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INTRODUCTION

The significance of the telecommunications sector is being increasingly recognised among
economists. It is not only an important service industry in its own right, but it is also a critical
support element for other service industries and the enabling infrastructure for the information
society.

This explains why telecommunications policies have occupied a central position in the economic
development of nations. There is broad international agreement that these policies should be
based on a fair competitive environment and that this can best be achieved by having a balanced
legal environment supervised by a regulatory function that is separated from telecommunications
operations. There is also a strong trend toward privatisation because state ownership is no longer
deemed necessary for the achievement of national communications objectives and because such
ownership may interfere with fair competition. In addition, privatisation represents a welcome
source of revenue for the state.

In the European Union, the regulatory environment for the telecommunications sector, or the
electronic communications! sector as it is called now, has gone through a continuous
development for about twenty years, starting with the publication of t he f amous
1987. This development is characterised by four major phases:

1. The first step was the initial liberalisation of telecommunications services and terminals in
1992. This was considered a significant step at the time even though in retrospect it appears
rather modest. The most important service, voice telephony, was allowed to remain an
exclusive service for the incumbent operator and the status of competitive infrastructures
was not directly addressed. In these early days of liberalisation, it was clear that value
added services had become competitive. Data communication, however, without addition of
value was in the grey area. Competitive offerings to closed user groups, an important
concept for business users, provided room for the most significant competitive activity.

2. The second step is normally calledt he /1998 ac quilegslatidn oecame
effective at the national level in that year2. Thi s step i s al so
|l i beralisationo ba#t spacalsand exdusive tightsniThe draneedork was

characterised by:

° its authorisation regime, which permitted the use of individual authorisations for public
telephony services as well as all establishment of infrastructure, whether terrestrial or
radio based,;

e asymmetric regulations with special conditions for operators with significant market
power (SMP). These were based on a rather simplistic criterion of having 25% market
share or more in a few broadly defined areas of activity, such as public fixed telephony
networks and services. If deemed to have SMP, a number of pre-defined requirements
would automatically apply.

3. Thethirdstepwillbereferred t o i n this ragpopuwrtlseds20a3 egulatdrg 0 0 3

framework3. It consists of the Framework, Authorisation, Access, Universal Service, Privacy

i Gr een
s e t he
of t en

and Competition Directives, and the Spectrum Dec

acqui so ar e:

e An extensive use of general authorisations so that telecommunications activities can
be started without prior permission from the regulator. Only activities that need access
to limited resources may need individual authorisations.

1 The sector is now referred to as the electronic communications sector because, due to technology convergence, the
current framework also applies to broadcasting networks. In this report, the term electronic communications is used
when describing aspects that relate specifically to the new regulatory framework. Otherwise, the term
telecommunications is used to describe general aspects that do not relate to a specific regulatory framework

2 Specifically, all enabling measures should have been adopted by December 31, 1997.

3This framework is also often referred to as the f2002
2002 and became effective at the national l evel in 20
refers to the year when the regulations became effective

acqui so.

acqui so.

03.
at

Becau

t he

n
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e  The designation of SMP can only be decided for fairly narrowly defined markets after
rigorous analysis based on competition law principles. Where an operator is found to
have SMP, the regulator has a choice of remedies in the form of special obligations to
address specific exposures to fair competition in the market concerned.

e In response to the convergence of technologies, the framework is no longer limited to
telecommunications but covers all electronic communications networks and services.
This includes fixed-line voice telephony, mobile and broadband communications and
broadcasting transmission networks (e.g. cable and satellite). On the other hand, the
content of services delivered over electronic communications networks, such as
broadcasting content or financial services, is excluded, as is telecommunications
terminal equipment.

4. The fourth step is reprewent®d Bwynéeh29A2Q066Tr ¢
Commission published a communication on the review of the EU regulatory framework for
electronic communications networks and services and on November 13, 2007 it adopted a
series of proposals. The most important are:

e  Establishment of the European Electronic Communications Market Authority (EECMA).
This organisation, which will be composed by the national NRAs, will have key tasks in
the areas of market analysis, radio spectrum, numbering, and network security.

e  Changes to the market analysis procedures, including deadlines and a role for EECMA
in case a country is | ate with its market ana
proposed to be extended also to include the remedies with a view to ensure a higher
degree of harmonisation across the EU of how SMP operators are regulated.

e The inclusion of functional separation as a r
that a vertically integrated undertaking could be required to place activities related to
the wholesale provision of its access network products in an independently operating
business unit that would have to work under strict non-discriminatory obligations.

° More flexible radio spectrum management with technology and service neutrality
becoming the norm from December 31, 2009. Spectrum trading would be permitted in
bands selected by the Commission under a regulatory procedure, and possibly in
additional bands selected by individual Member States.

e The proposals also included a number of amendments in the areas of network
integrity, data security, privacy and consumer rights issues.

These proposals, which included amendments to the directives forming the EU regulatory
framework, will now be considered by the European Council and the European Parliament.
Adoption of amendments and transposition by EU Member States is expected to take
around three years so that the new acquis may become effective around 2010.

The regulatory development, which has taken place over twenty years, has been compressed
into a much shorter period for the ten new EU Member States that joined the EU on May 1, 2004,
and also for Bulgaria and Romania that joined the EU on January 1, 2007. They all negotiated
their membership based on the 1998 acquis. However, while these negotiations took place, the
EU was already in the process of adopting the 2003 acquis and the new Member States had to
transpose these directives before they entered the EU.

These regulatory developments are largely supported by in-depth monitoring of the
developments in the national markets

Every year the European Commission publishes an in-depth monitoring report on the
implementation of the EU electronic communications regulatory framework in the Member States.
The latest 12" report was adopted by the Commission on March 29, 2007. The reports examine
major developments in the market and give an assessment of the implementation of the key
regulatory principles covered by the regulatory framework.

South East Europe is a region that includes countries that are potential candidates for
membership in the European Union, some in the near term and other in a longer-term
perspective. As part of the preparation for EU enlargement, monitoring of their telecommunication
markets, as significant drivers of economic growth, is being performed. The resulting report,
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similar to those for the EU Member States, has been prepared every 9 months in the period from
2005 to 2007. This is the fourth and last report of this series.

The project, cal l ed @ Mo n i teleconimurgcations sevioes sebtor @d st Eur o
related aspectso, is funded by the EC Directorate
performed by Cullen International.

The reports cover the following countries:
e  Albania;

. Bosnia & Herzegovina. This country includes two administrative divisions, the Federation of
Bosnia & Herzegovina and Republika Srpska in add
is included in the report as one entity because there is common legislation and the single
national regulatory authority;

e  Bulgaria;

e  Croatia;

(] Montenegro;
. Romania;

e  Serbia, including Kosovo, which has a separate status defined by UNSCR 1244. Serbia and
Kosovo have different legislation and separate regulatory authorities and are therefore dealt
with separately in this report.

e  Serbia;
° Kosovo;
e  The former Yugoslav Republic of Macedonia;

e  Turkey.
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OBJECTIVES AND METHODOLOGY

The overall aim of the project is to assist the European Commission and the participating
countries in monitoring the progress made by each country towards compliance with the EU rules
for electronic communications, often called the EU acquis.

The report presents factual information. It is not the intention to pass judgment on the relative
merits of the policies pursued or to evaluate progress made toward policy objectives. Each
reader may make his or her own assessment based on the many indicators provided in the
report.

At the request of the Commission, the scope and methodology for this report closely follows the
previous reports on
Sectoro, performed by | BM
models for this report with suitable changes and additions.

Busi ness Consul ti

In the data collection process, we have relied on the support of the national regulatory authorities
and/or representatives of the Ministries responsible for telecommunications policies. The main
sources of information for this report are listed in the table below:

Country Source of information in this report Website
Albania Telecommunications Regulations Entity (TRE) http://www.ert.gov.al
Bosnia & Herzegovina | Communications Regulatory Agency (RAK) http://www.rak.ba/

Bulgaria Communications Regulation Commission (CRC) http://www.crc.bg/

Croatia Croatian Telecommunications Agency (HAT) http://www.telekom.hr/

Montenegro Agency for telecommunications and postal services of http://www.agentel.cg.yu/
the Republic of Montenegro

Romania National Regulatory Authority for Communications and | http://www.anrcti.ro/

Information Technology (ANRCT]I)

Serbia (including Kosovo

Y

Serbia

Republic Telecommunications Agency (RATEL)

http://www.ratel.org.yu

Kosovo

Telecommunications Regulatory Authority (TRA)

http://www.art-ks.org

The former Yugoslav
Republic of Macedonia

Agency for Electronic Communications (AEC)

http://iwww.aec.mk/

Turkey

Telecommunications Authority (TA)

http://www.tk.gov.tr/

1) under UNSCR 1244

Table 17 Main sources of information

The information collection process has consisted of four information packages, each with its own
reference date:

1. Organisational information. This package included information of an institutional and
organisational nature. The reference date was July 1, 2007.

2. Price information. This package included a range of wholesale and retail prices. The
reference date was July 1, 2007.

3. Regulatory information. This package included indicators of a regulatory nature, such as
competitive safeguards, numbers of licences issued, etc. The reference date was July 1,
2007.

4. Market information. This package included various forms of statistics from the
telecommunications market. The reference date was July 1, 2007 for information that
represents the situation on a certain date. Information that represents the results over a
period of time, such as annual revenues, relate to 2006, which is the last year for which
results were available when this report was written. In some cases, this report also includes
information that is more current. The dates are then noted in the report.

ng

A Moni tres I Aaecomrunicktion SEraicesl i dat e
Ser


http://www.ert.gov.al/
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The report makes many comparisons with the corresponding EU information taken from the
European Commission 12" Implementation Report. This is the latest implementation report
available at the time this report was developed. The regulatory information in the 12th
Implementation Report is from December 31, 2006. Most market information is from October 1,
2006. One should therefore bear in mind that the EU market data represents information that is 9
months older than the information presented from South East Europe in this report.

This report covers ten geographic units with different status. Most of them are internationally
recognised as countries, but in the case of Kosovo, it is a territory under international
administration.

The choice of geographic units has been made according to their legislative and institutional
framework for telecommunications regulations. For this reason, the country of Bosnia &
Herzegovina is presented as a single geographic unit because its constituent parts have common
legislation and a common regulator for the electronic communications sector. Nevertheless,
Bosnia & Herzegovina has three incumbent operators.

Table 2 provides basic information on the geographic units, with some more information when
necessary to explain their status. It also introduces the short two letter country codes based on
the international ISO codes that will be used as identification in graphs elsewhere in the report. In
addition, each incumbent operator in Bosnia & Herzegovina has been given its own code, which
is used in certain graphs.

The countries and geographic units are presented in the alphabetical order by the name of the
country. Special territories within a country are presented after the country name. Consequently,
Kosovo is presented after Serbia within the country of Serbia. This sequence of countries and
geographic units is maintained throughout this report, even if the full context of the alphabetical
order is not always displayed and the alphabetic order of the two letter ISO codes is different.

Cullen International has contracts with independent telecommunications experts in each country
and geographic unit. They have provided more advice and guidance on the national level. The
majority of the information presented in this report has been provided by the national regulatory
authorities and/or the ministries in the geographic units, but in some cases, the information has
been supplemented and/or corrected with other, and sometimes more recent, sources.

Country ISO Comments
country
code/
special
code
Albania AL
Bosnia & BA Bosnia & Herzegovina includes two administrative divisions:
Herzegovina 1. The Federation of Bosnia & Herzegovina
2.  Republika Srpska
I'n addition, there is a district, Br

There are three incumbent operators in the different regions.

