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ALTICE S.A.

(a public limited liability company (société anonyme), incorporated and existing under the laws of the Grand Duchy of 
Luxembourg, having its registered office at 3, boulevard Royal, L-2449 Luxembourg, Grand Duchy of Luxembourg and 

registered with the Luxembourg trade and companies register under number B 183.391)

ADMISSION TO TRADING ON THE REGULATED MARKET OF EURONEXT IN AMSTERDAM OF
24,751,873 NEW SHARES

This prospectus (the “Prospectus”) relates to the listing and admission to trading on the regulated market of NYSE 
Euronext in Amsterdam (“Euronext Amsterdam”) which constitutes a regulated market for the purposes of Directive 
2004/39/EC of the European Parliament and of the Council of April 21, 2004 on markets in financial instruments (the 
“MiFID”) of 24,751,873 ordinary shares (the “New Shares”) of Altice S.A., a public limited liability company (société 
anonyme), incorporated and existing under the laws of the Grand Duchy of Luxembourg (“Luxembourg”), having its 
registered office at 3, boulevard Royal, L-2449 Luxembourg, Grand Duchy of Luxembourg and registered with the 
Luxembourg trade and companies register under number B 183.391 (the “Company”). 

Following the issuance of the New Shares by the Company (the “Issuance”) to Carlyle Cable Investment SC (“Carlyle”, 
an affiliate of the Carlyle Group) and CCI (F3) S.à r.l. (“Cinven”, an affiliate of Cinven) on or about July 22, 2014 in 
exchange for a contribution in kind of 25,517,396 shares in Numéricable Group S.A. (the “Numericable Shares”) 
(“Numericable Group”), the New Shares will be listed and admitted to trading on Euronext Amsterdam. Prior to the 
admission to trading of the New Shares, a public market for the ordinary shares in the capital of the Company (the 
“Existing Shares” and together with the New Shares, the “Ordinary Shares”) exists as all the shares of the same class as 
the New Shares issued by the Company are listed and traded on Euronext Amsterdam. The Company has applied for 
listing and admission to trading of the New Shares on Euronext Amsterdam. We expect that the New Shares will be 
admitted, and that trading in the New Shares will commence on Euronext Amsterdam, on or about July 25, 2014 (the 
“Admission”).

This Prospectus constitutes a prospectus for the purposes of article 5.3 of the European Union (EU) Directive 
2003/71/EC, as amended (the “Prospectus Directive”) and has been prepared in accordance with the Luxembourg law of 
July 10, 2005, as amended, implementing the Prospectus Directive in Luxembourg relating to prospectuses for securities, 
as amended (the “Prospectus Law”) and the rules promulgated thereunder. This Prospectus has been filed with and 
approved by the Commission de Surveillance du Secteur Financier (the “CSSF”) for the purposes of the listing and 
admission to trading of the New Shares on the regulated market of Euronext Amsterdam N.V. In accordance with article 
7.7 of the Prospectus Law, the CSSF assumes no responsibility as to the economic and financial soundness of the 
transaction and the quality or solvency of the Company. The CSSF will provide a notification of the approval, together 
with a copy of the approved Prospectus, to the Netherlands Authority for the Financial Markets (Stichting Autoriteit 
Financële Markten) (the “AFM”) and the European Securities and Markets Authority. This Prospectus and any 
supplement to this Prospectus will be published on the official website of Euronext Amsterdam N.V. at 
https://europeanequitites.nyx.com, the website of the Luxembourg Stock Exchange at https://www.bourse.lu and the 
website of the Company at https://www.altice.net.

Investing in the New Shares involves risks. See ‘‘Risk Factors’’ beginning on page 22.

Exchange Ratio: 0.971 New Shares of the Company for one (1) share in Numéricable Group S.A.

This Prospectus cannot be used except in connection with the Admission to trading of the New Shares. It does not 
constitute or form part of, and should not be construed as, an offer or invitation to sell Ordinary Shares of the Company 
or the solicitation of an offer to subscribe for or purchase Ordinary Shares of the Company to the public and shall not be 
and may not be considered to be a public offering of the Ordinary Shares. Any decision to purchase any Ordinary Shares 
of the Company should be made solely on the basis of the information contained in the relevant prospectus (other than 
this Prospectus) produced in connection with the offering of any such Ordinary Shares. Any such prospectus may contain 
information different from the information contained in this Prospectus. 

In making an investment decision, investors must rely on their own examination of the Company, including the merits 
and risks involved with respect to an investment in the Ordinary Shares. The Company is not making any representation 
to any investor in or purchaser of Ordinary Shares regarding the legality of an investment in the Ordinary Shares by such 
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investor under the laws applicable to such investor or purchaser. Each investor should consult with its own advisors as to 
the legal, tax, business and financial and related aspects of a purchase of Ordinary Shares.

The New Shares have not been and will not be registered under the U.S. Securities Act and may not be offered or sold in 
the United States of America or to U.S. persons except pursuant to an exemption from, or in a transaction not subject to, 
the registration requirements of the U.S. Securities Act. 

The date of this Prospectus is July 21, 2014.
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PART I
SUMMARY

Summaries are made up of disclosure requirements known as “Elements” that are prescribed by the Prospectus 
Directive. These Elements are numbered in Sections A-E (A.1 - E.7).

This summary contains all the Elements required to be included in a summary for this type of securities and 
issuer. Because some Elements are not required to be addressed, there may be gaps in the numbering sequence of the 
Elements.

Even though an Element might be required to be inserted in the summary because of the type of securities and 
issuer, it is possible that no relevant information can be given regarding the Element. In this case a short description of 
the Element is included in the summary with the mention of the words “not applicable”.

Section A – Introduction and warnings

Element

A.1 Introduction and 
warnings

This summary should be read as an introduction to the Prospectus.

Any decision to invest in the New Shares should be based on consideration of the 
Prospectus as a whole by the investor.

Where a claim relating to the information contained in the Prospectus is brought 
before a court, the plaintiff investor might, under the national legislation of the 
Member States, have to bear the costs of translating the Prospectus before the legal 
proceedings are initiated.

Civil liability attaches only to those persons who have tabled the summary, including 
any translation thereof, but only if the summary is misleading, inaccurate or 
inconsistent when read together with the other parts of the Prospectus or it does not 
provide, when read together with the other parts of the Prospectus, key information in 
order to aid investors when considering whether to invest in such New Shares.

A.2 Subsequent resale 
of securities or 
final placement of 
securities through 
financial 
intermediaries

Not applicable: the Company is not engaging any financial intermediaries for any
subsequent resale of securities or final placement of securities after and in connection 
with the publication of this Prospectus.

Section B – The Company

Element

B.1 Legal and 
commercial name

Altice S.A.

B.2 Domicile/Legal 
Form/ Legislation/ 
Country of 
incorporation

The Company is a public limited company (société anonyme), incorporated in 
Luxembourg under the laws of the Grand Duchy of Luxembourg. The Company is 
domiciled in Luxembourg, the Grand Duchy of Luxembourg. The Company is 
governed by Luxembourg law. 

B.3 Current 
operations/ 
principal activities 
and markets

We are a multinational cable and telecommunications company. We conduct our 
activities (i) in France through the Numericable Group and (ii) in Israel, the 
Dominican Republic, Belgium, Luxembourg, Portugal, the French Overseas 
Territories and Switzerland through Altice International S.à r.l. (“Altice 
International”). We provide cable-based services (high quality pay television, fast 
broadband Internet and fixed line telephony) and (except in Luxembourg, Portugal 
and Switzerland) mobile telephony services to residential and corporate customers.

PR Art. 24.1 
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PART II
RISK FACTORS

If any of the events described below, individually or in combination, were to occur, this could have a material 
adverse impact on our business, prospects, results of operations and financial condition and could therefore have a 
negative effect on the trading price of the New Shares. Described below and elsewhere in this Prospectus are the risks 
considered by the Directors to be the most material, although there may be other unknown or unpredictable economic, 
business, competitive, regulatory or other factors that also could have material adverse effects on our results of 
operations, financial condition, business or operations in the future. 

An overview of these risks is contained in Part I (Summary) of this Prospectus. However, as the risks which the 
Group faces relate to events and depend on circumstances that may or may not occur in the future, not only the 
information on the key risks summarised in Part I (Summary) but also, among other things, the risks and uncertainties 
described below should be considered. 

In addition, our past financial performance may not be a reliable indicator of future performance and historical 
trends should not be used to anticipate results or trends in future periods. This Prospectus also contains forward-looking 
statements that involve risks and uncertainties. Actual results may differ materially from those anticipated in these 
forward-looking statements as a result of various factors, including the risks described below and elsewhere in this 
Prospectus. See “Forward-Looking Statements” on page 106 et seq.

The risks involved below are the risks which are considered to be material but are not the only risks associate 
with holding Ordinary Shares and should be used as guidance only. The order in which risks are presented is not
necessarily an indication of the likelihood of the risks actually materialising, of the potential significance of the risks or 
of the scope of any potential harm to the Group’s business, prospects, results of operations and financial position. 
Additional risks and uncertainties relating to the Group that are not currently known to the Group, or that the Group 
currently deems immaterial, may individually or cumulatively also have a material adverse effect on the Group’s 
business, prospects, results of operations and financial condition and, if any such risk should occur, the price of the 
Ordinary Shares may decline and investors could lose all or part of their investment.

In this section, unless the context otherwise requires, the terms “Group”, “we”, “us” and “our” refers to the 
Company and its subsidiaries (including the Numericable Group but excluding SFR and ODO). For a description of the 
principal risks and uncertainties relating to SFR, see “—Risks Relating to the SFR Acquisition, SFR’s Business and the
Integration of SFR into our Business,” and “—Risks Relating to SFR’s Industry and Markets”. As a result of this 
presentation, some risks applicable to Altice, the Numericable Group and/or SFR may be discussed multiple times in this 
section.

Risks Relating to Our Financial Profile

Our substantial leverage could adversely affect our business, financial condition and results of operations and ability 
to raise additional capital to fund our operations.

We have significant outstanding debt and debt service requirements and may incur additional debt in the future. 
As of December 31, 2013 (i) the Altice International Group had total third party debt (excluding other long term and 
short term liabilities, other than finance leases) of €3,585 million on a consolidated basis, (ii) the Numericable Group had 
total third party debt (excluding other long term and short term liabilities, other than finance leases) of €2,680 million and 
(iii) other subsidiaries of the Group had total third party debt of €324 million. As adjusted to reflect all changes to our 
financial profile since December 31, 2013 including as adjusted to give effect to the Transactions (including this 
Issuance), the Altice Group had total third party debt (excluding other long term and short term liabilities, other than 
finance leases) of €19,463 million on a consolidated basis and the Numericable Group had total third party debt 
(excluding other long term and short term liabilities, other than finance leases) of €11,706 million. In addition the 
Company will be able to draw €200 million in total under the Company. Revolving Credit Facility, the Numericable 
Group will be able to draw €750 million under the Numericable Group Revolving Credit Facilities Agreement and the 
Altice International Group will be able to draw up to $80 million and €60 million under the Existing Altice Financing 
Revolving Credit Facilities. In addition and subject to certain conditions, certain lenders have committed to provide 
€450 million under an additional revolving credit facility to Altice Financing S.A. on substantially the same terms as the 
2013 Revolving Credit Facility.

The Altice International Group and the Numericable Group are currently financed, and will be financed 
following the consummation of the Transactions, on a standalone basis and constitute separate financing groups, which 
are subject to covenants that restrict the use of their respective cash flows outside their respective restricted groups 
(including between the Altice International Group and the Numericable Group and between the Company and either of 

Annex 1 
R4, 
Annex III
R.2



88

PART III
DIRECTORS, SECRETARY, REGISTERED OFFICE AND ADVISORS

Directors Patrick Drahi (Executive Chairman)

Dexter Goei (Chief Executive Officer)

Dennis Okhuijsen (Chief Financial Officer)

Jérémie Bonnin (General Secretary)

Michel Combes (Non-Executive Director)

Scott Matlock (Non-Executive Director)

Company Secretary and General 

Counsel Max Aaron

Registered Office Altice S.A.

3, boulevard Royal

L-2449 Luxembourg

Grand Duchy of Luxembourg

Legal advisers to the Company

As to U.S. Federal law, New York law 

and English law:

As to Dutch law: As to Luxembourg law:

Ropes & Gray LLP

5 New Street Square

London

EC4A 3DF

United Kingdom

Loyens & Loeff N.V.

Fred. Roeskestraat 100

1076 ED

Amsterdam

The Netherlands

Loyens & Loeff Luxembourg S.à .r.l. 

18-20 Rue Edward Steichen

L – 2540 Luxembourg

Grand Duchy of Luxembourg

Luther

Aerogolf Center

1B Heienhaff

L – 1736 Senningerberg

Grand Duchy of Luxembourg

Listing Agent

ING Bank N.V.                    

Bijlmerplein 888                               

1102 MG Amsterdam                        

The Netherlands

Auditor (Réviseur d’Entreprises 

Agréé) 

Deloitte Audit S.à r.l.

560 rue de Neudorf

L-2220 Luxembourg

Grand Duchy of Luxembourg
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PART IV
EXPECTED TIMETABLE OR PRINCIPAL EVENTS OF THE ADMISSION

Listing and trading 

Approval of this Prospectus.

This Prospectus constitutes a listing prospectus pursuant to the Prospectus Directive, and the Commission 
Regulation (EC) 809/2004 of April 29, 2004, as amended (the “Prospectus Regulation”) and has been approved on July 
21, 2014 by the CSSF as the competent authority within the meaning of the Prospectus Law. The CSSF’s approval does 
not imply any judgement on the merits and the quality of the transaction, nor of the situation of the Company. This 
Prospectus will be published on the website of the Luxembourg Stock Exchange at https://www.bourse.lu.

Timetable.

We anticipate the following timetable for the Issuance and the listing and trading of the New Shares on 
Euronext Amsterdam, which is a regulated market for the purposes of the MiFID. The timetable is indicative and may be 
subject to adjustment:

Approval of the Prospectus by the CSSF, publication of the Prospectus on the 
Company’s website, the website of the Euronext Amsterdam and the website 
of the Luxembourg Stock Exchange

July 21 2014

Issuance of the New Shares to Cinven and Carlyle On or about July 22, 2014

Listing approval by Euronext Amsterdam................................................................ On or about July 22, 2014

First day of trading ................................................................................................ On or about July 25, 2014

Annex III
R 5.1.1
R 5.3.1
R 5.3.2
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PART V
IMPORTANT INFORMATION 

Subject matter of this Prospectus

This Prospectus is intended to provide information in the context and for the sole purpose of the listing and 
admission to trading of the New Shares. It contains selected and summarised information, does not express any 
commitment or acknowledgement or waiver and does not create any right expressed or implied to any person. The 
Prospectus cannot be used except in connection with the Admission. The content of this Prospectus is not to be construed 
as an interpretation of the rights and obligations of the Company of the market practices or of contracts entered into by 
the Company. 

Information derived from third parties 

We operate in industries in which it is difficult to obtain precise market and industry information. We have 
generally obtained the market and competitive position data in the Prospectus from our competitors’ public filings, from 
industry publications and from surveys or studies conducted by third party sources that we believe to be reliable. Certain 
information in the Prospectus contains independent market research carried out by Euromonitor International Limited, 
HIS Screen Digest, IDC, ABI Research, Gartner, Cisco and Strategy Analytics.

With respect to Israel, we calculate market share for each of our services by dividing the number of RGUs for 
such service by the total number of subscribers in Israel to such service, which is calculated based on our competitors’ 
public filings and reported subscriber base, other public information and our internal estimates. Under HOT’s mobile 
license, it is required to calculate market share of its mobile operations, which is calculated using different parameters 
than as described above. For more information see “Description of Group Business—Material Contracts—Provision of 
certain bank guarantees to the State of Israel relating to performance of certain license terms”. In footprint market 
shares in the jurisdictions in which we operate are calculated from our penetration data by extrapolating overall market 
penetration from industry sources to our footprint.

Certain information provided in this Prospectus has been sourced from third parties. The Company confirms 
that such third party information has been accurately reproduced and that, so far as it is aware and is able to ascertain 
from information published from such third party, no facts have been omitted which would render the third party 
information reproduced herein inaccurate or misleading. Subject to the foregoing, neither the Company nor the directors 
can assure investors of the accuracy or completeness of, or take any responsibility for, such data. The source for such 
third party information is cited whenever such information is used in this Prospectus. If a significant new factor, material 
mistake or inaccuracy relating to the information included in this Prospectus which is capable of affecting the assessment 
of the New Shares arises or is noted on or before Admission, a supplement to the Prospectus will be published in 
accordance with article 13 of the Prospectus Law. The Prospectus and any supplement thereto will be subject to approval 
by the CSSF and will be made public in accordance with the Prospectus Law.

Enforcement of judgements

The Company is a public limited liability company (société anonyme) incorporated under the laws of the Grand 
Duchy of Luxembourg.

Many of the Directors, general partners, officers and other executives of the Company are neither residents nor 
citizens of the United States. Furthermore, substantially all of our assets are located outside the United States. As a result, 
it may not be possible for investors to effect service of process within the United States upon such persons or the 
Company, or to enforce against them judgments of U.S. courts predicated upon the civil liability provisions of U.S. 
federal or state securities laws.

Although there is no treaty between Luxembourg and the United States regarding the reciprocal enforcement of 
judgments, a valid final and conclusive judgment against an issuer of Luxembourg nationality obtained from a court of 
competent jurisdiction in the U.S., which judgment remains in full force and effect after all appeals as may be taken in 
the relevant state or federal jurisdiction with respect thereto have been taken, may be entered and enforced through a 
court of competent jurisdiction of Luxembourg subject to compliance with the enforcement procedures set out in article 
678 et seq. of the Luxembourg Nouveau Code de Procedure Civile being:

 the U.S. court awarding the judgment has jurisdiction to adjudicate the respective matter under its applicable 
laws, and such jurisdiction is recognised by Luxembourg international private law conflict of jurisdiction rules;

Annex I 
R 23.2
Annex III
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PART VI
DETAILS OF THE ISSUANCE, LISTING AND ADMISSION TO TRADING

The Issuance

The Issuance will consist of the issuance by the Company of the New Shares, i.e. 16,617,409 ordinary shares of 
the Company to Carlyle and 8,134,464 ordinary shares of the Company to Cinven in exchange for a contribution in kind 
by Carlyle and Cinven of the Contributed Shares to the Company on the basis of a share exchange ratio of 0.97 New 
Shares for each Contributed Share (the “Contribution in Kind”) on or around July 22, 2014. 

Immediately prior to the Issuance, the controlling shareholder of the Company, Next L.P., will hold 63,2% of 
the Company’s share capital. Following the Issuance, Next L.P. will hold 56,87% of the Company’s share capital. Next 
L.P. will retain substantial control rights over the Company and its Board of Directors. 

For the purpose of article 26-1 of the 1915 Law, the Contribution in Kind must be reported on by an 
independent auditor. This report (the “Report”) must provide a description of the Contribution in Kind, as well as the 
valuation methods used. It shall also state whether the values arrived at by the application of such valuation methods 
correspond at least to the number and nominal value (and, where applicable, share premium) of the shares to be issued. 
The Report has been prepared at the Company’s request by Deloitte Audit S.à r.l., as approved external auditors 
(réviseurs d’entreprises agréé) with their consent to use the Report for the sole purpose of this Prospectus, as required by 
the 1915 Law, and the conclusion of this Report is set out below:

“Based on the procedures applied as described [in this Report], nothing has come to our attention that causes us 
to believe that the global value of the Contribution in Kind is not at least equal to the number and nominal value of the 
24,751,873 ordinary shares of par value 0.01 EUR each and the attached share premium of EUR 778,033,059.27.”

The Issuance shall be decided upon by the Board of Directors of the Company which shall determine to issue 
the New Shares out of the Company’s existing share capital, in accordance with the provisions of the Company’s 
Articles.

A report was prepared by the Board of Directors of the Company for the purposes of article 32-3(5) of the 1915 
Law on January 13, 2014 stating that the Board of Directors withdraws the pre-emptive subscription rights of the existing 
shareholders in relation to the Issuance and confirming the value of the shares to be issued by the Company in exchange 
for the Contributed Shares. 

The shares that will be issued in consideration of the Contribution in Kind are ordinary shares of the Company
and have the same rights and benefits as the Existing Shares. Immediately following the Issuance, the New Shares issued 
to Cinven and Carlyle will be as follows:

 8,134,464 New Shares to Cinven; and

 16,617,409 New Shares to Carlyle.

Information about the New Shares

The New Shares comprise ordinary shares in the capital of the Company.

Legislation under which the New Shares were created

The New Shares have been created pursuant to, and are governed by, the 1915 Law.

Form and currency of the New Shares

The New Shares are issued in registered form. The New Shares will be held and transferred through book-entry 
form in accounts opened with one or more financial intermediaries with the Nederlands centraal instituut voor giraal 
effectenverkeer B.V. trading as Euroclear Nederland (“Euroclear Nederland”), in accordance with the normal settlement 
procedures applicable to equity securities settled through the book-entry system maintained by Euroclear Nederland. The 
persons shown in securities accounts of a financial intermediary authorised to maintain accounts with Euroclear 
Nederland as the holders of the shares will be able to transfer their interests in accordance with the rules and procedures 
of Euronext Amsterdam, Euroclear Nederland and other relevant additional clearing systems.

The currency of the New Shares is the euro and their nominal value is equal to €0.01.

Annex III
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PART VII
CAPITALISATION AND INDEBTEDNESS

The following table presents, in each case, the cash and cash equivalents and debt capitalisation as of May 31, 
2014 of the Group (i) on a historical consolidated basis and (ii) on an as adjusted combined basis after giving effect to the 
SFR Debt, including the offering of the Notes, the offering of the New Numericable Senior Secured Notes and funding 
under the New Numericable Term Loan and the application of the proceeds thereof, the Numericable Acquisition, the 
ODO Acquisition, the Tricom Acquisition and the SFR Acquisition. The completion of the SFR Acquisition is subject to 
certain conditions, including the approval by the competent regulatory authorities in France, as applicable. The as 
adjusted amounts are estimates and may not accurately reflect the amounts outstanding upon completion of the SFR 
Debt. This table should be read in conjunction with the financial statements and notes thereto included elsewhere in the 
Prospectus.

The impact of any derivative instruments that we have or may enter into to manage foreign currency risk 
associated with the Notes has not been reflected in the as adjusted data presented in the table. Unless otherwise stated, 
amounts are based on the exchange rate as of December 31, 2013 of $1.377 = €1.00.

May 31, 2014
Actual As Adjusted

€ in millions
Cash and Cash Equivalents
Numericable Group .................................................................................................................. 20 —
Altice International Group........................................................................................................ 42 42
Altice SA Group(1) .................................................................................................................... 73 584
Total Consolidated Cash and cash equivalents .................................................................... 134 625
Numericable Group financial debt:
Existing Numericable Indebtedness(2) ...................................................................................... 11,756 11,756
Numericable Group Revolving Credit Facility Agreement(3) ................................................... — —
Finance Leases NC................................................................................................................... 41 41
Other Liabilities........................................................................................................................ 3 3
Total Numericable France Financial Debt ........................................................................... 11,800 11,800
Altice France financial debt:
2013 Margin Loan() .................................................................................................................. 324 —
Total Altice France Financial Debt ....................................................................................... 324 —
Altice International financial debt:
Existing HOT Unsecured Notes(5) ............................................................................................ 264 264
Green Datacenter Debt ............................................................................................................. 32 32
Existing Coditel Mezzanine Facility(6) ..................................................................................... 111 111
Existing Senior Secured Notes(7) .............................................................................................. 1,507 1,507
2013 Term Loan ....................................................................................................................... 756 756
Existing Senior Notes(8) ............................................................................................................ 855 855
Existing Altice Financing Revolving Credit Facilities and 2013 Guarantee Facility(9) ............ 63 -
New Altice Financing Revolving Credit Commitments(10)....................................................... — —
Finance Leases.......................................................................................................................... 26 26
Total Altice International Financial Debt ............................................................................ 3,614 3,551
Stand-alone Altice SA financial debt:
Altice S.A. Revolving Credit Facility Agreement(10)................................................................ — —
Notes offered on the Issue Date(11) ........................................................................................... 4,201 4,201
Total Stand-alone Altice SA Financial Debt......................................................................... 4,201 4,201
Total Consolidated Financial Debt(12) ................................................................................... 19,939 19,552
Numericable Perpetual Subordinated Notes(13)......................................................................... 38 38
Total third—party debt(14) ..................................................................................................... 19,977 19,590

(1) The Company was incorporated on January 3, 2014 and, as such, had no actual cash or cash equivalents as of 
December 31, 2013. The "As Adjusted" includes the impact of €250m cash overfunding and the impact of the 
new capital issuance of the Company for a total amount of €911m, net of the amounts due for the margin loan 
increase of the Company (€122m) and the cash payment due to Cinven and Carlyle as part of the transaction 
(€529).

(2) Reflects the aggregate indebtedness under the new Numericable Group Team Loan transactions, raised to 
complete the SFR Acquisition. This debt received in escrow on May 8, 2014. Numericable used a portion of the 
New Numericable Group Team Loan to refinance such indebtedness.

Annex I
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PART VIII
PRESENTATION OF FINANCIAL AND OTHER INFORMATION

Unless otherwise stated or the context otherwise requires, references to “IFRS” herein are to IFRS as adopted in 
the European Union.

Financial Data

The Company is the holding company of the Altice Group. Prior to the Numericable Acquisition, which was 
completed in February 2014, the primary assets of the Altice Group consisted of Altice International, a wholly-owned 
subsidiary of the Company, and its subsidiaries and the equity interests held by Altice France, a wholly-owned subsidiary 
of the Company, in the Numericable Group prior to such date (which are accounted for in the Historical Consolidated 
Financial Information using the equity method).

Historical Consolidated Financial Information

The Prospectus includes the audited consolidated financial statements of the Company as of and for the years 
ended December 31, 2013 and the audited combined financial statements of the Company as of and for the years ended 
December 31, 2010, 2011 and 2012, prepared in accordance with IFRS, which have been audited by Deloitte Audit S.à 
r.l. Each of the Company, Altice International and Altice France were historically separate legal and reporting entities, 
under common control and management. As a result, the above-mentioned combined financial statements for the years 
ended December 31, 2010, 2011 and 2012 have been prepared to reflect the carrying value of historical assets, liabilities, 
revenues, expenses and cash flows that were directly related to the Altice International Group and Altice France and are 
based on a combination of the separate historical consolidated financial statements of the Altice International Group and 
annual accounts of Altice France. The above mentioned historical consolidated and combined financial information of 
the Company, and information directly derived therefrom, are referred to herein as the “Historical Consolidated Financial 
Information”.

The consolidated financial statements of the Company as of and for the year ended December 31, 2013, the 
statement of directors’ responsibility and the related report of the réviseur d’entreprises agréé included in the Prospectus 
have been extracted from the 2013 annual report of Altice, which includes supplementary elements as required by 
Luxembourg laws and regulations.

Illustrative Aggregated Selected Financial Information

Altice International, a wholly-owned subsidiary of the Company, has from time to time made significant equity 
investments in a number of cable, media and telecommunication businesses in various jurisdictions since its formation in 
2008. The following is a summary of the key investments and disposals made by Altice International since 2011, which 
have had a significant impact on the Historical Consolidated Financial Information.

In the year ended December 31, 2010, Altice International’s most significant assets consisted of its ownership of 
(i) equity interests in HOT Telecommunication Systems Ltd. and its subsidiaries (when excluding HOT Mobile Ltd., the 
“HOT Telecom Group”), an Israeli cable telecommunications company (which amounted to approximately 44.8% of the 
equity interests in HOT Telecommunication Systems Ltd. at the end of 2010 and has been accounted for in the historical 
combined financial statements of the Company as of and for the year ended December 31, 2010 using the equity 
method); (ii) 100% of the equity interests in MIRS Communications Ltd., an Israeli mobile services provider that was 
subsequently renamed HOT Mobile Ltd.; (iii) substantially all of the equity interests in Martinique TV Câble S.A. (“Le 
Cable Martinique”) a company with cable television operations in Martinique; (iv) substantially all of the equity interests 
in World Satellite Guadeloupe S.A. (Le Cable Guadeloupe), a company with cable television operations in Guadeloupe; 
(v) substantially all of the equity interests in green.ch AG (“Green”), a company providing B2B telecommunications 
solutions in Switzerland; (vi) substantially all of the equity interests in Green Datacenter AG (“Green Datacenter”), a 
company providing datacentre services in Switzerland; (vi) substantially all of the equity interests in Auberimmo S.A.S. 
(“Auberimmo”), a company providing datacentre services in Paris, France; and (vii) substantially all of the equity 
interests in Valvision S.A.S. (“Valvision”), a company with cable television operations in certain parts of France.

During the year ended December 31, 2011, Altice International made the following acquisitions that 
fundamentally changed the business undertaking: (i) in the first quarter of 2011, Altice International increased its 
ownership in HOT Telecommunication Systems Ltd. thereby acquiring a majority equity ownership in the HOT Telecom 
Group (as a result of which the financial information of the HOT Telecom Group is consolidated in the historical 
consolidated financial statements of the Company with effect from March 16, 2011). In addition, in the fourth quarter of 
2011, MIRS Communications Ltd. was acquired by the HOT Telecom Group from a subsidiary of Altice International 
and renamed HOT Mobile Ltd. The HOT Telecom Group and HOT Mobile Ltd. are collectively referred to herein as the 
“HOT Group”; and (ii) in the second quarter of 2011, Altice International acquired a controlling equity interest in Coditel 

Annex I
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PART IX
PRO FORMA FINANCIAL INFORMATION OF THE GROUP

UNAUDITED PRO FORMA CONSOLIDATED STATEMENT OF INCOME OF THE GROUP FOR THE 
YEAR ENDED DECEMBER 31, 2013

Historical 
Financial 
Informati

on Pre transaction Pro Forma Adjustments

Altice S.A
.

