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completions, by Law no0.591/2002, as well as under and under art.11 of
Government Ordinance no.34/2002 on the access to ronic communications
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NON-BINDING ENGLISH TRANSLATION

ANNEX

REGULATION
CONCERNING THE REALIZATION , BY “ROMTELECOM” S.A., OF ACCOUNTING
SEPARATION WITHIN THE INTERNAL COST ACCOUNTING SYSTEM

1. General provisions

1.1. The Object of the Regulation

1.1.1. The present regulation establishes the w
hereinafter referred to as the Operator, shall implem
internal cost accounting system, for the activitie
access to the Operator's network or to its
statements prepared based on accounting s referred to as
Separated Financial Statements.

hich “Romtelecom” S.A.,
separation within its
interconnection and

accounting
image of the performances of
rent entities.

in the Separated Financial
islation in force in the field

1.2.1. acce an electronic communications network
i transmission systems, equipments and
dividually provisioning of access to the

1.2.3.1. Core"Wetwork Business — all the activities through which a range of
interconnection services is being provided internally and externally, for the users of an
operator be able to communicate with the users of the same or other operator, or to
access the services provided by a third party operator. These services include the
switching and transmission of calls. The Core Network Business may provide other
services to operators, such as consulting for the designing, execution and maintenance
of private electronic communications networks. The accounts of the Core Network
Business include the costs, revenues and the capital employed associated with the
provision of these services. The revenues of Core Network Business will derive mainly,
from the sale of interconnection services to the Retail Business, and to other operators,
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on the wholesale market. The costs and the capital employed for the provision of leased
lines at the core network level shall be included in the financial statements of the Core
Network Business. The costs and capital employed used for the provision, on the retail
market, of the leased lines at the core network level shall be charged afterwards to the
Retail Business. The revenues earned from the provision of leased lines at the core
network level will be allocated directly to Core Network Business, for the leased lines
provided on the wholesale market, respectively to Retail Business, for the leased lines
provided on the retail market. The Core Network Business is hereinafter referred to as
Core Network.

1.2.3.2. Access Network Business — all the activities throagh which the end users
are provided with connections to the core network. The acc of the Access Network
Business include the costs, revenues and capital employ ociated to the provision
and maintenance of these connections with the cor k. The Access Network

Business include all the network components de e end users, as for
example, the line cards, located at concentrators The costs and the
capital employed associated with the provision ts of the leased
lines shall be included in the accounts of Ac ts associated
with the provision of the local loop segme il market,
shall be afterwards charged to the Retail B d from the

provision of the local loop segmen s shall be allocated directly to
ed on the wholesale market,
respectively to the Retail Business, i vided on the retail market.
The Access Network Business is herelgai :

1.2.3.3. Retail Business — a
telephony services to ded in the accounts of Retail
Business are line re C ion of leased lines on the retail market,
calls, public payp - [ quiry. The accounts of the Retail Business

g the selling of public

resources or services provided by Access
ell as the marketing and billing costs associated with
d users. Since the provision of telephony lines to the
) is a service provided by the Retail Business, the
nections and subscriptions of the end users shall be
he Retail Business. In order to associate the costs with the
2 costs associated with the provision of telephony lines to

the Retail Business: Retail Business is hereinafter referred to as Retail;

1.2.3.4. Other"Businesses — all the activities not included in.1.2.1.-1.2.3. The
accounts of Other Businesses include the costs, revenues and capital employed
associated with the provision of these activities. This Business shall include activities
relating to equipment’s production, selling, rental or maintenance, third party billing and
other activities not related to the provision of electronic communications networks or
services. This Business is hereinafter referred to as Other Business.



1.2.4. Sub-businesses of the Core Network:

1.2.4.1. Interconnection Sub-business — all the activities associated with the
interconnection for origination, termination and transit of calls in the Operator’'s
network. The costs of interconnection with electronic communications networks of other
operators, for the termination of calls originated in the Operator’s network, shall be
recorded in the Interconnection Sub-business. The accounts of this Sub-business
include the costs, revenues, and capital employed associated with the activities included
in this Sub-business. The Interconnection Sub-business is hereinafter referred to as
Interconnection;

1.2.4.2. Collocation-interconnection Sub-business —
with the provision of physical space and technical ces necessary for the
installation and connection of equipments, realized J to ensure the proper
operating conditions of other operators’ relevan i for the purpose of
interconnection. The accounts of this Sub-busi
capital employed, associated with the activiti i b-business. The
Collocation-Interconnection Sub-business
interconnection;

activities associated

1.2.4.3. Leased Lines-core Sub-busine viti iated with the
provisioning of leased lines correspg dlng to the twork (including the part of the
terminal segments of the leased li e network level). The accounts
of this Sub-business include the ca | employed, associated with
the activities included in this Sub-b this Sub-business will be
represented mainly by transfer charge -Retail Sub-business, for

on the retail market and,
ovision of leased lines, at core network
er operators. The Leased Lines-core Sub-

leased lines at the
respectively, by revg

S of thls Sub-business include the costs,
assomated with the activities included in this Sub-
Network Sub-business is hereinafter referred to as

ocal Loop Sub-business — all the activities associated with the
provision of exclu O shared use by the Operator and/or other operators of the
physical circuit whicl¥forms the local loop or the local sub-loop. The accounts of this
Sub-business include the costs, revenues and capital employed, associated with the
activities included in this Sub-business. In the Sub-business, the Operator shall provide
three groups of services: total access to the local loop, shared access to the local loop
and ,bit-stream” access to the local loop. The Access to the Local Loop Sub-business is
hereinafter referred to as Access to Local Loop;

