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INTRODUCTION

With the adoption of its Communication, 1992 Review of the situation in the telecommunications
sevices scclur"‘, on 21 October 1992, the Commission launched a wide-ranging debate about
the development of telecommunications in the European Community up to the end of the decade.

Opcerating under the requirement set out in both the Telecommunications Services Directive? and

3, the Commission has carried out an

the Open Network Provision (ONP) Framework Directive
overalt assessment of the situation in the telecommunications sector in relation to the aims of the
two directives. [n particular, the Commission was required to consider whether the
circumstances leading it to allow a temporary exception of basic voice telephony services and

infrastructure from the Community competition rules had changed.

The Commission, in its Communication of October 1992, focused the debate around four possible
options:

Option 1: Freezing of the liberalisation process and maintenance in effect of the status quo
Option 2: Introducing extensive regulation of both tariffs and investments
Option 3: Liberalisation of all voice telephony

Option 4: An intermediate option of opening up to competition voice telephony between Member
States

Tho options are sot out in detall in the Communication of October 1992 to which reference should
be made. Further information on the development of the sector Is provided in the studies which
have been made available by the Commission in the context of the Review. Detailed information
on tariffs was given in the Tariff Communication® of July 1992. The Commission's support
strategy for the telecommunications sector, via research and development programmes, was
given inits Communication on the equipment industryS. -

On 19 November 1992, the Telecommunications Council supported this consultation procesé and

established an Ad Hoc High Level Committee of National Regulatory Authorities to work with the -

Commission within the context of the consultation.

Communication by the Commission of 21 October 1992 on the 1992 Review of the situation in the
(clecommunications sector (SEC(92) 1048).

Commission Dircective of 28 June 1990 on competition in the markets for (elecommunications services
(90/388/1EEC, OF 1, 192/10, 24.07 90).
Counatl Phrective of 28 June 199 on the estldishment of the inlernal market for telecommunications services

tHuouph the implementation of Open Network Provision (90/387/EEC, O L 192/1, 24 07.90).

Commission Communication of 15 July 1992 "Towards cost oricntation and the adjustment of pricing structures -
telecommunications tariffs in the Community” (SEC(92) 1050 final).

Commission Commuaication of 15 July 1992 on “the Huropean telecommunications cquipment industry - the
state of play, issucs at stake and proposafs for action” (SEC(92)1049 [inal).
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The Telecommunications Council on the same date also welcomed the Commission's intention to
report back to the next Telecommunications Council, scheduled for 10 May 1993. This is the

objective ot the present Communication.



THE CONSULTATION PROCESS

The aim of the consultadion was 1o oblain the views of both European industry as a whole and of
the main players in the telecommamications sector on the issues identified in the Communication
of Qctober 1992 In patticular, views were welcomed on the four options outlined .in the
Communication and, more generally, on the future direction of telecommunications policy in the
EC.

Whilst the Commission, in its Communication, expressed an initial preference for Option 4, this
did not prejudge the outcome of the consultation.  Indeed, the oral and written comments
received by the Conimission have helped it to refine and re-focus on the areas in which further
action is most appropriate and urgent.

The public consultation was largely completed by the end of January. The Commission has
received more than B0 written comments from companies and individuals, and European industry
associations.  These included contributions from a large number of user associations
(representing large, medium and small users) and large .commercial users in the manufacturing
and services sectors; from the European Telecommunications Network Operators association
and the majority of Community-based Telecommunications Organisations (TOs) individually; from
existing or potential new service providers;, and from manufacturing associations, individual
equipment manufacturers and the Joint Telecommunications Committee representing
telecommunications organisations and trade unions. Other comments were received from
organisations and companies based in other European countries including countries of the future
European Economic Area, and in North America. '

In addition to the written comments, the consultation involved a series of hearings with different
interest groups: Individual users of telecommunications services and user associations; the
chairmen of the Community’s TOs; service providess and potential new entrants; equipment

manulacturers and trade unions. More than 130 organisations participated in total.

The Commission also worked closely in carrying out the consultations with the Ad Hoc High
Level Commitiee of National Regulators set up by the Telecommunications Councilof November
1992. A meeting with the High Level Committee on 7 January 1993 preceded the series of
hearings and defined their structure. ' : . '

The second meeting of the High Level Committee took place on 11 and 12 February at which the
Commission reported on the comments received during the consuftation and received the
subslantive comments of the High Level Committee on the issues raised by the Review. A further
meeting with representatives from the High Levet Committee was held on 25 February specifically

to diseuss regional and social cohesion issues.

A final meeting on 26 March allowed the High Level Commitlee ta give its views on the results of
the consultation and the Comimission's responses to them, as outlined in this Communication.

A list of participants at the hearings and of the writien contributors is set out in Annex 2.



The Joint Telecommuanication:s Committee, which brings together trade unions and management

ol the Community 1O, gave its opinion on 21 January 1993,

On 20th April 1993 the European Parlizment, adopted a Resolution supporting the Review

process®.

COMMENTS RECEIVED CONCERNING THE MAIN ISSUES

At its first meeting the High Level Commiittee of National Regulators and the Commission agreed
to tocus the consultation on certain key issues:

- the current state of implementation of Community telecommunications legislation;

- the effects of the further evolution of telecommunications policy on growth and efficiency in the

Community;,
- universal service;
- lariffs;
- the need to ensure regional and social cohesion within the Community;
- the international dimension; and
- the appropriate balance between liberalisation and harmonisation.

The hearings were organised according to this structure and the written comments were analysed
in the light of these issucs.

The main views on cach of the topics are summarised below. The full text of the written

comments will be made available on request.

- Resolution of the European Panliament on the Commission Communication of 21st October 1992 concerning the

1Y Review of the situatton in the telecommunications services sector (SEC(92) 1048 final), 20.4.1993.

Omn the same date the Buropean Parliamem adopted a Resolution on the Communication from the Commission
“Towards cost oricntation and the adjustment of pricing structures - Telecommunications tariffs in the
Community” (SEC{92) 1050 final).



A. Current State of tmptementation of Community Telecommunications Legisfation

The consitiations provided evidence both from those in the telecommunications sector
and rom Ewmopean industry as a whole on the practical impact of implementation of key

Connumity telecommunications fegislation and on the urgeney ol pending proposats.

As regards existing Ditectives - in padticular the Services Directive7, the ONP measuresa.

the implementation of the Terminal Equipment Directives® - the application of existing
Community legislation, especially the Services Directive, was widely held to be incomplete.

Users and service providers emphasised in particular the difficulties encountered in a
number of Member States in operating private networks for the provision of voice services

The lack of high capacity leased lines at reasonable prices gave particular concemn to
users and service providers and there was a general feeling that supply was not
adequately adjusted to demand. Although the real demand for such services beyond
particular vertical industry groups was questioned by some TOs, users and service
providers generally suggested that lack of demand relates directly to both excessive prices
and the relatively small number of private networks present in the Community, itself a

consequence of the current regulatory environment 0.

Commission Dircctive of 28 June 1990 on competition in the markets for telecommunications scrvices

Council Dircctive of 28 June 1990 on the establishment of the internal market for tclecommunications services
through the implementation of open netwark provision (90/387/ELEC).

Council Dircetive of S June 1992 on the application of open network provision to leased lines (92/44 /EEC).

Council Recommendation of $ June 1992 on the harmonised provision of a minimum set of packet switched data
services (PSDS) in accordance with open network provision (ONP) principles (92/382/EEC).

Council Recommendation of 5 June 1992 on the pravision of harmonised integrated services digital network
(ISDNY) access arrangements and a minimirm set of 1SDN offerings in accordance with open network provision

Commission Directive of 16 May 1988 on competition in the markets for teleccommunications terminal

Council Dircctive of 29 Aprid 1997 on the approxamation of the laws of the Member States concerning
telecommunications terminal equipment, including the mutual recognition of their conformity (91/263/EEC).

()
@
to closed user groups.

7 .........

(QO/3R8/LEEC, O 1. 192/10, 24.07.90).
" .........

(ONI') principles (92/383/EEC).
A

cquipment (RE/301/E1C)
w

I this cantext, reference was made to the situation in the USA, where leased line capacity was more generally

available and where there were 700,000 private actworks on a tatal tine base of 132 million. In the EC, with a
subscriber line base of 146 million, there were only 14,000 private networks.



As regards pending proposals, many contributors stressed the need for the rapid adoption
of existing proposals curtently in progress in Council and the European Parliament, such
as the proposed directives on ONP and voice tulcphony” and on the mutual recognition
of telecommunications services n(:um:(.-:;‘?-, as well as the satellite proposals currently in

There were also calls for the extension of ONP to guarantee high capacity (ie Gigabit)
leased fines in the near tuture and to tackle interconnection and unbundling of service

National regulators, it was felt, were not yet truly independent of the operators in a number
of Member States and the style of regulation between Member States was diverse. It was
felt that this discourages scrvice providers from offering one-stop shopping and pan-
European network management services. QOverall, it has a negative impact on business
planning on a pan-European basis.

