Com and France Telecom that had
been brought before it on 4 January 2002. This
decision, which had a significantimpact on the
market, removed certain ADSL market entry
barriers for France Telecom's competitors and
gave them greater visibility.

The claim concerned four separate aspects of
unbundling:

e the principles governing implementation
by France Telecom of the splitters (required
for separating voice and data frequencies)
and internal tie cables and the correspon-
ding tariff mechanism,

® a France Telecom guarantee of unbundled
line restore time (GTR) of 4 hours, 24 hoursa
day and 7 days a week,

e the possibility for LD Com to select the
entry chamber in France Telecom sites,

e reduction in service access charges for
unbundled lines.

ART considered that on the first point, which
is essential for the development of residential
broadband Internet access, France Telecom
should propose a frequency splitting filter. ART
set the tariff for this service at a maximum of
2.25 euros/month per access for 2002. These
measures put operatorsin an equivalent situa-
tion to France Telecom as far as the splitters are
concerned, reduce entry costs and provide bet-
ter visibility for cost forecasts. However, the
tariff conditions for the internal tie cables had
not been previously discussed by the parties
and ART rejected the request pursuant to the
provisions of article L.36-8 of the Posts and
Telecommunications Code.

On the second point, ART considered that
France Telecom should propose a guaranteed
restore time of four hours, 24 hours a day and
7 days a week for a monthly tariff not excee-
ding 20 euros per month and accompanied by
penalty incentives. This service was required to
allow LD Com to market professional services
on unbundled lines with quality of service
conditions comparable to those of France
Telecom.

| Decision 02-278 dated 28 March 2002, OJ dated 09/06/2002
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On the third point, ART requested France Tele-
com to allow LD Com to choose the entry
chamber in itssites. ART rejected the fourth LD
Com request on the grounds of insufficient jus-
tification.

3. ART modifies the France Telecom reference
offer

On 16 April 2002, ART ordered France Tele-
com to modify the tariff and operational
conditions for its unbundling reference offer
as requested the previous autumn. The ART
improvements were aimed at extending
unbundling development beyond professional
customers in several large cities. These impro-
ved essential tariff and operational conditions
for unbundling came into force on 2 May 2002.

For the tariffs, ART decided to:

e [ower the access tariff for full unbundling
from 14.5 to 10.5 euros (-28%),

® set a maximum of 2.9 euros per access for
the monthly subscription in the case of sha-
red access (splitter included),

¢ reduce installation costs from 107.9 euros
to 78.7 euros (-27%),

® impose a monthly subscription for the
internal tie cables, at tariff levels defined as
ameasure of conservation pending the out-
come of an ART investigation. Until now,
internal tie cables had been charged on the
basis of one-off payment based on a France
Telecom quote.

ART's decision on the operational conditions
marked progress in co-location conditions for
operators on France Telecom sites as well asin
ordering and delivery conditions for unbund-
led pairs.

The co-location part of the decision obliges
France Telecom to provide space in its own
equipment rooms when available for all sites
where separate co-location space has not yet
been the subject of a firm order from the ope-

rators. This solution provides a significant entry
cost reduction compared to the previous solu-
tion which required new equipment rooms to
be built specifically for the operators. The deci-
sion includes practical measures to ensure that
the solution is both simple and cost- effective.
They include in particular, the possibility for
operators to have permanent, unaccompanied
access to their co-located equipment for main-
tenance purposes without prior appointment.
The decision also covers the lead times for ope-
rators to find out whether space is available
and take delivery of it once the necessary work
has been carried out, where applicable.

For ordering and delivery of unbundled pairs,
the decision makes a point of specifying the
conditions for ensuring that the principle of
impartiality between the incumbent and the
other operators is upheld. It obliges France Tele-
com to determine and publish the average lead
times for processing orders and to ensure that
the operators do not have to bear costs that
cannot be correctly identified and forecast
during the initial phase of unbundling.

4. Reduction in France Telecom pricing for the
options 3 and option 5 offers: Tariff recom-
mendations

ART issued two particularly important tariff
recommendations concerning broadband
Internet access:

e an unfavourable recommendation no.
02-346 on 30 April 2002,

3 favourable recommendation no. 02-594
on 18 July 2002.

In the recommendation dated 30 April, ART
asked France Telecom to prepare new propo-
sals which would meet the requirements for
consistency between the "option 5" offer for
Internet service providers and the "option 3"
offer for operators to ensure effective compe-
tition in the various segments of the ADSL
market.
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The ensuing discussions between France Tele-

com and ART resulted in new tariff proposals
for IPJADSL and "option 3" offers.
ART examined the proposals to ensure that the
principles of consistency as defined in its
recommendation dated 30 April were upheld.
In particular, it examined the effect that the
new proposals would have on the conditions
under which ISPs and operators could operate
in the market.

a. Significant tariff reductions of 25% to 40%
for all players

e For option 5

ART issued a favourable recommendation on
the new France Telecom proposals on 18 July.
Option 5, which is aimed at Internet service
providers, fell by an average of 25%. In addi-
tion, there will be a larger range of bit rates up
to 1024 kbps for ISPs and, as a result, their cus-
tomers.

e For option 3

Option 3, which isaimed at the operators, fell
by 40% on average. In addition, the operators
will be able to offer the ISPs a differentiated
range of bit rates comparable with France Tele-
com's IPJADSL offer, thereby allowing them to
compete with each of the incumbent's new
IP/ADSL offers.

e A new so-called "differentiated"” option 3
In addition, France Telecom proposed a new
option 3 offer which provides differentiated

bit rates in line with the range offered to the
ISPs. This offer has the following characteris-
tics: the access tariff is the same as the corres-
ponding IP/ADSL access tariff and the bit rate
tariff corresponds to that of the "standard"
option 3 offer. The operators will be able to
choose between the two option 3 offersi.e. the
standard offer for both residential and profes-
sional customers and the so-called "differen-
tiated" offer which allows the operator to com-
pete with any France Telecom retail offer.
® [mplementation on 15 October 2002

The availability of the financial and techni-
cal conditions for "option 3" must allow the
competing operators to offer their services to
the ISPs at the same time as the incumbent
operator to avoid delays which would render
these changes ineffective. In view of the time
required to prepare the offers, ART asked for
the technical and financial conditions to be
ready by 15 September 2002 at the latest so
that offers could be made to the ISPs by 15
October 2002.

b. A mechanism which is now complete and
consistent

These tariffs were approved on 29 August
2002 on condition that they be implemented
on 15 October 2002. Hence, the new measures
led to a very significant improvement in the
situation of Internet service providers in the
ADSL market while at the same time guaran-
teeing viable market entry conditions for the
operators.
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c. Tariffs
* ADSL Line
Existing tariffs !’roposal Change. with re-spect
july 2002 to previous tariffs
128kbps ADSL Line €16 incl. VAT
Ligne ADSL 512 incl VAT incl. VAT ®
(ex-Netissimo 1) € 30incl. €25 incl. -17%
Ligne ADSL 1024 €51 incl. VAT
ADSL pro 1024 €80,13 incl. VAT
(ex-Netissimo 2) €90 excl. VAT or €67 excl. VAT -26%
o Acces IP/ADSL
Existing tariffs Proposed tariffs Change': Ll re.spect
to previous tariffs
IP/ADSL 128 €11.6 excl. VAT
IP/ADSL 512 €21.3 excl. VAT €15.5 excl. VAT -27%
IP/ADSL 1024 €37.1 excl. VAT
IP/ADSL pro 1024 €76.5 excl. VAT €58.2 excl. VAT -24%

Note: France Telecom decided not to market the offer “La ligne ADSL 128"

e Architectural and functional aspects of the
IP/ADSL collect offer

In its recommendation dated 30 April 2002,
ART asked France Telecom to maintain a traf-
fic collection offer for metropolitan France and
the overseas départements?. France Telecom
agreed to this request in the framework of the
current tariff decisions i.e. the IP/ADSL collect
offer is broken down into an offer for metro-
politan France, a specific offer for the overseas
départements and a national collection offer
including traffic routing from the overseas
départements.

The creation of a new offer called "collecte
IP/ADSL Open" which provided end-to-end
traffic routing from the subscriber to the world
wide web, thereby including management of

| Decision 02-347 dated 30/04/02 ;O] dated 19/06/02.
2 See glossary.
3 ART decision no.03-27 dated 9 January 2003.

Internet connectivity via the France Telecom
IP network. In its recommendation dated 30
April, ART considered that this offer, which
combined monopoly services (the actual
collection) with services open to competition
(Internet connectivity) led to a combination
contrary to competition rules given the state
of competition in the collection market.
France Telecom withdrew this offer in the
proposals made on 15 July 2002.

5. “"ADSL Connect ATM”" —-an intermediate
offer: The LD Com/France Telecom dispute?

a. Definition of the "ADSL Connect ATM" offer
ADSL Connect ATM is a broadband ATM

service offer allowing an alternative operator
to market ADSL offers to primarily residential
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customers (the needs of professional customers
are addressed with the Turbo DSL offer).

Technically, it consists of collecting subscri-
bers' Internet traffic from various regional
points on France Telecom's network. It allows
alternative operators to use their own natio-
nal transmission infrastructure to deliver all
traffic to a single national point for the
various ISPs.

This offer also allows alternative operators to
complete their ADSL coverage in areas where
they do not have their own ADSL equipment
(DSLAMs) allowing them to unbundle the local
loop.

b. Changes in the “ADSL Connect ATM" offer
in 2002

At the beginning of 2002, ART observed that
broadband was starting to take off in terms of
the number of lines delivered. However, it also
noticed that there were disparities depending
on which market these technologies were
addressing.

ART noted that there was:
e competition in the professional market
based on the Turbo DSL offer which was
developing rapidly,
e competition in the residential market
based on the ADSL Connect ATM offer that
was developing slowly leaving France Tele-
com with a virtual monopoly.

In view of this less than satisfactory situation
and in the interests of making the competition
more effective in the residential ADSL market,
ART was keen to ask the various market players
to suggest possible ways of proceeding. They
were initially consulted by means of a detailed
questionnaire and then invited to various mee-

tings covering the technical and economic
aspects.

This process concluded with a summary pre-
sented in April 2002. It highlighted the neces-
sary technical and economic changes required
for the offer to be a viable proposition and cal-
led on the parties to set up bilateral negotia-
tions on conditions of implementation. It was
in this context that LD Com applied to ART on
10 July 2002 for a ruling on a dispute with
France Telecom concerning the ADSL Connect
ATM offer.

c¢. The dispute

ART ruled on the dispute, which related to the
tariff, technical and operational conditions of
the ADSL Connect offer,on 9 January 2003. In
its decision, ART defined the conditions that it
considered fair and which would allow alter-
native operators to offer ADSL Internet servi-
ce providers under economic conditions simi-
lar to those offered by France Telecom
internally.

The dispute chiefly concerned the following:
eCollection of Internet traffic

ART confirmed the tariff levels for regional
collection i.e. €23 per month at the central
point for a "generic"? subscriber, and specified
the technical and tariff conditions for collection
at the first cross-connect switch, corresponding
to the main urban areasin a département2. The
tariff in this case was set at €20.5 per "generic"
subscriber per month.

Collection in this case is closer to the end user
allowing more scope for differentiation by the
operators and allowing them also to take
advantage of the broadband networks which

| A'generic" subscriber uses on average 26.3 kbps in ATM mode.

2 Seeglossary.
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they had previously installed for collecting
telephone traffic.

ART also indicated that the option 3 tariffs
for the differentiated version should be setina
similar way to the generic reference offer.

e Broadband connection

Broadband connection allows the France
Telecom and alternative operator networks to
be linked together. When the two parties'
equipment is physically located on the same
site, the connection is generally carried out
using optical jumpers. In addition, this connec-
tion can be the same for the ADSL Connect and
Turbo DSL offers, providing a single connec-
tion for residential and professional offers. This
requires installation of network terminating
equipment (NTU) also.

Hence, ART defined the connection tariff,
based on the use of an NTU, under the follo-
wing conditions: in the case of co-located
equipment and for a shared connection bet-
ween ADSL Connect and Turbo DSL, the servi-
ce access charges are 2 000 euros and the
monthly subscription is 888 euros independent
of the bit rate.

e Other requests

ART also ruled on the definition and/or tariffs
of various services designed to guarantee the
technical viability of the offer, ensure fair treat-
ment with respect to delivery times and provi-
de the necessary consistency, both within and
between offers, for development of the broad-
band Internet market.

6. Cooperation
a. Background

In 2000, ART decided to set up a working
group on unbundling with the objective of
establishing the technical and tariff conditions
that would initially allow access trials on cop-
per pairs to be carried out, followed by com-
mercial implementation.

This group included France Telecom, the
alternative operators and the manufactu-
rers and met from February 2000 to Janua-
ry 2002. At the last meeting, the group's
chairman, M. Alain Bravo, reported on pro-
gressin defining the technical, operational
and tariff specifications for unbundling.
The plenary group chaired by M. Bravo had
completed its activities and the sub-groups
working on the different aspects of
unbundling also ended their meetings. The-
se sub-groups were:

® The "field trial" sub-group

e the "technical specifications" sub-group
e the "operational procedures” sub-group
e the "tariff-setting methods" sub-group.

b. Working group on “unbundled services
ordering and delivery procedures”

ART subsequently favoured a pragmatic
approach by setting up a new multilateral wor-
king group involving France Telecom and the
unbundling operators, which were able to pro-
vide feedback from the field experience at a
time when several hundred lines were fully
unbundled. In effect, this group continued with
the work of the "operational procedures” sub-

group.
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This group concentrated on unbundling
"ordering and delivery procedures”. Its main
objective was to optimise the ordering condi-
tions for copper pairs and to resolve any deli-
very problems as they arose during the deve-
lopment of unbundling. It set up a fruitful
dialogue between the operators aware of the
fact that operational problems could persist
during sensitive operations such as unbund-
ling. This group was responsible for a number of
advances in 2002, including implementation
of a test procedure for shared access to check
whether the unbundled line operated correct-
ly on delivery and acceptance of improvements
to the server for verifying unbundling eligibi-
lity (indicating whether a telephone line can
be unbundled or not).

c. Expert Committee for the introduction of
new local-loop techniques

On 19 September 2002, ART decided to set
up an expert committee for the introduction
of new techniques in the local loop chaired by
Madame Catherine Mancini. It brings together
France Telecom, the operators and the manu-
facturers. Its mission is to make recommenda-
tions on technical questions relating to the
introduction of new technologies in the local
loop and particularly on the possible changes
to be made to the management plan for the
local loop spectrum.

It can be called upon by ART to make recom-
mendations on any question relating to new
existing technologies for the local loop. This
was the case at the end of 2002 concerning
authorised techniques for the local sub-loop
recently planned for the France Telecom
unbundling reference offer. The committee
continues to work on this subject in 2003.

E. ADSL consumer price changes

At the beginning of 2002, there were few
ADSL offers on the market apart from the
France Telecom offer. Some operators were
reselling flat-rate packages with 512 Kbps
downstream and 128 kbps upstream based on
the France Telecom option 5 offer (collection
and transport of DSL traffic for ISPs). The tariffs
were not far apart at around 45 euros (incl. VAT)
per month, with the operators differentiating
themselves by offering special, more or less
limited, deals. The service access charges,
normally billed between 49 euros and 99.95
euros incl. VAT, were sometimes reduced or
even waived for a limited time. To attract
customers, modems were either free or
discounted. Reduced subscription costs were
also proposed during the initial months of the
subscription.

Following the ART decisions in April2 and July
20023, the incumbent operator introduced
more attractive tariff conditions allowing com-
peting operators to differentiate their offer.
From October 2002, operators were able to
propose option 5 ADSL offers that were
economically viable and more attractive to
residential customers. The first offers based on
full unbundling or shared access to the France
Telecom copper pair (option 1) were also
launched. Packages offering 1024 kbps downs-
tream and 128 kbps upstream appeared
alongside the existing 512 kbps offers, as did
the medium speed 128 kbps offers.

