OfFcom

I -
making communications work
for everyone

Per sonal nNumber

Review of the 070 number range

| ng

CONSULTATION:

Publication Date6 December2017
Closing Date for Respons@8:February2018



Aboutthis document

070 numbersare designed to be used s LISNE 2 Y F¥S @ NASHNEI2ZX G2% | YR I NB
confused with mobile numbers. Wage concerned about this confusion, and consumers potentially
facing high charges when calling 070 numbers, as wellalence of these numbers being misused

for fraudulent purposes.

In this document, we set out our provisional assessment of the markeégifioinating070 numbers,
and proposals for the regulation of this market. This forms part of the Call Cost Resiew
announced in May 2017.



Contents

Section

1. Executive summary

2. Background to this market review 5
3. Market definition and SMP assessment 14
4. Remedies 36
Annex

Al. Responding to this consultation 59
lH® hTO2YQa O2yadzZ GdFaGdA2y LINRYOALX Sa 62
A3. Consultation coversheet 63
A4. Consultation questions 64
A5. Proposed SMP conditions 65
A6. The regulatory framework 78
A7. Sources of evidence 88
A8. Evidence of concerns 93
A9.Estimating the costs of providing 070 calls 110

A10. Glossary 123



Consultation: Personal numberingreview of the070 number range

1. Executive summary

1.1 On 12 May 2017, Ofcom announciée launch ofa Call Cost Review to examine the cost
of calling 118 and 070 numbets ensure that people are protected from high prices and
unfair practices in relation to the usef those numbersThis is the first public consultation
related to the Call Cost Review, where we focus on the 070 range.

1.2 With respect to 070, we stated owoncern with the cost of callinfpesenumbers,
consumer confusion as to the role and cost of these numbers, and their frequent misuse.

1.3 Peda 2 y I £ 2N QV Fy2davroeldyn@rate inhe dedicatedd70 number ranggallow
individuals to offer a single atact number which they can route to a fixed or mobile
number of their preference, either permanently or in response to changes in
circumstancesThese numbers werestablished in the 1990s to deal with the demand
(pre-mobile roaming) for a single numbeihigh could be used while travelling
domestically or internationally.

1.4 The key attributes of a psonal numbering service include

T asingle contact number for family, friends, and business colleagues;

1 network independence (the owner of a personal number change their provider
without changing telephone number);

1 a follow-me-anywhere service that is easy to use; and

1 ancillary services such as voice mail and messaging services

Background and purpose of review

1.5 Wholesale charges for calls made to 070 numigirs cterminationrated € 0 ¢ SNB a S
commercially in the early 2000s, angre designed to allovior the recovery othe full
cost of the serviceincluding the cost of redirection of the calBiven the high cost of
mobile and international call terminath at that time, thewholesale charges fd¥70
termination were necessarily quite higim orderto fully recover all costs.

1.6 Since then, Wwile most wholesaldéerminationrates for other numbers have decreased,
those for070 have ot changed. This means tile&0 rate is high relative to the wholesale
cost of the service. Further, 070 rates are relatively high compared to other senaces. F
example these rates are approximate0 pence per minute (ppmyhile mobile
terminationrates in the UK are around Gopm.

1.7 The wholesale costs of connectin@20call to a recipient areurrentlyrecovered fully
from the retail charge paibly the calling partyThis includes the cost oé-routing callers
to UK geographic numbgrUKmobile numbersand international nurbers Consumers
who call 070 numbers are therefore charged more than for similar length calls to national
or mobile numbers, and such calls charges are never included in call bundles.

1 https://www.ofcom.org.uk/ _data/assets/pdf file/0020/47180/statement.pdf
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1.8 Evidence gathered from market research suggests that consumers ggragraibt
distinguish070 ranges from the mobile rangeBhis means that, when making calls to 070
numbers, consumers often mistakenly believe that they are calling a mobile number, and
are therefore being charged at the retail charfge a call to a mobileumber, or that the
call is included in their call bundle, when this is not the case.

1.9 The revenue available from high call termination charges also encourages the use of these
numbers by companies offering short term contact numbers, for exajtipdse included
in classified advertisements which can then beoated to the advertisers own
permanent number. While this can be of value to the advertiser, at current call prices, it
may impose a significant (and generally unanticipated) high cosietaaller.

1.10 We consider that th relatively hightermination rate for calls to 070 numberand the fact
that callers are nogenerallywell attunedto distinguisling 070 ranges from the mobile
ranges has led to the followingoor outcomes

1 Excessive price Highcall terminationrates discourage telecoms providers from
including these calls in inclusive call bundles and encourage relatively high retail
prices.

1 Bill shock In light of high retail pricesatler) O 2 y T dzi A0ZOyhunib&amlS S y
mobile numbersleads tounexpectedly highills;

1 Distorted choices betweemsing070 and other forms of roamingAs calls to 070
numbers are generally free to call recipients, they do not face the true cost of their
choiceand so sage of 070 numbemompared to just relying on mobile roaming or
other servicesnay therefore be higher than gciallydesirable;

1 Service provider fraudFor examplemissed calscans, where the consumer may
return a call to a 070 number as they mistake it fanabile number, or the
promotion of fake job advertisements with a 070 contact number

1 International artificial traffic inflation: Where UK operators contrive to promote
traffic to their numbers in situations where the cost of making the call is lower than
the paymaent to the UK operator due to the fact that ndgK telecoms providers
have not identified 070 as being different from a UK mobile; and

{1 ldentity-related fraud Becauseearvice providersre not usually recovering the
cost of termination from the call recipm (i.e. their own customers), thego not
YySSR (G2 KIF@S RSOFIAfa 2F GKS NBOALASYdaQ i
whichmeans ttat 070 numbersan be potentially used for criminal activity where
I NBOALMASYyGQa (dNHzS ARSyGAdGe A& 02y OSIt SR

1.11 Evidene suggests thahe 070 numberange hadbeenattractingan increasing level of
fraud. Over an 18nonth period, fraud of cE17m was reported to the poliddowever,
there is evidence to suggest that up to 60% of all calls are to fraudsters and other misuse

2n addition, we consider that evidenseiggests that misuse of the 070 range has in the past undermined the use of these

numbers for innovative delivery of electronic communications services.

3According to a 2013 National Fraud Intelligence Bureau (X&pBjt to Ofcom, there were 4,596 offences reported to

Wi OGA2Yy CNIdzRQ Ay GKS LISNAZ2R ™M WIydzFNBE wnmm (G2 om WdzZ & HAM
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of the range which would suggest unreported fraud against consumers and businesses is
far higher.

1.12 This review aims to address these competition and consumer concerns, which arise from
the high wholesale charges, by considering whether such high chargesresult of
significant market power by the operators of these number ranges, and if so what should
be done to address this market power. This review is part of our broader Call Cost Review
programme, which we announced in May 2017.

Provisional findirg of SMPand proposed response

1.13 We have provisionally found that each telecoms provider allocated 070 numbers has
significant market power (SMP) in the market for 070 call termination on the number
ranges they hold. This means that providers who have ladlenated these number ranges
can set the cost of termination independently of the market.

1.14 We have provisionally concluded that the appropriate response to this market power is to
set a charge cap on the termination rate for calls to 070 numbers. In gdttmlevel of
this cap, we have considered how best to address the competition and consumer concerns
that have arisen as a result of the market power.

1.15 In our provisional view, to set a charge cap that would maintain the current approach to
cost recovery(where the entire cost of the 070 service, including call redirection, is
recovered through the wholesale chajgeould continue to encourage misbehaviour by
some market participants, as there would likely remain a substantial level of revenue that
couldbe gained from a call to a 070 number. Accordingly, we have provisionally concluded
that the cap should be set at a level that would require costs to be recovered from both
the caller and the recipient of the call.

1.16 We have considered options for determigithe cap and have provisionally concluded that
the most appropriate approach is to align the cap with that for mobile numbers, set by
Ofcom, currently circa 0.5pp#n.

1.17 We anticipate that, by lgningthe 070 termination charge to that of mobile numbettsis
will remowe the incentive for domestiand international fraudlt should als@lear the way
for retail telecoms providers to price 070 and mobile calls simjlarthichshould, in turn,
NBRdzOS (GKS LROGSYGAFt F2N 02 yrpaaNusrdlmal statly ( K N2 d
including 070 numbers in inclusive call packages, together with mobile calls.

1.18 We would also expect that, as companies offering 070 numbers are prompted to start
charging call recipients for using these numbers, it is likely thatiiencourage a more
efficient choice by consumers of personal numbers between using 070 and other options
(such as mobile roamimy other forms ofmobile contact such as VolP servic@hjsis

4[" ] estimate.

51n our mobile call termination market review 2028 consultatiorwe haveproposed to reduce this charge to 0.493ppm
from 1 April 2018, and then again from 1 April 2019 and from 1 April 2020:
https://www.ofcom.org.uk/__data/assets/pdf _file/0011/103340/mobiHealttermination-consultation.pdf
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alsolikely tobenefitsocietyby removing a barrier to &cing parties engaging in identity
related fraud.

1.19 We understand that there will be legitimate users of the range that will face transition
costs as a result of this change, but we have already observed organisations moving away
from the use of 070 withoumajor changes to their business model, and we provisionally
consider that the level of consumer harm from this range in its current form justifies
imposing such costs.

Consultation and next steps

1.20 We invite comments from stakeholders on the proposals is ttocument. The
consultation runs fotwelve weeks and the deadline for response2&-ebruary2018.
Annex 1 provides further details of how to respond. We aim to publish our conclusions in
2018.
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2. Background to this market review

2.1 On 12 May 2017, Ofcom maunced tle Call Cost Reviewo examine the cost of calling
118 and 070 numbers to ensure that people are protected from high prices and unfair
practices in relation to the use of those numbers.

2.2 In announcing the Review, with respect to 070, we statedoomcern with the cost of
calling followme, or personal numbers, consumer confusion as to the role and cost of
these numbers, and their frequent misuse.

2.3 In this section we:

1 setout our approach to 070 numbers in the National Telephone Numbering Plan
("the Numbering Plan");

f summarise the prior statements and decisions of Oftel and Ofcom relating to the
070 number range;

1 set out current uses of 070 numbers;

f set out the current problems on the 070 number range; and

{1 setoutapproach to thempact assessmerand equality impact assessment (EIA).

The Numbering Plan and 070 numbers

2.4 Ofcom is responsible for the administration of the UK's telephone numbers. This is carried
out as part of our regulation of the communications sector under the Communications Act
2003('the Act).

2.5 Ofcom is required by Section 56 of the Act to publish a Numbering Plan, setting out the
telephone numbers available for allocation and any restrictions on how they may be
adopted or used. The Numbering Plan is available on our wellsitivides numbers into
Geographic numbers and Nd@Beographic numbers, defined as follows:

f  dGeographic Number' means a Public Network Communications Number:

i) thatis Adopted or otherwise used for routing calls to the physical location of the
Network TerminatiorPoint of the Subscriber to whom the Telephone Number has
been assigned; and

i) the initial digits of which comprise a Geographic Area Efsxdm Appendix A of the
Numbering Plas.

1 dNon-Geographic Number' means any Public Communications Network Number
other than a Geographic Numbér.

6 https://www.ofcom.org.uk/aboutofcom/latest/media/mediareleases/2017/telephongeviewvaluecallers
7 Ofcom, The National Telephone Numbering Pidiine 2017
https://www.ofcom.org.uk/__data/asets/pdf file/0013/102613/nationahumberingplanjune-2017.pdf

8 A Public Communications Network Number identified with a particular geographic area.
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2.6 Geographic numbers are to be found on the 01 and 02 number rangesGEographic
numbers are to be found on other ranges.

2.7 The Numbering Plan reserves the 070 number range for Personal Numbers. It defines:

1 Personal Number as 'don-Geographic Number, from a range of numbers in Part A
of the Numbering Plan, assigned to a Subscriber by a Personal Numbering Service
Provider and used to provide a Personal Numbering Service."

1 Personal Numbering Service as "a service based on nunareiation that enables
an EndUser to be called or otherwise contacted at a single Personal Number, and
to receive those calls or other communications at almost any Telephone Number,
including a Mobile Numbenrs'

2.8 In contrast to certain noigeographic numberanges (i.e. 030, 033, 034, and 037), the
Numbering Plan does not apply specific tariff principles or maximum prices to the use of
070 numbers. However, with regard to 070 numbers, the Plan notes thasé Adopting
Personal Numbers shall not share watty EnelJser any revenue obtained from providing
a Personal Numbering Servite

Oftel's and Ofcom's statements and decisions related to the 070
number range

1997 Oftel Statement on the national numbering scheme

2.9 Oftel said it intended to use 07 as the Hime anywhere' number range, including
personal numbering, mobile, and paging serviedshis responded to the problem of
numbers with different charging arrangements being spread across the number range.

2.10 Oftel said that restricting these services to agdnnumber range reflected the similarity
between the services and the fact that most personal numbering and mobile services had
the same charging arrangements.

2.11 Oftel recognised the wish of personal numbering service providers to retain a separate
identity. Therefore, 070 was restricted for personal numbering services. Oftel indicated
that it might consider removing the reservation of the 070 range for personal numbering
services if it became clear that mobile and personal numbering services were
intersubgitutable.

w»
¢
w

Oy UWEYSRND Aa (KS AYRAGARzZ € 2NJ 2NHEBF YA &l A »070hErbers, thed § K
end-user controls the destination number to which calls are terminated.

10 hitps://www.ofcom.org.uk/__data/assets/pdf fil€)013/102613/nationahumberingplanjune-2017.pdf page 7.

11 Oftel, The National Numbering Scheme: Statement, January 1997,
http://www.ofcom.org.uk/static/archive/oftel/publications/1995 98/numbering/nnsjan97/numsch97.htm
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Subsequent reviews and statement on personal numbering
1998 Consultation on personal numbering services

2.12 Prompted by alispute between two telecoms provider®ftel decided to undertake an
analysis of the market for personal numbering servie&githin this review, Oftel also
considered personal numbering in relation to mobile services and the issue of pricing in
relation to service providers.

2.13 While not deciding to modify regulation related to this ran@dtel noted its perception
that there was a general lack of awareness about the tariffs associated with personal
numbering services and invited suggestions to address this situation.

2001 Statement on restoring trust in personal numbering

2.14 This Statement followed a consultation in response tananeasing number of complaints
related to abuses in the 070 number range. Oftel considered that these issues were
undermining consumer and industry confidence in legitimate personal numbering
servicess3

2.15 Oftel noted an increasing number of complaints netjiag nonpersonal numbering
activities taking place on the 070 number ranfyeresponse to this high level of abuse,
Oftel:

1 banned revenue sharing on the 070 number range; and

f expressed its support for a Code of Practice for Personal Numbering andeddica
its willingness to remove the ban on revenue sharing if suchde ofPractice
proved effective in preventing the abuse of personal numbering seryices.

2007 Statement on raising confidence in telephone numbers

2.16 This review presented how Ofcom wouldglement the strategic decisions on the way
that telephone numbers would be managed.

2.17 With respect to personal numbers, Ofcom amended the Numbering Plan so that calls to
personal numbers would be subject to an obligation to include acpteannouncement
stating the maximum price paid to call personal numbers by customers otthé
telecoms provideon whose network the call was being originated. This obligation was put
in place for all calls to personal numbers that exceeded 20ppm (pence per min2@p or
per call.

12 Oftel, Consultation on Personal Numbering Services, March 1998,
http://www.ofcom.org.uk/static/archive/oftel/publications/1995_98/fair_trading/pnum398.htm

13 Restoring trust in Personal Numbering: A statement issued by the Director General of Telecommunications on proposals
to stop abuse of the 070 range, 31 Octobe®20
http://www.ofcom.org.uk/static/archive/oftel/publications/numbering/pers1001.htm

14 Ofcom, Statement on raising confidence in telephone numbers: amendaingré Condition 17,
http://stakeholders.ofcom.org.uk/binaries/consultations/numbering03/statement/gcl7statement. pdf
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2007 Removal of the requirement for preall announcements on 070 numbers

2.18

The precall announcement obligation was withdrawn for 070 services in December 2007,
following complaints that use of the pieall announcement had caused automatedliog
services to fail because of the dialling delay. It was considered that the failure of hospital
and burglar alarms endangered the life and security of people who depend on the
reliability of such services.

2009 Review of the 070 personal numberingnge

2.19

2.20

2.21

2.22

In this review, Ofcom responded to continuing concerns about the 070 number range.
These concerns included a relatively high level of complaints on the 070 number range
given call volumes. They also included the fact that scamming activity was ¢ogtomu

the range, although we noted that levels of such activity were no longer sufficiently high to
consider closing the number range.

However, we did note that the number of complaints about 070 numbers had fallen since
the Statement on safeguarding tlieture of numbers in 2006. We attributed this to
PhonepayPlus starting to take enforcement action in this &rea.

It was not clear that current consumer detriment would be significantly reduced by
migration of personal numbering services to another rar@enfusion and scamming
activity would persist on any new range to which personal numbering services migrated.
We also noted that an assessment of the costs associated with migration indicated that
these would heavily outweigh any benefits from reduced comer detriment.

We decided to impose a number of other measures that we considered more appropriate:

{1 to support and monitor PhonepayPlus' monitoring program;

1 to requireretail telecoms providesto publish their calls to 070 numbers more
prominently and mke them easier to understand; and

{1 to provide new guidance to ensure personal numbering service providers carried
out due diligence of suhllocatees to ensure that the latter complied with General
Condition 17 (GC17) and the Numbering Plan.

2009 Guidance v the acceptable use of 070 numbers

2.23

In 2009, Ofcom published Guidance on the acceptable use of 070 numbers. In addition to
follow-me services, the Guidance gave three further examples of acceptable uses for 070
numbers:

1 070 numbers allocated to users otémet chat rooms who want to talk to new
acquaintances without divulging their real phone numbers;

15 0fcom, Removal of the gaiirement for precall announcements on 070 numbers, 17 December 2007,
http://stakeholders.ofcom.org.uk/consultations/numbering03/070precall/

16 Ofcom, Statement on theeview of the 070 Personal Numbering Range, 27 February 2009,
http://stakeholders.ofcom.org.uk/binaries/consultations/070options/statement/statemarf.
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2.24

070 numbers allocated solely for the purpose of selling, e.g. a number given in a
classified advertisement; and

1 070 numbers allocated to hospital patients that they can have their own number
for the duration of their stay (but not where a generic 070 number is used that
requires further PINSY.

Ofcom's Guidance specifies the due diligence process that we expect 070 allocatees to
follow before sulallocatirg 070 numbers. It also specifies the criteria that Ofcom will use
to assess whether a use @070 number falls within the definition of Personal Numbering
Service in the Numbering Plan. These are:

1 the Personal Numbering Service benefits the person bealigd;

1 the Enduser must be in charge of the destination number;

1 promotional material must reflect the key characteristics of a Personal Numbering
service; and

T the use of 070 numbers for administration of individuals' Personal Numbers may
not constitute aPersonal Numbering Service in itself.

2013 Statement on simplifying negeographic numbers

2.25

2.26

2.27

This Statement was a response to evidence that suggested that, due to the way the market
was functioning, when it came to nageographic numbers, consumers in gernédrad poor
awareness of prices and were deterred from using-gengraphic numbers and that
availability of these numbers was undermined. Since Ofcom's analysis indicated that the
market was not working well for consumers or those being called, we coesidter

necessary to intervene.

However, when it came to personal numbers, in this statement Ofcom said that, following
responses to our 2010 consultation on rgeographic numbers, we were of the view that
the issues relating to the 'nestandard’ (070 an@®76) number range were substantially
different from those relating to those of other negeographic numbershis was because

of the confusion of 070 numbers with standard 07 mobile numbers as well as the
occurrence of fraud on the range.

We said that isges arising with regard to 070 numbers required a different regulatory
response than other nogeographic ranges, and signalled our intention to treat 070
numbers separately and our intention to consult in due course.

170Ofcom, Personal NumberirgGuidance on the acceptable use of 070 numbers, 27 February 2009,
http://stakeholders.ofcom.org.uk/telecoms/numbering/guidantele-no/070-guidance

18 Ofcom, Simplifying negeographic numbers: Final statement on the unbundled tariff and making the 080 and 116
ranges freeto-caller, 12 December 201Bitp://stakeholders.ofcom.org.uk/binaries/consultations/simplifykmpn-geo
no/statement/finalstatement.pdf
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Current uses of 070 numbers

2.28

From ourengagementwith stakeholders, we understand that 070 numbers are used for a
wide range of legitimate purposgmcluding:

1 Redirection to domestic mobile and fixed lines on an ad hoc basis to simplify
contact information given to third parties;

Redirection ¢ international numbers to reduce roaming costs;

Used in classified advertisement for temporary contact numbers;

Used online to allow the user to hide more permanent contact information;
Used in the provision of temporary telephone lines e.g. in Hospéals;

Used in machine to machine contactg.@larms, smart devices.

=A = =4 =4 =

Current information on call volumes and revenues

2.29

The use of these numbers remabgignificant if reducingWe estimate thatn 2016
approximately 17 million calls were made to 070 numki8& million minutes)? Based on
these volumes, we estimate the associatethl revenue from termination rate® be
approximately £ million, though the cost to consumermaybe significantly higher once
retail markup isincluded Howeveras we discuss belgwve consider that the volume of
calls and associated revenue is in a large part attributable to fraudulent calls and other
activities not consistent with the Numbering Plan.

Current wholesale and retail prices and costs

2.30

2.31

2.32

2.33

Termination raes for 070 numbers are charged largely on a pence per m{jppi®) basis
and are generally relatively high due to the fact that when the range was initially
introduced, mobile termination rate@VITRsWwere similarly high.

MTRs have reduced over time, th@sts of onward routing have also reduced, but the
termination rates of 070 have remained high. This leads to a considerable profit margin on
the provision of 070 termination services.

Termination rates focalls toO70numbers originating in the UK ranbetween
approximately 0.02@pm and 387ppmfor a day ratethough aroundd5% ofthe traffic is
onthe pn2 rate (38.37ppn#?

In response to the high termination ratgetail charges can be as high as £2.60rpinute
but aregenerdly inthe 3575ppmrange(see Annex 8However, they are never included
in inclusive call bundles whictor many consumergs the basis on whicimostof their
calls are made.

19Based on data provideby [' ]and [' ]in response to an s.135 request of the 070 market review.
20Based on data provided bY [] in response to an s.135 request of the 070 market review.

10
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Current problems on the 070 number range

2.34 As can be seen from Ofcom's previous considerations of tAeg&1ge described above,
concerns over their use have been present for some time and we have attempted a
number of regulatory responses to address them. However, it is clear ésgitd previous
attempts, significant problems remain.

2.35 As we set out in théollowing sections, high termination rates and related high retail prices
have ledto poor outcomes for consumers. These include:

1 Excessive pricedligh call termination rates discourage telecoms providers from
including these calls in inclusive call blesdand encouragexcessiveetail prices.

T Bill shock In light of high retail prices, callers' confusion between 070 numbers and
mobile numbers leads to unexpectedly high bills;

1 Distorted choices between 070 and alternativeAs calls to 070 numbers are
generally free to call recipients, they do not face the true cost of their choice and so
usage of 070 numbers may therefore be higher than is socially desirable when
compared to the alternatives, such as mobile services;

1 Service provider fraudFor examplemissed call scams, where the consumer may
return a call to a 070 number as they mistake it for a mobile number, or the
promotion of fake job advertisements with a 070 contact number;

1 International artificial traffic inflation: Where UK operators contrivie@ promote
traffic to their numbers in situations where the cost of making the call is lower than
the payment to the UK operator due to the fact that ROIK telecoms providers
have not identified 070 as being different from a UK molailed

1 Identity-related fraud Because service providers are not usually recovering the
cost of termination from the call recipient (i.e. their own customers), they do not
need to have details of the recipients' true identity or establish payment links,
which means that 070 mabers can be potentially used for criminal activity where
a recipient's true identity is concealed.

2.36 Based on discussiemwith key stakeholders we consider that there is evidence that up to
60% of all calls are linked to fraud or other behaviour not comsisvith the rules
governing the range in the Numbering Pfan.

2.37 As set out in the following sections of this Consultation, our evidence sudgbestsach
telecoms provider allocated 070 numbers has significant market power (SMP) in the
market for 070 callermination on the number ranges they hold. This means that providers
who have been allocated these number ranges can set the cost of termination
independently of the market.

2.38 Accordingly, given our concerns about ihgact of high termination rates on osumers
and on incentives for misbehaviour and our view that the setting of these termination

21|n addition, we consider that evidence suggests that misuse of the 070 range has asthengermined the use of
these numbers for innovative delivery of electronic communications services.
22[" ] estimate.
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rates arises from the market power of range holders, we go on to consider what response
to this market power should bput in place that best addresses the comiien concern
and resultant consumer welfare issues.

Legal Framework

2.39

The applicable regulatory framework has its basis in five EU Communications Directives
each of which has been implemented into national legislatibimcludes provision for the
carrying out of market reviews by national regulatory authorities, such as Oftbmn.
Communications Act 2003 also sets out our duties when performing our functions,
including our principal duty to further the interests of citizens in relation to
communications ratters and the interests of consumers in relevant markets, where
appropriate by promoting competitionVe set out the regulatory framework and the
market review process, which we have applirgbutting togetherthe proposals set out in
this Consultationin Section 3 and in Annex 6.

Impact assessment

2.40

The analysis presented in this consultation constitutes an impact assessment, as defined in
section 7 of the Act. Impact assessments provide a valuable way of assessing different
options for regulation and slwaing why the preferred option was chosen. They form part

of best practice policynaking. This is reflected in section 7 of the Act, which sets out that
Ofcom hago carry out impact assessments where the remedies we impose would be likely
to have a signifiant effect on businesses or the general public, or when there is a major
change in Ofcom's activities. However, as a matter of policy, Ofcom is committed to
carrying out impact assessments in relation to the great majority of our policy decisions.
For futher information about our approach to impact assessments, please see our
guidelines.

Equality impact assessment (EIA)

241

2.42

Ofcom is required by statute to assess the potential impact of all our functions, policies,
projects, and practices on the following edjtyagroups: age, disability, gender, gender
reassignment, pregnancy and maternity, race, religion or belief and sexual orientation. EIAs
also assist us in making sure that we are meeting our principle duty of furthering the
interests of citizens and consiers regardless of their background or identity.

We have no evidence that 070 numbers are disproportionately called or used by any of the
identified equality groups in Great Britain or Northern Ireland. On this basis we have
provisionally concluded that wao not expect any of the equality groups to be negatively
affected to a material extent by our proposals. We have not carried out separate EIAs in
relation to the additional equality groups in Northern Ireland: religious belief, political
opinion and depedants. This is because we anticipate that our proposals will not have a
differential impact in Northern Ireland compared to consumers in general. We welcome
any stakeholder views on this assessment.

12
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Structure of this consultation

2.43

In thisconsultationwe begin bysetting outour assessment of market definition and SMP

in relation to the provision of wholesale call termination services for voice calls to 070
numbers (Section 3). We then set out our proposals for remedying the competition and
consumer harms @& have identified (Section 4), with the draft legal instruments that would
give effect to those proposed remedies in Annex 5. In addition, throughout this document
we rely on information presented in Annex8 and 9

13
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3. Market definition and SMP assessment

Introduction

3.1 In this section weset outour assessment of market definition and significant market
power (SMP) in relation to the provision of wholesale call termination services for voice
Ortfta G2 ntn YydzYoSNAR OKSNBFFGSNY Wntn 2/ ¢Q0d
3.2 We propose the following market definition:
GoK2tSalrtS GSNYAYlFIGAZ2Y aSNBAOSA GKIG | NB
communications provider] (TCP) to another communications provider, for the

termination of voice calls to 070 numbers within the range witiak been allocated
G2 GKIFIG ¢/t o0& hFO2YI FT2NJ gKAOK GKIFG ¢/t

3.3 With regard to market power, we propose that each TCP has SMP within the relevant 070
WCT market applicable to that T&Rnnex 5 lists the TCPs we proposaletermine as
having SMP in the provision of 070 WCT within the number ranges allocated to them by
Ofcom. We set out the remedies that we propose to address competition concerns
stemming from SMP in the provision of 070 WCT in Section 4.

3.4 We discuss the gulatory background, including the legal framework and our analytical
approach to market definition, before setting out our reasoning in relation to:

f our key concerns;

1 market definition;

1 assessment of SMP; and

1 application of the threecriteria test.

Regulaory and Analytical Framework

35 This subsection:

1 summarises the relevant legal framework, including the account we must take of
relevant European Commission (EC) Guidelines and Recommendations;

1 considers the threeriteria test for applyingx anteregulaton to markets that are
not included in the list of markets susceptibleew anteregulation in the'R014EC
wSO2YYSYRIFGA2YyQ 2y=atdkKS NBt SOFyd YIFIN]SGAT

23 The relevant market involves the provision of wholesale call termination for voice calls to 070 numbers within the range
allocated to @ch TCP.

24 European Commission (EC) Recommendation of 9 October 2014 on relevant product and service markets within the
electronic communications sector susceptible teagte regulation in accordance with Directive 2002/21/EC of the
European Parliament anof the Council on a common regulatory framework for electronic communication networks and
services (2014/710/EU), which replaces the corresponding Commission Recommendation of 17 December 2007
(2007/879/EC),

http://eur -lex.europa.eu/legatontent/EN/TXT/PDF/?uri=CELEX:32014H0710&from=EN
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1 in light of the legal framework, outlines the basic principles of our overall approach
to market defnition.

3.6 The legal framework for our market definition requires that, before making a market
power determination, we identify the markets that, in our opinion, are appropriate in the
circumstances applying to the UK. Ofcom must undertake market definiticecscordance
with competition law principlesl YR Ydzad GF 1S adzivy2adg | OO02dzyié
Recommendation and the SMP Guidelipres.

3.7 ¢KS 9/ Q&8 CNIYSs2N] NBldzANBa GKIFIG 6S 02y RdzO0
I LILINR T HsKnaothes assessinmarket power in the relevant market in a hypothetical
scenario in which there is an absence of any current or potential regulation in the market
being assessed and in markets downstream of it that depend, or would depend, on a
finding of SMP in that markeHowever, we still take into account any regulation which is
independent of an SMP finding in the market concerned and any regulation that will
continue to exist throughout the period assessed in this review.

3.8 The analysis also needs to be forwdwdking Therefore, we evaluate the expected and
foreseeable technological and economic developments likely to affect the candidate
market(s). Where relevant, we have regard to the revised working paper on SMP published
by the European Regulators Group (now: BERE AY Hnnp O Wi rRethlewD { at
relevant subsections below we set out how we have taken the ERG SMP Position into
account in reaching our proposals.

The threecriteria test

3.9 The 2014 EC Recommendation identifies those service markets whihb, Etiropean
level, the European Commission has identified as being susceptibleanteregulation.
These markets are identified on the basis of the cumulative application of the following
0KNBES ONXRGSNRALF -CONRYIZSAWA | &1 SBKIE 0dvl K NS S

1 the presence of high and notransitory structural, legal or regulatory barriers to
entry;

1 a market structure which does not tend towards effective competition within the
relevant time horizon, having regard to the state of infrastructbesed and other
competition behind the barriers to entry; and

1 competition law alone is insufficient to adequately address the identified market
failure(s).

25 Section 79(1) of the Act; Article 15(3) of the Framework Directive.

26 Commission guidelines on market analysis and thessssent of significant market power under the Community

NBIdzE I G2NE FNI YSE2N] FT2NI St SOGNRYAO O02YYdzyAOlFGAz2ya ySig2N] .
DdZA RSt Ay SaQuaed ! @grAtrotS Fay

http://eur -lex.europa.eu/LexUriServ/LexUriServ.do?uri=0J:C:2002:165:0006:0031:EN:PDF

27 See the Explanatory Note to the 2014 EC Recommendation.

28 ERG, Revised working paper on the SMP concept for the new regulaimgviork, September 200%\vailable at:
http://berec.europa.eu/doc/publications/public_hearing_concept_smp/erg_03_09rev3 smp commonepbpdf
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3.10

3.11

3.12

The 070 WCT market is not a market specifically listed by the European Commission in the
2014 EC Recommendation. However, Recommendation recognises that there may be
other markets, aside from those specifically identified, in which it is appropriate to impose
ex anteregulatory obligations according to national circumstarred$ie 2014 EC
Recommendation states:

& b I (i kegulatorf authorities may identify other markets than those listed in this
Recommendation and apply the thr&@NA G SNR | G Sa ¢ @

We present the assessment that underlies our proposal that the 070 WCT market meets
the three-criteria test at the end of ourub-section on market definition.

Although the 070 WCT market is not listed in the Annex to the 2014 EC Recommendation,
Ofcom has identified it as a market in which, in the context of theedkanteregulation

may be warranted. We have based our analysipmjections over a fivgear period,

taking account of anticipated longéerm developments of relevance to the provision of

070 WCT (and of downstream retail 070 services).

Our approach to market definition

3.13

3.14

3.15

3.16

3.17

There are two main aspects of market defaiy Y WLINRE RdzOGQ | yR w3aS2 3INI
our approach to market definition, we focus on product market definition as this is where
the key issues in relation to market definition in this review arise.

Product market definition begins with consideratiof the narrowest relevant identifiable

set of products, termed the candidate market. We then consider whether a price rise of 5

10% above the competitive level undertaken by a hypothetical monopolist of this

candidate market would be profitable. Thikisown asi KS a{ Yl t f odzi {A3IYyAT
NI YAAG2NE LYONBFraS Ay tNAOSE o{{bLto (Sadao
There are two sources of competitive constraint that could render a SSNIP unprofitable:

1 demandside substitutionwhere consumers switch to other products in response
to the SSNIP, or;

1 supplyside substitutionwhere suppliers of other products respond to the SSNIP by
starting to provide products in competition with those in the candidate market.

