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EvD produces thematic or sectoral level evaluation reports in the form of SpquiaviBéudies

valuable insights to strengthen operational outcomes and institutional heyfdonasan larger

issues for which a transactions lens is unsuit@btevidadoregenerallapplicable findings for a

wider audience. The larger scope of these studies facilitates the use of innovative and robust evaluation
methods. This study fooomse of ei ght s uc h2082WorldHrogrammec hedul ed f o

Report prepared bhpmasz Bartos, Senior Evaluation Manager



Special Study
Telecommunications Sector Review
February 23

Contents

ADDIEVIALIONS. .....oiiiiiiie et mmmm ettt e e eeeeee e e e e e e e e s bbb emmmmm bbb e e e e e e e as V...
DefiNed teIMS. ... Vi..
EXECULIVE SUMIMALY. ... iiiiiiiiiieiiteeeeeeeeeeeeeeesssssssssssmmmeeesssssssssssssnssnnnsmmnnnnsesssssnnnes il
O [ 0110 T 0110 o DR PPP P PRTTRR 1.
1.1 Scope of this repQrL..........cooeiii i 1
1.2 The approach to project evValuation.................ceeeeeeeeeeeeeesiiiiineie e e 2.
1.3 Related poliCY STUAIES........uuiiiiiiiiiiieeeee e e e e mmmmne e 3
1.4 Structure of thiS repQrt.........coooiiii i 5
2. REIBVANCE.....ccc oo 1..
0 YU 01 = T /USSR Z...
2.2 Fit of telecoms projects with Bank policy objectives............cccceevvveeeeennnnn e
2.3 Fit of Bank policy objectives with country.needs.........cccoceeeeeveiiiiiiiiiiennnnne.. 8.
2.4 SPECIfiC reVIEW QUESTIONS ... .uuuueiieicemeem e e e e e smmmmma e s e e e e mmn 9
3. EffECHVENESS. .. e e 15
G J0 YU o1 0 1 = T P 15
3.2 Fulfilmentf @roject objectives by telecoms Projects............vvvcccccevvvvieeeenenn. 15
3.3 Fulfilment of Bank policy objectives by telecoms.projects........cccceee....... 16
3.4 Specific revVieW QUESHIONS......ccoiiii i 17
I | (o1 [on PP P PP PPPP 28
T Y 1 11 = T/ 28.
4.2 Financial performan€éeleComs ProjeCES..........uuviiieeiiimmmmeeeeeieeeeeeesiiieeeamnes 28
4.3 Bank handlirf telecoms projects.........coooeveeeiiicccccc e 30
5.  Transition impact and sustainabilify.............cccoeciieemmmeriiniiiiiiiiiee s eeennnaaens 32
5.1 SUMMALY. ..o 32
L2 I =Y £571 101110 o = s U 32
5.3 Sustainability of project OUtCOMES.........oooieei i 35
5.4 SpecifiC reVIeW QUESTIONS ... ..o 36
6. Findings and recommendations.................uuvrceeeeeeeeeeerrernirnnnnneseeeeeeesseesnene 38
6.1 KeY fINAINGS. ... ceemee et e mmmnnn e e e e 38
6.2 Considerations for a New PALCY.........oooeeeei oo 39
6.3 Considerations for project design and execution.............ccceeevevveveveereeennen. 40.

Annex 1: Technical terms and telecoms markets definitions

Annex 2: Portfolio analysis

Annex 3: Project listing

Annex 4: Seked findings from past evaluations of Bank telecoms operations
Annex 5: International comparisons

Annex 6: Albania

Annex 7: Latvia



Special Study
Telecommunications Sector Review

February 2013
Annex 8: Moldova
Annex 9: Poland
Annex 10: Russia
Annex 11: Serbia
Annex 12: Key findingsvaait to the southern and eastern Mediterranean (SEMED) region



Abbreviations

ADSL
ARPU
BEREC
BSA
CDMA
COO
DOCSIS
DSL
EBITDA
EDGE
EC

EU
GDP
GNI
GPRS
GSM
HSPA
ICT

IFI

IMF

IRR
ISP

ITU
LLU
LRIC
LTE
LTP
LTT
MMS
MVNO
NGN
OECD
OPER
PPP
SIM
SMS
TC
TIM
UMTS
UNECE
VDSL

Special Study
Telecommunications Sector Review
February 2013

Asymmetric Digital Subscriber Loop

Average Revenue Per User

Body of European Regulators for Electronic Communications
Bit Stream Access

CodeDivision Multiple Access

Countries of Operation (of EBRD)

Data Over Cable Service Interface Specification
Digital Subscriber Loop

Earnings Before Interest, Tax, Depreciation and Amortisation
Enhanced Data Rates for 6&Mition

Electronic Communications

European Union

Gross Domestic Product

Gross National Income

General Packet Radio Service

Global Standard for Mobile communications
High Speed Packet Access

Information a@bmmunications Technology
International Financial Institution

International Monetary Fund

Internet Protocol

Internal Rate of Return

Internet Service Provider

Information Technology

International Telecommunication Union

Local Loop Unbundling

Long Run Incremental Cost

Long Term Evolution

Legal Transition Programme (EBRD)

Legal Transition Team (EBRD)

Multimedia Message Service

Mobile Virtual Network Operator

Next Generatibletwork

Organisation for Economiopg@oation and Development
Operation Performance Evaluation Review
Purchasing Power Parity

Subscriber Identity Module

Short Message Service

Technical Cooperation
Telecommunicatiom$prmatics and Media
Universal Mobile Telecommunications Service
United Nations Economic Commission for Europe
Very high bit rate Digital Subscriber Loop
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WiFi Wireless Fidelity

WiMax Worldwide interoperability for Microwave access
WTO World Trade Organisation

XMRA eXtended Monitoring Review Assessment

Defined terms

AEBRDO or it h EuropeanBank for Reconstruction and Development

EvD Evaluation Departmetih@EBRD
Evaluatioream Staff of the Evddnducting the study, together with the sector consu
ICTteam The EBRD sector team responsible for the preparation and imple

the telecommunications projects and formerly known as the "TIM
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Execulve siammary

This report has two objectives:

- to present the results of an independent evaluationlefmenatatign of the parts of the
1999sector poliaglatedtd he Bankds t el eteleconmfgsnopmsed i ons s ec
to IT and media) that covers telgrojasts signed by the tlzim betwe&00611 (the
"evaluation peripd

- to present issues and ideas which may be useful in the preparation of a new sector policy,
Thetelecomprojects were evaluated according to the following criteria:

- Relevancetheextent to which they fit Bank policies and country priorities.

- Effectivenessthe extent to which they attained their stated objectives.

- Efficiency the extent to which they obtained results (especially financial) effectively.

- Transition impact and sustability. the extent to which they helped beneficiary countries
in their transition to market economies in a sustainable manner.

Eval uations of s ev e ncass studpfdrofetst ed leccrognswipibho j kecd ks 1
other projects formeel Itlasis of the evaluation of Bank performance. These 17 projects accounted for
almost 8fer cendf the total 22 telecoms projects signed hktberBey thevaluation peribd

Bank performance is rated overfartigsuccessfal In respect tie evaluation criteria listed above,
the operations are rated as follows:

1 Relevance is ratiedpd

All 17 projects examined can be regarded as having objectives consistent with those set in the 1999
sector polignd most had two or three such oljettieemain deficiencies arose from potential

conflicts between strengthening particular market participants and increasing competition, as well as
the weak additionality of some prditever,he 1999sector policgbjectives became

increasingly oatédand sveral country strategies where operations occurred did not identify
telecoms as a target sector.

1 Effectiveness is rafesdisfactory

Of the seven case study projectulifoled most of their operational objactitleee fulfilled

onlysome. In the lattbireeprojectst he Bankés c¢clients failed to m
introduce required services. In isolated cases, there were conflicts between project objectives and
sound regulatory policies or market trends.

1 Efficiency istedfi arginal

1For the purpose of this evaluation, project extiisiensity projects with the same client and regional projects
with the same client were counted as one project.

Y
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This rating wasamly due to the disappointing performance of equity inbhessotesientially

failed to meet financial projections, generating large (although not yet realised) losses. Debt financing
projects also fell short (but tesser extent) of financial projections. The weak financial
performance of projects can be attributed mainly to stronger than expected competition or regulation,
as well as the impact of the financial crisis. There were also some deficienci@®s in the Bank
handling, primarily related to the limited level of Bank involvement in the investee companies and
shortcomings in due diligence in other projects.

1 Transition impact and sustainability i$afiséalctory

Four projects largely achieved thetidranbjectives, while the three others achieved them to a
lesser degree. Projects had limited success in achieving kewlobjedivzs wasreased
competition or market expansion.

Increasing competition was a particular area of inquiryaloatiois. &ix thfe sevencase study

projectsncluded it as a transition impact objective. By supporting an alternative operator, all projects
contributed to increasing competition to some extent.wittevergract was limited, mainly due to

deficimcies in the regulatory redforeinstance lack of balance in fixed telephory tadkisof

regulatiorof mobile termination fjat@sd song opposition from incumbent operators (expressed
throughadmi strati ve fred taped or claims of Alimiteod
when trying to build new, or access existing, physical networks operated by incumbents, even following
favourable regulatory rulings.

Moreover, the inabiliticonclude planned acquisitions (to strengthen or consolidate client companies)
and/or the high cost related to being a third mobile operator in a small country, further limited the impact of
the Bankds projects.

Comparative analysis of the countrijamaraings in the telecoms sector (in the assessment of which
Acompetition and private sector invol vement o ar
Reports of 2006 and 2011, indicates pleatc@®progressed with transition in this sdtte 6per

centdid not make any observable progress (sBe table

Anal ysis of t el ecoms s e rcountriee & oppratioBOO betweem e me nt s |
2008 and 2011 demonstrates a more favourable trend. Between 2008 and 2&e guécage rel
decreased in almost all services in the Bankds (
exceptions were fixed telephony in Albheia the Bank assisted privatisation of the dominant
operatgrand in Serhiwhere the Bank popted the development of an alternative oplsatbe

prices of fixed broadband increased in Romania while prices of mobile telephony rose in Montenegro and
Slovenia. The largest price drops were registered in fixed broadband in Azerdadavipldevagia

(@1024per cendecrease as percentage of GNI per head) hbesevemained still relatively high in

the latter country (see table 3.2).

The Bank tried to address sector transition primarily through technical @asistagodatory

officials anidnprove the regulatory and legal environmentléhTiGtadrojects were implemented in

12 countries during ¢évaluation period These TCs were designed and ma
Transition Programme but theyclesedy coordinated with thed&@m in most casasd attempts

were made to correlate them with the Bankés inve

Vi
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Outofthel 2 countries where the Bankés TC projects we
transitioh namelyAlbania, Armenia, Mongolia, Montenddserdia. Six other couAt@asained at

the same transition level as in 2006, despite multiple TC projects in some cases (as many as three in
Kazakhstan).

According to thela2 @& ?onTgapa sk iemhainoimthe Redepoms market A
structure (an indicator primarily concerned with mobile and fixed line competitiveness) in six countries of
operatian while in terms of maskggtporting institutions (an indicator assessing mainly thefadequacy
regulatory environmeir)ilagaps remain in five countnekiding two in which Bank TCs aiming to

improve regulatory environment were implemented diifing 2006

According to the government officials and private investors fioteéhgevasdtudiesmost of the
telecoms services price decreasescasthstudy countraes be attributed to EU regulations rather
than the impact of Bank investment or TC projects. In confirmation of thier seweaf (&
countrieshatmade progss in the telecoms transition during. R2Q@ére either EU members or
applicant countries.

During theevaluation peridde Bank participated in two privatisatioAtbania and Poland
respectivelybothof which arevaluated here. Private ownevgspachieved in respect of both
projects, although the objective of f@fAmore wides|
were sold to single strategic investors. There were also five other privatisatienalwhtrorg the

periodn the Bardksountries of operasiontside the EU in which the Bank (or other IFIs) played no

part (see table 3.1).

Out side of privatisations, the Bankds relative c
provided much less thgred cenobf te financing arranged in telecoms durévgltreion perjod

and in other Bank countries of opemtisite the EBank financing was only abpet senof

that committed by the private sector for a group of new projects independent of International Financial
Institutions (IFIs).

Based on the evidence sssk it may be concluded that the Bank played a shiostaatidl

catalytic role in smalleearly transition countries (such as Albania, Serbia and Moldova) by arranging
financing, encouraging investment, contributing to regulatory and legal reform and generally assisting with
transition. However, aterallwider impact in larger or moreneglfacountries (such as Russia,

Kazakhstan or Ukraine) appears to be minimal.

Key findings
Rel ative weakness of alternative operators in th
Alternative operatondhileenergetio f t en | ack economies of awcal e. As

Moldova prove, actions to consolidate alternative operators can bring about economies of scale and
thereby stimulate competition and have strong transition impact. However, attention should be paid to
avoid strengthening the positions of operatudyg dbminant in other markets (such as cable
television), while supporting their broadband expansion.

2Transition in Kosovo, where one of the Bankés TC proj
2012 Transition Reports.
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The Bankds role in privatisation

There are still large telecoms companies directly or indirectly ownedbsritie state advanced
transitiocountries. The EBRD may still play a role in accelerating or enabling privatisation as strategic
investors still prefer tane@st in this sensitive sector alongside instutioras the Bank, which
providesdditional political comfort.

Need for ghift in the focus of technical cooperation projects

TC projects for regulatory and legal strengtteersnglly run alongside telecoms banking projects by
theEBRDOS s Legal T rlAM andare generally rwellgregardech dy tlie industry
praditioners. However, market participants commented that the staff of regulators and judges in
commercial courts would benefit from a better acquaintance with practical satuiiaps to day
regulatory problems applied elsewhere, especially in respegthehisy the enforcement of
regulation.

| mpact of rapid evolution in the sector on the B

Taking Albania as an exampilee nost countries of operatiohlbanidistorically had low fixed

telephony penetration rates. Howevethafpgivatisation of the incumbent Albtelecom, the expected

rise in fixed telephony connections did not materialise, as demand for fixed telephony was replaced by
demand for mobile telephony. Correspondingly, the desired fall in employeegsperatixad line

transition impact benchmark) became difficult to achieve.

Legal due diligence in the sector

Sectors such asformation and communications techih@fdyaye their own specific laws and

regulations. However, there are also general |lagudadimhsethat apply to all sectors. For instance, in

many countries there are specific regulations governing telecoms companies that have become dominant
in their markets, but stopping companies from becoming dominant is a matter for geagral competition |

In the case of the Sun Communications project in Moldova, the Bank worked closely mith the regulator

the decision preventing the client from acquiring new oshigamiesh e pr oj ect 6 s mai n
came from the Adiibnopoly Commission.

Changing patterns of consumer behaviour

Asillustrated lyhe Bita i nvestment in Latvi a, consumer s
phone or SIM card. Operators assign telephone numbers for all of them and add to their numbers of
subscribers. Congeqtlyan operator having many subscribers (especially prepaid) can have very low

or no revenues and therefore its real value can be much lower than it seems based on subscriber
numbers. This is an important consideration for due diligence.

Risk managenten

Alternative cable television companies and internet service providers operate in highly competitive
markets and remain exposed to many acute risks such as changes in technology and regulation. As the
Bank6s investments i n $Srate str@ghiraguityfinaneng icam besverp r Bit
vulnerable and may result in substangal @tser types of financing (such asequigi with a

minimum return) need to be considered more often for such projects.
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Impact of number portability rieguéat competition

Unrestricted number portability is regarded as critical for the promotion of competition in mobile telephony.
However, ademonstratedtime experience of Tele2 in Russia, operators can increase competition and
expand the market withmumber portabilityregions where mobile penetration lisdegd, in such
regionsnumber portability might lead competing operators to pursue thessayaechsgbmers

instead of expanding the market. Moreover, in aliuegienportability might increase concentration

instead of increasing competition if termination rates are so high that customers are attracted to the same
networks as their frequent confactsch cases the reduction of termination rates shoeldrpreced
accompany the introduction of number portability.

Considerations for a new policy
Expansion of broadband penefirakiormain directiontelecoms sector development

As demonstrated during the Polkomtel privati®atianénd also highlighiadecent projects, the

main development in telecoms over the next few years will be the growth of high speed broadband access
(including 4G) using wireline or wireless technologies. For rural and, eemeteaticeasvill be

inceased by using various distinctive funding schemes such as minimum subsidy auctions and market
arrangements, such as municipal open &tasgeloping its new sector pdleyBank should

consider ways to beterphasis¢éhe opportunities for fimandiroadband infrastructure with both

operators and local authorities, particularly those which strengthen alternative operators (through
consolidation, for example).

Incorporating the promotionboimess or-gov er n me nt as pafotdifferdnt t he Ban
sectors and ategies for selected countries

Rel atively | ow use of internet in the Bankds CO
side investment in ICT infrastructure needs to be supporteddigedeseantet, asnuenstrated

during the Sun Communi cati ons , noadlpaedcavailabiliy Mo | d o v
exceeds broadband take for businesses as well as households. More vigorous premotion of e
business andgeover nment by trdse diff@enndedioss cquld belpefacititate thee c

telecoms sector development. The link between the new telecoms policy and other sector policies should
be considered, particularly in respecsafathand mediwized enterpriseMB andmunicipal and

environmental infrastructiii€) (sectors, as well as country strategiearffoitransition countries

(ETC% Integration ofbeisiness andgoavernment into different sector policies and country strategies

couldto a certain exteotlow the exampleemergy efficiency, which is now well integrated into the
Bankés projects across all sectors.

Financing network development in low population density regions

As the Tele2 experience in Russia demonstrates, regional operations outside the capital can be
successfuh large countriéghey can keep their costs low enough to take account of the low population
densities and low incomes in those regions. To do so, telecoms operators might need to use terrestrial or
satellite wireless technologies insteablelfie ones. Such Bank projects would benefit regional
development and could have strong transition impact and.additionality
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Participation in major privatisations

There are stildl sever al | arge t el ecaodmhichcompani e
might be privatised in the future. The Bank might play an important role in guiding partner countries and
individual clients through privatisation, including ensuring effectiveness of the regulator and providing co
financing to strategic investo

Refocusing telecoms TCs

In terms of policy dialogue and further technical cooperation, the Bank should continue to support the staff
of regulators and judges (throudtTthéor example), but focus more on the effective monitoring of
compliance amaforcement of regulations than on new legislation. Topics for the staff of the regulator
might include cost modeHipectrum auction designsangtiny of local loop unbundling and number

portability processes. Topics for judges in commeroigltountkide the consequences of delaying

the execution of regulatory decisions.

Regular policy updates

The ICT sector, including telecoms, is subject to particularly fast ettamgegyinconsumer
preferences and market patfEnesefors he Bankds operating prioritie:
become obsolete within years or even months. To ensure it stays abreast with the changing environment,
the Bank should consider introducing eithéanfual or serannual) reviews of its dp&rations

policy.

Considerations for project design and execution
Setting transition benchmarks

When setting transition benchmarks for telecoms projects, the Bank should take account of shifts in
demand experienced in the telecoms markets and én poefenemces elsewhdregoarticular, it

should note the possibility of mobile telephony substituting for fixed telephony, as well as the expansion of
mobile broadband.

Legal due diligence

In addition to analysing telespauific regulations, due tttershould be paid to general laws
(particularly antionopoly and competition) which can have profoundétepgaa sector projects.

Taking account of regulatory side effects

When supporting changes in the regulatory envihenBeamit,shoulike account of the side effects
of regulation experienced in comparable circumstances é&lspartietgar, the relevance of the
levels of termination rates and telephony penetration to numbshqddéaltpnsidered

Analysing subscriber base

When assessing the viability of an investment in a teleconitsi®péehtmistinguish between the
number of active subscribers and the total number of subscribers. An operator can have an impressive
subscriber base but little or no cashrfiowg fmm it.

Xi
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Financing high risk operations

When financing operations in highly competitive and risky markets, particularly with smaller telecoms
operators, first consider providingequési or subordinated debt rather than straight equity to mitigat
the risk of financial underperformance.

Xii
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1. Introduction

1.1 Scope of this report

The informatiomand communications technol@@y) sectoy particularly itelecommunicatisab

secto it ed e, c 0oims c e n tthe adonories ofrthe Bamk'srcoustries af cEeTdtion

narrowing the technology gap between them and others. Improving the Bank's operations in telecoms can
stimulate transition and contribute to the development of the countries.

Bank ICT operationsehdeen guided so far by the TO@8ommunications, Informatics and Media
Sector PolidBDS99 3) (the1999sectorpolicy), which replaced the policy of 1992. Theet889

policyhas been made largely obsolete by the fast development of n@@Fkandhleges caused by

the financial crisis of 20089. In 2013 the Bank intends to develop and adopt a new ICT policy to guide
its operations in this sector in the coming years.

This report has two objectives:

- to present the results of an indefgendgunation of the implementation of the parts of the
1999 sector policy related to the Bankds te
covers telecoms projects signed by the ICT team betdiédth20@§aluation period™)

- to present issuegdddeas which may be useful in the preparation of a new sector policy.

The 1998ector polidg concerned with telecamigrmatics amdedigTIM)lts replacement will be
concerned just with ICT, which has a narrower scope than TIM, which atsdiexueses
publications, outdoor advertisements and so on). For thisgacppseof ICT consists essentially of
those parts displayed in Figure 1. The main terms used here areAexdined in

Figure 1: Activities innformatiorandcommunicationsechnology

Electronic communication Information technology
Telecommun | Broadcasting | Electronic System Program Equipment
ications content integration and implemeation = design and
invention operation and fabrication
configuration

Increased competii®a major indicator used to assess the transition impact potentéBamdk risks

operations in telecdmBh i s report therefore 1 ooks particul é
competition in telecoms markets. Such competition has beenwsatorésalthe provision of

telecoms services depended strongly on a few large companies. In contrast with information technology
markets, most telecoms markets have large companies with extensive national physical network
infrastructures that have beeecstated or that use individliedlgsed radio frequencies. These

8The Bankés Office of the Chief Economist assesses a
indicators: the market structure indicgter ¢g8@tand the mark&ipporting institutions and policies fixed

indicator (5fkr cent Sixty peent of the first indicator relates to competition and private sector involvement in

mobile and telephony, while sgpamtgnodf the second indicator relates to the regulatory framework, primarily

that enabling competition in the telecom sector.
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markets form the focus of this report; the same focus is apparent in the objectiwestof the 1999
policy as shown in Box 1.1.

Box 1.1: The 1988ctorpolicy

The 199%ectorpolicywas largely concerned with electronic communications (particular
but it also called for participation in information technology and media projects. Media
with press publications and outdoor advertisements, for examplepaamidd bs publishi
projects but not as ICT projihetsgh there are possible substitutes in ICT. Heethf@icy
hadthe followimapjectives:

1 to promote sustainable network expansion, increase telephony density and in
quality

9 tofoster the emergence of innovative and advanced communications services
overall competitiveness of businesses within a country

1 toassist incumbent operators and the government in accelerating privatisation
1 todevelop appropriate regulatayegal frameworks

I toextend development of the sector beyond basic telephone services, includil
promote access to communications and information.

1.2 The approach to project evaluation

The Bank signed 22 telecoms prdljetdsl in Tables 6, 7 and 8nnex3) during thesvaluation

period4 To evaluate actual implementation of Bankthekeigsiatioteam (in consultation with the
ICTtean) selected six sample projects, each from a different country tastagdiffefréransition,
namely Albania, Latvia, Moldova, Poland, Russia ahdTBeghialuations entailatblyses of
country, sector and project docynmtatgiews with policy makers, regulators, bankers, clients and
customers of clierdad poject site visits.

The only telecoms project signed duravglttaiomperiod which has already been evaluated as an
Operation Performance Evaluation ROWE&R is Braeside Investments in URrawtdéchwas
added to the sample projects to formctiarolbf seven projects (theestudyproject¥), on which

this evaluation has been basece phaiects are listed in TabidBne)3.

Thecasestudyprojectgepresent half of the telecoms clients and projects in Albania, Latvia, Moldova,
Poland, Russia, Serbia and Ukraineagastudycountrie€§ and a third of the total telecoms clients
and projects signed duringuhleiatioperiod

4 Repeated or multiple country projects with the same client, as well as separate debt and equity projects, with the
same objectives, are counted as one pedgcims stdectors covered by this evaluation are deéfimsekin

1.

5The project in Latvaswvactually part of a regional oredgbatdvered Lithuania. The operations in both countries

were examined but the evaluation presented in this report focusses on those in Latvia.

6 PE16491
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Moreover, to assdbe fit between projects and policieglthatioteamconducted a desk review of
documentation related to 10 additional projects which togethmsedthdiyyarojectsformed a
sample of 17 policy review prdjeefsoficyreviewprojects").

Each of theasestudyprojectavas rated on a thymmnt scale (comprising "+", dmfl ) against

each of five indicators: fit with Bank policies, achievement of project objectives, financial performance,
Bank handling and transition impacestitimg ratings are justified and discusseaxes-11 for

all of the Case Study Projects except Braeside Investments (in Ukraine), which already had an OPER.

The evaluations of individasé study projectsin aggregate contributed to the firalnigshe
assessment of the Bankoés telecoms operations an
Organisation for Economieop@oation and Developm@ECI criteria adopted by IFls for

development assistance (displayed in Box 1.2). It also ym®Bt aasixg scale consistently

throughout this repoiibefellentt i apd) fatisfactorty fi argina) fi nsatisfactobyand fiighly

unsatisfactody The indators and ratings used in the evaluationsasettedyprojectscan be

related to the OECD criferia

Box 1.2: OECD assessment criteria for development assistance applied in this report

Relevancehe extent to which they fit Bank policies arycpeimuities.
Effectivenessthe extent to which they attained their stated objectives.

Efficiency the extent to which they obtained results (especially financial) effective

= =4 -4 -2

Transition impact and sustainabilitiye extent to which they helped Egefmuntries
their transition to market economies in a sustainable manner.

Inorder to assess the overall i mpact of the Bank
level, thevaluatiorrama nal ysed the changes i n tceunteesafms sect o
operatons ont ai ned in the Bankds 2006 and 2012 Trans
combined with those performed on the data provided by the Intenuationalidation Union (ITU),

contributed to answering key evaluation questions (as highlighted in Sections 2.4, 3.4 and 5.4), chief of
which wakwhat impact did the Bank have in the telecoms sectontirieissof operatidnsing the

evaluatioperbd?