The increase in the number of offers brought
down prices with the 512 kbps access dropping
from 39.95 euros/month at the end of Sep-
tember to 29.99 euros/month on 1 October
2002. The service access charges were waived

I ART decision no.02-752 dated |9 September 2002 concerning the establishment of an expert committee on the

introduction of new techniques in the local loop.

2 Decisions 02-323 and 02-346 dated |6 and 30 April 2002 respectively, O] dated |15/05/2002 and 19/06/2002.
3 Decision 02-594 dated 18 July 2002, O] dated 20/10/2002.
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and the modem was loaned free of charge for
the duration of the subscription and recove-
red by the ISP after cancellation. At the end of
2002, the average for the 128 kbps offers was
30 euros/month with 40 euros/month for
the "traditional” 512 kbps packages and 85
euros/month for the 1024 kbps.

In 2003, the first option 3 offers (DSL traffic
carried by an alternative operator) should
become available, indicating the existence of
competition for France Telecom in the data
transport sector.
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Intermediate
markets

L. The market

A. Interconnection

1. Fixed operator interconnection

Change in turnover

Euros (million) 2000 2001 2002 Change
Total interconnection services (fixed operators) 2,679 3,304 2910 -11.9%
Incoming international traffic 707 798 730 -8.500

Change in volumes

Millions of minutes 2000 2001 2002 Change
Total interconnection services (fixed operators) 44,255 60,096 72,383 +20.5%
Incoming international traffic 5225 5817 5933 +2%

In 2002, local-interconnect prices dropped  the effect of significant tariff reductions on
by 6%, regional prices by 16% and national  turnover. France Telecom accounts for most
prices by 23.5%. The sharp increase in volumes  fixed-operator interconnection.

(+20.5%) was not sufficient to compensate for

2. Mobile operator interconnection

Change in turnover

Euros (million) 2000 2001 2002 Change
Total interconnection services (mobile perators) 3,148 3,484 3,338 -4.2%
Incoming international traffic 179 302 315 +4.3%
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Change in volumes

Millions of minutes 2000 2001 2002 Change
Total interconnection services (mobile perators) 16,836 21,288 24,279 +14.1%
Incoming international traffic 1,062 1,592 1,607 +0.9%

The mobile-operator interconnection mar-
ket is a significant source of revenue for mobi-
le operators which terminate calls to their
customers originating on the fixed network. In

3. Internet access traffic interconnection

2002, the market was worth 3.3 billion euros,
down substantially on 2001. This trend is due
essentially to the continuing reduction in call
termination charges.

Change in turnover

Euros (million) ‘ 2000 ‘ 2001 ‘ 2002 ‘ Change

Interconnection ‘ 14 ‘ 352 ‘ 233 ‘ -33.8%
Change in volumes

Millions of minutes ‘ 2000 ‘ 2001 ‘ 2002 ‘ Change

Interconnection ‘ 7,864 ‘ 39,363 ‘ 43,830 ‘ +11.4%

Internet flat-rate interconnection (IFl) allows
Internet service providers (ISPs) to reduce their
interconnection charges significantly. Hence,
the Internet interconnection market turnover

4. Total interconnection services

has fallen by 30%, despite a considerable
increase in Internet traffic on the switched net-
work.

Change in turnover

Euros (million) 1999 2000 2001 2002 Change

Total Interconnection services 4,436 5941 7,140 6,481 -9.2%

Incoming international traffic 655 886 1,100 1,045 -5%
Change in volumes

Millions of minutes 1999 2000 2001 2002 Evolution

Total interconnection services 48,646 68,955 120,747 140,492 +16.4%

Incoming international traffic 5,266 6,287 7,408 7,541 +1.8%
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B. Leased lines and data transport

Leased line market (WLL, DSL, optical fibre)

Euros (million) 1999 2000 2001 2002 Evolution
Leased line revenues 1,469 2,01 2,883 2,433 -15.6%
Units 31/12/99 | 31/12/00 | 31/12/01 | 31/12/02 | Evolution
Leased line installed base 321,837 357,916 | 399,919 361,951 -9.5%
Euros (million) 1999 2000 2001 2002 Evolution
Data transport revenues 404 530 1,01 1,150 13.7%
Fixed operators n.a. n.a. n.a. 482 -
Mobile operators na. n.a. n.a. 668 -

Leased lines are one of the basic building
blocks of the telecommunications market. They
can be offered as an end-user service or as an
intermediate service to operators for connec-
ting customers to their own network.

II. ART actions

A. Approval of the standard interconnection
offer

On 12 February 2002, ART adopted a decision!
to add medium-capacity leased lines (64kbps
to 2 mbps) to France Telecom's standard inter-
connection offer. The new offer allows opera-
tors to cover the whole of France from 123
interconnection points and provides improved
financial conditions. There is a 10%- 20%
reduction in the wholesale leased line offer for
alternative operators compared to the retail
price offer (Transfix).

ART's objective when making this decision
was to stimulate the development of competi-
tion. Operators competing with France Tele-
com can now connect customer sites beyond
the reach of their network using the France
Telecom nationwide interconnection service.

They can connect large companies directly to
their network and offer voice, broadband
Internet and data transport services as well as
being able to connect two distant company
sites together via leased lines, etc.

The addition of this offer to the standard
interconnection offer is a major step forward
since until now, alternative operators were
obliged to purchase leased lines at discounted
retail prices. This was virtually the same price
that businesses paid and ruled out the possi-
bility of being able to provide a competitive
offer.

Itis important that the technical conditions
attached to the new offer are attractive and
continue to be so. In particular it needs to be
integrated as well as possible into the existing
architecture for voice interconnection and
should have satisfactory quality-of-service
conditions. The offer approved by ART made a
point of responding to expectationsin thisarea
by proposing delivery-lead-time and guaran-
teed-restore-time conditions similar to the
commercial Transfix offer. It also allows re-use
of certain transmission investments for inter-
connecting voice traffic.

| Decision 02-146 dated |2 February 2002, OJ dated 28/03/2002.
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As regards the tariff conditions, the opera-
tors currently using commercial France Tele-
com offers will be able to migrate link by link to
the interconnection offer, should they so wish.
Whether the interconnection offer is worthw-
hile or not will depend on a number of factors
and in particular, the size, the spread in length
and bit rate and the geographical location of
the existing links. However, specific operator
cases aside, it would appear that the intercon-
nection offer is a significant step forward com-
pared to the existing commercial offer.

B. The MFS Communications France Tele-
com dispute!

In August 2001, ART was called upon to rule
on a dispute between MFS Communications
(marketing its services under the WorldCom
brand) and France Telecom.

MFS Communications considered that short-
distance lines (up to 50 km) with bit rates bet-
ween 64 kbps and 155 mbps leased by France
Telecom to public network operators for the
purposes of connecting customers to their net-
work, should be considered as being an inter-
connection service. They argued that the tariffs
should be based on the relevant interconnec-
tion costs and in particular on the incumbent
operator's long-run average incremental costs
(LRIC).

Given that during the procedure, France Tele-
com had proposed to incorporate certain line
categories into its standard interconnection
offer for 2002 (see above), ART's decision, dated
12 February, mainly concerned the unresolved
issuesand in particular:

® high-capacity interconnection links (34 to
155 mbps) for which France Telecom is to
make a proposal to MFS Communications
with a view to signing a contract by the end

of 2002 unless France Telecom allows MFS
Communications to install fibre optic cable
inits empty ducts,

® 64 kbps to 2 mbps links for which an agree-
ment, based on the provisions of the new
standard interconnection offer, should also
be finalised between MFS Communications
and France Telecom before 30 September
2002,

e establishment of a temporary tariff pen-
ding migration of all existing MFS Commu-
nications leased lines (64 kbps to 34 mbps)
to the new interconnection offer.

® migration of the existing MFS Communi-
cations leased line architecture to the new
offer free of charge except for new lines,
® improved optional quality of service condi-
tions compared to those in the standard
interconnection offer. The quality must not
be less than that offered by France Telecom
toitsend customers to comply with the prin-
ciple of impartiality.

C. Standard interconnection offer

On 28 November, ART approved the leased
line interconnection offer for 2003. This
service had already been included in the 2002
catalogue and therefore the changes mainly
concerned the tariffs.

1. Partial leased lines

Accordingly, there was an overall reduction
in prices for partial leased lines allowing alter-
native operators to offer short distance,
medium to high capacity access links to their
professional customers nationwide at prices
competitive with France Telecom. The month-
ly tariff reduction was between 8% and 10%
depending on the bit rate. It was 11% on ave-
rage for the service access charge.

| Decision 02-147 dated 12 February 2002, O] dated 28/03/2002.
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The 2003 tariffs for options giving operators
improved service quality in terms of restore

time, maximum outage time and delivery lead-
time were the same as the 2002 tariffs.

Changes in service access charges (SAC)

Breakdown SAC 2002 SAC 2002 Reduction
by bitrate euro euro 2002 and 2003
64 kbps 53 % 619.9 552.9 -11 %
128 kbps 10 % 802.9 55749 -31%
256 kbps 9% 802.9 651.8 -19%
512 kbps 4% 802.9 651.8 -19%
1024 kbps 4% 802.9 651.8 -19%
1920 kbps 5% 802.9 831.8 4%
2048 kbps 159% 1229.1 12145 -1%
Average 100 % 769.8 682.9 -11 9%
2 Tie lines The changes in annual 155 mbps tie-line costs

Tie lines allow alternative operators to
connect to a France Telecom cross-connect
switch from which they can connect end users
via leased lines. France Telecom has two tie line
offers, one at 2 mbps and the other at 155
mbps.

Asin 2002, France Telecom applies the point
of interconnect (POI) link tariff conditions to
2 mbps tie lines i.e. tariff reductions (see chap-
ter 1, 1I-A).

France Telecom changed the tariff structure
for 155 mbps tie lines by dividing the country
up into two zones as for retail leased lines at
the same bit rate i.e. populated and sparsely
populated areas. The fixed-service access
charges remained the same, while the variable
component, which depends on the length of
the link, was reduced as a proportion of the
fixed-component part. The ratio between a
10km and a 1 km 155mbps link was reduced
from 2.91 in 2002 to approximately 1.8 in 2003.
This reduction is consistent with France Tele-
com's 155 mbps retail leased line structure
where this ratio is below 1.5.

(excluding the service access charges) corres-
pond to reductions that vary with distance i.e.
for a 1 km link, the reduction in 2003 is from
0% to 8% compared to 2002 depending on the
zone (B and A respectively) and for 5 km the
reduction varies from 28% to 35%.

D. Tariff recommendations

In 2002, France Telecom submitted several
tariff decisions concerning changes in tariffs
for leased lines and unswitched bandwidth ser-
vices (over 2 mbps) These tariff decisions were
a response to a request for all these services to
be excluded from the approval process in 2000
and two competition surveys on broadband
capacity services, which concluded that there
were differences in the competitive situation
across the country for locally provided services.
At the end 0f 2001, beginning 2002, the situa-
tion was as follows: in the four main urban
areas, (Paris and parts of the inner suburbs,
Lyon, Lille, Marseille), competition was relati-
vely well established. In the following six urban
areas (Toulouse, Nantes, Grenoble, Bordeaux,
Strasbourg and Nice), competition with Fran-
ce Telecom services was still weak. Finally, for
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the rest of the country, competition was non-
existent. In the wake of the conclusions of the
two ART surveys, the France Telecom tariff
decisions for broadband services in 2002
showed that tariffs varied according to area,
being lower in the areas where ART had conclu-
ded that there was competition and higher in
the rest of the country.

This was particularly the case for the decision
concerning changes to the Interlan 2.0 offer
where France Telecom planned to implement
differentiated tariffs, with the 10 urban areas
where competition was in place benefiting
from low tariffs, while the hundred or so areas
where there was no competition would have
high tariffs. ART issued an unfavourable
recommendation’ on this decision, conside-
ring that the tariffs for the areas where there
was competition were of a predatory nature.
France Telecom also submitted a tariff decision
concerning changes to very high-capacity lea-
sed lines (34 mbps and 155 mbps) with varia-
tions according to the geographic area (low
tariffs for Paris-La Défense and higher tariffs
for the rest of the country). ART issued a favou-
rable recommendation? for this decision since
the tariffs were not of a predatory nature and
profit margins in areas without competition
did not appear to be excessive.

In addition, France Telecom submitted a tariff
decision relating to a new service in the SMHD
range called SMHD Giga (service for connec-
ting customer sites requiring very high capaci-
ties to a private fibre optic ring for businesses

A w N -

toTurbo DSL.

using France Telecom network optical fibre).
After two unfavourable recommendations, ART
agreed3 to the launch of this offer given that
the tariffs could no longer be considered
predatory in nature.

Finally, France Telecom submitted an initial
tariff decision concerning Turbo DSL contai-
ning reductions to existing elements as well as
several structural changes to the offer. ART
considered that the overall change in tariffs
appeared to be consistent with the expected
maturity of ADSL products. Nevertheless, ART
identified three areas that required deeper ana-
lysis. It issued a favourable recommendation*
on the other aspects of the tariff decision.

At the end of the year, France Telecom
submitted a new tariff decision. This received a
favourable recommendation® from ART at the
beginning of 2003 taking into account the
following:

e the tariffs of the new symmetrical links had
been increased,

e the standard interconnection offer for
2003 had been approved with reductions in
tariffs for the leased line interconnection
offer,

® ART had carried out a survey of operators
competing with France Telecom, Turbo DSL
customers and France Telecom

e France Telecom had communicated
sufficient information to its customers for
them to evaluate the financial attractiveness
of co-location.

Recommendation 02-592 dated 18 July 2002, O] dated 20/10/2002.

Recommendation 02-525 dated 2 July 2002, O ] dated 20/10/2002.

Recommendation 02-107 dated 31/01/2002,O) dated 26/03/2002.

Recommendation no.02-796 dated 8 October 2002 on the FranceTelecom tariff decision no.2002079 on changes

5 Recommendation no.03-69 dated 16 January 2003 on the France Telecom tariff decision no.2002079 on changes

toTurbo DSL.
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Independent
networks

L. Statistics and definitions

Installed base of independent networks at the end of 2002

Wireline Approximately 400
Microwave radio (MW) Approximately 350
Satellite SNG 80
VSAT 36
Satellite mobile 4
PMR 2RP1 33,100
2RC/3R2P 85
RPNP 10
RPX 59
GU 16
3RPC 3
Loc 1
RPN 1
Other2 16

* SNG: satellite news gathering: ground  and a very small transmitter receiver (parabo-
stations for temporary satellite video links.  la) for low or medium speed data transmission.

e VSAT: Very Small Aperture Terminal. e 2RP : private radio networks (for internal
Satellite telecommunications services usinga ~ company requirements).
narrow part of the total satellite bandwidth

I Networks managed by ANFr for ART.
2 Temporary trial networks (authorised in 2002) or on special frequencies.
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® 2RC : radio network with common repeaters
(network shared between several users).

® RPNP: Professional digital networks for pri-
vate use

e RPX: Professional radio network (new net-
work category assigned to an installer who
supplies services to his customers)

e GU: large users

® 3RPC: trunked radio network (for commer-
cial use).

e RPN: Tetra or Tetrapol L.33-1 type profes-
sional digital networks.

IL. L. 33-2 network licences
awarded

In 2002, ART adopted 376 decisions on inde-
pendent networks. More than half of the deci-
sions (197) concerned establishment or rene-
wal of network licences and 24 were
revocations. There were 90 2RP decisions for
1 700 new network authorisations and 500
network modifications.

