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{ BELTUG ‘speaks out’

technology

On 1 January 1998, the market for electronic communications was liberalised.

Business users hadhigh expectations. After the monopoly of Belgacom, they looked forward to
healthy competition from newcomers on the market. This would bring them

A Fair prices
A Better quality
A Innovation/ new products based on customer requirements.

Now, some 13 years later, BELTUG has beemeceiving comments from business users
(companies and public services):
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In its Strategic Plan (September 2010), the BIPT states« Un nombre trop restreint de

fournisseurs de services sont a méme de répondre a la demande des entreprises. Un des objectifs
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veiller a ce que leurs besoins soient mieux pris en compte».

BELTUG therefore decided to dive into the topic, to see how companies and public services
really experience competition .

And what is more: to see what can be expected over the coming years.



Ba_?ﬂ EECEEHE BELTUG research

Recent experiences with competition
in the business market

Qualitative input
Face-to-face and phone
interviews: 50

Quantitative input

Participants in our survey: 40
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Faithful to our principles, BELTUG wanted to achieve balanced results and conclusions.

We gathered information from +/ - 90 companies about:
A their recent experiences with RFPs

A their thoughts about the level of competition

A their vision regarding the next years.

This included input from

A +/- 70 ICT decision makers from large and mid -sized companies and public services ¢ via
interviews and an on-line survey of companies who recently organised an RFP.

A 20 representatives from the ICT sector : integrators, telecom operators and consultants¢ via
interviews.

The combination of input from user and supplier sides made it possible to create a complete
picture, based on the viewpoints from different angles.

The results of the interviews were brought together in 2 brainstorming sessions:
A Within the BELTUG team (5 team members who conducted the interviews);
A By the BELTUG Steering Committee.

The draft findings were then shared with about 15 persons who are highly concerned in the
topic, to get their feedback and to be able to fine-tune the results.

Using this methodology, many companies were involved to a high degree in our research, and
helped us to reach our conclusions.
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fewd Be Connected

Are you satisfied with the total number
of bids you received?

yes
49%
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Fewer than half of the business users weresatisfied with the number of bids they received. This
mainly concerns companies working internationally.

| hul wp bothéwh&? wWUEUDUI Dl E6G w3 T PUwi UOUx wEOOUEDPOUwWPOwxEUU
RFP for mobile services, knowing in advance they could not expect a lot of proposals.

Almost one out of three respondents was not satisfied .
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Be Connected

Number of bids received
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Almost half of the companies received only 1 or 2 bids .

To be clear: when a business user received only one bid, it came fromBelgacom.

This proves that in a lot of cases the objective of competition, i.e. to have enough possibilities to
compare offerings, is not being met.

In general, ICT decision makers would like to have 4 bids, although they realise this is not
feasible for all communications services, e.g. mobile.

Somedetermining factors for the number of bids:

The number and locations of sites to connect;

Companies based in an area where there is no alternative to theBelgacominfrastructure;
Companies that specify their requirements (SLAS) in such a way that only Belgacomcan meet;
Type of services and the combination of services;

The scale of the company: if you have enough people and knowledge in-house, it is easier to
split the RFP in parts. This way, there is competition for some parts of the RFP. Although it is
EOI EUwi UOOwWUT T wUl EEUPOOUwWPT wUI ET1 BYT EwUT EVwUT DU WE (
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Mobile services are already very important, and their importance will only grow.

In the Belgian business market, there are only2 players: Belgacom/Proximus and Mobistar. Base
clearly is not targeting the business market.

This means business users usually received only 2 bids. It is very clear from the input from the
business users that theprices of those bids are very similar .

The situation is particularly bad for mobile data: only 47% of the companies interviewed
consider there to be adequate competition for mobile data .

?In het BIPT-marktonderzoeR010komtdeprijs van mobielbreedbandinternetveneensaarvorenalsde
voornaamsteedenwaaromdebevraagdemiet geinteresseerjn in hetgebruikvan mobiel
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International mobile

Managing and supporting international mobile communications is increasingly challenging. The
challenges include managing multiple relationships with mobile service providers, controlling
the ever-expanding fleet of devices, overseeing secure data applications, checking hundreds of
bills and allocating costs back to departments or end-users.

Operators must take a global view of multinational companies (MNCs), acknowledging their
international scope and the global markets in which they operate. MNCs need to work
internationally and expect mobile suppliers to have a global approach.