January
1, 2013

Decembe
r 31, 2013

OMT
Januar

y 1, 
2013

to 
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2013
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y 1, 
2013

to Aug 
8, 2013

Ma 
Chaîne 
Sport

Januar
y 1, 
2013

to 
Octobe

r 4, 
2013

SportV
Januar

y 1, 
2013

to
Octobe

r 4, 
2013

Revers
al of 

refinan
ced 
debt

Issuan
ce of

June 2
013 
debt

June 
2013
RCFs 
fees

Issuan
ce of 

margi
n loan

Buy-out of 
non-contro

lling 
interests

Paym
ent of 
Initial 
Public 
Offeri

ng 
fees

Altice S.A. 
Pre-transa

ction 
pro-forma 
January 1, 

2013 to
December

31, 2013
(Note 3

a)
(Note 3

b)
(Note 3

c)
(Note 3

d)
(Note 3

h)
(Note 3

h)
(Note

3h)
(Note

3h) (note 3e)
(note

3j)
Revenue ................................1,286.8 96.5 59.0 13.8 4.5 — — — — — — 1,460.7
Purchases and 
subcontracting 
services................................(367.8) (30.1) (31.2) (3.4) (1.1) — — — — — — (433.6)
Other operating 
expenses ................................(401.0) (33.2) (18.5) (3.4) (0.4) — — — — — — (456.4)
Operating 
income before 
depreciation, 
amortization, 
management 
fees, 
restructuring, 
non-recurring 
costs and other 
expenses................................518.0 33.2 9.2 7.1 3.0 — — — — — — 570.7
Depreciation and 
amortization................................(399.6) (11.4) (9.9) (4.7) (1.1) — — — — — — (426.7)
Management fees..........................(0.6) (.4) — (.4) — — — — — — — (1.5)
Restructuring, 
non-recurring 
costs and other 
expenses ................................(76.3) (2.0) (2.1) — — — — — — — (13.0) (93.5)
Operating 
Income/(loss) ...............................41.5 19.4 (2.8) 2.0 1.9 — — — — — (13.0) 49.1
Gain on 
de-recognition of 
asset................................ 255.7 — — — — — — — — — — 255.7
Financial income ..........................120.9 0.2 — — — — — — — — — 121.1

Finance costs ................................(376.6) (2.2) (5.7) — — 7.6 (43.2) (0.9) (13.3) 7.2 — (427.2)
Finance costs, 
net ................................ (255.7) (2.0) (5.7) — — 7.6 (43.2) (0.9) (13.3) 7.2 — (306.0)
Share in net 
income of 
associates................................15.5 — — — — — — — — — — 15.5
Profit/(loss) 
before income 
tax expense ................................57.0 17.4 (8.5) 1.9 1.9 7.6 (43.2) (0.9) (13.3) 7.2 (13.0) 14.3
Income tax 
expense................................(7.4) (6.5) (.3) (.3) — — — — — — (14.5)

Net income (loss) 
from continuing 
operations................................49.6 10.9 (8.8) 1.7 1.9 7.6 (43.2) (0.9) (13.3) 7.2 (13.0) (0.2)
Net income (loss).........................49.6 10.9 (8.8) 1.7 1.9 7.6 (43.2) (0.9) (13.3) 7.2 (13.0) (0.2)
Attributable to 
owners of the 
entity................................ 71.8 10.9 (8.8) 1.7 1.9 7.6 (43.2) (0.9) (13.3) (11.6) (13.0) 3.3
Attributable to 
non-controlling 
interests ................................(22.2) — — — — — — — — 18.7 — (3.5)

Annex I
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PART X
DIRECTORS, SENIOR MANAGEMENT, EMPLOYEES AND CORPORATE GOVERNANCE

Directors and Senior Management

The Company places a strong emphasis on corporate governance. Its Board of Directors is composed of six 
members, two of which are independent. It is intended that a third independent member of the Board of Directors 
will be appointed in the third quarter of 2014. The Board of Directors has two committees: the Audit Committee and 
the Remuneration Committee. 

Board of Directors

The members of the Board of Directors as of the date of this Prospectus are set forth below. The Executive 
Directors specified below are non-independent members of the Board and, except Jérémie Bonnin, were all 
appointed on January 6, 2014. Jérémie Bonnin was appointed as a Director on January 3, 2014. The Non-Executive 
Directors specified below are the independent members of the Board. Michel Combes was appointed on January 6, 
2014 and his term expires at the third annual General Meeting following the date of his appointment and Scott 
Matlock was appointed on January 16, 2014 and his term expires at the third annual General Meeting following the 
date of his appointment. It is intended that one additional independent Non-Executive Director will be appointed to 
the Board in the third quarter of 2014.

Name Age Position
Independent/ 

Non-Independent
Term

(Years)
Patrick Drahi ................................................................50 Executive Chairman Non-Independent 5
Dexter Goei ................................................................42 Chief Executive Officer Non-Independent 5
Dennis Okhuijsen ................................................................44 Chief Financial Officer Non-Independent 4
Jérémie Bonnin................................................................40 General Secretary Non-Independent 4
Michel Combes ................................................................52 Non-Executive Director Independent 3
Scott Matlock ................................................................49 Non-Executive Director Independent 3

The business address of each director is: 3, boulevard Royal, L-2449 Luxembourg, Grand Duchy of 
Luxembourg.

Patrick Drahi, Executive Chairman

Patrick Drahi began his professional career with the Philips Group in 1988 where he was in charge of 
international marketing (UK, Ireland, Scandinavia, Asia) in satellite and cable TV (DTH, CATV, MMDS). In 1991, 
Patrick joined the US/Scandinavian group Kinnevik-Millisat, where he was in charge of the development of private 
cable networks in Spain and France and was involved in the launch of commercial TV stations in Eastern Europe. In 
1993, Patrick Drahi founded CMA, a consulting firm specialised in telecommunications and media, which was 
awarded a mandate from BCTV for the implementation of Beijing’s full service cable network. In addition, Patrick 
founded two cable companies, Sud Câble Services (1994) and Médiaréseaux (1995), where he was involved in 
several buy-outs. When Médiaréseaux was taken over by UPC at the end of 1999, Patrick Drahi advised UPC on its 
M&A activities until mid-2000. He then started Altice in 2002.

Patrick Drahi graduated from the Ecole Polytechnique and Ecole Nationale Supérieure de 
Télécommunications de Paris (post graduate degree in Optics and Electronics) in 1986.

Dexter Goei, Chief Executive Officer 

Dexter Goei joined Altice in 2009, after working for 15 years in investment banking. Dexter began his 
investment banking career with JP Morgan and joined Morgan Stanley in 1999 working in their Media & 
Communications Group. Over the years, Dexter has worked across all segments of the media industry in the US and 

Annex I
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PART XI
MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF 

OPERATIONS OF THE GROUP

The following discussion and analysis is intended to assist in providing an understanding of the Group’s 
financial condition, changes in financial condition and results of operations and should be read together with the 
Historical Consolidated Financial Information, with the Pre-Transaction Pro Forma Financial Information 
(without giving effect to the Mobius Acquisition, the Tricom Acquisition, the ODO Acquisition, the Numericable 
Acquisition the Virgin Mobile Acquisition or the SFR Acquisition) and the Illustrative Aggregated Selected 
Financial Information, including the accompanying notes, included elsewhere in this Prospectus. Some of the 
information in this discussion and analysis includes forward looking statements that involve risks and uncertainties. 
See “Risk Factors” for a discussion of important factors to be evaluated in connection with an investment in the 
New Shares.

In this section, we use “pro forma basis” and “aggregated basis” or similar terms to describe financial 
information derived from the Pre-Transaction Pro Forma Financial Information or the Illustrative Aggregated 
Selected Financial Information as the case may be, and when used in this section (“Management’s Discussion and 
Analysis of Financial Condition and Results of Operations of the Group”), the terms “we”, “our”, the “Group”, 
and “us” refer to the business comprising the Company and its subsidiaries (excluding the Numericable Group, 
ODO, Tricom, SFR, Virgin Mobile and the Mobius Group) as of the date of this Prospectus even though we may not 
have owned such business for the entire duration of the periods presented. Since the Company did not consolidate 
the results of Numericable Group during any of the periods under discussion in this section, the results of 
Numericable Group have been discussed separately in this Prospectus, see “Management’s Discussion and Analysis 
or Financial Condition and Results of Operations of the Numericable Group”. Since the Company did not 
consolidate the results of Orange Dominicana during any of the periods under discussion in this section, the results 
of Orange Dominicana have been discussed separately in this Prospectus, see “Business, Market Overview and 
Management’s Discussion and Analysis or Financial Condition and Results of Operations of ODO”. Since the 
Company did not consolidate the results of SFR during any of the periods under discussion in this section and the 
SFR Acquisition remains subject to certain closing conditions including regulatory approval, the results of SFR 
have been discussed separately in this Prospectus, see “Management’s Discussion and Analysis or Financial 
Condition and Results of Operations of SFR”.

In the subsections “—Year Ended December 31, 2013 compared to the Year Ended December 31, 2012” 
and “—Capital Expenditures—Capital expenditures on a Pro Forma Consolidated Basis and Aggregated Basis—
Year Ended December 31, 2013 compared to the Year Ended December 31, 2012” below, we compare certain 
financial information as of and for the year ended December 31, 2012 derived from the Illustrative Aggregated 
Selected Financial Information with the corresponding financial information as of and for the year ended 
December 31, 2013 derived from the Pre-Transaction Pro Forma Financial Information. While we do not present 
any pro forma financial information for the year ended December 31, 2012, the adjustments used to prepare the 
selected information included in the Illustrative Aggregated Selected Financial Information for the year ended 
December 31, 2012 are substantially similar to the adjustments used to prepare the corresponding information in 
the Pre-Transaction Pro Forma Financial Information for the year ended December 31, 2013 and therefore a 
comparison between the Illustrative Aggregated Selected Financial Information for the year ended December 31, 
2012 and the corresponding information in the Pre-Transaction Pro Forma Financial Information for the year 
ended December 31, 2013 is on a like-for-like basis. However, we do not present any Illustrative Aggregated 
Selected Financial Information below the line item “operating income before depreciation and amortisation”, or 
EBITDA, and therefore do not compare any such financial information appearing in the Pre-Transaction Pro 
Forma Financial Information. In addition, the Illustrative Aggregated Selected Financial Information does not 
provide for certain pro forma adjustments included in the Pre-Transaction Pro Forma Financial Information which 
affect the line items in the pro forma income statement below “operating income before depreciation and 
amortisation”, or EBITDA.

Annex I
R 3.1
R 5.2.1
R 9.1
R 9.2.1
R 9.2.3



204

PART XII
MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION

AND RESULTS OF OPERATIONS OF THE NUMERICABLE GROUP

The following discussion of the Numericable Group’s financial condition and results of operations should 
be read together with the Numericable Group’s audited annual consolidated financial statements for the years 
ended December 31, 2013 and audited annual combined financial statements for the years ended 2011and 2012. 
This discussion contains forward-looking statements that are subject to numerous risks and uncertainties. 
See “Forward-Looking Statements.”

In this section, unless the context otherwise requires, the terms “Numericable Group”, “we”, “us” and 
“our” refers only to Numericable Group and its subsidiaries (but excluding SFR). For discussion of the financial 
condition and results of operations of SFR please see “Management’s Discussion and Analysis of Financial 
Condition and Results of Operations of SFR”.

Overview

Introduction

Numericable Group is the sole major cable operator in France. It was created through the combination of 
several cable and B2B telecommunications operators and operates using a highly capillary network infrastructure to
serve three telecommunication market segments in France:

• the B2C segment, which includes retail products and services under the Numericable brand and fiber 
white label offerings. The B2C segment makes up the largest part of the Numericable Group’s 
revenues, contributing € 864.6 million in revenues for the year ended December 31, 2013 and 
€826.2 million in revenues for the year ended December 31, 2012 (or 65.8% and 63.4% of the 
respective Numericable Group totals).

• the B2B segment, which includes services offered to SMEs, large businesses and government entities. 
The B2B segment is the second largest contributor to Numericable Group revenues, contributing 
€309.6 million in revenues for the year ended December 31, 2013 and € 323.2 million in revenues for 
the year ended December 31, 2012 (or 23.5% and 24.8% of the respective Numericable Group totals).

• the wholesale segment, which includes voice, data, infrastructure and DSL white label services for 
telecommunications operators and Internet access providers. The wholesale segment is the third largest 
contributor to Numericable Group revenues, contributing €140.0 million in revenues for the year ended 
December 31, 2013 and €153 million in revenues for the year ended December 31, 2012 (or 10.7% and 
11.8% of the respective Numericable Group totals).

The following table provides a breakdown of segment revenues (before elimination of inter-segment sales) 
for the years ended December 31, 2011, 2012 and 2013. This table follows the breakdown found in Note 5 to the 
consolidated annual financial statements where eliminations of inter-segment sales are not allocated by segment. 
The Numericable Group analyzes segment revenues in this Section based on this breakdown, pursuant to which 
sales and related costs are within the same segment.

For the year ended 
December 31,

2011 2012 2013

(in € millions)
Revenue
B2C ........................................................................................................................................ 835.3 832.6 869.4
B2B ........................................................................................................................................ 331.1 324.5 312.6
Wholesale ............................................................................................................................... 201.1 211.5 200.8

Inter-segment eliminations ..................................................................................................... (60.6) (66.1) (68.6)
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In addition, the Numericable Group will continue to invest in the DSP 92 project, phase II of which began 
in mid-2013 and should continue until 2016.

The Numericable Group estimates that the average annual amount of capital expenditures excluding 
network upgrades should be approximately €300 million during the 2014-2016 period with an estimated capital 
expenditure of €80 million for the year ended December 31, 2013.

Qualitative and Quantitative Analysis of Market Risk

The Numericable Group put in place an internal control department within the Ypso France Group in 2008 
and within the Altice B2B France Group in 2009. Since 2012, driven by the Chairman and Chief Executive Officer 
of the Numericable Group, the Numericable Group has put in place new tools to provide the Numericable Group 
with greater overall visibility on its key processes. Evaluation of the associated risks and the relevant internal control 
procedures addressing such risks are a key element of its internal control system.

Exchange Rate Risk

Following the Transactions as contemplated in this Prospectus, the Numericable Group’s business will be 
exposed to fluctuations in currency exchange rates. The Numericable Group’s primary transactional currency is the 
euros, however, following the Transactions, it conducts, transactions in currencies other than such primary 
transactional currencies, particularly the U.S. dollar. Although the Numericable Group’s existing debt is 
denominated euros, under the New Numericable Term Loan, it will have debt denominated in U.S. dollars and the 
amounts incurred in U.S. dollars will not necessarily match the amount it will earn in the corresponding currency. 
The Numericable Group seeks to manage such transactional foreign currency exposures through its hedging policy 
in accordance with its specific business needs. As of December 31, 2013, the Numericable Group did not have any 
derivative instruments outstanding. However, in connection with the Transactions, the Numericable Group expects 
to enter into derivative instruments to secure foreign currency liabilities and to reduce foreign currency exposure.

Interest Rate Risk

Following the Transactions, the Numericable Group is exposed to the risk of fluctuations in interest rates 
under the New Numericable Term Loan and the Numericable Group Revolving Credit Facilities which are indexed 
to the Euro Interbank Offered Rate (“EURIBOR”) and, in the case of U.S. dollar denominated term loans, London 
Interbank Offered Rate (“LIBOR”), plus an applicable margin. EURIBOR could significantly rise in the future, 
leading to an increase in the Numericable Group’s interest expense and reducing cash flow available for capital 
expenditures and hindering its ability to service the debt under certain debt instruments. The Numericable Group’s 
debt instruments do not contain covenants requiring it to hedge all or any portion of its floating rate debt. Although 
the Numericable Group has in the past and expects to continue to enter into interest rate swap agreements and 
interest rate cap agreements, there can be no assurance that the Numericable Group will be able to adequately 
manage its exposure to interest rate fluctuations in the future or continue to do so at a reasonable cost.

To manage this risk effectively, the Numericable Group has in the past and expects to continue to, when it 
deems appropriate, enter into interest rate swap agreements and interest rate cap agreements. As of December 31, 
2013, the Numericable Group was party to interest rate cap agreements with a total notional amount of €600 million. 
Such agreements enable the Numericable Group to mitigate, on one hand, the risk of fluctuating interest rates on the 
fair value of the Numericable Group’s fixed rate debt and, on the other hand, cash flow exposures on the 
Numericable Group’s floating rate debt.

Given the breakdown of the Numericable Group’s debt between fixed and floating-rate, an immediate 50 
basis point change in interest rates would have a full-year impact of +/− €13 million on the Numericable Group’s net 
income (loss) for the year ended December 31, 2012.

Given the breakdown of the Numericable Group’s debt between fixed and floating-rate, an immediate 50 
basis point change in interest rates would have a half-year impact of +/− €11 million on the Numericable Group’s 
net income (loss) for the year ended December 31, 2013.
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Liquidity Risk

The Numericable Group manages liquidity risk by maintaining adequate reserves, banking facilities and 
reserve borrowing facilities, by continuously monitoring forecast and actual cash flows, and by matching as much as 
possible the maturity profiles of financial assets and liabilities.

Credit and/or Counterparty Risk

Credit and/or counterparty risk refers to the risk that a counterparty will default on its contractual 
obligations resulting in financial loss to the Numericable Group.

Financial instruments that could potentially subject the Numericable Group to concentrations of 
counterparty risk consist primarily of trade receivables, cash and cash equivalents, investments and derivative 
financial instruments. Overall, the carrying amount of financial assets recognized in each of the consolidated and 
combined financial statements, respectively, which is net of depreciation, represents the Numericable Group’s 
maximum exposure to credit risk.

The Numericable Group believes that it has an extremely limited exposure to concentrations of credit risk 
with respect to trade accounts receivable due to its large and diverse customer base (residential and public 
institutions) operating in numerous industries and located across France. An analysis of credit risk on net trade 
receivables past due is provided in note 19 to the consolidated financial statements for the year ended December 31, 
2013, included elsewhere in this Prospectus.

The Numericable Group’s policy is to invest its cash, cash equivalents and marketable securities with 
financial institutions and industrial groups with a long-term rating of A-/A3 or above. The Numericable Group 
enters into interest rate contracts with leading financial institutions and currently believes that the risk of these 
counterparties defaulting is extremely low, since their credit ratings are monitored and financial exposure to any one 
financial institution is limited.

In 2008, at the time Lehman Brothers filed for bankruptcy, part of the Numericable Group’s financial 
liabilities was hedged by interest rate swaps entered into with Lehman Brothers. As a result of the bankruptcy, 
Lehman Brothers defaulted on the interest rate swaps. The Numericable Group currently has a damages claim 
against Lehman Brothers for a total amount of €11.2 million. In 2012, the Numericable Group received a first 
payment of €2.8 million in relation to this claim. In 2013, the Group received payments of €4.5 million and 
€2.6 million in relation to this claim. A final payment was received in November 2013, and all amounts accepted by 
the administrator have been paid to Ypso France (a total of 8.9 million pounds sterling, representing approximately 
93% of the initial amount claimed). The Numericable Group does not expect any additional payments from the 
administrator of the Lehman Brothers bankruptcy.

Insurance

The Numericable Group has insurance coverage under a general liability insurance policy (responsabilité 
civile générale) and a property insurance policy covering, among other things, certain operational and business 
interruption liabilities (dommages aux biens et pertes d’exploitation). The Numericable Group does not insure 
against certain operational risks for which insurance is unavailable or which can only be insured at what the 
Numericable Group believes to be on unreasonable terms. There is also no protection against customer collection 
risk. The Numericable Group also maintains various policies covering motor vehicle insurance policies, including 
third-party liability insurance. The Numericable Group has a directors’ and officers’ liability insurance policy 
(responsabilité civile des mandataires sociaux). The directors’ and officers’ liability insurance policy has no 
deductible. In the Numericable Group’s view, the existing insurance coverage, including the amounts of coverage 
and the conditions, provides reasonable protection against the risks faced by the Numericable Group in the locations 
in which it operates, taking into account the costs for the insurance coverage and the potential risks to business 
operations. However, the Numericable Group cannot guarantee that no losses will be incurred or that no claims will 
be filed against the Numericable Group which go beyond the type and scope of the existing insurance coverage. 
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PART XIII
MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION

AND RESULTS OF OPERATIONS OF SFR

The following discussion and analysis is intended to assist in providing an understanding of SFR’s 
financial condition, changes in financial condition and results of operations. The discussion is based on SFR’s 
audited combined financial statements as of and for the twelve months ended December 31, 2011, 2012, and 2013, 
in each case, prepared in accordance with IFRS as issued by the IASB.

Except as the context otherwise indicates, when discussing historical results of operations under 
“Management’s Discussion and Analysis of Financial Condition and Results of Operations of SFR”, “SFR”, “it” 
and other similar terms are generally used to refer to the business of SFR.

You should read the discussion under “Management’s Discussion and Analysis of Financial Condition and 
Results of Operations of SFR” in conjunction with the combined financial statements of SFR and the accompanying 
notes in this Prospectus. A summary of the critical accounting estimates that have been applied to SFR’s financial 
statements is set forth below in “Critical Accounting Estimates.” This discussion also includes forward-looking 
statements which, although based on assumptions that we consider reasonable, are subject to risks and 
uncertainties which could cause actual events or conditions to differ materially from those expressed or implied by 
the forward-looking statements. For a discussion of risks and uncertainties facing us as a result of various factors, 
see “Risk Factors.”

Presentation of Financial Information

This discussion and analysis for each of the periods presented is based on the financial information derived 
from the audited combined financial statements of SFR for the periods ended December 31, 2011, 2012 and 2013 
(the “Combined Financial Statements”). The Combined Financial Statements cover the following parameters: (i) the 
Company (ii) telephony companies in France (iii) entities held directly or indirectly by SFR and its subsidiaries 
(iv) and Vivendi SA’s (“Vivendi”) participation in the telecommunications products and services distribution 
activity (which will be transferred to the Numericable Group as part of the Transactions).

The Combined Financial Statements are created in accordance with IFRS standards that require the 
management of SFR to take into account the estimates and assumptions that could affect the book value of certain 
assets and liabilities and charges of SFR, as well as the information given in the appended notes. The management 
of SFR revises its estimates and assumptions regularly in order to ensure their relevance in light of past experience 
and the current economic situation. Depending on changes in these assumptions, the items in future financial 
statements of SFR could be different based on changes in estimates. The impact of the changes in accounting 
estimates is evaluated during the period of the change and future periods affected.

The principal estimates made by the management of SFR for the preparation of the Combined Financial 
Statements concern the following:

• certain elements of revenue, particularly identification of the separable elements of a packaged offer 
and the duration of decreases in revenue linked to costs of access to the service;

• the amount of the provisions for risks and other provisions linked to the business of SFR;

• the assumptions used for calculating the obligations linked to staff benefits;

• the methods of valuation and impairment of goodwill;

• recognition of the deferred tax assets; and

• duration of the utility of intangible and tangible fixed assets.
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In addition, SFR has historically operated as a division within Vivendi. Accordingly, the Combined 
Financial Statements do not necessarily represent the results of operations, statement of financial position or cash 
flows of SFR if it had operated as a stand-alone consolidated group during the periods under review.

The estimates and management assumptions used by the management of SFR in the framework of the 
preparation of the Combined Financial Statements are described in detail in note 1.3 of the Combined Financial 
Statements.

As SFR’s activity evolves towards increased convergence of the activities of the mobile telephone and 
broadband internet, and fixed revenue services, it will continue to move towards global and unified operations. The 
chief operating decision-maker checks the results and operating plans, and decides on the distribution of resources at 
the group level. The group has therefore identified one individual operating sector that corresponds to the criteria of 
IFRS 8 standard. Similarly, in view of the fact that virtually all of SFR’s activity is on French territory, a single 
geographic segment has been retained. This presentation could be modified in future periods in response to the 
development of SFR’s activities and operating criteria.

Key Factors Affecting SFR’s Business

The main factors having an impact on the normal course of SFR’s activities and its results include: 
(i) economic and financial developments in France, (ii) competitive pressures, (iii) large investment expenditure 
linked in particular to purchase of licenses, (iv) changes in regulatory tariff prices and (v) the implementation of a 
long-term transformation plan. These factors are further described below.

Economic and Financial Environment in France

SFR generates almost all its revenue in France and is therefore strongly exposed to economic and financial 
developments in France. The 2011 to 2013 financial periods were marked by almost no economic growth in France, 
accompanied by a drop in the purchasing power of households and a reduction in corporate expenditure. These 
elements have affected the results of SFR over this period.

Competition

SFR carries out all its business in the telecommunications sector in France, which is marked by intense and 
growing competition. In particular, at the start of the 2012 financial period, the French mobile market experienced a 
significant increase in competition as a result of an entry of a fourth operator, the Iliad Group, which led to a 
significant increase of low-price offers in the French mobile telecommunications sector. The entry of Iliad Group 
into the market negatively affected the pricing for our mobile products and the churn rate, as well as our ability to 
attract new customers during the 2012 and 2013 financial periods.

Network Expenditures

SFR’s business requires significant investments for maintenance, modernization and development of its 
network. In order to develop SFR’s businesses and to improve the performance of its network, SFR acquired 
frequencies granted by the French authorities. The 2011 and 2012 periods were therefore marked by acquisition 
costs for 4G licenses (the bands 2.6 GHz and 800 MHz); in 2012 these costs represented an amount of 
€1,065 million. In addition, during the last three financial periods, SFR had to pursue its investments linked to the 
commitments for the coverage and deployment of the network for its mobile licenses. SFR’s capital expenditures in 
2011, 2012 and 2013 were €1,809 million, €2,736 million and €1,610 million respectively. For further information, 
see note 25 of the “Combined Financial Statements” contained elsewhere in this Prospectus.

Regulatory Tariffs

An important component of SFR’s revenue (accounting for approximately 10% of revenue for 2013, a 
share which is diminishing) is subject to changes in regulations applicable to the telecommunications sector. This is 
mainly related to the decrease in income from call termination tariffs on the mobile network of SFR, which are set 
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by ARCEP, and the revenue linked to roaming tariffs in Europe, which are subject to European regulations. The 
decreases in tariffs implemented by the regulators over the three years 2013, 2012 and 2011 are as follows:

• decrease in regulated prices for mobile call tariff terminations: of 33% on July 1, 2011, of 25% on 
January 1, 2012, of 33% on July 1, 2012 and of 20% on January 1, 2013;

• decrease in tariffs for mobile roaming on July 1, 2011, 2012 and 2013;

• decrease in prices for SMS call termination tariffs of 25% on July 1, 2011 and of 33% on July 1, 2012; 
and

• decrease in price of fixed line call terminations of 40% on October 1, 2011, of 50% on July 1, 2012 
and of 47% on January 1, 2013.

The table below shows the impact of the regulatory measures on SFR’s combined revenue:

2013 2012 2011

% variation 
2013 in 

comparison with 
2012

% variation 
2012 in 

comparison 
with 2011

(in millions of euros)
Combined revenue................................................. 10,199 11,288 12,183 −9.7% −7.3%
Variation excluding regulatory impacts(a) ............. −7.2% −3.3%

(a) Excluding price effect of the decreases in the regulated tariff prices detailed above

SFR’s Long-Term Transformation Plan

SFR initiated a global transformation plan in 2012 aimed at adapting to developments in the 
telecommunications market and anticipating the challenges for its business. SFR pursued this transformation plan in 
2012 and 2013, adapting its organisation to the market developments and retaining its investment capacity in the 
high speed and mobile sectors. This plan has also contributed to a reduction in the operating costs of SFR by more 
than € 1 billion between the end of 2011 and the end of 2013.

Key Operating Measures

SFR uses several key operating measures, including total mobile customers, total internet customers, 
mobile acquisition costs and mobile retention costs. None of these terms are measures of performance under the 
IFRS, nor have these measures been audited or reviewed by an auditor, consultant or expert. All of these measures 
are derived from our internal operating and financing systems. As defined by our management, these terms may not 
be directly comparable to similar terms used by competitors or other companies.

Operating data

2013 2012 2011

% of change 
in 2013 from 

2012

% of change 
in 2012 from 

2011

Group
Total mobile customers (in thousands)(a)........................... 21,354 20,690 21,463 +3.2% −3.6%
Total Internet customers (in thousands)(b) ......................... 5,257 5,075 5,019 +3.6% +1.1%
Mobile acquisition costs (in €m) ....................................... 430 497 602 −13.4% −17.5%
Mobile retention costs (in €m) .......................................... 541 634 645 −14.7% −1.8%
B2C(c)

Total mobile customers (in thousands)(a)........................... 14,555 15,057 16,578 −3.3% −9.2%
Total mobile subscribers (in thousands)(d)......................... 11,381 11,194 11,961 +1.7% −6.4%



256

Smartphone penetration rate(e) ........................................... 64.1% 51.2% 42.1% +12.9 pts +9.1 pts
12-month rolling Mobile ARPU (€ per month)(f) .............. 24.1 28.3 31.4 −15.0% −9.6%
Number of broadband Internet customers (in 

thousands)(b)................................................................... 5,209 5,039 4,994 +3.4% +0.9%
Of which FTTH customers (in thousands) ........................ 197 126 97 +55.6% +29.7%
Of which quadruple-play customers (“MultiPack”) (as 

% of customer base) ...................................................... 45% 35% 24% +9.8 pts +11.9 pts
12-month rolling Broadband Internet ARPU (€ per 

month)(f)......................................................................... 32.5 33.3 34.1 −2.6% −2.1%

(a) Total Mobile Customers is equal to the number of customers with active SIM cards in compliance with 
ARCEP’s definition. The base as at December 31, 2013 integrates a 2013 technical purge of 92 thousand 
inactive lines, which was related to a migration of SFR’s invoicing system (without impact on revenues). 
The base as at December 31, 2012 is the published base (before the technical purge).

(b) The broadband Internet base at December 31, 2011 was restated for 23,000 customers following the 
deconsolidation of the Akéo 1P and 2P customers.

(c) Metropolitan market, excluding SRR (which provides fixed and mobile services in La Reunion and 
Mayotte.

(d) Total Mobile subscribers is equal to post-paid subscribers.

(e) Number of customers equipped with a smartphone in relation to the total mobile customer base (excluding 
remote access).

(f) Mobile ARPU is the average monthly revenue per customer. It is calculated by dividing the B2C Mobile 
Revenue (excluding equipment) generated over the last twelve months by the average number of customers 
(excluding machine to machine customers, multi-SIM and backup keys) over the same period. The ARPU 
is expressed in monthly revenue by line. Broadband Internet ARPU is the average monthly revenue per 
B2C Broadband internet line. It is calculated by dividing the average monthly revenue, based on the last 
twelve months, by the average number of B2C Broadband internet lines over the same period. The average 
number of customers is the average of the monthly averages during the period concerned. The monthly 
average is the arithmetic mean of the number of customers at the beginning and the end of the month.

Key Income Statement Items

Revenue

SFR’s revenue is principally comprised of the provision for services and equipment sales. The principles 
for recognition of revenue are described in note 1.3.4 of the appendix to the Combined Financial Statements.

B2C Revenue

B2C Revenue is principally comprised of pre-tax income from sale of retail services and equipment to 
consumers (fixed and mobile) in metropolitan areas of France and call termination income for traffic to consumer 
customers of SFR.

B2B Revenue

B2B Revenue comprises pre-tax income from the sales of services to SMEs/VSBs, large businesses and 
public administrations in metropolitan areas of France, including:

• 3G/4G voice and data mobile services for smartphones, tablets and PCs;
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• fixed data services via xDSL technologies or fiber, and business network offers (Virtual Private 
Networks) which enable connection to the sites of single-site or multi-site businesses;

• fixed telephony services for businesses;

• the Business Entrepreneurs Pack for VSBs, the Business Enterprises Pack for SMEs and the Business 
Corporate Pack (for large businesses) within the range of unified communications solutions;

• value-added hosting services intended for large account customers, or cloud services intended for 
SMEs; and

• the revenue associated with communicating objects (Machine to Machine).