Decisions on independent networks

Number L mix.ed . .
of Decisions* Wireline | MW+Wireline | MW SNG VSAT 2RP | 3bis RRI
or MW+PMR
1997 159 14 93 16 1 n 14
1998 215 21 79 27 8 37 43
1999 278 27 14 138 12 9 21 57
2000 334 26 9 95 18 8 82 17 79
2001 400 57 3] 91 1" 12 90 26 110
2002 376 40 95 19 14 90 12 106

*Total number of decisions including frequency allocations

* Microwave radio

In 2002, there were over than 1000 micro-
wave radio network links or hops, of which over
200 were assigned for new links or as replace-

ments for existing links in different frequency
bands. The distribution of the installed links by
frequency band and the total number of links
authorised over the last two years is shown in
the table below.
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Number of autorisations per frequency band

Assigned in 2001 Assigned in 2002 Total assigned
1,5 GHz band 135 85 330
13 GHz band 12 28 120
23 GHz band 29 21 270
23,5 GHz band 6 4 50
26 GHz band 40 26 107
38 GHz band 16 27 190
Other bands 3 3 6
Total 241 192 1073
® RPX either not renewed on expiry or had been grou-

The number of RPX networks (frequency assi-
gned to an installer for a region) increased by
50% in 2002 (59 compared to 39 at the end of
2001). At least one licensed RPX network is
deployed in 16 regions in metropolitan France
and one overseas region. However, a third of
the networks are in the Paris metropolitan area.

* RPNP

Ten digital RPNP type networks for internal
use and using the Tetra or Tetrapol standards
had been licensed at the end of 2002 compa-
red with five a year earlier and only one in
2000. A certain number of requests are on hold
due to frequency shortages in the Paris metro-
politan area and near the Belgian border.

® Wireline networks

The drop in the number of wireline networks
in 2001 compared to the total number of acti-
ve wireline networks can be explained chiefly
by non-renewal of expired licences. In fact, the
distance threshold beyond which a licence is
required was increased from 300m to 1 km at
the end of 1996, which means that a number of
small networks did not need to request a rene-
wal.

o VSAT

There was a drop in the number of indepen-
dent active satellite networks (36 compared to
49 at the end 0f 2001). This can be explained by
the fact that several network licences were

ped under other licences.

¢ Databases

The list of all independent networks (exclu-
ding 2RP) is now available on ART's website.
Searches can be carried out on the basis of type
of activity or type of network.

I11. L. 33-3 network licences
awarded

Radio installations which do not use fre-

quencies specifically assigned to the user can
be freely established under the provisions of
article L. 33-3 (5th paragraph) of the Post and
Telecommunications Code.
ART adopted various decisions defining or
modifying the conditions of use and the allo-
cation of frequencies for these installationsin
2002.

® WLAN-2.4GHz more commonly known as
WiFi networks

The conditions for using WLANSs in the 2.4
GHz band were modified in 2002 and the use of
WLAN technology was expanded to include
public services. At the same time, guidelines
were published allowing public networks to be
established for local development projects in
accordance with the experimental licence pro-
visions of article L. 33-1 of the Posts and Tele-
communications Code.
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® Low range, low power radio installations in
the 2.4 GHz band (Bluetooth)

New decisions were published to take into
account the relaxed requirements for use of
the 2.4 GHz band. They ensure that France
complies (in 58 départements! and nationwi-
de in 2003) with the European regulations for
non-specific applications (remote control, tele-
metry, remote monitoring, alarm, data, voice
and video transmission) in the 2400 - 2483.5
MHz band. New radiolocation applications are
also authorised in the 2446 - 2454 MHz band
in accordance with the European regulations.

e 5 GHz WLAN (HiperLAN)

The conditions for using WLANs in the 5 GHz
frequency band were modified in 2002 to allow
connection of terminal equipment to public
networks (in addition to establishment of inde-
pendent networks). The installations operate
only inside buildings and use the 5150-5350
MHz band with a maximum power of 200 mW.

e Several low power, low range applications
were licensed in accordance with the Euro-
pean regulations:
® medical implants in the 402 - 405 MHz
band.
® low range, low-power radio installations
in the 26,957 to 27.283 MHz and 5725 to
5875 MHz bands.
® low range, low-power radio installations
in the 868 to 870 MHz band.

In addition, decisions were adopted to har-
monise radio spectrum use in France with Euro-
pean spectrum use. As a result, the use of the
following frequencies will be prohibited:

® 41.225 MHz will no longer be allocated to
remote alarm systems for the elderly as of

31 December 2005,

o three frequencies in the 152 MHz band and
three frequencies in the 446 MHz band will
no longer be usable as of 31 December 2007.

See glossary.

IV. ART actions

e Work in progress due to be completed in
2003

In 2003, three decisions should be adopted
authorising low range, low power radio instal-
lationsin the 6765-6795 MHz, 13.553-13.567
and 40.660-40.700 MHz bands as well as ava-
lanche victim detectors on 457 kHz.

Similary, decisions should also be adopted
prohibiting the use of certain frequencies for
CT2 telecommunications equipment in the
864.1-868.1 MHz band, avalanche victim
detectors on 2275 Hz and non-specific instal-
lations operating on three frequencies in each
of the 30.71 and 407 MHz bands.

® Working group on "Independent network-
public network boundaries"

In view of the increase in requests for inde-

pendent networks for shared use, ART setup a
working group to analyse these requests and
to understand why they are being made and
what the boundaries are between these net-
works and public networks.
In its conclusions, the working group recom-
mended abandoning the idea of independent
network closed user groups (CUG) in favour of
a more accurate definition.

V. Call for comments
on Dolphin

ART initiated a call for comments from inter-
ested parties on the modifications requested
by Dolphin to the licence awarded on 30 Mar-
ch 2000 (Official Journal dated 10 May 2000)
for the establishment and operation of a public
professional digital mobile radiocommunica-
tions network (RPN) using the TETRA standard.
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The operator indicated in its request that the
professional market was moving increasingly
towards medium and high-speed data trans-
mission, which, according to the operator,
could not be satisfactorily served by the Tetra
standard or the planned changes (Tetra relea-
se 2). To respond to these requirements, the
operator requested permission to use CDMA-
PAMR technology in the frequency bands pre-
viously allocated. This technology is derived
from the CDMA 2000 standard and is part of
the IMT 2000 interfaces defined by the ITU for
third generation mobile systems.

ART received 564 replies.

In view of the comments made and the addi-
tional information and analysis received (par-
ticularly on the current state of international
standardisation), ATR concluded that changes
to the licence as requested by Dolphin were not
justified at this stage and were not considered
to be particularly urgent.
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Terminal
equipment

The R&TTE directive on telecommunications
terminal and radio equipment, which took
effect on 8 April 2000', simplified the requla-
tory framework to facilitate marketing of tele-
communications equipment and create a
single market for all radio equipment.

I Main provisions of the RETTE directive

® |t reduces the number of essential requi-
rements for wireline terminal and radio
equipment.

e |t streamlines the conformity assessment
procedures by introducing a quasi-generali-
sed declaration procedure using harmonised
standards. Notified bodies are only consul-
ted for their recommendations on radio
equipment if, in exceptional cases, the har-
monised standards do not describe certain
radio tests.

® The signatory of the conformity declara-

tion in the European Economic Area is
responsible for bringing the product to
market.

® Operators of public networks are free to
choose their network interfaces. However,
they are obliged to publish the complete spe-
cifications for these interfaces so that
terminals can be designed to function on
their networks (France Telecom has publi-
shed 29 types of interface to date),

® The product packaging or instructions
must include information on the final
authorised use covered by the declaration of
conformity with the essential requirements.

® Market monitoring is now a priority.

® The edict dated 25 July 20012 transposed
the provisions of the R&TTE directive. The
Conseil d'Etat3 is examining a decree
applying these provisions.

European Parliamentand Council directive 1999/5/EC dated 9 March 1999 concerning radio and telecommunications

terminal equipment and mutual recognition of conformity, published in the J.O.C.E 91 dated 7 April 1999,p.10.
2 Ruling no. 01-670 dated 25 July 2001 on adaptation of the intellectual property code and the Posts and
Telecommunications Code to Community law published in the O) 28 July 2001 p.12132.

3 Seeglossary.
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¢ Two underlying decisions relating to "the
designation of notified bodies" and labelling
taking into account the provisions of the
Posts and Telecommunications Code are
pending.

e Finally, ART and COFRAC" are studying a
draft agreement for carrying out the requi-
red approval of the notified bodies' test labo-
ratories.

® ART provided the last conformity assess-
ments in September 2001. Moreover, the ART
registration procedure for telecommunica-
tionsand radio installers has been cancelled.

I1. Activities under ART’s
responsibility

e designation, monitoring and supervision
of the notified bodies,

® monitoring, assessment and forward
studies on the technical specifications for

I French approvals committee.

interfaces published by the operators,
® monitoring the terminal market.

Because of the scope of the declaration sys-
tem (all wireline terminals, and a large propor-
tion of radio terminals that meet harmonised
European standards), most of the equipment
does not come within the competence of the
notified bodies. Consequently, ART still pro-
vides technical and regulatory assistance to
importers, manufacturers and various repre-
sentatives, answering any question raised to
allow them to market their products responsi-
bly and legally. ART therefore needs to
constantly update its knowledge of standards
for wireline and radio terminals.

Moreover, as soon as the application decree
for the transposition of the R&TTE directive is
published, French customs will be responsible
for checking telecommunications terminals
from third countries. It is highly likely that they
will call on ART's technical assistance.
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Communication
and dialogue

L. Communication

As in previous years, ART has made a point of
regularly informing industry participants of its
decisions by maintaining frequent contact with
the press and publishing numerous press
releases. Board members and ART's Chairman
attended numerous conferences and meetings
in France and other countries in 2002. The
presentations made on these occasions can be
found on ART's website.

A. The web site: www.art-telecom.fr

The last Conseil d'Etat? report on indepen-
dentadministrative authorities highlighted the
fact that "independent authorities' websites
are destined to become the main vector for
publicly communicating policy and decisions".
ART has been actively engaged in this area for
a number of years.

ART's website went online five and a half years

| See glossary.

ago on 5 March 1998. It is the key communi-
cations medium in a sector that has high
expectations in this regard and, as the statis-
ticsshow, it plays an essential informative role.
At the end of February 2003, there had been
1 564 739 unique? visitors since its creation.
Another measure of satisfaction can be found
in the number of subscribers (11 500) who have
remained on the ART mailing list for informa-
tion messages and news alerts year after year (a
total of 102 messages in 2002).

1. The number of visitors continues to
increase

In 2002, the number of connections increased
again with a total of 421 061 unique visitors
for the year compared to 315762 in 2001 and
273 129 in 2000. These figures can be compa-
red with the Government's information portal
www.internet.gouv.fr intended to reach a
broader audience, which recorded 436 232 visi-
tors in 2002.

2 Unique visitor:each different IP address connected to the site is counted independent of the number of visits from

the same address.This is in contrast with the notion of multiple visits where several connections can correspond to

the same visitor who is counted several times.
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In 2002, more than 35 000 unique visitors
logged on to the site on average every month,
an increase of 33% over 2001 which recorded
26 313 visitors per month on average. The
trend shows a marked increase for the first
quarter of 2003 when the number of unique
visitors had already reached 50 000 per month

The industry crisis in 2002 was probably
reflected in the number of page views with an
average of 635 607 page views per month
compared to 1 008 607 in 2001. On the other
hand, the average visit time was stable at
around 14 minutes per session.

on average.
2002 statistics
2002 Total unique Monthly | Total page | Monthly . Monthly
Month visitors total views! total aizl il total
January 1,073,458 31,070 32,351,739 675,685 71,739,386 2,386,818
February 1,102,004 28,546 32,940,144 588,405 73,760,476 2,021,090
March 1,132,950 30,946 33,570,966 630,822 75,949,641 2,189,165
April 1,165,346 32,396 34,211,098 640,132 78,294,752 2,345,111
May 1,197,550 32,204 34,800,219 589,121 80,354,182 2,059,430
June 1,229,754 32,204 35,389,340 589,121 82,413,612 2,059,430
July 1,263,835 34,081 36,018,443 629,103 85,658,080 3,244,468
August 1,294,494 30,659 36,554,208 535,765 87,559,332 1,901,252
September 1,335,984 41,490 37,208,771 654,563 89,890,121 2,330,789
October 1,377,934 41,950 37,929,764 720,993 92,686,922 2,796,801
November 1,423,234 45,300 38,629,358 699,594 95,330,224 2,643,302
December 1,463,449 40,215 39,303,341 673,983 98,188,481 2,858,257
Yearly
total 421,061 7,627,287 28,835,913
Trends for the first quarter 2003
2003 Tota] }Jnique Monthly Tota.1I page | Monthly Total hits Monthly
Month visitors total views total total
January 1,514,094 50,645 40,064,089 760,748 102,560,603 | 4,372,122
February 1,564,739 50,135 40,735,249 671,160 106,499,450 | 3,938,847
March 1,616,513 51,774 41,415,201 679,952 110,426,132 | 3,926,682
Yearly
total 152,554 2,111,860 12,237,651

2. Content-rich, reqularly updated
and interactive

Interest in the site is maintained by reqularly
updating with new content and tools. In 2002,

| Page views :pages consulted.

the Special Report section was reorganised and
new subjects added: WLAN - WiFi, internatio-
nal activities, standardisation and mobile
service quality.

The "publications” section was also reorgani-

2 Hits:number of times the different elements that make up an HTML page are called (the ART site has three elements

per page).
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sed so that documents could be searched for
by date and theme in addition to the existing
document type.

Responses to frequently asked questions
(FAQ) on subjects such as portability, SIM cards,
unbundling and mobile number blocks rein-
force the Telecom User Guide section.

A huge effort has been put into the English
language section with all press releases and
important documents being systematically
translated. This section is backed up by a special
English language mailing list which had 500
subscribers at the end of March 2003.

Two new databases have been created: the
first, which was introduced in 2002, allows ART
Board decisions and recommendations to be
searched for by number, date of adoption,
Official Journal publication date or by using
key words. The second allows searches to be
carried out on all independent networks in
France by network type and by name and type
of licence holder.

The ART server is a working tool for sharing
information and establishing an effective and
pertinent dialogue with users. Information is
published rapidly and the site is updated requ-
larly to provide daily information such as news
headlines from press reviews and decisions and
recommendations adopted by the Board. It is
also used for online registration for ART events
and for sending individual responses to the
numerous messages sent via the site. There
were on average 570 messages per month or
23 messages per day in 2002.

Finally,in December 2002, the home and sec-
tion page layouts and graphics were slightly
reworked to improve readability.

3. Introduction of video content

The major event in 2002 was the introduc-
tion of video content adapted for the different
types of public Internet access. There was
extensive coverage of the public sessions of the
international symposium on the development
of regulation in the French speaking countries
in June using both very low speed (slide show)
and Surestream? techniques. This allowed users
in participating countries with little or poor
Internet access to be catered for as well those
in the advanced countries.

ART's communication section produces inter-
nal and external news reports with a light-
weight digital video camera. During the Sym-
posium, seven interviews with chairmen of
international requlatory authorities (France,
Canada, Morocco, Mauritania, Mauritius, Bel-
gium and Senegal) were filmed, edited and
published online entirely in-house. Interviews
with Board members are now regularly used
when organising external eventssuch as ART's
conference cycle "Entretiens de I'Autorité".

Finally, the use of Streaming rich media2
video retransmission since 2002, means that
the two important ART events of the year can
be shared with website visitorsi.e. the New Year
addressin January and the presentation of the
Annual Report in July. This demonstrates
without a doubt the principles of transparen-
cy and openness that have characterised the
website since its inception.

| Slide show :the result corresponds to a slide show with sound; Surestream : multiple coding allows the user to

receive audio and video streams as a function of the modem connection (modem,LL or ADSL) for optimum listening

performance.

