_

Cullen
INTERNATIONAL

REPORT Il

Supply of services in monitoring regulatory and market developments
for electronic communications and information society services in
Enlargement Countries

March 2010

The opinions expressed in this study are those of the authors and do not necessarily reflect the views of the European
Commission.




Enlargement Countries Monitoring Report Ill — March 2010

Executive Summary

This is the third report in a series of four monitoring reports prepared in the context of a three-year
monitoring project covering South-East European countries that are potential members of the EU, either in
the short or medium term: Croatia, former Yugoslav Republic of Macedonia, Turkey, Albania, Bosnhia &
Herzegovina, Montenegro, Serbia and Kosovo (under UNSCR 1244). It reports on the market
developments and the progress made towards compliance with the EU rules for electronic
communications and information society services over the past nine months since the publication of the
previous report.

The slowdown in economic growth in the Western Balkans and Turkey only started becoming noticeable
in the fourth quarter of 2008. At this stage no complete financial data for 2009 is available. However, the
forecasts for 2009, initially suggesting that the region would avoid the most serious consequences of the
economic crisis, continue to be revised downwards. Recent IMF forecasts for 2009 suggest a shrinking in
GDP for the whole region by at least 2.5%. Turkey and Croatia are expected to be worst hit, while the
negative impact on the economies of Albania and Kosovo is forecast to be less detrimental. Nevertheless,
concerns remain that the region will be affected by the crisis over at least a three-year period, with
significant implications for labour markets and in terms of poverty and vulnerability.

In terms of value, the electronic communications market in the eight countries was estimated at
€16.43 billion in 2008. This represents a modest 4% increase from the market value in 2007. After the
recovery which had been ongoing since 2005 and reached an impressive 18% growth just a year before,
2008 marks a clear drop in the growth of electronic communications sector.

As the countries struggle with growing budget deficits, the electronic communications sector was also
affected by some controversial fiscal measures introduced by national governments to combat the crisis.
After a temporary additional 10% tax on mobile communications was introduced in Serbia, Croatia
implemented a similar 6% tax.

Mobile services largely continue to account for all electronic communications market growth in the
monitored countries. With €9.95 billion revenue and 10% annual growth, mobile telephony contributed to
over 60% of the sector’s turnover in 2008. Mobile penetration continued to grow in all countries, reaching
and sometimes even surpassing the level of the EU-27, with Montenegro (226%), Croatia (141%) and
Serbia (118.5%) in the lead. With 3G mobile services now available in most of the monitored countries,
the growth of mobile broadband has also continued. By July 2009 Croatia had achieved a 4.5%
penetration of dedicated mobile data cards, surpassing the EU-27 average of 4.2%. In Turkey, first
commercial 3G services were launched in July 2009 but already within the first five months the country
reported over 6 million active 3G subscribers and nearly 60,000 mobile data card users.

The growth in mobile penetration was accompanied by intensified competition and dropping retail prices.
Particularly significant reductions in retail mobile prices have been reported in the former Yugoslav
Republic of Macedonia, Albania, Montenegro, Serbia and Kosovo. However, there has been no
advancement on number portability in five of the eight countries. Croatia, the former Yugoslav Republic of
Macedonia and Turkey remain the only countries where mobile subscribers have access to number
portability. All the three countries reported a good progress, with Turkey in the lead with over 7.5 million
mobile numbers ported within one year from the introduction of mobile number portability in November
2008.

Fixed telephony continued its decline at an ever increasing pace. In 2008, the segment lost another 13%
of its value in the monitored countries, largely as a result of fixed to mobile substitution. Incumbent
operators retain strong or very strong positions in most fixed markets. With the exception of Croatia, the
market shares of alternative operators remain below 10%. Implementation of competitive safeguards in
fixed networks remains at a very early stage and hardly any progress has been reported since the
publication of the previous monitoring report. Only Croatia, the former Yugoslav Republic of Macedonia
and Turkey have advanced in implementing most of the competitive safeguards, while other countries are
lagging behind.



Enlargement Countries Monitoring Report Ill — March 2010

Following the introduction of general authorisation regime, Turkey has now opened to competition the
provision of fixed voice telephony networks and services at the local level, although so far there has been
no competitive entry. In Serbia, the long awaited second licence for provision of fixed telephony networks
and services was awarded in February 2010, following a public tender procedure. The competitive entry,
however, remains problematic in the absence of tariff rebalancing and clear deadlines for the introduction
of fixed number portability and local loop unbundling.

Internet access and broadband services are playing an increasingly significant part in the electronic
communications sector. In 2008, this segment had grown by 44% reaching €1.39 billion revenue.

Broadband penetration rate remains significantly below the EU-27 average rate that in July 2009 was
23.90%. The average broadband penetration rate for the eight countries was 8.01%. The highest
broadband penetration was observed in Croatia (13.44%), above the level of Romania and Bulgaria that
joined the EU in 2007. Fixed broadband markets are dominated by the incumbent operators in Croatia,
Turkey and Montenegro, where XxDSL is the main access technology. Furthermore, limited availability of
wholesale offers from the incumbents leaves competitors with little room for service differentiation. A
different situation is observed in the former Yugoslav Republic of Macedonia, Bosnia & Herzegovina,
Serbia and Kosovo, where competitors are using alternative infrastructures such as cable and fixed
wireless access networks. In Albania, local operators offer xXDSL services in competition with the
incumbent based on own networks.

The greatest challenge facing regulators is the task of carrying out market analyses. Since the previous
monitoring report, new rounds of market analyses have been carried out in Croatia, the former Yugoslav
Republic of Macedonia, Turkey and Albania, while in other countries progress has been extremely limited.

The EU legal framework for information society services has been largely introduced in national
legislation, in particular the provisions on legal recognition of electronic contracts and electronic signatures
and measures to tackle cybercrime and spam. Turkey has not yet addressed in national legislation the
provisions of Electronic Commerce Directive. Bosnia & Herzegovina needs to amend its Criminal Code in
order to comply with the Convention on Cybercrime.

After Internet access has been enforced by the revised EU regulatory framework as a fundamental
citizens’ right, this report analyses in a new chapter the relevant constitutional guarantees and eventual
mechanisms to restrict Internet access in the monitored countries by blocking certain users or blocking
certain websites. Only one country appears to have a law enabling such mechanisms. The Turkish law
regulating publications on the Internet has been frequently applied to block popular websites and therefore
presents a cause for concern.

All countries have designated a government body — typically a ministry — which is in charge of preparing
the national strategy on information society development and has some coordinating role at the state and
the international levels. The responsibilities for network security policy and related public awareness
activities are less clearly defined. Only Croatia and Turkey have a Computer Emergency Response Team.

In Croatia, the former Yugoslav Republic of Macedonia, Turkey and Serbia the national statistics institutes
are collecting information society statistics on an annual basis and have been integrated with Eurostat. In
the other countries there is still a lack of comparable statistical data and it remains unclear when the
national statistics institute would start collecting data. Data on online commercial transactions or on usage
of e-government and e-learning services is missing. Computer and Internet usage is below the EU
average, although similar to some of the new EU member states in the region. Turkey and Kosovo
reported large gaps between male and female usage of computers and the Internet.