1.2.5.2. Collocation-access Sub-business — all the activities associated with the
provision of physical space and technical resources necessary for the installation and
connection of equipments, realized in order to ensure the proper operating conditions of
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other operators’ relevant equipment, for the purpose of providing access to the local
loop. The accounts of this Sub-business include the costs, revenues and capital
employed, associated with the activities included in this Sub-business. The Collocation-
Access Sub-business is hereinafter referred to as Collocation-access;

1.2.5.3 Leased Lines-access Sub-business — all the activities associated with the
provision of the leased lines segment corresponding to the local loop. The accounts of
this Sub-business include the costs, revenues and capital employed, associated with the
activities included in this Sub-business. The revenues of this Sub-business will be
represented mainly by transfer charges from the Leased Lines-Retail Sub-business, for
the segments of leased lines corresponding to the local loopgprovided on the retail
market and, respectively, by revenues earned from the ision of leased lines
segments corresponding to the local loop, on the whole arket, , directly to other
operators. The Leased Lines-Access Sub-business is r referred to as Leased
Lines-access.
1.2.5.4. Other Activities of Access Network S
corresponding to Access Network. The accoun
revenues and capital employed, associate
business. The Other Activities of the A i hereinafter
referred to as Other Business of Access Netwo

e other activities
include the costs,

1.2.6. Sub- businesses o

1.2.6.1 Access Sub-business it lated with the provision of
access for end users to the public fixé wThe accounts of this Sub-

evenues of this Sub-business come from
he costs of this Sub-business consist of

S consist of revenues resulted from the billing of end users.
s will mainly consist of transfer charges from Core Network
generated by the Sub-business (billing costs, general and
.). The Local Calls Sub-business is hereinafter referred to as

and of operatio
administrative cos
Local Calls;
1.2.6.3. National Calls” Sub-business — all the activities associated with the
provision, on the retail market, of national calls originated and terminated in the
Operator’s network. The accounts of this Sub-business include the costs, revenues and
capital employed, associated with the activities included in this Sub-business. The
revenues of this Sub-business consist of revenues obtained from billing the traffic to the
end users. The costs of this Sub-business consist of transfer charges from Core Network
and of operational costs generated by the Sub-business (billing costs, general and



administrative costs, etc.). The National Calls” Sub-business is hereinafter referred to as
National Calls;

1.2.6.4. International Calls Sub-business — all the activities associated with the
provision, on the retail market, of international calls originated in the Operator’s
network. The accounts of this Sub-business include the costs, revenues and capital
employed, associated with the activities included in this Sub-business. The revenues of
this Sub-business consist of revenues obtained from billing the traffic to the end users.
The costs of this Sub-business consist of transfer charges from Core Network and
operational costs generated by the Sub-business (billing costs, general and
administrative costs, etc.). The International Calls Sub-business,is hereinafter referred
to as International Calls;

1.2.6.5. Calls to Mobiles Sub-business — all the
provision, on the retail market, of calls originated j
terminated in a public mobile telephony network.
include the costs, revenues and capital employed

ies associated with the
perator’s network and
of this Sub-business
activities included
enues obtained
from billing the traffic to the end users. i ss consist of
transfer charges from Core Network an i the Sub-

1.2.6.6. Special Internet Ac i Il the activities associated with
the provision, on the retail marke of € igi the Operator’'s network and
transferred to the providers of elg [ services, to whom the
Operator has concluded agreements er to provide access to
internet. The account 2SS costs, revenues and capital
employed, associatg ivities ded in this Sub-business. The Special
[ [ [ erred to as Special Internet Access;

d capital employed, associated with the
b-business. The Directory Enquiry Sub-business is

pyed, associated with the activities included in this Sub-
business. The PO ones Sub-business is hereinafter referred to as Public Pay-
Phones;

1.2.6.9. Leased Lines-retail Sub-business — all the activities associated- with the
provision, on the retail market, of leased lines services. The accounts of this Sub-
business shall include the costs, revenues and capital employed, associated with the
activities included in this Sub-business. The costs of this Sub-business consist of
transfer charges from Leased Lines-core and Leased Lines-access, as well as of
operating costs specific to this Sub-business. The Leased Lines-retail Sub-business is
hereinafter referred to as Leased Lines-retalil;

1.2.6.10. Internet Access Sub-business — all the activities associated with the

provision by the Operator of internet access for the end users, from a terminal point of
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the Operator’s network (for instance, dial-up Internet access offered by the Operator).
The accounts of this Sub-business shall include the costs, revenues and capital
employed, associated with the activities included in this Sub-business. The Internet
Access Sub-business is hereinafter referred to as Internet Access;

1.2.6.11. Value-Added Services Sub-business — all the activities associated with
the provision of value added services, which include the services which use the
Operator’s Intelligent Network. These services may include sundry services (green
numbers services, universal access numbers, access to data networks and Internet,
tele-voting, etc.) and the premium rate services. The accounts of this Sub-business
shall include the costs, revenues and capital employed, associated with the activities
included in this Sub-business. The Value-Added Services usiness is hereinafter
referred to as Value-Added Services;

1.2.6.12. Telex and Telegraph Sub-business —
the provision of telex and telegraphy services to t
Sub-business shall include the costs, revenues
the activities included in this Sub-business. T
hereinafter referred to as Telex and Telegra

1.2.6.13. Other Business of Retai
activities of Retail. The accounts of this Sub- include the costs, revenues
and capital employed, associated with the activi uded in this Sub-business. The
Other Retail Activities Sub-busine hereinafte rred to as Other Business of
Retail.

ctivities associated with

1.2.7. Sub-businesses of Ot

1.2.7.1. Cu ' ent Sub-business — all the activities
associated with t isi [ other operators (production, sale, rental
or maintenance). iness include the costs, revenues and

sts, revenues and capital employed, associated with the
Sub-business. The Third Party Billing Sub-business is

accounts of this Sul=business shall include the costs, revenues and capital employed,
associated with the activities included in this Sub-business. The Other Sub-business is
hereinafter referred to as Other.