2 Streaming rich media video allows additional information to be synchronised with the video stream e.g.slides,
photos, text,animation etc.The visitor can access all the information, which is perfectly synchronised with the video,

simultaneously as soon as it is broadcasted.
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B. ART's newsletter

ART publishes a bimonthly newsletter, La
Lettre de I'Autorité. It was initiated as part of
the overall ART communication plan and helps
inform the industry about the requlator's acti-
vities. In each issue, La Lettre briefs readers on
current events, major issues under review and
studies being carried out for the requlator. It
has also featured interviews with people from
the telecommunications sector and ART staff
members who talk about their profession. The-
re were seven issues in 2002. La Lettre was put
online for the first time in 2003 and now
reaches a much wider audience. All back issues,
from the first, can be viewed or downloaded
from the website www.art-telecom.fr

C. ART's conference cycle

Inview of the importance of standardisation,
the eighth ART conference cycle on 28 October
2002 was organised in partnership with ETSI
on the following theme: "Standardisation and
regulation: interactions and issues". The confe-
rence cycle was inaugurated in 1999.

ART chose mobility and the Internet (the two
areas driving telecommunications sector grow-
th) to illustrate the issues and interactions bet-
ween standardization and regulation.

Indeed, discussions on standardisation, whi-
ch is closely linked to research and develop-
ment, often appear to be obscure and difficult
for the layperson to understand. However they
deal with strategic economic issues notably in
the areas of market development and the
influence of European players in the interna-
tional arena. The standardisation of third gene-
ration mobile systems, whether in terms of
objectives, form or method, is an excellent
example.

The provisional UMTS timetable reflects the
operational steps inherent in launching a new

system whose basic principles and speed of
development are closely linked to standardi-
sation. Although the quality of the European
approach is recognised worldwide, there are
still some unresolved questions concerning the
development of future maobile services and the
many economic models associated with itin a
competitive environment. The conferences
allowed underlying issues to be clarified.

In addition, electronic communications net-
works are undergoing profound changes as a
result of increasing use of the Internet, broad-
band and multimedia services. In this area, the
fundamental problems surrounding market
evolution and development in a competitive
environment are now being discussed in stan-
dards organisations (e.g. link between IP
address management, naming, numbering,
IPV6 transition, evolution of telecommunica-
tions networks towards next-generation net-
works).

The conferences played an educational role
in bringing standardisation issues and problems
to the foreground for the 250 or so industry
players present (electronic communication sec-
tor decision makers, financial analysts and
journalists) and supplemented already publi-
shed studies on IPV6 and NGN networks.

The IPV6 and NGN network studies along
with the conference proceedings have been
published on ART's website and have also
been widely distributed in other organisa-
tions (particularly ETSI). This helps to inform
other regulators about these new issues.

D. The documentation centre

The documentation centre was set up when
ART was established to meet the information
requirements of ART staff. Over the yearsit has
built up highly specialised documentation
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resources which trace the changes in the
industry over the years.

The information available includes requlato-
ry, economic and technical material for France,
Europe and beyond and is available for consul-
tation. The public can consult reports on parti-
cular topics, specialised press from France and
abroad as well as reference works on telecom-
munications.

The documentation centre handled 2100
requests during the year of which roughly half
came from outside the organisation. A third of
the external requests came from companiesin
the telecommunications industry and two
thirds from the legal profession, government
departments, universities, consultants, banks,
journalists and private individuals.

The centre is also responsible for tracking
legal, economic and technical developments
for the organisation and purchasing multi-
client studies from consultants.

II. Dialogue

A. Telecommunications networks and ser-
vices consultative committee (CCRST)

The CCRST is one of the two advisory com-
mittees to the Telecommunications Minister
and ART. It can be consulted on topics listed in
article D. 97-2 of the Posts and Telecommuni-
cations Code.

The Committee, which is chaired by M. Alain
Bravo, met three timesin 2002. It was formal-
ly consulted on the following draft requlatory
texts or decisions:

e draft decree on universal service funding,
e draft ART decision establishing the list of
emergency numbers to be routed without
charge by operators licensed under articles
L.33-1, L.34-1 of the Posts and Telecommu-
nications Code.

In addition, a certain number of topics were
submitted to the CCRST for consideration
including ART analyses on the following:

® progress on local loop unbundling,

e the broadband ADSL market in France,
e draft modification of the rules for mana-
ging numbering and in particular 3BPQ short
numbers,

® ART enquiry on the competitive situation
of telecommunications markets,

® European Commission recommendation
on "relevant" markets,

® number portability.

The Ministry in charge of Telecommunica-
tions presented the public consultation on
implementation of a new European regulato-
ry framework for electronic communications
which was adopted in spring 2002 along with
a summary of the consultation.

At the request of ART's Chairman, the Com-
mission carried out an investigation into adap-
tation of the regulation and its framework. The
work was mainly carried out in an ad hoc sub-
group, which presented a summary of its fin-
dings.

B. The Radiocommunications Consultative
Committee

Article D 97-1 of the Posts and Telecommu-
nications Code, established the Radiocommu-
nications Consultative Committee (CCR). This
committee comprises 21 members who are
recommended by ART and appointed by the
Telecommunications Minister in a ministerial
order. It comprises:

® 7 representatives of network operators and
radio (network) service providers,

e 7 members (professional and private)
representing the users of the above networks
and services,

® 7 other qualified persons.

® The current membership of the CCR was
set by ministerial order on 30 October 2000.
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The CCRis in charge of examining proposals
for regulations on radiocommunications. It
may also be consulted on any subject coming
under its jurisdiction. ART is responsible for the
Committee secretariat.

In 2002, the CCR held four meetings chaired
by Marc Houéry. ART referred applications to
the CCR concerning WLANs, mobile phone
jamming devices and adaptations to the requ-
lations and the regulatory framework on the
conditions for the use and allocation of micro-
wave frequenciesin the 3.5,26,28 and 32 GHz
bands.

C. Interconnection Committee

Article D 99-6 of the Posts and Telecommu-
nications Code, as set forth in the decree’! of 3
March 1997, stipulates that "an Interconnec-
tion Committee will be established reporting
to ART and will include the operators licensed
pursuant to articles L.33-1 and L.34-1. The
Committee will be chaired by ART, which will
decide on its membership and operation.”

The Interconnection Committee is the main
consultation body run by the requlator for all
issues related to interconnection. The Com-
mittee met four times in 2002.

1. Membership and mandate

The Interconnection Committee has 26 mem-
bers, including the Chairman of ART and the
managers of the telecommunications opera-
tors. The amended ART decision2 of 4 June 1997
on the terms and conditions of the member-
ship and operation of the Interconnection

Committee, sets forth the following

principles:
e the Interconnection Committee is chaired
by the Chairman of ART or his representati-
ve,
e the individual members of the Committee
are appointed by ART, each appointment is
non-transferable so as to ensure the Com-
mittee's stability,
® two sub-committees (on economic issues
and networks and services) have been set up
and report to the Interconnection Commit-
tee,
e the Interconnection Committee meets at
least twice a year. The meetings are called by
the chairman who sets the agenda,
e the Chairman of the Interconnection Com-
mittee can invite qualified persons to the
meetings depending on the topics on the
agenda.

2. Interconnection Committee actions

The Committee met four times in 2002 to
review implementation of the changes to the
France Telecom standard interconnection offer
for 2002 and to continue work on the 2003
standard interconnection offer.

The Committee was consulted particularly on:
e defining a method of determining inter-
connect costs which would provide better
understanding of network cost drivers and
their relationship with the different inter-
connection services i.e. the method for cal-
culating long-run average incremental costs
(LRIC).

e the conditions for establishing a new
method for calculating interconnection
tariffs over a number of years (price cap).

| Decree no.97-188 dated 3 March 1997 concerning interconnection as per article L. 34-8 of the Posts and Telecom-
munications Code (extract from Conseil d'Etat revocation decision) published in the O) dated 28 May 1999 p.7873.

2 Decision n® 97-155 dated 4 June 1997 defining the membership and operation of the Interconnection Committee,

published in the O] dated 10 July 1997 p.10483.
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II1. External surveys
and studies

The Telecommunications Act authorised ART
to carry out studies and to collate information
relating to the telecommunications sector. Sin-
ce 1997, ART has initiated a large number of
studies.

Owing to the rapid changes in the sector, the
highly technical nature and importance of pro-
blems related to regulation, ART is obliged to
rely on in-depth technical, economic, statisti-
cal and legal assessments. This work has allo-
wed ART to benefit from specialist expertise
and external opinions on an ongoing basis.

Board members and staff recommend sub-
jects for examination. They are validated by the
division heads before presentation for appro-
val during a Board meeting.

The studies are rigorously monitored by a
steering committee selected from the
different divisions. The scope of each study,
the time allotted for completion and the
documents to be submitted are determined
at a kick-off meeting. Meetings are held at
each stage of the study to review progress
reports and, if necessary, refocus the issues.
For each study, a final report and a summa-
ry are produced and electronic copies are
submitted. The report is then forwarded to
the Chairman, the members of the Board and
to the Director General. Sometimes a pre-
sentation is made to the Board or staff of
ART and the studies may be published. The
costs of the programme and of each study
are monitored in relation to the allocated
budget.

In 2002, the budget for studies totalled 1312
000 euros. Some twenty studies were under-

taken at an average cost of 60 000 euros and
taking four months on average to complete.

The studies deal with topics concerning all
areas of the telecommunications sector. In
2002, the subjects covered fell into seven broad
categories:

e access and interconnection tariffs (unified
LRIC bottom-up model of the French net-
work, cost of capital and financial analysis
of the telecommunications sector and
impact on the cost of capital),

e universal service (audit of declared
volumes),

e economics and networks (pan-European
mobility -GPRS and UMTS- localisation ser-
vices, future mobile services, portability and
cable operator economics),

e requlatory policy (comparative analysis of
regulatory models in the French-speaking
countries),

e markets (small and medium business
consumption, telecommunications sector
awareness in French households, tariff moni-
toring and participation in the regional tele-
communications observatory ~ORTEL),

e service quality (mobile telephony network,
fixed telephony network and relationship
between fixed telephony operators and
consumers),

e general support (telecommunications and
the environment and unbundling surveys).

The division responsible for external studies
organises appointments throughout the year
with consultants wishing to present their areas
of expertise and also examines any dossiers for-
warded to it by the consultants containing
references which are constantly being
updated.

Several of these studies were published on
ART's website in 2002 and can be viewed on
the site or downloaded.
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e cable economics in France, (NGN),

e international telecommunications services, ® migration to IPV6,

e paper study on the issue of "radio fre- ® 2002 survey on service quality on fixed-
quencies and health", telephony networks.

® legal study on mobile telephone network

antennae, Some of these studies have been translated

e technical, economic and regulatory study  into English.
on migration to next-generation networks

External studies and surveys 2002
Subjects
Access and interconnection tariffs
Unified LRIC bottom-up model of the French network

Cost of capital

Financial analysis of the telecommunications sector and impact on the cost of capital
Universal service

Traffic volume declaration audits

Economics and networks (technical outlook)

Pan-European mobility (GPRS and UMTS) and localisation services

Future mobile services: multimedia messaging systems and access to WAP and i-mode services
Portability

Cable operator economics

Regulatory policy
Comparative analysis of regulatory models in the French-speaking countries
Markets

Small and medium business telecommunications consumption in France

French household perceptions and telecommunications awareness

Tariff monitoring for local, national, fixed-to-mobile and Internet calls
(residential market in metropolitan France and the overseas départements')

Participation in the regional telecommunications observatory (ORTEL)
Quality and coverage

Service quality on mobile networks

Service quality on fixed-telephony networks

Relationship between fixed telecommunications operators and consumers
General support

Telecommunications and the environment - a legal study

Telecommunications and the environment - a scientific study

Unbundling surveys

| Seeglossary
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ART methods

I. Budget

A. Budget resources

ART's annual budget is currently decided by
the Minister for Economy, Finance and Indus-
try following discussion between ART depart-
ments and the National Budget Office as well
as the Secretary General of the Ministry if
required.

The initial Budget Act for 2002 allocated a
budget of 16.08 million' euros, of which
9.1 millionz was for payroll expenses and
6.98 million3 for routine operating expenses
(excluding carry-over).

In the initial Budget Act, ART funding is recor-
ded -as in previous years- in a single chapter
of the "Economy, Finance and
Industry" budget. Funding amounted to
16.75 million euros, with 9.37 million euros for
payroll expenses and 7.38 million euros for

| 105,48 million FF
2 59,69 million FF
3 45,78 million FF

routine operating expenses. These amounts do
not take into account possible carry-over or
credit cancellations in 2003.

B. Budgeted headcount

For 2003, the budgeted ART headcount in the
initial Budget Actis 151, an increase of 2 com-
pared to 2002.

C. ART revenues

In 2002, ART derived income from the sale of:
the Annual Report (available in a paper version
-22 euros incl. VAT per report and on CD ROM);
the bimonthly newsletter "La Lettre de I'Auto-
rité"; and access to the G'NUM database (flat-
rate subscription of 1500 euros). These reve-
nues totalled 31 640 euros at 31 December
2002.

Article L.36-4 of the Telecommunications Act
of 26 July 1996 provides that: "the resources
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of the telecommunications regulatory autho-
rity shall include payments for services provi-
ded and the taxes and fees payable under the
conditions set out by the Finance Act or by
Conseil d'Etat' decree. During the drafting of
the annual Finance Act, the regulatory autho-
rity shall submit to the Telecommunications
Minister its proposals for the funds needed to
carry out its functions, over and above the
resources referred to in the first paragraph. In
practice the method for allocating resource to
ART differs from these measures as described
above.

II. Revenues collected on

behalf of the State

ART issues collection orders for taxes and fees
for the general budget of the State.

Hence, in 2002, on behalf of the general bud-
get of the State, it issued nearly 1000 collec-
tion orders for a total amount of 19 million
euros in taxes and 61.5 million euros in fees.
The breakdown of this sum is shown below:

14.5 million euros in total fees pursuant to
article L.34-10 of the Posts and Telecommuni-
cations Code for managing the national num-
bering plan and monitoring its use,

47 million euros in fees for allocation and
management of radio frequencies. In 2001, the
amount was higher due to corrections made
to the applications,

18.2 million euros were collected in taxes for
the management and control of licences. This
item has increased significantly due to taxes
payable in 2001 being invoiced in 2002,

0.8 million euros in administrative taxes. This
item has decreased significantly compared to
2001 (10 million euros) due to the sharp reduc-
tion in taxes, the reduction in the number of
new operators and the fact that installers are
no longer subject to this tax,

| See glossary

Collection orders for fees and taxes amoun-
ting to 80.5 million euros were issued. The total
amount of taxes and fees actually received by
ART in 2002 was 95.8 million euros.

III. Human resources

In 2002, ART pursued a recruitment policy
aimed at finding the best possible match bet-
ween its skill requirements and the profiles of
tenured and non-tenured staff. ART recruited
10 people in 2002.

A. Headcount changes

ART's headcount decreased from 145 at 31
December 2001 to 139 at 31 December 2002.
The breakdown between tenured staff (civil
servant status) and non-tenured staff varied
considerably from the previous year. There were
84 tenured employees and 61 non-tenured
employees at 31 December 2001 compared
with 76 and 63 respectively at 31 December
2002.

The job-category breakdown also changed.
At 31 December 2002, there were 98 employees
in category A, 37 in category B and 4 in
category C.The average age of tenured staff is
46.2 years and that of non-tenured staff is
36.3 yeats.

B. Professional training and symposiums

ART pursued its vocational training pro-
gramme and its involvement in international
symposiums in 2002, spending a total of 82 474
euros.

The training effort included the finalisation
of a specific ART training plan designed to
leverage the knowledge gained from the major
regulatory processes that have been imple-
mented.
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C. Labour relations

ART's Joint Technical Committee held one
meeting in 2002. The main areas of focus were
the training plan and miscellaneous questions
on internal organisation.

D. ART's organisation

In September 2002, a group reporting to the
Director General was set up to implement the
new Community regulatory framework. Its
mission is to track the transposition process,
prepare ART contributions to the process in liai-
son with the different divisions, and set up
internal studies on the necessary changes in
organisation and working methods.

In addition, the "conformity assessment and
control" group was officially disbanded follo-
wing a recommendation from the Joint Tech-
nical Committee (CTP) due to changes in the
legislative and regulatory texts.

