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INTRODUCTION

In 1998, the Louis Dreyfus Group launched LDCOM, an alternative French-based
fixed-line operator. In January 2004, LDCOM changed its name to Neuf Telecom and
began deploying a dense broadband network to more than 150 urban centers, covering
80% of Internet users and nearly two-thirds of business in France. In May 2005,
Neuf Telecom announced plans to merge with Cegetel, the wireline operator of the
SFR Cegetel Group. Under the terms of the deal, SFR received a 28% ownership stake
in the new company, with Neuf shareholders retaining a 72% ownership share
for themselves.

By the time of the acquisition, Neuf Telecom had become the leading alternative
fixed-line operator in France, generating €1.2 billion in revenue in 2004. With the
Neuf Telecom/Cegetel deal finalized in August 2005, the combined company,
operating under the new name NEUF CEGETEL, is now the largest alternative
fixed-line operator to incumbent France Telecom and was expected to generate more
than €2.5 billion (pro forma) in revenue in 2005.

NEUF CEGETEL offers a full suite of communications services and products,
including broadband and data services, unlimited voice services, and digital TV
services, through its three distinct business segments — wholesale, enterprise, and
mass market. NEUF CEGETEL's service strategy is based on owning the network
and developing its own service solutions. To that end, NEUF CEGETEL has invested
heavily in local loop unbundling (LLU) as a way to operate independently of France
Telecom. In 2004, by building its service strategy on top of LLU, Neuf Telecom was
among the first French operators to launch a residential triple-play services package
featuring broadband, voice over IP (VolP), and IPTV.



OPERATOR PROFILE

Business Segments

As of year-end 2004, Neuf Telecom had nearly 2 million customers across three key
business segments — mass market, enterprise, and wholesale — with the enterprise
and wholesale segments each accounting for approximately 40% of the operator's
revenue and mass market contributing the remaining 21%. Before the Cegetel
merger, Neuf Telecom estimated that by 2007 each segment would account for
roughly one-third of total sales, with margins expected to increase most significantly
within mass market as full LLU further penetrates the market and triple-play average
revenue per user (ARPU) improves.

Wholesale

Founded as a wholesale provider, today NEUF CEGETEL is the leading wholesale
operator in France, with more than 10 million end users across 200 wholesale
customers and approximately 700,000 unbundled wholesale DSL lines at year-end
2005. Although NEUF CEGETEL anticipates strong future growth from retail activities
driven by data and DSL share gains, it is committed to maintaining an equal focus on
wholesale because these services drive greater traffic volumes to the network than
retail services do.

NEUF CEGETEL styles itself as the wholesale "factory" for French alternative
operators and ISPs including Tiscali, Tele2, and Club Internet (Deutsche Telekom)
and for foreign incumbents such as Belgacom and AT&T. Currently, NEUF's
wholesale strategy revolves around offering multiplay services, fiber access, and
bandwidth to its ISP partners and direct voice access to its switchless voice partners.

Enterprise

NEUF CEGETEL is the leading alternative operator in France serving the enterprise
market segment, which includes small and medium-sized enterprises (SMEs), large
corporations, and local and national government clients. NEUF CEGETEL offers a
variety of services to the enterprise segment, including telephony services, Internet
and data services (ADSL, SDSL, Ethernet, and leased line), and other services such
as Web hosting and IP VPN. In early 2005, Neuf Telecom launched "9office,"
a multimedia services package targeted to business users. At the same time,
Neuf Telecom also signed an MVNO deal with SFR to offer mobile voice services.

At year-end 2005, Neuf Telecom reached a milestone, connecting its 100,000th data
customer site and 60,000th voice customer site to its network. NEUF is positioning
itself as the alternative operator for the enterprise sector, believing that its adaptive
pricing, proven technology, ability to deploy large corporate networks, and integrated
offerings with partners such as Jet Multimedia for Web hosting services provide it with
tremendous competitive advantage.
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Residential Mass Market

NEUF CEGETEL is targeting the residential mass-market segment with the triple play of
data, voice, and video services and products layered on top of its core broadband DSL
service. NEUF presents itself as the mass-market "provider of choice" based on its
competitively priced ADSL access service, unmetered voice offering, and the fact that
with its IPTV service, it was one of the first operators in France to launch a triple-play
offering. NEUF CEGETEL's success to date as a leading mass-market ISP has been
closely linked to its aggressive pursuit of full LLU. Moreover, the combination of retail
and wholesale volumes provides NEUF with the necessary scale and scope to compete
effectively against France Telecom, even in the commoditized mass-market segment.