2. Accounting principles applicable to the Separated Financial
Statements - regulatory accounting principles

2.1. When preparing the Separated Financial Statements, the following principles
will apply:



a) cost causation, according to which revenues and costs, assets and liabilities
shall be allocated to cost components, network components, Businesses and Sub-
businesses, in accordance with the activities which cause the revenues to be earned,
costs to be incurred, the assets to be acquired or liabilities to be incurred. The revenues
and the costs include the transfer charges between the Businesses, between the Sub-
businesses and between the Businesses and Sub-businesses units, hereinafter referred
to as transfer charges;

b) objectivity, according to which the allocation of costs to Businesses shall be
objective and shall not be intended for the benefit of the Operator or of-a third party,
for a product, service, network component, Business or Sub-busi

) consistency of treatment, according to which, whe
regulatory accounting principles, the methodology of co
policies, that have a material effect on the infor
Separated Financial Statements, the financial state
restated, according to the these changes. The ef ed changes on the
information reported in the Separated Financi
if by non-presentation or miss-presentatio [ isions of the

re are changes to the
cation or the accounting
eported in the current

the methodology for cost allocation shall be arent. The publication of the
Separated Financial Statements é of the costing system must

2.2. If a conflict should appea
will be applied in the order of their en

ancial Statements
Separated Financial Statements for the

The Businesses shall be disaggregated in the following Sub-business:
3.2.1. Core Network:

a) Interconnection;

b) Collocation-interconnection;

c) Leased Lines-core;

d) Other Business of Core Network.

3.2.2. Access Network:

a) Access to Local Loop;

b) Collocation-access;



c) Leased Lines-access.
d) Other Business of Access Network.
3.2.3. Retail:

a) Access;

b) Local Calls;

c¢) National Calls;

d) International Calls;

e) Calls to Mobiles;

f) Special Internet Access;

g) Directory Inquiry;

h) Public Pay-Phones;

i) Leased Lines-Retail;

J) Internet Access;

k) Value Added Services;

[) Telex and Telegraph;

m) Other Business of Retail.
3.2.4. Other Activities:

a) Customer Premises Equipment;
b) Third Party Billing;
c) Other.

4. Format of the Separated

| : ents shall include the profit and loss
account, the state i ed and the statement of the return on
in b business as well as the notes to the

hich is a part of the present regulation.
Separated Financial Statements, the following

the Businesses an@ 0-businesses, for services provided internally by the Operator.
The Separated Financial Statements shall separately disclose the equivalent transactions
with the other operators;

¢) the Separated Financial Statements shall be prepared in accordance with the
national accounting standards, insofar as they are relevant;

d) the Separated Financial Statements shall be prepared in accordance with the
Regulatory Accounting Principles;

e) details of changes having significant impact on the Separated Financial
Statements, as well as the effect of restating opening balances, shall be disclosed;



f) the Separated Financial Statements shall be published on an annual basis and
shall contain comparative information from one year to the other. Where changes in the
regulatory accounting principles, in the cost allocation methodologies or in the
accounting policies have a material effect on the current balances in the Separated
Financial Statements, the closing balances of the previous year’'s Separated Accounts
shall be restated, according to the respective changes, in order to ensure the
comparability of the Separated Accounts from one year to the other;

g) the Separated Financial Statements shall be subject to a financial audit, in
accordance with the legislation in force and with the national and international audit
standards.

h) the Separated Financial Statements shall be prep
current costs basis, being also presented the reconciliati
accordance with the provisions of p.4.4. lit.e).

4.1.3. The format of the Separated Accounts i
a part of the present regulation.

4.1.4. The Profit and Loss Statement fo
the turnover (split between internal and ex

oth on historical, and
of these statements, Iin

Appendix 2, which is
shaII disclose | ation regarding

4.1.5. The return (profit/loss),shall be calc on the same basis as the cost of
capital.
4.1.6. The Balance-Sheet forfme ' kdown of fixed and current

balance sheet figures shall be We|gh the period to which the
d on a sound explanation, a

, split betwe
ng factors f

length dependent and non-length dependent cost;
etwork components;

ator shall publish, as well, within the Separated Financial
Statements, a statement of the average per minute costs of each non-network
components (for instance, directory inquiry or operator services).

4.2.3. The formats of the statements presented at p.4.2.1. and 4.2.2. is
presented in Appendix 3, which is a part of the present regulation.

4.2.4. These statements shall be prepared both on historic and on current costs
basis. The Operator shall present reconciliations of the two variants within the
Separated Accounts.
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4.3. Statement of costs of services

4.3.1. The Operator shall publish, within the Separated Financial Statements, the
statement of the costs of services provided, which shall distinctively disclose at least the
following services:

I. Services provided by the Core Network on the wholesale market included in
the reference interconnection offer of the Operator:

a) interconnection for call origination or call termination at fixed locations (at
local, regional or national level);

b) interconnection for switched transit;

c¢) collocation;

d) leased lines at core network level (including ext

e) access to non-geographic numbers for su
services;

f) operator services;

g) directory enquiry;

h) other services considered relevant.

1. Services provided by the Access

a) full access to the local loop;

b) shared access to the local loop;

c) bit-stream access to the

d) collocation;

e) Ieased lines at leased lines segments

interconnection circuits)
vices and premium rate

g) other service

a) line ren ' g, distinctivelyaby types of telephony lines);
~ i y line type);

[) value add vices (separated as to the type of service);
m) telex and teélegraph services;

n) other services considered relevant.