1.3 Related policy studies

This report takes into acc@BRD and the knowledge ecomaomytipronged approach to ICT and
innovatiay(the knowledgeconomyapet) endorsed by the Board in 201kndwédgeconomy

paper examined how the Banlkd dmip to speed up the transition of a country to a knowledge
economy Its position on ICT is summarised in Box 1.3.

7In particular, "fit with Bank policies" amounts to relevance and "fulfilment of project objectives" amounts to
effectiveness, while "financial performance” and "Bank handling" are aspects of effip@ntgcaleeLibeece
forcasestudyproject®\aluation is related to theaint scale by identifying "+"ex@éllent” anddod”, "+/

with Satisfactory" anaerginal”, and' Wwith Unsatisfactory” armibhlyunsatisfactory".

8Meaning structures and institutions to let it innovagbgmgttiezate total factor productivity. growth
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Box 1.3: Thknowledgeeconomypaper

Theknowledgeconomyaperidentified four main requirements for a knowledgeiecxamaty
ICT infrastructureadequate economic and legal instjtgtmts education and trajnamgl
established innovation systems (such as networks of foreign firms, local firms, the s
and research institutes). The paper noted the widespthatl @& contributes to produ
growth and facilitates "green growth" in all sectors of the economy, including indus
transport management and office administration. It proposed a change in focus for t
that the Bank ddsupport innovation more actiiythe change in focus:

- Two thirds of the pipeline for the team in the near term would be likel
infrastructure needs, including broadband, 4G networks and, in some countri
networks.

- The team ould look for ICT opportunities that provide infrastructure the
innovation, such as IT service providers, data centre providers, equipment
producers, electronic content providers, incubators and accelerators.

- There would be a neamture capital investment programme building a portfoli
risk and higher return equity deals using external expertise and partner funds

- The team would no longer have media projects as a core activity (the namr
was changed from "t team™ to "the ICT team").

This report also takes into account the previous ICT sectorfEgkdoationunications, Informatics
and Media Sector Polc{®E05324S) of 2006 (the "2@B6torevaluatid). The 2006ector
evaluatioreviewedtitank 6 s t el ecoms policies of 1992
telecoms, summarised evaluation findings and identified future dpgrainitesommendations
are summarised in Box 1.4.

Box 1.4: The 2086ctorevaluationd main recomendations

- A new telecoms policy should address the needs of the early and interme
countriemore clearly

- Country strategies should provide more specific guidance on concrete
operational objectives for ICT.

- Policy dialoguesith countries of operatidrsving large remaining sector trar
challenges should be intensified.

- Attention should continue to be paid to restructuring and upgrading fixed tele
countries.

- New financing models (such as infrastrustig)e might be needed to financ
replacement or expansion of infrastructure.

and

169
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- More intensive technical cooperation might be needed to provide guid
sequencing of sector reform. It also should be conditional on reform decision

- Incentives for staff undertaking technical cooperation should be introduced
bias in favour of investment operations. More intensive technical coopera
needed to provide guidance on the sequencing of sector reform. It &s
conditional on reform decisions.

- Incentives for staff undertaking technical cooperation should be introduced
bias in favour of investment operations.

The 2008ector evaluatiors vi ew was t hat by undeanmeandthemati ng t
need for technical assistance throughout the process, the Bank had limited impact, especially in early and
intermediate transition countiegeverhte Bankds over all performance in
2005 wasvaluated dsiscesBib

The strong results for effectiveness and efficiendy (ratadd fyeellent respectively) were
tempered bii atisfactodp apd ratings for relevance and transition impact and sustainability. The
excellent financial results for ICT werd bglfavourable market conditions during that period
(especially the spread of mobile telephony).

The 2006ector evaluatigointed out that the Bank had a significant impact on telecoms in some
advanced and intermediate transition countries besaote inffixed network operator restructuring

in earlier years and in mobile network market expansion in later years. It considered that further efforts
were needed to achieve a great impact in various early and intermediate transition countries and to
ensure that TCs were follavpeah.

1.4 Structure of this report

Sections 2, 3, 4 and 5 apply the OECD evaluation criteria described in Box & .&lectmesBank
operations. They use the detailed evaluatiomas#stbdyprojectsthe limited reviews of the other
policyreviewprojects, and international statistical information.

Section 6 identifies findings and recommentagigsiem directly from the evaluations afsthe
studyprojectsn Annexe§-11, where they goeesented in more detalil.

Annexl provides expansions of the abbreviations and explanations of the phrases relating to regulation
and technology that are used in this report.

AnneX provides analyses of t h-€011Bramadodssunttie€df port f ol
operations

Annex3 provides details of ¢asestudyprojectspolicyreviewprojectsand other telecoms projects
(signed by the Bank but not reviewed under this study) as well as key statistics on projects signed in the
telecomsector by other IFIs duringuhleiatioperiod.

Annex describes selected findings and recommendations from past Bank ICT project evaluations.

Annex5 compares the sewse studycountriessix EU comparator countries (Austria, Denmark,
Germany, hitania, Slovenia and Sweden) and five countries from recent expansions of the Bank
mandate (Egypt, Jordan, Morocco, Tunisia and Turkey). The comparisons include indicators of ICT
development as well as of economic and legal development.



Special Studfelecommunications Sector Re&ield

Annexes to 11 arethe detailed studies of Albania, Latvia, Moldova, Poland, Russia and Serbia
respectively. Each quantifies market shares, outlines telecoms policiesasesiudypsoect
summarises findings and recommendations and identifies the peabpdtherribahteBank staff).

Annex12 discusses the southern and eastern Mediterranean @HEMIED)of operatiotts
guantifies market shares, outlines telecoms policies, and comments on the findings and recommendations
from t he Ba ntlevalsatidnethataceanoss relgvandtd these countries.
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2. Relevance

2.1 Summary

The relevance of Bank telecoms operations is the extent to which they fit the policies and priorities of the
Bank and the countries. In this evaluation it is takenetddoe dtieefit of telecoms projects with
Bank policy objectiaes tk fit of Bank policy objectives with country needs.

The evaluatiseachd the following conclusions:

- The fit of telecoms projects with Bank policy objectives canfbepdatesdatisl policy
review projecfeut of the 22 telecoms projects signed duewejuhion perjocan be
regarded as having objectives in theek@98policyand all except four can be regarded
as having two or three such objectives. Howeiters fivaited by potential conflicts
between strengthening particular market participants and increasing competition, and the
weak additionality of some projects: fitting with seet@®98liajoes not ensure fitting
with other Bank policies (opdsitrg competition, for exampdegtielessfour of the
severcase study projefitted fairly well with overall Bank policies and the other three fitted
with them to some extent.

- The fit of Bank policy objectives with country needs can hediatadtedylt is limited
by the 1998ector polidiself being now outdated and the neglect of telecoms and ICT in
some country strategies.

Overalthe relevance of Bank ICT operations is aasésgmi

2.2 Fit of telecoms projects with Bank potibjectives

Figure 2: Rating otasestudyprojectsfor the fit with Bank policy objectives

-

Figure Zummarises key conclusions of the detailed evaluations, i.e. tlasattsdypmjects
can be seen as broadly consistent with Bank policy objegqityen (ext@n cases, for their
additionality, which is discussed in Section 2.4.5).

However, twasestudyprojectsalthough consistent with the sE@8@policyobjectivesmight have

endangered competition by increasing market concentratibn Adthoogic there is no clear

evidence that in these cases consumers were hurt by increased concentration, the potentially negative
consequences of such concentration do not seem to have been considered fully in this regard during due
diligencerlhe followwg two examplegarticulaare relevant in this regard
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- In the Sun Communications project in Moldova, the main objective was for the client to acquire
other fixed television operators, especially in the capital Chisinau where it already had a high
marlet share in fixed television. By doinghéhiproject was expected to strengthen
competition in fixed telephony; however, it would have weakened competition in fixed
television. Ultimatéthys did not happen due to objections by-khenapbly Commission
and the high price valuations of the intended acquisition targets.

- In the Braesidavestments project in Ukraine, one of the two main objectives was for the
client to acquire other fixed television operators in towns outside the capital Kiev. However,
the client had the same owner as another company which had a high maeet share in fix
television in the capital and the two companies were merged one year after the closing of the
financing transaction. The merged company has high market shares in various places and has
had several court disputes with tHddhatpoly Commission.

2.3 Fit ofBank policy objectives with country needs

A view of how well the Bankés policy objectives
casestudyprojectswhich are likely to reflect some of the neeadss#stheycountries. Thereesar

five objectives in the 1889&orpolicylisted in Box 1.1. Each of these policy objectives might fit a
project, in that it is fulfilled if the project is successful; for instancecthpdi@9dbjective of

assisting incumbent operators andotfernment in accelerating privatisation Gsetatady

projectgin Albania and Poland). Thus the number of 1999 Sector Policy objectisesttitiing a

projects a measure of how well the 1999 Sector Policy fits the needs of thegcasespdydi

country(as there is one such project per country). This number is displagsedturdyechntryn

Figure3, which indicates that typically two or three of the policy objectives fit each project. This would
appear to indicate ayfgjdod fit between Bank policy objectives and the needs of countries.

Figure 3: Numbers of 19%&ctorpolicy objectives reflected in particut@sestudy projects

Albania

Moldova

Russia Poland

The objectives in the 18%%ompolicyare, of course, general statements of direction that do not convey
expectations in detail. The 48&®molicyplaces relatively little emphasis on telecoms markets other

than fixed telephony, but the main markets of Bank telecoms projectsAasesi3pwrclided

fixed broadband, fixed television and mobile telephony). More generally, some pa@attoin the 1999
policywere not widely reflected in individual projects as Bank client priorities continued to change. In
particular:
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- The 1998ectopolicydevotes considerable attention to fixed telephony operators and state
ownershiget already, as it observed, mobile telephony and private ownership were becoming
more significaat that timeA policy devised some years later would not attaoke the s
importance to increasing fixed telephony penestatohit might emphasise the need to
make mobile telephony available and affordable everywhere by, for instance, monitoring
coverage obligations and controlling mobile termination rates.

- A policydevised still more recently would stress the importance of the delivery of fixed
broadband by either the incumbent fixed telephony operator or alternative operators (such as
cable television operators) andiscniminatory access to ducts and localAedhe
1999sector poliayted, there were alreemyntries of operatiahsin advanced stage of
transitioandfixed broadband became important to some of them \@ry rapidly

The 1999ectomolicyenvisaged that the majority of the financingpniiulé to be provided as debt
but, though the proportion of equity transactions by valugemwesnp@fore the start of the
evaluatioperiod it was 5per centhereafter, as illustratedrinexX. In this respect the 1889or
policywas not implemented. Moreover;equitsi for risk management was not used consistently,
though again the 1966tompolicyexpressed a preference for it.

Whilethe 1998ectomolicyserved its purpose well for some years, it has become inatdatedgly o

because it does not take full account of changes in preferences among consumers (such as the use of
mobile telephony instead of fixed telephony) and clients (such as the use of equity financing instead of
debt financing).

2.4 Specific review questisn

2.4.1 How did the operational focus of the Bank and its individual transactions in
telecoms in 20Q4 incorporate and reflect the stEieygbjectives?

For each of the five objectives in theet8@policy(listed in Box 1.1), Figlirelicates howamy of
the 1policyreviewprojectappear to reflect the objettivenong these projects:

- 13 (76oer centappeared to have an objedtiyerdmote sustainable network expansion,
increase the density of telephones and improve qualityiahsemasedftetne caséor
projects that were intended to provide telephony.

- 12 (71per centappeared to have an objedtiester the emergence of innovative and
advanced communications services crucial to the overall competitiveness ofihusinesses with
a countryi” this was oftehe caséor projects that were intended to provide Internet access
or cable television.

- 11 (65per centappeared to have an objettivextend development of the sector beyond
basic telephone services, including ruedigromote access to communications and

9For instance, Lithuania is among the world leaders for optieap filyressiklential subscribers in capital cities,

while, by contrast, Poland is ten percentage points below the EU averegesftw brtld dcoadband and use

of the internet. Both Lithuania and Poland are regarded as being at an advanced stage of traasttion in the 1999
policy; the differences between them might be instructive for the replacemsatttofabieyt. 999

100ften project justifications did not make explicit reference to the objectisestoifbkicy98ad we have

hadto infer the relevant objectives from close examination of the project details. Hence we often refer to "appear to
have", not "hav&loreovehere we are examining the apparent objectives of projects, not the fulfilled objectives, as
we are concerned with the relevance of Bank telecommunication operations, not the effectiveness.
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informationri” this was oftethe casefor projects that were intended to provide Internet
access or cable television.

Figure 4: Numbers opolicy reviewprojectsfitting particular 1998 ctorpolicy objectives

To promote sustainable network expansion,
increase the density of telephones, and improve
quality of service.
15

To foster the emergence of innovative and
advanced communications services crucial to the
overall competitiveness of businesses within a

To extend development of the sector beyond basic
telephone services, including media, and promete
access to communications and information. \\ B

\ country.
\
\
\\
\ \\ / /
\ /
\ /
\ / /
To develop appropriate regulatory and IAJH /To assist the incumbent operators and the
frameworks. government in accelerating privatisation.

Because most telecoms privatisations were performed bedtuatithperiod the objective of
assistance in privatisation appeared in only twmlafytlreview projes discussed $action

3.4.2). Npolicy review projeatsre explicitly concerned with the objective of developing appropriate
regulatory and legal frameworks; this was addressddPbmahe details in section 5.4).

Figureb shows a very similar pattern foasigestudy projectghich therefore seerthig respect to
be typical of the telecoms projects signesvauigoperiod

Figure 5: Numbers ofase study projecfsting particular 199 ctorpolicy objectives

To promote sustainable network expansion,
increase the density of telephones, and
improve quality of service.

7
To extend development of the sector beyond
basic telephone services, including media, and /

To foster the emergence of innovative and
advanced communications services crucial tc
promote access to communications and

the overall competitiveness of businesses
information. within a country.
To develop appropriate regulatory and le ga_ \/Toassistthe incumbent operators and the

frameworks. government in accelerating privatisation.
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2.4.2 How were changes in the market reflected in transaction selection?

The content of tl&Tte a npbrdolio shifted in various ways over the past two decafds 1992
as displayed graphicalninex2. In outline:

- Over time, the proportion of projects and the amount of debt financing tended to fall slightly in
favour of equifipancing. The variations between years were large and the evidence for the
trend is inconclusive, however it generally reflects changing market sentiment in the sector in
the past decade, where commercial banks became increasingly comfortatite with the sec
risk in the region (particularly before the financial crisis), while demand for equity financing
increased as large privatisations, new ventures and private equity funds investments aimed to
narrow the regionb6s technol ogical gap.

- Before 20QVirtuallyall of the projects provided financing for electronic communications
(particularly telecoms); thereafpar5@nof the projects andg@s cenof the funds were
for electronic communications, with the balance being for information techri@logy and med
Threreforghere was a reduction in emphasis on electronic comnanudasorfiected
the addition of media as a newsesiibr under the 1988cy

- Before 20038 per cendf the projects andp& cendf the funds were for private sector
clients, with the balance being for public sectoXttie@803 virtually all of the projects
provided financing for private sector clients. Indeed the projects relatedetb state
companies were purely privatisations.

The shifts occurred at diffierates in different groups of countries, depending approximately on their
transition status. They are also presented in thAsneg.itn summary:

- The lowest proportions for debt finance propate¢dBy number of projects ange49
centby value) were in the countries that joined the EU in 2004 (Estonia, Czech Republic,
Hungary, Latvi a, Lithuani a, Pol and, Sl ovak
diminishing additionality in this rdb®rhighest proportions gée cenby number of
projects and 9&r cenby value) were in Central Asia (Kazakhstan, Kyrgyz Republic,
Mongolia, Tajikistan, Turkmenistan and Uzbekistan).

- The lowest proportions for electronic communications (particularly telecom®@rprojects (62
centby numbesf projects and @ér cenby value) were in the "candidate members" of the
EU (FYR Macedonia, Montenegro, Serbia anjdamdtkeyhighest proportions &4
centby number of projects ange®tenby value) were in the countries that joinéd the E
in 2004.

- The lowest proportions for private sector promat€nBy number of projects and 55
per cenby total value) were in the "potential members" of the EU (Albania, Bosnia and
Herzegovina and Kosovo), reflecting demanepfioatgatiofinancing The highest
proportions (1p6r cenby number of projects anc&b@eny value) were in Russia.

11The reference period is extended to incledgatierperiod years in order to better illustrate trends in the
telecomsector portfolio.
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The ways in which the Bank responded to the changing circumstano&sesfafsoperatiolog
altering the proportions of financing devoted to them, can again be expressed in terms of these groups of
countries, as described fullpme)2. In particular:

- Bank telecoms projects fell sharply in those countries which joined the B&ir reflecting t
lowerriskandthe Bk 6 s di mi n.i Ehépropagtiors oh thé dountias éhat joineg
EU in 2004 (Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, Slovak Republic
and Slovenia) rose topgb cenby number of projects anghésdcenby value before
accession but fell thereafter pe2tenby number of projects angde38&enby value
The proportions in the countries that joined in 2007 (Bulgaria and Roman&y rose to 27
centby number of projects ande2Zenby alue before accession but fell thereafter to 10
per cenby number of projects apdrZerty value.

- The Bankdés involvement rose in countries pr
receptive to accepting institutional and legal reforms whileestiedir regulatory
environment still kept many commercial lenders at bay, creating opportunities for the Bank.
The proportions in the "candidate members" of the EU (FYR Macedonia, Montenegro, Serbia
and Turkey) rose frono 33per cenby number of jgots and fromt@ 7per cenby
value The proportions in the "potential members" of the EU (Albania, Bosnia and Herzegovina
and Kosovo) rose fromo 30per cenby number of projects and fraon7per cenby
value.

Over the years, thevalue Bthen k 6s t el ecoms projects became much
of projects rose fronio831per cenby value but stayed unchanged, @arleentby number of
projects.

2.4.3 Were transactions designed with sufficient clarity, specificity ogs, benchmark
milestones and intended outcomes relative to the priorities set in the Policy?

Mostpolicy review projeatsre designed with clear, quantifiable and monitorable benchmarks and
milestones, specific to transition impact prioritie8 ilkigmages ich and how many of the seven
transition indicators were reflected in the transition bendiomémdokey review projéetdmong

these projects:

- 11 (6%er centhad benchmarks related to increased competition
- 14 (8%er centhad benchmaredated to market expansion

- 14 (62per centhad benchmarks related to demonstrations of new replicable behaviour and
activitiesespecially new products or processes, successful restructuring and new ways of
financing.

Because most telecoms privatisatmagperformed beforeeteduation perjdoenchmarks related

to more widespread private ownership appeared in onlypolicyafetview projedispolicy review

projectsvere explicitly concerned with benchmarks for strengthened institanionmlieies to

promote market function; these were outsourced to and implemieni{chbyetldetails in section

5.4). The remaining benchmarks related to skill transfer and dispersion (in two of the projects) and
improved standards for corporagengmce and business conduct (in three of the projects).

12]n some casdsenchmarks have been moved between indicators to achieve greater consistency of classification.
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Figure 6: Numbers opolicy review projectssing particular transition impact indicators

Increased competition
15
Improved standards for corporate governance an: \
business conduct ’.
‘ ‘ 4
\" , More widespread private ownershij
- trengthened institutions, laws and policies

Skill transfer and dispersiol promote market function

Market expansion

Demonstrations of new replicable behaviour a
activities

Figurer shows the corresponding informationdaseahstudy projectehich tend to use rather more
indicators his is partly because the evaluatioradehstudy projentade explicit the indicators that
had been left implicit and partly becauspdiomeeview projeatsre processed through facilities
intended to be lightweight

Figure 7: Numbers ofase studyrojectsusing particular transition impact indicators

Increased competition

A
Improved standards for corporate ’
governance and business cond(e ’\\

Market expansion

/\ More widespread private ownershi|
_ trengthened institutions, laws and policies

kill f i i .
Skill transfer and dispersiol to promote market function

Demonstrations of new replicable behavioy
and activities

2.4.4 What were the main additionality criteria for individual transactions?

At approvaghe main additionality criteria oasieestudy projeuatsre the following:

- Provision of a sizeable taibmteequity or quasquity financial package that was attractive
to the |l ead investor (due to the eixpectati ol
cited four times (Orion, Braeside Investnigris|kdimtel).

13Moreover, two projects that apohoj revieprojectgShant in Armenia and Irshad Telecom in Azerbaijan),

were processed through MCFF and did not specify transition benchmarks at all, as they were established as more
gener al objectives at t he f awgrespdcttofysonie efitefdcilitiesTaming was i n
to streamline and speed up the approval of smaller investments.
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- Provision of political comdfiéth, country and sector knowledge and a perceived ability to
address regulatory issues, such as discrimination, with the government through technical
cooperation projects andaing policy dialogueted four times (Alkbtelecom, Tele2, Sun
Communicatis, Polkomtel).

- Provision of financing on terms more acceptable than those available on-tésigrisis, post
or, in the case of Moldova, everrigi® market, primarily in terms of longérdiezebr
three times (Albtelecom, Tele2, Sun Conwngihicat

- Support (as equity-ilmeestor) in the restructuring of the investee company or in the
introduction of better corporate governance standiéedsthree times &BiSun
Communications, Polkomtel).

- Ability to ensure successful commercial tioabilifarough syndication or the
encouragement of local bond invéstites) two times (Albtelecom, Tele 2).

Four out of sevease study projeetere signed after the 2008 financial crisis. Toasthistady

projectsigned in 2007 were Sun Caisations in Moldova, Breaside Investment in Ukrage and Bit

in Lithuania/Latvia. The additionality of the first two projects was relatively strong due to the perceived
high political risk associated with Moldova and Ukraine, as well as thevatesewvestofpin case

of Moldovet Howevert he case for the addit idavasaneaktayd of t he
rested mainly on the argument th@atsBit e mer gi ng mar ket origins and it
Latvia made it difficultnid ¢einvestors. This argument was accepted and the transactiobwtpproved,
thswaper haps mainly due to the Bankods -Eurapag standi
Partners, of which one-Presiden.he partners is former

The additionality of ICT projecigttmso st of the Bankds projects) beca
the years 2047, as reflected in the small number and volume of the signed projects. For example, the
ICTteamsigned only three projéct2006one in media and two in telecamashe aggregate

vol ume of the Bank®ds uR3niermhe gar 2087 ovasssligiptly kefteefort s wa's
the ICTeamas it signetiOprojects, of which seven were in the teleceertaumdudinghethree
projectsnentionedbove Thecase study projec@rion, Albtelecom and Teld2ch were signed

during or shortly after the financial crisis and in the Intermediate Transjtidid Gounaimss

additionality questions. Howeeeadtlitionality of the Polkomtel project signed in Poland in 2011 was
subject to lively discussion by the Board. The case for its additionality rested on the provision of a sizable
tailormade quasiquity package, which was attractive to the leadinintrestexpectation of the

Bankb6s support in the company6s restmamyct uring a
Diretors questioned these arguMeitise such a transaction in a seasoned EU member country with

a market leader and in aadive sector raised the interest of many potential investors.

During the interviews withtevh@uatioream the Bank clients stressed that EBRD participation gave

others the confidence to invest and raised expectations of more judiciouhoegtlatiere 5l no

clear evidence, the Bankés perceived ability to
telecoms sector is indeed highly politicised.ti@vadiitionality of the telecoms projects represented

by thecase study peajsis considerd@irgelyerified

14The OPER for Braeside InvestmentsA®H H3sessed its additiomaliterified in part, pointing out that
Providence Equity Partners fund made a large investment into merged company only a year later.
5%0O0ne of the Directors abstained from voting due to th
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3. Effectiveness

3.1 Summary

The effectiveness of Bank telecoms operations is the extent to which they attain their stated objectives. In
this evaluation it is taken to be the extenfuifilment of projelsfectives by telecoms progaats
the fulfilment of Bank policies by telecoms projects.

The evaluation reaches the conclusion that:

- The fulfilment of project objectives by telecoms projects can teatisfectaylt is
limited by the failuresofme of Bank clients to make planned acquisitions or introduce
required services.

- The fulfilment of Bank policies by telecoms projects can Begdidtiiadimited by the
existence of project objectives, which might be seen as contrargutasoymblieies
or emerging market trends.

Overaltthe effectiveness of Bank ICT operations is asseatisthet®ry

3.2 Fulfilment of project objectivestejecomsprojects

Figure 8: Rating otase study project®r the fulfilment of project objectives

o+

o+

Notall of thease study projetuffilled their main objectives. In particular:

- In the Sun Communications project in Moldova, the main objective entailed the acquisition of
other fixed television operators. However, the acquisitions made wereplsmaédr than
and the role of acquisition in the company strategy was greatly reduced. Larger acquisitions
were not made because regulators feared that certain acquisitions would decrease
competition too much and because the acquisition targets demaceedvhéghtpeay
knew that the Bank was involved

- In the Orion project in Serbia, the main objective was for the client to reach certain targets for
market shares and revenues by growing, both organically and by the acquisition of other fixed
broadband opeset, to create a national netinekboardubsequenthgreed to reduce
the role of acquisition in the company strategyeadihe deadline for reaching the
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targets. Though acquisitions were made, they were smaller than planned because the
originayl intended acquisition targets became too expensive on hearing of Bank involvement.

- In the Braesidievestments project in Ukraine, the main objectives entailed the acquisition of
other cable television operators and the improvement of service quality and range, especially
in the acquired networks. Other companies were thoggihedot to the extnginally
planned because of the high prices demanded. However, service quality and range were not
improved, so the client was unable to offer adequate fixed broadband and abandoned any
intention of offering fixed telephony.

3.3 Fulfilment of Bank policy ebtives bytelecomsrojects

Among thease study projetkere are those which were expected to promote sustainable network
expansion (Serpfar exampleincrease the density of telephones (Albania) and improve quality of
service (Moldova). In sorsesthe expectations have not been fiilfpmiestance, fixed telephony

penetration (which was the usual understanding of "the density of telephones” in 1999) is declining in
many countries and when it increased in fiban@ease accrued tocent i t or s not t o t hi
client. The extent to which theské@89policy objectives have been fulfilled dasthstudy projects

is illustrated in Figlre

Figure 9: Rating otase study project®r individual 1998ectorpolicy objectives

m Appeared to fit and
to fulfil the objective

m Appeared to fit but not
to fulfil the objective

To promote sustainable To foster the To assist the incumbento develop appropriatélo extend development

network expansion, emergence of operators and the regulatory and legal of the sector beyond
increase the density of  innovative and governmentin frameworks. basic telephone
telephones, and advanced accelerating services, including

improve quality of communications privatisation. media, and promote

service. services crucial to the access to
overall competitiveness communications and

of businesses within a information.

country.