The lack of transparent licensing procedures was also of particular concern to users in a
number of Member States, where there were no published criteria for the granting of
licences and no set timescale for applications to be granted or rejected.

In_summary, it was generally agreed that the Community should actively seek the full
practical application of existing measures by Member States, as a high priority objective in

Furthermore, clarification was demanded of the precise scope of some of the measures; in
particular, the position of closed user groups and the abillity to transmit private voice under
the terms of the Services Directive.

Finaily, the Community should seek to achieve the rapid adoption of current proposals.

Proposal for a Council Dircetive on the application of open network provision (ONP) 1o voice telephony,

Proposal for g Councit Directive on the mutual recopnition of licences and other national authorizations 1o
opcrate telecommunications services, including the establishment of a Single Community Telecommunications
Licence and the setting up of o Community Telecommunications Committee, COM(92)254.

)
discussionm.
olferings.

(1)

(5)

(©6)
the short term.

ll .......

COM(92)247.
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P'roposal for o Council Directive on the approximation of the laws of the Member States concerning satellite
carth station equipment, extending, the scope of Council Directive 91 /263 /EEC, COM(92)451. Additional
initiatives are currently being finaliscd by the Commission covering competition in the market for satellite
communications services and terminals, and on the mutual recognition of national authorisations for satellite

networks and satelite services
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Growth and Efficiency

Discussion contred on the elfects of liberalisation on growth and efficiency of both the
operidors and ol users and industiy as a whole.  In particular, comments were invited on
the effects that the four options might have on the prices charged by operators and on
service innoviation, revenue and investment. Consideration was also given to the effects of
a resulting increase in usage of existing telecommunications networks and services on the

operators' revenues, elticiency and costs.

There was general agreement amongst users, service providers and those operators with
experience of liberalised markets that greater liberalisation would:

- lead to substantial growth in the telecommunications sector and all sectors of the
economy; and

- altract Investment to the Community to meet demands for new infrastructure and, in
particular, for the crealion of trans-European networks (TENs). ‘

It was recognised that direct comparison between the Community and markets elsewhere
such as in the US and Japan 1o determine the level of growth that could result from further
liberalisation is difficult. However, many user associations and individuat users, including
those with experience of both markets, felt the current lack of liberalisation in Europe

resulted In higher charges, poorer quality of service and less innovative service

development. According to these organisations, this places the major European service
and manufacturing industries at a serious commercial disadvantage compared to their
competitors in North America and Japan, at a time when world markets require maximum

focus on increasing the Community’s globat competitivenessm.

Operators submitted that noew pan-European services were being developed on a
15

substantial scale as a result of cooperation between them '™,
However, commentators with experience of more liberalised markets believed that the full
diversity of innovative services and, in particular, their rapid transiation into applications
can only be achieved through more liberalisation. "

1

As a number of user associations and service providers pointed out, experience in more
competilive markets shows that an incumbent TO can achieve successful growth in profits
and maintain a strong investment programme in a more liberalised enviranment.

S The senousness of the burden was fusirated by a major Eurepean car manufacturer who estimated that it would

save 43 per cent of its teleconmunicistions budget were it operating in the United States.

- Examples cited were inter alian the cooperation on GSM, ISDN, and broadband networks, such as GEN,

MITTRAN and others.
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The willingnens of the prvate sector 1o invest ininfrastructure projects with long payback
pettonds wies questioned by some, while the potential of such investment was emphasised
by athers Hlowever, the taaditional role of TOs in leading investment, it was suggested,
hoes to boe maintained. Particutar attention was drawn to the situation of smaller operators
because ot their relatively large proportion of income derived from international services.

The ongoing investiment capability of the TOs was of general concern, as expressed in
particutar by a number of manufacturing associations and the trade unions. The
importance to the telecoms manutacturing industry of a strong European-wide home
market on which to launch a wider expansion into third country markets underpinned
concern over the operators’ (uture ability to invest in their home market. On the other
hand, manufacturers emphasised that growth and Innovation in the Community would be
harmed unless further liberalisation was introduced.

The trade unions emphasised the need to take into account the development of
employment in the sector and proper training.

Freedom for TOs from non-telecommunications related obligations, such as contributions
to the State budget, and the removal of restrictions on seeking outside funding were
strongly supported by a number of operators and other commentators.

An associalion represanting the cable-TV industry stressed the immediate contribution that
cable networks could make lo maeting users’ needs, for services already liberalised, if
access were allowed to the industry’s existing, under-utllised high capacity bandwidth.

In_summary, therc was general agreement amongst users, service providers and
manufacturers that the bottlenecks identified in the Review - high cross-border tariffs,
unavailability of suitable leased lines and lack of advanced services - had a major
negative impact on business.

The continuing financial stability of TOs and the development of employment were clearly
recognised as crucial factors. However, it was pointed out by users, service providers and
telecommunicidions operators in libendised markels that investment programmes and
profits can be malntained by incumbent TOs and new employment opportunities arise in a
more liberalised environment.

Progress (o more open markets should take full account of the varying conditions in each
Member State and, in particular, the specific needs of the peripheral and smailler countries.
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Universal Service

Ceortain services, in particular the public (voice) telephony service, are made universally
available to the public because of their broader social benefits. This obligation traditionally
fulls upan the TOs and s often supported by contributions from other service activities.
Debate focused on the existing and future scope of universal service in Member States,
how best to maintain the social aims of universat service in a competitive market and
whether the burden of universal service should be shared more widely by all market

parlicipants.

Ditferent interpretations were given during the consultation on the exact nature of universal
service. Generally, the concept was recognised as one that will continue to evolve over
time. Most commentators accepted that elements of that definition would include a basic
voice service, universal coverage and an affordable price.

Opportunities for providing universal service in a more effective and efficient manner were
raised, with imany organisations highlighting the need for support to poorer groups, either
by direct subsidy or by means of special taritfing schemes offered by the operator.

Cenrtain operators took the view that since universal service was the responsibility of one
undertaking, that operator should maintain special and exclusive rights in order to finance
such obligations. There was fairly general acceptance amongst all participants that, to the
extent that markets were liberalised, new entrants should bear a proportionate part of the
burden of universal service, in particular, via the establishment. of appropriate access
charges.

Another group of contributors, whilst accepting the principle of access charges,
emphasised the need to protect new entrants from such charges until competition was
properly established. There were calls for further detailed consideration of suitable access
charge regimes to be given.

In_summary, there was general agreement on the need for a clear definition of universal
service. There was general acceptance that ONP directives have an effective role to play
in defining the scope of universal service obligations in a Community context. The
evolution of this role could ensure that the necessary harmonised concept of universal
provision was introduced in the Community.

Access charges were seen as a key means of sharing, where appropriate, the burden of
universal service among all market participants.
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Tarifts

Iy identitying hottlenecks to the development of telecommunications in the Community, the
Review Communication stated: °.. Lirifls in general have not been adjusted sufficiently to
costs.  In patticutar, the taifls for intra-Community comimunications remain high.® The
consultation focused on the existing tariff situation in the Member States, the need for both
cost-oriented and efficient tarilf structures and the degree to which tariff rebalancing was
already taking place and would continue to do so in the future. Consideration was also
given to the iner-relationship between international, national and local charges within the

Member States.

Almost without exception, users and service providers commented an the high level of
charges in the Community, as compared with the price of similar services in North
America'®. The price of high capacity leased lines was of particular concern to several
users with sites in a number of Community countries. High tariffs discouraged the use of
such services and dclayed the introduction of innovative new applications by such
organisations. This conslituted a major barrier to corporate communications, putting such

European organisations at a competitive disadvantage.

However, it was stressed by TOs and trade unions that tariff rebalancing placed particular
strains on certain TOs, particulardy those operating in the Community's peripheral regions
and those with smaller networks. This resulted from the political sensitivity of raising local
tariffs and the need to sustain current and future investment programmes. The TOs stated
that progress towards cost-orientation was a key condition for further liberalisation and
that sufficient transition time was needed for re-balancing of international, national and
local charges.

Another concern expressed by the TOs was the need for them to be allowed to offer
flexible tariff schemes to respond to new competition. At the same time, TOs emphasised
the need 1o be treed from non-telecommunications obligations imposed upon them in a

number of cases.

The setting up of procedures al a Community level for reviewing tariff rebalancing, cost-
orlentation and unbundiing of service offerings, including charges, was suggested by
several organisations as a vital component in introducing fair and effective competition.
Users stressed Lhe need for tasiff elements to be unbundled and shown separately in
accounts, and for the terms and conditions offered to users and service praviders to be
subject to at least as much scrutiny as taritfs.