4.3.2. The format of the statement is included in Appendix 4, which is a part of
the present regulation.

4.3.3. The statement shall be prepared on both historical and current costs basis.
The Operator shall present reconciliations of the two variants within the Separated
Accounts.

11



4.4. Explicative information

The explicative information which will be published within the separated financial
situations is:

a) The statement of accounting principles followed when preparing the
Separated Financial Statements

b) Complete definitions of the Businesses and the Sub-businesses;

¢) transfer charges matrix

d) details of significant changes which impact on the Separated Financial
Statements and on comparative figures

e) Reconciliations of the statements of Mean Capit
Loss, as follows:

1. reconciliation of the statutory Profit and
Statements, with the separated Profit and Loss

loyed and Profit and

ean Capital Employed

2. reconciliation of the consolidated Pro apital Employed
Statements, from the Separated Financial Profit and
Loss and Mean Capital Employed Statem [ i of transfer
charges). This reconciliation statement sha Separated

Accounts based on historical cost and unts based on current cost.

3. reconciliation of each s and Mean Capital Employed
Statement, with the Profit Loss & loyed Statements (including
transfer charges) of the correspondi : reconciliation statements
shall be prepared both for the Separate C historical cost and for

Separated Accounts ba

ofit and Loss and Mean Capital Employed
epared based on historical costs with the

the Operator. The Separated Financial Statements
are conside fidential and shall be published according to the provisions
of par.4.6.
nature informa

basis, by ANRC.

justified by the Operator and established, on a case by case

4.6. Publication of separate financial accounting situations

4.6.1. The Separated Financial Statements shall be prepared for a financial year
and published on an annual basis. The financial year begins on January the 1% and ends
on December, the 31st.

4.6.2. The Separated Financial Statements shall be published within 60 days
starting from the publication date of the Operator's annual statutory financial
statements, but in any event, not later than six months after the end of the period to
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which they relate. The separate financial situations shall be published together with the
audit opinion.

5. Financial audit of separated financial situations

5.1. The audit opinion

5.1.1. The Separated Financial Statements shall be subject to a financial audit, in
accordance with the legislation in force and with the national and international audit
standards.

5.1.2. The audit report shall express the opinion conc
aspects:

a) whether the Separated Financial Statement
the information contained in the accounting docume
the Operator, prepared in compliance with the ac

at least the following

in all material aspects,
inancial statements of

the statements based on historical costs, an [ onal accounting
standards, in case of the statements based ;

b) whether the Separate Financial i iance with
the provisions of the present decision and oth concerning

the separate accounting;
¢) whether the accounting procedures for collection and

n methodologies used are

of transfer charges would apply to services and products provided
between the main Businesses and Sub-businesses. The following diagram shows the
interaction of the Core Network, Access Network, Retail and Other Licensed Operators.
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] Core B Retail
Network E Eil—

Other
Operators

—1 Acces _

Network

the fully allocated cost of the network com , including a

' onent is a

unit of network plant or activity which can be cases, can
not be separately supplied

6.3. All services sold by

Operators or to Retail, are buil

components using routing factors.

of one or more network
the usage of network
ting factors are based on
| range of network product.
ts of network components (capital costs
ing the specific network component cost

ansfer charges. Similarly, Access Network
Dther Licensed Operators. The payments identified at C

5. ‘ of information related to transfer charges which must be
disclosed in the Financial Statements is presented in Appendix 5 and 6,
which are part of t 3sent regulation.

6.6. The TranSfer Charging Principles to be followed on the preparation of the
Separated Financial Statements are set out below:

a) the transfer charges (revenues and costs) shall be allocated to cost
components, services and Businesses or Sub-businesses in accordance with the
activities, which cause the revenues to be earned, or costs to be incurred

b) the allocation shall be objective and not intended to benefit any Business or
Sub-business, service or cost component;

c) there shall be consistency of treatment of transfer charges from year to year.

d) the transfer charging methods used should be transparent.
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e) there should be a clear and objective rationale for the transfer charges used

f) the transfer charges for internal usage should be determined as the product of
actual usage and unit charges for the network component.

g) the tariffs for the internal use of the network must be equivalent with the
tariffs charged for the equivalent services provided to other operators. According to the
nondiscrimination principle, the Retail shall pay to Core Network the same
interconnection charge for the same service as set out in the reference interconnection
offer.

h) the Separated Accounts shall disclose the transfer charges between
Businesses and Sub-businesses

7. Costing Methodology
7.1. Description of the Operator’s costin

7.1.1. The Operator shall prepare e Separated
Financial Statements, a Costing Methodol separation
system, as well as the accounting principles i hich form the%basis of the
Separated Financial Statements.

publish, along w

7.1.2. Within the Costing Me ion of the Operator’s costing
system shall include the following:

g principles and policies used within the
accounting separa accounting principles;
[ 2s being used to identify revenue, costs

the methodology and principles used for asset valuation on
current cost basis a dr preparing the financial statements based on current cost.

7.1.3. The syntheses of the information to be included by the Operator within the
Costing Methodology is presented in Appendix 1, part IlI, which is part of the present
regulation.

7.1.3. The accounting principles and policies and the methodologies detailed in
the Costing Methodology and applied for preparing the Separated Accounts shall
observe the provisions of the present decision.

7.1.4. The Operator has the obligation to send to ANRC the Costing Methodology
at least 3 months before its publishing.
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7.1.5. the Costing Methodology shall be published at the same time with the
Separated Financial Statements.