Wholesale and Other Revenue

The Wholesale and Other revenue is principally comprised of the following elements:

• revenue generated by the operators division of SFR which covers:

• revenue generated with virtual mobile operators, who are customers of SFR;

• revenue generated by roaming foreign visitors on the SFR mobile network (“roaming in”); and

• revenue from fixed activities including the collection and termination of voice, data and special 
number traffic on behalf of national and international operators, the resale of national and international 
connections, or the sale of end-to-end voice services;

• revenue generated by SRR which conducts its activity as fixed and mobile operator in Reunion and 
Mayotte for consumers and businesses;

• revenue generated by SFR Collectivités and its subsidiaries from regional authorities. The role of SFR 
Collectivités is to support the strategy of deploying SFR networks and services complementing the 
needs of the regional authorities; and

• intersegment eliminations.

Costs

The costs of sales are comprised of the purchase of goods, interconnection costs, network operating and 
maintenance costs, and of the share in staff expenses and associated taxes and duties. Purchases of goods include 
purchases of mobile handset devices. Commercial and distribution costs include the costs of acquiring customers 
and developing their loyalty, excluding the mobile handset devices subsidy costs deducted from the revenue, namely 
distributor remunerations, customer service, advertising and marketing costs. Overhead costs primarily consists of 
information systems costs, cost structures, and taxes not associated with the costs of sales.

EBITDA

EBITDA, a non-accounting indicator, is considered to be a measure of performance. EBITDA shows the 
profit generated by SFR’s activities independently of financing conditions, taxes (corporate income tax) and the 
obsolescence of plant and equipment (net depreciation/amortisation expense and provisions). EBITDA as defined by 
SFR corresponds to operating profit restated for other operating income and expenses and for net depreciation and 
amortisation expense and provisions for impairment of intangible assets and property, plant and equipment.
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Operating Income

The combined operating result corresponds to the combined EBITDA for SFR, less depreciation and 
amortisation on intangible and tangible assets, other operating expenses, and other operating income, which includes 
the amortisation of subscriber bases recognized during the combining of businesses and restructuring costs.

Financial Expense

The combined financial expense includes financing cost that is composed of interest expenses on loans, 
which depend on the level of the debt and the average applicable rates. For the periods 2011, 2012 and 2013, this 
relates primarily to the financial expenses in respect of the shareholder loan for Vivendi. The combined financial 
result also includes interest income from cash that is primarily comprised of income from investments in cash and 
cash equivalents and other financial income. Expenses are comprised of default interest, changes in the value of 
derivative instruments and the effects of accretion connected to debts and provisions (particularly on debt connected 
to the GSM license, the provision for post-employment benefits and the provision for the refurbishment of sites).

Discussion and Analysis of Our Results of Operations

2013 2012 2011

(in millions of euros)
Revenues................................................................................................................................10,199 11,288 12,183
Cost of sales(a).........................................................................................................................(4,851) (5,113) (5,681)
Commercial and distribution costs(a) ......................................................................................(1,928) (1,965) (1,864)
Selling, general and administrative expense(a)........................................................................ (654) (909) (838)

EBITDA ................................................................................................................................ 2,766 3,299 3,800
Net depreciation expenses and provisions on intangible and tangible assets .........................(1,595) (1,511) (1,508)
Other operating income .......................................................................................................... 2 11 14
Other operating expense......................................................................................................... (169) (270) (84)

Operating result.................................................................................................................... 1,005 1,530 2,222
Net financing cost................................................................................................................... (229) (217) (208)
Other financial income ........................................................................................................... 2 2 8
Other financial expense .......................................................................................................... (24) (34) (70)

Financial income................................................................................................................... (251) (249) (270)
Income from equity affiliates ................................................................................................ (12) (13) (17)
Pretax income from continuing operations ........................................................................ 742 1,267 1,935
Income tax.............................................................................................................................. (315) (516) (535)

Net earnings .......................................................................................................................... 426 752 1,400

of which
Attributable to shareholders ............................................................................................... 420 746 1,399
Net earnings from continuing operations............................................................................... 420 746 1,399
Net earnings from operations sold or being sold ................................................................ — — —
Attributable to non-controlling interests............................................................................ 6 6 1
Net earnings from continuing operations ............................................................................... 6 6 1
Net earnings from operations sold or being sold ................................................................ — — —

(a) excluding net depreciation expenses and provisions on intangible and tangible assets

Analysis and comparison of results for the financial periods ended December 31, 2012 and December 31, 2013

The table below shows the combined income statement of SFR for the financial periods ended 
December 31, 2012 and December 31, 2013, in millions of euros.

2013 2012 Variation
Variation

in %

(in millions of €)
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Revenues................................................................................................10,199 11,288 (1,089) −9.7%
Cost of sales(a)...................................................................................(4,851) (5,113) 263 −5.1%
Commercial and distribution costs(a) ................................................(1,928) (1,965) 38 −1.9%
Selling, general and administrative expense(a)................................ (654) (909) 255 −28.1%

EBITDA .......................................................................................... 2,766 3 299 (533) −16.2%
Net depreciation expenses and provisions on intangible and 

tangible assets...............................................................................(1,595) (1,511) (84) 5.6%
Other operating income .................................................................... 2 11 (9) −80.6%
Other operating expense................................................................... (169) (270) 102 −37.6%

Operating result.............................................................................. 1,005 1,530 (525) −34.3%
Net financing cost............................................................................. (229) (217) (12) 5.5%
Other financial income ..................................................................... 2 2 (0) −16.6%
Other financial expense .................................................................... (24) (34) 10 −30.2%
Financial income............................................................................. (251) (249) (2) 0.8%
Income from equity affiliates ........................................................... (12) (13) 1 −8.5%
Pretax income from continuing operations ................................ 742 1,267 (526) −41.5%
Income tax........................................................................................ (315) (516) 200 −38.8%

Net earnings .................................................................................... 426 752 (325) −43.3%
of which
Attributable to shareholders ......................................................... 420 746 (326) −43.7%
Attributable to non-controlling interests...................................... 6 6 — 6.2%

(a) excluding net depreciation expenses and provisions on intangible and tangible assets

Combined revenue

The combined revenue of SFR decreased by €1,089 million (a decrease of 9.7%) from €11,288 million for 
the period ended December 31, 2012 to €10,199 million for the period ended December 31, 2013. This decrease 
primarily reflects the impact of decreases in mobile prices linked to severe competition and decreases in tariffs 
imposed by ARCEP. Excluding the impact of lower tariffs, decided by ARCEP the revenue would have diminished 
by 7.2%.

As of December 31, 2013, the total number of mobile customers of SFR amounted to 21.4 million, an 
increase of 756,000 from December 31, 2012. The total number of residential customers subscribing to the 
broadband Internet rose by 182,000 customers to 5.3 million at December 31, 2013.

Information by market

The changes in combined revenue by market are as follows:

2013 2012

% variation 
2013 in 

comparison to 
2012

(in millions of 
euros)

B2C .............................................................................................................................6,873 7,974 −13.8%
B2B .............................................................................................................................1,789 1,871 −4.4%
Wholesale and Other ................................................................................................ 1,536 1,442 +6.5%

Combined revenue.....................................................................................................10,199 11,288 −9.7%

The performance indicators have changed in the following way:
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2013 2012

% variation 
2013 in 

comparison to 
2012

Group
Total mobile customers (in thousands)(a)................................................................ 21,354 20,690 +3.2%
Total internet customers (in thousands)................................................................ 5,257 5,075 +3.6%
Mobile acquisition costs (in M€)............................................................................ 430 497 −13.4%
Mobile retention costs (in M€) ............................................................................... 541 634 −14.7%
B2C(c)

Total mobile customers (in thousands)(a)................................................................ 14,555 15,057 −3.3%
Total mobile subscribers (in thousands)(b).............................................................. 11,381 11,194 +1.7%
Smartphone penetration(d)....................................................................................... 64.1% 51.2% +12.9
12-month rolling Mobile ARPU(e) (€ per month) ................................................... 24.1 28.3 −15.0%
Number of broadband internet customers (in thousands) ....................................... 5,209 5,039 +3.4%
Of which FTTH customers (in thousands) ............................................................. 197 126 +55.6%
Of which quadruple-play customers (“MultiPack”) (in % customer base) ............ 45% 35% +9.8
12-month rolling broadband Internet ARPU(e) (€ per month) ................................ 32.5 33.3 −2.6%

(a) Total Mobile Customers is equal to the number of customers with active SIM cards in compliance with 
ARCEP definition. The total at December 31, 2013 includes a technical purge made in 2013 of 92,000 
inactive lines linked to a migration of the invoicing system (without any impact on revenue). The total at 
December 31, 2012 is the published total (before technical purge).

(b) Total Mobile Subscribers is equal to post-paid subscribers.

(c) Metropolitan market, excluding SRR (which provides fixed and mobile services in Reunion and Mayotte).

(d) Number of customers equipped with smartphones in relation to the total mobile customer base (excluding 
remote access)

(e) Mobile ARPU is the average monthly revenue per customer. It is calculated by dividing the B2C Mobile 
Revenue (excluding equipment) generated over the last twelve months by the average number of customers 
(excluding machine to machine customers, multi-SIM and backup keys) over the same period. The ARPU 
is expressed in monthly revenue by line. Broadband Internet ARPU is the average monthly revenue per 
B2C Broadband internet line. It is calculated by dividing the average monthly revenue, based on the last 
twelve months, by the average number of B2C Broadband internet lines over the same period. The average 
number of customers is the average of the monthly averages during the period concerned. The monthly 
average is the arithmetic mean of the number of customers at the beginning and the end of the month.

B2C

B2C segment revenues decreased by 13.8% to €6,873 million for the year ended December 31, 2013 from 
€7,974 million for the year ended December 31, 2012.

2013 2012

% variation 
2013 in 

comparison to 
2012

(in millions of 
€)

B2C
Revenue .................................................................................................................... 6,873 7,974 −13.8%
Mobile ....................................................................................................................... 4,741 5,809 −18.4%
Landline..................................................................................................................... 2,132 2,165 −1.5%
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At the beginning of 2013, SFR implemented a marketing strategy to attract retail mobile customers to new 
tariff offers. This resulted in a net decrease in churn rate as well as a decrease in revenue linked to the drop of the 
ARPU, which decreased by 15% between 2013 and 2012.

The lower revenue is attributable to (i) the repositioning of mobile subscribers to new and more 
competitive tariffs in 2013 (at December 31, 2013, 85% of B2C mobile subscribers are subscribed to offers 
launched after January 2012) and (ii) the effect in 2013 of the churn of customers during 2012 after the arrival of the 
fourth mobile telephone operator in January 2012.

In the B2C mobile market, the net growth of subscribers amounted to 279,000 subscribers in 2013. At 
December 31, 2013, the total number of post-paid mobile subscribers was 11.4 million customers, a growth rate of 
2.5%, which is net of a technical purge of 92,000 inactive lines linked to a migration of the invoicing system (with 
no impact on revenue) compared to December 31, 2012. In the B2C post-paid subscribers segment, SFR recorded in 
the fourth quarter of 2013 its best net sales performance since the fourth quarter of 2011 and its best month of 
December for three years. Approximately 80% of gross recruitments in the fourth quarter were “Carré” premium 
offers, particularly the September 2013 launch of an innovative range of customer contracts. For example, 4G 
contract customers were able to choose an “Extra” amongst five premium services and content, enabling customers 
to benefit fully from mobile high speed: iCoyote (driving aid), Napster (music), CanalPlay (films), Gameloft 
(gaming) and SFR Presse (press). SFR also supported the development of no-frills offers: the “Red” offer, a no-frill 
offer, accounted for more than 1.7 million customers at the end of 2013. Including pre-paid customers, the total 
number of B2C mobile customers of SFR as of December 31, 2013 amounts to 14.6 million, compared to 
15.1 million as of December 31, 2012.

The growth of mobile internet usage continued in 2013: 64% of B2C customers had smartphones as of 
December 31, 2013 (compared to 51% as of December 31, 2012) and SFR, which covers more than 40% of the 
French population with this technology, accounted for more than 1 million 4G customers at December 31, 2013.

In the B2C market for landline telephones, the total number of SFR’s residential customers in metropolitan 
areas of France subscribing to high-speed internet amounted to 5.2 million at December 31, 2013, an increase of 
170,000 customers compared to December 31, 2012, with an increased take-up of services on SFR’s fiber network 
representing 42% of net sales over the period. The total number of fiber customers amounted to 197,000 customers 
as of December 31, 2013. SFR has also strengthened the attractiveness of its sales offer with the launch of the TV 
SFR decoder with Google Play, giving access to the TV services of SFR as well as to the Google services on 
television to customers who were not at that time eligible for TV by ADSL. In the field of home automation, the 
number of customers subscribing to the Home offer by SFR reached over 20,000 customers at December 31, 2013.

Finally, SFR has been pursuing its home equipment strategy, the “SFR Multi-packs” offer. This offer gives 
a connection discount to customers registering for a high-speed internet offer and a mobile subscription at the same 
time customers subscribing to this offer accounted for 2.4 million customers at December 31, 2013, representing 
45% of SFR’s total broadband Internet customers compared to 1.8 million customers at December 31, 2012, 
i.e. 35% of the broadband Internet customers total.

B2B

B2B segment revenue decreased by 4.4% to €1,789 million for the year ended December 31, 2013 from 
€1,871 million for the year ended December 31, 2012. The sales dynamics of the B2B market remained strong, with 
strong gross adds over the period (particularly for connected objects); however, the economic environment has had 
an unfavorable effect on the attrition rate. Similarly, prices were affected by a difficult macroeconomic environment, 
where business customers sought to decrease their telecommunications expenses. In particular, smaller firms sought
to renegotiate prices following the arrival of the fourth entrant in the mobile market.

In 2013, SFR focused on offers and services targeting medium and small enterprises, while continuing to 
widen its offers to large business customers. In particular, SFR added 4G to its contract offers as well as security 
services and device management. Further, SFR created the “Pack Business Entrepreneurs” (for small businesses), 
the “Pack Business Corporate” (for large firms) and “Pack Business Enterprises” (for medium enterprises), which 
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offers a complete range of unified communications solutions. SFR has developed hosted value-added services for 
the largest accounts, as well as the use of cloud computing technologies and SAAS (Software as a service, which 
enables surfers to access the firm’s applications via an interface) to provide simple services for medium enterprises. 
SFR’s cloud services offers rely on an innovative storage technology, enabling a quick response to increasing 
capacity requirements.

As the leader for connected objects (such as Machine to Machine), SFR has increased its initiatives 
enabling its customers to improve their efficiency with notably the launch of m-alert, a solution dedicated to the 
securitization of persons and tracking of goods.

Wholesale and Other

The Wholesale and Other revenue segment was €1,536 million, showing growth of 6.5%, when compared to 2012 
reflecting the good sales performance of the Wholesale business as well as a drop in inter-segment elimination, 
partly offset by the unfavorable evolution of SRR revenue of metropolitan areas of France.In particular, the revenue 
of the Wholesale business has increased slightly, both for fixed and mobile business, in spite of the drop in regulated 
roaming tariffs on prices of the mobile wholesale segment, and the collateral effect from the drop in prices in the 
Retail mobile market following the arrival of the fourth mobile operator. In addition, SFR hosts on its mobile 
network the main MVNOs, including La Poste Mobile (in which it has a holding of 49%), which had attracted 
943,000 customers by the end of December 2013, as well as Virgin Mobile and NRJ Mobile, with which it has 
signed Full MVNO agreements.

EBITDA

2013 2012 Variation Variation in %

(in millions of €)
Revenue ...........................................................................................10,199 11,288 (1,089) −9.7%
Cost of sales(a)...................................................................................(4,851) (5,113) 263 −5.1%
Sales and distribution costs(a) ...........................................................(1,928) (1,965) 38 −1.9%
General expenses(a) ........................................................................... (654) (909) 255 −28.1%

EBITDA .......................................................................................... 2,766 3,299 (533) −16.2%

(a) excluding net depreciation expenses and provisions on intangible and tangible assets

The combined EBITDA of SFR has decreased by €533 million, or 16.2%, from €3,299 million for the 
period ended December 31, 2012 to €2,766 million for the period ended December 31, 2013. This decrease reflects 
the decrease in revenue of €1,089 million offset partly by the decrease in costs. In total, excluding non-recurring 
items (€15 million of net non-recurring charges in 2012) costs decreased by €541 million in comparison with 2012.

This significant decrease in costs for the 2013 period was caused by the decrease in inter-connection costs, 
mainly due to the reduction of certain regulated tariffs (decrease of €128 million between 2013 and 2012), expenses 
for the acquisition and loyalty of mobile customers linked to the implementation of a more selective policy and other 
costs linked to the improvement of operational efficiency enabled by the optimisation of the process and 
development of performance tools, particularly due to ongoing implementation of the transformation plan. This 
long-term plan, started in 2012, aims to adapt the organisation of SFR to market developments and to preserve its 
investment capacity in the very high-speed fixed and mobile sectors. Since the end of 2011, the costs, both fixed and 
variable, have decreased by more than €1 billion. In addition, after the voluntary departure plan initiated in 2012 and 
completed in August 2013, 873 staff members chose to leave SFR.

Combined operating profit

2013 2012 Change
%

Change

(in millions of euros)
EBITDA ............................................................................................ 2,766 3,299 (533) −16.2%
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Net depreciation expenses and provisions on intangible and 
tangible assets................................................................................. (1,595) (1,511) (84) 5.6%

Other operating profits ....................................................................... 2 11 (9) −80.6%
Other operating costs.......................................................................... (169) (270) 102 −37.6%

Operating profit................................................................................ 1,005 1,530 (525) −34.3%

The combined operating profit of SFR decreased by €525 million in 2013 compared to 2012 (i.e. a 
reduction of 34.3%), decreasing from € 1,530 million for the financial year ended December 31, 2012 to € 
1,005 million for the financial year ended December 31, 2013.

This reduction reflects the decrease in EBITDA of €533 million and an increase in net depreciation 
expenses and provisions on intangible and tangible assets for €84 million, which reflects the increase in investments 
in recent years and the start of the amortisation of the 4G licenses (2600 Mhz and 800 Mhz). The other operating 
charges decreased by €102 million compared to 2012 as a result of the decrease in restructuring costs linked in 
particular to the voluntary departure plan referred to above, which decreased from €187 million in 2012 to 
€93 million in 2013.

Combined financial expenses

The combined financial expense of SFR increased by €2 million in 2013 compared to 2012 (i.e. an increase 
of 0.8%), increasing from a cost of €249 million for the financial year ended December 31, 2012 to a cost of 
€251 million for the financial year ended December 31, 2013.

This increase reflects the increase in the net financing cost of € 12 million which is offset in part by smaller 
allowances for provisions for financial assets in 2013 compared to 2012. The increase in the net financing cost is 
explained by the increase in the average interest rate, which increased from 2.58% in 2012 to 2.80% in 2013. This 
compensates for the average net reduction in financial net debt which decreased from €8,397 million in 2012 to 
€8,160 million in 2013.

Income Tax on combined profits

The tax on the combined profits of SFR decreased by €200 million in 2013, decreasing from €516 million 
for the financial year ended December 31, 2012 to €315 million for the financial year ended December 31, 2013.

This reduction reflects the decrease in the profit of activities before tax, offset by the effect of the increase 
in the statutory rate of tax which rose from 36.1% to 38% for large companies such as SFR. The effective rate of tax 
is therefore fixed at 42.5% for the financial year ended December 31, 2013 as against 40.7% for the financial year 
ended December 31, 2012.

Combined net profit

The combined net profit of SFR decreased by €325 million in 2013 (i.e. a reduction of 43.3% compared to 
2012), decreasing from €752 million for the financial year ended December 31, 2012 to €426 million for the 
financial year ended December 31, 2013. This reduction reflects the decrease in the net operating profit after tax.

Analysis and comparison of results for the financial years ended December 31, 2011 and December 31, 2012

The following table sets out the combined profit account of SFR for the financial years ended 
December 31, 2011 and December 31, 2012, in millions of euros.

2012 2011 Change
%

Change

(in millions of euros)
Revenues................................................................................................11,288 12,183 (895) −7.3%
Cost of sales(a).........................................................................................(5,113) (5,681) 568 −10.0%
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Commercial and distribution costs(a) ......................................................(1,965) (1,864) (102) 5.5%
Selling, general and administrative expense(a)........................................ (909) (838) (72) 8.6%

EBITDA ................................................................................................ 3,299 3,800 (501) −13.2%
Net depreciation expenses and provisions on intangible and 

tangible assets.....................................................................................(1,511) (1,508) (3) 0.2%
Other operating income .......................................................................... 11 14 (3) −19.0%
Other operating expense......................................................................... (270) (84) (186) 220.2%

Operating result.................................................................................... 1,530 2,222 (692) −31.1%
Net financing cost................................................................................... (217) (208) (9) 4.2%
Other financial income ........................................................................... 2 8 (6) −72.2%
Other financial expense .......................................................................... (34) (70) 35 −50.8%

Financial income................................................................................... (249) (270) 21 −7.7%
Income from equity affiliates ................................................................ (13) (17) 3 −19.8%
Pretax income from continuing operations ........................................ 1,267 1,935 (668) −34.5%
Income tax.............................................................................................. (516) (535) 19 −3.6%

Net earnings .......................................................................................... 752 1,400 (649) −46.3%
Of which
Attributable to shareholders ............................................................... 746 1,399 (653) −46.7%
Attributable to non-controlling interests............................................ 6 1 4 na

(a) excluding net depreciation expenses and provisions on intangible and tangible assets

Combined revenue

The combined revenue of SFR decreased by €895 million, or 7.3% from €12,183 million for the financial 
year ended December 31, 2011 to €11,288 million for the financial year ended December 31, 2012.

This decrease reflects the impact of price decreases linked to severe competition and decreases in tariffs 
imposed by the regulators. Excluding the impact of the tariff reductions introduced by the regulators, revenue would 
have decreased by 3.3%.

Given the competitive environment marked by the arrival of a fourth mobile telephone operator in France 
at the beginning of 2012, which increased to a significant degree the intensity of competition in the French market, 
SFR adapted and simplified its offers:

• launch in September 2012 of new simplified “Formules Carrées”, with six pricing plans structured 
around data and innovations dedicated to a high speed mobile service and a new accompanying 
segmented approach, “Services Carrées”; and

• adaptation of the content and prices of the “Séries RED” offers, requiring no commitment, distributed 
mainly over the internet and aimed at the low price segment.

At the end of 2012, the total number of mobile customers of SFR amounted to 20.690 million, a decrease of 773,000 
compared to December 31, 2011. The number of customers subscribing to broadband internet increased by 
approximately 56,000 customers to 5.075 million at the end of December 2012.

Information by market

The combined revenue by market is as follows:

2012 2011

% change 
2012 

compared to 
2011
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(in millions of 
euros)

B2C ...............................................................................................................................7,974 8,982 −11.2%
B2B ...............................................................................................................................1,871 1,868 +0.2%
Wholesale and Other .....................................................................................................1,442 1,333 +8.2%

Combined revenue.......................................................................................................11,288 12,183 −7.3%

The performance indicators have changed in the following way:

2012 2011

% variation 2012 
in comparison to 

2011

Group
Total mobile customers (in thousands)(a)............................................................20,690 21,463 −3.6%
Total internet customers (in thousands)(b)........................................................... 5,075 5,019 +1.1%
Mobile acquisition costs (in M€)........................................................................ 497 602 −17.5%
Mobile retention costs (in M€) ........................................................................... 634 645 −1.8%
B2C(c)

Total mobile customers (in thousands)(a)............................................................15,057 16,578 −9.2%
Total mobile subscribers (in thousands)(d)..........................................................11,194 11,961 −6.4%
Smartphone penetration(e) ................................................................................... 51.2% 42.1% +9.1 pts
12-month rolling Mobile ARPU (€ per month)(f) ............................................... 28.3 31.4 −9.6%
Number of Broadband internet customers (in thousands) ................................ 5,039 4,994 +0.9%
Of which fiber customers (in thousands)............................................................ 126 97 +29.7%
Of which quadruple-play customers (“MultiPack”) (in % customer base) ........ 35% 24% +11.9 pts
12-month rolling Broadband Internet ARPU(f) (€ per month) ............................ 33.3 34.1 −2.1%

(a) Total Mobile Customers is equal to the net number of lines or SIM cards in compliance with ARCEP’s 
definition.

(b) The broadband Internet base at December 31, 2011 was restated for 23,000 customers following the 
deconsolidation of the Akéo IP and 2P customers.

(c) Metropolitan market, excluding SRR (which provides fixed and mobile services in La Réunion and 
Mayotte.

(d) Total Mobile Subscribers is equal to post-paid subscribers.

(e) Number of customers equipped with a smartphone in relation to the total mobile customer base (excluding 
remote access)

(f) Mobile ARPU is the average monthly revenue per customer. It is calculated by dividing the B2C Mobile 
Revenue (excluding equipment) generated over the last twelve months by the average number of customers 
(excluding machine to machine customers, multi-SIM and backup keys) over the same period. The ARPU 
is expressed in monthly revenue by line. Broadband Internet ARPU is the average monthly revenue per 
B2C Broadband internet line. It is calculated by dividing the average monthly revenue, based on the last 
twelve months, by the average number of B2C Broadband internet lines over the same period. The average 
number of customers is the average of the monthly averages during the period concerned. The monthly 
average is the arithmetic mean of the number of customers at the beginning and the end of the month.

B2C

The revenue for B2C activity was €7,974 million in 2012, decreased by 11.2% compared to 2011:



266

2012 2011

% change 2012 
compared to 

2011

(in millions 
of €)

B2C
Revenue ........................................................................................................................7,974 8,982 −11.2%
Mobile ...........................................................................................................................5,809 6,750 −13.9%
Fixed..............................................................................................................................2,165 2,232 −3.0%

This reduction is mainly caused by the loss of mobile customers and the price erosion following the arrival 
of the fourth mobile operator in January 2012.

The monthly B2C mobile customer ARPU thus decreased by 9.6% in 2012 decreasing from €31.4 euros in 
2011 to €28.3 euros in 2012. The total number of B2C mobile customers (post-paid subscribers and pre-paid) 
amounted to 15.057 million, a reduction of 9.2%. This reduction was caused in major part by a decrease in the 
number of pre-paid customers, pre-paid offers being less attractive owing to the development of “no frills” offers: 
the Red offer, launched at the end of 2011 had about 700,000 customers at the end of 2012. At the end of December 
2012, the number of mobile (post-paid) subscribers amounted to 11.194 million customers, a decrease of 6.4% 
compared to the end of December 2011, predominantly due to the entry of the fourth mobile operator Free in 2012.

The year 2012 was also marked by continued growth in mobile data usage, brought about by the new 
generation of smartphones. At the end of the 2012 financial year, 51% of B2C mobile customers had smartphones 
(compared to 42% at the end of December 2011).

In the B2C fixed market, the number of SFR’s residential customers subscribing to broadband internet 
amounted to 5.039 million at the end of December 2012, an increase of approximately 45,000 customers compared 
to December 31, 2011. The “SFR Multi-Pack” offer had 1.8 million customers at the end of December 2012, 
i.e. 35% of high speed customers had at the same time a subscription to a high speed internet offer and a mobile 
subscription.

B2B

The revenue of activity for the B2B segment was €1,871 million in 2012, a slight increase over the year 
(+0.2%), due to growth in fixed products and services which was offset by the decrease in mobile products and 
services.

In 2012, SFR’s goal in the fixed segment was to become a leader in cloud computing for businesses. In 
September 2012, SFR founded, alongside the Caisse des Dépôts et Consignations and Bull, Numergy to deploy and 
operate a “trusted digital factory” and provide virtualized computer equipment solutions. SFR entered into a trade 
agreement with HP regarding new services to facilitate the adoption of cloud computing by businesses. Moreover, 
thanks to being granted an approval for the hosting of health data, “health host”, SFR is positioning itself as an 
e-health expert. Lastly, SFR signed the “Contact 14 contract” with EDF (customized multi-site, multi-channel and 
multi-skills virtual contact center).

On mobile segment, SFR is the leader in connectivity for connected objects (Machine to Machine). In 
addition, SFR has continued deployment of 150,000 lines under the Opache contract (mobile communications voice 
and data solution, supply of terminals for French ministries and institutions). Lastly SFR launched a new range of 
streamlined and modular mobile telephony and a collaborative on-demand messaging solution to its customers.

Wholesale and Other

The revenue for operators and others was €1,442 million, an increase of 8.2%, reflecting sound commercial 
performance on the MVNO market. In the 2012 financial year, SFR developed its wholesale activities with:
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• Virgin Mobile, as a result of the strengthening of the partnership begun in 2011 in ADSL and Mobile.

• La Poste Telecom, virtual mobile operator in the retail market for mobile telephony and which offers a 
whole range of mobile telephony services, marketed under the trademark La Poste Mobile thanks to 
the La Poste sales network. At the end of December 2012 the number of its customers was 643,000.

Combined EBITDA

2012 2011 Change % Change

(in millions of €)
Revenue ................................................................................................ 11,288 12,183 (895) −7.3%
Cost of sales(a).........................................................................................(5,113) (5,681) 568 −10.0%
Commercial and distribution costs(a) ......................................................(1,965) (1,864) (102) 5.5%
General expenses(a) ................................................................................. (909) (838) (72) 8.6%

EBITDA ................................................................................................ 3,299 3,800 (501) −13.2%

(a) excluding net depreciation expenses and provisions on intangible and tangible assets

The combined EBITDA of SFR decreased by €501 million in 2012 (i.e. a reduction of 13.2% compared to 
2011), decreasing from € 3,800 million for the financial year ended December 31, 2011 to € 3,299 million for the 
financial year ended December 31, 2012. Excluding non-recurring profits and costs (€15 million non-recurring net 
costs in 2012 and €93 million non-recurring profits in 2011) the EBITDA would have decreased by 10.6%.

This reduction in Combined EBITDA reflects the reduction in revenue of €895 million due to the factors 
described above, partially offset by the €502 million reduction in costs excluding non-recurring items, particularly 
the reduction in interconnection costs owing mainly to the reduction in certain regulated tariffs (reduction of 
€257 million between 2012 and 2011), acquisition costs and customer loyalty management of mobile customers 
associated with the introduction of a more selective policy and other costs linked to the improvement in operational 
effectiveness made possible by the launch of the transformation plan in 2012. In particular, in 2012 SFR began a 
transformation plan in order to adapt its organisation to market developments.