If either form of sibstitution would render a SSNIP unprofitable, then the relevant market
is likely wider than the initial candidate market. The test is then repeated including the
next best substitute product in the new candidate market and a SSNIP is applied to this
new market. If the SSNIP is found to be profitable, the set of products defining that
candidate market then becomes the relevant product market.

While it is often difficult to directly apply a SSNIP in practice, we consider that the SSNIP
test provides a usefudonceptual framework. Hence, we propose to use this framework as
our guiding conceptual approach to define the product market.

29 See Recital 5 of the 2014 EC Recommendation.
30 See Recital 21 of the 2014 EC Recommendation.
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3.18

3.19

3.20

In many cases, the set of products defined at the end of the SSNIP test constitutes the
relevant product market. However, in sencases it may be appropriate to aggregate
several sets of products defined by the SSNIP test because they are subject to similar
competitive conditions or a common pricing constraint. Because of these factors it is
common, in the case of call terminatiomarkets, to define all numbers to whichfT&€P
offers termination as a single market.

The 2014 EC Recommendation identifies the starting point for the overall assessment of
wholesale product markets to be the definition of the relevant retail marketdisis
because wholesale demand is derived from demand for retail services.

It is also necessary to define the geographic dimension of a market. In principle, geographic
markets can also be defined using a SSNIP test to assess whether buyers of a semeice in o
location would respond to a SSNIP in that location by switching their purchases to another
location where prices had not gone up. However, as users of telecoms services are
generally unlikely to change their location in response to a SSNIP, a SSWiP aésn

produce impractically small geographic markets. Hence, consistent with the BEREC
Common Position, distinct geographic areas are to be included in the same relevant market
if one of the following conditions are met: firstly, if competitive cdiugiis in these areas

are sufficiently similar, and secondly, if a common pricing constraint applies to them, for
example because prices are uniform across the areas concérned.

Discussion of our key concerns

3.21

3.22

3.23

Before defining the market, it is useful to smit the issues relating to provision of 070
services that we are concerned about. Market definition is a means to aq emdseek to
addresgthe competition concerns that we identify (by means of imposing remedies), and
market definition is an exercisetended to support this objective. As such, the market
definition in any particular case depends on the issues at hand, and should take account of
the concerns that we seek to address.

In the case of 070 markets, our key concernghich are supported byhe evidence set
out in Annex & relate to the wholesale levelVe note thatsome of the evidence we are
relying on particularly that related to consumer understandiignow a few years oldin
our view, there has however been nmaterial change to thenarketsince this evidence
was collectedand as such we consider it remains relevant evidence for us to take into
account

We consider that market power in the termination of calls to 070 numbers leads to high
070 WCT rates which, in turn, lead to:

31See Recital 7 of the 2014 EC Recommendation.
32BEREC Common Position on geographical aspects of market analysis (definition and remedies), 2014. Available at:
http://berec.europa.eu/eng/document_register/subject matter/berec/requlatory best_practices/common_approaches_p

ositions/4439bereccommonposition-on-geographieaspectsof-marketanalysisdefinition-and-remedies
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{ distortion to consumer choice arising from high retail priceSriginatingetail
telecoms provides set high charges for calls to 070 numbers. Prices which are high
Ay NBtFGA2y (2 02ad RAaG2NI O2yadzYySNAQ OK
aware of the pre they are being chargeelThe distortion arises as consumers are
deterred from calling 070 numbers even though they value them more than the
(marginal or incremental) cost. This suggests that absent other factors, there are
likely to befewer calls to 0D numbers than is socially efficient (given the end
dza SNDa RS @a7anutber).i 2 G 1S

{1 distortion to consumer choice arising from consumer confusion between 070 and
07x mobile numbersconsumers are generally unable to distinguish 070 from 07x
mobile numbers, and tend to be unaware that 070 calls attractch higher
charges than calls to 07x mobile numbé@tscussed at paragraphs 3-3.40
below). Thisislikelyto lead to consumers making more and longer calls to such
numbers than they would dif they were aware of the charges they incuwhen
calling 070 numbers;

7 billshockO2yaddzyYSNE | NB &adzaOSLWiAo6tS G2 aoAft &
when they call 070 numbers because they believe retail 070 call charges to be
similar to thosefor caling 07x mobile numbers (which are often included as part of
a bundle) when in fact they are much higher;

1 vulnerability to fraud and scamsavidence (discussed paragraphs 4.3¢ 4.20
and A8.31A8.59 confirmsthat there is substantial improparse of @0 numbers,
with consumers misled into making 070 calls which incur high retail charges (their
retail telecoms providesthen have to pay high 070 WCT rateefjraudsters (often
operating abroad) can also use 070 numbers to make it more difficult to bedra
and

1 poor reputation: evidence (discussed paragraphs 4.2-4.22 and A8.57A860)
suggests that misuse of the 070 range has in the past undermined the use of these
numbers for innovative delivery of electronic communications services.

3.24 The way 070 TCPs compete to acquire 070s®ts can give rise to distortions that are
sustained over time:

1 inefficient choices 070 TCPs often make 070 numbers available free to the end
user and recover all the costs from termination charges, borneablgrs. This
means the choices that 070 eners make when deciding to tak®70 service
rather than an alternative may not be efficient as they do not face the true costs of
their decision; and

33 Evidence, as psented in Annex,&hows that both fixed and mobi®CPs set 070 call charges that are significantly
greaterthan the rates they pay to TCPs for terminating these 070 calls.

34For example, paragphs A8.16A8.17 discussases where bill shock has occurred.

35 For example, artificial inflation of traffic (Aldgcurs where a party running or associated with running a telecoms service
is associated with activity causing calls to that service tortiécally generated or prolonged for financial benefit, in cases
where the calling pattern would not have happened in the normal course of business.
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3.25

1 “ gopldat thenhgti profit margins on 070 termination give TCPs an incentive to
incur high costs in order to acquire 070 emsers. This can mean that 070 TCPs
offer services/functionalitiefree to end-users,even thoughhe costs othese may
exceed the value thagnd-users derive from these services/functionalitfes.

As our concerns relate predominantly to the wholesale level, our focus in this review is to
assess whether it is appropriate to impose remedies at this level. We expect reductions in
070terminationrates (achieved by the remedies we propose in Section 4) to be passed on
in the 070 call charges thattail telecoms provides set. Wewould expectetail telecoms
providers to treat the pricing of these calls in the same way as theyittorespect to

mobile calls,given the effect of retail competition and the concern that retail telecoms
providersare likely tohave regardinghe transparency of pricinfpr their customersTo

the extent that reductions in O7f&rminationrates are not, or are only padily, passed on

in lower 070 call charges, we are prepared to act to protect consueners.

Starting point for market definition

3.26

3.27

3.28

3.29

As we recognise that wholesale demand is derived from retail demand (and in line with the
2014 EC Recommendation), we begin bysidering whether substitution by retail

customers provides an indirect constraint on wholesale charges. Thereafter, we consider
any direct constraints reflecting substitution at the wholesale level.

Our starting point at the retail level is voice catl070 numbers, to which 070 WCT is an
essential input. Our focal product at the wholesale level is termination on each 070
number which is active or could become active over the next five years, and irrespective of
the type of network that originated thead! (fixed, mobile or VoIP) and of the service the

070 number is used to provide.

We first consider the scope for demassdie substitution in response to a SSNIP in the WCT
charge for calls to an individual 070 number. Any increase in the price of theseth®l

product in question is likely to be passed on, at least in part, to the retail level. The
resulting increase in retail prices may in turn prompt a sufficient number of retalil
customers to switch to substitute products (or may lead suppliers of qthafucts to

start offering competing retail products) to render the wholesale price increase
unprofitable. Such constraints on wholesale prices arising from switching at the retail level
are referred to as indirect constraints.

We also consider that suppgide substitution or entry into the provision of 070 services
(by acquiring an allocation of 070 numbers) would not be sufficient to constrain a SSNIP on
the WCT for calls to a specific 070 number. This is because calls to different 070 numbers

36 For example, Telecom?2 provide free Voicemail;tBakmail and other services as part of a 070 numlzmkpge.
Accessed atittps://www.telecom2.net/numbers/search/70#infeAccessed on: 08 November 2017].

37 For exampleif the degree of consumer harm stemming from 070 WCT rates remairgiaiatvemay consideusing
our consumer protection powers to set maximum chargescfils to070.
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are not sistitutes for each other. Moreoveas explained belowgompetition between
070 TCPs to attract and retain enders is unlikely to constrain 070 WCT.

3.30 For completeness, we also consider the response ofusails to a wholesale SSNIP in
those situations whre the called party is likely to take account of the impact of increased
termination charges on callers.

Retall services (indirect constraints)

3.31 We assess the potential for demasiie substitution by considering whether a
hypothetical monopolist suppliesould impose a SSNIP above the competitive level
without losing sales to such a degree as to make this price rise unprofitable. For the
purposes of this analysis, we assume that the SSNIP at the wholesale level is passed on to
the retail leveks

332 [/ 2yadzySNBRQ aSyairdigoradae G2 ntn OFff OKIFNBSA F
number range and associated charges, as well as their ability to detect increases in the call
charges. We consider below, evidence related to:

1 / 2yadzySNEQ loxhlNBrgeSaa 2F n7
9 / 2yadzYSNBRQ FoAfAGe (2 RAaAGAYy3IdAAaK o0SG6SSy

3.33 We also discuss:

1 Potential retail substitutes; and
1 Constraintarisingfromendza SNEQ Fo0Af AGe G2 NBalLRyR (2 |

Consumers’ awareness of 070 call char

3.34 Qurvey evidence suggests that consumers have low awareness of 070 call charges and may
expect them to be similar to those for calls to 07x mobile numbers (which consumers know
to be low or to be part of their bundle). Awareness of charges is a necessaliji@orfor a
demandside response to a SSNIP.

3.35 Following our 2012 consultation on Simplifying Neaeographic Numbers we collected
evidence which suggests that consumers have low awareness of the charges that calls to
070 numbers attract:

1  When asked to estiate the price of calls to 070 numbers, most consumers said
they did not know the price (around six in ten of all people with a telephone and
just under four in ten of those who said they were aware of 070/07 numbers).

38 A necessary condition for the SSNIP to be unprofitable is that at least some of the SSNIP be passed on to final consumers,
who may then switch awayulf passthrough is a conservative assumptiomthe sense thatas it tends to widen the scope

of the market a finding thata narrow market definition is appropriate even with full pass throigyiobust.

392012, OfcomNon-geographic telephone numbe®mnibus Brvey, page 3. Available at:
https://www.ofcom.org.uk/__data/assets/pdf_file/0026/44891/omnibtsirvey2012.pdf
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{1 Eighteen per cent of telephone usdt®ught that the cost of calling 070 and
mobile numbers was the same and a further 4% thought that calling 070 numbers
would be less expensive.

3.36 As part of the 2014 consultation on the Mobile Call Termination review, we also collected
evidence which suggés that consumers have low awareness of the charges that calls to
nTn YydzYoSNAR FGGNI Ol YIFydlINI aSRAF adaNBWSeSR C
differentials across the 07x number range and asked questions aimed at testing
O2yadzYSNEQ | ¢ lid)BiffeBeacas behieendT02uid Stfel 07x number call
charges?

1 only 42% of respondents thought that not all 07x calls cost the same; 37% that all
07x calls cost the same; and 22% did not krioand

1 of the 42% of respondents that thought that not @fix calls cost the same, only
30% (13% of total) thought that 070 call charges differ from charges of calls to
other 07x services.

3.37 This survey evidence suggests that most consumers are not aware of the differentials in
call charges between 070 and 07x niemumbers. While in principle consumers may learn
about 070 call charges over time (as a result of incurring higher than expected charges for
calls to 070 numbers), the infrequent nature of calls to 070 numbers meangthedctice
most callers will hae no (or only limited) opportunity to do so. Moreover, even when
making calls to 070 numbers consumers would only learn about the charges that such calls
attract when reviewing their (monthly) bills on a-ttgm basis (which many consumers do
not do).

Cosumers’ ability to distinguish 070 f

3.38 Survey evidence also suggests that consumers are unlikely to be able to distinguish
between 070 and 07x mobile numbers. If consumers believe they are calling a mobile
number instead o0& 070 number this may make them less likely to respond to a SSNIP on
the price of 070 call charges.

3.39 Following our 2012 consultation on Simplifying Neeographic Numbers, we also
02ttt SOGSR SPARSYOS NBII NRA Y Peograpyii@raad®NE Q | & N
ranges. The evidence suggests that:

1 In 2012, only 21% of adults with telephones were aware of 070 numbers.

40 Nonrgeographic telephone numbers Oilnas Surveypage 14.

410Ofcom,2014.Mobile call termination market review 2048, Annex 18. ¥ailable at:
http://stakeholders.ofcom.org.uk/binaries/consultations/mobitsalHermination

14/annexes/Annex_18 Consumer_survey.pdf

42Q15A (When making calls to numbers starting with 07 and followed by other digits, do you think that all calls will cost
the same?) and Q15B (Whiohthe following types of calls do you think have different rates?).

43Q15B (Which of the following types of calls do you think have different rates?).

44\While we recognise that this evidence is a number of years old, we expect the evidaddee infeences made on the
back of this evidenc® remain validIn particular, no measures have been taken which would increase awareness of 070
numbers.

21


http://stakeholders.ofcom.org.uk/binaries/consultations/mobile-call-termination-14/annexes/Annex_18_Consumer_survey.pdf
http://stakeholders.ofcom.org.uk/binaries/consultations/mobile-call-termination-14/annexes/Annex_18_Consumer_survey.pdf

Consultation: Personal numberingreview of the070 number range

1 Of this 21%, 59% thought that 070 numbers were in the mobile telephone range.
f Overall, less than 1% of people with telephones were directly aware of and
correctly understood what type of number range 070 was.

3.40 On the basis of the survey evidence described above, our provisional view is that
O2yadzYSNARA INB dzyt A1Sfte (G2 RAAGAYy3IdzAiaK nTtn FN
familiarity with 07x mobile ambers also makes it likely that they regard charges for calls
to 070 numbersassimilar to those for calls to mobile 07x numbers. This suggests that
consumers may expect calls to 070 numbers to be included in their mobile bundles (like
mobile calls) or tht the charges would involve very low rates.

Il mplications for consumer s sensitivity to 070 c

341 ¢KS | 020S SOARSYyOS 2y O2yadzYSNEQ ftAYAGSR I 0A
mobile numbers, and their low awareness of 070 call charges, stgget the large
majority of (potential) callers to 070 numbers are unlikely to be sensitive to changes in 070
Ottt OKINBASad /2yadzYSNEQ fAYAGSR LINAROS asSyaa
assessment of the constraint that substitution at tlegail-level (involving callers using
alternatives to 070 calls) exerts on 070 WCT. Our assessment below takes this into account.

Consumers’ ability to respond to incre

342 ' YRSNJ GKS !YQa /It Ay Jretniltedfods providésheandtiet t 0 | NNJ
charges for terminating 070 calls (which they can recover through their retail call charges).
In the context of 070 WCT, this means that indirect constraints are likely to be ineffective
as those calling the numbers are unlikely to @alve ability to respond to a wholesale
SSNIP (even when there is full ptts®ugh of 070 WCT to the retail level):

1 A caller who wants to speak to a particular person has to call his or her number;
1 The CPP arrangement means that, while callers pay forimation of 070 calls,
end-users select the TCP that controls the termination charge.

Potential retail substitutes

3.43 We now consider four potential retail substitutes to 070 calls:

1 direct calls to endisers on numbers in a range other than 070 (e.g. malile
geographic numbers);

7 calls using ovethe-top (OTT) services;

1 text-based services; and

{1 caltback arrangements.

Direct calls to enelsers on numbers in a range other than 070

3.44 Callers have, in principle, an alternative means to contact arused theycan call the
number to which the 070 call is forwarded. This may be a UK geographic or mobile

450Ofcom, 2012Non-geograghic telephone numbe®mnibus Surveyages 2.
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number, or alternatively an international fixed or mobile number. However, this
alternative will only be usable if the caller knows the number to which the Olf Gsca
forwarded (i.e. the alternative number). In most cases, the caller is likely to know only the
070 number because endsers take the 070 number in order to avoid providing the
underlying numbers

Calls using ovethe-top (OTT) services

3.45 Another potential substitute for 070 calls may be the use of OTT voice call services such as
Skype, FaceTime or Viber. Where these services can be accessed from any location, e.g. by
a smartphone using mobile broadband, they (like 070 calls) support vallseand allow
callers to contact endisers without the latter being tied to a particular phone or SIM.

3.46 The use of OTT (voice call) services has expanded materially over recent iyepast
supported by the growing ownership of smartphones which exdccess to use such
services® These developments suggest that there could be an increasing potential for OTT
services to be used for voice calls, and this may make such services an increasingly practical
alternative to 070 calls.

3.47 However, we do not caider OTT services will be a sufficiently strong substitute to 070
calls over the next five years because:

{1 not all endusers will be able to access these services. They may not have the
required device (tablet or smartphone) and/or the broadband connecatieeded
may be unavailable, costly or insufficiently stable;

1 the caller and endiser need to arrange to use an OTT service in advance, and to
exchange contact details and this may require an initial call to the 070 number in
any case;

1 notall OTT serviceme compatible with each other. A caller and emgkr may find
they use incompatible OTT services; and

1 when relying on mobile broadband, both caller and ars&r need to be willing to
use data from their data allowance or to pay extra for data for an €l#°

B¢ KAA YI&@ 6S F2NJ I ydzYoSNI 2F NBlazyas F2N SEY&4J Sz G2 | @g2A1
functionality (which we note is the key use of 070 service$d @reserve the confidentiality of their alternative number

47 Data from several mviders of unmanaged VolP show those volumes growing at an annualized rate of 40% per year.
Source: Ofcom, 201 RNarrowband Market Review: Draft Statentepage 79. Available at:

https://www.ofcom.org.uk/ _data/assets/pdf_file/0013/107320/nnuraft-statement. pdf

48 Ownership of smartphones increased by 15% between 2015 (66%) and 2017 (76%) (Source: Ofcom, 2015.
Communications Markets Repopage 1. Availablat:

https://www.ofcom.org.uk/__data/assets/pdf file/0022/20668/cmr_uk_2015.@ifd Ofcom, 2017. Communications
MarketsReport, page 6. Available dttps://www.ofcom.org.uk/ __data/assets/pdf file/0017/105074/cr01 7uk.pdf).

In addition, 42% of internatsersin 2017 egard their smartphone as the most important device foingoonine (an

increase of 33% from 2015) (Source: Ofcom, 2017. Technology Tracker H1.and Ofcom, 2015. Technology Tracker H1.)
49 By extension, this also means that easers may prefer to avoid data charges or the use of OTT voice call services eating
into their data allowance.
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Textbased services

3.48 Nonvoice forms of communication (e.g. instant messaging, email or social media), that are
widely used by UK consumers may, in some cases, offer an alternative to voice calls to 070
numbers. When a broadband connection is akal#, these forms of communication can
be used at no or very low costs to the caller and-esdr. We refer to these forms of
communication as texbased services to distinguish them from voice calls using OTT
services above.

3.49 However, we do not considerxébased services to be a sufficiently material substitute to
voice calls to 070 numbers because:

1 these services provide a qualitatively different type of communication:
communication is often not in redgime; callers and endisers may not be able to
ched that the message was received in the same way as they can with a voice call,
and people tend to perceive benefits to a conversation that are not available from
text-based services (such as flow of conversation and establishing rapport and
interaction);
1 the enduser may be unwilling to provide an alternative number to text, for
example, where confidentiality is required; and
1 these services may not be available where the caller andused belong to
RAFFSNBY (G aOf 2aSR dzi S NIssadeRppicktidns it SNIPA OSa 6
media platforms).
3.50 As patterns of communication change and smartphone ownership growshéesetd
services may become available to a wider set of consumers. However, this does not mean
that switching from 070 voice calls to texased communication in response to a change in
relative prices (which is relevant for assessing substitution in the context of market
definition), will become significant. For the reasons explained above, we consider that text
based services are unlikdty exert a material constraint on 070 voice calls over the next
five years.

Caltback arrangements

3.51 A further potential substitute could involve short calls to the etlm SN A nT1n  ydzYo SN
caller and eneuser to agree on and exchange details needed fatlaer method of
communication followed by the endser initiating a new call using that new method (i.e.
caltback arrangementsy.

3.52 We do not consider this option a close substitute for 070 voice calls because, as discussed
above, endusers often takea 070 number specifically in order to avoid costs to
themselves, with little or no concern for the cost to callers. This would be inconsistent with
the rationale for use of caback arrangements.

50 Alternatively, caller and endser could agree on the caller initiating a new call to a mobile or fixed number held by the
end-user. This option is discussed as part of the alternative of calling the number to which 070 callgendsee above).
24



Consultation: Personal numberingreview of the070 number range

3.53 Caltback arrangements are likely to be restricted to casesrwlthe caller is a family
member or friend of the endiser as they require close coordination and the -erser
bears the cost of calls. Furthermore, such arrangements would typically require an initial
call to the 070 number to be made.

3.54 Evidence gatheretbr the 2014 Consultation on the Mobile Call Termination Market
Review suggests that célhck arrangements are not widely used as a substfiutealls to
mobile numbers: In a similar vein, we would not expect elafick arrangements to be
used on a marial scale as an alternative to 070 calls, nor would a small increase in the
charges for calls to 070 numbers (above the competitive level) be likely to lead to
materially greater use of such arrangements.

Response of endisers to a wholesale SSNIP

3.55 It isalso relevant to consider whether engsers may have incentives to respond to a
wholesale SSNIP on 070 WCT charges in a way that could render that SSNIP unptofitable.
However, because the WCT charge is borne by callers, a material responseuseessl
unlikely unless they are concerned about the charges that callers incur when calling 070
numbers or about the implications of such charges (e.g. a reduction in the volumes of calls
to their 070 numbers} If endusers are not (materially) concerned abainarges incurred
by callers, they will not have incentives to respond to an increase in 070 call charges
passed through from a wholesale SSNIP.

7 7

356 Werecognise thatendza SNEQ Ay OSyiGA@Sa G2 NBalLRyR (2 |
particular use they make of O&ervices:

1 For follow-me servicesincentives are likely to be very low as, in many cases, end
users take up such services to avoid incurring costs to themselves such as roaming
charges and thus accept that callers bear the costs of calls;

1 For shortterm uses where the endiser does not want to disclose his or her own
(mobile or fixed) numbere.g. sales platform, dating site), useadi70 number
suggests a strong desire for confidentiality and hence suggests that users are
unlikely to respond to a SSNdR the WCT charge. However, easers may wish to
receive as many calls as possible in order to maximise the chances of selling an
advertised item on a sales platform, or the number of contacts on dating sites. In
these circumstances enasers may opposa rise in call charges if they anticipate
that higher charges would lead to a decline in the number of calls they receive on

51 Ofcom, 2014Mobile call termination market review 204, Annex 18Y | y (i NJ a SRA | Q& & dzZN©Sé SELJX 2 N
respondents ever used their mobile phone to call someone back to save the caller money. 38% of respondents stated that

they had done this, whereas 62% had never done so (Q21). Whilst ad hbadalhrrangements may be significant for

some users, they are not widespread across all users and they are likely most prevalent where the caller is a family

member of close friend ohe enduser.

52 After all, endusers decidéo take a 070number and select the TCP that provides them whi#&070 number and

accompanying services (such as the interface to select the number to which calls to 070 numbers should be forwarded).

53 More specifically, it requiretheenddzd SNE Q O2y OSNY (2 06S adzZFFAOASyidfte airayiaAFaio
to propose a means of communication that avoids callers incurring 070 call charges.
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their 070 number. The evidence discussed above, however, suggests that most

callers are not price sensitive, not least because theeye limited ability to

distinguish 070 numbers from 07x mobile numbers and limited awareness of 070

call charges. To the extent that emders anticipate callers to be insensitive to

prices, they are unlikely to materially respond to a wholesale SSNiieyado not

expect higher call charges to lead to them receiving fewer calls. For this reason, we

F20dza 2y OIFftftSNAEQ NBaLkryasS G2 | {{bLtT
1 For hospital bedside telephongoffered by Hospedia and Premier Telesolutins

end-users are more likely to caebout the charges that callers, often family

member or close friends, incur when calling their 070 numbers. It appears

reasonable to consider that engsers (to the limited extent they are likely to be

aware of call charges) will have some regard to thergés incurred by those

calling them. However, in the hospital environment, there may be restrictions on

the use of alternative calling methods such as mobile phones which may not be

permitted in all areas of a hospital.

Provisional conclusions on retasiervices

3.57 We propose to conclude that demasside substitution at the retail level is unlikely to
materially constrain the price of 070 WCT. This means that we do not believe there are any
effective indirect constraints from the retail level on the wholesalarket.

Wholesale product market

3.58 Constraints that arise from substitution at the wholesale level are referred to as direct
constraints:

1 Demandside substitution at the wholesale level could constrain 070 termination
charges ifetail telecoms providerwere able to switch to an alternative
termination service in response to a SSNIP on the 070 termination charge.

1 Supplyside substitution could be a relevant constraint if a CP other than the
current TCP could begin to terminate calls to a given 070 runmbresponse to a
SSNIP on the WCT charge for that number.

3.59 We propose to conclude that direct constraints support a wholesale market definition of
070 WCT at the level of individual 070 numbers:

1 There are no opportunities for demasgide substitution athe wholesale level by
the retail telecoms providebecause, whea 070 number is called, thetail

54Hospedia and Premier Telesolutions are pdev$ of bedside communication and entertainment in UK hospitals. As part
of its offering, Hospedia and Premier Telesolutions alloedd@0number to the fixed phones on the bedsides of its
customers bedside tables. Callers to these 070 numbers incuatheharges as set by their OCPs

55The NHS has published guidance on this. See
http://www.nhs.uk/cha/Pages/2146.aspx?CategorylD=68&SubCategorylD=162
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telecoms providehas no alternative other than to purchase 070 termination on
that number.

1 Supplyside substitution is also not effective as the onlytizR can supply
termination to a given 070 number is the TCP to which that number has been
allocated3* Whilst it may be possible to begin offering 070 termination services
relatively easily once an allocation of 070 numbers has been acquired, such entry
would not constrain 070 termination charg&<Calls to different 070 numbers,
belonging to different individuals are not substitutes for each other, and callers
would not switch to calling a different 070 number with a lower termination rate in
response to &SNIP on the WCT charge for the number they wanted to call.

Homogeneous competitive conditions and common pricing constraints

3.60

3.61

The absence of demandnd supplyside substitution means that a separate market could
be defined for the provision of 070 WCTinalividual 070 numbers. As this would lead to a
very large number of markets, we consider it pragmatic to aggregate the provision of
termination on 070 numbers within the range allocated to each TCP in opespémific
markets. This is reasonable becagsenpetitive conditions are homogeneous within
markets defined in this waythe TCP in question has a monopoly on the termination of
calls to the 070 numbers within their range.

Aggregation of numbers by TCP is a common step in the definitiixedfandmobile
termination markets as these numbers tend to be subject to similar competitive conditions
or a common pricing constraimt\We alsoconsider this to be the case in relation to the
provision of 070 WCT

Two-sided markets

3.62

3.63

In the discussion above, wernsidered whether there were any effective constraints on
charges for 070 termination. We found that the absence of such constraints meant that
ntn GSNXYAYlLFGA2Y 2y SFOK ¢/t Q& ydzYoSNJ NI y3S

o

However, 070 TCPs dotronly provide 070 termination to callers, they also provide a

service to 070 endisers. Viewed in this way, the function of the 070 TCP appears to be to

bring callers and 070 emizd SNBE (2 3SGKSNI 2y | GaLX I GF2NXVE P 2
groupsofcu8 2 YSNER (G 23SGKSNI 2y | LIKeaAOlFf 2N @A NI dz
FLILINPLINAF GS G2 GNBI{G O02AKRIRE eeI& NJ B30I NI 2 F

56|n theory, a TCPoald allow another CP to terminate 070 voice calls to numbers within the range allocated to the TCP.
However, we consider that TCPs would not have an incentive to allow such competition as it would reduce the revenues
they could earn from the providing ¢aérmination to the numbers within their range.

57Indeed, for reasons set out below, competition between TCPs to acquire 070sensl may tend to increase termination
charges as TCPs would seek to recover the costs they incur in attracting and retaghirggrs.

58 See Ofcom, Mobile Call Termination Market Review 208,5-inal Statement, 17 March 2015, paragraphs 3.90 to 3.94
and 3.123 to 3.125 (available latttps://www.ofcom.org.uk/ __data/assets/pdf file/0029/76385/mct_final statement.pdf

59 There is more than one definition of a "twgidded market" in the economics literature but most share this feature.

60 Newspaper advertising is often regarded as an eXaropa twosided market including advertisers and readers.
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3.64 In the case ofermination of calls taertainnon-geographic numberOfcom previously
concluded that itvas appropriate to analyse both sides of the market simultanecusly.
This conclusion was based on the specific featurglsesfe nongeographic callsvhich we
do not consider relevant to the 070 ranf the following reasons

1 The pricing structure othie 070 range (balance of charges between callers and end
users) is not determined by regulation on the termination side. This suggests that
the 070 market structure is likely to produce a suboptimal pricing structure.

{1 Callers to 070 numbers do not bendfibm a low or negative price® the enduser
as no valueadded service is provided in retuthtRevenuesharing is prohibited for
the 070 range.

1 070end-usersare unlikely to be concerned with the price paid by calferghe
reasons set out earlier in thisection

3.65 Charging structures in which one side participates for nothing whilst the other side bears
all the costs (or other asymmetric charging structures) are not uncommon sitheol
markets. Such structures may be efficient if it is necessary to ddéme or zero charge to
one side in order to get them on board, and provided the benefits to the other side are
sufficientss This asymmetric charging structure is typically efficient for number ranges with
the conditions othe nongeographic calls that @e the subject of the 2008 investigation
discussed above.

3.66 The current structure of 070 charges has the characteristics of an asymmetric charging
structure in that 070 callers bear all the costs of the 070 service, andiged typically
paynothing. Ik & I f a2 GKS OFasS GKIFIGZ Ay LINAYyOALX Sz C
I y& g KSNEB ¢ aBrdzgudbe far gxardiple, or from the dating and sraallservices
that the confidentiality ofa 070 number facilitates.

3.67 However, callers could generally alot similar benefits from alternative services.
Moreover, in the case of 070 termination, we believe that the charging structure leads to
significant harm as the high termination rates lead to high retail prices, bill shock and
increased vulnerability tfraud. We are also concerned that competition among 070
providers to win customers might be leading to excessive costs (gold plating). This suggests
that the current 070 charging structure is in fact inefficient.

61 Ofcom, 2008Determinationregardingcomplaint from Energis Communications Ltd about BTs charges for NTS call
termination, paragraph 4.77. Available at:
http://webarchive.nationalarchives.gov.uk/20160704065459/http://stakeholders.ofcom.org.uk/binfrdsrcement/co
mpetition-bulletins/closedcases/aliclosedcases/cw_823/NCCN_500.pdf

620n number ranges where revenue sharing is permitted, the price to the end user may be negative, that is, an out

payment may be made to cover the costs of a vaddded service which is provided to callers.

63 |n a twosided market, adding a customer on oside of the platform benefits customers on the other side, that is, there

I NBE GSEGSNYlItAGASaE 0SGeSSy G(GKS (62 &aARSad ¢KS SEA&aGSYyOS 2
side to be low or zero.

64 The enduser must first decidéo use one of these alternatives rather tharD70number. As noted above, if the end

user does take@ 070number, the substitution possibilities available to the caller are likely to be severely limited.

65Note that this is not per se because one sidetipgrates for nothing but because the benefits over available alternatives

appear small whilst the costs associated with high termination charges appear to beMameArmstrongd / 2 YLISGAGA 2y
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3.68 The concerns we have identified wouldsarieven if there was intense competition
between TCPs to acquire engers. Indeed, the likely result of such competition would be
0KS RAAAALI GA2Yy 2F (KS LINRPTFTAGAX YHIRY INEY AYI €
addition to the harm in retail marks. Whilst it is unclear what proportion of the profits
from callers is competed away, we do haeoncern that at least some inefficiencies in
the provision of 070 services are occurring, in addition to the harm experienced by callers.

3.69 Therefore, we consider that defining a tveaded market including both the provision of
call termination (to callers) and of 070 services (to-esdrs) is not appropriate as it would
obscure the market power in 070 termination markets which is the sooftiee concerns
we have identified in these markets (sparagraph 3.2 above.

Geographic market definition

3.70 As noted above, and consistent with the relevant BEREC guidance on geographic market
definition, we define geographic markets so that competiteaditions within the market
are broadly homogeneous and, at the same time, distinct from those in the surrounding
geographic are& Product market definition typically precedes geographic market
definition.

3.71 Consistent with our product market definitiongf@arate markets for 070 terminations on
each network), we propose to conclude that the geographic extent of each market is
defined as the area served by that provider. The competitive conditions a provider faces in
providing termination services are notfafted by the number of other operators in a
particular geographic area since, as set out above, voice termination provided by one
provider is not a substitute for termination provided by another. Consequently, we
conclude that the relevant geographic matks determined by reference to the area in
which the provider offers termination services. This geographic market definition reflects
the area in which TCPs can determine 070 WCT rates for the UK 070 numbers allocated to
them.