7.2. Principles of allocation of costs, revenues and capital employed

The principles of allocation of costs, revenues and capital employed are:

a) cost causation, according to which revenues (including transfer charges),
costs (including transfer charges), assets and liabilities shall be allocated to cost
components, services and Businesses or Sub-businesses in accordance with the
activities which cause the revenues to be earned or costs to be incurred or the assets to
be acquired or liabilities to be incurred.

b) materiality will be considered when using sp
allocation results do not have a material impact on to
allocation was made (cost component, services, B
use these specific allocation bases can be renounc

allocation bases. If the
of the unit to which the
Sub-businesses), the

) objectivity, according to which the all bjective and not
intended to benefit the Operator or any ot , component,
Business or Sub-business.

of allocation are modified and
rated Financial Statements, the

be used from year to year. When
these changes have a material i
Operator should restate the previo

e) transparency, according
information regarding the cost, reven
within the Costing Meth

r shall publish detailed
allocation methodologies

been prepared in accordance with the
Costing Methodology.

costs that can be directly and unambiguously allocated to
C ded by the Operator and which are recorded against the
relevant product G e in the Operator’'s accounting system;

b) indirectly attributable costs - those costs that can be related to a service or
product on a non-arbitrary basis based on the relationship of the costs to direct costs.
Such costs shall be allocated to the relevant service or product using an appropriate
cost driver.

¢) unattributable costs — the costs for which no direct or indirect method of
apportionment can be identified. It is therefore not possible to allocate these costs to
products and services on a non-arbitrary basis. These costs are likely to be of the
character of corporate overheads, been allocated to the products or services using the
Equal Proportionate Mark-Up method (EPMU).
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7.3.3. The Costing Methodology shall include a statement that will disclose the
unattributable costs and present in detail their allocation methodology.

7.3.4. In order to decrease the proportion of unattributable costs, the Operator
shall rigorously apply the cost causation principle so that at least 90% of the costs be
allocated based on this principle.

7.3.5. In order to determine the methods for costs allocation, sampling
techniques may be used, as long as they are based on adequate statistic methodologies
that do not induce significant errors.

7.3.6. In order to allocate costs to services and, then to the Businesses as
defined in the accounting separation, the Operator may use sampling techniques.

7.3.7. Sampling data may be used to allocate certai ect costs, which have
no comprehensive allocation base, to products and s . The degree to which
sample data has been used in each of the apportionme shall be disclosed in the
description of the costing system.

7.3.8. The breakdown of cost shall be su
the amount of costs that are allocated on a sa

7.3.9. The principles to be observed ost allocation
process on the statistic bases are:

The operator shall observe the followi inci governing the uSe of sample
data for allocation purposes:

a) the sample shall be selec

c) the size of the sample s ; i atistical manner and will be
statistically significant

c¢) the sample shall be represent 20 ti lected population;
er temporary factors;
generally accepted statistical techniques
should result in the accurate allocation of
cluding transfer charges), assets and

revenue (including
liabilities;

requirements and ovisions of the present decision.

7.4.2. A summary of possible allocation and attribution methods for operating
costs is provided in Appendix 8, integral part of the present regulation. The allocation
methods for operational cost stated in the appendix have a general character.

7.4.3. The operational costs are falling under the following categories:
a) depreciation costs;

b) provision, installation and maintenance costs

c¢) network planning and development costs;

d) network management costs;

e) marketing and sales costs;
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f) billing and collection costs;
h) operator services costs;

i) directory services costs;

J) payments to other operators (mainly interconnection)
k) non system support costs;

[) system support costs;

m) logistic costs;

n) general and administrative costs;
0) customer service coOsts;

p) other operational costs.

7.4.4. The Operator shall develop and update
corelation with the currently used procedures of ¢
procedures which will be improved in time, with
principle stated in p.7.2.

allocation procedures in
nd recording of costs,
e of the consistency

7.5. Revenue allocation

7.5.1. The Operator shall develop, wi
and of the stipulation in the present decision, a

ance of the legal provisions
allocation methodology, which

Slated costs.

) of products and services can be directly
allocated to the prog@ i 1 it relates based on accounting records

ith the legal framework and the provisions of the present

which will be i i the Costing Methodology.

7.6.2. In 0 ‘
Businesses, the Operator must allocate the value of the capital employed to every
network component, Business or Sub-businesses. The cost of capital will be applied to
the value of capital employed in network components, as well as in other similar assets,
in order to determine a reasonable return that needs to be included in the services and
products charges.

7.6.3 The cost of capital will be derived based on weighted average cost of
capital (WACC). The detailed statement of WACC calculation shall be included in the
Costing Methodology. The WACC's value as well as its calculation formula shall be sent
annually to ANRC’s approval within 4 months from the end of the financial year.
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7.6.4. A summary of possible allocation methods for capital employed, together
with an indication of the principal Businesses to which it might be expected that the
each item of capital employed would be allocated is presented in Appendix 10, which is
part of the present regulation.

7.6.5. The determination of the capital employed by Businesses may be
accomplished by using the following balance sheet identity:

Equity + Long Term Debt = Total Assets — Current Liabilities - Provisions

This balance sheet identity allows the determination of the capital employed by
Businesses, by apportioning net assets, in compliance with the c@st causation principle.
7.6.6. In order to determine the capital employed b h Business and Sub-
business, there will be allocated average values of net as ring the period and not
the closing balances.

7.7. Consistency of Treatment of Working

7.7.1. Working capital represents the nt assets and
current liabilities.

7.7.2. The treatment of individual ele [ i all observe
the principle of consistency between the treat sets, and the treatment of the
associated costs and revenues, as rinciples, as stated at p.7.2.