Combined operating profit

2012 2011 Change % Change

(in millions of €)
EBITDA ............................................................................................ 3,299 3,800 (501) −13.2%
Net depreciation expenses and provisions on intangible and 

tangible assets................................................................................. (1,511) (1,508) (3) 0.2%
Other operating profits ....................................................................... 11 14 (3) −19.0%
Other operating costs.......................................................................... (270) (84) (186) 220.2%

Operating profit................................................................................ 1,530 2,222 (692) −31.1%

The combined operating profit of SFR decreased by €692 million in 2012 (i.e. a reduction of 31.1% 
compared to 2011), decreasing from € 2,222 million for the financial year ended December 31, 2011 to € 
1,530 million for the financial year ended December 31, 2012.

This reduction reflects:

• the decrease in the combined EBITDA of €501 million; and

• the impact of restructuring costs associated with the voluntary departure plan started in 2012 for which 
an allowance of €169 million was accrued in “other operating costs” in the course of the financial year 
ended December 31, 2012.
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Combined financial expense

The combined financial expense decreased by €21 million in 2012 (i.e. a decrease of 7.7% compared to 
2011), changing from a cost of € 270 million for the financial year ended December 31, 2011 to a cost of 
€249 million for the financial year ended December 31, 2012.

The net financing cost increased by €9 million, as a result of the increase of average financial net debt, 
which increased from €6,400 million in 2011 to €8,397 million in 2012, offsetting the reduction in the average 
interest rate (2.58% in 2012 compared to 3.25% in 2011 in line with the decrease in interest rates). The decrease in 
the other financial expense is explained essentially by the non-recurrent charge in 2011 linked to the net cost of 
unwinding swaps for €42 million.

Income Tax on combined profits

The tax on the combined profits of SFR decreased by €19 million in 2012, decreasing from €535 million 
for the financial year ended December 31, 2011, to €516 million for the financial year ended December 31, 2012. 
The effect of the tax burden on the decrease in profit from activities before tax of €668 million was to a large extent 
offset by the following items:

• a tax saving of €130 million in 2011. On December 12, 2011 a sum of €452 million in tax deficits was 
transferred to SFR in the context of a merger with Vivendi Telecom International. These tax deficits 
were fully used by SFR in the 2011 financial year;

• an additional tax cost of €32 million in 2012 linked to the introduction of an 85% ceiling on the 
amount of financial costs that can be deducted.

Combined net profit

The combined net profit of SFR decreased by €649 million (i.e. a reduction of 46.3%), decreasing from 
€1,400 million for the financial year ended December 31, 2011 to €752 million for the financial year ended 
December 31, 2012. This reduction essentially reflects the reduction in the operating profit of €692 million.

Liquidity and Capital Resources

The principal financing requirements of SFR comprise its working capital requirements, its operating and 
financial investments, its interest payments, loan repayments, and the payments of dividends to its shareholders. 
SFR has met these financing requirements principally through the cash flow generated by its operating activities and 
by current account advances and loans granted by Vivendi, its principal shareholder.

The capacity of SFR to generate cash in the future through its operating activities will depend on its future 
operating performances, themselves dependent to a certain extent on economic, financial, competitive, market, 
regulatory and other factors, most of which are outside of the control of SFR.

SFR estimates that its financing requirements in 2014 will principally comprise its working capital 
requirements, its operating and financial investments, its interest payments and its loan repayments.

Cash and Debt Profile

During the financial years ended December 31, 2013, 2012 and 2011, the sources of finance of SFR were 
principally the following:

• net cash flow from operating activities these respectively represented €1,960 million, €2,892 million 
and €3,197 million for the financial years ended December 31, 2013, 2012 and 2011, respectively;
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• available cash: the amounts of cash and cash equivalents were respectively €394 million, €267 million
and €228 million as at December 31, 2013, 2012 and 2011, respectively (see note 15 “Cash and cash 
equivalents” of the Combined Financial Statements); and

• borrowing and financial debts: these notably comprise the shareholder debt contracted by SFR with 
Vivendi via current account advances and loans, being €8,672 million, €7,609 million and € 
5,461 million as at December 31, 2013, 2012 and 2011, respectively.

As a result of the Transactions, the shareholder debt contracted by SFR with Vivendi will be repaid and 
will be replaced with a new shareholder loan between Numericable Group and SFR in an amount expected to be up 
to € 5,095 million.

The table below presents the amount of the net financial debt of SFR, corresponding to the net borrowing 
and financial debts of the cash and cash equivalents, as at December 31, 2013, 2012 and 2011:

2013 2012 2011

(in millions of €)
Borrowing and financial debts......................................................................................................9,094 8,067 7,385
Cash and cash equivalents ............................................................................................................ 394 267 228

Net financial debt .......................................................................................................................8,699 7,800 7,157

The financial net debt of SFR amounted to €8,699 million as at December 31, 2013, as compared with 
€7,800 million as at December 31, 2012. This increase of €900 million can principally be explained by the cash flow 
linked to the net operating investments in the sum of €1,610 million, the interest paid in the sum of €229 million and 
the dividends paid to the shareholder in the sum of €985 million, which more than offset the net cash flow from 
operating activities of €1,960 million and which was financed by way of an increase in shareholder debt.

The net financial debt increased by €643 million between December 31, 2011 and December 31, 2012, 
from €7,157 million as at December 31, 2011 to €7,800 million as at December 31, 2012. This increase can 
principally be explained by the net operating investments in the sum of €2,736 million (including €1,065 million for 
4G licenses), net interest paid in the sum of €217 million, and dividends paid to the shareholder in the sum of 
€538 million, which more than offset the net flow from operating activities of €2,892 million and which was 
financed by way of an increase in shareholder debt.

The table below presents the maturities of the financial debt of SFR as at December 31, 2013:

Schedule of disbursements

Book value
as at 

December 31, 
2013

Under 
one year

Two to five 
years

Over five 
years

(in millions of €)
Shareholder debt.................................................................... 8,672 7,472 1,200 —
Bond loan .............................................................................. 300 300 — —
Borrowing relative to finance leasing.................................... 11 3 6 2
Other financial debts(*)......................................................... 110 70 33 7

Borrowing and financial debts ........................................... 9,094 7,846 1,239 9

(*) including bank facilities

The principal debts for which the repayment maturities are provided at under one year are the shareholder 
debt and the bond, which represented respectively €7,472 million and €300 million as at December 31, 2013.
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Consolidated Cash Flow Statements

The table below summarises the cash flows of SFR for the financial years ended December 31, 2013, 2012 
and 2011 presented in the Statement of Cash Flow:

2013 2012 2011

(in millions of €)
Net cash flow from operating activities............................................................................ 1,960 2,892 3,197
Net cash flow from investment activities ......................................................................... (1,638) (2,765) (1,903)
Net cash flow from financing activities............................................................................ (195) (89) (1,155)

Changes in cash and cash equivalents .......................................................................... 128 38 139

SFR considers the Cash Flow From Operations (“CFFO”), a non-accounting measurement, to be a pertinent 
indicator of the Group’s operating performance. CFFO chiefly relates to the net cash flow derived from operating 
activities in the statement of cash flows (SCF), after deducting investments net of disposals and changes in the 
related working capital, adjusted for corporate income tax payments.

The table below presents the CFFO together with the net operating cash flow for the financial years ended 
December 31, 2013, 2012 and 2011:

2013 2012 2011

(in millions of €)
EBITDA .............................................................................................................. (a) 2,766 3,299 3,800
Adjusted change to WCR (not linked to net investments).................................... (b) (305) 154 59
Restructuring costs disbursed ............................................................................... (c) (179) (27) (23)
Other items ........................................................................................................... (d) (22) 4 5

Cash Flow From Operations (before Investments) (I) (a)+(b)+(c)+(d).......... 2,260 3,429 3,840

Tangible and intangible investments (excl. licenses) ........................................... (1,665) (1,658) (1,695)
Sale of tangible and intangible assets ................................................................ 17 13 13

Net investments from sales (excl. licenses) ......................................................... (1,649) (1,644) (1,682)
Change in WCR linked to net investments........................................................... 38 15 23
Investments (excl. licenses) net of WCR change ..........................................................(e) (1,610) (1,629) (1,659)

Cash Flow From Operations (before licenses II) (I) + (e) ............................... 649 1,800 2,182

Acquisition of licenses and associated spectrums ................................................ (f) — (1,107) (150)
Cash Flow From Operations (III) (II) + (f) ...................................................... 649 694 2,032

The table hereunder gives the link between the cash flow generated by the operating activities of SFR 
presented in the statement of cash flow and the table above presenting the Cash Flow From Operations (before 
investments):

2013 2012 2011

(in millions of €)
Cash Flow From Operations (before investments) ................................................................ 2,260 3,429 3,840
Taxes paid ....................................................................................................................................(299) (537) (643)

Net flow from operating activities.............................................................................................1,960 2,892 3,197

Year Ended December 31, 2013 compared to the Year Ended December 31, 2012

The cash flow from operations (before investments) amounted to € 2,260 million for the financial year 
ended December 31, 2013, as compared with €3,429 million for the financial year ended December 31, 2012. This 
reduction of €1,169 million can principally be explained by the decrease in net flow generated by the activity 
(EBITDA), the negative change in working capital requirements of €305 million, and the rise in restructuring costs 
disbursed.
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Year Ended December 31, 2012 compared to the Year Ended December 31, 2011

The cash flow from operations (before investments) amounted to €3,429 million for the financial year 
ended December 31, 2012, as compared with €3,840 million for the financial year ended December 31, 2011. This 
decrease of €411 million can notably be explained by the decrease in net cash flow generated by operations 
(EBITDA), partly offset by the positive change in working capital requirements of €154 million.

Working Capital

The working capital requirements of SFR correspond principally to the value of the stocks (composed 
mainly of mobile handsets, boxes, decoders and accessories), the increase in trade accounts receivable and other 
receivables and decrease in trade accounts payable and other payables. The working capital requirements of SFR 
result from the specificities of each of its markets.

With respect to the B2C market, SFR generates working capital in connection with the shorter client 
payment periods (generally 30 days) than those of the suppliers (generally 60 days), while with respect to the B2B 
and Wholesale market, SFR consumes working capital because the B2B and Wholesale and Other clients benefit 
from longer payment periods.

SFR generally finances its working capital requirements by means of cash flow generated by its sales. The 
change in working capital requirements of SFR can be broken down as follows over the financial years ended 
December 31, 2013, 2012 and 2011:

2013 2012 2011

(in millions of €)
Change in working capital requirements in the Statement of Combined Cash Flow ............(305) 143 54

Inventories ................................................................................................................................ 6 111 (41)
Trade accounts receivable.......................................................................................................... 69 203 126
Other receivables ....................................................................................................................... (84) 198 (49)
Trade accounts payable.............................................................................................................. (84) (191) (80)
Other payables ...........................................................................................................................(212) (178) 97

Adjustments................................................................................................................................ 11 6

Adjusted change in working capital requirements................................................................ (305) 154 59

The change in working capital requirements of SFR engendered a cash requirement of €305 million during 
the financial year ended December 31, 2013.

This change is principally due to:

• a reduction in the item “Trade accounts receivable”, in connection with the decrease in revenue of the 
B2C activity;

• an increase in the “Other receivables”, and particularly the tax receivables (other than corporate 
income tax and VAT) and a decrease in “Other payables”, and notably tax debts in relation to the 
financial year ended December 31, 2012. This is linked to the merger of SFR with Vivendi Télécom 
International which took place in 2011 and which led to deferring from the financial year 2012 to the 
financial year 2013 the settlement and payment of interim taxes such as the Contribution on Value 
Added of Companies (“CVAE”) and the Tax on Electronic Communications; and

• a decrease in the “Trade accounts payable”, in line with the decline in the B2C activity.

For the financial year ended December 31, 2012, the change in working capital requirements generated a 
cash contribution of €154 million, which can be explained by the following elements:

• the reduction in “Inventories”, resulting from better management;
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• the reduction in the “Trade accounts receivable”, linked to the decrease in the revenue of the B2C 
activity;

• the reduction in “Other receivables”, and notably those of tax receivables, linked to a lower amount of 
interim payments on the CVAE and the Tax on Electronic Communications paid in 2012 following the 
merger with Vivendi Télécom International mentioned above; and

• the decrease in “Trade accounts payable”, in line with the decline in activity.

Capital Expenditures

The net total operating investments made by SFR represented respectively €1,610 million, €2,736 million 
and €1,809 million as at December 31, 2013, 2012 and 2011.

The table below shows the distribution of the operating investments of SFR between acquisition of the 
tangible and intangible assets for the financial years ended December 31, 2013, 2012 and 2011:

2013 2012 2011

(in millions of euros)
Acquisition of intangible assets—licences ....................................................................... — (1,107) (150)
Acquisition of intangible assets—other............................................................................ (586) (578) (568)
Acquisition of tangible assets........................................................................................... (1,079) (1,080) (1,127)

Acquisitions of tangible and intangible assets.............................................................. (1,665) (2,765) (1,845)
Sales of tangible and intangible assets ............................................................................. (17) (13) (13)

Operating investments net of sales................................................................................ (1,649) (2,751) (1,832)

Change in working capital requirements linked to operating investments ....................... (38) (15) (23)
Operating investments ................................................................................................ (1,610) (2,736) (1,809)

The investments principally related to the priorities of the SFR Group detailed below.

Acquisition of licences

The evolution over the last three years is marked by considerable investments in the context of the LTE 
(4G) licences, with regard to acquisition of these licences with respectively €150 million in October 2011 (2.6 GHz 
band) and €1,065 million in January 2012 (800 MHz band).

Investments excluding licenses

Excluding licenses, the principal categories of investments are:

• fixed and mobile networks;

• information systems;

• equipment installed at clients’;

• other investments: real estate, investments in the commercial distribution network; and

• the distribution of our investments excluding licenses in 2013 consists of: 60% network, 24% client 
equipment, 14% information systems, and other.
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Investments in the network:

Continuation of rollout of 3G

As at December 31, 2013, the SFR GSM/GPRS network (2G) covered over 99.7% of the French 
population, and the UMTS/HSPA network (3G/3G+) over 99%.

SFR continued to increase the capacity of its network to support the new uses of mobile internet, with 3G+ 
and 4G data traffic having increased by over 40% in 2013.

Beyond the increase in speeds, SFR continued to invest in the densification of its 3G+ network and, in the 
densely populated areas, is rolling out 3G+ over the 900 MHz frequency band, notably in Lyon, Marseille and 
Toulouse. This technology contributes to improving the quality of voice and mobile internet services.

To assure better coverage in terms of very high speed mobile, SFR has also devoted part of its investments 
to extending the Dual Carrier technology (latest evolution of 3G), thus covering over 70% of the population and 
making it possible to double download speeds.

Acceleration of 4G rollout

At the end of 2013, the acceleration in 4G rollouts enabled SFR to offer 4G coverage to over 40% of the 
French population, with a presence in 1,200 towns. SFR was also the first in France to invest in LTE-Advanced 
technology, evolution of the 4G standard making it possible to provide higher speeds.

The wide rollout of 4G in the 800 MHz frequency band (known as “gold frequencies”) furthermore enables 
more efficient coverage with better service quality, notably inside buildings. At the same time, the rollout of 4G in 
the 2,600 MHz frequency band in densely populated areas enables mobile internet customers to have access to 
download speeds of up to 115 Mbits/s.

Fixed: unbundling and rollout of fiber optic (FTTH)

At the end of 2013, SFR held the largest alternative fixed network in France. With almost 6,200 NRA 
(Subscriber Connection Nodes) unbundled, SFR had over 5 million homes subscribed to ADSL. During the 
financial year ended December 31, 2013, more than 800 NRAs were unbundled, being the biggest annual volume 
since the start of unbundling in France in 2001.

SFR has also made investments in the sector of very high speed fixed. During the financial year ended 
December 31, 2013, SFR invested in the development of fiber to the home (FTTH), making more than 1.5 million 
homes in metropolitan France eligible for fiber optic (as compared with 1.1 million at end 2012).

Following the strategic agreement signed with the Incumbent to roll out fiber in the less densely populated 
areas, at the end of 2013, SFR initiated the marketing of FTTH in over 30 towns.

Investments in information systems

Within the framework of its ONE transformation plan, SFR is putting in a considerable effort to renew its 
information systems (14% of investments excluding licences in 2013, which is over 200 million euros). These 
investments have the purpose of rationalising the existing systems by simplifying the architecture and reducing the 
number of applications subsystems. This investment strategy meets a twofold objective: simplify the operation and 
thus generate savings in maintenance costs, and improve customer service quality of SFR over all points of contact 
(physical distribution network, call centres, internet).
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Investments in customer equipment

These investments cover the equipment provided to customers and which is owned by SFR, being 
essentially:

• the costs of modems and internet decoders provided to ADSL and fiber optic customers on the B2C 
segment;

• the incidental costs associated with the connection of internet clients, including notably the logistics 
costs of shipping the equipment and the access fees to the service billed by the Incumbent;

• the connection costs of fibre optic customers;

• SIM cards;

• the Femto Cell equipment offered to improve coverage inside the home; and

• the telecoms equipment provided to companies (modems, routers, PABX, etc.).

The majority of these investments correspond to the equipment and costs associated with marketing of the 
ADSL and fiber optic ranges on the B2C market.

Net flow from financial investment activities

The financial investments made by the SFR represented €28 million, €29 million and €94 million as at 
December 31, 2013, 2012 and 2011, respectively.

2013 2012 2011

(in millions of 
euros)

Net flow from combined entities net of cash acquired ........................................................................ 7 (17) (28)
Net flow from other financial assets................................................................................................ (34) (11) (66)
Net flow from financial investment activities ....................................................................................(28) (29) (94)

In 2013, these financial investments mainly concerned equity and current account advances of the 
companies Foncière Rimbaud (1 to 4) that SFR holds at the level of 50% with Vinci within the framework of the 
construction of the headquarters of the Group in Saint-Denis.

In 2012, the SFR gained a stake of 46.7% in Numergy. As of the date of this Prospectus, SFR’s stake is 
€26 million of the total amount of €105 million, or 25%.

The financial investments in 2011 principally concerned the stake of 49% taken in Poste Telecom.

For further information, see note 11 to the Combined Financial Statements of SFR.

Contractual Obligations

The amount of contractual commitments for the acquisition of tangible and intangible assets amounted to 
€889 million as of December 31, 2013. This amount includes commitments linked to the rollout of 
telecommunications networks.

The schedule of these commitments is as follows:
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Minimum 
future 

payments
Less than 
one year 2-5 years

More 
than 

5 years 2012 2011

(in € million)
Commitments related to Public Services 

Concessions........................................................... 72 27 22 23 262 336
Commitments on MDPA(a) ........................................ 216 19 99 99 8 —
Other investments(b)................................................... 600 582 19 — 702 1,776

Investment commitments ........................................ 888 628 139 122 972 2,112

(a) Commitments related to the rollout of the FTTH (Fiber-To-The-Home) within the Moderately Densely 
Populated Areas (MDPA).

(b) In 2011, the amount includes the commitment to acquire the LTE license, in the amount of €1,065 million.

In addition, SFR has the following list of commitments linked to telecommunication licenses:

Commitments given Amount Maturity

(a) UMTS license on French territory ........................................................1% of revenues generated 2021-2030
(a) GSM license on French territory...........................................................1% of revenues generated 2021
(a) LTE license on French territory ............................................................1% of revenues generated 2031-2032
(b) 3G network coverage ............................................................................Not costed 2013
(c) 4G network coverage ............................................................................Not costed 2023-2027

Commitments received Amount Maturity

(a) Network operating and telecommunications service provision authorisations on 
French territory.....................................................................................................................Not costed 2021/2032

(a) The Group is the holder of operating authorisations for its networks and for the provision of 
telecommunications services in France, under the following financial conditions:

• payment of a fixed part, either recorded in debt (GSM) or paid at the time of allocation (UMTS and 
LTE),

• payment of a variable part corresponding to 1% of the revenues generated by these licenses.

(b) On November 30, 2009, the ARCEP called on the Group to comply with its obligations to roll out the 
UMTS networks no later than December 31, 2013, which were to provide a rate of cover of the 
metropolitan population of 99.3%.

As of December 31, 2013, with 99.3% of the population covered, the Group had fulfilled its coverage 
obligations.

(c) Within the framework of allocation of the first block of LTE frequencies in October 2011, the Group 
undertook to respect the rollout obligations for very high-speed mobile in accordance with the timeline 
below:

• 25% of the metropolitan population by October 11, 2015;

• 60% of the metropolitan population by October 11, 2019; and

• 75% of the metropolitan population by October 11, 2023.

These coverage obligations may be met by the use of 2.6 GHz frequencies or through the use of other 
frequencies held by the Group.
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Through Decision No. 2012-0039 of the ARCEP dated January 17, 2012, the Group was allocated 2*10 
MHz in the 800 MHz band for the sum of €1,065 million. The commitments linked to this allocation are as follows:

• The Group undertook to fulfill the following obligations for rollout of very high-speed mobile:

• coverage of 98% of the metropolitan population by January 17, 2024 and 99.6% of the metropolitan 
population by January 17, 2027;

• coverage in the priority rollout area (around 18% of the metropolitan population and 63% of the 
territory): the Group must cover 40% of the population of this priority rollout area by January 17, 2017 
and 90% of the population of this same area by January 17, 2022;

• departmental coverage: the Group must cover 90% of the population of each French département by 
January 17, 2024 and 95% of the population of each département by January 17, 2027;

• SFR and Bouygues Telecom have a mutual obligation to share the network or share frequencies in the 
priority rollout area;

• The Group has an obligation to host Free Mobile roaming in the priority rollout area when it has 
covered 25% of the French population with its own network at 2.6 GHz, and if it has not signed a 
national roaming agreement with another operator; and

• The Group must cover, jointly with the other holders of the 800 MHz band, the town centers identified 
by the public authorities within the framework of the “white areas” program (above 98% of the 
population) within a maximum period of 15 years.

SFR’s contractual commitments on long-term contracts concern mainly telecommunications network 
maintenance contracts are as follows:

Minimum 
future 

payments 
2014

Less than 
one year 2-5 years

More than 
5 years 2012 2011

(in € million)
Commitments given ........................................ 178 62 79 37 172 63
Commitments received.................................... (127) (14) (50) (63) — (80)

Total................................................................ 51 48 29 (25) 172 (17)

SFR’s other contractual commitments are as follows:

2013

Maturity 
According to 
construction 2012 2011

(in € million)
(a) GSM-R bank guarantees, joint and several bank guarantee.............................. 105 92 66
Other bank deposits and guarantees ....................................................................... 65 2026 64 90
(b) Share purchase commitments ........................................................................... 16 2026 16 18
Pledges ................................................................................................................... 84 2017 51 46
Commitments made ............................................................................................. 269 223 219
Other bank deposits and guarantees ....................................................................... (1) (1) (1)
Commitments received......................................................................................... (1) (1) (1)

(a) This is the Public/Private Partnership (PPP) between the Groups SFR, Vinci, AXA and TDF with Réseau 
Ferré de France (RFF).
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(b) The Group has made unilateral promises to buy back the stakes of a minority financial partner within 
certain entities. These promises may only be carried out in the event that the entities of the Group do not 
respect the contractual commitments made upon entering into the shareholders’ agreements.

Commitments linked to operating lease agreements

The amount of the minimum future rents for operating lease agreements is detailed in the table hereunder:

Schedule

Minimum 
future 
rents

Under 
one year

Two to five 
years

Over five 
years 2012 2011

(in millions of euros)
Land..................................................................... 5 0 2 3 4 5
Buildings ............................................................. 1,842 287 899 656 1,701 1,560

of which administrative premises .................... 566 61 206 299 521 585
technical premises ........................................... 1,273 226 692 356 1,181 952

Other.................................................................... 159 44 67 48 146 168

Rentals ................................................................ 2,006 331 968 707 1,851 1,732
Buildings ............................................................. (216) (40) (101) (75) (109) (41)

Of which technical rents.................................. (216) (40) (101) (75) (109) (41)

Sub-leases ........................................................... (216) (40) (101) (75) (109) (41)

Net Total............................................................. 1,790 291 867 632 1,742 1,691

The total amount of future technical rents includes rights of way and rents linked to the use of fiber optics. 
The amount of the net rents recognized for 2013, 2012 and 2011 respectively is €284 million, €276 million and 
€277 million.

Related Party Transactions

For the period under review, the related parties of the Group are:

• all companies included in the scope of combination, whether fully integrated or accounted for by the 
equity method;

• Vivendi S.A. and its consolidated entities (the “Vivendi Group”);

• the Vodafone Group up to June 16, 2011, when Vodafone sold its 44% holding in SFR to 
Vivendi S.A.;

• all members of the executive committee of SFR S.A.; and

• all companies in which a member of the executive committee exercises control, participates in the joint 
control, exercises a significant influence, or is one of its principal directors.

The transactions between the companies fully integrated within the scope of combination were eliminated when 
preparing the combined accounts. The breakdown of operations between the Group and the other related parties is 
presented below.

Associated 
enterprises Joint Ventures

2013 2012 2011 2013 2012 2011

(in € millions)
Assets ............................................................................................................. 66 54 52 53 24 22

Annex I
R.19



278

Non-current assets ...................................................................................... — — — 43 18 17
Current assets ............................................................................................. 66 54 52 10 6 5

Liabilities....................................................................................................... 80 79 15 5 — —
Current liabilities........................................................................................ 18 16 15 5 — —
Non-current liabilities................................................................................. 63 63 — — — —

Net earnings ................................................................................................ 67 76 77 21 20 17
Operating income ....................................................................................... 67 76 77 25 20 17
Operating expenses..................................................................................... — — — (4) — —

Off-balance sheet commitments ................................................................ 56 79 70 569 319 303
Operating.................................................................................................... — — — 413 228 228
Financial ..................................................................................................... 56 79 70 86 58 50
Pledges ....................................................................................................... — — 70 34 25

Off Balance Sheet Arrangements

As of December 31, 2013 SFR was party to a number of off balance sheet arrangements as set out in this 
Prospectus or in the notes to the Combined Financial Statements of SFR included in this Prospectus.
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PART XIV
BUSINESS, OVERVIEW OF ODO AND TRICOM AND MANAGEMENT’S DISCUSSION AND 

ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS OF ODO

The discussion and analysis of the results of operations and financial condition of Orange Dominicana S.A. 
(“ODO”), as discussed in the section under—“Management’s Discussion and Analysis of Financial Condition and 
Results of Operations of ODO”, is based on its audited standalone financial statements as of and for the twelve 
months ended December 31, 2012 and 2013, in each case, prepared in accordance with IFRS as issued by the IASB.

Except as the context otherwise indicates, when discussing historical results of operations under 
“Management’s Discussion and Analysis of Financial Condition and Results of Operations of ODO”, “Company,” 
“we,” “our” and other similar terms are generally used to refer to the business of ODO

You should read the discussion under—“Management’s Discussion and Analysis of the Financial 
Condition and Results of Operations of ODO” in conjunction with the standalone financial statements of the 
Company and the accompanying notes in this Prospectus. A summary of the critical accounting estimates that have 
been applied to the Company’s financial statements is set forth below in—“Critical Accounting Estimates.” You 
should also review the information in the section “Management’s Discussion and Analysis of Financial Condition 
and Results of Operations of ODO Presentation of Financial Information”. This discussion also includes 
forward-looking statements which, although based on assumptions that we consider reasonable, are subject to risks 
and uncertainties which could cause actual events or conditions to differ materially from those expressed or implied 
by the forward-looking statements. For a discussion of risks and uncertainties facing us as a result of various 
factors, see “Risk Factors.”

Overview of ODO’s Business

ODO is the second largest telecommunications provider in the Dominican Republic based on revenues for 
the year ended December 31, 2013. ODO provides mobile telephony and wireless broadband Internet services to 
residential customers and fixed and mobile voice and data services to business customers through its mobile 
telecommunications network infrastructure and fixed-line network.

Launched in 2000 as the first GSM network in the Dominican Republic, ODO is the second largest mobile 
operator in the residential segment, with approximately 40% market share as of December 31, 2013 and the third 
largest broadband Internet wireless provider in the country, with approximately 10% market share, according to 
management estimates. ODO also has a significant presence in the B2B market, having captured approximately 25% 
market share as of December 31, 2013 in the mobile B2B segment measured by volume, according to management 
estimates. As a result of the strong “Orange” brand under which ODO has historically marketed its mobile voice and 
data services, its focus on customer experience and its efficient distribution channels, ODO captured the largest 
share of net mobile subscriber additions in the Dominican Republic market during the year ended December 31, 
2013.

ODO provides the following products and services:

• Mobile. ODO offers residential and business mobile subscribers a variety of pay-as-you-go plans and monthly 
rate plans through its 2G and 3G networks. In the residential segment, ODO has approximately 3.1 million 
mobile subscribers of which approximately 2.7 million subscribe through pre-paid plans as of December 31, 
2013. Approximately 431,000 residential mobile customers subscribe through post-paid plans, as of 
December 31, 2013 with a choice between different offers and more tailored solutions. In the B2B segment, 
ODO offers services to over 190,000 customer lines, with over 70% of business customers taking up plans 
aimed at SOHOs as of December 31, 2013. ODO also offers plans to over 2,600 SMEs and large companies. In 
the past, ODO’s most successful offerings have been in the pre-paid consumer business; however, ODO is 
growing its post-paid and business offerings and continues to roll out new products and services. ODO set up a 
dedicated business customer team in January 2011 and since 2012 has expanded its offerings to include data 
packages for pre-paid, new post- paid tariffs including unlimited data and launched value-added services; ODO 
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has also expanded its business services with features such as mobile-to- mobile (M2M) connection services, 
enhanced data security and telepresence.

• Broadband Internet. ODO offers a range of wireless broadband Internet services through nomadic broadband 
Internet (through dongles and WiFi devices) and Flybox, its customer premises equipment (CPE) as well as 
capacity based plans and voice and data bundles on 3G and 4G LTE. Approximately 86,000 residential 
customers take up broadband Internet services through postpaid capacity-based plans. In the business segment, 
ODO also offers fixed broadband Internet services, although this is relatively limited. ODO offers both pre-paid 
and post-paid packages to business customers, as well as digital services, including in-house platform agnostic 
applications development, fixed voice and Internet and other data offerings such as cloud services, 
mobile-to-mobile and premium non-voice services, post-paid. Approximately 54,000 business customer lines 
subscribe to broadband Internet services offered by ODO as of December 31, 2013, of which approximately 
40% are SMEs and large companies, which can also benefit from ODO’s fiber and WiMax technologies and 
other value added services.

• Carriers Wholesale. To service the Dominican Republic’s significant tourist traffic, ODO provides users of 
foreign mobile connections with international roaming services. ODO has entered into roaming agreements with 
various international telecom service providers for voice, Internet, data, pre-paid, roaming hub and 3G services. 
Currently, ODO has agreements in place with leading international telecom companies from over 140 countries. 
ODO also attracts international incoming traffic through its long distance business, providing international call 
termination to other local operators.

• Fixed Voice. ODO currently provides selected SMEs and large business customers with fixed voice via SIP 
trunking (VoIP, and plans to provide SOHO customers with similar services in the future.