By contrastithr Figur® (illustrating how mamage study projeeigpeared to have particular policy
objectives), the intention of Fijizeo count how margse study projettave fulfilled, or are

fulfilling, the objectives, so as to provide a vieweasftiteevelxich the 13@@tor polidyas been, or

is being, implemented. This view suggests, for exatngte/ctipabjects in Albania and Poland have
succeeded in assisting the incumbent operators and the governments in accelerating lprivatisation, whic
was an objective of the E@@gor policy

Thecase study projeetere signed during ¢veluation perjasb they are not fully representative of
the projects signed after the adoption of treed®8Policyor instance, the Bank has assisted
incumbent operators and governments in accelerating privatisation, but the importance of doing so has
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been reducing: the Bank was involved in modernising or sellingveigiut sfemators before the
adoption ofénl99%ector policyour after the adoption of thesE@®8r polidyut before the start of
theevaluation perjcahd two thereafter. There are now oobufitrées of operatiargre the only
fixed telephony incumbent operator is majoaynsidfe

The Bank was also developing appropriate regulatory and legal framewoekalatrimgpéeod

theLTP implementedtééhnicatooperatiofilr C) projects in 12 countries (all outside the EU), including
Albania and Moldova (for which tieemoae details in Section 5.4). Importantly, the development of
regulatory and legal frameworks was not an explicit objeptilieyehéeyprojectas formally such
activities were implemented n odordibation withte lGpr oj ect
team). Thus, Fig@eé ndi cat es n @fdthe bhyectivetohdeveldmgdlatory larmd degat

frameworks.

Nevertheless, as explained in Section 3.4.4, nearly half of the countries in which the TC projects were
implemeted made progress in transition.

Stakeholders in Albania, Latvia and Moldova confirmed the value of these programmes but suggested that
TC projects should now focus on effective monitoring and entferedytere would be stronger
links with invesént projects and ways of facing the challenge of developing and maintaining competition.

3.4 Specific review questions

3.4.1 To what extent did other international financial institutions engage in telecoms
in the Bardksountries of operat®® what extent theé Bank cooperate
with them?

Table 9n Annex3 displays the numbers and values of IFI contributions to telecoms projects in the Bank
countries of operatisigged during teealuation perjdtie table compares the number and value of

the Bank projeatdth those signed by the European Investment Bank (EIB) and the Wafld Bank (WB)

i n t h eounBiasnokopesatiofe table also displays the numbers and values of some telecoms
infrastructure projects signed duriegatibation periodl4countries outside the EU and financed by

private banks and funds, without IFI parti€ipation

Other IFls (such as the Asian Development Bank and the Islamic Development Bank) did not fund
telecoms projects in the Baoktries of operatidosing thewvaluation periollowever, some other

banks are becoming reledan2006,0f instance, the Exponport Bank of China provid&@

million tBelarus Telecommunications Network, owned by Turkcell and the government, to build a mobile
network.

The anadyjsof figures in Tabls@nnex3 can be summarised as follows:

16These e Azerbaijan, Belarus, Moldova, Turkmenistan and Uzbekistan. Various other countries, such as Serbia
and Slovenia, still have majority state ownership despite attempted sales.

17The figures for a single client combine repeated projects and semhegaiteptaects but split multiple

country projects between the countries (except where no such split is feasible); consequently the numbers in Table 4
inAnnexXd do noadd upo the numbers of projects used in this report. The figures for tientlodie 8H-C.

18These numbers &orld Bandstimates and are probably underestimates. They consider only infrastructure
projects so they exclude some investments in Internet service providers (such as the purchase of Om.Net in FYR
Macedonia by Teleldlovenije in 2006). They rely on publicly available information which is scanty for many
operatorespecially if they are not publicly traded. Also, they do not record public investment in infrastructure
projects because no techniques for colledtiisggo@gating data for each sector are used consistently and

reliably by many developing countries
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- In theevaluation peritiile Bank sign€®19 million (for 22 projects in 17 countries); the
corresponding figures for the European Investment Bank and the Wolkigkdldnwvere
(for 11 projects in 10 countries)7dnahillion (f8projects ificountries) respectively.

- The Bank signa®91 million (for 18 projects in 13 countries) outside the EU; the
corresponding figures for the European Investment Bank and the Wodldl i&Hiok were
million (fo# projects i3 countries outside the EU) @tidmillion (f@ projects ib
countries outside the EU) respectively.

- Other, nolF| investors committed to provide atBe¢hbilion for 17 projects in 14
countries outside tBE!® The Bank signéd18 million for a different collection of 14
projects in 13 of these countries (with no telecoms project in Montenegro).

The Bank and the European Investment Bank both signed projects in Poland, Russia and Slovenia; the
Bank and th&/orld Bank both signed projects in Moldova, Mongolia, Russia and Ukraine. Howevetr, in
the evaluation peritkdere were no telecoms projects in which the-fBericexb alongside the

European Investment Bank or the World Bank. One fund in whieim tinvé&stnopiet Bank invested

was subsequently the main investor in projects in Bosnia and Herzegovina, Serfiaahittslovenia

the Bank also invested

The onlgase study projétiwhich the Bank cooperated with another IFI, sharing analysis and providing
financing, was in Albania, where the Baid0lemtlion and the Black Sea Trade and Development

Bank provide5 million to Albtelecom. In that case, the Bank also shditidited to commercial

banks. This illustrates the Bankdéds wusual appr oce
encourages the participation of commercial banks (particularly local) rather than another IFI. However, t
emphasis in thenavledge economy papermeeting the four main requirements for a knowledge

economy (outlined in B8kand woikgto provide ICT applicatioi@&scould open opportunities

for more widespread collaboration, particularly witip¢iae EhvestmeahB

The projects to which the IFls contributed included substantial private participation. B&¥ instance, the
million lent by European Investment Bank to a projectaekiasdigb the second mobile telephony
operator was onlyfd cenof thai290 million invested overall.

All these figures relate to new commitments made dwahgatioa periofhere were also very
large ongoing commitments excluded from thesé flyair¥gorld Bank estimates that private
investment in telecoms in Rassl Turkey during é¢hialuation periachounted ta1.8 billion and
010.2 billion respectively.

Overallthe Bank acted as a catalgstas a main reagand itsparticipation ensured that some
projects happened when they noighavetherwise.dwever, its contribution to telecoms investment
in percentage terms was very low. For instance, even outside the EU it prpgideshohip&4
amount provided by the European Investment Bank aper a@ytd the amount provided by
investorsther than IFls.

3.4.2 What role did the Bank play in telecoms privatisation processes?

During thevaluation peritdte Bank played a limited role in telecoms privatisation, participating in two
such projects, mainly because most of privatisation in thak geat® before ¢évaluation period

190f this sund1.59hillion was devoted to the privatisation of Mobi63 in Serbia.

20Table 4 iAnnex3 does not include this investment by the Hurggstiarent Bank (amountié@jztanillion) because

formally the client was in the Usguilastern Europe. For a similar reason, this table also excludes an investment by the
European Investment BaaR2H million in a satellite company. Thevesach exclusions from the figures for the Bank.
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The two privatisations in which the Bank did participate were Albtelecom in Albania and Polkomtel in
Poland (bottase study projéct$he total volume of the Albteleansaction was EUR 171 million
and the Bank provided EUR 30 million of gebtcgl)t while the privatisation of Polkomtel was the
largesteveraged buycerer in Poland, with financing ne€dssdbillion (the Bank provid@ed
million, or abbd.5per centin quastquity for this transaction). During interviews ewéhuatien

team the Al btelecom and

Pol komt el managers

privatisations, especially because of its work witmtinegoased regulators.

Tablel summarises the five other privatisations in thedBatdes of operatiautside the EU
during thevaluation perjad which the Bank (or other IFIs) did not participate. Together these called for
investments @#.2 hillion (including sums committed for network expansions as well as company

purchases}

Table 1: Details of privatisations outside the EU without Bank participation eémaibation

period

Investor and
shares acquired

Privatisation project

BelarusTeleconmunications Turkcel 80per  30Jur06

Network cent

Telekom Srpske (m:tel)  Telekom Srbi&5 18Jun07
per cent

United Telecom (Silknet) Silk Road Group 12May06
and TuranAler@0
per cent

Mobi63 Telenor 100per

cent
EPIG 93per cent 11-Marll

31-Aug06

Ukrtelecom

Ot her privatisations i

Signing date Purchase

Main market Country

price and
other
investmerg
(EURDOO0)
790,001 Mobile Belarus
telephony
792,00(Mobile Bosnia and
telephony Herzegovina

102,00t Fixedelephon Georgia

1,590,00 Mobile Serbia

telephony
931,00(Fixedelephon Ukraine

the Bankés COO did not

government expectations in respect of the value of the companies being privatised. For instance:

- InKyrgyz Republibe governmesminounced in 2008 that it would sghlea @8nshare
in Kyrgyztelecdmtsubsequently rejected all offers made by six international consortia. The
currengovernmenelected in 20X2aimed that their predecessdhg péenned to sell the
company to friends of the former president at low prices.

- In Serbighe government announced in 2010 that it woulgeelt@nbhare in Telekom
Serbijdutrejected the only offeeceived, from Telekom Austria, adiit.Wésllion)0.3
billion below the minimum asking price. Subsequeethce®f the company was

distributed to ci

Ther e
but sometimes for other reasons. For instance:

have al so been

ti

nat.i

zens and the companyds

onal i sati onsflicisn t he

- In 2012the Uzbek government alleged that MTS of Russia (which was the main competitor of
the statewned company) was evading taxes and failed to meet regulatory standards. The

21The purchase of Telekom Srpske by Telekom Srbija is regarded as a privatisaticathotigk tett&rinm Srbija was still

stateowned despite tBee r b i an

gftontseorprivatiseritt 0 s

stress

er

Bar
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MT S6 o p e rwas ¢amcglledlanddte assete seized. A court annulled the seizure but
fined MT8460 million.

- In 2012 Telekom Srbija (majorityostaesl) bought @ér centf the company owned by
OTE of Greece.

Problems of state ownership continue to be diffiolvetd he Bank successfully assisted with one of
them outside the EU (Albania), however five other privatisations have also proceeded successfully without
Bank or other IFI participation.

3.4.3 What was the level of competition in the sector in 2006Ad?at is i

Increased competition is usually expected to lead to fatirigiple2dan abbreviated version of

Tablel4in Annexs) provides the known changes in prices betwddnir2@08 Badksountries of

operationdor three "price baskets" (kad ftelephony, mobile telephony and fixed broadband)
considered by the International Telecommunication Union (ITU) to be appropriate to low and middle
income countries. The changes are expressed in terms of changed proportions of Gross National Income
(GN) per head, so they indicate changes in affordability at least as much as ckfanges in price

Table 2: Changes in telecoms affordability in the Bagsduntries of operationsetween 2008

11
Country Fixed telephony Fixed broadband Mobile telephony
Basket price Changen Basket price  Changen Basket price  Changén

aspercentage basket price aspercentage basket price aspercentage basket price
of GNI per  percentage of of GNI per  percentage of of GNI per  percentage of

head GNI per head head GNI per head hea GNI per head
(percentage (percentage (percentage
points) points) points)
2008 2011 200811 2008 2011 200811 2008 2011 200811
Albania 1.3 2.3 +1.0 9.2 3.5 5.7 12.¢ 7.8 4.8
Armenia 1.8 1.6 0.2 14.C 7.9 6.1 5.2 3.3 -1.9
Azerbaijan 0.8 0.6 0.2 26.7 2.8 -23.€ 2.2 2.0 0.2
Belarus 0.3 3.6 1.8
Bosnia and 2.4 2.5 +0.1 3.8 2.0 -1.8 4.8 4.0 0.8
Herzegoving
Bulgaria 2.9 2.2 -0.7 3.1 2.6 0.5 7.2 6.3 0.9
Croatia 1.6 1.5 0.1 1.8 1.6 0.2 2.5 1.3 -1.2
Estonia 1.1 1.0 0.1 3.1 1.7 -1.4 2.2 1.9 0.3
FYR 3.9 3.1 -0.8 4.1 34 0.7 7.4 5.0 2.4
Macedada
Georgia 1.3 1.0 0.3 23.C 3.8 -19.2 6.8 4.6 2.2
Hungary 2.6 2.1 0.5 2.2 2.0 0.2 3.0 2.6 0.4
Kazakhstan 0.4 3.8 1.9

22| evels of competition are often identified with inverted levels of concentration. This identification is atenetimes inappropri
increased concentration might result in inereededreasethmpetition, if, for example, two small complemeritasy opera

merge. Also, levels of concentration can be difficult to determine, as disaggregated market shares anispatfits are often publ
only for dominant operators.

23Pricing plans vary greatly. The price baskets in Table 3:2wslepeintng plainsm the dominant operator for the service

in the country. They assume prepayment for mobile telephony and ignore special offers. Though such plans are most likely to b
used by loimcome customers, they are generally not the cheapest, especiallgre/temyehdifferences in market shares

between operators.
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Country Fixed telephony Fixed broadband Mobile telephony

Basket price  Changen Basket price  Changen Basket price  Changen
aspercentage basket price aspercentage basket price aspercentage basket price
of GNI per  percentage of of GNI per  percentage of of GNI per  percentage of

head GNI per head head GNI per head hea GNI per head
(percentage (percentage (percentage
points) points) points)
2008 2011 200811 2008 2011 200811 2008 2011 200811
Latvia 1.1 1.0 0.1 2.5 1.3 -1.2 1.4 1.3 0.1
Lithuania 1.5 14 0.1 1.5 1.1 0.4 1.4 1.0 0.4
Moldova 1.8 1.3 05 18t 8.1 -10.4 12 8.4 -3.6
Montenegro 1.9 14 0.5 3.8 3.3 0.5 2.8 29 +0.1
Poland 2.6 2.0 -0.6 2.5 1.9 -0.6 2.0 1.2 0.8
Romania 2.0 1.9 0.1 1.0 1.4 +0.4 3.5 34 0.1
Russia 0.8 1.7 1.6
Serbia 1.0 14 0.4 64 4.2 22 25 21 0.4
Slovak 1.7 1.3 0.4 2.0 1.9 0.1 2.9 2.7 0.2
Repblic
Slovenia 1.0 0.9 0.1 2.1 1.7 0.4 1.1 1.2 +.1
Tajikistan 14 543.7 12.7
Turkey 1.8 1.7 4.1
Ukraine 15 1.2 0.3 7.1 3.0 4.1 5.2 2.6 2.6
Uzbekistan 0.8 187.t 3.2

Data for Kyrgyz Republic, Mongolia and Turkmenistan is not avAiteie®. fobegore information.

Thefollowing items standfoarh the figures in Table 2

- Affordability of fixed telephony increased by between 0.1 and 0.8 percentage points (or a
factor between f6r cenaind 3(er centin almost all the countries for which there were
figures except Albania and Serbia, wieree@ésed by 1.0 and 0.4 percentage points (or
factors of 7ger cenaind 4(per centrespectively. In Albatiia Bank assisted with the
privatisation of the dominant fixed telephony operator, time Sgabia supported the
development of an altiéveaoperator that did not aim to be a price leader.

- Affordability of fixed broadband increased by between 0.1 and 23.9 percentage points (or a
factor between f6r cenand 9(er centin almost all the countries for which there were
figures excepomania, where it decreased by 0.4 percentage points (or a fi@ctor of 40
cenj and wherehé Bank had no relevant project. The largest price drops occurred in
Azerbaijan, Georgia and Moldova. The Hinakaad one broadband project in Azerbaijan
(Daacell, witld3 million equity) and one in Moldova (Sun Communicati>msilliith
equity and4.5 million debt). The Bank had no broadband projects in Georgia.

- Affordability of mobile telephony increased by between 0.1 and 4.8 percentage points (or a
factor between p6r cenand 8(er centin almost all the countries for which there were
figureg* The Bank dinanced mobile telephony projects in Albania, Russia, Kazakhstan,
Poland, Latvia and Tajikistan.

24The limited value of these figures is illustrated by the case of Latvia, where the decrease according toaggem was 0.1 percent
points (or a factor @er centthough the Bank clieaintains that average per minute prices feéiroged8fter 2009.
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Fixed telephony was still more affatgabimobile telephony in almost all the countries for
which there were figures.

Fixed broadband was still not affordable enough in Armenia and Moldova (and in Tajikistan
and Uzbekistan, if those figures are to be Beldwedthe Bank supported the
development of cable television operators that offered fixed broadband.

Mobile telephony was still not affordable enough in Albania, Bulgaria, Moldova and Tajikistan.
In Albanjahe Bank supported the development of the third mobile telephony operator. In
Bulgaria, Moldova and Tajikistan the Bank had no relevant project

What were the gaps in, and challenges to, competition? How did the Bank try
to address them?

A different view of the degree of competition is provided by the detailed analysitheeBamikue that

uses to assess thevel of transition in telecobhss technique is used by the Office of the Chief
Economist in the annual transition reports and other documents published periodically by the Bank. It is
described fully in Table M.1.4ke & B R Di@rssition Report 20itZombines two scores into a

single score for each country, with equal weightings, for:

markefstructure, measuring competition and private sector involvement in fixed telephony and
mobile telephony in terms of coveragd;ation, market shares, percentages of private
ownership in incumbent operators, and the availability of number portability

market supporting institutions and policies, evaluating the institutional and regulatory
framework for promoting competitiomsnoteregulatory independence, dispute resolution

and appeal processes, market access, competitive safeguards and interconnection
capabilities.

Using this technigtlee Bank scored the level of transition in telecoms in each country of operation in
2006and 2012 on arpoint scale from 1 to 4+ (with intervening poings 2+, 33, 3+, 4and 4).

In this, 1 represents little or no change from a rigid centrally planned economy and 4+ represents the
standards of an industrialised market ecbhemgdting scores and the differdeteeen 2006

and 2012 scores (if any) are presented in Table 3.

25The rapid falls in the figures for Azerbaijan and Georgia shgljestetthatvailability of the technology was leading
essentially to rationing.
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Table 3: Extent of telecoms transition in the Baokintries of operations the evaluation

period
Country Score Increase in score
(scale points)
2006 2011 20062011

Albania 3 3+ 1
Armenia 3 3 1
Azerbaijan 2- 2- 0
Belarus 2 2 0
Bosnia anderzegovina 2+ 2+ 0
Bulgaria 4 4 0
Croatia 3+ 4 2
Estonia 4 4 0
FYR Macedia 3 4 2
Georgia 3 3 0
Hungary 4 4 0
Kazakhstan 3 3 0
Kyrgygtan 3 3 0
Latvia 3 3+ 1
Lithuania 4 4 0
Moldova 3 0
Mongolia 3 1
Montenegro 3 3+ 1
Poland 4 4 0
Romania 3+ 3+ 0
Russia 3 3+ 1
Serbia 2+ 3 2
Slovak Reyblic 4 4 0
Slovenia 3 3+ 1
Tajikistan 2+ 2+ 0
Turkey 3+

Turkmenistan 1 2- 2
Ukraine 3 3

Uzbekistan 2 2

The analyses in Table 3 illustrate that dwirajuhton period

- Four countries (Croatia, FYR Macedonia, Serbia and Turkmenistan) made substantial
progress in telecoms transition: they rose by two points. The E26kmsigredor
telecoms projects in those countries. There were no EIB or the World Bank/IFC projects in
these countries.

- Seven countries (Albania, Armenia, Latvia, Mongolia, Montenegro, Russia and Slovenia)
made some progress in telecoms trangiggnree by one point. The Bank sig2fs
million for telecoms projects in those countries; the corresponding figures for the European
Investment Bank and the World Bank/IFC0@arellion ad85 million respectively.
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- 17 countries did not makepaogress in telecoms transition. The BankiZfghedllion
for telecoms projects in those countries; the corresponding figures for the European
Investment Bank and the World Bank/IFC wg&8iwllion and16 million respectively.

- In 2012 six cauvies (Azerbaijan, Belarus, Bosnia and Herzegovina, Tajikistan, Turkmenistan
and Uzbekistan) were at ley2l@ 2+ for telecoms transition; one had made clear progress
(Turkmenistan), however from a very low base of 1. The main transition gaps in these
countries related to the lacking or inefficient regulatory regime and the existence of a state
monopoly in different telecoms subsectors. The Bank signed (89 prilinie for
telecoms projects in those couditiiesre were no EIB or the WorldIB&argrojects in
these countries.

- 15 countries (Albania, Armenia, Georgia, Kazakhstan, Kyrgyz Republic, Latvia, Moldova,
Mongolia, Montenegro, Romania, Russia, Serbia, Slovenia, Turkey and Ukraine) were at level
3, 3 or 3+ for telecoms transition;haighinade clear progress. The Bank &&fided
million for telecoms projects in those countries; the corresponding figures for the European
Investment Bank and the World Bank/IR(T.0&hition and71 million respectively.

- Eight countries were atlldver 4 for telecoms transition. The Bank(gigGedillion for
telecoms projects in those codhtifiescorresponding figure for the European Investment
Bank wagl.63hillion. There were no World Bank/IFC projects in these countries.

These figuresuggest that the Bank directed some of its funds to countries that it judged to be either
capable of or in need of telecoms tramsitign;the poinother IFls did not direct their funds to those
countries. The Bank attempted to find and supmingpbeit relatively weak, alternative operators

in those countries where the telecoms transition challenges remaineiéthexéargst the Bank

had projects in Moldova, Serbia and Ukraine, as well as in each of the six counries 2t.level 2

The Bankds success was per hap 2orl2iertept ferdBoshize c aus e
and Herzegovina) lack adequate regulatory and legal frameworks and have governments that are not
interested in changing matters in themsetemor by accepting technical assistance.ffom IFls

However, the Bank directed much of its funds to countries that had already made much progress. Its
investments in telecoms were largely oppdrtheistigest of them followed the demanddngm st
sponsorss demonstrated bydhse study projegibtelecom, Polkomtel and Tele2.

Alternative indicators to the above have beenArssekSn(particularly table 10, 11 ahdol2

illustrate differences in the telecoms sector developrfeentircalifties, includiage study
countriesselected EU countries and SEMED countries. They provide measures of ICT development
(I' TU6s I CT devel opment i ndex) in the broader <co
press freedom, judicidependence and global competitiveness.

2¢0ne of the projects in Boand Herzegovina was cancelled before disbursement. The figures presented in this report

nonetheless included®enillion allocated to that project among the totals.

270f this su@00 million was devoted to the privatisation of Polkomtel in Poland.

28TheTransition Report2612 sessed the transition gap in ilasgeduitmnohisveupp:d
(Azerbaijan, Belarus, Tajikistan, Turkmenistan and Uzbekistan) out of the six countrie2 eat2d. vazealiaight be

an exception to the belief that the governments of these countries do not welcome technical assistancerfrsm IFIs in the telec

sector, as it accepted a TC managed by the Bank elvelngttbe period
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3.4.5 What are the main challenges to increasing competécmmisn the
Bank sountries of operatdns

Since the adoption of the $88tbr policgxperience has confirmed that privatisation is only one step

in forming a walhctioning markparticularly iratvia and Moldowsiter privatisation, an incumbent

operator typically has significant market power and sells wholesale services to its retail competitors which
have very much smaller networks. tWtfemtive monitoring and enforcement of regulations, the
incumbent operator might indulgednrapttitive practices by:

- squeezinghe margins of retail competitors by raising its wholesale prices unjustifiably or
lowering its retail prices unjbbtifia

- lettingts retail operations buy its wholesale services on terms unavailable to retail competitors

- lettingits retail operations exchange information with its wholesale operations in ways
unavailable to retail competitors

- providingncentives to whedée employees that depend on retail performance

- exploitinghe corporate connection between its retail services and its wholesale services in
branding, marketing or sales.

Companies that have significant market power and that provide both comdhooitatioiisugh

as large cable television operators in some countries) might also indulgecamzeiitiveanti

practices. In particular, they might violate network neutrality by not letting their competitors have the
quality of service that theydwavi their networks to their own content.

Even without overtly-anmnpetitive practices, increasing competition is challenging in many countries for
at least the following reasons (some of which were recognisedéttimepbdiy

- Operators Witstrong cash flows can play on the weakness of alternative operators and cut
prices for some time. This is particularly so when the alternative operators have high leverage,
perhaps resulting from having been acquired.

- As mentioned in Serbia, wholesadglies such as Local Loop Unbundling (LLU) intended
to encourage competition in providing local loop services can be complicated to implement,
monitor and enforce effectiVlgy alsoapply only to the incumbent fixed telephony
operator, though the inmem fixed television operator might be equally dominant in some
towns.

- Land ownership might be complicated or difficult to ascertain, or municipal authorities might
not apply planning rules impartially when aerial cables, radio towers or redd tvrenches ar
approved. As noted in Moldova, alternative operators are then disadvantaged, especially if
they do not have rights to occupy the ducts and other facilities of incumbent operators at fair
and nodliscriminatory prices.

- As suggested in Albaniarrative operators can find difficulty in getting the regulator to
appreciate their points of view because they are too small to have political influence or to have
many employees dealing with regulatory affairs.

- Developing a strong competitor can rfeej@cguisition of several companies. This can be
infeasible because the individual companies are too expensive or the combined company
would have too large a share of another market. Even if the companies are acquired,
integrating them successfully nesdgement attention and skill.
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- Consumers might not have enough knowledge or skill to choose between operators in ways
that exploit and thereby encourage, competition.  For instance, the tariffs might be too
complicated to understand fully, the gusdityice’s might be improperly documented or
advertised, or the small print in contracts might prevent transfers to other operators for several
years.

Many of these difficulties can be diminished by effective regulatory action. However, there are other
dfficulties arising not from the operations of the regulator but from the policies of the government. In
particular:

- Policies might not require tariff rebalancing, which is likely to b@Vioigmyasiaan
example)However,nless fixed telephonyfftadre balanced, alternative operators have
few incentives to compete with incumbent operators for local calls. Indeed, even if tariffs are
balanced, alternative operators might not compete for local calls, because without extensive
networks of their ottrey need to pay call origination or termination charges. Without
effective implementations of wholesale remedies such as carrier selection, tariff rebalancing
might make local calls more expensive without increasing competition.

