Belgacom Regulatory Cost Model
2013

General Description

Authors:
DECHEVRE Agnés
DE CEUSTER Luc
DESTAILLEUR Laurent
DIEU Peter

DOOMS Frangoise
GABRIELS Niels
LINGURI Philippe
MEERSMAN Raf
NYSSENS Cécile
PEETERS Patrick
ROOSE Dirk
VANDENPLAS Danny

PUBLIC



belgacem COSTMODEL 2013

TABLE OF CONTENTS

1 GENERAL DESCRIPTION  iiiiiiiies eevevvvviinn e e eeeeaaanann ... 6
2 MODEL ALLOCATION STR  UCTURE ...ciiiiieriiee v, 8
3 COST BASE ... iiiiis ettt aeeeeer e 12
3.1 COSt MOTEI PEIIMELET ...ttt et e st et e e e nab e e nnn e e e nnneas 12
3.11 Determination of the Cost model PErMELEr .........coiiiiiiiiii e 12
3.12 Costs excluded from the Cost model PEriMEeter..........cooiii i 13
3.2 L6701l (=T [ (o101 o] oo HUR T PO UPPTOPPPTOPPRTRTPRN 13
3.3 1O 70 = 1] LS= 11 To] o TSP PP UP PP 14
34 Split of the Cost perimeter SRW and Network/IT flOW ..o, 16
3.5 ASSELS FEVAIUATION. .....uteie ittt sttt ettt e et e et et e s st et e e sbe e e e sbaee e e sbbeeesabeeesabeeesareeens 17
3.5.1 (D= Tol IS T o N (=T PP PSP TPP 17
352 Methods used to revaluate the NEtWOrK aSSetS.........oocvviiiiiiiie i 17
3521 PFICE INAEXALION ..ottt s b e e sba e e e snnee s 18
3.5.22 1NV Z= 1o YRS 19
3.5.2.3 (ST 0 JR= TSN 1T SR 19
3524 Index Based 0N @ fiXEA PPC..........cooi e 19
35.25 Price Indexation for Mobile ASSETS.........cccviiiriiiiere e 20
3.5.2.6 Asset valuation based on the Belgacom Reference Offer tariffs and BIPT bottomup mobile
COSE MOTEL ...t e e nee e e e e e n e s reesnneenreennnas 20
3.5.26.1 Method background and ratioNale ............cceoviieeie i 20
3.5.2.6.2 1Y/ 111 o To o (=TS Tox 1] (T} o PR 20
3.5.2.6.3 o0 o 1SS 21
3.5.26.4 Method IMPIEMENTALION .......cceiiiic e e e e e e snrees 21
3.5.2.6.5 Exceptions to the generic implementation ..........ccccooeeeieiiieee e 23
3.5.2.6.6 BIPT BRxXx tariffs as base for asset valuation..............ccoovveieeiieinie e 24
3.5.2.6.6.1 BRUO ...ttt bbbt bbbt b bbbt et sh e e nhe b ene e e 24
3.5.2.6.6.2 BIOCKS @nd tie CADIES.......c.eiiiieiee s 25
3.5.2.6.6.3 BROBA rental per €nd-USEr lINE.........ccviiiuiiiiiiiiiiiee e 25
3.5.2.6.6.3.1 F e 1)Y= o - | TR OURR PRI 25
3.5.2.6.6.3.2 Transport rental ATIM ....ooo e 26
3.5.2.6.64 BROBA ATM traNSPONT ....eeeiiiiiiiieeeeeiteet ettt e et e et e e e eben e e e s e sneneeeeas 26
3.5.2.6.6.5 BROTSOLL (2CCESS INE ONIY)....viiiiiiiiiiie et 26
3.5.2.6.6.6 WBA VDSL2 €nNd USEI lIN@.....eiiiiiiiiiiiiiestee ettt 26
3.5.2.6.6.6.1 PaSSIVE PAIt....eeiiiieie ittt e e e e e e e e e e nrrnee e 26
3.5.2.6.6.6.2 F o 1)Y= o - | PO UPRTR 26

PUBLIC



belgacem COSTMODEL 2013

3.5.2.6.6.7 WBA TFANSPOIT ...t e s s e e s 26
3.5.2.6.6.8 BROTSOLL EtNEINEL....coi ittt e e 27
3.5.2.6.6.8.1 BROTSoLL Ethernet model for 1 Gbps lINeS.......coocviiiiiiiiiiiciieeeeieecie 28
3.5.2.6.7 Transport PDH/SDH ValUALION ......coouiiiiiiiiiiiie e 28
3.5.2.6.8 Non regulated tariffs as base for asset valuation.............ccccceveeiiieeie e, 28
3.5.2.6.8.1 Adapted unicast price model for MUILICASE ...........occeviiiiiiii e 28
3.5.2.6.8.2 LOCaAl Tl EXPIOTE ..ottt 29
3.5.2.6.8.3 Incremental intercity MOdel .........oooiiiiiii 29
3.5.2.6.9 ATM equipment asSet VAIUBLION ..........coiiiiiiiiiieiie e 29
3.5.2.6.10 Mobile cost model for network assets valuation..............cccoveeerieeniieeniiee e 30
3.5.3 TAM: Tilted ANNUItY MEINOT . ..oiiiiie e 31
3531 B LST0 ] VTP TP PR PR 31
4 SRW STREAM oo ciiiiiniiet ittt ees e e e aaaaaean 33
4.1 Allocation Of the SUPPOIT COSES......ouiiiiiiiiiiii ettt e e 33
4.2 Allocation Of the retail COSES ......ouiiiiiiii e s 34
42.1 Determination of the retail COStS PEHMELET .......c..oiiiiiiiiiiii s 34
4.2.2 Retail costs allocation PriNCIPIES .........ovieiiiiiee e e e earae s 35
4221 Introduction of 2 cost type attribULES .......coccviieeiiieee e 35
4222 Criteria for attribute dimension VAR _TYPE ...t e e e 35
4.2.2.3 Criteria for attribute dimensioN PS_TYPE ......ccocoiii oo ssee e e eneen e 36
4224 Criteria for allocation of retail COStS t0 Markets .........ccocoeveeriieniniie e 38
4225 Graphical view on principles for retail costs allocation to Markets .............cccccoeveeeinnnen. 39
4.2.3 Retail COStS allOCALION FIOW .......ooiiiiiieie e 40
4.2.3.1 LCT=T 1= T | o 1 o] o] 1= SRR 40
4.2.3.2 Retail FTE related COStS (DIOCK 1)......ueiiiiiiiiiee e e e 40
4.23.2.1 CBU Organisational groups: VAR_TYPE; PS_TYPE; COST_GROUR...................... 42
4.2.3.2.2 CBU Call center activities (CBU CCA): VAR _TYPE; PS_TYPE; COST_GROUR.....42
4.2.3.2.3 EBU Organisational groups: VAR_TYPE; PS_TYPE; COST_GROUP..........c........... 44
42324 Allocation of Retail FTE related costs- costs block 1 £to Markets...........ccccoveviveennnt A6
4233 Retail Support COSS (DIOCK 2) ......iiiiiiiiiiieiiee e A8
4234 Retail costs which do not have a causal relationship with products (block 3)................. 49
4.2.35 Retail costs which have a causal relationship with products (block 4)..........ccccccccvvennen. 50
4.2.3.6 Graphical view on retail allocation flow zall costs block (1:>4) .....ccccccveviieiiiieeiieeene 52
4.3 Allocation of CWS (Cusbmer Whole Sale Division) related COSES........cccovveeiiieeiiieeiiiiee e 53
43.1 Determination of the CWS COSE PEIMELET ........ooviiiiiiiieiiie et 53
4.3.2 Wholesale cost allocation PrinCIPIES .........oiiiiiiiiiie e 54
4321 Introduction of 2 COSt type attribULES .......ocviiiiiiii e e 54
43.2.2 Criteria for attribute dimension VAR _TYPE ...ttt 54