Network

Mobile Access Network

Based on a publicly available analysis of an independent consultancy, ODO owns the highest quality 3G 
mobile network in the Dominican Republic. Our previous capital expenditures have resulted in what we believe to 
be superior coverage and network reliability. ODO offers mobile services through its 2G GSM/GPRS, 3G 
UMTS/HSPA and 4G LTE mobile access network comprising as of December 31, 2013 approximately 1,200 
antenna sites with approximately 1,200 2G GSM/GPRS base stations (BTS), approximately 820 3G UMTS/HSPA 
base stations (node-B) and 180 4G LTE mobile base stations. ODO has nationwide coverage through its high quality 
2G network (96% population coverage as of December 2013), which is fully EDGE capable. ODO installed 77 new 
2G sites during 2013, with additional sites identified for future installations. In addition, ODO achieved 76.9% 
population coverage as of December 31, 2013 through its 3G network, offering download speeds of up to 42 Mbps. 
The roll-out of the 3G network is on-going and ODO aims to cover 96% of the population by 2016. In July 2012, 
ODO became the first operator in the Dominican Republic to commercially launch its 4G/LTE network, although 
certain spectrum capacity issues with competitors and Indotel have slowed down the Company’s deployment plans.. 
ODO currently has 180 mobile sites that are 4G/LTE enabled, offering coverage to approximately 5% of the 
population as of December 31, 2013. ODO plans to increase its population coverage, subject to favorable resolution 
of the spectrum capacity issues. ODO benefits from a scalable multimode 3G network, which is easily upgradable to 
4G. The LTE roll-out has been predominantly driven by demand in the B2B segment, with focus of coverage being 
centered on the Santo Domingo and Santiago regions, where a majority of clients are based.

Transmission Network

Our mobile transmission network comprises a radio access network (“RAN”)/metro backhaul network, a 
multi protocol label switching (“MPLS”) backbone backhaul network and a core network with value added systems.
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Fixed Network

We are rolling out a backbone transmission optic fiber to connect high density areas and progressively 
decommission the SDH microwave links while sustaining future traffic growth. ODO also owns an optical backbone 
that management believes will allow the Company to meet future increases in data traffic. Its transmission backbone 
includes underground fiber along the main communication axis in the Dominican Republic (Santo Domingo, 
Santiago and Puerto Plata). ODO has been opportunistically deploying fiber to support the 4G/LTE roll-out and to 
be in a position to offer fixed services to targeted B2B clients. As an example, ODO began to offer B2B services in 
the Eastern area of the Dominican Republic in Bavaro/Punta Cana following the roll-out of fiber along the East 
route to Punta Cana, which was finalised at the end of 2013. In addition, ODO has identified other high density 
traffic locations to be connected with fiber in the future. Fiber is being rolled-out both below and above ground, in 
an on-going effort to optimise cost and deployment time. At the same time, in remote areas where the deployment of 
fiber is expensive, ODO is making use of microwave backhaul.

ODO is also developing IT and network infrastructure redundancy, in order to ensure a high level of 
reliability to its customers. In addition, ODO has focused on IP multimedia (IMS) projects to support fixed-line 
services (GSM technology-based fixed offers e.g. GSM deskphone) and new multimedia services, including 
fixed-line voice services for B2B customers, Rich Communication Services, voice-over-LTE and other collaborative 
multimedia. The B2B segment has been a key focus area for ODO since it first launched dedicated services to 
business customers in January 2011 and the Company is currently in the process of moving from a mobile centric 
offering to a full-service provider with various enhancements being made to its network.

Distribution Channels and Brand

ODO benefits from what we believe to be efficient distribution channels through its homogeneous store 
network across the Dominican Republic, comprising more than 500 shops and 44,000 top-up points of sale. We 
believe ODO’s strong footprint in areas with low mobile penetration makes it well-positioned to capture future 
growth. ODO also benefits from strong brand recognition and a focus on customer service. ODO captured 
approximately 38% share of mobile gross-adds for the twelve months ended December 31, 2013 based on 
management estimates, while only operating 18+% of the approximately 3,000 points of sale in the Dominican 
Republic. In connection with the ODO Acquisition, we have entered into a Brand License Agreement providing for 
the right for ODO to continue to use the “Orange” brand for a period of three to five years after closing of the ODO 
Acquisition in the Dominican Republic for the current activities of ODO.

Credit Management and Billing

We bill our post-paid mobile subscribers directly. SIM cards, mobile phones and other devices can either 
be purchased directly from us or from one of our indirect distributors who, in turn, purchase them from us. We send 
monthly bills to our post-paid mobile customers, payable within 7-25 days, and we monitor customer collections and 
payments. Overdue receivables in excess of 120 days are transferred to a third-party factoring agency. We maintain 
a bad debt provision for our post-paid mobile subscribers for estimated credit losses, based on a percentage of risk of 
payment default with reference to aging of overdue invoiced amounts. In particular, the provisions foresee different 
levels of risks for consumer and business customers, sales partners and distributors, operators, and roaming partners. 
Our write-offs of such bad debt provisions constituted 2.03% of total post-paid revenues in the twelve months ended 
December 31, 2012 and decreased to 1.51% the twelve months ended December 31, 2013. We also offer direct debit 
and e-payment.

Pre-paid mobile customers purchase SIM cards, mobile phones and other devices directly from us or from 
retailers and dealers who, in turn, purchase them from us. We bill these retailers, dealers and distributors shortly 
after we deliver these products. These customers then have the ability to top-up their accounts through a number of 
payment channels, either directly with us (through the Internet or in one of our stores), via Unstructured 
Supplementary Service Data (USSD), or through any of our indirect distribution partners.
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IT Systems and Infrastructure

Our information technology systems are highly integrated into every aspect of our business providing 
capabilities for a variety of purposes in relation to customer front-ends, middleware and back-ends and cover, 
among other things, the following fundamental areas:

• Billing, customer relationship management;

• Point-of Sales support, commissioning, sales force automation;

• Supply chain management;

• Online services;

• Data warehousing;

• Controlling, Finance; 

• Human resources; and

• The systems are mainly hosted in two data centers.

Licenses

We believe that we hold all necessary licenses to operate our business. On July 15, 1996, ODO was 
awarded a twenty-year universal telecom concession, which allows it to provide telecom services without any 
technological restrictions (e.g. fixed / wireless technologies, television, Internet). An automatic twenty-year renewal 
process is set forth in the concession agreement. The process begins in August 2014. If the submission for renewal is 
accepted, the concession will be renewed in August 2015. All of our frequency licenses are valid until August 1, 
2015 but will have to be renewed at the same time as our concession agreement.

The economic environment and the telecommunication market

Certain Contracts Relating to the Operation of Our Business

We are a party to a number of agreements that are important to our business, including those set out below. 
In addition, in connection with the ODO Acquisition, we will enter into a Transitional Agreement and a Brand 
License Agreement.

Service Agreements

We have entered into agreements with a variety of service and outsourcing suppliers to conduct our 
ongoing business. These services include supply of software licenses, call center support, data management and 
human resources consulting, among others. Certain of these agreements will terminate upon the consummation of 
the ODO Acquisition due to change-of-control clauses included therein. We expect to review the applicable supplier 
relationships and either renegotiate these contracts or switch to new suppliers. The service agreements with 
TechComm and Transunion S.A. do not contain a change in control but both agreements require us to notify 
TechComm and Transunion S.A., respectively, in the event of a change of control in our corporate structure, which 
we plan to do upon the consummation of the ODO Acquisition.

Supply Agreements

On our behalf, Orange S.A. has entered into supply agreements with Alcatel, Apple Gemalto, Huawei, 
Motorola, LG, Nokia, Oberthur, RIM, Samsung, Sony Ericsson and ZTE for the supply of handset devices. After the 
completion date of the ODO Acquisition, we will no longer benefit from such agreements. However, these handset 



283

supply agreements contemplate a three to six month grace period after a change of control during which ODO’s 
buyer could enter into a new agreement with these suppliers.

Intercompany Agreements

We have entered into three intercompany agreements with Orange S.A.: (i) the corporate framework 
agreement, (ii) the management fee agreement and (iii) the ASP interco agreement. These agreements will all 
automatically terminate after the completion date of the ODO Acquisition.

Environmental Matters

We are subject to a broad range of environmental laws and regulations. These laws and regulations impose 
increasingly stringent environmental obligations regarding, among other things, radiation emissions, zoning, the 
protection of employee health and safety, noise, and historical and artistic preservation. We could therefore be 
exposed to costs and liabilities, including liabilities associated with past activities. Our operations are subject to 
obligations to obtain environmental permits, licenses and/or authorisations, or to provide prior notification to the 
appropriate authorities.

Our objective is to comply in all material respects with applicable environmental and health control laws 
and all related permit requirements. We believe that the principal environmental risks arising from our current 
operations relate to the potential for electromagnetic pollution and for damage to cultural and environmental assets. 
In extreme cases, the penalty for repeat violations of the applicable environmental laws in the Dominican Republic 
could result in administrative sanction, suspension and even revocation of our license.

We use different network infrastructure strategies to achieve radiation emission ranges lower than the 
maximum levels permitted by applicable Dominican Republic regulations. If the Dominican Republic government 
or regulator were to set limits on electromagnetic emissions that are stricter than those currently in effect, we could 
be required to upgrade, move or make other changes to our mobile telephone infrastructure.

We have enacted various guidelines—in particular with regard to the quality of antenna sites and 
minimization of safety risks in connection with non-ionising radiations—as well as a health and safety policy. We 
have further obtained ISO 9001:2008 system certifications in connection with the circular of the Federal Office for 
the Environment regarding the quality assurance for compliance with the limits of antenna radiation dated 
January 16, 2006.

Intellectual Property

Orange Brand License Agreement

In November, 2013 in connection with the entry into the ODO Acquisition, we entered into a brand license 
agreement with Orange Brand Services Limited that has now become effective as of the completion of the ODO 
Acquisition. Under the terms of the agreement, we will have a license to use the Orange brand for several years after 
closing of the ODO Acquisition in the Dominican Republic for the current activities of ODO. We currently intend to 
continue to use the Orange brand and to carry out a rebranding process within approximately eighteen months of the 
Completion Date. Royalties under the brand license agreements will be paid to Orange S.A. on a quarterly basis but 
the accounting treatment of such royalties has not been confirmed. See “Description of Group’s Business—Material 
Contracts—Dominican Republic Acquisitions.”

The brand license agreement may be terminated by either party in certain circumstances, including if we or 
Orange Brand Services Limited commit a material breach of the agreement, if we do not satisfy certain minimum 
investment requirements in the Orange brand, if we undergo certain change of control events or if a competitor 
purchases shares in us.
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Insurance

We maintain insurance coverage in amounts that we believe are sufficient to insure appropriately our risks, 
including insurance for third-party liability, property damage/business interruption, global crime, buildings, 
construction and erection, special technical equipment and various other insurances.

A number of these insurance policies are linked to global Orange Group insurance policies. Accordingly, 
coverage under these insurances will or may terminate as a result of the ODO Acquisition. Our intention is to 
maintain insurance coverage consistent with industry standards, although the coverage may be somewhat reduced 
compared to the coverage we currently have under the Orange Group and we expect that the premiums for these 
insurances may be higher.

Employees and Pension Obligations

As of December 31, 2013, we had 1,233 full-time employees and 208 FTE employees.

We deliver substantial benefits to all of our employees through a combination of attractive compensation, 
health insurance and mobile phone plans. Our employees follow the guidelines established under Dominican 
Republic law with regards to work hours. Standardized employee contracts contain provisions that limit the hours an 
employee can work. Employees are required to fill out monthly time reports in which we verify that the employee is 
compliant with the company policies and with applicable labor laws.

We believe that our employee relations are good. We have been recognized as a “great place to work” 
according to surveys conducted inside and outside the company. We have not experienced any labor-related work 
stoppages during the past three years.

Property and Leases

We own, lease and occupy a wide range of properties in connection with the operation of our antennas and 
commercial retail locations. Many of our properties must undergo an administrative process in order to be 
recognized by the Title Registry office as valid deeds.

We have also entered into a long-term lease agreement for Torre Orange, the location of our headquarters 
in Santo Domingo.

Antenna installation is subject to approval by several governmental institutions, which perform the 
appropriate inspections and confirm that the project does not interrupt radio-electrical frequencies or risk the safety 
of the environment, community or local airports. Prior to 2010, the Dominican Institute of Civil Aviation (“IDAC”) 
issued one permit per project and municipalities issued one permit per several antennas within their jurisdiction. 
Other institutions followed similar guidelines and therefore antenna site permits are not uniformly provided.

Overview of Tricom’s Business

Tricom is the second largest landline service provider in the Dominican Republic after the incumbent 
operator, Claro. It provides pay television, broadband Internet and fixed-line telephony services through its HFC 
cable, xDSL and GPON networks as well as mobile telephony services through its mobile network. Tricom is the 
second largest pay television operator (number one in cable television) and the second largest broadband Internet 
and fixed-line telephony provider with a national market share of approximately 25% (fixed broadband Internet 
market) and 23%, with respect to the above products, according to Indotel and Analysys Mason. Tricom’s pay 
television offering, which is available through three plans, includes over 250 channels with 82 channels available in 
HD, which is the most extensive HD offering currently available in the Dominican Republic. Tricom provides 
Internet access primarily through its xDSL network, although its cable broadband Internet product is currently 
experiencing strong growth, and it has launched mobile broadband Internet services leveraging on its recent 4G/LTE 
launch. Tricom offers both prepaid and postpaid fixed-line telephony plans, which include unlimited calls within its 
network. While Tricom continues to utilise its xDSL network to provide fixed-line telephony services, it also offers 
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R. 17.1



285

VoIP to homes passed by its cable network. Tricom also leverages its wireless network to transmit fixed-line voice 
services. Tricom benefits from the opportunity to up-sell its mobile service offering to its fixed-line subscriber base, 
particularly following the launch of 4G services in May 2013, which we believe provides it with a competitive 
advantage. Tricom’s mobile offering includes 3G as well as 4G/LTE plans (depending on the handset) and mobile 
customers who subscribe to one of Tricom’s triple-play offers benefit from a free 4G-enabled smartphone under the 
current service plan.

As of December 31, 2013, Tricom’s cable network passed approximately 456,240 one-way and two-way 
homes and businesses and Tricom had approximately 108,046 pay television subscribers, 127,047 broadband 
Internet subscribers (including xDSL and cable), 274,438 fixed-line telephony subscribers (including DSL, VoIP, 
fiber and WLL) and 344,403 (including Internet mobile) mobile subscribers.

In the B2B segment, which accounted for just under 18% of its revenue in 2013, Tricom mainly offers 
fixed-line services but is also present in the broadband Internet, data, pay television and wireless segments. Tricom 
serves a large portfolio of over 10,000 corporate clients including banks, international telecom operators and 
government offices. Tricom has a well- diversified customer portfolio with its top ten customers accounting for less 
than 15% of its B2B revenue in 2013.

With respect to fixed services, Tricom benefits from an integrated platform which includes networks based 
on HFC, copper and fiber technologies while it prioritizes the modernization and expansion of its entirely digital 
cable network. As of December 31, 2013, Tricom has upgraded 77% of its cable network to bi-directional 
capability, with a substantial majority of homes passed on 750 MHz or 1,000 MHz. Up to a maximum of 750 homes 
are served by each optical node in Tricom’s network. Tricom’s entire cable network is digital and capable of 
supporting HD and DVR services. Tricom is continuing the expansion of its cable network into key cities that are 
still underpenetrated and where proprietary fiber optic is already present, meaning significant growth potential. To 
this end, it relies on an in-house team which designs approximately 150 kilometers of network each month, as well 
as third party construction teams which implement in-house design and build approximately 80 kilometers of 
network each month. Tricom has in-house capability to activate, and perform quality control procedures on its 
network. In addition, Tricom has focused on maintaining its xDSL network to serve customers in areas not reached 
by its cable network.

Tricom provides its mobile telephony services through its wireless network and has 25 MHz of spectrum in 
the 850 MHz frequency, allowing it to offer its customers 3G mobile services, and 30 MHz of spectrum in the 1,900 
MHz frequency, allowing it to offer 4G/LTE mobile services. Tricom has an additional 30 MHz of spectrum in the 
3,500 MHz frequency where it offers some WiMAX coverage (East coast). Tricom launched 4G mobile services in 
May 2013. Tricom’s network in the 850 MHz and 1,900 MHz frequencies cover approximately 65% and 25% of the 
Dominican Republic population, respectively. Tricom’s 4G and 3G services are capable of supporting mobile 
download speeds of up to 70 Mbps and 3 Mbps, respectively.

At the core of Tricom’s fixed-line services strategy is a focus on triple-play packages which provides an 
attractive value proposition to its residential customers. In addition, Tricom leverages its 4G mobile services to 
provide integrated quadruple-play services. Multiple-play subscribers currently receive a discount on fixed-line 
services and on mobile services when such services are purchased as part of a bundle. As a result of this strategy, the 
percentage of Tricom’s triple-play customers has increased from 7% in 2010 to 17% as of December 2013.

Tricom has developed a multi-channel distribution approach to provide its range of services to residential 
and business clients. It owns a network of 18 stores throughout the Dominican Republic which plays a critical part 
in its distribution strategy relating to its re-launched wireless business services. Approximately 131 dealer stores, 
with which Tricom has partnered up, account for the vast majority of its wireless services sales. The two key 
distribution channels for fixed services are (i) telemarketing where a dedicated team reaches out to clients to offer 
Tricom’s services and products and (ii) door-to-door sales where the sales force of approximately 100 physically 
visit clients at their homes and offices. Although still a minor channel, online sales are expected to grow rapidly as 
traffic on Tricom’s website has been experiencing strong growth.

For the twelve months ended December 31, 2013, Tricom generated revenues of approximately 
$211 million and Adjusted EBITDA of approximately $67 million and had capital expenditures of close to 
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$35 million, in each case based on unaudited and unreviewed management accounts. Tricom defines Adjusted 
EBITDA as earnings before interest, tax, depreciation and amortisation and before management fees, other 
non-recurring expenses, impact of tower sale and leasebacks and installation costs relating to network roll-outs. 
Tricom prepares its financial statements under U.S. GAAP.

Management’s Discussion and Analysis of Financial Condition and Results of Operations of ODO

Presentation of Financial Information

The standalone financial statements of the Company for the twelve months ended December 31, 2012 and 
2013 have been prepared in accordance with IFRS as issued by the IASB. The preparation of the financial 
statements did not therefore require any material allocation of assets and liabilities and income and expense items 
between Orange S.A., as indirect owner of the Company prior to the ODO Acquisition, and the Company.

Key Factors Affecting Results of Operations

Our performance and results of operations have been and will continue to be affected by a number of 
factors, including external factors. Certain of these key factors that have had, or may have, an effect on our results 
are set forth below. For further discussion of the factors affecting our results of operations, see “Risk Factors.”

One of the key constituents of our revenue is network revenue, which contributed 87.7% and 86.7% of our 
total revenue for the twelve months ended December 31, 2012 and 2013, respectively. A major contributor to our 
network revenue is mobile subscriber revenue, which is principally driven by the number of mobile subscribers on 
our network (our mobile subscriber base), and the ARPU, or average revenue per user (see “—Mobile ARPU”), that 
they generate. Our subscriber base evolution is driven by market dynamics (including demographics, penetration 
rate, technical innovation and changing customer behavior), gross connections market share (our ability to capture 
new subscribers). A key recent factor that has impacted our mobile subscriber revenue is the increasing use of data 
services linked to the popularity of smartphones and mobile computing devices, and our ability to successfully 
address this increasing demand. Furthermore, our mobile revenues are affected by macroeconomic trends, such as 
competition-driven price evolution and general macro-economic conditions. Network revenue also includes 
revenues from incoming voice traffic of other domestic and international operators, as well as roaming charges, and 
non-voice.

Our mobile costs of sale include (i) mobile termination rates payable to other operators for calls made by 
our subscribers that are terminated on networks belonging to other operators, (ii) subscriber acquisition and retention 
costs, which are costs associated with acquiring a new mobile subscriber and retaining existing subscribers 
(prolonging the contract of an existing mobile subscriber, mobile “renewal” for pre-paid residential subscribers, 
(iii) network and IT expenses and (iv) other commercial expenses relating to advertising, promotion and other 
selling fees.

Our primary subscriber acquisition and retention costs include agent commissions related to sales generated 
by dealers including franchises and wholesalers (together forming our indirect distribution channel) and the cost of 
handsets sold to our post-paid residential subscribers. Handsets are typically sold to our post-paid subscribers at a 
discount reflecting the incentive that we provide subscribers to subscribe or renew their subscription. The level of 
distributor commission paid varies depending on distribution channels (direct or indirect). Our distributor 
commissions are generally lower for pre-paid residential customers, due to lower ARPU and lower loyalty of 
pre-paid subscribers, compared to the distributors’ commissions for post-paid business customers reflecting the 
higher lifetime value of these subscribers. Commissions, which are an operating expense, are paid for both, new and 
retained post-paid subscribers solicited through indirect distribution channels. In the direct distribution channel, 
incentives and bonuses are paid out to the sales force in relation to their subscriber acquisition and retention 
performance and such costs are expensed in labor costs. Our direct channels focus on high value customers and 
providing them with a high quality customer experience and services.
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Mobile Subscriber Base

The table below sets forth selected mobile subscriber data for the periods indicated, including an analysis 
by subscriber segment. Mobile subscribers consist of subscribers for voice services (including incoming and 
outgoing calls) and non-voice services (including SMS, MMS and data services for handsets).

Mobile 
subscriber 

base

For the twelve 
months ended 
December 31,

2012 2013

(subscribers 
in thousands)

Post-paid subscribers(1)(2)(4)(5)...................................................................................................................... 589 624
Pre-paid residential subscribers(1)(3)(4).........................................................................................................2,504 2,647

Subscribers at end of period(1).................................................................................................................3,093 3,271

(1) Includes subscribers through reseller (dealers and franchises) as we enter into direct contractual 
arrangements with customers of resellers

(2) All post-paid subscribers are considered as active

(3) Active pre-paid subscribers exclusively. Pre-paid subscribers are considered as inactive when connected on 
the home network more than three months without any outgoing traffic events or with fewer than four 
incoming traffic events

(4) Includes exclusively mobile subscribers. Mobile broadband Internet subscribers excluded and analyzed 
separately in this section

(5) Includes both post-paid residential subscribers and post- paid business subscribers

We provide mobile services to pre-paid residential customers, post- paid residential customers and 
post-paid business customers, constituting 80.9%, 13.2% and 5.9%, respectively, as of December 31, 2013 of our 
mobile subscriber base. For the twelve months ended December 31, 2013, pre-paid residential subscribers formed 
the largest segment of our customer base, contributing 53.1%, as compared to 28.1% for post-paid residential 
subscribers and 9.1%, for post-paid business subscribers. Since contributions to revenue of subscribers in different 
segments are disproportionate (due to their different level of ARPU, see “—Mobile ARPU”), changes in the 
composition of our subscriber base in any financial period may have an impact on our revenue for such period.

Our mobile subscriber base increased by 5.8% for the twelve months ended December 31, 2013 as 
compared to the twelve months ended December 31, 2012. The key drivers of this sustained growth are: 
(i) favorable market dynamics, (ii) increased market share, due to the positive perception of the “Orange” brand and 
the quality of our service, (iii) on-going network improvements, with the continuous roll-out of 2G, 3G and 4G sites, 
(iv) competitive pre-paid and post-paid offers with the continuous expansion of our enterprise line, (v) anti-churn 
incentives geared at our pre-paid residential subscribers to reduce the number of inactive customers, including 
automated reminders prompting the subscriber to top-up, simplified SIM swaps for customers who have lost their 
SIM cards and an automated credit top-up by us where a “zero balance” has been reached, and (vi) the strategic plan 
by our management to develop the business lines for our post- paid business subscribers with a sales team dedicated 
to this customer base as well as targeted offers.

As a result of the aforementioned factors, for the twelve months ended December 31, 2013, our post-paid 
business subscribers increased by 4.1% and our pre-paid residential subscribers 5.7%. We estimate that our total 
mobile market share in the Dominican Republic by number of subscribers was 40% as of December 31, 2013.
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Due in part to the improvement of our post-paid residential offer, our post-residential subscribers increased 
by 6.9% for the twelve months ended on December 31, 2013 compared to the same period last year. The revamped 
offer, which began in September 2013, introduced a more varied portfolio of price plans, allowing customers to add 
on additional services at their option while giving them the freedom of paying a low monthly fee on a post-paid 
basis. Because the difference between the monthly top-up and post-paid subscription fee is very small, we believe 
that users of pre-paid mobile phones will continue to migrate to a post-paid subscription. Furthermore, we offer 
substantial handset subsidies to our post-paid subscribers, which enable us to promote the usage of smartphones and 
with that voice and data usage. We aim to increase our market share in the post-paid residential segment in the 
future, especially in light of the increase in smartphone and data usage, and higher returns and retention rates in the 
long term.

Mobile ARPU

ARPU (average revenue per user), represents the overall revenue for a specific segment divided by the 
number of subscribers for a given period. Since there may be disconnections and connections over a defined period, 
the overall revenue is divided by the average subscriber base for that particular period.

ARPU is primarily driven by prices of our services, traffic volume, data services utilisation and revenue 
from interconnection rates for incoming calls. Our monthly ARPU for the twelve months ended December 31, 2013 
increased slightly to DOP 533.1, from ARPU of DOP 532.9 for the twelve months ended December 31, 2012 
despite termination rates decreasing by 2% semi- annually. The table below sets out our ARPU for our pre-paid and 
post- paid mobile subscribers:

Mobile ARPU

For the twelve months ended December 31

2012 2013

(in DOP per month/percentages)
Post-paid ARPU ................................................................................. 1,126 1,146
Increase/(decrease) from prior equivalent period ............................... (−7.6)% 1.7%
Pre-paid residential ARPU ................................................................ 393 394
Increase/(decrease) from prior equivalent period ............................... 0.5% 0.2%

Total ARPU(1).................................................................................... 533 533
Increase/(decrease) from prior equivalent period ............................... (−0.4)% 0.1%

(1) We define total ARPU as the measure of the sum of our mobile revenues in the relevant period divided by 
the average number of mobile subscribers in the period (the average of each month’s average number of 
mobile subscribers (calculated as the average of the total number of mobile subscribers at the beginning of 
the month and the total number of mobile subscribers at the end of the month)) divided by the number of 
months in that period.

For the twelve months ended December 31, 2013, our post-paid ARPU increased by 1.7% to DOP 1,146 
from DOP 1,126 for the twelve months ended December 31, 2012. This increase was predominantly driven by an 
increase of our post-paid residential subscriber ARPU by 5.0% (or DOP 62 per month) to DOP 1,312 for the twelve 
months ended December 31, 2013. This increase can be attributed to an increase in higher value plans.

As of December 31, 2013, we have been able to maintain our pre-paid residential subscriber ARPU at DOP 
394, as compared to DOP 393 as of December 31, 2012.

Termination Rates

Mobile termination rates (MTR) contribute to our mobile revenues and costs. Fixed termination rates (FTR) 
contribute to our revenue and costs for our fixed line services. We receive revenues from other operators for calls 
terminated on our network and we are required to pay fees to other operators for calls terminated on their networks 
for both, domestic and international calls.
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Domestic MTR, local FTR and SMS termination rates result from negotiations between us and the three 
other main Dominican mobile operators. Indotel has the authority to challenge and/or validate these bilateral 
agreements. Domestic operators agreed to decrease national MTR and local FTR by 2% semiannually (in dollars), 
between 2010 to 2013. SMS termination rates remained unchanged between 2010 to 2013 at $0.018 per SMS.

Year ended December 31,

2010 2011 2012 2013

USD $
MTR ....................................................................................................................................0.069 0.066 0.064 0.062
FTR local.............................................................................................................................0.018 0.018 0.017 0.016
SMS.....................................................................................................................................0.018 0.018 0.018 0.018

Internet

For the twelve months ended December 31, 2013, Internet revenues increased by 27% to DOP 644 million 
compared to DOP 507 million for the twelve months ended December 31, 2012. We consider Internet services used 
by our post- paid business subscribers as a commercial lever to cross-sell post-paid business mobile subscription.

Our total number of Internet subscribers increased by 16% from 121,000 for the twelve months ended 
December 31, 2012, to 140,000 for the twelve months ended December 31, 2013. This was mainly driven by an 
increase in the number of our post-paid residential subscribers by 51% in 2013 due to (i) higher laptop penetration 
and (ii) the expansion of Internet services into new geographic regions. Although we had an increase in our total 
subscriber number, we saw a decrease in our post-paid business subscribers due to an internal adjustment made to 
the computation of this subscriber base in 2013.

The table below shows our Internet subscriber base for the twelve months ended December 31, 2012 and 
2013, respectively:

Internet subscriber base

For the twelve months ended 
December 31,

2012 2013

(in thousands subscribers)
Post-paid residential subscribers(1) ......................................................................... 62 86
Post-paid business subscribers(1) ............................................................................ 59 54

Subscribers at end of period(1)............................................................................. 121 140

(1) All post-paid subscribers are considered as active

Mobile Network Upgrade

With the growing penetration of smartphones and the increasing demand in data services, upgrading and 
maintaining our network is key to the improvement of the services we offer to our customers. The perception of the 
network quality is an important factor in retaining our subscribers and is therefore a key element in preventing and 
reducing churn and attracting new customers.

The upgrade and maintenance of our network has a direct impact on the level of our expenses and the 
capital expenditures we incur each year. The 4G LTE roll-out which began in the first quarter of 2012 has been 
focused on certain regions with higher number of medium and large businesses. We believe that our infrastructure 
will be able to cope with the expected increased data-led capacity requirements and that architecture is scalable to 
support future traffic growth.
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Effects of Change of Control Transaction and Separation

On November 26, 2013, Altice Bahamas S.à r.l. (a wholly owned subsidiary of Altice International S.à r.l.) 
entered into agreements to acquire ODO in the Dominican Republic. The transaction has been completed on April 9, 
2014. See “Description of Our Business—Material Contracts—Dominican Republic Acquisitions—ODO 
Acquisition”.

The impact of the ODO Acquisition on our income statement and capital expenditures will depend on the 
synergies and measures undertaken. Links to Orange S.A. are at both operational and support levels, and are 
governed by group or bilateral agreements. Operational agreements are based on specific group terms while 
recharge agreements are usually based on a “cost plus” mechanism. Intragroup costs primarily include DOP 
628 million of corporate fees such as brand fees and management fees (DOP 377 million for brand fees and DOP 
252 million for management fees in 2013). Pursuant to the ODO Acquisition Agreement, ODO and Orange S.A. 
entered into a transitional services agreement on November 26, 2013. Specific terms relating to the services to be 
rendered thereunder are currently being negotiated and are to be finalised prior to the completion of the ODO 
Acquisition, with the aim to tailor the services to the contemplated synergies between ODO, Tricom and the Altice 
International Group.