1. BH Telecom d.d Sarajevo (BA-bh in the graphs). The operator is active in
the Federation of Bosnia & Herzegovina. It is the only operator in some
cantons and shares the market with HT Mostar in other cantons.

2. Telekom Srpske a.d. Banja Luka (BA-ts in the graphs) is the incumbent
operator in Republika Srpska.

3. Hrvatske Telekomunikacije d.o.o. Mostar (BA-ht in the graphs) is active in
the Federation of Bosnia & Herzegovina. It is the only operator in some
cantons and shares the market with BH Telecom in other cantons.

Fixed telephony services in the -Marst

Brl ko Municipality) are provided by

provided by all three mobile operators.

Bulgaria BG
Croatia HR
Montenegro ME Montenegro is an independent country from June 3, 2006. It was separated

from Serbia & Montenegro after a referendum on May 21, 2006.
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Country ISO Comments
country
code/
special
code
Romania RO

Serbia (including | CS
Kosovol)

Serbia is the remaining part of Serbia & Montenegro after the separation of
Montenegro. It includes the territory of Kosovo (see below).

Serbia RS

Kosovo | XK

Kosovo is a territory under interim international administration and has its own
telecommunications ministry and regulations. Under UN resolution UNSCR
1244, the actual administration of Kosovo is carried out by the UN without the
involvement of the government of Serbia. For that reason, it is reported
separately from Serbia in this report.

The former MK The constitutional name of the country is "Republic of Macedonia". However,

Yugoslav the country is not recognised under this name by parts of the international

Republic of community. The EU refers to the country by the provisional reference under

Macedonia which it was admitted to the UN: "th
The country code "MK" is used by ISO and some other organisations, but this
does not prejudge the outcome of the negotiations on the name of the country
that are taking place at the United Nations.

Turkey TR

1) under UNSCR 1244

Table 2 - List of participating countries and their country codes

Note:

Most of the two-letter country codes are the international two-letter ISO codes that are also used for Internet
domain names as provided by IANA (Internet Assigned Numbers Authority). Kosovo does not have a separate
two-letter code officially assigned by ISO. However, the structure allows so-called user-assigned code elements.
The code indicated in the table above is used by Eurostat and other organisations in order to identify Kosovo
individually with a two-letter code (see Europe in Figures, Eurostat Yearbook 2005). It should be noted that the

ISO codes for Montenegro and Serbia were changed in 20064,

All the countries and geographic units in this region aspire to membership of the European Union.
All of them are in negotiations and procedures that may lead to this goal. The status of each

uni tés relationship with the European Uni on
Country Relationship with the EU
Albania Stability and Association Agreement signed on June 12, 2006

Bosnia & Herzegovina

Negotiations on Stability and Association Agreement formally opened on January 1,
2006. In March 2007, the Commission warned that it would not conclude SAA talks
unless the country made progress on reforming its police and co-operated with the

UN War Crimes Tribunal.

Bulgaria Member State from January 1, 2007

Croatia EU Candidate country. Negotiations ongoing.

Montenegro Stability and Association Agreement signed on October 15, 2007
Romania Member State from January 1, 2007

Serbia (including Kosovo®)

Serbia

Negotiations on Stability and Association Agreement opened in October 2005 were
suspended on May 3, 2006, and resumed on June 13, 2007. On September 10,
2007 the Enlargement Commissioner, Olli Rehn announced that the technical stages
of the SAA agreement had been completed. On November 6, Olli Rehn initialized the
agreement.

Kosovo

The status of Kosovo will depend on the outcome of negotiations that started in
December 2005. On February 2, 2007 UN Special Envoy Martti Ahtisaari presented
a plan for the resolution of the final status of Kosovo, which was rejected by Serbia.
An international contact group led by the EU-US-Russia Troika will present a new
report on Kosovo status to the UN Secretary General by December 10, 2007.

4 Ref ISO 3166-1 Newsletter V-12 2006-09-26.

S

ndi



Report 47 Country comparative report.- November 30, 2007

Country Relationship with the EU
The former Yugoslav Stability and Association Agreement in force since April 2004.
Republic of Macedonia EU Candidate country status granted in December 2005, but without determining a

date for the start of negotiations.

Turkey EU Candidate country. Negotiations ongoing.

1) under UNSCR 1244

Table 3 - Status of the relationships between SEE countries and the EU

The EU established®an il nst r urmencte sfsa o n P rAehish psovides faneling for
pre-accession activities during 2007-2009. The budget is shown in the table below.

Pre-accession assistance for 2007-2009, million euro

Country 2006 2007 2008 2009
Albania 45.5 61.0 70.7 81.2
Bosnia & Herzegovina 51 62.1 74.8 89.1
Croatia 140 138.5 146.0 151.2
Montenegro 59.5 314 32.6 333
Serbia (including Kosovo®)

Serbia 195 186.7 190.9 194.8

Kosovo 167 63.3 64.7 66.1
Former Yugoslav Republic 43.6 59.5 70.2 81.8
of Macedonia
Turkey 500 497.2 538.7 566.4

1) under UNSCR 1244

Table 47 Pre-accession funding

SEU Enlargement Newsletter, November 8, 2006
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SUMMARY OF MARKET AND REGULATORY DEVELOPMENTS

This chapter provides a summary of the most important market and regulatory developments in
the region with particular focus on the period from mid-2006 to mid-2007. More detailed
information is found in the following chapter.

Market developments

Electronic communications sector revenues

The electronic communications sector continues to be an important segment of the overall SEE
economy, accounting for around 3.4% ofthe r egi on 6 s .&dd @mparsoni® 2@ the
respective figure in the EU 25 in 2006 was 2.5% of GDP. In 2006, the sector was worth roughly

195 bi I I'i on oB50wmhi ¢t hom6was f ilQ86d miliom Imehiehtelephony,
U1, 2nmillon fixed data services, 463 mi |l |l i on cable TV services,
services.

Electronic communications market segments

Cable Other
TV services

Fixed data2% 3%

4

Figure 117 Main electronic communications market segments

The sizes of the national markets vary significantly. Turkey and Romania are the largest markets,
and these two countries share about 2/3 of the total market in South East Europe.

Page 10
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Electronic communications markets by country

= AL E BA

2.2% 3.1% BG
10.1%
= TR
[ ]
47.2% 1M.'].EA)
RO
19.0%
B MK
1.8% 0.9% 6.7%

Figure 21 Relative shares of the SEE market

Overall revenue growth in 2006 was about 1.6%. However, this relatively low growth is quite
misleading, because it is heavily influenced by currency fluctuations in Turkey. This country,
which accounts for over 47% of the total market value, had a growth measured in national
currency of 6.4%. But after conversion to euro, it is presented as a decline of 11.9%. The
average growth for the other countries was 17.7%.

By comparison, the overall revenue growth in the EU was 2.3%8.

Figure 3 below shows how the markets have developed in 2004, 2005 and 2006.

8From European Cbimplementation Repost qubtirg figures from EITO, 2006 and IDATE, 2006.

Page 11
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Electronic communications market development

9,209
5,000

4,500

4,000

3,500

3,000

2,500

2,000

Million euro (nominal)

1,500
1,000

500

, |1 'n o o [T,

AL BA BG HR ME RO RS XK MK TR

Figure 37 National market developments

The growth pattern is rather different from country to country. Table 5 below shows the
percentage growth during 2006 for each market segment for all the countries.

Country Fixed Mobile | Fixed | Cable | Other Total
telephony data TV |services

Albania -101 95 69 413
Bosnia & Herzegovina 80 51 880 721 775 104
Bulgaria 83 189 258 61 250 104
Croatia 26 171 465 47T -194 118
Montenegro 205 179 06 166 186
Romania 22 387 700 450 600 237
Serbia, including Kosovo 1)

Serbia 184 517 29 564 1162 402
Kosovo 00 00 00
The former Yugoslav Republic of Macedonia 40 83| 471 15
Turkey 208 72 265 -3286 225 -119
1) under UNSCR 1244

Table 57 Relative growth in national markets by segments in percent in 2006
It is interesting to note that:

e  Bosnia & Herzegovina, Croatia, Montenegro, Romania, and Serbia still have growth in fixed
telephony revenues, while other countries have negative growth. Information from Kosovo is
not available.

e  Serbia is shown with a growth rate of 40%. This high rate may be partly due to
inconsistencies in the reported revenue figures for different years, but it is clear that there
has been significant growth in the country from mobile telephony and DSL rollout.

e Romania also has a very high growth rate at 23%. This growth comes from the mobile
telephony, broadband oriented fixed data, and cable TV segments.
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e  Montenegro also has a significant growth with a rate of 19%. This comes mainly from fixed
and mobile telephony. Cable TV is shown with a high percentage growth value, but it is from
a low base and does not contribute much to total growth.

The market growth means that there is also growth in the per capita spending on electronic
communications, which is an important indicator for investors. This indicator is presented in
Figure 4 below.

Development of per capitaspending
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02004| 118 | 157 | 165 | 355 | 275 | 110 | 85 | 90 | 163 | 118
B2005| 132 | 142 | 182 | 396 | 295 | 139 | 124 | 86 | 165 | 144
B2006| 137 | 157 | 201 | 443 | 349 | 172 | 173 | 86 | 168 | 126

NBR: For MK the valuies shown for 2005 are an estimate of the full vear hased on the 2nd half of 2005

Figure 4 7 Developments in national spending per capita
Fixed voice telephony

Penetration

In most European countries, fixed voice telephony is now declining in terms of the number of
subscribers and revenue, but it still remains the most important source of revenue for operators in
the fixed market. Intensifying competition leading to falling prices and substitution by mobile
services and VolP are the primary factors. According to the E U 618" implementation report, the
decrease in revenues from fixed voice telephony in the EU 25 in 2006 was estimated at between
4.5% and 5.1%.

This is also the case for most of the countries and geographic units in South East Europe. In fact,

in 2006 the decline in total fixed voice telephony revenues in the region was even more

significant than in the EU, by 11% (f rom 047, 485 mi 650 milton in 2006). X105 t o U
most significant decline in fixed voice telephony revenues by 21% is observed in Turkey, the
regionbés | ar bowever, thisdsopartty raxplained by the national currency fluctuation

against the euro. Fixed voice telephony revenues fell by 10% in Albania and by 8% in Bulgaria. In

other countries, fixed voice telephony revenues remained roughly at the same level, with the

exception of an 8% growth in Bosnia & Herzegovina, 20% growth in Montenegro, and 18%

growth in Serbia.

The strong decline in fixed telephony revenues in South East Europe in comparison with the EU
Member States could perhaps be explained by lower average income, which makes it less
affordable to maintain fixed telephony in addition to a mobile subscription. However, the decline
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in the fixed telephony revenue is much stronger than could be explained by the reduction in
subscriptions as measured by the penetration rate.

The weighted average fixed line penetration rate in the region is 25.4%, which represents a
decrease of about 0.6% since 2005. In general, the penetration rates are lower than the EU 25
average of about 45%. However, they compare more favourably with the EU 10 Member States
where the weighted average is 31%. Comparing developments for the period since the third
report (reference date July 1, 2006) to this report (reference date July 1, 2007), Albania and
Serbia have registered slight growth in terms of main subscriber lines per 100 population.
Bulgaria, Montenegro, Romania, and the former Yugoslav Republic of Macedonia have
experienced a slight decline, while in Bosnia & Herzegovina, Croatia, Kosovo and Turkey, this
indicator has been more or less stable.