PUBLIC



belgacem COSTMODEL 2013

4.3.2.3 Criteria for attribute dimension PS_TYPE ... 54
4324 Criteria for allocation of wholesale costs to Markets............cccvvviiiiiiiiiieeeeeen 55
4.3.25 Graphical view on principles for wholesale costs allocation to Markets ..............cc......... 56
4.3.3 Wholesale allocation flow PrinCIPIES .......cooiuiii i 57
433.1 GENETAl PIINCIPIES ...ttt s b e s ab e s e e b e e eans 57
43.3.2 Wholesale FTE related costs (DIOCK 1).......ccoouiiiiiiiiiiii e 57
43321 Criteria for attribute dimension VAR_TYPE ......ccci it 57
43.3.2.2 Criteria for attribute dimension PS_TYPE ... 57
4.3.3.2.3 CWS Organisational groups: VAR_TYPE; PS_TYPE; COST_GROUP..........c.......... 57
43324 Allocation of CWS FTE related costs +costs block 1 +to Markets ...........ccocceevnene 58
4.3.3.3 Wholesale support COSES (DIOCK 2)......coiuiiiiiiieiiiie e 59
4.3.3.4 Wholesale costs which do not have a causal relationship with products (block 3)......... 59
4.3.35 Wholesale costs which have a causal relabnship with products (block 4) ................... 60
4.3.3.6 Graphical view on wholesale allocation flow zall costs blocks (2>4) .......cccccoevevinnennen 61
5 SDE OPEX (NETWORK&IT )STREAM ...iiiiieeeiee v, 62

51 $OORFDWLRQ RI 6'( 23(; FRVWYV JRLQJ WKURX.JK..W.KH.36.:62
51.1 Determination of the SDE COSt PEIIMELET ......cccuviiieiiiiieree e 62
5.1.2 SDE COSE @llOCALION ...ttt nre e nen e neennre e 63
5.1.2.1 Introduction of 2 cost type attribULES .......cocceiieii i 63
5.1.2.2 Criteria for Attribute dimension VAR _TYPE ..o e sie e e 63
5.1.2.3 Criteria for attribute dimension PS_TYPE ......ccoociiii oo e e eraeee e 64
5.1.3 YT (o Tor=1 i o o] o Lo =TSR 65
5131 $OORFDWLRQ RI 32UJDQLVDW.LRQD.QB*URXS...ERVW.\V.65
5.1.3.1.1 Service Delivery Engine Organisational group allocation..............cccceverieenevenennne. 65
5.1.3.1.1.1 SDE network & IT OPEX organizational group allocation .............ccccceccvveeeeeinnee, 65

66

5.1.3.2 Allocation Of SDE SUPPOI COSES........uuiiiiiiiiiieciiitiiieee e ciee e e e ssrree e e s snrre e e s e e e sarreeeessnreeeessand 66
5.1.3.3 Graphical view on SDE OPEX allocation floW ..........cccceeiiiiieii i 67
52 $OORFDWLRQ RI 6'( 23(; FRVWV QRW JRLQJ WKURXJK. W.KH
5.2.1 GL61 accounts Services and Other Go0OdS (SOG).......ccuererrriereriirienniee st 68
5.2.2 GL60 accounts £Material Out Of STOCK .........civiiiieriiiiie e 68
6 IT STREAM iiiiiiie ettt aeeeeeeeear 70

6.1 I 1= Y= o SRR 70
6.1.1 IT allocation flow: INtFOAUCLION  ......ocueiiiiiiii e 70
6.1.2 Data sources: IT Inventories and Reporting SYStemS:.........cccovcvverierieeneessneeneesneeseeseeene A L
6.1.3 Modules and Objects composing the IT allocation flow ... 72
Allocation Process for IT Assets and Operational COSES:........cuviiiieiiiieeiiiee e snree e enieee e 75

PUBLIC

,1&% PRG

36" (”

,1&8



belgacem COSTMODEL 2013

6.1.4 APPIICALIONS 10 MAIKELS ...ttt e e 86

6.1.5 PrOJECES 10 MAIKELS ... .ottt ettt sb e sb e sbb e e b e e e e sane e e senee e e 87
6.1.6 Allocation to Markets of IT costs that are common to several Markets...........cccccceeviiieeeenn. 87
7 NETWORK STREAM it ettt eeeiies ieeeeens 88

7.1 A layered alloCcation MOUEL..........oo i e e s s e e e s eanreeeeeene 88

7.2 From Assets to Network Stage FUNCLIONS..........ociiiiiiiiiiec e e 93

7.3 T I U Y= o - SRR 99

(2] far=To ] o= TgTe I [ (o] o HNUA T PSP OOPT PRI 101
7.4 Network services of the passive infrastructure layer : NLSL.0........coooeviiiieiniiiinieee e 101
74.1 9= 11 011 o) o R 101
7.4.2 Usage of the passive INFraStIUCIUIE. .........c.uii it 102
7.4.3 Contributors to the passive INfrastruCture layer ... 103
7.4.3.1 Yo o7 =L ] RN 103
7.4.3.2 2 7= T 24 0T = SRR 105
7.5 Network services of the transmission infrastructure (NLS2_0) ......ccccovcieiniiiiniienniiee e 105
751 9= 11 01 ) SR 105
7.5.2 Usage of the transmission INFraAStIUCIUIE ..........coccviiiiiiiiiiee e 107
7.5.3 Contributors to the transmission INFrASIIUCIUIE  .........oocvviiiiie i 108
75.3.1 o o= | I | PRSP 108
7.5.3.2 TraNSPOM SEGMENTS. .. ..t e e e e e e s e et e e e e e s e s s s rarereraeeeeesesannsnseensnnennnees 109
7.6 Network services of the packet based infrastructure (NLS2_1) ....ccccceeevviiieieiiiiieee e 109
7.6.1 D=3 1T 11 1o o [PPSRt 109
7.6.2 Usage of the data packet iNfrasStrUCIUIe............eveiiiiiiie e 111
7.6.3 Contributors to the data packet infrastructure SErviCeS........cocvvvviiiiieieecviiiieee e 112
7.7 Network services of the mobile backhauling infrastructure (NLS 2.2) .....cccccoovvvveeviviieee e, 115
7.7.1 Leased Lines infrastructure for mobile access backhauling............ccoceveiviiieeciiiiiien e, 115
7.8 Network services of the IP infrastructure layer (NLS3-IP) ........cccooviviiiiiiicec e 115
7.8.1 o] o = PR 115
78.1.1 PUDBIIC SEIVICES ... e 115
78.1.1.1 | oo 1 =Y o) o SRS 115
7.8.1.1.2 PUDBIIC_IP_SWILCRING ..eiiiiiie i 116
7.8.1.2 [ 1Y LI T=T AV o SRS RPTRR 116
7.8.1.2.1 Private IP&Ethernet EXIENSION ........ccooiiiiiiiiiiiiiiee et e e e 116
7.8.1.2.2 NLS3_Private IP&Ethernet_ROULING ......cccoovieeiiiieiiie e 117
7.8.1.3 MODIIE DAta traffiC ...eiiviiiiiie it raeean 118
7.8.2 Contributors to the Network Layer 3 SEIVICES .......ccoiiieiiiieiiiie ittt siae e 118
7.9 Network Services of the appliCation [aYET ..........couiiiiiiii i 121
7.9.1 D= 11 71 1T o ISP TP 121

PUBLIC



belgacem COSTMODEL 2013

7.9.2 Usage of the appliCation [AYEF ..........cueii i 123
7.9.3 Contributors to the appliCation SEIVICES .........coiiiiiiiie e 134
8 ANNEXI: SRW FLOW AC RONYMS ....iiiiiiviiie cvvveeeeeeeeaaans 140
9 ANNEX IIl: NETWORK AN DITFLOWS ACRONYMS ..., 141

PUBLIC



belgacem COSTMODEL 2013

1 General description

REG (Group Regulatory Affairs) department ensures the preparation of separated accounts and
sets up the Cost malel inherent to the reporting of separated accounts, and used in other
regulatory files. In accordance with European Commission recommendations, the entire costs of
statutory accounts are taken into account in the cost model and reporting of separated accaints, to
the exception of statutory accounts 65 to 68, as well as some other accounts excluded from the cost
model perimeter. As said, the cost basis of the cost modelis directly issued from the general
accounting of Belgacom SA, as recorded in SAP ecounting tool. Statutory accounts of Belgacom SA
have been audited in 2014 by Deloitte, external auditors. Deloitte auditors issued an unqualified
opinion on statutory accounts.

Separated accounts result from allocation flows of Network/ IT and SRW (Support, Retail and
Wholesale) costs, as included in the general accounting of Belgacom SA, as well as the cost of
capital of these two modules.

The following chart illustrates the accounting system of costs, as well as main allocation flows. The
whole costs included in the allocation process are loaded in a tool (INCA Software) that runs
accuracy testsand prevents double costs counting or multiple allocation s.

Figure 1
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SRW allocation flows include retail costs, and other direct and indirect costs that are not included
in the Network nor IT allocation flows.

Network and IT flows include all the costs related to the Network and Information &
Communication technology.

Costs allocated in allocations flows SRW, Network and IT have the same ost basis origin, this
latter being SAP statutory accounts of Belgacom SA. IT tool INCA of the cost model makes validity
checks to prevent any double counting and trace allocated costs from their unique SAP cost basis
origin to their final destination.

