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1. Executive Summary

Roaming regulation was, and continues to be, unjustified

The GSMA maintains that the Roaming Regulation enacted in 2007 (fthe Regulationd was ill-
conceived given the strong level of competition both in the broader EU mobile market and in the
sub-market for mobile roaming services. Prior to the Regulation, prices for domestic mobile
services in the EU fell by 13% p.a. from 2004-06, while roaming prices (for outbound calls)
declined by 20% in the year to July 2007. These price reductions came about due to constant
tariff innovation from operators in their attempts to attract new and retain existing customers.

Quite apart from the lack of a sound economic rationale, the GSMA also disputes the legal basis
for the Regulation. Indeed, the matter is currently under deliberation in the European Court with
an outcome expected before 2010. The Commi ssi on06s ¢ on s udtuteavhile
legal proceedings are ongoing and also because less than a year has passed since the
regulation was put in place i hardly enough time to conduct a reasonable economic
assessment. Notwithstanding these concerns, the GSMA has undertaken extensive research of
the effects of the regulation and is providing this to the Commission on behalf of its members, in
the hope of a constructive, fact-based debate on the future of roaming regulation in Europe.

Operators have complied fully with the Regulation, but real competition takes place
beyond the Eurotariff

All operators were required to comply quickly with the Regulation, introducing a default tariff at or
near the regulated caps supported by standardized customer information (transparency)
measures. However, the competition and innovation which existed in the market prior to the

on

Regulation continued independently of thisnew A Eur ot ar i f f 0. Il ndeed,

we estimate that approximately 40% all roaming calls were made on specialist roaming (fnon-
Eurotariffd price plans. Customers on such plans have higher roaming usage and pay on
average 15% less per minute than those on the Eurotariff (note that this varies considerably
between countries), reinforcing the fact that regular roamers are perfectly able to seek out
attractive offers.

While the cash savings for a typical mobile customer in Europe due to the Regulation are very
modest (perhaps 5 euros for those who take one foreign holiday per year), the aggregate impact
on the industry has been damaging. While the Commission asserted that increased usage from
price elasticity effects would offset the price cuts, this has not been the case. Usage has
continued to grow but total retail roaming revenues will be around 30% lower on a full year basis
(to Q3 2008) than they were in 2005. This is a considerable source of concern for an industry
where profitability has been under severe pressure on a number of fronts in recent years.

The Roaming Regulation should not be extended beyond 2010

There is no basis to assume that withdrawal of the pricing regulation would somehow reverse
the longstanding trend of tariff decreases. Prices for all types of calls have been falling
consistently over the past decade and for non-roaming calls this has been without regulatory
intervention. Operators will continue to offer a range of price plans, including those targeted at
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frequent roaming users. It would be reasonable to assume, given the conditions of a competitive
market, that prices would continue to fall.

If the Commission does not accept that the market is properly functioning, it must at least ac-
knowledge that it is too early to assess conclusively the impact of the Regulation (for instance
we have yet to see the impact during the busiest European roaming period, summer).

The scope of the Regulation should not be extended

The Consultation probes the case for extending the scope of the regulation to address data,
SMS and a range of detailed, technical issues related to voice roaming, such as treatment of
customers in border regions or the charging time increments for roaming calls. No such
extension is justified or necessary.

The mobile data roaming market in Europe is a young, emerging market. Data roaming traffic is

growing rapidly as more mobile phone and laptop users take advantage of the ability to remain

connected while travelling abroad. Data roaming traffic increased 75% in the year to April 2008,
reinforcingthe e mer gi ng nature of the market and operator
3G networks.

Operators are demonstrating their commitment to developing wholesale and retail pricing
structures for mobile data roaming to meet customer needs and competitive challenges. On the
wholesale side, many operators have announced reciprocal tariff agreements which represent
substantial reductions versus historic inter-operator levels. On the retalil side, tariff innovation
has been prolific. Many operators now offer data roaming services in bundles for a flat fee,
significantly reducing the price per megabyte. As a result, the average data roaming price within
the EU declined by 25% in the year to April 2008 but the best value prices have declined by up
to 90%. For the very few customers still on legacy tariffs who download video clips while abroad,
operators have developed a number of measures to preventoroffset Aabi I | shock?o.

SMS is a popular service which customers buy as part of their bundle of mobile services and use
interchangeably with voice and mobile email. This popularity is reflected in increasing SMS
traffic volume, which has been accompanied by significant price reductions (18% in the year to
April 2008). The average ratio between a minute of voice and a text message is similar in the
domestic market to in the roaming market (again, differences between countries exist, as would
be expected). The GSMA has seen no evidence or analysis that suggests that the sub-market
for SMS roaming is not a properly functioning, competitive market. Here too there are no
grounds for regulatory intervention.

The GSMA is committed to a constructive debate on roaming regulation, in Europe and other
parts of the world. We believe that the evidence T as presented in this paper, its appendices and
our prior submissions i demonstrates clearly that the original Regulation was flawed and
damaged the mobile industry as well as contradicting the general principles for better regulation.
The review of Roaming Regulation should conclude that repeal is the right way forward.



2. Introductory Comments

I n 2007, the European Carmitses iEourrfosp eparno pmoosba |l et oo pree
calls made and received by customers AfAroamingo i
European Parl i ament and Council of Ministers. Th

proposal was unnecessary given the competitive conditions already in place in the market.

Further, the GSMA maintains that there were significant legal and procedural concerns relating

to the Commi ssi onds proposal t o r & g@nl behale of i nt er n
operators, the GSMA has repeatedly stated that regulation of roaming tariffs should only be

undertaken as a last resort, when other measures have demonstrably failed and when
comprehensive analysis has proven market failure. The EU regulation of voice roaming tariffs

did not pass this test. Quite apart from well-documented flaws in its Impact Assessment?, the

Commission ignored the availability of attractive roaming tariffs and instigated a set of uniform,

rigid price caps which are unprecedented in free market economies.

There is still significant doubt surrounding the process by which the Regulation was adopted as

well as the fundamental legality of the Regulation. Regarding the concerns over process, the

GSMA has lodged a complaint with the Ombudsman relating to the Commiss i onds f ai |l ur
conduct a proper consultation process and impact assessment.> Regarding the legal concerns,

the UK High Court of Justice has referred questions with respect to the legal basis of the

Regulation, as well as its compliance with the principles of proportionality and subsidiarity to the

European Court of Justice. The matter is currently under deliberation in the Court and an

outcome is expected before 2010. It is essential to recognise the fact that, at this stage, it is not

clear if the Regulation has the legal basis to continue in its current form, or in any form for that

matter.

Notwithstanding this fact, the GSMA, in a spirit of constructive engagement, is pleased to
respond to the Co mmi s sdorsultdtien in the remainder of this paper. We submit detailed
responses to most of the 39 questions on behalf of our operator members though of course the
majority of them will also make submissions in their own right providing additional commercially
sensitive information. In order to allow us to make substantive comments on a number of
important topics raised in the consultation, the GSMA commissioned an independent third party,
as for our prior submissions and publications on this matter, to collect and analyse, on an
anonymous, aggregate basis, operator commercial information from a large and representative
body of operators® in the EU27. This allows us, even at this early stage, to provide an
authoritative view on the shortcomings of the Regulation. All of the information submitted here is
open for publication in the course of the regular consultation procedure and indeed the GSMA
and its members welcome the transparency and debate which it is likely to engender.

Foradiscussionof t he GSMAO® s b egcarhs, pease refer too dGeSMraspanse to the second
phase public consultation on the fiRoaming Regulationo (GSMA

Refert o t he GSMAG6s Review of the Commi ssionds | mpact Assessme
Association by A.T. Kearney and CRA International

Complaint 3617/2006/JF, European Omduds ma nGBMA Clisffor @ribudsmaritd Iavestigate e

Adoption of Roaming Regulation, GSM Association Press Releases 2006.

EU court to consider appeal on roaming charges, Bloomberg News, February 22, 2008

54 operators contributed commercial information to inform the findings of this submission. Conclusions were only

drawn when sample size was sufficient and sample size varies depending on the analysis shown.



3. The Roaming Regulation

\The foll owing section regwegionndad3 o the Commi#sioné:

Prior to regulation, the broader EU mobile market was a highly competitive, well-
functioning market. As roaming is part of a bundle of mobile phone services which operators
provide to their customers, it was inappropriate for the Commission to regulate this element in
isolation. If the Commission had reviewed the broader European mobile market in sufficient
detail as a part of its impact assessment, it would have discovered a highly competitive, well
functioning market, with intense competitive rivalry and steadily declining prices.® In the EU25,
prices for domestic mobile services declined by 13% p.a. (adjusting for inflation) from 2004 to
2006." Regulation in such a market was not only inappropriate but potentially harmful to the
industryos eelogmemued d

Even if the EU roaming market is considered in isolation, prior to the Regulation this
isubar ket oclearlg @lso competitive. Roaming tariff structures in particular were
constantly evolving. Operators developed innovative tariffs which were tailored to the specific
needs of different customer segments and in so doing, drove prices down, delivering greater
value to customers. For example, in July 2005, Vodafone launched Passport, an innovative
tariff which allowed customers to make roaming calls from anywhere in Europe at their standard
domestic rate, after paying a connection fee per call. The tariff also allowed customers to bundle
their roaming and domestic minutes. Other innovative pricing plans available prior to the
Regulationincluded T-Mo bi | e 6 s @ R éhiehxoffetddd bundle of minutes and SMS at a
much lower rate than the default), Orangebs fAEurope Sans Frontiered
Eur o p €orporate customers and non-profit/governmental organisations with significant
roaming volumes were able to negotiate lower tariffs and/or overall volume rebates as a matter
of routine commercial practice.