Fixed lines per 100 inhabitants - Recent developments
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Figure 571 Fixed line penetration

Digitalisation

Croatia, Montenegro and the former Yugoslav Republic of Macedonia have had full digitalisation
since the start of the monitoring project in 2005. In the recent period from July 2006, Romania
and Kosovo have also completed the digitalisation process.

All the other countries can show progress and Albania, Bosnia & Herzegovina, and Turkey are
above the 95% level. Serbia is just under 90%, which represents significant progress in the last
year.

Bulgaria has shown progress, but not entirely in line with expectations. The digitalisation rate in
Bulgaria is still below 60%.

Page 14
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Digitalisation: January 2005 to January 2007
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Figure 6 - Digitalisation

Fixed network competition

The development of competition in fixed networks and services in each country has been
determined by the liberalisation process. In some SEE entities, liberalisation was introduced
gradually where local and national (long distance) services have been opened for competition at
a different point time. Therefore, in order to understand the competitive situation, it is necessary
to consider separately the local and the national operators, as shown in Figure 6 below.

Albania and Turkey are the specific examples of the countries, where competition at the local and
the national level has not been introduced at the same time. In Albania, rural local networks and
services have been liberalised before national. Moreover, up to now no alternative operator has
been issued a licence to provide services nation-wide. Consequently, currently there are 55 local
or regional operators, but only the incumbent can provide services nationally. In Turkey, on the
contrary, national networks were liberalised before local. Therefore, there are 27 operators
providing long distance services, but local services are only provided by the incumbent.

The competitive situation is also determined by the existing authorisation frameworks. Two
countries, Romania and the Former Yugoslav Republic of Macedonia have been the first in the
SEE region to introduce a general authorisation system and now have the largest humber of
competitors providing services at both, local and national levels. On the contrary, Montenegro
and Serbia have complex licensing systems involving tender procedures, and the competition
has not yet emerged in this countries. In Kosovo, the competition is just starting after the NRA
has finalised the licensing framework.

Country Providers of fixed voice telephony services
Local National
Albania 55
Bosnia & Herzegovina
Bulgaria
Croatia 10 10
Montenegro 1 1
Romania 80 80

Serbia (including Kosovol)

Serbia

Kosovo 2 2

Page 15
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Country Providers of fixed voice telephony services
Local National
The former Yugoslav Republic of 32 32
Macedonia
Turkey 1 27

1) under UNSCR 1244

Table 6 T Competitive alternatives

Tariff rebalancing

It is beyond the scope of this report to perform a sophisticated tariff analysis in order to assess
where the countries and geographic units stand on tariff rebalancing. However, a simple
comparison of local and international tariffs against the EU averages suggests that they fall into
two distinct clusters.

e  Bulgaria, Croatia, Romania, the former Yugoslav Republic of Macedonia, and Turkey have
tariffs for local calls that are below the EU average in nominal currency. However, the
corresponding comparison with PPP currency shows that the local tariffs are well above the
EU average. The same group of countries have tariffs for international calls, for example to
the UK, that are close to the EU average in nominal currency. This combination of tariffs
suggests that a fair amount of tariff rebalancing has been accomplished. However, none of
these countries claim that their tariff rebalancing has been completed. There have been
significant price reductions in tariffs for international calls by the incumbent operator in
Bulgaria (50% to a near country) and in Turkey (by 60% to the UK) since the previous
report.

e  Albania, Bosnia & Herzegovina, Montenegro, Serbia, and Kosovo have tariffs for local calls
that are significantly lower than the EU average in nominal currency. Yet, their tariffs for an
international call, for example to the UK, are at the EU average or significantly higher, in
particular for Bosnia & Herzegovina. Montenegro has brought forward its target date for tariff
rebalancing from 2010 to September 1, 2007. However, the major tariff changes that were
implemented by Crnogorski Telekom in Montenegro took place after the reference date of
July 1, 2007 and therefore are not reflected in this report.

In the period since the previous report, there have been significant tariff rebalancing changes to

the incumbent oper at othsfbllowingcases:s, in particul ar

e In Bosnia & Herzegovina, tariffs have been increased for monthly rental and local calls,
while long distance and international tariffs have been reduced.

e In Bulgaria, monthly rentals have slightly increased, while international tariffs have been
substantially reduced.

e In Romania, monthly rentals have increased, local and long distance national tariffs have
been slightly decreased and there have been substantial decreases in international tariffs.

e In Kosovo, a single national tariff has been introduced that is substantially below the
previous local and long distance tariffs. International tariffs have also been reduced.

e In Turkey, monthly rentals and local call tariffs have increased slightly, while international
and long distance tariffs have been significantly reduced.

e Inthe former Yugoslav Republic of Macedonia, international tariffs have been reduced.

e  |astly, in Montenegro, a major rebalancing action was undertaken on September 1, 2007.

NB. All these tariff comparisons have been carried out based on prices in national currencies in
order to eliminate price movements caused by currency exchange movements.

An overview over the tariff changes in the period is shown in the table below.




Report 47 Country comparative report.- November 30,

2007

Country / unit Fixed monthly Local calls Long distance International International
near country distant country
Albania - - - -
Bosnia & +106é6+25 +19% -1 0 é15% -20% -2 0 é25%
Herzegovina
Bulgaria +10% -22% -4 0 é50% -27%
Croatia - - - - -
Montenegro + +100% + -30% -30%
(September 1, 2007)
Romania +22% -T% -7% -55% -55%
Serbia (including
Kosovol)
Serbia +87% - - - -
Kosovo - -70% -80% -30% -30%
The former Yugoslav - - - - -40%
Republic of
Macedonia
Turkey +7 +10% -60% -60% -60%

1) under UNSCR 1244

Table 71 Relative tariff changes in national currency for telephony services in 2006

This study has also reported on the price for incoming international calls.

In the past, the prices for calls to South East Europe from countries like the UK and the US have
been significantly higher than for calls in the opposite direction. This situation has changed since
July 2006 for calls from the US. The prices for these calls have been significantly reduced. In
addition, the tariffs are now different from country to country rather than being assigned to a
common tariff group. This may be an indication that the prices have been subject to
interconnection agreements in each country.

However, the prices for calls from the UK have moved in the opposite direction. Not only have the
prices in this period gone up rather than down, but also the tariffs are still identical for all
countries except Romania.

Mobile networks

Revenue and penetration

Most SEE entities show strong growth in mobile networks. The total mobile revenue in the SEE
region as a whole grew at 8% a year. At the same time, in two countries, the growth was
exceptionally high: in Serbia the mobile market revenue in 2006 grew by 52% and in Romania by
39%. By comparison, the growth in the EU Member States’ was 4.6%.

The take up and usage of mobile phones as measured by the penetration rate have also
continued to increase. The average subscriber penetration rate increased from 66% on July 1,
2006 to 88% on January 1, 2007. By comparison, the average penetration rate in the EU Member
States was reported® to be 103%.

Mobile penetration by far exceeds the fixed line penetration rate. The strong growth of the mobile
sector has been accompanied with the licensing of new mobile operators in several countries:
Montenegro, Romania, Serbia, Kosovo and the former Yugoslav Republic of Macedonia.

710" Implementation Report by the European Commission
8 10 Implementation Report by the European Commission
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Mobile and fixed penetration
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01.1.2005 39% | 34% | 61% | 64% | 78% | 47% | 58% | 16% | 49% | 49%
@1.1.2007 61% | 49% | 107% | 99% | 103% | 81% | 89% | 30% | 70% | 72%
B1.7.2007 66% | 51% | 117% | 104% | 121% | 91% | 89% | 35% | 75% | 80%
Brixed 1.1.2007| 9% | 25% | 31% | 37% | 27% | 19% | 37% | 5% | 25% | 26%

Figure 71 Mobile and fixed penetration rates

Competition in mobile networks

Except for Kosovo, all countries now have three or more mobile operators. Bulgaria and Turkey
have four, while Romania has five.

Most of the mobile operators offer GSM services in the 900 MHz or 1800 MHz bands.
Furthermore, most of the operators in SEE countries have been licensed to operate in both the
900 MHz and the 1800 MHz bands. The exceptions are Romania, Kosovo, the former Yugoslav
Republic of Macedonia and Turkey. In Romania, the smallest of the mobile operators has a GSM
only licence in the 1800 MHz band. In Kosovo, the mobile subsidiary of the incumbent operator
only operates in the 900 MHz band. In the former Yugoslav Republic of Macedonia the two
operators only have licences for the 900 MHz spectrum. Finally, in Turkey there are two GSM
900 and one GSM 1800 operators. UMTS licences have been issued in Bulgaria, Croatia,
Montenegro, Romania, and Serbia. One CDMA2000 network is operational in the 450 MHz band
in Romania where the same operator has been awarded both UMTS and CDMA licences. Two
NMT 450 operators, in Bulgaria and Turkey, are also in the process of upgrading their networks
with CDMA2000 technology.

Country Mobile network operators
UMTS only GSM/UMTS GSM only Other Total

Albania 3 3
Bosnia & Herzegovina 3 3
Bulgaria 3 1 (NMT 450) 4
Croatia 3 3
Montenegro 3 3
Romania 2 2 1 1 (CDMA 2000) 5
Serbia (including
Kosovo')

Serbia 3

Kosovo 2
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Country Mobile network operators
UMTS only GSM/UMTS | GSM only Other Total
The former Yugoslav 3 3
Republic of
Macedonia
Turkey 3 1 (NMT 450) 4

1) under UNSCR 1244
Table 8 7 Competition in mobile networks

Tariffs

The mobile tariffs compare relatively favourably with those in the European Union. In most cases,

the tariffs are positioned below the median values presentedinthe Eur opean Co m2fii ssi ond

Implementation Report.

Albania has previously represented an exception with prices that would rank among the highest
in the EU, in particular for the medium and high usage baskets. Recent price reductions in the
range from 18% to 27% have changed this picture, but the prices remain the highest in the region
for all baskets.

Kosovo and Turkey are above the EU median for the high usage basket.

In the period from July 1, 2006 to January 1, 2007 there have been significant reductions in
Bulgaria, Romania and Kosovo, and in Montenegro i for the high usage basket. For Turkey, the
picture is more mixed, with some prices being increased and others decreased.

A summary of tariff changes for those countries where comparative price information is available
is shown in the table below. Information for Serbia is not available.

Country OECD baskets

Low Medium High
Albania -18% -27% -19%
Bosnia & Herzegovina 0% 0% 0%
Bulgaria -29% -43% -47%
Croatia +6% -1% -1%
Montenegro 0% -7% -12%
Romania -17% -18% -17%

Serbia (including Kosovol)

Serbia

Kosovo -13% -13% -13%
The Former Yugoslav 0% -5% 0%
Republic of Macedonia
Turkey -20% -36% +28%

1) under UNSCR 1244

Table 97 Relative changes in OECD basket prices in national currency in 2006

For the first time, this report includes information on the retail roaming charges for making and
receiving calls while travelling in the SEE region paid by subscribers of the three major mobile
operators: Vodafone, T-Mobile and Orange. The EU Roaming Regulation 717/2007/EC that
came into force on June 30, 2007 does not apply to countries outside the EU. Therefore, it is not
surprising to find that T-Mobile and Orange charge their retail customers roaming tariffs that are
significantly above the EU roaming price caps. Both operators apply almost similar prices to all
SEE countries, and their retail charges for outgoing calls are on average 200-300% above the EU
price caps, while charges for receiving calls are 500% above the EU price caps.