The Cost model per Market is a top-down model.
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2 Model Allocation Structure

This section provides with a global view on the allocation structure of the model by walking
through the major allocation flows and introducing the major building blocks a nd concepts in the
model.

The following Figures will be the supporting tool s for such discovery walk, where the major
modules constituting the model as well as the global allocation flows among them are shown. The
differentiation between SRW, IT and Network flows is also illustrated in the exhibit.

Overview of allocation flows
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Overview of allocation flows

Overview of allocation flows
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Overview of allocation flows

Overview of allocation flows

The overall objective of the model is allocating all the attributable costspresent in the cost baseto
the markets asdefined in the regulatory framework .

Therefore, the cost baseconstitutes the foundation of the model.

Further, the model allocation process can be subdivided into three main streams, SRW, IT and
Network .
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The SRW stream has as objective to allocate dl costs that are not part of the Network or IT model
towards the markets.

The IT and Network streams, although having completely separated CAPEX basis,both share a
common OPEX source

Once this has been discussed (chapter 5)the IT stream (chapter 6) and Network stream (chapter
7) can be dealt with independently.
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3 Cost Base

3.1 Cost model perimeter

3.1.1 Determination of the Cost model perimeter
Costs included in the Cost model are operating charges, i.e. general ledger (GL) accounts 60 to 64
of statutory accounting, as well as part of GL 69.

*/ SFRVW RI JRRGV VROG’ ecapireQuip@ ehv/purddds€sQADBLHNOdem, handsets,
FDEOHY PRELOH 6,0 FDUGYVY HWF VPDOO HTXLSPHQW FSH «

GL 61 «services and other goods» includes primarily costs linked to traffic (a.o. interconnection
fees) and operating expensessuch as maintenance, utilities, renting, marketing, representation
allowances, consultancy, travel fees, etc.

GL 62 corresponds to all personnel costs (wages and other salary benefits).

GL 63 includes depreciation and amortization, stocks and trade receivable accruals for write-off
and movements of provisions for liabilities.

GL 64 gathers other operating expenses, including a.o.writ e-off on trade receivables, immovable
withholding tax and local taxes, taxes on pylons, etc.

GL 69 relates to company resut appropriation corresponding to the part of personnel in the profit
(collective bonus).

At last, GL 72 +« Produced Fixed assets» reduces the cost basis to cancel costs linked to produced
fixed assets andto avoid a double counting of these costs with the corresponding depreciation
charge.

To the costs perimeter from the general accounting is added the weighted average cost ofapital
(WACC) of 9,61%for BelgacomFix products and 10,05% for Belgacom Mobile products.

In 2013, materiality of costs included in the model (excluding WACC that does not come from
general accounting) is as follows:

Table 1. Materiality of costs included in the Cost model perimeter (in EUR and in % of total costs).

[CONFIDENTIAL ]

However in the Cost Base we have almos9.000 lines with %eros” or with &lmost zeros” within a
same CCG_CP combination (coming from transfers between GL acounts). The total amount of
theselines is 4 EUR. For practical reasons these lines will not be loaded up in the model tool INCA.

Consequently the total cost included in the model is [CONFIDENTIAL ] EUR.

To the Cost model perimeter from general accaunting, a weighted average costof capital (WACC)
of 9,61%on Fixed products and of 10,05% on Mobile products is added, or [confidential] MEUR.

Hence, the total cost basis handled as the source costs of the Cost modeP013 amounts to
[confidential ] MEUR in 2013, at historical costs ([confidential ]).
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Following last adjustments to switch from historical costs to current costs done for the Network
costs (+[confidential] MEUR), we reach a total Cost basis, being tie Cost model source costs (cost
accounting and separated accounts), ofaround [confidential | MEUR in current costs.

3.1.2 Costs excluded from the Cost model perimeter

Other costs than those mentioned above are excluded from the Cost model. It relates to GL 65 to 69
of general accounting, to the exception mentioned above, for part of GL 69 (share of personnel in
profit).

Some costs are excluded since considered as having no causal link to the products and activities.
This matters for extraordinary costs (GL 66) and tax costs (GL 67 and 68).

Other costs are excluded since already included in the WACC. This relates to financial costs (GL65)
and dividends appropriation (GL 69).

Costs excluded mentioned here above are costexcluded from the Cost model upstream (i.e., when
defining Cost model perimeter with costs included in general accounting). On top of these ones,
other costs will be excluded downstream in the Cost model, i.e. costs excluded via the allocation
flow. E.g.: Support costs involving affiliates.

For the year 2013, materiality of the costs excluded is the following:

Table 2. Materiality of costs excluded from the Cost model perimeter (in EUR and in % of total

costs)
[CONFIDENTIAL ]

3.2 Cost regrouping

Belgacom booksthe costs on one hand, on a general ledger account defined in general accounting,
and on another hand, on a cost center defined in reporting and analytics accounting. This way to
handle costs has for objective to gather data, in order to simplify data processing.

Two types of aggregation are done:

¥ Aggregation of 690 GL of general accounting in 200 Cost pools (CP)
¥, Aggregation of 546 cost centers in271Cost Centers Groups (CCG).
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A Cost pool is a group of costs with similar characteristics and issued from the same family of cost
natures.

Regarding material resources, gathering of costs is based on the similar function that these costs
KDYH (J FRVW SRRO 37UDLQLQJ H[SHQVHV™ VXPV XS FRVWYV RI
external trainings, trainin g books and documentation costs.

Regarding human resources (referred as FTE, orFull Time Equivalent), cost pools gather workers
ZLWK WKH VDPH SURILOH (J FRVW SRRO 3/HYHO 6" LQFOXGHV ZD
(Sales force), as well & premiums and other wages benefits paid to these employees.

Costs included in the same cost pool have an identical causal link to the products and activities to
which they related. 7KH\ KDYH WKH VDPH 3UHVRXUFH GULYHU"’

A Cost Center Group (CCG) sums up cost centers with similar characteristics and realizing
similar activities. E.g., cost center representing a particular point of sales (e.g. point of sales of
Region of Wavre) will be added with all the other particular (to another geographical region) point s

of sales. They all realize the same activity and as a consequence, can be aggregated into the same
cost center group.

Each Cost Center Group uses various cost pools. In our example of point of sales, the point of sale
of Wavre employs employees with level6 6 DOHV IRUFH +HQFH WKH &RVW &HQ\
VDOHV’™ ZL O QevkDSEHptbieed/ S H-HRQVXPSWLRQ™ RI DOO SRLQWV RI VDOHYV

Combinations cost pool/cost center group constitute the Resource Groups . The Resource
Groups are the Qost basis of the Cost model.

Cost Pools

Centers D D Resource Groups
Groups D D D (Comptabilité analytique )
OO

Figure 2 : Resource Groups

3.3 Organisation

In 2013 the main changes were within S&S (Staff & Support), where a new department Group
Communications (GCO) was created with activities like Internal and Corporate communications,
Corporate ldentity, Branding, Reputation (IBR) and Corporate Social Responsibilities (CSR).

The department Regulatory went from Group Public Affairs (GPA) to Legal (LEG).

Within GIS (in BA_78) new departments were created: Operational Center of Excellence (OCE)
(including al so the service Translations and Business Services which were formerly part of division
79) and Energy management (ENY).

Within CBU there was a regrouping of the CCA activities whereby no more different cost centers
were used for the different locations of the Contact Centers and the Front and Backend activities.
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EBU has undergone a change of organisational structure as described in Retail chapter 4.2.3.5.
This organisational change did not change in substance the cost center structure of EBU. We have
two name changes: SME Market (SME) becomes BUS Market (BUS) and Product and Solutions
Mgmt (PRS) becomes Solution Mgmt (SOL).

The organisational structure is laying upon 4 pillars:
x Consumer Business Unit (CBU) has the responsibility over the residential customers
x Enterprise Business Unit (EBU) has the responsibility over the professional customers
x Service Delivery Engine (SDE) centraliseswholesale, network and IT services

x Staff and support (S&S) groups all horizontal functions sustaining the Group activities

For inform ation, find below the organization as on December 312013:

BA34
Group Internal
Senvices +GIS

IService Delivery Engine Staff & Support

0]
il

Consumer  BU Enterprise BU
CBU EBU
[Marketing & Communication

Sales
SLS

BA50

Finance
FIN

EBU International “Architecture, Planning
and Program Offices roup Human  Resources

APP
COR Market
COR

Customer ICT Services

Q
o

FLT
BA78

oo 3
p Strategy L Facilities
& Operations
e & Content IFM
BUS Market

Corp.Prevention
e e
cop
BUS
Strategic planning & Value Solutions Mgmt nformation Technology Group Plébg: Affairs CTR

Customer Care

CCA Pperational Excellence

Products & Solutions

=
3 2
1% 9 z
%
g |I|I

Lee cpp
Management ices
5%

Cust Exp&0Op Excell — Corporal(e:gfblm"s Carrier & Wholesale
EXO cws

EBUBUS. Planning
— EBP

Sourcing

Secretary General SRC
SEG

Center of Excellence
COE

7]
_
=2
2

m

1%

&
)
2 4 I
8 o B

Group Communications

OPS
= MM
BA39 BA=Business areas in SAP

BGC Entertainment
B Division
BED

BA41

Figure 2

¥ This organisation has a clear split between the residential and professional customers by
creating the division s Consumer and Enterprise Business Units.

