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The Japan Fair Trade Commission held interviewh vatated companies regarding the
dealing practices for the mobile phone market, tgamterms of promoting the entry
of new mobile virtual network operators (MVNO), aesamined issues concerning
competition policy in the mobile phone market ighli of a series of initiatives
implemented by the Ministry of Internal Affairs a@dmmunications.

1. Background of Examination

The telecommunications businesses, including maifilene-related businesses, play a
role in laying the industrial foundations for inasing productivity and creating new
businesses. In addition, the number of mobile pltmmgracts per capita exceeds one. In
this situation, communications services are noverdss for daily life, and there has
been a growing shift from feature phones to smartph in recent years.

In the mobile phone market, it is important to patencompetition in order to achieve
lower communications service fees, terminal pri@ed service diversification through
stimulating the creative initiative of enterprid®s means of market mechanisms. That
is, active competition will enable users to be freselect terminals in accordance with
their needs, choosing from among a wide varietyeo¥ices, including communications
services, and price plans.

Meanwhile, because only a limited number of opesatwe able to receive radio wave
allocations due to the limitations and scarcityraflio waves in the mobile phone
market, it is not easy to promote competition tigtothe new entry of mobile network
operators (MNO). It is therefore particularly imgort to create and develop a
competition environment where MVNOs, which provideobile communications
services by utilizing radio wave allocated to MN©an compete as market players.

For issues concerning competition policy in the i@ophone market, it is necessary not
only to promote competition for communications caats, on the whole, by correcting
the sales methods of MNOs in terms of encouradiegnew entry of MVNOSs, but also
to promote competition for manufacturing and sellimobile terminals (including



applications and OS) by correcting the dealing tzas of MNOs and terminal
manufacturers.

2. Issues Concerning Competition Policy in the NBhone Market
(1) Issues in the Communications Services Market
1) Separation between communications contractseandnal sales

Currently, the sales of terminals at sales agermieshased on the premise that users
should enter into communications contracts (new amatinuous) with MNOs, and
terminals are unavailable separately. There is uairt integration between
communications service provision and terminal salégs package sale is based on a
sales method that is able to achieve real ternpnaks of zero or close to zero by
discounting the large part of terminal prices fromanthly communications fees if users
continue their communications contracts for a cenperiod of time. The contracts that
involve MNOs, agencies and users are so complictitatdit is not always easy for
users to thoroughly understand the contracts.

In the present situation, the employment of thesahethod of MNOs’ significantly

discounting terminal prices from communicationssfg@aces the terminals sold by
MNOs in an advantageous position relative to Sibkfrsmartphone terminals
(including terminals provided by MVNOS) in terms ugers’ choice of terminals. As a
result, MNOs can gain a competitive advantage dW&NOs in communications

service deals.

Accordingly, it is desirable to review the abovemn@med sales method in terms of
competition policy.

Given the situation in which terminals sold by MNkxs/e a share of more than 90% of
the terminal market and the aforementioned salethadeis employed by MNOs
respectively and parallelly, if the sales methogbeshes the new entry of MVNOSs or
cause difficulties to the business activities of NI¥s, it may cause problems in terms
of the Antimonopoly Act (private monopolizationgcet In this case, even if MNOs do
not communicate their intentions to each otheriadtvidual MNOs make decisions on
their own, their respective actions may cause jroblin terms of the Antimonopoly
Act.

2) SIM lock



In most cases, MNOs limit the use of the termirtlaésy sell by placing restrictions on
the use of other communications services (SIM ldokallowing users to obtain access
to communications services provided by specificrafmes only when specific SIM
cards are inserted into the terminals.

SIM lock prevents users from entering into new camioations contracts with
MVNOs and other MNOs by using terminals they alseatvn (without buying new
terminals), and increases switching costs. SIM lbels the effect of impeding the
competition among MNOs and between MNOs and MVNOs.

Accordingly, it is desirable for MNOs to avoid apiplg SIM lock setting to terminals in
terms of competition policy. In addition, if SIM dk setting prevents competing
operators from entering into contracts with usgnsiay cause problems in terms of the
Antimonopoly Act (private monopolization anihterference with a competitor's
transactions, etc.).

3) Contract period restriction and contract withtomoatic renewal (the so-called
“two-year restriction”)

MNOs provide users with a payment plan that inveldescounting the basic monthly
fees by approximately 1,500 yen (hereinafter refitrto as the “two-year contract
plan”) on the condition that they will continue b® subject to a communications
contract for two years. Unless a user makes a stqaecancel this contract, it will be
automatically renewed. If a user hopes to canaal tlwo-year contract plan, they do
not have to pay a cancellation fee if the candellamonth falls 24 months after they
entered into the contract on the basis of calauathe first month as the period from
the date of application of the contract to the test of the following month. However,
users are required to pay a cancellation fee d®yen in all months other than the
renewal month.

Generally speaking, the parties to the contractishbe free to determine whether the
contract period will be long or short, whether ot nancellation fees should be paid for
cancellations before maturity and the specific am@that should be paid in such case.
On the other hand, it is undesirable to try to @ousers by forcing them to pay unjust
high cancellation fees for cancellations before iegturity of long-term contracts in
terms of competition policy.

Accordingly, it is desirable not to collect caneéibn fees for cancellations before



maturity from users or to minimize contract caretidn fees even if users have to pay
such fees, and to introduce clearer and simplereghares for contract cancellations in
terms of competition policy.

In addition, if MNOs propose a long-term contratctedatively low fees to users and set
unjust high contract cancellation fees that makdifficult for users to cancel the
contracts before maturity, this may cause problemerms of the Antimonopoly Act
(private monopolization and interference with a pefitor's transactions, etc.).