To conclude, the past nine months have shown different dynamics of development in the monitored
countries. A good progress was achieved in Croatia, Turkey and the former Yugoslav Republic of
Macedonia, while the five other countries are moving at a somewhat slower pace, often attributed to
frequent legislative changes and institutional uncertainties.
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. INTRODUCTION

The significance of the telecommunications sector has long been recognised by economists, not only as
an important service sector in its own right, but also as a critical input for the rest of the economy and also
as the enabling infrastructure for the information society. Over-arching goals for the European Union were
set in the i2010 policy framework for a European information society for growth and employment! and are
further emphasised in the recently proposed Europe 2020 Strategy?.

Telecommunications policies have come to occupy an important position in the economic development of
nations.3 There is a broad consensus within the OECD and the European Union that these policies should
be based on competitive markets and that this is best achieved within a stable but evolving legal
framework, with markets supervised by a regulatory authority that is separate from and independent of
telecommunications operations.

There has been a pattern of privatisation of operators with state ownership no longer being considered
essential for the achievement of national goals and recognised as a potential obstacle to fair competition.
Privatisation also provided a welcome source of revenue for the state, rather than state-owned operators
demanding funds for investments.

A. EU regulatory framework for electronic communications

In the European Union, the regulatory environment for the telecommunications or electronic
communications sector* has undergone progressive changes for a quarter of a century. This development
is characterised by four major phases:

1. The first initiatives saw the liberalisation of the markets for terminals and some telecommunications
services, though many services remained exclusive to the state. Competition was generally limited to
value added services and to services provided to closed user groups within businesses.

2. “Full liberalisation”, which took effect by December 31, 1997, eliminated the remaining special and
exclusive rights of the state and state-owned operators.> It was characterised by:

e individual authorisations for public telephony services and for the construction of infrastructure,
both fixed and mobile;

e a prescribed set of asymmetric regulations imposed on operators with Significant Market Power
(SMP), i.e., having 25% or more of a small number of broadly defined markets.

This became known as the “1998 acquis”.

3. The “1999 Review” saw the previous legislation repealed and a new set of directives enacted in 2002
and transposed by Member States in 2003: Framework, Authorisation, Access, Universal Service,
Privacy and Competition. The main changes were:

e  more extensive use of general authorisations, reducing regulatory barriers to market entry. Only
activities requiring the use of scarce resources required an individual authorisation.

e the designation of SMP was brought into line with competition law and its application limited to
markets defined on competition law principles, with regulators being given a choice of the
remedies to apply to such operators.

e all electronic communications networks and services were regulated, including broadcasting
transmission networks.5

1 http://ec.europa.eu/information_society/eeurope/i2010/index_en.htm
2 http://europa.eu/rapid/pressReleasesAction.do?reference=IP/10/225&format=HTML&aged=0&language=EN&guiLanguage=en

3 The Seoul Declaration for the future of the Internet economy, June 18, 2008, Ministerial session. Paris: OECD.
http://www.oecd.org/dataoecd/49/28/40839436.pdf

4 Since 2002, the legislation has referred to “electronic communications” to reflect convergence, for example, it also applies to
broadcasting networks. In this report, the term electronic communications is used when describing aspects that relate specifically to
the 2003 regulatory framework. The term telecommunications is used to describe general aspects that do not relate to a specific
regulatory framework.

5 Greece, Ireland, Portugal and Spain had derogations on their introduction.


http://ec.europa.eu/information_society/eeurope/i2010/index_en.htm
http://europa.eu/rapid/pressReleasesAction.do?reference=IP/10/225&format=HTML&aged=0&language=EN&guiLanguage=en
http://www.oecd.org/dataoecd/49/28/40839436.pdf
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This became known as the “2003 acquis”.”

4. In June 2006 the European Commission published a communication on the review of the current
regulatory framework.® Then, in November 2007, it adopted a series of legislative proposals that
were debated in the European Parliament and the Council of Ministers over two years, until a
compromise agreement was finally reached in November 2009.

The most significant elements of the new framework are:®

e  Creation of the Body of European Regulators for Electronic Communications (BEREC), as a
platform for NRAs to ensure a consistent application of the EU regulatory framework. Aside from
providing advice to Parliament, the Commission and the Council on all matters regarding
electronic communications, BEREC will be able to give (non-binding) opinions on draft
Commission measures and will have an advisory role in the market analysis notification process
under article 7 and 7a of the Framework Directive.

e Contrary to the initial Commission proposals, there will be no veto for the Commission on
remedies proposed by NRAs in their market analyses notifications. However, where BEREC
shares the Commission’s concerns over remedies proposed by an NRA, BEREC and the NRA
should “cooperate closely to identify the most appropriate and effective measure”. Through the
reinforced harmonisation procedure, the Commission can propose binding decisions to address
inconsistent regulatory approaches of NRAs on market analysis notifications.

e The inclusion of functional separation as a remedy of “last resort”. This would mean that a
vertically integrated operator could be required to place activities related to the wholesale
provision of its access network services in an independent operating business unit that would
have to work under strict non-discriminatory obligations.

J More flexible but better harmonised radio spectrum management with technology and service
neutrality. Spectrum trading to be permitted in bands designated by the EC under a regulatory
procedure and, optionally, in additional bands designated by individual Member States.

e  Consumer protection aspects, including new provisions on humber portability within one working
day, limited duration of binding contracts, better consumer information, Internet access as a
fundamental right, new guarantees for an open and more "neutral" net. Changes to network
integrity, privacy and data protection.

o National telecoms regulators will gain greater independence. The new provisions reinforce
national telecoms regulators' independence by eliminating political interference in their day-to-
day duties and by adding protection against arbitrary dismissal for the heads of national
regulators.

The directives revising the EU 2003 regulatory framework for electronic communications and the
Regulation establishing BEREC and the supporting Office were published in the EU Official Journal
on December 18, 2009. The revised Framework, Access and Authorisation Directives, along with the
revised Universal Service and e-Privacy Directives entered into force on December 19. They have to
be transposed by Member States into national law by May 25, 2011.

The Regulation establishing BEREC and its supporting Office entered into force on January 7, 2010
and became applicable immediately.

A further important reform proposed by the Commission in parallel to the negotiations on the telecoms
reform package was adopted on October 16, 2009: the amendment of the GSM Directive, which will allow

6 However, the content of services delivered over those networks was excluded. See, for example, Directive 2007/65/EC amending
Council Directive 89/552/EEC concerning the pursuit of television broadcasting activities.

7 This framework is also referred to as the “2002 acquis”. The directives were adopted in 2002 and became effective in member
states in July 2003. Because the widely accepted term is the “1998 acquis”, referring to the year when the directives became
effective, it is consistent to use the term “2003 acquis”. However, some member states were late in their implementation and the new
member states did not have to apply the directives until their accession.

8 Report on the outcome of the Review of the EU regulatory framework for electronic communications networks and services.
COM(2007) 696 final.

9 http://ec.europa.eu/information_society/policy/ecomm/library/proposals/index_en.htm


http://www.cullen-international.com/referencedocument/dir_2009_140_ec
http://www.cullen-international.com/referencedocument/dir_2009_136_ec
http://www.cullen-international.com/referencedocument/regulation1211_2009
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=CELEX:32007L0065:EN:NOT
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=COM:2007:0696:FIN:EN:PDF
http://ec.europa.eu/information_society/policy/ecomm/library/proposals/index_en.htm
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operators to introduce new services, starting with 3G and extending later to other new technologies, to
operate in the GSM 900 MHz band which was previously reserved exclusively for GSM services.

