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LACK OF A SINGLE MARKET SEEN AS AN OBSTACLE
TO CONSOLIDATION

“The industry would do well to consolidate across national borders, if that meant
lower prices and new and better services. [...]"

‘I have to say markets — using a plural noun — because there are 27 of them in the
EU; each Member State has its own regulatory environment and each awards its
own spectrum licenses.”

J. Almunia, Commissioner for Competition

“Over time, as a genuine single market for electronic communications emerges, the
geographical scope of markets will also need to evolve, for the purposes of both
sector-specific regulation based on competition principles and the application of
competition law itself. “

Commission Communication on the Telecommunications Single Market
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CONSOLIDATION FROM OUTSIDE EUROPE A REALITY

re s . £ () ..lwl

América Movil meets 27.7% KPN share goal americats W
By Mt Sisingiaes in Amadencam and Dariel Thomas in London moal LIBERTY GLOBAL .

e Hutchison Whampoa
sumraca Ménd, the Mesdoan tebsooms group,
hias plesciged tio become: & lorg term partner
fior KIPH after shareholders sverwhalmingly
P backed its bad for almost 28 per cent of the
i erouibled Digtih Relecomn grodp in spibe of

Ardraca Miwd, owned by llboname Carios
i, sad KPN sharetssldars representing
nearly 40 per cent of all shares had sccepited
iex offer of €5 & share when the bidding period clossd on Wednsaday.

Amndricy Wil limined ies srake to & maximan of 277 per csnt in the hostis tendsr

woffer, and had already scquired 24,9 per csnt of KPS shares in othar ransactions TELE

Eenfiope Wadnsaday, which means that just 2.8 per cent of the shares that acoephed @ KOM ’ H

the bad will e v be prurchased, e kpn + AUS @@ ! AUStI’Ia
m f wls

edia

AT&T Stalking Europe for Mergers
— o | o
@i @ Bw o DO D alla

STET Wk | T-BOBCr | i Ol Saghiy 00Ty U B 0 T i

The Selecommarications gant s
considering buyineg & counterpat in
EUfope, B Dt Ml L 050 DEl S A0E
EOnITEMt. on grinth 1 hieme By peling
iritn - reme wirple ey manked whes £ can
Upgrace technology e ol out mone
WICFIESE PICING SITMEQES, people
Elmulihs Wil e C R Bhirkang e

R

roargs g

R The comparry is curmently shudying
e e T Ly S R targets, Bnd & oesl—F one ’) ‘ ,?
RASERNI-CoUl COME DINOrR The e of . > 1
oy, those peopie wodabone

Sources: FT, WSJ, HSBC
| | I HE E H LIFE IS FOR SHARING. 10/15/2013 3


Vorführender
Präsentationsnotizen
Caveat: US: „low-cost, high-usage“ EU: „higher pirces, far lower usage“ [per unit prices]

Difference: US: product differentiation by LTE networks ranging from low-cost, prepaid to high-speed premium -> bundling to increase ARPU



Company valuations: EU telco strocks trading at 9.9*earnings, US: 17.6*earnings

Abboud & Ten Wolde (2013-02-24): Divide between European and U.S. telcos widens



WSJ (2013-01-17): AT&T Stalking Europe for Mergers http://online.wsj.com/article/SB10001424127887323468604578246241316458694.html

FT (2012-06-28): América Móvil meets 27.7% KPN share goal

http://www.ft.com/intl/cms/s/0/3d4f527c-c0f1-11e1-853f-00144feabdc0.html#axzz2RGh671ey

ARPU gap: Bernstein Research (2013-02-19), p.31

Investment gap: HSBC (2013-03-22), p.11

Price deterioration: BoA Merryl Lynch (2013-03-12), p.1





http://images.ivcpost.com/data/images/full/2358/america-movil.jpg
http://www.eo.pl/documents/10181/48836/KPN-logo.jpg?t=1361529382818
http://2.bp.blogspot.com/-i5XAyjstZ58/T-JVxUu2mrI/AAAAAAAAHac/mezEcKIygmg/s400/Liberty+Global+logo+2012.jpg
http://www.thedrum.com/uploads/drum_basic_article/81438/main_images/New Virgin Media Logo.jpg
http://upload.wikimedia.org/wikipedia/de/8/89/Telekom_Austria_Logo.svg

DECLINE OF EUROPEAN TELECOM REVENUES
COMPARED TO OTHER WORLD REGIONS

IP Traffic Telecom Revenues
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SPOTLIGHT ON WIRELESS

Wireless service revenues per capita in the U.S. and Europe
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Source: Bernstein Research (Feb 2013). Exchange rate USD/EUR as of Sep 12.
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NEGATIVE TOTAL SHAREHOLDER RETURNS FOR MANY
EUROPEAN INCUMBENTS VS. GLOBAL PEERS

Annualized Total Shareholder Return (12/2009 — 12/2012)
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INCREASE IN INVESTMENT CAPACITY NEEDED TO REGAIN
POSITION IN GLOBAL COMPETITION
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Widening CAPEX gap between EU and the US »Europe led the world in wireless com-

munication:; now we have fallen behind*
(Neelie Kroes, January 2013)

- Even at stable CAPEX rations, revenue decline in EU vs. revenue growth in the US lead to widening CAPEX gap

Sources: Goldman Sachs, Wireless Intelligence,
GPRA

| I HE N LIFE IS FOR SHARING. 10/15/2013 7


Vorführender
Präsentationsnotizen
GSMA: global carriers must invest 800$ billion in their networks through 2016