Residential Triple Play

Given the highly competitive nature of France's broadband market as well as the
rapid decline of fixed-line voice revenues, incumbent France Telecom and several
alternative operators, including NEUF CEGETEL, have jumped headfirst into the
triple-play arena to make up voice revenue shortfalls, reduce churn, and increase
ARPU. With DSL, operators are able to offer bundled broadband, voice, and video
services (i.e., the triple play) to their customers over a single IP connection and lock
customers into several services rather than just one service from the same provider.

In 2004, Neuf Telecom was among the first French operators to launch a residential
triple play. The offering was based on its modem "neuf box," which featured ADSL
broadband, primary line voice over broadband including number portability and
unlimited voicemail, and IPTV, branded as neufTV. The "neuf box" offering, which
includes neufTV and premium content from partnerships with satellite providers
Canal+ and TPS, has provided NEUF CEGETEL with a cost-effective triple-play
model that has enabled the company to achieve higher ARPU and margins with
bundled services than it would have by selling each service individually. The core of
NEUF's ftriple-play strategy is based on offering customers what they want and
charging them only for what they use, unlike competitors such as Free, which
requires subscribers to take all the component services of the full triple play whether
or not they are able to get them.

As of late 2005, NEUF CEGETEL had more than 3 million residential customers, with
nearly 1.2 million ADSL subscribers and 50,000 IPTV subscribers.

NEUF CEGETEL's triple-play offering currently includes the following options:

Broadband Internet. This bundle includes broadband and switched voice for
€14.90 per month. It features broadband bandwidth speeds of up to 20Mbps.

Digital TV. This package includes neufTV (60 digital TV channels) and
broadband access. The monthly service fee is €20.90.

Unlimited voice. This bundled offering includes unlimited fixed voice calling and
broadband access for €23.90 per month.

Triple play. This package includes neufTV (60 digital TV channels), unlimited
fixed voice calling, and broadband access for €29.90 per month.
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Broadband

The French broadband market is fiercely competitive; broadband penetration has
ramped up rapidly over the past two years, largely because of LLU. At year-end 2004,
consumer broadband penetration in France stood at 22% of households. Within this
highly competitive broadband market, NEUF CEGETEL stands out as one of the
more dynamic ISPs, emphasizing continuous innovation, new service launches, and
low-cost broadband access.

French regulators mandated local loop unbundling to promote competition by
facilitating market entry for alternative operators. Until late 2003, the majority of
French unbundled lines were provided to alternative operators via line sharing, with
end users required to maintain a France Telecom voice subscription. By mid-2004,
French regulators allowed Neuf, Free, and several other alternative operators to offer
DSL subscriptions based on full unbundling, removing the need for end users to also
maintain a France Telecom voice line.

Neuf Telecom launched its Haut Debit 2Mbps ADSL service via full unbundling in
May 2004. The unlimited Internet access service retailed for €29.90 per month including
VolIP service, and because it was based on full LLU, customers were able to avoid
maintaining a voice line from the incumbent for the first time. Later in 2004, Neuf
launched its maxi DSL service, which featured 8Mbps downstream for €14.90 per
month. More recently, the operator has upgraded from ADSL to ADSL2+, with
downstream speeds of its broadband service ranging from 2—-8Mbps with ADSL and up
to 20Mbps with ADSL2+.

At the end of 2005, Neuf Telecom's DSL network passed more than 70% of the French
population. By year-end 2005, NEUF CEGETEL had nearly 1.2 million ADSL customers
and was the third largest broadband ISP in France, trailing France Telecom and Free.
Currently, NEUF CEGETEL owns more than 1.6 million (including wholesale and retail
under its own brands) or roughly half of all unbundled lines in France, and by 2007, the
operator's stated goal is to be the leading French broadband ISP with more than
2 million DSL lines under both its mass-market brands, Neuf Telecom and Cegetel.