It is important to note that tariff structures are in their own right a source of competitive
advantage for operators and that they dedicate considerable resource (in terms of staff and
sophisticated software tools) to developing and refining tariff structures which will appeal to
customers and stimulate usage. Any tariff structure must of course embrace domestic and
roaming calls. The following table provides an overview of the main types of innovative pricing
structures related to roaming calls that were available before the Regulation was introduced
including examples of operators offering these tariff structures.

® For a detailed review of competition in the European mobile industry both before and after regulation, please refer

to ADemystifying the Eappendx8)avhichleaibates aechapter tbthe discussion of ¢om-
petition and consumer choice in the European mobile market.

! Report for the European Commission on Telecoms Price Developments from 1998 to 2006, Teligen (2006)



Type of tariff Selected examples

1) Conventional fixed roaming bundles: Fixed number | § Or ange bundl eVacarfceso ) .
of roaming minutes for a fixed fee T TTMobil e fARel(@Grmatol!l i ¢

2) Unlimited roaming bundles: Tariff plan with a fixed T 02 fAChosen S@au mtor y
fee / one-off activation fee / recurring (e.g. monthly)
subscription fee for unlimited number of roaming
minutes

3) Combined domestic & roaming bundles: A bundle T Orange fABusiness Sar
that can be used for roaming calls and calls made AfEur ope Sans Fronti
whilst in the home country

4) Two-part tariff plans with a call setup fee and in- T Vodafone/ SFR/ Tel enof
cremental reduced price per minute rate (some al- T Mobisle Communicati(
low customers to use domestic finc | u sminutes) | § T-Mobi |l e ACestovatel

5) Discounted prices for an activation fee/monthly T 02/ Tel efoni cHighit My I
subscription fee Roamer o

T Vodafone fAiEurocall o
T Orange AFrequent Tr g
I TelecomltaliaiZer o Conf i ni
T T-MobiSnearit Roami ngo

6) Reduced roaming rates with free opt-in (no activa- T 02/ Tel efonica AMy EU
tion fee/ monthly subscription fee) T TTMobi |l e @ Wo(Austda) Cl as s

7) Corporate non-published tariffs that provide a dis- 9 Offered by most operators

count based on certain level of total revenues

Roaming prices came down consistently quarter on quarter prior to the Regulation.

According to the GSMA Price Index (see exhibit 1), which has tracked roaming prices since

2006, the average price for an outbound roaming call fell by 13% in the year from Q1 2006

(0u0.88 per mMinute) to Q1 2007 (Uu0.77 per minute).
withtheQ2 2007 ERG benchmark price (UO0.69) Ilertelws t hat
to 20% p.a. The price for receiving a mobile call while roaming decreased by 22% in the year

from Q2 2006 (GSMAIn d e X : 00.43 per minute) to Q2 2007 (ERG
Based on these consistent price reductions, it is therefore clear that voice roaming prices were

falling due to market forces well before the introduction of the Regulation in late 2007.

The Commission has previously asserted that only the threat of regulation prompted price cuts.

This is inaccurate conjecture. Certainly the threat led tothe creati on o f t RetalCIEMA O s
Index to track the real prices paid by customers while roaming (using a total revenue divided by

total minutes formula) rather than highlighting isolated examples of high prices from operator
websites as the Commission had done. For the time before the Price Index was created we can

only point to the regular introduction of new tariffs with lower roaming rates, marketed at
customers with a high tendency to roam, as being indicative of the downward pressure on
prices.



Exhibit 1: Pre-Regulation Prices for Outbound Roaming Calls i Europe (Average Euros per Minute)®

v

13% Decrease
20% Decrease £

0.88
0.87 0.84 0.82 077
. 0.69
I I 0'62

Q12006 Q2 2006 Q32006 Q4 2006 Q12007 Q22007 Q32007

Il GSMA Voice Price Index Il ERG Benchmark Report

During the third quarter of 2007, the Regulation came into effect which somewhat altered
the dynamics of the market. The Regulation capped all wholesale tariffs (I0Ts) and introduced
price caps for a default tariff (the so-called Eurotariff), while permitting the continuation of
roaming-specific tariffs which customers had actively chosen. Not surprisingly, operators which
had invested considerable effort in developing and marketing roaming-specific offers have
continued to focus their efforts on these rather than on a standardised tariff scheme. According
to tariff data submitted by operators in response to a request from the Commission in July 2007,
most operators as an initial step simply adopted the price caps which had been determined in
the political sphere some weeks earlier (though a small number actually set their Eurotariff
prices 20-30% below the caps). While the Eurotariff may have therefore succeeded in
removi ng fiffe, it tldarly dailed to brimg about a new wave of roaming price innovation.
We note that the Commission has not updated its website for voice roaming tariffs in 9 months,*
raising a question about the Co mmi s s levelnob mterest in understanding the detailed
workings of roaming tariffs.

A large proportion of all roaming traffic is still on non-Eurotariff plans. Based on a
representative sample of operators in the first quarter of 2008,** approximately 40% of call traffic
(calls made and received) was on a roaming-specific (i.e. non-Eurotariff) plan, even though a
smaller proportion of total mobile subscribers are currently registered for such a plan given the

implementation requirements in the Regulation. This illustratestwofa |l | aci es i n t he

Source: GSMA Voice Price Index; ERG Benchmark Report (Jan 2008). Not inflation adjusted. Operator samples
are not identical for the GSMA Voice Price Index and the ERG data. The GSMA Voice Price Index (Q1 2006 to Q1
2007) is based on a representative sample of operators across the EU.

(http://ec.europa.eu/information_society/activities/roaming/implementation/benchmark/index_en.htm)
1% The website states that it was last updated on October 10 (presumably 2007)
™ Source: Confidential operator data, A.T. Kearney analysis

Results based on A.T. Kearney analysisofd at a sourced from the Commi ssionds

Com

websi



logic in 2006. First, frequent roaming customers are quite capable of selecting a tariff which
provides them with attractive roaming rates and are ignoring the politically-dictated Eurotariff to
do so. Second, roaming remains an infrequent service for most EU citizens (for the obvious
reason that they do not travel abroad often) T it was not held back by fear of high prices.

For a number of operators in our sample, the majority of call volumes go through specialist
roaming tariffs. On the other hand, for many operators, the Eurotariff accounts for the majority of
traffic. Some operators have suggested that the intensity of the publicity surrounding the
Eurotariff, combined with the fact that the Eurotariff is the required default plan for customers,
has made it more difficult to acquire new customers for competitively priced non-Eurotariff plans.
The Regulation may therefore be diverting some customers into less attractive tariffs.

Tariff innovation has continued with the focus on non-Eurotariff pricing plans. Tariff
innovation did inevitably slow down around the time of the Regulation, due to the redeployment
of resources from new tariff development to regulatory compliance. In addition, operators have
also had less time to focus on voice tariff innovation as resources have been deployed on the
development and implementation of new and innovative data roaming tariffs (see section 7).
However, despite this temporary slowdown, operators have continued to invest in tariff
innovation to enable them to attract as many customers as possible. Most tariff innovation has
taken place on non-Eurotariff plans. This is because the stringency of the Eurotariff
requirements do not encourage any real innovation. For example, the fact that there is one price
cap for calls made (mobile originated or MO) and another for calls received (mobile terminated
or MT) effectively eliminates the possibility of adopting one, simple tariff for both call types.*
Competition has evolved with many operators recently launching new tariffs or promotions or
refreshingexistt ng of fers t o meet custoffenpgeatsrdaluehangi ng neec

The following table provides an overview of some of the new or refreshed tariffs on offer since

the Regulation was launched. For example, recently Orange re-l aunched i ts i
Countrieso vo'l mé&ranceacustdmérs g Oranged § Pay s Pr ®fa@m@s 0 p
saving 37% when making calls in their favourite country abroad. TDC in Denmark has recently

(June 2008) launched a new tariff plan called i Ho me Eur opeo which offers d
roaming charges (00.11/ minute for out gupifeegf cal l
G0.8OT-Mobil eds f S mdSlovakiaR tariffrpiamwas refreshed in February 2008,

reducing prices for roaming calls from other EU/EEA countries to Slovakia by 30%.