The global market is a fragmented PATCHWORK of national mobile services

BELTUGI/INTUG paper International Mobile Services and the Multinational CustomfeiDysfunctional
Market
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“We organised RFP in several parts; for some parts, there was no
alternative...”

Voor een bedri ...) ontgoochelend dat er geen
standaard koper/fiber/kabel voorhanden is.”

Au niveau donnees, Belgacom est toujours la seule veritable
option en Belgique.”

“‘Belgacom rules”

“Very little competition once you challenge on a wide zone”
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picture: how do ICT decision makers find the fixed (data and voice) and mobile markets?

These quotes, all coming from our ICT decision makers, are representative of the reactions we
received: they speak for themselves.
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“(...) In dit ‘gereguleerde’ Belgacom DSL aanbod zijn
de aangeboden snelheden en SLA parameters echter
inferieur aan de door u gestelde eisen”, uit een’no bid’
antwoord van een telco

e have a strict qualification process

m

‘choose your battles™, telco

‘We are selective because of scarce
resources”, telco
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What did the other operators told us?
It is clear other telcos have stringent criteria for deciding whether to bid or not.

We see differentreasons for this situation :
A The regulatory environment.

A The crisis.

A The good performance of Belgacom

These factors have led the other operators towards a strategy of targeting only a part of the market.

Top criteria for the other operators in deciding to make a bid
Number of sites to be connected via Belgacom.
Existing relation with the business user.

the blue.

Sector references.

The feeling that they will get a fair chance from the customer.
Someproviders use cross-selling

To Do B Po Do Do

Involvement in pre -RFP process (e.g. information meeting, etc} UOwUOT EVwUT 1T w1 %/ wE O Ubz O wK
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?If we need to connect 20 to 30% of the location8glgaconit might be worthwhile to bid, but with higher

percentages there is no businessxasmito w

To use theBelgacominfrastructure, other operators often make use of unregulated offers from Belgacom,
e.g. for Explore, because with the regulated offers the expectations of the businesses are not met. The

regulated offers are controlled by the BIPT, but targeted to the residential market.
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Bo Connected Other telecom operators
Large Midsized Local
international international (nationally active)
companies companies companies
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It is dangerous to summarise the picture of the market in one sentence, but generally speaking we can state that the
competitors of Belgacomare divided into 3 groups : those targeting

A large international companies;

A midsized international companies;

A local companies.

Toillustrate this conclusion:

Since 2006, BELTUG has organised surveys on the fixedo-OOE D 01 wOEUOI U8 w31 1 wi DUUOw@UI UUDOOwWD L
which operator do you convey (most of) your fixed -t0o-OOED Ol WEEOOUY » w61 DOT wbOuwl YI UawUUUYI aodu
Belgacom, in 2006 there were a host of other names mentioned, including BT, WorldCom (now Verizon), Colt, Versatel

(network sold to Mobistar) and Telenet. In the latest survey, from January 2011, next toBelgacomonly Telenetand

Mobistar were mentioned, apart from a few exceptions.

3T DPUwPUwWUi T wUi EVOOWPT aWwEOOXxEOPTI UwEOOZ OwET O1 i DOwi OOUT T wi UOGOWEOOD
players, they are not active in the same parts of the market.

Comments

A The most important national players, Mobistar and Telenet, are highly driven by the residential market.

A We expect a lot from Mobistar. Although it is still seen as a mobile player, it also has a large fixed network (ex-
Versatel/KPN). Once it integrates the fixed and mobile services, and succeeds in building up knowledge of the (fixed)
corporate business, it has the potential to be a serious competitor.

A The other telcos have no mobile section, which is an important handicap considering the fast growing convergence
between fixed and mobile.

A The situation in Wallonia is worse than in Flanders, where Telenetis present.

A The business market is very complex; you need to have competent people and a lot of knowledge. In more than half
(52% ) of the RFPs, 6 months or more elapsed between the moment the company received the bids and the signing of
the contract. RFPs are sometimes very complex, which means making a bid is a serious effort, requiring serious
PpOYI UUOI OUUBwW! 1 O1 PUOWPUWEWUOEOOWEOUOUUaABwW3T T wbOUI UOEUDPOOE Owx
promising perspective.
A Companies are asking for more stringent SLAs. The company network has become too important, and must be up
and running all the time. When the other telco is dependent on Belgacomit is not always possible to meet the SLA
demands of the business customer.

