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1  R o m te l e co m c omme nt ar y o n  t h e  s ec o n d  dr a f t
d e c i s i o n

1.1  Fo l lowing  the pub l ica t ion of  an in i t ia l  d raf t  dec is ion  in  Apr i l
2003 1,  ANRC has pub l ished a second draf t  dec is ion in  August
2003 2.

1 .2  As  the second draf t  dec is ions conta ins no mater ia l  concess ions
re la t ive  to the f i r s t  draf t  dec is ion ,  Romte lecom be l ieves tha t
the comments submit ted in  response to the f i r s t  d raf t  dec is ion
cont inue to be of  the utmost  re levance to the Romanian
te lecommunica t ions  sector  and wou ld  re fer  the reader  to
Romte lecom’s response to  the f i rs t  draf t  dec is ion at
Append ix  A.

1 .3  Romte lecom is  d isappo in ted and surpr ised to  f ind that  ANRC
has substant ia l ly  ignored the mater ia l  c r i t i c isms leve l led  at  i ts
proposa ls  by Romte lecom and the rest  of  the
te lecommunica t ions  sector  in  Romania .  These cr i t i c isms
concerned the t im ing,  expense and lack  of  benef i t  to  indust ry
of  the  data  repor t ing proposed. 3

1.4  In Romte lecom’s v iew,  th is  refusa l  on the  par t  o f  the ANRC to
address the  v iews expressed in Romte lecom’s  response to the
f i r s t  draf t  dec is ion ref lects  a cr i t ica l  fa i lure  of  the consu l ta t ion
process.  In  cont ras t  wi th  most  count r ies  around the  wor ld,  the
consu l tat ion  process is  not  a pub l ic  one in  wh ich  operator
op in ion  on spec i f ic  i tems of  regu latory po l icy is  po l led and
pub l ished and in  wh ich dec is ions are  g iven wi th  spec i f ic
reference to  the  opera tor  op in ions  expressed as we l l  to  the
prec ise  benef i t  expected as a resu l t  o f  each dec is ion .

1 .5  Th is  wor ldwide precedent  cont ras ts  wi th  the process  in i t ia ted
by ANRC,  in  wh ich  opera tor  op in ion on spec i f ic  i tems of
regu latory po l icy is  not  po l led but  rather  d raf t  dec is ions are
pub l ished wi th  no indica t ion of  the  spec i f ic  i tems on wh ich  the
regu lator  is  seek ing  regu latory gu idance.  Operator  responses
on ent i re  draf t  dec is ions are  made pub l ic ,  but  subsequent  d raf t
dec is ions make no reference whatever  to the quest ions  those
responses pose to  ANRC, nor  to  the suggest ions made.  Th is
process of  s imply “ re- issu ing”  d raf t  dec is ions does  not
cor respond to  the precedent  of  pub l ic  consu l tat ion observed in
most  count r ies around the wor ld .

1 .6  Romte lecom requests wi th the  utmost  u rgency tha t  in  the  fu ture
ANRC under takes  redress th is  c r i t i ca l  shor t f a l l  in  the
“consu l ta t ion”  process.  Spec i f ica l ly ,  Romte lecom requests  that
ANRC under take in  future dec is ions to

�  h igh l ight  those aspects of  regu la tory po l icy on wh ich  i t  i s
seek ing indus t ry  comment ;

                                                          
1 Regulation on accounting separation as part of the management accounts of Romtelecom
2 Regulation concerning the realization by “Romtelecom” S.A. of accounting separation within the internal cost accounting system
3 Responses to the initial draft decision by each of Orange Romania and MobiFon  refer directly to these issues and support the views
expressed by Romtelecom in its response.
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�  l i s t  and ind iv idua l ly  address the  op in ions expressed by
operators in  the  subsequent  dec is ion ;

�  demonst rate the benef i t  wh ich  the  te lecommunicat ions
sector  wi l l  ga in as  a d i rect  resu l t  o f  each ob l iga t ion  ANRC is
propos ing

�  demonst rate the advantages and/or  shor tcomings  of  each
operator ’ s  response re lat ive  to ANRC’ s  proposa l  in  o rder  to
prov ide  a context  fo r  ANRC’ s  f ina l  dec is ion .

1 .7  Romte lecom be l ieves  tha t  i t  i s  ANRC’ s  respons ib i l i t y  as the
pr imary representa t ive  of  the Romanian te lecommunicat ions
sector  – both end users  and new ent rants  –  to accompany a l l
fu tu re  draf t  and f ina l  dec is ions wi th  such an ana lys is .  I t  wi l l
on ly  be  through the  demonst rat ion of  the susta inab le
improvements be ing made to the te lecommunicat ions sector
that  the  Romanian te lecommunicat ions sec tor  wi l l  benef i t  f rom
long- term investment .

1 .8  At  a  super f ic ia l  leve l ,  ANRC’ s  second draf t  dec is ion  wou ld
appear  to have made the fo l lowing concess ions:

�  The date for  pub l icat ion of  the f i r s t  set  of  separated
accounts to be August  1 s t  2005 ins tead of  August  1 s t  2004;

�  Romte lecom no longer  to  prov ide  separated prof i t  and loss
and cap i ta l  employed statements f or  each of  the sub-
bus inesses of  reta i l ;

�  Romte lecom no longer  to  prov ide  separated prof i t  and loss
and cap i ta l  employed statements prepared on both h is tor ica l
and current  cos t  account ing  pr inc ip les,  but  rather  on cur rent
cost  account ing  pr inc ip les  a lone;  and

�  Romte lecom no longer  requ i red  to pub l ish  the aud i t  op in ion.

1 .9  However ,  these concess ions do not  ref lec t  the substance of  the
second draf t  dec is ion.  Spec i f ica l ly :

�  Romte lecom is  requ ired  to prepare and submit  to  ANRC a
s tatement  of  costs  of  serv ices,  the scope of  wh ich  is
ident ica l  to  the reta i l  sub-bus inesses fo r  wh ich the  in i t ia l
d raf t  dec is ion requ i red  separated prof i t  and loss  and cap i ta l
employed sta tements;

�  Romte lecom is  requ ired  to prepare and submit  to  ANRC a
s tatement  of  costs  of  ne twork  components and a  s tatement
of  costs  of  serv ices  prepared on both h is to r ica l  and cur rent
cost  account ing  pr inc ip les  –  in  so do ing substant ia l ly
comply ing  wi th ANRC’ s  in i t ia l  requ i rement  to  prepare
separa te  f inanc ia l  s tatements on both h is tor ica l  and current
cost  account ing  pr inc ip les ;  and

�  The appo intment  of  the  aud i to r  to  rev iew the separated
f inanc ia l  s tatements is  to  be  subject  to  the approva l  of
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ANRC,  wi th the  cont ract  to  incorporate ANRC’ s  r ight  to
request  any add i t iona l  rev iew as  i t  sees  f i t ,  and wi th  the
complet ion of  tha t  cont rac t  to  be dependent  on  the  approva l
of  the  aud i t  repor t  by ANRC – th is  desp i te ANRC’ s  refusa l  to
take respons ib i l i t y  for  the aud i t  o f  the  f inanc ia l  s tatements
on the grounds of  hav ing  insuf f ic ien t  exper ience in
regu latory repor t ing .

1 .10 In shor t ,  th is  second draf t  dec is ion Is  substant ia l ly  unchanged
f rom the f i r s t  d raf t  dec is ion  in  that  i t  fa i ls  to  address  the
d ispropor t ionate cost  of  compl iance to be borne by
Romte lecom and,  u l t imate ly ,  the  Romanian consumer:  the  leve l
of  d isaggregat ion of  repor t ing  is  unchanged,  but  has  mere ly
changed in fo rmat  f rom an extended ser ies of  prof i t  and loss
and cap i ta l  employed statements to an  extended ser ies of
s tatement  of  costs  of  ne twork  components and serv ices .

1 .11 Indeed,  the second draf t  dec is ion enumerates a number  of
requ irements wh ich  are add i t iona l  to  those prov ided f or  in  the
f i r s t  draf t  dec is ion.  In  requ i r ing  the preparat ion of  add i t iona l
in format ion,  these add i t iona l  requ i rements wi l l  serve  on ly  to
increase the  cost  of  compl iance wi th  no  apparent  inc rementa l
benef i t  to  users.  Speci f ica l ly :

�  The f i rs t  draf t  dec is ion requ i red tha t  Romte lecom repor t  on
the cos ts  assoc ia ted wi th the  core  and access components
of  the  leased l ine serv ice.  The second draf t  dec is ion
requ ires that  these components  be f ur ther  b roken down by
capac i t y  and techno logy.  Cons ider ing  that  there are no less
than 32 leased l ine  capac i t ies commonly so ld ,  th is  requ i res
the ca lcu la t ion of  64 cos t  va lues fo r  a s ing le serv ice .  Not
on ly  is  th is  leve l  of  deta i l  unprecedented in  the  wor ld and
be ing  app l ied  to a market  in  wh ich  leased l ine  revenue
represents  on ly  9% of  the  tota l4,  bu t  ANRC fa i ls  to  exp la in
adequate ly  the manner  in  wh ich  th is  breakdown is  to  be
ca lcu la ted.  In  add i t ion,  ANRC has fa i led to  demonst rate  how
the proposed breakdown of  leased l ine costs  deta i led  in  th is
draf t  dec is ion wi l l  map onto the  breakdown of  costs
requested in  a separate  draf t  dec is ion on leased l ine
terminat ing  segments5,  desp i te Romte lecom’ s  spec i f ic
request  for  c la r i f i ca t ion on th is  issue 6.

�  The f i rs t  draf t  dec is ion requ i red tha t  the network  s ta tement
of  costs  and s ta tement  of  serv ice  costs  be prepared based
on both h is tor ic  and current  cost  account ing  pr inc ip les.  The
second draf t  dec is ion requ i res not  on ly  tha t  the two
statements be prepared based on both h is tor ic  and cur rent
cost  account ing  pr inc ip les ,  but  a lso that  they prepared
based on fu l ly  a l located,  inc rementa l  and stand a lone cost
pr inc ip les.  For  any one serv ice,  Romte lecom wi l l  therefore
be requ ired to  prov ide  and reconc i le  four  d i f ferent  cost
va lues .

                                                          
4 This figure of 9% for Romania contrasts with 20% for the UK.
5 Decision related to the interconnection for leased lines – terminating segments with the fixed public telephone network
6 Romtelecom comments on decision related to the interconnection for leased lines – terminating segments with the fixed public telephony
network –para 3.17
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�  The f i rs t  draf t  dec is ion requ i red tha t  reconc i l ia t ions  be
prepared between the s tatutory accounts and the
conso l idated separated accounts ;  be tween the conso l idated
separa ted accounts  and the separated accounts of  the
bus iness  un i t s ;  and between the separa ted accounts of  the
bus iness  un i t s  and the separa ted accounts of  the bus iness
sub-un i ts .  The second draf t  dec is ion has added a four th
leve l  of  reconc i l ia t ion,  wi th the  requ irement  tha t  the
separa ted accounts  of  the sub-bus inesses be reconc i led
wi th  the s tatements  of  cost  of  the serv ices prov ided by tha t
sub-bus iness.

1 .12 In i t s  comments  on the f i rs t  draf t  dec is ion,  Romte lecom
emphas ised that  “the cos t  of  the  regu la tory repor t ing  funct ion
appears. .  to  be a  funct ion  of  the leve l  o f  d isaggregat ion  of  the
bus inesses fo r  wh ich accounts are prepared”. 7 In  impos ing
add i t iona l  repor t ing  requ irements on Romte lecom,  ANRC is
seek ing to  inc rease ra ther  than decrease the cos t  of
compl iance.

1 .13 Romte lecom is  a la rmed to note that  the  second draf t  dec is ion
a lso  in t roduces a  number  of  measures  wh ich run  counter  to
ANRC’ s  s tated object ives  of  t ransparency and cons is tency of
t rea tment .

1 .14 Spec i f ica l ly ,  in  the  second draf t  dec is ion ANRC has in t roduced
the concept  of  the selec t ive  exc lus ion  o f  cos ts  f rom the
separa ted accounts :  “the Separated F inanc ia l  Statements wi l l
inc lude on ly  re levant  costs .  Re levant  costs  are those cost
ca tegor ies  incur red by a  hypothet ica l ly  ef f ic ien t  new ent rant
operator .  Ext raord inary and except iona l  i tems (as
compensatory payments)  are not  cons idered re levant  costs  and
therefore  sha l l  no t  be inc luded in  the Separated F inanc ia l
Statements.  The operator  wi l l  p resent  a  descr ip t ion  of  non-
re levant  cos ts  wi th in the  reconc i l ia t ion  of  separa ted f inanc ia l
s tatements wi th  s ta tutory accounts”.

1 .15  At  a  super f ic ia l  leve l ,  th is  a rb i t ra ry  exc lus ion  of  costs  wi l l
f ur ther  compl ica te an a l ready labyr inth ine se t  of  reconc i l ia t ion
s tatements,  resu l t ing in  wasted t ime and cost .  However ,  of
more  concern  is  the  fact  that  ANRC’ s  proposa ls  do  not  seek  to
increase t ransparency of  f inanc ia l  repor t ing  but  to  decrease i t .
ANRC has of fe red no object ive  means o f  assess ing  whether
costs  are  to be exc luded or  inc luded,  instead reserv ing  the
r igh t  to  “adjust ” the  s tatements on a un i la tera l  bas is .  Th is
process can on ly  serve to  confuse rather  than en l igh ten users
of  the  f inanc ia l  s tatements.  Equa l ly ,  the  amendment  in t roduces
the oppor tun i t y  to  impose ob l iga t ions on Romte lecom in a
d iscr im inatory manner  re lat ive  to  o ther  par t ic ipants in  the
Romanian te lecommunica t ions sec tor .

1 .16  ANRC a lso proposes to  reserve the r igh t  to  “impose changes in
the Cost ing  Methodology,  ind ica t ing  the  separa ted f inanc ia l
s tatements to be modi f ied in  order  to  re f lec t  these changes”.