Wireless Intelligence (2012): Global LTE connections by market, Q2 2012

https://wirelessintelligence.com/analysis/2012/07/us-south-korea-and-japan-account-for-87-of-global-lte-connections/343/

Bohlin et al. (2013): Policy Determinants of Mobile Broadband Market Performance in the EU and the US, p.8

Abboud & Ten Wolde (2013-02-24): Divide between European and U.S. telcos widens

http://www.reuters.com/article/2013/02/24/us-mobile-world-valuation-idUSBRE91N08L20130224






RATIONALE FOR RECENT CONSOLIDATION IN TELECOMS

Recent M&A activity not driven by EU cross-border synergies

entry and new over-the-top (OTT) services.

= High pressure to cut costs and decreasing revenues in the face of competition from regulation-based

= Need to achieve economies of scale and density
= Achieving economies of scope, including response to fixed-mobile convergence

= Strategic rational to enter EU as key global market when share prices in the sector are low

——

——

Economies of scale and density Other Effects

= Economies of scale through fixed-cost
degression

= Efficient use of scarce frequencies

= Higher density of combined networks

= Countervailing power with regard to OTT firms

= Economies of scope through vertical efficiencies

® Higher coverage due to geographically
complementary networks

= Capacity for convergent offers (e.g. quad play)
= Better network performance

= Better return on investment will increase
investment incentives and overall financial strength
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WILL THE TELECOMS SINGLE MARKET REGULATION
ENCOURAGE CROSS-BORDER CONSOLIDATION?

On Sept. 11, Commission presented a draft regulation on measures concerning the Telecoms Single Market

Topic Proposal Relevance for consolidation Impact
- telecom network operations
Single EU One EU authorization for telecoms = Low: network operations require no /only for
Authorisation operators local presence service-based
EU fixed three standardized wholesale = Low: will harmonise conditions for no / only for

wholesale access
products

products to be imposed instead of
existing products if SMP is found

access-based service
competition

service-based

Spectrum Policy

Coordination of allocation

= Medium: allocation stays

yes / positive

conditions and timelines of radio national; alignment of timelines potential
spectrum EU and bands helpful for EU-wide
operations
Roaming rules No obligation to "decouple” = Medium, but previous concept uncertain
roaming retail services if “roam- that encouraged smaller players
like-home” offers by 2014 - 2016 to join larger alliance abandoned
Harmonisation of Full harmonisation of rules on = Medium: network operations still small for net-
consumer protec- transparency, switching et. al. require local presence, expertise work operator
tion and net Prevents fragmentation of rules on | - Facilitates launch of similar [larger for

neutrality rules

network management

services in EU several markets

service-based
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MARKET DEFINITION
FROM EU SINGLE MARKET TO SINGLE EU MARKET?

Geographic market definitions

IP services layer

*"|P-based ‘OTT’ services substitute former telecommunication services through market
convergence: competition at global level; market definition may be EU-wide or global

Network Access layer

= Fixed high-speed broadband access: competition conditions differ locally/ between
regions; huge varieties within some EU member states

= Mobile access: markets currently national; cf. national spectrum assignment

= Impact of fixed-mobile convergence on geographic market definition?

Product market definitions must take an integrated perspective

= Fixed-mobile substitution, platform competition
= OTT services (Skype etc.) providing strong competition to traditional telecoms services
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B
COMMON EU PRICING - A PIPE DREAM?

Costs deviate across Europe with regard to Market conditions differ with regard to
Geographical topology " Platform competition esp. from cable

= Population density = Population’s purchasing power

= Construction requirements = Reach and quality of the legacy infrastructure

= Consumer adoption patterns
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Vorführender
Präsentationsnotizen
http://www.analysysmason.com/en-GB/Research/Content/Viewpoints/RDTW0_cost_rural_NGA_Jun2011/#27%20June%202011

http://www.gfk-geomarketing.de/fileadmin/gfkgeomarketing/en/img/press/GfK-Purchasing-Power-Europe-2012-2013_400px.jpg


EU COMPETITION POLICY AND MARKET CONSOLIDATION
- INITIAL THOUGHTS

Is impact of current competition policy putting Europe at long-term strategic disadvantage?

Reconcile ICT policy goals with competition policy

= Higher concentration in markets which heavily depend on scale and/or require
more sustainable long term perspective like physical infrastructure businesses

= Merger policy has to evolve to better take into account long term dynamic effects
on welfare - avoid ‘inefficiency bias’ of EU competition policy

» More freedom to pursue in-market consolidation without remedies that
undermine synergies
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CONCLUSIONS

= Rationale for present industry consolidation not linked to Telecoms Single Market

=Commission Single Market proposals will not fundamentally alter the business case for
cross-border consolidation

= Proposals will not result in EU-wide market definitions for broadband access markets
= EU-wide spectrum allocation could be a game changer for mobile - not envisaged

= Facilitating cross-border service provision is to increase competition in IP-based services
but does not respond to EU investment challenge

= Policy shift needed to boost EU investment capacity and regain position in global
digital economy:

» Ease market consolidation and cooperation in telecoms

> Review understanding of market definitions and dynamic efficiencies in evolving ICT markets

» Adopt ambitious deregulatory agenda in telecoms legislation
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Thank You!

LIFE IS FOR SHARING.
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