¥ The Service Delivery Engine brings together Network and IT services, Customer Operations
(COP) and Carrier Wholesale (CWS).

% Within Staff & Support , the content (FIN, GHR, STC, LEG, GPA« UHPDLQV WKH VDPH
Internal Services grouping internal services like Fleet, Facilities, Prevention&Protection,
Sourcing« IDOOV XQGHU WKH UHVSRQVLELOLW\ RI ),1 WKH )LQDQFL
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3.4 Split of the Cost perimeter SRW and Network/IT flow

Cost perimeter is split by the REG department between dlocation flows of Network/IT and SRW,
after completeness and accuracy checks (no double counting) on costs data from SAP. As
mentioned in general description, allocation flow Network/IT allocate sall costs and assets (capital
expenditure) in IT and Networ k, while the allocation flow SRW allocates costs and assets other
than IT and Network related.

EBU: Enterprise Business Unit
CBU: Consumer Business Unit
S&S: Staff & Support

CWS: Carrier & WholeSale

Markets

COP: Customer Operations

CIS: Customer ICT Services

APP: Architect, Plann & Program offices
NEO: Network Engineer. & Operations
ITS: Information Technology Services

Belgacom SA Costs

SDE:
Service Delivery Engine

Figure 3

Split of cost perimeter between allocation flows Network/IT and SRW s processeal as follows:
% All departments within SDE are treated within the Network / IT flow.

% Provisions for taxes on telecom equipment that are booked at the level of SDE management
are downstream shared via allocation flows between assets classes to which they relate.

% All other costs, not mentioned above are treated within the SRW flow namely the divisions
CBU (Consumer Business Unit) and EBU (Enterprise Business Unit), CWS (Carrier
Wholesale) and Staff & Support. The Staff & Support division comprises different
departments. Firstly, STB (Services to Busines) which includes Headquarters, Legal, Group
Public Affairs and Secretary General. Then wehave departments like Finance, Group Human
Resources, Group Strategy & Content and @S (Group Internal Services) for departments like
Real Estate, Business ServicesFacilities, Prevention & Protection, CSM (Corporate Sourcing &
Supply Change)and Catering.

¥ Regarding Assets (depreciation and WACC), repartition into flow SRW and Network/IT is
done based on an analysis of assets classes: assets IT and Network of SDEiEness area are
handled in the allocation flow Network/IT, while all other assets (building, utilities equipment,
CPE, etc.) are allocated in the flow SRW.
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3.5 Assets revaluation

3.5.1 Decision tree

Network Assets 2013

No

Yes
Assets concerning No Regulated cost price
i echnology modelled by the BIPT, iber infrastructure based asset valuation

Yes
<
Yes
I : No
Old technology n service Out of scope
NO \l/ YES
v
Keep _ YES Important decrease NO i
Index - of equipment in service - Fixed PPC method
Inventory
Grouped-in

3.5.2 Methods used to revaluate the network assets

The regulatory framework clearly states that the cost accounting systems of operators being
declared as dominant on relevant markets must be set based on Current cost accounting for the
network costs.

The network & IT flows within the top down model calculate the current costs for the network
related assets. Current costs have been computed as explained hereafter.

There are five methods to evaluate the current value of the network: reassessment of the current
inventory, price indexation, E\ GHIDXOW 3NHHS WYHW\WKI®&H[EWVYHG RQ D IL]
regulated cost price based. For old assets concerning technology still in service we use a method

based on a fixed PPC2007. Each of these methods requires its own set of inputs. It is mainly the
availability (or lack) of input which dictates the choice of the method. Nevertheless each method

has its advantages and disadvantages with respect to the others.

The inventory and price indexation methods assume that network departments replace the
equipment of its assets by eqivalent equipment. The notion of equivalent is quite fuzzy. An
engineer would tell you that over time there are always more functions integrated in new
equipment and that they are always more costeffective. It makes the comparison between different
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generations of equipment difficult. The notion of equivalent has therefore been addressed through
the term Modern Equivalent Asset (MEA). The assets must be replaced by their MEA. The MEA is
the replacement cost of the technology expected to be in place withinthe planning horizon. Note
that this notion takes into account the introduction speed of a new technology in the network. If
network departments plan to have replaced 50% of an old technology by a new one within the
planning horizon, it makes no sense to smulate the costs with higher percentages because the
planning takes into account the availability of the resources to carry out the work.

Find hereafter the rules that have been used:
% Technology still in procurement: use current price, e.g. SDH equipment, DWDM equipment

% Technology to be replaced within the planning horizon: use current price of the modern
equivalent asset, e.g.some PDH line systemequipments are replaced by SDH equivalents.

% Obsolete technology: use current price of the modern equivalent asset, e.g. the HDSL
technology for high speed services on copper replaces the less costffective HDB3 technology.

% Technology grouped in : those assets will be revaluated by another asset concerning the same
technology

% Old technology not anymore in service : those assets are set out of scope and will not be
revaluated

% Old technology still in service (in maintenance mode); those assets are revaluated by an index
method based on a fixed PPC instead of indexkeep or inventory method. Old assets revaluated by
keep will keep the CAV value as GRC

% BIPT regulated technology : use the BIPT regulated cost price to calculate the annual capital
cost

3.5.2.1 Price Indexation

This is the most straightforward approach, provided historical costs are available. The investments
for each year (from 1981 on) are multiplied by the price index of the year concerned. The price
index is equal to the ratio of the current price to the historical price of the equivalent
service/product.

The method is refined by defining price indexes depending on the nature of the cost. This is
particularly true when costs of a different nature experienced a different price evolution. Three
different types of price indices have been defined: the labour index, the indices for services
delivered by external companies and the material index. Note that indices for services supplied by
external companies vary according to the asset involved. For example, services supplied by external
companies related to cable assets, are in fact outsourced labour costs for trencing and cable
installation. In such case, a labour index has been applied. Other external services less labour
intensive are resulting in other price indices, such as a fibre cable index.
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3.5.2.2 Inventory

This is the best method to reflect accurately the price o assets currently in service in the network.
The revaluation is merely performed by multiplying the volume of each specific type of equipment
currently deployed in the network by its average current unit cost. The current unit costs are based
on the prices defined in the current frame agreements we have with our suppliers.

In terms of inputs it is the most demanding method. It requires an extensive inventory of
equipment.

The inventory method has been used for data, switching, transmission and access gquipment.
Switching data is based on the inventory reports delivered by the engineering service. Transmission
and access data are obtained from the technical database ITR. Data inventories are obtained from
field operational tracking sheets.

3.5.2.3 Keepasitis

7KH 3NHHS DV LW LV PHWKRG LV PHUHO\ ZKDW LWV QDPH VD\V :H
accounting books. This method is only valid for costs with a very short depreciation period or for

software intensive products. For the latter we assumethat on the one hand software development

is labour intensive but on the other hand the rapidly evolving programming environment improves

the productivity compensating for the higher labour cost. This results in a stable software price.

Another practicalr HDVRQ WR VHOHFW WKH 3.HHS DV LW LV" PHWKRG LV W
this amount is small, the method has also been applied. In this particular case, the effort to collect

all the information about the cost evolution outweighs the impact on the service costs.

3.5.2.4 Index Based on a fixed PPC

Old technology still in service (in maintenance mode) ; those assets are revaluated by an index
method based on a fixed PPC

If Belgacom has done some investments for keeping those technologies in service, we tak those
investments also into account.

If Belgacom has done some great réirements, the revaluation method is revised.

% Formula :

GRCyearN XGRCyearN 1 1 fixedPPC2007 @investmerﬂYearl\
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3.5.2.5 Price Indexation for mobile assets

The investments for each year are multiplied by the price index of the year concerned. The price
index is equal to the ratio of the current price to the historical price of the equivalent
service/product.

The historical series of indexes for each asset has been derived from the yearly percentage price
change determined in the BIPT model 2008

This method is used for assetswhich are not impacted by the BIPT regulated cost price base
valuation.