However, Vodafone applies uniform roaming charges across most of the European countries
including the EU Member States and countries that are outside the EU.
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Broadband

Penetration

Broadband has been the fastest growing segment in the SEE telecommunications market. In
2006, the revenue from fixed data services (which is mostly related to broadband services) was
growing at 37%. The total number of broadband connections on January 1, 2007 had grown to
5.6 million compared to some 873,000 broadband connections in 2004. In 2006, the average
broadband penetration in the region in 2006 reached the 4.43% mark (against 3.16% one year
ago). However, there is a significant variation between individual countries, ranging from below
1% in Albania to 1.8% in the former Yugoslav Republic of Macedonia, 6.1% in Croatia and 8.2%
in Romania.

NB. Broadband penetration in this context is measured by the number of subscriptions for
access solutions that provide Internet access at speeds equal to or higher than 144 Kbit/s. It
includes mobile technologies that support this speed.

Figure 8 below presents the broadband penetration for each country and geographic unit. Both
fixed and mobile technologies can be used for broadband access. In this chart the fixed numbers
include subscription for xDSL, cable modems, leased lines, fixed wireless access and satellite
connections, while the mobile numbers include UMTS and CDMA subscriptions that support
transfer at 144kbit/s or higher. Because the usage pattern may be different and because the rate
of utilisation of broadband access by mobile subscribers represents some uncertainty, the two
sets of penetration rates are shown separately in the chart.

Total broadband access in percent of poulation

9
8
7
6
5 -
4 B Mobile
3 - B Fixed
2
1 -
0 -
AL BA BG HR ME RO RS XK MK TR
Figure 8 1 Broadband penetration by country
Note:
Al bani a6s numbers are too | ow to show up on the graph.

Broadband technologies

DSL is the dominating technology in the region and is used for more than 60% of the broadband
access lines. Cable TV is used for almost 20% of the access lines. Fixed wireless access (FWA)
is starting to become a factor, but is still far less than 1% of the access lines. The rest is spread
over several other technologies, such as fixed wireless access, leased lines, fibre, satellites, etc.

It should be noted t hatthe figure befoW tl$peinclades 3G aoleleg o r y

telephone subscriptions that support data rates of 144kbit/s or higher.
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Broadband access technologies
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Figure 91 Distribution of broadband access lines by technology

Nevertheless, there are significant differences between countries. Romania has a particularly low
share of DSL lines and a significant use of other technologies, but a similar situation is found in
Bulgaria, Serbia, Kosovo, and the former Yugoslav Republic of Macedonia.

Broadband access methods
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Figure 10 1 Distribution of broadband access lines within each country or geographic unit

Competitive situation

In Albania and Montenegro, the incumbent has a 100% market share of the broadband access
market. In Turkey, the incumbent operator has a 98% market share.

In Croatia, alternative operators have taken more than a 20% market share.

In all the other countries and geographical units, alternative operators have taken a large market
share ranging from more than 40% to well above 90%. Where the alternative operators have
such high market shares, the prevailing technologies are usually cable TV or wireless
technologies.
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Incumbent's market share of broadband access
100% -

90% -

80% -

70% -

60% -

50% -

40% -

30% -

20% - I

10% -

0% - ‘ ‘ ‘ ‘ ‘ ‘ . ‘ [] —
AL ME TR HR BA MK BG XK RS RO

Figure 11-1 nc umb e nt Orstail broadbarel i n

Interconnection tariffs

Fixed termination rates

Most of the SEE countries have regulated prices for call termination rates in fixed networks and
with the exception of Montenegro and Kosovo, they are well in line with the EU average.
Montenegro and Kosovo have termination rates that are significantly higher. In Serbia, there are
no established fixed-to-fixed termination rates (as there are no alternative fixed operators) and
mobile-to-fixed termination rates are confidential.

According to the EU regulatory framework, if the non-discrimination and cost orientation
regulatory obligations have been applied correctly, the call termination rates of the regulated fixed
operator with SMP should be the same regardless of whether the call originates in a fixed or a
mobile national network, and even for calls originating from abroad.

Figure 12 below shows the fixed termination rates at the local level for calls originating in national
fixed and mobile networks. International call termination has not been considered within the
scope of this report, but it is understood that in all countries, except for Romania, it has not been
regulated. Therefore, international fixed termination rates have been set subject to commercial
agreements and are typically higher than the national rates approved by the regulator.

Currently, only Bosnia & Herzegovina, Romania, Kosovo and Turkey apply non-discriminatory
fixed call termination charges to call originating in fixed and mobile networks. In all other
countries, fixed termination rates are higher for calls originating in mobile networks. In particular,
in Bulgaria and Croatia, the fixed termination rates are higher if the call originates in a mobile
network. The non-discriminatory fixed termination charges have recently been approved in the
former Yugoslav Republic of Macedonia, but have not been yet applied in practice.
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Call termination per minute local rate peak time
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Figure 127 Call termination in fixed network local rate

Mobile termination rates

Not all countries have regulated prices for mobile termination rates. The particular exception is
Bulgaria, which has not regulated termination rates in mobile networks under its previous
Telecommunications Law. In Bulgaria, the termination rates are about 70% higher than the EU
average, while the other countries have mobile termination rates that are in line with the EU
average. Information for Bosnia and Herzegovina an Kosovo is not available.

Call termination per minute fixed to mobile
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Figure 13 - Fixed-to-mobile interconnection charges for call termination on mobile network

Leased lines

National leased lines

When considering leased line prices in national currencies, there has been no change or only an
insignificant change (less than one percent) in Albania, Bosnia & Herzegovina, Romania,
Montenegro, and the former Yugoslav Republic of Macedonia.
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In Bulgaria, there have been price increases of about 17% for 64 Kbps and 2 Mbps lines. The
prices for 34 Mbps lines have been withdrawn as the prices for these high-speed lines are only
available after commercial negotiations.

In Serbia, the prices for the tail-end lines of 2 km have been increased by about 15% while the
prices for longer distances have been decreased in the range of 10-15%.

In Kosovo, the price of 2 km long 2 Mbps lines have decreased by about 6%. For the other
alternatives, there is no change.

In Turkey, the leased lines prices have decreased by about 15%.

International leased lines

In comparison to national leased lines, there have been more price changes for international
leased lines and the changes have often been more significant. There have been large price
reductions in Albania (about 26%), Croatia (ranging from 28% to 36%), the former Yugoslav
Republic of Macedonia (about 11%), Romania (ranging from 9% to 55%), and Turkey (about
589%).

In Bosnia & Herzegovina, one of the three incumbent operators, BH Telecom has reduced some
of the prices by as much as 48%. The other two incumbent operators, Telekom Srpske and
Hrvatske Telekomunikacije have left their international prices unchanged.

Montenegro and Kosovo have moved in the opposite direction and increased their prices. For
Montenegro, the price increases are in a range from 166% to 445%. Nevertheless, the prices
before these increases were very low and the prices for international leased lines after the price
increase are still among the lowest in the region.

In Kosovo, there has been a price increase for the rate to UK in a range from 32% to 50%. As in
Montenegro, the price levels, even after these price increases, are relatively moderate and below
the EU average.

For Bulgaria, price information for international leased lines is not available.

Legal and regulatory developments

Legal developments

All entities covered in this study are in the process of adopting and implementing the EU
regulatory framework for electronic communications as a basis for their national legislation.
However, their progress in terms of regulatory development varies greatly, from the two new EU
Member States, Bulgaria and Romania, which had their compliance with the EU acquis vetted by
the EU accession procedures, to countries that are still in the process of establishing the initial
conditions for a competitive telecommunications sector.

On January 1, 2007 Bulgaria and Romania joined the European Union, which now has 27
Member States. In line with the EU accession commitments, Bulgaria and Romania had to
complete the transposition of the EU 2003 acquis for electronic communications before the date
of their accession. This formal requirement was only met by Romania, while in Bulgaria the
legislative process was delayed.

Romania was one of the first countries in Europe to adopt already in 2002 on its own initiative,
national legislation that is based on the EU 2003 acquis. Nevertheless, th
framework for universal service is not entirely in compliance with the EU acquis, and on April 20,
2007 the European Commission opened the first infringement proceedings against Romania for
the failure to notify the full transposition of the Universal Service Directive. In October 2007,
Romania notified the Government Decision transposing article 24 and Annex VI of the Universal
Service Directive regarding the interoperability of consumer digital television equipment.
Consequently, on October 17, 2007 the Commission closed the case against Romania.

On the same date, the Commission also opened infringement proceedings against Bulgaria in
connection with the failure to transpose the Framework, Access, Authorisation, Universal Service,
and Privacy Directives. The new Electronic Communications Act was adopted by the Bulgarian

e

count
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parliament on May 10, 2007 and entered into force on May 26, 2007. However, to complete its
implementation, the adoption of around 30 secondary legislative acts is still required.

The former Yugoslav Republic of Macedonia is another country in the region where the
regulatory framework for electronic communications is based on the EU 2003 acquis. The
Macedonian Electronic Communications Law was adopted in March 2005, but some important
aspects of its implementation have been delayed, in particular due to the existing concessions
issued to the fixed incumbent operator, its mobile subsidiary T-Mobile, and another mobile
operator Cosmofon. Under the Electronic Communications Law introducing a general
authorisation regime, these concessions had to be harmonised with the new law within nine
months from its entry into force in May 2005. However, this process has not yet been completed.

The regulatory frameworks in all other entities are essentially based on the principles of the EU
1998 acquis, sometimes with elements of the 2003 acquis. Albania, Croatia and Montenegro,
have recently started drafting new laws on electronic communications that are intended to
implement the EU 2003 acquis. Croatia and Montenegro are expect to complete the legislative
process in early 2008.

National regulatory authority

Since the previous report, several institutional changes affecting the national regulatory
authorities have taken place in Bulgaria, Romania, Serbia and the former Yugoslav Republic of
Macedonia.

In Bulgaria, the Communications Regulation Commission (CRC) has been facing a difficulty in
making decisions because the Council of Ministers has not reached any decision on the
appointment of the CRC Chairman after the expiry of the previous mandate in January 2007. The
extension of the expired mandate has not been defined in the newly adopted Electronic
Communications Act either. Furthermore, the position of one of the four other CRC members has
also been vacant and the new member was not appointed by Parliament until November 12,
2007.

In Romania, on December 22, 2006 the government adopted a regulation re-organising the
National Regulatory Authority for Communications (ANRC) into the National Regulatory Authority
for Communications and Information Technology (ANRCTI). Similar to its predecessor, ANRCTI
is organised and operates under the co-ordination of the prime minister and is fully self-financed.
The new institution took over the budget and staff of the former ANRC. Another institutional
change took place in April 2007, when ANRCTI took over the responsibilities of the Inspectorate
General for Communications and Information Technology (IGCTI) for spectrum management,
audio-visual communications and terminal equipment. ANRCTI also absorbed the personnel,
budget, financing resources, rights, and obligations of the former IGCTI.

Lastly, on October 9, 2007 the Romanian parliament adopted a set of amendments to ANRCTI
organisation. One of the most significant changes concerns the rules for the designation of
ANRCTI6 snanagement. According to the proposal, ANRCTI will be led by a 7-member council
nominated by the parliament for a 5-year period, one of which will be elected as president. The
proposed changes are intended to eliminate the subordination of ANRCTI to the government:
ANRCTI is headed, by a president and a vice-president, appointed by the prime minister for a 5-
year term.