?VPN is characterised by a unique feature: since it consists in assurancetofeentinanagement, it must by definition be deded
simultaneously at multiple sites. VPN therefore differs fundamentally from provision of access to-¢flotieshternet O w! 3 O w
BEREC report on business services.

?Regarding the evolution of the market, | suspect that a number of more international operators will not activate their #féort
Belgian market, except for a limited number of large international chiemt® w( " 3 WET EDPUDOOWOE Ol UwhOwodUUwU UL

BELTUG fully endorses this point of view.

« Promouvoirun level playing fieldsignifie offrir aux opérateursa possibilitédelutter aarmeségale®tleur donnerlesmémes
chances», Strategic Plan BIPT
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Belgacom is dominant for most services,and it competesin the various parts of the market. The
most difficult market for Belgacom is theinternational market.

But with its strong mobile player, and added integration business with the takeover of Telindus,
it is standing in an excellent position.
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Vendor switch?
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The market is not at all dynamic .

We asked BELTUG members who had recently carried out an RFPwhether they changed
provider in the end: 61% stayed with the existing provider.

For mobile services, thefigure is even higher, at 64%.

This tendency is to the advantage of Belgacom,since Belgacom has thelargest market share of
most services.

To business users, change means risk, extr&fforts and higher costs Sothey only will do soif it is
really worth it.
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%] Be Connected Market is not dynamic
% price difference to justify
migration
28%
0 BELTUG VIP Evening 29 March 2011

ICT is more and more an enabler. Companies want to achieve additional innovation and added
value by using communications technology and services.

But in casesinvolving price comparisons, companies want on average a price that is 14% lower
to consider migrating to another provider.
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Be Connected

Did you combine some services?

IT/TELECOM

CONVERGENCE
SECURITY

-

FIXED-MOBILE

VOICE/DATA
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At present, 55% of the companies already combine services.

By combining they:

A Can improve their purchasing power t when they request a bid that covers more services,
they become more interesting customers for the potential provider.

A Are able to deal with the growing complexity.

With the advent of all-IP networks, fixed -to-mobile convergence, etc., customers are seeking to
aggregate their requirements and look for a provider who can deliver and manage an end -to-end
solution.

Unified Communications, VolP, SIP, etc. are changing the market: it is becoming an IT - business.

Companies look for service providers to help them with the management of network equipment
and servers, datacenter service, etc.

3T PUwWwhPUwYI UawxOUPUDYI wi OUwWwUT 1T wbOUT T UEUOUUB w" 6O6xO1 R

take care of it themselves anymore. More and more companiesare looking for third parties to
help them.

12
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“Ondanks de steeds hevigere concurrentie slaagt Belgacom
erin klanten te winnen. Dat resultaat is te danken aan de

langetermijnconvergentiestrategie”
Bron: Persbericht Belgacom

des partenarlats stratégiques innovants "
Didier Bellens, CEO Belgacom

Integrators will have “preferred” suppliers.
Often Belgacom will be one of them.
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Belgacomclearly has a strategy aiming towards partnerships and convergence. Will these lead to
fewer options for the business user?

Integrators

From the point of view of an integrator, Belgacomis always a competitor, thanks to its Telindus
business. But this has not lead to an aversion againsBelgacom. In fact, everyone wants to be best
friends with Belgacom.

have had good experiences, who they trust. Often Belgacomwill be one of these.

Other operators

Operators are expanding their services, and want to offer IT services (security, application,
backup space, hosting, etc.). This requires additional knowledge and investments.

?$Yi UvaUli DOT wbUwi 1 UUPOT wODPOOI EwOOT 1 Ui 1 UEEEwWwPUwWPDOOU
and only vendors who supply everything will be interesting, which means fewer competitors will subvive
ICT decision maker
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vendor to take over the full suteO w( " 3 WEl EBUDOOWOEOI U

13



03; BELTUG
6 Connente Convergence

Are you concerned about
Vendor lock-in?

Companies like HP, Cisco, IBM and Microsoft want to offer
business and infrastructure services, and try to convert their
customers into a ‘single vendor’ strategy.

BELTUG VIP Evening 29 March 2011
The company network needs to be up and running all the time, with a strong performance. This network has
become crucial.