In 2007, the EC under its own authority revoked its 2003 Recommendation of Relevant markets and
replaced it with a new and much shorter list (see Table 1).19 NRAs can additionally use the “three criteria
test” to find that one of the markets deleted from the list or some other market required analysis:1!

1. the presence of high and non-transitory barriers to entry (structural, legal or regulatory);
2. amarket structure which does not tend towards effective competition within the relevant time horizon;
3. the insufficiency of competition law alone adequately to address the market failure(s)

They must then inform the EC and obtain consent for any additional market definition.

2003 Recommendation 2007 Recommendation Comment
1 | Access to the public telephone network 1 | Access to the public telephone Combines old markets 1 and 2.
at a fixed location for residential network at a fixed location for
customers residential and non-residential
customers

2 | Access to the public telephone network
at a fixed location for non-residential
customers

3 | Publicly available local and/or national deleted
telephone services provided at a fixed
location for residential customers

4 | Publicly available international deleted
telephone services provided at a fixed
location for residential customers

5 | Publicly available local and/or national deleted
telephone services provided at a fixed
location for non-residential customers

6 | Publicly available international deleted
telephone services provided at a fixed
location for non-residential customers

The minimum set of leased lines deleted
Call origination on the public telephone 2 | Call origination on the public unchanged
network provided at a fixed location telephone network provided at a
fixed location
9 | Call termination on individual public 3 | Call termination on individual public | unchanged
telephone networks provided at a fixed telephone networks provided at a
location fixed location
10 | Transit services in the fixed public deleted
telephone network
11 | Wholesale unbundled access 4 | Wholesale (physical) network Reference to metallic loops
(including shared access) to metallic infrastructure access (including removed to permit the
loops and sub-loops for the purpose of shared or fully unbundled access) inclusion of fibre loops.
providing broadband and voice at a fixed location
services
12 | Wholesale broadband access 5 | Wholesale broadband access Non-physical or virtual network
access (e.g., bit-stream).
13 | Wholesale terminating segments of 6 | Wholesale terminating segments of | Made technology neutral.
leased lines leased lines, irrespective of the

technology used to provide leased
or dedicated capacity

10 commission recommendation on relevant product and service markets within the electronic communications sector susceptible to
ex ante regulation (2007/879/EC).
http://ec.europa.eu/information_society/policy/ecomm/doc/library/proposals/879/I_34420071228en00650069.pdf

See also the explanatory note:

http://ec.europa.eu/information_society/policy/ecomm/doc/library/proposals/sec2007_1483_final.pdf

11 The test for economic regulation in telecoms: Three criteria and Significant Market Power, Brussels, December 9, 2008.
http://lwww.cullen-international.com/documents/cullen/cipublic/economicregtelecoms_9dec2008.cfm



http://ec.europa.eu/information_society/policy/ecomm/doc/library/proposals/879/l_34420071228en00650069.pdf
http://ec.europa.eu/information_society/policy/ecomm/doc/library/proposals/sec2007_1483_final.pdf
http://www.cullen-international.com/documents/cullen/cipublic/economicregtelecoms_9dec2008.cfm
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2003 Recommendation 2007 Recommendation Comment

14 | Wholesale trunk segments of leased deleted
lines

15 | Access and call origination on public deleted
mobile telephone networks

16 | Voice call termination on individual 7 | Voice call termination on individual unchanged
mobile networks mobile networks

17 | The wholesale national market for deleted
international roaming on public mobile
networks

18 | Broadcasting transmission services, to deleted

deliver broadcast content to end-users

Table 1 - List of relevant markets

The EU adopted the Roaming Regulation in 2007.12 While this is now part of the acquis communautaire,
its application outside member states is complicated by the need for reciprocal agreements amongst
operators. The Regulation was amended and extended in 2009 by setting maximum wholesale and retail
charges for voice telephony roaming calls in the form of a three-year glide path and introducing new retail
and wholesale price caps for SMS and a wholesale cap for data services.

B. Information society aspects

The EU started to address information society issues around 1990. In the beginning, the legislative
initiatives focussed on completing the internal market by harmonising national legislation, for example by
the Television without Frontiers Directivel3 (1989) and the Data Protection Directivel4 (adopted in 1995,
though the Commission had published its first draft in 1990).

At a special meeting in March 2000 the European Council adopted the Lisbon Strategy, setting a new
strategic goal to gain economic growth and better jobs by becoming “the most competitive and dynamic
knowledge-based economy in the world”.1> Creating “an information society for all” became one of the
main means to achieve this dynamic knowledge-based economy. The information society aspects of the
Lisbon Strategy were addressed in more detail by the eEurope 2002 and 2005 Action Plans.

In June 2005 eEurope was replaced by the current i2010 Strategy.’® The 2005 Commission
communication ‘2010 - A European Information Society for growth and employment’ formulated an
integrated approach to promote the information society and audiovisual media throughout the EU. The
i2010 communication has been implemented in all Member States through national strategies.

In August 2009 the Commission published a ‘digital competitiveness report’, in the form of a
communication, and an accompanying document, showing the “strong progress” made by the EU digital
sector since 2005. It also launched a public consultation on the priorities for a new strategy after 2010 with
the view of presenting a new strategy in 2010 as part of the next wave of the Lisbon agenda.

The eSEEurope Initiativel” extends the EU’s related activities to the SEE countries.

The Electronic Commerce Directivel® adopted in 2000 ensures that Member States legally recognise
electronic contracts. It also grants providers of information society services free market access and
established rules on advertising. The Directive provides a safer legal environment for Internet service
providers, because it limits their liability for infringements by their subscribers or users. Some of the

12 Regulation (EC) no. 717/2007 of the European Parliament and of the Council of 27 June 2007 on roaming on public mobile
telephone networks within the Community and amending Directive 2002/21/EC.

13 Council Directive 89/552/EEC on the coordination of certain provisions laid down by law, regulation or administrative action in
Member States concerning the pursuit of television broadcasting activities.

14 Directive 95/46/EC of the European Parliament and of the Council of October 24, 1995 on the protection of individuals with regard
to the processing of personal data and on the free movement of such data.

15 see the Council conclusions and later amendments at http://ec.europa.eu/growthandjobs/european-councils/index_en.htm.
16 gee http://ec.europa.eu/information_society/eeurope/i2010/index_en.htm.
17 see http://www.eseeinitiative.org/.

18 Directive 2000/31/EC of the European Parliament and of the Council of June 8, 2000 on certain legal aspects of information
society services, in particular electronic commerce, in the Internal Market (Directive on electronic commerce).



http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2007:289:0038:0044:EN:PDF
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=CELEX:31989L0552:EN:HTML
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=CELEX:31995L0046:EN:HTML
http://ec.europa.eu/growthandjobs/european-councils/index_en.htm
http://ec.europa.eu/information_society/eeurope/i2010/index_en.htm
http://www.eseeinitiative.org/
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2000:178:0001:0016:EN:PDF
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provisions of the Electronic Commerce Directive, in particular on transparency of online offers, were
preceded by the Directive on the protection of consumers in respect of distance contracts.19

The Electronic Signatures Directive adopted in 1999 established the legal framework for electronic
signatures that are legally equal to handwritten signatures.2° Certification-service providers must not be
subject to prior authorisation. Member States must establish a supervision system for those providers who
issue qualified certificates.