The Romanian President has, however, rejected the draft law® and sent it back to the Parliament.

In a letter to the Parl i ament, t he President

principles of bicameralism and of the parliamentary control exerted by both Chambers of the
Parliament, the control over the ANRCTI must be exercised by both the Chamber of Deputies and
t he S e/Asatoesequence, the draft law shall be re-examined by the Parliament.

In Serbia, after the elections and establishment of the new government in May 2007, the new
Ministry for Telecommunications and Information Society with responsibilities for
telecommunications, postal services and information society was formed in May 2007.

9 Government Emergency Ordinance no. 134/2006

Sstrec:c
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In the former Yugoslav Republic of Macedonia, several amendments to the Electronic
Communications Law have been adopted during 2007. These amendments are aimed at
strengthening the accountability of the Agency for Electronic Communications and the members
of its Commission. They also introduce additional grounds for the removal of the president and

members of the Commission and clarify the cri

teri

of amendment s addressed the Ad&@dshy iatioduding tmpre t o

stringent penal sanctions for failure t o

implementation of the RIO and RUO. Lastly, the government has also started working on another
set of amendments to the Law on Electronic Communications and the Broadcasting Law
proposing inter alia to create a single regulatory body for the electronic communications,
broadcasting, and postal sector.

Also, a National Strategy for development of information society is adopted.

Privatisation

The only entities in the SEE region that have completely privatised the incumbent operators are
Bulgaria, Montenegro, and the entity of the Republika Srpska in Bosnia & Herzegovina.

During 2007, the Albanian government finalised a two-year long privatisation negotiation after
selling a 76% state share in Albtelecom to a Turkish consortium Calik Enerji Telecommunication.
Privatisation was also completed in the Republika Srpska of Bosnia and Herzegovina through the
sale of the state-owned Telekom Srpske to the Serbian incumbent operator, Telekom Srbija,
which is 80% owned by the Serbian state. In Croatia, after an IPO procedure, the government
has further reduced its stake in the incumbent operator, T-HT.

The Romanian government has decided to put on hold further steps in privatisation of the
incumbent telecom operator and the state-owned broadcasting transmission company that had
initially been scheduled to take place in the first half of 2007. The Ministry of Communications
and Information Technology now intends to take a next step in the second or third quarter of
2008. However, the exact timing as well as the number of shares to be sold has not yet been
determined.

Ownership structure of incumbent operators
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Figure 14 1 Ownership structure of incumbent operators

Market access

In theory, all forms of telecommunications networks and services in all the SEE entities have
been fully liberalised. In practice, however, access to certain market segments for new entrants in
some of the entities remains somewhat problematic even if some recent developments have
brought the liberalisation process of a step forward.

In Albania, although formally the market was fully liberalised from January 1, 2005, no licensing
framework had been defined for telecommunications services in urban areas, and this segment
remained closed to competition. However, an amendment to the Telecommunications Law
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adopted in November 2006 introduced a new concept of regional licences covering rural and
urban telephone networks. The new law has also clarified the status of VolP services by
introducing a technology neutral definition of publicly available telephony services. The provision
of voice telephone services is now subject to the same licensing regime, regardless of the
underlying technology.

In Bulgaria, after the adoption of the new law, the provision of public electronic communications
networks or services no longer requires individual licences but is subject to a general
authorisation except when limited spectrum and numbering resources are to be used.

InMontenegr o, the annual |l icence fee for intern
to ul, 000. Since the market was I iberalised
potential new entrants. A tender procedure has been launched by the regulator to award up to
five individual licences for VolP services.

In Serbia, the fixed telecommunications network and services licence has been issued to the
incumbent operator, Telekom Srbija. Two applications for fixed telephone licences have been
submitted by two potential new entrants. The new Ministry of Telecommunications and
Information Society will now have to decide on further steps in the licensing process. Serbia has
a significant tariff rebalancing problem that is not yet resolved. Therefore, the official policy
document adopted by the government in October 2006 takes a cautious approach to the practical
implementation of full liberalisation, including the licensing of new operators.

In Kosovo, the regulator has issued a second licence to an alternative operator for the provision
of national public fixed telephone services and granted several licences for the provision of
international services and international telecommunications facilities. However, the newly
licensed providers of international services will have to rely on international interconnection from
the incumbent PTK until its monopoly rights expire on December 31, 2007.

In Turkey, the authorisation conditions have been defined for local fixed telephone services,
opening the way for competition in the provision of voice telephony, data, payphones and value
added services at the local level. Although the Turkish telecommunications market had been fully
liberalized since July 2005, the competition at the local level is not legally possible as the Council
of Ministers has not yet approved the license fees. At the same time, the Turkish administrative
court has cancelled the authorization framework for cable platform services that was adopted by
the regulator in 2005 arguing that this type of licence was not in line with the overall authorization
framework.

Several regulators have been active in licensing spectrum for mobile telephone services.
Montenegro has awarded two 3G licences to the existing operators and one combined 2G/3G
licence to a new entrant. New 2G licences have been issued in Kosovo and the former Yugoslav
Republic of Macedonia, and a combined 2G/3G licence in Serbia. A decision is expected shortly
on licensing 3G spectrum in Bosnia & Herzegovina and in the former Yugoslav Republic of
Macedonia. The Turkish regulator has decided to cancel the announced auction procedure for
four 3G licences because only one operator had expressed interest.

Several SEE countries have also issued licences for fixed wireless access applications in the 3.5
GHz band. In Croatia, 74 regional licences had been issued by April 2007, of which only one
operator has so far launched commercial services. In Montenegro, three national licences in the
3.4-3.6 GHz band were awarded in May 2007 and two further national licences in the 3.6-3.8
GHz band should be awarded shortly. In the former Yugoslav Republic of Macedonia, two
national and 18 regional licences in the 3.5 GHz band were issued in 2007. Further licensing
activities in the 3.5 GHz band are expected in Albania, Bosnia and Herzegovina, Serbia, Kosovo,
Romania and Turkey.

Market analysis and competitive safeguards

Under the EU acquis, after a market analysis procedure, NRAs may impose ex-ante regulatory
obligations on operators that have been found as having SMP in a specific market. Such
obligations, which apply only to SMP operators, typically set out rules for competitive safeguards
that are intended to protect competition.

With the exception of Bulgaria, Romania, and the former Yugoslav Republic of Macedonia,
regulatory frameworks for market analysis, SMP designation and remedies in most of the SEE
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entities are based on the principles of the EU 1998 acquis. However, recent developments show
that regulators in the SEE region are increasingly taking a more sophisticated approach to the
definition of relevant markets, and often try to apply general competition law principles rather then
simply analysing the four relevant markets defined under the ONP framework.

Following the EU accession, the Bulgarian and Romanian regulators are required to conduct
market analyses during 20071 2008 and notify their draft measures to the Commission and other
NRAs under article 7 of the Framework Directive. The Bulgarian NRA has been drafting
secondary legislation on market analysis, but the process of market analysis itself has not started
yet. Romania had already been following since 2002 the market analysis approach under the EU
2003 acquis, although there was no requirement to notify these market analyses to the
Commission and other NRAs. The Romanian regulator has now been working on its second
round of market analysis and is expected to notify its first draft proposals to the Commission
shortly. In the former Yugoslav Republic of Macedonia, the regulator has also started an analysis
of the relevant markets, and in July 2007 published for consultation its first draft decision on the
wholesale voice call termination on individual mobile networks.

In Albania, the regulator, TRE, has renewed the designation of the two mobile operators as
having SMP in the retail market for mobile services and the wholesale markets for voice call
termination on individual mobile networks. TRE has also in November 2007 adopted measures
on the retail markets for fixed access and call services and the wholesale markets covering fixed
call origination, termination, and national and international transit services. The list of relevant
markets defined by TRE is based on the national market conditions according to the existing
Telecommunications Law and the Law on Protection of Competition. These market definitions
appear to be somewhat different from those set out under the EU 1998 or 2003 acquis.

The Croatian regulator, HAT, has renewed the previous SMP designations in the four markets
covering public fixed telephony networks and services, public mobile networks and services,
national interconnection services and leased lines. In addition, HAT has defined a separate new
market for transmission of voice, sound, data, documents, pictures and other media over fixed
networks, where it had designated the fixed incumbent operator together with its ISP subsidiary
as having a joint SMP.

In Montenegro, the newly licensed third mobile operator has been designated as having SMP in
the public mobile networks and services market. In Serbia, a major Cable TV operator was
designated as having SMP in the Cable TV transmission market. Turkey completed its analysis of
16 relevant markets defined according to the European Commission recommendation and has
recently changed the regulation on access and interconnection obligations for SMP operators.

In terms of implementing specific competitive safeguards, the following developments have taken
place:

e  Carrier selection and pre-selection (CS/CPS) has been introduced in Bosnia & Herzegovina,
the former Yugoslav Republic of Macedonia, and Turkey. A new regulation on CS/CPS has
been adopted in Montenegro setting out the implementation deadline of December 2007. In
Albania, the regulator has proposed imposing CS/CPS as a regulatory obligation in its draft
analysis of the fixed retail calls market. No decision on CS/CPS has been taken in Serbia or
in Kosovo yet.

e Number portability. Croatia remains the only country in the region that has successfully
implemented number portability in the fixed and mobile networks. In Bulgaria, mobile
number portability was scheduled to become operational on January 1, 2007, but is now
due for January 2008, while fixed number portability is not foreseen before 2009.
Implementation is ongoing in Romania and the Former Yugoslav Republic of Macedonia.
Turkey has adopted the regulatory framework for number portability, and a draft regulation
has been published for consultation in Bosnia & Herzegovina.

e  Regulatory cost accounting. Bulgaria and Romania are the only two countries that have
developed cost accounting methodologies. Romania has implemented LRAIC that is applied
for calculating cost-oriented interconnection charges of SMP operators in fixed and mobile
networks. Bulgaria has been applying FDC methodology for the fixed network operator. In
the former Yugoslav Republic of Macedonia, AEC has prepared guidelines for LRIC
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methodology for fixed SMP operator and is also working on LRIC guidelines for mobile SMP
operator(s). In other countries, little progress has been achieved so far.

e  Reference interconnection offer (RIO). RIOs from the fixed incumbent operators have been
published in all SEE entities, except in Albania and Serbia. In Kosovo, the RIO was
approved in January 2007 and interconnection negotiations on its basis are now in
progress. In Albania, the regulator intends to impose the publication of RIO as an obligation
on SMP operators within two months after completing the market analysis procedure and
having adopted the SMP decision.

e  Reference unbundling offer (RUO). The most significant development over the past 12
months has taken place in Croatia where the number of unbundled loops has exceeded
16,000 and growing rapidly. Romania has also implemented local loop unbundling and can
now report some 1,588 unbundled loops. In Bulgaria, there has been a dispute over the
RUO, and its practical implementation has been delayed. The first unbundling agreements
based on the RUO have been signed in the former Yugoslav Republic of Macedonia and in
Turkey. In Turkey,t he regul ator has also approved
access and resale offers. In Serbia, the incumbent has offered wholesale bitstream access
on a commercial basis.

A quick overview of the status of competitive safeguards is provided in Table 10 below.