                                                          
7 Comments on Consultation Document “Regulation on accounting separation as part of the management accounts of Romtelecom”, para
6.2
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Romte lecom notes wi th  some a larm that  ANRC does not  refer
to any overarch ing  cost  methodo logy on wh ich  such changes
would  be based – in  i t s  present  fo rm,  the  regu la t ion a l lows no
t ransparency at  a l l  in  terms of  the pr inc ip les  on wh ich  a
Cost ing  Methodo logy wi l l  be  accepted,  re jected or  amended.
Romte lecom contends that  th is  aspect  o f  the second draf t
dec is ion cons t i tu tes  a d i rect  cont ravent ion of  the European
Commiss ion ’ s  recommendat ion  on the subject ,  namely that

I t  i s  recommended that  the NRA under takes a pub l ic
consu l tat ion  w i th market  p layers on the  adopt ion of  sound
a l locat ion methods. .  i t  i s  recommended tha t  the
methodo logy and cr i ter ia  fo r  the eva luat ion of  network assets
a t  cur rent  va lue  is  f ixed by  the NRA af ter  a pub l ic  consu l ta t ion
w i th  market  p layers . 8

1.17 I t  i s  c lear  tha t  the European Commiss ion ’ s  gu ide l ines
recommend that  the  methodo logy fo r  the a l locat ion of  costs  be
the product  of  pub l ic  consu l tat ion;  permanent ;  and app l ied
wi thout  p re jud ice to  a l l  operators  concerned.

1 .18 Romte lecom st rong ly re jects  any measure  that  wi l l  resu l t  in  the
d iscr im inatory t reatment  of  Romte lecom’ s  f inanc ia l  or
operat iona l  records  and contends  that  the  Cost ing  Methodo logy
to be used for  the preparat ion of  any separa ted f inanc ia l
s tatements shou ld be agreed by means of  a pub l ic  consu l tat ion
process and shou ld  be app l ied wi thout  pre jud ice  to a l l
operators in  the  Romanian te lecommunicat ions sector .

1 .19  In shor t ,  in  th is  second draf t  dec is ion,  ANRC appears to be
increas ing  the  report ing  requ i rements  to be imposed on
Romte lecom wi th  no regard fo r  the cost  of  compl iance or  fo r
the pr io r i t y  of  the sector ’ s  needs.  These add i t iona l  repor t ing
requ irements are  being imposed in the  cause of  increased
t ransparency.  However ,  in  the prov is ion  for  und isc losed
a l te ra t ions to the cost ing  methodo logy on wh ich  the repor t ing
is  to  be  based;  in  the prov is ion fo r  the arb i t rary  exc lus ion o f
costs ;  and in  the dependence of  an  independent  aud i tor  on
ANRC s ign-of f ,  ANRC is  reduc ing  the  t ransparency of  the
regu latory repor t ing  process.

1 .20 Romte lecom is  appea l ing  to ANRC to recons ider  i t s  pos i t ion
regard ing  the f ramework  fo r  account ing  separa t ion  –
spec i f ica l ly  in  the context  of :

�  the appropr iate  level  of  d isaggregat ion  of  da ta,

�  the appropr iate  process  for  the  agreement  of  the
methodo logy to be  used fo r  the prepara t ion  of  repor ts ;  and

�  the appropr iate  level  of  independent  rev iew of  those
repor ts .

1 .21 In the  fo l lowing sec t ions,  Romte lecom summar ises  the h is tory
                                                          
8 COMMISSION RECOMMENDATION of 8 April 1998 on interconnection in a liberalized telecommunications market (Part 2 -
Accounting separation and cost accounting)
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of  the  account ing  separat ion  consu l tat ion process before
prov id ing  a deta i led  commentary on the  ind iv idua l  sec t ions of
the most  recent  d ra f t  dec is ion.
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2  Ac c o u n t i n g  s e par a t i o n  c o ns u l ta t i o n  pr oc e ss

2.1  ANRC issued a draf t  dec is ion ent i t led  “Regu lat ion on
Account ing  Separat ion As Par t  Of  The Management  Accounts
Of  Romte lecom’ ” in  Apr i l  2003.  Th is  document  is  here inaf te r
refer red to as “the f i rs t  draf t  dec is ion”.

2 .2  The substant ive  po ints  of  the  f i r s t  draf t  dec is ion are as fo l lows:

�  Romte lecom is  to  implement  account ing  separat ion wi th in  i t s
in terna l  cost  account ing  sys tem

�  Separate f inanc ia l  s tatements are  to be  prepared for  each o f
28 bus inesses and sub-bus inesses

�  The f i rs t  se t  of  separate f inanc ia l  s tatements,  re lat ing  to  the
f inanc ia l  year  2003,  are to  be  submi t ted  to ANRC wi th in 4
months of  the  pub l icat ion of  the s tatutory f inanc ia l
s tatements ( ie  August  31 s t  2004)

�  The f i rs t  se t  of  separate f inanc ia l  s tatements,  re lat ing  to  the
f inanc ia l  year  2003,  are to  be  prepared on a  h is tor ica l  cos t
bas is ;  the second set ,  re lat ing  to the  f inanc ia l  year  2004,
are to  be  prepared on cur rent  cost  bas is  and shou ld  conta in
deta i ls  of  the reconci l ia t ion of  the  cur rent  and h is tor ica l
cost  s tatements

�  The cost ing  methodology on wh ich  the separate  f inanc ia l
s tatements are based is  to  be submit ted to ANRC at  least  8
months pr io r  to  the submiss ion  of  the f i rs t  set  of  f inanc ia l
s tatements ( ie  December  31 s t  2003)

�  The separate  f inanc ia l  s ta tements  are to be subjec t  to  a
f inanc ia l  aud i t ,  wi th  separate aud i t  op in ions be ing prepared
for  the h is tor ica l  cost  and current  cost  s tatements

�  The appo intment  of  the  aud i to r  is  sub ject  to  ANRC’ s
approva l ;  th is  approva l  is  to  be secured a t  least  s ix  months
before the submiss ion of  the f i r s t  set  of  f inanc ia l  s tatements
( ie  February 28 t h  2004)

2 .3  Romte lecom prov ided ANRC wi th  i t s  response to th is  draf t
dec is ion in  June 2003.  Th is  document  is  a t tached at  Append ix
1  and is  here inaf te r  refer red to as “response to the f i r s t  dra f t
dec is ion”.

2 .4  The substant ive  po ints  of  the  response to the f i r s t  d raf t
dec is ion are  as f o l lows:

�  The preparat ion of  separated accounts is  of  low pr ior i t y  in
the context  of  the  Romanian te lecom sector ’ s  more press ing
need for  ta r i f f  reba lanc ing

�  The request  for  separate f inanc ia l  s tatements f or  28
bus inesses and sub-bus inesses is  unprecedented in  the
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European te lecoms sector  and is  d ispropor t ionate in  the
context  of  the Romanian market

�  The number  of  separate f inanc ia l  s tatements  to be  prepared
is  a dr iver  of  cos t ;  the incrementa l  benef i t  to  be  der ived by
produc ing sta tements for  28 bus inesses  and sub-bus inesses
is  outwe ighed by the incrementa l  cos t  o f  p roduct ion

�  The product ion  of  separa te  f inanc ia l  s ta tements is
dependent  on the imp lementat ion of  severa l  data and
process improvement  exerc ises cur rent ly  be ing  under taken
by Romte lecom;  the  product ion of  f inanc ia l  s tatements by
August  31 s t  2004 in  unfeas ib le as th is  p recedes the
complet ion of  the  requ is i te  exerc ises

�  As  a more  prac t ica l  way forward,  Romte lecom wi l l  submi t
separa te  f inanc ia l  s tatements for  e igh t  bus inesses and sub-
bus inesses (Reta i l ,  Core,  In terconnect ion,  Co- locat ion,
Leased L ines  – Transpor ta t ion,  Other  Core,  Access,  Other ) ;
these s tatements  wi l l  be  prepared on a  cur rent  cos t  bas is
and wi l l  be  submi t ted in  respec t  of  the  f inanc ia l  year  2004

�  The cost  of  engag ing regu latory aud i to rs  is  l ike ly  to  be in
the reg ion of  ����PL O O L RQ � SHU � DQQXP�DQG� LV � H[FHVV LYH � LQ � WKH
context  of  the Romanian economy;  a  more cos t  ef fect ive
so lu t ion wou ld  be for  ANRC to  under take the rev iew of  these
f inanc ia l  s tatements i tse l f

�  The requ irement  to pub l ish  the  separate f inanc ia l
s tatements is  unnecessary:  the requ irement  is  cur rent ly
app l ied  on ly  to two operators  in  Europe;  the requ i rement  to
pub l ish  separate f inanc ia l  s ta tements  on a  cur rent  cos t
bas is  is  app l ied to one opera tor  in  Europe;  the requ irement
to pub l ish separa te f inanc ia l  s tatements  on a cur rent  cost
bas is  f or  28 bus inesses  and sub-bus inesses exceeds that
imposed on any operator  in  Europe

�  In  ant ic ipat ion  of  s ign i f icant  change in the  format  of
separa te  f inanc ia l  s tatements to be prepared over  the f i r s t
few years of  imp lementat ion,  the  pub l icat ion  of  the
s tatements is  inappropr iate  and wou ld  lead to  er roneous
s igna ls  be ing  prov ided to the  market  regard ing  the return or
loss  generated by ind iv idua l  bus inesses

2.5  ANRC has subsequent ly  issued a rev ised draf t  dec is ion
ent i t led  “Dec is ion  for  approva l  of  ru les  re lated to the
per forming of  the  separate account ing  records wi th in  the
in terna l  management account ing  by Commerc ia l  Company
“Romte lecom” – SA” in  August  2003.  Th is  document  is
here inaf ter  refer red to as “the  second draf t  dec is ion”.

2 .6  The next  sect ion se ts  out  Romte lecom’ s  comments on the
substant ive  amendments to the f i r s t  d ra f t  dec is ion conta ined
wi th in  th is  second draf t  dec is ion.
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3  R o m te l e co m c omme nt ar y o n  t h e  a me n dm e nt s  ma d e  b y AN R C  t o  t h e  f i r s t
d r a f t  de c i s i o n

3.1  In add i t ion  to i t s  response to the f i r s t  d raf t  dec is ion ,  Romte lecom would l ike to  make the fo l lowing
comments on the fo l lowing  spec i f ic  amendments  made by ANRC in the  second draf t  dec is ion .

Sect ion Removal /
addit ion Amendment Romtelecom comment

1.2.2 – Sub-
bus iness  un i t s
of  the  Core
Network

Paragraph
1.2.4.2 of  f i rs t
d raf t  dec is ion
removed

“Col locat ion –
in terconnect ion” no longer
cons idered to  represent  a
sub-bus iness un i t

Romte lecom welcomes ANRC’ s  recogn i t ion
of  the  fac t  the serv ice  “co l locat ion –
in terconnect ion” does not  const i tu te  an
ind iv idua l  serv ice in  i t s  own r igh t  and
therefore  does not  mer i t  the preparat ion of
separa ted f inanc ia l  s tatements .

1 .2.3 – Sub-
bus iness  un i t s
of  the  Access
Network

Paragraph
1.2.5.2 of  f i rs t
d raf t  dec is ion
removed

“Col locat ion – access” no
longer  cons idered to
represent  a sub-bus iness
un i t

Romte lecom welcomes ANRC’ s  recogn i t ion
of  the  fac t  the serv ice  “co l locat ion – access”
does not  const i tu te  an ind iv idua l  serv ice  in
i t s  own r ight  and therefore  does not  mer i t
the preparat ion  of  separa ted f inanc ia l
s tatements.

1 .2 –
Def in i t ions

Paragraph 1.2.6
of  f i r s t  d raf t
dec is ion removed

The sub-bus iness un i t s  of
the re ta i l  bus iness are no
longer  def ined

See comments  on sect ion 3.1  be low

3.2 – Sub-
bus iness  un i t s
to be inc luded
in  the  separate
f inanc ia l
s tatements

Paragraph 3.2.3
of  f i r s t  d raf t
dec is ion removed

Reta i l  sub-bus iness  un i t s
removed f rom the l i s t  o f
sub-bus iness un i ts  for
wh ich  separate  f inanc ia l
s tatements need to be
prepared

ANRC cont inues  to demand f rom
Romte lecom a h igher  leve l  of  d isc losure
than any regu lator  in  Europe.  Due to ANRC’ s
ins is tence on repor t ing  requ irements at  the
serv ice  leve l  (c f  sect ion  4.3) ,  the apparent
concess ion on the d isaggregat ion  of  reta i l
bus inesses is  i l lusory.  ANRC cont inues  to
ins is t  on a leve l  of  d isaggregat ion  of  cost
in format ion on the reta i l  bus iness wh ich  is
d ispropor t ionate to  the  low pr io r i t y  of
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in f o rmat ion of  the  d isaggregated reta i l
bus inesses.

3.2 – The sub-
bus iness  un i t s
of  the  core
network

Paragraph 3.2.1
bu l le t  (b)  of  f i rs t
d raf t  dec is ion
removed

“Col locat ion –
in terconnect ion” removed
f rom the l i s t  o f  bus iness
sub-un i ts  for  wh ich
separa te  f inanc ia l
s tatements need to be
prepared

Romte lecom welcomes ANRC’ s  recogn i t ion
of  the  fac t  the serv ice  “co l locat ion –
in terconnect ion” does not  const i tu te  an
ind iv idua l  serv ice in  i t s  own r igh t  and
therefore  does not  mer i t  the preparat ion of
separa ted f inanc ia l  s tatements .

3 .2 – The
bus iness  sub-
un i t s  of  the
access  network

Paragraph 3.2.2
bu l le t  (b)  of  f i rs t
d raf t  dec is ion
removed

“Col locat ion – access”
removed f rom the l i s t  o f
bus iness  sub-un i ts  for
wh ich  separate  f inanc ia l
s tatements need to be
prepared

Romte lecom welcomes ANRC’ s  recogn i t ion
of  the  fac t  the serv ice  “co l locat ion – access”
does not  const i tu te  an ind iv idua l  serv ice  in
i t s  own r ight  and therefore  does not  mer i t
the preparat ion  of  separa ted f inanc ia l
s tatements.