7.7.3. The exclusion of certa rom the process of allocation
to services, Businesses or Sub-busi
each service, Business or Sub-busi
according to this exclusion

7.8. Asset
7.8.1. Asset i 5 of a network element and component
basis and [ e useful lives of fixed will usually be the

accounts, both for Separated Financial
and for the ones prepared based on current cost.

ge the asset lives, if they are not justified by the
. Any deviation from the asset lives used in the
eparately identified within the Costing Methodology.

tor has similar assets which are based on different

7.8.4. The ent of fixed assets additions and disposals, as well as the
treatment of change assets lives, shall observe the relevant statutory legislation.

7.8.5. The Operator shall analyze those changes in asset lives with significant
impact on costs. The analysis will consider the technical and economical reasons which
have determined the changes, as well as the examination of changes effect on the total
costs of products and services offered, and shall be presented as a separate note,
annexed to the Separated Financial Statements.

7.8.6. The Operator shall present, within the Costing Methodology, a breakdown
of useful lives used for each category of fixed assets. If different useful lives are used
within the same category of fixed assets, these asset lives shall be distinctively
underlined.
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7.9. Current cost accounting

7.9.1. The Separated Financial Statements based on current costs shall be
prepared using the concept of financial capital maintenance. The concept of financial
capital maintenance considers the shareholders’ funds at the end of the period are
maintained in real terms at the same level as at the beginning of the period. Within this
concept, the profit is recognized only after the gains or losses derived from the
valuation of assets at current costs are considered. (changes in asset values can be
generated either as the effect of general inflation, or by technaglogical progress) and by
the effect of inflation on shareholders’ founds.

7.9.2. The use of current costs implies the val
depreciation) on a current costs basis. This evaluatio
Replacement Cost method. The use of this metho

of assets (and hence,
e realized using the Net
evaluation of assets
quivalent Asset, in

7.9.3. The Operator shall include i a detailed
description of methods used for restating basis, for

8. Final provisions

8.1. The Operator shall prepare ncial Statements for the
financial year 2003.

8.2. The Sep
shall be publisheg

statements.

s prepared for the financial year 2003
e publication of the statutory financial

prepared for the financial year 2003
the flnanC|aI statements for the year

ent cost basis. Starting with the financial year 2004, the
Separated Financial Statements based on current costs,
which shall incl esponding reconciliations, as stated at p.4.4. lit.e).

8.5. The g Methodology which shall accompany the Separated Financial
Statements of the fifancial year 2003 shall be transmitted to ANRC for approval, at
least 8 months before the publishing of the Separated Financial Statements.
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Appendix 1

The synthesis of the information to be presented by the Operator within

Costing Methodology

I. Separate
financial
statements

No. Title Prepared on costs: Chapter
1 | profit and loss account — Businesses; ical and current costs 4
2 The statement of Mean Capital Employed — Businesses; I and current costs 4
3 | The return of Mean Capital Employed — Businesses; historical and current costs 4
4 | profit and Loss Account — Sub-businesses: historical and current costs 4
5 | The statement of Mean Capital Employed — Sub-3 historical and current costs 4
6 | The return of Mean Capital Employed — Sub-busine historical and current costs 4
7 The statement of average costs of network (core and historical and current costs 4.2.
8 | The statement of cost of services: historical and current costs 4.3.
9 | The description of the accounting 4.4.
10 | The definitions of Businesse 4.4.
11 [ The statement of transfer ¢ historical and current costs 4.4.
12 The statement of changes in impact on the current | historical and current costs, as the case a4
financial statements and on the may be o
Reconciliation of the dloyed Statements, with
th ted P tat t lidated . .
13 c separa alements, consolidated, historical costs 4.4.
S d Mean Capital Employed Statements, historical and current costs
{ with thejBusinesses’ Profit and Loss and Mean
14 | Capital Employ i ( the presentation of transfer charges). This 4.4,
reconciliation sta d both for the Separated Accounts based on
historical cost and fO 5 based on current cost.
Reconciliation of each B C d Loss and Mean Capital Employed Statement, historical and current costs
with the Profit Loss and N mployed Statements (including transfer charges)
15 | of the corresponding Sub-b es. These reconciliation statements shall be prepared 4.4,

both for the Separated Acco
based on current cost.

s based on historical cost and for Separated Accounts

eparate Financial Statements and the
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Reconciliation of the consolidated Profit and Loss and Mean Capital Employed Statements
from the Separated Accounts, prepared based on historical costs with the consolidated

16 Profit and Loss and Mean Capital Employed Statements, from the Separated Accou historical/current costs 4.4.
prepared based on current costs.
17 | Reconciliation between the statement of average costs of network components historical/current costs 4.2.4.
the historical costs and the equivalent statement based on current cost.
18 | Reconciliation between the statement of cost of services based on the his historical/current costs 4.3.3.
the equivalent statement based on current cost.
Description of the cost standard used for accounting separation
1 costs, incremental costs, etc.), and the cost base(s) being used 7.1.
costs, etc.);
2 Detailed description of the accounting principles and polici 71
separation, including the regulated accounting principles; o
3 | Description of allocation and apportionment rules and methods us 7.1
revenues, costs and the capital employed for each i
4 The d_escrlptlon of the_treatment o_f each cost ¢ historical and current costs 71
including the presentation of cost drivers used for
, 5 | The detailed analysis of the hierarchy of costs being U 7.1.
1. Costing
Methodology 6 The degree to which sampling has been 7.1
7 The detailed description of the tr 7.1.
The description of the method e valuation of assets on
8 . . current costs 7.1.
current cost basis and prepg ed on current coss;
9 | The statement of unattributals ment methodology:; historical and current costs 7.3.3.
10 | The detailed description of samp 7.3.10.
11 | The detailed des historical and current costs 7.6.3.
12 | The statemg 7.8.6.
13 The metg current costs 7.9.3

basis.
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Appendix 2

Reporting formats of the separate financial statements
(presented in million ROL and thousand Euro)