C. Monitoring progress

Regulatory development has been supported by monitoring the progress in the national electronic
communications markets. Each year the European Commission publishes an in-depth report on the
implementation of the electronic communications regulatory framework in the Member States. The
fourteenth report was adopted by the Commission in March 2009.21 These reports have examined major
developments in the market and give an assessment of the implementation of the regulatory framework.

Regulatory development was compressed into a much shorter period for the ten Member States that
joined the EU on May 1, 2004, and also for Bulgaria and Romania that joined on January 1, 2007. While
all negotiated their membership based on the 1998 acquis, the EU was in the process of replacing these
with new directives which these countries had to transpose before they became member states.

As part of the preparation for EU enlargement, monitoring of telecommunication markets in South-East
Europe has been performed for several years. Reports, similar to those for the EU Member States, were
prepared for the period 2005 to 2007.

"Monitoring regulatory and market developments for electronic communications and information society
services in enlargement countries” is a three-year project funded by the European Commission
Directorate General for Information Society and Media and performed by Cullen International. The project
covers South-East European entities that are potential members of the European Union, either in the short
or medium term.

The primary objective of the project is to assist the European Commission and the authorities in the
entities in monitoring the progress made towards compliance with the EU rules for electronic
communications and information society services, together with their convergence with the EU internal
market. This is the second of four reports, one every nine months in the period from 2008 to 2010.

II. PARTICIPATING ENTITIES

The entities covered by this project are set out in Table 2 and shown in Figure 1. The table lists them in
the order in which they will be presented in the reports: the three candidates followed by the potential
candidate countries. It also introduces the two letter codes that will be used to identify entities on graphs
and charts. These are based on the ISO 3166-1 codes?? that are used for Internet domain names
assigned by Internet Assigned Numbers Authority (IANA).

Country Code Comments
Croatia HR -
The former MK The constitutional name is the Republic of Macedonia, though it is not recognised under this
Yugoslav name by some countries.
Republic _Of The EU refers to it by the provisional reference under which it was admitted to the United
Macedonia Nations: "the Former Yugoslav Republic of Macedonia”. This does not prejudge the outcome of
(FYROM) the negotiations on the name of the country that are underway.

The country code "MK" is used by ISO and some other organisations.

Turkey TR -
Albania AL -

19 Directive 97/7/EC of the European Parliament and of the Council of May 20, 1997 on the protection of consumers in respect of
distance contracts.

20 Directive 1999/93/EC of the European Parliament and of the Council of December 13, 1999 on a Community framework for
electronic signatures.

21 COM(2009) 140 final.
22 http:/www.iso.orgfiso/country_codes



http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=CELEX:31997L0007:EN:HTML
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2000:013:0012:0020:EN:PDF
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Country

Code

Comments

Bosnia &
Herzegovina

BA

Bosnia & Herzegovina (BiH) comprises two parts:
e  The Federation of Bosnia & Herzegovina

e Republika Srpska

A separate federal district of Br¢ko belongs to both.

In these reports, Bosnia & Herzegovina is presented as a single geographic unit because its
constituent parts have a common legislative and institutional framework for electronic
communications and information society services, established at the entity level.

The report treats separately the three incumbent operators that, while now operating nationally,
were initially established in different parts of the entity:

BH Telecom d.d Sarajevo (BA-bh) based in Sarajevo, the Federation of Bosnia & Herzegovina

Hrvatske Telekomunikacije d.o.o0. Mostar (BA-ht) based in Mostar, the Federation of Bosnia &
Herzegovina

Telekom Srpske a.d. Banja Luka (BA-ts) based in Banja Luka, Republika Srpska

Montenegro

M E23

Montenegro has been an independent country since June 3, 2006. It separated from Serbia &
Montenegro following a referendum held on May 21, 2006.

Serbia

RS

Kosovo
(under UNSCR
1244)

XK

Kosovo is a territory under interim international administration. Under United Nations Security
Council Resolution 1244, the administration of Kosovo has been carried out by the UN without

the involvement of the government of Serbia.24

On February 17, 2008 the Kosovo Assembly, elected in December 2007, adopted a resolution
declaring Kosovo to be independent.25 On February 18, 2008 the EU Council took note of that
resolution stating that member states would decide, in accordance with their national practices
and international law, on their relations with Kosovo.26

Kosovo does not have an officially assigned ISO 3166 code. However, the structure allows for
so-called user assigned codes. The code "XK" is used by Eurostat and some other
organisations.2’

Table 2 - Entities covered in the report

Potential candidates' |

- Candidates -

Figure 1 - Map of South-East Europe

23 pttp://www.iana.org/reports/2007/me-report-11sep2007.html

24 nttp://www.un.org/Docs/scres/1999/sc99.htm

25 nttp://www.assembly-kosova.org/?krye=home&lang=en

26 nttp://www.consilium.europa.eu/ueDocs/cms_Data/docs/pressdata/en/gena/98818.pdf

27 see, for example, Eurostat Pocketbook on candidate and potential candidate countries, 2008 edition, March 18, 2008.
http://epp.eurostat.ec.europa.eu/cache/ITY_OFFPUB/KS-PF-08-001/EN/KS-PF-08-001-EN.PDF

14
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Since 1999 the European Union has engaged South-East Europe in a series of negotiations, agreements
and partnerships, gradually drawing the entities closer to membership. The result has been three
categories of South-East European countries: EU member states, candidates and potential candidates.

Slovenia joined the EU in 2004, followed by Bulgaria and Romania in 2007.28

The previous series of monitoring reports documented the progress made by Bulgaria and Romania
towards implementation of the telecommunications regulatory package. As member states, they were
included in the 13" and subsequent Implementation Reports by the European Commission and have also
been subject to infringement proceedings for failures and errors in transposition and implementation.2®
They are no longer included in the monitoring exercise in South-East Europe.

This monitoring exercise covers the candidates and potential candidates for EU membership.

At present, there are three candidates: Croatia, Turkey and FYROM. Accession negotiations with the first
two started on October 3, 2005. FYROM became a candidate country in December 2005 but accession
negotiations have not yet begun. The Commission decided to recommend the opening of negotiations with
the country in October 2009. The three candidates have gone through a range of agreements as they
have moved closer to membership.

In 2008, each candidate signed an Accession Partnership agreement with the EU:

e  Croatia: 2008/119/EC?30
° FYROM: 2008/212/EC3!
e  Turkey: 2008/257/EC32

Chapters 10 of these partnerships bind them:

e to complete “alignment” of their legislation on electronic communications, electronic signatures,
information security and media with the EU regulatory package;

e to ensure sufficient capacity to enforce and to provide a track record of enforcement of obligations on
operators with SMP and the rights of new entrants;

e to ensure regulatory independence, guarding against “undue” political influence.