As regards the relationship between international, national and local charges, the majority
of TOs stressed the close interaction beween these components of the tariff structure and
the impact on cross-subsidisation between the different components of major changes in
any of them. These comments emphasised that adjustment of intra-Community tariffs
should therelore be sirongly correlated to the adjustment of the overall tariff structure.

One commentaton provided liguaes that demonsteated that taniffs for some facilitics in the Community were

frequently ten tmes their equivalent in the US,
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In summary, there was general support that the Community’s efforts to encourage cost-
orncntation, and theretore taritf rebatiancing, were necessary and should continue.

Users and service providers emphiasised the detrimental effects caused by high tariffs in
the Community. European industry was placed at a competitive disadvantage and the
creation of Europe wide corporate networks was uneconomic.

Sulticient transition times lor taritf adjustiment were seen as key to further tariff
adjustments, compratible with national, regionat and sociat goals.

However, many contributors, including some TOs, also argued that tariff rebalancing and

- the introduction of further liberalisation could proceed in parallel and reinforce each other.

Panticular initial difficullies during tariff rebalancing on operators could be managed by
appropriate access charge regimes.

Regional and Social Cohesion

The effects of further liberalisation on the position of the peripheral regions and those
countries with smaller networks in the Community are a central general concem.
Discussion focussed on the special situation and needs of such countries and regions, the
effects of further liberalisation on the TOs established in them, and the continuity of
investment in such countries.

Key characteristics of the situation faced by operators in the Community's peripheral
regions include:

a lovel of network development and penetration substantially below the Community

average,

- the fact that these countries are engaged in considerable investment in grder to catch
up with the Communily's core regions and that this investmerit needs to be sustained
for at least five years or more in a number of cases;

- the inwestments undertaken, combined wilh low local tariffs, have resulted in operators
facing high tevels of indebtedness;

a high proportion of intra-Community {and international) tralfic in the total revenues and
traffic of the operators of such countries n several instances.

Many contributors emphasised that investment in telecommunications infrastructure and
services in such regions was of central importance to the economic development of such

reglons.
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A number of users, service providers and TOs believed that further liberalisation would
have a positive elleet of attracting business and investment 1o such regions, and therefore
increase overall employment. . The contrary view was that investment could be de-
stabilised by greater competition and the tariff rebalancing it would bring about, unless
carefully planned and paced over time and unless appropriate suppoft measures were put

in place.

There was general support for the development of trans-European networks {TENs) which
were seen as the electronic highways of the future, bringing the core regions of the
Commumity and the peripheral regions closer logether. TENS had the potential to play a
major role in promoting greater cohesion within the Community.  Community funding
would be a vital component in the realisation of such networks and in particular should
play a role in developing demand for the services to be offered over them.

In_suymmary, it was considered of particular importance to adapt any proposals for the
future development of the sector to the specific needs of peripheral regions and those
countries with smaller networks.

Major means envisaged were adequate transition periods and sufficient time to adjust, as
well as full use of Community and national support structures.

The international Dimension

Tho discussion focussod on tho conditions for the provision of telecommunications
services in the Community and third country markets and the practical problems
encountered by Communily businesses trying to enter third country markets. The
consideration of these issues was set against the background of the current GATT Uruguay
Round.

Concern was expressed generally about the abllity of foreign companies to provide
telecommmunications equipment and services within the European Community, whilst
their home markets remained effectively closed to Community businesses. In particular,
problems were encountered by Community industry in relation to procurement policies
and restrictions on foreign ownership found in other major markets.

Finally, a number of users, service providers and some TOs emphasised the importance of
external neqotiations such as the GATT. The need to  coordinate internal policy within
Mamber States and the Community’s position in external negotiations was emphasised,; it
was argued that o clear timetable for internal  liberalisation would strengthen the

Community's position in external negotialions.
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fostmumary, it wees geneally sceepted that e speed with which the Community market
wis opened to torcign competition should be conditioned by Community  business
obtaining equivident access to toreign markets, with a diferentiated appfoach to be
applied to European Economic Area countries.

It was also agreed that the early definition of a clear schedule would reinforce the
International  postion of the Communily in particular in the context of the GATT
negotiations.

Liberalisation and Harmonisation

Consideration was given to the future balance between liberalisation and harmonisation,
including the continuing role for standardisation; the shape of future regulatory control of
telecommunications in the Community and the role of subsidiarity in the emerging
Community environment. '

In particular, universal service and interconnection were seen as vital elements in the
Community's fulure regulatory environment. Whilst interconnection agreements should

‘generally be determined at a national level, it was appropriate for the Community to

establish a framework for interconnection. Users and service providers emphasised the
need for a regulatory role at the Community level where the rules of competition might be
applled. Furthermore, they stressed that the public availability of interconnection terms
was an essentlal element in their business planning.

There was widespread support for a pivatal role of ONP within the framework of a more

competitive market.

In this context, a number of contributors suggested that market dominance rather than
special and exclusive rights should be the criteria for the application of ONP rules, in order
to adjust to a more competitive environment. Some thought that small players in the
market should be subject to a less stringent regime than that applying to existing large

dominant operators.

The need for independent regulation was stressed, and several comments suggested that
there would need to be adequate arrangements at the Community level to deal with
disputes having a cross-border dimension and to ensure a consistent approach to
regulatory control throughout the Conununity. ‘

In_summary, it was suggested that the Community should see to the establishment of
principles and a timectable for liberalisation and harmonisation and ensure its
implementation, based on general Community procedures and the application of
Community competition rules, whilst the National Regulatory Authorities should have the
main responsibility for regulation and implementation at the national level.
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THE POSTHIONS TAKE N ON THIE OPTIONS PROPOSED

The main tocus of the comments concentrated on the four basic options for future policy
proposed in the Commuunication of October 1992,  Discussion focussed in particular on the
limetable for future change, the phases in which that timetable should be implemented and the
measures that might be needed to lake account of the specific situations in certain Member
Stades.

Option 1 (status quo) and Option 2 (extensive regulation)

There was littie support for Options 1 and 2 as permanent iong-term options. However, the
priority of full application of current Community legislation in the short term was widely
emphasised.

Solely maintaining the status quo (Option 1) in the longer term was seen as doing little to
resolve the bottlenecks identified in the Communication of October 1992. It would not
encourage enough investment in either telecommunications or industry in the Community.
It would place business in the Community at an increasing disadvantage with regard to its
competitors in North America and the Far East.

Option 2 was generally viewed as leading to an excessive degree of regulation, which
would conflict with the principle of subsidiarity. Some views were, however, expressed
that the Idea of creating a European regulatory body centralising certain functions of
formulating regulatory principles, monitoring of tariffs and the establishment of tariff
principles, monitoring of the telecommunications standard policy, etc, should be explored.

Options 3 (full liberalisation of public voice telephony) and Option 4 (liberalisation of
public voice telephony between Member Stales only)

A recurring view from participants across the spectrum of contributors was that further
liberafisation of the sector was both inevitable and desirable.

Overall support focussed on Option 3, with Option 4 being seen by users, service
providers and a number of TOs as an intermediate step on the road to full liberalisation,
while the majority of TOs insisted on a close link between Option 4 and Option 3.

There was little support for Option 4 as an isolated option and an end in itself. This option
was not seen as fundamentally remedying the tariff and leased line bottlenecks identified
by the Commission.  However, as an intermediate step it was seen by a number of
contributors as a means o altract considerable investment into the Community and
promote the development of trans-European services, whilst others and in particular, a
majorily of TOs emphasised the close relationship between Option 4 and the adjustment
process, particularly, for tarifis, required to prepare for Option 3.
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Option 3 in the longer 1o was also favoured by the majority of TOs (while some

Cadvoeated its imgdementidion in the shorler term), with all TOs accepting its ultimate

inevitahility - There was general agreemaent on the need to put in place a suitable regulatory
framewaork tor moves towards full liberadisation, and to find in panticular adequate solutions
to the issues of universal service, tardll rebatancing, access charges, interconnection and
the developuent of network invostiment in the peripheral regions of the Community.

Intrastructure

Many users and service providers and a limited number of TOs strongly stressed the need
for competition ta be extended to the provision of infrastructure.

Such combctilion shaould cover both sclf-provision of infrastructure and the opening up of
access o third party infrastructure owned, for example, by other utilities or by the cable-TV
networks.  Supporters of infrastructure competition believed it should form an integral part
of the overall timetable to be established as a result of the Review.

lofrastructure competition was seen as the best means of overcoming the lack of high

capacity leased lines in the Community, in particular to support the development of private

corporate networks.

However, a large number of TOs pointed to the complex nature of any liberalisation of
public infrastructure, and the implications any such move would have for their current
financial equilibrium and their obligation to provide universal service across the whole
national territory.

Phasing and Timeltable

There was general agreement on the need for a clear timetable to be established with
identifiable milestones up 1o the end of the decade. This would provide business with a
clear framework within which to plan its operations, whilst allowing TOs and service
providers to plan future investment.

