
















































































































ROMTELECOM SA

CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2004

PREPARED IN ACCORDANCE WITH
INTERNATIONAL FINANCIAL REPORTING STANDARDS

Note: all amounts in Romanian lei billion, unless otherwise stated
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General information
Romtelecom SA (the “Company”) was created on 1 November 1997 as a joint stock company
incorporated in Romania, at which date the business and substantially all of the assets and liabilities
of Romtelecom RA (a state corporation) were transferred to the Company.  The Company with its
subsidiaries (Cable Vision of Romania SA, CosmoROM SA and ARTelecom SA) form the Group. 

Effective 30 December 1998, 35% of the Company’s share capital was acquired by the Hellenic
Telecommunications Organisation S.A. (“OTE”) through its subsidiary, OTE International
Investments Ltd. (“OTE International Investments”) incorporated and domiciled in Cyprus.  Prior to
the partial privatisation of the Company, the shares were entirely owned by the Romanian
Government.

In the Extraordinary Shareholders Meetings held on 31 January 2003 and 28 February 2003 the
shareholders approved the increase of OTE International Investments’ interest in the share capital
of Romtelecom from 35% to 54.01%, through debt to equity conversion and cash contribution, as
further described in Note 9 to these consolidated financial statements. 

The shareholding structure as at 31 December 2004 is the following:

Percentage held

Romanian Government through the Ministry 

of Communications and Information Technology (“MCTI”) 45.99%

OTE International Investments 54.01%

100.00%

The Company had exclusive rights to provide local, long distance and international fixed
telecommunications services in Romania until 31 December 2002.  The market was liberalised on 1
January 2003.  The Group also provides mobile telephony services using 1800 MHz frequency, cable
television and Internet services through the Company’s subsidiaries. 

The Company has its registered office in Bucharest, Romania, 1B Garlei Street, Sector 1.

Employees
The average number of Company’s employees in 2004 was 19,048 (2003 : 26,832).
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General information (continued)
The names of the Managers of the Company serving during the financial year and to the date of
this report, together with their respective dates of appointment and resignation are as follows:

Position Manager

President of the Board of Directors Mr. George Skarpelis, appointed on 7 December 1999, 

replaced by Mr. Panagiotis Vourloumis, appointed on 

23 June 2004.

Chief Executive Officer Mr. James S. Hubley, appointed on 1 April 2003.

Chief Information Officer Mr. David Craig, appointed on 7 May 2003. The 

appointment was approved by the Board of Directors 

on 16 June 2003.

Chief Financial Officer Mr. Leonidas Skarlatos, appointed on 1 July 2003 (the 

appointment was approved by the Board of Directors 

on 2 July 2003), replaced by Mr. Dimitris Sophocleous, 

appointed on 1 July 2004. The appointment was 

approved by the Board of Directors on 20 July 2004.

Chief Technical Officer Mr. Cristian Nitu, appointed on 1 July 2003 (the 

appointment was approved by the Board of Directors 

on 16 June 2003), replaced by Mr. Vasile Cazacu, 

appointed on 17 August 2004.The appointment was 

approved by the Board of Directors on 12 October 2004.

Chief Operating Officer Mr. Efstratios Angelinos, appointed on 1 July 2003. The 

appointment was approved by the Board of Directors 

on 16 June 2003.

Chief Commercial Officer Mr. Pieter Bakker, appointed on 2 April 2003. The 

appointment was approved by the Board of Directors  

on 16 June 2003.

Chief Administration Officer Ms. Cynthia Coutsoumaris, appointed on 1 July 2003. 

The appointment was approved by the Board of 

Directors on 2 July 2003.

56



General information (continued)
The management team has developed business plans for the Company for the period up to 2009. 

Exchange rates as at 31 December 2004

The principal exchange rates used to translate the balances in foreign currencies to Romanian Lei
(“ROL”) as at 31 December 2004 are presented below:

Exchange rate
Currency Abbreviation (ROL for 1 currency unit)

United States Dollars USD 29,067

EURO EUR 39,663

Swedish Crowns SEK 4,398

Korean Wons KWON 28.36

Special Drawing Rights SDR 45,128

Glossary of terms

GSM Global System for Mobile Communications

DCS Digital Celullar System

CDMA Code Division Multiple Access

EURIBOR Euro Interbank Offered Rate

LIBOR London Interbank Offered Rate

BUBOR Bucharest Interbank Offered Rate
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Consolidated balance sheet

Note 31 December 2004 31 December 2003
ASSETS

Property, plant and equipment 1 82,158 85,930
Intangible assets 2 999 356

Non-current assets 83,157 86,286
Inventories 6  2,596 3,545
Receivables and prepayments 7 4,845 4,920
Cash and cash equivalents 8 3,934 3,866
Current assets 11,375 12,331

Total assets 94,532 98,617

EQUITY AND LIABILITIES

Ordinary shares 9 59,750 59,750
Share premium 9 12,952 12,952
Accumulated deficit (4,524) (8,974)
Capital and reserves 68,178 63,728