Key Income Statement Line Items

Revenue

Revenue from our activities includes:

• Mobile revenue, which consists of revenue from voice (including ingoing and outgoing calls) and 
non-voice (including SMS, MMS and data services for handsets);

• Internet revenue, which consists of mobile broadband Internet facilities delivered to post-paid 
residential subscribers or business post-paid subscribers;

• Wholesale revenue, which consists of: (i) transit revenue consisting of fees charged to foreign 
competitors connecting to and using our telecommunication path and network to transit voice or data 
to another operators, and (ii) visitor roaming revenue representing revenue received from our roaming 
partners for their customers’ use of services on our network. Roaming rates charged by various 
operators are determined according to the inter-operator tariffs (IOT) agreements between operators;

• Other revenue primarily includes (i) the sale of non-subsidized handsets (ii) fixed-data revenue 
corresponding to calls realised through IPVPN technology, which are primarily fixed calls for business 
subscribers, and to a lesser extent, (iii) global services revenue (mainly machine-to- machine (M2M) 
solutions e.g. industrialized private access point names (APN)) as well as other minor components; and

• Equipment revenue consists of the sale of subsidized handsets and, to a lesser extent, mobile 
accessories.

Operating costs

Our operating costs include:

• Cost of equipment sold primarily consists of the costs arising from equipment sold to terminals, the 
sale of SIM cards and accessories, and import duties and freight costs;

• Selling, distribution and traffic costs mainly consist of access backbone and termination fees 
corresponding to costs incurred for terminating a call on another operator’s network. Cost is calculated 
based on the MTR or FTR tariffs which are agreed between operators;
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• Advertising and sponsoring costs;

• Offices and technical sites costs;

• Labor expenses, which include salaries and wages, social contributions, individual incentive/bonus 
plans and the cost of post-employment benefits;

• Corporate fees consist of (i) management fees, and (ii) brand fees based on the terms of the agreement 
with Orange S.A. regarding the rights to use the “Orange” brand;

• Maintenance costs;

• Other costs and income which include (i) purchase of services (ii) consulting fees (iii) network energy 
costs and (iv) bad debt expenses;

• Depreciation and amortisation of fixed assets.

Non-operating income/expense

Non-operating income/expense mainly include financial items such as (i) foreign exchange gains and losses 
(mainly corresponding to unrealised translation gains on cash and cash equivalents) (ii) interest on net cash, and on 
the Orange group current account (decreasing in line with cash and cash equivalents) and (iii) other financial charges 
concerning the discounting effect of the Asset Retirement Obligation (“ARO”) provision, whereby a discount is 
applied to the costs incurred in relation to the future dismantling of technical sites (the rate is calculated through 
applying intra-group measures and a discount set by the Dominican Central Bank).

The table below shows our results of operations for the twelve months ended December 31, 2012 and 2013, 
respectively:

For the twelve
months ended
December 31,

2012 2013

(in DOP million)
Revenues..............................................................................................................................................22,754 24,405
Cost of equipment sold.........................................................................................................................(3,000) (3,259)
Selling, distribution and traffic costs................................................................................................ (5,861) (6,263)
Advertising and sponsoring costs ......................................................................................................... (937) (875)
Offices and technical sites costs ........................................................................................................... (564) (623)
Labor expenses ................................................................................................................................ (1,175) (1,234)
Corporate fees ...................................................................................................................................... (583) (628)
Maintenance costs ................................................................................................................................ (332) (329)
Other costs and income ........................................................................................................................(2,573) (2,344)
Depreciation and amortisation..............................................................................................................(3,509) (3,518)

Total costs and operating expenses ......................................................................................................(18,533) (19,073)

Operating income ............................................................................................................................... 4,221 5,332
Bank commissions................................................................................................................................ (71) (76)
Interest income ................................................................................................................................ 37 18
Foreign currency exchange gains (losses) ............................................................................................ 70 26
Other..................................................................................................................................................... (20) (13)
Non-operating income (expenses) ........................................................................................................ 15 (45)

Profit before income tax..................................................................................................................... 4,236 5,287
Income tax............................................................................................................................................ (790) (1,390)

Net income........................................................................................................................................... 3,446 3,897
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Other comprehensive income ............................................................................................................... — —

Total comprehensive income for the year ........................................................................................ 3,446 3,897

Twelve Months Ended December 31, 2013 as compared to Twelve Months Ended December 31, 2012

Our total revenue increased by DOP 1,651 million (+ 7.3%) from DOP 22,754 million for the twelve 
months ended December 31, 2012 to DOP 24,405 million for the twelve months ended December 31, 2013, driven 
by an increase in our pre-paid subscriber base together with the favorable effect of increased data usage.

For the twelve months ended 
December 31, Variation

2012
% of total
revenue 2013

% of total
revenue Amount %

(in DOP million)
Mobile ....................................................................... 19,436 85.4% 20,503 84.0% 1,067 5.5%
Wholesale .................................................................. 1,662 7.3% 1,816 7.4% 154 9.3%
Internet ...................................................................... 507 2.2% 644 2.6% 137 27.0%
Equipment ................................................................ 866 3.8% 1,151 4.7% 285 32.9%
Other.......................................................................... 283 1.2% 291 1.2% 8 2.8%

Total revenue ........................................................... 22,754 100% 24,405 100.0% 1,651 7.3%

For the twelve months ended 
December 31, Variation

2012
% of total
revenue 2013

% of total
revenue Amount %

(in DOP million)
Post-paid residential subscribers ................................ 6,084 31.3% 6,372 31.1% 288 4.7%
Pre-paid residential subscribers................................... 11,580 59.6% 12,350 60.2% 770 6.6%
Post-paid business subscribers .................................... 1,772 9.1% 1781 8.7% 9 0.5%

Mobile revenue .......................................................... 19,436 100.0% 20,503 100.0% 1,067 5.5%

Mobile revenue

Mobile revenue was DOP 20,503 million for the twelve months ended December 31, 2013, an increase of 
DOP 1,067 million, or 5.5%, from DOP 19,436 million for the twelve months ended December 31, 2012.

Post-paid residential subscribers revenue increased by 4.7% in the twelve months ended December 31, 
2013 to DOP 6,372 million primarily driven by flexible monthly plans, including low monthly rate subscriptions 
with the ability to add-on additional services such as data through promotional offers.

Pre-paid residential subscribers revenue increased by 6.6% in the twelve months ended December 31, 2013 
to DOP 12,350 million primarily driven the “anti-churn” incentives.

Post-paid business subscribers revenue increased by 0.5% in in the twelve months ended December 31, 
2013 to DOP 1,781 million primarily driven by a stronger penetration strategy and sales staff dedicated to soliciting 
more subscribers. We also benefited from an overhaul in and an increase of the portfolio of services and integrated 
solutions we were able to offer to a broad variety of businesses (SMEs as well as larger business).

Wholesale revenue

Wholesale revenue was DOP 1,816 million for in the twelve months ended December 31, 2013, an increase 
of DOP 154 million, or 9.3%, from DOP 1,662 million for the twelve months ended December 31 2012. This 
increase can be attributed to an increase in transit revenues by 37.1% to DOP 1,192 million for the twelve months 
ended December 31, 2013, as a result of increased traffic of international telephone calls on our network, resulting in 
higher terminations. This trend was offset by a decrease in visitor roaming revenue—of 21.4% to DOP 623 million 
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for the twelve months ended December 31, 2013, as result of the increase in tariff competition thereby pushing 
down global inter-operator roaming rates, as well as international macro-economic conditions.

Internet revenue

Internet revenue increased by 27.0% to DOP 644 million in the twelve months ended December 31, 2013 
mainly due to the increase in the average subscriber base driven by the expansion of Internet services into new 
geographic regions, our 3G roll-out and the resulting increase in the higher quality offering over a larger service 
area, resulting from the speed of our network.

Equipment revenue

Equipment revenue was DOP 1,151 million for the twelve months ended December 31, 2013, an increase 
of DOP 285 million, or 32.9%, from DOP 866 million for the twelve months ended December 31, 2012, due to an 
increase in our post-paid subscribers retention rate, which resulted in higher amounts of handset subsidies .

Other revenue

Other revenue was DOP 291 million for the twelve months ended December 31, 2013, an increase of DOP 
8 million, or 2.8%, from DOP 283 million for the twelve months ended December 31, 2012 as a result of an increase 
in our post-paid business segment, leading to an increase in M2M revenue of 123% and other operating revenue of 
62%.

Operating costs

Cost of equipment sold

Cost of equipment sold were DOP 3,259 million for the twelve months ended December 31, 2013, an 
increase of DOP 259 million, or 8.6% from DOP 3,000 million for the twelve months ended December 31, 2012. 
The increase in cost of equipment sold was mainly due to an increase in smartphone penetration as part of our 
retention strategy relating to our post-paid residential subscribers.

Selling, distribution and traffic costs

Selling, distribution and traffic costs were DOP 6,263 million for the twelve months ended December 31, 
2013, an increase of DOP 402 million, or 6.9%, from DOP 5,861 million for the twelve months ended December 31, 
2012. The increase was mainly due to an increase in commissions paid to indirect distributors for high retention 
rates of post-paid subscribers.

Advertising and sponsoring costs

Advertising and sponsoring costs decreased DOP 62 million, or 6.6%, from DOP 937 million for the year 
ended December 31, 2012 to DOP 875 million for the year ended December 31, 2013 primarily due to measures 
implemented by management to optimise advertising costs and communication methods.

Offices and technical sites costs

Offices and technical sites costs were DOP 623 million for the twelve months ended December 31, 2013, 
an increase of DOP 59 million, or 10.45%, from DOP 564 million for the twelve months ended December 31, 2012. 
The increase in technical expenses was primarily driven by network extension (site roll-out), partially offset by 
some savings initiatives (notably regarding base station / antenna power savings through investment in solar panels).
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Labor expenses

Labor expenses were DOP 1,234 million for the twelve months ended December 31, 2013, an increase of 
DOP 59 million, or 5.0%, from DOP 1,175 million for the twelve months ended December 31, 2012. The increase in 
labor expenses was primarily attributable to an increase in average total labor cost per employee driven annual 
salary increases and impacted by the recruitment of more experienced employees.

Corporate fees

Corporate fees were DOP 628 million for the twelve months ended December 31, 2013 increasing from 
DOP 583 million, or 7.7% for the twelve months ended December 30, 2012 due to revenue growth.

Maintenance costs

Maintenance costs were DOP 329 million for the twelve months ended December 31, 2013 a decrease of 
DOP 3.0 million, or 0.9%, from DOP 332 million for the twelve months ended December 31, 2012. The decrease is 
mainly attributable to volume discounts relating to network extension.

Other costs and income

Other costs and income decreased to DOP 2,344 million for the twelve months ended December 31, 2013, 
a decrease of DOP 229 million, or 8.9%, from DOP 2,573 million for the twelve months ended December 31, 2012. 
This decrease was mainly due to (i) a reduction in the provision for legal claims from DOP 165 million in the twelve 
months ended December 31, 2012 to DOP 115 million for the twelve months ended December 31, 2013, due to a 
judgment dismissing the payment of certain costs and (ii) a decrease in withholding taxes of DOP 51 million as a 
result of improved negotiations with our suppliers and the Group.

Depreciation and amortisation

Depreciation and amortisation were DOP 3,518 million for the twelve months ended December 31, 2013, a 
slight increase of DOP 9 million, or 0.3%, from DOP 3,509 million for the twelve months ended December 31, 
2012. The increase in depreciation and amortisation was primarily attributable to the increase of network assets with 
improvements in network coverage, as well as the roll-out of additional 2G/3G/4G-LTE sites. Furthermore, ODO 
performed an inventory of its fixed assets relating to its technical sites (which account for 83% of total fixed assets) 
between April 2013 and December 2013 which lead to an increase of DOP 23 million in depreciation.

Operating income

As a result of the foregoing factors, our operating income was DOP 5,332 million for the twelve months 
ended December 31, 2013 compared to DOP 4,221 million for the twelve months ended December 31, 2012, 
representing an increase in operating margins by 26.3% for the twelve months ended December 31, 2013 as 
compared to 2.5% for the twelve months ended December 31, 2012.

Non-operating income/expense

Non-operating expenses increased to DOP 45 million for the twelve months ended December 2013, 
compared to non-operating income of DOP 15 million for the twelve months ended December 31, 2012. The 
decrease in non- operating income/expense for the twelve months ended December 31, 2013 was due to (i) DOP 
76 million of bank commissions as a result of a higher volume in connections for our post paid segment (compared 
to DOP 71 million for the twelve months ended December 31, 2012), (ii) DOP 18 million from the twelve months 
ended December 31, 2013 of interest income compared to DOP 37 million for the year ended December 31, 2012 as 
a result of the reduction of interest rates by the Dominican Central Bank in 2013 and (iii) an increase in foreign 
currency exchanges which led to a decrease in gains to DOP 26 million for the twelve months ended December 31, 
2013, compared to DOP 70 million for the twelve months ended December 31, 2012.
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Income Tax

The following table sets forth our income tax expense for the twelve months ended December 31, 2013 as 
compared to the twelve months ended December 31, 2012:

For the twelve 
months ended
December 31, Variation

2012 2013 Amount %

(in DOP million/percentages)
Current tax expense in respect of the current year ............................................. (1,123) (1,574) (451) 40.2%
Deferred tax income/(expense)........................................................................... 333 184 (149) (44.7)%

Total income tax ............................................................................................... (790) (1,390) (600) 75.9%

Income tax increased by DOP 600 million from DOP 790 million for the twelve months ended 
December 31, 2012 to DOP 1,390 million for the twelve months ended December 31, 2013 primarily driven by a 
change in dividend credits. Dividend credits decreased from DOP 330 million for the twelve months ended 
December 31, 2012 to nil in the twelve months ended December 31, 2013. Such dividend credits relate mainly to the 
refund of dividend withholding tax which terminated with the change in certain tax regulations in the Dominican 
Republic in November 2012. Furthermore, the increase can be attributed to an increase in profit before tax for the 
twelve months ended December 31, 2013.

Liquidity and Capital Resources

Capital Resources

Our principal source of liquidity is cash flow generated from our operations.

Cash Flows

The table below sets out information related to our cash flows:

For the twelve 
months ended
December 31,

2012(1) 2013

Operating activities
Net income ....................................................................................................................................... 3,446 3,897
Adjustments to reconcile net profit to cash provided by operating activities
Depreciation and amortisation.......................................................................................................... 3,509 3,518
Gains (losses) on disposal ................................................................................................................ 1 14
Change in provisions (Litigations) ................................................................................................ 68 (87)
Change in working capital
Income tax........................................................................................................................................ (333) (184)
Decrease (increase) in inventories, net ............................................................................................. 105 (151)
Decrease (increase) in trade receivables,.......................................................................................... (59) 105
Decrease (increase) in other receivables, ......................................................................................... (3) (2,343)
Decrease (increase) in trade payables............................................................................................... (483) (239)
Other changes in working capital
Decrease (increase) in pre-paid expenses ......................................................................................... 25 (58)
Decrease (increase) in other non-current assets................................................................................ (2) 0
Decrease (increase) in other non-current liabilities .......................................................................... 8 23
Decrease (increase) in other current ................................................................................................ 47 23
Deferred income............................................................................................................................... 42 (118)
Income tax paid ................................................................................................................................ 625 533
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Net cash provided by operating activities..................................................................................... 6,997 4,933
Investing activities
Purchase of PPE and intangible assets ............................................................................................. (3,637) (3,199)

Net cash used in investing activities .............................................................................................. (3,637) (3,199)
Financing activities
Dividends paid................................................................................................................................ (3,345) (1,855)

Net cash used in financing activities ............................................................................................. (3,345) (1,855)
Net increase (decrease) in cash and cash.......................................................................................... 15 (121)
Cash and cash equivalents—opening ............................................................................................... 1,145 1,160

Cash and cash equivalents—closing ............................................................................................. 1,160 1,039

(1) ODO 2012 figures have been adjusted and restated to show a like for like comparison between the cash 
flow statements for the twelve months ended December 31, 2013 and 2012. The restatement consisted of 
netting between trade receivables and trade payables for an amount of DOP 633 million.

Twelve Months ended December 31, 2013 as compared to twelve months ended December 31, 2012

Net cash provided by operating activities

Net cash provided by operating activities for the twelve months ended December 31, 2013 was DOP 
4,933 million. Our net cash provided by operating activities for the twelve months ended December 31, 2013 
included net income of DOP 3,897 million and depreciation and amortisation of DOP 3,518 million. Change in net 
working capital was negative DOP 2,628 million for this period, principally reflecting an increase in other accounts 
receivables of DOP 2,343 million. The account receivables significant increase is predominantly due to the cash 
pooling at the Orange Group’s level (DOP 2,567 million in December, 2013 compared to DOP 136 million in 
December 2012). As per the internal accounting rules of the Orange Group, cash pooling is registered at ODO’s 
account receivables with the group, subsequently impacting the total account receivables balance. ODO made 
dividend payments of USD 45 million (DOP 1,855 million with an exchange rate of DOP 41,23 = US$1.00 (as of 
May 24, 2013) during 2013, compared to USD 84 million (DOP 3,345 million with an exchange rate of DOP 
39,82 = US$ 1.00 (at an average rate at the relevant payment dates (April, September, November 2012). We define 
net working capital as the sum of inventories, trade receivables, trade payables and other receivables.

Net cash used in investing activities

Net cash used in investing activities for the twelve months ended December 31, 2013 and 2012 was DOP 
3,199 million and DOP 3,637 million, respectively. Net cash used in investing activities during this period 
principally related to our network and IT capital expenditure plans.

Net cash used in financing activities

Net cash used in financing activities for the twelve months ended December 31, 2013 and 2012 was DOP 
1,855 million and DOP 3,345 million, respectively. This decrease was due to a decision by the Board of ODO to 
limit the dividends payment at USD 45 million (DOP 1,855 million with an exchange rate of DOP 41.23 = US$1.00 
(at May, 2013) (reflecting the date of ODO’s board meeting) in the second half of 2013).

Off balance sheet commitments

The following table summarises our contractual commitments that we believe are likely to have a material 
effect on our current or future financial position as of December 31, 2013. The information presented in this table 
reflects, in part, management’s estimates of the contractual maturities of our obligations, which may differ 
significantly from the actual maturities of these obligations:

As of 
December 31,

As of 
December 31,

2012 2013
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(in DOP million/percentages)
Rental commitments(1)................................................................................................ 1,975 49% 2,374 55%
Orders related to handset purchase................................................................................ 632 16% 405 9%
Other Open commitments ............................................................................................. 459 11% 430 10%

Open commitments .......................................................................................................3,065 76% 3,209 74%

Capex commitments ...................................................................................................... 966 24% 1,127 26%

Total off-balance sheet commitments ........................................................................4,031 100.0% 4,336 100.0%

(1) Rental commitments primarily relate to rental commitments in respect of sites, premises (headquarters), 
shops, franchises, parking spaces and houses

Capital Expenditures and Investments

The table below shows our capital expenditures defined as additions of network, customers, IT, shops and 
other items for the twelve months ended December 31, 2012 and 2013:

For the twelve months ended 
December 31,

2012 2013

(in DOP million / % of weight)
Network ............................................................................................................................2,521 69.3% 2,183 68.2%
Customers ......................................................................................................................... 404 11.1% 229 7.2%
IT 443 12.2% 586 18.3%
Shops................................................................................................................................ 98 2.7% 61 1.9%
Other (incl. GSM licenses) ............................................................................................... 171 4.7% 140 4.4%
Total capital expenditure ...............................................................................................3,637 100.0% 3,199 100.0%

CAPEX as % of Revenue ...............................................................................................16.0% 13.1%

For the twelve months ended December 31, 2013, our total capital expenditure amounted to DOP 
3,199 million, of which DOP 2,183 million related to our network. Most 2G capital expenditure was related to the 
construction of new sites (civil works, towers, antennas and base transceiver stations) to complete 2G coverage and 
improve network quality, while 3G and 4G capital expenditure were done to increase transmission capacity, network 
coverage, support data traffic growth and create competitive advantage though innovation and 4G services (notably 
following the rise of the data revenue stream resulting from increasing penetration of smartphones). We have also 
invested in new platforms, international capacity, core upgrades, and generators.

Quantitative and Qualitative Disclosures about Market Risk

We are exposed to various market risks, including foreign currency exchange rate, credit and liquidity risks 
associated with our underlying assets, liabilities, forecast transactions and firm commitments. Our treasury 
department is responsible for managing exposure to market risk that arises in connection with operations and 
financial activities, including interest rate, foreign currency exchange rate, credit and liquidity and credit risk 
management.

The following sections discuss our significant exposures to market risk. The following discussions do not 
address other risks that we face in the normal course of business, including country risk and legal risk.

Foreign Exchange Rate Risk Management

As much as possible, we use foreign currency inflows for our foreign currency outflows. If necessary, we 
buy foreign currency shortly before the transaction. If any material exposure arises, we may enter into foreign 
exchange rate hedging instruments.
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We are a net buyer of foreign currencies (in particular USD and euro via management and brand fees paid 
to the Orange Group). Our local interconnection costs are considered in both revenue and operating expenses in 
USD which typically limits our exposure due to a netting effect. A significant proportion of capital expenditure is 
denominated in foreign currency, mainly euro.

Credit Risk Management

Financial instruments that could potentially subject us to concentrations of credit risk consist primarily of 
cash, trade receivables and securities, investments and deposits.

We believe that we have a limited exposure to concentrations of credit risk with respect to trade accounts 
receivable due to our large and diverse customer base (residential, and a broad range of business customers). In 
addition, the maximum value of the credit risk on these financial assets is equal to their recognized net book value. 
Our gross trade receivables amounted to DOP 2,294 million as of December 31, 2013 and DOP 2,425 million as of 
December 31, 2012. We have certain provisions in place relating to bad debt, which are split between a provision for 
dealers and others amounting to DOP 461 million as of December 31, 2013 and DOP 488 million as of 
December 31, 2012. We also have provisions for our postpaid subscribers, whereby we use certain statistics relating 
to the outstanding amount due and ageing analysis to establish the risk, with 210 days being the threshold for 
categorizing outstanding trade receivables as bad debt.

Prior to the ODO Acquisition, cash was historically centralized at the Orange Group level through cash 
pooling.

We seek to minimize credit risk through a preventative credit check process that aims to ensure that all 
subscribers requesting new products and services or changes to existing services are reliable and solvent. We also 
seek to minimize credit risk by preferring contracts that provide for the use of automatic payment methods with the 
aim of reducing the underlying credit risk, however, the use of direct debit is generally unpopular in the Dominican 
Republic market.

We additionally exercise timely pre- and post-subscriber acquisition measures for the purpose of credit 
collection such as the following:

• attribution of a rating to new customers at subscription through the credit check (to anticipate default 
payment, different measures may be implemented such as requiring deposits or advance payments of 
or limiting to prepaid offers;

• sending payment reminders to subscribers;

• employing measures for the collection of overdue receivables, separated by strategy, portfolio and 
subscriber profiles (such as penalties, or reconnection letters with an option for a new contract); and

• measuring and monitoring debt collection status through our internal reporting tools.

The following table provides the ageing analysis of billed trade receivables as of December 31, 2013 and 
December 31, 2012 for both dealers and postpaid residential subscribers:

Dealers and others

As of
December 31,

2012(1)

As of
December 31,

2013

(in DOP 
million/percentages)

Not due or less than 30 days................................................................................................779 54% 614 50%
Between 31 and 60 days................................................................................................ 533 37% 198 16%
Between 61 and 90 days................................................................................................ 49 3% 80 7%
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More than 91 days .................................................................................................................87 6% 325 27%

Total gross trade receivables past due ...............................................................................1,448 100% 1,216 100
Provisions for bad debt..........................................................................................................(299) — (284) —
Net receivables .....................................................................................................................1,149 — 932 —

(1) ODO 2012 figures have been adjusted and restated to show a like for like comparison between the cash 
flow statements for the twelve months ended December 31, 2013 and 2012. The restatement consisted of a 
netting between trade receivables and t trade payables for an amount of DOP 633 million.

Post-paid residential 
subscribers

As of
December 31,

2012

As of
December 31,

2013

(in DOP 
million/percentages)

Not due or less than 30 days................................................................................................605 62% 825 77%
Between 31 and 60 days................................................................................................ 116 12% 41 4%
Between 61 and 90 days................................................................................................ 40 4% 27 2%
More than 91 days ................................................................................................................216 22% 184 17%
Total gross trade receivables past due ..............................................................................977 100% 1,078 100%
Provisions for bad Debt........................................................................................................(189) — (177) —

Net receivables ....................................................................................................................788 — 901 —

We also receive guarantees, including sureties issued by primary banks, as collateral for the obligations 
resulting from supplies to, and receivables from, dealers.

Due to the diverse portfolio of products and services we provide, we believe concentration of credit risk is 
limited.

On the dealer side, we have a certain degree of concentration offset by bank guarantees, credit limits 
delivered by credit insurers and the timing of payment of commissions after the activation of a new subscriber. Our 
assessment of bad debt provision is performed based on an individual basis. A 100% provision is recorded in the 
case of litigation with a supplier. As of December 31, 2013, such provision amounted to DOP 284 million.

On the postpaid residential subscriber side, concentration of credit risk relating to accounts receivable from 
subscribers is limited due to our high volume of customers. Provision for postpaid residential subscribers’ 
receivables is performed based on a statistical method, where a rate is applied according to the number of days 
overdue.

Credit risk relating to cash and cash equivalents, financial deposits and money market funds arises from the 
risk that the counterparty becomes insolvent and, accordingly, is unable to return the deposited funds or execute the 
obligations under the derivative transactions as a result of the insolvency. To mitigate this risk, wherever possible, 
we conduct transactions and deposit funds with investment-grade rated financial institutions and monitor and limit 
the concentration of our transactions with any single party.

Our maximum exposure to credit risk (not taking into account the value of any collateral or other security 
held) in the event the counterparty fails to perform its obligations in relation to each class of recognized financial 
assets is the carrying amount of those assets as indicated on our balance sheet.

Liquidity Risk

We do not have any financial liabilities, derivatives, hedging instruments or finance leases. Liquidity risk 
arises mostly in connection with all of our payment obligations that result from our business activities.
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In general, we manage our liquidity risk by monitoring our cash flow and using a rolling liquidity reserve 
forecast. Nevertheless, the prime objective of our policy is to minimize risks and not to create or maximize interest 
earned on cash held in bank accounts. Accordingly, we transfer cash to the current account held by Orange Group, 
without incurring any additional costs. We have a limited policy for investments with banks, and deposits must be 
made in the functional currency; with foreign currency deposits made to set up a natural hedge. We manage our cash 
forecasting to determine a currency split of total cash in each currency in order to ensure that we have sufficient 
committed facilities to meet our liquidity needs.

Critical Accounting Estimates

In preparing the financial statements, we make estimates, insofar as many elements included in the 
financial statements cannot be measured with precision. These estimates are revised if the underlying circumstances 
evolve or in light of new information. Consequently, such estimates made as of December 31, 2013 and 2012, may 
subsequently be changed.

We also use our judgment to define appropriate accounting policies to apply to certain transactions when 
the current IFRS standards and interpretations do not specifically deal with related accounting issues.

The underlying assumptions used for significant estimates are outlined below:

Estimate Nature of estimate

Revenue................................................ (i) Identification of separable components of a bundled offer based on the 
individual components’ relative fair value.
(ii) Period of straight-line recognition of revenue relating to invoiced service 
access fees depending on the nature of product and historical contractual 
relationship.
(iii) Reporting of revenue on a net versus gross basis (depending on an 
analysis of ODO’s involvement as either principal or agent).

Purchases and other expenses............... Provision for claims and litigation: assumptions underlying legal assessment 
and risk measurement.

Property, plant and equipment, 
intangible assets................................

Assessment of assets’ useful life based on assessment of the technological, 
legal or economic environments

Income tax............................................ (i) Assumptions used for the computation of the income tax charge to be 
recorded in the financial statements, together with the technical merit of tax 
positions
(ii) Assumptions used for recognition of deferred tax assets arising
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PART XV
INDUSTRY AND MARKET OVERVIEW

Introduction

We mainly provide cable based services comprising high quality pay television, high speed broadband 
Internet and fixed-line telephony to residential customers, and, in certain countries, corporate customers. Across 
geographies, we benefit from an attractive competitive environment given the superiority of the offering we can 
provide through our highly invested cable networks. This has enabled us to develop strong positions in multiple-play 
segments as selling various services as part of bundles has become a growing trend in the markets in which we 
operate (Israel, Western Europe and the French Overseas Territories).

Pay television

Cable is the leading platform to distribute pay television in Western Europe and the United States, with a 
few exceptions (notably France where IPTV represents approximately 37.4% of the subscriber base, or Italy where 
cable has never been rolled out for certain specific reasons). Competing technologies are satellite, IPTV, 
over-the-top television and DTT. We believe that cable has certain advantages over these technologies, notably in 
terms of availability of interactive features, image quality and number of channels.

2013E Pay TV Platforms—Western Europe and the US

Source: IHS Screen Digest

Satellite operators distribute digital signals nationally via satellite directly to television viewers. To receive 
programming distributed via satellite, viewers require a satellite dish, a satellite receiver and a set-top box. Pay 
television services provided via satellite typically require the viewers to use a conditional access smart card. Satellite 
providers of free-to-air satellite services typically do not have strong relationships with the viewers using their 
service as they do not receive subscription or other fees from them. Satellite distribution has a number of 
competitive advantages over cable television services, including a wider range of programs available to a wider 
geographic area, especially rural areas. However, given the lack of an integrated return path, satellite struggles to 
deliver easy-to-handle interactive television services, including VoD services, to subscribers who do not have a 
broadband Internet connection. We believe that satellite has the following additional disadvantages compared to 
cable: (i) the higher up-front cost of procuring and installing a satellite dish, as compared to the “plug-and-play” 
convenience of cable television; (ii) the lack of an on-going maintenance service, which cable network operators can 
offer to their subscribers and (iii) the exposure of satellite reception to external interference, such as adverse weather 
conditions.

DTT-based pay television packages benefit from the wide coverage of the terrestrial platform but suffer 
from the structurally limited number of channels available on DTT and the lack of interactive features. This explains 
why the success of pay DTT has so far been limited, even in geographies where free DTT is the primary television 
platform.

Annex I
R.5.2.1
R 5.2.2
R.5.2.3
R 6.2
R6.5
R12.1
R12.2
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IPTV and over-the-top television typically rely on DSL networks which present a number of disadvantages 
compared to cable: adding television services over a DSL network strains the network and decreases the amount of 
capacity available for other service offerings, particularly bandwidth-intensive broadband Internet. Under currently 
available technology, we believe that DSL-based triple-play providers will have difficulty providing the same level 
of services that can be provided over fiber networks (in particular, for HDTV, viewing of TV and VoD on multiple 
screens, TV and VoD simultaneous viewing and recording) without making significant investments in extending 
fiber closer to the subscriber’s home.

