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Feedback from ARCEP conference: job is done on pricing, time for pro-investment policy.

Yesterday ARCEP held an analyst conference in Paris. The authority insisted on its pro investment
focus, saying the job had now been done on pricing. The mains subjects include promoting the roll
out of fibre, developing data-driven regulations and intensifying competition in the BtoB segment.
Although we view ARCEP’s policy as globally positive for the sector, we see it as particularly
favourable to Orange, and much less so to SFR.

ANALYSIS

ARCEP’s president Sebastien Soriano declared “the job is now done on pricing”, as well as on the
quality of the networks. On the contrary, ARCEP observed that much still needs to be done in
terms of coverage. France ranks no. 24 in Europe in 4G coverage, and no. 29 in fixed very high
speed coverage. The regulation framework should be very “pro investment”, in order to fill the
gap with other European countries. “Competition has been too much focused on prices” Soriano
said.

“Competition is not against investment” Sebastien Soriano said, highlighting the fact that the
previous regulation cycle had managed to develop infrastructure competition. In terms of market
structure, Sebastien Soriano said “two players is not enough”, implying a move from four to three
was acceptable under appropriate conditions to safeguard active competition.

ARCEP reminded that it has no power on retail pricing, and cannot ensure monetisation of
innovation and investment. Nevertheless, ARCEP wants to make sure consumers have the right
information available on service quality and coverage to make educated choices. To this end,
ARCEP will develop “data driven regulation”, developing tools to provide end users with accurate
information based on open data sources. The first maps will be available by the end of 2016. By
making this type of information available, ARCEP hopes operators that invest the most will be able
to better monetise their investment.

ARCEP wants to accelerate competitive deployments of fibre networks, in particular in very dense
areas. “We do not want to stop Orange, but we want the others to be more present” Sebastien
Soriano said. Addressing in particular concerns from lliad and Bouygues Telecom, ARCEP will soon
launch a new consultation on the regulatory framework for fibre deployment, aimed at
identifying whether adjustments should be made. In addition, ARCEP has launched a consultation
on geographical adjustment of unbundling prices, with the aim of providing incentives for the
migration from copper to fibre.

In BtoB, ARCEP wants more competition to emerge against Orange and SFR. ARCEP says it has no
specific market share targets, its goal is to accelerate and facilitate the transition of SMEs to the
digital economy by encouraging lower prices, in particular in fibre connections. ARCEP wants to
seize the opportunity of FTTH roll-out to promote a national fibre wholesale offer and encourage
the emergence of a strong 3rd wholesale operator. ARCEP said it already has contacts with
entrepreneurs which are interested in playing this role.

ARCEP said telecom/media convergence could “raise some issues” if the media side became
dominant in the connectivity offer. It also stated that too much content exclusivity led to a bias in
competition and restricted fluidity on the market by increasing switching costs. Sebastien Soriano
said “ARCEP is not in favour of exclusivity”. He added the ARCEP, the Autorité de la Concurrence
and the CSA shared the same view and they had been “very clear” with Altice about their position.
“Altice is taking its responsibilities” Soriano said.

We view ARCEP’s policy as globally positive for the sector, aiming at putting in place the right
environment for investment and monetisation of innovation. But more precisely, we see most of
it as being especially favourable to Orange: promoting operators which invest the most, ensuring
monetisation of innovation through data-driven regulations, increasing unbundling prices,
differentiating fibre vs cable, challenging media/telecom convergence strategies... Even in BtoB,
Orange could amortise increased competition by regaining on the fibre wholesale side part of the
market share lost on the end-user side. On the other hand, regulations appear much less
favourable to SFR.




VALUATION

e  We are making no changes to our recommendations and Fair Values on the sector.
NEXT CATALYSTS

e End of consultation on geographical adjustment of LLU prices beginning of September. End of
consultation on the outcomes and prospects of the regulation of wholesale fixed markets mid-
September.
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Bryan Garnier stock rating system

For the purposes of this Report, the Bryan Garnier stock rating system is defined as follows:

Stock rating

Positive opinion for a stock where we expect a favourable performance in absolute terms over a period of 6 months from the publication of a
recommendation. This opinion is based not only on the FV (the potential upside based on valuation), but also takes into account a number of
elements that could include a SWOT analysis, momentum, technical aspects or the sector backdrop. Every subsequent published update on the stock
will feature an introduction outlining the key reasons behind the opinion.