Formula :
Index year = (1+ (ppc year))* (1+(ppc year-1))* (1+(ppc year - ««
3.5.2.6 Asset valuation based on the Belgacom Referen ce Offer tariffs  and BIPT

bottom -up mobile cost model

3.5.2.6.1 Method background and rationale

The market for fixed telecommunication services, the related technologies and the competition
have evolved through the years leading to the current situation where the vast majority of the
WHOHFRP VHUYLFHV SURYLGHG E\ WKH %HOJDFRPTV DFFHVYV
This regulation has been enforced, amongst other initiatives, by clearly specifying the services and
applying regulated tariffs, as reflected in the Belgacom Reference Offers (BRUO, BROBA,
BROTSoLL, BROTSoLL Ethernet and WBA).

Since the regulated tariffs are cost oriented and determined by bottom-up costing models, it is
reasonable to use the direct CAPEX component of these prices to calculate thannuity of the assets
addressed by the Belgacom Reference Offers.

Mobile telephony regulation mainly focuses on the wholesale market for call termination rate,
determining the maximum rate that each operator is allowed to charge for terminating a mobile
call (MTR). In order to calculate this termination rate, BIPT has developed a bottom up mobile
cost model, including all voice and data services 2G and 3G. The latest available version of this
model was published by BIPT in November 2013, and has been usedo value mobile assets.

3.5.2.6.2 Method description

All the fixed network assets except optical fiber infrastructure, concerned by the technologies
covered by the Belgacom Reference Offer models (BRxx), namely BRUO, Block&Tie cables,
BROBA, BROTSoLL, BROTSoLL Etrernet and WBA, are valued by applying the direct CAPEX
component of the relevant BRxx tariff to the appropriate volumes extracted from the Belgacom
inventories.

For mobile assets valuation, Belgacom mobile volumes have been used as the demand for the BIPT
cost model. Based on the demand, the network elements are dimensioned in the model. The
resulting CAPEX economic cost has been extracted in order to value the assets
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3.5.2.6.3 Scope

The technologies to be valued bythis method, since they are covered by the Belgacm Reference
Offers and BIPT mobile cost model, are:
x Copper infrastructure: including trenching, ducting and copper cable.
(D)WDM
PDH/SDH
xDSL.: including ADSL, ADSL2+ and SDSL
VDSL
Ethernet
Mobile network assets 2G and 3G

X X X X X X

However, some parts of the networks deployed with the above mentioned technologies are not
covered by the BIPT tariffs for they provide non regulated services. Consequently they cannot be
valued by means of the regulated tariffs.

These services are:

X Any service provided by the Belgacom expess network layer, also called intercity network.
X Multicast services, namely broadcast TV.
x Access lines for the Explore customers

The chosen alternative for valuing the network sections providing the non regulated services has
been the development of speific models in order to determine applicable direct CAPEX unit prices.

3.5.2.6.4 Method implementation

X Inputs Fixed Network
o Broken down tariffs
f Broken down tariff based on the BIPT BRxx models

By analyzing each of the current BRxx models, the direct CAPEX componen of each
product of each tariff has been isolated. Further, this constituent has been broken
down into all its applicable technological contributors, so that a unit price per
technology, per product and per tariff is extracted (Figure 4: Conceptual description
of the BRxx tariff breakdown. ).

Although the above described process is applicable to the majority of the BRxx
models, there is an exception to the rule, the BIPT BROBA transport model. A
complete explanation on how this tar iff is broken down, in order to obtain the direct
CAPEX component, is given in paragraph 3.5.2.6.9.
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BRxx
tariff

Figure 4: Conceptual description of the BRxx tariff breakdown.

Note: There is no relation between th e size of the components and any
broken down BRxx tariff.

f Broken down tariff for network areas not under the BIPT BRxx models scope

For those areas of the network not within the scope of the BIPT models, specific
models have been developed in order to deive applicable broken down tariffs. These
models have been built up on similar principles to those applied in the models
developed by the BIPT. Whenever possible the actual BIPT tariff components have
been re-used and existing BIPT models have been adjustd so that the obtained
results are as comparable to those of the BIPT models as possible.

o Volumes

The volumes (demands) of all the telecommunication services utilizing the technologies
subject to this valuation methodology are extracted from or determined based on
Belgacom inventory systems.

X Valuation (Fixed network)

o In afirst step, each pair, line, VP, link or VLAN present in the volumes is valued by
applying each and all of the technology unit prices of the relevant BRxx tariff. In this way,
eachtelecomVHUYLFHTV LQGLYLGXDO FRQWULEXWLRQ WR WKH DV

o Finally, all the individual contributions are summarized per network asset, obtaining the
final asset annuity.

X Inputs mobile network

The latest version of the BIPT mobile cost model has been used in order to value mobile assets
related to :

Radio Access network (RAN)
Ground Antenna

Mobile Voice Switching
Mobile Data Switching
Mobile Location Register

O O O O O

Belgacom mobile voice and data volumes, as determined based on Belgacom inventory
systems, have been used as the demand for the cost model. Based on this demand, the model
dimensions the required network assets.
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Only capex economic depreciation has been taken into account, all opex values in the model
have been set to 0.

The WACC is basedRQ % ,371V ODVW GHFLVLRQ LVVXHG RQ 0D\

X Valuation mobile network assets

&DSLWDO H[SHQGLWXUHY DUH DQQXDOL]JHG DFFRUGLQJ WR %,371V
methodology compared to the TAM used for fixed network related asses.

Economic depreciation reflects the recovery of past and future network investments, in order to
maintain the level of business as of end 2013, in this case. The model accumulates cost recovery to
achieve full cost recovery over the lifetime of the busness (1994 +2043 in BIPT model).

The level of economic cost is determined by total expenditure divided by output in the form of a net
present value.

3.5.2.6.5 Exceptions to the generic implementation

Although the above described process is applicable to the majoity of the tariffs and related
technologies, there are two exceptions to the rule.

The breakdown of the BIPT BROBA transport tariff is made differently. A complete explanation on
how this tariff is broken down, in order to obtain the direct CAPEX componen t, and how it is
applied is given in paragraph 3.5.2.6.9.

The valuation of the transport 6'+ 3'+ DVVHWY LPSOHPHQWLQJ WKH UHJXODWHC
6'+ QHWZRUN DOWKRXJK EBRCHS&0LR @odelKkdd nt f@IdwW the above described
JHQHULF SURFHVY 7KH XVHG PHWKRGRORJ\ LV GHVFULEHG XQGH
model tothe 2013 GHPDQG”’
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Figure 5: BRxx based valuation method. Scope and implementation.

3.5.2.6.6 BIPT BRxx tariffs as base for asset valuation

3.5.2.6.6.1 BRUO

The BIPT BRUO model (decision of 9/11/2011) has been used to valuate assets included in the
asset AC2 20104 Copper infrastructure. These assets have been valued based on the unit direct
CAPEX cost in the BRUO model and the number of pairs used. It mainly includes the cost of

copper cables, trenching and street cabinets and covers the copper distribution and copper feeding
networks.

The yearly direct CAPEX costof the following assets has been calculated based on BRUO taffs:

x Raw Copper for PSTN/ISDN accesses, central site based broadband without voice accesses,
local tails for leased lines type of connectivity, BRUO raw copper.

x Copper subloop, for ROP based VDSLconnections without voice accesses.

x Copper subloop testing cost, to ensure remote line testing of ROP based VDSLconnections
without voice accesses. This cost is valued based on the unit direct CAPEX cost of the
feeding network that can be derived from the BRUO tariffs (local loop, subloop).
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In the frame of a possible fixed/variable analysis of the results of the model, copper distribution
and feeding network costs are categorized as fixed. It should be noted that this has no impact
on the results of the model itself.

Our analysis is based on the approach used § BIPT and its consultant, Analysys Mason, for the
development of an NGN/NGA model. The dimensioning of the copper distribution and feeding
network is dependant on the evolution of the number of households, reflecting the universal
service obligation of Belgacom. The evolution of the number of copper pairs actually used by
customers subscriptions or internal usage, has no impact on the total copper access investment
cost calculated by the BIPT NGN/NGA model. Copper access (distribution and feeding) is a
fixed cost, with no causality of the volume of copper pairs actually used.

Its allocation method could be based on the market value of the different products using the
network. However, in order to be conform with the approach used by BIPT in the
BRUO/BROBA reference offers, we have attributed the copper access network costowards the
different en d-user services and marketsbased on the number of consumed copper pairs.

The cost of the copper splitters, to split narrowband and broadband signals for shared pairs has
been valued based on the shared pairs inventory.