IPTV

In 2004, Neuf Telecom launched its IPTV service, branded as neufTV. To get neufTV,
subscribers must have an ADSL connection and be able to achieve minimum
broadband speeds of 4Mbps to ensure the best possible broadcast video quality.
Despite technology constraints, neufTV is also available in conjunction with
NEUF CEGETEL's 20Mbps ADSL2+ service; however, for now ADSL provides
sufficient bandwidth because NEUF currently offers only a single video channel per
subscriber at any given time, delivered via a 3.5MPEG2 stream.

NEUF CEGETEL deploys a modem and set-top box, with optional WiFi capability to
customers who subscribe to neufTV. Subscribers have the option to get premium
programming packages from satellite operators Canal+ and TPS and other TV
providers or to take only the neufTV package of 60 channels, with all TV packages
carried over NEUF's IP infrastructure. The neufTV set-top box also features a digital
terrestrial tuner, allowing viewers to access free, over-the-air digital channels, which
further differentiates the NEUF service from other existing pay TV services.
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Digital content available on neufTV includes sports, information, music, cultural
programming, children's shows, and international news as well as premium channels
such as MTV premium, AB Thematiques, and AB Cinema, which are available for an
additional €2—11 per month. neufTV also features a portal that includes a variety of
services and features including an electronic program guide and channel list, parental
controls, subtitles, multilingual TV, videoconferencing, voice messaging, and a home
multimedia player.

As of September 2005, NEUF CEGETEL had roughly 50,000 pay TV subscribers.

Local Voice

NEUF CEGETEL offers several voice offerings to both the mass-market and
enterprise segments, including local and long distance unmetered plans and VolP
over DSL. Currently, it has more than 350,000 VolP customers out of a total of more
than 3 million voice-only (no DSL) customers.

In December 2005, with an eye toward the future, NEUF CEGETEL announced the
launch of a smartphone — "BeautifulPhone" — that is a converged fixed-mobile voice
solution based on WiFi/GSM service.

Market Strategy

Owning DSL infrastructure has become increasingly important for alternative
operators in Europe because it allows them to more easily differentiate and control
service offerings and achieve higher operating margins. Thus, unbundling is the
cornerstone of NEUF CEGETEL's technology strategy and a critical factor in its
success to date. Bypassing the incumbent's network through LLU has enabled NEUF
to implement its own technology decisions based on IP for triple-play services
delivery and Ethernet for a highly scalable, cost-effective network. LLU has also
allowed NEUF greater flexibility in terms of pricing, product feature sets and bundling,
and the ability to drive revenue growth through ARPU gains. Moreover, for operators,
the economics of unbundling have improved significantly in recent years because of
more favorable (lower) unbundling prices, declining DSL equipment costs, more
mature technology (IP DSLAMs, ADSL2+), a more favorable regulatory environment,
and proven demand for broadband services.

In the near term, NEUF CEGETEL's business strategy has focused on broadband
delivered via DSL to the mass-market and wholesale segments, with the triple play,
video, and other value-added services that drive revenue gains and profitability as
longer-term priorities. NEUF CEGETEL believes its mass-market value proposition is
that it offers the best pricing on its triple-play solution along with premium content
through its partnerships with Canal+ and TPS.

NEUF CEGETEL has structured its go-to-market strategy around promoting entry-
level pricing for broadband — hence its €14.90 per month service — and then
upselling existing broadband customers on voice and video services. Yet, each
service is positioned individually and as part of the triple-play bundle to attract a
breadth of new customers. Consequently, marketing of services continues to evolve
as NEUF CEGETEL seeks the best formula that will attract the most desirable
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subscribers. Thus far, NEUF CEGETEL has used TV advertising to promote its
brands and services on a national scale, with the specific nature of the advertising
campaigns varying monthly as a different service or message is promoted.

Driving ARPU is another key area of focus for NEUF CEGETEL. The operator
believes that bandwidth is plentiful today and that consumers have more than enough
bandwidth available to them to support the applications they currently use; thus,
NEUF is focused on driving revenue from existing infrastructure rather than from new
upgrades. NEUF also believes that even though applications and services such as
online gaming, video sharing, and personal and interactive services (i.e., "build your
own TV service") may drive the need for more bandwidth in the future, for now it is
better served by focusing on nearer-term revenue opportunities before pushing more
bandwidth to consumers in advance of demand.