4 .1.2 – The
cond i t ions f or
preparat ion of
the Separated
Financ ia l
Statements

Paragraph 4.1.2
bu l le t  (g )  of  f i rs t
d raf t  dec is ion
removed

Remova l  of  requ i rement
that  “the Separated
Financ ia l  Statements sha l l
be  subject  to  a f inanc ia l
aud i t ,  in  accordance wi th
the leg is lat ion in  fo rce and
wi th  the nat iona l  and
in ternat iona l  aud i t
s tandards”

Romte lecom does not  understand ANRC’ s
ob jec t ive  in  in t roduc ing th is  amendment
wi thout  who l ly  removing  the requ irement  to
have the  f inanc ia l  s tatements independent ly
aud i ted,  as was argued in the response to
the f i r s t  submiss ion .
Taken in  conjunc t ion wi th  the  amendment
made to sect ion 7.2  of  the f i rs t  draf t
dec is ion – tha t  the aud i t  no longer  needs to
es tab l ish  that  the s ta tements have been
prepared in  accordance wi th  the  approved
cost ing  methodo logy – th is  amendment  takes
on a more  s in is te r  tone.
In ef fec t ,  ANRC wi l l  reserve the  r ight  to
d ic tate and to a l ter  wi thout  no t ice  the aud i t
s tandards aga inst  wh ich  the s tatements  are
to be judged.  ANRC must  c lar i f y  what  the
purpose of  th is  amendment  is .
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4.1.2 – The
cond i t ions f or
preparat ion of
the Separated
Financ ia l
Statements

W ord ing  of
Paragraph 4.1.2
bu l le t  (h)  of  f i rs t
d raf t  dec is ion
a l te red

The Separa ted F inanc ia l
Statements sha l l  be
prepared on the bas is  of
cur rent  costs ,  ra ther  than
current  and  h is tor ica l  costs

Th is  apparent  reduc t ion  in  vo lume of  cost
in format ion to be prepared does  not
represent  a reduct ion in  subs tance.
W hi le  the f inanc ia l  s tatements wi l l  be  based
current  costs  a lone,  the network  and serv ice
s tatements of  cost  are  to be based on both
h is tor ica l  and current  costs .  Th is  does  not  in
any way reduce the  cos t  of  compl iance and
cont inues to  be  of  quest ionab le benef i t  to
the end user .
Spec i f ica l ly ,  Romte lecom st rong ly  requests
that  ANRC demonst rate the benef i t  to  be
ga ined f rom the preparat ion of  h is to r ica l
cost  da ta for  ne twork  e lements  and serv ices .

4 .1.2 – The
cond i t ions f or
preparat ion of
the Separated
Financ ia l
Statements

Paragraph 4.1.2
bu l le t  (h)  of
second draf t
dec is ion added

ANRC has in t roduced a
rest r ic t ion on the cos ts  to
be inc luded in  the
Separated F inanc ia l
Statements:  “the Separated
Financ ia l  Statements wi l l
inc lude on ly  re levant  costs .
Re levant  costs  are  those
cost  ca tegor ies incur red by
a hypothet ica l ly  ef f ic ient
new ent rant  operator .
Ext raord inary and
except iona l  i tems (as
compensatory payments)
are not  cons idered re levant
costs  and therefore  sha l l
no t  be inc luded in the
Separated F inanc ia l
Statements.  The operator

ANRC’ s  proposa l  wi l l  serve  on ly  to  reduce
t ransparency.
F i rs t ly ,  no  ob ject ive  f ramework  fo r  the
inc lus ion  or  exc lus ion of  costs  is  prov ided.
Second ly ,  the  process  of  se lec t ive ly
inc lud ing  costs  and the resu l t ing
compl ica t ions  of  reconc i l ia t ion wi l l
undermine any va lue to  be  ga ined by
compar ing  the separa ted accounts  to the
s tatutory accounts and to the  output  of  the
LRIC model .
Romte lecom requests that  ANRC prov ide
some just i f icat ion f or  the proposed
approach,  together  wi th  some assurance that
the process by wh ich  any f ramework  fo r  cos t
exc lus ion /  inc lus ion  is  agreed wi l l  be  both
pub l ic  and equa l ly  b ind ing  fo r  a l l  operators.
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wi l l  p resent  a descr ip t ion of
non-re levant  costs  wi th in
the reconc i l ia t ion of
separa ted f inanc ia l
s tatements wi th  s ta tutory
accounts”.

4 .2 –
Statement  of
Average Costs
of  Network
Components

Paragraph 4.2.1
bu l le ts  (a )  to  (d)
of  f i r s t  d raf t
dec is ion removed

The requ irement  to inc lude
the rout ing  fac tors,  t ime of
day g rad ients  and f ina l
tar i f f s  in  the s tatement  of
costs  has been removed.

Romte lecom welcomes ANRC’ s  recogn i t ion
in  th is  smal l  area at  least  that  in  i t s  cur rent
s tage of  deve lopment ,  the market  has no use
for  t ime of  day grad ient  in format ion as
app l ied  to network  component  costs .
Equa l ly ,  Romte lecom welcomes ANRC’ s
recogn i t ion that  f ina l  ta r i f f s  f or  network
components do not  ex is t  and therefore
cannot  be  d isc losed.

4 .2 –
Statement  of
Average Costs
of  Network
Components

Paragraph 4.2.5
of  second draf t
dec is ion added

ANRC has added the
requ irement  that  fo l lowing
the imp lementa t ion of  the
long run incrementa l
cost ing  mode l ,  the
s tatement  of  average cos ts
of  network  components
must  be prepared us ing
three cost  s tandards:
incrementa l  cost ,  f u l ly -
a l loca ted cost  and stand-
a lone cost .

Romte lecom fa i ls  to  unders tand ANRC’s
ob jec t ive  in  in t roduc ing an add i t iona l  cost
s tandard  to the repor t ing  requ irements
proposed by the f i r s t  d raf t  dec is ion .  Th is
add i t iona l  cos t  s tandard  wi l l  car ry  no
incrementa l  benef i t  for  the  indust ry  or  the
end user  and wi l l  add to  the cost  of
compl iance.
In a  mature market ,  the charg ing  of  pr ices
above stand a lone costs  can be an
ind ica t ion of  abuse of  dominant  market
power .  However ,  ANRC appears once aga in
to f a i l  to  recogn ise that  Romte lecom is
unab le  to charge su f f ic ien t ly  h igh pr ices to
meet  i t s  cost  of  cap i ta l  a t  present ;  the cos ts
of  the  bus iness are  not  be ing  recovered.  The
benef i t  to  be  ga ined by compar ing  pr ice  to
s tanda lone cos t  is  therefore n i l .  In  cont rast ,
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the cos t  of  p roduc ing the in format ion is  h igh,
wi th  add i t iona l  func t iona l i t y  fo r  the
a l locat ion of  f i xed and common cos ts
need ing to be  bu i l t  in  to  the Romte lecom
LRIC model .
ANRC shou ld be aware that  i f  in  the future
Romte lecom were  ab le  to recover  costs  in
excess  of  s tand-a lone costs  th rough i ts
pr ic ing  of  reta i l  p roducts,  ANRC would  be
f ree  to car ry  out  tes ts  by except ion  on the
compet i t i veness of  ind iv idua l  markets .  These
tests  wou ld  be much cheaper  and of  g reater
pract ica l  va lue  to the indust ry .

4.2 –
Statement  of
Average Costs
of  Network
Components

Paragraph 4.2.7
of  the  second
draf t  dec is ion
added

The ob l iga t ion to pub l ish
the Sta tement  of  Average
Costs of  Network
Components has been
changed to a requ i rement  to
submit  the  s ta tement  to
ANRC

Romte lecom welcomes th is  concess ion by
ANRC and cont inues to request  that  the
same po l icy be adopted for  the submiss ion
of  separated f inanc ia l  s tatements at  least
unt i l  such t ime as  the methodo logy fo r  the
preparat ion of  those sta tements has matured
and been who l ly  ag reed.  Otherwise ,  the  cost
of  demonst rat ing  the ef fects  of  changes in
methodo logy on pr ior  year  s tatements wi l l  be
unnecessar i ly  h igh .

4 .3 –
Statement  of
Costs of
Serv ices

Paragraph 4.3.1
Par t  I  bu l le t  (e)
of  second draf t
dec is ion added

W holesa le and reta i l  leased
l ine  serv ices  were or ig ina l ly
broken down in to access
and core  components.  In
the second draf t  dec is ion
the core components have

In request ing  an add i t iona l  leve l  of  de ta i l  in
the repor t ing  of  leased l ine data,  ANRC
appears once aga in  to be request ing
informat ion for  i t s  own sake,  wi thout  regard
for  the cos t  or  benef i t  o f  prepar ing  i t .  On ly
one opera tor  in  Europe pub l ishes
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been fur ther  b roken down
in to leased l ines core
components at  the  nat iona l
leve l  as  aga inst  leased
l ines  core components at
the loca l  or  reg iona l  leve l .
These components have
then been broken down in
turn  by capac i t y  and
techno logy

informat ion on the cos t  of  leased l ines by
capac i t y9;  wh i le  no operator  pub l ishes
leased l ine  costs  by techno logy or  by
locat ion in  the  reg iona l  or  loca l  networks.
Romte lecom be l ieves  tha t  both requests  are
inappropr iate:
-   the va lue  to the  sector  of  such in format ion
is  smal l  as leased l ines revenue represents
on ly  9% of  the va lue  of  the Romanian
te lecommunica t ions  market  – in  compar ison
wi th  20% in the  UK;
-  the compara t ive  va lue of  such statements
would  be n i l  as no other  opera tor  produces
th is  data;
-  the format  does not  a l low for  the
reconc i l ia t ion of  costs  and revenues
assoc iated wi th  leased l ine terminat ing
segments 10

4.3 –
Statement  of
Costs of
Serv ices

W ord ing  of
paragraph 4.3.1
Par t  I I  bu l le t  (e )
of  f i r s t  d raf t
dec is ion
amended

W holesa le and reta i l  leased
l ine  serv ices  were or ig ina l ly
broken down in to access
and core  components.  In
th is  second draf t  dec is ion
the access components are
to be fu r ther  b roken down
by capac i t y  and techno logy

See comment  above

4.3 –
Statement  of
Average Costs
of  Serv ices

Paragraphs 4 .3.4
to 4 .3 .6  of
second draf t
dec is ion added

ANRC has added the
requ irement  that  fo l lowing
the imp lementa t ion of  the
long run incrementa l

See comment  on sect ion  4 .2 above

                                                          
9 British Telecom
10 Leased line terminating segments are subject to a separate draft decision issued by ANRC in June 2003 entitled “Decision related to the interconnection for leased lines – terminating segments with the fixed public
telephone network”
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cost ing  mode l ,  the
s tatement  of  average cos ts
of  serv ices  must  be
prepared us ing  three cost
s tandards:  inc rementa l
cost ,  fu l ly -a l located cost
and s tand-a lone cost .

4.3 –
Statement  of
Average Costs
of  Network
Components

Paragraph 4.3.8
of  second draf t
dec is ion added

The ob l iga t ion to pub l ish a l l
S tatements of  Average
Costs of  Serv ices  has been
changed to a requ i rement  to
pub l ish  on ly  those re la t ing
to markets  in  wh ich
Romte lecom has been
des ignated as having
s ign i f icant  market  power .
A l l  o ther  Sta tements of
Average Costs of  Serv ices
wi l l  be  submi t ted to  ANRC.

W hi le  ANRC has recogn ised that  i t  wou ld  be
ac t ing  u l t ra  v i res  in  requ ir ing  Romte lecom to
pub l ish  in format ion  on serv ices  in  the
prov is ion  of  wh ich i t  does not  have
Sign i f icant  Market  Power ,  ANRC has pa id  no
heed to Romte lecom’ s  concerns regard ing
the h igh cos t  and low end user  benef i t  o f
p roduc ing sta tements of  cost  at  such a  low
leve l  of  deta i l .  ANRC cont inues to impose a
more onerous cost  repor t ing  ob l igat ion than
any o ther  operator  in  Europe.

4 .4 –
Exp l ica t ive
Informat ion

W ord ing  of
paragraph 4.4
bu l le ts  3 and 4 of
f i r s t  draf t
dec is ion
amended

The requ irement  to prov ide
a reconc i l ia t ion of  the
current  cost  and h is tor ica l
cost  separated accounts
has  been removed.

See comment  on sect ion  4 .1.2 above

4.4 –
Exp l ica t ive
Informat ion

W ord ing  of
paragraph 4.4
bu l le t  4  of  f i r s t
d raf t  dec is ion
amended

ANRC has added the
requ irement  to prov ide  a
reconc i l ia t ion of  the  costs
of  serv ices  and the  prof i t
and loss s ta tements  of  the
sub-bus iness un i ts .

In  requ i r ing  th is  four th leve l  of
reconc i l ia t ion,  ANRC is  aga in  request ing  a
leve l  of  deta i l  in  regu latory repor t ing  wh ich
is  unprecedented in  Europe.  I t  i s  a lso
in t roduc ing a leve l  of  deta i l  that  is
complete ly  impract ica l  g iven the proposed
se lect ive  exc lus ion of  costs .
In those two EU count r ies  that  do pub l ish
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separa ted f inanc ia l  s tatements ,
reconc i l ia t ion is  l im i ted to  the demonst rat ion
of  the  equ iva lence of  the t ransfer  charges
between bus inesses and the  pr ices for
network  serv ices conta ined wi th in the
reference in terconnect  of fer .
Romte lecom requests that  ANRC -
demonst rate the incrementa l  benef i t  to  be
ga ined by the  in t roduc t ion of  the  proposed
reconc i l ia t ion
-  assure Romte lecom that  the ob l igat ion  to
prov ide  such in format ion wi l l  be  imposed
wi thout  p re jud ice on a l l  operators;  and
-  demonst ra te  how i t  p roposes  to incorporate
i t s  p roposa ls  for  se lect ive  cos t  exc lus ion
in to the  reconc i l ia t ion  process,  perhaps
through the prov is ion  of  a  suggested f o rmat .

5.1 – Aud i t
op in ion

W ord ing  of
paragraph 5.1.3
of  f i r s t  d raf t
dec is ion
amended

ANRC has added the
requ irement  that  the scope
of  the  aud i t  be extended to
encompass the cost
a l locat ion methodo logy
used to produce the
separa ted f inanc ia l
s tatements

Romte lecom cont inues to contend that  no
incrementa l  benef i t  i s  to  be ga ined through
an independent  aud i t  o f  the separa ted
f inanc ia l  s tatements as opposed to ANRC
carry ing  out  the  rev iew.  In v iew o f  ANRC’ s
s tated in tent  to  re ta in  a  superv isory ro le
over  the aud i t  o f  the separa ted f inanc ia l
s tatements,  Romte lecom quest ions  ANRC’ s
c la im to have insuf f ic ient  exper ience in
regu latory aud i t  to  a l low i t  rev iew the
mater ia l  i tse l f .
W ere ANRC to car ry  ou t  the rev iew i t se l f ,
Romte lecom would  accord  ANRC complete
d iscret ion in  set t ing  the scope for  the
rev iew;  in  the absence of  th is  po l icy,
Romte lecom requests that  the  independent
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aud i tor  be a l lowed to def ine the scope of  the
aud i t .