There was wide support for a phased approach. This would allow, in turn, existing and
proposad measures o be implemented; the problems of closed user groups to be
resolved; and the gradual introduction of greater competition in (public) voice telephony
both between Member States and within Member States.

The speed of transition towards greater liberalisation was seen by all as an absolutely
critical issue since it has to take place in the broader context of commercial, political and

technological developments.

Users, service providers and a number of TOs supported fairdy rapid moves towards each
ol these phases with full achicvement of Option 3 (full liberalisation of voice services) being
proposed by some for the middle of the decade.
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Other coninhiator:, ttade unions ansl the nijority - of TOs insisted - on ihe needsfor s maern
etaided iansition phiase, in order to adjust arll structures aed o complate clrrem
invostient programmas.. Some 10s indicated that such adjustment could be completed”
within-aepotiod of some tive years, while others pointed to their particular national situation.
and their special commitiments with regard to peripheral regions as justification tor longer

transitional iadrangoements,

Generally, there seems 1o be a widely-hold view that Option 3 could be reached before the

end of the docade.

There was general sensitivity to the needs of the peripheral regions and te countries with
small networks  and to the- requirement that Community support and transitional
nrmngeﬁmnls, taking.account-of their specific situation, would have 10 be accommodated.-
into any:timetable eventually adopted.
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EVALUATION BY THE COMMISSION

(36)  On the basis of the conments and its analysis of the submissions, the Commlssmn considers that

it is possible at this stage:

to identify arcas of general consensus amongst all market participants;

to set out general positions on future development-of telecommuntcatlons in the Communtty
which are supported by a broad range of parties;

1o identify actions required for the development of the future regulatory environment.

This is set out below.

(37

-Areas of General Consensus
The Conmunission has found from the consultations that: ™

- there is a general conviction that further opéniing of markets is inevitable and necessary
whilst maintaining universal service,

- there is, at the same time, emphasis on the requirement for financial stability within the
sector and recognition of the need to have a clear, agreed umetable for regulatory
changes, with defined milestones up to the end of the decade;

- there Is general emphasis that a realistic, economically viable, and socially acceptable
approach must be taken, involving careful phasing and progress in stages.

Contributors to the consultation have shown a general conviction that further opening of
markets is both incvitable and necessary. Telecommunications organisations in Europe
are already competing, either Individually or ioinlly.A for the business of. multinational
organisations. New services are available now from European and other TOs ta customers
situated outside the operators’ home marketsﬂ. In reality, this establishes such TOs as
additional providers of public switched telephone services, alongside the incumbent
national operator.

The increase in choice, fuelled largely by technologica!‘advances, ‘and the creation of
innovative and advanced new trans-European services that comes about through
liberalisation are essential to Improving the competitiveness of European industry. Without

....... For exiomple, "Dial dired” services, which were initially marketed as a way for travellers to phone their home

country without incurring hiph sercharges imposcd by some hotels, are now offered by most TOs in OECD

countrics. An extension of this concept, "Phird Countsy Calling™, is available on a more limited basis and allows

calls to be made between countries, neither of which "hosts” the service provider. A third but quite distinct
service knows as "call back”, which bypasses the public telephone service run by the traditional international

carricrs, is offered by several companics.
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tise seiviees, the Conmunity will be at a growing disadvantage comnbated to oiher
developied coonoinies in the world; a point etphasised by nwyor user organisations.,

AL the saume time, it is clear that further liberalisation would have to be implemented in &
way which raintiing the financial stability of the telecommunications sector, particulary.
with regard 1o its investment capacity and the fulfiliment of its public service obligations. A
clear, long term timetable for regulatory changes with defined milestones is theretore

imperative.

Furthermore, the Communily's approach must be realistic with careful phasing and

progress carried out in stages.

- The general positions on {uture development set out below provide a firm basis for

structuring such an approach.

General Positions on Future Development
Based on the consultations, the Commission conslders:

. There is broad emphasis that the first phase of future development should be the
tull practical application of current Community measures and adoption of
pending legistative proposals. In particufar, this must cover:

- the practical application of the Services Directive, where there was a general
request for clarification of the scope of |iberaﬂsation of private voice services,
particularly concerning corporate networks and closed user groups, resulting
from the Directive;

- the adoption of:

- the measures lntroduced under the ONP programme, including the current
proposals tor directives on voice telephony and the mutual regognition of
tefecommunications licences;

- the proposed directives in the field of satellite communications;

appropriate measures for mobile communications.

- There is general acceptance that, beyond the first phase of consolidation of the

current regulatory framewark, the longer term trend towards full liberalisation of
public voice tolephony, represented by Option 3, is inevitable and necessary as a
result of technological and market developments.  Full liberatisation before the
end of the decide was gencerally held to be a realistic timescale.

However, progress towards this goal is considered conditional upon:
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the establishiment of a timetable, detining the phases for the development of
the necessary requliatony framework, with regard in particular to the provision
of universal service, the framework for interconnection and access charges
and taking account of the international dimension;

the finamcial stability of the sector being safeguarded;
the necessary provisions for the peripheral regions and smaller networks;
- the enviconment that facilitates the development of trans-European networks.

- Option 4 (liberalisation of telephony between Member States) was identified as a
suitable ntermediate step towards full liberalisation by many contributors but was
rejected as an isolated option. It was, however, considered, in particular by a
majority of TOs, that it would have to be linked closely with full liberalisation and
be placed within the framework and timescale for Option 3.

. As regards infrastructure liberalisation, there were widely diverging opinions:

- 1here was strong insistence by service providers and users on rapid opening
of infrastructure to competition, with particular emphasis on infrastructure
provision to enable full use of corporate networks and closed user groups;

- others insisted that further liberalisation of services should initially rely
exclusively on leased lines.

A number of comments called for the development of a Community position on the future
use of propriclary infrastructure networks (railways, utility companies etc) and cable-TV
networks for transmission of telecommunications services which are already liberalised or
will be liberalised.

Identitication of Action required for Future Regulatory Environment -

From the comments received, it ks apparent that progress towards the general positions
set out above will be conditional on estlablishing the necessary regulatory framework.

On the basis of the comments, the Commission finds that the following issues must be

considered at Community level:

- full application of the current regulatory environment;
a common dofinition of universal service principles;
development of a framework for interconnection agrec}llents;
definition of access c:h;(rges principles;

ensuring the independence of TOs;
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cnsuning sociad and regionad cohoesion

preparing the environment for trans-European Networks;
arrivad at a halanced approach to infrastructure provision,
securing a balimced international environmaent;

- development of a robust reguiatory framework with a balance between national

regulation and Community co-ordination.

These issues are addressed below.
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Vi KEY FACTORS FOR THE DEVELOPMENT OF THE FUTURE REGULATORY ENVIRONMENT

On the basis of the consultations, the Commission considers the following lines of action as the

best way of moving towiuds a regulatory environment for the future.

A Consolidation of the Current Regulatory Environment

(40) To enable the regubitory enwironment as currently conceived to become fully effective in
the short term, the following steps need to be taken:

- compiction of the application of the Services Directive (90/388/EEC) in particular to
more clearly establish the scope of corporate networks and closed user groups;

- full implementation of ONP Leased Lines Directive (32/44 /EEC);
adoption of the proposal for an ONP voice telephony directive (COM(92)247);

- adoption  of  the proposal  for a directive on  the mutual recognition of
telecommunications services licences to consolidate current regulatory framewark
(COM(92)254); ‘

- rapid adoption of the proposals for directives in the field of satellite communications;

- launch of a Green Paper on mobile /personal communications.

B. Common Definition of Universal Service Principles

{41) The development of a balanced regutatory framework requires clear recognition of the vital
principles of public service in this area :

- universalily, i.c. access for all, at an affordable price ; -
. - equality, Le. access independent of geographical location ;
® continuity, i.e. continuots provision, at a defined quality.

The essence of these principles of a universal service abligation - to make available a
defined minimum service of specitied quality to all users at an affordable price - is
embodied in existing ONP measures and proposals currently before the Council and
European Parliament18. Specifically, once alt measures have been adopted and
implementaed, the principles of universal service at a Community level will cover:

Mo Council Directive of 28 June 1990 on the establishment of the internal market for telcommunications services
through the implementation of open network provision (R/387/EEC). The Directive defines, inter alia, the
general principles of access to nctworks and the necessary safeguards based on essential requirements (sceurity of



- Initiad provision of seivice

Member Slides muist ensure the provision of a public telephone network and
voice telephone service. Users have a right of access to and use of the public
telephone network, 1o a contract specifying the service and the target delivery
period (waiting time for initial provision) must be published.

- Special public service features

Mcember States must ensure the provision of (i) public pay-phones, including
access to emergency services, (i) directories to users, and directory information
to others and (i) access 1o international voice telephony services, including use
of international access code 00.