IV. Computing and logistic
resources

Over the last three years, ART has set up
a management information system with
facilities for group working, information
sharing and providing access to new informa-
tion technologies.

The network architecture is designed to func-
tion at 100 mbps and consists of file and appli-
cation servers providing secure access to
internal and external resources for 150 works-
tations. Powerful storage systems allow back
up of over 250 gb (including 70 gb of email)
every night. 2002 was devoted more particu-
larly to providing integrated access to office
and other applications as well to the Internet
and intranet from a single workstation.

System resource management is centralised
and uses tools such as the Help Desk to control
information flows, provide instant access to
remote distribution software and to respond
rapidly to user requests through remote main-
tenance facilities.

Security systems have been implemented to

protect against unauthorised access to infor-
mation as well as to the premises.
In particular, the information system security
has been reinforced by installing an each
workstation an operating system that requires
an access code along with virus protection on
email and Internet access. Users are also encou-
raged to use the internal network when
possible. These measures have been supple-
mented by physical security systems such as
video surveillance and badge readers.
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Changes to the

regulatory

framework in 2002

L. Decree dated
8 November 2002

The decree dated 8 November 2002" was
issued in application of the edict of 25 July
2001 concerning the adaptation of the Intel-
lectual Property Code and the Posts and
Telecommunications Code2 (CPT) to Commu-
nity law. This requlatory measure concludes
transposition of several 19973 directives which
resulted in modification of the Posts and
Telecommunications Code (CPT).

The main changes concern institution of
different time limits for applying the penalty
procedure, recognition of differentiation for
operators with significant market power,
implementation of new measures concerning

verification of contractual operating condi-
tions and material conditions for use of leased
lines by the operators.

During the preparation phase, ART issued a
recommendation dated 4 April 2002 on the
draft decree that was largely followed by the
regulatory powers*.

A. Establishment of time-limits
for implementing sanctions procedures

Article 1 of the decree, pursuant to article 10
of the 2001 edict modifying article L.36-11,
provides different time-limits for operators to
comply with, and for ART to take action and
notify its decisions. It is part of the process for
ensuring that the measures for implementing
penalty procedures for general and individual

| Decree no.2002- 1340 dated 8 November 2002,0], | 3 November 2002, p. | 8656.

2 Edictn.2001-670 dated 25 July 2001,0J,28 July 2001,p. 12132.

3 European Parliament and Council directive 97/13/EC dated 10 April 1997 concerning a common framework for
general authorisations and individual licences in the telecommunications sector, OJEC, L 122,7 April 1997,p. |5.
European Parliament and Council directive 97/33/EC dated 30 June 1997 concerning interconnection in the tele-

communications sector for ensuring universal service and interoperability through the application of open network
principles (ONP-Interconnection), OJEC,L 199,26 July 1997,p.32.
4 Recommendation no.02-291 dated 4April 2002 on the draft decree issued in application of edict no.2001-670 dated

25 July 2001.
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licences' in France comply with Community
law.

As a result, chapter 1, title 1, book Il of sec-
tion 3 of the CPT is supplemented by article
D.97-11 which stipulates that "the time-limit
for operators to reqularise their situation as
mentioned in article L.36-11 para. 4, is one
month. Decisions made in application of para.
2 of this article are to be adopted with two
months from notification or ultimatum. The
parties concerned are notified within one week
of adoption".

ART issued a favourable recommendation
(dated April 2002) for the first time-limit allo-
wing operators to regularise their situation. It
noted that in this case there was reasonable
correspondence with the provisions of article
10 of the "Licensing" directive dated 7 March
20022. On the other hand, the national requla-
tory provisions appeared to be in contradiction
with other aspects of the same article in so far
as the internal penalty procedure did not seem
to be compatible with the more flexible fra-
mework provided for by the transposed Com-
munity law. Indeed, article 10 para. 2 of the
directive, no longer provides for a time-limit
following formal notification for imposing
possible penalties. It mentions only that if the
operator "does not remedy the fault within the
time-limit set by the formal notification, then
the competent authority shall take appropria-
te and proportionate measures to ensure that
the conditions are met".

By the same token, ART had pointed out that
according to this article, it was accepted that
the operator could present its point of view and
remedy any failing "within a shorter period
(than the period of one month following for-

mal notification) as agreed with the company
or set by the requlatory authority, or within a
longer period set by the national regulatory
authority" Asa result, ART highlighted the fact
thatif the decree were issued in these terms, it
could be seen as likely to compromise achie-
vement of the results provided for in the 2002
directive.

The Government did not agree with this ana-
lysisand the decree preserves strict control over
the penalty procedure. However, this should
give way to more flexible measures when the
texts for the new directives are transposed.

B. Implementation of differentiated lists for
SMP operators

1. Modifications designed to ensure full trans-
position of directive no. 97/33

Article 2 of the decree concerns sections 3
and 4 of chapter Il title 1, book Il of the third
part of the CPT. It modifies the Code to take
into account the existence of differentiated
SMP operator lists for the markets identified
in directive 97/33 "ONP-Interconnection".

Article 2 | transforms the second paragraph of
article D. 99-6 of the CPT which requires that
interconnection agreements are henceforth to
be sent to ART "on request” and not automati-
cally "within 10 days following signature”

Article 2 Il has also been modified by the
Government as per ART's recommendation. The
last paragraph of article D. 99-6 provides that
"the contractual operating conditions attached
to the operator's licence will be modified to
include the new interconnection obligations
and will set the time-limits within which the

| Indeed,articles 5.3 and 9.4 of directive 97/13/EC were not transposed by the French Government within the

required time-limits. Consequently,the European Commission issued a formal notification on |7 May 1999.
2 European Parliament and Council directive 2002/20/EC dated 7 March 2002 concerning the authorisation of

electronic communication networks and services, OJEC,L 108,24 April 2002,p.21.
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standard interconnection offer should be
published for those operators on the lists esta-
blished in accordance with a and b of article L.
36-7, paragraph 71. Article 3 of the decree
makes these modifications to article D. 98-1 p
of the CPT2

The Government took into account ART's
remarks on article D.99-11 in the draft decree
(concerning communication of information
required to implement interconnection).
Indeed, the final text extends this communi-
cation of information to operators concerned
by para. 7 c of article L.36-73 as suggested by
ART, whereas the initial wording designated
only those operators concerned by partsa and
c of these measures. The first sentence of the
last paragraph of article D. 99-11 is now wor-
ded as follows: The operators on the lists esta-
blished in accordance with a, b and c of article
L. 36-7, paragraph 7 supply the other opera-
tors with the necessary information for imple-
menting interconnection under the same
conditions and with the same level of quality as
the information supplied internally and to their
subsidiaries and partners.

ART's recommendation was also followed for
the first paragraph of article D. 99-15 so that
the words "these operators" be replaced by the
words "operators figuring on the lists establi-
shed in application of parts a, b and d article L.
36-7 para. 74. This article obliges the SMP ope-
rators to break down their interconnection
offer such that "the operator requesting the
service pays only for those elements that are
strictly necessary for the service requested”

applies to all the operators figuring on the lists
a,bandd.

On the other hand, the rest of this article
should apply only to operators figuring on lists
a and b, i.e. the only operators required to
publish a standard interconnection offer. On
this last point, the Government preferred to
maintain its initial approach and did not modi-
fy the article as recommended by ART.

The following measures, described in articles
D.99-17 to D. 99-22 concerning tariffs and
costs are designed to apply to operators obliged
to comply with cost based tariffsi.e. those figu-
ring on lists a, b and d. ART pointed out that
the scope of application should be more clear-
ly defined. The Government powers agreed
with this recommendation and modified the
Code to ensure that the above-mentioned
measures in the CPT are explicitly taken into
account for operators on each numbered list
a, b and d of article L.36-7 para.7. Following
ART's recommendation, the Government
modified articles D. 99-17 and D.99-18 of the
CPT. ART had pointed out that it would be
necessary to specify that the exclusion of
access costs from total relevant interconnec-
tion costs concerned only operators figuring
on lists a and b. Indeed, if local-loop access
costs have to be excluded from interconnec-
tion costs for switched-traffic interconnection,
this exclusion is not relevant for partial leased
line services and mobile interconnection.

Taking this into account, the Government
replaced the first paragraph of article D.99-17

| According to article L. 36-7 7°,"’Each year and following recommendation by the Competition Authority, ART

establishes the lists of operators considered to have significant market power in:a) a relevant public telephony ser-

vice between fixed points,and b) a relevant leased line market (...)".

2 See below.

3 Article L.36-7,paragraph 7 part c,of the Posts and Telecommunications Code is aimed at operators considered as

having significant market power in " a relevant market for public mobile telephony service".

4 Article L.36-7,paragraph 7 part d concerns operators considered to have significant market power in a "national

interconnection market".
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of the CPT by two paragraphs taking into
account the definition "of operators figuring
on the lists established in accordance with sec-
tions a and b of article L. 36-7 paragraph 7 (.
and mobile- radio-telephony operators figu-
ring on the list established in accordance with
the same article (...)." In addition, it is specified
that they shall "remunerate effective usage of
the transport network and subscriber network
and reflect the corresponding costs. These ope-
rators must be able to demonstrate that their
interconnection tariffs are cost based."

The second paragraph specifies that "the
measures of the previous paragraph are appli-
cable to the access tariffs mentioned in the
second paragraph of article L. 34-8 [V supplied
by the operators figuring on the list established
in accordance with section a of article L. 36-7
para.7."

Article D.99-18 incorporates the ART propo-
sal without change, providing in the second
paragraph that: " costs specific to the opera-
tor'sservices, other than interconnection costs,
are excluded from the basis for assessing inter-
connection service costs." In particular,
commercial costs are excluded (publicity,
marketing, sales administration other than for
interconnection, billing and payment collec-
tion excluding interconnection) as are local
loop access costs for operators figuring on
lista."

The same applies for articles D. 99-20 and D.
99-21.They allow ART to independently modi-
fy the cost-calculation and tariff-setting
methods for switched traffic interconnection
services, leased lines or mobile interconnection
services. Consequently, the first paragraph of
article D. 99-20 provides that "after consulta-
tion within the interconnection committee,
ART will define the method for each list in
accordance with a, b, or d of article L. 36-7 para.
7 (...)." On the same subject, article D. 99-21
states that "ART may define a new method for

determining interconnection tariffs (...) for
each listin accordance with a, b, or d of article
L.36-7 para.7."

Apart from the modifications required to
ensure full transposition of directive 97/33, ART
made a point of identifying other desirable
modifications to the CPT in its recommenda-
tion on article 2 of the decree.

2. Other modifications

ART proposed certain changes in its recom-
mendation on the draft decree based on its
experience and the need to take into account
changes in network and services since imposi-
tion of the legal and regulatory framework.

o With respect to article D. 99-12, it reques-
ted that the Government provide further
details concerning the obligation for opera-
tors to maintain separate accounts for inter-
connect activities.

These accounts should, in particular, allow
general network costs to be identified. This is
because the network now supports activi-
ties that did not exist in 1997. In order to
ensure that cost allocations for certain items
such as civil works for fibre routes and fibre
are fair for broadband IP services, ART pro-
posed adding a provision to paragraph 7 of
this article stating that the cost elements
used to determine general network costs
should notably include the switches and
transmission systems used for all services "as
well as any element which is used for both
interconnection and other services." The
Government did not, however, make any
reply to this request.

® By virtue of article L. 34-8 Il of the CPT whi-
ch modifiesarticle 11 of the edict dated July
2001, the operators on the lists established in
accordance with a and b of article L. 36-7
must ensure that their accounts are audited
by an independent organisation approved
by ART (for a period of three years), at their
own cost.
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Although itis considered important for ART to
be able to retain the same independent orga-
nisation as mentioned above for more than a
year so as to limit "learning curve" effects, itis
not considered desirable for it to be tied for
three years to an organisation that may have
proved to be incompetent or inefficient. In
addition, it should be noted that Community
texts do notimpose any such constraint on the
national requlators. Neither has the Govern-
ment made any mention of a time period in
article D. 99-13.

e Finally, ART indicated that it was favou-
rable to deleting paragraph 9 of article D. 99-
16 of the CPT, since it introduced an obliga-
tion for operators on the lists established in
application of a and b of article L. 36-7 para-
graph 7 to provide pre-selection, which was
already contained in article 11 of the above
edict which insertsarticle L. 34-8-5 into the
CPT. The government took this observation
into account and deleted this paragraph.
® |n addition, and in accordance with ART's
recommendation, a third section was added
to article D. 99-16 which authorises ART to
define the practical measures for imple-
menting number portability and carrier
selection so as to ensure equal access.

Accordingly, "In application of article L.36-6,
ART specifies the carrier selection services (...) as
well as the conditions and implementation lead
times for call-by-call carrier selection and pre-
selection. Lastly, ART drew the Government's
attention to the fact that in the case of local
loop unbundling, the obligation to supply
accessshould clearly include access to the local

sub-loop. This point appeared to be a priority,
first, to ensure that the provisions of the decree
dated 12 September 2001" were harmonised
with those of the European requlations dated
18 December 20002, and secondly, to comply
with the formal notification addressed to the
French Government by the Commission. Howe-
ver, these remarks were not taken into account
in the final wording of the decree dated 8
November 2002.

C. Implementation of new measures for veri-
fying contractual operating conditions

Concerning ART verification of standard
clauses in contractual operating conditions;
article 3 of the decree seeks to ensure
compliance of article D. 98-1 p of the CPT, as
resulting from the wording of the decree dated
8 January 20023, with the edict dated 25 July
2001, which provides in article L. 34-8 | for
interconnection agreements to be sent to ART
upon request and no longer automatically
when finalised.

The Government took the various remarks
made by ART into consideration in the draft
modifications to this article. Indeed, ART had
indicated that it was not necessary to delete
the 12th and 13th points of article D 98-1 p of
the CPT to take into account the provisions
introduced by the edict dated 25 July 2001. The
modification providing for interconnect agree-
ments to be sent to ART upon request is, in
itself, sufficient to ensure compliance with the
provisions of the 2001 edict.

Thus, article 3 of the decree modifies only sec-

| Decree no.2000-881 dated 12 September 2000 modifying the Posts and Telecommunications Code with respect to

local loop access, O), | 3 September 2000, p. 14343.

2 European Parliament and Council no.2887/2000/EC dated 18 December 2000 concerning local loop unbundling,

OJEC,L 336,30 December 2000,p.4.

3 Decree no.2002-36 dated 8 January 2002 concerning certain standard clauses to contractual operating conditions

appended to licences awarded in application of article L. 33-1 of the Posts and Telecommunications Code, O}, |10

January 2002, p.585.
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tion p of article D 98-1 of the Code by replacing
the words "within 10 days following signature”
by the words "at ART's request.” Interconnec-
tion agreements must therefore be sent to ART
upon request and not automatically on signa-
ture. This change should be compared to the
changes made to article 99-6 of the CPT by
article 2 Il of the decree’.

D. Changes in material conditions for lea-
sed line use

Article 5 of the decree modifies chapter V,
title1 section 2 of the third part, book Il of the
CPT. It concerns articles D. 369 onwards rela-
ting to operators supplying retail leased-line
services and designated as having to meet rein-
forced obligations contained in the directive
92/44 EC modified by the directive 97/51/1 EC2

In accordance with article L. 34-2-1 of the
CPT resulting from the provisions of article 15
of the edict dated 2001, any operator figuring
on the list b as provided for in article L. 36-7
para. 7, can be designated by the Minister as
having to provide a leased line offer. Conse-
quently, article 5 Il replaces the words "the
public operator" (France Telecom) in article D.
370 by the words "these operators" i.e. opera-
tors designated under article L. 34-2-1 of the
CPT. This replacement is repeated in identical
terms in articles D.370 to D. 376 of the CPT.