Our provisional conclusionsen market definition

3.72 Our provisional conclusion is that the relevant market is:
GoK2t SalrtS GSNXYAYFGA2Y ASNWBAOSa GKFEG | NB LINZ
provider] (TCP) to another communications provider, for the termination of voice oalls t

inTwo{ A RSR aMai2085i, deselops a model of tveided markets (without market expansion effects) in which

2yS AARKR YaSvadit GFAyR A& | f6l&a OKEFNHSR -Bomidd sice pasSowlaiNBr@d S &> KA &
prices, and this charging structure is inefficient. The model can be applied teraaihation markets generally.

CSNXYAYI GA2yKABAVIKS FxRGsad allysaScrit yoRnly one network whilst callers in effect

multi-home because they can call any number, on any network.

66 See the BEREC Common Position ogiggvical aspects of market analysis (definition and remedies), 2014. Available

at: file:///C:/Users/paul.steffens/Downloads/443Bereccommonpostion-on-geographieaspe_0.pdf
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070 numbers within the range which has been allocated to that TCP by Ofcom, for which
GKFG ¢/t Aa FotS G2 aSt GKS OGSNYAYlFGAZ2Y NI GS

Market power assessment

3.73 Having defined the relevant markets, we must assess competition in those markets in
accordance wh the Act and the EU regulatory framework and impose regulation where
competition in those markets is found to be ineffective, i.e. where one or more
undertakings have SM#P.

Definition of SMP

3.74 L'y dzy RSNIF{1Ay3 KIF& {at A Fhoth&sSifenjéysSadositighR A @A R dzl
equivalent to dominance, that is to say, a position of economic strength affording it the
power to behave to an appreciable extent independently of competitors, customers and
dzt GAYF GSt & O2y adzYySNA ®¢

Our approach to assessingarket power

3.75 In our assessment of market power (needed to make SMP determinations) we take
account of the SMP Guidelines, in accordance with Section 79 of the Act, and of the
European Regulators Group (now BEREC) working paper on SMP (the ERG SMP Position
that builds on the SMP Guideliness.

3.76 The SMP Guidelines suggest market shares are an important proxy for market power but
they also recognise that high market shares are not, of themselves, sufficient indicators of
market power, and therefore set out ogh criteria relevant to an assessment of SN,
light of the SMP Guidelines, we focus our assessment on the four criteria that we regard as
most pertinent to the markets involving the provision of 070 WCT under consideration,
namely:

1. market shares (curm and future);

2. barriers to entry;

67 Directive 2002/21/EC of the European Parliament and of the council of 7 March 2002 on a common regulatory

framework for electronic communications networks and services (Framework Directive).

68 Section 78 of the Act, Articlie4(2) of the Framework Directive, and paragraph 70 of the Biloy / 2 YYA &daA 2y Q& { a
Guidelines. Available atttp://eur -lex.europa.eu/legatontent/EN/TX/HTML/?uri=CELEX:52002XC0711(02)&from=EN

69ERG, 200%RG Working Paper on the SMP concept for the new regulatory framepagds %, 8. Available at:
http://berec.europa.eu/doc/publications/public_hearing_concept_smp/erg_03_09rev3 smp _common_concept.pdf

70 Paragraph 75 of the SMP Guidelines discusses market shares as an important proxy for market power. In addition to

market shares, th&MP Guidelines state that the following criteria can be used to measure the ability of an undertaking to

behave to an appreciable extent independently of its competitors, customers and consumers: overall size of the

undertaking, control of infrastructureat easily duplicated, technological advantages or superiority, absence of or low CBP,

easy or privileged access to capital markets/financial resources, product/services diversification, economies of scale or

scope, vertical integration, a highly developdidtribution and sales network, absence of potential competition and

barriers to expansion. A dominant position can derive from a combination of these criteria which taken separately may not
ySOSaalrNRte 6S RSUSNNYAYL (A DS didefin€sSpargkafhs B5tNR LIS+ Y / 2YYAAaaA 2y Q.
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3. countervailing buyer power (CBP); and

4. evidence on prices and pricing behaviour.
Market shares (1)

3.77 Although a high market share alone is not sufficient to establish SMP, it is unlikely that an
undertaking could have SMPit does not have a substantial share of the relevant market.

378 1'a 6S RSTAYSR GSN¥YAYIFGA2Y 2y SIFIOK ¢/t Qa ySipg
each TCP has a 100% share in the relevant market. In other words, each TCP is, in effect, a
monopolist in the supply of 070 WCT for voice calls to 070 numbers withiamige. This
suggests that each 070 T@&s SMP in the relevant market for 070 termination on its
network.

3.79 As we do not anticipate changes in the ability of other CPs to provide WCT for 070 numbers
within the range allocated to a TCP, we expect that e&eh Will retain a 100% share in its
relevant market over the next five years.

Barriers to entry (2)

3.80 Next, we consider whether there is scope for a tipatty CP to enter the relevant market,
by offering 070 WCT within the number range of an existing 0 [FGuch entry were
possible, this could undermine the SMP of the existing 070 TCP, by actual entry or by the
threat of entry. As noted above, entry to the provision of 070 services in general may be
relatively easy if a TCP can acqui@’0 number rang. However, it could not terminate
calls to an enduser that was a customer of another TCP, which holds its own range of 070
numbers. Hence it could not constrain the market power that a TCP has in setting the rates
for WCT for voice calls to 070 numberishin its allocated number range.

381 9YGNER Ayd2 GKS YINJSG F2NIatn 2/¢ 2y |y AYRA
the agreement of the existing 070 TCP. The latter has no incentives to allow-pahiyd
CP to offer 070 WCT at lower rate3herefore we consider that very significant barriers to
entry will remain over the next five years. The combination of 100% market shares and
barriers to entry makes it very likely thaD70 TCP has SMP in its relevant market.

Countervailing buyer power (CBE3)

3.82 CBP is the degree of restraint that a buyer is able to place on any attempt by the seller to
set its prices above the competitive level. When significant, CBP can offset any market
power that the seller may have had.

3.83 To rebut the presumption of SMPising from very high market shares and barriers to
entry, it is not sufficient for aetail telecoms providetJdzZNOK I aAy 3 ntn 2/ ¢ oai

“IWhilst pricing is not listed as one of the criteria in the SMP Guidelines, excessive pricing is listed in the ERG SMP Positio

In particulard ®ddi KS oAt AlGe (2 LINAROS i I idafieBdve tidefcdmpetitivd 1€/8 isJa  LINE T A
an important indicator for market powér¢ ¢ KS 9wD {at t2aA0A2y>X LI NIINILK HNOD

72070 TCPs do sometimes sallocate numbers in their ranges to other providers, but this does not put downward

pressure on terminatiomates because calls to different numbers are not substitutes for each other.
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have some CBP. Thetail telecoms provideneeds to be able to exert sufficient CBP such
thatthe O7T0 TCP &fNA Yy 3 2/ ¢ F2NJ OFfta G2 Ada ntn ydzyo
an appreciable extent independently of its competitors, customers and consumers.

3.84 Even if aetail telecoms providehas the ability to exert CBP (and thus is able to extract
benefits from TCPs), rebutting the presumption of SMP requires that benefits extend
0G&AMBINEV G2 | adzmaidl yiAlf LINRPLER2NIAZ2Y 2F | ff
retail customers of otheretail telecoms provides2

Evidence ofetail telecom®provide&d Q ' 6 Af AGé& G2 SESNI / .t

3.85 Generally, whether a buyer has CBP will depend on whether (a) it is sufficiently important
to the seller, in terms of purchasing a significant proportion of the total volume of the
aStt SNNa 2dziLllzi = tenyfdbuydessifronDthayselleritiBeRportsé td a (i K NB |
price rise. This usually requires it to have an alternative potential supplier. In the context of
mobile or fixed geographic call termination, the prospect of CBP also arises where
providers both supply anteceive termination services to and from one another, and so
(absent regulation) they could potentially restrain the termination rates charged to them
by other providers by threatening to raise their own rates. TCPs providing termination to
their 070 numters, however, may not originate calls or purchase 070 termination from
other networks.

3.86 BT is clearly large, relative to any 070 TCP, but is subject to regulation which limits its
FoAfAdGe G2 SESNDto®S connettiity cbligdtidnimeedtiat itis¢ Qa4 Sy R
20t AISR G2 FT3ANBS | O2yiGNIOG FT2NJ GSNXYAYLFGAZ2Y
includes 070 numbers) on fair and reasonable tethisy’ I RRAGA2Y X . ¢ Qa LINE ¢
wholesale services (in markets where it has SMP) is generally texdjitavays which
would prevent it from credibly threatening either to raise charges or to refuse to supply a
service. Hence its ability to use these as a bargaining tool is limited and we consider it
unlikely that BT has sufficient CBP to constrain Ovifhiteation charges.

3.87 Therefore, the levers by whichratail telecoms providecould attempt to exert CBP, in
principle, would be by threatening to block calls to 070 numbers or by setting the retail
charges of 070 calls so high as to deter its customens fraking calls to 070 numbers.
We provisionally consider thagtail telecoms provides have few incentives to block 070
calls. Similarly, retail charges for 070 calls are currently high but this does not appear to
have had the effect of reducing the temaition rates charged by 070 TCPs.

3.88 Nonetheless, we have considered whether there is any evidence of CBP in practice. A
detailed analysis of every single bilateral negotiation between eeizil telecoms
providerand individual 070 TCP is clearly not palssiThe evidence we gathered shows
that retail telecoms provides pay the same rates (with rates varying between charge
bands) for termination of 070 callsThe fact that 070 TCPs set the same termination rates

73That is, they should not be confined to the customers of the OCP that has effective CBP.

74Whilst BT could reject terms it considered not fair and reasonable, the likely resuld be that a dispute would be
brought to Ofcom for resolution.

75 See Annex for the evidence on the rates paid to TCPs for termination of calls to 070 numbers.
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(and that these rates do not vary acras$ail telecoms provides) is consistent withetail
telecoms provides having the same (very limited) ability to exert CBP.

Conclusions on CBP

3.89 In the light of the considerations set out above, we propose to find that CBP does not exert
a sufficiently mateal constraint on the market power that 070 TCPs may have in their
relevant markets.

Evidence of prices and pricing behaviour (4)

3.90 The evidence we gathered on the rates paid for 070 WCT via our formal information
requests, set out in greater detail in Ann®, indicates that these rates are high relative
both to the costs of providing 070 services and to the rates for termination of UK mobile
calls7 Such high rates are consistent with the ability of TCPs to set 070 WCT rates not
being materially constrairce

3.91 As discussed in Annex 9 (paragraph A9.50), we estimate the incremental cost of praviding
070callto rangefrom 1.096 pence per minute (ppm) for termination to a UK fixed number
to 6.011ppm for termination to an international mobile number. Based @ome and
termination ratedata fromtransit providers we also estimate the associated profit to
range from 22.081ppn©5%)to 17.166ppm(74%)

Provisional conclusion on SMP

3.92 DAGSY 2dzNJ FAYRAY3I GKFG GKSNB FINB aSLINFaGS Yl
network, and based on our assessment of the four criteria that we consider to be most
pertinent for an assessment of market power in the relevant marketgrket shares,
barriers to entry, absence of CBP and evidence on prices and pricing behawieur
propose to find that each TCP has SMP in its relevant market, namely the provision of WCT
to the 070 numbers which have been allocated to it.

Threecriteria test

3.93 As noted hove, the market for 070 WCT is not specifically listed by the European
Commission in the 2014 EC Recommendation as a market in @shanhteregulation may
be warranted. To decide whether it is appropriate to impose such obligations in the 070
WCT marketwe therefore need to assess whether the thresteria set out in the 2014 EC
Recommendation are met. We set out below why this theeigeria test in our view is met.

76 Average rates of 38.84ppm (UK originated calls) and 12.40ppm (international origind®darahe pn2 Rate based on
.¢Qa GNryaiad REGF® ¢KS LlWH NIGS | O02dzyia F2NJ GKS fFNEHSad LI
070.
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Presence of high and netransitory barriers to entry

3.94 We have provisionally concluded that the relevant product market comprises wholesale
termination services that are provided by each TCP to another CP for the termination of

(voice) calls to UK 070 numbers allocated to that TCP. Given this definitionnsidero
that:

1 there is an absolute barrier to any other operator entering the mad<gte 070
range holder has a monopoly on the provision of termination on numbers within
that 070 number range; and

{1 as noted in our assessment of barriers to entry in ddPSnalysis above, whilst an
existing 070 TCP may saltocate numbers it holds to a thigarty TCP, this would
not constrain the rates it could charge for termination on the numbers it retained.

3.95 For these reasons, we consider the barriers to entry &ehlito remain high and nen
transitory over the next five years.

A market structure which does not tend towards effective competition

3.96 We have analysed competition in the 070 WCT markets as part of our assessment of
market power above. We consider the facd set out there are also relevant for the
assessment of this criterion. In particular:

1 we consider that endisers of 070 numbers have little or no incentive to drive 070
WCT rates down, and that callers to 070 numbers are not able to effectively
constrain 070 WCT rates as they lack alternatives and tend not to be aware of 070
call charges;

1 competition between 070 TCPs leads to increased customer acquisition costs which
are borne by callers. Engsers do not have incentives to switch to alternatives to
070 numbers which are cheaper for callers; and

{1 termination rates for calls to 070 numbers have remained consistently high, despite
a fall in input costs (e.g. the cost of onward routing in the form of termination rates
to fixed and mobile numbers has decredsover time), suggesting that
competition is ineffective.

3.97 For these reasons, we consider that the market structure will not tend towards effective
competition in the next five years.

Competition law alone would not adequately address the market failure(s

3.98 We consider that competition law would not be sufficient, by itself, to address concerns in
this marketg barriers to entry will persist and relevant markets will not tend towards
competition within five years. We also consider that intervention basedammpetition
law would not be sufficiently fast and effective to prevent harm stemming from anti
competitive or exploitative behaviour.

3.99 In contrast,ex anteregulation would not only be more effective in preventing TCPs from
setting excessive rates prone tlistort competition, but it would also be less costly to
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enforce and would (through appropriately drafted SMP remedies) provide clarity to both
TCPs and the market as to the types of practices which would be regarded as (non)
compliant. We therefore conder thatex anteregulation is necessary to maintain effective
competition.

Provisional conclusion

3.100

In light of the analysis set out above, we provisionally consider that our proposed 070 WCT
market definition satisfies the criteria set out in 2014 EC Reaendation and thus that it

is appropriate for Ofcom to analyse these markets in order to determine whether any
undertaking has SMP, and thus whether remedies (can and) should be imposed to address
competition problems stemming from SMP.

Consultation quesbns

Question 3.1: Do you agree with our provisional conclusion regarding market definition?
Please provide reasons and evidence in support of your views.

Question 3.2: Do you agree with our provisional conclusion regarding SMP? Please
provide reasons andvidence in support of your views.

Question 3.3: Do you agree with our provisional conclusion regarding the-thiteeia
test? Please provide reasons and evidence in support of your views.
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4. Remedies

Introduction

4.1 This section describes our approach amd sets out proposals for, remedying the
competition and subsequent consumer welfare concerns arising from the significant
market power (SMP) identified in our analysis of @flesale termination markets.

4.2 We consider that the proposals set out indlsection would achieve our statutory duties
and satisfy the relevant legal tests. In reaching these proposals, we have also taken into
account our regulatory experience from previous market reviews and recent developments
in this market based, in partia#, on information gathered under our statutory powers.

Summary of our proposals

Cap on 070 termination charges

4.3 The following table sets out our proposal for a single maximum cap on 070 termination
rateswhich will apply to all 070 range holdei&/e propos that this cap is equivalent to
the mobile termination rates (MTRS) proposed in our June 2017 Mobile Call Termination
(MCT) Consultatiort,which have been modelled on a longn incremental cost (LRIC)
basis. These are shown in Tablg delow. Should théorthcoming MCT Statement make
any change to the proposed MTRs, we propose this change is mirrored by 070 termination
charges to ensure consistency between the two rates.

77070 numbers allow users to be contacted on any phone at any location, including at homeijrandhie, and abroad.
C2NJ GKAa NBlFLazys Fa ¢Sttt Fa 06SAy3dI NBFSNNBR v & dVISNNEERXDY | £
78 https://www.ofcom.org.uk/ data/assets/pdf file/0011/103340/mobiealttermination-consultation.pdf
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Table 4.1: Current MTR, forecast LRIC of MCT and consultation rangefppm)

From 1 April 2019 From 1 April 2020
(the Second (the Third
Relevant Period) Relevant Period)

Fromthe First
Relevant Periog

From 1April 2017

Current MTR

. 0.495 0.493 theer thce?
(nominal)
prices)
Range (2015/16 0.3550.602 0.3380.583 0.3230.567

prices)

Source: Ofcom 2017 MCT model

Structure of this section

4.4

Thissectionfirst outlines the aim and effect of our proposed regulation for a charge
control on the wholesale charge recoverable from the termination of calls to 070 numbers
highlighting specific consumer harm&e then consider the potential remedy options
availade to us and assess the extent to which they address those hafftis reference to

the central question of which elements of the 070 value chain should be recovered from
termination, we finally set out what we consider to be the appropriate form of charge
control based on our preliminary conclusions on those elements.

Competition concerns and impact on consumer welfare

4.5

As discussed in Section 3, we consider that, as a result of their SMP, 070 TCPs have the
ability and incentive to set high termination clgas in a relatively unconstrained manner.
We are concerned that this market power leads to an excessive level of revenue raised
through terminating calls to 070 numbers and, in turn, different types of consumer harm,
as described below.

High callpricesand bill shock

4.6

Wholesaled70 termination rates aréigh, relativeto the wholesale costef providing the
termination service These higlhatesare,in turn, reflected in relatively high retail call

prices (compared tprices forcalls to geographic numbers, mobile numbers and many
international calls). In particular, as the termination rates are materially above mobile and

79 Also see Annex https://www.ofcom.org.uk/ _data/assets/pdf_file/0014/103343/mobitalttermination
consultatiorannexes.pdf

80 This period is intended to commence after a three month implementation period.
81To be calculated in accordance with the formula set out in thétdiegal instrument at Annex 5.
82To be calculated in accordance with the formula set out in the draft legal instrument at Annex 5.
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4.7

Table 42: Maximunres retail call pricesfor 070 (ppm)

Source: Operator websites

4.8

4.9

fixed ratesyretail telecomsprovidersdo notinclude such calls in inclusive call bundles,

giventheriskoK A 3K @2 f dzvySa
Ay Of dza A @S O t f

effective call charge is very high.

RAAG2NIAY3
0 dzy Rf B everi dadeiBsniilar to)Bidbile Yakey, dz(i S ¢
exclusion from inclusive packages means that for most people in most circumstances the

GKS Ozad

As showrin Table £ belowand in Annex 8, maximum retail prices for calls to 070

numbers range between 45 pence per minute (ppm) to 250ppm. Further, while for some

packages the 070 call charge is not much higher, or even &gjuhk out of bundle charge
for a mobile call, the central point here is that 070 are never included in bundles.

Telecoms
Provider

02
Vodafone
Three

EE

Virgin Media
TalkTalk

BT

Sky

Vonage

Post Office

Mobile

Pay monthly

55

104

75

250

75

Mobile

Pay as you go

45
104
75
250

75

65

51

51

49

51

83

52

Further, tie evidence from market research set out in AnBeshiows that the expectation

of the caller is such that when calling a 070 number, they often believe they are calling a

mobile (i.e. another '07') number. Thus, callers anéikely to beaware of thetrue costto
them of using the 070 range.

When compoundd by the high retail prices and the ovesnsumption by endisers
mentionedin Section 3we consider that customer confusicanlead to considerable

KT NI

83]n most cases this are the standard call charge but some providers have a range of charges

A X 4o
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that usage of 070 numbers will tend to remain higher than if callers were aware of the

cost. In fact, and as outlined in Anngx68 of the 070 complaints received by Ofcom

0SisSSYy WIydzrNBE Hamo YR alé& wuwnmTahghdr I SR {2
than normal bill following a call being made to a 070 number.

Distorted choice between 070 and alternatives

4.10

411

In AnnexX9 we set out ouw analysis of current 070 termination ratess well as wholesale

costs incurred by providers operating in this ket; which shows that termination rates
charged toretail telecoms provides are far in excess of costs. This finding indicates that
the provision of a 070 service is profitable and hence TCPs may therefore have incentives
to overpromote the service to dalecipients.

We consider that thisnay lead toover-use 0of070 numbersdy end usersIndividuals

seeking a similar functionality have other options to 070 numbers, e.g. the use of a mobile
phone domestically or via roaming or owie-top (OTT) servicesuch as Skype. However,
end-users do not bear the costs of choosing a 070 number and may not take sufficient
account of the costs to the caller when they try to reach them. As a result, their choices are
distorted and usage of 070 may be higher than isadlycoptimalss In an era of free mobile
roaming across the EU and in many #6ld countries imay bedesirable for users of the

range to consider its value to them in light of the full costs of the serkatieer than such

costs to be passed to callerhaware unable to make such a choice.

Gold-plating

412

SMP irD70termination also potentially leads to inefficient service delivery; as 070 TCPs

can recoup all costs from the calling parties, they are protected from competition on the

WNBE OS A @A y Jdketdarid BdSnothded td iKiBmisé costs to attract eunskrs.

CdzZNIIKSNE (GKSe& | NBf FAlySXS yalS\NIAAGERE (ie2 4@2(ttR NS OA
LINE GAAA2Y 2F FRRAGA2YLFE FTNBS aSNBAOSa &adzOK |
by at kast one provider whichmayresult in additional features being provided despite

them not being valued highly by engsers.

Service provider fraud

4.13

High 070 termination rates caused By0 TCR SMFhave the potential tdead tomany

casesf fraudulent se of the number rangéccording to a 2013 National Fraud
LYdSttA3aSyOS . dz2NBldz 6bCL. 0 NBLRNI (2 h¥O2Y:
CN} dzZRQ Ay (GKS LISNA2R ™M WFydzNE wanmm (G2 om Wwd
Services (PNS). 0AOmbers accounted for 96.1% of these and 98.4% of the total wvictim

84 High usage could in theory befit callers through network effects (i.e. callers can reach more recipients). However, we
consider that it does not apply in this case as the ready availability of alternatives means that in the absence of @V0 the ¢
recipient is likely to use anotheall number, rather than to cease to receive calls altogether.
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reported loss of over £17.1mNot all fraudis likely tobe reported ad we estimateup to
60% of 070 traffic is potentially fratrelated

4.14 One type of fraud arises because service proddesing 070 numbers earn a profit from
termination rates for calls to these numbers through a revenue share arrangement with
the enduser.Fraudulent users posing as service providers convince callers to ring under
false pretences (e.g. a text messagging they have been mi®ld payment protection
insurance (PPI)) in order to benefit from their share of the very high termination fates.
example, 9%4f the 070 complaints received by Ofcom between January 2013 and May
2017 related taconsumers feetig they hal been tricked into calling a 070 numbéost
of these complaints related to consumers applying for a job online and receiving a
response asking them to call a 070 number to discuss the job or set up an interview, while
some related to the usefalating websites or missed calls from a 070 number asking for an
urgent call back.

4.15 This type ofraffic-generatingfraud is particularly successful because there is very low
consumer price awareness the 070number range and, as such, a vulnerabilitgi@ct
scamsAs set out in Annex 8onsumers sometimes confuse 070 numbers with mobile
LIK2yS ydzYoSNBRX 6KAOK Ffaz2 adlFNI 6A0GK WnTtQX |
evidence of scams designed to make consumers believe they are calling a mobile number.

4.16 Individualsmaytake advantage of consumer confusjoesulingin consumers calling
070 number backvhile thinkingthe callwill be charged at the same rate as calls to
mobiles. However, call prices are typically significantly highéd#0onumbers tranthey
arefor mobilesg up to £2.50a minute.

International artificial traffic inflation

417 Data fromour researctshows that, between January 2016 and August 2017, there were
approximately 30% more calls generated to personal numbers from abroad when
compaed to the relative distribution for both geographic and mobile destination numbers,
and that this figure even exceeded 50%averal months

4.18 This is indicative of the generation of calls to take advantage of the failure in some
international telecomgroviders to distinguish in their charging between low cost calls to
UK mobiles and higher charged 070 calls. Thus, fraudsters are able to generate traffic to
their own numbers at a lower cost than the revenue received.

Identity-related fraud

4.19 A second typef fraudulent activity emerges from the ability of 070 TCPs to set excessive
termination charges. This relates to situations where individuals engage in fraud using 070
numbers to avoid being traced.

85].e. the vast majority of the £1,300+ daily losses victims reported.
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4.20 As 070 numbers are typically free for call recipigntase, TCPslo not need to have
details of an endizid S N a (i &edgSfor bil§ plipdségss noted in Annex 8he
Serious Organised Crime Agenaiged the point thamassmarketing fraudstes exploit
the fact that many callerare unaware that070 number mayot go through to somebody
in the UK, due to the confusion with UK mobile numiseksence, his allows eneusers to
undertake activity to defraud callers while simultaneously using their 070 numbers to hide
their identity or location.

Poorreputation

421 Finally, we consider that the examples of misuse of the 070 range presented above have, in
the past, undermined the use of these numbers for innovative delivery of electronic
communications serviceslespite efforts since 2001 to improve its tgation. Stakeholder
input to our review suggests that some telecoms providers are reluctant to innovate and
invest in services operating on the 070 range because of a negative reputation with both
telecoms providers and customers.

4.22 For example, and as deged in Annex 8, in'[ ], [" ]Jand [ ] approached Ofcom to
discuss a potential joint venture for the development of a number and call forwarding
service, but were reluctant to use 070 numbers due to their poor reputation.

Our considerations

4.23 In light of theconsumer harm arising out of deliberate misconduct or market failures
describedabove we have provisionally determined that regulation is necessary to prevent
070 TCPs from exploiting their market power. Before considesapte regulation, we
must congder whether competition law remedies would be sufficient to avoid this
exploitation. The case faxanteregulation is based on identifiable market failure, where
competition may not become established without such regulation being put in fiace.
anteregulation means, in turn, that a bettéunctioning market will be able to rely more
on ex-postcompetition law in future.

4.24 We consider that competition law alone would not be sufficient to address concerns in this
market. Given the static nature of tern@tion rates over the last decade, as other input
costs have fallen, we do not believe this market will tend towards competition and
therefore expostremedies on their owrare likely tobe insufficient’.

4.25 In turn, we consider that the best approach is t@wscharge control as our primary tool
for addressing the competitive and consumer harm occurring on this number range. In our
view, the central impact of 070 providers' SMP is that it affords them the ability to set
termination charges (currently on an regulated basis) substantially in excess of césts.
Not only does this lead to disproportionately higher retail call prices, but also to fraud and
harmful revenue sharing arrangements. Therefore, we consider that the most fitting

86 Now known as the National Crime Agency.
87 See also, our analysis on the thresteria test in Section 3, above.
88 Please see AnnéXxfor evidence on the levels of wholesale costs and prevailing 070 termination rates.
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response is to address O7@rmination rates directly through a charge control. The rest of
this section sets out our analysis of the appropriate cost standard to adopt for the
proposed control.

Potential approaches to setting a chargentrol

4.26 Having identified the&eonsumetharm stemmingfrom SMP irD70 calltermination, we have
considered a number of options for the nature of the proposed charge control. In our view,
the decision as to the type and level of charge control we propose to implestenid
involve a determination of the division of cost recovery between the callers and the
receivers of 070 calls.

4.27 The price of the calls to 070 numbers (and therefore most of the overall consumer price of
using this range) is borne by the calling parties.ueh sO70TCPgan recover the majority
of costs and desired profit, if not all, through the termination regtelowever, in
considering our approach to setting a charge cap, there is no requirement for us to sustain
the current model of cost recovery. Acdangly, we consider that there arértee broad
options open to us:

a) Set a price control remedy which retains the current model of cost recayegya
Walling party payS{CPPapproach; or

b) Set a price control wherebylalostsarerecovered from call reipients¢i.e. a
Ykceiving party pays(RPP) model; or

c) Set a cap on 070 termination rates based on sasggnment of costbetween the
calling and receiving parties.

Other relevant assessment criteria

4.28 In the section below, we set out our assessmenthef degree to which each of our
potential charge control options addresses the identified consumer harms. In doing so we
have also considered the objectiviesArticle 8 of the Framework Directive, which state
that any remedy to the SMP identified must baded on the nature of the competition
problem identified, proportionate, and justifiedVe have also taken account @fcsion 88
2T GKS [/ 2YYdzy A O G A fhyicAreqLi®dithatit/mosb appgedr to kisshat O G QU
the setting of the charge control cdition is appropriate for the purposes of:

1 promoting efficiency;

{1 promoting sustainable competition; and

T conferring the greatest possible benefits on emskrs of public electronic
communication services

89Where they face very limited competitive pressure and where callers are poorly informed about the call price.
0f SS 2dzNJ | yI f &aA athadyf RiSedtion] St GSadaeg Fdz
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Evaluation of potential charge control options

4.29

In the subsections below, we first assess the three identified options for charge controlling
070 termination rates and then set out our provisional conclusions and proposal in light of
that analysis.

a: Calling party pay$CPP)

4.30

This type of price control wad not require much (if any) change to the current pricing

structure wherdy the use of a 070 number is free to call recipients. As set out in A& nex

current termination rates for 070 calls allow for significant o O2 GSNE | I+ Ay ad n
wholesaleO2 a4 a® ! LINAOS O2yiNRf asSa d | t€S@St 2+
allow for the full recovery of costs incurred in the provision of calls to these numbers and

thus would allow existing providers to continue to operate profitably.

Wholesale and retail charges

4.31

Setting a price control remedy based on a measure of the costs of terminating 070 calls
would likely have the effect of reducing termination charges and, to a large extent, cost
over-recovery We consider thathis could have sme positive flow through to retail prices
and reduce consumer harm estail telecoms provides would need to recover a lesser
cost of termination from endisers However,possibly compounded by customer
confusion between different 07x number rangasy wholesale charge above the MCT
rate is likely to mean that theetail telecoms providewill not align 070 call prices with
mobile prices or include such calls in free call bundd=s,070 TCPs would still be able to
recover the majority (if not gllof the costs of providing a 070 service from callers,
although they will have experienced a fall in profit and could seek additional revenue from
end-users of the numbers.

Distorted choices

4.32

4.33

Further, a continued full cost recovery would mean that therenggns an incentive for 070

TCPs to offer the service at low or zero charge to-esers.We consider this would not

encourage allocative efficiency as it would lead to distorted relative prices meaning that,
GKATS dzaSNR I NB f AGNS & NI fLA8S fadl 202 fLAlG&h f oSk 2>2
in relative prices results in continued inefficient choices between 070 numbers and other
alternatives by potential number holders.

Moreover, this form of cost recoveryasthe effect of encouraging 070 PEto compete

for enduser customers to a degree that may not be efficient. We have observed instances
of goldplating, whereby providers offer too many functionalities even if users do not value
them particularly highlye.g. free faxo-email servicesWe consider that, while such

actions may be less prevalent in the event of lower termination revenue, the incentive still
continues. This distorts the choice of call recipients between 070 and substitutes.
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Retail pricing and bill shock

4.34

4.35

Our estimates of 070 / t 4 Q 02 & (i a07GitelrA@miBA rate detkoy réferdnce to
thesecosts would still be likely to result in call pricesngsignificantly higher thaprices

of calls toother number rangesin particular mobile numbets This reflects the fadhat
legitimate uses of 070 numbers indine cost of redirecting a call to anothéxed, mobile

or overseasietwork. Our estimate of the costs of a 070 call range from 1.096 pence per
minute (ppm) for termination to a UK fixed number to 6.011ppm for tewation to an
international mobile number.

Further, the continued consumer confusion over 070 and mobile numkkish we expect
is likelymeans thatcallersare likelyto continueincurring higher bills relating to these
numbers than they were anticipatingr would have chosen to incur.

Fraudulent activity

4.36

4.37

We consider that, in addition to high retail prices, the current enemovery of wholesale
costs can also lead to illegitimate use of the number range, designed to scam or defraud
consumers. Significalgtreducing the potential for this ovaecovery through a codtased
capcould reducethe incentive and scope for some types of fraudulent actjypgrticularly
those related to direct domestic AIT.

However, as fraudsters do not incur the full set o$tsoof legitimate operators of the
range (for example, the cost of forwarding the calls to the final network), 070 numbers
would still potentially be open to misuse, albeit with a lower return per minute. Further,
this sort of price control would not encoage 070 TCPs to know, or have proper records
of, their customers and hence may perpetuate police concern over iderdigged frauds2

Additional criteria

4.38

In order to determine the level of any cap on 070 termination rates, we must consider the
scale of osts incurred in the provision of calls to these numbers. As shown in Anioex
analysis of data gathered under our formal powers suggests that the cost of providing 070
services varies widely between operatpasnd is likely to be distorted by the hitgvel of

fraud on the rangeGiven this rangef costs?, we consider that there is a practical

difficulty in setting an accurate, single price per minute figure on which to base a maximum
termination rate and it is likely that we may need to err on #ide of a more generous

control. Further, we consider that this would prevent us imposing an efficiency incentive
into a charge control to address the poor cost minimisation incentives discasese.

91E.g. calls to mobile numbers given very low MTRs.
92 For example, the international mass marketing fraud raised withyuthe Serious Organised Crime Agetiegcribed in

Annex8.