Significance of good regulation for ICT sector and overall economy

Experience in the EU has demonstrated that broadband growth is largely a function of a good
regulatory environment. Those Member States that have been more successful with adapting
their regulations, for example in the area of local loop unbundling and bitstream access, can
show higher growth rates than countries with less suitable regulations. The following quote from
the ABroadband maegett 0o bipmlitehtheicsR G

The market data analysis and the country studies both lead to the conclusion that the
following hypothesis can explain the market development both in terms of competition
and penetration / growth of penetration:

H1: regulation =] competition|=} investment|=| penetration

Regulation leads to competition, which then incites investment, which in turn pushes
penetration.

A similar trend can be detected in South East Europe. It is probably not by coincidence that the
two Member States and at least two of the three accession countries that have the longest
experience with the EU regulatory framework, have the highest penetration figures in the region.

Table 10 below demonstrates how these two groups of countries compare for some of the most
important regulatory indicators. In this table the emphasis is on whether the indicators were
operational on July 1, 2007. Operational in this sense means that carrier selection and number
portability are in use, and that the reference interconnection offer and reference unbundling offer
have resulted in agreements between operators.

In the former Yugoslav Republic of Macedonia the new RIO prices had not yet entered into force.
The corresponding indicator is therefore marked yellow in the table below.

10 Report 3, published in the first quarter of 2007, indicated that around 45,000 loops had been unbundled. This
information was wrong due to incorrect classification as the total number of ADSL lines was provided instead of the
unbundled local loops.

11 Broadband market competition report, ERG document (05/23), May 26, 2005
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Country General General Carrier Number Operational | Operational
authorisation authorisation | selection | portability fixed-to- RUO
regime for regime for in use in use fixed RIO
fixed VolP
telephony
Member States and Accession countries
Bulgaria Yes Yes Yes
Croatia Yes Yes
Romania Yes Yes
The former Yes
Yugoslav
Republic of
Macedonia
Turkey
Other countries and geographic units

Albania
Bosnia &
Herzegovina
Montenegro
Serbia (including
Kosovol)

Serbia

Kosovo

1) under UNSCR 1244

Table 10 7 Regulatory indicators for Member States and accession countries compared with
other countries and geographic units.

However, the significance of good regulations goes further than resulting in higher penetration
rates for broadband. It also has a positive impact on growth in the overall economy as measured
by GDP.

The relationship between the ICT sector developments and growth in the national economy has
become better understood in recent years. The OECD has explained this in terms of multi-factor
productivity growth. Growth in the ICT sector contributes more to the GDP growth than the
economic growth of the sector itself. The additional contribution of ICT to GDP growth is
explained by the increased efficiency that can be experienced at the industry level as well as the
individual company level.

However, this effect is not a constant factor and it will vary from country to country depending on
factors such as skill level and the ability of organisations to adapt to new opportunities.

In its 2003 report to the Meeting of the OECD Coun
ICT in a digital economyq OECD concluded:
I CT remains an i mportant driver of growt h, é . Th

productivity performance in countries where appropriate policies to seize the benefits
of ICT have been put in place. Since these technologies are continuing to improve in
functionality, speed, and capacity, it is important that countries improve their policy
frameworks to benefit from ICT.

And the first of five recommendations for policy action is:

Strengthen competition, by ensuring network infrastructure competition across and
within different platforms, placing more emphasis on regulatory frameworks that are
neutral with respect to alternative technologies and on the convergence of markets and
technologies, maintaining a strong stance on competition in services, fostering
competitive conditions in digital content and applications markets, and monitoring for
anti-competitive behaviour. Governments should not succumb to calls to retreat from
liberalisation or assist the ICT industry in a way that distorts competition, and should

Page 30
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make regulatory frameworks more effective to ensure that incumbent firms provide
adequate access to their network resources for new entrants.

Therefore, the ERG hypothesis may well be expanded to include a direct effect of the regulatory
environment on GDP.

H1: regulation|=| competition|=} investment|—| penetration|={GDP growth
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GENERAL OVERVIEW
Introduction and general background information

Currencies, exchange rates and value added tax

The report contains many indicators reflecting the state of development of the national
telecommunications markets, which are presented in this chapter.

The information collected suggests that there are great differences between the individual
countries in terms of relative size, per capita income, fixed line, mobile and Internet penetration

rates, wholesale and retail pricing structures, regulatory regime and data availability.

Country Currency 1SO Average Average | Average
currency | exchange | exchange [exchange

code rate for rate for rate for
2005 year 2006 |year 2007
Albania Abanian lek ALL 124.1800 123.2700| 122.2000
Bosnia & Herzegovina Bosnian mark BAM 1.9560 1.9560 1.9560
Bulgaria Bulgarian lev BGN 1.9558 1.9558 1.9558
Croatia Croatian kuna HRK 7.4000 7.2443 7.3030
Montenegro euro BUR 1.0000 1.0000 1.0000
Romania New Romanian lei RON 36234 3.5686 3.1340

Serbia, including Kosovo!

Serbia Serbian dinar RSD 82.9074 84 9995 78.6667
Kosovo euro BUR 1.0000 1.0000 1.0000
The former Yugoslav Republic of Macedonia |Macedonian denar M<D 61.2958 61.1919 61.1692
Turkey New Turkish fra TRY 1.6700 20170 1.7623

1) under UNSCR 1244

Table 11 - Basic currency and exchange rate information

Notes:

The information has been provided by the NRAs, which have consulted their national banks, ministries of finance
and or national statistical offices.

Montenegro and Kosovo use the euro as official currency.

In order to obtain a clearer understanding of the national price levels it is useful to adjust prices
with purchasing power parity indices (PPP). Such indexes aim to establish the exchange rate that
will permit a euro in a reference country to have an equivalent purchasing power in another
country.

Because different countries have different currencies with different exchange rates, the PPPs
cannot be directly compared. In order to have a common yardstick, price level indices (PLI) can
be constructed by dividing the PPP by the nominal exchange rate. A price level index of 50
means that the average price level is 50% of the price level in the reference country. Conversely,
in this case, a euro will have a purchasing power that is twice what it is in the reference country.

PPPs for many European countries are calculated in the European Comparison Programme,
which is managed and co-ordinated by Eurostat. Data collection under this programme is
continuous, but cyclical, with each cycle or round of surveys taking three years to complete.
Annual compari sons are made by n dat

Arollingo
The European Comparison Programme was expanded with additional West Balkan Countries in
2006. It now covers all countries in South East Europe and thus all the countries covered by this
report. The analysis of price information from Serbia under this programme does not include price
information from Kosovo, and Kosovo is not included in the programme.

The first PPP reports to cover Albania, Bosnia & Herzegovina, Montenegro and Serbia will only
be available in late 2007 or early 2008. This is too late to be included in this report, which can
only report PPP information from Bulgaria, Croatia, Romania, the former Yugoslav Republic of
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Macedonia and Turkey. Eurostat has made PPP forecasts for 2007 available for these five
countries.

Figure 15 below presents the PPP information?2 in the form of price level indices.

Comparative price level indices for 2007
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Figure 15 - Price level indices

Population and households

Table 12 below provides basic information on population and households. It is based on data
received from the national authorities and should therefore be the most reliable information
available in July 2007. However, a word of warning may be appropriate. For many countries, the
information is based on a census that may be some years old. This is particularly true for the
number of households. Sometimes the population figures may be based on an old census with
growth projections to give an estimate for later periods. In other cases, the last known numbers
have been used.

For some of the Balkan territories there is a significant problem with refugees that creates
uncertainty about the population count.

12n Report 2, price comparisons were made for all countries and geographic units using partial PPP, because they were
the only indicators available at the time. The partial PPPs had been calculated based on data from 2003 for the food,
beverage and tobacco sector and for clothing and footwear sector. The full PPPs that are now available for the five
countries are lower than the partial PPPs. Thus, when converting nominal euros to PPP euros, the prices will appear
more expensive in Report 3 and this report than they were with partial PPP conversion in Report 2
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Country Inhabitants year |Percentage of EU| Households
end 2006 population as of | year end 2006
year end 2006

Albania 3,162,506 0.69 752,978
Bosnia & Herzegovina 3,871,000 0.84 1,034,538
Bulgaria 7,679,280 1.66 2,921,887
Croatia 4,440,000 0.96 1,477 377
Montenegro 627,000 0.14 191,047
Romania 21,584,365 468 7,320,202

Serbia, including Kosovo!

Serbia 7,498,001 1.62 2,521,190
Kosovo 1,965,000 043 311,100
The former Yugoslav Republic of Macedonia 2,037,000 0.44 564,296
Turkey 72,974,000 15.81 18,491,840
SEE 125,838,152 2727 35,586,455
BJ27 461,478,703
1) under UNSCR 1244

Table 12 7 Population

Notes:

The national information has been provided by the NRAs based on the information from the national statistical
organisations.

Albania: Data are estimations from INSTAT, based on the 2001 census. The number of households is derived by
dividing the estimated population for 2006, with the average number of people per household in 2001.

Bosnia & Herzegovina: Inhabitants at the end of 2005 is used as the best estimate of inhabitants at the end of
2006. The number of households is based on the B&H Statistical system and LFS 2006 survey. This survey also
estimated the population to be significantly lower (3,397,328) than the official estimate.

Bulgaria: The number of households is based on the most recent data available from 2001.

Croatia: Inhabitants at the end of 2005 is used as the best estimate of inhabitants at the end of 2006.
Montenegro: The most recent information is for 31.12.2003 i population is 620,145, households are 191,047.
2005 and 2006 data are projections.

Romania: The latest census of population and dwellings was made in March 2002. Since that date, estimates have
been developed. The information on households is from the census. Inhabitants at the end of 2005 is used as the
best estimate of inhabitants at the end of 2006.

Serbia: Inhabitants at the end of 2005 is used as the best estimate of inhabitants at the end of 2006.

Kosovo: Inhabitants at the end of 2005 is used as the best estimate of inhabitants at the end of 2006.

The former Yugoslav Republic of Macedonia: The number of inhabitants and households are the same as those
given for 2004 and are taken from the official report of the State Statistic Authority of the Republic of Macedonia.
Turkey: The number of households is a projection based on the census of 2000.

The EU popul ation has been tpaojeaionddtabasenThis popubaton motv hdudgsopul at i on
27 Member States. In this table, the population in Bulgaria and Romania is included in the total SEE population
and in the total EU 27 population.

National economy

The countries and geographic units in this report belong to the least developed regions in
Europe. However, they are demonstrating strong economic growth with an average growth rate
of over 23% from 2005 to 2006, measured in nominal euros at current prices. The corresponding
growth rate for the 25 EU Member States was, by comparison around 4.4%, measured in euros
at current prices (including inflation).

Table 13 below shows the gross domestic product (GDP) in nhominal euro for 2005 and 2006 and
the corresponding values per capita. Not all of the countries and territories are covered by
Eurostat. Therefore, the calculation methodology may differ from country to country. In some
cases, the original calculation may have been performed in US dollars and the euro value will
then depend on the US dollar to euro exchange rate. Therefore, the information should be seen
only as a rough indicator of the economic status of the countries and territories.
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However, Eurostat datal3, are available for Bulgaria, Croatia, Romania, the former Yugoslav
Republic of Macedonia, and Turkey and these values have been used in this report rather than
the values reported from national authorities. This represents a change from our previous reports
and the numbers may therefore be different from those in Report 3 published in the first quarter
of 2007.

In addition, the values for other countries and geographic units that are reported here may be
different from the values reported in Report 3 because more precise estimates have become
available. In most cases, the re-evaluation has led to increased estimates.