5.1 – Aud i t
op in ion

Paragraphs 5 .1.4
to 5 .1 .5  of
second draf t
dec is ion added

ANRC has extended the
requ irement  that  the cho ice
of  aud i to r  of  the  separated
f inanc ia l  s tatements must
be approved by ANRC.  The
aud i tor  must  incorpora te
in to i t s  cont rac t  wi th
Romte lecom ANRC’ s  power
to request  fu r ther  ana lys is
as  i t  sees f i t  and ANRC’ s
power  to  approve/  re jec t  the
f ina l  aud i t  op in ion .

In in t roduc ing th is  amendment ,  ANRC is
once aga in impos ing an ar rangement  wh ich
is  unprecedented in  Europe.
Romte lecom does not  accept  ANRC’ s
proposa l  that  i t  re ta in  veto  r ights  over  any
aud i t  process on the  bas is  that  ANRC has
c la imed that  i t  has insuf f ic ient  exper ience in
th is  area to car ry  out  the  rev iew i t se l f .

7 .1 –
Descr ipt ion of
the Opera tor ’ s
cost ing  sys tem

W ord ing  of
paragraph 7.1.4
of  f i r s t  d raf t
dec is ion
amended

ANRC has extended the
requ irement  that
Romte lecom submit  i t s
Cost ing  Methodo logy to
ANRC at  leas t  3 months
before pub l icat ion o f  the
Separated F inanc ia l
Statements.  Th is  Cost ing
Methodo logy must  now be
pub l ished  a t  leas t  3  months
before pub l icat ion o f  the
Separated F inanc ia l
Statements.

ANRC has issued cont rad ic tory requ i rements
on the pub l icat ion o f  the  Cost ing
Methodo logy.  Parag raph 7 .1.1 of  the  second
draf t  dec is ion s tates that  the methodo logy
and s tatements  sha l l  be  pub l ished
s imul taneous ly ;  paragraph 7 .1 .5  of  the
second draf t  dec is ion s tates that  the
methodo logy wi l l  be  pub l ished a t  least  3
months before the s ta tements.

7 .1 –
Descr ipt ion of
the Opera tor ’ s
cost ing  sys tem

Paragraph 7.1.6
of  second draf t
dec is ion added

ANRC has in t roduced a
c lause in  wh ich i t  reserves
the r igh t  to  “impose
changes in  the Cost ing
Methodo logy,  ind ica t ing  the
separa ted f inanc ia l

Romte lecom notes wi th  some a larm that
ANRC does not  refer  to  any overarch ing  cost
methodo logy on wh ich  such changes wou ld
be based – in  i t s  present  fo rm,  the
regu lat ion a l lows no t ransparency a t  a l l  in
terms of  the pr inc ip les on wh ich  a Cost ing
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s tatements to be modi f ied
in  order  to  ref lec t  these
changes”.

Methodo logy wi l l  be  accepted,  re jected or
amended.  The ef fec t  of  th is  measure  on the
cons is tency of  repor t ing  wi l l  a lso serve  to
undermine the va lue  of  the  separated
accounts to the  end user .
Romte lecom requests that  ANRC prov ide
some just i f icat ion f or  the proposed
approach,  together  wi th  some assurance that
the process by wh ich  any changes to the
methodo logy are  agreed wi l l  be  both pub l ic
and equa l ly  b ind ing  for  a l l  operators .

7 .2 – Pr inc ip les
of  a l locat ion of
costs ,
revenues and
cap i ta l
employed

W ord ing  of
paragraph 7.2
bu l le t  (e)  of  f i rs t
d raf t  dec is ion
amended

ANRC has removed the
requ irement  that  “the aud i t
repor t  on  the Separated
Financ ia l  Statements sha l l
s tate that  the Separated
Financ ia l  Statements have
been prepared in
accordance wi th the
methodo log ies of  a l loca t ion
deta i led wi th in  the Cost ing
Methodo logy”.

Romte lecom does not  understand ANRC’ s
ob jec t ive  in  in t roduc ing th is  amendment
wi thout  who l ly  removing  the requ irement  to
have the  f inanc ia l  s tatements independent ly
aud i ted,  as was argued in the response to
the f i r s t  submiss ion .
Refer r ing  to the  precedent  set  by BT and
e i rcom,  two aud i t  op in ions ex is t  in  the
context  of  regu latory repor t ing :  “a  t rue and
fa i r  v iew” and “prepared in  accordance wi th”.
I t  i s  apparent  f rom the word ing  tha t  the
la t te r  is  less s t r ingent  than the  former ,  and
was used in  the UK and I re land dur ing  the
per iod in  wh ich  the  incumbent  was
deve lop ing i ts  f inancia l  and operat iona l  da ta
repor t ing  capab i l i t ies.
Taken in  conjunc t ion wi th  the  amendment
in t roduced at  sec t ion 4.1.2 – tha t  the
s tatements no longer  need to be prepared in
accordance wi th nat iona l  o r  in ternat iona l
aud i t  s tandards  – th is  amendment  takes  on a
more s in is te r  tone.  In  ef fect ,  ANRC wi l l
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reserve the r igh t  to  d ic tate  and to  a l ter
wh ich  i f  the two aud i t  op in ions wi l l  be
requ ired of  Romte lecom’ s  s tatements.
Romte lecom requests that  ANRC c lar i f y  i ts
pos i t ion on th is  issue.

7 .8 – Asset
L ives  and
Deprec iat ion
Method

Paragraph 7.8.7
of  second draf t
dec is ion added

ANRC has added the
requ irement  that  “Fu l ly
deprec ia ted assets wi l l
have zero cur rent  net  va lue
and the ir  costs  wi l l  no t  be
accounted for  wi th in the
current  costs  of  serv ices”

In impos ing th is  cond i t ion,  ANRC is  once
aga in  assuming tha t  Romte lecom has been
in  a pos i t ion to recover  the cost  of  an asset
over  i t s  l i f e t ime;  that  an  in terconnect ing
operator ’ s  cont r ibut ion  to a fu l ly  deprec iated
asset  s t i l l  in  use in  the network  wou ld
const i tu te a doub le- recovery of  costs .
W hi le  th is  assumpt ion cou ld reasonab ly
made of  more af f luent  markets ,  the same is
un l ike ly  to  be t rue  o f  Romania.  I f
Romte lecom has been unab le to recover  the
cost  of  a fu l ly  deprec iated asset  over  the
course of  i t s  l i f e  th rough the  pr ic ing  of  i ts
own reta i l  produc ts ,  i t  wou ld  seem equ i tab le
that  an in terconnect ing  operator  wish ing  to
make use of  that  asset  shou ld cont r ibu te to
i t s  net  cost  to  Romte lecom.

7.8 – Asset
L ives  and
Deprec iat ion
Method

Paragraph 7.8.8
of  second draf t
dec is ion added

ANRC has added the
requ irement  that
“Romte lecom sha l l  present ,
wi th in  the Cost ing
Methodo logy,  the
descr ip t ion of  the
deprec ia t ion  method used
wi th in  the separa ted
accounts”

8  – F ina l
prov is ions

W ord ing  of
paragraphs 8 .1  to

ANRC has changed the
per iod to  wh ich the  f i rs t

In  prov id ing  th is  apparent  concess ion,  ANRC
is  f ina l ly  recogn is ing  the imposs ib i l i t y  o f
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8.5 of  f i rs t  draf t
dec is ion
amended

Separated F inanc ia l
Statements wi l l  re la te f rom
the f inanc ia l  year  2003 to
the f inanc ia l  year  2004.

Romte lecom’ s compl iance wi th  the t ime l ine
set  by the f i r s t  draf t  dec is ion .  Romte lecom
welcomes th is  recogni t ion.
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4  C o n c l u s i o ns

4.1  Romte lecom would  aga in l ike to  emphas ise  ANRC’ s
respons ib i l i t y  as  the representat ive  of  the  end user  to
demonst rate the cost -benef i t  ba lance of  each and every
proposed fo rm of  regu latory in tervent ion in  the context  of  the
end user .

4 .2  In the  absence of  th is  demonst rat ion,  Romte lecom re jects
ANRC’ s  proposa ls  on the  fo l lowing grounds:

�  lack  of  t ransparency in  the process by wh ich  the proposa ls
wi l l  be  subject  to  pub l ic  consu l tat ion and be app l ied wi thout
pre jud ice to a l l  operators;

�  lack  of  in te rnat iona l  precendent  in  terms of  the  burden of
regu latory repor t ing  imposed on Romte lecom;

�  insuf f ic ient  benef i t  accru ing  to  end users;

�  d ispropor t ionate cost  of  compl iance;  and

�  low pr io r i t y  in  the context  of  the Romanian
te lecommunica t ion sector ’ s  need fo r  more  fundamenta l
reforms.

4 .3  W ith the except ion of  a smal l  number  of  mater ia l  add i t ions to
the requ i rements  imposed on Romte lecom,  the second draf t
dec is ion is  subs tant ia l ly  unchanged f rom the f i rs t  draf t
dec is ion.

4 .4  As  a resu l t ,  Romte lecom cont inues to  contend that  the
a l te rnat ive  methodo logy for  the prepara t ion and rev iew of
separa ted accounts  proposed in i ts  response to the f i r s t  d ra f t
dec is ion represents  the most  p ragmat ic  so lu t ion to ANRC’ s
need for  f inanc ia l  and operat iona l  data on Romte lecom’ s
ac t iv i t ies.

4 .5  Accord ing ly ,  Romte lecom has res ta ted be low i t s  or ig ina l
proposa l  concern ing the rea l iza t ion by “Romte lecom” S.A.  o f
account ing  separa t ion wi th in  the  in terna l  cost  account ing
sys tem.

Or ig ina l  Romte lecom proposa l

4 .6  Romte lecom be l ieves  tha t  i ts  ex is t ing  TeleCompass serv ice
cost ing  capab i l i t y ,  taken together  wi th  the  f ixed asset
reconst ruc t ion  (FAR) pro jec t  and the CCA cos t ing  work
in i t ia ted  to suppor t  the in terconnect ion  RIO,  wi l l  p rov ide  ANRC
wi th  a  substant ia l  leve l  of  account ing  d isaggreg t ion .

4 .7  In the  fo l lowing paragraphs,  we e labora te on what  Romte lecom
wi l l  be  ab le to prov ide to  ANRC and over  what  per iod.
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4.8  The implementat ion  of  the FAR pro ject  ment ioned above,
coup led wi th  the ex is t ing  a l locat ions  and output  func t iona l i t y  of
the Te leCompass mode l  wi l l  enab le  Romte lecom to prov ide
ANRC wi th  prof i t  and loss  accounts  and statements of  average
cap i ta l  employed (d isc los ing  re turn on average cap i ta l
employed)  for  the fo l lowing bus iness un i t s  and sub-un i t s  in
respect  of  the year  end ing 31 December  2004:

�  Reta i l  bus iness;

�  Core network  bus iness,  inc lud ing  the  sub-un i t s
“in terconnect ion”,  “co- locat ion  – in terconnect ion”,  “leased
l ines  – t ranspor ta t ion”,  “other  act iv i t ies of  the t ranspor t
ne twork”;

�  Access  network  bus iness ;

�  Other  bus iness

4.9  Romte lecom agrees  wi th the  def in i t ions  of  the  bus iness un i t s
and sub-bus iness uni t s  p rov ided by ANRC in  parag raphs
1.2.3.1 – 1 .2.3.4 and 1.2.4.1 – 1 .2 .4.4 of  the  f i rs t  draf t
dec is ion.

4 .10 In add i t ion  to the above sta tements ,  Romte lecom proposes to
prov ide  ANRC wi th  the fo l lowing  in  respect  of  the year  end ing
31 December  2004:

�  S tatement  of  average costs  of  the  Core network  as
descr ibed in  parag raph 4 .3  of  the f i r s t  d raf t  dec is ion ;

�  S tatement  of  network  cos ts  of  the serv ices  of fered by the
core network  on the  who lesa le  market ,  as def ined in  the
Reference Interconnect  Of fe r ;

�  S tatement  of  in te rnal  charges between the core network
bus iness  and the re ta i l  bus iness ;

�  An appropr iate reconc i l ia t ion between the separated
accounts and the s tatutory accounts us ing  the IAS s tandard ;

�  Exp lanatory notes f or  the accounts descr ibed in  paragraph
8.4 of  Romte lecom’ s  response to the  f i r s t  d raf t  dec is ion
(at tached at  Appendix  A be low) ;

�  Account ing  po l ic ies  used in  the prepara t ion  of  the accounts ;

�  Def in i t ions  of  the bus iness un i t s  and sub-uni ts  for  wh ich
accounts have been prov ided;  and

�  Suppor t ing  documentat ion  on the  a l locat ion  methodo logy
used to produce the  separated accounts  descr ibed in
paragraph 8.4 of  Romte lecom’ s  response to the f i r s t  d raf t
dec is ion (at tached at  Append ix  A be low) .

4 .11 The def in i t ions of  the bus iness  un i ts  and sub-un i t s  descr ibed in
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paragraph 8.4 of  Romte lecom’ s  response to the f i r s t  d raf t
dec is ion (at tached at  Append ix  A be low)  wi l l  be  a l igned wi th
those prov ided in  the re levant  paragraphs of  ANRC’ s  f i rs t  d raf t
dec is ion.

4 .12 Romte lecom agrees  that  ANRC’ s  proposed formats  for  the
Separated Accounts  set  out  in  Append ix  2 of  the   f i rs t  draf t
dec is ion are  genera l ly  sens ib le  and appropr ia te.   However ,  the
proposed d isaggregat ion  of  cur rent  assets and l iab i l i t ies  in  the
cap i ta l  employed s tatement  is  excess ive  and confers l i t t le  o r
no benef i t .   Romte lecom therefore proposes that  a  more

aggregate  s tatement  of  cap i ta l  employed be adopted in  the
form set  out  be low.

4 .13 Romte lecom proposes to  submi t  the separated accounts  for
rev iew by ANRC.   For  the  reasons a l ready s ta ted,  there is  no
case fo r  a fo rmal  aud i t .