- Quality of service

Member States must ensure the publication of quality targets and information
about the service for users, including numbering plans, and the monitoring and
publication of quality levels achieved by TOs.

= Prices

Harmonisation of tariff principles, in particular cost-oriented pricing, together with
the possibility of special and targetied provision for socially desirable purposes
(eg low income groups, handicapped users etc).

- Provision of conciliation/dispute resolution procedures for users
- Minimum scrvice features

The proposed minimum features for voice telephony includes: itemised billing;
harmonised network interfaces, including the ISDN socket; special network
access and a set of advanced features.

Mandatory minimum features to be implemented in all Member States for leased
lines include tive types of line and common ordering and billing.

network operation, naintenance of network iegrity and, in justificd cases, interoperability of services and data

protection).
Council Directive of S June 1992 an the application of apen network provision to leased lines (92/44/EEC).

Commission propoaal for o directive on the application of open retwork provision (ONP) to voice telephony,
Com(92)247.

Council Recommendation of 5 June 1992 on the harmonised provision of a minimum set of packet-switched data
services (PSDS) in acccordance with open network provision (ONP) principles (92/382/EEC).

Counal Recommendation ol 5 June 1992 on the provision of harmonised integrated services digital network

(ISDN) access arrranpgements and s minimuny set of ISDN offerings in accordance with open network provision
(ONDP) principles (92/383/E1:C).
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Minimim leatwes are reconimended for packet switched data services and
ISDN.

As recoguised in the consultation, the introduction of further competition- makes it all the
more necessary to deline the principles of universal service.

The Commission considers that the existing and proposed ONP measures provide a valid -
framework a1 the Community level lor such a definition, while retaining sufficient flexibility _
to take account of specitic national situations. .

The main Community objective in this arca. should therefore be the rapid adoption and
implementation of those measures. e

After full application in the Community, further development of the principles could take
place where required and on the basis of practical experience.

Development of a Framework for Interconnection:-Agreements = .

Interconnection is the key to achieving Community-wide services based on competitive.-
provision of services and networks. Interconnection agreements establish the rights and

obligations under which service providers' and network operators interconnect their

facitities.

Since the cost and level of interconnection has been shown to be a crucial factor in the
viability of a new service, it plays an essential part in the-development of the market.

The proposed ONP voice telephony directive contains a framework for interconnection.
agreements. The main elements of this framework are:

- Rights of nctwork access / interconnection

Users, including competitive service providers, will have a right of equitable and
non-discriminatory access to telecommunications networks at -the normal
Interfaces and normal tariffs. In the case of the telephone network, users may .
also request access at non-standard interfaces and non-standard tariffs (*special
network access”).

Telecommunications organisations must meet the legitimate requests for
interconnection  from  olher telccommunications organisations (for voice
telephony). Intercommunication between leased lines and public networks must
not be technically restricted. '

- Charges

For normal network access, normal tariffs apply in accordance with the principle
of non-discrimination. In the case of special network access and

R
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interconnection, speckd charges may apply but they must be:cost-oriented, non-
discriminatory, tully justiticd and approved by the national requlatory authority,

P Harmonisod technical stamdards

Member States are to encourage the use of European or international standards;
~ where they exist. Where European standards do not exist, ETSI will be asked to
devolop  harmonised  standards  for new types of network access and

interconneclion,
- Numbcring

Numbering plans must be controlled by the National Regulatory Authority, in
order to provide for fair competition.  Allocation of numbers must be objective,

transparent and non discriminatory.

The provisions for access/interconnection agreements incorporated in the proposed ONP
voice telephony directive, appear 1o provide a sufficient initial framework for such
agreements, so far as the Community level is concerned.

With phased progress towards increased liberalisation, this framework may have to be
reviewed. The delinition of TOs in the ONP framework currently refers to the special or
exclusive rights enjoyed by these organisations. With further advances towards
liberalisation It may be more appropriate to establish other criteria such as market position
as the basis of this definition, in order to adjust to the evolving competitive environment.

Definition of Principles for Access Charges

Access charges are paid for interconnection 1o an incumbent TO's network by competing
operators. In addition to compensaling the incumbent TO for delivering calls, access
charges can:

- compensate the TO for the loss of that portion of revenue which may contribute to
universal service obligations, thereby allowing competition to be introduced in advance
of tull tariff rebalancing;

provide a moechanism, even when tariffs have been re-balanced to become cost-
oricnted, tor fairly sharing the burden of universal service obligations.

Under the proposed ONP veice telephony direclive, these key aspects of access charges
are being addressed. The following principles are set out:

a. Access charges apply to TO interconnection.

b. They are permitted when the two operators have different regulatory obligations
_ placed upon them. A universal service obligation or price controls imposed on
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ondy one of them would  be: typical examples of the regulatory obligations

anvisiged.
C. All such churges muast be:
cout oticntod;
non discrimindory;
tully justified;
based on regulatory obligations-placed on the parties by the Member State;
- approved by the national regulatory authority.

In the case of “special. network access” given to service providers, a-TO may be

. reimbursed for costs incurred in providing the type of special network access requested. -

The Commission recognises the essential role of access charges in securing the

- maintenance and development of universal service and the capacity to finance it, in..

panticular with regard to the peripheral regions. At the’ same time, the appropriate use of
access charges within the given framework will allow the progressive -adjustment of tariffs
towards cost oricntation. :

Independence of Telecommunications Organisations

With {urther progress towards a compelitive environment, telecommunications
organisations must be free to respond to the dynamics of the marketplace if they are to
operate effectively. The degree of freedom must be proportionate to the level of
liberalisation. Major aspects of this freedom include tarift policy and equality of treatment.

There is the basic need for further and continuing adjustment of the level and structure of
the prices of telecommunications services in the Community towards “greater cost-
orientation. TOs must be able to react . to the downward competitive pressure on prices in
market segments where their offerings are at present substantially above costs. However,
this must be achicved without producing adverse effects on vulnerable groups of
conswmers.  This can be achieved through allowing TOs a sufficient degree of pricing
flexibility, particulardy in sectors where they face most competition. Such flexibility is also
critical for the take-off of new, advanced, revenue-earning services.

Techniques such as price capping and access charging provide a flexible means to control
the rate at which re-balancing occurs and avoid adverse effects for users and markets.
Thus, turther liberalisation and tariff rebalancing can proceed hand in hand. The use of
targetted schemes can help universal service obligatibns to be met more effectively and
access charges ensure that the burden is shared fairly by all market participants.
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Member $Stales should provide for financlal Independence of TCUs and progressively
withdraw burdens or requirements unrelated to the basic tasks entrusted 10 them. Equiality
of treatment is central with regard to freedom from obligations not related to
telecommunications and fuller access to sources of capital. - '

In a Community context, [Os must have full freedom, subject to the Community’s
competltion rules, to enter alone or jointly the markets newly opened to competition,
particularly In frans-European services and networks. The 10s should be allowed to take
the necessary organisational and financlal measures required 1 advance towards this
objective.

In a competitive market, commercial considerations must be allowed to have effect and an
appropriate degree of fiexibility must be extended to the TOs. They shouid not be
disadvantaged relative to their competitors. :

F. Ensuring Social and 'Fleglonal Coheslon

it Is Important to maintain a balanced economic and social development throughout the
Community. Further liberalisation should create new employment opporunities and
ansure further inlegration of peripheral reglons.

Cohaslon requires a stable and viable investment environment. At a regional level it must
ensure the modemisation and Increased penetration of services and networking
infrastructures in perlpheral parts of the Communtty.

Self-financing by TOs to meet the investrnent requirements of peripheral regions Is, and will
continue to be, insutficlent  While progressive liberalisation will increase usege and cash
flows and stimulate investment in the peripheral regions, there is uncernainty as to the
extent and the period In which these benefits will be felt in the peripheral regions. The
Comimisslon recognises the need for speclal arrangements for additiona! transition periods
and for access charges, In order 1o safeguard investment capabilities in the countries
concerned in the short 1o medium tenm.

Resources from operations must contribute to the extension of infrastructures and services
Into marginal or non-profitable areas, but public financing will also be needed, including
from the Community’s Structural Funds.

As set out in the Communication of October 1992, funding under the Community Support -
Framework has made a substantial contribution to the development of telecommunications
services and network invesiment in the penpheral regions in the recent past. In the context
of libaralisation and privatisation of public services generally within certain Member States,
the Funds have had to devise new conditions for funding to ensure that investments from
Community sources continue to have their intended benefictal effects for the consumer.

Assurning this corresponds to the spending priorities of the' Member States and regions
concerned, grant funding for telecommunications could be stepped up in the coming
planning period {1994-99) in view of the increased resources allocated to the Structural
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Funds  Fuithetmore, the on going lending prograunimes ol the European investment Bank
can he expanded tollowing the launch of the Eatopean Growth tnitiative, including the new

Temporaty Lending Facility (TLF) and the European lnvestment Fund (EIF)

Preparing the Environment for Trans-European Networks

In addition to its potential contribution towards ensuring social and regional ccohesion,
increasing liberalisation in the sector will be the most effective way to stimulate investment
in trans-European telecommunications networks, both by the incumbent TOs and by new
entrants. Liberalisation will open the way for further co-operative ventures between groups
of operators in order to offer genuine pan-European telecommunications service on an
end-10-end basis.