GDP per capita in nominal euro
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Figure 16 - GDP per capita in nominal euro for 2004, 2005 and 2006

Note:

Bulgaria, Croatia, Romania, the former Yugoslav Republic of Macedonia, and Turkey:: The source is Eurostat for
2004, 2005 and 2006. These countries are indicated shades of blue. The other countries and geographic units are
indicated in shades of purple.

Albania: Estimate by the National Bank of Albania, the Ministry of Finance, INSTAT and IMF

Bosnia & Herzegovina: Source is Central Bank of Bosnia & Herzegovina

Montenegro: Central Bank of Monten e gr o. Chi ef Economi stés report for
Serbia: Source is National Bank of Serbia

Kosovo: The information is provided by PTK. The GDP estimates for Kosovo may vary depending on the source

13

Ref.
http://epp.eurostat.ec.europa.eu/portal/page?_pageid=1996,39140985&_dad=portal& schema=PORTAL&screen=detai
Iref&language=en&product=Yearlies_new_economy&root=Yearlies_new_economy/B/B1/B11/daa10000

2006.


http://epp.eurostat.ec.europa.eu/portal/page?_pageid=1996,39140985&_dad=portal&_schema=PORTAL&screen=detailref&language=en&product=Yearlies_new_economy&root=Yearlies_new_economy/B/B1/B11/daa10000
http://epp.eurostat.ec.europa.eu/portal/page?_pageid=1996,39140985&_dad=portal&_schema=PORTAL&screen=detailref&language=en&product=Yearlies_new_economy&root=Yearlies_new_economy/B/B1/B11/daa10000
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Country GDP Nom inal euro (billion) Per capita nominal eurq

GDP 2005 GDP 2006 GDP 2005 | GDP 2006

Albania 6.788 7.335 2156 2319
Bosnia & Herzegovina 8.073 9177 2086 2371
Bulgaria 21.882 25100 2835 3269
Croatia 31.260 34212 7037 7705
Montenegro 1.690 1.829 2704 2917
Romania 79.483 97.118 3676 4499

Serbia, including Kosovo!

Serbia 20.588 26.504 2746 3535
Kosovo 2.4388 2.563 1266 1304
The former Yugoslav Republic of Macedonia 4 675 4998 2297 2454
Turkey 290.503 368.182 4006 5045
SEE 467 .431 577.017 3712 4585
EU25 10889.321 11461.185 23676 24720

1) under UNSCR 1244

Table 13 - GDP in nominal euro for 2005 and estimate for 2006

Notes:

Bulgaria, Croatia, Romania, the former Yugoslav Republic of Macedonia, and Turkey: The source for national
GDP is Eurostat for 2005 and 2006.

Albania: Estimate by the National Bank of Albania, the Ministry of Finance, INSTAT and IMF

Bosnia & Herzegovina: Source is Central Bank of Bosnia & Herzegovina
Montenegro:Ce nt r al Bank of Montenegro.
Serbia: Source is National Bank of Serbia

Kosovo: The information is provided by PTK. The GDP estimates for Kosovo may vary depending on the source.

Chi ef Economi st ds

Telecommunications market

The information presented in this section has July 1, 2007 as its reference date except for
information that covers a complete year in which case the reference year is 2006.

Economic overview

The table below shows the estimated size of the telecommunications markets in 2006.
Information on the Internet market and the market for data and leased lines is not available for all
geographic units. The size of the market is therefore somewhat underestimated for these units.
Not all of the geographic units have Cable TV operators and, in some cases, Cable TV operators
exist but have not reported their revenues.

Turkey has by far the largest telecommunications market and represents almost half of the total
market presented in this report. The Turkish mar k et |, which is val
more than 3% of the total EU market. Nevertheless, the value of Turkey's market is less than it
was in 2006 because of currency fluctuations. When measured in local currency, the market grew
by 6.4%.
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Country Market estimate GDP 2006 Percent of
2006 Billion euro GDP
Million euro

Abania 434 7.335 592
Bosnia & Herzegovina 607 9177 6.61
Bulgaria 1,548 25.100 6.17
Croatia 1,966 34212 575
Montenegro 219 1.829 11.96
Romania 3,710 97.118 3.82
Serbia, including Kosovo!

Serbia 1,300 26.504 490

Kosovo 169 2.563 6.59
The former Y ugoslav Republic of Macedonia 342 4.998 6.84
Turkey 9,209 368.182 250
SEE 19,504 577.017 3.38
BJ25 289,000 11,461.185 252
1) under UNSCR 1244

Table 14 - Market value overview
Notes:

Turkey: The value of GDP is an estimate by the State Planning Organization for the Annual Programme for 2006

Electronic communications markets by country

AL E BA
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1.8% 0.9% 6.7%

Figure 17 - Relative shares of the SEE telecommunications markets
In Figure 18 below, the total telecommunications market is broken down into five categories:
e fixed telephony services;
®  mobile services;
e fixed data services (including Internet services);
e cable TV services;

e  other services (for example satellite services).

The information is derived from the existing national procedures for collecting information from
the operators. These procedures have not been co-ordinated among all the countries and
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geographic units in order to produce comparable information according to a common
specification. The information presented in this report should therefore be seen as indicative
rather than providing the definitive picture.

Telecommunications markets in 2006
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Figure 18 - Market value breakdown

Figure 19 below presents the growth in the total telecommunications markets. Montenegro and
Romania can present extraordinary growth from 2005 to 2006, which is further analysed below.
Bosnia & Herzegovina, Bulgaria and Croatia had robust growth of 10% or more in the period.
Turkey, as mentioned above, had a growth of about 6% when measured in local currency, but
this turns into a decline of almost 12% when translated into euro.
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Electronic communications market development
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Figure 19 - Telecommunications market development

Note:
The former Yugoslav Republic of Macedonia: The market value for 2005 is an estimate based on data from a six
month period.

It is also interesting to see the size of the telecommunications market compared to the
population. Figure 20 below shows that Croatia and Montenegro have the highest spending on
telecommunications with around 0450 and 0350 per
telephony markets. Per capita spending in the other countries and geographic units is between

0100 and dpkKodbvo, wherecthe spending is below this range.

In all countries and geographic units, the market for mobile services is higher than the market for
fixed telephony services.

By comparison, the electronic c o mmuni cati ons sector i n ¥ wkichEU i n
represents a per capita spendingof 06 2 6 .

14 90m Implementation Report from the European Commission

Page 39

"y



Report 41 Country comparative report.- November 30, 2007

Annual spending per capita in 2006
500

450

400

350

300

250

200
150 A

100 I
50 ~ !
0

AL BA BG HR ME RO RS XK MK TR

1

Nominal euro

DOFixed telephony  BMobile services DOFixed data DOCable TV  BOther services

Figure 20 - Telecommunications markets per capita in nominal euro

Figure 21 below shows how the per capita spending has developed over the past three years.
The overall growth in the telecommunications markets explained above is also reflected in per
capita spending growth.

Development of per capitaspending
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Figure 21 - Development of per capita spending

Furthermore, it is meaningful to examine the total telecommunications markets measured in
comparison to the national GDP. This indicator is presented in the figure below.
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Telecommunications market in percent of GDP- 2004-2006
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Figure 22 - Telecommunications market in percent of GDP in 2006

Notes:
The GDP value for the EU has been provided by Eurostat.
The market value for the EU25 in 2006 is from the 12" Implementation Report from the European Commission.

It will be seen that the average spending on telecommunications in the SEE countries is just
below 4% of GDP. This is significantly higher than in the EU, where the average around 2.5%.
This is a reflection of the fact that the SEE countries have a lower GDP per capita than the EU
25. However, it is also indicative of the important role and the significant growth in the
telecommunications sector in these countries.

Fixed network penetration

The fixed line penetration rates per 100 population are given in the table below. The numbers
represent active subscriber lines. Subscriber lines that are connected to analogue switches are

classified as fAanal ogue |l ineso, whicl asshbbsedcasanéad
l'ineso. I SDN s u b soffered ibh ®vo foring: BasicsRate Aatessh(BRA) and Primary

Rate Access (PRA). BRA lines enable two telephone numbers and two simultaneous calls and
are often used by households and smaller organisations. PRA lines, which enable 32
simultaneous calls, are normally used for connecting larger organisations to the PSTN.

The number of simultaneous calls that can be transmitted over one or two pairs of copper wire is
therefore highly technology dependent. With xDSL and modern voice coding technologies, the
number of simultaneous calls over a copper pair represents an unreliable indicator. A better and
more reliable indicator is the number of copper pairs in the subscriber networks.

In the tables and figures below, all ISDN subscriptions have been added into one category, but
primary rate subscriptions count double because each subscription requires two subscriber lines
(two copper pairs) for implementation.

The weighted average fixed line penetration rate is 25.4% (a decrease of about 0.6% since
November 2005). In general, the penetration rates are still lower than the overall EU25 average
of about 45%. However, they compare more favourably with the new EU Member States as the
weighted EU10 average is 31%. Nevertheless, the fixed line penetration rates have fallen in six
countries and have been more or less static in the other four.
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A consequence of limited fixed line penetration rates will be a restriction on the number of
households that could eventually subscribe to broadband services provided over fixed telephone
lines.

Country Analogue Digital ISDN Total Per 100
pop
Albania 2,003 268,640 131 270,774 8.56%
Bosnia & Herzegovina 50,251 792,630 8,245 851,126 21.99%
Bulgaria 946,736 1,105,373 1,013 2,053,122 26.60%
Croatia 0 1,361,215 40,302 1,401,517 31.55%
Montenegro 0 142,234 4,551 146,785 23.41%
Romania 180,000 3,460,000 1,020 3,641,020 16.84%

Serbia, including Kosovo®

Serbia 236,693 2,180,856 62,191 2,479,739 33.07%
Kosovo 0 91,000 0 91,000 4.63%
The former Yugoslav Republic of Macedonia 0 433,673 2,766 436,439 21.45%
Turkey 0| 14,208,266 1,563 14,209,829 19.47%

' 1) under UNSCR 1244

Table 15 - Fixed lines per 100 inhabitants, January 2007 (residential users)

Notes:

Albania: The number of analogue lines has almost halved compared to 2005 and the number of digital lines has
increased, which has resulted in a slight increase in the overall penetration rate.

Bosnia & Herzegovina: The number of analogue and digital lines in service continues to fall compared to the
previous year.

Bulgaria: Continued digitalisation has led to a reduction in the number of analogue lines in service. In addition, in
2006, the number of fixed digital lines includes the lines supplied by alternative fixed operators, while in 2005
these were not included.

Montenegro: The remaining analogue lines have now been replaced with digital lines.

Romania: The number of analogue lines has been reduced by about 50% and the number of digital lines has also
fallen which has led to a slight reduction in the penetration rate.

Serbia: The number of analogue lines has reduced by about 50% and the number of digital and ISDN lines has
increased, which has led to a 3% increase in the fixed line penetration rate.