93 As discussed in Annex 9 (paragraph A9.50), wmattithe incremental cost of providireg070call to range from 1.096
pence per minute (ppm) for termination to a UK fixed number to 6.011ppm for termination to an international mobile

number.
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b: Receiving party payRPP)

4.39 This type of price conti would require a dramatic shift in the current market structure to
a modelwhere070 numbes have a zero termination rate (thisdifferent from freephone
where the recipient of the call hds also pay for the call to be originatedf would allow
for the full recovery of costs incurred in the provision of calls to these numbkosving
existing providers to continue to operate profitably; however, all cost would be recovered
from call recipients rather than the calling party as is the case today.

4.40 While such an approach would likely remove incentives for fraud on this range and would
encourage a revision of retail charges, it is far from clear that this would be a proportionate
response. We do not consider it is necessary for the 070 TCP to redoexealue from
the callrecipientsin order to respond to our concerns.

4.41 Incentives for misbehaviour on the 070 number range are likely to be removed through
reducing the termination rate to a level to remove excess profit. Such a level is clearly non
zeroas there are inescapable costs from operating 070 humbers

4.42 Retail telecoms providers do not need a zero termination rateaweean incentive to
reduceretail pricesto match those otalls tomobiles as it should be sufficient to set a rate
closely alignd to the current MCT for operators to consider that there is no additional
revenue risk from aligning charges.

4.43 Finally, an efficient choice between 070 and other forms of mobile communications would
arguably be distorted against 070 if there was a zermiration rate as in such cases the
incremental cost of receiving a 070 call would need to be recovered from the call recipient
whereas for mobile numbers it is recovered from the caller

4.44 For the above reasons we would not support this approach.

c: Costs reovered from bothparties

4.45 We consider thathe mechanics ad price control based on an assumed allocation of costs
recovered between callers and ewnders would still allow for the full recovery of the costs
of termination because 070rpviders could chaye endusers.

Wholesale and retail charges

4.46 In contrast to the price controls discussed above, we consider that a control involving some
assignment of costs between 070 callers and-asdrs is better placed to address the
consumer welfare issues arising s number range. With the costs of calls shared
between callers and endsers, we would expect that reducing the (currently excessive)
wholesale termination rate would flow through to decreased retail call prices. #iso,
model wouldlikely provide a incentive for 070 TCPs to reduce costs as they would not be
ableto recover costsin full from the termination rate. This type of control may require
providers to receer some costs from endsers, and in so doing, exposing this recovery
exercise to theeompetitive side of the market.
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Distorted choice

4.47 A pricing structure in which 070 eatbers pay nothing creates a distortion because they
do not bear the costs of their choice, despite enjoying the benefits of the service. As end
users are beneficiaried the use of this range, we consider that driving a proportion of the
O2ai NBO2OSNE (2 GKS WNBOSAYUSNR aARS 2F GKS
for an efficient level o§ervice provision and pricin@his is because it would lead to
consumers considering the choice between using 070 numbers and other available
substitutes, bearing in mind therice they face, and resulting in them makmgre
efficient choices which reflect the true social costs of their chditever, the degree of
efficiency depends on theerminationrate chosen If the closest substitute to a 070
number is a mobile numbdrom a functionality perspectivea rate close to the MTR could
mean that call recipients would pay a rate that reflects the incremental cagt@dsing
070 rather than mobile.

4.48 We would also expect this approach to reduce the inclination of 070 TCPs tplatad
their services as endsers would only buy them if the additional benefits outweighed the
incremental cost of the investment.

Retail pricing and fill shock

4.49 Werecognisethat any wholesale remedsg, by itself unlikely to fully resolve our concern
regardingpricing andover-consumption of the 070 range.

4.50 Retail telecoms providetsave with some notable exceptions suchfas Freephone
servicesflexibility to set retailprices Currently, there is no obligation on retail telecoms
providers to aligrprices for calls t®70numberswith prices of calls tanobile numbes or
to include such calls in inclusive call bundles, arsirgwiew does not seek to impose such
an obligation.

451 However, if 070 termination rates were lowered to be at, or below, MTR levels, the existing
commercial disincentive for including 070 numbers in call bundles that include mobile
numbers would be removeths consumption of 070 within the bundle would not unduly
distort the expected profitability of the package). We would expect, therefi@iail
telecoms provides to respond to a significant drop in termination rates by reducing prices
or making such callinclusivegiven the concern that many retail telecoms providers have
about the harm from bill shock to their reputation

Fraudulent activity

4,52 Further, we consider that a termination rate set below the full cost of the 070 service
would actto significanty curtail, if not eliminatemisuse of the 070 number range, thereby
helping to further the interests of citizens and consumers

4.53 Without any excess return from terminating such numbers there is no incentive to
encourage calls to these numbers domesticaflyrther if the termination rate was at or
below the MTR, there would be no incentive foflated international traffic to be
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4.54

generated.The challenge is therefore to set a rate which, to best extent possible,
eliminates excess returns which may otherwligeavailable to fraudsters.

In addition, the need to earn revenue, or recover costs, fromesetrs will likely ensure

that 070 TCPs engage in a direct contractual relationship with their customers. This would
help police to tackle fraud facilitation, wheecriminals use these numbers to hide their
identity or location, and therefore evade regulators and authorities seeking to stop their
activity. While this type of fraud activity is a relatively small proportion of overall 070

traffic, the scale of the tal impact on deceived consumers is potentially very large

Additional criteria

4.55

4.56

In principle, a market structure whereby costs are recovered (i.e. charges are paid) from
one side of the market is likely to be simple and straight forward for 070 TCPs to
implement. However, models in which costs are recovered from both sides of the market
are common, and in the case of numbering servitesrule. Accordingly, we consider a

shift in this pricing structure would be both possible and relatively easjijemerted, as

most, if not all current 070 TCPs also provide services in which they do directly bill their
customers We therefore expect that most TCPs, are already likely to have billing platforms
or systems in place which could be adapted to include 070useds at relatively little

costs4

On the evidence we have gathered, we have reason to believe that the majority of 070
operators have established systems for customer bifliMge recognise¢hat there may be
some 070 TCRgho do not havesuchsystemshowever theseare readily available
commercially. Further, even if there are some 070 TCPs who do not have fully developed
billing systems in place, it is likely that they will at least have developed theeqtasite

data systems for identifying their stomers and matching them to a given number. We
therefore consider that the cost of implementing an appropriate billing system is likely to
be small andncremental, resulting from a change to an existing system, and therefore
much lower than i 070 TCRvas having to build an entirely new systefrurther, given

the number of operators in the marketwe would expect there is little prospect that such a
cost will have a material impact on the level of competition availablgstas of 070

numbers should thg wish to continue using the service

Provisional conclusions

4.57

On balancewe consider that Optiowr (WdSts recovered from both parti€kis better-

placed toaddress the identified consumer harms antfils the additionalframework

criteria set out abovevhen compared with Option,and is a more proportionate
intervention than Option bWe therefore provisionally conclude that the most appropriate
approachto charge controlling 070 termination ratésone that makes for some cost

9 For exampleproviders such aMagrathea and Telecom@fer numbers on ranges in addition to 070 which are not free
to obtain or to receive calls on.

9 We have reviewed the service offerings of 070 allocatees who combined control more than 80% of all traffic on that
range and found that they all offer alteative services which require direct customer billing
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allocation between thewo sides of the market. The following section sets out our
consideration of how this assignment of costs should be made.

Type ofcostallocation between callers and call recipients

4.58

We have set out above our view that the current pricing structure leadkstorted

choices between 070 numbers and alternatives, as@s®ers who have chosen to use 070
numbers do not face the true costs of their choice. We consider that to remedy the
competition problems on this range, it is preferable to set a charge cointvolving an
assignment of costs incurred in the provision of 070 calls between the caller and the end
user. As such, the next stage of our remedy @atibn is to determine what this allocation
should look like.

Explicit allocation of costs

4.59

4.60

4.61

4.62

4.63

One option forallocating costs between the caller and emsker would be to review the

costs associated with each component involved in the provision of 070 call services and to
determine the appropriate basis for allocating the costs of network elements and/or
functionalities to each partyif cost causation does not provide clear guidance, one

Ff SNyl GADPS O2dzAZ R 0SS G2 ft20FGS Oz2ada Ay
As described in Annéx relevant cost components include switching services, an®nlin
interface which the consumer uses to specify the destination number to which they want
calls to their 070 number(s) to be diverted, and theoating of those calls to the

specified destination. However, we consider that it is not strafghtvard to acurately
distribute between callers and engsers the costs incurredsavell as thédenefits

obtained in the provision of 070 calls.

This is because both sides of the market receive at least some benefits from the successful
use of this number range. Whitke distribution of benefits is likely to be skewed towards
end-users, we consider that callers will also derive some utility from being able to reach
individuals who are, for example, selling items or using the same dating sites. While it is
likely to beallocatively efficient for both parties to be liable to some degree for the costs
they incur, we consider it difficult to identify the costs which are attributable in their

entirety to one side or the other.

Further, we consider it equally difficult toadtify the proportion of each cost component
attributable to each partyThebenefitsfrom 070are likely to occur at the level of the

service as a whole, rather than at the level of individual cost components and so do not
provide a means to allocate compentsin such a granular wayven at the level of the

service as a whole, it is unlikely to be possible to reach an individual value as to what share
of the benefits and therefore the costshould be borne by either the caller end-user.

Even if we were to decide upon a certain cost allocation, as noted earlier in this section,

our analysis of data gathered under our formal powers suggests a wide range of costs

between different 070 TCPs. Therefore, even if we were to assign costs between callers

andend-users, we would still not be left with a single price per minute figure on which to
48
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base an appropriate 070 termination rate. We could consider using an average of the 070
TCPs from which we have gathered data; howewerconsidethat it is difficultto

estimate the efficient level of costs from data on actual costs, especially when these relate
to only oneor two years. Actual cost data based on company accounts can be distorted in
either direction by temporary and/or firaspecific factors. This appach therefore does

not appear to offer a clear path to an answer and, on that basis, we have considered taking
a 'benchmarking' approach instead.

Benchmark of a regulated charge

4.64 An alternative option would be to set a benchmark price control based omi@elirom a
previous call termination market review or decisidhilst this is different to the approach
which we usually apply in market reviews, we consttiat the specific circumstances in
this case warrant its consideration, noting that we consitles an option open to ug
adoptunder the statutory frameworkA benchmark of an existing controlled termination
rate would also have the benefit of incorporating our best estimate of the cost of
terminating a call, some of which would overlap with @a3tss%

4.65 We have considerethe following candidates for a benchmarktea

i) The 03 termination raté Wi K S gewout Nithidt Quffimal determination of the
regulatory disputes between BT andah of EE and Three.

i) The fixed termination rate (FTR) fravar latest fixed call termination (FCT) market
reviewse and

i) The MTRproposed in our latest MCT market review consultation.

4.66 The current MTR is 0.495ppm, while the current FTR is 0.032ppm. In addition, our 2015
determination did not see fit to revise BD8 termination rate of 0.383ppm. Thus, any of
these three charges would represent a significant fall in 070 termination rates if used as a
benchmark.

Use of the 03ermination rate

4.67 The 03 termination rate was set as the result of a dispute resolbietween BT, EE, and
Three), which set the rate such that it included estimates of the cost of onward transit of
the call to a final geographic numb®f.The 03 rate therefore shows how estimates can be
used as an indication of a rate which is clearly siaffit to cover the incremental costs of
receiving and forwarding a call (excluding, of course, the cost of terminating to a network
which charges more than a fixed UK network).

%2 8§ [ faz2z y20S 0KIFG 0SYOKYINJAYy3a Aa O02yaradsSyd ¢A0K GKS 9/ Q:
authorities (NRAs) have used the UK MTR as a benchmark, rather than buitditheirobile LRIC models.

97 https://www.ofcom.org.uk/ data/assets/pdf file/0019/84124/final _determination cw01139.pdf

98 https://www.ofcom.org.uk/ data/assets/pdf file/0014/50720/final_statement.pdf

99 https://www.ofcom.org.uk/ __data/assets/pdf _file/0011/103340/mobilealttermination-consultation.pdf

100 https://www.ofcom.org.lk/ __data/assets/pdf file/0030/76395/determination.pdf
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4.68 While this would therefore seem a suitable benchmark given its level and thet®70
numbers, as the 03 termination rate has not been set in the same way as the FTR and MTR
(i.e. it is not a regulated charge), it could be subject to change by BT and therefore we do
not consider it is suitable as a benchmark to be usedroargyongbasis for 070 numbers.

FTRMTR

4.69 As the FTR and the MTR are both regulated rates, we do not have the same concerns as to
their stability as we have for the 03 rate. Both options, based as they are on LRIC of call
termination, would appear to offer a reasable proxy fothe purposes ofmposinga
charge controln this case

4.70 The lower rate of FTR clearly attractive athe lower the rate the lower the risk of excess
revenue that could encourage revenue fratitbwever, there is a question as to whethe
such a rate is lower than is necessary to address our concerns.

471 We observe thathe fact that theFTRrate issubstantially lowethan the 03 ratethus
raisesthe question whether it is sufficient tmake a reasonable contribution the
recovely of thecostsof operating the 070 service, even if the final network termination
ratesare excludedSetting a cagt a level which would mean that all or nearlyddlthe
costsof the 070 servicevould be recovered from the called paiityarguaby (as we
disaussed earlier in the case of a zero termination rate) lower than is necessary to address
our concerns.

472 On the other hand, thd/TRis higherthan the 03 rate whichgives us confidence that the
cap would allow a reasonable sharef the costsof 070 servicdo be recovered from both
the caller and the called party

4.73 Further, the MTR might be argued to more closely align with consumer expectations
related to this callThe evidence from market research set out in An8skows that the
expectation @ the caller is such that when calling a 070 number, they often believe they
are calling a mobile (i.e. another '07') numbErom their perspective, obile call services
are likely to be the most direct substitute for using a folome number. We considehat
the amount consumers would expect to pay for the call will also be equal to the per minute
price of a mobile call.

4.74 In addition, we consider the decision of a call recipient when choosing a 070 service. As a
personal number, 070 allows tlend-userto be reached in multiple locations. A mobile
can also provide the sanfenctionality, thoughend-usershave to payfor a mobile service
G i.e. by either having a SIM card or a monthly subscription.

4.75 Wetherefore recognise the benefits to both sides of the ket of using the 070 number
range, but consider that they could be obtained from other call services, such as using a
mobile phone. In terms of a wholesale charge, this would suggest making-acezss to
mobile andusing that as our counterfactual. tur view, itwould therefore be reasonable
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4.76

for us to use a benchmark approach to set a charge in line with the MTR, which uses LRIC.
We consider that it would be efficient for the additional costs involved in providing a 070
call, for example onward rout@) as compared to mobile calts,be recovered from end

users.f (as we considelikely) most users of 07@umbers consideed mobile numbergo

be analternativeto 070asa service offeringnobile connectivity the additional costs over

and above tle costof mobile terminationwould, in our viewpe areasonable measure of

the incrementalcostofthe enddzd SN & RS @A7@huthlger. G2 G 1 S

Finally, it is arguably necessary to set the cajmhatMTR to provide the right incentive for
telecoms provides to align their 070 and mobile retail pricésy material premium on

the 070 termination rate above MTR is likely to undermine convergence of the retail prices
and more importantly the inclusion of 070 in call bundles.

Assessment

4.77

4.78

4.79

4.80

4.81

Eitheran explicitcostallocationby Ofcomor a benchmark rate would force 07GCR to
recover costs from the side of the market where customers have greater visibitttg of
specificchargedor a070 serviceanda greaterpotential to switch to alternativesthis

would be likely to result in a more efficient choice between 070 numbers and other
alternatives, such as Skype,aastuserswould be faced with more of the costs associated
with their decision.This wouldalsohave significant efficiency benefits as it would be Yikel
to result innumber providergesponding better to price signals andly incurringthe
additionalcostsof a 070 servicavhere these are genuinely valued by users.

In principle, & explicitallocation of costs would ensure that the 070 termination charge is
based on the actual costs incurred by providers in terminating a 070 call on their network.
However, as neither callers or edersare the solecostdriversin the chainor derive all
benefits from this service, we consider that we cannot accurately allocate costs to either
party for the purposes of setting a singulaostbasedtermination rate. In our view, there

is a better option for 070 termination rates and we have provisionalhcluded that it

would not be appropriate to consider each cost element individually.

On the basis of the arguments set out above we consider that choosing the MTR rate as
the cap is the most proportionate response to the identified competition concerns.

Alower cap which would mean that all or nearly alf the costsof the 070servicewould

be recovered from the call recipiens arguably below that which is necessary to address
the corcerns that arise fronthe SMP. Alternativelya cap based on the MTWuld reduce
excess returns and the risk of fraadd provide the right signal to encourage the
alignment of retail prices with those otll tomobilenumbers ¢ the service that the 070
range is most frequently confused with.

We recognise that capping OZermination charges at the MTR means that taly be
less than the costs of providing a 070 service if you includenierd network routing
costswhich are currently covered by the termination rate of 070 in most gasesever,
we reiterate that thé would not prevent 070 providers from recovering their casits
would simply require them to recover some of these costs from 070useaals (with
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4.82

desirable efficiency effects as set out above). This would be likely to lead to lower 070
number usagdor existing users but equally if this led to an improvement in the reputation
of the range we may see new legitimate users emerge. Even if it simply led to lower usage
andless investment in the 070 number ranges provisionally view this amn

improvement fom the status quo given the extent of fraudulent use and the likelihood

that some current usage is inefficient.

Using the MTR has some practical advantages in that it is straightforward to implement
without being prone to manipulation by TCPs. It mwhver, likely to require 070 TCPs to
charge enelusers, which requires new billing systems and relationships to facilitate the
earning of a normal rate of a return from these customers. Still, using the MTR may
provide the incentive for 070 TCPs to redwosts and would likely be sufficient to address
the consumer anadcompetition problems identified antb meet theobjectives in Article 8

of the Framework Directive, particularly efficiency and maximisingussa benefits. We
therefore consider that the rasoning points to using the MER the relevant benchmark

for 070 terminationand propose to set a maximum cap on 070 terminataarges
equivalent to that rate. Our proposed termination charges for the next three years are set
out in theTable 4.1 abovehe currently proposed termination charge froie First

Relevant Period would be 0.493ppnfthis is still subject to consultation and may, of
course, change)From 1 April 2019, and 1 April 2020 respectively, this charge will change in
accordance withthe formula set out in the draft legal instrument at Annex 5.

Further considerations

Impact of our proposal

4.83

4.84

Having assessed three charge control options and provisionally concluded that it is
appropriateto adopt the MTR as a cap for 070 termination rates,have also considered
how we expect our proposed remetly impactoperators andhe marketmore broadly.

As set out in this Consultatioaur aim in undertaking this market review is to address the
harm identified as a result of 070 TCPs having SMPtleeeermination rates charged for
those numbers. This harm inclusle

a) Excessiveetail prices being charged to callers of those numbers
b) Bill shock as result of consumer confusion between 070 numbers and mobile numbers
c) Distorted choices between Ofumbers and alternativesand

d) Encouragement and facilitation of fraehcluding identityrelated fraud)which could
be as high as 60% of all termination revenue;

101 As defined in the draft Legal Instrument at Annex 5. This commencement date is still to be determined, pending a three
month implementation period.
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4.85

4.86

4.87

4.88

Having assessed the evideres discussed in Section 3 atetailed further in Annex 8)
our provisional conclusion is thagpping 070 termination charges at tkame level as the
MTRis an effective remedy in addressitige harms we have identifie®y setting the
wholesalecharge forterminating070 calls at the same level elsargefor terminating
mobile callsijt is unlikely that070 TCPs witle able toexploit their $1P by setting
excessive termination charg€e the extent that there remains any consumer confusion
between 070 numbers and mobile numbetise risk of bill shock is By to minimised, as
the cost of the callto either number rangavill be the sameFurther, n light ofevidence
on the scale of misusge anticipate that lhe likely knocilon effectof the proposedcharge
capwill be that those benefitting from misbehauir will look to exit (e.g. by relinquishing
their allocation of 070 numbers) and the market will coalesce around a smaller number of
legitimate players.

Having assessetthe optionsit is our provisional view thatmposing a charge cap based on
the recovey of costs from both the calling and receiving party is both an effective remedy,
and theleast onerous method for achieving our aims

While gperators who wish to continue offering folleme services on the 070 rangee
likely toneed to establish new comercial relationships with their customerse believe
that 070 TCPaccounting for over 80% of traffic on this rarejeo provide services on
other number rangeswhereby they bill endisers Given thisywe consider that the cost to
070 TCPsf establishingappropriateplatformsis unlikely to be particularly significant
Establishing contact with their customers to modify the arrangements will, of course,
require TCPsome time but they should at least have telephony contacts for their
cusiomers.

Further, as stated abovepuoproposals do not seek to inhibit 070 TCPs from recovering
revenue per seif is simply that, by cappintdpe wholesale cost akerminating 070 calls
070TCPs will likely need recover costs from endsersas well(where we estimate a
potential shift in revenue to that side of the market of around £5m per anpum
Alternatively, ve haveidentified three further paths that affectedserviceproviders could
take in response to the proposextharge control:

1 Keep their serviceon 070 numbersome provides may wish to retain 07Based
services under the new system due to the practical difficulties of switching away, or
the difficulty of replacing offered services liter-like under a different number
range;

1 Migrate 070 sendes to alternative number rang&gth the potential for raising
revenue providers may decide that the most effective option to recover revenues
would be to move the services currently offered by 070 to a different number
range, such as 08 or 09 premiummipiersoz or

1 Migrate 070 services to 03. Here providers can utilise existing commercial models,
allocation and billing systems for a range which acts to divert calls to geographic or

102\\/e note that [ ] has discussed its intention tthi@nge number ranges should we intervene in the market in the way
we are proposing.
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mobile numbers with the advantage that the retail cost of such calls asady
linked to geographic calls and included in bundles.

4.89 We recognise that the proposed cap on 070 termination rates could impact providers using
the range for alarm systems, authalling services, and classified advertising. Such
providersmayneed to consider which of the above models to adopt ard, likely to
require time for providers to communicate any relevant messages to their customers, for
whom they should already hold records. In this context we note that we have already
observed migation of some providers from the 070 range. For example, we note that Auto
¢NF RSNJ gK2 2y0S NBtASR 2y n1tn G2 Ylal | RGSNI
end-users 03 numbers on the same terms (i.e. inclusive in the cost of the advertisement).

4.90 It is also our provisional view that the proposed charge control is unlikely to give sy to
adverse effedwhich aredisproportionateto the aim of addressing the harms we have
identified. We recognisehat there may be a loss of customers for 070 nunsbence
charges are applieés such customers reconsider the value of maintaining their 070
number.However, m an era of free mobile roaming across the EU and in manygtbn
countries it is our provisionaviewthat it is appropriate for users of the rge to consider
its value to themin light of the full costs of the serviemd having regard to other
availableoptions.

491 While any termination rate below the current levels is likely to reduce the impact of the
charge on consumers to some extettite optimal outcome is one that redusexcess
revenue to a level that undermisghe incentive to commit fraugdwhile encouraging retail
prices to be aligned with mobile prices. We consider that the MTR achievealtbiging
for a reasonable estimate of costamvery and minimisinthe risk of reducing the revenue
for 070 TPChkelow the point where an adjustment would be disproportionafée also do
not consider that the proposed cap impacts disproportionately on 070 TCPs, given the
commensurate benefiin addressing thedetrimentaleffects of SMP which these operators
are currently able to exert.

Question 41: Do you consider that the cost of the proposed control is proportionate to
the identified harm to consumers arising from this range? If pease give your reasons.

Timetable for implementation

4.92 In addition, we have considered the time period within which we expect our proposed
charge control to be implemented and seek views on that period. From our analysis, it is
clear that there are sevelanavoidablefactorswhichwill dictate the implementation
period needed to allow operate to accommodatbangego 070termination rates

1 requesting and obtaining e numbers from different ranges
T setting up new billing systemand
1 setting up/restructuing customer interface systems.

4.93 Providers who wish to retain their services on 070 numbers may adjust their business
models after a cap is introduced as any loss of income will likely lead them to seek
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4.94

4.95

alternative revenue streams. This may lead to invesitrin new services using different
number ranges. Further, TCPs who choose to migrate their services to alternative ranges
could require an equally lengthy, if not longer, time period in which to make changes to
their services before remedies are implented.

Moreover, before imposing the capnd-users will need to be informed of any changes to
their service, especially if this involves a migration to a new number rangsh@sd
therefore allow a reasonable period for such communications to be transmitted and
responded to, plus any subsequent follap messags.

In addition to these basic considerations, it may be prudent to allow extra time to ensure
070 TCPs have adequate opportunity lmpoge any marketing materials after acquiring

new numbers and/or introducing charges. Taking these factors into account, we propose a
period of three months for the full implementation of our proposed remedies on the 070
number range. We consider this wdyprovide sufficient time for legitimate providers to
acquire new numbers, migrate to another range, contact their customers, and arrange new
commercial packages and/or charging systems.

Question 4.2: Do you agree with our proposal for a thme@nth implenentation period?
If not, please explain why.

Legal tests

4.96

Below we set out our considerations for how our proposals meet the relevant legal tests
under the ActA daft legal instrument can be found at Anngx

Sections 87 and 88 of the Act

4.97

4.98

Section 87(1) athe Act provides that, where Ofcom has made a determination that a
personshas SMP in an identified services markeQfcom shall:

1 set such SMP conditions authorised by that section as Ofcom considers appropriate
to apply to that dominant provider in regspt of the relevant network or relevant
facilities; and

1 apply those conditions to that person.

Section 87(9) of the Act authorises the setting of SMP conditions to impose on the
dominant provider:

T such price controls as Ofcom may direct in relation to exatconnected with the
provision of network access to the relevant network, or with the availability of the
relevant facilities;

f such rules as Ofcom may make in relation to those matters about the recovery of
costs and cost orientation;

103|n this case, the identified range holders.
104|n this case, the termination of calls to 070 numbers.
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4.99

4.100

4.101

4.102

1 such rules as theynay make for those purposes about the use of cost accounting
systems; and

1 obligations to adjust prices in accordance with such directions given by Ofcom as
they may consider appropriate.

Section 88 of the Act states that Ofcom should not set an SMP camégtiing within
Section 87(9) except where:

{1 it appears from the market analysis that there is a relevant risk of adverse effects
arising from price distortion; and
7 it also appears that the setting of the condition is appropriate for the purposes of:

- promoting efficiency;

- promoting sustainable competition; and

- conferring the greatest possible benefits on the argkrs of public electronic
communications services.

In setting a charge control, Section 88 also requires that we must take account of the
extentof the investment in the matters to which the condition relates of the person to
whom the condition is to apply.

In our opinion, our proposed charge control satisfies Section 88 of the Act. As discussed
above, in light of our finding that the identifiedrrge holders have SMP in the termination
of calls to 070 numbers, we are of the view that there exist adverse effects arising from
price distortion by the identified range holders as they have the ability and incentive to
maintain some or all of their prisefor termination services to 070 numbers at an
excessively high level. Further, for the reasons set out earlier, we also consider that our
proposed control for termination to 070 numbers is appropriate for the purposes of
promoting efficiency and sustaibbe competition, and conferring the greatest possible
benefits on the eneusers of public electronic communications services.

In proposing to impose our preferred charge control, we have also taken into account the
need to ensure that telecoms providersvgincentives to invest and innovate where it is
efficient to do so

Section 47 of the Act

4.103

4.104

Ofcom must also be satisfied that any SMP condition satisfies the t8sttion 47(2) of
the Act, namely that it is:

1 objectively justifiable in relation to the nerks, services, facilities, apparatus, or
directories to which it relates;

1 not such as to discriminate unduly against particular persons or a particular
description of persons;

1 proportionate to what the condition is intended to achieve; and

1 inrelation towhat it is intended to achieve, transparent.

For the reasons set out below, we are satisfied that this test is met in relation to our
proposed charge control.
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Objective justification

4.105 We have set out in Section 3 gorovisionaldetermination that the idetified 070 range
holders each have SMP in the identified market covered by our proposed charge control. In
the absence of any charge control on termination services in respect of 070 numbers, this
would allow the identified range holders to continue to searges unilaterally and
excessively. This has adverse impacts on bothpetitionand on consumer choice, price,
quality, and value for money. Our view is that the identified range holders are unlikely to
be incentivised to reduce their costs or set paat the competitive level; indeed, we have
observed that termination ratesdve not fallen for many year@ur proposed charge
control has been designed to address this concern while allowing the identified range
holders to recover their efficientlincured costs, including a reasonable return on
investment.

4.106 Our proposed charge control is also objectively justifiable in that the benefits of 'incentive’
(rather than 'rate of return') regulation are widely acknowledged as an effective
mechanism to reducerjtes in a situation where competition does not act to do so.

Undue discrimination

4.107 We are satisfied that our proposed charge control will not discriminate unduly against a
particular person or particular persons because any telecomsgeowill be abled
access the services at the charge levels set by the condition. In addition, we do not
consider that the proposed control discriminates unduly against the identified range
holders as it is being imposed against all holders of 070 numbers.

Proportionality

4.108 For the reasons set out above in our Impact Assessment, it is our view that the proposed
charge control is proportionate. In particujaur provisional viewsthat setting a charge
control for terminating 070 calls at the same rate as the MTR éffantive remedy for
addressing the harms we have identified. Further, having assessed the various options
availablewe have provisionally concluded thstharing the cost 0®70 calls between the
caller and the call recipient is the least onerous methbdddressing these harmBinally,

a set out above, we do not consider that the proposed giaps rise to adverse effects
which are disproportionate to the aim of addressing the consumers harms we have
identified. In particular, we do not consider thatiihpact disproportionately on 070 TCPs,
given the commensurate benediinaddressing theletrimentaleffects of SMP which these
operators are currently able to exert.

Transparency

4.109 We consider that our proposed charge control is transparent in whatriteaded to
achieve. The aims and expected effect of the control is clear, and has been drafted to
ensure maximum transparency.
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Sections 3 and 4 of the Act

4.110

4111

4.112

We also consider that the charge control is consistent with our duties under sections 3 and
4 of the Act (which implement Article 8 of the Framewaork Directive).

For the reasons set out above, we consider that the charge controls that we are proposing
will, in particular, further the interests of citizens and consumers in relevant markets by the
promotion of competition in line wittsection 3 of the Act. We have placed particular
emphasis on the promotion @fficientcompetition, which we consider is likely to be the

most effective way of furthering citizen and consumer interests in the relevant retail
markets. In addition, we have taken into account further objectives, including ensuring that
services are available at charges that are reasonably related to the efficient costs of supply
(preferably as a result of effective competition) and investment iamdvation.

Further, we have considered the Community requirements set osgdtion 4 of the Act.

We consider that our proposals will promote competition in relation to the provision of
electronic communications networks and encourage the provision bfok access for

the purposes of securing efficient and sustainable competition in the markets for electronic
communications networks and services. In particular, we consider that the charge control
will reduce excessive pricing by the identified 070 rangielers and ensure that wholesale
charges reflect efficiently incurred costs.

Question 4.3: Do you agree that our proposal to implement a charge control on 070 TCPs
in the form of a benchmark rate is appropriate? If not, please explain why.

Summary of prposals

4.113

In the above sulsections we have outlined our proposed remedies to address the
competition issues arising out of 070 TCPs' individual SMP in the termination of calls to
their allocated numbers. In this regard, we have assessed remedy optionstamains
proposed regulatory framework and have proposed to set a maximum level for 070
termination rates equivalent to the MTRs proposed in our June 2017 MCT Consultation,
which are LRHBased.

Question 4.4: Do you have any further comment on our proposalefjulating 070
termination rates? Please provide reasons and evidence in support of your views.
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Al.Responding to this consultation

How to respond

Al.l

Al.2

Al.3

Al.4

Al5

Al.6

Al.7

Al.8

Al.9

Ofcom would like to receive views and comments on the issues raised in this document, by
5pm on28 February 2018.

We strongly prefer to receive responses via the online form at
https://www.ofcom.org.uk/consultationsand-statements/categoryl/review-070-number
range We also provide a cover shdatps://www.ofcom.org.uk/consultationsand
statements/consultatiorresponsecovershee} for responses sent by email or post; please
fill this in, as it helps us to maintain your confidentialitydapeeds up our workou do

not need to do this if you respond using the online form.

If your response is a large file, or has supporting charts, tables or other data, please email it
to 070marketreview@fcom.org.uk as an attachment in Microsoft Word format, together

with the cover sheethitps://www.ofcom.org.uk/consultationsand-
statements/consultatiorresponsecovershee}. This email address is for this consultation

only, and will not be valid after 1 April 2018.

Responses may alternatively be posted to the address below, marked withl¢hef the
consultation:

070 market review team

Competition Group

Ofcom

Riverside House

2A Southwark Bridge Road
London SE1 9HA

If you would like to submit your response in an alternative format (e.g. a video or audio
file), please contaaharkham.sivak@ofcom.org.uk

We do not need a paper copy of your response as well as an electronic version. We will
acknowledge receipt if your response is submitted via the online web form, but not
otherwise.

You do nbhave to answer all the questions in the consultation if you do not have a view; a
short response on just one point is fine. We also welcome joint responses.

It would be helpful if your response could include direct answers to the questions asked in

the mnsultation document. The questions are listedAainex 4 It would also help if you

O2dzf R SELX FAY 6Keé &2dz K2fR &2dz2NJ 8AS64s YR
would be.