I. Reporting format for the Core Network!

PROFIT AND LOSS ACCOUNT

Turnover:
Transfer charges to Retalil
From other operators

Transfer charges Other Activities
Total turnover

Operating costs
Operating costs specific to the Cor
Interconnection charges paid to oth
Current cost adjustments?
Holding (gain)/loss a
Supplementary de

Total operating co X X
X X

X X

X X
X% X%

! The same formatwould apply to separate accounts of the Sub-business within Core Network

2 These current cost adjustments include the change to the historical costs arising from the reevaluation
of assets on a current costs basis. In the statements for individual businesses or Sub-businesses the
adjustments comprise the unrealised holding gains or losses arising from changes in assets values,
together with the effect on asset value and depreciation of the appropriate allocation of current cost
values of assets between businesses/Sub-businesses.

3 The calculation of the return should be consistent with the basis on which the cost of capital is
calculated.
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THE STATEMENT OF MEAN CAPITAL EMPLOYED*

Current Prior
period period
Fixed assets
Tangible fixed assets
Intangible fixed assets
Investments
Total fixed assets

XX X< X
XX <X X

Current assets
Stocks
Debtors
Short term financial investments
Cash at bank & in hand
Total current assets

X X X

Current liabilities

Net current assets / (liabilities)

Total assets less current liabili X
Provisions for liabilities and charges X)
Mean capital em X

4 Will be presented weighted average values, in accordance with the provisions under points 4.1.6. of the

present rule.

24



11. Reporting format for the Access Network>

PROFIT AND LOSS ACCOUNT

Current Prior
period period
Turnover:
Transfer charges to Retalil X X
Transfer charges to Other Activities X X
Other operators X X
Total turnover X

Operating costs:
Operating costs specific to Access Network
Transfer charges
Current cost adjustments
Holding (gain)/loss and other adjustmen
Supplementary depreciation

Total operating costs

Return

THE RETURN ON
(The format will be si

® The same formatwould apply to separate accounts of the Sub-business within Access Network.
25



I11. Reporting format for the Retail Business®

PROFIT AND LOSS ACCOUNT

Current Prior
period period
Turnover
From Retail X X
Other operators (billing services) X X
Transfer charges X
Total turnover X

Operating costs:
Operating costs specific to Retail
Transfer charges from core network
Transfer charges from access network
Transfer charges from other activities
Current cost adjustments

Holding (gain)/loss and other adjustments

Supplementary depreciation X
Total operating costs X
Return (excluding Universal Service ct X
Universal Service cog X X
Return (including
contributions) X X
THE
(The fo the one presented at point | of the present Appendix.)

(The format wil o the one presented at point | of the present Appendix.)

® The same formatwould apply to separate accounts of the Sub-business within Retail.
" Universal Service contributions applied internally would net off to zero and therefore will not be shown
in the profit and loss statement for Retail.
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IV. The reporting format for other activities 8

PROFIT AND LOSS ACCOUNT

Current Prior
year year
Turnover X X

Operating costs:

Operating costs specific to Other Activities X
Transfer charges from Retail X
Other operating costs /transfer charges X

Current cost adjustments
Holding (gain)/loss and other adjustments
Supplementary depreciation

Total operating costs

Return

(The format will be simile S 2d at point | of the present Appendix.)

8 The same formatwould apply to separate accounts of the Sub-business within Other Activities.
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Appendix 3

The format for the mean costs statement of the network comp
thousand Euros)®

s (presented in million ROL and

. - Return of mean
Network Operating Capital - Volume
components costs employed capltal(g/r:)ployed Costof (min/sec/km/etc.) Average cost
In the category of network components sha : and access network components. The total of

operating costs for these network components will be
account of the Core Network and Access Network respe
network components and the access nety

® The final format will be established based on consultation with the Operator.
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Appendix 4
The format for the statement of the provided services costs (pres

(The final format will be established based on consultation with the O

in million ROL and thousand Euro)
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thousand Euro)

The statement of the transfer charges included in the cost of
Services
Costs

Appendix 5

Core network costs

Access network costs

Retail costs

Total transfer charges wi

of services
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Appendix 6

The synthesis of the transfer charges (presented in mi

OL and thousand Euro)

access core ther activities
From /to network network Total
access network X
core network X
retail X X
other activities X
Total X X
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Appendix 7

Cost allocation process

Operating Capita Accounting
costs costs entries
Data
) ture
Allocation process P
A
Services Network Related Other
components Functions Functions
Services Network Related
components Functions Allocation of costs

Services

Network
components

Services

STEP4

Businesses and
Sub-businesses

Allocation of costs of
Networ k components

Allocation of services
costson businessesand
Sub-businesses

Allocation of costs of
Related Functions

of Other Functions
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The costs taken from the accounting documents are first attributed
either directly to the provided services, or to the network components, to the
functions pertaining to the provided services or to other functions, as follows:

These are the costs that can be directly identified with a
particular service. For these purposes, the term
Services “services” refers both to end-users services (e.g. the
provision of payphones), and intermediate services (e.g.
network services).
This pool contains the costs rela
components of transmission,
Network network plant and systems. Thi
components network component costs
directly to a particular se

to the various

ing, and other
gory embraces the
not be attributed

Functions related
to provided

related to the provision
resent a significant part in

Other functions any as a whole (e.g.

manner:

STEP ( IONS Eosts across 3 categories:

Each allocation step could involve a rnumber of detailed sub-steps,
especially if the initial information is collected and registered at an aggregated
level.
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Appendix 8