3.5.2.6.6.2 Blocks and tie cables

The BIPT Blocks and Tie cable model (decision 2/7/2008) has been used to valuate assets included
in the asset AC2_20104 Copper infrastructure. This bottom -up model defines direct CAPEX prices
for Main Distribution Frame blocks and for tie cables to other access network equipments.

The current value of following assets has been calculated based on Blocks and Tie cable tariffs:

X Copper local loop testing: internal cabling for copper connectivity to perform remote testing
of broadband customer connections without voice accesses basedt the central site.

x Copper subloop testing: internal cabling for copper connectivity of ROP basedvDSL
customer connections without voice accesses

x Continue raw copper and shared feeding pairs: internal cabling for copper connectivity
from the Main Distribution Frame or broadband splitter equipment to other access
equipments or collocated access equipments.

3.5.2.6.6.3 BROBA rental per end-user line

The BROBA rental fee per end-user line is split by BIPT between the active part and the transport
rental ATM or Ethernet part. This model is sometimes referred to as BROBA Bitstream.

3.5.2.6.6.3.1 Active part

The BROBA model (decision of 6/8/2010) has been used to valuate assets iluded in AC2_20102
ADSL equipment. It is related to DSLAM and Main Distribution Frame space yearly direct CAPEX
costs.

The asset has been calculated based on the direct CAPEX part of the BROBA Bitstream tariff
applied to ADSL, ADSL2+ and SDSL subscription volumes.
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3.5.2.6.6.3.2 Transport rental ATM
x ATM is outphased and is no longer valuated in the 2013 model

3.5.2.6.6.4 BROBA ATM transport
X ATM is outphased and is no longer valuated in the 2013 model

3.5.2.6.6.5 BROTSoLL (access line only)

The Belgacom Reference Offer for Terminating Segmentsof Leased Lines (BROTSoLL) regulates
the complete PDH/SDH transmission network of Belgacom, with the exception of the highest
hierarchy rings, the so called Intercity network or express layer. The current BIPT decision on this
tariff dates from 10/3/2008.

Note that for this model the below explanation is only applicable to the valuation of the access
lines to BROTSoLL services. The valuation of the transport costs has been dore as described in the
paragraph 37UDQVSRUW 3'+ 6'+ Yhe@rHDMogi&sQ@dered by this reference offer and
consequently to be valued through this tariff are:

x PDH/SDH : covering the costs of the access line equipment of this technology.

Further, this service can in fact make use of the copper infrastructure on the access siden case of
small bandwidth lines. However, these costs are embedded in the BRUO based valuation.

The SDH access line valuation has been done by applying the above technologies direct CAPEX
unit cost to all the links implemented over SDH under the BROTSoLL and BROTSoLL Ethernet
over SDH scope which are documented in ITR, the Belgacom transmission inventory system.

3.5.2.6.6.6 WBA VDSL2 end user line

3.5.2.6.6.6.1 Passive part

The BIPT WBA model (decision 10/11/2010) has been usel to valuate the assets AC2_20108 NGA
Housing as well as part of the asset AC2 20106 fibre infrastructure related to external fiber
connectivity to the cabinet (ROP ; Remote Optical Platform).

For the valuation of AC2_20108 NGA Housing, the BIPT unit direct CAPEX cost has been applied
to the number of VDSL2 subscriptions. The main elements included are the cost of the ROP, the
copper connectivity between the ROP and the street cabinet and powerquipments.

3.5.2.6.6.6.2 Active part

The asset AC2_20107 NGA Active equipment has been valued based on the related BIPT direct
CAPEXcost.

It is mainly related to the IP DSLAM installed in the ROP or in the local site, the equipment to
DJJUHJDWH WKH ILEUH FDEOHYVY FRQQHFWLQJ WKH 523 W Rth&W KH OR
internal cabling and block positions on the optical main distribution frame (OMDF).

3.5.2.6.6.7 WBA transport
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WBA transport regulates the transport of Ethernet based data (unicast VLANS), covering the
complete Belgacom Ethernet/MPLS network, with the exception of the highest hierarchy level, the
Intercity network or e xpress layer. The current BIPT decision on this pricing dates from 6/8/2010.

The Ethernet data, grouped in VLANSs, is directly carried on densely multiplexed optical
wavelengths over optical fiber. Thus, the technologies to be valued via this model are:

T thernet (AC2_20105 ethernet equipment): values the ethernet routers and switches
allowing the transport of Ethernet data within an ethernet area.

f ':'0 $& B ":'0 HTXLSPHQW FRYHUV WKH FRVW RI WKF
Division Multiplex network that, together with the fibre infrastructure, brings the physical
connectivity amongst the Ethernet equipments.

In order to obtain the value of each of the above technological components, the direct CAPEX unit
costs for the different technologies have been appled to the unicast VLANs implemented on the
MPLS network. For each VLAN, the peak bandwidth is determined. This peak bandwidth :

tf HTXDOV WKH RUGHUHG EDQGZLGWK IRU %YURED DQG (OLQH

tf LV GHWHUPLQHG RQ EDVLV RI QXPEHUsulisqQikers\ans biziRgl FRQV |
rules (for FI, VolP, VoD) or

f LV HYWLPDWHG RQ EDVLV RI WKH RUGHUHG EDQGZLGWK
equipments (relative to the service like IPVPN, Eline)

The peak bandwidth is then distributed over the different (relev ant) priority bits.

3.5.2.6.6.8 BROTSoLL Ethernet

Being a special case of BROTSoLL, the services within the BROTSoLL Ethernet scope are the
dedicated transparent Ethernet connections. The current BIPT decision on this tariff dates from
10/3/2008.

In principle these li nes are implemented as Ethernet over SDH. However, due to the rather large
bandwidth typical to this type of services -10 Mbps, 100 Mbps or 1Ghps this implementation is
neither always possible nor efficient. Therefore we distinguish two main technical executions:

X Ethernet over SDH: for the 10 or 100 Mbps lines, also named Ethernet and Fast Ethernet
respectively

X Ethernet over DWDM: for the 1 Gbps or Gigabit Ethernet lines, where the DWDM
wavelength is dedicated to the line. Note that no SDH equipment is usdl in this case.

The Ethernet over SDH services require SDH and optical fiber for their imple mentation. Therefore,

and following the 2013 model logic, the SDH costs incurred by the implementation of such services

ZLOO EH YDOXHG E\ WKH 38SGDWHG 3%GRPORYG P RIGKHHORWS R/ WFPID |LEH
not valued by the BRxx method anymore.

Regarding the Ethernet over DWDM services, due to the lack of a BIPT model backing up the
regulated tariff, Belgacom has developed a simple model in order to arrive to a valid cost oriented
tariff for asset valuation purposes (see the below subparagraph for further details on the
development of this model). This tariff contributes to the valuation of the DWDM and optical fiber
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asset. Nevertheless, the DWDM tariff component will be the only one used by the BRxx valuation
method since the fiber is not valued by this method in the 2013 model.

Finally, the only cost component valued by this method within BROTSoLL Ethernet is the DWDM.
The valuation has been done by applying the DWDM direct CAPEX unit cost to all the links
implemented over DWDM under the BROTSoLL Ethernet scope which are documented in ITR, the
Belgacom transmission inventory system.

3.5.2.6.6.8.1 BROTSoLL Ethernet model for 1 Gbps lines

Transport tariff component

Given the fact that the lines subject to be valued by this model are dedicated DWDM wavelengths
to the BROTSoLL Ethernet line, the average tariff is constituted by:

X the actual cost of a kilometer of DWDM wavelength according to the Belgacom Regulatory
Cost Model.

x the cost of a Km optical fiber infrastructure, according to BROTSoOLL.

Finally, this average cost per kilometer of wavelength has been annualized and deaveraged to
obtain a tariff per distance ranges as that of the regulated tariff.

Access tariff component

The access tariffs are the same as in BROTSoLL.

3.5.2.6.7 Transport PDH/SDH valuation

The present BROTSoLL model is based on the Belgacom SDH services inventory belonging to
2005. From 2005 until now the utilization of the SDH services has changed and new services
consuming large bandwidth, typically Brotsoll Ethernet and the like products, have be en
implemented over SDH. These new services would alter the distribution of services per bandwidth,
putting an extra weight on the higher bandwidths, imposing changes in the network dimensioned
by the BROTSoLL calculation sheets which in turn will incur in (non linear) costs changes.

Therefore, in order to incorporate a more realistic SDH cost in the model, it was decided to re-play
the current BROTSoLL model with the 2013 SDH services demand.

In order to do so, the relevant files of the cumbersome BROTSolL model have been consolidated
into two streamlined files that easily allow the dimensioning and costing of the required SDH
network for any given demand.