�  Romte lecom proposes tha t  any separated accounts submi t ted to
ANRC be t reated as  commerc ia l ly  conf ident ia l  documents in
order  to  protect  potent ia l  users f rom the r isk  of  mater ia l
m isstatement .

4 .14 In summary,  Romte lecom be l ieves tha t  i ts  p roposed a l ternat ive
way f orward  prov ides ANRC wi th account ing  separat ion to a
leve l  cons is tent  wi th in ternat iona l  exper ience at  m in imum cos t
to the  future deve lopment  of  the  Romanian te lecommunicat ions
sector .

 Current Prior 
 Year Year 
   
  
Fixed assets X X 
Current assets less current liabilities and X X 
  provisions for liabilities and charges 
 ____ ____ 
Capital employed X X 
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Ap p e n d i x  A -  Ro mt e l ec om ’ s  r esp o n se  t o  t h e  f i r s t
d r a f t  de c i s i o n

1  E x ec u t i ve  S u mmar y

1.1  The ANRC has issued a consu l ta t ion  document  ent i t led
“Regu lat ion on Account ing  Separat ion  As Par t  Of  The
Management  Accounts Of  Romte lecom’ ” in  Apr i l  2002.

1 .2  Romte lecom welcomes th is  oppor tun i t y  to  prov ide i t s  v iews as
par t  of  wider  pub l ic  debate on proposa ls  f or  the f uture of
te lecommunica t ions  in  Romania.

1 .3  I t  i s  a pr inc ip le of  good regu la t ion  that  regu latory in tervent ions
and ob l iga t ions  should be the least  in t rus ive  and cos t ly
requ ired to  address  any leg i t imate  regu la tory concerns.

1 .4  Romte lecom unders tands the broad pr inc ip les under ly ing
ANRC’ s  proposa ls  for  account ing  separat ion set  out  in  i t s
consu l tat ion  document .

1 .5  However ,  RomTelecom be l ieves that  the preparat ion of
separa ted accounts  is  of  lower  pr ior i t y  in  the deve lopment  o f
the te lecommunicat ions  sector  in  Romania than the
deve lopment  of  a common sector  s t rategy.  Account ing
separa t ion  as  a  form of  regu latory in tervent ion  does not
address Romania ’ s  need for  susta inab le ,  fac i l i t ies-based
compet i t ion.

1 .6  ANRC has proposed tha t  Romte lecom prepare separa ted
accounts (prof i t  &  loss accounts and statements of  cap i ta l
employed)  at  an unprecedented leve l  of  deta i l ,  spec i f ica l ly  28
bus inesses and subdiv ided act iv i t ies.    Th is  is  a more  deta i led
and onerous Account ing  Separat ion requ i rement  than is
imposed on any other  te lecommunicat ions operator  in  the wor ld

1 .7  The account ing  separat ion  requ i rements proposed by ANRC
are ne i ther  appropr iate nor  p ropor t ionate g iven:

�  ANRC’ s  po l icy on sector  deve lopment ;

�  the economics of  the te lecommunica t ions sector  in
Romania;

�  in te rnat iona l  p recedents;  or

�  the pract ica l  issues  of  Romte lecom’ s  ex is t ing  serv ice cost
mode l  and i t s  deve lopment ;  the cost  of  compl iance wi th
ANRC’ s  recommendat ions ;  and the incrementa l  benef i t  o f
pub l ica t ion .

1 .8  In add i t ion ,  ANRC must  not  underest imate the impor tance o f
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the cos t  s tandard  on wh ich  the  inputs  are based.  F ixed asset
va lues  based on h is tor ica l  cost  cannot  be used to measure the
economic return on cap i ta l  employed of  d isaggregated reta i l
serv ices in  count r ies where h igh in f la t ion ex is ts .

1 .9  W hi ls t  Romte lecom re jects  on grounds of  pr inc ip le and
pract ica l i t y  the  account ing  separat ion proposa ls  of  ANRC, the
company is  wi l l ing  to d iscuss how Romte lecom’ s  ex is t ing
serv ice  cost ing  capab i l i t y  and p lanned enhancements can be
ref ined to par t ia l ly  meet  ANRC’ s  requ i rements .

1 .10 Romte lecom be l ieves  tha t  i ts  ex is t ing  TeleCompass serv ice
cost ing  capab i l i t y ,  the f ixed asset  recons t ruct ion (FAR) pro ject
and the cur rent  cos t  account ing  (CCA) cost ing  work ,  both
in i t ia ted  to suppor t  the in terconnect ion RIO,  wi l l ,  taken
together ,  p rov ide ANRC wi th  appropr ia te cost  in format ion

1.11 The ef fects  of  such a phased approach wou ld  be to :

�  p rov ide   ANRC wi th  a Reference In terconnect  Of fer  based
on CCA cos ts  and in  so  do ing prov ide  ANRC wi th the
serv ice  cost  in fo rmat ion wh ich  is  of  h ighest  re levance to the
Romanian te lecommunica t ions sec tor ;

�  p rov ide  ANRC wi th  separa ted accounts for  f inanc ia l  year
end ing  31 December 2004 on a reduced number  of
separa ted bus inesses (access,  core,  reta i l  and other )
fo l lowing  submiss ion of  the Reference In terconnect  Of fer
based on CCA costs;

�  rep lace the proposed requ i rement  for  an independent  aud i t
of  Separated Accounts wi th  a rev iew of  separated accounts
by ANRC;  and

�  d ispense wi th  the requ irement  to pub l ish  the Separa ted
Accounts.

1 .12 In summary,  Romte lecom be l ieves tha t  i ts  p roposed a l ternat ive
way f orward  prov ides ANRC wi th account ing  separat ion to a
leve l  cons is tent  wi th EU and in ternat iona l  exper ience but  at
m in imum cost  to  the future deve lopment  of  the Romanian
te lecommunica t ions  sector  and to  Romanian consumers .
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2  Ac c o u n t i n g  s e par a t i o n  a n d  Sec t or
D e ve l o pm en t

Pol icy context

2 .1  Romte lecom is  concerned tha t  ANRC’ s  focus  on account ing
separa t ion  is  det rac t ing  f rom the pursu i t  o f  other ,  far  more
impor tan t  po l icy object ives .   The account ing  separat ion
requ irements proposed by ANRC are more  onerous than the
requ irements imposed on any o ther  te lecommunica t ions
organ isa t ion  in  Europe.   At  the t ime of  wr i t ing  aud i ted  and
pub l ished account ing in format ion of  the  type proposed by
ANRC are  not  ava i lab le  in  Germany,  France,  Spa in,  I ta ly ,
Be lg ium or  in  any o ther  EU count ry  wi th  the except ion of  two.
The t ime and expense incurred in  produc ing the cos t
in format ion wi l l  be  huge and u l t imate ly  borne by Romanian
consumers.   The i r  p roduc t ion wi l l  be  a major  d is t rac t ion of
management  t ime wi th in Romte lecom

2.2  Un l ike Germany,  France and other  EU count r ies,  Romania  is
character ised by an under-deve loped f ixed communica t ions
inf rast ruc ture and low penet rat ion ra tes  for  PSTN and in ternet
access  serv ices .   In  add i t ion,  no progress has been made
towards ta r i f f  reba lanc ing  – a pre- requ is i te  fo r  an ef f ic ient
compet i t i ve  market .   Romte lecom is  commit ted to  work ing  wi th
ANRC to rect i f y these obstac les to  Romania ’ s  economic
deve lopment .   However ,  instead of  focus ing  on these c r i t i ca l
issues,  ANRC, th rough i ts  own act ions,  appears to be more
preoccup ied wi th  the product ion  of  large ly  super f luous
account ing  in format ion than in  the  deve lopment  of  the
Romanian sector .

2 .3  Romte lecom be l ieves  ANRC needs to  re -eva luate  i t s  pr io r i t ies
and to re - focus on po l icy objec t ives tha t  d i rect ly  address the
needs of  Romania .  The emphas is  of  pub l ic  po l icy must  be
sh i f ted to  the fo l lowing :

�  p romot ion of  fac i l i t ies -based compet i t ion (both  cab le and
te lecommunica t ions)  and act ive  d iscouragement  of  serv ice-
based compet i t ion  wh ich seeks to  c ream-sk im prof i t s  on  ca l l
t ra f f ic  wi thout  mak ing any cont r ibut ion  to the subs idy of
access  l ine renta ls ;

�  p romot ion of  investment  in  Romania ’ s  in f ras t ruc ture,
par t icu lar ly  in  the te lecommunica t ions  and cab le t v  access
networks;

�  p romot ion of  an in format ion soc iety  in  wh ich the  pos i t ive
network  externa l i t ies of  h igh DSL,  ISDN and cab le
penet rat ion can be captured;  and

�  p romot ion of  ef f ic ient  market  ent ry  through the  reba lanc ing
of  tar i f f s  and the  c reat ion of  appropr iate  market  s igna ls .
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2.4  Account ing  separat ion does l i t t le  to  promote  the ach ievement
of  these objec t ives.

Account ing  separat ion -  benef i ts

2 .5  Account ing  separat ion can theoret ica l ly  prov ide  a regu lator
wi th  the fo l lowing:

�  ev idence of  the  equ iva lence of  t ransfer  charges and
in terconnect ion  tar i f f s ;  and

�  ev idence of  the  return generated by ind iv idua l  bus inesses,
usua l ly  in  suppor t  o f  some form of  reta i l  p r ice  cont ro l .

2 .6  However ,  account ing separat ion is  not  the  on ly  too l  ava i lab le
to moni tor  the  equ i ty of  in terconnect ion  rates  in  respec t  of
t ransfer  charges.  Through the submiss ion of  a  Reference
Interconnect  Of fer  suppor ted  by a  s ta tement  of  CCA network
costs,  Romte lecom wi l l  be in  a pos i t ion to  demonst ra te  exac t ly
th is .  Th is  compar ison of  outputs to  ANRC requ irements is
prov ided in  sect ion  5.4 be low.

Account ing  separat ion -  d rawbacks

2.7  Fur thermore,  account ing  separat ion has  s ign i f icant  drawbacks
which  ANRC needs to cons ider  carefu l ly ,  inc lud ing :

�  No equ iva lence of  t ransfer  charges and in terconnect ion
tar i f f s  can be demonst ra ted v ia  separated accounts or  by
any o ther  means,  so long as  t ransfer  charges  are based on
cost  incurred and in terconnect ion ta r i f f s  a re based on
in ternat iona l  benchmarks .

�  The data and in format ion  techno logy requ ired to suppor t
account ing  separa t ion takes severa l  years  to accumulate ,  as
at tested to  by the  exper ience of  Br i t i sh Te lecom and e i rcom
– the on ly  two opera tors  in  Europe who pub l ish  separated
accounts.

�  The accuracy of  the  re turns  ca lcu lated fo r  ind iv idua l
bus inesses decreases exponent ia l ly  wi th  the leve l  of
d isaggregat ion,  such that  the process becomes an
ar i thmet ica l  exerc ise as opposed to an economic  test  of
market  cond i t ions.

�  Account ing  separat ion based on h is tor ic  cost  account ing
(HCA) in  a  count ry  wi th  a h is tory  of  h igh in f la t ion is  of  l i t t le
va lue  and unsu i tab le for  reta i l  pr ice cont ro l .   Th is  ef fect  is
i l lus t rated by an ana lys is  of  the separated accounts of  a
European incumbent :  a  10% change in the  va lue of  the
t rench network  produces an 80% change in the prof i tab i l i t y
of  i t s  reta i l  bus iness.

�  Account ing  separat ion as  a regu latory too l  assumes the
deve lopment  of  a cost -based Reference Interconnect  Of fe r ;
the demonst rat ion o f  S ign i f icant  Market  Power ;  and the



29

imminent  l ike l ihood of  compet i t ion in  the markets to  wh ich i t
i s  app l ied.  In  cont rast ,  in  Romania no cost -based Reference
Interconnect  Of fer  is  in  p lace and account ing  separa t ion is
be ing  proposed fo r  access serv ices  -  in  wh ich Romte lecom is
incurr ing  s ign i f icant  losses  due to imba lanced ta r i f f s .

�  As  a regu latory too l  in  iso lat ion,  account ing  separat ion
focuses on re ta i l  pr ices and in terconnect ion ta r i f f s .  I t  i s
therefore  more su i ted to  the regu lat ion of  serv ice-based
compet i t ion than fac i l i t ies-based compet i t ion .   Fur thermore,
ANRC has not  ye t  consu l ted  the indust ry  on  whether
Romte lecom has SMP in  reta i l  markets .

�  The expense incur red in  the imp lementa t ion of  account ing
separa t ion  is  s ign i f icant  and increases in  propor t ion  to the
leve l  of  g ranu lar i t y  wi th  wh ich i t  i s  app l ied.  As  a
consequence,  regu lators around the wor ld  have tended to
app ly  account ing  separat ion in  response to market  fa i lu re .  In
cont ras t ,  ANRC is  propos ing to app ly  i t  in  an t ic ipa t ion  of
market  f a i lure.

2 .8  The lack  of  pub l ished separa te accounts in  most  EU count r ies
suggests that  most  nat iona l  regu latory author i t ies  in  Europe
have conc luded tha t ,  to  date  a t  leas t ,  the po l icy costs  of
account ing  separa t ion exceed the po l icy benef i ts .  Fur thermore,
the imp lementa t ion of  any form of  account ing  separat ion pr io r
to the  reba lanc ing  o f  tar i f f s  and the imp lementat ion  of  cost -
based in terconnect ion rates wi l l  decrease ra ther  than increase
t ransparency of  in fo rmat ion .   On ba lance,  the benef i t  to  be
ga ined f rom app ly ing  account ing  separa t ion in  Romania is
unproven,  par t icu la r ly fo r  markets in  wh ich  no S ign i f icant
Market  Power  has been des ignated.

Economics of  the te lecommunica t ions sec tor  in  Romania

2.9  The account ing  separat ion  f ramework  proposed by ANRC’ s
consu l tat ion  document  draws heavi ly  on  the Commiss ion
Recommendat ion o f  8 Apr i l  1998 on in terconnect ion in  a
l ibera l i zed te lecommunicat ions  market  (Par t  2 –  Account ing
separa t ion  and cost  account ing) .

2 .10  Th is  recommendat ion  was deve loped la rge ly  wi th reference to
count r ies  in  wh ich  f ixed- l ine penet ra t ion was a l ready h igh,
excess  returns were be ing generated by the incumbent
operators and in  wh ich pr ice e last ic i t y  o f  demand for
te lecommunica t ions  serv ices  was re lat ive ly  low.