- Policies might not intoednumber portability, which is claimed to be expensive (in Russia,
for exampleyet customecsin be reluctant to transfer between opéthgirsnumbers
are not portabléndeed, even if numbers are portable, consumers might be reluctant to
transfefrom the operators serving their main contacts becaasgadrikeralls are more
expensive than iatietwork calls. Without requirements fbasmbtmobile termination
rates, number portability might attract consumers to large operators amarkatreas
concentration instead of increasing competition.

- Policies might relax regulations applied to incumbent operators with the intention of
encouraging investment. For instance, "regulatory holidays" have been suggested (in Poland,
for example) to papt monopoly investments in optical fibre broadband on the grounds that
the business cases are too weak to justify multiple investments. Arrangements for open
access to facilities by all operators, and for careful regulation of the facilikelt@re more li
increase competitiban "regulatory holidays".

- Policies might encourage competition in providing networks not just in providing services. The
motives are laudabtaree mobile network operators (in Latvia, for example) compete more
vigoroushhan two. However, requiring networks to be distinct might discourage investments
or lead to business failurestwork costs can make even three operators difficult to sustain
in some countries. Allowing operators to share networks, especiaby cadioetweer
costs and improve coverage while preserving competition in services.

- Policies might limit the number of licences issued and thereby limit competition. The intention
might be to protect consumers against business failures thoughotinmsistaizrdvhen
the potential market entrants are well funded and-teawre a@vgs.

- Policies might restrict the availability of spectrum in various ways. One widespread restriction
keeps large spectrum holdings for the armed forces, whichdesniedewoimelinquish
them and which occupy them very wast&uliyther restriction precludes the approval of
novel equipment for exploiting unused spectrum (over short ranges, in "white spaces" or by

29\Wasteful use might be better thanusefain Jordan the armed forces wanted to use their spectrum holdings to set up a mobile
network that would be free for the families of their personnel and thereby compete unfairly with existing mobile networks.
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reaitime adaptation) because of potentidrémies. Failing to switch from analogue
television to digital television results in another rasttittiprevents the release of
spectrum holdings that are highly appropriate to broadband. In alréls&setingyise
availability of spectean impede market access and thereby impede competition.

In general, policies aiming to increase competition must be coordinated and, in some cases, offset by
other policies. Increasing competition is not, after all, an objective in its own emie but the m
achieving the objective of increasing consumer benefit.

3.4.6

Do the evaluation findings provide any guidance on the elements of a new
policy?

A replacement for the 189%or poliepight usefully put forward approaches to various other recurrent
probéms besides those mentioned in Section 3.4.5. For instance:

As noted during interviews icask study countriescept for Latvia, lstanding

uncertainties about government policy, laws and regulations (such as whether and when to
rebalance tariffeplt or distort investment. Through its future projects, the Bank should
consider aiming to remove such uncertainties.

It has been highlighted in almasisallstudy countribat putting appropriate laws and
regulations in place is only a startelolay the regulatory environment. In the absence of

fast and firm enforcement by the regulator (and, where necessary, the courts), new market
entrants will be outflanked by established market participants. Bank operations could support
the developmentelevant skills through technical cooperation.

It has also been stressed during field interviews conducted under this evaluation that some
large incumbent operators (mainly from Western Europe) have affiliates in several of the
Bank sountries obperationsThese companies have extensive experience in using
regulation to their advantage. While welcoming the management and technology that they
bring, Bank projects should recognise the need for regulators to develop countervailing skills
(such ashrough multipteuntry technical cooperation).

The 1998ector polidprms a general framework for sete@itgmsgrojects. The country strategies
should provide focus and relate the€@68 polidp the needs of the countries. In practice however,
some country strategies rely on project pipelines. However, in such case these country strategies might
not reflect all or real needs of the country, because the pipelines tend to be constuiated from imme
market opportunities, nottemg possibilities. As ICT, incltedexgpmsds central to wélhctioning

market economies, country strategies should consider ICT opportunities and risks even if the pipelines
have no ICT projects at the timetidyeare prepared.
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4, Efficiency

4.1 Summary

The efficiency of Bank telecoms operations is the extent to which they obtain their results (especially their
financial results) as @dfdctively as possible. In this evaluation it is consideredtive feramciof
performance of telecoms pr@edtiie Bank handling of telecoms projects.

The evaluation reaches the conclusions that:

- The financial performance of telecoms projects can bensdésfastobyt is limited by
excessively optimisticjgmtions, because competition or regulation was stronger than
expected or the financial crisis affected revenues.

- The Bank handling of telecoms projects can befratisthatooylt is limited by the low
level of Bank involvement in strategiordeatsiut some projects and shortcomings in due
diligence in others.

Theefficiency of Bank ICT operati@ralls assessed d@isarginal

4.2 Financial performanaételecomsrojects

Figure 10Rating otase study project®r financial performance

m+
o +/-

The five (out of sevesmge study projethatstarted before 2011 underperformed financially. In 2012:

- The EBI TDA of Bita, a mo perdemfthatptojectedd oper at
the time of clositige financing transactiorg the imated value of the Bank investment
was 5(per cenof its cost. One cause was the fall in prices due to competition and the
regulated reduction in mobile terminatich tataddition, the company was perhaps still
recovering from being misled projsctions by its large number of subsdtnilfart,
many subscribers were inactive and needed to be replaced by others who were more willing to
make calls.

30The EBITDA and revenué¢hef onobile networks operators invatasd study projedtsPoland and Rusalag suffered
slight declines in 2dPlunder competitive pressure. However, their Bank financing transactions took place in 2011, so there can
only be preliminary eatdns of their performance.
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- The EBITDA of Sun Communications, a fixed television operator in Mgi@oaenvas 30
of hat projected at the time of clibsrfinancing transactiom the estimated value of the
Bank investment wa9pB0 cenof its cost. Much of the shortfall can be traced to the failure
to acquire large cable television operators becauskltmpadgtiCommission objected
and the prices were too high and an IP telephony operator because the technology was
inadequate.

- The EBITDA of Orion, a fixed broadband operator in Serpéx, ceapflthat projected,
affecting its equity value and making Bhank dés opti onal conversior
unattractiv® Much of the shortfall can be also traced in this case to the failure to make
substantial acquisitions because the prices were too high.

The fall in mobile telephony prices was also a tteupearffinancial performance of Albtelecom in

Albania. Despite capturing twice as many mobile telephony subscribers as projected, Albtelecom did not
achieve the projected reve¥uasaddition, Albtelecom performed poorly in fixed telephony where it

faled to capture more than #weeters of the projected number of subscribers or to keep subscribers

after capture. Indeed, though the company had increased its number of fixed telephony subscribers
greatly before privatisatiachieved only a modeseasafter privatisation which was then offset by

a greater decreaSe

The financial performance of Braeside Investments in Ukraine suffered mainly because the country had a
severe economic and political crisis, which resulted in the develoatiemoyf.thlowearpther

contributing factor was the failure of the company teithggtanoligh acquisition or entry into new

markets.

Braesidebs failure to expand into new markets m
licenes, in which case it reflects a failure to appreciate the likely regulatory policies or environment when
setting up the project.

Detailed information about the financial performaceseftthdy projecen be complemented by

aggregate financial information about the ICT team projects overall. For all such completed and active
debt projects signed duringuhkiation peridte net IRR amounts t@8rGenafter adjustment for

provision¥t

The figre before adjustment for provisionspier £0ntthis is higher than the figure pied.dent
given in the 2006 Sector Evaluation for ICT team projects signed in th200éricaf 19979 ICT
team projects (if extens@mebt/equity projeat® counted separately) signed durienathation
period39 involve equityThe net IRR for all equity projetts iper centt

31The Bank financing was largely in the form of a convertible loan, which on conversion was to amount to somewhere between 25

and 3percerd f t he companyds equity. Ho we v etrbeed exercisedowhil®@the on6s f i nanoc¢
interest on the loan had been deferred.

32\When the mobile telephony operation in Albania is well established the client there might well seek to reduce its number of
subscribers and concentrate on those offering higherTiey@figasin Latvia is pursuing a similar policy to good effect.

33Failure to increase this number is probably not due wholly to the substitution of mobile telephony dtidixed telephony

operators in Albania increased their subscriber numbers and fixed telephony penetration in Albania remanestower than elsewhe
southeastern Europe.

34The IRR on debt operations takes account of interest receipts and fees, diredsbostenuapitahdd repayments. For

more complex loans with embedded derivatives, it also takes account of gains and losses at fair value. [2elot operations have b
adjusted for specific and gener al ndlossancountorstesthepoaohosssi ons, whef
Reserve.

35Among these are 17 media projects that are not ICT projects in the sense understood here. Moreover, irethis report projects a
counted by separating the individual national components in regionalqpajatitsgyesebt and equity components in mixed

(debt and equity) projects. If these components are not counted as separate, there are 47 projects, 22yof which involve equit



Special Stly Telecommunications Sector ReXw1

The Bankés profit and | oss statements show that
has been glitly below the overall Bank average. Returns on equity assets, both for the ICT team
projects and for Bank projects in general, have varied greatly over the last twq yéadécaiesvever

the improvement in the return from the ICT projectsvinic?0kleven more remarkable given a
substantial deterioration in returns from thed@aeguity projects. The variation is shown in Table 4

for the returns on average total assets, the returns on average debt assets and the returns on average
equityassets’

Table 4: Results from Bank profit and loss statements {2010

Year | Return on average total Return on average debt Return on average equity
assets per cenft assets per cent assets per cent
ICT team Bankwide ICT team Bankwide ICT team Bankwide
2010 2.2 7.4 2.8 3.9 -11 17.7

2011 3.9 0.5 2.7 3.1 5.3 -7.1

4.3 Bank handlingf telecomsprojects

Figure 11Ratingof case study projecfer Bank handling

m+

m+/-

Key findings in respect of Bank handling during the evalusmsititheprojeatsre as follows:

- Feedback from clients and other stakeholder
some cases highly positive. The management of Orion in Serbia was particularly
compl i mentary about t he B an kutesamoagpthest r uct i v

shareholders, while regulators in Albania stresseartiiece oftBean k 6 s contri but i
the establishment of the new legal and regulatory regime and to the training of regulators.

- Financial and legakddiligence of the teleconjeqtsohas been mostly adequate but in
some cases it could have been better. For,iimstdiec&un Communications project in
Moldovahe client provided optimistic assumptions about acquiring companies. In its scrutiny
of the assumptionike Bank fooed on telecoms regulations and paid less attention to

36The IRR on equity operations takes account of realised gains andsdivieeredgiigscost of funds of aroyret 5éht

until 2009 and 2ér centhereafter, direct costs, capital flows (equity subscriptions and repayments), impairment losses and
unrealised gains and losses based on the fair value estimates bththerBaok2111.

37The return on average total assets is the contributiorspéeifideipairment and fair value movements divided by the
average total operating assets. The return on average debt assets is the contribpiioifi@ftepairit and fair value
movements divided by the average debt operating assets.
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competition policiédwever, acquisitions of companies were prevented by an unforeseen
decision of the Awinopoly Commission. Due diligence might have questioned the
appropriateness and feasifilitying to increase the market share of the client.

- Legal due diligence on the shareholding structure of smaller alternative operators could have
been more thorougbr examplenawnership dispute in an investee comen@rion
project in Serbigcupied the management for a year and a half due to inadequate legal
documentation. The Bank played an active role in resolving theitiateenstgal due
diligence might have disclosed the gaps in the legal documentation or questioned the
suitallity and compatibility of the partners.

- The Bank has not always used its ownership peaiton prosr e | y . For instanc
project in Latvia, the Bank had little active involvement with the client when its capital structure
was under review, despwning more thanpEd cenof its shares. In the Braeside
Investmenh iUkraine, the Bank did not react or object when the client, a cable television
operator, proposed to abandon plans for offering fixed telephony which was one of the two
main trarigon impact objectives of the project.

Monitoring reports for stdode telecoms projects are generally of good quality with all financial details
and other relevant information, though in some cases there are parts (for example, TIMS) which are out o
date. Reporting for projects processed under various facilities is much less thorough but generally in
accordance with the facility requirements.
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5. Transition impact and sustainability

5.1 Summary

The transition impact and sustainability of Bank tewatioissap the extent to which they foster
transition from a centrally planned tdumet@hing market economy.

The evaluation reaches the following conclusions:

- The transition impact can be rafeakiafactorylt is limited by failures by the Bank, and/or
some Bank clients, to achieve benchmarks related to increased competition or market
expansion.

- The sustainability of project outcomes can befrajed Hss limited by the absence of
links between thejects and universal service policies.

Overall the transition impact and sustainability of Bank telecoms operationsfisdissessad as

5.2 Transition impact

Figure 12Rating otase study project®r transition impact

o+

m+/-

The transition impact ratingsbased on the extent to which the projects reached the transition
benchmarks agreed at project approval stage. The benchmarks relate to seven indicators (shown in figure
13 below) but typically projects do not set benchmarks for all seven indicatosenédooédhe

benchmarks (in Albania, for example) are rather undemanding. The indicators and the numbers of
projects with particular ratings for those indicators are shod8 in Figure
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Figure 13Rating otase study project®r individual transition impacticators

J -+
] W +/-

Increased Market More Strengthened Skill transfer andDemonstrations  Improved
competition expansion widespread institutions, laws dispersion of new replicable standards for
private and policies to behaviour and corporate
ownership  promote market activities governance and
function business conduct

Figurel4shows how many of the transition impact indicators are used by eacltaserstisven
projectsand thereby provides an indication of how well individual projects use. tHkbthedicators
projects could be seen as using temptifour of the transition impact indicators.

Figure 14Numbers of transition impact indicators used by partizagarstudy projects

Albania
5

The extent to which ¢hse study projeeishieved their transition impact objectives by reaching their
most significamenchmarks is summarised below.

5.2.1 Increased competition

Service prices and quality improved duemgltia¢ion perjcas demonstrated in Aaee&ll (on
thecase study countjiendAnne)s (on international comparisons). One cause of this was increased
competition.

Increased competition was a transition impact objective for six adidbestsmlyeprojeatsd for 11

of the 1policy review projedtsvas fully achieved inclvsastudy projectsd partly achieved in two

others. Certainly by supporting alternative operators the Bank contributed to incredagd competition
this contribution was limited by such factors as:

- lackof balance in fixed telephony tariffs (in Mold@raiahd S

- lackof regulation of mobile termination rates (in Albania)
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- theability of incumbent operators to fight back by cutting prices (in Latvia)

- the complications in using physical network remedies to overcome the dominance of
incumbent operators (ini&grb

- lackof influence on national laws and policies (in Russia)
- theinability to acquire companies (in Moldova, Serbia and Ukraine)

- thecosts of being the third mobile network operator in a small country (in Albania and Latvia).

5.2.2 Market expansion

Market exqymsion happens when the number of potential customers for a service rises, typically because

of network extensions or marketing changes whialsgnafhtourse, be driven by increased

competitionT tereforehe rising penetration demonstraiadéss6-11 (on thease study countjies

andAnnexs (on international compari sons) is eviden:
countries of operations

Market expansion was a transition impact objective for four oasieestedgmrojetasd for 14 of
the 17olicy review projects was partly achieved incage study projectit was limited by such
factors as:

- failingto sufficiently increase the number of fixed telephony subscribers and to keep new or
existing subscribers (in Adpani

- failingto consolidate the cable television industry and to establish a strong base in fixed
telephony (in Moldova)

- holdingonly spectrum licences restricted to 2G services, typically in regions having low
incomes and low population densities (i) Russia

- abandoninglans to introduce fixed telephony using the cable television network (in Ukraine)

5.2.3 More widespread private ownership

More widespread private ownership was not achieved. Although private ownership increased as the
companies financed by the Bank moved from state control to private control, private ownership did not
become more widespread because of this.

Twocase studyrgjectqAlbtelecom and PolkomtelXHetdansition objectioEit he achi evement
wi despread pr i v aloth companieswerd acguied bytsimgheestrategic investors.

These strategic investors were two foreign companies in ong pagatamidividual in the other

case so, when seen in isolation, the privatisations did increase privinettnmelishit make it

more widespread.

Having single strong strategic investors might be more desirable than many passiiéehareholders.
Bank knew that both companies were to be privatise through a sale to a strategic investor, rather than an
IPO (or stock exchange flotation), therefore their transition objectives were not adeqirately formulated
EvD6és.opinion
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5.2.4 Demonstrations of meplicable behaviour and activities

The most common transition impact objective in ICT projects, for demonstrations of new replicable
behaviour and activities, was present in six of thaseestrly proje¢émd in 14 of the 17 Policy

Review Projects). It usually involved demonstrating new products or processes, successful restructuring
and new ways of financing for which benchmarks were set for four, dase astddiyvprojects

respectively.

The objeste of demonstrating new replicable behaviour and activities was often aclsiseed by the
study projectsn the sense that the benchmarks were péddtwedver, to achieve a strong
demonstration effect, proper documentation and publicity are sofken yeces Mo s t of t he
telecoms projects were not as well documented and publicised as they cottishaeldreader

issue within the EBRD, not only applicable to the telecoms projects.

5.2.5 Improved standards for corporate governance and tngiress ¢

Improved standards for corporate governance and business conduct were bfteheaebeved

study projectespecially when they concerned governance structure, financial reporting, and so on.
However, improved standards could also be edbeenleatment of customers and employees.

Although such improvements were not set as formal objectives under telecoms projects, remarkable
innovations and improvements have been achsevesl caset particular, &it Latvia included

benchmarkf®r being perceived favourably as an employer and as amrupheatdient had a

particularly forwdodking approach to developing employee satisfaction, which woedpected
enhance customer satisfaction and wultimately th
increasingly applied by companies in the most d
would deserve better publicity to amplify its déonoeféeet.

5.3 Sustainability of project outcomes

The sustainability of the outcomes of telecoms projects has three aspects: economic, social and
environmental. The economic aspect is covered by the financial performance indicators since the
outcomes of agpect are unlikely to endure if the project or the company is not financially viable.

The social aspect usually relates to the universality (availability, accessibility and affordability) of services.
Having universal service has long been an ingiostdot fixed telephony in many countries. Yet the

ICT projects evaluated for this report did not mention it. The unwillingness of governments to require tariff
rebalancing could be mitigated if there were detailed affordability analyses anibyrapagals fo

tariffs. This could be a useful topic for future technical cooperation between the Bank and governments in
thecountries of operatioAsfurther useful topic, for countries at a more advanced stage of transition,
would be the appropriate meaessuring the availability anelpaké broadband, in line with the

needs of the knowledge economy and the growing expectation that there should be universal service for
it, too.

The environmental aspect is covered by the environmental perfotraagedraticators. However

these are rarely examined carefully for ICT projects and the ratings assigned for them by different projects
are not obviously consistent with each othetCIf fmofects have various environmental implications.

As noteth the 1998ector policyor electronic communications projects these implications usually arise

in the planning process where the Bank requires clients to follow transparent consultative practices and

38The exceptions were typically on their way to being achieved.
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local authority rules (for deciding on the ugd o&bkes or the location of radio towers, for example).
Reviews before the approval of projects should determine what undertakings clients are making, and
reviews after approval should monitor adherence to those undertakings.

5.4 Specific review questions

5.4.1 To what extent did the Bank technical cooperation projects try to address the
transition gaps?

ICT team projects did not formally incorporate any technical assistance. Hewvaduatjoim the

periodthere were 16 TC projects in 12 countries ainpngvéotim telecoms regulatory and legal
environment . These were implemented wunder t he B
(LTT). This was in line with the ICT team aphicagiears ago decided to delegate policy wialogue

the LTTaimingat regulatory and legal improvement and mainly directed at the countries where Bank
financing is provided

The effectiveness of this arrangement is discussed in Section 5.4.3. It certainly @waabled the ICT
concentrate on identifying and closikingodransactions. However, due to this set up, some
opportunities to undertake useful TCs other than in legal or regulatory areas, might h&éwe been missed (
exampleTCs aiming at the improvement of corporate governance of the investee companies or the
borrowers).

The LTP divides its activities into the following four areas: (i) assessment of legal and regulatory
environment; (ii) standards setting; (iii) support of legal reforms wndr (@)a c h . The LTF
achievements under the third key activityeadescribed in the next section while those for the first

two areas were as follows:

- In December 2008 the LTP completed and published an extenshoenpevaive
Assessment of the Telecommunications Sector in the Transition THEemesoikisg
findings have provided direction for further telecoms law reforms and the Bank financing.

- To set standardise LTP developasteprincipleor the telecoms sector.

- In the Batiksountries of operationsside the EU, the LTP promoted transpatieesprac
including principles developed by the World Trade Organisation (WTO) that have been
influential in unifying practices and operational protocols worldwide.

- The LTP advocated regulatory uniformity, particularly in the early transitionauntries such
Mongolia and Kyrgyz Republic.

5.4.2 Can Bank engagement be associated with any specific policy, legal,
institutional or regulatory reform?

The LTP activities in the telecoms sector were intended principally to support legal reform. The LTP
usually applied artegrated approach, engaging in policy advice and the drafting of legislation and
regulatory procedures, as well as the training of practitioners. Moreover, the LTP also supported the
approval of legislation, in some cases effectively explainicatitres iofthe proposed new regime

directly to the legislatdings proved to be particularly important for enactment into law.

More details can be gleaned from the telecoms sector transition ratings in Table 2.1. In these ratings,
market supportingtitasions and policies, especialigdgb&atory and legal environimere,a 5per
centweighting. Out of 12 countries where thef€waiming to improve the telecoms regulatory and
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legal environment in &waluation perjofive increased theitings (Albania, Armenia, Mongolia,
Montenegro, Serbia) bu® siid not make any progress (Azerbaijan, Georgia, Kazakhstan, Kyrgyz
Republic, Moldova, Tajikistan) despite in some cases having multiple in€Rdingjetiee in

Kazakhstan and two in Kyrgyz Republiermore, accordinth&lransition Report 20d&ge®

transition gaps remain in the market supporting institutions in five countries. In two of these there were
relevant TCs.

In addition,xstountries where there wefBQmaiming to improve the telecoms regulatory and legal
environmemhade progress in sector transition. These were mainly EU members (Slovenia, Latvia) or
those aspiring to EU membership (Croatia, FYR Macedonia). t$HisasulageECs helped with

transition but were most helpful in the countries which were compelled to adopt EU legislation and
regulatory standards due to their membership aspirations (Albania, Montenegro and Serbia).

5.4.3 How effectively linked were tecboagmration and investment activities?

According to both the t€&imand the LTT, the TC projects were closely coordinated with the Bank

i nvest ment activities. The teams have regular j
usually acagpanies the I@dambankers on their client visits during the initial stage of the project to

identify legal and regulatory gaps. Improvements in legal and/or regulatory environment are often
prerequisite for the feasibility of banking projects, théréfae L TT6s TC projects usu
try to anticipate them as legal projects usually take long ¢vadudtidgheperitie ICTeamsigned

four telecoms projects in Armenia, one in Albania one in Mongolia, and four in Serthia. These were
countries where the LTT implemented their telecoms TCs and which subsequently made transition
progress in the telecoms sector.

The evaluatiordepartmengévaluated the Legal Transition Programme in June 2012. The telecoms
regulatory assistance comparfethe LTP was ratediaghlysuccessfol Please refer tioeLegal
Transition Programme RefR&41537) for more details.

39 Among 12 countries where tedeli@mwere implemented there was also a TC in Kosovo, which howeverdtes imot been
t he Bankos andlerefsre the inpact drRteip T rcanisot be assessed here.
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6. Findings and recommendations

In the process of thase study projea@sv al uati ons and the overall a ¢
performance in the telecoms sectevathatioteamidentified a number of issues and considerations,

which might be useful wdperationgubleeysoi vghani pmegaring lore  Ban k 6 ¢
executing telecoms projects.

A full set of such findings and considerations is presented at the case sbfichamlaluation in

Annexe$ to 11. The full context of each case from which each finding or consideration has been derived
are also presentedthesa@annexesThe lists below provides extracts of the most important findings and
considerations stemming fromafiestudye val uati ons and overall anal ysi
in the telecoms sector.

6.1 Key findings

- Relative weakness ofafteat i ve operators in the Bankf6s CO

Alternative operators cammergetioutt hey often | ack economies of
projects in Serbia and Moldova prove, actions to consolidate alternative operators can bring
about economies of scale andbthetemulate competition and have strong transition

impact. However, attention should be paid to avoid strengthening the positions of operators
already dominant in other markets (such as cable television) while supporting their broadband
expansion.

- TheBakds role in privatisation

There are still large telecoms companies directly or indirectly owned dethan state

some advanced transition countries. The EBRD may still play a role in accelerating or
enabling privatisation as strategic investprefstilto emvest in this sensitive sector
alongside institutions providing additional political comfort, such as the Bank.

- Need for a shift in the focusT@projects

TC projects for regulatory and legal strengthening (usually run along$idekialpcoms
projects by the LTP) are generally well regarded by the industry practitioners. However,
market participants commented that the staff of regulators and judges in commercial courts
would benefit from a better acquaintance with practical sdagiodsytaegulatory

problems applied elsewhere, especially in respect of stresgttatioagforcement.

- |l mpact of rapid evolution in the sector on t

Albania like rast EBRDcountries of operatiomsstorically had lowedixtelephony

penetration rates. However, after the privatisation of the incumbent (Albtelecom), the expected
rise in fixed telephony connections did not materialise as demand for fixed telephony was
replaced by demand for mobile telepsamyesylthedesired fall in employees per fixed

line (set as a transition impact benchmark) became difficult to achieve.

- Legal due diligence in the sector

Sectors such as ICT have their own specific laws and regulations. However, there are also
general laws and regulations that apply to all sectors. For instance, there are specific
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regulationsy many countrigeverning telecoms companies that have beromaatdn

their markets but stopping companies from becoming dominant is a matter for general
competition law. In the case of the Sun Communications project in Moldova, the Bank worked
closely with the regulbtdthe decision preventing the clieradoprining new companies

(the projectods mai-MonapblyCGoonissione) came from t he

Changing patterns of consumer behaviour

As the Bita investment in Latvia illustrate
mobile phone or SIM carér&@prs assign telephone numbers for all of them and add to

their numbers of subscribers. Conseaqrenggrator having many subscribers (especially

prepaid) can have very low or no revenues and therefore its real value can be much lower
than it seemsaged on subscriber numbers. This is an important consideration for due
diligence.

Risk management

Alternative cable television companies and internet service providers operate in highly
competitive markets and remain exposed to many aude aisld@nges in technology

and regulation. As the Banko6s investments
straight equity financing can be very vulnerable and may result in substantial loss. Other types
of financing (such as gagsity with a minimumrrgtneed to be considered more often

for such projects.