Fav
| an

r
S

2 The Regulationd provisions to reduce caps over time present a further disincentive for tariff innovation
3 Orange launches new voice and data roaming offers, Orange Press Release, London/Paris, 19 May, 2008
4 TDC press release, June 2008



Operator ‘ Plan New / Updated Conditions

Pays Préférés 1 Chooseonecountry, 05 mont hly fee
(France, May 2008) | § Make outbound calls at the national rate ( G 0 . 3 7ihcindes
60 min incoming calls for free i changes equate to a price re-
duction of 18-60%
Favourite Countries European Union, Moldova, Switzerland, 0 1 2 mont hl |
(Romania, May 1 40 min roaming outgoing, 60 min roaming incoming, 90 min
2008) IDD to landlines, 60 min IDD to mobile
Orange Favo_urite Countries | 1 European Union + Switzerland,0 3 mont hly f ee
(Spain, May 2008) ! 100min out goi ng arnfreeimomhgcalls2 0 m
Pass Vacances 9 AllEuropean Union,0 6 mont hly f ee
France, Jun 2008) 1 10 min outgoing call + 10 min incoming calls + 10 SMS
1 48% reduction with respect to preceding price levels
Traveller Advantage | § Worldwide
(Belgium / Mobistar) | 1 G20/ month with 25% di scoumin
free incoming
My Europe (Germa- For U8/ month, 000 mn3d'%ree M
ny, Jul 2008) I SMS prices reduced to 0 0 . /2MB (incl VAT)
My Europe (Spain, 1 0 O0. chl®set-up plus 0 ./RiAMO, U 0 . calset-up plus
Telefonical Oct 2007) G 0 ./rbi” MT. All charged per second.
02 Tarifa diaria 1 0 0 ./@Ponly when roaming. Connection fee per call (0 0 . 4
(Spain, Jun 2008) MO/U 0. M. a0 . debSMS.
9 50% reduction on voice per minute prices with respect to the
Eurotariff, charged per second
1 3-month promotion summer 2008: MT for free
Worldclass 100 9 329 per month for 100 minutes outgoing calls (business cus-
(Austria, Apr 2008) tomers)
T-Mobile Smart Roaming 1 Monthlyfee ( 0 1 2 a preducedkrates for calls from T-
(Slovakia, Feb Mobile Czech Republic and from other European T-Mobile
2008) networks, incoming calls in European T-Mobile networks for
free
Passport (2008) 9 Passport connection fees have been reduced in some coun-
Vodafone )
tries versus 2007 levels

These voice tariff innovations have continued in parallel with tariff innovation in the emerging
data roaming services market. In section 7 we turn to a discussion on data and SMS roaming

tariffs.
“MT stands for tfeddbiclad |tse whiican means calls received
MO stands for fAmobile originatedo calls which means

8



Voice roaming prices have continued to fall, driven by continued tariff innovation outside

the Eurotariff. The ERG is expected to provide an update on voice roaming prices during July

2008. In the absence of this report, the analysis of our sample suggests that the average price

per minute for an outbound <call dr oppleedw theo UO0. 4°
Eurotariff cap). Our sample indicates that inbound call prices have also fallen. We would expect

the latest ERG figures, when they are released, to show prices at similar levels.

Many customers on the Eurotariff are paying more for their roaming calls than those on
operator-defined, specialist roaming tariffs. Based on our sample, we found that for the first
quarter of 2008 non-Eurotariff calls (blended outbound and inbound) were around 15% cheaper.
Within the sample, non-Eurotariff prices have been consistently lower than Eurotariff prices since
regulation. The Eurotariff is a distraction from true competition.

There is also clear evidence of competition below the retail price caps. In the first quarter
of 2008, operators6 o ut b o wricds (avemalgd revenues) per minute for non-Eurotariff
customers were not clustered around the cap, as they were in the case of the default Eurotariff.
Conversely, there was a broad spread of operators with average revenues below U 0 . pe®
minute, with the cheapest at half the price of the Eurotariff for some call types.

In addition to intense competition within the market, operators are having to contend with
strong substitutes for roaming services. For example, Voice over Internet Protocol (VolP) is
becoming an increasingly credible threat to mobile roaming services. Skype has introduced
mobile VoIP services in partnership with mobile operators such as 3 in the UK and E-Plus in
Germany. Some MVNOs have expressed concern to the GSMA, however, that their attempts to
create new business models for roaming and put further downward pressure on prices have
been stifled by the Regulation.

While it is too early to conclude on the overall impact of the Regulation on the market, the GSMA
maintains that the European mobile roaming market was already competitive prior to the
Regulation and that competition has continued to evolve since. Prices were declining and
continue to do so, driven by operator innovation and not by regulation. The Eurotariff imposed a
rigid price structure which has been of limited benefit to those customers who find themselves
using it but has imposed economic costs on operators, as the next section will describe. The
majority of customers who regularly roam continue to use specialist tariffs which often offer
superior value. For those customers who are infrequent roamers, the incremental benefit of the
Eurotariff is barely sufficient to pay for the petrol for the first hour driving to their holiday
destination this summer*’.

7 Given the difference in prices between Q2 2007 (pre-regulation) and Q4 2007 (post-regulation) and assuming the av-
erage customer has 25 minutes of roaming calls during their summer holiday, each such customer would save ap-
proximatelya 5. 00 . We assume for simplicity a family cpton. with two

9



4. Impact on Operators

\The foll owing section responds to the Commi#sionﬁ:

Even at this early stage, it is already clear that increases in traffic volume have not offset
the regulated price reductions so that roaming revenues have declined. One of the
Co mmi s spuldialy &tated assumptions in proposing the price caps was that the increase in
voice traffic would at least offset the price reductions enforced®. Analysis of operator traffic
volumes and revenues indicates that the increase in traffic has in fact not been sufficient to
offset the decrease in prices, resulting in substantial revenue reductions for the industry. It is of
course too early to reach a final conclusion: the higher volume summer period is still ahead of
us. Nevertheless on data available now, we estimate that voice call volumes will have increased
only by 11% year-on-year to July 2008 while revenues will have decreased by 26%.° This
analysis relies on a sample of 36 European operators and the GSMA believes, also from
discussions with operators which did not contribute to the sample, that the results are a fair
representation of the trend in the EU/EEA as a whole. In simple terms, price sensitive roaming
customers had often already adopted specialist tariffs and those who are price insensitive have
no reason to increase their usage of roaming services.

In its Impact Assessment, the Commission assumed price elasticity of demand would be in the

broad rangefrom-0. 55 (Aindust-ty2s€¢@aoptiambd otot)o sceAnal ysi s
provided by operators suggests that the likely level of price elasticity is much weaker, in the

order of -0.25. Organic growth factors, such as growth in both customer numbers and tourist

traffic, would account for some traffic growth and therefore reduce the elasticity figure even

further. Operators have in particular indicated that business traffic has not increased as a result

of the lower prices®.

As a result of the Regulation, we estimate that the retail voice roaming market in the EU
has shrunk by around 30% from its 2005 level. Based on our sample, we estimate that the
retail market size (post-regulation) is no w 3.6 billion compared to around G 5billion which we
estimated for 2005 in our submission to the Commission in 2006°*.?* This is a considerable
source of concern for an industry which has been experiencing significant strains on profitability
in recent years. For a more detailed discussion on the financial pressures facing mobile

®The Commissiondéds I mpact Assessment did in fact adopt a cons
many others) but frequent political stateme nt s suggested that the Regulm®@tion would
creased usage: refertoRevi ew of the Commi ssionbés | mpact Assessment ( Se|

Association by A.T. Kearney and CRA International.

This extrapolates from four quarters of revenue and traffic data (blended MO & MT) for a representative sample of
EU operators.

®The GSMA identified this flaw in the Commissionds | ogic rel
ofitsRevi ew of t he m@pmachAssesssnend(8eptembér2006).

We extrapolated the post-regulation market size (taken from Q407 to Q308) from our sample using the same me-

thodology used to quantify the 2005 market size (refertot he GSMA®&6s various submissions to
2006) and assuming the same seasonality uplift as seen in 2006 and 2007. To enable a like-for-like comparison,

only the market size for the EU25 has been shown although the Regulation ultimately included Romania, Bulgaria

and the EEA members. We are not able to report a 2006 market size but believe the market was still growing

slightly at that stage.

“We are not able to estimate the size of the wholeshle marke

lion in aggregate EU25 roaming revenues (wholesale and retail) which is the figure commonly reported in operator
financial statements. Certainly the wholesale market will be smaller today than in 2005.

19

21
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operators in the EU, please refer to Chapter lllofi Demy st i fying the European

(enclosed as appendix 3), a report by A.T. Kearney and Prof. David Newbery, published by the
GSMA in 2008.

The GSMA estimates that the industry spent at least 1150 million® to implement the
requirements of the Regulation. A discussion of the financial impact of the Regulation on
operators would be incomplete without a review of the implementation costs, although these can
be difficult to capture precisely. Based on operator input, the GSMA estimates that the industry
as a whol e s pen150 milliom toamplemeat the Regulation. A major component
was labour-related expenses as, over the last 12-18 months, resources were drawn away from
their regular commercial duties to ensure regulatory compliance and additional contractor staff
were deployed to support them given the tight implementation deadlines. Other major
categories of expenditure included:

1 Billing systems i IT expenses to upgrade billing systems to accommodate Eurotariff**

1 Marketing and public relations i communicating Eurotariffs to customers and the broader
community (e.g. press, investors)

1 SMS server capacity i implementing the SMS notification

Operators have also noted that as a result of the disruption caused by ensuring regulatory
compliance, a number of commercial initiatives, including new tariff developments on voice and
data roaming, had to be postponed. For example, T-Mobile indicated that new, better value data
roaming tariffs took longer to bring to the market and one multi-country operator still has
developments in its pipeline that should normally have been launched by this summer. Some
operators tell us that they have postponed new roaming tariff launches indefinitely as the
marketing costs required to overcome the customer inertia created by the extensive publicity
surrounding the Eurotariff are prohibitively high. We understand that individual operators intend
to disclose problems like this to the Commission on a confidential basis and would urge that
these be considered as part of the unintended costs associated with the Regulation.