Services provided via cable networks are characterised by easy-to-use technology, the efficient installation 
of customer equipment and the reliability of a protected signal delivered directly to the home. Given the trend 
towards offering bundled media and telecommunications services, the market share of pay television distribution is 
expected to benefit from cable’s ability to deliver triple-play services with high bandwidth, high speed and 
bi-directional capacity. On a standalone basis, namely without a broadband Internet connection, the number of 
advantages of bi-directional capabilities of digital cable television over DTH are substantial for both the users and 
the cable operator. Digital cable subscribers can order VoD products and use interactive television while the cable 
operator is able to track usage patterns and enable their customers, the television channels, to target advertising to 
customers more efficiently.

Broadband Internet

The main broadband Internet access technologies are DSL and cable, with DSL being the leading platform 
in a number of countries for historical reasons stemming from the fact that Internet access was initially provided on 
telephony copper networks. We believe that increasing demand for very high speed broadband Internet to cope with 
advanced applications (multi-screen, multimedia) requiring higher bandwidth and greater download speeds offer a 
sizable growth opportunity for cable-based technologies in the near term. We expect substantial growth in demand 
for very high speed Internet and believe that we are well positioned to benefit from this trend, given that cable 
networks enable us to offer download speeds of at least 100 Mbps to a majority of homes passed in our footprint. 
According to IDC, demand for high-speed broadband Internet will increase 3.7 times between 2012 and 2015, a leap 
which we expect our networks can handle with limited additional upgrades while many DSL-based operators would 
need to make substantial investments in fiber to be able to match customer needs.

2013 Fixed Broadband Platforms—Western Europe and the US

Source: IHS Screen Digest

Existing DSL infrastructure offers consumers maximum speeds of 28 Mbps while cable currently offers 
consumers maximum speeds of up to approximately 300Mbps on U.S. Docsis 3.0 and 360 Mbps on Euro Docsis 
3.0. The speeds effectively provided by DSL are, for most users, lower than the headline maximum speed possible 
as these are driven by the distance between the end users’ premises and DSL hubs. Furthermore, the maximum 
download speed of DSL networks has to be shared between broadband Internet and competing simultaneous users of 
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the line such as IPTV. According to the “Quality of Broadband Services in the EU” report by the European 
Commission, cable is estimated to achieve 91.4% of advertised headline download speed, DSL-based services have, 
in certain instances, achieved only 63.3% of advertised download speed.

FTTH technology upgraded from DSL, which requires a direct fiber connection to the home of the user, 
currently offers consumers maximum speeds of 1 Gbps, with an estimated achievement of 84.4% of advertised 
download speeds according to the “Quality of Broadband Services in the EU” report by the European Commission. 
A substantial challenge facing the expansion of FTTH or FTTB is that such technology is capital and time intensive, 
requiring significant digging and rewiring.

Cable networks are able to deliver consistent speeds irrespective of the distance to the customer, unlike 
DSL. We currently offer download speeds of at least 100 Mbps to all Docsis 3.0 enabled homes passed in our 
footprint.

The Docsis 3.1 standard, which is being developed by CableLabs, is a new Docsis specification enabling 
higher spectral efficiency support of up to 10 Gbps downstream and 1 Gbps upstream speeds. Docsis 3.1 is expected 
to work on existing hybrid fiber-coaxial (HFC) plant and be backwardly compatible with previous Docsis standards. 
This double backward compatibility will allow a smooth migration strategy and no plant changes required to deploy 
Docsis 3.1 equipment. Furthermore, limited investment will be needed to further maximize the capacity in the 
future. Trials are planned for 2014 and commercially available products are expected in 2015.

VDSL2 is the latest and most advanced technology for DSL broadband Internet wireline communications. 
It was originally designed to support the wide deployment of triple-play services such as voice, video, data, HDTV 
and interactive gaming and was intended to enable operators and carriers to gradually, flexibly, and cost-efficiently 
upgrade existing xDSL infrastructure. VDSL2 allows the transmission of asymmetric and symmetric aggregate data 
rates of up to 200 Mbps downstream and upstream on twisted pairs using a bandwidth up to 30 MHz and further, 
allows for significantly lower signal deterioration caused by the distance between the cabinet and the customer’s 
premises when compared to older DSL technologies.VDSL2-enabled networks could theoretically allow for up to 
100 Mbps at 0.4 km, 40-50 Mbps at 0.7km and approximately 30 Mbps at 1 km.

Cable allows parallel usage of Broadcast TV and High Speed Broadband Internet

Fixed-Line Telephony

Traditional switched voice lines have been declining steadily in recent years as they are replaced by VoIP 
lines. More generally, fixed-line telephony has become a commodity product that is now essentially bundled into 
multiple-play packages. Fixed-line services have therefore become dependent on the quality of the broadband 
Internet offering. Flat-rate pricing for fixed-line telephony has become the market standard.
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Mobile Telephony and Mobile Broadband Internet

Consumption of mobile telephony and data services has continued to rise globally, driven by a growing 
penetration and a wider availability of smart phones. Mobile Internet traffic is forecasted to grow at an average rate 
of 66% between 2012 and 2017 according to the Cisco VNI 2013 study, mainly driven by the development of 
smartphone devices supporting multiple wireless technologies. As mobile Internet usage is mainly in vicinity of 
home or office, we believe that operators’ success in the mobile telephony services business will largely rely on 
their ability to access a high capacity backbone with compelling mobile tower backhaul offload solutions and a 
strong integration of their mobile telephony offers with residential broadband-based offload capabilities to cope with 
increasing data consumption.

Despite this general trend, each mobile telephony market has a different structure and dynamic, depending 
on a variety of factors including, among other factors, the number of mobile network operators versus mobile virtual 
network operators, penetration of post-paid vs. pre-paid subscription, regulation, available spectrum, commercial 
strategies of operators such as handset subsidies. The success of mobile operators in the various markets is largely 
dependent on the overall environment and its competitive advantages to its competitors.

In light of the various trends and the importance of the market structure for successful mobile operations, in 
order to reliably take advantage of the fixed-mobile convergence, we have decided to implement a versatile mobile 
strategy by owning and operating a mobile network in Israel and by acquiring a mobile network in the French 
Overseas Territories that, in each case, we expect to benefit from synergies with our scalable cable networks in these 
countries, and by complementing our fixed-line products with mobile offerings through an MVNO arrangement in 
Belgium.

France

The French telecommunications market is the third largest in Europe, with total revenues of approximately 
€48 billion in 2013 (Source: IDC, ScreenDigest). While we operate in all segments of the French 
telecommunications market, our core focuses are on the most attractive sectors: very-high-speed fixed broadband, 
pay-TV, mobile and next generation B2B services. France is one of the largest fixed broadband Internet access 
markets in Europe, with approximately 24.9 million fixed broadband subscriptions as of December 31, 2013 
(Source: ARCEP). Higher bandwidth is becoming more important to B2C and while only 10% of broadband lines in 
France were very high speed as of December 31, 2013 (Source: IDC), which remains low, however, compared to 
other European markets, the penetration rate for very-high-speed broadband (including fiber and cable connections) 
is expected to increase at an average annual rate of 31% between 2013 and 2017 and to reach 28% of broadband 
lines in France expected by 2017 (Source: IDC). In mobile, the total number of customers excluding French 
overseas territories has been continuously increasing, from 70 million as of December 31, 2012 to 74 million as of 
December 31, 2013 (Source: ARCEP), supported by the dynamism of the market in France: increasing mobile, 
smartphone or tablet equipment penetration rate as well as growth in quadruple-play offerings. However the mobile 
market has been slightly declining in value, with subscription prices under pressure, following the disruptive 
entrance of a fourth mobile operator at the beginning of 2012. Mobile subscription prices in France have now 
reached levels that are among the lowest in Europe for comparable offers (please see source data below). In the B2B 
telecommunications segment, data consumption has increased and data needs have become more complex, with the 
next generation services increasingly sought in the market requiring higher broadband speeds and bandwidth. B2B 
data consumption is expected to continue to grow (Source: IDC).

B2C Market

We operate in metropolitan France, which as of December 31, 2013 had a population of approximately 
66 million inhabitants and approximately 29 million households (Source: IDC). As of December 31, 2013, 
Numericable’s network passed approximately 9.9 million homes, or 35% of French homes, while SFR had a near 
nationwide DSL network covering approximately 23 million French households.

The French B2C broadband market is a mature market, with 24.9 million broadband connections as of 
December 31, 2013 (Source: ARCEP), representing approximately 87% of French households. In terms of access to 
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very high speed broadband, defined by the ARCEP as broadband allowing for speeds above 30 Mbps, however, the 
French market is underpenetrated, with only approximately 8% of households having access to very high speed 
broadband in as of December 31, 2013 (Source: ARCEP). This level of penetration is low compared to France’s 
neighbors; as of 2013, the rate was 58% in Belgium, 59% in the Netherlands and 24% in Western Europe, 
respectively (Source: IDC). We believe that such under-penetration presents an attractive growth opportunity as 
residential customers look increasingly for higher speed and bandwidth capacity in their Internet consumption. This 
opportunity is all the more attractive given that the use of cable and fiber lines in France is estimated to grow 34% 
per annum between 2013 and 2017 (Source: IDC).

The French fixed broadband market is one of the most competitive in Europe, with high unbundling and 
strong historic competitors. Orange’s fixed-line network includes a local loop covering all of the French population, 
and unbundling provides competitors such as Bouygues Télécom and Iliad (Free) with access to it at a price 
regulated by a French regulatory agency. According to an April 2013 ARCEP press release, 86.3% of the French 
population was able to access competitive retail services due to unbundling, which makes France one of the 
European leaders in unbundling. All operators with significant market power must offer unbundled access to their 
local loop and associated facilities under non-discriminatory conditions, which increases competitive pressure in the 
market. See “Regulatory Overview—Regulation of Electronic Communications Networks and Services—The 
European Regulatory Framework for Electronic Communications.”

The French B2C mobile market is a mature market, although it has experienced significant changes over 
the past years with the entry of a fourth mobile operator in January 2012. Mobile telephony penetration in France 
has been increasing steadily, from a penetration rate for the total population of approximately 105% in 2011, to 
112% in 2012 and 117% in 2013 (Source: ARCEP). The increase in data consumption on mobile devices has also 
accelerated, with consumer mobile data revenues in France rising from approximately €8.3 billion in 2011, to 
€9.0 billion in 2012 and to €9.4 billion in 2013 (Source: IDC). In 2013, SFR’s 3G network covered more than 99% 
of the French population, while its 4G network covered 40% of the population.

Industry Convergence

The French B2C media and telecommunications markets have converged as customers seek to receive their 
media and communications services from a single provider at an attractive price. In response, providers offer 
television, broadband Internet, fixed-line and mobile telephony services bundled into integrated offerings. France is 
one of the most advanced quadruple-play markets in Europe, given the fully integrated and convergent nature of its 
four major operators. “Quadruple-play” offerings have been available in the French market since 2009 (Bouygues 
Télécom). SFR and Orange introduced quadruple-play offerings in 2010 and Numericable followed in 2011 and 
Free in 2012.

The size of the French B2C broadband Internet market in 2013 was approximately 4.2 billion euros 
(Source: IDC). We believe that offering bundled services allows media and telecommunication service providers to 
meet customers’ communication and entertainment needs, increases customer loyalty and attracts new customers as 
the value proposition of the offering is enhanced. We believe that we have benefitted and should continue to benefit 
from opportunities to induce our existing cable television customers to purchase complementary services such as 
broadband Internet, telephony and digital television.

In the French market, triple-play services are provided through two major technological distribution 
platforms: Numericable’s fiber/cable network and the DSL-based networks of Orange, Iliad and SFR. Bi-directional 
fiber/cable networks are particularly well suited for the provision of triple-play services with high bandwidth 
requirements. Because it was originally designed for the transmission of large amounts of data, Numericable’s 
hybrid fiber coaxial network based on FTTB technology enables it to deliver high speeds irrespective of the distance 
to the customer. Conversely, the actual speed of DSL-based networks varies based on the distance to the local 
exchange, with speed decreasing as the customer’s distance from the exchange increases (maximum announced 
speeds are for customers located less than one kilometer from the nearest local exchange). To increase and 
harmonise network speed, Orange has begun investing in the build-out of an FTTH network. Iliad and SFR have 
also begun deploying FTTH networks. As of December 31, 2013, approximately 540,000 subscribers were 
connected to FTTH networks (Source: ARCEP). We believe that our FTTB technology represents an advantage over 
the FTTH technology prioritized by many of our competitors. FTTB technology allows for fiber deployment to 
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generally reach the boundary of our subscribers’ buildings, such as the basement in a multi-dwelling unit, with the 
final connection to the individual living space being made via an alternative, non-optical means, typically a coaxial 
cable. By relying on existing coaxial cable within each building to reach each customer’s apartment, the FTTB 
technology allows us to vertically integrate more customers at low cost and more quickly than operators deploying 
FTTH. To date, FTTH technology deployment has been slow and costly in comparison to that of FTTB. On average, 
we incur a capital expenditure of 50 euros per plug to deploy FTTB.

As of December 31, 2013, Numericable had a market share of approximately 4% of the broadband market 
based on the total number of subscribers in France (Source: ARCEP) while SFR’s market share was approximately 
21% leading to a combined market share of SFR and Numericable of approximately 25%. As of the same date, 
Orange, Free (Iliad), and Bouygues Télécom reported broadband customers of 9.7 million, 5.6 million and 
2.0 million, respectively (Source: company 2013 respectively).

Broadband Internet

(a) Introduction

Broadband Internet access, often shortened to “broadband,” is high data rate Internet access. The 
International Telecommunication Union Standardization Sector recommendation I.113 has defined “broadband” as a 
transmission capacity that is faster than primary rate ISDN at 1.5 or 2 Mbps. France is one of the largest broadband 
Internet access markets in Europe, with approximately 24.9 million broadband subscriptions as of December 31, 
2013 (Source: ARCEP). In terms of access to very high speed broadband, however, the French market is 
underpenetrated accounting for only 8% of total broadband connections as of December 31, 2013. We believe that 
such under-penetration is an attractive growth opportunity for it as a provider of very high speed reliable broadband 
Internet: as smartphones and tablets have proliferated and are used increasingly for multimedia functions, B2C 
customers require both higher bandwidth (to accommodate the increase in average number of screens per household) 
and greater download speeds (to accommodate multimedia usage).

The main broadband access technologies are DSL and fiber/cable. Analog dial-up modems, Internet access 
via powerline and wireless local loop technology are also available, although to a lesser extent, in France. While the 
current broadband penetration rate in France per number of households is in line with other European markets, the 
growth of broadband penetration rates tends to be faster. The broadband penetration rate, based on number of 
households, has increased significantly over the last five years, to approximately 87% as of December 31, 2013, 
compared to approximately 50% as of December 31, 2007 (Source: IDC). As of December 31, 2013, Orange, SFR, 
Iliad and Bouygues Télécom reported total broadband connections of 10.1 million, 5.2 million, 5.6 million and 
2.0 million respectively (Source: Numericable FY 2013 reporting).

(b) Primary Distribution Platforms—DSL, Fiber and Cable

DSL is the leading broadband Internet access platform in France, with 22.4 million subscriptions as of 
December 31, 2013 and representing approximately 90% of the total French high speed and very high speed Internet 
market (Source: ARCEP). This results from several factors: the regulatory environment that has encouraged DSL 
competition through unbundling and regulated wholesale prices; the relatively recent consolidation of the cable 
industry in France and low level of cable connection (only 35% of French households); the fact that the cable 
network upgrade is relatively recent; and the relatively low levels of fiber deployment.

DSL currently offers consumers maximum speeds of 28 Mbps while cable currently offers consumers 
maximum speeds of 200 Mbps. However, the speeds of such technologies in practice may be lower. Whereas cable 
is estimated to achieve 91.4% of advertised headline download speed, DSL-based services have, in certain instances, 
achieved only 63.3% of advertised download speed (Source: European Commission). In practice, DSL speeds 
depend on the distances between the local exchange and the home.

FTTH technology, which requires a direct fiber connection in the home of the user, currently offers 
consumers maximum speeds of 200 Mbps, with an estimated achievement of 84.4% of advertised download speeds 
(Source: European Commission). The main difference between FTTH networks and our fiber/cable (FTTB) 
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networks is that for FTTB networks the vertical connection (in the building) to the subscriber uses the existing 
coaxial cable. FTTH speeds are in theory infinite, limited only by the equipment used to deliver broadband, and not 
by any inherent limitations in fiber cables. FTTB speeds are, however, limited by the number of users using the 
connection in a building, with higher numbers of users requiring fiber deployment in the building in order to 
continue to achieve the same high speeds as those offered by FTTH.

FTTH deployment in France has begun slowly. The installation of such technology is capital- and 
time-intensive, requiring significant engineering and rewiring, both horizontally to increase the number of cities 
covered and vertically within buildings. The French government considers FTTH to be a significant part of its 
long-term investment plan and in February 2013 announced a €20 billion deployment plan and goals of 50% of the 
population having very high speed internet access by 2017 and 100% by 2023. The government has promised 
€3 billion in subsidies to local authorities in connection with FTTH deployment (Source: Investissements d’avenir—
développement de l’économie numérique (Future Investments—Digital Economy Development)). Several 
municipalities have offered subsidies to network operators that build FTTH connections. This trend is expected to 
continue, due to the fact that some municipalities, districts (départements) and regions, such as Hauts-de-Seine, 
Amiens, and Louvin, for example, have entered into public—private partnerships to stimulate such investment. As 
of December 31, 2013, FTTH broadband Internet subscribers stood at approximately 540,000, accounting for 
approximately 26% of the French very-high-speed broadband Internet market, and approximately 2.6 million homes 
were FTTH-connectable (Source: ARCEP). Both SFR and Iliad have signed agreements with Orange regarding 
deployment of fiber in France’s less dense areas. In line with the conditions set forth by the ARCEP, other operators 
will also be able to obtain access to the infrastructure deployed by an operator, including through co-financing 
projects, for their own very-high-speed broadband offers. However, FTTH deployment involves a heavy investment 
by operators (estimated by the ARCEP at approximately € 400 to €2,000 per FTTH-connected household), as 
vertical deployment must be made in each target building and home. Complexities often ensue as operators must 
obtain the consent of (and hence work closely with) the housing associations, coop boards and/or building managers. 
Such complexities coupled with the financial pressure currently experienced by the Numericable Group’s 
competitors as a result of the price war in the mobile market could delay fiber deployment in France.

VDSL2 is a conceivable intermediate, albeit partial, solution. DSL-based networks may be upgraded to 
VDSL2, which was authorised for use by the government in April 2013 and provides average bandwidth speeds of 
up to approximately 50 Mbps (Source: ARCEP). Orange has announced that it will run a beta test of VDSL for 
certain B2C subscribers on its network beginning in September 2013. Free (Iliad) has also announced that it would 
make its current offerings upgradeable to VDSL should the technology become available in a subscriber’s location 
(which depends on whether Orange rolls it out on its local loop). Like all DSL-based technology, however, and to 
even greater extent than DSL, VDSL2 speed depends on the distance to the local exchange. It is estimated that for 
distances above one kilometer, VDSL2 bandwidth speeds will be similar to that of traditional DSL networks 
(Source: ARCEP). Based on this distance, ZDnet has estimated that only 16% of French households would be in a 
position to benefit from increased transmission speeds under VDSL2 currently and only 6% would see download 
speeds greater than 30Mbps. Given the expected geographic and technical coverage of VDSL2, we believe that in 
the zones covered by our own fiber/cable network less than 8% of DSL lines will benefit from speeds higher than 
what is currently provided by ADSL2+.

Fiber or cable technology is becoming an increasingly important broadband Internet access platform in 
France as a result of our strategy to upgrade our networks, provide new digital services to customers, leverage 
existing customer relationships and drive branding initiatives. As of December 31, 2013, very high speed 
subscribers represented approximately 10% of total broadband Internet connections, and we were the dominant 
player within this market (Source: ARCEP). We currently offer cable customers Internet speeds of up to 200 Mbps, 
and our updated network and set-top boxes have the ability to offer speeds of up to 400 Mbps with limited additional 
capital expenditures by us.

The following table shows the breakdown between high-speed and very-high-speed broadband services in 
France from 2011 to 2013 (Source: ARCEP):

As of December 31,

2011 2012 2013
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(in thousands)
Total number of high speed and very high speed subscribers on fixed lines ..................22,737 23,975 24,905
Number of high speed subscribers ......................................................................................21,389 22,369 22,855
Of which xDSL ......................................................................................................................20,984 21,981 22,450
Of which other high speed access .......................................................................................... 405 388 405
Number of very high speed subscribers ............................................................................. 1,348 1,605 2,050
Of which very high speeds ≥30 and <100 Mbps .................................................................... 685 670 745
Of which very high speeds ≥100 mbps .................................................................................. 466(2) 621(2) 765(2)

Of which FTTH...................................................................................................................... 197(3) 314(3) 540(3)

Variation in the total number of high and very high speed subscribers
Net increase in one year (thousands)...................................................................................... 1,390 1,238 930
Net increase in one year (%) ................................................................................................ 6.5% 5.4% 4.0%

In the above table, our subscribers appear in the lines “of which very high speeds ≥ 30 and < 100 Mbps” 
and “of which very high speeds ≥ 100 mbps.” As of December 31, 2013, Numericable had 1,040 thousand very high 
speed broadband RGUs while SFR had 197 thousand FTTH subscribers representing a combined market share of 
the very high speed broadband market of approximately 60%. Adding Bouygues Telecom’s 363 thousand 
subscribers who are white label subscribers of Numericable’s fiber market, our market share reached to 
approximately 78%. At that date, Orange reported 319 thousand very high speed broadband subscribers.

The following table presents a comparison of our monthly prices for certain triple- and quadruple-play 
offers and those of our competitors.

Triple-Play Quadruple-Play

Bouygues Télécom BBox Sensation Fiber .................

€37.90

€60.89
(1 month free +

3 months reimbursed)
Free Freebox revolution fiber (Iliad) ......................... €37.97 €53.90
SFR Fiber .....................................................................

€40.99
€60.98

(€47.98 for 1 year)
Orange LiveBox Play Fiber ........................................ €42.90 €67.90
Numericable Power 4 Fiber ........................................ €44.90

(€37.90 for 1 year) €53.90

The offers of our competitors noted above do not include CanalSat channels, which must be subscribed 
separately through Groupe Canal+.

In addition, alternative access technologies may be introduced in the future that could further increase 
competition or could lead operators to increase capital expenditure for additional upgrades. Competition, including 
price competition, from these alternative technologies may increase in the future.

Pay-TV

(a) Introduction

The French television market is one of the largest in Europe, with approximately 27 million television 
households and a combined pay television penetration rate of approximately 77% as of December 31, 2013 
(expected to increase to 82% in 2017) (Source: ScreenDigest). Like in other European markets, B2C television 
behavior in France is increasingly focused on digital, innovative, HD, Ultra-HD, 3D-TV and interactive television 
services such as VOD, requiring high bandwidth and bi-directional distribution platforms.

(b) Distribution Platforms

Television signal distribution platforms in France include satellite, IP (DSL/FTTH), our cable network and 
terrestrial systems (i.e., DTT). Viewers who have the appropriate television equipment are able to receive the signal 
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and view the content of approximately 25 television channels for free (i.e., without requiring a subscription) via 
DTT. To receive more channels, viewers must subscribe to pay-TV services. The French pay-television market is 
divided between basic pay-TV, which primarily consists of basic content packages (i.e., DTT channels as well as 
low value-added channels), and premium pay-TV, which consists of package offerings of premium sports, movies 
and other themed channels. Spending for pay-TV services in France is growing with total subscription fees reaching 
approximately €6 billion in 2011 (Source: Digiworld Yearbook 2012). While the established pay-TV operators face 
competition from free television (including DTT) and other pay-TV alternatives (over-the-top television and 
catch-up television), the competitive advantage of pay-TV (high content quality and premium services) and the 
loyalty of the installed customer base lead to strong pay-TV resilience (low price sensitivity and low churn rates). 
As of December 31, 2013, there were approximately 20.6 million subscribers to pay-TV services in France, broken 
down as follows: 49% IPTV, 32% satellite, 12% cable and 7% DTT (Source: ScreenDigest).

We are the second largest operator in terms of pay-TV packages after Canal+ Group; a 100% subsidiary of 
Vivendi. (Source: Group estimates), with approximately 1.140 million subscriptions as of December 31, 2013 
representing a market share in the premium pay-TV market of approximately 15% as of December 31, 2013 
(Source: WCIS). While we distribute our packages exclusively across its cable platform, Canal+ Group distributes 
its packages across all broadcasting platforms: DSL, DTT, satellite, as well as our cable network (in that case 
limited to Canal+’s own channels, known as Les Chaînes Canal+). Canal+ Group offers two complementary 
packages: a premium service consisting of Les Chaînes Canal+; and a multichannel themed service package known 
as CanalSat. These two complementary packages are available via combined or separate subscriptions. Canal+ 
Group has developed numerous value-added services around its packages, such as CanalPlay (on-demand television 
(which is not available by satellite and is therefore available on the Numericable Group’s cable network)), HD and 
multiscreen distribution. As of December 31, 2013, there were 9.5 million subscriptions to Canal+ packages in 
France and French-speaking countries in Africa (Source: Vivendi 2013 results). We have negotiated agreements 
with content providers that enable it to bundle CanalSat packages within its own offerings; its competitors currently 
can only offer CanalSat packages as an additional and separately billed service as CanalSat holds the distribution 
rights to this content for satellite and DSL.

We primarily compete with CanalSat, whose offers have similar content (Canal+ content being exclusive to 
Groupe Canal+). There are several CanalSat offers, including: CanalSat Panorama (approximately 80 channels, 
€24.90 per month), CanalSat Cinema Series (approximately 20 channels, €19.90 per month) and an offering of both 
CanalSat Panorama and CanalSat Cinema Series together (€39.90 per month). There is also the Grand CanalSat 
offer which includes CanalSat Panorama, CanalSat Cinema Series and other options (other channels) for €58.90 per 
month (€64.90 per month with adult channels). The channels Foot+, beIn Sport and the VOD Pass are not included 
but may be added.

(i) Cable

We are the sole major cable operator in France. There are also small regional cable operators that 
collectively represent less than 1% of the French cable networks in terms of total homes passed. Cable network 
operators generate revenues principally from subscription fees paid by customers for the services provided. We 
believe that the direct access we have to customers allows us to serve them better, as we can identify and fulfill their 
demands for specific products and services more easily and on a local basis. Services provided via cable networks 
are characterised by easy-to-use technology, the efficient installation of customer equipment and the reliability of a 
protected signal delivered directly to the home. Cable television subscribers are able to access customer services 
provided by the cable provider on demand. Cable also offers subscribers a high quality service, including excellent 
picture quality, multiple HD channels, 3D compatibility and VOD offerings.

Given the trend towards offering bundled media and telecommunications services, the market share of 
cable television distribution is expected to benefit from cable’s ability to deliver triple-play services with high 
bandwidth, high speed and bi-directional capacity.

(ii) Satellite

Satellite plays a substantial role in the French television market, especially among premium products. 
Satellite subscribers can receive “free-to-air” or pay satellite television. Satellite operators distribute digital signals 
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nationally via satellite directly to television viewers. To receive programming distributed via satellite, viewers need 
a satellite dish, a satellite receiver and a set-top box. They also require a smart card for subscription-based and 
premium television services distributed via satellite. Satellite providers of free-to-air services do not have any 
relationships with viewers and therefore do not receive any subscription or other fees from them.

Satellite distribution has a number of competitive advantages over cable television services, including a 
wider range of programs available in a wider geographic area, especially rural areas. Conversely, satellite is less 
widely available in urban areas due to restrictions on the installation of satellite dishes. In addition, current 
equipment technology is not equipped for interactive televisions services, such as VOD, via satellite. In addition, 
while satellite operators can team up with providers of broadband Internet and fixed-line telephony services, they are 
unable to directly supply all the products in a triple-play bundle, putting them at a significant disadvantage as 
compared to cable or DSL operators who are able to provide all three services through their networks. We believe 
that satellite has the following additional disadvantages compared to cable: (i) higher up-front cost of procuring and 
installing a satellite dish, as compared to the “plug-and-play” convenience of cable; (ii) the lack of a regular 
maintenance service, which cable network operators offer to their subscribers; and (iii) the vulnerability of satellite 
reception to external interference, such as adverse weather conditions.

(iii) DSL

Following the Transactions, the Numericable Group will be addressing the Pay-TV Market through both 
Numericable’s cable and fiber based offers and SFR’s DSL-based offers.

Our triple- and quadruple-play offerings on Numericable’s cable and fiber network compete mainly with 
the DSL-based offerings of Orange, Free (Iliad) and Bouygues Télécom which currently provide television services 
to customers connected to the Numericable Group’s network utilising DSL broadband Internet connections, and 
with CanalSat, which delivers premium television packages through the networks of Orange, Free (Iliad), SFR and 
Bouygues Télécom. Orange, Free and Bouygues Télécom currently have high market shares in the high speed 
broadband market in France and have a broad potential customer base (covering, in the case of Orange, its local loop 
and, in the case of Free, the portion of Orange’s local loop that has been unbundled), we believe that the superiority 
of its technology in terms of quality, reliability and variety of content will allow it to challenge their positions in 
coming years in the areas where we have deployed our fiber/cable network. Following the Transaction, we will also 
be able to compete with these DSL offers using SFR’s close to nationwide DSL coverage of the French territory. We 
believe that DSL-based television presents a disadvantage compared to cable: adding television services over a DSL 
network strains the network and decreases the amount of spectrum bandwidth available for other service offerings, 
particularly bandwidth-intensive broadband. Under currently available technology, we believe that DSL-based 
triple-play providers such as Orange and Free (Iliad) will have difficulty providing the same level of services that 
can be provided over fiber/cable networks (in particular, viewing of multiple TV/VOD on multiple screens; 
TV/VOD simultaneous viewing and recording) without making significant investments in extending fiber closer to 
the subscriber’s home. In addition, Orange, Free and Bouygues Télécom customers must subscribe separately to 
premium channels, such as CanalSat, while these are included in certain of our bundled packages.

(iv) Pay DTT

Our cable television services also compete with DTT providers such as Canal+ Group. Approximately 16% 
of all digital television B2C subscribers in France obtain their service through DTT networks (both free and pay 
DTT) as of December 31, 2013 (Source: ScreenDigest). DTT currently offers only a limited number of channels 
(primarily free television channels) and does not offer any interactive television services, but the image quality 
provided is good.