Market Leadership and Innovation

As a leading triple-play operator, NEUF CEGETEL is engaged in developing and
deploying applications that contribute to subscriber retention and service differentiation
for IPTV and the triple play. NEUF CEGETEL felt it was essential to have its own
middleware to avoid replicating other triple-play operators' offerings. This approach has
helped differentiate NEUF CEGETEL from other players, particularly incumbent France
Telecom, even though NEUF recognizes that it will probably need to develop reliable
partnerships with applications developers at some point in the future.

NEUF CEGETEL also is keeping pace with its competitors by enhancing its network
to provide ever-faster broadband speeds. Following its network migration from ATM
to IP, NEUF CEGETEL's upgrade from ADSL to ADSL2+ will help insulate it against
competitive threats and may allow it to offer more robust, bandwidth-intensive video
services and other applications. NEUF's ADSL2+ deployment also demonstrates its
intent to do whatever it takes to remain competitive and at the forefront of technology
and, at the same time, signals its willingness to engage in further network upgrades
— whether VDSL2 or FTTX — in the not-so-distant future.

The next frontier for NEUF CEGETEL will be to bundle mobile voice with the triple
play via an MVNO deal. This move will expand NEUF's triple-play offering into the
quadruple play and further establish the operator as a market leader and a single
source for all consumer communications services.

BUSINESS CHALLENGES

Local Market Profile

DSL is the dominant broadband technology in France, with cable modem ranking a
distant second. Cable passes one-third of households, with only one in four French
households passed by two-way cable plant capable of delivering broadband Internet
access. The French broadband market is increasingly competitive, with a number of
operators recently entering the market because of full local loop unbundling. At the
end of 2004, France ranked second out of 16 countries in Western Europe in
broadband connections with 6.8 million broadband subscribers. By year-end 2005,
subscribers were expected to top 8 million.
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France is characterized by low penetration of cable TV services — less than half of
all households passed by cable plant subscribe to cable TV, with approximately 2.5
million cable TV subscribers in France at the end of 2004. For the same period, there
were more than 5 million digital TV subscribers, with satellite garnering the bulk of the
market (3.8 million subscribers). Although these numbers are relatively insignificant in
terms of worldwide cable and satellite adoption, France has in fact emerged as a true
leader in the IPTV segment of pay TV. With three operators actively offering IPTV,
there are now more IPTV subscribers in France than in any other European country.
At the end of 2004, there were more than 200,000 French IPTV subscribers, and that
number was expected to reach nearly 500,000 by the end of 2005.

IPTV Strategic Objectives

NEUF CEGETEL's IPTV strategy is based on the assumption that mass-market
demand for low-cost digital pay TV services exists today, as 70% of French households
have access to fewer than six TV channels and free digital terrestrial TV (DTT) service
does not typically exceed more than 18 channels. Moreover, at €20-30 per month,
existing traditional pay TV services such as cable and satellite are costly. NEUF, looking
to capitalize on these market conditions, has made addressing the largely underserved
market for multichannel digital TV services with its neufTV offering its near-term
strategic objective. To that end, the operator has included a digital terrestrial tuner in its
set-top box and has positioned neufTV in conjunction, rather than in competition, with
other pay TV services such as satellite offerings from Canal+, CanalSat, and TPS by
offering satellite channels bundled with the neufTV service. Thus, NEUF CEGETEL is
able to offer subscribers a comprehensive IPTV package of 200 channels, including its
own neufTV-branded pay TV service coupled with licensed satellite and free over-the-
air channels that otherwise would not be available via IPTV.

Launching small, incremental revenue-generating services enables NEUF CEGETEL
to further differentiate its triple-play solution from the current and future offerings of
other operators. NEUF has already deployed an easy-to-use interactive program
guide as well as applications that enable subscribers to access voicemail and PC-
based audio and image files via the set-top box and TV. Successful execution of this
strategy will establish NEUF CEGETEL as a leading innovator and, at the same time,
enable the operator to increase ARPU. Looking to the future, NEUF CEGETEL
intends to investigate VOD and DVRs as ways to further differentiate its video service
portfolio by layering applications and services on top of its baseline IPTV offering.