To ensure that the measures for modifying
material conditions for the use of leased lines
are identical for all operators designated by the
Minister, ART proposed that the measures cur-
rently in force in France Telecom's contractual
operating conditions be made applicable to
other operators by adding them to the decree.

| Seeabove.

The Government received this proposal favou-
rably and modified the last paragraph of article
D. 370 accordingly. This last paragraph has been
replaced by the following provisions: "These
operators may not withdraw a service or modi-
fy the material conditions until the users and
users organisations have been informed and
any remarks received (...). Proposed withdra-
wals or modifications, along with the relevant
conditions of implementation and the lead
times for ensuring equipment conformity are
subject to ART approval (...)."

The Government also took into account ART's
remark concerning the modification to article
D. 377 of the CPT. It established a list of the
costs that can be taken into account in order to
comply with the cost-based tariff obligation
for leased lines. These costs must appear in the
"regulatory” prescribed accounts of the ope-
rators concerned.

However, the 5th paragraph of this article,
which applied solely to France Telecom, requi-
red modification to ensure that all operators
designated in compliance with article L. 34-2-
1 of the CPT are subject to accounting separa-
tion obligations identical to those provided for
in articles L. 34-8 and D. 99-13 of the CPT.

Hence, paragraph 5 of article D. 377 of the
CPT has been modified by replacing the sen-
tence "in the case of the accounting provisions
in article 18 of the contractual operating
conditions annexed to the above decree no.
96-1225 dated 27 December 1996, leased line
costs include (...)" by "in the case of the accoun-
ting provisions in article L. 34-8 Il, leased line
costs include (...)."

2 European Parliament and Council directive 97/51/EC dated 6 October 1997 modifying directives 90/387/EEC et
92/44/EEC to adapt them to a competitive environment in the telecommunications sector, OJEC, L 295,29 October

1997,p.23.
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II. Law on internal security

STORAGE OF DATA CONTAINING PERSONAL
IDENTITIES AND COMMUNICATION DETAILS
BY OPERATORS

The text presented by the Government is part
of the law on internal security guidelines and
planning (LOPSI) dated August 2002 outlining
the plan of action for the next five years!.

The draft law on internal security was deba-
ted according to the procedure for urgent
cases. This draft law was presented to the Sena-
te for first reading on 23 October 2002 and
subsequently to the National Assembly, which
amended and adopted it on 28 January 2003.
Following agreement at a meeting of the joint
commission, it was presented for voting to the
Assembly on 12 February and to the Senate the
next day. Before being distributed the text was
verified for compliance with the Constitution.
The Constitutional Council expressed certain
reservations on its interpretation but did not
contest the provisions of the Act2.

The Act dated 18 March 20033 introduced
several changes to the Posts and Telecommu-
nications Code.

¢ |n the first instance, by virtue of the addi-
tions made in fine to article L.32-3-1lll, the
legislator allows telecommunications ope-
rators to retain certain data relative to the
identity of persons using the service provi-
ded with respect to the technical characte-
ristics of the communications in so far as this
allows " network security to be protected.”
The control of data storage and processing
continues to fall under the jurisdiction of the
CNIL. Finally the principle whereby this data
must not include the contents of any infor-

mation exchanged has been maintained.
e Secondly, the legislator added via article
72,anew article L. 35-2 to chapter 1, title 1,
book I, which requires operators to put in
place technical measures to prevent mobile
terminals that have been declared stolen
from being used by blocking access to the
operators' networks or services. The measu-
re also provides in paragraph 1 that "opera-
tors operating a public radiocommunication
network or supplying public radiocommu-
nication services are obliged to put in place
technical measures to prevent mobile ter-
minals that have been identified and noti-
fied to the operators as being stolen from
placing calls by blocking access to their net-
works or services with the exception of
emergency numbers."

In order to ensure efficient coordination bet-
ween the police and the judiciary, the article
was supplemented by a second paragraph whi-
ch allows the competent senior police officer,
duly authorised by the public prosecutor or the
investigating judge, to require the operator to
maintain access to its network and services. The
reason for this measure is to that the stolen
telephone can be used to identify the authors
of crimes or offences. As a result, the second
paragraph of article L. 32-5 of the Code pro-
vides that "the senior police officer may requi-
re operators not to apply the provisions of the
first paragraph when duly authorised by an
investigating judge or the public prosecutor.”

Thirdly, and to ensure application of these
new obligations, the legislator supplemented
article L39-2 of the Code by introducing a fine
0f 30000 euros for failure to comply with the
provisions of article L. 32-5 of the Code. The
infringement constitutes an offence which, if
need be, may bring into play the criminal res-

I Act no.2002-1094 dated 29 August 2002, O}, 30 August 2002, p. [ 4398.
2 CCno.2003-467 DC dated |3 March 2003,0), |9 March 2003,p.4789.
3 Actno.2003-239 dated |8 March 2003,0), 19 March 2003,p.476 .
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ponsibility of legal entities under common law
in accordance with article 121-2 of the Penal
Code’. Furthermore, the application of article
131-38 of the same Code2 with respect to an
operator may result in imposition of a fine of
150 000 euros which is five times that appli-
cable to individuals. Consequently, under the
terms of article L.32-9 of the Code "any infrac-
tion knowingly committed with respect to the
provisions of article L. 32-5 is punishable by a
fine of 30 000 euros. Legal entities may be
declared criminally responsible for any offen-
ce covered by the present paragraph under the
conditions provided for in article 121-2 of the
Penal Code. Legal entities risk a fine as provided
forin article 131-38 of the Penal Code."

The second paragraph of this article provides
for a time period to allow telecommunications
operators to develop the technical measures
needed to neutralise stolen telephones. It expi-
red on 1 January 2004 for all of metropolitan
France. Accordingly, article L.39-2 Il specifies
that "the current measures will enter into for-
ce for metropolitan France on 1 January 2004.
If necessary, the conditions of application will
be established by Conseil d'Etat3 decree."

Finally, the Act dated 18 March 2003 pro-
vides, in article 126, for these measures to come
into force in the overseas territories. The text
starts by repealing article L.32-3-3 of the Act
dated 15 November 2001 concerning day-to-
day security4, to allow the former provisions of
articles L.32-3-1 and L.32-3-2 and the new
provisions of article L. 32-5 to be combined in
anew article L.32-6.

The result of this rearrangement is that article
L.32-3-1, which obliges operators to delete or
render anonymous any data relative to a com-
munication (with the exception of require-
ments for detecting infringements or for
billing), and article L.32-3-2, which establishes
a period of one year for operators to retain traf-
fic information for billing purposes, are added
to article L.32-5 above so that they can be
applied to the overseas territories in applica-
tion of article L. 32-6 of the Code. This article
provides that "articles L. 32-3-1, L.32-3-2 and
L.32-5 are applicable in New Caledonia, Fren-
ch Polynesia and the Wallis and Futuna islands."

In order to ensure compliance with the pro-
visions contained in article L. 32-5 in this geo-
graphical area, article L. 39-2-1 has been added
to the Posts and Telecommunications Code to
ensure that fines for infringements by legal
entities or individuals are fully applicable to
the above areas covered by the above local
authorities. The new article is worded as fol-
lows: "The provisions of the second paragraph
of article L. 39-2 are applicable in New Cale-
donia, French Polynesia and the Wallis and
Futunaislands." The amount of the fine in the-
se provisions is equal to its equivalent value in
local currency."

As far as technical measures for neutralising
stolen mobile phones are concerned, telecom-
munications operators operating networks and
services in the overseas départements of Saint-
Pierre et Miquelon, Mayotte, New Caledonia,
French Polynesia and in the islands of Wallis
and Futuna have been accorded an additional

| Article 121-2 of the Penal Code :" Legal entities, with the exception of the State,are criminally responsible (...) for
infringements committed, on their behalf or by their departments and agencies or representatives (...) The criminal
responsibility of legal entities does not exclude the responsibility of individuals who may have committed or abetted

these acts".

2 Article 131-38 of the Penal Code : "the minimum fine applicable to legal entities is five times that provided for

individuals in the law responsible for punishing the infringement ".

3 Seeglossary.

4 Actno.2001-1062 dated |5 November 2001,0], | 6 November 2001,p. 18215.
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period, until 1January 2005, to implement the
required measures.

Asaresult of article L. 39-2-1 I, articles L.32-
3-1and L. 32-3-2, which were already appli-
cable in New Caledonia, French Polynesia and
in Wallis and Futuna, will only come into force
on that date. Indeed, the second paragraph
provides that "the provisions of article L. 32-5
in the overseas départements' of Saint-Pierre
et Miquelon and Mayotte and of article L. 32-
6 in New Caledonia, French Polynesia and in
the islands of Wallis and Futuna will come into
force on 1 January 2005."

II1. Law on judiciary
guidelines and planning

The use of jamming devices in penitentiary
establishments

Article 47 of the Act no. 2002-1138 dated 9
September 2002 on judiciary guidelines and
planning modified article L. 33-3 of the Posts

| See glossary.

and Telecommunications code by adding to the
list of installations which can be freely establi-
shed as defined in article L. 33-3 of the Posts
and Telecommunications Code, radio electric
installations allowing mobile telephones to be
rendered unusable within penitentiary esta-
blishments.

Contrary to the provision relating to public
theatres, this legislative provision expressly
provides that the installation of devices ren-
dering mobile telephones unusable in peni-
tentiary establishments does not require prior
authorisation by the Authority approved by the
Minister responsible for Telecommunications.

This measure, which is limited to within the
bounds of penitentiary establishments, is the-
refore immediately applicable.
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Glossary of terms
and abbreviations

2G, 2,5G: Pre third-generation mobile systems
e.g. GSM for 2G and GPRS for 2.5G.

3G: Third generation mobile system. 3G net-
works will provide users with access to a wide
range of new services. One of the most impor-
tant will be broadband Internet access as a
result of gradual introduction on mobile net-
works of packet-switching technology.

3GPP (Third Generation Partnership Project):
Global body bringing together worldwide stan-
dards organisations, including ETSI and US,
Japanese and Korean members. Its mandate is
to reach an agreement on a common radio
interface in order to determine a standard for
third-generation mobile telecommunications
systems (UMTS). ETSI transferred the work car-
ried out within the SMG committee on UMTS
to the 3GPP.

Some of the 3GPP's partners are the GSM Asso-
ciation, UMTS Forum and IPV6 Forum.

Access network: Network to which customer
premises equipment is directly connected,

giving access to services. (cf. "core network")

Accounting rates: System that sets out the pri-

cing principles to be used in interconnection
agreements between international operators,
to enable revenues for international calls to be
shared between the operator in the country
where traffic originates and the operator in the
country that delivers the traffic. For callsto a
given international destination, the operator
in the country originating the traffic sets the
retail price, which is called the collection rate.
At the same time, this operator and the opera-
tor in the destination country negotiate a per-
minute settlement rate. The settlementrate is
used to determine the sum paid by the origi-
nating-traffic operator to the operator which
delivers the traffic. The settlement rate is often
half the accounting rate.

ACTE (Approval Committee for Telecommu-
nications Equipment): Committee chaired by
the European Commission (DG XlI), respon-
sible for implementing the terminal equipment
directive (98/13/EC), by drafting common tech-
nical regulations (CTRs) for network access.

ADSL (Asymmetrical Digital Subscriber Line):
ADSL s part of the xDSL technology family and
is designed to enhance the performance of
access networks, particularly the subscriber line
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of the conventional telephone copper access
network. Two modems are used, one on the
customer's premises, and the other on the sub-
scriber line before the main distribution fra-
me, to increase data rates 70-fold compared to
the usual analogue modem. ADSL uses a line
splitter to enable it to carry voice, upstream
data (user to network) and a greater propor-
tion of downstream data (network to user). Fil-
tering at both ends of the line ensures accep-
table voice quality, by removing the
unnecessary parts of the signal. ADSL techno-
logy is particularly well suited to the local loop,
as throughput diminishes over distance. It is
relatively inexpensive, and therefore consti-
tutes an attractive alternative to cable net-
works for broadband Internet access.

AFA : French association of Internet access pro-
viders.

ANFr (Agence Nationale des Fréquences):
National Frequencies Agency. Body responsible
for managing the RF spectrum, sharing fre-
quencies between the different bodies and
administrations with allocations in France (ART,
CSA, Defence Ministry, etc.), dealing with inter-
ference and participating in international
negotiations on frequencies.

Asymmetric regulation: Regulation that
imposes specific obligations on the incumbent
because of its dominant position in the mar-
ket. e.g. special interconnection obligations,
up-front retail tariff control, and universal ser-
vice obligations.

ATM (Asynchronous Transfer Mode): An
asynchronous transmission technique provi-
ding high-speed transport of digital data using
short, fixed-length packets. ATM permits
ultra-fast transmission and enhances line
capacity, making it particularly well suited to
high-speed multi-service networks. By impro-
ving core network performance and optimi-
sing network resources, it supports high traf-

fic flow, while maintaining high service quality.

Audiotel: Services provided by France Télécom,
which can generally be accessed by dialling a
number beginning with "08 36". They enable
users to access information, games, etc., viaan
audiotex-type voice server, which guides the
caller with pre-recorded messages.

Backbone (core network): Operators' backbo-
ne networks are made up of very high- speed
transmission links connecting the main net-
work nodes to which lower-capacity links are
connected. Backbone networks can be national
(country wide coverage), regional (covering
several countries in the case of European back-
bones) or global (worldwide coverage).

Bandwidth : Designates the capacity of a
transmission link. It determines the quantity of
information (in bps) that can be transmitted
simultaneously. In [T, it is often confused with
the transfer rate or capacity expressed in bits
per second

BAS (Broadband Access Server): Server used
to manage data transport in ATM mode for
ADSL-based Internet access offerings. Each
BAS on the France Telecom network is connec-
ted to approximately 10 DSLAMs and groups
the traffic handled by those devices. Conse-
quently, the area covered by a BAS is referred to
by France Telecom as a platform. Two ATM
circuits, one "incoming" and one "outgoing"”,
are putin place between the client and the BAS
to which he or she is connected.

Beauty contest: Method used in France for
selection of candidates to use a limited resour-
ce (e.g. wireless local loop or UMTS licences and
frequencies). It consists of defining a certain
number of criteria and rating the candidates
accordingly in order to select the most suitable
candidates. It is not the same as an auction,
where the price of the resource is the only
criterion taken into account.
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Bit rate: Amount of data carried by a network
within a given time frame.

Cable networks: Refers to audiovisual distri-
bution networks established in accordance
with the Audiovisual Communication Act no.
82-652 dated 29 July 1982 and article 34 of
the Act no. 86-1067 dated 30 September 1986
on freedom of communication.

Call back : The user dials a number in the coun-
try which operates "call back". There is no call
set-up so no charge. An automatic device calls
the number back and sets up the call on an
international line. The user then dials the num-
ber of his correspondent. The call is billed at the
tariff charged by the chosen foreign operator.
This system enables users to enjoy the tariffs
charged in the country called.

Carrier (or long distance operator): Telecom-
munications company which carries national
long distance and [or international calls.

Carrier selection: Possibility for customers to
choose between several carriers. Carrier selec-
tion concerns only long distance and interna-
tional calls.

CCR (Radiocommunications Consultative
Committee) and CCRST

CEN: European Committee for Standardisa-
tion.

CENELEC: European Committee for the
Coordination of Electrical Standards

CEPT (The European Conference of Postal
and Telecommunications Administrations):
Regional regulatory telecommunications
organisation of which most European coun-
tries are members. It is involved in requlatory
and technical co-operation (particularly on
frequencies).

Chambre Zéro or “zero chamber”: Operator
access point to France Telecom building and
distribution frame cables for remote co-loca-
tion.

Circuit : Bi-directional link between two ter-
minal units over which a connection mode ser-
vice can be provided.

Co-location: In France Telecom's standard
interconnection offer, physical interconnec-
tion is possible using three different
techniques:

® co-location: the operator installs its
equipment on France Telecom's premises.

e interconnection link: France Telecom installs
its equipment on the operator's premises.