While in general it is too early to make conclusive statements, some operators have
reported that these financial pressures are putting further investments at risk. Operators
have indicated that the increased financial pressures placed on them by the Regulation and the
implementation and ongoing costs are having negative effects for investment. Operators have
indicated that:

1 3G network expansion has been delayed in some cases;

1 Network expansion in certain touristareas ( in @b uind 0 risdbgng scaled back as
there is insufficient return to justify further investment;

1 Some aspects of service quality appear to be deteriorating as operators cut operational
costs associated with roaming (e.g. anecdotally the incidence of errors in CLI* transmission

is up)

#Based on interviews with oper at o r2ajllion perpperatore Theésa drd lavgely c o st s

fixed costs which do not vary with the size of the operator indicating that smaller operators would feel the impact
more strongly.

% This includes system adjustments to align other tariffs with the new Eurotariff e.g. Bundle plans need to be aligned
with the Eurotariff to ensure that after the bundle has been used, prices default to the Eurotariff
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This increased financial pressure does not bode well for an industry which already experiences

narrower profitability margins (in terms of return on capital) than other industries within the EU.*°

In 2006, European mobile operators generated ROCE®’ of just 9% in comparison with ROCE in

excess of 20% for industries including pharmaceuticals, mining and high tech. Operator financial

results and related c o mment ary by financi al analysts make ¢
financial pressures are closely tied to the overall threat of regulatory interventions, of which the

Roaming Regulation has been the most visible. Operators inevitably pass their cost pressures on

to their vendors, who have responded to declining investment budgets with layoffs and factory
closures. The health of what has been one of Eurorg
by ill-conceived regulation. T h e Co mmi assertion nhatsuntapped price elasticity would

protect operator roaming revenues has i on the evidence to date i proven flawed.

2 Calling Line Identification, a common customer expectation in Europe and also needed in many networks for direct
access to voicemail
% See ChapterllifromfiDemy st i fyi ng t he Eu (apppneiad)byMd.tKearney ahdriPbfuBavid y o
Newbery, published by GSMA
*" Return on Capital Employed (ROCE) is a ratio that indicates the profitability of a company's capital investments.
For a more complete discussion of ROCE, pleaserefertoChapt er |11 from fiDemystni fying th
dustryo (appendi x 3)
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5. Tariff Transparency Initiatives

\The foll owing section responds to the Commi#sionﬁ:

The industry has been responsive to the Regulationds sp
implementing these requirements thoroughly and in a timely fashion. The transparency
provisions outlined in article 6 of the Regulation have been implemented by all operators.?® In a
press release in January 2008, the ERG sHrfimeded t hat
good compliance with the transparency obligations of the Regulation, for example in relation to
tariff options available to consumers and real-time access to personalised tariff informat i é°n . o

In general, operators successfully launched the required SMS notification and free call services
by the deadlines stipulated in the Regulation. It appears as though roaming customers have
been generally satisfied with the type and frequency of information provided by operators via the
SMS notification. According to operators, only a small proportion (less than 1%)%* of roaming
customers have opted out of the SMS notification service, perhaps indicating that the
information is generally considered appropriate. On the other hand, many operators have
gquestioned the effectiveness of the SMS notification as a communication tool. There is
anecdotal evidence to suggest that although customers are not actively opting out of the SMS
notification, many of them do not pay much attention to it (e.g. simply deleting it without reading
it). Although the SMS notification does not appear to be a major source of dissatisfaction
(according to operators, there has not been any unusual increase in customer complaints
relating to the information provided), feedback from operators suggests that regular travellers
ar e f eeliinfgo riinbevdedr multiple SMSinatificatigns each time they cross a border.

In addition to the regulated requirements, the industry has been proactive, taking various
additional measures to ensure the transparency of prices for all mobile services (voice,

SMS and data roaming). Operators are continuously updating their websites to ensure that

they contain all the information customers need to be able to make informed purchasing
decisions about mobile services.** Some operators have also added practical i c al c udolat or o
which allow customers to estimate the costs of their roaming usage.

% The ERG reported (ERG Report on International Roaming Charges, ERG Press release, 17 January 2008) that a
small number of operators were unable to meet some of the requirements by the deadline (September 2007),
however, since then, these exceptions have either been remedied or a compliant plan has been agreed with the
local NRA.

% ERG Report on International Roaming Charges, ERG Press release, 17 January 2008
%0 Operators indicated that the proportion of business customers who had opted out was higher
% See appendix 1 for some examples of operator websites for data roaming tariffs

13



Exhibit 2: Number of Queries Submited on GSMA&d8est Roaming Fareso Website b
tomer Origin32

80,000 1
70,000 -
60,000
50,000 -
40,000 -
30,000 -
20,000 -
10,000 -

o -

Zwao< > 4 0 < W z <« <00 << %) 7
5230238355330 082522582833¢3%
o<a<2(j<25,_gm|—HJJ<LDU<OI—55<UJD§<<<
020 > < 5= > n 3 OFr <g3zss >0 S =0
z FO0Fm £ o2 I=Z2pJdHZ 5a >3z 3
QUJ n'—'qu OLIJ<E0|:U)D|_|J = o _IEOQ:LIJ:)
o n T g x 5 T 0 W 0O m
fa) T T <
= Wy 3 2
zZ N
o) o

The GSMA has worked with operators to | acthch the
which is a one-stop-shop for all roaming tariff-related information. The GSMA launched

the HABest Roaming Faresd website in June 2006.
attracted over 274,000 visits with customers making nearly 600,000 roaming tariff queries. The

website is available in 22 languages and provides tariff-related data on over 700 possible

roaming routes. Exhibit 2 shows the popularity of the site in different countries.

The websit e 6 sfrierly mtpriaee ,(seeueshébit 3) allows customers to quickly and
easily identify the best tariffs available for any specific roaming route. The search engine on the
site compares o0per aninute sufgoing call ¢oeadocaf fized lina or towa dixed
line at home) and for a two minute incoming call. It also provides the same price information for
sending and receiving SMS.

2 Number of queries submitted since website launch (June 2006). Source: Google website analytics
¥ URL: http://www.roaming.gsmeurope.org/

14


http://www.roaming.gsmeurope.org/

Exhibit 3: Screenshot from the GSMA fBest Roaming FaresoWebsite

Legal Disclaimer

BEST ROAMING PRICES WHY THIS SITE? HOW DOES MOBILE ROAMING WORK? FAGs CONTACT Thursday 26 June

Best roaming fares o
around Europe 1 Where are you from?

Which is your operator?
This tool will help you to find the best tariffs you can get from

your mobile operator for making and receiving mobile phone Select your operatar... ka

calls when travelling abroad. vourprofile: £ pREPAID O PosT-RAID
The search engine on this site will help you to compare

operators’ prices for a two-minute call from your mobile phone

to a fixed network at peak time from wherever you are. You can _ _

then check the offer with the best price for a specific destination. Where are you going?

Th|s site only includes rates from the 27 EU countries. Prices i e e u
include VAT.

* Read more

What to do? FIND THE BEST PRICE

1 Selectyour home country - 2 Select your mobile phone
operator and your profile (prepaid or postpaid)- 3 Selectyour
destination country - 4 Click on ‘Find the best price’”.

One of the key features of the website is that it is updated by operators themselves, ensuring
that the most up-to-date tariff information is always available to customers at the click of a
button. Approximately 100 operators (the vast majority operating in the EU/EEA today) are
regularly updating the site to ensure their most up-to-the minute tariff information is on display.

Given the recent rapid growth in the data roaming market, the industry is investing considerable
effort in improving transparency of data roaming tariffs. In addition to SMS notifications and the
free call number, many mobile operators (including Mobiltel Bulgaria, Simobil, One GmbH
Austria and Omnitel Lithuania, among others), are introducing new measures to inform
customers of their usage and the price of service, giving customers better control over their
spending and reducing the likelihood of unexpectedly high bills. Although the approaches differ
across the different operators®, all are aiming to further increase transparency with new tools
(e.g. data usage monitoring tools within the software which runs laptop data cards, updated and
easy to use operator websites) or new innovative tariffs (e.g. default daily tariffs) or a
combination of both. Please refer to appendix2f or a di scussion of the ind
tariff transparency initiatives.

The industry strongly supportst he Commi ssi onés tr afeprdusetyncy ef
agrees that tariff transparency is paramount, especially given how much negative publicity has

been created recently on this topic. As such, the transparency provisions have been adopted by

the industry as the modus operandi. Not only has the industry implemented all the Regulationd s

% Network restrictions and technical difficulties can often influence the solution implemented. Handset data usage
monitoring tools, for instance, will require a significant development effort with lead times of up to 2 years accord-
ing to handset manufacturers.
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transparency requirements, but it has taken the initiative to launch additional measures (such as
the fAiBest Roaming Fareso website) to ensure
the GSMA believes that continued regulation would be superfluous.

If, despite these arguments, the Commission chooses to maintain the transparency provisions in
place, there are several issues that operators have identified. Firstly, the transparency
requirements, in their current form at least, are stifling tariff innovation.*> While the industry of
course supports the concept of A e a ®ycommunicateo prices, for some of the best value
bundled packages, it is not possible to specify the exact price that will apply to customers as
these vary with usage. At the moment, in order to comply with the Regulationd s r eq u i
operators have to quote the maximum possible price which is misleadingly high in most cases.

Secondly, the requirement to deliver personalised tariff information for all customers relies on

buil ding sophisticated | inks between operat

operators were required to continue to deliver personalised information to all customers, there is

a clear disincentive to develop more targeted roaming offers tailored to different customer

segments. In order to encourage continued tariff innovation, the Commission could consider

maintaining SMS notification requirements for customers on the default tariff but removing the

requirement for customer s who haiveo itopt&m al t er rifatustomer haso
actively opted for a non-default tariff plan, it is reasonable to assume that they are already

reasonably aware of the tariffs that apply.