If you want to discuss the issues and questions raised in this cotisojtplease contact
markham.sivak@ofcom.org.uk
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Confidentiality

A1.10

Al.11

Al.12

Al.13

Consultations are more effective if we publish the responses before the consultation

period closes. In particular, this can help people arghnisations with limited resources

or familiarity with the issues to respond in a more informed way. So, in the interests of
transparency and good regulatory practice, and because we believe it is important that

everyone who is interested inanissueéas S 2 G KSNJ NBALRYRSyGaQ @AS;
publish all responses on our websiteyw.ofcom.org.uk as soon as we receive them.

If you think your response should be kept confidential, please specify which part(s) this

applies to, and explain why. Please send any confidential sections as a separatefannex.

you want your hame, address, other contact details or job title to remain confidential,

LX SIF&aS LINPOARS GKSY 2yfe Ay (KS rOo3@sd) a KSSix
If someone asks us to keep part or all of a response confidential, we will treat this request
seriously and try to respect it. But sometimes we will need to publish all responses,

including those that are marked as confidential, in order to tlegal obligations.

Please also note that copyright and all other intellectual property in responses will be
I d3adzYSR G2 6S tAOSyaSR (2 hF¥O2Y (G2 dzaSed hT0O2
further at https://www.ofcom.org.uk/aboutofcom/website/termsof-use

Next steps

Al.14
Al1.15

Following this consultation period, Ofcom plans to publish a statement in 2018.

If you wish, you can register to receive mail updates alerting you to nean®Of
publications; for more details please se#ps://www.ofcom.org.uk/about
ofcom/latest/emailupdates

Ofcom's consultation processes

Al.16

Al.17

Al1.18

Ofcom aims to make responding to a consultatas easy as possible. For more
information, please see our consultation principles in Annex 2.

If you have any comments or suggestions on how we manage our consultations, please
email us atonsult@ofcom.org.ukWe particularly welcome ideas on how Ofcom could
more effectively seek the views of groups or individuals, such as small businesses and
residential consumers, who are less likely to give their opinions through a formal
consultation.

If you would like to thcuss these issues, or Ofcom's consultation processes more generally,
LX SIasS O2ydl Ot {GS@S DSiddAay3aas hF¥O2YQa O2yad
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Steve Gettings

Ofcom

Riverside House

2a Southwark Bridge Road

London SE1 9HA
Email:corporationsecretary@ofcom.org.uk

61


mailto:corporationsecretary@ofcom.org.uk

Consultation: Personal numberingreview of the070 number range

A2h FO2YQa Oz2yadzZ G GA2yY

Ofcom has seven principles that it follows for every public written
consultation

Before the consultation

A2.1  Wherever possible, we will hold informal talks with people anghnisations before
announcing a big consultation, to find out whether we are thinking along the right lines. If
we do not have enough time to do this, we will hold an open meeting to explain our
proposals, shortly after announcing the consultation.

During the consultation

A2.2  We will be clear about whom we are consulting, why, on what questions and for how long.

A2.3  We will make the consultation document as short and simple as possible, with a summary
of no more than two pages. We will try to make it as easymssiple for people to give us
a written response. If the consultation is complicated, we may provide a short Plain English
/ Cymraeg Clir guide, to help smaller organisations or individuals who would not otherwise
be able to spare the time to share theiews.

A2.4  We will consult for up to ten weeks, depending on the potential impact of our proposals.

A2.5 A person within Ofcom will be in charge of making sure we follow our own guidelines and
aim to reach the largest possible number of people and organisationswalydoe
AYGSNBaAaGSR Ay (GKS 2dzi02YS 2F 2dz2NJ RSOAaA2yad
person to contact if you have views on the way we run our consultations.

A2.6 If we are not able to follow any of these seven principles, we will explain why.

After the consultation

A27 2SS (GKAY1l AlG A& AYLRNIIYyd GKIG SOSNEB2YS K2 A
views, so we usually publish all the responses on our website as soon as we receive them.
After the consultation we will make our decisions and mibk statement explaining what
S FTNB 3F2Ay3 (2 R23 YR gKex aK2gAy3d Kz2g NBa
decisions.
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A3. Consultation coversheet
BASIC DETAILS

Consultation title:

To (Ofcom contact):

Name of respondent:
Representing (self or cagisation/s):

Address (if not received by email):

CONFIDENTIALITY

Please tick below what part of your response you consider is confidential, giving your reasons why
Nothing

Name/contact details/job title
Whole response

Organisation

> > P> P> >

Part of the response

If there is no separate annex, which parts?

If you want part ofyour response, your name or your organisation not to be published, can Ofcom
still publish a reference to the contents of your response (including, for any confidential parts, a
general summary that does not disclose the specific information or enabléoyoelidentified)?

DECLARATION

I confirm that the correspondence supplied with this cover sheet is a formal consultation response
that Ofcom can publish. However, in supplying this response, | understand that Ofcom may need to
publish all responses, inclim those which are marked as confidential, in order to meet legal
obligations. If | have sent my response by email, Ofcom can disregard any stamdaildext about

not disclosing email contents and attachments.

Ofcom seeks to publish responses on rptdf your response is heconfidential (in whole or in
part), and you would prefer us to publish your response only once the consultation has ended,
please tick here.

Name Signed (if hard copy)
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A4.Consultation gquestions

Question 3.1Do you agreavith our provisional conclusion regarding market definition®?
Please provide reasons and evidence in support of your views.

Question 3.2Do you agree with our provisional conclusion regarding SRI@ase
provide reasons and evidence in support of youmge

Question3.3: Do you agree with our provisional conclusion regarding SRI@ase
provide reasons and evidence in support of your views.

Question4.1: Do you consider that the cost of the proposed control is proportionate to
the identified harm to cosumers arising from this rangdéfot please give your reasons.

Question 4.2: Do you agree with our proposal for a thmeenth implementation period?
If not, please explain why.

Question 4.3: Do you agree that our proposal to implement a charge cantr@f0 TCPs
in the form of a benchmark rate is appropriate? If not, please explain why.

Question 4.4: Do you have any further comment on our proposals for regulating 070
termination rates? Please provide reasons and evidence in support of your views.

Question A9.1: Do you agree with our approach to estimating the cost of providing a 070
service? Please provide reasons and evidence in support of your views.
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A5. Proposed SMP conditions

Draft legal instrument

PART { NOTIFICATION OF PROPOSALS UNDER SECTION 48A(3) AND 80A(3)

OF THE COMMUNICATIONS ACT 2003

Proposals for identifying markets, making market power determinations and
setting SMP services conditions in relation to each of the persons named in
Schedug 1 to this Notification under section 45 of the Communications Act

2003

Background

AS5.1

Ofcom is today publishing a consultation document entifR=isonal NumberingReview
of the 070 Number Rangetting out Ofcom's proposals to identify markets, make kear
power determinations and set an SMP condition for the period ffimibe determined,
allowing for a threemonth implementation periodjo 31 March 2021.

Proposals for service market identifications and market power
determinations

A5.2

AS5.3

A5.4

Ofcom is proposingotidentify 126 separate markets as described below for the purpose of
making a market power determination.

The markets that Ofcom is proposing to identify are the markets for wholesale 070 call
termination services that are provided by each of those 126@es named in Schedule 1
to this natification to another communications provider, for the termination of voice calls
to 070 numbergswithin the range which has been allocated to that person by Ofcom, for
which that person is able to set the call termirmmatirate (each a "relevant market").

Ofcom is proposing to make a market power determination that each of the persons set
out in Schedule 1 to this notification has significant market power in relation to the
relevant market in which that provider operate&s specified in Schedule 1, for each of the
persons identified under that Schedule, the SMP designation holds with respect to the
registered company identified and any of its subsidiaries or holding companies, or any
subsidiary of such holding compania#i,as defined by section 1159 of the Companies Act
2006, in so far as they operate in the relevant market.

105¢ K$SES I NB (KS ydzYoSNBE Ay Of dRSENBYYHKSAGNWHORNANEYHS RSEAES

Telephone Numbering Plan (which is available at http://stakeholders.ofcom.org.uk/telecoms/numbering/). In the current
Numbering Plan, these are numbers beginning 070.
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A5.5

The effect of, and Ofcom's reasons for making, the proposals for identifying the markets
and making the market power determinations referred to abare set out in the
consultation document accompanying this notification.

Proposals to set SMP service conditions

A5.6

A5.7

A5.8

A5.9

Ofcom is proposing to set the following SMP condition M1 as set out in Schedule 2 to this
notification on each person listed in Schedule 1.

Ofcom is proposing that that SMP condition shall apply, in the case of each person on
whom they are set, in respect of the relevant market in which that person operates.

Unless otherwise stated in Schedule 1 to this notification, the SMP condition tbatnQ$
proposing shall take effect from the date of the notification under sections 48(1) and 79(4)
of the Communications Act 2003 (the "Act") adopting the proposals set out in this
notification and shall have effect until the publication of a notificatimler section 48(1)

of the Act revoking such conditions.

The effect of, and Ofcom's reasons for making, the proposals referred to above are
contained in the consultation accompanying this notification.

Ofcom's duties and legal tests

AS5.10

A5.11

A5.12

In identifying and angsing the markets referred to in this natification, and in considering
whether to make the corresponding proposals set out in this notification, Ofcom has, in
accordance with section 79 of the Act, taken due account of all applicable guidelines and
recomnendations which have been issued or made by the European Commission in
pursuance of the provisions of a European Union instrument, and which relate to market
identification and analysis or the determination of what constitutes significant market
power.

Ofcom considers that the proposed SMP condition set out in Schedule 2 comply with the
requirements of sections 45 to 47, 87 and 88 of the Act, as appropriate and relevant to that
SMP condition.

In making all of the proposals referred to in this notificati@ficom has also considered

and acted in accordance with its general duties set out in section 3 of the Act and the six
Community requirements set out in section 4 of the Act. In accordance with section 4A of
the Act, Ofcom has also taken due account ofjfilicable recommendations issued by

the European Commission under Article 19(1) of the Framework Directive. In doing so,
pursuant to Article 3(3) of Regulation (EC) No. 1211/2009, Ofcom has also taken utmost
account of any relevant opinion, recommendatjguidance advice or regulatory practice
adopted by BEREC.
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Making representations

A5.13 Representations may be made to Ofcom about any of the proposals set out in this
notification and in the accompanying consultation document by no later &&february
2018.

Notification to the Secretary of State

A5.14  Copies of this notification and the accompanying explanatory statement have been sent to
the Secretary of State in accordance with sections 48C(1) and 81(1) of the Act.

Interpretation

A5.15 For the purpose of interpretinthis notification-

a) exceptin so far as the context otherwise requires or as otherwise defined in this
notification, words or expressions used shall have the same meaning as it has in the
Act;

b) headings and titles shall be disregarded;

c) expressions cognateith those referred to in this notification shall be construed
accordingly; and

d) the Interpretation Act 1978 (c. 30) shall apply as if this notification were an Act of
Parliament.

A5.16 The Schedules to this Notification shall form part of this Notification.

Signed

Brian Potterill
Competition Policy Director

A person authorised by OFCOM under paragraph 18 of the Schedule to the Office of
GCommunications Act 2002

[insert date of publication]
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Schedule 1

For each of the persons identified below, the SMP designation holds with
respect to the registered company identified and any of its subsidiaries or
holding companies, or any subsidiary of such holding companies, all as
defined by section 1159 of the Compges Act 2006, in so far as they operate
on the relevant market.

1.

10.

11.

12.

13.

14.

(aq) Limited trading as agl Limited, whose registered company number is 03663860 and
registered address is 1B5 Hunslet Road, Leeds, LS10 1JQ;

24 Seven Communications Limited, whose regéstecompany number is 04468566 and
registered address is Novis & Co Chartered Accountants, 1 Victoria Court Bank Square,
Morley Leeds, West Yorkshire, LS27 9SE;

2-Seltlt Limited, whose registered company number is 05546732 and registered address is
Cara t@use 1 Tudor Enterprise Park, Tudor Road, Harrow, Middlesex, HA3 5JQ;

4D Interactive Limited, whose registered company number is 02676756 and registered
address is Lu.405 The Light Bulb, Filament Walk, London, England, SW18 4GQ;

A2B Telecom Limited, whosegistered company number is 05487342 and registered
address is 85 Great Portland Street, First Floor, London, England, W1W 7LT;

Affiniti Integrated Solutions Limited, whose registered company number is 02817039 and
registered address is 37 Carr Lane, Htdist Yorkshire, HU1 3RE;

Assume Nothing Limited, whose registered company number is 05037171 and registered
address is 19 Kenyon Street, Birmingham, England, B18 6AR,;

Atlas Interactive Group Limited, whose registered company number is 03249486 and
registered address is Suite 2.3 78 Buckingham Gate, London, England, SW1E 6PE;

B4U Telecom Limited, whose registered company number is 03469971 and registered
address is 95 Broad Street, Birmingham, England, B15 1AU,;

Barritec Limited, whose registered coany number is 03636926 and registered address is
Room G15/16, Building 3 Riverside Way, Watchmoor Park, Camberley, Surrey, GU15 3YL,;

Business Broadcast Communications Limited, whose registered company number is
06949556 and registered address is 5300 Lidke£headle Royal Business Park, Cheadle,
Cheshire, SK8 3GP;

Call Telecom Limited, whose registered company number is 01720546 and registered
address is 90 Blunden Drive, Slough, SL3 8WQ;

CFL Communications Limited, whose registered company number i93#3tand
registered address is Abbey House, 25 Clarendon Road, Redhill, Surrey, England, RH1 1QZ;

Citrus Telecommunications Limited, whose registered company number is 03517870 and
registered address is Second Floor, 99 Holdenhurst Road, Bournemoutht, B&{88DY:;
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15.

16.

17.

18.

19.

20.

21.

22.

23.

24.

25.

26.

27.

28.

29.

30.

COLT Technology Services, whose registered company number is 02452736 and registered
address is Colt House, 20 Great Eastern Street, London, England, EC2A 3EH,;

Commi Holdings Limited, whose registered company number is 10010319 and registered
address is Overdene House, 49 Church Street, Theale, Reading, Berkshire, United Kingdom,
RG7 5BX;

Connect Telecom UK Limited, whose registered company number is 04198443 and
registered address is 1 The Green, Richmond, England, TW9 1PL;

Core Telecom Limitedvhose registered company number is 05332008 and registered
address is Mazhar House 48 Bradford Road Stanningley, Leeds, West Yorkshire, LS28 6DD;

Coretx Communications Limited, whose registered company number is 05402754 and
registered address is Rutlahktbuse 44 Masons Hill, Bromley, BR2 9JG;

Daisy Communications Limited, whose registered company number is 04145329 and
registered address is Daisy House, Lindred Road Business Park, Nelson, Lancashire, BB9
5SR;

Daotec Limited, whose registered company nanits 04296038 and registered address is
Westbury 2nd Floor, 14557 St John Street, London, EC1V 4PY;

Digital Mail Limited, whose registered company number is 02661078 and registered
address is Tabernacle Court-28 Tabernacle Street, London, Englar@2k 4DD;

Digital Select Limited, whose registered company number is 06481372 and registered
address is Rowan House, 28 Queens Road, Hethersett, Norfolk, NR9 3DB;

Digitech Solutions Global Limited, whose registered company number is 05821246 and
registeredaddress is The Business Centre, Unit 1 Finway, Luton, LUL1 1TR;

Dynamic Mobile Billing Limited, whose registered company number is 03383285 and
registered address is 12th Floor Lyndon Houséb8agley Road, Birmingham, B16 8PE;

ETC Telecom Limited, whasgistered company number is 06295193 and registered
address is 124 Livery Street, Birmingham, West Midlands, B3 1RS;

Everything Voip Limited, whose registered company number is 08901482 and registered
address is Suite 3 12 Princess Street, Knutsford hee&ngland, WA16 6DD;

FEBO Telecom Limited, whose registered company number is 303614 (Cyprus) and
registered address is Office 602, 6th floor, Apollo Court, 232 Arch, Makariou Il Ave,
Limassol, 3030, Cyprus;

Firstsound Limited, whose registered comparumber is 02845928 and registered address
is 140 Rayne Road, Braintree, England, CM7 20QR,;

FleXtel Limited, whose registered company number is 02772380 and registered address is
Griffins Court, 282 London Road, Newbury, Berkshire, RG14 1JX;
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31.

32.

33.

34.

35.

36.

37.

38.

39.

40.

41.

42.

43.

44.

45.

46.

47.

Franzcom Liited, whose registered company number is 09386992 and registered address
is Unit 22 Callywith Gate Industrial Estate, Launceston Road, Bodmin, Cornwall, United
Kingdom, PL31 2RQ;

Game Network BV, whose registered company number is 34260590 and regisidredsa
is Prinseneiland 79 N, Amsterdam, 1013 LM, Netherlands;a

Gamma Telecom Holdings Limited, whose registered company number is 04287779 and
registered address is 5 Fleet Place, London, EC4M 7RD;

GCI Network Solutions Limited, whose registered companyber is 04082862 and
registered address is Global House, Crofton Close, Lincoln, Lincolnshire, LN3 4NT,;

Hospedia Limited, whose registered company number is 02841021 and registered address
is Landmark Place;3 Windsor Road, Slough, Berkshire, SL1 2EJ;

Hutchison 3G UK Limited, whose registered company number is 03885486 and registered
address is Star House, 20 Grenfell Road, Maidenhead, Berkshire, SL6 1EH;

I.T Communications Limited, whose registered company number is 07418692 and
registered address ih€ Seedbed Business Centre, Vanguard Way, Shoeburyness, Essex,
SS39QY;

i-Net Communications Group Plc, whose registered company number is 04036526 and
registered address is C/O H W Fisher Limited, Acre Housé, Milliam Road, London,
NW1 3ER;

Invoco Linited, whose registered company number is 04465219 and registered address is
11 Avalon Road, Bromsgrove, Worcestershire, B60 2RJ;

IP Phone Solutions Limited; whose registered company number is 06681608 and registered
address is Labyrinth Lodge Long Laneltov, Liverpool, England, L9 7AA;

IPV6 Limited, whose registered company number is 06711525 and registered address is
Berrycentre, Chiltern Drive, Surbiton, Surrey, KT5 8LS;

IV Response Limited, whose registered company number is 04318927 and registered
address is 561 Mortimer Street, London, W1W 8HS;

JT (Jersey) Limited, whose registered company number is 83487 (Jersey) and registered
address is Nol1 The Forum, Grenville Street, St Helier, Jersey, JE4 8PB;

Jtec UK Limited, whose registered company nunib@5054246 and registered address is
15 Hunts Mill, Crispin Place, Wallingford, Oxfordshire, OX10 ODR;

Level 3 Communications UK Limited, whose registered company number is 02495998 and
registered address is 7th Floor 10 Fleet Place, London, EC4M 7RB;

Linear Telecoms Limited, whose registered company number is 06917811 and registered
address is 11c Beecroft Road, London, United Kingdom, SE4 2BS;

M P Tanner Limited t/a FIO Telecom, whose registered company number is 05799561 and
registered address is DaftdHouse, 60 Windsor Avenue, London, SW19 2RR;
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48.

49.

50.

51.

52.

53.

54.

55.

56.

57.

58.

59.

60.

61.

62.

63.

M247 Limited, whose registered company number is 04968341 and registered address is 1
Ball Green, Cobra Court, Manchester, M32 0QT;

Magrathea Telecommunications Limited, whose registered company number is4BER60
and registered address is Unit 5 Commerce Park, Brunel Road, Theale, Reading, RG7 4AB;

Marathon Telecom Limited, whose registered company number is 93007 (Jersey) and
registered address is 28 Halkett Place, St Helier, Jersey, JE2 4WG;

Mars Communicatios Limited, whose registered company number is 06478834 and
registered address is Forest House, Forest Road, llford, Essex, IG6 3HJ;

Maxadie Limited, whose registered company number is 08320797 and registered address
is 2 Church Street, Burnham, Sloughglgnd, SL1 7HZ;

Media Telecom Limited, whose registered company number is 07126854 and registered
address is 123 Hagley Road, Edgbaston, Birmingham, West Midlands, B16 8LD;

Mi Telecom Limited, whose registered company number is 02668468 and registered
address is 14 Hemmells Laindon, Basildon, Essex, SS15 6ED;

Mintaka Limited, whose registered company number is 07064805 and registered address is
2 More London Riverside, London, SE1 2AP;

Mobile FX Services Limited, whose registered company number is 60280 Tdgistered
address is 49 Greek Street, London, W1D 4EG;

Nationwide Telephone Assistance Limited, whose registered company number is 04315226
and registered address is lvy Lodge Farm 179 Shepherds Hill, Harold Wood, Romford,
Essex, RM3 ONR;

Net Solution€Europe Limited, whose registered company number is 03203624 and
registered address is Mandeville House 62 The Broadway, London Road, Amersham,
Buckinghamshire, United Kingdom, HP7 OHJ;

Nexus Telecommunications Limited, whose registered company numb&895066 and
registered address is Dawson House Matrix Office Park, Buckshaw Village, Chorley,
Lancashire, United Kingdom, PR7 7NA,;

Nodemax Limited, whose registered company number is 06127089 and registered address
is 75 Springfield Road, Chelmsford, Es€&42 6JB,;

Numbergroup Network Limited, whose registered company number is 07390438 and
registered address is 207 Regent Street, London, United Kingdom, W1B 3HH,;

Numbers Plus Limited, whose registered company number is 07611130 and registered
address is Maor Coach House, Bristol Road, Keynsham, BS31 2BB;

Numbers Telecom Limited, whose registered company number is 07936388 and registered
address is 43 Berkeley Square, Mayfair, London, W1J 5FJ;
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64.

65.

66.

67.

68.

69.

70.

71.

72.

73.

74.

75.

76.

7.

78.

79.

One Network Limited, whose registered company number is 075486d4egistered
address is 32 Hamstead Hall Avenue, Handsworth Wood, Birmingham, West Midlands, B20
1EY;

PageOne Communications Limited, whose registered company number is 04560277 and
registered address is 17 Rochester Row, London, SW1P 1QT,;

Phone Buddyiimited, whose registered company number is 04171159 and registered
address is 20 Coxon Street, Spondon, Derby, Derbyshire, DE21 7JG;

Phone CeéOp Numbering Limited, whose registered company number is 07432108 and
registered address is 5 Millhouse ElmsfiBltsiness Centre, Worcester Road, Chipping
Norton, Oxon, OX7 5XL;

Plus Telecom Limited, whose registered company number is 04052436 and registered
address is 1-48 Margaret Street 3rd Floor, London, W1W 8RP;

Port 5060 Limited, whose registered company numiked8332891 and registered address
is Unit 25 President Buildings, Savile Street East, Sheffield, S4 7UQ);

Premier Voicemail Limited, whose registered company number is 03172426 and registered
address is Profex House, 25 School Lane, Bushey, Hertfordszs 1SS;

Promotions4All Limited, whose registered company number is 07046038 and registered
address is 19 Kenyon Street, Birmingham, B18 6AR;

QX Telecom Limited, whose registered company number is 03820728 and registered
address is 2 Glenmore Close, ftham, Berkshire, RG19 3XR;

Reality Network Services Limited, whose registered company number is 04267969 and
registered address is Morcott Old Rectory Drive, Eastergate, Chichester, West Sussex,
England, PO20 3XH;

Red Squared Limited, whose registered pamy number is 383037 and registered address
is First Floor Office Suite 9/11 Baggot Street Upper Dublin 4;

Red Telecom Solutions Limited, whose registered company number is 08902433 and
registered address is Alex House, 260/8 Chapel Street, Salford 213 5J

Redcentric Solutions Limited, whose registered company number is 08322856 and
registered address is Central House, Beckwith Knowle, Harrogate, North Yorkshire, HG3
1UG;

Relax Telecom Limited, whose registered company number is 06777698 and registered
address is Suite 5 Marple House 39 Stockport Road, Marple, Stockport, Cheshire, England,
SK6 6BD;

Sala Limited, whose registered company number is 03617973 and registered address is 121
Edgware Road, London, W2 2HX;

Sentiro (UK) Limited, whose registered gany number is 06329599 and registered
address is 22 The Quadrant, Richmond, Surrey, United Kingdom, TW9 1BP;
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80.

81.

82.

83.

84.

85.

86.

87.

88.

89.

90.

91.

92.

93.

94.

95.

96.

Served Up Limited, whose registered company number is 04555918 and registered address
is 3 Centro, Boundary Way, Hemel Hempstead, Hertfordshi?@, #5U;

Simwood eSMS Limited, whose registered company number is 03379831 and registered
address is C/O Hw Chartered Accountants Keepers Lane, The Wergs, Wolverhampton, WV6
SUA;

SOS Technology Limited, whose registered company number is 06822088 aretedgist
address is Unit 2 Charnwood House Marsh Road, Ashton, Bristol, BS3 2NA;

Sound Advertising Limited, whose registered company number is 03218628 and registered
address is Aston House, Cornwall Avenue, London, N3 1LF;

Spacetel UK Limited, whose registéi@mpany number is 03036383 and registered
address is 790 Uxbridge Road, Hayes, Middlesex, UB4 ORS;

SPT Worldwide Limited, whose registered company number is 07302015 and registered
address is Wye Lodge, 66 High Street, Old Stevenage, Hertfordshiree §G1 3

Squarel Communications Limited, whose registered company number is 04541344 and
registered address is Wessex House, Station Road, Westbury, Wiltshire, BA13 3JN;

Supported Business Limited, whose registered company number is 08254365 and
registered addess is 152 City Road, London, England, EC1V 2NX;

Suretec Systems Limited, whose registered company number is SC258005 and registered
address is 24 Cormack Park, Rothienorman, Inverurie, Aberdeenshire, AB51 8GL;

Swiftel Limited, whose registered company rgnis 08159601 and registered address is
73 Francis Road, Edgbaston, Birmingham, B16 8SP;

Swiftnet Limited, whose registered company number is 02469394 and registered address is
1st Floor, Olympia House 1 Armitage Road, Golders Green, London, Engladd3 Ri@y1

Syntec Limited, whose registered company number is 03529985 and registered address is
18 The Avenue, London, W13 8PH,;

Tabsoft Limited, whose registered company number is 05846429 and registered address is
75 Springfield Road, Chelmsford, Essex, CM2 6JB;

TalkTalk Communications Limited, whose registered company number is 03849133 and
registered address is 11 Evesham Streendon, W11 4AR,;

Telappliant Limited, whose registered company number is 04632756 and registered
address is 3 Harbour Exchange Square, London, England, E14 9G;

Telecom 10 Limited, whose registered company number is 06974505 and registered
address is 3&tation Road, Cippenham, Slough, SL1 6JJ;

Telecom Essex Limited, whose registered company number is 05578905 and registered
address is Second Floor, Kestrel House Falconry Court, Bakers Lane, Epping, Essex, England,
CM16 5BD;
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97.

98.

99.

100.

101.

102.

103.

104.

105.

106.

107.

108.

109.

110.

111.

112.

Telecom2 Limited, whose regegsed company number is 06926334 and registered address
is Cotswold Huse, 219 Marsh Wall, London, England, E14 9FJ;

TelecomlQ Limited, whose registered company number is 08561455 and registered
address is Upper Level Turnbridge Mills, Quay Street, HudeldraVest Yorkshire, HD1
6QT;

Telecoms Cloud Networks Limited, whose registered company number is 09071980 and
registered address is 22 Studio F, Jordan Street, Liverpool, England, L1 OBP;

Telecoms World Plc, whose registered company number is 0357684régistered
address is Unit 2, Kingfisher House Crayfields Business Park, New Mill Road, Orpington,
Kent, BR5 3QG;

Teledesign Limited, whose registered company number is 03254784 and registered
address is Keelings Broad House, The Broadway, Old Hatféstd, AL9 5BG;

Telefonica UK Limited, whose registered company number is 01743099 and registered
address is 260 Bath Road, Slough, Berkshire, SL1 4DX;

TeleMagic Limited, whose registered company number is 07390681 and registered address
is 44a Stepney Het, Llanelli, SA15 3TR;

Telemix Limited, whose registered company number is 05245040 and registered address is
Aston House, Cornwall Avenue, London, N3 1LF;

Telephone Box Limited, whose registered company number is 07198723 and registered
address is Berpentre, Berrylands, KT5 8LS;

TeleSurf Limited, whose registered company number is 06427905 and registered address is
Suite 1, 3rd Floor, 12 St. James's Square, London, England, SW1Y 4LB;

Telency Limited, whose registered company number is 023123 14egistared address is
6 Manor Court, 4 Barnes Wallis Road, Fareham, Hampshire, England, PO15 5TH;

TelXL Limited, whose registered company number is 04249562 and registered address is
Unit 3, Centech Park Fringe Meadow Road, Moons Moat North Industriaé HRtdditch,
Worcestershire, England, B98 9NR;

TGL Services (UK) Limited, whose registered company number is 09293520 and registered
address is 32 St. James's Street, London, SW1A 1HD;

Tiscali UK Limited, whose registered company number is 03408171 asttred address
is 11 Evesham Street, London, W11 4AR;

Tismi BV, whose registered company number is 32081827 (Netherlands) and registered
address is Dorpsstraat 3981 EA Bunnik Netherlands;

Top Gear Media Limited, whose registered company number is 076 &8 gistered
address is Upper Level Turnbridge Mills, Quay Street, Huddersfield, West Yorkshire,
England, HD1 6QT,;
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113.

114.

115.

116.

117.

118.

119.

120.

121.

122.

123.

124.

125.

126.

TTNC Limited, whose registered company number is 05256607 and registered address is
Unit 10 101 Lower Anchor Street, Chelmsford, Esse®, @\,

Twelve Telecom Limited, whose registered company number is 07846351 and registered
address is Pentax House South Hill Avenue, South Harrow, Harrow, England, HA2 ODU;

UK Number Store Limited, whose registered company number is 02883497 and registered
address is 27 Frederick Street, Birmingham, B1 3HH;

Virtual Talk Limited, whose registered company number is 04890632 and registered
address is Calder & Co, 16 Charles li Street, London, SW1Y 4NW;

Visionate, whose registered company number is 03899265 egidtered address is
Longwood, Hill Brow, Liss, Hampshire, GU33 7PB,;

Vodafone Business Solutions Limited, whose registered company number is 02186565 and
registered address is Vodafone House, The Connection, Newbury, Berkshire, RG14 2FN;

Vodafone Limitedwhose registered company numbel0is471587 and registered address
is Vodafone House, The Connection, Newbury, Berkshire, RG14 2FN;

Vodafone UK Limited, whose registered company number is 02227940 and registered
address is Vodafone House, The Connecti@wbury, Berkshire, RG14 2FN;

Voice Simplified Limited, whose registered company number is 07171825 and registered
address is Curzon House 2nd Floor, 24 High Street, Banstead, Surrey, SM7 2LJ;

Voicetec Systems Limited, whose registered company numb&0i#3745 and registered
address is 46 West Drayton Park Avenue, West Drayton, Middlesex, UB7 7QB;

Wavecrest (UK) Limited, whose registered company number is 03042254 and registered
address is 1st Floor Bishopsgate Cowt24Norton Folgate, London, E1 6DB;

Windsor Telecom Plc, whose registered company number is 03752620 and registered
address is Wey Court West, Union Road, Farnham, Surrey, GU9 7PT;

XoverX Limited, whose registered company number is 08319701 and registered address is
46 lIford Hill, lIfordEssex, IG1 2AT;

Zestel Limited, whose registered company number is 08235267 and registered address is
20-22 Wenlock Road, London, England, N1 7GU.
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Schedule 2

The SMP Condition

Part 1:Commencement

1. The SMP condition in Part 3 of this Schedule 2 apfrtes [to be determined, allowing for a
three-month implementation period].

Part 2: Definitions and interpretation

2. In this Schedule

"Call" means a voice call which originates on a public electronic communications network
(whether fixed or mobile) and terminated to a telephone number staring with the prefix
'070" within a number range allocated by Ofcom to a Dominant Provider;

"Call Termination Charge" means the pence per minute charge made by a Dominant
Provider for terminatinga 070 Call;

"Controlling Percentage" means

a)

b)

in relation to the Second Relevant Period, the amount of change in the Consumer
Prices Index in the period of twelve months ending on the 31 December immediately
before the beginning of that Relevant Period, expressed as a percefitageled to

one decimal place) of that Consumer Prices Index as at the beginning of that period;
reduced by 4.1%; and

in relation to the Third Relevant Period, the amount of change in the Consumer Prices
Index in the period of twelve months ending on B December immediately before

the beginning of that Relevant Period, expressed as a percentage (rounded to one
decimal place) of that Consumer Prices Index as at the beginning of that period,;
reduced by 3.7%

"Consumer Prices Index" means the indexafisumer prices compiled by an agency or a
public body on behalf of Her Majesty's Government or a government department (which is
the Office for National Statistics at the time of publication of this Notification) from time to
time in respect of all items;

"Dominant Provider" means a person listed in Schedule 1 of this notification;

"Ofcom" means the Office of Communications;

"pence per minute" means the sum in pence charged for a minute of a Call;

"Relevant Period" means any of the following:

c)

the period of{to beconfirmed months beginning on [to be determined, allowing for a
three-month implementation period] and ending on 31 March 2019 (the "First
Relevant Period");
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d) the period of twelve months beginning on 1 April 2019 and ending on 31 March 2020
(the "Second Relevant Period"); and

e) the period of twelve months beginning on 1 April 2020 and ending on 31 March 2021
(the "Third Relevant Period").