® in-span interconnection: a solution half way
between these two systems where the point of
interconnection is located in the public
domain, for instance.

For local loop unbundling, co-location consists
of supplying the premises and technical
resources needed to host and connect the
equipment of alternative operators.

Conformity certification: Terminal equipment
intended to be connected to a telecommuni-
cations network (telephone sets, faxes,
modemes, etc.) as well as radio transmitters
(remote control units, CB devices etc.) must
conform to quality and security standards
before being placed on the market. Telecoms
legislation sets out assessment procedures lea-
ding to the issue by ART of conformity certifi-
cates. Equipment which has been conformity
certified carries a special label.

Consumer basket: Statistical market infor-
mation tool, enabling the average change in
users' bills to be measured, at constant
consumption. ART has established two consu-
mer baskets to observe the average yearly
change in telephone tariffs.
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Convergence: Refers to two different trends:
e convergence between the broadcasting and
telecommunications sectors. Advances in
technology make it possible to use different
media (cable networks, terrestrial and satellite
radio relay systems, computer terminals and
television sets) to carry and process all kinds of
information and services, including sound,
images and data. This type of convergence is
due to a revolution in technology (digitisation).
It has economic and regulatory implications.
¢ fixed/mobile convergence. Increasingly
similar technologies are used and services
provided by fixed-telephone and mobile-tele-
phone systems. This type of convergence opens
up prospects for operators to propose the same
services to all users, regardless of the techno-
logy or networks they use.

Core network (backbone): A telecommunica-
tions network comprises two parts:

e the local loop or access network, which com-
prises subscriber lines, i.e. in a fixed-telephony
network, the part of the network where each
subscriber line, generally comprised of copper
pairs, is physically separated.

¢ the backbone consisting of all the transmis-
sion and switching elements starting with the
local exchange.

CPT (Code des postes et télécommunications):
The Posts and Telecommunications Code

CST (Conseil supérieur de la télématique):
French telematics services authority.

CT (Commutateur de transit): see trunk
exchange.

CTA (Conseil de la télématique anonyme):
French advisory committee on telematics ser-
vices.

CTR (Common Technical Regulations) :
Joint technical regulations governing network
access for terminal equipment. They are

drafted in accordance with EU directive
98/13/EC by the TRAC committee and ETSI at
the request of the ACTE committee, chaired by
the European Commission. CTRs apply to all
member States.

CUG (closed user group): The Posts and Tele-
communications Code defines an independent
network as a network that is shared or used for
a private purpose. It"isfor private use, if use is
reserved for the physical or legal person that
setitup, and it is for shared use if use is reser-
ved for several physical or legal persons that
have set up one or several closed user groupsin
order to exchange communications within that
same group". ART clarified this definition by
adding that a CUG must be "based on a com-
munity of interest that is stable enough to be
identified and that predates creation of the
network". The term 'closed user group' is also
used to define a virtual private network on a
public network.

DECT (Digital Enhanced Cordless Telecom-
munications): European digital radio trans-
mission standard for mobile or fixed telepho-
ny (wireless local loop).

Digital block: A number of calls grouped
together on the same physical transmitting
medium using a technique known as multi-
plexing. With PDH (Plesiochronous Digital Hie-
rarchy), the transmission standard generally
used for telecommunications networks, calls
can be multiplexed first into primary digital
blocks (PDBs) comprising 30 calls, then into
secondary digital blocks (SDBs) of 120 calls,
then into tertiary digital blocks (TDBs, 480 calls)
and finally into quaternary digital blocks
(QDBs, 1,920 calls). Each digital block corres-
ponds to a transfer rate or capacity expressed
in bits per second, where the bit is the basic
digital binary unit (which has two values: 1 or
0). The transfer rate of a PDB is 2Mbit/s. For
interconnection purposes, pricing can be based
on the transmission capacity, expressed in PDBs.
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Digital Link: Link over which information is
carried in a digital format. Digital means that
all the information (sound, text, image) has
been encoded and transformed into a series of
binary digits, as opposed to analogue.

Direct interconnection: Call termination
service, in which a call to one of France
Telecom's subscribers is terminated for an
operator. The call is routed by the operator to
the interconnection point; it is then carried
by France Telecom over its network from the
point of interconnection to the subscriber's
customer premises equipment.

Distributor (mobile communications service
provider): Company selling and managing
mobile telephony subscriptions on behalf of
an operator.

Domain name: Name designating an entity to
which an Internet site belongs e.g. ".fr" or

.com-.

DSLAM (Digital Subscriber Line Multiplexer):
One of the devices used to convert conventio-
nal telephone lines into ADSL lines for broad-
band data transmission, particularly for Inter-
net access. The DSLAM is installed on the main
distribution frame of the local operator's net-
work. It combinesseveral ADSL lines on asingle
medium, which routes data to and from these
lines.

Dual tandem exchange interconnection:
Service listed in France Telecom's interconnec-
tion offer. It enables an operator interconnec-
ted at a trunk exchange to reach subscribers
served in any other trunk exchange area. Hen-
ce, it gives access to all the lines in France.

ECC (Electronic Communications Committee):
New umbrella committee for the activities
formerly handled by ECTRA and ERC in CEPT.

Economic regulation: The requlatory authori-

ty has to ensure that competition is effective,
fair and sustainable. It does this by using pre-
cise knowledge of market developments and
the legal instruments at its disposal (e.g. dis-
pute settlement, approval of technical and
financial interconnection conditions, penal-
ties, in-depth evaluation of operators' costs).

ECTRA (European Committee of Telecommu-
nications Regulatory Affairs): CEPT commit-
tee responsible for requlatory affairs. Its
permanent office is the European Telecommu-
nications Office (ETO)

ENUM: protocol defined by the Internet Engi-
neering Task Force (IETF) to create Internet
domain names from telephone numbers and
link them to communication services
(telephone, email, fax, unified messaging etc.).
ENUM is the first truly convergent Internet
[telecoms project combining numbering
aspects with Internet naming and addressing
features.

ERC (European Radiocommunications Com-
mittee): Organisation answerable to the
European Conference of Postal and Telecom-
munications Administrations (CEPT), respon-
sible for requlatory cooperation on radiocom-
municationsissues. Its permanent office is the
European Radiocommunications Office (ERO).

ERMES (European Radio Messaging System):
European radio paging standard.

ETNO (European Public Telecommunications
Network Operators Association): Association
set up to foster cooperation among operators.

ETSI (European Telecommunications Stan-
dards Institute): Body set up by the European
Commission to handle telecommunications
standardisation for the CEPT

Extranet: A private external network that uses
Internet protocols (IP) to enable businesses or
organisations to exchange digital data with
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their main correspondents (subsidiaries,
customers, suppliers, etc.). Hypertext Markup
Language (HTML) makes the presentation of
data user-friendly, using hyperlinks to allow
users to browse through screen pages (ason a
web site).

FIP: Flat-rate interconnection point.

Flat-rate interconnection: An interconnection
offer between third-party networks and the
France Telecom network whereby the fees
payable by the alternative operator for
collecting traffic on the local loop are on a
per-circuit basis and not on a per-minute basis.

Freephone numbers: Generally called a
"numéro vert" (green number) by France
Telecom. These numbers are free for the caller
and are paid for by the individuals, companies
and organisations that have requested their
assignment to allow callers to reach them free
of charge. Freephone numbers begin with
0800.

FRIACO (Flat Rate Internet Access Call
Origination.): British Telecom's flat-rate inter-
connection offer in the UK.

GCT (Group Consultatif Terminaux): Voluntary
working group comprising the various parties
interested in telecommunications terminal
equipment, such as operators, manufacturing
unions, test laboratories and users. The group is
responsible for drafting national technical
regulations, which are used for terminal equip-
ment conformity assessment. ART is the group
facilitator.

GPRS (General Packet Radio Services): Packet
switching system enabling enhanced data rates
over GSM networks (cf. "Switching").

GSM (Global System for mobile communica-
tions) : Digital radio transmission standard for
mobile telephony.

GTR (Groupe de Travail sur les Radiocommu-
nications Professionnelles): working group
on business communications set up within
the Radiocommunications Consultative
Committee.

HDSL (High Speed DSL): Bi-directional
symmetrical transmission technique primarily
for professional applications. Bit rates up to
2 mbps can be achieved over 2500m.

HSCSD (High Speed Circuit Switched Data):
Circuit switching system enabling enhanced
data rates over GSM networks (cf. "Switching").

|IAB: Internet Architecture Board.

ICANN: Internet Corporation for Assignment
of Names and Numbers.

IETF: Internet Engineering Task Force.

IMT 200: Third-generation mobile systems,
with special features enabling improvement of
mobility services. The ITU selected five terres-
trial radio interfaces for third-generation
mobile systems and these therefore bear the
IMT 2000 label. UMTS was one of the five selec-
ted.

IMT 2000: International Mobile Telecommu-
nications 2000

Independent network: see: CUG.

Indirect Interconnection: Call collection
service, in which an operator collects a call
from one of France Telecom's subscribers. The
subscriber dials a prefix to select the operator.
The call is carried by France Telecom from the
subscriber's customer premises equipment to
the point of interconnection, and from this
point by the alternative operator.

In-span interconnection (in span): see
"co-location".
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Interconnection agreement: Private contract
negotiated and signed by two operators, on a
case-by-case basis, to determine their terms of
conditions for interconnection. Generally when
an agreement is concluded with an operator
with significant market power, it is based on
this operator's standard interconnection offer.
If the service is not listed in the interconnect
offer, new interconnection conditions are laid
down.

Interconnection interface: All the technical
specifications necessary to practically
implement interconnection by establishing a
dialogue between networks. It defines the
physical interconnection arrangements,
services and advanced functions accessible
between the networks concerned, the control
mechanism for these services and their billing
and operating arrangements.

Interconnection link: see "co-location".

Interconnection: The linking of telecommuni-
cations networks to allow one operator's
subscribers to communicate with any of
another operators' subscribers.

International Electrotechnical Commission
(IEC) :

International Settlement Rate: Amount paid
by one operator to another as part of the
international accounting rates system.

Internet: A network of variable sized networks
interconnected by the Internet Protocol,
over which a wide range of services can be
provided.

Interoperability (interworking): Service
interoperability is the possibility for different
services to operate on different networks. The
technical specifications at the interconnection
interface determine, in part, service interope-
rability between different operators.

Intranet: A corporate network using Internet
Protocol, reserved for internal communication.
It enables businesses or organisations to
exchange information using the IP standard.
Hypertext Markup Language (HTML) makes the
presentation of data user-friendly, using
hyperlinks to permit users to browse through
screen pages (as on a web site).

IP (Internet Protocol): Telecommunications
protocol used on networks which support
Internet, enabling the information to be
transmitted to be broken down into data
packets, transmitted independently based on
address information carried in the packet and
reassembled at the receiving end. Hence, this
protocol uses packet switching techniques.
For Internet use, it is associated with a data
transmission control protocol called TCP (Trans-
mission Control Protocol); it is therefore known
as the TCP/IP protocol.

IP Address : Address identifying a terminal
connected to the Internet network.

IP telephony: Voice communication service
using the telecommunications IP protocol
(Internet protocol) developed for the Internet.

IRG (Independent Regulator Group): Informal
body comprising representatives of the various
regulatory bodies in EU and EEA countries.

ISDN (Integrated Services Digital Network):
Digital telecommunications network, capable
of carrying image, sound and text data simul-
taneously.

ISO (International Standards Organisation):
International organisation for standardisation.

ISP: Internet service provider.
Leased Line: From a technical viewpoint, this is

a permanent link (as opposed to a switched link
which is temporary) comprising one or several
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parts of a public network, reserved exclusively
for a given user. From a legal viewpoint,
a leased line, which is also called a dedicated
line, is defined in the Posts and Telecommuni-
cations Code as: "a contract between the public
operator and a user for the provision of trans-
mission capacity between given termination
points of the public network. The user has no
control over switching". This type of service is
used by businesses for their corporate
networks, and also by telecommunications
service providers that do not have their own
infrastructure or that wish to increase their
capacity.

Least-cost routing: Optimal routing using a
system that systematically chooses the

least expensive links, depending on the desti-
nation and time of the call.

LEO: Low Earth Orbit.

Licences: The Telecommunications Act of 26
July 1996 states that there are no restrictions
on telecommunications activities. However, it
stipulates that some of these activities require
a licence (also known as an "authorisation").
For example, a licence must be obtained from
the Minister for Telecommunications, after
applying to ART, to set up and operate a public
network, to provide a public telephone service
and to provide the public with telecommuni-
cations services using microwave frequencies.
ART issues licences to set up and operate inde-
pendent networks.

LLO: Local loop operator (see "local operator”).

LMDS (Local Multipoint Distribution Services):
Technology supporting high-speed transmis-
sion, which uses microwave frequencies to
provide access to the telephone service, Inter-
net and television programmes. This type of
transmission is particularly well suited to
scarcely populated areas, which do not have
cable coverage. However, its development is

hindered at present by technical barriers such
assignal attenuation, caused on the one hand
by the weather (rain), and on the other hand
by obstructions (buildings, leafy trees, hills)
which interfere with radio wave propagation.

Local exchange (CAA): Exchange to which
subscribers are connected, by a line interface
module. In France Télécom's tier system, this is
the lowest-ranking exchange on the network
and subscribers are connected using an URA
(g-v.). The higher-level exchanges are called
trunk exchanges.

Local exchange area: In France Télécom's
network, the exchange area is the area in
which subscribers are served by one (or several)
exchange(s) of a given level. For local exchanges
(lowest level) the area is called the local
exchange area, and for trunk exchanges it is
called the trunk exchange area.

Local exchange interconnection service:
service listed in France Telecom's standard
interconnection offer, enabling an operator to
interconnect at France Telecom's local exchan-
ge. It enables 30 000 lines to be reached.

Local loop unbundling: Local loop unbund-
ling, also know as unbundled access to the local
network, consists of allowing new operators to
use the incumbent operator's local network,
made up of copper pairs, to serve their sub-
scribers directly. New entrants will naturally
compensate the incumbent for the use of its
network. Consequently, the customers of a
new entrant will no longer be required to take
out a subscription with France Telecom to
access their operator's services. This broad
definition encompasses several options. The
preparations for the public consultation
conducted by ART in 1999 identified five such
options: Three of these five emerged during
deliberations concerning the possibility of
accessing the incumbent's local loop on an
unbundled basis. This unbundled access may
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entail:

® physical unbundling of the local loop,
where the new operator gets direct access to
the copper pair. This is known as raw copper
access (option 1),

® access to transmission capacities, comprising
bitstream access and access to a permanent
virtual circuit (options 2 and 3).

The two remaining options are equivalent to a
resale business, namely local traffic resale and
subscription resale (options 4 and 5)

Local loop: The wire or radio connections
between the customer's premises and the local
exchange. The local loop is the part of a net-
work that gives the operator direct access to
the customer.

Local operator (or local loop operator):
Telecommunications company that has installed
subscriber lines.

Local sorting zone: The local loop operator
sends to the carrier selected by the calling
party only those calls that are destined for
calling parties outside the local sorting zone;
calls within the local sorting zone are retained
and routed by the local loop operator irrespec-
tive of the numbering sequence used by the
calling party. In France, the local sorting zone
generally corresponds to a département.

Long-run average incremental costs (LRIC):
The Telecommunications Act stipulates
that the interconnection tariffs must be set
according to the actual costs incurred by
the operator providing the interconnection
service. Two methods can be used to determine
these costs: the first consists of using the
operator's historic network costs; the second
consists of evaluating the cost of building a
new network at current and future prices,
which are generally lower than historic costs
due to technological advances.

Long-run average incremental costing aims to
reconcile these two methods by comparing

two evaluations:

® one based on the operator's accounts, and
another based on a technical and economic
model of network roll-out and operation.
This reconciliation should provide better
understanding of network cost drivers and
their relationship with the different intercon-
nection services.