2 .11 In add i t ion ,  the EU recommendat ion assumed tha t  tar i f f
reba lanc ing  was be ing addressed and in  most  cases
completed:  “the  Commiss ion  has ind icated that  tar i f f
reba lanc ing  shou ld be comple ted by 1  January 2000. . ”
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2.12 However ,  none of  these assumpt ions are t rue of  Romania.   In
cont ras t ,  f i xed- l ine penet rat ion is  low in  Romania re la t ive  to
the rest  of  Europe;  a s ign i f icant  access def ic i t  cont inues to  be
subs id ised by h igh  cal l  pr ices  in  the absence of  ta r i f f
reba lanc ing ;  and the return  generated by Romte lecom is
amongst  the lowest  in  Eastern  Europe.

2 .13 Account ing  separat ion is  not  the  most  appropr iate fo rm of
regu latory in tervent ion  g iven the cur rent  economics of  the
Romanian sector :  the apparent ly  h igh marg ins ava i lab le  on
par t icu lar  serv ices of fered in  iso la t ion wi l l  a t t ract  specu lat ive
compet i t ion wi th  no  cor respond ing increase in  in f rast ructure
inves tment  and in  f ixed l ine te lecoms and cab le  penet ra t ion .

2 .14 I t  i s  essent ia l  that  the imp lementat ion o f  any fo rm of
account ing  separa t ion be preceded by the reba lanc ing  of  re ta i l
tar i f f s  and the imp lementa t ion of  cost -based in terconnect
tar i f f s .  Fa i lu re to do  so wi l l  resu l t  in  m is lead ing market  s igna ls ,
wi th  po tent ia l ly  d isast rous resu l ts  for  inves tment  in  the
Romanian economy.   In  summary,  by pursu ing a po l icy of
account ing  separa t ion at  th is  t ime,  ANRC is  cont rad ic t ing
rather  than comply ing  wi th  EU recommendat ions and
exper ience.
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3  I n te r n a t i o n a l  p r ec e de n ts

3.1  ANRC has proposed tha t  Romte lecom prepare separa ted
accounts (prof i t  &  loss accounts and statements of  cap i ta l
employed)  to an unprecedented leve l  of  deta i l ,  spec i f ica l ly  f or
28 bus inesses and subd iv ided ac t iv i t ies .   This is a more
detai led and onerous Account ing Separat ion requirement
than is  imposed on any other te lecommunicat ions operator
in the wor ld .

3.2  In the  EU on ly  two member  count r ies  pub l ish aud i ted separated
accounts of  the  type proposed by ANRC:

3.3  The two EU count r ies who pub l ish aud i ted separa te  accounts
are the  UK and I re land.   ANRC prov ide  no just i f icat ion  for  why
Romania shou ld emula te  these two count r ies  rather  than the
other  13 count r ies of  the EU inc lud ing  large count r ies  in
cent ra l  Europe such as Germany.   W hat  is  even more
as ton ish ing  is  tha t  ANRC shou ld a lso  requ ire separa ted
accounts at  a g reater  leve l  of  d isaggregat ion  than is  app l ied to
BT in the  UK and e i rcom in I re land.

Audited separated 
accounts published

Audit final report 
published

Belgium No No
Denmark No No
Germany No No
Greece No No
Spain No No
France No No
Ireland Yes No
Italy No No
Luxemburg No No
Netherlands No No
Austria No No
Portugal No No
Finland No No
Sweden No No
UK Yes No
Romania Proposed Proposed

source: Andersen Business Consulting, Study of the 
implementation of cost accounting methodologies and 
accounting separation by telecommunications operators 
with significant market power (2002)
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3.4  In the  fo l lowing tab le we compare the  Account ing  Separat ion
requ irements on BT  p lc  and e i rcom l td  (UK and I re land
respect ive ly)  wi th  those proposed by ANRC.

BT (2002) Eircom (2002) ANRC Proposal
Access No breakdown No breakdown Access to the local loop

(detailed by service: bitstream,
shared access, total access)

Co-location access

Leased lines access

Other activities of the access
network

Core
Network

Not applicable No breakdown Interconnection business

Co-location – interconnection

Leased lines – transport

Other activities
Retail
Fixed

Business exchange
line rental and
connection
Residential exchange
line rental and
connection

Local calls

National calls

International calls

Calls to mobile

Directory enquiries

Public payphones

Leased lines

Other Retail Systems
Business

Exchange line rental
& connection

Local calls
Calls to internet

National calls

International calls

Calls to mobile

Internet

Directory enquiries

Public payphones

Leased lines

Remaining activities
Supplemental
services

Access

Local calls
Special internet access
Internet access

Long distance calls

International calls

Calls to the mobile public
telephony networks

Directory enquiries

Public payphones

Leased lines – retail

Value-added services

Telex and telegraph

Other activities of the retail
business unit

Other Apparatus supply Apparatus supply Equipment provision
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Supplemental services

Residual

Other remaining
activities

Indigo

Other activities

Others

External billing services

Total
units &
sub-units

16 20 28

HCA FAC YES YES YES
CCA FAC YES NO YES
Accounting
standards

UK GAAP  Local GAAP
(identical to UK
GAAP)

National accounting standards
AND International Accounting
Standards

Oana – please note that we have deleted a row from the table above
3.5  In the  case of  both BT and e i rcom,  the product ion of  separa ted

accounts fo l lowed a  consu l ta t ion per iod  of  severa l  years dur ing
which  t ime the data  and mode l l ing  deve lopments requ ired to
suppor t  such repor ts  were agreed and under taken.   For
example ,  the UK PSTN market  was in i t ia l ly  l ibera l ised in  1986
but  Of te l  d id not  publ ish i t s  proposa ls  fo r  the content  and
format  of  separated accounts unt i l  June 1992;  the l i cence
modi f icat ion f or  account ing  separat ion was not  agreed unt i l
January 1995,  a lmost  three years  la ter ,  and the  f i rs t  se t  of
accounts were not  pub l ished unt i l  September  of  1995.   In  other
words ,  the  EU count ry  in  wh ich  account ing  separa t ion  is  most
advanced took  more than 10-years  to imp lement  i t ,  wh i le  in
Romania,  ANRC be l ieves that  an  even more deta i led
account ing  separa t ion process can be imp lemented wi th in  2-
years  of  l ibera l isat ion .

3 .6  In cont rast  wi th the UK and I re land,  no separated accounts  are
produced by Deutsche Te lekom in Germany;  the French
regu lator  p rov ides no ind icat ion regard ing  France Telecom’ s
account ing  separa t ion ob l igat ions ;  and OTE in Greece on ly
produces separa ted accounts  for  the  bus inesses of  Core ,
Access ,  Reta i l  and Other  and fo r  the sub-un i t s  of
Interconnect ion  and Other  wi th in  the Core bus iness.

3 .7  In Hungary,  separated accounts are produced on a f u l ly
a l loca ted bas is  fo r  the four  ver t ica l ly  in tegra ted bus inesses of
vo ice  te lephony,  leased l ines ,  mob i le  serv ices  and other .

3 .8  ANRC’ s  requ i rements appear  d ispropor t ionate ly  onerous  in  the
context  of  European precedents:

�  The leve l  of  d isaggregat ion  requ i red is  excess ive  -  more
deta i led than in  any other  count ry  in  Europe and who l ly
inappropr iate;

�  The requ irement  to pub l ish  aud i ted accounts is  unjust i f ied  –
on ly  two other  count r ies  in  the EU have such a requ i rement ;
and

�  The requ irement  f or  separated accounts  to be submit ted
based on two sets  o f  account ing  s tandards  ( loca l  and
in ternat iona l )  is ,  aga in,  excess ive  – the  on ly  two EU
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count r ies  who pub l ish regu la tory accounts  prepare  them
based on a s ing le set  of  account ing  s tandards.
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4  P r a c t i ca l  I s s u es

4.1  Over  the  past  two years  Romte lecom has deve loped a serv ice
cost ing  capab i l i t y  wi th in the Te leComPass system.
Romte lecom has prev ious ly  drawn ANRC’ s  at tent ion to  th is
cost  repor t ing  capabi l i t y  and spec i f ica l ly ,  Romte lecom prov ided
ANRC wi th  a summary of  i t s  cos t  in format ion in  the course of  a
presenta t ion ent i t led “Romte lecom – Serv ice Cost ing  and
Prof i tab i l i t y Pro jec t ” in  November  2002

In a  meet ing  wi th  ANRC on 13 t h  May 2003,  ANRC stated tha t  the
repor t ing  capab i l i t y  out l ined in  th is  presentat ion met  the major i t y  of  the
repor t ing  requ i rements se t  out  in  the i r  d raf t  dec is ion  document .
Fur thermore,  ANRC appeared to conc lude tha t  the ava i lab i l i t y  of  such
deta i led repor t ing  in format ion  ind ica ted tha t  Romte lecom would need
on ly  a  smal l  incrementa l  ef for t  in  order  to  fu l ly  comply wi th  the i r
account ing  separa t ion requ irements.   However ,  ANRC is  m istaken in  th is
regard and wou ld  appeared to have mis -understood the nature  of
Romte lecom’ s ex is t ing  serv ice cost ing  mode l .

4 .2  The main purpose o f  the mode l  is  to  prov ide  a conservat ive
ind ica t ion of  the  extent  of  the access def ic i t  ( the d i f ference
between the cost  of  prov id ing  access  l ines  and the  revenue
der ived f rom the month ly  access l ine renta ls  and connect ion
charges) .

4 .3  Romte lecom’ s ex is t ing  serv ice cost ing  capab i l i t y  is  based on
h is tor ica l  costs ;  in  a count ry  wi th  h igh in f la t ion  l ike Romania,
th is  means that  the  output  wou ld  be of  l i t t le  use to  ANRC for
the purposes of  reta i l  pr ice cont ro l  as the returns  shown by
reta i l  bus iness wou ld be mater ia l ly  m is lead ing .

4 .4  In the  fo l low paragraphs we exp la in  why the  cur rent  mode l
shou ld not  be  used for  account ing  separa t ion  and what
add i t iona l  ef for t  wou ld be requ i red  to comply wi th ANRC’ s
requ irements.  I t  wi l l  be se l f -ev ident  tha t  the incrementa l  ef for t
requ ired to  comply wi th ANRC’ s  account ing  separat ion
requ irements is  huge,  and fa r  in  excess  of  any conce ivab le
benef i t s  der ived.

Features  of  Romte lecom’ s  ex is t ing  serv ice  cost ing  mode l

4 .5  In assess ing  the su i tab i l i t y  o r  otherwise  of  the in format ion
current ly  conta ined in  Romte lecom’ s  TeleComPass serv ice
cost ing  mode l ,  Romtelecom would l ike to draw the d is t inct ion
between the fo l lowing  c r i t i ca l  components of  any serv ice  cost
mode l :

�  Outputs – the  serv ices  for  wh ich Romte lecom cur rent ly
produces prof i t  and loss  s ta tements ;

�  A l loca t ions – the methods used to  a l locate  va lues f rom
gener ic  revenue and cost  poo ls  to products and serv ices;
and



36

�  Inputs – the cost ,  vo lume and revenue informat ion wh ich  is
a l located to products and serv ices ;

�  App l ica t ions  – the appropr iate uses  for  the  cur rent  serv ice
cost  mode l  e.g .  the  moni tor ing  of  returns at  a d isaggregated
bus iness  leve l ;  and the moni to r ing  of  the access def ic i t
genera ted by Romtelecom.

Outputs

4 .6  Romte lecom’ s Te leComPass sys tem cur rent ly  def ines 76
serv ices and can produce prof i t  and loss and ba lance sheet
informat ion for  each of  these serv ices .

4 .7  Many of  these serv ices are common to  those def ined as sub-
un i t s  of  the  access network ,  t ranspor t  network ,  reta i l  and o ther
bus iness  un i t s  in  sect ion 1.2 of  ANRC’s  consu l tat ion document .

4 .8  However   the outputs of  any mode l  can on ly  be re l ied on
insofar  as the a l locat ions and inputs  are f i t  fo r  purpose.

A l locat ions

4.9  At  the leve l  of  a l locat ions,  Romte lecom be l ieves  that  i t  has
fo l lowed in ternat ional  bes t  pract ice in  the imp lementat ion of
Te leComPass.  The TeleCompass sys tem has  been
implemented in  many lead ing European opera tors inc lud ing
KPN,  France Te lecoms,  OTE,  Te leDenmark ,  E i rcom and
Vodafone

4.10 Romte lecom is  wi l l ing  to  share wi th  ANRC the a l locat ion  ru les
used in  the const ruct ion  of  Te leComPass and in  so do ing
comply wi th ANRC’ s  requ i rement  expressed in para  7.1 .2.

4 .11 In ant ic ipat ion  of  a future ser ies  of  meet ings wi th  ANRC in
which  the a l locat ion  ru les of  Te leComPass can be d iscussed,
Romte lecom hereby dec l ines the oppor tun i t y  to  d iscuss  the
va l id i t y  o r  otherwise of  the  cost  a l locat ion methods prov ided in
ANRC’ s  consu l ta t ion document  (Append ix  8) .  In  dec l in ing  to
comment  on Appendix  8 as par t  o f  th is  submiss ion ,
Romte lecom is  in  no way acknowledg ing or  denying i t s  va l id i t y ,
by imp l icat ion or  otherwise .

4 .12 For  the  purposes  of  th is  submiss ion ,  i t  i s  suf f ic ient  to  no te that
insofar  as an a l locat ion process is  dependent  on input  da ta  on
vo lumes and cos ts  in  order  to  per form ca lcu lat ions,  the
a l locat ion process used in  Te leComPass is  f i t  fo r  purpose.

Inputs

4 .13 ANRC must  no t  underest imate the impor tance of  the cos t
s tandard  on wh ich  the inputs  are based.  F ixed asset  va lues
based on h is tor ica l  cost  cannot  be used to measure  the
economic return on cap i ta l  employed of  d isaggregated reta i l
serv ices in  count r ies where h igh in f la t ion ex is ts .

4 .14 In cons ider ing  returns on the access bus iness,  ANRC must
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cons ider  the  ef fect  of  the age prof i le  of  cap i ta l  employed in the
access  network :  separa ted accounts  based on h is tor ica l  cos t
inputs wi l l  tend to understate the va lue  of  access network
assets.  Cap i ta l  employed in the access  network  wi l l  tend to
r ise in  economic va lue  over  t ime as i t  i s  la rge ly  made up of
labour  and land va lues.  In  add i t ion,  the  assets wi l l  be  the
o ldes t  in  a network  and wi l l  therefore suf fer  the ef fects  of
in f la t ion  more heavi ly .