"Third Party" means a person operating a public electronic communications network.
3. For the purpose of interptimg the conditions in Part 3 of this Schedule

(a) Except in so far as the context otherwise requires, words or expressions shall have the
meaning ascribed to them in paragraph 1 of this Part above and otherwise any word or
expression shall have the sarmeaning as it has in the Communications Act 2003;

(b) the Interpretation Act 1978 shall apply as if each of the SMP conditions were an Act of
Parliament (c. 30); and

(c) headings and titles shall be disregarded.
Part 3: SMP condition

Condition M1- Cantrol of Call Termination Charge

M1.1 The Dominant Provider shall ensure that for each Call on any day, during the
Relevant Period, the Call Termination Charge (which shall be expressed in pence per
minute) does not exceed the charge ceiling.

M1.2 The chege ceiling is

(a) for any Call on a day in the First Relevant Period, 0.493 pence per minute;

(b) for any Call on a day in the Second Relevant Period and Third Relevant Period
a.an amount equal te

i) the charge ceiling, expressed in pence per mir{ubeinded to three decimal
places), in the Relevant Period preceding the Relevant Period in which the Call was
made; multiplied by,

i) the sum of 100 per cent and the Controlling Percentage for the Relevant Period in
which the Call was made, and is

b. expresed as being pence per minute and rounded to three decimal places.

M1.3 Without prejudice to Ofcom's statutory information gathering powers, the Dominant
Provider shall provide to Ofcom in writing any information reasonably required by Ofcom
for the Dominam Provider to demonstrate compliance with this condition at any time upon
reasonable notice.

M1.4 This condition M1 applies to the persons named in Schedule 1 of this notification.
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A6. The regulatory framework

Introduction

A6.1  This Annex provides an overview of the market review process, to give some additional
context to, and understanding of, the matters discussed in the main body of this document
and the draft legal instrument (statutory notifications) published at Annex 5.

A6.2 Market review regulation is technical and complex, including the legislation and the
recommendations and guidelines that we need to consider as part of the process. There
may be many relevant documents depending on the market and/or issues in questien. Thi
overview does not purport to give a full and exhaustive account of all such materials that
we have considered in reaching our preliminary views in these markets. Key aspects of
materials relevant to this market review are, however, discussed in thisndecu

Market review concept

A6.3  The concept of a market review refers to procedures under which we, at regular intervals,
identify relevant markets appropriate to national circumstances, carry out analyses of
these markets to determine whether they are effieely competitive and then decide on
appropriate remedies (known as Significant Market Power (SMP) obligations or
conditions). We explain the concept of SMP below.

A6.4 In carrying out this work, we act in our capacity as the independent sectoral regulator fo
the United Kingdom communications industry. Our functions in this regard are to be found
in Part 2 of the Communications Act 2003 (the Act)Ve exercise those functions within
the framework harmonised across the European Union for the regulation dfehc
communications by the Member States (known as the Common Regulatory Framework or
the CRF), as transposed by the Act. The applicableyaes contained in a package of
five EC Directives, of which two Directives are immediately relevant for thepeges,
namely:

1 Directive 2002/21/EC on a common regulatory framework for electronic
communications networks and services (the Framework Directive); and

1 Directive 2002/19/EC on access to, and interconnection of, electronic
communications networks and ssciated facilities (the Access Directive).

A6.5  The Directives require that National Regulatory Authorities (‘'NRAS'), such as Ofcom, carry
out reviews of competition in communications markets to ensure that SMP regulation
remains appropriate and proportionaia the light of changing market conditions.

A6.6 Each market review normally has three stages, namely:

106 hitp://www.legislation.gov.uk/ukpga/2003/21/contents
107 The Directives have been reviewed and amendments were adopted on 19 December 2009. The amendments have been
transposed into the national legislation and applied with effeetn 26 May 2011.
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1 the identification and definition of the relevant markets (the market definition
procedure);

1 the assessment of competition in each market, in particulaethér the relevant
market is effectively competitive (the market analysis procedure); and

1 the assessment of appropriate regulatory obligations (the remedies procedure).

AB.7 These stages are normally carried out together.

Market definition procedure

A6.8  The Act proides that, before making a market power determinationye must identify
(by reference, in particular, to area and locality) the market which, in our opinion, given
the circumstances of the United Kingdom, is the market in relation to which it is
approprite to consider making such a determination and to analyse that market.

A6.9  The Framework Directive requires that NRAs shall, taking the utmost account of the "2014
EC Recommendation¥and "SMP Guidelines? published by the EC, define the relevant
markets appopriate to national circumstances, in particular relevant geographic markets
within their territory, in accordance with the principles of competition law.

A6.10 The 2014 EC Recommendation identifies a set of product and service markets within the
electronic commanications sector in which eante regulation may be warranted. Its
purpose is twofold. First, seeking to achieve harmonisation across the single market by
ensuring that the same markets will be subject to a market analysis in all Member States.
Secondlyproviding legal certainty by making market players aware in advance of the
markets to be analysed.

A6.11 However, NRAs are able to regulate markets that differ from those identified in the 2014
EC Recommendation where this is justified by national circumstdakieg) account of the
three cumulative criteria referred to in the 2014 EC Recommendation (the “tmigeria
test") and where the EC does not raise any objections.

A6.12 Under the threecriteria test, when identifying markets other than those set out in the
Recommendation, the NRA needs to ensure that each of the following three criteria are
cumulatively met:

a) the presence of high and nemansitory barriers to entry. These may be of a structural,
legal or regulatory nature;

108 The market power determination concept is used in the Act to refer to a determination that a person has SMP in an
identified services market.

109 Commission Recommendation of 9 October 2014 on relevant product and service markets within the electronic
communications sector susceptible to ex ante regulation in accordance with Directive 2002/21/EC of the European
Parliament and of the Council on a coon regulatory framework for electronic communication networks and services
(2014/710/EV) available &ttp://eur -lex.europa.eu/legatontent/EN/TXT/?uri=CELEX%3A320141807

110Commission guidelines on market analysis and the assessment of significant market power under the Community
regulatory framework for electronic communications networks and services (2002/C 165/03), 11 July 2002. Available at
http://eur -lex.europa.eu/LexUriServ/LexUriServ.do?uri=0J:C:2002:165:0006:0031:EN:PDF
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A6.13

A6.14

A6.15

A6.16

A6.17

b) a market structure which does ntgnd towards effective competition within the
relevant time horizon. The application of this criterion involves examining the state of
competition behind the barriers to entry; and

c) the insufficiency of competition law alone to adequately address the mdalletre(s)
concerned.

The fact that an NRA identifies the product and services markets listed in the 2014 EC
Recommendation or identifies other product and services markets that meet the-three
criteria test does not automatically mean that regulation erkanted. Market definition is
not an end in itself but rather a means of assessing effective competition. The three
criteria test is also different from the SMP assessment because the test's focus is on the
general structure and market characteristics.

The relationship between the market definition identified in this review and those listed in
the 2014 EC Recommendation is discussed in relevant parts of this Consuttation.

The SMP Guidelines make clear that market definition is not a mechanical or abstract
process. It requires an analysis of any available evidence of past market behaviour and an
overall understanding of the mechanics of a given sector. As market analyses have to be
forward-looking, the Guidelines state that NRAs should determine whethemtiudket is
prospectively competitive, and thus whether any lack of effective competition is durable,
by taking into account expected or foreseeable market developments over the course of a
reasonable period. They clarify that NRAs enjoy discretionary mthat reflect the

complexity of all the relevant factors that must be assessed (economic, factual and legal)
when identifying the relevant market, and assessing whether an undertaking has SMP.

The SMP Guidelines also describe how competition law priscipiy be used by NRAs in
their analyses. In particular, there are two dimensions to the definition of a relevant
market: the relevant products to be included in the same market and the geographic
extent of the market. Ofcom's approach to market definitfollows that used by the

United Kingdom competition authorities, which is in line with the approaches adopted by
the EC.

While such principles are being used in identifying theuete markets, they will not
necessarily be identical to markets definedndividual competition law cases. This may be
the case, especially as the-ante markets are based on an overall forwdmdking
assessment of the structure and the functioning of the market under examination.
Accordingly, the economic analysis carried foutthe purpose of this review, including the
identified markets, is without prejudice to any analysis that may be carried out in relation
to any investigation pursuant to the Competition Act 199gelating to the application of

111 See, in particular, where we set out how we consider the three criteria test is cumulaatedfied for the relevant

market which is not included in the 2014 EC Recommendation, but for which we have concluded is a market in which ex
ante regulation is warranted

112 hitp://www.| egislation.gov.uk/ukpga/1998/41/contents
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the Chapter | or Il prohitions or Article 101 or 102 of the Treaty on the Functioning of the
European Union?) or the Enterprise Act 2002

Market analysis procedure

Effective competition

A6.18 The Act requires that we carry out market analyses of identified markets for the purpose of
making or reviewing market power determinations. Such analyses are normally to be
carried out within 2 years from the adoption of a revised recommendation on markets,
where such recommendation identifies a market not previously notified to the EC, or
within 3 years from the publication of a previous market power determination relating to
that market.

A6.19 In carrying out a market analysis, the key issue for an NRA is to determine whether the
market in question is effectively competitive. The 27th recital tofn@mework Directive
clarifies the meaning of that concept. Namely, "[it] is essential thairee regulatory
obligations should be imposed only where there is not effective competition, i.e. in
markets where there are one or more undertakings with sigaift market power, and
where national and Community competition law remedies are not sufficient to address the
problem"”.

A6.20 The definition of SMP is equivalent to the concept of dominance as defined in competition
law. In essence, it means that Ofcom neealsi¢termine whether any undertaking in the
relevant market is in a position of economic strength affording it the power to behave to
an appreciable extent independently of competitors, customers, and ultimately
consumers. This is provided for by Articleaf4he Framework Directive as implemented
by section 78 of the Act. The Framework Directive requires, however, that NRAs must carry
out the market analysis taking the utmost account of the SMP Guidelines. The latter
emphasise that NRAs should undertakid@ough and overall analysis of the economic
characteristics of the relevant market before coming to a conclusion as to the existence of
significant market power.

A6.21 Inthat regard, the SMP Guidelines set out, additionally to market shares, a number of
criteria that can be used by NRAs to measure the power of an undertaking to behave to an
appreciable extent independently of its competitors, customers and consumers, including:

a) overall size of the undertaking;
b) control of infrastructure not easily duplicated,;
c) technological advantages or superiority;

d) absence of or low countervailing buying power;

113 Previously Article 81 and Article 82 of the EC Treaty, http:#/eur
lex.europa.eu/LexUriServ/LexUriServ.do?uri=0J:C:2010:083:FULL:EN:PDF
114 http://lwww.legislation.gov.uk/ukpga/2002/40/contents
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A6.22

e) easy or privileged access to capital markets/financial resources;

f) product/services diversification (e.g. bundled products or services);
g) economies of scale;

h) econanies of scope;

i) vertical integration;

i) highly developed distribution and sales network;

k) absence of potential competition; and

[) barriers to expansion.

A dominant position can derive from a combination of these criteria, which taken
separately may not nessarily be determinative.

Sufficiency of competition law

A6.23

A6.24

AG6.25

AG6.26

As part of our overall forwartboking analysis, we also assess whether competition law by
itself (without exante regulation) is sufficient to address the competition problems
identified. Aside from the need to address this issue as part of the tbwigeria test, we

also consider this matter in our assessment of the appropriate remedies which, as
explained below, are based on the nature of the specific competition problems we identify
within the relevant markets as defined. We note that the SMP Guideltexify that, if the
NRAs designate undertakings as having SMP, they must impose on them one or more
regulatory obligations.

In considering this matter, we bear in mind the specific characteristics of the relevant
markets we have defined, Generally, tbgse for ex ante regulation is based on the
existence of market failures which, by themselves or in combination, mean that the
establishment of competition might not be possible if the regulator relied solely on ex post
competition law powers that have le@ established for dealing with more conventional
sectors within the economy. Therefore, it is appropriate for ex ante regulation to be used
to address these market failures along with any entry barriers that might otherwise
prevent effective competitionrbm becoming established within the relevant markets we
have defined. By imposing ex ante regulation that promotes competition, it may be
possible to reduce such regulation over time as markets become more competitive,
allowing greater reliance on ex pasimpetition law.

Ex post competition law is also unlikely in itself to bring about (or promote) effective
competition, as it prohibits the abuse of dominance rather than the holding of a dominant
position itself. In contrast, ex ante regulation is normalimed at actively promoting the
development of competition through attempting to reduce the level of market power (or
dominance) in the identified relevant markets, thereby encouraging the establishment of
effective competition.

We generally take the & that ex ante regulation provides additional legal certainty for
the market under review and may also better enable us to us intervene in a timely manner.
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We may also consider that certain obligations are needed as competition law would not
remedy the paticular market failure(s), or that the specific clarity and detail of regulations
is required to achieve a particular result.

Remedies procedure

Powers and legal tests

A6.27

A6.28

A6.29

A6.30

The Framework Directive prescribes what regulatory action NRAs must take depending
upon whether or not the market in question has been found effectively competitive.
Where a market has been found to be effectively competitive, NRAs are not allowed to
impose SMP obligations and must withdraw such obligations where they already exist. On
the other hand, where the market is found not to be effectively competitive, the NRAs
must identify the undertakings with SMP on that market and then impose appropriate
obligations on thenis

NRAs have a suite of regulatory tools at their disposal, as refléatsections 8B1 of the
Act. Specifically, the Access Directive specifies a number of SMP obligations, including
transparency, nosdiscrimination, accounting separation, access to and use of specific
network elements and facilities, price control armstaccounting. When imposing a
specific obligation, the NRA will need to demonstrate that the obligation in question is
based on the nature of the problem identified, proportionate and justified in the light of
the policy objectives as set out in Arti@ef the Framework Directives

Specifically, for each and every proposed SMP obligation we explain why it satisfies the test
that the obligation is:

a) objectively justifiable in relation to the networks, services, facilities, apparatus or
directories to which it relates;

b) not such as to discriminate unduly against particular persons or against a particular
description of persons;

c) proportionate to what he condition or modification is intended to achieve; and
d) in relation to what it is intended to achieve, transparetit.

Additional legal requirements may also need to be satisfied depending on the SMP
obligation in question. For example, in the case ofgpdontrols, the NRA's market analysis
must indicate that the lack of effective competition means that the CP concerned might
sustain prices at an excessively high level, or apply a price squeeze, to the detriment of
endusers and that the setting of the tigation is appropriate for the purposes of
promoting efficiency, promoting sustainable competition and conferring the greatest
possible benefits on the endsers of public electronic communications services. In that
instance, NRAs must take into accoum investment made by the CP and allow it a

115See Article 16(3) ah(4) of the Framework Directive; sections 84 and 87(1) of the Act.
116 See Article 8(4) of the Access Directive.
117 Section 47 of the Act; Article 8(5) of the Framework Directive and Article 5(2) of the Access Directive.
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A6.31

A6.32

reasonable rate of return on adequate capital employed, taking into account the risks
specific to a particular new investment, as well as ensure that any cost recovery
mechanism or pricing methodology that is nilted serves to promote efficiency and
sustainable competition and maximise consumer benefits.

Where an obligation to provide third parties with network access is considered

appropriate, NRAs must take into account factors including the feasibility gfrtdposed
network access, the technical and economic viability of creating netwetkat would

make the network access unnecessary, the investment of the network CP which is required
to provide acces® and the need to secure effective competitigrin the long termi22

To the extent relevant to this review, we demonstrate the application of these
requirements to the SMP obligations in question in the relevant parts of this document. In
doing so, we also set out our assessment of how, in our opinion, therpeafce of our
general duties under section 3 of the Act is secured or furthered by our regulatory
intervention, and that it is in accordance with the six Community requirements in section 4
of the Act. This is also relevant to our assessment of the likglgict of implementing our
conclusions.

Ofcom's general dutiessection 3 of the Act

A6.33

A6.34

A6.35

A6.36

Under the Act, our principal duty in carrying out functions is to further the interests of
citizens in relation to communications matters and to further the interestsomsumers in
relevant markets, where appropriate by promoting competition (section 3(1)).

In so doing, we are required to secure a number of specific objectives, including securing
the availability of a wide range of electronic communications servicesitfirout the UK
(section 3(2)(b)).

In performing our duties, we are also required to have regard to a range of other
considerations, as appear to us to be relevant in the circumstances. In this context, we
consider that a number of such considerations alevant, namely:

T the desirability of promoting competition in relevant markets (section 3(4)(b)); and
1 the desirability of encouraging investment and innovation in relevant markets
(section 3(4)(d)).

We must also have regard to the principles under whidulatory activities should be
transparent, accountable, proportionate, consistent, and targeted only at cases in which
action is needed (section 3(3)), as well as the interest of consumers in respect of choice,
price, quality of service and value for mon(gction 3(5)).

118Gection 88 of the Act, which implemts Article 13 of the Access Directive.

119|ncluding the viability of other network access products, whether provided by the dominant provider or another person.
120 Taking account of any public investment made.

121|ncluding, where it appears to us to bepppriate, economically efficient infrastructutgased competition.

122 Section 87 of the Act.
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A6.37

Ofcom has, however, a wide measure of discretion in balancing its statutory duties and
objectives. In so doing, we take account of all relevant considerations, including responses
received during our consultation process, in reaching omctusions.

European Community requirements for regulatiorsections 4 and 4A of the
Act and Article 3 of the "BEREC Regulatitn

A6.38

A6.39

A6.40

A6.41

Our functions exercised in this review fall under the CRF. As such, section 4 of the Act
requires us to act in accordancetiwihe six European Community requirements for
regulation. Where it appears to Ofcom that any of their general duties conflict with one or
more of their duties under section 4, priority must be given to those latter duties (section

3(6)).
In summary, these six requirements are:

{1 to promote competition in the provision of electronic communications networks
and services, associated facilities and the supply of directories;

{1 to contribute to the development of the European internal market;

1 to promote the interests of all persons who are citizens of the European Union;

{1 to take account of the desirability of Ofcom carrying out its functions in a manner
which, so far as practicable, does not favour one form of or means of providing
electronic conmunications networks, services or associated facilities over anether
i.e. to be technologically neutral,

f to encourage the provision of network access and service interoperability, to such
extent as Ofcom considers appropriate for the purpose of seguefficient and
sustainable competition, efficient investment and innovation, and the maximum
benefit for customers of CPs; and

{1 to encourage compliance with certain standards in order to facilitate service
interoperability and secure freedom of choice fhe customers of CPs.

We consider that the first, second, third, fourth and fifth of those requirements are of
particular relevance to the matters under review and that no conflict arises in this regard
with those specific objectives in section 3 of thet hat we consider are particularly
relevant in this context.

Section 4A of the Act requires Ofcom, in carrying out certain of its functions (including,
among others, Ofcom's functions in relation to market reviews under the CRF) to take due
account of aplicable recommendations issued by the EC under Article 19(1) of the
Framework Directive, which aim to achieve the harmonised application of provisions of the
CRF and the achievement of the objectives set out in Article 8 of the Framework Directive.
Wherewe decide not to follow such a recommendation, we must notify the EC of that
decision and the reasons for it.

123 Regulation (EC) No 1211/2009 of the European Parliament and of the Council of 25 November 2009 establishing the
Body of European Regulators of Electrdni2 Y'Y dzy A OF GA2ya 6. 9w9/ 0 yR GKS -hFFAOS
lex.europa.eu/legatontent/EN/TXT/PDF/?uri=CELEX:32009R1211&from=EN.
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A6.42

A6.43

Similarly, Article 3(3) of the BEREC Regulation requires NRAs to take utmost account of any
opinion, recommendation, guidelines, advice or retia best practice adopted by
BEREC.

Accordingly, we have taken due account of the applicable EC recommendations and
utmost account of the applicable opinions, recommendations, guidelines, advice and
regulatory best practices adopted by BEREC relevatietoniatters under consideration in
this review.

Impact assessmentsection 7 of the Act

A6.44

A6.45

A6.46

A6.47

The analysis presented in the whole of this document represents an impact assessment, as
defined in section 7 of the Act.

Impact assessments provide a valuable waysskasing different options for regulation

and showing why the preferred option was chosen. They form part of the best practice of
policy-making. This is reflected in section 7 of the Act, which means that generally Ofcom
has to carry out impact assessmentere this is likely to be a significant effect on
business or the general public, or when there is a major change in Ofcom's activities.
However, as a matter of policy Ofcom is committed to carrying out and publishing impact
assessments in relation todhgreat majority of its policy decisions. For further information
about Ofcom's approach to impact assessments, see the guidelines, Betterrpakayg:
Ofcom's approach to impact assessment, which are on the Ofcom website:
http://www.ofcom.org.uk/consult/policy making/guidelines.pdf

Specifically, pursuant to section 7, an impact assessment must set out how, in our opinion,
the performance of our general duties (within the nmixag of section 3 of the Act) is
secured or furthered by or in relation to the regulation we impose.

Ofcom is separately required by statute to assess the potential impact of all our functions,
policies, projects, and practices on the following equalibugs: age, disability, gender,
gender reassignment, pregnancy and maternity, race, religion or belief and sexual
orientation. EIAs also assist us in making sure that we are meeting our principle duty of
furthering the interests of citizens and consumeggardless of their background or

identity.

Regulated entity

A6.48

A6.49

The power in the Act to impose an SMP obligation by means of an SMP services condition
provides that it is to be applied only to a '‘person’ whom we have determined to be a
'‘person' having SMP & specific market for electronic communications networks,

electronic communications services or associated facilities (i.e. the 'services market').

The Framework Directive requires that, where an NRA determines that a relevant market is
not effectively corpetitive, it shall identify 'undertakings' with SMP on that market and
impose appropriate specific regulatory obligations. For the purposes of EC competition

law, 'undertaking' includes companies within the same corporate group (Viho v
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Commission Case®3/95 P [1996] ECR5U4724), for example, where a company within
that group is not independent in its decision making.

A6.50 We consider it appropriate to prevent a dominant provider to whom a SMP service
condition is applied, which is part of a group of compayiesn exploiting the principle of
corporate separation. The dominant provider should not use another member of its group
to carry out activities or to fail to comply with a condition, which would otherwise render
the dominant provider in breach of its ophtions.

124 http://eur -lex.europa.eu/LexUriServ/LexUriServ.do?uri=CELEX:61995CJ0073:EN:PDF
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A7.Sources of evidence

A7.1  We have noted throughout this document the evidence we have relied upon for our
analysis and how we have relied upon that evidence. This annex provides a list of the main
sources of evidence used and, where possible, the s where the evidence used is
published online. We also list all respondents to our formal information requests.

A7.2 While this annex lists the main evidence we have relied upon, the list is for convenience
only and is not intended to be exhaustive.

Information gathering using statutory powers under Section 135 of
the CommunicationsAct 2003

A7.3 During this market review, we have issued a series of notices under Section 135 of the
| 2YYdzyAOFGA2ya ! OG wnno 0a0GKS ! Oléde NBI dzA NA Y
specified information as specified.

A7.4 Notices were addressed to and, except where otherwise indicated, responses were
received from:

24Seven Communications Ltd
Affiniti Integrated Solutions Ltd
British Telecommunications plc (BT)
Business Broadca€iommunications Ltd
Cheers International Sales Ltd
Citrus Telecommunications Ltd
Digital Select Ltd

Dynamic Mobile Billing Ltd

Flextel Ltd

GCI Network Solutions Ltd

I-Net Communications Group plc
JTEC UK Ltd

Magrathea Telecommunications Ltd
Swiftnet Ltd

Tdecom?2 Ltd

Vodafone Ltd (UK)

=

=2 =4 =4 =4 4 -4 4 -4 -4 -4 A -4 -4 -4 4

Ofcom documents

A7.5 Oftel, The National Numbering Scheme: Statement, January 1997:
http://www.ofcom.org.uk/static/archive/oftel/publications/1995 98/numbering/nnsjan97
/numsch97.htm

A7.6 Oftel, Consultation on Personal Numbering Services, March 1998:
http://www.ofcom.org.uk/static/archive/oftel/publications/1995 98/fair trading/pnum39
8.htm
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A7.7  Oftel, Restoring trust in Personal Numbering: A statement issued by the Director General
of Telecommunications on proposals to stop abuse of the 070 range, 31 October 2001
http://www.ofcom.org.uk/static/archive/oftel/publications/numbering/pers1001.htm

A7.8 Ofcom, Telephone Numbering: Safeguarding the future of numbers, 27 July 2006:
http://stakeholders.ofcom.org.uk/binaries/consultations/numberingreview/statement/sta
tement.pdf

A7.9 Ofcom, Statement on raising confidence in telephone numb&msending General
Condition 17, 31 May 2007:
http://stakeholders.ofcom.org.uk/binaries/consultations/numbering03/statement/gcl7sta
tement.pdf

A7.10 Ofcan, Removal of the requirement for pieall announcements on 070 numbers, 17

December 2007:
http://stakeholders.ofcom.org.uk/consultations/numbering03/070precall/

A7.11 Ofcom,Personal NumberingGuidance on the acceptable use of 070 numbers, 27
February 200%ttp://stakeholders.ofcom.org.uk/telecoms/numbering/guidantele-
no/070-guidance

A7.12 Ofcom, Statement on the review of the 070 personal numbering range, 27 February 2009:
http://stakeholders.ofcom.org.uk/binaries/consultains/070options/statement/statemen

t.pdf
A7.13 Ofcom, Determination to resolve 0870 call termination rate disputes between BT and

various operators, 17 June 2009:
http://stakeholders.ofcom.org.uk/consultations/resolve0870calls/statement/

A7.14 Ofcom, Simplifying negeographic numberg improving consumer confidence in 03, 08,
09, 118 and other nogeographic numbers:
https://www.ofcom.org.uk/ data/assets/pdf _file/0020/63380/negeo.pdf

A7.15 Ofcom, Simplifying Negeographic NumbersDetailed proposals on the unbundled tariff
and Freephone, April 2012:
https://www.ofcom.org.uk/ _data/assets/pdf file/0017/6344parta.pdf

A7.16  Ofcom, Simplifying Negeographic NumbersDetailed proposals on the unbundled tariff
and Freephone, Part B, 4 April 2012:
http://stakeholders.ofcom.org.uk/binaries/consultations/simplifyi#mpn-geographie
no/summary/Partb.pdf

A7.17 Ofcom, Simplifying negeographic numbers: Final statement on the unbundled tariff and
making the 080 and 116 ranges freecaller, 12 December 2013.
http://stakeholders.ofcom.org.uk/binaries/consultations/simplifysmpn-geo-
no/statement/finalstatement.pdf

A7.18 Ofcom, the 03 Numberdigec Decision to clarify the revenugharing with callers is
prohibited on the 03 number range, December 2014.
https://www.ofcom.org.uk/ data/assets/pdf file/0023/B044/statement.pdf
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http://stakeholders.ofcom.org.uk/binaries/consultations/numbering03/statement/gc17statement.pdf
http://stakeholders.ofcom.org.uk/consultations/numbering03/070precall/
http://stakeholders.ofcom.org.uk/telecoms/numbering/guidance-tele-no/070-guidance
http://stakeholders.ofcom.org.uk/telecoms/numbering/guidance-tele-no/070-guidance
http://stakeholders.ofcom.org.uk/binaries/consultations/070options/statement/statement.pdf
http://stakeholders.ofcom.org.uk/binaries/consultations/070options/statement/statement.pdf
http://stakeholders.ofcom.org.uk/consultations/resolve0870calls/statement/
https://www.ofcom.org.uk/__data/assets/pdf_file/0020/63380/non-geo.pdf
https://www.ofcom.org.uk/__data/assets/pdf_file/0017/63440/parta.pdf
http://stakeholders.ofcom.org.uk/binaries/consultations/simplifying-non-geographic-no/summary/Partb.pdf
http://stakeholders.ofcom.org.uk/binaries/consultations/simplifying-non-geographic-no/summary/Partb.pdf
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http://stakeholders.ofcom.org.uk/binaries/consultations/simplifying-non-geo-no/statement/final-statement.pdf
https://www.ofcom.org.uk/__data/assets/pdf_file/0023/51944/statement.pdf

Consultation: Personal numberingreview of the070 number range

A7.19 Ofcom, Mobile call termination market review 2618 consultation, 4 June 2014:
https://www.ofcom.org.uk/ data/assets/pdf file/0016/74221/ni _consultation.pdf

A7.20 Ofcom, Mobile call termination market review 2018, Statement, 17 March 2015;
https://www.ofcom.org.uk/  data/assets/pdf file/0029/7@5b/mct final statement.pdf

A7.21 Ofcom, The National Telephone Numbering Plan, 5 June 2017
https://www.ofcom.org.uk/ data/assets/pdf file/0013/10261B8Ationathumbering
planjune-2017.pdf

A7.22 Ofcom, Mobile call termination market review 2028, Consultation, 27 June 2017:
https://www.ofcom.org.uk/ data/assets/pdf file/0011/103340/mobtealttermination
consultation.pdf

Ofcom research

A7.23 Ofcom, Non Geographic Telephone Numbers: Omnibus Survey, November 2011.
http://stakeholders.ofcom.org.uk/binaries/research/telecoanssearch/omnibus

survey.pdf

A7.24  Ofcom, Non Geographic Telephone Numbers: Omnibus Survey, October 2012.
https://www.ofcom.org.uk/ _data/assets/pdf file/0026/44891/omnibtsirvey2012.pdf

A7.25 Kantar Media (on behalf of Ofcom), 'Mobile Call Termination Omnibus', Annex 18 of
Mobile call termination market review 2018, February 2014.
http://stakeholders.ofcom.org.uk/binaries/consultations/mobitealktermination
14/annexes/Annex_18 Consumer_survey.pdf

Other sources

BEREC

A7.26 ERG, Revised working paper on the SMP concept for the new regulatory framework,
September 2005, ('the ERG SMP Position').
http://berec.europa.eu/doc/publications/public_hearing concept _smp/erg 03 09rev3_ s
mp_common_concept.pdf

National Fraud Intelligence Bureau

A7.27 ' ]

The Serious Organised Crime Authority

A7.28 The Serious Organised Crime Authoritynail sent in response to the Ofcom consultation
on Simplifying NoitGeographic numbers, December 2010.
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Phonepaid Srvice Authority

A7.29 Phonepaid services authority, information provided to Ofcom in relation to the glamts
it received and investigations it conducts about 070 numbers.

Other Websites (retail prices)
A7.30 Evidence gathered by Ofcom from the following websites in relation the maximum retail
prices charged by telecoms providers for calls to 070, mobile, émchhational numbers:

 02:070#a SNIBA OS ydzY o S NEnttpb:AviRw.¢2 Oou/iEekd/acCoiirt NH S & Q
and-billing/other-numbersand-charges

1 O2 voice call (monthly)
http://www.02.co.uk/assets2/Tariffs/pm/pm_charges terms.html

1 Vodafone:(pay as you go)
http://www.vodafone.co.uk/cs/groups/public/documents/contentdocuments/pag
you-go-terms-and-charge.pdf (monthly)
https://www.vodafone.co.uk/exgbre/costs/calicharges/index.htm

1 Vodafone:(monthly)https://www.vodafone.co.uk/explore/costs/call
charges/index.htm

9 Three:http://www.three.co.uk/Three price guide

1 EE: 07@monthly)http://ee.co.uk/content/dam/ee-help/Help-PDFs/paymonthly-
what-it-costs07-march2017.pdf

1 EEvoice call (pay as you goftps://ee.co.uk/content/dam/eehelp/help-pdfs/ouk
paygprice-guide-post-3003201 Av2. pdf

1 Virgin Media:(monthly)http://store.virginmedia.com/virginmediamobile/pay
monthly/pay-monthly-calkcharges.html

1 Virgin Mdia: (pay as you gadttp://store.virginmedia.com/virginmediamobile/pay
asyou-go/calkcharges.html

1 TalkTalkhttps://m0.ttxm.co.uk/gfx/help/mobile/pricequide/mktgl551-
220001295 mobile price guide update v2.compressed.pdf

9 PlusNethttps://www.plus.net/help/legal/mobileprice-guide/

1 BT:070
https://www.productsandservices.bt.com/assets/pdf/BT PhoneTariff SpecialNos.pdf

 BT:Local, National,
Mobile:https://www.productsandservices.bt.com/assets/pdf/BT PhoneTariff Resident

ial.pdf
1 Sky:http://www.sky.com/shop/ PDF/SkyTalkTariffGuide.pdf
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http://store.virginmedia.com/virgin-media-mobile/pay-monthly/pay-monthly-call-charges.html
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https://www.plus.net/help/legal/mobile-price-guide/
https://www.productsandservices.bt.com/assets/pdf/BT_PhoneTariff_SpecialNos.pdf
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https://www.productsandservices.bt.com/assets/pdf/BT_PhoneTariff_Residential.pdf
http://www.sky.com/shop/__PDF/SkyTalkTariffGuide.pdf
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1 TalkTalkD70:https://help2.talktalk.co.uk/quideenssist/pricing/yes?7/calt
rates/other-calttypesO/other-callcharges0/ .

1 TalkTalkLocal, National, Mobildttps://help2.talktalk.co.uk/howmuchdo-uk-calls
cost

1 EEnttp://ee.co.uk/content/dam/ee-help/Help-PDFs/homedroadband/EEHome
PriceGuide.pdf
9 Virgin Media Local, National:

http://www.virginmedia.com/content/dam/virginmedia/dotcom/images/shop/downlo
ads/011117 Everyday Call Charges V2.pdf

1 Virgin MediaMobile, 070:
http://www.virginmedia.com/content/dam/virginmedia/dotcom/images/shop/downlo
ads/011117 Call Charges By %200ade V2.pdf

1 VonageSearch Toohttps://www.vonage.co.uk/home/calplans/rates/

1 Post Officehttps://www.postoffice.co.uk/dam/pdf/homephonecallingplansand
pricingtablesversionVV9.pdf
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A8. Evidence of concerns

A8.1 We have noted throughout thidocument our concerns relating to the 070 number range.
The evidence giving rise to those concerns is set out in this Annex.