The five potential candidates have signed European Partnership agreements with the EU, renewed in
2007 and 2008:

e  Albania: 2008/210/EC33
e  Bosnia & Herzegovina: 2008/211/EC34

e  Montenegro: 2007/49/EC®
e  Serbia: 2008/213/EC?36
e  Kosovo: 2008/213/EC37

28 Treaty concerning the accession of the Republic of Bulgaria and Romania to the European Union (2005)
Official Journal L 157 of 21 June 2005. http://eur-lex.europa.eu/JOHtmIl.do?uri=0J:L:2005:157:SOM:EN:HTML

29 http://ec.europa.eu/information_society/policy/ecomm/implementation_enforcement/index_en.htm

30 previous agreements are: 2006/145/EC, 2005/40/EC and 2004/648/EC.

31 previous agreements are: 2006/57/EC, 2004/518/EC and 2001/0049 (ACV).

32 previous agreements are: 2006/35/EC, 2003/398/EC and 2001/235/EC.

33 previous agreements are: 8164/06, 8154/06, 2006/54/EC and 2004/519/EC.

34 previous agreements are: 2006/55/EC and 2004/515/EC.

35 previous agreements are: 2006/56/EC and 2004/520/EC.

36 previous agreements are: 2006/56/EC and 2004/520/EC.

37 Previous agreements are: 2006/56/EC and 2004/520/EC, included as part of the agreement with Serbia.


http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2008:042:0051:0062:EN:PDF
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2008:080:0032:0045:EN:PDF
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2008:051:0004:0018:EL:PDF
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2008:080:0001:0017:EN:PDF
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2008:080:0018:0031:EN:PDF
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2007:020:0016:0031:EN:PDF
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2008:080:0046:0070:EN:PDF
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2008:080:0046:0070:EN:PDF
http://eur-lex.europa.eu/JOHtml.do?uri=OJ:L:2005:157:SOM:EN:HTML
http://ec.europa.eu/information_society/policy/ecomm/implementation_enforcement/index_en.htm
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2006:055:0030:0043:EN:PDF
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=CELEX:32005D0040:EN:HTML
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=CELEX:32004D0648:EN:HTML
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2006:035:0057:0072:EN:PDF
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=CELEX:32004D0518:EN:HTML
http://ec.europa.eu/enlargement/pdf/the_former_yugoslav_republic_of_macedonia/saa03_01_en.pdf
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2006:022:0034:0050:EN:PDF
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2003:145:0040:0056:EN:PDF
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2001:085:0013:0023:EN:PDF
http://ec.europa.eu/enlargement/pdf/albania/st08164.06_en.pdf
http://ec.europa.eu/enlargement/pdf/albania/st08154.06_en.pdf
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2006:035:0001:0018:EN:PDF
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=CELEX:32004D0519:EN:HTML
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2006:035:0019:0031:EN:PDF
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=CELEX:32004D0515:EN:HTML
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2006:035:0032:0056:EN:PDF
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=CELEX:32004D0520:EN:HTML
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2006:035:0032:0056:EN:PDF
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=CELEX:32004D0520:EN:HTML
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2006:035:0032:0056:EN:PDF
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=CELEX:32004D0520:EN:HTML

Enlargement Countries Monitoring Report 11l — March 2010

They have undertaken to:
e  align their telecommunications legislation with that of the EU;
e  achieve competitive markets; and

e  strengthen the expertise of their NRAs.
They are not yet required to provide a track record of enforcement.

The EU's policy framework for the potential candidate countries in the Western Balkans is known as the
Stabilisation and Association Process (SAP).38 The central element of SAP is the conclusion of individual
Stabilisation and Association Agreements (SAAs), which establish mutual rights and obligations. Effective
implementation of the SAAs is a prerequisite for any further assessment by the EU of the country’s
prospects of accession.

SAAs have been signed with four potential candidate countries: with Albania in June 2006, with
Montenegro in October 2007, with Serbia in April 2008 and with Bosnia & Herzegovina in June 2008.
Before their entry into force, SAAs must be ratified by all the EU Member States.

As part of the process of the agreement and the movement towards membership, annual progress reports
are produced (see Table 3 ), with relevant details included in the country profiles (see Section VII). In
2009, the EC summarised its activities in the Western Balkans.3?

Country 2009 2008 2007 2006 2005
Croatia SEC(2009)1333 SEC(2008) 2694 SEC(2007) 1431 SEC(2006) 1385 SEC(2005) 1424
FYROM SEC(2009)1335 SEC(2008) 2695 SEC(2007) 1432 SEC(2006)1387 -

Turkey SEC(2009)1334 SEC(2008) 2699 SEC(2007) 1436 SEC(2006) 1390 SEC(2005) 1426

Albania SEC(2009)1337 SEC(2008) 2692 SEC(2007) 1429 SEC(2006) 1383 SEC(2005) 1421

Bosnia & SEC(2009)1338 SEC(2008) 2693 SEC(2007) 1434 SEC(2006) 1384 SEC(2005) 1422

Herzegovina

Montenegro SEC(2009)1336 SEC(2008) 2696 SEC(2007) 1434 SEC(2006) 1389, SEC(2005) 1428
SEC (2006) 1386

Serbia SEC(2009)1339 SEC(2008) 2698 SEC(2007) 1435 SEC(2006) 1389, SEC(2005) 1428
SEC (2006) 1386

Kosovo SEC(2009)1340 SEC(2008) 2697 SEC(2007) 1433 - SEC(2005) 1423

Table 3 - Progress reports on candidate and potential candidate countries

The EC has provided assistance to countries in the Western Balkans to support their transition to
membership of the EU through the Community Assistance for Reconstruction, Development and Stability
in the Balkans (CARDS) programme.?° Turkey and, as of 2004, Croatia, were also been eligible for the
Programme of Community aid to the countries of Central and Eastern Europe [Phare].# From 2007 to
2013, both instruments were replaced by the Instrument for Pre-Accession (IPA).42

Since its launch in 1999, the Stability Pact for South Eastern Europe recognised the potential of ICTs to
foster economic development and to facilitate cooperation in the region. The Electronic South East Europe
(eSEE) Initiative was established as one of the activities within the framework of the Second Working
Table (Economy).43 In 2002, during the “South Eastern Europe Conference on Policy and Cooperation in
Telecommunications” in Belgrade, ministers signed an eSEE Agenda for the Development of the
Information Society. This was followed by the Memorandum of Understanding on the Development of

38 Although Croatia and FYROM have been granted candidate country status they remain part of SAP.
39 EUY regionally relevant activities in the Western Balkans 2008/09. SEC(2009) 128 final.