ENABLING TECHNOLOGIES

Network Architecture

NEUF CEGETEL's optical network consists of 45,000km of optical fiber, which NEUF
owns, with connections to approximately 900 local exchanges throughout France.
NEUF CEGETEL reports that its network covers 100% of France Telecom's local
exchanges in the country, and as France Telecom expands its local exchanges,
NEUF CEGETEL will expand its network backbone to reach these exchanges.
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NEUF CEGETEL runs three different IP backbone networks (largely based on Cisco
solutions) serving its different customer types. One backbone is for NEUF CEGETEL's
Layer 2 services; one backbone is for corporate customers; and one backbone is for its
residential services, which today are based on DSL access technologies. Because of
the different backbone types, NEUF CEGETEL has several different backbone network
elements in its network. To meet corporate customer demand for private line services,
the operator uses SDH ADM equipment from Huawei and Alcatel to support these
services. Where additional capacity is needed, NEUF uses long haul DWDM and metro
WDM equipment. However, because NEUF CEGETEL has significant fiber
deployments (which it owns), it can often connect endpoints directly with fiber without
the need for WDM. NEUF CEGETEL's long haul DWDM and DSLAM suppliers are
Huawei and Alcatel. NEUF CEGETEL's metro WDM suppliers are ADVA and Nortel.

NEUF CEGETEL's residential network backbone is a Layer 3 IP network built on Cisco
routers, with NEUF using Cisco 7600 routers throughout its core. For the 900 local
exchanges that NEUF CEGETEL occupies, the operator uses IP DSLAMs, which
connect to approximately 1,500 Cisco Catalyst 3550 switches before feeding into the IP
backbone. Cisco equipment also plays heavily in NEUF CEGETEL's corporate
backbone, specifically serving corporate customers who subscribe to IP services. For
these customers, NEUF CEGETEL also uses Cisco 7600 and Cisco 12000 as P routers
and Cisco 7200, Cisco 7500, and Cisco 10000 as PE routers in the backbone.

Currently, NEUF CEGETEL's residential customers are served by ADSL/ADSL2+
connections. However, Neuf is looking at FTTP optical technology for next-generation
broadband access that would bring customers 100Mbps of bandwidth — a jump from
today's maximum capacity of about 20Mbps per customer. NEUF CEGETEL has
just begun investigating FTTX, so no decisions on fiber access technologies have
been made yet. A migration strategy from standard-definition television (SDTV) to
high-definition television (HDTV) as well as to VOD would drive the requirement for
higher optical bandwidth, according to the operator.

NEUF CEGETEL and Cisco Strategic
Partnership

Technology Selection

For NEUF CEGETEL to launch a competitive triple-play offering, upgrading its
infrastructure was a business necessity, particularly with incumbent France Telecom
already on the triple-play bandwagon and other operators moving rapidly in the same
direction. Thus, NEUF's business strategy drove its network and technology
strategies, with the unique characteristics of the French market further defining
NEUF's technology decisions.

Unlike many Asia/Pacific countries, France has not withessed a last-mile bandwidth
explosion. Today, 2Mbps broadband access is sufficient for most French consumers,
because besides TV, many subscribers use their broadband access only for email and
Internet surfing. More important, because France has not undergone the transition from
SDTV to HDTV that is occurring in other countries right now, NEUF CEGETEL
has not had to invest heavily in building out its network to deliver large amounts of
bandwidth to consumers or support bandwidth-intensive HDTV streams. For the
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moment, NEUF CEGETEL believes that it can compete in the pay TV market by offering
only a single stream of programming to each subscriber at a given time, thus reducing
the amount of bandwidth required to support the triple play. This, coupled with the limited
market imperative to launch bandwidth-intensive HDTV, has contributed to NEUF
CEGETEL's decision to continue IPTV transmission in MPEG2 rather than MPEG4.

Consequently, NEUF CEGETEL has no near-term need to upgrade to an all-fiber
network; instead, it is opting to implement a manageable migration strategy from ATM
to IP, which will enable the delivery of new services and reduce operating expenses.
In the longer term, even though NEUF CEGETEL's decision to implement ADSL2+
has been driven more by market perception than immediate revenue or services
considerations, the move to ADSL2+ will eventually reap benefits because NEUF will
be able to offer consumers faster broadband speeds and more bandwidth-intensive
applications as they become necessary competitive differentiators.