% 3SMS allow only 160 characters and customers anyway tend to prefer concise messages if they read them at all
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6. Prolongation of the Roaming Regulation

\Thefollowingsectionrespondsto the Commi ssiondls questions |19 &

The Roaming Regulation should not be extended beyond 2010. The market was already
competitive prior to the entry into force of the price caps and competition has continued to
evolve after the Regulation was in place and to a large extent outside the Eurotariff. There is no
basis to assume that withdrawal of the pricing regulation would lead to tariff increases or a
reversal of competitive trends. Prices for all types of calls have been falling consistently over the
past decade, for non-roaming calls this has been without any regulatory action or threat. The
isolated cases of high legacy tariffs quoted by the Commission in 2006 (the Latvia-Malta
example for instance) have been removed and there is no rational economic case for an
operator to reintroduce such very high tariffs knowing that consumer, press and of course
regulatory attention will remain. Operators will continue to offer a range of price plans, including
those targeted at heavy roaming users offering the best value roaming tariffs. In fact, it would be
reasonable to assume, given the conditions of a competitive market, that prices would continue
to fall.

Regulated price reductions have not been offset by increased usage. Operators have seen
volumes increase in the post-regulation period. However, the volume increases have clearly not
offset the regulated price reductions as revenues in the sample considered are forecast to
decline. The finding that traffic has not increased enough to offset price reductions has been
echoed in recent company financial reporting. In some cases, the Regulation is putting
substantial financial pressure on operators. Reduced roaming revenues and substantial
implementation and compliance costs are leading to reduced investment for certain operators.

Operators have not only been responsive to the transparency measures stipulated in the

Regulation, but they have been proactive in launching further transparency initiatives such as

the ABamtn® Faresd website. Given the competitiyv
of offers priced below the Eurotariff and the efforts of operators to drive transparency, the

Regulation appears even more unnecessary now than it was when brought into force.

If the Commission does not accept that the market is properly functioning, it must at least
acknowledge that it is too early to conclusively assess the impact of the Regulation. Operators

were largely occupied with ensuring compliance until late 2007. In 2008 they have been

focused on preparing and launching new voice and data roaming offers.®*® Now, before a year

has passed, and in particular without seeing the impact that the Regulation has had on the

busiest European roaming period (summer), the Commission is trying to assesstheRegu !l at i on 6 s
impact. It is clear that the Commission needs to allow more time to pass before a fair
assessment of the impact of the Regulation can be undertaken if that assessment could

potentially lead to a prolongation of intrusive regulatory conditions.

% For instance, new tariffs that have been developed by operators since last year, will not be revealed to the market
until later this year. For example, Orange is rolling out its Favourite Countries tariffs to the UK, Spain, Belgium,
Slovakia and Switzerland over the Summer of 2008.
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7. Extension of the scope of the Roaming Regulation

Data Roaming

\The following section responds4.to the Commi#sionﬁ:

Data roaming services enable consumers and business travellers to quickly access email, the
Internet, corporate IT systems and other multimedia services wherever they happen to be. The
data roaming market® in Europe is a young, emerging market. Due to the constant evolution of
wireless technology, the industry finds itself in a perpetual state of renewal and innovation.
Several iterations of 3G technology are in the market, leading to the need for frequent
infrastructure upgrades. While the industry migrates from 2G to 3G infrastructure (and begins to
plan for LTE, a Af our t h @meeraters are managing fo ensure seamless service
provision while simultaneously bringing prices down.

Significant price reductions are occurring at both wholesale (inter-operator) and retail
(end customer) levels. Because pricing for data roaming was traditionally determined by the
bandwidth (megabytes) consumed and new applications intended for 3G use vastly more
bandwidth than those for 2G, there is an ongoing process of realignment of pricing. A humber of
European operators have announced reciprocal wholesale offers which should lead to significant
reductions in wholesale costs.

In parallel, there is constant retail tariff innovation which, according to operator data, led to a
25% reduction in the average data roaming price within the EU in the year to April 2008.% Many
operators now offer data roaming services in bundles for a flat fee, substantially reducing the
price per megabyte for both laptop and handset users®* who make good use of their bundle.
Based on a review of confidential operator information from our sample of EU27/EEA operators,
we expect that the next report by the ERG, due in July 2008, should show a further substantial
fall in the average price of data roaming services.*’ Price reductions are undoubtedly one factor
driving growth in data roaming traffic. Among the surveyed operators, data roaming traffic
increased by 75% in the year to April 2008.

The GSMA and its member operators believe that in fast-moving markets with falling prices,
price regulation is likely to be severely counterproductive, inhibiting the evolution of the market
and potentially slowing down price reductions over the longer term. There have been some
legitimate concerns about so-cal | ed fAbi |l | shocko for a smal |l nu
downloaded multiple video clips and the like while roaming on legacy tariff schemes and faced
high bills on their return home. However, operators have shown that they are committed to
launching pricing structures to meet the needs of all customers and protect them from

37 For the purposes of this report, data services include Multimedia Message Service ( i MMS 0 ) a nhidowdingt er net
from mobile phones (e.g. Blackberry, iPhone) and laptop devices (using data cards), but exclude Short Messaging
Service ( i SMS0)
% The data shows that the average retail price for downloading a megabyte of data while roaming within the EU was
5.06 euros in the first quarter of 2008 compared with 5.62 euros for the sample in the fourth quarter of 2007
3% Unless otherwise specified, the definition for handset devices in this document includes all handheld devices with
2G & 3G data capabilities
4 EU MOBILE DATA MARKET GROWING RAPIDLY DRIVEN BY SPREAD OF MOBILE BROADBAND, GSMA
Press Release, June 11 2008
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unexpectedly high costs. Oper at or s ar e responding indi vi

dual |

parallelrequest for information on measures to deal at

GSMA can confirm that there has been substantial work by operators in the last 12 months to
address this issue, which operators see less as a regulatory matter and more as a key enabler
of customer acceptance and adoption of data roaming. It will be complex to resolve this issue in

its entirety but practical measures to limittheimpact ar e already in place, p

legitimate interests.

The data roaming market is in the investment and innovation stage. European operators
are still investing in the roll-out of 3G to maximise their competitive presence in the important
broadband market. The current 3G technology, which enables high-speed data transfers, has
been through several development iterations (e.g. different HSPA* standards) and higher
bandwidth LTE technology is now in development. A result of the continued evolution of
technology is that operators are at different stages of network roll-out across the region. This
inffluences operatorso6é strategies for promoting
with extensive high-speed coverage are more likely to promote laptop applications to their
business customers while those still focusing on GPRS/2.5G technology will promote mobile
email devices such as the Blackberry*’. Roaming is an important functionality as operators
address key customer segments who need data services when they travel. In addition to
competition between operators for the provision of data roaming, operators contend with
substitute product offerings. Wi-Fi technology, for instance, allows consumers and business
travellers to access the internet when they are within the range of a public or a corporate Wi-Fi
network, while many hotels provide broadband access to their guests for a daily charge.

Data roaming propositions need to reflect the differing levels of 3G deployment in Europe.
According to exhibit 4, the weighted average 3G network coverage across Europe is 71%.

Exhibit 4. 3G Network Coverage in the EEA
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“! High-speed packet access
42 Company and / or brand names used throughout this paper may be registered trade or service marks i please
refer to company websites for details
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There are multiple reasons for this variation in 3G roll-out within Europe. In some cases, delays

have been driven by the sheer scale of the investments required to deploy 3G infrastructure.

Due to the speed of technology evolution, some Of
investments to save costs.

Because operators need to offer their customers a seamless service as they travel across
Europe, potentially involving data transfer in 2G and 3G networks, they need to set a price which
is appropriate for each situation, even though the user experience will be very different. The
migration from 2G to 3G networks brings a complexity to data roaming that does not exist for
voice and roaming bilateral agreements take longer to put in place.

Data roaming traffic is increasing rapidly from a low base. Further evidence of the emerging
nature of the data roaming market is the impressive recent growth in data roaming traffic. Based
on internal operator data, roaming traffic (measured in megabytes) increased by circa 15% on
average per quarter from April 2007 to March 2008. There is some volatility and seasonality in
the reported data, but it seems reasonable to assume a figure in the range of 75% p.a.

Data usage and related traffic volumes are increasing rapidly due in part to the increasing
popularity of data-enabled mobile phones and improved network quality and performance. In
addition, operators report that they are focusing more attention on data roaming, negotiating
more bilateral data roaming agreements to gain coverage and secure wholesale pricing terms
which allow them commercial flexibility to offer innovative retail tariffs such as daily tariffs to
compete with substitutes like hotel broadband or airport lounge Wi-Fi.

Of course this growth is from a relatively low base. Although no figures have been published on

the size of the data roaming marltieny ATpo Keamey t o t h
estimates the value of the European data roaming market to be 750 million euros (retail market

only) at the end of 2007, which is considerably smaller than the voice roaming market. The

growth rates and absolute market size reinforce the emerging nature of the data roaming market

and, in combination with rapidly declining prices, lend further weight to the argument for allowing

mar ket forces to continue to Gieniseelativdlyemmatarel ust r y o
stage in the industry lifecycle, we do not make any forecasts for data roaming price elasticity, but

expect that it will be higher than for voice.