40 council Regulation (EC) No 2666/2000 of December 5, 2000 on assistance for Albania, Bosnia and Herzegovina, Croatia, the
Federal Republic of Yugoslavia and the Former Yugoslav Republic of Macedonia, repealing Regulation (EC) No 1628/96 and
amending Regulations (EEC) No 3906/89 and (EEC) No 1360/90 and Decisions 97/256/EC and 1999/311/EC

41 council Regulation (EC) No 2257/2004 of December 20, 2004 amending Regulations (EEC) No 3906/89, (EC) No 1267/1999,
(EC) No 1268/1999 and (EC) No 2666/2000, to take into account of Croatia's candidate status

42 council Regulation (EC) No 1085/2006 of July 17, 2006 establishing an Instrument for Pre-Accession Assistance — IPA
43http://www.eseeinitiative.org/ and http://www.stabilitypact.org/e-see/



http://ec.europa.eu/enlargement/pdf/key_documents/2009/hr_rapport_2009_en.pdf
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=SEC:2008:2694:FIN:EN:PDF
http://ec.europa.eu/enlargement/pdf/key_documents/2007/nov/croatia_progress_reports_en.pdf
http://ec.europa.eu/enlargement/pdf/key_documents/2006/nov/hr_sec_1385_en.pdf
http://ec.europa.eu/enlargement/archives/pdf/key_documents/2005/package/sec_1424_final_progress_report_hr_en.pdf
http://ec.europa.eu/enlargement/pdf/key_documents/2009/mk_rapport_2009_en.pdf
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=SEC:2008:2695:FIN:EN:PDF
http://ec.europa.eu/enlargement/pdf/key_documents/2007/nov/fyrom_progress_reports_en.pdf
http://ec.europa.eu/enlargement/pdf/key_documents/2006/nov/fyrom_sec_1387_en.pdf
http://ec.europa.eu/enlargement/pdf/key_documents/2009/tr_rapport_2009_en.pdf
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=SEC:2008:2699:FIN:EN:PDF
http://ec.europa.eu/enlargement/pdf/key_documents/2007/nov/turkey_progress_reports_en.pdf
http://ec.europa.eu/enlargement/pdf/key_documents/2006/nov/tr_sec_1390_en.pdf
http://ec.europa.eu/enlargement/archives/pdf/key_documents/2005/package/sec_1426_final_progress_report_tr_en.pdf
http://ec.europa.eu/enlargement/pdf/key_documents/2009/al_rapport_2009_en.pdf
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=SEC:2008:2692:FIN:EN:PDF
http://ec.europa.eu/enlargement/pdf/key_documents/2007/nov/albania_progress_reports_en.pdf
http://ec.europa.eu/enlargement/pdf/key_documents/2006/nov/al_sec_1383_en.pdf
http://ec.europa.eu/enlargement/archives/pdf/key_documents/2005/package/sec_1421_final_progress_report_al_en.pdf
http://ec.europa.eu/enlargement/pdf/key_documents/2009/ba_rapport_2009_en.pdf
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=SEC:2008:2693:FIN:EN:PDF
http://ec.europa.eu/enlargement/pdf/key_documents/2007/nov/montenegro_progress_reports_en.pdf
http://ec.europa.eu/enlargement/pdf/key_documents/2006/nov/bih_sec_1384_en.pdf
http://ec.europa.eu/enlargement/archives/pdf/key_documents/2005/package/sec_1422_final_progress_report_ba_en.pdf
http://ec.europa.eu/enlargement/pdf/key_documents/2009/mn_rapport_2009_en.pdf
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=SEC:2008:2696:FIN:EN:PDF
http://ec.europa.eu/enlargement/pdf/key_documents/2007/nov/montenegro_progress_reports_en.pdf
http://ec.europa.eu/enlargement/pdf/key_documents/2006/nov/sr_sec_1389_en.pdf
http://ec.europa.eu/enlargement/pdf/key_documents/2006/nov/ks_sec_1386_en.pdf
http://ec.europa.eu/enlargement/archives/pdf/key_documents/2005/package/sec_1428_final_progress_report_cs_en.pdf
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Unified Market of Broadband Networks Fully Interconnected to the European and Global Networks —
Initiative for bSEE — Broadband South Eastern Europe, signed during the South-Eastern Europe
Ministerial Conference on the Information Society, in Thessaloniki in 2005. Finally, in 2007, in Sarajevo,
during the Ministerial Conference of Electronic South Eastern Europe Initiative, responsible ministers of
the entities signed the eSEE Agenda+ for the development of the information society from 2007 to 2012.
Implementation of these agreements is monitored and facilitated by the eSEE Secretariat, established in
Sarajevo with funding from UNDP. In 2008, the Centre for eGovernance Development was established in
Ljubljana, to provide support and coordination for the implementation of eSEE Agenda+ through education
and training, a knowledge base and web portal, workshops and seminars, plus support for preparing
project proposals.4

The ITU has a programme of training events for officials from regulators and ministries in Eastern Europe
through its Centre of Excellence.*> A group of Greek operators and manufacturers created a private entity,
South-eastern Europe Telecommunications and Informatics Research Institute (INA), to conduct
telecommunications and ICT research in the region.#® It also provides some training on telecom and ICT
issues for regional authorities.

. METHODOLOGY

The monitoring project relies on the work of the national regulatory authorities and the ministries
responsible for electronic communications and information society policies for data collection. The
principal sources of the information presented in this report are listed in the table below. Some additional
information has been taken from Eurostat.

Country Electronic communications Information society services
Croatia Croatian Agency for Post and Electronic Central State Administrative Office for e-Croatia
Communications (HAKOM)
FYROM Agency for Electronic Communications (AEC) Agency for Electronic Communications (AEC)
Ministry of Information Society
Turkey Information and Communication Technologies State Planning Organization (SPO)
Authority (ICTA)
Albania Authority for Electronic Communications and Post | National Agency on Information Society (NAIS)
(AKEP)
Bosnia & Communications Regulatory Agency (RAK) Ministry of Communications and Transport
Herzegovina
Montenegro Agency for Electronic Communications and Ministry for Information Society
Postal Services (EKIP)
Serbia Republic Telecommunications Agency (RATEL) Ministry for Telecommunications and Information
Society
Kosovo Telecommunications Regulatory Authority (TRA) Ministry of Transport and Communications

Table 4 - Authorities and ministries supplying data for this report

The information collection process involved four sets of questionnaires distributed to the relevant
ministries and authorities, three for electronic communications and one for information society services:

1. Electronic communications: Regulatory and organisational information. The questionnaire addressed
institutional and organisational issues as well as of regulatory processes, such as the completion of
market analyses, regulatory obligations imposed on operators with SMP, competitive safeguards and
the universal service framework.

2. Electronic communications: Price information. The questionnaire covered a range of retail and
wholesale tariffs.

3. Electronic communications: Market information. The questionnaire covered general economic
background and various statistics from the electronic communications market.

44 http://lwww.cegd.eu/
45 http://www.itu.int/ITU-D/hrd/coe/eur/index.asp
46 http://www.inatelecom.org/
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4. Information society services. The questionnaire covers regulatory aspects of information society
services and a limited set of statistical indicators.

The reference dates for the market information were October 1, 2009, for quarterly data and December
31, 2008, for annual data. Price information was also reported as of October 1, 2009. Regulatory and
institutional data were as of January 1, 2010, though some indications are also reported of further
changes that were well advanced.

The information provided by the regulatory authorities has been reviewed and validated by independent
experts contracted by Cullen International in each of the participating countries.

IV. INTERIM STUDY REPORT STRUCTURE

The structure of the nine-monthly interim study reports comprises three principal chapters:

e  Summary report: an overview of the most important legislative, regulatory and market developments
in the region and in individual countries over the nine-months since June 2009. It presents key
findings, highlights the major market trends and provides a summary assessment of the market data.

e Country profiles: an overview of policy making and regulatory authorities for electronic
communications and information society services in the monitored countries and outlines the key
legal and policy documents.

e  Country data: the structure is similar to that of Volume 2 of the annex of the European Commission’s
Implementation Reports.*? It presents the indicators for electronic communications and information
society services in the form of cross-country comparative tables and figures.