Vendor Selection

In early 2004, when the French residential broadband market began taking off, Neuf
Telecom made the critical decision to "go full speed on IP" and restrict future investments
in ATM infrastructure. Neuf realized that an IP infrastructure would dramatically reduce its
capital expenditure (capex) — IP routers were far less expensive than ATM switches —
as well as operating expenditure (opex) — maintenance and operations costs associated
with IP networks were less costly than those associated with ATM networks. Specifically,
NEUF has already realized substantial opex savings by leveraging its all-IP network for
the transport and distribution of IPTV signals to broadband end users resulting from the
common IP core and edge investments necessary for the triple play, the video-aware
network layer, and integrated IP NGN operations. Furthermore, as NEUF expands its
network by deploying IP DSLAMs in additional central offices, it reaps further cost
savings because of the plug-and-play nature of IP, which allows for increased scalability,
quicker time to market for new services, and in general, much easier service
deployments from an operations perspective.

At the same time, Neuf's decision to implement IPTV as part of a residential
triple-play strategy was a critical factor influencing its deployment of an IP backbone.
However, Neuf Telecom did not want to purchase an expensive end-to-end solution
from an integrator. Rather, it was more interested in vendors that could deliver value
and enable differentiation — for example, Neuf opted for a custom set-top box
middleware platform and interactive program guide that would be different and enable
unique applications rather than follow the crowd flocking to Microsoft's IPTV platform.

Because Neuf felt it was important that vendors be able to quickly react to the rapidly
changing needs of a fluid and dynamic market, it selected Cisco as one of its core
infrastructure vendors because Cisco provided a comprehensive solution that
enabled the immediate deployment of advanced services. Of equal importance,
Cisco's solution was based on the following fundamental principles, all of which
complemented Neuf Telecom's strategic objectives:

Building a robust network, which is critical for short-term and long-term service
deployment

The benefits of partnering with an experienced vendor
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The need for a network that can scale with customer growth

Advanced services and features that add value to the individual triple-play
components

In short, Cisco encourages operators to think in terms of building out a rich media
network for multiple services beyond just the component parts of the triple play. Cisco
coordinates its in-country, regional, and worldwide teams to deliver network solutions
that allow its customers to compete, and remain competitive, with advanced services
and applications while keeping operating expenses in check.

As a market leader at the forefront of offering the residential triple play, Neuf
understood the services it needed to offer and pursued an appropriate network
strategy of upgrading Cisco network components and migrating from ATM to IP
DSLAMSs. Several months were required to optimize the end-to-end IP solution, which
today is very stable and delivers over 99.95% network availability. Neuf immediately
realized ROI from its partnership with Cisco to build out a nationwide IP network
because of the substantial difference in ATM and IP equipment costs as well as
Cisco's IP expertise and ability to quickly stabilize the network. The cost savings
reaped from upgrading to an IP network has allowed Neuf to easily and cost-
effectively introduce new IP services, while the scalability of the network has
contributed to Neuf's ability to quickly meet customer demand for innovative services.

Cisco brings to the table experience in building both broadcast and on-demand IPTV
solutions. Cisco's dynamic IP multicast architecture enables bandwidth savings via
efficient IP multicast trees built dynamically only when and where there are viewers in
the network. One feature, Source Specific Multicast (SSM) allows the network to build
a separate tree for each multicast source. Cisco's aggregation router can be
configured to map IGMPV2 requests received from set-top boxes into SSM messages
in the distribution network. This SSM translation results in multicast service that
protects against denial-of-service attacks because only the addresses of authorized
video sources programmed into the aggregation router can source multicast traffic.

FUTURE OUTLOOK

In the near term, NEUF CEGETEL must focus on several areas to maintain a
competitive edge and, more important, add value to the triple play and the individual
services that make up the triple play. Because of ADSL constraints, NEUF CEGETEL
has been limited in its ability to expand its IPTV service to offer multiple streams of
video to individual homes. The resolution of the technical constraints related to the
interoperability of IPTV and ADSL2+ alleviates some bandwidth restrictions, and a
move from MPEG2 to MPEG4 compression would further enable NEUF to offer a
more robust IPTV service.