Cloud computing

Unified Communications will be integrated in the business processes. More and more applications, like SAP
EOQOEw. UEEOI OwbpPOOwWl OwUOwUT 1T w? OOEDPOI WEOOUE~ 6

The cloud can bring flexibility and economies of scale.
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And some of the players look like colossi who want to control the chain end -to-end. Some are taking more
and more space. HP, Cisco, IBM, Microsoft are all enlarging their territories.

Vendor lock -in

The evolutions in technology and the market bring with them a risk of vendor lock -in on a higher level. The
figure of 47% will certainly increase.

For managed services, switching is more difficult: not only must the company work with the provider on an
application level, but it has also lost a lot of its knowledge after taking the step of outsourcing.

«6 UUT UUwOUUUOWET WwEEOI wOOWET EOT 1T wOT 1 PUWEOOQUEWxUOQYDEIT Uwi EUE
OOEDPOI wxi 001 wxUOYPEI Uwédw OEwbi wUT OUOEwWO! YI UwEOOOPWUI T w
market efforts in sectors like electricity. In other words: interoperability is essential for the cloud to be fair, open and
competitivey Neelie Kroes - Vice-President of the European Commission , responsible for Digita IAgenda tat

the Opening of Microsoft Centre on Cloud Computing and Interoperab|l|ty, 22 March 2011

Is there an increased risk of being dependent on Belgacom? Who will choose the network? Does this mean
that other telecom operators will be facing a more difficult time?

14
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international

“In 2011 BEREC will identify the inefficiencies
transnational players experience due to administrative
barriers as a first step to ensure better offers and more
choice for business users.”

£ You like this.

P. 15 BELTUG VIP Evening 29 March 2011

Next step towards fair competition on the European level

Commissioner Neelie Kroes, together with EU regulator BEREC, wants this year to reach the point of clear and transparent regulations,
and of requiring incumbents to offer open, equal access to the old and new networks. The guidance will soon be ready for consultation.
Europe wants:

A Fair tariffs for third parties using the networks of the incumbents.

A Effective implementation of the principals of non -discrimination for vertical integrated network operators (like Belgacom).

7t is time for a reality check of the regulated pric@saiGodlovitch from ECTA, The European Competitive Telecoms Association - the
challengers.

Importance of the business market

For international lobbying, BELTUG works together with its  sister organisations in INTUG, the International Telecom Users Group.
INTUG asked BEREC, the body of European regulators of the 27 member states, to turn its attention to the business market.

At its 4 March meeting, BEREC determined to do so: to work on the business market . We must recognise the importance of this first step.
On March 7, BELTUG/INTUG met with Chris Fonteijn, Chair of BEREC. We demonstrated some concrete examples of how the single
market for electronic communications is not yet a reality for businesses; for example, the concerns about international mobil e services and
the many cross-border issues with cloud computing and security and privacy. BERECneeds to work on 2 levels:

Arowards national regulators like the BIPT in Belgium, to help them to increase competition in the business market.

Mnd on the level of cross-border EEUUDT UU6 wOEUDOOEOQwWUI T UOEUOUUWEEOZ OWUEEOOT wlOi 1 Uil 8
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set outgeneral recommendations about the need (or no need) of specific regulation for theehijbbusiness segmeittwill be up to each NRA to

decide, with the toolkits at its disposal, on the best approach, taking into consideration its specific national cir¢lnBERIEE report on business

market.

BELTUG/INTUG does not believe that the regulation of business services should be left for individual NRAs to decide.

WWEEE] U0wUT UYPET UwEUT wOEUTT 01 EwOOwxUOYPET wUI UYPET UwpréEwE@omOE UUwOEUOT UOL
BEREC report on the business market
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the business market
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report on the business market

Lobbying by the incumbents

It goes without saying that many incumbents (the ex -monopolists), especially those not active on an international level, lobby fiercely
about any new regulatory measures.

?The differentiating factors between high end business customers and other segments might in fact be attributed tod¢kendtitereay the services

are contracted. At the retail level access products offered to (high end) business customers by means of tenderssobaldeppra®e market which

is not susceptible to ex ante regulation due to the presence of factprs such as the specific technical skills arsl ¢#paloiliiiomers or the existence

Ol WEOUOUI UY E b Oelécbmutalid SBEREG xePdet orlt@ business market.