Further liberalisation will be a precondition for attracting new investors and fully using the
new financial facilities established for developing trans-European networks, mentioned
above. 19 '
The Commission recognises that there is a need for trans-European networks which may
necessitate cooperative arrangements between operators, in compliance with the rules of
competition. )

Working out a Balanced Approach to Infrastructure Provision

As set out earlier, the consultation has shown widely diverging views with regard to the

further regulation of the network infrastructure.

While users and service providers emphasised the need for early liberalisation, TOs

stressed the need for stabillity and long-term investment planning in this area.

The main aspects addressed in this area in the consultation were the following :

- there is the general question of the future of public network infrastructure ;

- tlelecommunications services except public voice are already liberalised according to
current Conununity legislation, including volce for corporate networks and closed user
groups. A nain issue is the full application of this existing legislation ;

in this context, the question arises whether alternative infrastructure should be made
available in order to make this liberalisation more effective

The Commission recognises that fundamental changes to infrastructure regulation can
have significant consequences for the incumbent TOs:in terms of their financial resources

The Commission intends 1o submit shortly o series of proposals for the promotion of trans-European networks.
These proposats will cover in partienlas trans-European 1SDN, trans-European broadband communications and

teans-Buropean actworks between Administeations, as well as related seevices and applications.
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and luture investmoent capability, especially where the network size is relatively small or
whiere the network build up will only be completed within periods of five to ten years.

Conversely, there is undoulitedly a signilicant demand for high capacity infrastructure
particularly in the tield of corporate networks and closed user groups which is currently not
being met.  Furthermore, additional investment into trans-European networks and
peripheral regions is required and new opportunities for attracting capital need to be fully
explored, to catch up in this area with current developments in the United States and
Japan and particularly to ensure full use of the advanced applications resulting from the

Conwnunity rescarch programmes.

A number of Member States currently aflow the separate provision of infrastructure for
specitic telecomununications applications and services as “independent networks® for other
utilities, the railways and, in centain cases, closed user groups. These represent a useful
yet under-utilised resource which may have a wider role to play in the development of
corporate cominunications and communications for closed user groups.

Users and service providers particularly called for the opportunity to fully exploit corporate
communications and the operation ot closed user groups. They emphasised the need to
include the supporting infrastructure in such provision.

Some users and cable-TV providers consider that cable-TV could have a role to play in the
provision of services that are already liberalised.

Building on existing provisions in a number of Member States, the Commission considers
that such concepts should therefore be extended under certain conditions and that the use
of own infrastructure for a user's applications, or the provision of capaclty for corporate
networks and closed user groups should be Included in the concept of corporate
networks/closed user groups, subject to additional study investigating the effects of such
a measure, in particular with regard to consequences for the incumbent TOs.

As regards the general question of the future of public infrastructure, the Commission
considers that the current consultations do not allow a final position to be formulated.
Once additional experience is gained, a further broad consultation will be needed to
determine the best way forward. Such a consultation should address the global regulation
of the communications infrastructure, including telecommunications and cable-TV
networks.

The Conmission believes that this should be addressed within the concept of a Green
Paper on telecommunications and cable-TV network infrastructures.

Ensuring a Balanced International Environment

Further liberalisation within the Community must be linked to equivalent opportunities in

other markets
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AL present there is no mechanism to ensure that market access granted in the Community,
de jure or de facto, is adequately compensated elsewhere. The issue of ensuring similar
aceess is necessarnily linked to the ongoing negotations in the GATT. There is general
agreciment that the best solution is through such multilateral negaotiations.

Although the GATT process has been slower to obtain results than anticipated, the basis of
a framework for telecommunications has evolved during the Uruguay Round sectoral
negotations, in paricular through the draft General Agreement on Trade in Services
{GATS), which has been virntually finalised.

The Comimunity should in the context of the future negotiations in GATS ensure that the
benefits that operators from third countries will derive from Community liberalisation will be
balanced by comparable opportunities in their home telecommunications markets.

The GATS specific telecommunications annex sets guidelines relating to access to and use
of the network for the provision of telecommunications and other services. A series of draft
offers, or commitments, from several countries have been made to lift restrictions in certain
segments of the telecommunications market. ’

The Community's contribution to the GATS telecommunications annex was based on the
20

ongoing work on ONP and related areas“".

In the Commission’s view, the GATS framework provides a basis for developing a balanced
international environment through multilateral negotiations. Purely bilateral approaches
would run the risk that rules would be shaped by the strongest players, with Community
interests possibly being compromised.

Progress in this area will have 10 be coordinated with the further progress of liberalisation
within the Community. Any approach would also have to take due account of the
Community's relationship with the EFTA countries and the realisation of the European
Economic Area.

- Licensing conditions can play an important part in securing balanced conditions regarding

issues such as ownership constraints in third counlriesm.

Developing the Balance between National and Community Regulation V

The Commission stated in its Communication of October 1992: *In the context of the
internal market there is a need for both harmonisation and liberalisation at Community
fevel in order to ensure that the development of telecommunications across the
Community is not impeded by national barriers or practices which are incompatible with
the achievement of the objectives of the Treaty.”

g

Lo the GA'TS negotiations, the Community has made an offer concerning value-added services and basic data

services, based on the current stale of liberalisation within the Community.

The Conunission is currently addressing this issuc in the context of the preparation of the proposal for the

Community-wide mutaal recognition of satellite licences.
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The Review onwisaged, minimonr action necessary at Community level in order to remove
obustacles to the provision of the widest possible range of telecommunications sources.
Within the Irimnework thus created at Community level, Member States will continue to

doetesnine their own telecommunications policies.*

The principle of subsidiarity is incorporated in the existing ONP framework, whereby the
national regulatory authorities have the primary responsibility for regulation at a national
level. The Conununity’s role is mainly to spell out general principles, to offer conciliation in
disputes which cannot be resolved at a national level and to assist in establishing a
consistent approach throughout the Community.

The current delinition of principles for dispute resolution and regulatory oversight, as set
out under the proposed ONP voice telephony directive, are as follows.

At a Nationat Level:

- the national regulatory authority (NRA) has an obligation to intervene if requested by
either party,

- the NRA has an obligation to ensure that interconnection agreements are non-
discriminatory, fair and reasonable to both parties and offer the greatest benefit to all
users;

- the NRA has a right to impose conditions in interconnection agreements conceming
technical standards, quality requirements, conditions safeguarding the essential
requirements, and to impose deadlines for implementation of Interconnection
agreements;

- Momber States must ostablish  procedures for resolving disputes between
tolecommunications organisations and users.

At Communily level:

- users may invoke the Conciliation procedure to resoive disputes not resolved at a

national level;

- the Commission may take measures to secure provision of particular pan-European
services.

Apart from the ONP {ramework, the Commission may invoke the competition rules in the
case of abusive behaviour or anti-competitive agreements, as it has done in a series of

cases in the past.
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As set out in the Communication of October 1992, the European Court of Justice has
confinmed the application ot Community competition rules to the sector in a number of
decisions. Fuithenmore, general principles of the application of the campeltition rules -
and i particulie of Articles 85 and 86 of the EEC Treaty - have been set out by the
Commissian in its guidelines on the application of EEC competition rules in the
telecommunications sc(:mr"l2 .

Community compelition rules in the sector will have to be applied carefully in order to take

into account :
- the need to make liberalisation effective so that all entrants can compete on a fair basis ;

- the emergence of benelicial forms of cooperation where they are necessary, for
example, trans-European networks, and structural adjustments, including mergers23,
which promote the development of a Single Market.

In the assessment of such developments account will be taken of the situation of
participants on the European and on non-European telecommunications markets.

The introduction of competition requires effective regulation at national level and improved
regulatory mechanisms al Community level. This in turn demands that national regulatory
authorities have adequate powers of regulation, and that those powers are applied in a
consistent manner in all Member States.

In addition, strengthened mechanisms to handle problems of a Community-wide nature will
be needed. |Issues such as the resolution of interconnection disputes between
telecommunications organisations in different Member States and the mutual recognition
of licences can not be handled by one Member State or one national regulatory authority
acting alone.

In its proposat for the mutual recognition of licences In the Community (submitted within
the ONP framework24, with the objective of facllitating the free mavement of services), the
Commission has proposed the setting up of a Community Telecommunications
Committce. The Committee could be combosed of the members of the current Ad Hoc
High Level Group of National Regulators, created by Council specifically for the Review, or
by their representatives. The Committee could, together with the other committees in this
tield, in particular the ONP and ACTE Committees, form part of a coherent regulatory
structure at Community level.