Retail prices are evolving rapidly, with frequent new tariff announcements. To attract new
customers and boost usage of data roaming services, many European operators are offering
innovative, better value retail pricing packages. Many operators now offer data roaming services
in bundles for a flat fee, giving customers better control over their spending and reducing the
likelihood of unexpected costs. This is a trend that is expected to continue with many recent
announcements from the mobile operator community, such as those described in the following
table which were extracted from operator websites and press releases as of May 2008:*

*3 gource: Press releases from Hutchison, KPN, Play, France Telecom, Mobilkom Austria, Telecom ltalia,
Telefénica/O2, TeliaSonera, T-Mobile, SFR, Vodafone & Wind
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Operator

3 Group, KPN
Group and Play

Tariff Announcements

In February 2008 a group of operators announced they had agreed to offer each oth-
er a 0U0.25 per megabyte wholesale rate
consumers.

France
Telecom/
Orange Group

In May 2008, Orange announced plans to offer new data roaming tariffs that are ex-
pected to provide up to 90% savings for customers on standard data roaming prices
The operator has announced t hyad tiar iwfifl |\
range f-d5(int. VAT) 2or 50Mb for daily internet access within the EU. The offer
will be rolled out across the summer months in UK, France, Spain, Poland, Belgium and
Romania and by the end of the year in Slovakia.

Mobilkom
Austria

From February 2008, data roaming tariffs were cut by at least 50% across EU coun-
tries and other popular holiday destinations (i.e. Turkey). Four new tariffs are offered,
with rates as |l ow as 00.50 per megabyte

Telecom
Italia

From April 2008, Telecom Italia has reduced its standard data roaming charges by
more than 50% across the EEA countries and is offering the same price for both WAP
and Web browsing. For a daily tariff of
a price equi wvnegabytet 00. 30 pe

Telefénica/
02

Telefonica/O2 has announced that from April 2008, Telefonica/O2 customers in

Spain, UK, Germany, Czech Republic and Ireland benefit from cuts of more than 40%
in data roaming. New roaming bundles will offer access to data at a price equivalent
to U0l per megabyte. These moves will re
over November 2007 prices.

TeliaSonera

From April 2008, TeliaSonera has announced plans to offer a EuroConnect flat rate
tariff where customers will pay 50-70% less for data roaming. This will first be
launched in the Nordic and Baltic countries as well as selected mobile networks
across Europe.

T-Mobile

In February 2008, T-Mobile announced plans to launch a new data roaming tariff of
G2 per mega bdataasersdhrpurchase a bundle of 50 megabytes of data
for 0l1l5 per day ( fsDatyhPaats scou s t olnme rs8 Orpeaaynd
per Megabyte. These prices apply regardless of the network chosen abroad.

SFR

Since April 2008, SFR has reduced its data roaming charges by an average of 40%
across Europe. The operator has launched five new innovative tariffs that are availa-
ble to new and existing postpaid and bu
per megabyte. For example, SFR has launched a monthly business mail bundle for

19 euros for 10 MB and a daily laptop data roaming tariff for 15 euros for 50 MB.
Prices exclude VAT.

Vodafone

Vodafone launched flat rate tariffs**i n July 2007 with a dfai
fective June 2008, the maximum charge for Vodafonebs 1
wi || be | owered to U60 and the maxi mum
raised to 150 megabytes from 100 megabytes, resulting in a cost reduction of 45% in
terms of price per megabyte, equivalent t o 00. 40 per megaby

Wind

In March and May 2008, Wind launched a selection of new data roaming tariffs for
consumers and business users. New tarif
for internet and intranet usage, monthly bundles of (2.5 for 2.5 MB for Blackberry traf-
fic and a monthly (renewable each month) offer at u 2 .é)a MB for unlimited internet
and Blackber r'y tr af fic vactivaionteea™ i ni ti al a2.5

** These flat rate tariffs are available in all of Vodafone's 12 EU subsidiaries and apply to all visited networks within

the EU

5 Prices exclude VAT and offers are available in: Austria, Belgium, Denmark, Finland, France, Germany, Greece,
Ireland, Norway, Netherlands, Portugal, UK, Spain, Sweden, Switzerland & USA
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Operators outside Europe have also made announcements on substantial price reductions for
data roaming, reflecting a global industry response to the market opportunity and to the need to
address the 2G/3G migration.

Operators have announced new wholesale tariff str
2007 to offer partner operators a wholesale data roaming pric e o f a0.50 per me g a l
reciprocal basis provided a public benchmark for the industry to consider.*® Subsequently, 3

Group, KPN Group and Play announced & Whedeas25 per
historically, IOT pricing structures and discounting agreements have been largely volume-based,

now some operators are exploring alternative forms of bilateral agreements which use other

charging structures including degressive®® pricing and per user volume aggregation®.

The average data roaming price per megabyte is falling as a result of competition.
According to our sample, the average data roaming price within the EU declined by 25% in the
year to April 2008. The next report on data roaming prices from the ERG, expected in July
2008, is forecast to reflect this substantial fall in the average price of data roaming services. This
downward trend is expected to continue over the coming months as operators continue to
innovate by offering new and attractive tariffs.

Price reductions and tariff innovation are already flowing through as real savings for customers.
A new trend towards daily tariffs can be seen in both domestic and roaming markets with daily
data roaming tari-ifl% Newaataroaming tdriffscare naivic@npeting with
other more mature local services, such as WiFi or hotel broadband, which are also often priced
on daily rates. On average, customers using new data roaming tariffs will benefit from savings
ranging from 40%-90% depending on bundle usage and their previous tariff.

As discussed previously, operators are also investing considerable effort into improved
transparency of data roaming tariffs, aiming to prevent unintended overspending. Although the
approaches differ across the different operators®?, all are aiming to further increase transparency
with new tools (e.g. data usage monitoring tools within the software which runs laptop data
cards, SMS notifications, updated and easy to use operator websites) or new innovative tariffs
(e.g. default daily tariffs) or a combination of both. Refer to appendix 2 for a selection of data
roaming transparency measures undertaken by EU operators.

6 \odafone Press Release: Vodafone announces new flat-rate data roaming tariff, 14 March 2007
" The Guardian, 3 joins mobile rivals in deal on charges to sidestep Brussels, February 7 2008

48 Degressive price structures refer to structures that charge different effective cost per MB based on the volume
downloaded in a given session. Generally the more volume (e.g. number of MBs) used per session the lower the
price per MB

“9 still needing technical development, this would see the visited network vary its wholesale charge based on the
usage profile of the roaming customer, e.g. in support of a maximum charge per day per SIM.

° Fair usage policies apply in order to avoid service misuse on these or any other capped tariffs
®1 Network restrictions and technical difficulties can often influence the solution implemented

5
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Operators offer a wide variety of data roaming tariffs catering to different data services and
needs. The broad array of data roaming tariffs available in the market today are designed to be
suitable for the devices used (e.g. Blackberry, multimedia-enabled mobile phone, laptop) and
tailored to specific customer segments. Tariffs cater for all customer segments from low
frequency handset users (e.g. occasional travellers like tourists), to low data volume users (e.g.
managers with Blackberry devices), to heavy laptop data users (e.g. business knowledge
workers). Most tariffs in the market today fall into one of the following four categories:

1 Standard roaming tariff: The default tariff a customer would use if s/he has not activated
any roaming tariff option. In this case, customers are typically charged according to how
much data they have downloaded or uploaded. These tariffs are typically best suited for oc-
casional roaming with low volume usage.

1 Specialist roaming tariffs: For a fixed fee (typically monthly) the customer pays a lower
data roaming usage tariff (often combined with domestic data tariffs). These tariffs are
aimed at regular roamers with low to average volume usage.

1 Daily roaming bundles: For a fixed daily fee, the customer can use data roaming services
up to a specified data usage limit. These tariffs are suited to the occasional roamer who has
a high data volume requirement from time to time.

1 Monthly roaming bundles: For a fixed monthly fee, customers can use up to a certain
amount of data within the month while roaming. A regular roamer with high data volumes
would typically subscribe to such a tariff.

Although the market is still at an early stage of development, the availability of such different
packages illustrates how operators are recognising customer preferences and developing tariffs
which address them T signs of a healthy, competitive market.

In future, pricing for data roaming needs to reflect more than just data volume. While
volume-b as ed, Aper megaby effedive for 2G datan(gvervite $airlygcansistemt
levels of data usage per customer and session), it is not always the most appropriate approach
for high-speed data. Exhibit 5 provides an illustration of why flat, per megabyte pricing for data
roaming, applied regardless of device type and usage setting, is unlikely to be an appropriate
pricing structure for a market that includes narrowband (email messaging) as well as broadband
usage (file downloads, video streaming, etc).
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Exhibit 5: Hypothetical Scenario for Data Roaming Costs under a Potential Regulated Eurotariff Structure®

Hypothetical Regulated Typical Daily Data Usage Hypothetical Eurotariff Daily
Eurotariff for Data Roaming for Data Roaming Cost for Data Roaming
(Euro/MB) (MB) (Euro)

uo.56 00.56 17
Hypothetical ! | ; | 30MB
Retail { (0.21 | 1G0.21 |
Mark-up | | ’ |
X Broken ___ ! Broken
Hypothetical Scale Scale
Wholesale
Cap 0.2MB 00.11
r '_| T
Blackberry Laptop & Blackberry  Laptop & Blackberry Laptop &
Data Card Data Card Datacard

Under this scenario®, the Blackberry user abroad incurs a daily charge for roaming of just 11

cent s, l ess than Commi ssioner Redi ng 6 ssage peptar ent t

while roaming.>® 1 n contrast a | aptop data card user

Under this hypothetical scheme, the consumer would pay higher prices using the apparent
target regulated tariff than those already available in the market and described above. In its
recent report on the prices of mobile data services abroad®, the Danish regulator, The National

coul c

IT & Telecom Agency, cl ai med that the price for data roa

megabyte (7.05 Dani4d$uhctKiromieg imarakedwel | Thi

defunct given the availability of prices already substantially below this level.