NEUF CEGETEL can add value to its IPTV offering through the addition of advanced
services such as DVR and VOD. For French IPTV providers, DVR will quickly
become a must-have, as it is already a standard feature of satellite TV offerings from
Canal+ and TPS. Still, even though IPTV providers may want to enable DVR within
the network — caching content on central rather than local storage — the
complexities associated with securing appropriate content licensing deals are drivers
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of set-top box—based DVR functionality. VOD is another advanced service for NEUF
CEGETEL to explore, although the operator has stated that it wants to be confident
that VOD will drive ARPU gains before making the necessary investments in
equipment and content.

On the broadband front, NEUF CEGETEL's investments in ADSL2+ upgrades should
prove sufficient for near-term service enhancements — with up to 20Mbps broadband
service currently available via ADSL2+, NEUF CEGETEL believes it has bandwidth to
spare for the foreseeable future. In advance of mass-market demand for more
bandwidth, NEUF CEGETEL intends to deploy broadband applications with the goal
of increasing ARPU rather than driving bandwidth consumption. Yet, as broadband-
enabled applications become increasingly bandwidth intensive, NEUF's ADSL2+
equipment could be replaced by VDSL2 or FTTX. In the meantime, an immediate
priority will be to upgrade Cegetel's legacy network from ATM to IP.

ESSENTIAL GUIDANCE

Lessons Learned

Service providers need to consider a number of factors, particularly as they move to
offer the triple play and launch IPTV services. Foremost among these factors are
what combination of services will attract and retain subscribers while increasing
ARPU and what network architecture is needed to support these services. The
answers to these questions vary by region and market, although the triple play is
increasingly becoming an essential competitive weapon for operators around the
world. However, the network architecture and what network infrastructure each
operator already has in place vary from market to market.

Launching the triple play does not require a state-of-the-art metro Ethernet network.
Some markets, such as Hong Kong, which is densely populated, are well suited to a
metro Ethernet buildout, whereas in other markets, operators are faced with the need
to overbuild and migrate from a legacy ATM to an IP network, all in a manner that
effectively manages capital expenditures, achieves operating expenditure efficiencies,
and seamlessly maintains services for existing customers. In lieu of state-of-the-art
architectures, operators can offer the triple play over more modest, upgraded IP
networks. In France, NEUF CEGETEL has shown that a successful IPTV deployment
that allocates a mere 3.5Mbps to 4Mbps of bandwidth over ADSL is achievable.
Although NEUF recognizes that it may need more bandwidth in the future for
advanced video applications, in the near term it determined that having a network
capable of efficiently delivering IP services was more important than having
bandwidth merely for bandwidth's sake. More important, service providers need to
map out their business objectives first and then build out their network, but only to the
specifications required to fulfill the business strategy — as NEUF CEGETEL's
experience demonstrates, doing so can lead to operating efficiencies and higher
ARPU, all while competing against an aggressive incumbent.
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Thus, for operators, offering the triple play requires a sound business plan coupled
with a robust network strategy that is tailored to the level of service needed to drive
subscriber and ARPU growth. Through its partnership with NEUF CEGETEL, Cisco
has clearly demonstrated its ability to effectively assist innovative operators that are
looking to deploy advanced video, voice, and data services and work within the
constraints of their legacy networks and capital expenditures to successfully and
economically deliver these competitive services.

Recommendations

Although NEUF CEGETEL is competitive today with its triple-play offering, it must
prioritize service and network enhancements that will allow it to maintain its
competitive edge into the future. The installation of ADSL2+ gear will allow it to easily
serve its broadband subscriber base and increase subscriber bandwidth going
forward. With the resolution of constraints related to ADSL2+ and IPTV, NEUF can
offer multiple simultaneous video streams to individual subscribers and migrate
programming from SDTV to HDTV.

NEUF has the infrastructure in place to add value to existing services through the
development and deployment of advanced applications. Existing broadband
bandwidth could be exploited through video, music, and gaming applications. Picture
and video sharing could promote the value proposition of faster Internet access.
Integration of voice and video in converged communications applications could do the
same. For NEUF CEGETEL, such a strategy could generate demand for bandwidth
and potentially present it with further opportunities to upsell other advanced services
to its subscriber base, thereby driving ARPU as well as creating short- and long-term
differentiation for the operator.

NEUF CEGETEL's position as a rival to the incumbent demands business model and
service innovation. Clearly, with a robust infrastructure in place, the company has
already embraced this strategy. Going forward, more innovation will undoubtedly be
required.
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