The Conununity would build finks according 1o established procedures and, in compliance

wilht the principle of subsidiarity, with the committees and institutions created within the

- e Gupdehines on the application of EEC competition rules in the telecommunications sector (91 /C233 /02, O
C23, 6.9910).

b Councit Regulation 4004 /89 of 21 December 1989 on the control of concentrations between undertakings (OJ

1990 1257/ 14).
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CLEPT, in pruticular (:'(II'HA/ENO?‘S (in the field of licensing and numbrering}, EF(C/EFIC}'26
G e licld of adioconsnunications) and with the standards organisations ETSI and
CUNJCENELL G (o the figld of technical standards). 28

The cutent regutatory structure in the Community is founded on the complementary rote
ol national and Community regulation, evolving according to the principle of subsidiarity.
Regulation at Community level is based on the developing ONP framework, the application
of Conwnunity competition rules and the cooperation procedures in place or being
developed with the conwnittees and institutions referred to above. The Commission
considers that an assessment will have to be made, on the basis of future experience, of
the need tor further evolution of this structure.

25

... Proposal for a Council Directive on the mutual recognition of licences and other national authorizations to

operate elecommunications services, including the establishment of a Single Community Telecommunications
Licence and the sciting upr of a4 Community Telecommunications Committee, COM(92)254.

= BCTURA - Buropean Committee of Telecommunications Regulatory Authoritics

ENO - European Numbering, Office (requested by Council Resolution 92/C 318/02 of 19 November 1992 on the
promution of Burope-wide cooperation on numbering of (elecommunications services (OJ C 318/2, 4.12.92)).

L ERC - Buropean Radiocommunications Commitice

ERO - European Radiocommunications Office (created in accordance with Council Resolution 99/C 166/62 of
28 June 1990 on the strengthening of the Kuropean-wide cooperation on radio frequencies, in particular with
regard 1o services with a pan-European dimension (O3 C 166/4, 7.7.90)).

S EESE - Buropean Telecommunications Standards Tnstitute

CEN/CENELEC - BEaropean Committee for Sndardisation and Electrotechsical Standardisation

CFhe Compussion has concladed o intends 1o conclude - Memoranda of Understanding and framework

Coteacts on conperation with these organisiations.

The Comaussion will submist shortly o Communication on relitions with the ERC/ERQ in the fietd of

Cadhocomimunicial 1ons,
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THE PROPOSLED SCHEDULE

The Comumission congiders that the areas of general consensus and the positions on future
development ol the sector set out in the comments allow the definition of consistent objectives
and a detailed timetable for the further development of telecommunications in the Community.

There is general agreement on a lirst phase concentrating on consolidation and preparation,

together with the developing market impact of the existing or currently proposed legislation. This
should include the publication of a Green Paper on mobile communications.

There is also a broad consensus about the inevitability of full liberalisation (Option 3, which
inctudos Option 4) befure the end of the decade in a second phase, with indications for the time
required to adjust structures of about five years.

There is turther general suppont for providing special arrangements and additional transitional
periods for peripheral regions and smaller networks.

There remain different views concerning two issues: introducing Option 4 (liberalisation of voice
only between Member States) rapidly as an intermediate step; and the future of infrastructure.

As set out, the Commission believes with regard to infrastructure regulation, that the general
question of the tuture regulation of public infrastructure should be addressed within the context of
a Green Paper. '

However, whilsl ensuring the full application by Member States of existing Community tegislation
and in particular in relation 1o corporate networks and closed user groups is a priority objective,
the Commission also considers that the early use of infrastructures limited to own applications or
to provision of capacily for corporate networks and closed user groups could substantially
reinforce the effect of this tegislation in this area, subject to additional study on the effects of such
a measure. Such a measure would be essential for catching up with the United States and Japan
particularly in the ficlds of high speed advanced applications, and the full use of-the results of
Community research programmes in this area.

This aspect should therefore be included in the first phase.

The Commission also believes 1hat the use of cable-TV networks should be considered for the A
provision of currently liberalised services, subject to additional study .
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(1) With regaed 1o Option 4, the Conmission aceepts the reqairement for close correlation with full

liberalisation  The comments have contiomed the urgent need for action in the field of trans-

tronticr communications and the requireinent tor rapid development of trans-European networks.

Given, however, that an the basis of the coasultation, a consensus on full liberalisation - which

implies tiberalisation of voice telephony between Member States as an integral element - has been
achieved, an intermediate step no longer seems necessary, subject to a firm commitment by the
TOs and regulators to programmes of adjustment of tariff structures towards cost in order to

prepare for such o competitive market.

This leads to the tollowing proposed schedule.

A.

Major Steps

The major steps in the proposed schedule focus around two phases.

First phase (1993 - 1995);

ensure full application by Member States of existing Community legislation and, in
particular, in relation to corporate networks and closed user groups;

use of allernative infrastructure for own applications, or provision of capacity for
corporate networks / closed user groups, subject to additional study on the effects of
such a measure and the establishment of appropriate conditions to reinforce the effect
of application of existing legislation in this area ;

use of cable TV infrastructure for telecommunications services currently liberalised,
subject to additional study on the effects of such a measure ;

accelerated adoption of pending proposals, In particular the proposals in the field of
application of ONP to voice telephony and the mutual recognition of licences;

funther development of principles on universal service [/ interconnection and access
chargos / licensing, based on experience gained from the implementation of current
legislation and proposals;

accelerated adoption of the proposals in the field of satellite communications; in
particular, liberalisation and mutual recognition of licences;

adaptation plans for accelerated development and special arrangements, where
necessary, in order to take account of the situation in the peripheral regions and small
or less developed networks; special measures in the context of Community support
frameworks, complementing funding from own sources, to accelerate network
development and universal service in the peripheral regions;
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ensure in the GATS ncgatiations comparable market access to telecommunications

sevices timukets in third coumtries.

publication of a Green Paper on Mobile / Personal Communication before 1 January -
1994;

publication of a Green Paper on the future of public network telecommunications
infrastructure and cable- TV netwaorks, betore 1 January 1995.

Second phase (1996 - 1998):

.- examination, prior 10 full liberalisation, of progress on structural ad]ustmént, in particular
of tariffs, in those countries experiencing specific difficulties in order to take account of
the situation of the peripheral regions and small or less-developed networks, including
definition of additional ransition periods, where justified, which should not go beyond
wo years.

- full liberalisation of public voice telcphony services by 1 January 1998,;

- working out of a future framework for regulation of public network infrastructure subject
to the results of the consultations on the Green Paper on infrastructures.

Timetable for Action

This translates into the following proposed timetable for action, taking account of the °
global balance ot the approach proposed :

Before 1 July 1993 Council Resolution defining the global objectives for future
regulatory change (including commitment by Member States
to tull liberalisation of voice telephony, subject to the
conditions and the transition periods set out);

Betore 1 January 1994 Adoption of pending Directives (ONP voice telephony, mutual
recognition of licences) and satellite directives package;

&

Amendment of Directive 388/90, in order to integrate the
objeclives of the first phase and prepare the start-of the
second phase;

Publication of Green Paper on Mobile / Personal
Communication.
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Before 1 January 1995 Publication of a Green Paper on {uture regulation of public
network telecommunications infrastructure and cable-TV
networks.

Belore 1 January 1996 Amendiment of the ONP framework, where required,

according to the evolution of ONP principles based on the
experience of the lirst phase;

Before 1 January 1997 Complction of regulatory environment for full liberalisation.

Before 1 Junuary 1998 Continuing examination, prior to full liberalisation, of progress
on structural adjustment in particular, of the peripheral
regions and small or less-developed networks, including
definition of the additional transition periods.
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Vil CONCLUSIONS

The consultations on the 1992 Telecommunications Review have demonstrated a degree of
consensus amongst alt actors in the sector which allows a schedule to be defined for the further
tegulatory development of the sector up to the end of the decade. The Commission considers
the definition of an early and clear schedule is vital for ensuring internal development of the
sector. This will also enabie the Community 1o strengthen its position in external negotiations.

Having set a broad basis of reform with the Green Paper on Telecommunications of 1987 and
subsequent measures, the Commmwunity must now take a further step 1o prepare its
telecommunications sector for the future to the benefit of the user, the Eurppean ecohomy and its

worktorce.

The Commission, in its Communication of November 1990 on industrial policy, made market
orientation an essential component of any policy for sectoral development. The Commission
‘considers, on the basis of the consultation, that market orientation and public service in the
telecommunications sector are complementary.

The Community has made a subslantial contribution to the promotion -of the European
telecommunications Industry In the past, particufady through R&D programmes in the sector. -
Further proposals have been made in its Communication last July on the equipment industry.
Further market orientation and opening will be required to allow the telecommunications sector to
realise the full benefits of the Community’s programmes and the development of trans-European
nelworks, and of the new instruments created in the context of the Community’s growth initiative.