Our key concerns

A8.2  As explained throughout this document, in the case of 070 markets, our key concerns
relate to thewholesale levelWe consider that market power in the termination of calls to
070 numbers leads toiggh 070 WCT rateshich, in turn,Jead to:

a) distortion to consumer choice arising from high retail priceé3riginating call providers
(retail telecoms provides) set high lcarges for calls to 070 numbers. Prices which are
KAIK Ay NBfFGA2y (2 O2ai RA&AG2NI O2yadzySNa
aware of the price they are being charg&dThe distortion arises as consumers are
deterred from calling 070 numbers evérough they value them more than the
(marginal or incremental) cost. This suggests that absent other factors, there are likely
to be less calls to 070 numbers than is socially efficient (given thelznGdedisdn
to take a 070 number);

b) distortion to consumer choice arisinfrom consumer confusion between 070 and 07x
mobile numbers:Consumers are generally unable to distinguish 070 fk@mcmobile
numbers, and tend to be unaware of 070 calls attracting much higher charges than calls
to 07x mobile numbers. This likely leads to consumers making more and longer calls to
such numbers than they would do had they been aware of the charges theyihen
calling 070 numbers;

c) billshock@ y adzySNA | NB a4dzaOSLIIA6fS (2 daoAff &aK2
when they call 070 numbers because they believe retail 070 call charges to be similar
to those of calling 07x mobile numbers (which are ofiteciuded as part of bundle)
when in fact they are much higher;

d) vulnerability to fraud andscams:Evidence(discussed at paragraphs 4:4417 of
Section 3 and in this anneadnfirms that there is substantial improper use of 070
numbers, with consumers mél into making 070 calls which incur high retail charges
(their retail telecoms provides then have to pay high 070 WCT rates). Fraudsters (often
operating abroad) can also use 070 numbers to make it more difficult to be traced; and

e) poor reputation: Bvidence (discussed at paragraphs 4202 and A8.78\8.79)
suggests that misuse of the 070 range has in the past undermined the use of these
numbers for innovative delivery of electronic communications services.

125Evidence, as psented inthis annex shows that both fixed and mobi®@CPs set 070 call charges that are significantly
greater than the rates they pay to TCPs for terminating these 070 calls.
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A8.3  The evidence and analysis relating to éoding that there are high 070 termination rates
can be found in Annex 9. We set out in this annex the evidence that gives rise to our key
concerns set out above.

High retail prices

A8.4  As noted above, we consider that market power in the termination of Qi@lvers leads
to in high 070 WCT rates which, in turn, leads to high retail prices.

A8.5  The evidence that we have relied on giving rise to this concern is based on the published
retail prices for calls to a 070 number as opposed to the retail price for acaliobile or
fixed line phone number.

A8.6  Table A8.Jrovidesa snapshot of the range ofiaximumprices (in ppm) charged by a
selection ofmobile providers for calls to 070 numbers asll asthe charges for a standard
voice calkz

A8.7 ltshouldbenotedthatak & (G2 nT1n ydzYoSNB | NB y20 AyOf dzRS
allowance in any of the tariffs we have considered and therefore will always be charged at
the rate indicated, irrespective of whether the customer has available minutes in their
allowance on their leosen tariff.

126 The information contained iable A8.haso SSy 42 dzZNOSR FTNRY 2rd 380kt ip2haiyd San8afa A G Sa |
the charges vary depending on the tariff, hence the range of charges indicated for some providers. Owing to the variance
depending on tariff, whilst every care has been taken to gain an accurate snapshot, the ranges imdaatedy.
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TableA8.1 Maximum retail mobile call prices (ppngut of inclusive call bundles

Telecoms 070 070 Voice call Voice call

Provider (mobile) EEEEREWERITTM) (pay as you go)  (pay monthly) (pay as you go)

0227 55.00 66.00 35.00 30.00
Vodafong?? 55.00 45.00 55.00 35.00'%°
Threg 104,001 104.00 35.00 3.00
EE 75.001%2 75.00 50.00'3 40,00
Virgin Media 250001 2500013 50.00 35.00
IA"’(‘)'EE; 75.00 75.00 40.00 40.00
Plusnet Mobilé?? 76.60 76.60 40.00 40.00

Source: Operatorebsites

12702070Wa SNIBA OS vy dzY 6 S NEhttpb:AviRw.d2 O K/ 1Eelp/acCokintaNdbiflidyther-numbersand-
charges

O2voice call (monthlyhttp://www.02.co.uk/assets2/Tariffs/pm/pm_charges_terms.html

O2voice call (pay as you goltp://www.02.co.uk/assets2/Tariffs/paygo_charges terms_intsim.html
128\/odafone(pay as you gd)ttp://www.vodafone.co.uk/cs/groups/public/documents/cdantdocuments/payasyou-go-
terms-and-charge.pdf (monthly) https://www.vodafone.co.uk/explore/costs/caltharges/index.htm

129 Most calls are 30ppm, only Vodafone Big ValuedBriout-of-bundle calls (including voicemail) is 35ppm

130 htp://www.three.co.uk/Three price guide

131 Three(070)Depending on the band, calls range from 30@8!. However, band 3 calls cost 8pl8s a 122 call charge.
Totalchargefor the first minute would be 2078

182EFQ70 (monthly)http://ee.co.uk/content/dam/ee-help/Help-PDFs/paymonthly-what-it-costs07-march-2017.pdfEE
charges either 35 or 75 depending on the 070 number being called, however the majority are 75ppm. Same applies for 070
(pay as you gohttp://ee.co.uk/content/dam/ee-help/HelpPDFs/EfPAYMO7-Calling010715.pdf

133 EBvoice call (monthlyhttp://ee.co.uk/content/dam/ee-help/Help-PDFs/eepaymonthly-sharedfrom170816march
2017.pdf

134 EBEvoice call (pay as you goftps://ee.co.uk/content/dam/eehelp/help-pdfs/ouk-paygprice-quide-post-30032017
v2.pdf

135\/M (monthly) http://store.virginmedia.com/virginmediamobile/paymonthly/pay-monthly-callcharges.htmtange
from 50-250ppm.

136\/M (pay as you gchttp://store.virginmedia.com/virginmediamobile/pay-asyou-go/caltcharges.htmtange from 35
250ppm.

137 hittps://m0.ttxm.co.uk/gfx/help/mobile/pricequide/mktegl 551

220001295 _mobile_price_guide_update_v2.compressed.pdf

138 hitps://www.plus.net/help/legal/mobileprice-guide/ voice calls can range from 3®ppm.
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A8.8  Table A& provides a snapshot of the rangermtximumprices (in ppm) that fixed line
providers charge customefsr calls to local numbers, national numbers, mobile numbers
and to 070 numbers®

Table A8.2 Maximum retail fixed callprices (in ppm)

Telecoms Provider Calls to 070 numbers Calls to local/national Calls to mobile
numbers numbers

BT 51.06¢4 8.07 19.20
Skyt 50.88 9.50 12.70
TalkTalk 50.884 13.50u43 20.00

EE# 65.00 12.50 15.00
Virgin Media 51.07 12.004s 19.3546
Vonage+’ 83.00 0.00 10.00
Post Offices 51.60 9.50 19.20

Source: Operatorvebsites

A8.9  As can be seen from the evidence in the tables above, calls to 070 numbers are generally
charged at a higher rate, and in some case at a considerably higher rate, than calls to
mobiles or fixed lin@umbers.

A8.10 Similarly, in respect of fixed line providers, the connection charges for calls to 070 numbers
are generally higher than the charges for calls to mobiles or local/national numbers.

139 The information contained ilable A8. K & 6SSy &2 dz2NOSR FNBY 2 LISNI (2 Mieiof 6§ SoaA (S
the charges vary depending on the tariff, hence the range of charges indicated for some providers. Owing to the variance
depending on tariff, whilst every care has been taken to gain an accurate snapshot, the ranges indicated may vary.
140BT:070, Lccal/National and Mobilehttp://www.bt.com/pricing/current/Call_Charges boo/0016_dOe5.htm#06d6e5

141 hitp://www.sky.com/shop/__PDF/SkyTalkTariffGuide.pdf

142TT:070: https://help2.talktalk.co.uk/guideenssist/pricing/ye27/caltrates/other-calttypes0/other-caltchargesO/ . It

is our understanding that the Services Pn2 rate is a 070 rate.

143TT. Local, National, Mobildattps://help2.talktalk.co.uk/howmuchdo-uk-callscostMobile charges range from 6.25

20ppm.

144 hittp://ee.co.uk/content/dam/ee-help/Help-PDFEs/homébroadband/EEHomePrice Guide. pdf

145\/M: Local, National:

http://www.virginmedia.com/content/dam/virginmedizdotcom/images/shop/downloads/011117 Everyday Call_Charge
s_V2.pdf

146\/M: Mobile, 070:

http://www.virginmedia.com/conent/dam/virginmedia/dotcom/images/shop/downloads/011117 Call_Charges By %20
Dial_Code_V2.pdf

147\onageSearch Toohttps://www.vonage.co.uk/home/calplans/rates/

148 Post Office https://www.postoffice.co.uk/dam/pdf/homephonecallingplansand-pricingtablesversionV9.pdf
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A8.11 Table A8.Delow provides the maximum call connection charges thatabove fixed line
providers require (in pence per call) to set up or connect the calls to local/national
numbers, mobile numbers and to 070 numbess.

Table A8.3Maximum Call Connection Chargedor retail fixed call prices (in pence per call)

Telecoms Provider Calls to local/national Calls to mobile Calls to 070 numbers
numbers numbers

BT 21151 21 n/a?s2

Sky 15.9 15.9 51.17
TalkTalk 20 20 51.12

EE 20 20 65

Virgin Media 0 21 51.07
Vonage 0 19 19

Post Office 15 15 51.60s3

Source: Operatorebsites

Distortion to consumer choicand bill shock arising from consumer
confusion between 070 and 07x mobile numbers

A8.12 As noted throughout this document, we are concerned that consumers are generally
unable to distinguish between 070 and 07x mobile nenshand tend to be unaware of
070 calls attracting much higher charges than calls to 07x mobile numbers.

A8.13 We consider this likely leads to consumers making longer calls to such numbers than they
would do had they been aware of the charges they incur wiadling 070 numbers. We

1499 The information contained iffable A8.3was beerd 2 dZNOSR FNRBY 2LISNI 2NRa gSoardasSa I yR
the charges vary depending on the tariff, hence the range of charges indicated for some providers. Owing to the variance
depending on tariff, whilst every care has been taken to gaincaarate snapshot, the ranges indicated may vatythe

information contained in the table can be found at the same locations as the datbie A8.2.

150 Call connection charges are sometimes also referred to by providébd ak tup ¥ & S@all &K NINE S Q

B¢ Qa LINAOS fArada tfAyla (2 -upkbs: . ¢ / 2yadzyYSNIt NAOS DdzARS T2 N
https://www.productsandservices.bt.com/assets/pdf/BT_PhoneTariff Residepdf. Current setup fees are listed as 21

pence.

B2 ¢Qa [/ 2yadzyYSNI t NAOS DdzA RS aidldSa GKIFIG &aSid dzLd F8Sa 27F HwmLIL
numbering for which a minimum call charge of 5.5 pence applies.

153 post Office chargesmged from 15 51.60 pence per call.
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fa2 O2yaARSNI KFd GKAA f S| Ra&07Gndnbailiedalist & K2 O
they believe they are calling an 07x mobile number.

A8.14 The evidence we have relied on giving rise to these key concerns has been collectad from
range of sources which are detailed below.

Ofcom complaints data

A8.15 Ofcom has received 173 complaints relating to 070 numbers between January 2013 and
September 2017The complaints relating to 070 numbers indicated can be broadly placed
into two categories

i) Complaints relating to the price of calls to 070 numbers (79); and
i) / 2YLX FAYydGa NBEIFIGAY3T (2 WNIy3IS YAadzasSQ o dn

A8.16 Of the 79 complaints received categorised@sating tothe price of calls to 070 numbers,
Y2al 2F GKSasS NBf I (S njahighe fian dom®aNal Dllowidga O1 I
call being made ta 070number. We note thafor someof these complaintsconsumers
specifically aid that they thought that they were calling a mobile number. In some cases,
consumers also noted that they did natow that calls to these numbers would not be
included in their monthly plan.

A817 h¥ (GKS odn O2YLIX IAyda OF(iS3I2NRAaAaSR a WNIy3aS v
feeling they lave been tricked into calling@0 number, and when they realise the
amountthey have been charged they consider it to have been frauduerkcessiveWe
note that:

i) alarge majority of the complaints relate to consumers applying for a job online and
receiving a response asking them to eall7Onumber to discuss the job or sep
an interviewand then being kept on hold for a prolonged period of time

i) some complaints relate toonsumers being provided withG¥0 number to call on
a dating website, or receiving a missed call f@®70number asking for an urgent
call back; and

iii) many of these complaints also include consumers specifically stating that they
thought they were calling a mobile number and therefore being shocked at
receiving a higher than normal bill.

A8.18 Whilst we acknowledge that the number of complaints in relatio®70 numbers over the
last few years has not been huge, we consider that they evidence the type of consumer
harm that can arise from the use (and misuse) of the-0idhber range. Looking at the
substance of the complaints, they also provide evidence n§amers confusing 070
numbers with mobile numbers, as well as evidence of bill shock.

Evidence from Ofcom publications

A8.19 Ofcom has completed several reviews of the regulation relating tegemgraphic calls
since 2010. Some of the evidence gathered in ¢heviews is relevant to our
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consideration of consumer harm relating to the 070 range and we set out the evidence
relied on below.

A8.20 We note that althoughsome of the datas a few years oldwvestill consider that it is
relevant evidence of consumer behaur towards 070 numbers today, particularly when
coupled with:

i) the complaints relating to this number range as noted above;

i) the evidence of continued fraudulent activity on this number range set out below;
and

iii) the consistency between the surveys noteddye which themselves were
undertaken several years apart.

Simplifying nonrgeographic numbers

A8.21 Ofcom completed a review on Simplifying N@eographic numbers from 20402. Ofcom
completed two consultations irhts time, one in December 20%0and one in Apti20121ss

The 2010 Consultation

A8.22 Inthe 2010 Consultation, we highlighted the concerns we had over the continuing abuses
on the 070 range. We highlighted evidence from our consumer research which showed
that a large proportion of consumers confus@éo numbers with mobile numberss We
noted that much of the consumer detriment on these ranges arose trasconfusion

A8.23 In addition, we noted that the combination of uncertainty, confusion and high non
geographic number prices led to higher consumer vulbiitg to fraud. Evidence cited
included two complaints received by the OAT in relation to 070 nurmibers.

A8.24 The vast majority of respondents to the 2010 Consultation agreed that there was a real
case for intervention in the 07@and076%) range because of thtangible consumer harm
from fraud. For example:

154 Available athttps://www.ofcom.org.uk/ _data/assets/pdf file/0020/63380/negeo.pdf

155 Available athttps://www.ofcom.org.uk/_data/assets/pdf file/0017/63440/parta.pdf

156 This consumer research was from a 2009 Consumer Survey which shows that 34% of consumers cleaoguaise r
070 numbers but 48% of these respondents thought they were mobile numbers. Only 8% recognised them as personal
numbers.See the 2010 consultation, Paragraph 6.151.

1572010 Consultation, paragraph 4.63.

158\We have excluded 076 range from this revigsithe competition position is very different. 076 is used for pager
services in the UK or mobile in the Isle of Man or Channel Islands. Pager number termination rates are determined in
discussion with the pager customers and hence subject to competitidooth sides of the market. Crown Dependency
076 numbers are regulated by those administrations. The 076 range is far smaller, in terms of the numbeanfeab
allocated, than 070 and we are addressing fraud and misuse in 076 through tightening afrmallobation and focussed
enforcement.
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) 99 y2GSR GKFGY &aiKS LINRPEAYAGE 2F GKS

NI y3Sa ONBIGSa aA3ayAFAOIyd ao2LIS F2NJ Odzad

evidence shows not only that consumers arefosedg but more worryingly, they
do not know that they are confused (as illustrated by the fact 34% of consumers
claim to understand 070 numbers, but 48% of these people thought they were
Y20AfS ydzYoSNBO ®E

i) Telefonica referred to consumers mistaking 0@ y dzYo SNA F2NJ Y20Af S
a0 GSR GKIFG &a6S O2yaARSNI GKFG Odzad2YSNJ SE

number range can be confused with other number ranges that are commonly
found in a bundle (07Qe

i) ¢t KNBS NBLERZ2NISR (KF{G Fdex SIR yaadS NB2 & NBS 2y drE

SEIFIYLX S GKIG aiGKS -Qgedyfdpliichimber tangdzdikelsizNIS
O2y iNRo6dziS&a (2 ©2yadzyYSNI O2y FdzaA2y dé

The 2012 Consultation

A8.25 Ofcom published a further consultation on simplifying rggographic numbers in April
20121s2]n that Consultation, we set out that thensere specific issues with the 070
number range which neesdito be addressed, in particular around consumer detriment
arising from an inability for consumers to distinguish (&®d 0769 numbers from UK
mobile numbersis

A8.26 We noted that the considerations for the 07@nd076) number ran@ were somewhat
different to the other norgeographic ranges that were being considered in the review
because of the greater risk of fraud on these ranges and the potentifiision with UK
mobile numbers and we therefore decided to consult separately ortthis.

Nongeographic telephone numbers Omnibus survey

2F Y2

A8.27 Following the 2012 Consultation, Ofcom commissioned research in relation to its strategic

review of nongeographic numbes. This included the negeographic telephone numbers
Omnibus survey which provided evidence to assist Ofcom in evaluating the potential
options for intervention in relation to nogeographic numbers (the Omnibus survey).

159EE, December 2010 consultation response, page 75, paragrédphifble at:
http://stakeholders.ofcom.org.uk/binaries/consultations/simplifyimmpn-geo-
numbers/responses/Everything_Everywhere.pdf

16002, December 2010 consultation response, paragraphs 96 to 98; available at:
http://stakeholders.ofcom.org.uk/binaries/consultations/simplifyimpn-geo-numbers/responses/O2.pdf
161 Three, December 2010 consultation resporgaagraph 27, page 9, available at:
http://stakeholders.ofcom.org.uk/binaries/consultations/simplifyismpn-geo-numbers/responses/Three.pdf
162 Seehttps://www.ofcom.org.uk/consultationsand-statements/categoryl/simplifyingnon-geographieno
163076 numbers are not being considered as part of this review. See footnote 34.

164The 2012 Consultation, paragraph 6.33.

165The 2012 Consultation, paragraph 6.37.

166 A copy of the Omnibus survey is available here:

https://www.ofcom.org.uk/ _data/assets/pdf file/0026/44891/omnibusurvey2012.pdf
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A8.28 In relation to 07Qand 076¢) number range the findings from the Omnibus survey showed
that:

a) Awareness and understandin@1% of respondents with telephones claimed to be
aware of 070 numbers. However, there was confusion with mobile numbers among
those who said they were aware of 070mbers; 59% of those claiming to be aware of
070 numbers thought they were within the mobile telephone range. Overall, less than
1% of people with telephones were aware of and correctly understood what type of
number range 070 weres

b) Price perceptionWhen asked to estimate the price of calls to 070 or 076 numbers,
most said they did not know the price (around six in ten of all people with a telephone
and just under four in ten of those who said they were aware of 070/07 numbers).
Among those who gavestimates of the price, the average price given for calling 070
numbers on mobile telephones was 42p and on landline telephones was°37p.

c) Claimed calling behaviouiz% of those with telephones said they had ever called a 070
number (however, the high levef consumer confusion with mobile telephone
numbers should be remembered). Around 1 in 5 people said they were likely (either
fairly or very) to call back if they missed a call from either a 070 or 076 number. Around
one in ten people said they were likab call back if they got a text or email message
from an unknown business asking them to call back on either a 070 or 076 number. It
should be noted that the most common answer from telephone users was that they
were unlikely to call back after receiviagnissed call on any of the number ranges.

Mobile Call Termination (MCT) Review

A8.29 The consultation for the 20258 MCT market review was published on 4 June 206
part of this consultation Ofcom commissioned research from Kantar Media relating to
consW SNEQ ¢l NSySaa 2F GKS OKINBSa GKIFG OFffa
A830 YI yil N aSRAlF &adz2NBSe@SR O2yadzySNBRQ | gl NBySaa 2
number range’2 The responses showed that:

i) 42% of respondents thought that not all 07x calls costdtme; 37% that all 07x
calls costhe same; and 22% did not knowand

167076 numbers are not being considered as part of this review. See footnote 34.

168 See paragraph 4.1 of the Omnibus survey.

169 See paragraph 4.3 of the Omnibus survey.

170See paragraph 4.2 of the Omuoibsurvey.

171 Available athttps://www.ofcom.org.uk/ _data/assets/pdf file/0016/74221/mct consultation.pdf

172 2YYA&&aA2y SR | a LI NI 2 ThilehCalOrarvigedion MarkefReviey. KantrdViediacared aui2
the research in February 2014 using telephone interviews for a total base of 2069 respondents. Sedviofutnzall
termination market review 20188, Annex 18Available at:
http://stakeholders.ofcom.org.uk/binaries/consultations/mobiealtermination-

14/annexes/Annex_18 Consumer_survey:pdf

173Q15A (When makg calls to numbers starting with 07 and followed by other digits, do you think that all calls will cost
the same?) and Q15B (Which of the following types of calls do you think have different rates?).

101


https://www.ofcom.org.uk/__data/assets/pdf_file/0016/74221/mct_consultation.pdf
http://stakeholders.ofcom.org.uk/binaries/consultations/mobile-call-termination-14/annexes/Annex_18_Consumer_survey.pdf
http://stakeholders.ofcom.org.uk/binaries/consultations/mobile-call-termination-14/annexes/Annex_18_Consumer_survey.pdf

Consultation: Personal numberingreview of the070 number range

i) of the 42% of respondents that thought that not all 07x calls cost the same, 30%
thought that 070 call charges differ from charges of calls to other 07x services. This
means that justL3% of respondents understood that 070 call charges differ from
charges to other 07x services.

Vulnerability to fraud and scams

A8.31 As noted throughout this document, we are also concerned that there is substantial
improper use of 070 numbers, with consumersiad into making 070 calls which incur
high retail charges (thenetail telecoms provides then have to pay high 070 WCT rates). In
addition, fraudsters (often operating abroad) can also use 070 numbers to make it more
difficult to be traced.

A8.32 The evidene we have set out above is also relevant to this, particularly the complaints
data which provides examples of where consumers have been the victims of such scams. In
addition to the above, we have also relied on the following sources of information to
asses the extent to which scams are present on the 070 number range:

a) Artificially inflated traffic;
b) Data from the National Fraud Intelligence Bureau;
¢) Information from the Serious Organised Crime Agency; and

d) Information from the Phongaid Services Authority.

Artificially Inflated Traffic (AIT)

A8.33 AIT relates to where the flow of calls to a number is, as a result of any activity on or on
behalf of the party operating that number, disproportionate to the flow of calls which
would be expected from good faith comma@kpractice and usage of the network.

A8.34 Inthe case of 070 we consider that it is worth distinguishing between UK and international
AIT.

a) National fraud arising generally from encouraging individuals to call though a variety of
methods such as:

i) Including tke 070 in an advertisement for a (n@xistent) job opportunity;
i) Arranging for mobiles to see a reexicall;
iii) Promotion of 070 as a contact number for a fake contest.

b) International AIT takeadvantage of the fact that many overseas communications
companies hAve nd developed a separate tariff f@70 from the UK mobile 07 ranges
and thefraudsters arranges for calls to be generated where such confusion exists and
where the retail cost of the call is below the international 070 termination rate.

A8.35 Given the abwe, patterns of unusual call behauip for example, an elevated level of
concurrent calls may biedicative of potential fraudasthere is no obvious reason that a
single number should be the target of so many individual calls at one time
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A8.36  Similarly,a high level of internationally originated calls can be indicative of AifTtlas
range was being used legitimately in the UK you would not expect to see a high volume of
overseasoriginated calls as they are generally being advertised in the UK andediraca
UK customer base; and

A8.37 In order to understand the level of potential AIT on the 070 rangseve BT a formal
information request under Section 135 of the Act@hSeptember 2017This requested
data (covering the period from 01 January to 31 ARI@017) on:

9 GKS @2ftdzyS 2F Ortfta (2 ntn ydzyoSNA @gKAOK
international origination;

{1 the frequency of concurrent calls to 070 numbers;

1 the percentage of calls estimated to contravene the Ofcom Numbering Plan; and

1 the number ofcases raised that relate to AIT.

Internationally originated calls

A8.38 Table A8.below sets out the number of calls to 070 numbers and the number of call
YAYydziSa G2 nTtn ydzYoSNE ¢gKAOK dzaSR . ¢Qa (NI ya
2017.

Table A8.4Numberof calls and call minutes to 070 numbers using the BT transit network

Number of call minutes to 070

Month/Year Number of calls to 07Gumbers S
Aug 2016

Sep 2016 [ ] 1
Oct 2016 [ ] ]
Nov 2016 [ ] ]
Dec 2016 [ ] ]
Jan 2017 [ ] ]
Feb 20175 [* ] "1
Mar 2017 [ ] "]
Apr 2017 [ ] ]

174 Concurrent calls occur where more than one calleimf routed to the same 070 number simultaneously.
175We asked BT why the volume of minutes might be reducing and they could not provide an explanation but did not that
GKS GNITFAO YAIKEG KIFEPS 0SS NRdAzi SR @A netwosk2 6§ KSNI AYGSNYFGAZ2Y I f
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Number of call minutes to 070

Month/Year Number of calls to 07@umbers AL TS
May 2017 [* ] ]
Jun 2017 [ ] ]
Jul 2017 [ 1 ]
Aug 2017 [ ] ]

{2dz2NDOSY . ¢Qa NBaLRryasS (42 ntn YFEN]LSGI NBOASs admop NBIJd

A8.39 Table A8.%elow shows the percentage of those 070 calls indicated in the table above that
originated internationally and the percentage of call minutes to 070 Numbers originated
internationally.

Table A8.5Percentage of calls and call minutes to 070 numbers omgéd internationally

Percentage of calls to 070 Percentage of call minutes to 07(

Month/Year originated internationally originated internationally
Aug 2016

Sep 2016 [ ] "]
Oct 2016 [ ] [ 1]
Nov 2016 [ ] ]
Dec 2016 [ ] ]
Jan 2017 [ ] ]
Feb 2017 [ 1] "]
Mar 2017 [ ] ]
Apr 2017 [ ] "]
May 2017 [ 1 "]
Jun 2017 [ ] ]
Jul 2017 [ ] ]
Aug 2017 [ ] "]

{2dzNDSY . ¢Qa NBaLkRyaS (42 ntn YINJSG NBGASE aodmop NBIjd
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A8.40 As can be seen from the tables above, in five of the thirteen months covered by this
sample,over[" ] of call minutes transiting through BT to 070 numbers originated
internationally. [ ].

Concurrent calls

A8.41 Table A8.tbelow shows the frequency of instancelsconcurrent calls to 070 numbers on
the BT transit network from August 2016 to August 2017.

Table A8.6Total call volumes and number of concurrent calls on the BT transit network

Month/Year Total volume of calls Number of concurrent calls

Aug 2016 [ ] [ ]
Sep 2016 [ ] [ ]
Oct 2016 [ ] [ ]
Nov 2016 [ ] e
Dec 2016 [ ] e
Jan 2017 [ ] e
Feb 2017 [ ] [ ]
Mar 2017 [ ] [ ]
Apr 2017 [ ] [ ]
May 2017 [ 1] [ ]
Jun 2017 [ 1] [ 1]
Jul 2017 [" [ ]
Aug 2017 [ ] [ ]

Source: ¢ Q& NB & LRy arview 2135requestY | NJ S @

A8.42 As can be seen from the table above, there is a large fluctuation in the number of
concurrent calls transiting the BT network each month, however this works out to an
average of 79,641. Again, we consider that this is indicative tHais®a concern on the
070 number range.

BT comments on use of the 070 range

A8.43 We asked BT to provide an estimate of the percentage of calls which involve the use of the
070 number range which it considers contravene the Ofcom Numbering Plan (and/or any
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other regulatory rules in relation to the use of telephone numbers), and the basis for these
views. BT explained that:

G. ¢ SadAyYl i &anths40%60% df PNSéEtafic Bave characteristics which
would indicate either unusual call behaviour, AIT or could contravene the Ofcom
Numbering Plan for some operators. It should be noted that this can change significantly
from month to month, and that not all operators hathis proportion of traffic which

Y& O2YyGN} @SyS GKS hFTO2Y bdzYoSNItfl yXe

A8.44  Asfurther evidence of this, BT explained that as 070 numbers are used in place of
Geographic or Mobile numbers, it could be assumed that the origination points would be
similar. BTprovided the data set out in the table below which shows the percentage of
calls which BT sends to terminating operators from three types of originating line:
Geographic, Mobile andDthef. 60ther includes International calls, as well as where
partial ornon-geographic CLIs are presented

Table A8.7Percentage of calls BT sent to terminating operators from three types of operating

l ine: Geographic, Mobil e and “Other” between Jan
Destination
CLI Type
Mobile PNS (070)
Total Total Total
) Total ; Total .
Totalcalls Duration Duration Duration
. Calls . Calls .
(mins) (mins) (mins)
Geographic [" ] [" ] [" ] [" ] "] [" ]
Mobile "] [" 1] [" ] "] "] [" ]
International/Other "] "] "] " ] 1] [" ]
Total 100% 100% 100% 100% 100% 100%

Source: ¢ Qa NBalLkRyasS G2 ntn YFENYSG NBGASE aodmop NBIjdzSai

A8.45 BTexplainedthat 2 9SNJ G KS LISNA2R FylfedaSR o6WLHy wmc G2
30% more calls generated to PNS destination numbers from abroad when compared to the
relative distributionfordo 2 i K DS2 AN} LIKAO YR awdntoSto RSad Ayl

176 BT has referred ta t bifi @answering this question which is an abbreviatiofPefsonal Numbering Servid0 is the

number range that has been designated as Personal Numbering Services and therefore we assume that BT is referring

solely tothe 070 range in its responsersonal Numbering Services aefined in the National Telephone Numbering

Plan as services based on number translation that enabledJsacks to be called or otherwise contacted, using a single

Personal Telephone Number,@to receive those calls or other communications at almost any Telephone Number,

including Mobile Numbers. A Personal Number is also defindddnS t £ | y & | &sSdné&lhikaPgrsnab dzY 6 SNJI &
Numbering Service Provider, which allows a Subscribexaeive calls or other communications at almost any Telephone

Number, including a Mobile dzY' 6 S NE @
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setoutthatd G KSNB | NB aAS@OSNIf Y2yiKa gKSNB (GKS LISN
SEOSaa 2F pm: dé
A846 . ¢ aSG 2dzi GKIFIG WwWlLe OFasSaQ KIF @S ogaisy NI AA&SFK
various operators?” BT also noted that the use of PNS has included call recording
servicegewhich BT understands should not be hosted on these number ranges as since
they offer a value in kind to the user of the 070 service is not consistent wathesstriction
on 070 not to be a revenue sharing rarige~or the periods in question, the traffic to these
services made up more than 50% of billed traffic.

A8.47 [' 1.

National Fraud Intelligence Bureau

A8.48 [' ]
A8.49 [' ]

A8.50 We have sought more up to date information wiishould be available in the new year.

The Serious Organised Crime Agency

A8.51 A representative from the Serious Organised Crime Agency (SOCA) working in a team that
tackles international mass marketing fraud wrote to us in response to the 2010
Consultation.

A8.52 Mass marketing fraud is when you receive an uninvited contact by email, letter, phone or
adverts, making false promises to con you out of money. Mass marketing fraudsters try to
lure victims with false promises of large cash prizes, goods or services angzdor
upfront fees, or what they call taxes or donations.

A8.53 This representativaoted that the 07humberrange[" ].18

Phonepaid ServicesAuthority (PSA) data

A8.54 The PSA is the UK regulator for content, goods and services charged to a phone bill. In this
capacity the PSA can investigate services on 070 numbers if they are found to offer phone

177 [" ]

178 Call recording services are services which offer the customer the ability to record and store the calls that they make to
organisations and accessete recording in the event of, for example, a dispute.

