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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
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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
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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 1

4,500 u
4,000 u

3,500 B
3,000 B

2,500 B

2,000 B

Million euro (nominal)

1,500 B

1,000 B

500

OWI_I(_ [T mm ([ |

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

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

° 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.

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.