The Commission has welcomed the support the Council has given with its Resolution of 19
November 1992 for the launch of the consullation pracess; and it welcomes the ongoing work in
the European Padiament on the Review.

The Commission transmits this report and draft Resolution to the Council and European

Pariament.
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PROPOSAL FOR A COUNCIL RESOLUTION ON THE REVIEW

OF THE SITUATION OF THE TELECOMMUNICATIONS SECTOR

THE COUNCIL OF THE EUROPEAN COMMUNITIES,

. Having regard to the Treaty establishing the European Economic Community.

Whereas both Council Directive 90/387 /EEC of 28 June 1990 on the establishment of the internal
market for tlelecommunications services through the implementation of Open Network Provision
(ONP)!, and Commission Directive 90/388/EEC of 28 June 1990 on competition in the markets for
telecommunications services?, call for a review during 1992 of the conditions under which the

Telecommunications sector operates in the Community.

Whereas on 21 October 1992 the Commission submitted to the Councit a Communication on the
situation in the market for telecommunications services®, which assessed, in particular, the competitive
situation, progress on harmonisation and restrictions concerning access to telecommunications
networks, the effects of those restrictions on the operation of the internal market, and the measures
that could be taken to remove those restrictions. Whereas the Commission asked the Member States
and interested parties to give their opinions concerning the communication and the proposals

contained init.

Whereas the Commission on 15 July 1992 also submitted to the Council a Communication: Towards
Cost Orientation and the Adjustment of Pricing Structures?, assessing progress towards cost

oricntation and adjustment of pricing structures for telecommunications within the Community.

Whereas the European Parliament gave its opinion on both Communications on 20 April 1993.

VO 10, 240790
2O 192/1,2407 50
Y USEC (92) 1048
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Whareas the Council Resolution of 19 November 19928 called upon the Commission to consider, in
consutation with interested partios, the political, cconomie, commercial and social implications of the
options set out in the Commission comunenication for the future of the Community telecommunications
services market. Whereas the Council requested the Commission on the basis of the consultation to set
out a transparent approach and timetable for a future regulatory framework for the Community
teleccommunications marked, so s to allow regulators and operators to plan the necessary adjustments

ot nationad level.

Whereas the Council established an Ad Hoe High Level Commiittee of National Regulators to assist the
Comimission in this lask. Whercas the Council Resolution of 19 November 1892 welcomed the
Commission’s intention 1o report 1o it before the next meeting of the Council of Telecommunications

Ministors.

Whereas the Commission has carried out a wide-ranging consultation with all actors in the European
telecommunications industry and, in particular, it has received the opinion of the users of
telecommunications services, teleccommunications operators, equipment manufacturers, service

providers, and of the trade unions.

Whereas on the basis of this wide-ranging consultation the Commission has submitted a further
Communication to the Council on the outcome of the Consultation on the 1992 Telecommunications

Services Review.

NOTES AS GENERAL CONSENSUS RESULTING FROM THE CONSULTATION THAT:

1. thereis a general conviction that liberalisation of telecommunications services markets is

Incvitable and necessary as a result of technological and market developments;

2. there is a general requirement for maintaining the financial stability of the sector and safeguarding

universal service, while procceding with the necessary adjustment of tariff structures;

3. #is imperative to have a clear, long term timetable for regulatory changes with defined

milestones, up 1o the end of the decade, in order to give the sector the necessary stability;

4. arcalistic approach must be taken involving careful phasing and progress in stages taking

account of specific national situations;

W

.. Council Resolution 92/C 8/01 of 19 November 1992, GJ C2 6.01.93 , p. §

[-.7 &
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“ there i need tor full snplementation of the cunient requiliatory environment, in particular Directive

GOLBB/EC

6. thore is general recognition of the vilue to users, industry and the whole of the European
cconomy of a strong telccommunications infrastructure and of advanced and efficient

telecommunications services provided on reasonable terms.

7. the opening of the Community telecommunications market for third countries must be linked to

comparable access to such countries’ markets.

RECOGNISES AS KEY FACTORS IN THE DEVELOPMENT OF FUTURE REGULATORY POLICY FOR -
TELECOMMUNICATIONS IN THE COMMUNITY:

1. the rapid adoption of pending proposals for Directives concerning ONP, the implementation of
the principle of mutual recognition of national licences and authorisations, as well as proposed

measures in respect of satellite services;

2. the definition of universal service principles for telecommunications services, building on

existing Directives;

3. tho development of an appropriate framework and of adequate principles for interconnection
agreements;

4, the definition of access charge principles taking into account in particular the need for tariff
rebalancing and the provision of universal services; ‘ . - ‘

5. the independence of TOs for the determination of their commercial policy, subject to
appropriate regulation;

6. the need to contribute to the cohesion of the Community, in particular with the development of
trans-European networks. '

7. the need to take into account the situation of peripheral regions and of very small or less
dovoloped networks;

8. the need to take accoutdt of changes in the overall employment situation within the

telecommunications seclor;

L (
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the delinition of a coherent approach 1o telecommunications infrastructure provision;

the establishmcent ol a balanced mternational environment with ctfective conditions for

access to third country markets comparable to the ones existing in the Community;

the development of a clear regulatory framework with an appropriate balance between national

regulation and Communily coordination, in conformity with the principle of subsidiarity.

the need for cooperation, in particular in the ficld of trans-European services, and the

role Community competition rules should play in that respect.

the continuing, need for a harmonised and open market for telecommunications

cquipment, subject to comparable and effective aceess to third countries.

CONSIDERS AS MAJOR GOALS FOR THE COMMUNITY'S TELECOMMUNICATIONS POLICY IN THE
SHORT TERM:

0.

the rapid adoption of legislative proposals in the field of ONP and satellites, together
with the tull application of existing Community legislation in the field of
telecommunicitions services and ONP, in particular, in relation to corporate networks

and closed user groups;

cnabling the use and provision of alternative infrastructure for such corporate networks

and closed user groups, subject to additional study and appropriate conditions ;

cnabling the use of cable TV networks for the provision of services currently liberalised,

subject to additional study ;

further development of harmonisation, on the basis of the ONP principles,to extend
the existing coverage of such issuces as universal service, interconnection and access

charges;

the development of future Community policy in the ficld of mobile and personal

communications through the publication of a Green Paper on mobile communications;

the development of future Community policy in the field of public network
telecommunications infrasteucture and cable TV networks through the publication of a

Gireen Paper in this area,

..
o
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CONSINDFRS AS MAJOI GOALS T OR THE COMMUNIY'S TEI FCOMMUNICATIONS POLICY
IN THE LONGLE TLRM.

the liberalisation of all public vaice telephony services, whilst maintaining universal

SCIVICE ;
maintaining the balance between liberalisation and harmaonisation ;

examminatjon, prior to full liberalisation, of progress on structural adjustment, in
pacticular of tariffs, in those countries experiencing specific difficulties in order to take
account of the situation of the peripheral regions and small or less-developed networks,
including definition of additional transition periods, where justified, which should not

20 beyond hwo years.

the working out of arrangements tor suitable measures and transition periods, where
necessary, in relation to specific difticultics encountered by the peripheral regions and
small or less developed networks. Such measures, which will be designed ta develop
networks and ensure the provision of universal service in peripheral regions, should
where apprepriate be supported from public funds, including the Community’s

Structinal Funds.

the working out of a future framewark for the regulation of public network
infrastructure, on the basis of the result of a broad consultation process following the

publication of the Green Paper on infrastructure.

ENCOURAGES THE COMMISSION

in its existing efforts to ensure the full practical implementation of all relevant legislation in the

field of telecommmunications ;

INVITES THE COMMISSION AND THE MEMBER STATES

to coutinue consultation, in particular within the framework of the High I.evel Committee of

National Regulatory Authorities set up by the Council in November 1992.

URGES THE MEMBER STATES
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to proanote the propressive tebabaneing of tagills towards cost-orieatation together with
the continuinge, development of aniversad service

to provide for the necessary hnancial, oganisational and management independence of
TOs, in order to allow them to prepace Tor the competitive environment and take
necessary measures i the ficlds of organisation, development prospects for staff and

rebalancing of Ginil! structures
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b)) to ensure, where approprte, that suthicient funds are available from the Community
support structures and from thetr owa resourees to promote the development of Trans
European Networks, and 1o help pecipheral regrons and countries with very small or less
developed networks sustain their programmes of investment in telecommunications

networks and services,

NOTES THE TIMETABLE PROPOSID BY THE COMMISSION

in s Communication, in order to ensure a phased and progressive implementation of the

objcctives scet oul, based on the framework of existing Community measures.

REQUESTS THE COMMISSION TO REPORT TO THE COUNCIL AND THE
PARLIAMENT:

on the progress made with regard to the implementation and effects of the above measures

before the end of 1994,
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