4) Access to MNOs’ communication networks, etc. RAHSS)

Currently, MNOs are not required to open home locategisters (HLR) / home
subscriber servers (HSS), which are databasesdaweyand manage and which are
essential facilities for managing customer inforiorat such as mobile phone numbers,
terminal locations and users’ contract statuses.

If HLR/HSS owned and managed by MNOs are openeditabdcomes possible to
connect HLR/HSS whose equipment MVNOs procure, ewd manage with MNOs’
networks, MVNOs are expected to issue original Sidfds. If MVNOs can issue
original SIM cards, they will be able to respondtie needs of multiple MNOs both in
Japan and abroad, and to provide services for loT.

Because MVNOSs’ ownership and management of HLR/ld8$heir own will make it

possible to provide new services and promote cabgpetthrough more diversified
services in the mobile phone market, the openingld?/HSS by MNOs is desirable in
terms of competition policy.

If MNOs place some necessary restrictions, suchteabnological standards, on
MVNOs as the conditions for opening HLR/HSS, itlwibt cause immediate problems
in terms of the Antimonopoly Act. If the standardk such conditions impede the
introduction of new services by MVNOs beyond actuatessity, however, it may cause
problems in terms of the Antimonopoly Act (refusélrade , etc.).

(2) Issues in the Terminals Market
1) Installment plan-based contracts to buy ternsinal

In most cases, when users buy terminals sold by Mf\@n agencies, they pay through
contracts on an installment plan provided by MN&ept for corporate purchases.



For installment plan-based contracts provided by@dNthey use specific fixed total
prices of installment plan-based contracts thay #er into with users for individual
terminal models, except for point discounts thatytiprovide directly to users. This
makes it impossible for agencies to change thd prtees of installment plan-based
contracts provided by MNOs in accordance with thiérg) prices they set themselves,
or to reduce the total prices of installment plasdd contracts in response to partial
payments from users for the majority of users wipehto buy terminals by using
installment plan-based contracts provided by MN@As.a result, it is difficult for
agencies to sell terminals at prices other thartdted prices of installment plan-based
contracts fixed for individual terminal models.

If MNOs virtually restrict agencies’ selling price$ terminals by fixing the total prices
of installment plan-based contracts, it causeslpneb in terms of the Antimonopoly
Act (resale price restriction and trading on resitre terms).

In addition, if the price level of the terminals likely to be maintained by MNOSs’
restricting agencies’ selling prices or advertisetaeand their display methods for
selling prices, or by terminal manufacturers’ dothg same to MNOs and agencies, it
causes problems in terms of the Antimonopoly Aet#éte price restriction and trading
on restrictive terms).

2) Promote the distribution of used terminals

The number of used smartphones that were distdbistehe market in 2014 was just
2.27 million, and the sales of used smartphonetdivelto the market deliveries of new
smartphones were just 8%.

Used terminal buyers, including terminal manufaetsirand MNOSs, are free to buy and
dispose of used terminals in any manner they wish.if terminal manufacturers or

MNOs buy used terminals at unjust high prices, @yrnause problems in terms of the
Antimonopoly Act (unjust high price purchasing ainterference with a competitor's

transactions, etc.).

In addition, doing the following things in the dosgal of used terminals could result in
impeding the new entry of MVNOs, which may causebpgms in terms of the
Antimonopoly Act.



*Acts of terminal manufacturers that restrict MNQ@Stribution of used terminals
(trading on restrictive terms and interference wattcompetitor's transactions, etc.),
including prohibiting MNOs from redistributing temals that they took as trade-ins in
the domestic market.

-Acts of MNOs and terminal manufacturers that restthird parties’ sales in the
domestic market (trading on restrictive terms,)endien they sell terminals that they
took as trade-ins to third parties.

(3) Issues in the applications market (terminala®8 applications)

Generally speaking, an OS has preinstalled apmitst such as a browser, which is
part of the OS’s basic functions. But terminal&nfhave other applications preinstalled
by terminal manufacturers and MNOs in addition tehs applications. In particular,

applications such as application stores are esdefur users to download other
applications, and terminal manufacturers typicphginstall those applications.

If OS providers or applications providers impedewnentry and technological
innovation, for example by doing the following tgsto terminal manufacturers and
MNOs when they license the OS or applications wm#rket appeal, both paid and free,
it may cause problems in terms of the Antimonopdy (private monopolization, tie-in
sales, trading on exclusive terms, trading on ictste terms and interference with a
competitor's transactions, etc.).

+ Prohibit the development of competing OS or apglbces, or prohibit the
manufacturing of terminals equipped with compet@f§ or applications

- Set the requirement of not preinstalling applicaideveloped by other companies
*Require a default setting of their own developegliaptions (a setting that enables
users to use the services in question if they dbing) or require a setting in a specific
screen space

3. Conclusion

As noted above, this survey presented ideas regpidsues concerning competition

policy in the terminal, communications service applications markets in terms of
promoting the new entry of MVNOs in the mobile peanarket.



These issues include both issues that could caueblems in terms of the
Antimonopoly Act due to specific acts and theireefs, and issues that related
companies are expected to review from a mid-terrapgaetive.

The Japan Fair Trade Commission expects that é¢jpigrt will contribute to promoting
competition in each layer of the mobile phone mariich will eventually lead to
providing customers with a broad range of low-ptigelated products and services.
The Japan Fair Trade Commission will also pay ckasention to the future trends of
the market.

In addition, if the Japan Fair Trade Commissiord$irany specific fact that could
contravene the Antimonopoly Act, it will carry omvestigations; and if the Japan Fair
Trade Commission confirms facts that demonstrdegal acts, it will rigorously
enforce the Act.