Then the set of all the SDH based services running on the Belgacom network at the end of the year
2013 (all the links implemented over SDH under the BROTSoLL and BROTSoLL Ethernet over
SDH scope which are documented in ITR) was entered into the new consolidated transport
BROTSoLL engine and the resulting SDH costs represent the value of the PDH/SDH assetin the
2013 model.

3.5.2.6.8 Non regulated tariffs as base for asset valuation

3.5.2.6.8.1 Adapted unicast price model for multicast

7KH RQO\ PXOWLFDVW VHUYLFH FXUUHQWO\ FDUULHG E\ WKH %HO
VLAN used by this service is shared by all theBelgacom TV customers, the VoD shared VLAN tariff
could initially be contemplated as tariff.
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However, the maximum bandwidth this VLAN can reach is reserved for multicast services, while
the bandwidth of the unicast VLANs within the WBA transport scope - cannot be reserved. Hence,
the unicast VLAN tariff is not applicable anymore.

This bandwidth reservation characteristic needs to be valued, for it represents a disadvantage, a
reduction of the overall available bandwidth, for the unicast VLANSs coexisting in the same physical
medium. Since the reserved bandwidth for multicast is one fifth of the physical medium bandwidth
(maximum 2 Gbps multicast traffic over the 10 Gbps bandwidth of the DWDM bandwidth), the
multicast tariff used for valuation purposes is five times that of the unicast.

As this model is an adaptation of the WBA transport model, it contributes to the same assets as the
WBA transport:

x Ethernet
x DWDM

The valuation of the assets consumed by this service is calculated by applying the direct CAPEX
tariff components to all the configured multicast VLANS in the network.

3.5.2.6.8.2 Local Tail Explore

Local Tail Explore refers to the access ling, this is to say the set of equipments and infrastructure
entailed to provide the connectivity between the customer and the Belgacom network, the Explore
customers require. Given that Explore is not a regulated product and has specific technical
requirements that are not contemplated by any of the existing BIPT models, a new model needed to
be developed to cost this segment.

In fact the model is very straightforward since it just consists of isolating the few different
components in the offered technical solutions and applying their respective annualized costs. Since
the infrastructure components present in this model have already been valued by existing BIPT
models, the regulated direct CAPEX unit costs have been applied to them.

The only asset in which this model participates is Ethernet.

In principle, this model should also contribute to the Copper infrastructure, since there i s a
technical solution on copper, however this asset valuation component is fully taken into
consideration by the valuation based on the BRUO model.

The valuation has been done by applying the fitting direct CAPEX technology to all access lines to
Explore services documented in ITR, the Belgacom transmission inventory system.

3.5.2.6.8.3 Incremental intercity model

This model is an incremental inventory based model that covers the cost of the equipment and
infrastructure deploying the express layer of the network.

It is incremental since only the extra costs incurred in the implementation of such intercity
network are taken into account.

Further, for it is an inventory based model, inventories of all the technologies present at the

intercity level, namely DWDM, SDH and Ethernet, were gathered. Then the corresponding gross
replacement costs have been applied and annualized arriving to the total gross replacement costs
per technology of the intercity network.

3.5.2.6.9 ATM equipment asset valuation
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x ATM is outphased and is no longer valuated in the 2013 model.

3.5.2.6.10 Mobile cost model for network assets valuation
The BIPT bottom-up mobile cost model has been used to value assets :

AC2_20110 RAN

AC2_20111 Ground Antenna
AC2_20112 Mobile Data Switching
AC2_20113 Mobile Location Register
x AC2_20114 Mobile Voice switching

X X X X

The flow diagram of BIPT mobile cost model can be summarized as follows :

Demand
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!

Network Network
design > design < =
parameters algorithm

y

Unit costs Metwork
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Mobile cost model +flow diagram (source : Analysys Mason)

Belgacom volumes (subscribers and mobile voice and data traffic) have been used as inputs for th
model demand. Based on this, the model calculates the economic depreciation of all network
elements. The calculation is based only on capex economic depreciation, as all opex costs in the
BIPT model have been set to zero.

Economic depreciation reflects the recovery of past and future network investments, in order to
maintain the level of business as of end 2013, in this case. The model accumulates cost recovery to
achieve full cost recovery over the lifetime of the business (1994 +2043 in BIPT model).

The level of economic cost is determined by total expenditure divided by output (volume generated
by the network element) in the form of a net present value.

The calculation can be summarized as follows :
Calculation of net present value expenditures

NPV (Invest) = Ay go4d RAOP MIPO? K@RBRHPELHEAN

Calculation of net present value output (recovery)

NPV (volume* ppc) = Ay 022 WA=8KHA=N@ EO?KG@RRHPELHEAN

ppc being the cost trend for the related network element
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the discount rate multiplier is calculated based on a 10,05% WACC (%,37V ODVW GHFLVLRQ
May 4, 2010)

The capex cost per unit output can be defined as :

P I‘\'-_)::@M?B
¢cAC:.CUWL U]

and

pJeas@Eataad .

The total annualized economic cost for the year 2013 is equal to :

Lsasd

3.5.3 TAM: Tilted Annuity Method

3.5.3.1 Theory

The purpose of this section is to describe how the Tilted Annuity Method (TAM) is fina lly
implemented in the Current Cost Accounting (CCA) based network cost model 2013.

As from the 2003 model, Belgacom implemented the formula that BIPT suggested.

ACCH = F1,¥ x F2,Pf

where
F1, ¥ = (GRCF, begin + GRC PY, end )/2
F2, ¥ = 1+ WACCY) x [1 (1 +APCB/(1 + WACCY)]/[1 £[(Q + APCB/(1 + WACCY)]"L R

and where

- ACCF: Annual CAPEX Cost of assetPand year Y. It includes the annual depreciation and the
cost of capital.

- WACCY: WACC of year Y.

-  GRCF, begin: Gross Rephcement Cost of assetPat the beginning of year Y.

- GRC P/, end: Gross Replacement Cost of assePat the end of year Y.

- APCP: Annual Price Change of assetP.

- L P: Lifetime of asset P

Remarks:
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The formula assumes that:

X In the beginning of year Y was invested in an asset and that at the middle of each year of the
lifetime of the asset revenues will be generated.

X The annual price change is constant over the lifetime of the asset.

X The asset price does not evolve during the year, i.e. price changes onlappear at January
1st.

The factor F1, PY represents the value of asset [ in the middle of year Y.

X The purpose of the arithmetic average of GRCPY, begin and GRC PY, end is to take into
account investments or disinvestments of asset p during the year Y.

X The arithmetic average of GRCFY, begin and GRC FY, end does not filter out the price
evolution of the asset u during the year Y.

The difference between the formula of BIPT and the formula of Exhibit 5, p. B3. of the white paper
of Analysys is the factor 1/ —1 + APCB, which filters out the price evolution of the asset u during
the year Y.

The gross replacement cost (GRC) of assets at any particular point in time is calculated as the sum
over all assets owned by the business at that point in time, of the investment that would be

necessary to purchase and install new replacements for those assets at that point in time (using
modern equivalent assets if the existing assets are no longer available or efficient). The
replacement value of assets, used for osting purposes should always include the gross value of
every asset in use by the business (the current cost of replacing it with a new, possibly modern
equivalent asset), irrespective of the history of depreciation of that asset in any financial accounts
to date.

L P: Lifetime of asset R i.e. the expected useful lifetime of the new assetP

The depreciation period and the expected useful lifetime of a new asset are defined differently. The
depreciation period refers to accounting. The expected useful ifetime of a new asset does not refer
to accounting. It refers to the period that is expected that a new asset will be used. The main factor
to determine the expected useful lifetime of a new asset is the evolution of the associated
operational costs, i.e. the asset will be replaced when operatingit becomes too expensive. Another
factor is the appearance of new technology: if in the future new technology will come-up it could be

that the asset will be replaced (even if it is not too expensive to operate).
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4 SRW str eam

4.1 Allocation of the support costs

In the 2013 cost model there are no changes in the way how support costs are allocated:

X All support costs are treated within one SUPPORT module.

x No cascade principle is used meaning that support costs, once inthe SUPPORT module,
could only be allocated to a non support destination and to a non support division.