There is a danger that price regulation, quite apart from the weak economic and legal case
supporting such an approach, could restrict innovation in a fast-moving market such as mobile
data. To apply a flat, per megabyte pricing cap would be inappropriate. As the previous
hypothetical example illustrates, such a simplistic approach might inhibit operators from further
developing innovative pricing schemes such as flat-rate data roaming packages, or flat rate
multi-media packages, such as mobile TV, where the amount of data downloaded will vary
depending on the content being viewed but the retail pricing may not.

The mobile data roaming market in Europe is a young, emerging market. Data roaming traffic is
growing rapidly as more mobile phone and laptop users take advantage of the ability to remain
connected, wherever they happen to be. It will take some time for this market to mature.
However, operators have shown that they are committed to developing wholesale and retail
pricing structures to meet customer needs and competitive challenges. There is a healthy level
of competitive rivalry as demonstrated by the many innovative tariffs and declining prices. It
would be inappropriate at this stage of the mobile data roaming development for the
Commission to impose more price regulation.

52Keyassumptions:uo. 35 wholesale pricing cap as suggested by
2008, plus a 60% retail mark-up to mirror the voice roaming regulation (note: neither the GSMA nor A.T. Kearney
endorse such an approach, the example is purely hypothetical)

*3 Based on normal usage patterns, it would not be unusual, in a typical day for a businessperson, to use around
0.2MB of data on a Blackberry and around 30MB of data on a laptop

> Regulator calls for lower SMS roaming charges, International Herald Tribune, February 11, 2008
®% Analysis of prices and costs for mobile data services abroad, National IT & Telecom Agency, June 2008

24

S con

Commi s s



SMS Roaming

\The following section respond=s39.to the Commi#sionﬁ:

The Commission has argued that SMS prices are unjustifiably high given the supposed
incremental costs of provision. As in the case for voice roaming services, SMS roaming
services are provided as part of a bundled offering to mobile customers. Hence, costs for
individual elements within the bundle, for example SMS, cannot sensibly be considered in
isolation. Customers also typically buy domestic SMS as a bundle but the less often used
roaming SMS is paid for on a per message basis, so that comparisons between domestic and
roaming prices are artificial. Many customers, particularly younger ones, often regard messaging
and calling as interchangeable and may conduct an extended conversation via a mix of both,
and think of retail pricing in relative terms between voice and SMS. In terms of wholesale pricing,
mobile operators negotiate I0Ts for voice and SMS jointly. In retail pricing, mobile operators set
different margins for different services to cover all the costs of providing that bundle, including
the wholesale 10T but also roaming-specific and common costs, taking into consideration

customerso6 willingness ivafactorp. Rggulaonsdn nany lsectors kmemp et it
fully accepted that differential pricing is economically efficient and fair. For a more complete
discussion of the reasons why afic epsltus 6 approach to pricing is noi
market at all, pl ease refer t o Chapter V of ADemystify
(appendix 3).

SMS is a very popular service. The ability to send and receive SMS while roaming is a service
which is highly valued by mobile phone customers. Across the industry, SMS volumes continue to
grow, though at lower rates than in the past which might suggest some maturity in the market but
could also reflect substitution effects as business travellers use mobile email more than SMS.
Some operators are still reporting double-digit growth i which is higher than the growth rate for
voice roaming. Furthermore, according to operators, SMS prices are not a material cause for
customer complaints, indicating that customers perceive at least acceptable value for money.

Operators are lowering their SMS prices in line with their competitive environment. Since

October 2007, a number of operators, including Mobilkom Austria, O2 (in Ireland, Czech

Republic, UK, Germany), Telefonica Moviles in Spain, T-Mobile (in Austria, Germany, UK,

Netherlands) and Vodafone (in Italy, Spain, UK) have lowered their SMS roaming charges -

others may have done so but not notified the GSMA. Some operators have also introduced

bundles of text messages for roamers which deliver a very low price per message for those who

make good use of their bundle. For example, Mobilkom Austria offers an SMS roaming package

called A1 GRENZENLOS SMS 100 at a flat rate o f ual10 for 10 QorticelR per mes s ag
message. Or ange now offers the option pvay hal tmorfeP afsar
roaming package to receive 10 free SMS.*® Tel ef oni ca Spainds My Eur c
customers a bundled voice and SMS package, bringing the cost per SMS down to as low as

0. 1which is equivalent to Telefoni mdums208tTandar d
Mobile UK announced the launch of A Eur o Hol ied &y  Bvd obmritiles afrtext

messages and calling minutes that can be used by both contract and prepaid customers.

56Theplannormally costs 05 and includes 10 minutes of incoming and
2008, subscribers can spend U6 (Ul extra) and receive 10 fr
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The price for sending an SMS while roaming declined by 18% in the year to April 2008. As

the market grows, prices for sending SMS are falling. Based on operator data, in the year to

April 2008, the price per SMS charged by EU/EEA operators (for sending an SMS while roaming

within the EU/EEA) has fallen by 18%.>” However , offers such as Mobil
package (which, when the full bundle is used, of f
more frequent SMS users, there are far more attractive pricing options available, mirroring the

situation with voice. The absolute prices for roaming SMS relative to roaming calls are also not

unusually high. For instance, the price of a roaming SMS (not in a bundle) is equivalent to a

roaming call of 30-40 seconds in length. A similar ratio applies in the domestic market.

Receiving SMS while roaming is typically free-of-charge. In most cases there is no charge to
receive messages whilst abroad and the sender does not pay a surcharge to send a message to a
roaming customer. Any proposal to regulate the SMS market must take this into consideration as
it would be inappropriate to ignore one side of the market while regulating the other.

The Commission has no basis for justifying regulation of SMS. SMS is a very popular
service that customers place great value on as part of their bundle of mobile services. This
popularity is reflected in increasing SMS traffic volume, which has been accompanied by
significant price reductions, in response to competitive forces. Especially at the retail level,
legislation is a measure of last resort and should only be considered in cases where significant
market power and a market failure have been shown to exist and where wholesale intervention
is not expected to bring about the existence of a competitive market. As neither of these
conditions have been met, and indeed, there has been no indication that the SMS market is not
operating as a properly functioning, competitive market, there are no grounds upon which to
base a proposal for regulation.

® According to our sample, the average retail price of sending a text message while roaming within the EU was 28
euro cents in the first quarter of 2008 compared with 33 euro cents for the sample in the second quarter of 2007.
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Legal and procedural concerns regarding an extension of the scope of the
Regulation

Thefollowingpr ovi des additional feedback-33fomalégal C
and procedural perspective.

ommi s s

As mentioned at the beginning of this submission, the UK High Court of Justice has referred
guestions with respect to the legal basis of the voice roaming Regulation, as well as its
compliance with the principles of proportionality and subsidiarity, to the European Court of
Justice for preliminary ruling. The matter is currently under review by the European Court of
Justice. The GSMA has sought legal advice from qualified counsel, which advises that the
absence of a correct legal basis also applies to any subsequent extension of the scope of the
Regulation to SMS or data services.

The legislative powers of the European Community are limited. The Community legislature can
only intervene on the basis of a clearly identified legal basis. The scope for intervention, as
conferred by the particular legal basis, must be interpreted strictly. Legislation adopted on the
wrong legal basis, or which ventures beyond the appropriate scope of intervention, is ultra vires
and therefore null and void. The roaming Regulation, and therefore any extension thereof was
based on Article 95 of the EC Treaty. However, Article 95 EC Treaty confers no powers to the
Community to regulate wholesale and retail roaming prices.

Article 95 grants the Community the right to harmonise Member State rules such as to eliminate
obstacles to trade created by disparate rules. Article 95 thus presupposes the existence or likely
existence of disparate laws or regulations in the area concerned. However, there are no
disparate laws regulating SMS or data roaming services, nor are those likely to be adopted
because the exhaustive nature of the existing regulatory framework (Common Regulatory
Framework or ACRFO) prevents Member States
obligations in accordance with the CRF in the event of a market failure. However, no NRA has
done so nor has any NRA even identified any market failure. In any event, measures imposed
by NRAs would not be disparate because the CRF provides for the necessary harmonisation
mechanisms.  Furthermore, the Regulation cannot be saved as an amendment or an
implementation of the CRF because it departs from it by directly imposing uniform price control
measures (without finding of a market failure). Notwithstanding the above, Article 95 can only be
used for the purposes of achieving the internal market. The Commission must demonstrate that
the Regulation has as its main objective the elimination of obstacles to the freedom to provide
services or the removal of distortions of competition. However, the Commission has not done
so. In fact, it has not even identified any such obstacle or distortion, and there is none. The
main objective of imposing price regulation is to protect consumer interests. In addition, the
imposition of uniform pan-European price control of SMS and data roaming services would
violate the principles of proportionality and subsidiarity.