179 See discussion on the meaning of revenue sharing in our statement on the 03 NumbeicRejgon to clarify the
revenuesharing with callers if prohibited in the 03 number range

https://www.ofcom.org.uk/ data/assets/pdf file/0023/51944/statement.pdf

180Email from T ], officer with the Serious Organised Crime Agency, to the Ofcom NGCS Revalhaddressdated 5
November 2010.
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paid servicest and/or the number is being misused and if the cost of the call exceeds 10p
per minute?s2

A8.55 The PSA explained that overall it sees a limited number of e about 070 numbers
(currently one or two per week on average). However, it highlighted that it faces difficulties
with investigation and enforcement when it does receive these complaints. It noted the
following difficulties in particular:

a) ldentifying the user of the 070 numbe¢ The PSAnotedth@ n T n Yy dzYo SN& | NB
supposed to have a revenue sharing element or to be a route to consumption of a
traditional premium rate service. Consequently where the numbers are being used
correctly PSA does not ende its Code and users of 070 numbers do not register with
t { hepgvent onto say thatthedt i KSNEF2NB KIS y2 YSIya Ay
identifying who is operating 070y dzY 6 SNJ ¢ KSy |y A&aadzS I NAaSao

b) Evidence gathering The PSA noted that evavhere they are able to identify the user
of a 070 number, since 070 numbers are not supposed to be used to provide PRS,
GO2YLI yASa R2AYy3 a22KBRBISA0AGR AIOSYUBOBE
went on to say thatiti& RA T F A Odzt thergitlle mSryiid goifigladK &
demonstrate the relationships between parties in the value cAdia.complexity and
effort required to gather the evidence is significant.

c) Impact, including deterrence The PSAnotedthd@t L RSY G A FAOF A2y 27F (K:
individuals responsible for abuse of these numbers is difficult and it is possible for
substantial sums of money to have been made prior to detection or investigation. In the
past, enforcement has had limited effect on reducing abuse of such numbeissby th
K2 KI@S 200F Ay &BWd2NI dza SR GKSYDPDdE

d) Resource managemerfThe PSA notethatd I 8 A RS FTNRY OF aSa g KSNB
merely seeking to check a number, we have a limited ability to help individual
consumers and there is a resource costtousiilgbld Ay (2 O2YLJX | Ay (aXxXé

A8.56 Alongside this information, the PSA also provided some comments on the preliminary
FaasSaaySydga Al KFR O2YLX SGSR Ay GKS F2N¥ 27
It said that these have highlighted the following trends:

181 Phone paid services is a generic name for goods and services that can be purchased over the phone and are charged to
your telephone bill or paasyou-go credit.

182t should be noted that the PRS has explained thdt K S n T nangg iszivodiriedded to be used to deliver premium

rate services (PRS) and revenue sharing between the user and the network provider is not permitted by Ofcom for this
YydzZYo SN NI yaSod !'a adzOKZ gKSNB (KS ydzydiSiNa NI WIS A deypaifi SIRO | K S
Services Authority (PSA) does not currently enforce its Code of Practice notwithstanding that under the current PRS
Condition, 070 numbers that are charged at over 10ppm fall withirpsuagraph (e)(ii) of the PRS Coraditand are

therefore technically regulated by PSA.

183Qur understanding is that the registration requirement is intended to provide information that helps the value chain
perform due diligence on third parties and therefore is directed at services whighdaevenue sharing element.

184 The PSA noted that they have sanctions available of imposing a bar on participation in the PRS industry on either the
company in question or where appropriate, named individuals.
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a) 2 KAfS (KS dzf GAYF(GS dzaS 2F ydzYoSNA A& RS&ON
purpose, we are seeing longer value chains where revenue is shared across a group of
companies, all claiming to be resellers;

b) Some individuals appear to be turning to Qiimbers for business use, where 08 or 03
numbers would be more suitable. The challenge is proving revenue share, which may
suggest misuse of the numbers for financial gain;

c) [" ];and
d [* ]

Poor reputation

A8.57 Finally, we consider there is evidence that the hight and examples of misuse of the 070
range presented above have in the past undermined the use of these numbers for
innovative delivery of electronic communications services.

A8.58 For example, we were approachéd | by [' Jand [ ]to discuss a potential joint
venture for the developmentof d[JF LILX A OF GA 2y dzaAy3 Y20At S ydzy
intention was that the parties would use a mobile network and numbers to provide a
personal numbering service. [].

A8.59 In fact, theparties considered alternative numberingtions, including using the 070
range; however, 070 numbers were rejected as an option due to a) their negative
reputation and b) as calls to 070 numbers were being charged by mobile operators in
excess of 50ppm and were not included in bundled minutes.

A8.60 In addition, we note that Autotrader, who used to be a legitimate user of 070 for personal
numbering services, no longer uses the §70zY 6 SNJ NI y3S YR AyadSIR vy
2dzNJ bdzYo SN o6FaSR 2y no oKAOK:s Aa FNBS FT2NJ o

5

185 Seehttps://www.autotrader.co.uk/safety and security centre/protect your number
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A9. Estimding the costs of providing 070 calls

A9.1  This annex sets out the analysis we have undertaken to estimate the cost of providing 070
calls, and presents our overall estimates of this cost.

A9.2  Wholesale termination rates that are significantly greater than thascogproviding 070
calls are consistent with our proposed SMP findings.

A9.3  This cost analysis also informs our impact assessment. As discussed in Section 4, we
propose to adopt a price control remedy which benchmarks the 070 termination rate
against the molle termination rate (MTR). In particular, this annex provides an overview
of the scale of costs that terminating call providers (TCPs) would need to recover frem end
users if we set 070 WCT rates below costs.

A9.4  This analysis reflects our understanding & tietwork and functions involved in providing
070 calls. Our estimates are based on information we have received from providers in
response to requests for information under our formal powers.

A9.5 In this annex we:

T discuss the network and functions involvedimoviding 070 services;

1 present (average) wholesale 070 termination rates (as a benchmark against which
cost estimates are compared); and

1 estimate the cost of providing 070 costs (using the cost standard-Rong
Incremental Cost (LRIC)).

Network andfunctions involved in providing 070 calls

A9.6 Figure A9.1 illustrates the functions involved in the provisioa®?0 call, from the point
of origination (1) until the point of termination to the engser (5).

Figure A9.1: Network and functions involved inquiding 070 calls

3. Costs common to all
or most of 070 TCPs

Y. Call routing | Z. End-user
server A interface
M
2.Transit and 4. Onward transit
1. Origination  interconnect and interconnect 5. Termination

I
I
I
R I
I
— —> Ultimate
switch | — D —> TCP
I

OCP | —— || X. 070 TCP's
% %
Retail charge Terminatioh- - - - - - - - - - 1 Termination
charge (*) charge (%)

(*) the OCP may route traffic to the 070 TCP via a transit network but the charges for this are out of scope of this request
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A9.7 Stage 1 involves the origination of 070 calls, with retail customers (callers) paying retail
charges to their originating communications provideetdil telecoms provides) for
making such calls.

A9.8 Sage 2 involves the conveyance andh@eded transit of 070 calls to the point of
handover to TCPs. In practicetail telecoms provides (as they are not interconnected
with 070 TCPs) often hand calls over to a transit provider to route to TCPs. At the end of
stage 2yetail telecoms proimders (or the transit provider on their behalf) pay the
wholesale termination rates applicable to the 070 calls originating from their network to
TCPstetail telecoms provides also bear the costs of transit, while the CP handing over
calls bears theosts of interconnectionAfter stage 2 TCPs manage, and thus bear the
costs of, the handling and routing of calls to the number selected by thaused(the call
recipient).

A9.9  As depicted in Figure A9.1 above, Stage 3 includes three main functions:
a) Theswitch( “ Functi on X"):

i) receives the incoming call request, identifies the call 830 call, and initiates a
query to the call routing server; and

i) receives the destination number from the call routisgrverand sets up the call to
that number.

b) The callroutngs er ver ( “Function Y”):

i) receives a query from the switch, determines the routing number to which the call
should be routed; and

i) returns the routing number to the switch in order to establish the connection.

c)l nterf ace s er vThismctiofprovidasrac dndisernintedate) :
(typically involving a website), whereby 070 customers can manage and update the
number they would like their 070 number to be routed to.

Wholesale termination rates

A9.10 BT sets termination rates for calo 070 numbers by chagdand with rates potentially
varying by time of day (Day, Evening, Weekend). TCPs decide which band, and thus which
rate, applies to calls to the 070 numbers within their range, and communibate
decision to BTes When retail customers originate cattsa 070 numberetail telecoms
providers have to pay the rate associated with the relevant charge band.

A9.11 The termination rates for these numbers were established in discussion between BT and
070 operating companies when this range first came into seimitee 1990s. The rates,
therefore, may reflect the prevailing costs (and profit margins) of rerouting calls to mobiles
and interrational locations at that timeHowever, as domestic and international

186 A TCP can set differing charge bands for differing numbers within its range.
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termination rates have decreased over time 070 terntim rates have remained fairly
static.

A9.12 The combination of the number of charge bands (28 in total) and rate variation by time of
day means that there is a large number of termination rates. In order to identify the bands
that are more material to the prasion of 070 calls, we detarined the 070 payments that
BTs7 as transit provider made to TCPs (covering termination rates, and made on behalf of
retail telecoms provides) by charge band

A9.13 Table A9.1 belownesents the (weighted averag&)rates for thefive bands that
generated the highest 070 payments in 2016, for calls to 070 numbers originating in the
UK. Among these five bands, rates vary from 14.44 pence per minute (ppm) to 39.27ppm
for an evening rate.

Table A9.1: Termination rates of calls origtiteg in the UK (ppm)

Charge band Day Evening Weekend % of 070 payments
pn2 Rate 38.37 39.27 39.43 95%

k Rate 23.28 15.45 7.12 3%

pnl0Rate 25.78 27.23 27.61 0.33%

pn8 Rate 13.19 14.44 13.46 0.27%

pn3 Rate 37.18 30.44 30.80 0.24%

Total 99%(100%)

Source: Ofcom analysis of data provided in response to 070 market review s.135 requests.

A9.14 These five bands account for 99% of 070 payments from calls originating in the UK, with
the remaining 23 bands accounting for only 1%. The pn2 Rate band alone geréGéteof
070 payments originating in the UK. Rates in these five bands vary from 7.12ppm for the k
Rate (Weekend) to 39.43ppm for pn2 Rate (Weekend). In order to understand average
rates, we established a weighted average rate for each time of day, U@ oportions
of total 070 payments generated at that time of day as weights. This yields a weighted
average rate of 37.61ppm for Day, 38.23ppm for Evening, and 38.13ppm for Weekend.
These high average rates are largely driven by the pn2 Rate, whichehhghest rates
and accounts for the highest share (95%) of 070 payments.

A9.15 Table A9.2 below presents the (weighted average) rates for the five bands that generated
the highest 070 payments in 2016, for calls to 070 numbers originating outside tliUK.
these five bandghe ratesrange from13.60 t013.92ppm for a day ratand from 0.06ppm
to 4.22ppm for a weekend rate. The rates &&1lppm for an evening rate.

187\We also ollected data regarding the payments made by Vodafone as a transit provider. However, as BT accounts for

over[* 12F GSNXAYLlIGA2Y LI e&vySyiazr ¢S KIF@S y2i AyOfdzRSR +2RIT2y S
188 There is a long tail of bands that are not widely used, amkrate only limited 070 payments.

189 Rates are weighed according to the volume of minutes using that rate.
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Table A9.2: Termination rates of calls originating outside the UK (ppm)

Charge band Evening Weekend % of 070 payments
pn2 Rate 13.92 9.71 4.22 44%

k Rate 13.92 9.71 1.63 18%

pnl0 Rate 13.92 9.71 0.86 8%

pn8 Rate 13.60 9.71 0.39 6%

j Rate 13.92 9.71 0.06 4%

Total 79%(100%)

Source: Ofcom analysis of data provided in respon8&@amarket review s.135 requests.

A9.16 These five bands account for 79% of 070 payments originating outside the UK, with the
remaining 22 bands accounting for 21%. The pn2 Rate band alone generates 44% of 070
payments. Rates in these five bands vary fi@r60gpm for the pn8 rate (Day) to
13.92ppm,0.06ppm for the j Rate (Weekend) 40220pm, and are static at 9.71ppm
(Evening) across all bands order to understand average rates, we established a
weighted average rate for each time of day, using the propo#giof total 070 payments
generated at that time of day as weights. This yields an average rate of 13.85ppm for Day,
9.68ppm for Evening, and 4.21ppm for Weekendhese rates are largely driven by the
pn2 Rate, which has the highest rates and accountthfohighest share (44%) of 070
payments.

A9.17 We note that these rates are lower overall than the rates applied to calls originating in the
UK. As calls originating outside the UK are a greater proportion (59%) of total calls, the
overall (i.e. including UK drinternational originated calls) rates are closer to the rates
discussed iparagraph A9.16.

A9.18 Our analysis of weighted average rates indicates that the rates for terminating calls to 070
numbers are high, both in ppm and in comparison to theenrMTR (arrently
0.495ppm)et As discussed in Section 4 (paragrapire-4.82), weare proposing that the
cost of these calls should be benchmarked to the MTR.

190 This weighted average rate is lower than the 9.71ppm figure in Table A%h2 akdrge bandaccountingor the other
21% of payments havelawer average termination rate

1910fcom, 2017. Mobile call termination market review Consultation 22031, page 2. Available at:

https://www. ofcom.org.uk/__data/assets/pdf file/0011/103340/mobitmlitermination-consultation.pdf
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Estimating the cost of providing 070 services

Choice of cost standard

A9.19 Our analysis seeks to estimate timeremental cost (ppm) of providing 070 calls, incurred
by an efficient TCP.

A9.20 LRIC is often used as a measure of the additional costs incurred in theiloilgtelecoms
markets, as a result of the provision of a particular serki¢e.do not use averagetal
costs because dhe prevalence of common costs in the supply of telecoms services. This
rationale also applies to our use of LRIC in estimating the incremental dbst pfovision
of 070 service®2 Service providers may use the same network andtions to provide
calls to both 070 and other negeographic numbers, so that the costs of such elements
are not unigue to the provision of 070 calls. Assigning common costs to one call type is
therefore difficult. We are therefore focusing on the LRI@efprovision of 070 calls,
which includes those fixed costs which are specifith#oprovision oa 070 service

A9.21 We consider that only the costs of an efficient TCP are relevant to the measure of cost.
Taking account of inefficiencies in providing 0@lscwould risk distorting the use of our
cost analysis to inform our proposed remedies.

A9.22  Estimating costs on a ppm basis is consistent with the basis on which MTRs and FTRs are
set. It also makes it easitr calculate the impact of our proposals on CRsthee MTRs we
benchmark against are also set on a ppm basis.

Data collected from providers

A9.23 In this section we describe the information collected from TCPs, and the main transit
provider, BT, that is most important to our cost analysis.

070 Terminating CaPProviders

A9.24  We requested information from fourteet®70 TCPs in total. This was made up of the six
TCPs that received the highest 070 payments, and an additional eight TCPs that received
smaller 070 payments of varying size. We requested information on:

1 volumes of 070 and other negeographic calls;

1 destinations of the 070 calls they handle;

1 whether they provide calls to other negeographic number ranges; and

f costs of providing 070 and other n@eographic calls (see Table 2\Below).

A9.25 We have excluded 11CPs from our detailed cost analysis. Of these:

192The incremental costs of a service are the difference between the total costs in a situation where the service is provided
and the costs in another situation wheree service is not provided. Common costs are costs that are shared across
multiple services supplied by a fifout are not incremental to the provision of any one service
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a) 4 TCPs([ ]) were excluded as they were unable to provide appropriate data (in terms
of the cost category breakdown, or data specifically incremental to 070).

b) 6 TCPH" ]) were excluded as they only provid€®70 service via a reseller and were
therefore unable to provide data on the total cost of provida@70 service. At least
some of the costs of the provision of 070 calls in this case appear to be incurred by the
reseller such that using hTCEost chta would be likely to result in an
underestimate of the cost.

c) 1TCP{[ ]) was excluded ashad very low volumes of 070 calls. The provision of low
volumes is likely to be inefficient as the fixed costs of installing and maintaining
systems need to be oe across a much smaller base. It might be possible for this TCP
to reduce its average costs by expanding its volumes.

A9.26 We considethe remaining three responden{@ncluded in our detailed analysis) to be
representative as they have large volumes of Od@llsand provide calls to other nen
geographic number ranges. They should also face most of the cost of provision as they are
a mixture of TCPs:

f) 1 TCP ([ ]) which only sells directly to the erdistomer; and
g) 2 TCPs'([ ]) which sell both to the endustome directly and via a reseller.

A9.27 Table A9.3 presents our summary analysis of the data provided by MC&sponse to our
information request, TCPs provided data on #mualcost incurred irvariouscost
OFGS3I2NRSa NBf SOl yiuserdi2i SNTEd n@ISasHNetalbvBllimedaf S WSy R
070 calls (minutes). Using this data, we have estimated a conservative ppm figure for 070
calls, shown in Table A9.3 below. This is likely to be an overestimate of the true ppm cost
of providinga 070 service, as jproportion of the annual costs may be either common to
other services, or incremental to the provision of other services.

A9.28 TCPs also provided data thre proportion of each cost category which was incremental to
the provision of 070 services. Using thisajave have estimated the amount of cost in
each category which is incremental to the provision of 070 servik®esutlined in Table
A9.3 below, our analysis of responses from the three TCPs suggests that the majority of the
costs involved in providing070 service are common to the provision of other services
(92%). This is consistent with the responses of a number of other TCPs not included in our
detailed estimates. For example| ([]) stated that switch/call routing functionality tends
to be used byther non-geographic number rangesr services other ta0702% This
suggests that our estimates of ppm costs in Table A9.3 may overestimate the true costs.

193Based on responses to the 070 market review s.135 request.
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Table A9.3: Summary of cost information

ppm (based on total Incremental % of  Incremental cost of
annual cost) cost of providing  providing 070 (2016)

(2016) Uit

Switch and call routing
functionality 0.04 2% £3,723

Enduser interface

0.02 60% £18,005
Marketing and billing

0.02 12% £12,027
Onward routing:

transit/termination/
interconnection 0.08
Other costs#

2% £6,277

0.01 5% £586
Source: Ofcom analysis of data provided in response to 070 market review s.135 requests.

Note: These estimates are weighted avera@esng minuteshased @ the responses of three TCP5 {].
Transitproviders

A9.29 We requested information from the transit providers BT and Vodafone regarding the
volumes of 070 calls they handled in 2015 and 2016, by TCP and charge band. BT was also
asked to provide information regarding the traffic profile (between origoraand
handover to 070 TCPs) of these 070 calls.

Estimating the incremental cost (ppm) of providing 070 services

A9.30 For the purposes of our analysis we are only interested in the costs incurred by TCPs as our
market is the market for termination of calls @®70 number. TCPs do not incur material
costs in stages 1 and 2 i&tail telecoms provides bear the initial costs of transit (at stage
2) and the CP handing over calls bears the costs of interconnection. Our analysis therefore
focuses on stages 3 towhere TCPs incur the costs of providing 070 calls. We proceed by
estimating the incremental cost (ppm) for each of the stages 3 to 5 separately; summing
these to get to our overall estimates.

A9.31 In contrast to the costs in stages 4 and 5 (discussed belowjameot estimate the costs
that TCPs incur in relation to stage 3 functions based on the regulated charges of products
that can be purchased in wholesale markets (such as transit, interconnection or

194 Asreported by provi NB G KA & Ay Of dzRSa O02aia adzOK | a WAYGSNylrt RS@St 2
support queries.
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termination). Absent this optionour estimate of stage Sostsrelies largely on the costs
that TCPs provided in response to our information requests.

A9.32 Table A9.4 below first presents the total costs reported by TCPs for the cost categories
relevant to stage 3. This includes costs which are common to thesgwowofother non
geographic services In addition, Table A8.presents 070 volumes (in call minutes) and
two estimates of the incremental cost (ppm) of providing 070 services:

a) Variant 1 (our base case) relies on the proportion as reported by TCPsrin the
responses; and

b) Variant 2 proxies this proportion using the proportion of all ggographic calls made
up by 070.

Tabl e A9. 4: Esti mates of the incremental stage

Total cost

Switch and call

routing functionality £ ] £ ] £[" ]
Enduser interface £ ] g ] £ ]
Marketing and billing £ ] g ] £ ]
Other costs £ ] £ ] £[" ]
Total costs £ ] £" ] £[" ]

070 call minutes

Incremental
proportion reported
by TCPs [ ] [ ] [ ]

Esti mate o
incremental cost

(ppm) [ ] [ 1 [ ]
Variant 2:incremental proportion based o® 7 0 ’ s h a r -geographicttraffic a |

070 asa proportion of
total non-geographic

calls [ ] [ ] [ ]

195We understand from these responses that TCPs who sell directly taserd undertake the functions in stage 3, wholly
or largely, using systes they have developed and operated. This suggests that there is no developed market for the
functions that TCPs undertake in stage 3. For TCPs who do not sell directlyusezadthe reseller tends to bear this cost
although we do not have robust infaration on the level of this cost to resellers.
1962 § Xy Of dzZRS aYIN] SliAy3a YR o0AftAyIE YR a20KSNJ O2aiaé¢ Ay 2
that TCPs undertake in stages 4 and 5.
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Esti

mate o

incremental cost

(Ppm)

[* ] [ ] [* ]

Source: Ofcom analysis of data provided in response to 070 market review s.135 requests.

A9.33

Stage 3:

A9.34

A9.35

28§ [ftaz2 y20S GKIFIG Ylye 2F (GKS 02aGa Ay Odz2NNBF
incurred during the onward routing of offet calls to portednobile numbers. We

currently estimate the LRIC of donor conveyatabe approximately 0.032ppns?

However, we would not expect the LRIC estimate of donor conveyance to be the same as

the LRIC of providing070 service as the LRIC of donor conveyancdegast only to the

switch and call routing functionality element of our stage 3 cost estimate. In addition,

donor conveyance tends to be provided by larger providers than those providing 070

services, which suggests that the costs involved may be different

Switch, call routing and marketing and billing costs

hdzNJ SadGAYFriSa Ay 020K @GFNAIFyGa AyRAOFGS GKI
1ppm.

We include theweightedr S NI 3S RIFYy @ dad a @& N YippmSa X 6KAOK )

Stage 4 costgnterconnection and onward transit

A9.36

A9.37

Once the number to which 070 calls needs to be routed has been determined (for example,
theenddza SNNa FAESR 2NJ Y20AfS ydzYoSNDLsE ¢/ta ySS|
This requires TCPs to interconnect watkransit provider, who will provide transit and

hand over calls to the terminating CPs. At this stage the terminating CP picks up the calls

for termination to the final number.

We consider that TCPs incur two types of costs, interconnection and onwasitjria
stage 48

Interconnection costs

Interconnection costs are likely fixed (i.e. the costs of being interconnected with transit
providers do not vary greatly by volumes of calls handled) and largely common where TCPs
(as is the case) providalts tonumbers other than 070Thissuggests thathe incremental

LYydSND2yys0iaAzy O2ada RSLISYR 2y F Nry3Is 2F 7
deployment and the interconnection products that it purchases. Despite timgpbzxity
and our view that interconnection costs are likely largely fixed/common, we have

A9.38

cost ofinterconnectionis very low.
A9.39

estimated the cost (ppm).
197 Ofcom,

2017. Review of rhide donor conveyance charges for the period 2021, page 9. Available at:

https://www.ofcom.org.uk/ _data/assets/pdf file/0024/104658bmsultationdonor-conveyancecharges.pdf

198\\/ith costs depending on the distance and route travelled by calls on their way to terminating CPs.
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A9.40 Using data from providers we have estimated the incremental interconnection cost of
providing 070 services by dividing the annual cost@frgonnection (including common
costs) by the volume of 070 minutes for each provider. We have then multiplied by the
proportion of those costs which are incremental to 070 to establish the incremental cost
(ppm). This also gives an estimate close to Opphich we use in our analysis below.

Cost of onward transit

A9.41 Information collected from TCPs suggests that the incremental cost of onward transit
(ppm) is very low (close to Oppredp.We have also estimated this cost based on the charges
of regulated trangiproducts and associated traffic profile§Jsing the same methodology
asthe 03 analysis but based on cent charge of transit producgstwe estimate the cost
of onward transit at 0.464ppm. As a conservative assumption, we use the higher cost
estimate 0f0.464ppm in our overall estimate below.

Stage 5 costs termination

A9.42 TCPs will bear the costs of termination rates for calls to 070 numbers which are routed to
mobile/fixed numbers. These termination rates are passed on to callers through call
charges.

A9.43 Weasked TCPs to provide the distribution of the destinations of the 070 calls they handled,
i.e. the numbers to which endsers asked calls to be routed. Table A9.5 has been
populated with the weighted average distribution across the three TCPs included in
detailed analysig?

Table A9.5: Destination of 070 call8016)

UK fixed 27%
UK mobile 6%
Overseas fixed 1%
Overseas mobile 8%
Other destination 58%
Total 100%

Source: Ofcom analysis of data provided in response to 070 market ¢@wrequests.

19This is based on the responses'ofJand [ ]. We note that| ] interconnection costs are included in the coét o
onward routing.
200 Moreover, TCPs were commonly not able to report costs of onward transit separate from the costs of terminating 070
calls to the numbers to which engsers have asked for 070 calls to be routed.
201 This estimate is based on the charge31@ prices) of the following products: Call termination local exchange, local
tandem conveyance and intéandem Conveyance (short, medium and long).
20225 y238 GKIG GKSNB FNB YN]SR RAFTFSNByOSa deStinaich§y ¢/ ta Ay
These differences may reflect the fact that TCPs deploy different business models and attract differing customer types.
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A9.44 wSallRyaSa G2 2d2NJ AYyF2NXIFGA2y NBdzSaid adza3asSad
VoIP and SIP channels, which do not involve termination charges as the calls are routed
through the internet. It is also likely, given our understamgdof the leel of fraud in this
market, thatY' I y& 2F GKS OFrffa NRdzZiSR 2 a20KSNJ RSai
number is not onward routed at alf. the terminationrate was sebasedonlyon
legitimate use of the rangave would expecit to be set above zero. For this reason, we
SEOf dzZRS NRdziAy3d (2 a20KSNJ RSalGAylGA2yé FNRY

A9.45 Rates for termination to UK fixed and mobile numbers have decreased significantly over
time, and are currently at less tharBppm (and very significantly so forrmination to UK
fixed numbersy? These rates are a small fraction of the rates that termination to 070 calls
currently attract. Termination to fixed or mobile numbers overseas tend to attract much
greater rates, withthe level of rates depending greatly on the country where calls are
terminated. It appears reasonable to expect that, on average, the rates for termination
overseas are significantly greater than those in the UK.

A9.46 We estimate the termination cost (ppm) inrde scenarios:
a) all 070 calls are terminated to UK fixed numbers,
b) all 070 calls are terminated to UK mobile numbers, or
c) all 070 calls are terminated to international mobile numbefs.

A9.47 Scenario a) suggests a termination rate of 0.035ppm; scenario b) d&Ehdd and
scenario c) of 4.950ppAe

A9.48 We have also estimated the cost of terminating 070 calls based on data from providers.
These estimates are consistent with the incremental cost of termination (ppm) being
materially below 1ppm.

Overall estimates ofncremental cost of providing 070 calls

A9.49 Having estimated the incremental cost (ppm) of providing 070 calls for each of the stages 3
to 5 separately, in Table A9.6 below we present our overall estimates of this cost. Our
estimates are made up of:

a) the stage3 cost, estimated based on the common/incremental split reported by TCPs
(i.e. variant 1 from Table A9.4 above);

b) the cost of interconnection and onward transit (stage 4), discussed at paragraphs
A9.36A9.41 aboveand;

2030,49ppm for termination to UK mobile numbers, and 0.035ppm for termination to UK fixed numbers (Ofcom, 2017.
Narrowband Market Review: Draft Statement, page 10. Available at:

https://www.ofcom.org.uk/ _data/assets/pdf_file/0013/107320/nnuraft-statement.pdj

204\We note that calls may also be routed to international fixed numbers, but this appears to be a small proportion (1%) of
total call routing and has awer average termination rate (0.35ppm).

205Based on a multiplier of ten applied to the UK mobile termination rate.
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c) the cost of termination (stage 5),hich varies depending on the UK numbers to which
we presume 070 calls are terminated (to UK fixed numbers only; to UK mobile numbers
only; to international mobile numbers).

Table A9.6: Estimates of the incremental cost (ppm) of providing 070 calls

Stage 3

Stage 4

Stage 5

Incremental
cost (ppm)

Cost ypes

Switch, call routing
functionality, end
user interface and
other
Interconnection

Onward transit

Termination (UK
fixed)

Termination (UK
mobile)

Termination
(International
mobile)

Termination to UK
fixed

Termination to UK
mobile

"]

] ] 0.596
0.000

0.464

0.035

0.495

4.950

1.096

"1

1.556

Termination to "] [ ] [" ]
International
mobile 6.011

Source: Ofcom analysis of data providedeisponse to 070 market review s.135 requests.

Notes: These estimates are weighted averages based on the responses of thre€ TCHE€[ estimates have
been weighted by volumes (minutes).

A9.50 Our overall estimatesgveraged across TCPs, are 196 fortermination to UK fixed
numbers, 1.556pm for termiration to UK mobile numbers and 6.0fidk termination to
international mobile numbers. These estimates suggest that the incremental cost (ppm)
while much smaller than 070 termination rates (approximatedpn for calls originating

206 Thisaverages based on the responses of three providers ofily], [* ]and[" ] for the reasons discussed previously.
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in the UK asdiscussed at paragraphs A9.14), materiakgeeds the rates for termination

to UK mobile numbers (0.495ppm1).

Question A9.1: Do you agree with our approach to estimating the cost of proa@ng
service? Pleasgrovide reasons and evidence in support of your views.

207|n light ofthe IF 2 N I G A2y LINBPARSR o0& ¢/ta AYRAOFGAYy3I GKIG
0.5ppm), we would only estimate the overall incremental cost (ppm) to exceed 2ppm if the incremental cost of

interconnection and transit combined is greathan 1ppm. We would not expect this to be the case given the data
provided by TCPs on interconnection and onward transit costs.
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A10.Glossary

2014 EC Recommendatio@ommission Recommendation of 9 October 2014 on relevant product
and service markets within the electronic communications sector susceptibledatexregulation

in acordance with Directive 2002/21/EC of the European Parliament and of the Council on a
common regulatory framework for electronic communication networks and services (2014/710/EU),
which replaces the corresponding Commission Recommendation of 17 Decem@er 200
(2007/879/EC).

Allocatee The Communications Provider who has been allocated the use of a range of 070 numbers
by Ofcom for a personal numbering servicElse Allocatee agrees with other communications

provider (subject to any regulatory constraint) ttegmination rate for its range and arranges for

them to becontactable through networks operated by other Communications Eeosi

Auto-dialler: A function provided by TCPs, whereby a user configures a device (e.g. a burglar alarm)
to usea 070 number tocall a specified telephone number.

BERE@ody of European Regulators for Electronic Communications.
BT: British Telecommunications plc.

Calling Party Pays (CPRhe billing principle where retail charges for telephone calls are set in such
a way that oily the calling party (and not the called party) pays a charge when a call is made.

Countervailing buyer power (CBPJhe restraint that a buyer is able to place on any attempt by the
seller to set its prices above the competitive level.

Charge contral Acontrol which sets the maximum price that a communication provider can charge
for a particular product or service. Most charge controls are imposed for a defined period.

Common costsCosts which are shared across multiple services supplied by buirane not
incremental to the provision of any one service

Communi cat i on s:ThedComnumicatiorts Act 20@3c t ”
EC The European Commission.

Enduser. The final consumer of a product or siee. In the case of 070 numbers, the emskr
controls the @stination number to which calls are terminated.

ERGEuropean Regulators Group; replaced by BEREC in 2005.
EU The European Union.

Fixed call termination The service provided by an FCP to alloweail telecoms provideto
connect a caller withthe ity RSR OFf f NBOALIASYyld 2y GKIFIG C/tQa

Fixed termination rate (FTRYhe wholesale charge levied by FCPs for Fixed Call Termination
services provided by them.

Incremental costs The incremental costs of a service are the difference between the tosés in a
situation where the service is provided and the costs in another situation where the service is not
provided.
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Long Run Incremental Costs (LRIRIC is defined as the long run avoidable cost of an operator
carrying a particular increment of tféd. The increment in question is treated as the final traffic
increment on the network.

Long Run Incremental Costs Plus (LRICh long run (average) incremental costs plus an-equi
proportionate markup for the recovery of shared and common costs. LRIGtid be taken to
mean the same as LRAIC+.

Mobile call termination (MCT:)The wholesale service provided by an MCP to allovetl
telecoms providefi 2 02y ySOG | OFft SN 6A0GK GKS AyiSyRSR Y2

Mobile termination rate (MTR) The wholesale charge levied by MCPs for MCT.
Mobile Communications Provider (MCP) provider of mobile communication services.

National Regulatory Authority (NRAJhe relevant communications regulatory body for each
country in the EU. Ofcons the NRA for the United Kingdom.

National Telephone Numbering Plan (NTNBgtting out the telephone numbers available for
allocation and any restrictions on how they may be adopted or used.

NTS Number Translation Services.

Originating communications mvider (etail telecoms provide): The telecoms provider of the end
user making a call, i.e. the telecoms provider from which the call originates.

Overthe-top (OTT) servicé ! GeLIS 2F aSNBAOS LINPOARSR a2@SNJ (rF
connectionsuch as a fixed or wireless broadband connection.

Ppm Pence per minute.

Safeguardcag ! OKI NBHS O2y iNRf &St (G2 O2yaidNIAYy | ¢/t C
rates, set at a level at which it is considered relevant costs can be recovered.

SIP Session Initiation Protocol.
SMR Significant market power.

SSNIPSmall but Significant Nanansitory Increase in Price. This is typically taken to be an increase
in price of between 80% above the competitive level and is used when considerirgh&h
hypothetical monopolies in a market could sustain a profit at such a price.

Suballocatee An organisation granted contractually by an allocate the management of-aedudf
the 070 range controlled by an allocatee

Terminating communications providg(TCP)The telecom provider of the enadgser receiving a call,
i.e. the telecoms provider from which the call terminates.

Termination rate The rate charged by a TCP toratail telecoms providefor terminating a call.

Voice over Internet Protocol (Vo)PA method of carrying voice calls on fixed and mobile networks
by converting speech into data packets (and back) and carrying it using IP.

Wholesale Call Termination (WCTN)V/holesale termination services.
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