Impact of number portability regulation on competition

Unrestricted number portability is regarded as critical for the promotion of competition in
mobile telephony. However, as the experiene2 iof Ressia demonstrates, in regions

where mobile penetration is low, operators can increase competition and expand the market
without number portabiitguch regionsumber portability might lead competing operators

to pursue the same highge cuemers instead of expanding the market. Moreover, in all
regionsnumber portability might increase concentration instead competition if termination
rates are so high that customers are attracted to the same networks as their frequent contacts
In such ca&s the reduction of termination rates should precede or accompany the
introduction of number portability.

Considerations for a new policy

Expansion of broadband penetration

As demonstrated during the Polkomtel privatisation and also highlightszistettent proj

main development in telecoms over the next few years will be the growth of high speed
broadband access (including 4G), using wireline or wireless t&emedliatitaswill be

increasedh rural and remote arbgsusing various distinctimelihg schemes, such as

minimum subsidy auctions and market arrangements such as municipal open access. The
Bank should consider ways to ketfgnase the opportunities for financing broadband
infrastructure with both operators and local authdritigarlypahose which strengthen
alternative operators (through consolidation, for, exampé&y sector policy

Incorporating the promotion ofbesiness or @ over nment as part of t
policies for different sectors and strategies for sslembuntries



6.3

Special Studfelecommunicatiorest®r Reviewt0/ 41

Relatively low interus¢i n t he Bankdés COO remains a key
Supphside investment in ICT infrastructure needs to be supported-digiedaseand
Howeveras demonstrated during the Sun Communicatiins pojeova, broadband

availability exceeds broadbandipgaker businesses as well as houséhaloise of the

B a n k 6 sMor€ @igorous promotion-miisaness andgeover nment by the
projects across different sectors could help faeilidéedms sector development. The

linls between the new telecoms policy and other sector policies should be considered,
particularly in respect of the SME and MEI sectors, as well as country strategies for ETCs.
Integration of-lrisiness and-gevernmeninto different sector policies and country
strategies could follow (to a certain extent) the example of energy efficiency, which is now well
integrated into the Bankés projects across

Financing network development in low population deegitns.

As the Tele2 experience in Russia demonstrates, regional operations outside the capital can
be successfun large countriéghey can keep their costs low enough to take account of the

low population densities and low incomes in those sed®s®, Telecoms operators

might need to use terrestrial or satellite wireless technologies instead of wireline ones. Such
Bank projects would benefit regional development and could have strong transition impact and
additionality.

Participation in major privatisations

0)

There are stildl sever al |l arge telecoms comp

and which might be privatised in the future. The Bank might play an important role in guiding
partner countries and indivdiealks through privatisation, including ensuring effectiveness
of the regulator and providifigaacing to strategic investors.

Refocusing telecoms TCs

In terms of policy dialogue and further technical cooperation, the Bank should continue to
support the staff of regulators and judges (thrblighféheexample), but focus more on

the effective monitoring of compliance and enforcement of ragudatiosew thgislation.

Topics for the staff of the regulator mightsipetiden auction destgpst modelliragnd

scrutiny of local loop unbundling and number portability. paEessés judges in
commercial courts might include the conseqfietedaging the execution of regulatory
decisions.

Regular policy updates.

The ICT sector, including telecoms, is subject to particularly fast changes in technology,

consumer preferences and market patidihise r e f or e t he Bamkodés oper a

such a sector may become obsolete within years or even months. To ensure it stays abreast
with the changing environment, the Bank should consider introducing regular-(annual or semi
annual) reviews of its ICT operations policy.

Considerations for projedesign and execution

Setting transition benchmarks

When setting transition benchmarks for telecoms projects, the Bank should take account of
shifts in demand experienced in the telecoms markets and in consumer preferences
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elsewhere. In particular, iildhaote the possibility of mobile telephony substituting for fixed
telephony, as well as the expansion of mobile broadband.

Legal due diligence

In addition to analysing telespauific regulations, due attention should be paid to general
laws (particular antmonopoly and competition) which can have profound impact on
telecoms sector projects.

Taking account of regulatory side effects

When supporting changes in the regulatory environment, the Bank should take account of the
side effects of regulatigpeeienced in comparable circumstances elsewhere. In particular,

the relevance of the levels of termination rates and telephony penetration to number portability
should be considered.

Analysing subscriber base

When assessing the viability of an investenéglecoms operator, it is vital to distinguish
between the number of active subscribers and the total number of subscribers. An operator
can have an impressive subscriber base but little or no cash flow coming from it.

Financing high risk operations

Wten financing operations in highly competitive and risky markets, particularly with smaller
telecoms operators, first consider providirgqaitygsir subordinated debt rather than
straight equity to mitigate the risk of financial underperformance.
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Annex 1Technical terms artdle@msmarkets definitions

The markets considered in this report are fixed telephony, fixed broadband, fixed television, mobile
telephony and mobile broadband. Mobile television is ignored because it has not yet become significant in

the Bank sountries ofperationsndfixed narrowband and mobile narroesedik@wisaégnored
because they are dying Dereforefixed television is regarded as one uadlketlues cable
television, satellite television and IP televisinalandconsideraeddiférent market from fixed

telephony.

Mor eover, sever al of the Bankods cl i emidsas ai

a resulthe descriptions of tlase study countrieg\nnexe$-11 include market figures that put each
potentdl competitor in various markets. Detailed market definition can be difficult for regulators because it
entails deciding whether companies offer similar enough services to be seen as competing in the same

market. However, the broad distinctions madespothare fairly cldarst there is a distinction

between fixed services which might use wireline or wireless connections and, mbigitersastices

use wireless connections. Theghendivided into sslectors as presented in the bedhdsv (the
subsectors covered in this report are in bold).

Figure 15Services in telecommunications

Fixed services

Telephony Broadband Television

Table 5: Technical terms

Mobile services

Narrowbanc  Telephony Broadband = Television Narrowband

1998ramework

EU legislatidhat eliminated any remaining special and exclusive rig
state and statevned operators. There was already competition in te
provision, vakaglded services and closed user group services. It prg
individual authorisationfidences) for operating public telephony ser
and for building infrastruetadealso faymmetric regulations imposed
an operator having significant market power in one or more market

2003ramework

EU legislation that provided for:

1 Generahuthorisations, allowing market entry to anyone, with
individual authorisations needed only to acquire rights of us
resources (which for this purpose are numbering, spectrum
of way)

1 Adoption of competition law principles for refikerts),
designating operators as having significant market power, a
applying remedies in such cases

1 Regulation of all electronic communications networks and s
including broadcasting transmission but not content.

2009%ramework

EU legislatiohat provided for:

1 Creation of an official grouping of regulators to ensure a cor
application of the regulatory framework

1 The inclusion of functional separation as a remezyntpetiitve
practices

1 More flexible but better harmonised rattionspeanagement wit
technology and service neutrality and with spectrum trading
particular frequency bands

1 Improved consumer guarantees, including number portabilit]
one working day, limited duration of binding contracts, bette
information anétwork neutrality

1 Prevention of political interference in, and arbitrary dismissa
heads of, national regulators.
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1G

First
Generation

A mobile telecoms capability that provides analogue telephony and
retrospectively when digitaphony across wide areas emerged.

2G

Second
Generation

A mobile telecoms capability that improves on 1G in enough ways

mass market. Three benefits of 2G over 1G are that telephone con
are digitally encrypted, very much lesarspeateeded for a telephone
and very many more people can use mobile telephones at once. 2

are usually limited in their capacity and capability to telephony (con
voice calls and text messages) and narrowband.

3G

Third
Generation

A mobile telecoms capability that improves on 2G by offering reasd
speed data transmission for broadband.

4G

Fourth
Generation

A mobile telecoms capability that improves on 3G by offering extre
speed data transmission for broadband.

Access

The use by operators of the buildings, sites and other facilities of a
owner for the installation of equipment. In this context "access" is u
paired with "interconnection" as the provision of access and intercg
can be an oldiipn imposed on operators with significant market poy
However, the distinction between access networks (which are esse
collections of local loops) and core networks is also important.

ADSL

Asymmetric
Digital
Subscriber
Loop

A DSL technologgttHivides the available frequencies on the local Io
unequally so that there is a much higher speed for traffic to the sub
premises than for traffic from the subscriber premises.

Alternative
operator

An operator other than the incumbentroperato

Broadband

A data transmission service that offers speeds of at least 256 kb/s
both directions. Such speeds are sufficient for several applications
IP telephony (voice over IP) and access to predominantly textual e
web pags. However, high definition television and standard definitig
television need speeds towards the subscriber premises of about 1
2 Mbl/s respectivdllge speeds must be correspondinglyifitigiver are
several simultaneous usdke premiser poor connections

BSA

Bit Stream
Access

An arrangement in which a network owner provides paths for broag
between subscriber premises and interconnection points with oper
resell the broadband to their retail customers.

Called partpays

An arrangement in which the subscribertheaethdgs charged for it. In
some countrigghere billing systems did not collect revenues for cert|
of fixed network calls, the calling party pays arrangement has been
collect revenu®i mobile subscribers when they received calls fron
subscribers.

Calling party
pays

An arrangement in which the subscriber réreaihg charged for it. T!
is normal for calls to geographic numbers.

CATV

Cable
Telaision

A service pviding television channels that are distributed to the sub
premises over coaxial cable. The abbreviation comes from the Amg
"Community Antenna Television", in which the channels are first trg
using wireless technologies to an antenmabsand then distributed ov
coaxial cable.

CDMA

Code Division
Multiple
Access

A channel access method used by various wireless technologies in
channels are distinguished from one another by having different dig
orthogonal codes.

CDMA2000

A Third Generation (3G) standard for wireless communications usi
that offers data transmission at higher speeds than cdmaOne.

cdmaOne

A Second Generation (2G) standard for wireless communications U
that provides digtelephony but has fairly limited capacity and capal

CMTS

Cable Modem
Termination
System

A piece of equipment typically located in a cable television hub or h
provide high speed data services to subscribers.

Coaxial cable

A physical medrk component along which signals can be transmitte
exploiting the properties of metallic wires sheathed to prevent radiq
frequencies from escaping. It provides quite high speed transmissi

Annex 12/7
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Colocation An arrangement in which a network owveeitalwildings, sites and ot
facilities to be used by other operators to install equipment. The ne
normally charges for usidgaation but the other operators do not neg
have their own facilities in that place.

CS Carrier The ability of subscribers to choose through which operators they 1

Selection telephone calls without changing the operators providing their local
has two forms:
1 Carrier Pr8election, in which subscribers choose the operat
through which they makephone calls by making permanent
arrangements with the operators providing their local loops
9 Carrier selection 48llcall, in which subscribers choose the
operators through which they make calls by dialling prefixes
the telephone numbers.
Did-up access A way of transmitting data that is available only if a user first dials g
number and then waits for the network to respond.
DOCSIS Data Over A family of standards that permit cable teletigidsrio be used not ju
Cable Serviceg for cable television transmission but for data transmission in both d
Interface also.
Specification

DSL Digital A family of technologies providing much higher speeds on twisted j
Subscriber do traditional technologies foimzpteyephony traffic.
Loop

DSL AM Digital A piece of equipment typically located in an exchange or a cabinet
Subscriber to provide high speed data services to subscribers.
Loop Access
Multiplexor

EDGE Enhanced ASecond Generation (2G) standard for wireless communications t
Data rates for| data transmission at higher speeds than GPRS.
Gsm
Evolution

EC Electronic Telecommunications and broadcasting.
Communicatic
ns

Ethernet A wireline technology that can operate over diffe(ewdieg twisted

pairs, coaxial cables and optical fibres) with correspondingly differg

ex anteaction

An action designed to prevent future occurresetectsf ihat have not y
happened. It typically aims to prevesturapétitiveehaviour or market
abuse through measures such as promoting market entry and limit
actions of companies in relation to their competitors and customers
concerned with market structure, including the conditions for enteri
markethe level of market concentration and the degree of product
differentiation.

ex postaction

An action designed to prevent future occurremtectsf ihat have
happened. It typically aims to staqpanmtétitive behaviour or market af
through pasures such as fines, injunctions and bans. It is mainly cg
with market conduct, including the behaviour of a company toward
competitors and customers.

Fixed network

A telecoms network that provides fixed services.

Fixed service

A telecoms service to end users that are at fixed locations.

FTTB Fibre To The | A means of offering broadband in which equipment in an exchange
Building connected to equipment in a building by optical fibre and the equip
building is connette equipment in the subscriber premises by a wir
technology (such as Ethernet) or a wireless technology (such as W
FTTC Fibre To The | A means of offering broadband in which equipment in an exchange
Cabinet connected to equipment in a calgioptical fibre and the equipment in
cabinet is connected to equipment in the subscriber premises by a
on which VDSL is used.
FTTP Fibre To The | A means of offering broadband in which equipment in an exchange
Premises connected to égment in the subscriber premises by optical fibre.

Annex 13/7
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Functional A requirement for a vertically integrated operator to place wholesal
separation a business unit operated under conditions designed to prevent disq
against competitoffenng retail services.
General An authorisation to enter the market after notification to the authori
authorisation without a requirement to obtain an approval.
GPRS General A Second Generation (2G) standaidefess communications that offe
Packet Radio| data transmission at higher speeds than GSM.
Service
GSM Global A Second Generation (2G) standard for wireless communications t
Standard for | digital telephony but has fairly limited cagphcépability.
Mobile
communicatig
ns
HFC Hybrid Fibre | A network that uses one optical fibre to connect a central point, sug
Coaxial cable| cable television head end, to an intermediate point, such as a streg
network where coaxial cables are laid to the sulpgeritises in a "tree and brar|
arrangement.
HSPA High Speed | A Third Generation (3G) standard for wireless communications tha
Packet transmission at higher speeds than UMTS.
Access
ICT Information Informatiotechnology and electronic communications.
and
Communicatic
ns
Technology
Incumbent The traditional operator in a menksgoosition wagpicallgstablished
operator under monopoly conditions, so after a market review it would be dg
having significant market power.
Individual An authorisation to enter the market after approval from the author
authorisation perhaps through the award of a licence or a concession.
Interconnection The connection of one telecoms network to another so that traffic ¢
routedetween the networks.
IP Internet The main networking technology used in the Internet and imoreasin
Protocol generallin telecoms.
IPTV Internet The transmission of television channels over an IP broadband netw
Protocol opposetb, for example, cable television or satellite television which
TeleVision on standards other than IP.
ISP Internet A provider of communication over the Internet. It is often restricted
Service thosehat provide access tottkermet for end users but it could relate
Provider thosehat provide connectivity between networks without having en
customers.
IT Information Electronic content invention, system integration and operation, pro
Technology | implementation and icpmition and equipment design and fabrication
LLU Local Loop An arrangement in which a network owner rents its local loops to o
Unbundling operators. Under the arrangement a local loop can have:

1 Full unbundling when it provides a path for telephony and a
broadband, both of which are controlled by the other operat
way to the subscriber premises

1 Shared unbundling,when it provides a path for telephony, w
typically contrallby the network owner, and a path for broadk
which is typically controlled by the other operator.

Local loop The #flast miled connection bet
LTE Long Term A standard for wireless data comtiansdaat is related to the GSM ar|
Evolution UMTS standards and is regarded as the 4G replacement for the cd

CDMAZ2000 standards. In its initial form it is not really a 4G standar|
for example, its peak data rates are 100 Mb/s downstreanssand 50

upstream (which aregp&0cendf the 4G ones). It increases the capaci
speed of wireless networks using new techniques and simplifies th
architecture to support IP more effectively. It offers mobility for mok
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up to 350 Km/hr @@erhaps 500 Km/h in some frequency bands).

Market review

The analysis and definition of markets by considering which goods
services are substitutes for each other. It might entail applying a "h
monopolist” test to judge the profitatiltgmpany of small changes in
prices of its goods and services.

MMS

Multimedia
Message
Service

A service for passing multimedia messages (including audio, video
messages) between mobile telephones.

Mobile network

A telecoms network that provides mobile services.

Mobile service

A telecoms service to end users that are not necessarily at fixed lo

Multiple play

A package of services that might be (for example) a "triple play" of
broadband amelevision. Though mobile telephony is sometimes pag
with fixed telephony to provide a "double play" (or even a "quadrup
when fixed broadband and fixed television are included as well) , d
not always appropriate because theteleplene tends to be a person
rather thaa household instrument.

MVNO

Mobile Virtual
Network
Operator

An operator that provides mobile telephony services without having
radio network. It uses the radio network and sometimes otbeafacili
mobile network operator. Mobile network operators might accept sy
arrangements voluntarily or after being required by the regulator to

Narrowband

A data transmission service that offers speeds of at most 256 kb/s
directions. Sualspeed corresponds to one of the sensible switchovg
in the technology betweerugiatcess and "always on" access. Vario
methods of access that appear to establish connections quickly bu
data slowly actually useugiaccess, witligital signals instead of analg
ones.

Network
neutrality

The principle that a network should not rredwe petitive distinctions
between traffic from different sources or to different destinations w
contents of the traffic have similexasippk. The term sometimes has
stronger interpretations thaandisight prevent distinctions even if the
were not artompetitive or the contents did not have similar applicat

NGN

Next
Generation
Network

An IP broadband network that leisesebe ubiquitous (through
"generalised mobility"), independent of the transmission technologi
accessible without operator or network constraints. The IP broadbg
therefore achieves convergence of fixed and mobile services, and
other objectives. In reality, operators claiming to implement next ge
networks have one of the following much less ambitieitetims
decreasing costs by exploiting IP to simplify their ("next generation'
networker hcreasing revenuegpbyviding very high speed broadband
their ("next generation™) access networks.

NMT

Nordic Mobile
Telephony

A First Generation (1G) standard for wireless communications that
analogue telephony and has very limited capacity and capability.

NP

Number
Portability

The ability of subscribers to change their operators without changir
telephone numbers.

NRA

National
Regulatory
Authority

The national authority responsible for the telecoms sector or the la
electronic communications sector.

Operator

An organisation that provides telecoms sehgtear retail or wholesalé

Optical fibre

A physical network component alongigthédh can be transmitted by
guiding light. It supports very high speed transmission.

PON

Passive
Optical
Network

A network that uses one optical fibre to connect a central point to a
point, where separate paths along separate ogticahfidtiple end poir|
are split out using passive equipment, not active electronics that ne
to be supplied.

Postpaid service

A service that is paid for in ariearmst caseélere is also a charge for
subscribing to the service which is paid in advance. Fixed telephon|
broadband services are usually postpaid, though they can be prepg
countries.

Prepaid service

A service that is paid for in advdsgellghesubscriber has an account
that can be topped up by telephone, over the Internet oSonaesinogs
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the credit in the account expires if it is not used soon enough. Mob
telephony and broadband services can be prepaid oREpstighahes

faciliate usage at levels matching intermittent or low incomes and p
ones facilitate buying telephones through the contractual paymentg

RO Reference A set of conditions that includes technical specifications as well as
Offer arrangementsaprices for certain wholesale services, such as acce
interconnection or unbundling.
SIM Subscriber A circuit that stores information on mobile telephony equipment, pa
Identity identifying and authenticating the subscriber.
Module
SLA Service Level| A formal agreement between operators that defines the levels of s
Agreement one provides for another.
SMP Significant The ability of a company to raise prices consistently and profitably
Market Power| competitive levatsyticularly by exceeding marginal costs and long r
average incremental costs. In the EU, an operator having significar
power is subject to specific obligations such as haviegtedgariffs. A
operator is presumed not to have sigmifidegttpower if it has less thal
per cendf a market in a geographic area, and to have significant mg
power if it has more thapes@entEvidence for having significant mar
power can come from the existence of barriers to entry andedhag
absence of countervailing buyer power.
SMS Short A service for passing short text messages between mobile bkelepho
Message some countries you can send an Sfksdi@lephones.
Service
Spectrum The radio frequency spectrum usgeiators to provide services withg
wiring. The spectrum extends beyond the radio frequencies, and o
frequencies are sometimes used for wireless communications with
fibres. However, most wireless communications use radio frequend
Telecommunicati Telephony and data transmission (including audio and video transr
ons broadband or narrowband.
Termination rate A charge made by one operator to another operator for carrying tra
that other operator to end pointsnetwisrk.
Twisted pair A physical network component along which signals can be transmi
exploiting the properties of two metallic wires (usually copper) twist
It provides quite high speed transmission, or even very high speed
transmission when supplemented by DSL. It is the traditional comp
local loops that connect exchanges to subscriber premises.
UMTS Universal A Third Generation (3G) standard for wireless communicatiomatha
Mobile Tele | transmission at higher speeds than EDGE.
communicatig
ns Service
Universal access A form of a service intended to be available, accessible and afforda
everyone, at least by providing it at community access points such
payphones amtternetentres.
Universal service A form of a service intended to be available, accessible and afforda
everyone by providing it in every house.
USF Universal A fund set up to subsidise the implementation of a universal service
Service Fund| might receé contributions from operators or the state.
Uso Universal An obligation imposed on operators in order to implement a univerg
Service policy. It might be accompanied by an arrangement for compensati
Obligation operators for the extra costs occurred.
VDSL Very high bit | A DSL technolatpat provides much higher speed than does ADSL ¢
rate Digital short distances (of up to alomukilometfrdt can be configured with qui
Subscriber similar, aalternativehexydifferent, capacities for traffic to and from th
Loop subscriber premises.
VOIP Voice Over The use of an Internet service for making or receiving voice calls.
Intenet
Protocol
WiFi Wireless A wireless technology that is typically used over short distances for
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Fidelity operation using unlicensed frequencies.
WiMax Worldwide A wireless technology that is typically used for fixed or mobile comi
inter using licensed frequencies.
opeability for
Microwave
access
Wireless The provision of telecoms using the radio frequency spectrum.
Wireline The provision of telecoms ugieg such as twisted pairs, coaxial cabl
optical fibres.
WLR Wholesale An arrangement in which a network owner provides paths for telep!
Line Rental between subscriber premises and interconnection points with operg

resell the telephoaytieir retail customers.
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Annex 2Portfolio analysis

Aggregate view
Over the past two decalletneen9922011) the Bank signed 189 ICT/TIM projects, with a total value
of2.91hbillion and an average valuigm# millidh Of these projects:

- 58per cenprovided debt financing (as opposed to equity financing or guaranteed financing),
amounting to p2r cendf the financing

- 74 per cenprovided financing for electrammmanications (as opposed to information
technology or media), amountingpy 8&nof the financing

- 88per cenprovided financing for private sector clients (as opposed to public sector clients),
amounting to 2r cendf the financing.

In the Evahtion Period (26DE) the Bank signed 79 ICT/TIM projects, with a totar ¢alualhdén
and an average valug%® milliorOf these projects:

- 51per cenprovided debt financing (as opposed to equity financing or guaranteed financing),
amounting to per cendf the financing

- 46 per cenprovided financing for electronic communications (as opposed to information
technology or media), amountingpty &atof the financing

- 99per cenprovided financing for private sector clients (as opposed to public sector clients),
amounting to 98r cendf the financing.

In thecase study countriggbania, Latvia, Moldova, Poland, Russia, Serbia and UBaihke) the
signed 75 ICT/TIM projects, with a total vAldg lofliorand an average valu€il®.3 million. Of
these projects:

- 56per cenprovided debt financing (as opposed to equity financing or guaranteed financing),
amounting to 6&r cenof the fincing

- 76 per cenprovided financing for electronic communications (as opposed to information
technology or media), amountingpy 8énof the financing

- 93per cenprovided financing for private sector clients (as opposed to public sector clients),
amounting to gér cendf the financing.

Figures below provide information how the projects varied by year and by country.

40 Among these ICT/TIM projects are 22 media projects that are not ICT projects in the sense understood here.
Moreover, projects are counted in thidbyepeparating the individual national components-coumitiiple

(regional) projects and separating debt and equity components in mixed (debt and equity) projects. The numbers of
projects are therefore larger than numbers that are producerhraitingud sethese components. In particular,

they increase the apparent numbers, and decrease the apparent average values, of information technology and
media projects, because information technology and media projects cover multiple coumnttgigbanore freque
electronic communications projects do.
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Variation by year

Financial instruments

Over the yearthe proportion of projects providing debt financing, and the pilepofiizemoiing

itself tended to fall in favour of equity financing projects but there was no consistent pattern. A single
large event, such as a privatisation, could distort the figures; for instance, the privatisation of Bulgarian
Telecom in 2004 reemii’B4 million debt and the privatisation of Polkomtel in 201206quitiéah

equity.

Figure 16:Numbers of projects signed

25 -
20
15 4 m Debt
Number financing
10 4 H Equity
financing
51 = Guarantee
04 financing
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Figure 17:Total values of projects signed
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Figure 18Average values of projects signed
70
60
50 -
—— Debt
Average valug© financing
(EUR million)30 - — Equity
20 - financing
10 4 —— Guarantee
financing
0 T T T T ——

1992199319941995199619971998199200@®001200200320042005200620072008200201®011

Annex 2/12



Special Study

Telecommuications Sector Review

Markets

Before 2001 virtually all the projects prifnaaethg for electronic communicatimsn some

information technology projects were agmabiiecbther ICT/TIM projects signed were predominantly

in the media sector (press publications and outdoor advertisements), which are outsidlg the scope usua
chosen for ICT.

The information technology projects tended to be high in number but low in average value, but if the
regional projects (particularly those for ViaOne in 2009 and Asseco in 2009) are not separated into their
national componertteir agrage value is appreciable. Some of the other projects (such as that for
News Outdoors in 2003) are comparable in value with large electronic communications projects.

Figure 19Numbers of projects signed
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Figure 20Total values of projects signed
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Figure 21Average values of projssigned
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41However, some of the clients were also involved in equipment design and fabrication which is classified in this
report as information technology.
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Project clients

Virtually all the projects provided financing for private seaftar 2i@d8sbaten before then there
were years without new projects providing financing for public sector clieritsaidieg 1688ed
to be directed instead to private purchasers of public se¢iondigttere were exceptisnsh

asTajik Telecom in 2001, Telecom Srspke in 2002 and Kazakh Telétom in 2003

Figure 22Numbers of projects signed
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Figure 23Total values of projecsigned

350 -

300 -

250 -

Total value 200 -
(EUR million)150 -
100 -

50 -

O,
19921993199419951996199719981999200020012002200320042005200620072008200920102011

Figure 24Average values of projects signed
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42Some financing is classified wrongly in the dats teageg @rivate sector clients, instead of public sector
clients. This is so, in particular, for the financing of Hungarian Telecom in 1992 and Romtelecom in 1992, at times

when privatisation had not begun. This report classifies these two iciiahoestbemsise keeps the

classifications provided by the data bases and might therefore underestimate the proportion of financing directed to

public sector clients.
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Groups of countries

Countries are grouped according to their relevance to the EU enlargement process thus:

- EU 2004 membership: Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, Slovak
Republic arélovenia

- EU 2007 membership: Bulgaria and Romania

- EU acceding membership: Croatia

- EU candidate membership: FYR Macedonia, Montenegro, Serbia and Turkey
- EU potential membership: Albania, Bosnia and Herzegovina and Kosovo

- Eastern Partnership: Armenia, ajaerbBelarus, Georgia, Moldova and URuasian
Federation: Russia

- Central Asia: Kazakhstan, Kyrgyz Republic, Mongolia, Tajikistan, Turkmenistan and
Uzbekistan.