This argument is often used, but it is not correct. Business users face complexity and also have difficulties in understandin g the

market, the technology, acceptable prices levels, etc. TheD OEUOEI OUUWEOUOWEUT U1 wiOT 1 AawEOOz OwbPEOUWOOWDOYI
networks can then be easily used by their competitors. 15
BELTUG/INTUG will continue to consult with Commissioner Neelie Kroes and BEREC, to give them input from the user side.
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© Improvement of operational procedures between Belgacom and
the other operators + 'non-discrimination’

© New regulatory ‘round’ with IP

“FTTH-aanleg zou een investering vergen van 6 a 7 miljard euro,
d.i. 10 keer meer dan de kosten voor de aanleg van het project
Broadway VDSL. Daarbij verduidelijkte hij (Scott Alcott) dat
dergelijke uitgaven bij Belgacom gewoon niet aan de orde zijn.”
Bron: Belgacom, op het Broadband World Forum October 2010

National regulations should start to pay
more attention to the business market

BELTUG VIP Evening

BIPT needs to take measures to increase competition in the business market
? WOEUTT wxEUOwWOl wOi 1 wEUUDOTI UUWOEUOT Dwi E U wU xA 2Eup#EUCR U uztl EA0E UG GA00u0An (i ! 5 O uBECRui #11
analysis of the broadband market.

«Promouvoirun level playing fieldsignifie offrir aux opérateurda possibilitédelutter aarmeségale®tleur donnerlesmémeshances, Strategic
Plan BIPT

Take away the bottlenecks in the Belgacom ¢ other operator procedures

BIPT published the results of an audit of the procedures between Belgacomand the other operators. The bottlenecks are clearly identified.
(February 2011).

It is very important to have non -discrimination: Belgacom must absolutely treat its rivals the same way as it treats its own retail arm.

Towards a new interconnection model

Belgacomis going to close 65 exchanges over the next years. The impact will be substantial: this is about 10 to 15% of the total numér of
exchanges. In 52 of them, however, room for other telecom operators are present.
This meansthere will be a new model of interconnection  between Belgacomand the other operators.

Itis clear that there is no business case for the other operators to connect at the level of the street cabinets, which wowl be necessary to

offer VDSL.

It will be a big challenge for the BIPT to make sure that the other operators, who will thus be more dependent onthe  Belgacom

network , get a fair chance to offer services with their own flavour, to connect with the needs of the business markets.

«De méme le passageersle «tout IP »peutremettreen cause lewndementsnémedeOz D O U1 U guitévinht&mrépdnsés w+ z ( dedrd wU i w
E 7z +ptbactifdefaconE z 6 YeRadvdcteralisruptif E U wx E U Uadddleacttelveréralui baséur un réseauc tout IP », Strategic Plan BIPT

Future possibilities of the technology

Belgacommade a choice not to go to FTTH (fibre to the home) on a large scale, but to opt for VDSL2.

« Nokia Siemens Networks and Huawei are all talking about higher bit rate on copper, some of it approaching a gigakit. Redaintonary,

Belgaconhas been talking about this for a long time. We said when we moved first in Europe with fibber to the curb we expes#edhibireste on

copper. We have moved from 20 to 30 megabit already this year and we see evolutions that are enhanced to get to 5 weyabéssion makes

that 50 megabit line act like 100 megabit circuit, meaning HD TV which takes 8 or 9 megabits today is headed to 4.5t wethinz UWE wOOU wi 6D OT w
Now what the vendors are speaking about to get to 600, 700, 800, 900 megabit is about dynamic spectrum managemerangecttiiggogether
xEDUWEOOEDOT wpd 68 Aw6i wEl 001 Y1 wOi i U1 z OwEwi UT 1 wi 00U @k big irddstmént happetingE OE w0 1 w
OOwlT 1 wyY IStk Aldsdity Belgkcbm, Canference call Q3 2010 fromBelgacomtargeted to analysts.

Working of the BIPT: An independent BIPT: new laws on electronic communications are being prepared to transpose the European

regulatory package into Belgian law. One of the key elements is the independence of the BIPT.

BIPT needs to be able to work more flexibly. The context in which it currently works is too stringent.

Vision of the mobile market: Mobile is becoming more and more important. And mobile services need to go in competition with fixed
services.

61 WEEOz OWUOEOT wlOT 1 wUPUOWOI woOET 1 POT wWEI 1 POEwWI OUWOOGEDPOI wli UYPETI UBw#PUEUUUDO
Majority stake: If the Government sells its majority stake in Belgacom, things would be easier as well.

16



We asked some companies and organisations involved to comment on our study.
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