V. SCOPE OF INDICATORS

A. General economic background

The indicators include general information about currencies, exchange rates, value added tax, inflation,
population and household statistics, gross domestic product, unemployment, Purchasing Power Parity
(PPP) and Gini (measuring inequality of income). This background information is necessary to provide a
basic understanding of the economic conditions in each country and to allow the calculation of further
indicators, for example, expressed as a percentage of the population.

B. Electronic communications

The scope of the indicators for electronic communications services closely follows the previous series of
reports on “Monitoring the telecommunications services sector and related aspects in South East Europe”
in the period 2005 to 2007.48 These reports were used as models with appropriate changes and additions,
taking utmost account of the Commission’s 13" and 14" Implementation Reports.

The indicators describe the following aspects of electronic communications markets:

e  Electronic communications market overview: market value of the electronic communications sector
by country and by individual service category, annual spending per capita, overview of fixed, mobile
and broadband access markets in terms of penetration, main players, competition and available
technologies. A new set of indicators is introduced to address market shares of the operators, the
use of competitive fixed telephony services offered by alternative operators (VolP, cable television,
direct access and CS/CPS), prepaid and monthly paid mobile services, use of narrowband and
broadband Internet services, retail broadband access by the type of technology. Internet backbone
data: data on Internet Exchange Points (IXPs) and international Internet connectivity. The degree of
control over major undertakings (fixed, mobile and ISP) exercised by foreign investors. The key
financial ratios of the incumbent operators.

47 http://ec.europa.eu/information_society/policy/ecomm/implementation_enforcement/index_en.htm
48 http://ec.europa.eu/information_society/newsroom/cf/itemdetail.cfm?item_id=2310
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e  National regulatory authorities: the indicators were revised, taking into account some elements used
in the ECTA Regulatory Scorecard.*® Indicators were added to reflect NRA independence, powers,
accountability and transparency.

e Market access conditions in electronic communications: liberalisation status of electronic
communications networks and services, authorisation regimes, specific requirements applicable to
cable television and VolP providers.

e Implementation of the EU regulatory framework: market analyses by NRAs, national frameworks for
market definitions, principles for the designation of operators with SMP and the imposition of
remedies.

e  Competitive safeguards: CS/CPS, number portability, availability and practical implementation of
reference interconnection and wholesale access offers (LLU, bitstream access, resale offers and
wholesale line rental), mobile access and call origination, price control and regulatory cost
accounting for fixed and mobile operators.

o Universal service: the scope of universal service and the mechanisms to designate the provider(s),
funding and quality of service; legislation on the rights of subscribers to be included or to be not
included in subscriber directories, and the availability of comprehensive directories and directory
enquiry services in practice; availability of single European emergency number 112; and provisions
on itemised billing.

° Retail tariffs:

J Fixed tariffs: tariff rebalancing and the regulation of retail tariffs, call charging systems and the
minimum cost of call, monthly subscription fees and one-off connection charges, tariffs of the
incumbent and alternative operators for local, long-distance, fixed-to-mobile and international
calls;

e  Mobile tariffs: based on the OECD 2006 mobile baskets;>°

e  Special cross-border and roaming arrangements within the region;
e  Retail leased lines; and

e Internet access retail prices: dial-up and broadband Internet access.

e  Wholesale tariffs: call termination charges on the incumbent’s fixed network and on mobile networks.

C. Information society services

The indicators for “information society services”>! have been chosen to address the following aspects:

e information society legislation and policy: list of the relevant legislation with official title and official
gazette numbers, bodies responsible for information society policy, relevant policy documents;

e fundamental rights and freedoms: constitutional guarantees for freedom of expression and privacy,
laws or other mechanisms to restrict those freedoms by blocking certain users or blocking certain
websites;

e information society statistics: national body responsible for information society statistics, types of
statistical data that are available and key indicators such as computer and Internet usage by
individuals and by enterprises;

e network and information security: obligations on providers to ensure the security of their service,
measures to fight cybercrime, including whether a country has ratified the Council of Europe

49 http://lwww.ectaportal.com/en/basic651.html

50 previous reports used the 2002 baskets. However, in line with EC practice these now use the baskets described in
DSTI/ICCP/CISP(2006)1 at http://www.olis.oecd.org/olis/2006doc.nsf/ENGDATCORPLOOK/NTO0003A5E/$FILE/JT03212157.PDF

51 Defined in the Directive 98/48/EC as “any service normally provided for remuneration, at a distance, by electronic means and at
the individual request of a recipient of services”.
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Convention on Cybercrime®2, the responsible authority for security policy, the existence of alert
systems in case of threats and the national policy;

e electronic commerce and electronic signatures: market access and liability of information society
services, legal recognition of electronic contracts and electronic signatures, market access to provide
certification services, supervision and accreditation, and market data on availability of qualified
certificates and usage of electronic signatures;

e data protection and data retention: protection of confidentiality of communications, protection of traffic
and location data, retention of traffic data for law enforcement purposes, measures to combat spam;
and

e  management of Internet domains: name of the registry in charge of country code domain names, the
relation between registry and registrars, national policies against cyber-squatting and market data on
the number of domains and prices.

52 Council of Europe, Convention on Cybercrime, ETS no. 185, Nov. 23, 2001.


http://conventions.coe.int/Treaty/EN/Treaties/Html/185.htm

Enlargement Countries Monitoring Report 11l — March 2010
VI. SUMMARY REPORT
A. Electronic communications market overview

1. Electronic communications market value

In terms of value, the electronic communications market in the eight Enlargement countries was estimated
at €16.43 billion in 2008. This represents a modest 4% increase from the market value in 2007. After the
recovery which had been ongoing since 2005, 2008 marked a clear drop in electronic communications
services market growth. For comparison, before the economies of Western Balkans and Turkey were hit
by the economic crisis of 2008-09, the sector revenue grew in 2007 by an impressive 18%.

With a total turnover estimated at €9.013 billion in 2007 and €9.95 billion in 2008, mobile services continue
to account for all the growth in the electronic communications market. The weight of mobile services in the
total equation continues to rise: since 2006 they have contributed to more than half of the sector’s total
turnover in the monitored countries — a proportion estimated at 60% in 2008 (see Figure 2).

Fixed telephony has continued its decline at an ever increasing pace. In 2008, the segment lost another
13% of its total value in the monitored countries. This is largely explained by a decrease in the total
number of fixed lines and a reduction in average revenue per line. At the same time, Internet access and
broadband services are playing an increasingly large part in the electronic communications sector. In
2008, they generated over €425 million more in revenue than the year before, for a total turnover of
€1.39 billion.

Cable TV was another fast growing segment in 2008: increasing in value from €113 million in 2007 to
nearly €145 million in 2008, which represents an annual increase of 28%.