In manyf theyearscovering the period 120921 the EU 2004 countries had the largest number of

projects and the highest average value of projects, even since their accession to the EU. In other years
the EU 2007 countries predominatedasteepartnershigountries, Russia and the Central Asia

cowntries had significant numbers of projects and average values of projects intermittently.

Further information about the trends comes from examining individual countries in successive groups of
years.

Figure 25Numbers of projects signed
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Figure 26Total values of projecsigned
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Figure 27Average values of projects signed
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Variation by country

Financial instruments

There were roughly equal proportions of projects providing debt financing and projects providing equity
financing imost countries but those providing debtdimaadcimigheyveralvalue in all countries
except Lithuania and Poland.

Poland, Romania and Russia haer t@ntldper cenand 1%er cendf the financimgspectivelyn
Romania and Russia almost all of this was debt financing.
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Figure 28Numbers oprojects signed
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Figure 29Total values of projects signed
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Figure 30Average values of projects signed
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Markets

There were information technology projects in several countries of South Eastern Europe, but they were

often components of the regional projects of Via@secarahd had low average values. Electronic

communications projects predominated almost everywhere in terms of total values and average values,

though other projects were important in Russia.

Figure 31Numbers of projects signed
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Project clients

Although there were few projects providing financing for public sector clients, in most countries they had

much higher average values than the projects providing financing for private sector clients.

Figure 34Numbers of projects signed
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Groups of years

Years are grouped in fives, corresponding roughly to successive five year periods of operation of the
Bankbés telecoms9policies of 1992 and 199

Broadly, the number of projects rose over the years: 37 were si§beddnvi€r@2signed in 1997
2001, and 71 were signed in2D0Vhough only 37 projects were signed(6,28@2otal value of
projects rose fra®49 million in 199@ toi840 million in 260& but then fell backigs7 million in
200711. Similarlthe average value of projects rosélf@omillion in 1998 to(i23 million in 2602
06 but then fell backdanillion in 20Q7.

Poland, Romania and Russia haer Eht 14per cenand 1Per centf the financimgspectively

In Romania financing declined over the last fivasygadi in Poland until the privatisation of
Polkomtel. Moreover, before-EDAe Bank did not have ICT projects in macypuwfrigs of
operationand it has still has not had any in Georgia and Turkey.

Figure 37:Total values of projects signed
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Combined view

Groups of years and countries

Shifts in Bargtioritiesvere reflected to some extent in changes in the proportions of projects devoted to
particular groups of countfiegeforgin both the EU 2004 countries and the EU 2007 countries the
proportions of the number of projects rose to peaks ofrf@hd27 per centespectively several

years before accession and fell awa&d per centand 10per centrespectively thereafter.
Correspondinglize proportions rasghe EU candidate countries and the EU potential countries from 3
per cendind Jer centespectively to @8r cenand 1(er centespectively. Similattg, proportions

of the total value of projieck®th the EU 2004 countries and the EU 2007 countries rose to peaks of 54
per cenand 23er centespectively several years beforssamteand fell away tq88cenand 2

per centespectively thereafter. Correspondingly, in Russia the proportiopeoseftor3 per

cent This proportion did not correlate well with the proportion of the number of projects,

Figure 39:Numbers of projects signed
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Figure 41Average values of projects signed
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Annex 3:Project listing

Table 6: Details otase study projects

Project |Casestudyproject Description Signing [Financing sectorfMain Country
ID name date type and value |market
(@000 )

37836 |Albtelecom Expansion of fiY18Apr08 |Private Debt 30,dFixed Albania
network, telephony
development of
broadband and
mobile network

37709 |Bi t A Co mm|Expansion of |13Mar07 |Privaté&Equity 5,00 Mobile Latvia

40750 |(Project Bella) mobile network {52 5409 [ private Equity 1,4*€/ePhoONY

36919 |Sun Communication{Expansion and |13Jur06 |Private Debt 18(Fixed Moldova

37261 modernisation 4341297 [private Debt 4,44€/€ViSIoN
cable network

37865 introduction of |30Mar07 |Private Equity 1,4
new services,
including
broadband

42640 |Polkomtel Privatisation of [120ct11 |Private Equity [Mobile Poland
mobile network 200,000 telephony
operator

42737 |Tele2 Expansion of |17Junll |Private Debt 47,4Mobile Russia
mobile network telephony
theregions

39039 |Orion (Media Works)Acquisition of a|19Dec08 |Private Debt 6,00 Fixed Serbia
stake in a . - broadbang

40051 broadband 22Dec08 |Private Equity 0.¢
operator, with a
view to
consolidating
several operato
into a national g

38267 |Oisiw Cable (Braesidlmprovements t{10Aug07 |Private Equity  |Fixed Ukraine

Investments) telecomand 22,198 television
media
infrastructure
Table 7: Details opolicy review projectsther tharcase studyrojects
Identifier Policyreview |Description Signing date [Financing Main market |Country
projectname sector, type
and value
(@000)
41711 Interactive TVRoll out of cablg30Sepll Private Debt [Fixed televisi{Armenia
television netwo| 1,579
with internet and
voice over IP
services
41236 Atlant TelekolExpansion of a [29Marl1l Private Equity|Fixed Belarus
leading privately 4,399 broadband
owned ISP
41889 Cable BiH Consolidation 0121-Decl0 Private Debt |Fixed televisigBosnia and

cable television
operators in
smaller towns b
successful seco|
tier operator

2,050

Herzegovina
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Identifier Policyreview |Description Signing date |Financing Main market |Country
projectname sector, type
and value
(@000)
41811 Yokozuna NefIncrease in 20Dec10 Private Debt |Fixed Mongolia
network reach, 869 broadband
data centre
capacity and
working capital
42735 Emitel Development of|02Junll Private Equity|Mobile Poland
communication 9,463 telephony
tower business
35892 Enforta Provision of 15Feb07 Private Debt |Fixed Russia
broadband 3,588 broadband
38180 fer‘i’";']es 'r':dth?ti 15Feb07  |Private Equity
egions and citig 4314
39439 19Dec08 Private Debt
10,763
42037 20Dec10 Private Debt
10,677
39576 Mobile Expansion and |23Dec08 Private Debt |Mobile Russia
TeleSystems |modernisation of 88,550 Telephony
39576 (MTS) mobile network Private Debt Turkmenistan
9,200
39576 Private Debt Uzbekistan
17,250
40497 Russian Development of|21-Dec09 Private Equity)Mobile Russia
Towers communication 7,424 telephony
tower business
37849 Srpske Expansion and |19Feb07 Private Debt [Fixed televisi¢Serbia
Kablovske |modernisation g 1,500
Mreze (SBB) |cable network a
introduction of n|
services, includi
broadband
37835 Project Cable|Increase in 30May07 Private Equity| Fixedelevisiol Serbia
Europa penetration of 9,554
cable television,
broadband and
virtual private
networks

Table 8: Details of telecoms projects signed by the Bank ievhlation periodther than
policy review projects

Identifier |Name Description Signing date [Financing Main market |Country
sector, type
and value
(0000)
38013 Shant Purchase okew 17Aug07 Private Debt [Fixed televisi¢Armenia
equipment and premis 395
40743 to enable the company31. 3,109 Private Debt
improve its outside 161
42567 broadcast ability 10Feb1l  |Private Debt
520
39175 Irshad Developmenttefecomq29Apr08 Private Debt [Mobile Azerbaijan
Telecom network 359 telephony
40588 Datacell and [Expansion of the wirel{26Mar10 Private Equity|Fixed Azerbaijan
Elcell broadband operator 2,940 broadband
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Identifier |Name Description Signing date [Financing Main market |Country
sector, type
and value
(0000)
40630 3H Acquisition of cable {09Jul09 Private Equity|Fixed televisi¢Slovenia
television operators 6,000
41834 210ctl10 Private Equityf Bosnia and
1,509 Herzegovina
38856 Telecom Expansion tflecoms |27-Aug08 Privatdebt |Fixed Tajikistan
Technology |services of the compal 1,028 broadband
to rural and remote arg
of the country

Table 9: Telecoms financing provided by IFIs and private banks or investorsiraltnetion

period

Country EBRDprojects European Investmen{World Bank projects [Othertelecoms

Bank projects infrastructure project

yvith private
investment
Number |Value Number |Value Number |Value Number |Value
(@million) (@million) (@million) (@million)

Albania 1 30.0( 0 0.0d 0 0.0d 1 105.0
Armenia 2 2.6€ 0 0.0d 2 5.43 1 206.0
Azerbaijan 2 3.3( 0 0.0d 0 0.0d 1 328.0
Belarus 1 4.4( 0 0.0( 0 0.0( 1 790.0
Bosnia and Herzegoving 2 3.56 0 0.0q 0 0.0q 2 810.0
Bulgaria 0 0.0C 2 175.0 0 0.0d
Croatia 0 0.0C 0 0.0d 0 0.0d
Czech Republic 0 0.0¢ 1 150.0 0 0.0q
Estonia 0 0.0d 1 40.0( 0 0.0(
FYR Macedonia 0 0.0d 0 0.0( 0 0.0d 94.0(
Georgia 0 0.0d 0 0.0( 0 0.0( 4 212.0
Hungary 0 0.0d 1 540.0 0 0.0d
Kazakhstan 0 0.0C 0 0.0d 0 0.0d 1 207.(
Kosovo 0 0.0( 1 87.0( 0 0.0d
Kyrgyz Republic 0 0.0d 0 0.0d 0 0.0d 1 80.0(
Latvia 1 6.0 0 0.0d 0 0.0d
Lithuania 1 6.53 0 0.0d 0 0.0d
Moldova 1 6.58 0 0.0d 1 1.24 1 30.0
Mongolia 1 0.87 0 0.0d 3 31.84 59.0
Montenegro 0 0.0C 0 0.0d 0 0.0d 42.0(
Poland 2 209.4( 1 640.0 0 0.0d
Romania 0 0.0C 1 150.0 0 0.0q
Russia 4 172.7] 1 115.0 1 17.5
Serbia 3 17.0¢ 0 0.0d 0 0.0d 2 2,238.0
Slovak Republic 0 0.0¢ 2 0.0q 0 0.0q
Slovenia 1 6.0d 1 100.0 0 0.0d
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Tajikistan 1 1.09 0 0.0( 0 0.0d
Turkey 0 0.0¢ 2 800.0 0 0.0q
Turkmenistan 1 9.2( 0 0.0d 0 0.0d
Ukraine 1 22.2( 0 0.0d 1 14.64 2 931.0
Uzbekistan 1 17.24 0 0.0d 0 0.0d
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Annex 4Selected findings from past evaluations of Belekoms
operations

Findings about policy formulation

1 Understandimgformation technology markets by working with financing intermediaries

When analysing demand for new information technology products and services the Bank should resist
being carried away by any market hype associated with them. The pothetidborsestcimarket

must be plentiful, interested and knowledgeable. If there is insufficient analysis of emerging information
technology markets and applications (as was the case with the Internet Framework) the combination of
investments can lack ansinidl rationale. Regional specialised equity funds might be more successful
than a framework, as they can focus on specific groups of enterprises.

The Bank should ensure that investments in information technology companies are related to the
readiness fauch technology in the host counrireaddition, it should consider channelling financing
through specialised regional funds if the readiness is uncertain.

1 Ensuring government commitment to market liberalisation and effective regulation

A governmentromitment to market liberalisation and effective regulation is required to meet transition
impact objectives in telecoms. Without this there is unlikely to be a level playing field for alternative
operators. For instance, a new mobile telephony optrhilerifkkKazakhstan) was unlikely to have a
significant transition impact until a separate technical cooperation project by the Bank contributed to the
framework discussion with the government leading to liberalisation.

Before committing to any finatloegnBank should address market liberalisation and effective regulation
which are prequisites for most ICT projeittsthe government

1 Engaging with other international financial institutions to achieve sector reform

Some governments, as the owfigte incumbent fixed telephony operators, might be reluctant to
offend constituents by correcting the imbalance in retail tariffs which are typically below cost for local calls
and above cost for international calls or to lower the value of itedissats the dominance of the

operator. These obstacles are politically sensitive and cannatdbeliackhedBank, particularly in

larger countries. Close cooperation with multiple international financial institutions (with different
emphasesparoaches and contacts) is critical.

The Bank should coordinate its work more closely with that of other international financial institutions to
encourage sector reform.

1 Providing universal serviceaffesttively

Universal access tidecomsieeds to bearefully planned, particularly in large countries with low
populationlensities. A government might aim to ensure full access in rural areas but fail to define
subsidies or develop a universal service fund. Minimum subsidy auctions and anifngstnigtitire sh
facilitate market solutions without wasting resources.

The Bank should encourage theféadive provision of universal service in telecoms, emphasising
competitive means such as minimum subsidy auctions and cooperative meangstateas infrast
sharing, through policy dialogue with governments and operators.
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Findings about information dissemination

1 Motivating client commitment to technical cooperation programmes

TheBanktends tamaintain full control of technical cooperation focus andf fanglirgedt it

provides the entire financing but doing this does not ensure enough client commitment. Continued
involvement in the work at both high and low levels of the clitgon bejpsigaensure subsequent

action. Financial contributions by the governralodeamnstrate involvemeéntKazakhstafor
instancegovernment contributions to a specific consultancy assignment resulted in greater receptivity to
recommendati® for strengthening the regulatory framework.

The Bank should seek increased ownership of technical coopefatiortestlieshy maintaining
involvement at both high and low levels in the client organisation and requesting reimbifirsement of costs
the client has adequate resources.

Findings about project planning
I Staying competitive with technology

To remain competitive, businesses often need to offer a full array of services. In 2001 the Bank advised a
client (Oskar Mobil in the Czech Repgsalinst bidding for a 3G licence as the immediate benefits

would be outweighed by the capital expenditure and put excessive straifherBamdngzEstion
changedhowevenyithin a few yeamhen isupported a debt restructuring to gsaarteelient the

financial flexibility to bid for a 3G |iedmncle was bought at a substantially lower price than others paid

in 2001. In the end, the Bank saw that even though 3G technology would benefit only a fraction of the
market at the time, no afeercould run the risk of offering lesser services than its competitors. While the
decision to get a licence could be deferred, missing it altogether would have hurt the position of the client
in the market.

When analysing potential expendiberd&ank should recognise the need for operators to invest just to
stay credible in technelirigen markets.

1 Having strong equity partners in rapidly growing companies

Where the Bank has a small equity stake and just one representative on the Board of the company, a
strong equity partner can help to achieve growth objectives. For instance, with Gallery in Russia, it was
only with the entry of a strong equity partieréheduld be substantial influence on the company in

all areasThereforéhe Bank should seég Kind agupport .

1 Reducing risk following debt restructuring

In leveraged situations, the Bank must be particularly vigilant in assesahilityh® clieat debt
obligationsvhile also investing in the company to remain competitive. By being aware of a funding
shortagearlythe Bank can take a more proactive role in debt restructuring in order to protect its equity
and optimise its positiothé new debt structure. For instance, when Oskar Mobil in the Czech Republic
had poor liquidity, the Bank became an anchor investor in a bond issue to make the bond more
marketable. In doing so, the exposure of the Bank to the higher risk mssednghilénitrat of the

lead arranger of the senior credit facility and of the bond issue decreased. An analysis of the proportions
of debt and equity for the investors would have shown that the position of the Bank was deteriorating
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relative to that oétlead arranger. In fact, restructuring the debt through the bond issue was extremely
successful and the Bank received a fee for being an anchor investor.

When participating in debt restructuring the Bank should evaluate the opportunityragypf its additio
for instance, the Bank could share a feeanigimngers of a credit facility irrespective of its final take in
a bond issue, in return for taking the role of an anchor investor that no commercial bank would accept.

1 Reducing risk from foreigrhange rate changes

The Bank funds its investmemisrag converting to and from the local currency on entry and exit. A
rate of return calculatedurosis appropriate for assessing the return to théen®@aeker, it can

reflect exchange ratetélations more than the performance of the project, which should be assessed by
examining the rate of return in the local currency before c@wession to

The Bank could seek to reduce its foreign exchange risk in an equity investment hfpesither funding
investment in its original cur{enaesich case the cost of funding would vary with interest rates over the
(unknown) investment peoptedging the investment over a holding period, in which case the cost of
hedging would be incorporated expketed rate of return at approval but there would be no protection
against foreign exchange risk if the investment period did not coincide with the holding period.

1 Improving corporate governance through initial public offerings

The focus of GallerRirssia on an initial public offering had the biggest impact on corporate governance
and management practices. A desire to meet listing requirements led the company to move away from
making cash payments that decreased transparency in the industryegndaposal risks to
shareholder$he Bank should encourage timely decisions to take companies pubkswihich will

improved corporate governance.
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Annex 5: International comparisons

Table 10: Demographics

Special Study

Telecommunications Sector Review

Indicator Casestudycountries EU comparator countries Bank extended mandate countries

lAlbania |Latvia [Moldova|Poland |[Russia |Serbia |Ukraine [Austria [DenmariGermany |Lithuania [Slovenial[Sweden(Egypt [Jordan [Morocco|Tunisia |Turkey
Population (million) 3.2 23 3.4 38.1 142.( 74 459 8.4 5.5 81.9 3.3 2.0 9.4 82.6 6.4 32.7 10.9 72.(
Population density (p€ 111 35 105 122 8 83 76 199 129 229 51 101 21 83 72 74 65 93
kn¥)
Population in the 3 26 40 30 8 12 30 11 25 18 8 32 20 17 21 48 15 12 24
largest citiegper cent
Population under 15 234 13.1 16.9 15.9 15. 15.9 14.1 14.§ 18.( 134 15. 14.1 16.6 34.9 39.4 34.7 254 26.1
years of agepér ceny
Population over 63 9.4 17.3 10.4 13.5 13.1 17.1 15.§ 17.4 16.4 20.6 16.¢ 16.5 18.9 5.2 5.6 6.1 7.9 6.9
years of agepér cen

The source and date are UNECE and 2009 except for Egypt, Jordan, Morocco and Tunisia, for which they are:
1  Wikipedia and 2012 (Tunisia: 2011) for the first and second rows
1 Geohivand 2004 (Egypt: 2006) for the third row
f  US Census Office and 2010 for the fourth and fifth rows.
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Table 11:Economics

Indicator Case Study Countries EU comparator countries Bank extended mandate countries

lAlbania [Latvia [Moldova [Poland [Russia |Serbia |Ukraine |Austria |DenmarkGermanylLithuaniaSlovenia|Sweden |Egypt |Jordan |Morocco|Tunisia |[Turkey
Unemployed activ| 13.4 7.5 4.0 7.1 6.3 13.6 6.4 3.8 3.4 7.5 13.7 4.4 6.2 9.4 11.9 10.4 13.9 9.7
adult population
per cent

GDP perhead (8 841 16,23{ 2,84] 19,00{ 14,91 11,47 7,35( 39,78{ 39,84] 37,111 17,13{ 29,06y 39,614 6,54 5900 505] 947§ 15,02
PPP)

Gross average 409 1,007 244  1,23¢ 694 820 343 4,324 5961 3,924 922 4,20( 1,15¢
monthly wage
(US)

The source and date are UNECE anek28p8for Egypt, Jordan, Morocco and Tunisia, for which they are:
1 National census offices (with different, incomparable, definitions of unemployment) and 2011 (Egypt: 2009) for the first row
f IMF and 2011 for the second row.
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Table 12:Developmentankings

Indicator Year Casestudycountries EU comparator countries Bank extended mandate countries
<X = ol «

2 |s § 2 |= © 2 © < S G g & . = 8 £ >

S22 18 |8 (€ (|8 |§ |5 |2 |2 |8 & [§ |8 |e |2

2|18 |2 |6 |3 [ |8 |6 |5 |5 |& g |8 [= |2 [P

Human development ind 201170 |43 | 111|139 (66 59 76 19 16 9 40 21 10 113 |95 130 (94 92
(rank out of 187

Corruption perceptionisdex 201195 |61 |112|41 (143 |86 152 (16 2 14 50 35 4 112 |56 80 73 61
(rank out of 183

Pressfreedomindex 2011201496 (50 (53 (24 |142 |80 116 |5 10 16 30 36 12 166 |128 |138 (134 |148
(rank out of 174

Judicial independence ind 20112014 101| 67 |132|53 | 123 128 134 |22 2 7 84 68 3 41 49 80 58 88
(rank out of 143

Global competitiveness ind 2011201478 (64 (93 (41 |66 95 82 19 8 6 44 57 3 94 71 73 40 59
(rank out of 147

The sources are:
1 United Nations Development Programme for the first row

1 Transparency International for the second row
1 Reporters Without Borders for the third row
1 World Economic Forum for the fourth aodsifth
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Table 13:ICT- Penetration
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Indicator Year |Casestudycountries EU comparator countries Bank extended mandate countries
= = oo

e . g © © o o © 3 3 = £ 3 ~ c 8 © >

g |z |2 |= |8 |5 |f§ |8 |5 |§ |2 |2 |B |5 [§ |8 [|§ |2

< |8 |2 & | & |3 |2 |8 |&§ & | |4 |& |8 |8 |2 |°
Number of 2010 |10.4 23.6 325 20.0 314 40.5 285 38.7 47.4 55.4 221 44.9 52.5 11.9 7.8 11.7 12.3 22.3
fixed telephony
subscribers 2005 |8.9 317 24.7 31.0 27.9 32.9 24.9 45.4 61.8 66.4 234 50.9 62.4 14.1 11.8 4.4 12.7 27.8
per 100 people
Number of 2010 |3.3 19.3 7.5 13.0 11.0 11.2 6.5 23.8 37.7 317 20.6 24.2 318 1.8 3.2 1.6 4.6 9.7
fixed broadband
connections 2005 (0.0 2.6 0.3 25 1.1 0.4 0.3 14.3 24.8 13.1 6.9 9.8 27.9 0.2 0.4 0.8 0.2 23
per 100 people
Number of 2010 (45.1 75.1 40.0 62.3 43.0 40.9 45.0 72.7 88.7 82.0 62.1 70.0 90.0 26.7 38.0 49.0 36.8 39.8
Internet users

2005 |6.0 46.0 14.6 38.8 15.2 26.3 3.7 58.0 82.7 68.7 36.2 46.8 84.8 11.7 12.9 15.1 9.7 15.5

per 100 people
Number of 2010 (1419 |102.4 |88.6 122.7 |166.3 ([129.2 (118.6 |(145.8 |124.7 |127.0 |147.2 |104.6 |116.0 (87.1 107.0 (100.1 ([106.0 (84.9
mobile telephony
subscribers 2005 |48.7 81.2 28.9 76.4 834 71.8 64.0 105.3 ([100.6 |96.0 1275 ([87.9 97.8 18.4 58.7 40.8 57.3 64.0
per 10(people

The source is ITU.
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Table 14:I1CTF Prices

Indicator Year |Case Study Countries EU comparator countries Bank extended mandate countt
< = z <v5 fuo c Q
< | = o 12 n =) < o 0] = n 2] w a = = =
ICT pricdasket (rank out of 165) 2010 89 31 (101 1 32 O 9 (11 10 |20 [37 4O |15 (78 [84 (117 |65 |80
ICT price basket (rank out of 161) 2008 92 42 (103 41 [34 |44 (16 [28 4 19 40 [(B2 8 67 [82 [104 [53
ICT price basket percentage of GNI per head|2010 4.3 (1.1 [54 |18 1.1 [22 [26 |06 [06 (08 (12 |12 |06 (35 [3.9 |95 [25 (3.6
2008 (7.7 1.7 [108 24 (14 B33 46 1.1 |05 0.7 [5 |14 (0.7 44 K44 [125 3.1
Fixed telephony sdimsket percentage of GNI 2010 |19 |10 |15 [20 0.8 (11 |13 (0.7 [06 [08 |14 [09 |06 [1.7 [29 P2 (0.8 [2.3

head

2008 |L.3 1.1 (1.8 [26 (0.8 |LO |15 (0.7 .6 08 (15 (1.0 05 |20 (3.1 (111 |10

Fixed broadband sdimsket percentage of GNI[2010 3.2 1.2 5.0 |18 |13 3.1 |32 (0.7 (09 |11 11 (7 (08 @46 (7 [(1 (34 [26
per head

2008 9.2 |25 [185 25 |17 4 |71 (15 .6 1O [15 21 0.7 |55 6.7 [9.2 W41
Mobile telephony stimsket percentage of GNI2010 7.7 1.0 9.7 |15 |12 |23 |32 (04 (0.2 (04 10 (11 (04 @41 (3.2 (143 [3.2 [6.0

per head

2008 [12.6 [1.4 [120 20 (16 |25 52 1.2 02 04 (14 |11 (08 |6 [34 [17.2 43
ICTprice basket valu&JGh) 2010 |14.3 [11.0 [7.0 [22.4 |84 |10.8 |6.2 ([21.8 [27.2 [26.5 [11.0 [24.3 |25.7 |6.0 [13.0 [22.0 |7.7 [26.6
Fixed telephony stasket valueSh) 2010 6.4 101 19 334 [6.2 [54 3.4 [25.3 [27.8 [27.0 [13.1 |17.9 [25.5 29 9.5 ([21.3 25 [16.8
Fixedbroadband subasket valueJSh) 2010 [10.7 [12.8 |6.5 |18.0 [9.9 |153 [7.6 [26.2 43.9 [39.4 [10.3 |34.2 345 [8.0 |18.9 [11.7 |10.5 [19.2
Mobiletel. subbasket valueSh) 2010 [25.8 |10.1 124 154 93 114 7§ 134 99§ 13. 9.4 204 177 7.4 104 33.] 104 43.