A summary of the support activities and their drivers for the 2013 cost model is provided in the

following table:

Support activity

CBU_billing

CBU_billing_fix products

CWS_Billing

EBU_billing

EBU_billing_fix products

MOB_billing

Support_Internal mail services

Support_IT

Support_Manage cables

Support_Manage goods, warehouse & equivalents

Support_Manage internal distribution

Support_Manage moves

Support_Manage waste and scrap

Support_Manage, maintain and repair buildings (excluding moves) (office space)
Support_Manage, maintain and repair buildings (excluding moves) (shop space)
Support_Manage, maintain and repair fleet vehicles (management vehicles)
Support_Manage, maintain and repair fleet vehicles (sales vehicles)
Support_Manage, maintain and repair fleet vehicles (utility vehicles)
SUPPORT_MOB

Support_Power Chain for telecom_SDE

Support_Provide catering services

Support_Provide copy services

Support_Provide printing services (excluding outgoing invoices)
Support_ PROX_Pylons

Support_Purchasing, quality and ordering

Support_Reverse logistics

Support_Telecom space_SDE

Support_13001 Data Managed Services & Applications
Support_14001 TV and VoD

Support_15001 CPE GSM

Support_22243 Nat. IC - infra. Co-location /Co-mingling
Support_30000 Subsidiaries & externals

Support_50000 Out of scope

PUBLIC

Driver FROM support activity

ALL CBU RETAIL PRODUCTS

ALL CBU FIX RETAIL PRODUCTS

ALL CWS PRODUCTS

ALL EBU RETAIL PRODUCTS

ALL EBU FIX RETAIL PRODUCTS

ALL MOBILE LINE RETAIL PRODUCTS
Avg # FTE ALL LEVELS with office excl.
ITBuilding

total MOS value

% Occupation/Picking Lines
Transported Volumes(%Cubages)

Avg # FTE ALL LEVELS with office excl.
Avg # FTE ALL LEVELS with office excl.
Avg # FTE ALL LEVELS with office excl.
ALL CBU RETAIL PRODUCTS
#management cars per orgUnit
#sales cars per orgUnit

#utility cars per orgunit

ALL MOBILE RETAIL PRODUCTS
CP_Technical_Building

Avg # FTE ALL LEVELS with office excl.
Avg # FTE ALL LEVELS with office excl.
ALL CBU RETAIL PRODUCTS
NE_GroundAntenna

Amount_of PO_SDE_nonSDE
Nbr_entryLines RSC
CP_Technical_Building

support/centrally booked

support/centrally booked
support/centrally booked
support/centrally booked

support/centrally booked
support/centrally booked
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4.2 Allocation of ther etail costs

4.2.1 Determination of the retail cost S perimeter

As stated previously the Belgacom organisational structure distinguishes between 4 distinct
organisational pillars called Business units, we recapitulate :

x Consumer Business Unit (CBU) has the responsibility over the residential customers

x Enterprise Business Unit (EBU) has the responsibility over the professional customers
x Service Delivery Engine (SDE) centralises network, Carrier Wholesale and IT services
x Staff and support (S&S) groups all horizontal functions sustaining the Group activities

All commercial retail activities are situated at the level of Business unit CBU (consumer business
unit) for the residential customers and at the level of Business unit EBU (enterprise business unit)
for the professional customers.

The Belgacom financial and accounting structure clearly registers (directly attributable) retail costs
on costcenters 39xxxx (retail for residential customers) or costcenter 41xxxx (retail for professional
customers).

Starting from the Belgacom organisational structure, we can identify 4 blocks in the Retail cost
perimeter:

1. Retail FTE related costs

2. Retail Support costs

3. Retail costs that are not FTE related, nor Support costs, which do not have a direct causal
relationship with products

4. Retail costs that are not FTE related, nor Support costs, which have a direct causal
relationship with products.

Definitions and examples

1. Retail FTE related costs

Includes all direct FTE related costs of Business units 39 and 41 (GL 62, wages and other salary
benefits) and indirect FTE related costs (some GL 61,as travel & representation costs, social
benefits such as catering costs, etc.).

Includes also a number of costs that are not directly attributed to Retail Business units in the

accounting books but do relate to Retail FTE activities. This concerns costs which are centrally
ERRNHG DQG RU PDQDJHG EXW ZKLFK QHHG WR EH IODJJHG WR
(and thus also towards these residing under CBU and EBU). E.g.: costs re. Fleet, office building,

trai QFDUGY ERQXV WUDLQLQJ JVPYV LQ WKH FRQWH[W RI WKH H
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2. Retail Support costs

Retail Support costs are non FTE related costs which are centrally booked and managed but
relate to Retail activities. E.g.. % LOOLQJ 6KRS VSDFH «

3. Retalil costs that are not FTE related, nor Support costs, which do not have a direct causal
relationship with products

This block includes costs such asIT developments not capitalized for applications specific to
Retail departments, costs for legal claims, mandatory professional contributions, market
surveys, etc.

4, Retail costs that are not FTE related, nor Support costs, which have a direct causal
relationship with products

Costs that have an identifiable causal relationship to the products. E.g.:Cost of salessuch as
commissions paid on sales of identifiable products, cost of goods sold on equipment, dedicated
outsourcing costs, etc.

4.2.2 Retail cost s allocation principles

4.2.2.1 Introduction of 2 cost type attributes
Two cost type attributes are introduced in the cost model.

7KHVH DWWULEXRVIVFE DD G5 IYPE° DQG WKH\ FRQVWLWXH |
combination for each Retail CP-CCG.

These attribute-qualifications are applied on all the Retail CP-CCG combinations, but at
different levels of INCA modules, depending on the type of costs: FTE related, Support, etc.,
in accordance with the Retail allocation process as described below.

4.2.2.2 Criteriafora ttribute dimension VAR_TYPE

Dimension VAR_TYPE qualifies Retail costs based on their variability towards product !
volumes.

We distinguish between 4 var_types :

a. Marginal (mar) : retail costs which can be considered variable with each
additional unit of output of a single product. Typically it concerns costs
of goods sold (eg. handsetV FXVWRPHU SUHPLVHEN ddFIKLSPHQ
ofsDOHV FRPPLVVLRQV LQWHUFRQQHFWLRQ FRVWYV
b. Variable (var) : retail costs which can be considered sensitive to
(important) volume changes of a single product or a range of products,
whereby this (range of) product(s) is considered to be the last increment
in the product portfolio. Examples of costs which are considered variable

! Products at the level of the customéix (voice access, fast internédTV, mobile voice access’W UDIILF W\SHV «
Thesedo not correspond with the (aggregated) notion of ABC_products as defined in the INCA cost model.
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EDVHG RQ WKHVH FULWHULD WKH VDOHV GHSD
DFWLYLWLHV «

c. Fix (fix) : retail costs are considered as fixed when they are likely to be
inert to important vol ume variances. E.g.. Marketing spendings. If the
marketing campaigns can be directed to specific products, the amount of
costs for these campaigns is not linked to volumes of the considered
product.

d. Common (common) : retail costs are considered common whenthey do
relate to the ordinary course of business but have no relation with
products. E.g.: Costs of litigations, branding & sponsoring expenses not
directed to specific products, but well to Belgacom image and Proximus
WUDGHPDUN «

4.2.2.3 Criteria for attribute dimension PS_TYPE

Dimension PS_TYPE qualifies retail costs based on whether they are specifically
generated and/or can be attributed directly or through a specific non generic and/or
non general driver towards the specific products.

We distinguish between 2 PS types

a. PRODUCT_ SPECIFIC (PS): these costs can be alloated directly to the
products and thus are generated specifically for that related product. E.g. the

costs ofsale of aproduct.
b. NON_PRODUCT_SPECIFIC (NPS): Retail costs which do not have a clea
(causal) relation with specific product s.

In addition to the attribute PS_TYPE, all retail costs are flagged with an additional
GLPHQWOBTDGROUF HQDEOLQJ WR LGHQWLI\ WKH VSDQ RI SU

COST GROUP specifies the product, when the cst is product_specific.
COST GROUP also gives the information on whether the costs are related to both Retalil
Business Units (CBU and EBU), or are only linked to one of them.

Used Cost Groups for the Retail costs are:

PRODUCT SPECIFIC
13001 Data Managed Services & Applications
11302 Directory Assistance Services and listing
iDTV
All retail mobile only products
NON PRODUCT SPECIFIC
All retail products
All Fixed line retail products
All retail Fix and Convergent products
All CBU retail products
All EBU retail products
All CBU Fix retail products
All EBU Fix retail products
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The qualification of the 2 attribut es VAR_TYPE and PS_TYPE to alretail costs is illustrated in the
following decision tree:

For each CP -CCG
cost combination
in the RETAIL COST
PERIMETER

Does the CP_CCG
vary with each
additional
output ofa
specific product ?

CostMARGINAL
YES Product Specific

’

Does the CP_CCGds
sensitive to an
important volume
change of a specific
product or a range of
products?

CostVARIABLE ,
YES Product Specific or
Non Product Specific

Does the CP_CCGs
rather inert to volume
change of a specific product
or a range of products, but is
however linked to a specific
product, or to a range of
products 