(v) Other Emerging Technologies

We face increasing competition from alternative methods of distributing television services other than 
through traditional cable networks. For example, websites and online aggregators of content that deliver broadcasts 
“over-the-top” (OTT) of an existing broadband network, such as Amazon and Apple, have already emerged as 
competitors and are expected to become increasingly significant competitors in the future. OTT refers to broadband 
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delivery of video and audio content without the internet access provider being involved in the control or distribution 
of the content itself (limiting its role to IP transfer), in contrast with purchase of video or audio content from an 
Internet provider, such as VOD or an IPTV video service. Outside of France, OTT is popular; for example, in the 
United States, Netflix and Hulu provide OTT content. The full extent to which these alternative technologies will 
compete effectively with our cable television system in France is not yet known. Such providers or other web 
content providers could begin to promote offerings in France and place significant competitive pressure on the 
French market. However, such technologies may also contribute to demand for the Numericable Group’s very high 
speed Broadband Internet access.

Fixed Telephony

Traditional switched voice lines have been declining steadily in recent years as they are replaced by VoIP 
lines. More generally, fixed-line telephony has become a commodity product that is now essentially bundled into 
multi-play packages. Fixed-line services have therefore become dependent on a quality broadband offering. Flat-rate 
pricing for fixed line telephony has become the market standard.

The market for B2C telephony in France also faces pressure from alternative carriers, declining mobile 
phone charges and interconnection rates, as well as alternative access technologies and other methods of Internet 
telephony offered via broadband Internet connections. We expect increasing competition, including price 
competition, in the future.

Mobile Telephony

France is one of the largest mobile markets in Europe with total market revenues of approximately 
20.6 billion euros in 2013 (Source: IDC). As of December 31, 2013, there were 74.0 million total mobile customers 
in France, compared to 70.5 million as of December 31, 2012, representing a 117% penetration rate of the French 
population (Source: ARCEP), a figure that has been steadily increasing in recent years. As a comparison, in 2012, 
mobile penetration of the population was 113%, 117%, 132% and 142% in Spain, the United Kingdom, Germany 
and Italy, respectively (Source: GSMA Mobile Economy Europe). The historically low mobile penetration, coupled 
with the decrease in market prices, has resulted in significant growth in mobile subscriptions. This growth is mostly 
driven by the subscription contract segment, which grew by approximately 8% in volume in 2013 with the prepaid 
contract segment declining by −16% over the same period (Source: ARCEP). The increase in the subscription 
contract segment and decrease in the prepaid contract segment is mainly attributable to operators transferring 
subscribers to potentially higher monthly bills with Internet access and by the launch of very low-cost subscription 
offers by French operators following the entry of Free in the mobile market in January 2012.

(a) Market segmentation

Historically, there were only three mobile network operators in France: Orange, SFR and Bouygues 
Télécom. Iliad was awarded the fourth mobile license in 2009 and it launched a mobile telephony service in January 
2012 under the Free brand. Free’s entry has disrupted the market, with competition intensifying due to Free’s 
aggressive pricing strategy. Before the entry of Free, most of the post-paid contracts were based on limited usage 
(e.g., 4 hours of voice) and subsidized handsets. Free widely introduced “No-frills” packages with no handsets and 
limited outsourced services but providing unlimited voice and data package (3G) at a very low cost (€ 19.99/month 
for its key offer). Other competitors have also introduced low-cost brands such as B&You (Bouygues Télécom) and 
Sosh (Orange). SFR also adapted its strategy by launching its low-cost brand ‘SFR RED’. Free rapidly gained 
market share, reaching approximately 8 million mobile customers as of December 31, 2013, less than two years after 
its commercial launch. This market share gain has been driven by growth of the overall market in volume and by 
market share gains from Orange, SFR and Bouygues Télécom.

The French mobile market is also characterised by a high share of postpaid customers. Postpaid customers 
represented 71% of the French mobile market (excluding French overseas territories) as of December 31, 2013, 
compared to 69% as of December 31, 2012 (Source: ARCEP). In comparison, the share of postpaid customers in 
Spain, the United Kingdom, Germany and Italy was 67%, 54%, 47% and 21%, respectively in 2012 (Source: GSMA 
Mobile Economy Europe). This is mostly due to the substitution of prepaid offers with low-cost postpaid offers, at 
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attractive and low prices (e.g. €2 per month) and a small number of hours of communications (e.g. 2 hours of voice) 
and no Internet.

In recent years, MVNOs such as Virgin Mobile, NRJ Mobile and Numericable have also used the networks 
of mobile operators to sell their own branded mobile products. The migration of clients to MVNOs appears to have 
stabilized, with MVNOs representing a combined market share of 11% of the mobile market in France as of 
December 31, 2013 (Source: ARCEP).

At December 31, 2013, Orange, SFR, Bouygues and Iliad (Free) reported total mobile customers of 
27.0 million, 21.4 million, 11.1 million and 8.0 million, respectively (Source: Companies FY 2013 Reporting), 
while the total number of MVNO customers in the market reached 7.8 million (Source: ARCEP).

(b) Pricing dynamics

In recent years, the increase in competition in the French mobile market has resulted in lower market 
prices. Consequently, the average market ARPU per month has declined by approximately 30% since 2011, driven 
mainly by migration of some post-paid subscribers to no frills offers. Following this drop, mobile prices in France 
are among the lowest in Europe. France currently has the lowest mobile prices for comparable offers among major 
operators including low-cost products, including unlimited calls, unlimited SMS/MMS, Internet 1, 2 or 3 Go, no 
subsidy, in each country (KPN, Vodafone in the Netherlands; Orange and Play in Poland; Proximus 5GB offer, Base 
and Mobistar in Belgium; Swisscom, Sunrise and Orange in Switzerland; Movistar, Orange and Vodafone in Spain; 
Tim and Vodafone in Italy; T-Mobile, Vodafone and O2 in Germany; O2, Vodafone and EE in the United 
Kingdom); for France Red, Sosh, B&You and Free offers at 19.99€. The mobile prices in France are particularly 
low when compared to the low density of population in France, requiring significant investments to meet nationwide 
geographical coverage. France has 52 households per square kilometer compared to respectively 114,114,153,179 
and 85 households per square kilometer for the United Kingdom, Germany, Belgium, the Netherlands and Italy, 
providing a disconnect between pricing levels and the investments required to roll-out capex intensive networks.

(c) 4G / LTE

The French market has historically lagged behind other European markets in terms of mobile data 
consumption. Despite the high concentration of postpaid users, historically the market has been slower to embrace 
data services. Recently, this trend has changed as operators start to launch aggressive 4G mobile offers.

Free was the first operator to introduce 4G at no additional charge in December 2013. However, Free did 
not proceed with any price cuts as it did for its 3G offers. Free (Iliad) currently has limited capability to deliver 4G 
on a nationwide basis, given it has no spectrum in the 800 Mhz band. Other operators in the market have aligned 
their 4G prices with Free’s, with all MNOs, including SFR, now offering similar all-inclusive 4G packages at the 
€20 per month starting price point.

(d) Mobile Termination Rates

Mobile termination rates (“MTRs”) have been reduced by regulators across Europe. In France, ARCEP 
announced in 2011 it was going to further reduce mobile termination rates (symmetrically for the main operators, 
Free was not included as it had yet to launch commercial operations). At the end of June 2011, Orange and SFR 
were charging €0.03 per minute while Bouygues was charging €0.034. The new regulation required operators to 
reduce the rate to €0.02 per minute from 1st July 2011, €0.015 from 1st January 2012, €0.01 on 1st July 2012 and 
finally to €0.008 from 1st January 2013. As a result, France has the lowest MTRs in Europe with limited room for 
further MTR reductions; as a comparison, the average MTR in Europe is €0.0258 (Source: Body of European 
Regulators for Electronic Communications).

(e) Mobile spectrum and network coverage

Generally, spectrum licenses in France are generally for a period of 20 years and operators can only use the 
technology designated in the licence on each spectrum band. This limitation prevents Free (Iliad) from offering 
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competitive 4G service on a nationwide basis, as it is only able to use its 2.6GHz spectrum for 4G. Other operators, 
including SFR, have very similar positions across the spectrum bands, allowing them to compete effectively with 
each other across all technologies. The most recent spectrum auctions in France were the 800MHz auction in 
December 2011 and the 2.6GHz auction in September 2011.

B2B Market

Following the liberalization of the French telecommunications market in 1996 a large number of 
telecommunications operators entered the B2B market segment, offering fixed-line telephony services, fixed-line 
Internet access, data access links and, more recently, cloud computing. Over the last few years, industry-wide 
consolidation has drastically reduced the number of competitors in these segments. The medium-sized and large 
B2B market is highly competitive, with key market participants being Orange, SFR and Completel. The same 
participants and some smaller players such as Colt and Bouygues Télécom compete mainly on the medium-sized 
business segment. The market for small businesses is dominated by the historical operator, Orange.

The expectations of B2B customers differ from those of B2C customers, in particular with respect to the 
need for reliable and symmetrical bandwidth speeds (i.e. high speeds for both downloading and uploading). B2B 
customers require service to be extremely reliable and to be re-established within short timeframes if there is any 
disruption (failing which financial penalties typically apply). B2B customers also generally require symmetrical 
bandwidth speeds, while B2C customers are usually satisfied with asymmetrical speeds providing higher 
downloading speeds and slower uploading speeds. B2B customers also require higher security and are in a position 
to impose monetary and other penalties on providers for failure to meet contractual requirements. These 
requirements have an impact on the technological solutions offered to B2B customers and support higher prices in 
the B2B segment.

We expect next generation services and data consumption to increase (chart does not include mobile 
segment data):

CAGR: compound annual growth rate.

Voice

The B2B segment for voice services is extremely price sensitive, with sophisticated customers and 
relatively short-term (one year) contracts. The ability to compete effectively is partially a function of network 
capillarity, and certain of our competitors have a more extensive and denser network.
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In recent years, the B2B market has experienced a structural shift to VoIP services from traditional
switched voice services.

Data

In the B2B segment for data services, the capacity to transport high amounts of data and access to the latest 
technologies are very important to customers. In the data market, consumption has increased significantly and 
customers currently often seek combined infrastructure and software solutions.

Price pressure is high in this competitive market. Conversely, data consumption has increased significantly. 
We expect a continued increase in B2B demand for data services and bandwidth due in particular to the following 
factors:

• the convergence of voice and data services, such as VoIP, which results in increased demand for 
resilient network solutions;

• the centralization of IT hardware of multisite enterprises, including servers into one single location per 
enterprise, which increases connectivity needs of the peripheral sites of such enterprises;

• the emergence of new business applications, such as videoconference;

• larger corporates’ demand for faster access, increased virtualization, data centers and increased 
security services;

• increasing digitalization at public administrations;

• increased use by medium-sized companies of complex data products, such as cloud computing; and

• increased use by businesses of internal wireless networks.

Customers are currently seeking maximum optimisation and rationalisation of their needs through the use 
of data centers. Large corporates tend to seek dedicated network solutions in order to control their service chain 
from end to end and often have their own infrastructure. Medium sized corporates are more likely to seek 
“infrastructure as a service” (IaaS/cloud) solutions for their data availability, storage and security needs. 
“Infrastructure as a service” can now provide such corporates with data storage and backup solutions that would 
otherwise be too expensive. While medium-sized corporates expect providers to provide tailored and secured 
infrastructure up to the “middleware” level, small corporates tend to prefer a packaged solution such as “software as 
a service.” We now compete with software and other IT providers of data and network solutions, and the frontier 
between them and providers of infrastructure and data solutions such as us is increasingly blurred. Partnerships 
between IT and infrastructure providers are increasingly common and are another source of competition.

Customers

The B2B segment is also defined by the different needs of customers, which vary depending on the size of 
the company. Large corporates are sophisticated and highly price-sensitive customers. Speed, capacity, security and 
reliability are also very important to these customers. They tend to unbundle services and put them out to tender 
frequently. Smaller companies are more apt to bundle and place a premium on provider proximity.

We estimate that the size of the large corporates market (those with more than 1,000 employees), 
medium-sized companies (between 20 and 1,000 employees) and SOHOs in 2012 was, respectively, €3.1 billion, € 
3.4 billion and €0.7 billion. We believe that the French large corporates market includes approximately 1,900 
entities, approximately 155,000 sites (approximately 80 sites per large corporate), and a monthly average value per 
contract of approximately €130,000. We believe that the French midmarket includes approximately 290,000 entities, 
approximately 507,000 sites (less than 2 sites per medium-sized company), and a monthly average value per 
contract of approximately €1,200.
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In 2013, SFR entered into exclusive negotiations to acquire B2B operator Telindus, with the objective to 
enhance its capabilities as provider of next generation B2B services in France.

Wholesale Market

The wholesale telecommunications market comprises three sectors: wholesale voice carrier services, 
wholesale data carrier services and wholesale dark infrastructure services. The wholesale voice carrier services 
segment includes fixed and mobile termination and interconnection services for operators with no or limited 
switched voice network capillarity. The wholesale data carrier services segment includes transporting data for 
operators with no or limited data network capillarity. The new wholesale dark infrastructure market is developing, 
based on the selling of fiber connections without any related voice or data services. This business is growing in 
connection with the roll-out of FTTH and 4G and involves principally horizontal fiber links and backhauling.

In France, the wholesale telecommunications market is dominated by Orange and SFR with their market 
shares varying by segment. SFR has a strong presence in the voice wholesale segment. In the data wholesale 
segment, Orange dominates, with local operators playing a significant role. In the fiber wholesale segment, Orange 
is the clear leader with a market share of approximately 70% as of December 31, 2012 (Source: Numericable Group
estimate).

• Voice. The wholesale market for voice services is highly volatile. Operators generally seek tenders 
each year and choose the provider based solely on availability and price, as there is little to no 
difference in the quality of service among operators with respect to voice services. Competition is 
therefore based primarily on price and network capillarity, as well as on operators’ flexibility and 
ability to offer tailored solutions. Pricing in the voice wholesale segment is generally “cost plus,” with 
the interconnection cost set by the ARCEP. Regulated interconnection costs have decreased as the 
telecommunications industry has matured. See “Regulatory Overview—Regulation of Electronic 
Communications Networks and Services—The European Regulatory Framework for Electronic 
Communications.” In addition, this segment has been significantly affected by the development of full 
MVNO agreements between network and virtual operators. These agreements have affected the flow 
of traffic and led to an increase in fixed to mobile volumes, which generate higher wholesale prices. In 
particular, Free’s arrival in the mobile market in January 2012 has led to a significant increase in 
mobile to fixed and mobile to mobile volumes.

• Data. The wholesale market for data services is less volatile than the voice market. Competition is 
based primarily, in addition to price, on service quality and technological advancement.

• Fiber Infrastructure. The wholesale market for dark fiber infrastructure is more open than the 
wholesale voice and data carrier, as providing it does not require having a dense, national network and 
does not include any services that would require technical expertise. For example, certain cities in 
France have built their own local fiber networks and are therefore wholesale infrastructure providers 
(i.e., they rent out the fiber to telecommunications operators).

Growth in the wholesale market is driven by growth in demand for network capacity, which has increased 
significantly in recent years.

Another trend in the French market is the development of public/private partnerships between local 
authorities and infrastructure players for the installation or upgrade of FTTB networks or the deployment of 
FTTH/FTTO vertical networks. We have already been and hope to be selected as the entity in charge of building 
certain new networks or in charge of upgrading existing networks. 

Operators and consortiums of operators and construction companies have also started deploying FTTH 
vertical fiber networks in apartment buildings in order to lease the use of such networks to other telecommunications 
operators as “building operators” (opérateurs d’immeubles), including through public/private partnerships with local 
authorities. We operate in this area based on its bulk business relationships, as it is a way to retain and build 
customer relationships.
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Israel

Macroeconomic Overview

We operate a significant portion of our business in Israel, which had a population of approximately 
8.2 million and approximately 2.2 million households. According to the IMF, between 2009 and 2012, the 
population of Israel grew at an average rate of 2.2% per annum and is expected to continue to grow at an average 
rate of 2.2% per annum from 2012 to 2016, thus providing a natural floor to expansion in the number of inhabitants 
and households, the target market for our cable based and mobile services.

Israel has a developed market economy. In 2010, Israel joined the Organisation for Economic Co-operation 
and Development (“OECD”) and in 2012 had a GDP per capita (based on purchasing power parity) of €32,312, 
compared to other European countries such as €39,028 for Germany, €35,548 for France and €36,941 for the UK, 
according to the IMF. Since 1991, Israeli real GDP has grown at a rate of 4.4%. This compares favorably as against 
the average real GDP growth rate in other European countries such as 1.3% for Germany, 1.5% for France and 2.3% 
for UK and of 2.6% in the U.S. in the same period. During this period, Israel faced a decline in real GDP for only 
two years, in 2001 and 2002. Since the beginning of the global economic slowdown in 2007, the Israeli economy 
has witnessed a high level of resilience: Israeli real GDP has grown at an average rate of 3.6%. Israel maintains a 
sovereign A+ and A1 rating from S&P and Moody’s, respectively. Israel’s real GDP is expected to grow at an 
average rate of 3.6% per annum from 2012 to 2016 versus an average of 1.5% for the UK and 1.0% for France 
according to the IMF. Israel also enjoys high levels of literacy, life expectancy and disposable income as attested by 
it being ranked at 16 on the Human Development Index (“HDI”), ahead of countries such as Belgium, France and 
Austria. Israel’s economy is diversified and competitive on an international platform with a significant level of 
exports focused around high-technology equipment, cut diamonds and agricultural products. Israel usually posts 
sizable trade deficits, as it imports crude oil, grains, raw materials, and military equipment, predominately offset by 
tourism and other service exports, as well as significant foreign investment inflows, which contribute to the balance 
of payments, and a relatively stable currency.

Evolution of the EUR / NIS Exchange Rate over the last 5 Years

Source: Datastream

Industry Convergence

The Israeli media and telecommunications markets have, over the past several years, slowly been 
converging as customers were inclined to subscribe to their media and telecommunications services from a single 
provider. Israel currently has relatively high estimated penetration rates for pay television, broadband Internet 
infrastructure access and mobile telephony of 65%, 68% and 126%, respectively, according to IHS Screen Digest, 
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which compares favorably against Western Europe. This environment fosters a market for packaged offerings or 
“multiple play”, whereby television, broadband Internet infrastructure access and fixed-line telephony services are 
bundled into integrated offerings referred to as “dual-play” or “double-play” (two services provided together), or 
“triple-play” (three services provided together). When mobile telephony subscriptions are added to “triple play” 
packages, these are known as “quad-play” or “quadruple play” packages, but currently such packages are prohibited 
by law in Israel under certain operators’ licenses, including ours.

Side by Side Comparison of Bundles in Israel

The only operator currently offering triple-play packages including pay television, broadband Internet 
infrastructure access and fixed-line telephony in Israel is HOT, with approximately 40% of its Cable Customer 
Relationships subscribing to its triple-play offerings, as of December 31, 2013. While convergence has occurred at a 
relatively fast pace in a number of Western European markets, notably in France and in the UK, a series of 
regulations, notably those affecting the integrated telecommunications operator Bezeq’s ability to bundle products, 
have historically prevented such convergence to occur en masse in Israel, and still are a significant impediment to a 
broader convergence. On March 26, 2014 the Israeli Anti-Trust Commissioner approved the merger between Bezeq 
and YES and we forsee that following such decision, Bezeq will begin to offer triple-play in the near future. We 
believe that offering bundled services allows media and telecommunication service providers to meet customers’ 
communication and entertainment requirements, increases customer loyalty and attracts new customers as the value 
proposition of the offering is enhanced.

Competitive Overview

Below is an overview of HOT’s main competitors in Israel

Cable-based Services Market Shares by Subscribers in Israel (2013)

Source: Company filings
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(1) Others include Netvision, Partner/Smile and others, all with relatively small market shares

1.1. Pay Television

Introduction

Israel’s primary television platforms are dominated by pay television with relatively limited penetration of 
free platforms such as terrestrial television or free DTH. As a result of the free to air platforms being relatively 
unattractive given access to only 6 channels offered by DTT and limited local content for free DTH, Israel’s pay 
television market currently has an estimated penetration level of approximately 65% compared to 56%, 77%, 82% 
and 84% in Western European peers Germany, France, Finland and Portugal respectively according to IHS Screen 
Digest. The Israeli pay television market has been stable by the number of subscribers since 2009 at approximately 
1.5 million subscribers. Similar to Western European markets, television consumer behavior in Israel is currently 
focused on digital, innovative, HDTV and interactive television services such as VoD and “start over”.

Israel Pay TV ARPUs vs. Peer Countries

Most Israeli households subscribe to pay television packages via cable or satellite, mostly digital, provided 
by HOT and YES, an associate of Bezeq, respectively. Free DTT service started in 2009 but has achieved a limited 
primary penetration of TV households of approximately 13% based on IHS Screen Digest’s current reports, 
although we believe these numbers include numerous Haredi or ultra orthodox Jewish households who do not watch 
television. The established pay television operators face competition from free television (including DTT) and 
alternative ways of accessing television channels (such as “over-the-top” (“OTT”) television), the competitive 
advantage of pay television via cable or DTH (reliability, image quality, diversified international and local language 
content and the ability to offer advanced interactive services among others) and the loyalty of the existing customer 
base lead to the pay television industry having relatively stable subscription revenues when compared to other 
countries where competition from other platforms is more prevalent. As of December 31, 2013, the Israeli pay 
television market had 1.5 million subscribers, 59% of which accessing through cable (HOT) and 41% through 
satellite (YES).

The penetration of pay television could increase in the coming years as cheaper packages with fewer 
channels have been recently introduced by HOT and YES.
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Source: Company information and Bezeq website

Cable

HOT is the sole cable operator in Israel with a network covering nearly all Israeli homes—a unique 
situation in OECD countries-and generates revenues principally from subscription fees paid by customers for the 
services provided. HOT co-develops and co-owns a number of popular shows, movies and series. It offers a number 
of proprietary channels as part of its packages giving them a competitive advantage. Cable’s share of the pay 
television market has remained relatively stable over the last three years at approximately 60% with total pay TV 
subscribers also remaining relatively stable.

Satellite

Satellite television is the main alternative to cable television in Israel. Television viewers can receive 
“free-to-air” or paid satellite television, which is offered by YES. Satellite’s share of the pay television market has 
remained relatively stable over the last three years at approximately 40%. The ARPU generated by satellite 
television customers has historically expanded at a slower pace than cable ARPU, with forecasts showing some 
compression for 2013, while cable ARPU is expected to expand, according to IHS Screen Digest, based upon on the 
digitalization and the emergence of a broader offering of channels and additional services.

DTT

Subscribers are also able to receive television services through DTT, an alternative way of watching certain 
television channels. Current penetration rates of DTT are low due to several reasons: (i) DTT currently offers access 
to six channels only, (ii) there is no access to premium or thematic content, such as sports, movies or children’s 
programming, (iii) DTT has no interactive functionalities such as VoD or “start over”, (iv) DTT has limited capacity 
to transfer significant number of channels simultaneously and (v) the quality of its transmission can be affected by 
weather. DTT could become more attractive in the future as a total of two multiplexers (MUXes) allowing for 18 
channels have recently been approved by the Israeli government and are being rolled out. The Ministry of 
Communications expects that in 2014 the DTT platform will offer 18 channels, up from six, for free. The expanded 
service will use three multiplexes up from the current one. However, we believe that cable television will maintain 
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its advantage over DTT as the increase in the number of channels does not fundamentally address some of the key 
customer requirements such as interactivity and ability to choose individualized content packages, and DTT 
channels have struggled to be successful without the revenue generated by customer subscription charges.

Other Emerging Technologies

We face a growing but limited competition from other technologies in Israel when compared to the 
European markets. Our incumbent competitor is currently lobbying to offer IPTV which is currently prohibited by 
law. Other players, such as websites and online aggregators of content that deliver broadcasts “over- the-top” of 
existing broadband Internet networks may become significant competitors in the future. The full extent to which 
these alternative technologies will compete effectively with our cable television system is not yet known; however 
we believe that the international IPTV market will have difficulty impacting the Israeli multichannel TV market due 
to various reasons, including the (i) availability of certain local language content available through cable or satellite 
only, (ii) quality of the signal on certain DSL-enabled connections located far from exchanges, (iii) inability to 
access HDTV content on most DSL connections during peak times and (iv) ability of cable operators to bundle pay 
television with other fixed-line products.

1.2. Broadband Internet

Introduction

Israel is a mid-sized broadband Internet market based on penetration compared to the large Western 
European or North American peer countries, with approximately 2.0 million broadband Internet subscriptions 
(residential and business) as of September 30, 2013. The current broadband Internet penetration rate in Israel (being 
the number of broadband Internet subscriptions per 100 households in Israel) is above the Western European 
average of 63%. The broadband Internet penetration rate in Israel is 68% according to IHS Screen Digest, compared 
to 65% as of December 31, 2009. This level is above the Western Europe average of 66% and the level observed in 
Italy (52%), Portugal (57%), and Germany (62%).

Broadband Internet in Israel is uniquely structured as households wishing to subscribe to broadband 
Internet are required to purchase an Internet access service from a licensed Internet Service Provider (“ISP”) and a 
broadband Internet infrastructure access service from HOT or Bezeq, the only telecommunication operators which 
own a nationwide physical fixed-line infrastructure.

Side by Side Comparison of Cable-based Services Offerings in Israel

HOT (Cable) Bezeq (xDSL / DTH) DTT

 Up to 100Mb/s download speed 
advertised

 Up to 60-100Mb/s download speed 
advertised

x No Internet

 Up to 2Mb/s upload speeds  Up to 1Mb/s upload speeds
 Effective speed advertised is 

typically achieved
x Effective speed advertised based on 

an ‘Up to Basis’

Broadband Internet Infrastructure Access

Currently HOT and Bezeq are the only fixed infrastructure owners nationwide. HOT uses cable, while 
Bezeq’s network is mainly composed of DSL technology, although it is currently also building out a fiber network. 
Growth in the Israel broadband Internet infrastructure access market has been driven by (i) the number of 
subscribers to broadband Internet infrastructure access increasing steadily from 1.8 million in 2010 to 2.0 million in 
2013, and (ii) a significant growth in broadband Internet ARPUs.

Bezeq, through DSL, is the leading broadband Internet infrastructure access provider in Israel, with 
1.3 million subscriptions as of September 30, 2013 including business and residential customers. Based on our 
estimates, HOT and Bezeq have approximately 50% market share when business customers (which HOT does not 
address) are excluded. Including business customers, Bezeq represents approximately 63% of the total broadband 
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Internet infrastructure access market by total number of subscribers as of December 31, 2013, which has remained 
relatively stable over the last three years.

Based on the company’s public filings, Bezeq is currently rolling out a Fiber- to-the-Cabinet (FTTC) 
infrastructure and provides advanced network services such as Next Generation Network, an advanced 
communication network covering over 98% of Israeli households.

On August 29, 2012, Bezeq announced it has decided to broaden the deployment of the optical fibers so 
that they will arrive as close as possible to the customers through Fiber-to-the-Home (FTTH) or 
Fiber- to-the-Building (FTTB), to form the basis for the future supply of advanced communication services and with 
greater bandwidth than currently provided. In August 2013, Bezeq announced it had deployed FTTH to 200,000 
households and businesses in Israel and that it was planning to reach more than 400,000 homes and businesses with 
fiber by the end of 2013.

Our ability to offer the highest speeds in Israel on a large scale allows our customers to connect several 
devices (such as computers, tablets and smartphones (via Wi-Fi connection)) simultaneously without impairing the 
quality of television signals or the speed and quality of the Internet connections. We believe that this differentiates 
us from our nearest competitors.

Over the last three years, our market share of the overall broadband Internet infrastructure access market 
has remained relatively stable below 40%.

ISPs

There are numerous ISP providers in Israel, although Netvision (a subsidiary of Cellcom), 012 Smile (a 
subsidiary of Partner Communications) and Bezeq accounted for approximately 98% of the total subscriptions. As 
of June 30, 2013, Netvision was the largest provider with a market share of 31.0%, Bezeq had a market share of 
38.0% and 012 Smile had a market share of 28.6%, according to IHS Screen Digest.

The ISP subscription varies depending on numerous parameters such as the speed of access, the ISP 
provider or the broadband Internet access infrastructure which the customers use to purchase their access to the ISP 
subscription from. In February 2012, we launched an ISP product, through our subsidiary HOT Net, priced at a flat 
rate of NIS 20 per month irrespective of the speed or the package, a significant discount to the prices offered by 
competitors. We have been able to grow our market share since the launch of our ISP product to approximately 
10%, with approximately 220,000 subscribers and total connections of 2.1 million. Recently, ISP providers have 
experienced fee pressure as broadband Internet infrastructure companies increase access fees.

1.3. Fixed-Line Telephony

As of December 31, 2013, there were approximately 3.3 million fixed- line telephony lines in Israel. 
Subscribers to fixed-line telephony services include households and enterprises. The number of lines has been 
declining slowly since 2010, which is in line with most Western European countries where fixed-line penetration of 
households has declined on the back of an increase in number of individuals who use mobile phones only. Bezeq, 
the incumbent fixed-line telephony service provider in Israel, is the largest provider of fixed-line telephony services, 
with 2.2 million fixed telephony lines or approximately 67% market share as of December 31, 2013. Also in line 
with Western European trends, the incumbent, Bezeq, saw a decline in its market share over the past years. In 
addition to Bezeq and HOT, who are by far the largest operators, fixed-line telephony can also be purchased from 
VOBs who cumulatively hold approximately 12% of the market share. As of December 31, 2013, HOT had 
approximately 30% of the fixed-line telephony market share.

Fixed Line Telephony Subscribers and Market Share Among Top Two Israeli
Players Since 2010
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(1) HOT market share illustratively based on HOT and Bezeq total markets shares.

The market for residential telephony in Israel faces pressure from alternative carriers, declining mobile 
termination and interconnection rates, as well as alternative access technologies such as Voice over Internet Protocol 
(VoIP) (e.g. Skype). In recent years, fixed-line telephony services have been largely a commodity and uptake has 
become increasingly dependent on a quality broadband Internet offering by the same provider. Fixed-line telephony 
is increasingly included in bundles which benefit HOT as a result of its ability to provide attractive bundles 
offerings. Fixed-line telephony has experienced some price erosion over the past few years, partly driven by a 
reduction in termination fees and pressure from to bundle discount, and resulted in the decline in Bezeq and HOT’s 
fixed-line telephony ARPUs.

1.4. Mobile Telephony

As of December 31, 2013, there were approximately 9.9 million mobile telephony customers in Israel 
(excluding MVNOs), and the penetration as of 2012 was estimated to be 126%, according to IHS Screen Digest, 
broadly in line with countries such as Switzerland, Great Britain, Belgium and Germany. As of December 31, 2012, 
approximately 70% of the customers were “post-paid” (purchased subscriptions rather than pre-paid cards fixed 
number of minutes of use), according to IHS Screen Digest. On average Israeli mobile phone users spent 
approximately €19 per month (excluding VAT) on their mobile telephony services in 2012, according to IHS Screen 
Digest, a relatively modest figure when compared to most Western European and US markets.

2012 Israeli Cellular Telephony Penetration vs. Western European and US