The source 13U
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Table 15:1CTd sectordevelopmentankings

Telecommunications Sector Review

Special Study

Indicator Year Casestudycountries EU comparator countries Bank extended mandate countries

g e |2 |2 |lg | |2 |e _é § § s 18 | |5 |8 |2 |3

S 12 |2 (2 8 |5 |8 |38 |5 |8 |2 |2 |2 |8 |2 |8 |5 |&

< - = o 14 N ) < [a) 0] 3 n () L ) = [ ~
ICT development index | 2010 78 40 57 38 47 50 62 16 4 15 35 24 2 91 73 90 84 59
(rank out of 152)

2008 81 39 64 41 49 47 59 21 3 13 35 24 2 92 73| 100 82 60

Access subndex 2010 82 48 59 38 41 45 62 15 8 6 40 25 5 78 74 79 92 61
(rank out of 152) 2008 92| 46| 62| 43| 47| 45| 59| 15 5 36| 26 3 83 75| 86| 93] 58
Use sukndex (rank out o[ 2010 74 35 60 41 53 55 86 16 6 20 40 30 2 89 80 65 81 56
152) 2008 79 36 76 40 63 52 91 19 5 16 41 26 4 87 80 64 73 56
Skillssubrindex (rank out| 2010 84 18 59 13 21 50 7 34 6 44 9 19 104 61 122 78 66
of 152) 2008 71 18 53 15 24 50 12 32 7 39 10 14 104 60 122 84 77

The source is ITU.
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Annex 6: Albania

The market
Table 16:Distribution of subscribers among operators (2011)
Operator Fixed services Mobile services
Telephony Broadband Television Telephony Broadband
subscribers subscribers subscribers subscribers subscribers
Number | Proportion [ Number [ Proportion| Number | Proportion | Number| Proportion | Number | Proportion
(000) (per cent | (000) (per cent | (000) (per cent | (000) (per cent | (000) (per cenx
Albtelecom 259 76 60 43 1,110 21
Abcom 27 29 21
ASC 10 10 7 140
Digitalb 300
AMC 8 2 1,920 37 55 19
Vodafone 1,809 34 228 81
Plus 397 8
Others 35 11 41 29
Total 339 100 140 100 100 5,236 100 283 100
Table 17:Market trends (2011)
Indicator Fixed services Mobile services
Telephony Broadband Television Telephony Broadband
subscribers subscribers subscribers subscribers subscribers
Number| Trend Number| Trend Number| Trend Number| Trend Number| Trend
Subscribers (000 339 y 140 A Y 5,236 ¥y 283 ¥ Y
Subscribers per 12 y 5 A Y 189 ¥y 10 ¥ Y
100 people
Revenues 271,134 77
(4000)
Revenues per 52 77
subscribet)
QOutgoing call 728 y 5,215 ¥y
minutes (000,00(
QOutgoing call 2,148 y 996 N
minutes per
subscriber
Totakall minutes 1,570 y 11,121 A
(000,000)
Total call minute! 4,632 v 2,124 Y
per subscriber

Investment in the sector roselff®million in 201Q4%@t million in 2011.
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Figure 42National developments and Bank involvemegseicomg19922012)

1998: 2000: 2008: Electronic 2009:Privatisationof
Telecommunications | [Telecommunications Communications Law| [AMC continued: 12.6%
regulator (now called | |Law passed, enabling passed, enabling therg|sold to COSMOTE.
al! Y9t é0 T 2||thereto be tobe regulations
regulations similar to aligned with the 2003
the 1998 EU EU framework.
framework.
1995: AMC founded: 2000:Privatisationof 2007:Privatisationof | [2008:Albtelecom
100% taken by a AMC started: 85% sol|d Albtelecomnstarted: mobile telephony
government body. to COSMOTE. 60.8% sold taCalik operations (now
Enerjiand 15.2% sold| [6 N y RSR a9fl 3t S¢ 0
to Turk Telecom. started.
y v ¥ y_Ww v
1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012
1992: Funding 2003: Funding 2008: Funding
provided for provided for Vodacom provided for
Albtelecomto expand to expand its mobile Albteleconto expand
and modernise its network. its fixed network,
fixed network. develop its
broadband capacity
and construct its
mobile network.

2007: Technical
assistance to AKEP
started.

The regulatory environment

Policy making
The Ministry of Innovation and Information and Communications Technology considers that it has enacted
the 200&amewotkhough parts of the policy paper prepared in 2010 have yet to be.fut into effect

A broadband policy was drafted in 2011 and a full strategy is to be approved by late 2012. Other papers
on the digital agenda and cybersecurity are als@aptiusees are requesting action plans, not mere
statements of objectivesAr®e)d confirmdlbania has a much more youthful population than other
countries isoutheasterrEurope but lags behind on all ICT development indices, so these action plans

are desirable but could require external assistance.

Regulation

The regulator, the ElectromldPastal Communications Authority (AKEP), has gone through upheavals
in recent years. All of the membgisE#® steering board were replaced in 2008 and 2009. As the
members both before and after replacement were those favoured by partieutsss ptitical p
independence of AKEP is open to doubtyPoliibedteappointments might be inevitable because

the regulator should conform with government policy. Unfietuiesitethanges can undermine the
willingness to take action, for feaimgffired.

43 AnneX explains phrases relating to regulation and technology, sucanaswg009
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At one stage the effectiveness of AKEP was also limited by poor relations between the steering board and
the operational units. The ministry maintains stesritiee boardembers after replacenaeat

workngmore efficientliyan thosbefore. Even so, some of the decisions taken by the steering board

were not put into regulations unti{l20TBis led to delays in implementing number portability, local

loop unbundling, carrier selection and the licensing of spectrum for fidedndraoadbiea

broadband.

Currentlythe ministry considers that delays in developing the regulatory framework are due to parliament
not AKEPathoughdebatexontinue ovéhne split in operational responsibilities between the ministry

and AKEP. By costraAlbtelecom believes that AKEP is slow to act, as illustrated by the failure to move
quickly to stop Vodafone from blocking an Eagle promotioatihvgatesigned to coincide with the

European Cup.

Market access

Albtelecorstill has a large proportion of the fixed telephonin mbketdut there are several

alternatives to it. There is even an intended newvigémttheflbaniarfelecoms Union (ATU)

planning to provide wholesale services by building a filalongsiderithe roads. This illustrates one

area in which the regulatory framework is not fully appreciated as the Ministry of Public Works and
Transport appeared to be granting "exclusive” rights to ATU to lay fibres without any open competition.

Vodafonand AMC had a duopoly of the mobile telephony market for eagfi¢ yedish is 1€

centowned by Albtelecom, received a 2G licence in 2004 but did not start service until 2008 after
privatisation. Plus, which is led by Post and telecoms,afekeised a 2G licence in 2009 and

started service in late 2010. Its business case in such a small country is doubtful, when even Eagle is still
recovering its costs.

Vodafone and AM{Bohave a duopoly of the mobile broadband market, with 3Goligahées
2010 and 2011 respectively. The arrival of AMC led to a fall in prices but as there is still a duopoly there
could be further falls when the other operators (Eagle and Plus) agree to buy 3G licences.

Much of the 2003 EU framework is in phatkewdbrresponding problems of ensuring effective
execution and the intended consequences. For @ktzuge there is mobile number portability, if
mobile termination rates are high, its effect can be limited or even, as in some couett@s, be opposit
intentions, with customers moving to the largestopjémtaKEP glide path for mobile termination

rates appears to be rather gentie atildlforecatt end in 2015 with fairly high rates. AKEP considers

that there might be a further glildbpyond that.

Bank operations

Strategy

The Bank strategy for Albania approved in 2006 aimed to promote the privatisation and restructuring of
Albtelecom. The Bank strategy for Albania approved in 2009 aimed to:

- strengthethe independence and goveenahthe regulator, which had been shown to be
lacking

- encouragéberalisation facilitating the introduction of technologies such as WiMax

44High mobile termination rates can also contribute to high penetrations, as people use phones on different networks
to avoid making-oét calls.
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- examingossible further technical assistance relating to broadband deployment, rural access,
digital switchovedannovations in digital media.

Technical cooperation

A technical cooperation project in the Legal Transition Programme lasted from 2007 to 2009. Its objectives
were to improve regulation generally and develop the interconnection regimevapduigiablly. It

regarded by the Chief Compliance Officer of Albtelecom (who had participated in it when at AKEP), the
Chairman of AKEP and the Chief of Cabinet of the ministry. All the draft regulations created by it were
subsequently finalised.

Investments
Table 18:Bank telecoms investment projects (1Z®12)

Identifier Name Description Signing date | Financing
sector, type
and value
(0000)

Albtelecom Modernisation and expansi¢ 16 Decembel Public Debt
fixed network 1992 7,334
Vodafone Expansion of mobitgwork | 22 Decembel Private Debt
2003 24,706
37836 Albtelecom Expansion of fixed network, 18 April 2008| Private Debt
development of broadband 30,000
capacity and construction o
mobile network

Of these projects, the second Albtedeeowas selected for further anaiytfell in thevaluation
period

The project reviewed

Background

The project aimed to assist in privatising Alpteeedominant fixed telephony operator. The investors

planned to boost fixed services and to launch mobile services. Transition impact was expected from the
successful restructuring of the company, including the launch of new products, senddd standards a
systems such as new billing and management information systems. The plans included a significant
restructuring of the labour force with increased outsourcing, as well as early retirement and redundancy
programmes. The commercial risk in doing sigsifieantly mitigated by the presence in the investors

of Turk Telecom alongside Calik Eneriji.

In the years before privatisation, Albtelecom had increased its number of fixed telephony subscribers by a
factor of sevemd altough it gained some esdizscribers after privatisation, its rate of expansion fell

greatly and ultimately became negative. Hibwedated some of its IT systems, including that for
customer relationship management, albeit two years later than the date propadtsea iimphettrans

objectives for the project.

At time of writilibtelecom is converting its network to a Next Generation Network (NGN). The reason
for this is unclear. Converting a network to a NGN was much discussed internationally some years ago
where thenotivation was to reduce costs by simplifying the network, to make IP services easier to deliver
endtoend and to permit fixed and mobile services to converge on each other. However, it became much

Annex &4/11



Special Study
Tekcommunications Sector Review

less popular before it was widely adoptegeratorpreferred to invest in fixed broadband using

ADSL and in mobile broadband with 3G systeatdMoreover, in the specific case of Albtelecom,

the network must already be fairly simple (as it has fewer than 300,000 subscribers) and is unlikely to
provié convergence between fixed and mobile services while Albtelecom and Eagle remain separate
legal entities. Albtelecom regards wholesale service provision as having major pbtagisdeperhaps

the networks of the regional operators are fragmergediRurid ways that will lead to efficient
interconnection with the Albtelecom NGN.

In the years after privatisation, some Albtelecom subscribers moved to alternative operators which could
compete with Albtelecom prices and quality ofBetvvéen 2008hd 2009 Albtelecom gained about

29,000 fixed telephony subscribers (easily the biggest increase in regctratyess)2009 and

2011 it lost 34,080bscribers’he ministry suggests that Albtelecom has no real interest in expanding
fixed telephgmpenetration which apé&2centemains far below the EU averageef déntindeed,

Albtelecom remarks that business services and broadband are stillithréimeisimglication that

fixed telephony to residential customers is not.

After 2008he Albtelecom revenues from fixed services first rose and then fell as Albtelecom first gained
and then lost subscribers. The revenues of its competitors also first rose and then fell over that period,
suggesting that competition intensified as theségividy more subscribers in 2010 than in 2008.
Albtelecom competes with several regional operators that offer comparable tariffs and with national
operators that can offer triple play packages such as ASC (sometimes branded "PAing") and AMC
These congpitors seem remarkably buoyant.

As fixed broadband penetratiopés &enin Albania and pér cenin the EU on average, there

probably is scope for increasing fixed broadband penetration among the existing fixed telephony
subscribers. Whether Abteh retail services will benefit from this is betleaen 2010 and 2011

the number of fixed broadband subscribers rose from 120,000 to 140,000 but the number of those
subscribers who took Albtelecom services fell from 70,0065 #l§8l860mMttaibutes its loss of

subscribers to changes in its tariffs, whereby people started to be charged more when they exhausted
their monthly download quotas. In that period there were also decreases in tariffs and increases in speed
(typically doubling, frethMb/s to-2 Mb/s) and soratheroperators offered speeds "up to" 20 Mb/s

which require more advanced ADSL equipment.

Eagle has established itself as the third provider of mobilantalephamth a market share rising

yearbyyear, apparentiyrgely at the expense of AMC. It finds the cheap rates offered by Vodafone and
AMC to closed user groups (clubs) difficult to emulate and it now faces a fourth operator. Neither it nor
that fourth operator has yet bought a 3G licence.

45 ASC offers fixed telephony, fixed broadband and fixed television. AMC offers fixed telephony, anabile
mobile broadband; it attracpeat 2enof the national total number of subscribers in its first month of using its 2G
network for fixed telephony.

46These figures exclude the 34,000 3G service subscribers who access broadbadémsing USB mo
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Ratings
Table 19:Summarnyproject evaluation
Identifier Name Description Indicators Overall
Fit with | Fulfilment [ Financial | Bank Transitio ;’A?SWS?; .
Bank of project [ perform | handling | n impact 9
policies [ objectives | ance
37836 Albtelecom | Expansion of fixed netwo| + + ++ + +F Partly
development of broadbal successfl

capacity and construction
mobile network

Fit with Bank policies

The Bank investment in Albtelecom came after the privatisation but was closely connected with it. It aimed
to increaspenetratio of fixed telephony and broadband and to establish a third provider of mobile
telephony. All this is in keeping with the Bank strategy for Albania (though parts of that strategy, such as
assisting with rural access or digital switchover, remalh unfulfille

There was a concern exprdsgede Barkt the time of project approval that Albtelecom would abuse

the weak regulatory system to the advantagelnft Bégtloes not seem to have happened. Indeed,
Albteleconsuggests that the regulator does not treat small operators fairly and that Eagle is at a
disadvantage compared with Plus in having no locatinvestors

Turkish energy comp@ajik Enerfiad approached the Bank and indicated that Bank financing was
crucial in achieving privatisation. The government had also approach®dddeoBadk.the

transaction represented the largest ever loan to an organisation in Albania arehtweidtitianks
enthusiasm for providing-temy financing in the country. The Bank could attract other finance to
Albtelecorut @en so the Bank and the Black Sea Trade and Development Bank remained the only two
lenders on a staalbne basis, with expes abovél5 million. Banks providing finance commented

that the participation of the Bank was needed.

The privatisation of Albtelecom led to expansions of internet service and improvements in customer
service. The company publicity reraatiksh® gopany had new owners (in 2008) the number of

internet subscribers wasQ, the internet speed was 256 kb/s and the prices for internet were very high.
The general infrastructure was old and there was no customer care mentality and even no department for
this issue. There was no shop concept or corporate image for the whole country and the number of
unqualified personnel was hignm/evethe ministiyelievedhattheircustomer service was still poor

and thapenetration was too l@vhilethere hasden some growth in fixed telephony, it has been
accomplished by the alternative opewadotiserefore althoulgl privatisation of Albtelecom might

have intensified competition, Albtelecom itself has not been the Teisefiarafye seen as a

favaurable outconie terms of developing the masken if from the perspective of seeking to get a

high return on investment it is not.

The advent of Eagle, which ended the duopoly of Vodafone and AMC, helped to. ritake prices fall
revenues from mobigvicessince 2008ave fallen by 4&r cenfor AMC and I#r cenfor
Vodafone because of competition and the reduction in mobile termination rates. Recently Eagle appears

47The particular complaint about large operators was that-tiegtitdoifisoteterred customers from using
mobile number portability and switching to other operators, such as Eagle; rapid reductions in mobile termination rates
would solve thpsoblem, to the benefit of customers.
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to have taken customers from AMC rather than,podaiblyebecause of tigh Imobile termination

rates, which lead to large differences betweemmh offet tariffs. In any event, there has been a
competitive spur: Average Revenue Per User (ARPU) from 2G services is believed to have fallen by at
least 5(per cenbetween@6 and 2010 and the figures of AKEP for 2G and 3G services imply that
mobile market blended ARPU felpley é€nivetween 2006 and 2011.

Albtelecom has invested heavily in the reconstruction of the Albtelecom network, IT systems for billing and
custorar relationship management and the deployment of the Eagle network. Parts of this investment
have served to ward off competition from fixed operators with new networks and systems; the remainder
has established a successful entry into the mobile market.

Financial performance

The total revenues of Albtelecom and Eagle na&e rindlion in 2008, thraik#8 million in 2009 to
0124 million in 2010 but then @l @million in 20*BThese figures are shown in T8hleng with
the corresponding projections from the busin®ss plan

Table 20:Revenues yedny-year

Year| Fixed service revenues Mobile service revenues | Total service revenues
Projected Actual value| Projected Actual value| Projected Actual value
value (@million) value (@million) value (@million)
(@million) (@million) (Gmillion)

2008 100 78 3 5 103 83

2009 100 89 23 34 122 123

2010 101 84 32 40 133 124

2011 107 73 42 37 149 110

Thereforghree years after the time of project approval, feevibeedevenues were aboyieB0
centbelow those projected, while the mobile service revenues telephony vperecabbatold

those projectedespitdiaving exceedthem in the three preceding years. Actual total revenues have
slipped behindojected total revenues. The reasons for the slippage appear to be:

- the lag in the acquisition of fixed telephony subscribers, and the subsequent loss of
subscribers

- the loss of fixed broadband subscribers consequential to the loss of fixed telephony
subsdbers

- theinability of the mobile telephony subscriber base to compensate for the low mobile market
ARPU, despite its size.

The number of mobile telephony subscribers has greatly exceeded the business plan projections but
revenues from those subscribgesriot grown correspondingly. This rise in mobile subscriber numbers

is a tribute to the capabilities of Badpevever, it has not offset the shortfall in fixed subscriber
numbers because mobile market ARPU has been lower than projected. Voddfane aneciAM

48These figures use the rate of depreciation of ALL against EUR used in the business plan; figures using the current
conversion rate would be lower, especially in the earlier years.

49The sensitivity analysis in thi@dss plan reduces the projections bypgy teut doing this makes

relatively little difference to the gaps between the actual and projected figures.

50There might subsequently be atfalnamber of phones per mobile subscriber, whagipeandd a fall in

the number of mobile subscrideenetration reaches saturation, mobile termination rates fall and mobile number
portability becomes faster and easier, subscribers will have fewer reasons to have multiple SIM cards.
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higher ARPUs than Eagfe2011 these were respectively 2.6 and 1.6 times that of Eagle. This could be
only partly attributed to 3G sehdoasisén 2009, before there were 3G services, their ARPUs were
respectively 1.9 and 1.4 times ¢ifidsagle. The Vodafone and AMC ARPUs are comparable with the
projectedRPUgor Eagle but not with the actual ones.

Table 21:Subscribers yedy-year

Year | Fixed telephony subscribe| Fixed broadband subscribe| Mobile telephony subscribe
Projected Actual Projected Actual Projected Actual
number (000)] number (000) number (000) number (000) number (000) number (000

2008 293 264 18 15 30 258

2009 313 293 52 53 271 601

2010 333 278 74 71 413 822

2011 347 259 92 60 524 1,110

The lag in fixed network development was due partly to delays in getting authorisation to build extra
connections and partly to the restructuring of the operations. The main success of the company is the
performance of Eagle, which has an experiengedherartaam and a good quality national network.

Bank handling

The Bank has been instrumental in the success of thedonaelotdith thedlbaniaigovernment

for years to ensure that the privatisation of Albtelecom progressed. The fastddan aatage

owned company with a view to better prepare it for privhes&#mkemained neutral while

maintaining contact with all major bidders until the preferred bidder was selected. It then enlisted the
assistance of the Black Sea Tradeearelopment Bank tfirance the project.

Transition impact

Increased competition

The project partly achieved its objective of increasing competitionTinréeligoatasfuibwned

subsidiary Eaglsbtelecorachieved all benchmarks refatewbbile telephony. Penetration was 140

per cenfwhen the benchmark waspEdCentwhile the market share waget&enf{when the
benchmark was fiér cent Most importantly, between 2006 and 2011 monthly ARPU blended across
the mobile market fi]dmi10.8 to U4.7 (representing a pér centlecrease) on the basis of AKEP

figures (when the benchmark waer 8@nt

However, the p@r centlecrease in interconnection tariffs from 2006 to 2010 was not achieved. There
was a progressive decreasénterconnection tariffs by AKEP between 2007 ahdtianan.
interconnection tariffs decreasedpg®r ténand international ones decreasegdyycgnin 2009,

whereas 20per centlecrease had been projected in the business plan. Im@bdOnakkction

tariffs increased byped cenand international ones remained unchanged. AKEP justified this decision

by referring to the difficult economic environment for operators and an investigation of the costs by Price
Waterhouse Coopers.

Markeéxpansion

The transition impact objectives at the time of project approval did not include one for expanding the
market by increasing fixed telephony penetration. However, the original submission to the Bank in 2008
noted the potential for increasesbasiglhad the lowest penetrati@ouiieasern Europe.
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Penetration has not increased greatly sinda th@R007 Albtelecom had about 256,000 fixed
telephony subscribers, mainly in urban areas, and there was still unsatisfied dematidf wfith a waiting
about 45,000 potential subscrib@@)9 the number of Albtelecom fixed telephony subscribers rose to
293,00Mutby the end of 2011 it was only 259,000. Thus, when Albtelecom increased fixed telephony
penetratioafter privatisatiather opators took the customers.

Before privatisatiday contraghere was a large increase in the number of fixed telephony subscribers

T between 1998 and 2007 the number increased by 235,000 (reprepentoeniacré@se) from

40,000 to 275,000. Because mobile telephony is now very popular, fixed telephony might never rise
significantly further in Albania; it might even fall as it is doing in some, but not all, other countries nearby.
However, in those counttiesmains significantly greater than in Albg®ia d80in the case of

Moldovand40 per cenin the case of Serbia), even where their GDPs per head and populations are
comparable with those of Albafiareforghere might still be scope farasiog fixed telephony

penetration.

Albtelecom had expanded the fixed telephony network greatly between 1998 and 2007. The plans of Turk
Telekom and Calik Enerji for the fixed network in 2008 appeared to aim at meeting demand from the

waiting list notsiimulating taken.As it turned qatthough Albtelecom increased supply to meet this

demand, other operators took the customers. An active approach of increastepdevhainel

traditional passive approach of increasing tygpipplyof stateormpaniesmight have allowed

continued growth of the fixed market. Such an approach is implicit in the business plan that projected

having 410,000 fixed telephony subduyi®@ts.

More widespread private ownership

The privatisation was completed &1 PI0@ presence of strategic investors Turk Telecom and Calik

Enerji means that the private ownership of Albtelecom is not widespread. However, a structure with a
strong strategic owner could be more advantageous at this stage than that offespdeby just wid
ownership by the public or by purely financial investors unfamiliar \&#h the sector

Demonstrations of new replicable behaviour and activities

The project achieved its objective of demonstrating new products or processes. Albtelecom acted to:
- raiseawareness of, and demand for, ADSL through its campai@fs in 2009

- deployfibre to compete with 3G services and let Eagle provide 3G services well

- proposéundles comprising fixed telephony, fixed broadband and mobile telephony

- includdP television its business plan (with hesitation about launching the service because
of the regulatory environment and depressed incomes)

- introduceew billing and customer relationship management systems.

The project did not achieve its objective of demounstesisigllsrestructuring. The new owners were
to increase staff efficiency by lifting the ratio of fixed lines per employee from 115 in 2006 to 250 in 2012,
which would still be low by international st&id&@k0 there were 195 lines per emplaype

51For instanceyer one year ending in 2011, in Macedonia fixed telephony penetration dropped by about two
percentage points (tpé0centwhile mobile telephony penetration increased by about twelve percentage points (to
106per centAnne)d contains other relevignuires.

52There might be some question about whether this objective was formulated correctly, as the nature of the
privatisation was known at the time of project approval.

53 There were 500 lines per employee at Magyar Telekom, 540 at Turk TelecBRonzete28m.
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2011 there were 174 lines per employee. The original target, of having 250 lines per employee in 2012,
now seems unlikely to be attained.

Maintenance of transition impact

To expand fixed telephony penetration, or just to avoid further deskeahthe $ilved telephony

market, Albtelecom is likely to need further development especially if it does not offer IP television.
Moreover, to keep its wealthier customers and match its compatitibigkeiagézl to offer 3G

servicesall of whhwill require extra investment.

Findings

Incorporating trends in ICT market forecasts

Most of theountries of operatibigtorically had low fixed telephony penetration rates. However, after

the privatisation of the incumbents which traditiodetlffigeal/telephony services, the expected rise

in fixed telephony connections did not always materialise as demand for fixed telephony was replaced by
demand for mobile telephony. Correspondingly, the desired fall in employees per fixed line became more
difficult to achieve.

When preparing projections and setting financial and operational benchmarks (including those for
transition impact) the Bank should take account of shifts in demand experienced in comparable
circumstances elsewherdn particular, it Isould note the possibility of mobile telephony
substituting for fixed telephany

Supporting the consolidation of alternative operators

Though alternative operators can be remarkably buoyant they often lack economies of scale. Projects to
consolidate altative operators can bring atimgeeconomies of scale and thereby stimulate
completion while having strong transition impact. However, consolidation should not be achieved by
strengthening the positions of operators that are dominant in other markets.

The Bank should pursue projects aiming to consolidate alternative operators that are strong in
different marketseither because they deliver different services or because they operate in
different parts of the country.

Providing hands help in technicabperation programmes

The staff of regulators and judges in commercial courts would benefit from acquaintance with practice
elsewhere, especially to strengthen the enforcement of regulation. Topics for the staff of the regulator
might include cost mattgland separate accounsipgetrum auction desggmutiny of local loop

unbundling and number portability processes. Topics for judges in commercial courts might include the
consequences of delaying the execution of regulatory decisions.

The Bank shdd continue to support the staff of regulators and judges in commercial courts with
training such aghrough the Legal Transition Programme, focusing on effective monitoring and
enforcement more than legislation.