Opinion recommending not to trade in a stock short-term, neither as a BUYER or a SELLER, due to a specific set of factors. This view is intended to
be temporary. It may reflect different situations, but in particular those where a fair value shows no significant potential or where an upcoming binary
event constitutes a high-risk that is difficult to quantify. Every subsequent published update on the stock will feature an introduction outlining the key
reasons behind the opinion.

Negative opinion for a stock where we expect an unfavourable performance in absolute terms over a petiod of 6 months from the publication of a
recommendation. This opinion is based not only on the FV (the potential downside based on valuation), but also takes into account a number of

clements that could include a SWOT analysis, momentum, technical aspects or the sector backdrop. Every subsequent published update on the stock

will feature an introduction outlining the key reasons behind the opinion.

BUY ratings 56.8%

Distribution of stock ratings

NEUTRAL ratings 33.8% SELL ratings 9.5%

Research Disclosure Legend
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provider in any related derivatives.
5 Lead/co-lead manager In the past twelve months, a member of the Bryan Garnier Group has been lead manager or co-lead manager No
of one or more publicly disclosed offers of securities of the Issuer or in any related derivatives.
6 Investment banking A member of the Bryan Garnier Group is or has in the past twelve months been party to an agreement with the | No
agreement Issuer relating to the provision of investment banking services, ot has in that period received payment or been
promised payment in respect of such services.
7 Research agreement A member of the Bryan Garnier Group is party to an agreement with the Issuer relating to the production of No
this Report.
8 Analyst receipt or purchase The investment analyst or another person involved in the preparation of this Report has received or purchased No
of shares in Issuer shares of the Issuer prior to a public offering of those shares.
9 Remuneration of analyst The remuneration of the investment analyst or other persons involved in the preparation of this Repott is tied No
to investment banking transactions performed by the Bryan Garnier Group.
10 Corporate finance client In the past twelve months a member of the Bryan Garnier Group has been remunerated for providing No
corporate finance services to the issuer or may expect to teceive or intend to seek remuneration for corporate
finance services from the Issuer in the next six months.
11 Analyst has short position The investment analyst or another person involved in the preparation of this Report has a short position in the No
securities or derivatives of the Issuer.
12 Analyst has long position The investment analyst or another person involved in the preparation of this Report has a long position in the No
securities or derivatives of the Issuer.
13 Bryan Garnier executive is A partner, director, officer, employee or agent of the Bryan Garnier Group, or a member of such person’s No
an officer household, is a partner, director, officer or an employee of, or adviser to, the Issuer or one of its parents or
subsidiaties. The name of such person or persons is disclosed above.
14 Analyst disclosure The analyst hereby certifies that neither the views expressed in the tesearch, nor the timing of the publication of | Yes
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report accurately reflect his/her personal views about the investment and issuer to which the report relates and
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A copy of the Bryan Garnier & Co Limited conflicts policy in relation to the production of research is available at www.bryangarnier.com
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Important information

This document is classified under the FCA Handbook as being investment research (independent research). Bryan Garnier & Co Limited has in place the measures and arrangements required
for investment research as set out in the FCA’s Conduct of Business Sourcebook.

This report is prepared by Bryan Garnier & Co Limited, registered in England Number 03034095 and its MIFID branch registered in France Number 452 605 512. Bryan Garnier & Co
Limited is authorised and regulated by the Financial Conduct Authority (Firm Reference Number 178733) and is a member of the London Stock Exchange. Registered address: Beaufort
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This Report is provided for information purposes only and does not constitute an offer, or a solicitation of an offer, to buy or sell relevant securities, including securities mentioned in this
Report and options, warrants or rights to or interests in any such securities. This Report is for general circulation to clients of the Firm and as such is not, and should not be construed as,
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The information and opinions contained in this Report have been compiled from and are based upon generally available information which the Firm believes to be reliable but the accuracy of
which cannot be guaranteed. All components and estimates given are statements of the Firm, or an associated company’s, opinion only and no express representation or warranty is given or
should be implied from such statements. All opinions expressed in this Report are subject to change without notice. To the fullest extent permitted by law neither the Firm nor any associated
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This Report may not be reproduced, distributed or published by you for any purpose except with the Firm’s prior written permission. The Firm reserves all rights in relation to this Report.
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