Kosovo: The remaining analogue lines have now been replaced with digital lines but there has been an overall
drop in the penetration rate of about 1%.
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Country Analogue Digital ISDN Total Per 100
pop

Albania 151 17,606 568 18,325 0.58%
Bosnia & Herzegovina 1,995 109,310 18,276 129,581 3.35%
Bulgaria 55,814 291,501 24,294 371,609 4.81%
Croatia 162,589 87,477 250,066 5.63%
Montenegro 0 18,572 3,183 21,755 3.47%
Romania 10,000 530,000 20,000 560,000 2.59%
Serbia, including Kosovo®

Serbia 29,553 272,300 7,765 309,619 4.13%

Kosovo 0 15,400 453 15,853 0.81%
The former Yugoslav Republic of Macedonia 0 50,588 13,591 64,179 3.15%
Turkey 0 4,623,350 19,180 4,642,530 6.36%

/1) under UNSCR 1244

Table 16 - Fixed lines per 100 inhabitants, January 2007 (business users)

Notes:

Bosnia & Herzegovina: The number of analogue lines has reduced by about 50% and there has been about a 25%

increase in the number of digital lines. This has led to about a 20% increase in the number of lines.
Bulgaria: There has only been a slight decrease in the number of analogue lines and a corresponding small
increase in the number of digital lines. In addition, in 2006, the number of fixed digital lines includes the lines
supplied by alternative fixed operators, while in 2005 these were not included. The result is that the penetration
rate in 2006 was relatively static compared to 2005.
Romania: The number of analogue lines has reduced by about 50%. The number of digital lines has increased by
more than the reduction in the analogue lines so overall there has been an increase in the penetration rate.
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Figure 23 - Fixed lines per 100 inhabitants, January 2007
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Notes:

The EU 25 average is from the Commission Staff Working Document Review of the Scope of Universal Service in
line with Article 15 of Directive 2002/22/EC. The SEE average is the weighted average for the countries and
geographic units calculated on the basis of the information in Table 15 and Table 16 above.

Figure 23 above shows the percentage of fixed lines per 100 inhabitants broken down into ISDN,
Digital and Analogue lines. Figure 24 below shows how the fixed line penetration rates have
developed in the period January 2005 to January 2007.

Fixed lines per 100 inhabitants - Recent developments
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Figure 24 1 Fixed lines per 100 population i January 2005 i January 2007

A consequence of low digitalisation rates is the inability to introduce xDSL services and value
added services. The digitalisation of the fixed networks is crucial for the provision of value-added
services and for increasing the quality of service for customers. The data presented in Table 17
below is calculated on the basis of the number of digital fixed lines as a percentage of the total
number of fixed lines.

Croatia and the former Yugoslav Republic of Macedonia have been 100% digital since January
2003 and January 2004 respectively. Montenegro and Kosovo achieved 100% digitalisation in
2006 and Romania reached this target in on June 30, 2007. Albania, Bosnia & Herzegovina, and
Turkey have achieved 98% digitalisation. In Albania, the rural operators (12.4% of the total
network) are 100% digital.

Bulgaria is digitalising the major cities before rural areas and its digitalization rate continues to

grow significantly. Figure 25 shows that the proportion of analogue to digital lines is nhow almost

40-60 (compared to the 66-34 ratio in January 2005). However, ac cor di ng t o -Bul gar.i
accession negotiation commitments and the terms of
have reached 75i 81% by the end of 2007. This should also be seen in the context of the strong
fixed-to-mobile substitution in Bulgaria, where the number of fixed lines per 100 population

continues to fall.

Serbiads digital i slutaboutrll% ohthedines age siillarmalogeiea s i n g
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Country 01/01/2004 | 01/01/2005 | 01/11/2005 | 01/07/2006 | 01/01/2007
Albania 97.50 97.60 97.70 98.10 98.00
Boshia & Herzegovina 85.27 89.93 92.45 94.85 98.40
Bulgaria 26.00 34.00 36.84 51.00 58.00
Croatia 100.00 100.00 100.00 100.00 100.00
Montenegro 98.00 99.80 99.87 99.90 100.00
Romania 74.00 77.15 84.54 91.40 100.00
Serbia, including Kosovo®
Serbia 64.87 67.35 83.69 n/a 88.63
Kosovo 45.00 47.00 47.00 47.00 100.00
The former Yugoslav Republic of Macedonia 100.00 100.00 100.00 100.00 100.00
Turkey 90.77 97.12 97.78 97.87 98.30

1) under UNSCR 1244

Notes:

Table 17 - Digitalisation rate of fixed networks in percent

Bulgaria: The status on November 1, 2005 is not available. The information shown is from June 30, 2005.
Kosovo: The value given for November 1, 2005 is as at January 1, 2005.

Figure 25 shows the extent of network digitalisation and the significant progress that has been
made in Bulgaria but also underlines the progress that has yet to be made for Bulgaria to meet

the pre-accession negotiation commitments by the end of 2007.
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Figure 25 - Digitalisation rate of fixed networks in percent

Party and group lines are those lines that serve two or more customers. These lines are a
potential barrier to local loop unbundling and, as far as customers are concerned, inhibit the use
of value added services, especially xXDSL and as such are an inhibitor to reliable internet access

and usage.
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Figure 26 - Presence of party and group lines in fixed networks

Five countries have no party lines, Croatia, Romania, Kosovo, the former Yugoslav Republic of
Macedonia, and Turkey. In Romania, the last remaining party lines were upgraded to single user
lines in the first half of 2007.

The percentage of party lines in the other counties has been decreasing steadily since 2005 and
are now an insignificant proportion of the total number of lines except in Bulgaria, which has the
largest proportion of party lines (21.5% of all lines) although it has achieved a considerable
reduction since 2005.

In Kosovo, a conditio n i n PTKO®6s |l icence stipulated that

December 31, 2006. This condition has apparently been satisfied.

Party lines: January 2005 - January 2007
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Figure 27 7 Changes in party and group lines January 2005 to January 2007

In general, alternative operators have a very low percentage of the total number of fixed lines
except in Albania where almost 11% of all lines are operated by alternative operators that have
invested in their own fixed network infrastructure. However, they have until recently been
considered to be whidR would Inot Supplyrsartices & @ national level in
competition with the incumbent or other operators.

In Bulgaria, sixteen alternative operators have started operating fixed networks using digital lines
but the total number of lines in service is insignificant (slightly more than 1% of all lines).

al
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However, it is interesting to note that the alternative operators in Bulgaria seemed to be
addressing the business, rather than the residential, sector.

In Romania, alternative operators now account for almost 20% of the total lines in use. These
operators have invested in their own fixed network infrastructure.

Country Residential Business Total Percentage
Analogue | Analogue | ISDN [Analogue [Analogue | ISDN number of Ilnes.of
lines / lines / lines lines / lines / lines oflines | alternative
analogue digital analogue | digital operators
switches | switches switches [ switches
Albania - 31,625 - - - - 31,625 10.94%
Bosnia & Herzegovina - - - - - - 0 0.00%
Bulgaria 261 5,913 - 2,166 14,537 | 3,479 26,355 1.09%
Croatia - 1,175 - - 1,192 - 2,367 0.14%
Montenegro - - - - - - 0 0.00%
Romania 100 720,000 - 300 90,000 1,000 | 815,000 19.40%
Serbia, including Kosovo!
Serbia - - - - - - 0 0.00%
Kosovo - - - - - 0 0.00%
The former Yugoslav
Republic of Macedonia - - - - - - 0 0.00%
Turkey - - - - - - 0 0.00%

1) under UNSCR 1244

Table 18 - Number of fixed lines of alternative operators and percentage of these lines compared
to the total number of fixed lines

Notes:

The information is from January 1, 2007.
Romania: The numbers have been rounded off.

Mobile service penetration

On average, the penetration rates for mobile services are triple those of fixed lines. In Albania,
the mobile penetration rate is almost six times that of the fixed penetration rate while in Bosnia &
Herzegovina it is slightly less than double.

Country 1.1.2003 | 1.1.2004 | 1.1.2005 | 1.1.2006 | 1.1.2007 | 1.7.2007 Fixed Fixed
lines lines
per 100 | per 100
pop on pop on
1.7.2006 | 1.1.2007
Albania 26.00 34.00 38.61 48 61 66 8.93 9.14
Bosnia & 19.65 28.68 34.22 42.3 48.58 51.49 25.29 25.33
Herzegovina
BH Telecom d.d.
Sarajevo | g g7 1457 | 16.88
Telekom Srpske
ad.Banjaluka | o 1056 | 13.07
Hrvatske
Telekomunikacije
d.o.o. Mostar 2.39 3.55 4.27
Bulgaria 33.00 45.00 61.00 80 107 117 32.27 31.41
Croatia 52.71 57.45 63.99 82.08 98.95 103.83 37.11 37.18
Montenegro 67.40 62.70 77.9 87.6 103 121.25 28.64 26.88
Romania 24.00 32.47 47.12 52.50 80.70 90.53 20.44 19.29




Report 47 Country comparative report.- November 30, 2007

Country 1.1.2003 | 1.1.2004 | 1.1.2005 | 1.1.2006 | 1.1.2007 | 1.7.2007 Fixed Fixed
lines lines
per 100 | per 100
pop on pop on
1.7.2006 | 1.1.2007
Serbia (including
Kosovo?l)
Serbia 32.14 43.80 57.94 N/A 88.60 88.60 34.35 37.20
] Telekom 18.14 23.80 30.98 55.74 55.74
Srbija
e Telenor 14.00 20.00 26.96 32.87 32.87
Srbija
Kosovo 13.50 15.20 16.00 18.00 29.50 34.50 5.50 5.50
The former 18.00 29.88 49.02 62.38 70.061 75.041 26.52 24.58
Yugoslav
Republic of
Macedonia
e  T-Mobile 18.00 25.73 36.94 43.38 46.70 49.54
e  Cosmofon 0.00 4.15 12.05 19.00 23.361 25.501
e VIP
Turkey 33.50 39.40 48.90 61.07 72.18 79.52 25.89 25.83

1) under UNSCR 1244

Table 19 - Mobile penetration

Notes:
Bosnia & Herzegovina: There are 3 mobile operators in Bosni
mobile network BH Line, fAdmé¢ ekfo mmSbipls&keddt wort bh MOBNhASnand Al

brand name of mobile network HT Mobilne komunikacije.

Croatia: Pre-paid card subscribers are dropped after six inactive months.

Kosovo: The mobile penetration rate includes those subscribers that can make and receive calls and those that
can only receive calls in the previous month.

Romania: A pre-paid card has to be active at the end of the monitoring period in order to be considered active.
Turkey: Mobile penetration reached 84% in September 2007.

In Albania, pre-paid cards are counted if they have been active within the last six months. In
Bosnia & Herzegovina, there are 3 mobile (GSM) incumbent operators: BH Telecom, Telekom
Srpske, HT Mostar. In Bulgaria, both GSM operators have a 12-month period of activity for pre-
paid cards after their last activation or recharge. In Croatia, pre-paid users are not counted after
nine inactive months. In Montenegro and Serbia, pre-paid users are not counted after 12 inactive
months. In the former Yugoslav Republic of Macedonia, pre-paid card users are counted as
active if the card has been used in the last three months.

In Serbia, the figures for Telenor (ex Mobi63) in Table 19 are calculated for the territory of Serbia
excluding the Kosovo and Metohia regions. Pre-paid users are dropped after 420 inactive days
(13 months). The mobile penetration figures for Telekom Serbia in Table 19 include a relatively
small number of subscribers in Kosovo and Metohia. Pre-paid users are dropped after 11
months. In the 12" month, only incoming calls are permitted and in the 13" month, a customer
can reactivate a number by paying a renewal fee.

The penetration figure for Kosovo only applies to PTK/VALA900, which, until 2007, was the only

licensed mobile operator in Kosovo. The second mobile operator Ipkonet was licensed in March

2007 and is stildl in process of rolling out its ne:
in Kosovo there are no published subscriber figures.

A pre-paid user in Romania has to be active within the previous twelve months to be counted.

The next figure shows how mobile penetration rates had increased from January 2005 to July
2007. In the same period, fixed line penetration rates had declined in some countries.