Methods of allocating operating costs

Categories of Operating
Costs

Description

Depreciation

Depreciation

Business units

all

Provision and installation of
equipments

Payroll costs

Installation, contract and
maintenance costs

Maintenance and repair
costs

Payroll costs

core network, access
network

core network, access
network

components /other plant where possible;
ate based on the time spent carrying out
air work.

core network, access
network

Other co

Network planning and
development costs

core network, access
network

core network, access
network

Network management costs

e to network components/other plant on the basis of
the time spent by the staff to manage, coordinate and
control each type of plant.

core network, access
network

Allocate to network components/other plant on the basis of
the plant managed, where p ossible.

core network, access
network
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Categories of

. Description Method cation Business units
operating costs

Direct to products and servic
between products based o

possible. Otherwise allocate

Payroll costs retall

Marketing and Costs of sales of equipment Direct, within other acti other activities

sales costs Publicity, promotions, market [Direct to products a . Otherwise, for those
research, distributors fees, costs where multi or promoted, cost retail
other costs should be attrib sonable basis.

Direct to product: i ible; ise allocate based|retail (some costs

Payroll costs ;
y on labor time. to core network)

Billing and

collection costs Other billing costs (including
bill, bad debts)

Direct tg es where possible. Otherwise allocate retail (some costs
to core network)

Operator services

costs Payroll costs i e allocated to the related operator |core network

Directory services
costs

Payroll costs and other core network

Out-payments for o
Payments to other |international traffic

d services. core network

operators Payments for interconnec
agreements

d services. core network
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Categories of
operating costs

Description

Business

units

Human resources function costs HR function costs sh llocated to the staff that are overseen |all
by the HR function using the same basis as the
Accounting-Finance and other head office If related spe vice or Business, allocate all
SupDort costs support functions
PP Building costs and rent s land and buildings. |all
IT costs Allocate icati sis of the use of the |all
computers
icati be attributed to those products and services
Costs of the support functions for the ents/other plant or services where all
System support |provision and installation and
maintenance functions of the plant
Customer services |Order-taking, fault -reporting all
costs services. etc.
Logistic costs Covers the purchasing all
all

General and
administrative costs
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Appendix 9

Methods of revenue allocation

Connection charges

Charges for installing telephony lines shall
be assigned to retalil.

Subscriptions

Subscriptions shall be assigned to retail.

Revenues form the provision
of leased lines services on the
retail market

These revenues shall be assigned to retail.

Revenues from the provision
of leased lines services on the
wholesale market

Revenues from the provision
of access to local loop

Universal service contributio

scheme to finance the
he contributions from

onnection point of
arges shall be
ork.

2 from call charges shall be allocated
propriate services within Retail.

appropriate services within other activities.

Revenues from engineering
services/consultancy other than for
interconnection should be assigned to other
activities.
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Appendix 10

Methods of Allocating Capital Emp

liabilities

Category of assets and

Description

Method

Principal
Businesses

A. Tangible assets

I. Primary Plant-

Switching equipment

Local switching equipment

itch traffic, respectively.
components can be
Jducts and services within the

core network (some
costs
to access network)

3 (seconds of use).

core network

Gateway fo
traffic)

Direct to network components where possible,
otherwise allocate according to its use
(seconds of use).

core network

pbment for
networks

Direct to core network components or, as the
case may be, to the specific services provided
by other networks.

core network, other
activities
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Other switching equipment

ices where possible,
er switching network
g to the use of the

Direct to network se
otherwise allocate
components ac
equipment.

core network

Transmission equipment

Traffic-sensitive
transmission
Equipment

Direct to mponents where

according to usage

core network

Cable and wire

components

ed on the amount of cable

e different services.

access network, core
network

Local loop equipme

cts where possible (e.g.
jable ISDN access

ise allocate between
rding to on line usage.

access network

; work components where
SSible; otherwise allocate based on the
ge of channels of transmission.

core network

ices provided by the network (e.g. data
ansmission equipment directly allocated to
data transmission services).

core network

Direct to core network components where
possible; otherwise allocate according to the

usage.

core network
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Other equipments

Special network plant

Plant and equipmen
provide one specifi
directly to the r,

at is used solely to
vice should be allocated
nt service (for example,

core network
other activities

Customer premises
equipment

other activities

Public payphones and
related equipment

1. Support Plant

retail

Network tangible fixed
assets

Ducting

Power eg

access network,
core network

use of power equipment to support each
. Assets and debts should then be
ed to products, together with relevant

access network,
core network

Allocate to primary plant of the different
networks on the basis of the use of the
systems (e.g. time spent to control local
exchanges, tandem exchanges and
national/international exchanges). Assets and
debts should be attributed to products and
services in the same way as the related
primary plant group.

core network
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Non-network fixed
tangible assets

Land and buildings

General computers

all

lication. Costs
be attributed
they

Motor vehicles

Furniture and office
equipment

all

B. Intangible fixed
assets

Intangible fixed assets

all
ducts and network all

n usage
ctsWhere possible. Any residual |all

3 assets will need to be
yCated on an arbitrary basis, to be agreed
NRAC

C. Long term
investments

D. Working capita

to other activities.

other activities

Directly allocate to products and services

all

Allocated to products and services based on
billing system information where possible.
Unattributable balances will need to be
allocated on an arbitrary basis, to be agreed
with the ANRC

all

Other debtors/receivables should be
apportioned to products and services if
possible. Unattributable balances will need to

all
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be allocated on an atitrary basis, to be agreed

with the ANRC.

Cash at bank and in hand

Direct to Busin its where possible;
ed on the operational

siness unit.

all

Short-term investments

all

E. Provisions for
liabilities and charges

all
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