Cable TV Internet
1% 8%

Fixed voice
28%

Data communications
3%

60%

Figure 2 - Electronic communications market in 2008, by sector

Looking at the electronic communications revenue growth in 2008 by individual segments in each country
(see Figure 3) gives yet another view of the markets. Particularly strong growth was demonstrated by
Internet services in Serbia (over 80%), FYROM (56%), and Turkey (47.9%); by data communications
services in Kosovo (89.3%), Serbia (62.2%) and Croatia (57.1%); and by cable television services in
Serbia (56.3%). At the same time, fixed voice telephony revenues continued to decline at an ever increasing
pace in all countries, with exception of Bosnia and Herzegovina and Albania. In Turkey and Montenegro,
the decline in fixed voice telephony segment was close to 20%.
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Figure 3 - Sector revenue growth by country in 2008

2. Fixed telephony market

A total number of 24.3 million fixed lines is dominated by Turkey with 17.5 million, followed by Serbia with
over 3 million, Croatia with 1.7 million, Bosnia & Herzegovina with almost 1 million, FYROM with nearly
450,000, Albania with 360,000, Montenegro with 179,000 and Kosovo with almost 100,000. In Turkey,
Croatia and FYROM there was observed some decline in the total number of fixed lines.

As of July 1, 2009, the average fixed telephony penetration rate for the eight entities was 26%. However,
there are considerable variations in the levels of penetration of the fixed network with Albania and Kosovo
at relatively low levels, and Croatia and Serbia at levels comparable to the EU-27 average (see Figure 4).
FYROM and Turkey have seen a continuing decrease in penetration since 2004, while Serbia and Albania
have the reverse.
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The process of converting analogue networks to digital has been relatively slow, but should be completed
within the period of the present monitoring project. Croatia, Montenegro, FYROM and Kosovo have
achieved full digitalisation. Turkey has achieved full digitalisation in 2008, and Albania and Bosnia &
Herzegovina have almost reached the target. Serbia, which had less than 70% in 2005, has made
significant progress and should reach 100% by 2010.

Party or group of lines remain a significant factor in the region. These lines serve two or more subscribers
and consequently are a potential barrier to any intensive use of broadband access and to local loop
unbundling. Croatia, Kosovo, FYROM and Turkey have no party lines. Serbia has the highest level of
party lines at 5.75%, followed by Albania at 5.4%, Bosnia & Herzegovina at 3.1% and Montenegro at
1.4%.
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Figure 5 - Incumbent operators’ market shares in fixed telephony, July 2009

In all countries, fixed telephony continues to be dominated by the incumbent operators (see Figure 5).
Only in Croatia, alternative operators have reached market share above 20%, by revenue and by minutes
of traffic. In Turkey, alternative operators control 30% of the fixed telephony market in terms of revenue
and less than 4% in terms of minutes of traffic. This is explained by the fact that until May 2009 local
telephony services had been closed to completion and Turk Telekom remained the only authorised
provider of local calls. In Serbia, fixed voice telephony networks and services had, de facto, not been
opened to competition until June 2009 when a fixed wireless access licence enabling provision of voice
telephony services was issued to Media Works, a major alternative ISP.
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Figure 6 - Subscribers using alternative providers as percentage of total number of fixed lines

In terms of the total number of subscribers using alternative operators by means of carrier selection or
carrier pre-selection, wholesale line rental (only available in FYROM) and direct access, there has been a
steady growth in Croatia, reaching 27% of total fixed lines, in FYROM and in Kosovo. In Turkey and
Montenegro, there have been reductions in the number of subscribers using alternative providers of fixed
voice telephony.
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3. Mobile market

In July 2009, there were over 90 million subscribers of mobile services. This is below than 92 million
reported at the end of 2008 and is mainly due to the fact that several mobile operators, in particular in
FYROM, have modified their definitions of “active subscribers” which resulted in some adjustments to the
reported figures. This brings the average fixed telephony penetration rate for the eight monitored countries
to 94.7%.

This is a sector where competition has been effectively implemented. The rise in mobile penetration rates
has been rapid and sometimes dramatic. Croatia and Montenegro exceed the EU-27 average while Serbia
is very close to that level.
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Figure 7 - Growth in mobile penetration (2004-08)

With the exception of Kosovo, there are now three active network operators licensed to serve each
market. In April 2009, Albania granted the fourth GSM licence to a group led by Post and
Telecommunications of Kosovo (PTK), becoming the first country in the region with four mobile operators.
In almost all countries, with the exception of Albania and Kosovo, mobile operators have been licensed to
offer 3G/UMTS services in the 2.1 GHz band. In Croatia, the regulator has amended the spectrum
licences of the three mobile operators — VIPnet, T-Mobile and Tele2 — extending them until 2024 on
technology neutral basis. The Croatian mobile operators are now able to deploy UMTS services in the
900 MHz and 1800 MHz bands, in line with the provisions of the amended GSM Directive.

The majority of the mobile customers use pre-paid services. However, there has been a considerable
increase in the numbers of postpaid subscribers during 2009. At the end of 2008, in most countries over
80% of mobile users were prepaid, with the exception of Croatia and Montenegro. With the launch of
UMTS services, the number of postpaid subscribers has in particular increased in Turkey (24%) and
FYROM (32%). In Kosovo and Albania, nearly all mobile users remain prepaid.
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Figure 8 - Mobile subscribers — prepaid and postpaid

Although mobile telephony is de facto the only sector where competition has emerged on any significant
scale, most of the national mobile markets remain highly concentrated with established players typically
controlling over 80-90% of the market. Only Bosnia & Herzegovina and Montenegro come close to a more
even distribution of market shares.
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Figure 9 - Mobile market concentration levels, HHI

During 2009 there was a remarkable growth in subscriber figures of the third operators in Albania and in
Montenegro. Within one year from the launch of the commercial services, Eagle Mobile in Albania has
reached 13.7% market share by subscribers and m:tel in Montenegro — 25.7%. While the entry of new
operators is increasing competition and is reflected in the acceleration of mobile penetration, they struggle
to get a proportionate share of higher spending (business) customers, which is reflected in generally lower
revenue-based market shares of the new entrants.

4. Internet and broadband

Dial-up is still predominant in Croatia and Montenegro. Bosnia & Herzegovina and Serbia have a majority
of broadband, but also retain significant numbers of dial-up lines. FYROM and Turkey have very few dial-
up customers, possibly in areas where broadband is not accessible.

The division between broadband and narrowband connections is shown in Figure 10. In line with the EC
practice in recent Implementation Reports and statistics, broadband capacity is defined as equal to, or
higher than, 144 kbps.
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Figure 10 - Number of fixed Internet connections — broadband and narrowband

The number of ISPs active on the market may appear impressive in most of the countries. However, the
majority of the retail market is controlled by the incumbent operators, with the exception of FYROM,
Albania, Serbia and Kosovo where the incumbents’ retail market share is close to 50% or lower.
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Figure 11 - Incumbent ISP’s retail market share

Broadband penetration rate, measured as the overall number of broadband lines divided by the national
population, is significantly below the EU-27 average rate that in July 2009 was 23.90%. The average
broadband penetration rate for the eight countries was 8.01% (for Albania, Bosnia & Herzegovina and
Serbia, the July 1, 2009 figures were not available at the time of data collection). The highest broadband
penetration level was observed in Croatia (13.44%), above the level of Romania and Bulgaria that joined
the EU in 2007.
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Figure 12 - Broadband penetration rate, January — July 2009

Broadband markets are dominated by fixed incumbent operators in most countries, where xDSL is the
main access technology. A different situation is observed in Bosnia & Herzegovina, Serbia and Kosovo,
where competitors are using alternative infrastructures — cable and to some extent also fixed wireless
access networks. In Albania, local operators offer xDSL services in competition with the incumbent based
on own xDSL infrastructure.
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