Main distribution frame (MDF): Apparatus
allowing the subscriber copper pairs to be
distributed between the cables connected to
the local exchange. It enables the distribution
of several subscriber lines over a single cable.

Microwave radio links: Terrestrial radiocom-
munication links between fixed points.

Mobile radio network: Network using radio
frequencies to connect mobiles to the fixed or
mobile network

MRC (Milestone Review Committee): Advisory
group set up jointly by ECTRA and the ERC
within the CEPT to ensure that the various
regulatory systems fulfil their requirements.

NAS (Network Access Server): Equipment
used by operators to provide Internet access
services over the switched telephone network.
An NAS converts telephone calls into IP data
streams, interfacing between the switched
telephone network and the IP data transport
network.

Network: Combination of telecommunications
resources, e.g. exchanges, wire links (copper
cable, optical fibre) and terrestrial or satellite
radio transmission links.

Non-geographic numbers: Number beginning
with 08, among which the services can be
distinguished by type e.g. general mobile
services, virtual private network services, and
by pricing, e.g. freephone services, shared-cost
services and shared revenue services.
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Number portability: Possibility for subscribers
to retain their telephone number when
changing local loop operator (service acces-
sible since 1st January 1998 if the subscriber
does not change address) or when changing
geographical location or local loop operator,
or both (service accessible from 1 January
2001)

ONP (Open Network Provision): Rules
enabling the incumbent's network to be used
by new operators, whereby network ownership
isseparated from the provision of services over
the network. This allows a distinction to be
made between network implementation and
itscommercial operation. The European "ONP"
directives aim to harmonise conditions so
that ONP principles can be applied to all tele-
communications services. The harmonised
conditions guarantee open and efficient access
to telecommunications networks.

Operator with significant market power (SMP
operator): The Telecommunications Act
requires ART to draw up annually a list of
operators with significant market power
(meaning that they have significant power on
a relevant telecommunications market). They
are obliged to publish a standard interconnec-
tion offer. Any operator that has over 25%
market share of a relevant telecommunications
market is deemed to have significant market
power. When drawing up this list, ART also
takes into account the operator's turnover in
relation to the size of the market, and its
control of access to the end user as well as its
access to financial resources and its experien-
ce in the market.

PDH (Plesiochronous Digital Hierarchy): A
digital transmission standard based on dividing
information up into identical time intervals.
Peering: Refers to a type of interconnection
agreement between two IP backbone networks
(called peer networks) for the exchange of
Internet traffic between their respective

networks. These exchanges take place in public
or private nodes.

Plan Cable (French cable plan): This term refers
to a French Government plan introduced in the
Audiovisual Communication Act 82-652 dated
29 July 1982, which sought to develop audio-
visual cable networks in France.

PMR (professional mobile radio): Mobile radio
networks for business users. In France a
distinction is drawn between:

® 3R2P: trunked private mobile radio networks
for private purposes

® 2RC: trunked private mobile radio networks
for commercial purposes

® 3RP: trunked private mobile radio network
® 3RPC: trunked public access commercial
mobile radio networks

® RPN: digital trunked private mobile radio net-
works, using Tetra or Tetrapol technology

® RPX: local trunked networks (new category of
networks).

POI (point of interconnection): Operator inter-
connection point.

PoP: Point of Presence

Public network: Telecommunications network
established or used for the provision of public
telecommunications services

Public telephony service: Service defined by
law as "commercial provision to the public of a
service consisting of the conveyance of direct,
real-time voice telephony between public
switched telephone networks for mobile and
fixed users".

Radio interface: System enabling a mobile
terminal to communicate with the network.
Numerous discussions were held within ETSI in
1997 on standardisation of a radio interface
for UMTS. On 29 January 1998 the SMG com-
mittee adopted the UMTS Terrestrial Radio
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Access standard (UTRA - terrestrial as opposed
to satellite). The standard is a compromise
between two originally competitive compo-
nents: WCDMA and TD/CDMA. UTRA was
adopted by the ITU in March 1999 as a radio
interface standard for IMT 2000.

Radio paging: Mobile communications system
enabling users equipped with pagers to
receive call alert signals (beeps) and messages
composed of numbers (numeric) or combina-
tions of numbers and letters (alphanumeric).
The three commercial radiopaging brands in
France are Tam-Tam, Tatoo and Kobby.

Regulation: In the telecommunications sector,
regulation may be defined as the enforcement,
by the competent authority, of all the legal,
economic and technical provisions enabling
telecommunications activities to be carried out
freely, as stipulated by law. Telecommunica-
tions regulation is essentially economic
regulation, which is not the case in the broad-
casting sector, where contentis also requlated
in accordance with cultural objectives.

RLR(réseaux locaux radioélectriques): Wire-
less Local Area Network (see WLAN).

RPS (radiocommunications professionelles
simplifiés): short-range business radio.

RRI(réseau radioélectrique indépendant):
Private mobile radio networks (see PMR).

Satellite network: Network using radio
frequencies relayed by satellite.

SFCA: (Services et Fonctionnalités Complé-
mentaires et Avancés): Ancillary and advanced
servicesincluded in France Telecom's standard
interconnection offer.

Shared-cost services: Service in which the cost
is divided between the calling and the called
parties.

Shared-revenue services: Service in which
the called party receives a payment from the
telecommunications service provider.

Shelter: Housing fitted out for the installation
of operator's co-located equipment for
unbundled local loop.

Signalling: On a telecommunications network,
signalling supports the exchange of the inter-
nal network data needed for call routing. It can
be compared with the road signs on a road
network. It includes the information required
to identify the user for billing or calling-line
identification. When carried out by the
network that carries calls to subscribers, it is
generally integrated in the exchange. It can
also be performed by a separate network,
called the semaphore network.

SIM Card (subscriber identity module):
Subscriber and value-added services card (GSM
standard).

Single tandem exchange interconnection:
Service listed in France Telecom'sinterconnec-
tion offer. It enables an operator interconnec-
ted at a trunk exchange to reach the subscri-
bers served in that trunk's exchange area,
which usually means approximately two
million lines

SMG (Special Mobile Group): ETSI committee
responsible for mobile communications work.

SMS (Short Message Service): These messages
are transmitted in the signalling channel of
GSM mobile networks and have a maximum
length of 160 characters. Transmission of
these messages on GSM networks is standar-
dised and a short message server integrated
into the mobile network provides an interface
with the fixed network.

SNG (Satellite News Gathering): Ground
stations for temporary satellite video links.
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S-PCS: Satellite Personal Communication
Services.

SPIROU (Signalisation Pour I'Interconnexion
des Réseaux Ouverts): New signalling inter-
face developed by the French Interconnection
Committee at ART's initiative, in order to adapt
the French network to the ETSI European
standard, ISUP. This interface comprises the
specifications governing the signalling of basic
telephone call commands, advanced services
and functions, interworking functions with
user access signalling and intelligent network
protocols.

Standard interconnection offer: Technical
interconnection offer and tariffs that opera-
tors designated by ART as having significant
market power, pursuant to Article L. 36-7 of
the Posts and Telecommunications Code, are
required to publish annually to enable other
operators to establish their own commercial
offers and prices. The standard interconnec-
tion offer also sets out the conditions
governing physical interconnection between
the incumbent and other operators.

Switch: Equipment used to route calls to their
destination by establishing temporary connec-
tions between two circuits in a telecommuni-
cations network or by routing data packets.
France Telecom's network comprises a hierar-
chical system of switches. The higher the
exchange in the system, the greater number of
subscribers it serves.

Switched Internet: Refers to Internet access
via the France Telecom public switched
telephone network used for switching plain
ordinary telephone service (POTS).

Switching: In a telecommunications network,
switching allows temporary traffic connections
to be established between two or more
network points. This is carried out by switching
equipment (or exchanges) located at different

points of the network. The basic structure of a
telecommunications network therefore com-
prises transmission links interconnected by
exchanges. "Packet" and "circuit" switching are
two techniques used in telecommunications
networks. The first is used by Internet (IP) net-
works and the second by traditional telephony
(PSTN) networks.

Tariff squeeze effect: The risk of a tariff squee-
ze arises when two companies A and B are
competing in a retail market and when B
depends on A for the supply of goods or
services needed for the retail market. A tariff
squeeze occurs when operator A's retail tariffis
lower than the wholesale tariff for the inter-
mediary goods or services and operator B's own
costs. In the case of tests carried out in ART
recommendations, France Telecom retail tariffs
generate a tariff squeeze if the average revenue
islower than the average cost of an equivalent
retail offer supplied by an operator considered
to be "efficient” and constrained to use France
Telecom interconnection services. The term
"tariff squeeze" comes from the fact that the
other alternative operator must compete with
France Telecom retail tariffs while at the same
time depending on France Telecom for inter-
mediary services i.e. interconnection.

Tariff squeeze: see tariff squeeze effect.

TBR (Technical Basis for Regulation): Harmo-
nised standard established by ETSI. TBRs are
used as the basis of technical regulations,
which lay down the essential requirements
with which terminal equipment must comply.
Telecommunications networks and services
consultative committee : Advisory committees
created by the Telecommunications Act of 26
July 1996. They report to the Minister for Tele-
communications and to the ART Chairman.

Telecommunications: Transmission or recep-
tion of signs, signals, text, image, sound or
other information, by wire, optical fibre, radio
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or other electromagnetic means.

Télétel: Database consultation service offered
by France Telecom using Minitel teletex termi-
nals.

Terminal equipment: Equipment intended
to be connected directly or indirectly to the
termination point of a network in order to
send, process or receive information. e.g.
telephone, fax, modem etc.

The International Telecommunications Union
(ITU): Organisation under the aegis of the Uni-
ted Nations, based in Geneva and responsible
for drafting telecommunications standards.

Third-party billing: Service enabling new
operators to entrust the incumbent with billing
for the services offered to their customers via
interconnection. In the case of special services,
third-party billing cannot be used for services
that are free for the caller, but only for those
that are charged. As the market develops, this
service is essential for effective competition.

Third-party collection: Interconnection
service, which enables a network operator to
collect traffic from the incumbent's network
on behalf of another operator that does not
have infrastructure in the geographical area
concerned. This service is used in particular by
L. 34-1 licensed telephone operators wishing
to provide their service over an extensive area
without having to rollout a network.

TRAC (Technical Regulations Applications
Committee): CEPT committee traditionally set
up to draft common technical regulations
(CTRs) for terminal equipment.

Transmission: On a telecommunications
network, transmission is the carriage of infor-
mation from one network point to another.
The medium used may be copper cables,
optical fibres or radio relays (see "switching").

Trunk exchange area: see "local exchange
area".

UMTS (Universal Mobile Telecommunications
System): European-standard third-generation
mobile telecommunications system, designed
tosupport a wide range of services integrating
voice, data and images. At ITU level there are
several competing standards for these systems
grouped under the generic umbrella called IMT
2000.

Universal service: Principle component of the
public telecommunications service, defined by
law. It includes provision of a telephone
service to all at an affordable price, carriage of
emergency calls free of charge, provision of a
directory enquiry service, a directory in
printed and electronic form, and supply of
public phone booths on the public domain. It
also sets out special technical conditions and
prices for disabled and low-income users.

Unlimited flat rate: Offers unlimited Internet
connection time via the switched telephone
network with the end user being charged a
flat-rate fee.

URA (Unité de Raccordement d'Abonné):
Refers to the part of a telephone switch in the
France Telecom network used to connect
subscriber lines and convert information to
digital format.

Virtual co-location: For unbundling, a type
of co-location in which the unbundling
operator's equipment is managed by France
Telecom and installed alongside France
Telecom's equipment.

Voice telephony: The ONP "voice telephony"
directive of 26 February 1998 defines voice
telephony as "a service available to the public
for the commercial provision of direct
transport of real-time speech via the public
switched network or networks, such that any
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user can use equipment connected to a net-
work termination point at a fixed location to
communicate with another user of equipment
connected to another termination point." The
term "voice telephony" is used in Community
directives to designate the traditional Plain Old
Telephone Service (POTS).

VPN (Virtual Private Network): A virtual
private network shares resources on one or
several public networks for the internal
requirements of a closed user group, which is
defined as "a group with a common interest,
which is sufficiently stable to be identified and
which pre-dates the supply of telecommuni-
cationsservices". It responds to a need for both
internal communication (within the user
group), and external communication (to public
network users). For businesses whose sites are
spread over a wide area, the virtual private net-
work, established on their operator's network,
can function like a private network, with its
own private numbering plan; this simulation
provides the same service as a private branch
automatic exchange (PABX) while at the same
time saving the business costly investment.

VSAT (Very Small Aperture Terminal): Satellite
telecommunications services using a narrow
part of total satellite bandwidth and a very
small transmitting/receiving terminal for low
or medium speed data transmission.

WAP (Wireless Application Protocol): Standard
for adapting the Internet to the constraints of

mobile telephones. It deals in particular, with
the use of a suitable content format. This new
communications protocol is part of the
process of incorporating Internet applications
into GSM mobile networks.

Wireless local loop: Local loop network where
the traditional copper wires are replaced with
wireless network technology, giving greater
flexibility in infrastructure deployment.

Wireline network: Network using metal cables
or optical fibres as a transmission medium.

WLAN: Wireless local area network.

WRC (World Radiocommunication Confe-
rence): International coordination in the field
of radiocommunication. This coordination
is essential because frequencies have no natio-
nal boundaries and it is simpler to have the
same type of service in the same frequencies.
Organised in connection with the ITU, this
conference is held every three years. The results,
once incorporated into radiocommunications
regulations, have the force of an international
treaty. The Radiocommunications Assembly is
held prior to the conference. After the confe-
rence, a preparatory meeting is held to prepare
for the next conference. 2 363 delegates from
150 member countries and 95 organisations
such as manufacturers, operators and interna-
tional and telecommunications organisations
attended the 2000 conference.
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ADF: assembly of French départements :
representative body for local authorities

AFNOR : french standards association. A pri-
vate, non profit making organisation placed
under the supervision of the French Ministry
for Industry.

AMF: association of Mayors of France Coordi-
nates members' activities and provides assistance.

ANFr: National Frequency Agency Organisa-
tion for managing and planning the radio
frequency spectrum.

Caisse des dépots et consignations: the Caisse
des Dépots is a public financial institution
created to provide secure management of
private investment funds requiring special
guarantees. These funds are used for social
and economic investment programmes in the
public interest.

CIADT: interministerial Committee for
Regional Development. The theme of the
CIADT meeting was : narrowing the “digital
divide”.

Conseil d'Etat: the Conseil d'Etat has an advi-
sory role to the Government and the President
of the French Republic. It examines draft laws
and ordinances prior to them being submitted
to the Council of Ministers. It is also the
supreme administrative jurisdiction and rules

on appeals brought by private individuals or
legal entities against irregular administrative
acts that have been considered as prejudicial
to their interests and which do not fall under
the jurisdiction of any other body.

Conseil Economique et Social : The Conseil
Economique et Socialissues recommendations
to the French authorities and also takes partin
the legislative process on Acts to be submitted
for approval by the French Parliament.

CSA: French audiovisual authority. An inde-
pendent administrative authority to guaran-
tee broadcasting freedom and oversee the
quality of programmes.

CSSPPT: Public service commission for posts
and telecommunications Monitors the bal-
anced development of the publicservice. Legal
advisor to executive power for posts and
telecommunications sector.

DDM: Directorate for the Development of
Media.

Département : Metropolitan France is divided
into 95 départements.

DIGITIP: Directorate for Industry, Information
Technologies and the Post. Related to the
Ministry for Finance and Industry, it promotes
competitive development of Industry in France.
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FEDER : European Funds for Regional Devel-
opment. Its purpose is to offset regional
inequalities and promote balanced develop-
ment of European regions. Funds are granted to
local playersin the framework of development
programmes established by the EU, the Mem-
ber States and local authorities.

Préfecture : Administrative center for a
département.

SGAR : General Secretariat for Regional Affairs.
Coordinates public authority actions involv-
ing various local authorities.
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