People consulted

- Gjergi Gjinke, Direcwir the Cabinet, Ministry of Innovation and Information and
Communications Technology

- Irena Malolli, Director of Electronic and Postal Communications Directorate, National Agency
of the Information Society
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Piro Xhixho, Chairman, AKEP
Zekai Ozgiin, Chiefaicial Officer, Albtelecom and Eagle

llir Zela, Chief Compliance Officer, Albtelecom and Eagle
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Annex 7Albania

The market

Table 22:Distribution of subscribeemong operators (2011)

Operator| Fixed services Mobile services
Telephony Broadband Television Telephony Broadband
subscribers subscribers subscribers subscribers subscribers
Number| Proportion | Number | Proportion| Number | Proportion | Number| Proportion | Number [ Proportion
(000) (per cent | (000) (per cent | (000) (per cent | (000) (per cent | (000) (per cenx
Albtelecg 259 76 60 43 1,110 21
m
Abcom 27 29 21
ASC 10 10 7 140
Digitalb 300
AMC 8 1,920 37 55 19
Vodafong 1,809 34 228 81
Plus 397 8
Others 35 11 41 29
Total 339 100 140 100 100 5,236 100 283 100
Table 23:Market trends (2011)
Indicator Fixed services Mobile services
Telephony Broadband Television Telephony Broadband
subscribers subscribers subscribers subscribers subscribers
Number| Trend Number| Trend Number| Trend Number| Trend Number| Trend
Subscribers (000 339 y 140 A Y 5,236 ¥y 283 ¥ Y
Subscribers per 12 y 5 A Y 189 ¥y 10 ¥ Y
100 people
Revenues 271,134 7 7
(EUR 000)
Revenues per 52 77
subscriber (EUR]
Outgoing call 728 ¥ 5,215 A
minutes (000,00(
QOutgoing call 2,148 y 996 N
minutes per
subscriber
Total call minute! 1,570 ¥ 11,121 A
(000,000)
Total call minute! 4,632 ¥ 2,124 Y
per subscriber

Investment in the sector roselft®million in 201Q0%@t million in 2011.
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Figure 43National developments and Bank involvemené$eicomg19922012)
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The regulatory environment

Policy making
The Ministry of Innovation and Information and Communications Technology considers that it has enacted
the 200&ameworkhough parts of the policy paper prepared in 2010 have yet to be.put into effect

A broadband policy was drafted in 2011 asttaidgiivasduein late 2012. Other papers on the

digital agenda and cybecurity are also planaedusers are requesting action plans, not mere
statements of objectivesArse)s confirms, Albania has a much more youthful population than other
couwntries irsoutheastern Europe but lags behind on all ICT development indices, so these action plans
are desirable but could require external assistance.

Regulation

The regulator, the Electronic and Postal Communications Authority (AKEP), hageaealsrough

in recent years. All of the members ob &€ERNng board were replaced in 2008 and 2009. As the
members both before and after replacement were those favoured by particular political parties, the
independence of AKEP is open to doubtllyPoliibeategppointments might be inevitable because

the regulator should conform with government policy. Unfietuiesitethanges can undermine the
willingness to take action, for fear of being fired.

At one stage the effectiveness of AKEBonasitdd by poor relations between the steering board and
the operational units. The ministry maintains that the steering board members afsee replacement
worlingmore efficientligan those before. Even so, some of the decisions taken by theastieerin

54 Annexl explains phrases relating to regulation and technology, such as "2009 Framework".

Annex 72/11



Special Study
Telecommunications Sector Review

were not put into regulations untifLl20This led to delays in implementing number portability, local
loop unbundling, carrier selection and the licensing of spectrum for fixed broadband and mobile
broadband.

Currentlythe ministry considiérat delays in developing the regulatory framework are due to parliament
not AKEPathough debatesntinue ovéne split in operational responsibilities between the ministry
and AKEP. By contrast, Albtelecom believes that AKEP is slow toated, las tileshilure to move

quickly to stop Vodafone from blocking an Eagle promotioativgatesigned to coincide with the
European Cup

Market access

Albtelecom still has a large proportion of the fixed telephamyAtharkitit therare several

alternatives to it. There is even an intended newvigémttheflbaniarfelecoms Union (ATU)

planning to provide wholesale services by building a fibre network alongside the roads. This illustrates one
area in which the regulatory frameswook fully appreciated as the Ministry of Public Works and
Transport appeared to be granting "exclusive" rights to ATU to lay fibres without any open competition.

Vodafone and AMC had a duopoly of the mobile telephony market f@tagjightwhdiais 10@er

centowned by Albtelecom, received a 2G licence in 2004 but did not start service until 2008 after
privatisation. Plus, which is led by Post and telecoms of Kosovo, received a 2G licence in 2009 and
started service in late 2010. Its busisesis such a small country is doubtful, when even Eagle is still
recovering its costs.

Vodafone and AM@&ohave a duopoly of the mobile broadband market, with 3G licences bought in
2010 and 2011 respectively. The arrival of AMC led to a fhlitimptive® is still a duopoly there
could be further falls when the other operators (Eagle and Plus) agree to buy 3G licences.

Much of the 2003 EU framework is in place with the corresponding problems of ensuring effective
execution and the intendedezprences. For instaratdpugh there is mobile number portability, if

mobile termination rates are high, its effect can be limited or even, as in some countries, be opposite to
intentions, with customers moving to the largesfojéatdKEP gligath for mobile termination

rates appears to be rather gentis atiliforecasst end in 2015 with fairly high rates. AKEP considers

that there might be a further glide path beyond that.

Bank operations
Strategy

The Bank strategy for Albania approved in 2006 aimed to promote the privatisation and restructuring of
Albtelecom. The Bank strategy for Albania approved in 2009 aimed to:

- strengthen the independence and governance of the regulator, which had been shown to
lacking

- encourage liberalisation facilitating the introduction of technologies such as WiMax

- examine possible further technical assistance relating to broadband deployment, rural access,
digital switchover and innovations in digital media.

55High mobile termination rates can also contribute to high penetrations, as people use phones on different networks
to avoid making-oét calls.
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Technicatooperation

A technical cooperation project in the Legal Transition Programme lasted from 2007 to 2009. Its objectives
were to improve regulation generally and develop the interconnection regime specifically. It was highly
regarded by the Chief Compliafimer of Albtelecom (who had participated in it when at AKEP), the
Chairman of AKEP and the Chief of Cabinet of the ministry. All the draft regulations created by it were
subsequently finalised.

Investments
Table 24:Bank telecoms investment projects (13812)

Identifier Name Description Signing date | Financing
sector, type
and value
(0 000)

Albtelecom Modernisation and expansi{ 16 Decembe| Publicebt
fixed network 1992 7,334
Vodafone Expansion of mobile netwol 22 Decembe| Privatelebt
2003 24,706
37836 Albtelecom Expansion of fixed network, 18 April 2008| Privatelebt
development of broadband 30,000
capacity and construction o
mobile network

Of these projects, the second Albtelecom one was selected for further study. Itesdoetiall in the
period

The project reviewed

Background

The project aimed to assist in privatising Alpteeedominant fixed telephony operator. The investors

planned to boost fixed services and to launch mobile services. Transition impact was expected from the
successful restructuring of the company, including the launch of new products, senddd standards a
systems such as new billing and management information systems. The plans included a significant
restructuring of the labour force with increased outsourcing, as well as early retirement and redundancy
programmes. The commercial risk in doing sigmificantly mitigated by the presence in the investors

of Turk Telecom alongside Calik Eneriji.

In the years before privatisation, Albtelecom had increased its number of fixed telephony subscribers by a
factor of sevemd altough it gained some esdizscribers after privatisation, its rate of expansion fell

greatly and ultimately became negative. Hibwedated some of its IT systems, including that for
customer relationship management, albeit two years later than the date propadtsea imphettrans

objectives for the project.

Albtelecom is now converting its network to a Next Generation Network (NGN). The reason for this is
unclear. Converting a network to an NGN was much discussed internationally sdraeeitears ago
motivation farwas to reduce costs by simplifying the network, to make IP services easier to deliver end
toend and to permit fixed and mobile services to converge on each other. However, it became much less
popular before it was widely adaptegberators prefedréo invest in fixed broadband using ADSL

and in mobile broadband with 3G systtessl Moreover, in the specific case of Albtelecom, the
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network must already be fairly simple (as it has fewer than 300,000 subscribers) and is unlikely to provide
convegence between fixed and mobile services while Albtelecom and Eagle remain separate legal
entities. Albtelecom regards wholesale service provision as having major pobatalsedheaps

networks of the regional operators are fragmented and wsgsIRhat will lead to efficient
interconnection with the Albtelecom NGN.

In the years after privatisation, some Albtelecom subscribers moved to alternative operators which could
compete with Albtelecom prices and quality ofBedvwésn 2008 and 208btelecom gained about

29,000 fixed telephony subscribers (easily the biggest increase in regctratyess)2009 and

2011 it lost 34,080bscriberd’he ministry suggests that Albtelecom has no real interest in expanding
fixed telephony peatitm which at p2r centemains far below the EU averag@erf déntindeed,

Albtelecom remarks that business services and broadband are stillithréineisimglication that

fixed telephony to residential customers is not.

After 2008he Allglecom revenues from fixed services first rose and then fell as Albtelecom first gained
and then lost subscribers. The revenues of its competitors also first rose and then fell over that period,
suggesting that competition intensified as there vienaaigkubscribers in 2010 than in 2008.
Albtelecom competes with several regional operators that offer comparable tariffs and with national
operators that can offer triple play packages such as ASC (sometimes branded "Ffing") and AMC
These competit@eem remarkably buoyant.

As fixed broadband penetratiopés &enin Albania and pér cenin the EU on average, there

probably is scope for increasing fixed broadband penetration among the existing fixed telephony
subscribers. Whether Albtelecaihsestvices will benefit from this is urdeseen 2010 and 2011

the number of fixed broadband subscribers rose from 120,000 to 140,000 but the number of those
subscribers who took Albtelecom services fell from 70,006 #ll66|600mM attritaiies loss of

subscribers to changes in its tariffs, whereby people started to be charged more when they exhausted
their monthly download quotas. In that period there were also decreases in tariffs and increases in speed
(typically doubling, frelhMb/¢0 24 Mb/s) and soratheroperators offered speeds "up to" 20 Mb/s

which require more advanced ADSL equipment.

Eagle has established itself as the third provider of mobilstélephamwth a market share rising

yearbyyear, apparently largely at the expense of AMC. It finds the cheap rates offered by Vodafone and
AMC to closed user groups (clubs) difficult to emulate and it now faces a fourth operator. Neither it nor
that fourth ogor has yet bought a 3G licence.

56 ASC offers fixed telephony, fixed broadband and fixed television. AMC offers fixed telephony, mobile telephony and
mobile broadband; it attracpeat 2enof the national total number of subscribers in its first month of using its 2G

network for fixezlephony.

5"These figures exclude the 34,000 3G service subscribers who access broadband using USB modems.

Annex 7A/11



Special Study

Telecommunications Sector Review

Ratings
Table 25: Summary project evaluation
Identifier [ Name Description Indicators Overall
Fit with | Fulfilment | Financial | Bank Transition )[/r']?w 2
Bank of project | perform | handling | impact stas e
policies | objectives| ance 9
37836 Albtelecom | Expansion of |+ + ++ + +F Partly
fixed network, successf
development of ul

broadband
capacity and
construction of
mobile network

Fit with Bank policies

The Bank investment in Albtelemorm after the privatisation but was closely connected with it. It aimed

to increaspenetration of fixed telephony and broadband and to establish a third provider of mobile
telephony. All this is in keeping with the Bank strategy for Albania @hthethsprategy, such as

assisting with rural access or digital switchover, remain unfulfilled).

There was a concern expressed by the Bank at the time of project approval that Albtelecom would abuse
the weak regulatory system to the advantagelnft Bégyboes not seem to have happened. Indeed,
Albtelecom suggests that the regulator does not treat small operators fairly and that Eagle is at a
disadvantage compared with Plus in having no locatdnvestors

Turkish energy comp@ajik Enerfiad approached the Bank and indicated that Bank financing was
crucial in achieving privatisation. The government had also approach@ddieoBadk.the

transaction represented the largest ever loan to an organisation in Albania arshtoweidtitianks
enthusiasm for providing-temmg financing in the country. The Bank could attract other finance to
Albtelecorut @en so the Bank and the Black Sea Trade and Development Bank remained the only two
lenders on a staalbne basis, with expes abovél5 million. Banks providing finance commented

that the participation of the Bank was needed.

The privatisation of Albtelecom led to expansions of internet service and improvements in customer
service. The company publicity reraatikshe copany had new owners (in 2008) the number of

internet subscribers wasa, the internet speed was 256 kb/s and the prices for internet were very high.
The general infrastructure was old and there was no customer care mentality and even no department for
this issue. There was no shop concept or corporate image for the whole country and the number of
unqualified personnel was highnwevethe ministiyelievedhattheircustomer service was still poor

and thapenetration was too l@vhilethere hasden some growth in fixed telephony, it has been
accomplished by the alternative openadotiserefore althoulglh privatisation of Albtelecom might

have intensified competition, Albtelecom itself has not been the Teisefiaiarye seen as a

favaurable outconie terms of developing the maken if from the perspective of seeking to get a

high return on investment it is not.

The advent of Eagle, which ended the duopoly of Vodafone and AMC, helped to. ritake prices fall
revenues from mobievicessince 2008ave fallen by 4&r cenfor AMC and I&r cenfor
Vodafone because of competition and the reduction in mobile termination rates. Recently Eagle appears

58The particular complaint about large operators was that-fiegitdoifisodeterred customers from using
mobile number portability and switching to other operators, such as Eagle; rapid reductions in mobile termination rates
would solve this problenthe benefit of customers.
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to have taken customers from AMC rather than,podaiblyebecause of tigh Imobile termination

rates, which lead to large differences betweemmh offet tariffs. In any event, there has been a
competitive spur: Average Revenue Per User (ARPU) from 2G services is believed to have fallen by at
least 5(per cenbetween@6 and 2010 and the figures of AKEP for 2G and 3G services imply that
mobile market blended ARPU felpley é€nivetween 2006 and 2011.

Albtelecom has invested heavily in the reconstruction of the Albtelecom network, IT systems for billing and
custorar relationship management and the deployment of the Eagle network. Parts of this investment
have served to ward off competition from fixed operators with new networks and systems; the remainder
has established a successful entry into the mobile market.

Financial performance

The total revenues of Albtelecom and Eagle na&e rindlion in 2008, thraik#t8 million in 2009 to
0124 million in 2010 but then téll@million in 20T hese figures are shown in T8hleng with
the corresponding @ctipns from the business §lan

Table 26:Revenues yedny-year

Year| Fixed service revenues Mobile service revenues Total service revenues
Projected Actual value| Projected Actual value| Projected Actual value
value (@million) value (@million) value (@million)
(@million) (@million) (@million)

2008 100 78 3 5 103 83

2009 100 89 23 34 122 123

2010 101 84 32 40 133 124

2011 107 73 42 37 149 110

Thereforahree years after the time of project approval, the fixed service revenues pere about 30
centbelow those projected, while the mobile service revenues telephony vperecabbatold

those projectedespitdiaving exceedthem in the three preceding years. Actual total revenues have
slipped behind projected total revenues. The reasons for the slippage appear to be:

- the lag in the acquisition of fixed telephony subscribers, and the subsequent loss of
subscribers

- the loss fofixed broadband subscribers consequential to the loss of fixed telephony
subscribers

- the inability of the mobile telephony subscriber base to compensate for the low mobile market
ARPU, despite its size.

The number of mobile telephony subscribers thaexgeaded the business plan projections but
revenues from those subscribers have not grown correspondingly. This rise in mobile subscriber numbers
is a tribute to the capabilities of Eatpevever, it has not offset the shortfall in fixed subscriber

59These figures use the rate of depreciation of ALL against EUR used in the business plan; figures using the current
conversion rate would be lower, especially in the earlier years.

60The sensitivity analysis in the bupiaesgduces the projections by ygeta8nbut doing this makes

relatively little difference to the gaps between the actual and projected figures.

61There might subsequently be atfalnamber of phones per mobile subscriber, which wagddppéar

the number of mobile subscrideenetration reaches saturation, mobile termination rates fall and mobile number
portability becomes faster and easier, subscribers will have fewer reasons to have multiple SIM cards.

Annex 77/11



Special Study
Telecommunications Sector Review
numbers because mobile market ARPU has been lower than projected. Vodafone and AMC have much
higher ARPUs than Eagie2011 these were respectively 2.6 and 1.6 times that of Eagle. This could be
only partly attributed to 3G seheoesisén 2009, bafe there were 3G services, their ARPUs were

respectively 1.9 and 1.4 times those of Eagle. The Vodafone and AMC ARPUs are comparable with the
projected ARPUs for Eagle but not with the actual ones.

Table 27:Subscribers yedy-year

Year Fixed telephony Fixed broadband Mobile telephony
subsaibers subscribers subscribers
Projected Actual Projected Actual Projected Actual
number number | number number number number
(000) (000) (000) (000) (000) (000)
2008 293 264 18 15 30 258
2009 313 293 52 53 271 601
2010 333 278 74 71 413 822
2011 347 259 92 60 524 1,110

The lag in fixed network development was due partly to delays in getting authorisation to build extra
connections and partly to the restructuring of the operations. The main success of the company is the
performance of Eagle, which has an experiengetherartaam and a good quality national network.

Bank handling

The Bank has been instrumental in the success of thedpwajeataith theAlbaniagovernment

for years to ensure that the privatisation of Albtelecom progressed. The fastddao wasage

owned company with a view to better prepare it for privhgs&smikemained neutral while

maintaining contact with all major bidders until the preferred bidder was selected. It then enlisted the
assistance of the Black Sea Tradeenelopment Bank téirance the project.

Transition impact

Increased competition

The project partly achieved its objective of increasing competitionTinréeligoatasfubwned

subsidiary Eaglslbtelecom achieved all benchmarks elatehile telephony. Penetration was 140

per cenfwhen the benchmark wasp®dCentwhile the market share waget&enf{when the
benchmark was fi€r cent Most importantly, between 2006 and 2011 monthly ARPU blended across
the mobile market felifi10.® to (4.7 (representing a pér centlecrease) on the basis of AKEP

figures (when the benchmark wzer 8@nt

However, the p@r centlecrease in interconnection tariffs from 2006 to 2010 was not achieved. There
was a progressive decreasinterconnection tariffs by AKEP between 2007 ahdtiafanb.
interconnection tariffs decreasedpg®r ténand international ones decreaseg@drycgnt in 2009,

whereas 20per centlecrease had been projected in the business plan. Im@ddéOnakkction

tariffs increased bype® cenénd international ones remained unchanged. AKEP justified this decision

by referring to the difficult economic environment for operators and an investigation of the costs by Price
Waterhouse Coopers.
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Markeexpansion

The transition impact objectives at the time of project approval did not include one for expanding the
market by increasing fixed telephony penetration. However, the original submission to the Bank in 2008
noted the potential for increases amidAlbad the lowest penetratigoltheasern Europe.

Penetration has not increased greatly sinde théR2007 Albtelecohad about 256,000 fixed

telephony subscribers, mainly in urban areas, and there was still unsatisfied demand, with a waiting list of
about 45,000 potential subscrib@@)9 the number of Albtelecom fixed telephony subscribers rose to
293,00Mutby tke end of 2011 it was only 259,000. Thus, when Albtelecom increased fixed telephony
penetratioafter privatisatiather operators took the customers.

Before privatisatiday contraghere was a large increase in the number of fixed telepharg subscrib

T between 1998 and 2007 the number increased by 235,000 (reprepentoeniacré@se) from

40,000 to 275,000. Because mobile telephony is now very popular, fixed telephony might never rise
significantly further in Albania; it might evei i®ltlaing in some, but not all, other countries nearby.
However, in those countries it remains significantly greater than irpédbzemin (8@ case of

Moldovand40 per cenin the case of Serbia), even where their GDPs per head amnd populati
comparable with those of AlBaffareforeahere might still be scope for increasing fixed telephony
penetration.

Albtelecom had expanded the fixed telephony network greatly between 1998 and 2007. The plans of Turk
Telekom and Calik Ererjithe fixed network in 2008 appeared to aim at meeting demand from the
waiting list notstitmulating takep.As it turned qatthough Albtelecom increased supply to meet this

demand, other operators took the customers. An active approaicly afeimengdrsstead of the

traditional passive approach of increasing tyuipplyof state companiagght have allowed

continued growth of the fixed market. Such an approach is implicit in the business plan that projected
having 410,000 fixed telepbabscribely2015.

More widespread private ownership

The privatisation was completed in 2008. The presence of strategic investors Turk Telecom and Calik
Enerji means that the private ownership of Albtelecom is not widespread. However,aa structure with
strong strategic owner could be more advantageous at this stage than that offered by just widespread
ownership by the public or by purely financial investors unfamiliar #h the sector

Demonstrations of new replicable behaviour and activities

The poject achieved its objective of demonstrating new products or processes. Albtelecom acted to:
- raise awareness of, and demand for, ADSL through its campaighs in 2009

- deploy fibre to compete with 3G services and let Eagle provide 3G services well

- proposédundles comprising fixed telephony, fixed broadband and mobile telephony

- include IP television in its business plan (with hesitation about launching the service because
of the regulatory environment and depressed incomes)

- introduce new billing and cestogtationship management systems.

62For instance, oveegrear ending in 2011, in Macedonia fixed telephony penetration dropped by about two
percentage points (t@20centwhile mobile telephony penetration increased by about twelve percentage points (to
106per centAnnex contains other relevant 8gure

63There might be some question about whether this objective was formulated correctly, as the nature of the
privatisation was known at the time of project approval.
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The project did not achieve its objective of demonstrating successful restructuring. The new owners were
to increase staff efficiency by lifting the ratio of fixed lines per employee from 115 in 2006 to 250 in 2012,
whi@ would still be low by international st&Attafs0 there were 195 lines per emplayre

2011 there were 174 lines per employee. The original target, of having 250 lines per employee in 2012,
now seems unlikely to be attained.

Maintenance fofnsition impact

To expand fixed telephony penetration, or just to avoid further decline in its shared of the fixed telephony
market, Albtelecom is likely to need further development especially if it does not offer IP television.
Moreover, to keep its thér customers and match its competitorsyilEtigidyeed to offer 3G

servicesall of whiahill require extra investment.

Findings

Incorporating trends in ICT market forecasts

Most of theountries of operatibigtorically had low fixed helep penetration rates. However, after

the privatisation of the incumbents which traditionally provided fixed telephony services, the expected rise
in fixed telephony connections did not always materialise as demand for fixed telephony was replaced by
demad for mobile telephony. Correspondingly, the desired fall in employees per fixed line became more
difficult to achieve.

When preparing projections and setting financial and operational benchmarks (including those for
transition impact) the Bank shouldetalccount of shifts in demand experienced in comparable
circumstances elsewherdn particular, it should note the possibility of mobile telephony
substituting for fixed telephaony

Supporting the consolidation of alternative operators

Though alternativeeiors can be remarkably buoyant they often lack economies of scale. Projects to
consolidate alternative operators can bringhabeatonomies of scale and thereby stimulate
completion, while having strong transition impact. However, consolidation should not be achieved by
strengthening the positions of operators that are dominant in other markets.

The Bank should pursue projects agnio consolidate alternative operators that are strong in
different marketseither because they deliver different services or because they operate in
different parts of the country.

Providing hands help in technical cooperation programmes

The staff akgulators and judges in commercial courts would benefit from acquaintance with practice
elsewhere, especially to strengthen the enforcement of regulation. Topics for the staff of the regulator
might include cost modelling and separate accountingaspgetrudasigacrutiny of local loop

unbundling and number portability processes. Topics for judges in commercial courts might include the
consequences of delaying the execution of regulatory decisions.

The Bank should continue to support the staffgflators and judges in commercial courts with
training such aghrough the Legal Transition Programme, focusing on effective monitoring and
enforcement more than legislation.

64 There were 500 lines per employee at Magyar Telekom, 540 at Turk Telecomtatet@87 at Ro
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Annex 8: Moldova

The market
Table 28:Distribution of subscribers among operators (2011)
Operator Fixed services Mobile services
Telephony Broadband Television Telephony Broadband
subscribers subscribers subscribers subscribers subscribers
Numb | Proportion | Number| Proportion | Number| Proportion | Number| Proportion | Number | Proportion
er (per cent | (000) (per cent | (000) (per cent | (000) (per cent | (000) (per cenx
(000)
Moldtelecom 1,127 95 245 69 34 13 225 6 24 19
Sun 13 1 17 5 108 42
Starnet 5 1 64 18
Arax Impex 13 1
Orange 12 1 2,130 57 79 63
Moldcell 1,360 37 22 18
Others 10 1 29 8 114 45
Total 1,180 100 355 100 256 100 3,715 100 125 100
Table 29:Market trends (2011)
Indicator Fixed services Mobile services
Telephony Broadband Television Telephony Broadband
subscribers subscribers subscribers subscribers subscribers
Number| Trend Number | Trend Number| Trend Number | Trend Number| Trend
Subscribers (004 1,180 Y 355 VA 256 gy 3,715 y ¥ 125 ¥
Subscribers per 33 Y 10 VA 7 y ¥ 104 y ¥ 4 ¥
100 people
Revenuesi000) | 109,31 Z 74 45,003 Z| 18,844 ¥ § 239,584 Z| 11,659 g
Revenues per 93 Z 127 z 74 g9 64 z 93 g
subscriberi)
Investments ( 40,974 77 4,028 g9 75129 g9
000)
Investments per 35 77 16 999 20 g9
subscribet)
Outgoing call
minutes (000,00(
Outgoing call
minutes per
subscriber
Total call minutey 3,322 z 4,686 g9
(000,000)
Total call minute{ 2,815 z 1,261 g9
per subscriber

Investment in the sector rosaifrdnmillion in 201@t@0 million in 2011.
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Figure 44:National developments and Bank involvememgscioomg19922012)
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The regulatory environment

Policy making

The Ministry of Information Technology and Communications regards ICT as crucial to Moldova. This view
appears acceptable to the government as akibalgh its implementation faces resistance from

people with vested interests in the current positiostance, border guards and customs officials

dislike ggovernment services for border control and police officexgodéstikeeat services for

traffic monitoring when many traffic fines are not collected by theéxjtivenminésity recogsise

that it is unable on its own to get every government body to implenmemditiveopddidike to enlist

civil society in putting pressure on the government to use ICT.

The policy paper on digital Moldova is to have three pillars:

- Infrastructure e@ing with efficient spectrum management, infrastructure sharing and
technology neutrality)

- Digital content (dealing witbvernment;ac@mmerce and interesting applications such as
transport timetabling)

65 According to the transition indiées @6, Moldova, Russia and Ukraine are perceived as being much more
corrupt than most of the countries in South Eastern Europe (with Moldova the best and Ukraine the worst of these
three). Their degre@égorruption also influence their ratings for judicial independence and global competitiveness.
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