In terms of process, we are concerned that the Commission risks prejudicing its own
consultation process and neglecting the requirements for regulatory impact assessment (RIA).
Before even starting the consultation process and RIA, the Commission had already briefed
media agencies® on what level of retail and wholesale tariffs should be reached by 1 July 2008,
alluding to the fact that otherwise prices would be imposed at such levels.

%8 Regulator calls for lower SMS roaming charges, International Herald Tribune, February 11, 2008
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8. Other Specific Issues

Traffic Steering

\ The following section responds tothe Commi ssi onés {43esti ons 12

Traffic steering techniques have been used in mobile roaming service provision for many years.
However, the techniques and their efficiency have evolved with time. There are typically two
different types of traffic steering techniques.

The first generation of traffic steering techni que
This solution relied on the information stored on the SIM card to direct traffic onto the preferred

network(s). While effective, the system had some limitations and operators have invested in more

advanced steering techniques that provide higher success rates for traffic steering.

Operators6é investments and technical i nnovations
steering technology for roaming. The new techniques are commonly known as SoR (Steering of
Roaming) and make use of the SS7 signalling channel. There are several steering techniques
based on this technology but the key distinction from first generation techniques is that these
move the traffic steering functionality from the

Traffic steering, although somewhat complex to implement, represents a very effective way of
managing roaming traffic in terms of quality of service and costs. The GSMA and its operator
members have invested extensively in this area to increase the effectiveness of the solutions
available and resolve implementation issues. Operators are committed to continued investment
in this area as it provides benefits to both consumers and network operators.

By applying traffic steering techniqgues, operator
their preferred partner so net wor ks. | n general ,
networks upon arrival to the visited country. This process takes place automatically in order to

ensure that customers have access to the best services and tariffs available . Customers are

able to override the network selection process, if they choose to take this option, either because

they believe, rightly or wrongly, that another network would offer better value for their expected

usage or due to some other preference (e.g. congestion at busy roaming hotspots such as

airports). This action must be taken by the user and is performed via their handset menu. All

GSM handsets and networks allow customers to manually select the roaming network of choice

and display the selected roaming network on their screen (so customers are aware at all times of

which network they are using).

Traffic steering is an area that can bring substantial benefits for both customers and operators,
including:

1 Reduced and more predictable wholesale costs for operators as they can maintain traffic
within their Group and can bundle traffic for partner networks to secure greater volume dis-
counts

1 Reduced prices for customers as operators pass through the savings secured on wholesale
costs, as is to be expected in a competitive market
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1 Improved quality of service/functionality for the roaming customer (e.g. short codes, direct
voice mail access), an issue that is becoming more important in the rollout of services;

1 Increasingly seamless service provision for CAMEL® and similar systems, extending the
range of roaming

The effectiveness of traffic steering partially depends on the model used (e.g. first or second
generation) but it also depends on other factors that operators cannot fully control or predict.
These factors include visited network coverage, signal strength and configuration as well as user
behaviour and mobility level. Based on interviews with operators, the GSMA estimates that
operators are able to steer at least 70% and in some cases as much as 95% of their traffic on to
preferred networks, and this percentage is expected to increase further as more efficient
techniques become more widely implemented.

Operators adopt one of two broad approaches to pricing roaming traffic: network-dependent and
network-independent pricing. Both approaches lead to reduced rates for roaming customers.
The network-dependent approach offers customers reduced rates for roaming on preferred
networks (i.e. either Group or partner networks where the home operator has secured some
wholesale cost advantage). Other operators choose not to differentiate between tariffs on
partner and non-partner networks i this is referred to as network-independent pricing. The trend
in the industry is currently towards the latter approach, indicating that traffic steering is
increasingly viewed as a wholesale rather than a retail tool. The latter approach is typically
easier to communicate to customers as only one tariff applies. Offering network-independent
pricing for customers could be considered riskier for operators because they rely more heavily
on the effectiveness of their traffic steering capabilities (and the competitiveness of the
negotiated wholesale agreements) to ensure that they do not charge less for a call at retail level
than they paid out at wholesale level.

The growth of traffic steering, and the wholesale competition which it enables, is another
indication of the healthy degree of competitive pressure and commercial innovation in the
roaming market, which enables considerable benefits for customers.

% Customised Applications for Mobile Enhanced Logic: A technical platform which enables a number of value-added
services and in particular real-time billing for pre-paid roaming customers
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Inadvertent roaming

\The foll owing section respondd to the Commi#sionﬁ:

Inadvertent roaming has been an area of concern for operators, customers and regulators for a
number of years. The issue is not an easy one to resolve as radio waves do not stop at national
borders but extend several kilometers further depending on network coverage and topology.
Once a customer has been logged into a Visitor Location Register, the operator cannot
differentiate between inadvertent roaming and genuine roaming. While it is very difficult to
comprehensively solve the problem, for the past few years the GSMA, member operators and
regulatory bodies have worked to find a solution to benefit consumers who live or travel in
border regions and find themsel vetwgorkmi stakenly | og

Extensive research has been performed and a number of measures identified to minimize the
impact of inadvertent roaming. For example in 2005, and ComReg via a joint working group®
identified the potential actions that both consumers and operators in Northern Ireland and the
Republic of Ireland could take to resolve the issue. In summary, they advised that:

End users can:

1  Select an operator which has good coverage in the area of interest. Roaming generally
takes place when the home network coverage is deficient or absent therefore opting for a
network operator with good coverage will reduce this effect.

T Select O6Manual 6 network selection on the GSM han
and only allow registration on the selected (home) network. It will also prevent incoming
roamed calls that the user may be unaware of. It should be recognised that if coverage of the
home network is absent then the user will lose communication (except for emergency calls).

Network operators can:
1 Improve local coverage if their customers are experiencing inadvertent roaming.

1 Investigate the possibility of waiving international call charges on subscribers who live in a
border area. This could either be based on a number of base stations designated to be in
the border area or relate to individual subscriber numbers previously notified to the network
operators.

1 Offer solutions like the suppression of roaming with operators in the neighboring country,
although this may not be acceptable to the end user.

1 Proactively offer advice to customers living in border areas to minimize the impact of inad-
vertent roaming by communicating guidelines as well as by providing additional information
in retail stores situated near the border and on their website/in billing inserts.

Inadvertent roaming generally affects operators from both countries along a border in the EU27,
since penetration levels are high in all countries. Although individual operators can take
measures to eliminate or reduce the level of inadvertent roaming, cooperation among operators
is generally required.

60 Report of ComReg/ Joint Working Group - Cross-border telecoms issues, 19 January 2005
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Operators take inadvertent roaming very seriously and there are many examples of all the
actions that operators have taken talong the bnesd cust
described above. The /ComReg review acknowledged®t hat fAmuch progremss has

i mproving mobil e c o \ethahgperatorsmavéaiso idtreduced mew targfHto

waive roaming charges acrossbord er s 06 and t hat Ai nf or maarderasn i n 1 ¢
generally very good. tn addition, SMS notifications are effectively used to warn customers that

they are roaming.

Operators also take action to remedy potential mischarges due to inadvertent roaming. The
GSMA understands that operators refund in good faith inadvertent roaming charges to
customers who provide evidence of erroneous charges. It is of course worth noting that for every
case of inadvertent roaming, there is a case of a customer roaming across a border while
remaining connected to his/her home network and thus still paying domestic tariffs. Given that
such customers are unlikely to complain and volunteer to pay a roaming tariff, there is a slight
natural bias to the benefit of customers in border regions.

In summary, inadvertent roaming is a recognized issue for which some solutions are available.
Operators are engaged in addressing customer needs and the net impact on all customers is
neutral to favorable. Additional regulatory intervention would be unwarranted.

6t ComReg/ Joint Working Group - Report on Inadvertent Mobile Roaming, October 2006
62 Referring to Ireland and Northern Ireland
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Actual v Billed minutes

\The following section resposetr€l8to the Commi#sionﬁ:

The Commission and the ERG have raised questions about the appropriate billing increment to
be applied to roaming tariffs. Billing increments are a point of differentiation that competitors can
use to appeal to customers with different preferences. For example, operators may want to offer
some tariffs with lower per minute charges, that are billed in 30 or 60 second increments, and
other tariffs with higher per minute charges, but smaller incremental billing units (e.g. per second
or per 10 seconds). It is to be expected that operators will not all have the same increments. As
long as operators are transparent about billing increments (and these increments are reasonably
simple to understand), this flexibility is entirely appropriate.

Operators will respond directly to the Commission with their own approach to billing increments,
but based on interviews with its members, the GSMA believes that most operators apply the
same approach to the Eurotariff as they do for other tariffs in their portfolio. Analysis of actual
versus billed minutes for our sample in Q1 2008 also suggests that the extent of the gap
highlighted by the ERG in 2007°%® has declined significantly.

Any attempt to regulate billing increments within the Eurotariff or any other roaming tariff would
constitute micro-regulation and risk further unnecessary erosion of competitive differentiation in
the market.

% ERG Benchmark Report (Jan 2008)
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Appendix 17 Operator Tariff Transparency

Operators have invested a great deal in improving their websites to improve tariff simplicity and
transparency. These examples are extracts from operator voice and data roaming tariff
websites.

-
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fament | FAST

1onh lick i ] Priser fran utlandet
.On home page clic P
6 i o i leni ut "
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B wctd s eer med kontantkont Vaj nedan! world map
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