4 .15  Therefore on the issue of  cost  s tandards a lone,  h is to r ica l  cost
inputs may be used as a conservat ive  est imate  of  the access
def ic i t ,  but  shou ld  in  no way be used as  a measure of  the
economic va lue  genera ted by reta i l  bus inesses .

4 .16 As  regards the accuracy o f  the  data  inputs ,  Romte lecom
suf fers f rom the same prob lem of  harmonisat ion of  ant iquated
data sources as any incumbent  f ormer  s ta te-owned monopo ly .
Th is  in  i tse l f  i s  a substant ia l  exerc ise and is  a necessary
prerequ is i te  to  the genera t ion of  re l iab le va lues fo r  returns
earned by reta i l  bus inesses.

4 .17 The company is  in  the midst  of  substant ia l  o rgan isat iona l
change in order  address these prob lems.   In  par t icu lar ,  i t  i s  in
the process of  harmonis ing  and reconc i l ing  inputs cur rent ly
sourced independent ly  f rom a l l  41  judets  in  vary ing  forms and
to vary ing  leve ls  of  deta i l .

4 .18  In add i t ion ,  the company is  in  the process of  harmonis ing  the
41 d i f ferent  j udets ’  po l ic ies concern ing  the record ing  of  f i xed
asset  commiss ion ing and decommiss ion ing,  the record ing  of
network  equ ipment  vo lumes and act iv i t y  ana lys is .  Th is  process
of  harmonisat ion is  common to most  s ta te enterpr ises.  ANRC
must  recogn ise  that  these organ isa t iona l  sys tem and process
deve lopments are complex and t ime consuming .

4 .19 The consu l tat ion document  is  unc lear  in  the in tended
app l ica t ion  of  nat iona l  account ing  s tandards (para  4.1 .2  bu l le t
c ) .  However ,  Romte lecom’ s  cur rent  inputs are  der ived us ing
internat ional  account ing  s tandards  on ly .   Outputs cou ld not
cur rent ly  be produced based on nat iona l  account ing  s tandards .

App l ica t ions

4.20 ANRC must  be  c lear  on  how i t  shou ld use separated Accounts
based on h is tor ica l  costs  pr io r  to  the  data  reconst ruct ion
exerc ises descr ibed above.

Moni tor ing  o f  re turns earned by d isaggregated bus inesses

4.21 Separated accounts  based on h is tor ica l  costs  wou ld  be a
mis lead ing gu ide to  the re lat ive  cost  and prof i tab i l i t y  of
d isaggregated serv ices,  bo th  who lesa le  and re ta i l .

4 .22  ANRC’ s  recent  dec is ion  to impose interconnect ion  rates based
on internat iona l  benchmarks  rather  than on cos ts  means tha t
any Separa ted Accounts  submi t ted pr ior  to  the imp lementat ion
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of  a  cost -based RIO wou ld a lso fa i l  to  meet  ANRC’ s  object ive
of  non-d iscr im inat ion.  Spec i f ica l ly ,  no equ iva lence cou ld  be
demonst rated between the cost -based rates fo r  who lesa le
serv ices charged by the  Interconnect ion  bus iness un i t  to  the
Reta i l  bus iness un i t  on the one hand,  and the  RIO rates for
in terconnect ion  serv ices  based on in ternat iona l  benchmarks  on
the other  hand.

Moni tor ing  o f  access def ic i t

4.23 In cont rast ,  a t  the more aggregated bus iness un i t  leve l  (e.g .
Core,  Access,  Reta i l ,  Other ) ,  the output  of  TeleComPass is  a
usefu l  in i t ia l  ind icat ion of  the  loss generated by the access
bus iness  as  a  who le and shou ld be used to  in i t ia te  d iscuss ions
on the reba lanc ing  of  ta r i f f s .

Conc lus ion

4.24 I t  i s  c lear  tha t  the separa ted accounts  produced by the
Te leComPass system based on h is tor ica l  costs  shou ld be used
on ly  f or  the purpose of  in i t ia t ing  tar i f f  reba lanc ing  d iscuss ions.

4 .25 The use of  separated accounts fo r  the moni to r ing  of  returns
earned by bus inesses cannot  be a l lowed before  the reva luat ion
of  the  asset  base and the  comple t ion  of  the var ious in terna l
pro jects  descr ibed above.

4 .26 The fact  that  the outputs can be app l ied  in  one area and not
the other  is  due to the fact  that  a cur rent  cost  va luat ion of  the
t rench and copper  cab le in  the  access network  wi l l  a lmost
cer ta in ly  increase the loss  ca lcu lated fo r  the access  bus iness
and decrease any returns shown for  re ta i l  bus inesses .
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5  D e ve l o pm en t  o f  t h e  Te l e C om Pa ss  mo de l

In t roduct ion

5.1  In th is  sect ion Romtelecom descr ibes  the incrementa l  work  tha t
wou ld  need to be performed in order  to  comply wi th  ANRC’ s
account ing  separa t ion requ irements.

5 .2  Th is  deve lopment  process covers :

�  The incrementa l  ef for t  be ing  in i t ia ted by Romte lecom to
produce  RIO tar i f f s  based on cur rent  cost  in  o rder  to
comply wi th ANRC’ s  prev ious dec is ion on in terconnect ion;
and

�  The incrementa l  ef for t  requ i red  f rom Romte lecom to produce
separa ted accounts  tha t  can be re l ied on to moni tor  re turns
earned on bus inesses.

Incrementa l  ef for t  requ ired to produce RIO tar i f f s  based on
current  costs

5 .3  The tab le above summar ises the changes that  wi l l  be made to
the inputs,  a l locat ions and outputs  of  the TeleComPass system
in  the  course of  the  next  18-24 months  in  order  to  produce
rates fo r  in te rconnect ion  serv ices based on cur rent  costs .
Spec i f ica l ly ,  the ind icat ive  cos t  and nature of  the  in i t ia t ives  to
be under taken inc lude the fo l lowing :

�  The reconst ruct ion  of  the f ixed asset  reg is ter  based on
ver i f i cat ion  of  assets (cost :  up  to $5 mi l l ion) ;

�  The reva luat ion  of  assets based on cur rent  cos t  pr inc ip les
of  cur rent  market  va lue and asset  l i f e  ( inc luded in cost  of
the recons t ruct ion o f  FAR);

�  The c leans ing of  asset  c lasses ,  many o f  wh ich cur rent ly
conta in  a m ix of  funct iona l ly  d is t inc t  network  e lements such
as t ransmiss ion  and swi tch ing  assets  ( inc luded in  cost  of
reconst ruc t ion  of  FAR) ; .

�  The s tandard isat ion  of  da ta sources used f or  t raf f ic
vo lumes.  (cos t :  up to $3  mi l l ion)

TeleComPass system following implementation of RIO based on current costs
Inputs Allocations Outputs

Retail CCA SUBJECT TO CONSULTATION Complete

Core CCA Complete Complete

Access CCA SUBJECT TO CONSULTATION Complete

Other CCA SUBJECT TO CONSULTATION Complete
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�  The s tandard isat ion  of  da ta sources used f or  equ ipment
vo lumes cur rent ly  held at  a reg iona l  ( judet )  leve l  in  var ious
formats  and to vary ing  leve ls  of  g ranu lar i t y .  (  inc luded in
cost  of  data source harmonisa t ion  above)

�  The s tandard isat ion  of  f inance processes inc lud ing
t imesheet  cod ing and cont ro l  and f ixed asset  account ing
current ly  per fo rmed d i f ferent ly  accord ing  to  the ind iv idua l
judet .  ( cost :  up to $2 mi l l ion)

5 .4  Fo l lowing  the complet ion of  these in i t ia t ives ,  the  outputs of  the
Te leComPass system wi l l  meet  to  the fo l lowing requ i rements of
ANRC expressed in  i t s  consu l tat ion  document :

�  Para 3.1 ,  bu l le t  (a ) :  “The opera tor  wi l l  i ssue. .  separa ted
accounts for . .  the  t ranspor t  network  bus iness un i t ”;

�  Para 3.1 ,  bu l le t  (b ) :  “The opera tor  wi l l  i ssue. .  separa ted
accounts for . .  the  access network  bus iness un i t ”;

�  Para 3.2 .1 :  “The ( t ranspor t  network)  bus iness un i t  wi l l  be
d iv ided in to the fo l lowing bus iness  sub-un i t s :
in te rconnect ion ;  co- locat ion  – in terconnect ion;  leased l ines
– t ranspor ta t ion ;  other  act iv i t ies  of  the t ranspor t  ne twork . ”

�  Para 4.2 .1 :  “a s ta tement  regard ing  the average costs  of  the
t ranspor t . .  network  component ,  wh ich  wi l l  inc lude. .  the
average cost  per  m inute for  each network  component
( inc lud ing  the cos t  of  cap i ta l ) ,  mak ing a  d is t inct ion between
the d is tance dependent  and d is tance independent  cos ts ;  the
usage factors  of  the  network  components;  . .  the f ina l  tar i f f s”

�  Para 4.3 .1 . :  “a  s tatement  of  the  costs  incurred wi th  the
serv ices prov ided,  wh ich wi l l  separa te ly  d isc lose. .  serv ices
of fe red by the  t ranspor t  network  on the  who lesa le market
inc luded in  the Reference Interconnect  Of fe r . .
in te rconnect ion  serv ices for  ca l l  or ig ina t ion or  ca l l
terminat ion at  f i xed locat ions ( loca l ,  reg iona l  or  nat iona l
leve l ) ;  in terconnect ion serv ices f or  swi tched t rans i t ;  co-
locat ion serv ices;  leased l ine serv ices a t  the t ranspor ta t ion
network  leve l  ( inc luding  in terconnect  extens ion c i rcu i t s) ;
p rov is ion  of  access  to non-geograph ic  numbers fo r  sundry
serv ices and Premium Rate serv ices;  opera tor  serv ices;
d i rectory inqu i ry  serv ices ;  other  re levant  serv ices . ”

5 .5  In add i t ion ,  the output  of  Te leComPass wi l l  comply wi th
ANRC’ s  requ i rement  for  cur rent  cos ts ;  wi th  the pr inc ip les  of
the in terna l  charges  sys tem descr ibed in  para  6;  and wi th the
a l locat ion descr ibed in  para  7 insofar  as i t  concerns  the
t ranspor t  ne twork  business  un i t  and i t s  sub-un i t s  and the
access  network  bus iness  un i t  and i t s  sub-un i t s .

Incrementa l  ef for t  requ ired to produce separated accounts
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5.6  S ign i f icant  add i t ional  resource wou ld  be requ i red f or
Romte lecom to  add the  requ i red leve l  o f  deta i l  to  cos t
a l locat ions  wi th in the bus iness un i ts  of  “access”,  “reta i l ”  and
“other ” to  meet  the proposa ls  made by ANRC in i ts  consu l ta t ion
document .

5 .7  The deve lopments out l ined in  paragraph 5.3 above wou ld  not
address the  fo l lowing requ irements g iven by ANRC:

�  The preparat ion of  we ighted average cap i ta l  employed
va lues .  A we ighted average is  of  g reater  accuracy than a
s t ra ight  average on ly when the under ly ing  data  has reached
an appropr iate leve l  of  accuracy.  I t  i s  l i ke ly  that  the
greatest  s ing le va lue for  cap i ta l  employed – the t rench
network  – wi l l  cont inue to f luc tuate  in  va lue  as the  sampl ing
process used to quant i f y i t  evo lves  over  the years  to come.
In these c i rcumstances,  ANRC’ s  requ irement  tha t  a
weighted average be used appears excess ive . .  Indeed,
Romte lecom notes that  by exp l ic i t l y  exc lud ing  a l ternat ive
means of  ca lcu la t ing average cap i ta l  employed,  ANRC
over r ides the EC recommendat ion that  we ighted average
va lues  shou ld  on ly  be  used “where poss ib le  and mater ia l ”.

�  The ana lys is  of  hour-we ighted grad ients of  tar i f f s  fo r  peak
hours  and of f -peak  hours .  The requ i rement  fo r  such an
ana lys is  a lso appears excess ive ;  indeed,  no such
requ irement  appears in  the  EC recommendat ion .

�  The gather ing  of  cable pa ir  km,  t rench bore km and sur face
type data for  d i f fe rent  serv ices wi th in  the access  network .
As  the cor rect  a l locat ion  of  t rench,  cab le and
accommodat ion cos ts  to b i t - s t ream and shared access
serv ices cont inues to be debated in  count r ies where  the LLU
market  has matured,  the preparat ion of  an  access network
s tatement  of  costs  is  of  low impor tance in  Romania ,   where
access  is  a loss-mak ing serv ice ;

�  The gather ing  and cont ro l  o f  t imesheet  da ta  on
d isaggregated access network  serv ices or  d isaggregated
reta i l  serv ices.  As an example,  cont ro l  o f  s taf f  cost  da ta  wi l l
f ocus  on the  d is t inc t ion between network-spec i f ic  act iv i t ies ;
ac t iv i t ies common to network  and reta i l ;  and reta i l - spec i f ic
ac t iv i t ies.  Any fu r ther  ana lys is  of  reta i l - spec i f ic  act iv i t ies
wou ld  be ext raneous to  the deve lopment  of  a reference
in terconnect  of fer  based on cur rent  cos ts .

�  The gather ing  and cont ro l  o f  non-staf f  expenses fo r
d iaggregated access network  serv ices  and d isaggregated
reta i l  serv ices,  for  the same reasons as  out l ined above.

�  The reconc i l ia t ion o f  leased l ine data sourced f rom network
mangement  systems and b i l l ing  sys tems.  For  the  purposes
of  p roduc ing a Reference Interconnect  Of fer ,  Romte lecom is
focussed instead on the der iva t ion of  re l iab le data on
aggregate  core  network  capac i t y  requ irements f or  the
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leased l ine  bus iness.

5 .8  To p lace th is  in  the context  of  the deve lopment  of
Te leComPass,  the  d iagram be low compares  the focus of  the
in i t ia t ives  be ing under taken by Romte lecom over  the next  18-
24 months in  order  to  produce a  RIO based on cur rent  cos ts
and the incrementa l  ef for t  requ i red over  and above th is  to  do
account ing  separa t ion (AS) .

5 .9  Each of  the in i t ia t ives  out l ined in  para  5 .6 wou ld  need to  be
under taken in  order  to  produce separa ted accounts  to the leve l
of  deta i l  suggested by ANRC. I t  i s  not  appropr ia te for
Romte lecom to  incur  the add i t iona l  expense requ ired to  do  so,
g iven the re lat ive  impor tance of  deta i led account ing  separa t ion
and internat iona l  p recedents  descr ibed in  the prev ious
sect ions.
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6  C o s t  o f  c om p l ian ce  w i th  AN R C ’ s
r e q u i r e me n ts

6.1  Pub l ic  in fo rmat ion re lat ing  to the cos ts  of  prepar ing  Separated
Accounts is  not  read i ly  ava i lab le.   However ,  we present  in  the
fo l lowing  tab le  cer ta in re levant  in fo rmat ion fo r  BT,  e i rcom,  OTE
and,  fo r  compar ison on ly ,  i l lus t rat ive  in format ion fo r
Romte lecom.

BT
(UK)

eircom
(Ireland)

OTE Romtelecom

Total staff (thousands) 109 1 12 2 17 4 30 5

Turnover (�  m) 34,745 1 1,785 2 4,312 4 942 5

Number of lines
(thousands)

29,113 1 1,848 3 6,293 4 4,200 5

Regulatory audit fees (�
m)

1.6 1 Not separately
disclosed

Not
applicable

1.6?

Estimated number of full
time equivalents working
on production of
regulatory accounting
information 6

40 30 10 40+?

(the
Company
currently
employs less
than 3 FTE)

 5

Notes
1. BT report and accounts for the year ended 31 March.  Regulatory audit fee of £1.1 million,

turnover £26,642m;
2. eircom report and accounts for the year ended 31 March 2001 e
3. sub 2Mb line equivalents, eircom regulatory accounts for the year ended 31 March 2002
4. OTE report and accounts for the year ended 31 December 2002
5. Romtelecom report and accounts for the year ended 31 December 2002.  Currently employs

2.5 full-time equivalents (FTE) in service costing
6. Estimate based on discussions with BT, eircom and OTE

6.2  I t  i s  notab le that  the costs  and resources assoc iated wi th
prepar ing  regu latory accounts and the aud i t  o f  these accounts
appear  to be la rge ly independent  of  sca le.  Indeed,  the cost  of
the regu latory repor t ing  funct ion appears rather  to  be a
funct ion of  the  leve l  of  d isaggregat ion  o f  the bus inesses  for
wh ich  accounts  are prepared,  wi th  OTE requ i r ing  s ign i f icant ly
fewer  s taf f  than BT  and e i rcom -   ref lec t ing  the  s ign i f icant ly
lower  leve l  of  d isaggregat ion  requ i red .

6 .3  At  the t ime of  wr i t ing Romte lecom resources  employed on
serv ice  cost ing  amount  to  2 .5 fu l l - t ime equ iva len ts .   The
company est imates that  a m in imum of  40 peop le -  and
potent ia l ly  fa r  more  wi l l  be requ i red  to imp lement  ANRC’ s
current  p roposa l .

6.4  The tab le above a lso demonst rates that  ANRC’ s  proposa ls  for
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the aud i t  o f  Separated Accounts se t  out  in  parag raph 4.1  bu l le t
(g )  and in  paragraph 5.1 are undu ly  onerous and cost ly .   In  the
year  ended March 2002 BT d isc losed fees to  i t s  aud i tors  in
respect  of  regu latory aud i t  work  of  ��� �PL O O L RQ� �6XFK�D� OHYH O � RI
fees wou ld  l ike ly  be  the same in Romania s ince the aud i t
personne l  wi th  the sk i l l s  and exper ience requ i red  to under take
such an aud i t  a re  l i ke ly  to  be sourced f rom the aud i tor ’ s
western European pract ices.

6 .5  The va lue of  an  externa l  aud i t  i s  reduced i f  ANRC is  in  a
pos i t ion to rev iew the su i tab i l i t y  of  the Separated Accounts
methodo logy and the deta i l  beh ind the i r  product ion.   Th is  is  the
case in  Romania .

6 .6  Romte lecom be l ieves  tha t  the add i t iona l  cost  of  an  externa l
aud i t ,  par t icu lar ly  o f  the form proposed by ANRC,  is  no t
war ranted,  par t icu la r ly where ANRC is  in  a  pos i t ion to rev iew
the Separated Accounts i tse l f .   ANRC’ s  own draf t  dec is ion on
account ing  separa t ion ind ica tes tha t  i t  po tent ia l ly  has  the
capab i l i t y  to  rev iew the  su i tab i l i t y  of  the separa ted accounts
wi thout  resor t ing  to  cost ly  th i rd par ty  rev iew.   Indeed,  ANRC is
ext remely we l l  resourced by in ternat iona l  s tandards.
employ ing  155 staf f  af te r  on ly  8 months  in  operat ion.  ANRC
conf i rmed tha t  i t  has 3 f u l l - t ime equ iva lents  (FTE)  focused on
account ing  separa t ion compared.   Th is  compares wi th  on ly  2.5
FTE employed by Romte lecom on serv ice  cost ing .

6 .7  In the  context  of  costs  u l t imate ly  borne by the cus tomers  of
Romte lecom,  both  who lesa le and reta i l ,  the cost  of
Romte lecom’ s compl iance wou ld  be min im ised by:

�  substant ia l ly  reduc ing the  number  of  separa ted bus inesses
and ac t iv i t ies for  wh ich  separated accounts are prepared
through the aggregat ion of  m inor  act iv i t ies (see sec t ion 8) ;
and

�  rep lac ing  the proposed requ i rement  for  an  independent
aud i t  o f  Separa ted Accounts  wi th a rev iew of  separa ted
accounts by ANRC.
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7  I n c r e me n ta l  b ene f i t  o f  p u b l i ca t i o n

7.1  Separated accounts  are not  pub l ished in  EU count r ies wi th  the
except ion of  two.  The EU acknowledges the l im i ted use of
pub l ica t ion  of  separated accounts  in  the in i t ia l  years of
imp lementa t ion :  “ in format ion tha t  is  proven to be commerc ia l ly
conf ident ia l  shou ld  not  be  pub l ished”…“NRAs shou ld cons ider
the extent  to  wh ich  in format ion  is  pub l ished in  the  f i r s t  year
af te r  adopt ion” (source:  Commiss ion Recommendat ion  o f  8
Apr i l  1998 on in terconnect ion in  a l ibera l i zed
te lecommunica t ions  market  (Par t  2 –  Account ing  separat ion
and cost  account ing) )

7 .2  As  a genera l  ru le ,  pub l ished f inanc ia l  s tatements shou ld  meet
the fo l lowing  c r i ter ia :

�  cons is tency of  one repor t ing  per iod to the next ;

�  comparat ive  va lue -  between d i f fe rent  repor t ing  ent i t ies ( in
th is  case o ther  operators) ;  and

�  meet ing  users ’  in fo rmat ion requ irements.

Cons is tency

7.3  As  se t  out  in  sect ion 6,  any va lues  repor ted by Romte lecom to
ANRC wi l l  be  subject  to  an unquant i f iab le  r isk  of  m isstatement
as  long as  the  ver i f i cat ion of  input  data th rough sampl ing
cont inues.  Cons is tency of  va lues repor ted  f rom one per iod to
the next  wi l l  be  mater ia l ly  j eopard ised as a resu l t .

Comparat ive  va lue

7.4  The sca le of  change in comparat ive  va lue  of  any outputs
produced pr io r  to  the comple t ion  of  the deve lopments  set  ou t  in
sect ion  6  can be i l lus t rated by the graph be low.  Romte lecom
appears to employ a marked ly  low leve l  of  cap i ta l  re lat ive  to
o ther  operators  in  Eastern and W estern  Europe.  Th is
compar ison is  l ike ly  to  change dramat ica l ly  f o l lowing the
complet ion of  the  deve lopments  se t  ou t  in  chapter  6.
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User  requ i rements

7.5  In terms of  user  requ irements,  the combinat ion of  mater ia l ly
chang ing input  va lues  and the  cont inu ing  ex is tence of  tar i f f
imba lances reduces  the va lue  of  separa ted accounts to
v i r tua l ly  n i l .

7 .6  Unt i l  such t ime as  Romte lecom can ag ree wi th ANRC a form of
account ing  separa t ion that  is  of  va lue  to the deve lopment  of
the Romanian te lecommunica t ions  sector ,  none of  these
cr i te r ia  on wh ich  the va lue  of  pub l ished f inanc ia l  s ta tements
wi l l  be  met .

7 .7  Romte lecom is  of  the v iew that  the r isk  of  p rov id ing  the  market
wi th  inappropr iate s igna ls  regard ing  the  apparent  return  or  loss
genera ted by ind iv idua l  bus inesses  outwe ighs any potent ia l
benef i t  o f  pub l icat ion.
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8  Al t e r n a t i ve  w a y f o rw ar d

8.1  Romte lecom re jects  on grounds of  pr inc ip le and pract ica l i t y  the
account ing  separa t ion proposa ls  of  ANRC.  However ,  the
company is  wi l l ing  to d iscuss how Romte lecom’ s  ex is t ing
serv ice  cost ing  capab i l i t ies and p lanned enhancements can be
ref ined to meet  ANRC’ s  requ i rements.

8 .2  Romte lecom be l ieve that  i t s  ex is t ing  TeleCompass serv ice
cost ing  capab i l i t y ,  the f ixed asset  reconst ruct ion (FAR) pro ject
and the CCA cost ing work ,  both  in i t ia ted to  suppor t  the
in terconnect ion  RIO,  wi l l ,  taken together ,  p rov ide  ANRC wi th a
substant ia l  leve l  of  account ing  d isaggregt ion .

8 .3  In the  fo l lowing paragraphs,  we e labora te on what  Romte lecom
wi l l  be  ab le to prov ide to  ANRC and over  what  per iod.

Leve l  of  d isaggregat ion

8.4  The implementat ion  of  the FAR pro ject  ment ioned above,
coup led wi th  the ex is t ing  a l locat ions  and output  func t iona l i t y  of
the Te leCompass mode l  wi l l  enab le  Romte lecom to prov ide
ANRC wi th  prof i t  and loss  accounts  and statements of  average
capt ia l  employed (d isc los ing  re turn on average cap i ta l
employed)  for  the fo l lowing bus iness un i t s  and sub-un i t s  in
respect  of  the year  end ing 31 December  2004:

�  Reta i l  bus iness;

�  Core network  bus iness,  inc lud ing  the  sub-un i t s
“in terconnect ion”,  “co- locat ion  – in terconnect ion”,  “leased
l ines  – t ranspor ta t ion”,  “other  act iv i t ies of  the t ranspor t
ne twork”;

�  Access  network  bus iness ;

�  Other  bus iness

8.5  Romte lecom agrees  wi th the  def in i t ions  of  the  bus iness un i t s
and sub-bus iness uni t s  p rov ided by ANRC in  parag raphs
1.2.3.1 – 1 .2.3.4 and 1.2.4.1 – 1 .2 .4.4.

8 .6  In add i t ion  to the above sta tements ,  Romte lecom proposes to
prov ide  ANRC wi th  the fo l lowing  in  respect  of  the year  end ing
31 December  2004:

�  S tatement  of  average costs  of  the  Core network  as
descr ibed in  parag raph 4 .3  of  the consu l ta t ion document ;

�  S tatement  of  network  cos ts  of  the serv ices  of fered by the
core network  on the  who lesa le  market ,  as def ined in  the
Reference Interconnect  Of fe r ;

�  S tatement  of  in te rnal  charges between the core network
bus iness  and the re ta i l  bus iness ;
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�  An appropr iate reconc i l ia t ion between the separated
accounts and the s tatutory accounts us ing  the IAS s tandard ;

�  Exp lanatory notes f or  the accounts descr ibed in  paragraph
8.4 above;

�  Account ing  po l ic ies  used in  the prepara t ion of  the accounts ;

�  Def in i t ions  of  the bus iness un i t s  and sub-uni ts  for  wh ich
accounts have been prov ided;  and

�  Suppor t ing  documentat ion  on the  a l locat ion  methodo logy
used to produce the  separated accounts  descr ibed in
sect ion  8 .4 above.

8 .7  The def in i t ions of  the bus iness  un i ts  and sub-un i t s  l i s ted  in
paragraph 8.4 above wi l l  be  a l igned wi th  those prov ided in  the
re levant  paragraphs of  ANRC’ s  consu l ta t ion document

Implementa t ion  t imef rame

8.8  Romte lecom proposes tha t  an  in i t ia l  reduced set  of  separated
accounts be submi t ted fo l lowing  the imp lementat ion  of  a
Reference Interconnect  Of fe r  based on cur rent  costs ,
spec i f ica l ly  f or  the  year  end ing 31 December  2004.

Format  of  s tatements

8.9  Romte lecom agrees  that  ANRC’ s  proposed formats  for  the
Separated Accounts  set  out  in  Append ix  2  of  the  consu l tat ion
document  are general ly  sens ib le and appropr iate.   However ,
the proposed d isaggregat ion  of  cur rent  assets and l iab i l i t ies in

the cap i ta l  employed statement  is  excess ive  and confers l i t t le
or  no benef i t .   Romtelecom therefore proposes tha t  a more
aggregate  s tatement  of  cap i ta l  employed be adopted in  the
form set  out  be low.

Aud i t  requ i rements

8.10 Romte lecom proposes to  submi t  the separated accounts  for
rev iew by ANRC.   For  the  reasons a l ready s ta ted,  there is  no
case fo r  a fo rmal  aud i t .

 Current Prior 
 Year Year 
   
  
Fixed assets X X 
Current assets less current liabilities and X X 
  provisions for liabilities and charges 
 ____ ____ 
Capital employed X X 
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Publ ica t ion requ irements

�  Romte lecom proposes tha t  any separated accounts submi t ted to
ANRC be t reated as  commerc ia l ly  conf ident ia l  documents in
order  to  protect  potent ia l  users f rom the r isk  of  mater ia l
m isstatement .

8 .11 In summary,  Romte lecom be l ieves tha t  i t s  proposed a l ternat ive
way f orward  prov ides ANRC wi th account ing  separat ion to a
leve l  cons is tent  wi th in ternat iona l  exper ience at  m in imum cos t
to the  future deve lopment  of  the  Romanian te lecommunicat ions
sector .