Borrowings 10 5,611 7,393
Deferred tax liabilities, net 11 3,528 3,834
Other liabilities 12 359 607
Trade payables 13 900 5,723
Non-current liabilities 10,398 17,557

Borrowings 10 2,514 3,888
Trade and other payables 14 12,879 12,304
Provisions 15 563 1,140
Current liabilities 15,956 17,332
Total liabilities 26,354 34,889

Total equity and liabilities 94,532 98,617

These consolidated financial statements, accompanying policies and notes, which form an integral
part of these consolidated financial statements, were approved by the management of
Romtelecom SA on 6 June 2005 and signed on its behalf by:

James Hubley Dimitris Sophocleous
Chief Executive Officer Chief Financial Officer
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Consolidated income statement

Note               Year ended 31 December
2004 2003

Revenue 16      34,258                   32,950

Operating expenses 17 (31,001) (32,485)

Operating profit 3,257 465

Finance revenue/(costs) - net 18 209 (4,227)

Gain on net monetary liability position 1,059 3,175 

Profit/(loss) before tax 4,525 (587)

Tax 19 (75) (522)

Net profit/ (loss) for the year 4,450 (1,109)

These consolidated financial statements, accompanying policies and notes, which form an integral
part of these consolidated financial statements, were approved by the management of
Romtelecom SA on 6 June 2005 and signed on its behalf by:

James Hubley Dimitris Sophocleous
Chief Executive Officer Chief Financial Officer
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Consolidated statement of changes in shareholders’ equity

Ordinary Share            Other Accumulated
shares premium       reserves deficit Total

Balance at 

1 January 2003 58,840 4,354 3,965 (7,865) 59,294

Cash subscription 536 5,007 - - 5,543

Debt to equity conversion 374 3,591             (3,965) - -

Net loss for the year - - - (1,109) (1,109)

Balance at 
31 December 2003
and 1 January 2004 59,750 12,952                      - (8,974) 63,728

Net  profit for the year - - - 4,450 4,450

Balance at 
31 December  2004 59,750 12,952 - (4,524) 68,178

The General Shareholders Assembly of the Company approved on 31 January 2003 and on 28
February 2003 the increase in the share capital by (Note 9):

- conversion of the principal of the loan granted by OTE International Investments Limited 
(“OTE International Investments”) of ROL 2,276 (EUR 55 million equivalent); 

- conversion of part of the amount due to OTE International Investments under the 
Technical Services Agreement, of ROL 1,689 (USD 42.6 million equivalent); and

- contribution in cash by OTE International Investments of USD 145 million.
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Consolidated cash flow statement

Note Year ended 31 December
2004                   2003

Cash flows from operating activities
Cash generated from operations 21 13,000                10,832
Interest paid (758) (1,415)
Income tax paid (180)                     (67)
Net cash from operating activities 12,062                  9,350

Cash flows from investing activities
Purchase of property, plant and equipment 3 (8,814) (8,565)
Disposal of property, plant and equipment 24 37
Purchase of intangible assets 3 (645) (7)
Disposal of investments 5 1 -
Interest received 412                     157
Net cash used in investing activities (9,022)               (8,378)

Cash flows from financing activities
Issue of ordinary shares 9 - 5,543
Dividends paid (293) -
Proceeds from borrowings - 528
Repayments of borrowings (2,793)                (5,363)
Effect of inflation on financing activities 376 1,676
Net cash from / (used in) financing activities (2,710) 2,384

Effect of inflation on cash and cash equivalents (132) (371)

Increase in cash and cash equivalents 198 2,985

Cash and cash equivalents as at  
the beginning of the period 8 3,736 753
Cash and cash equivalents as at  
the end of the period 8 3,934 3,738
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ACCOUNTING POLICIES
A Reporting entity

These consolidated financial statements are presented by Romtelecom SA (“Romtelecom” or the
“Company”), which is incorporated in Romania, and they incorporate the results of the Company
and its subsidiaries (together the “Group”), as detailed in Note 4.

B Basis of preparation

These consolidated financial statements have been prepared in accordance with and comply with
International Financial Reporting Standards (“IFRS”), issued by the International Accounting
Standards Board (“IASB”).  They are not the statutory accounts of Romtelecom. 

The Company and its subsidiaries maintain their accounting records in Romanian Lei (“ROL”) in
accordance with Romanian law.  The annual statutory accounts are prepared in accordance with
the accounting requirements of Romanian law and accounting practice issued by the Ministry of
Public Finance of Romania.  The accompanying consolidated financial statements are based on the
statutory records of the Company and its subsidiaries, which are maintained under the historical
cost convention, except for certain indexations of property, plant and equipment.

These consolidated financial statements have been prepared using the historical cost convention,
restated for the effects of inflation and modified by:

• the initial valuation of property, plant and equipment as further disclosed in Notes 1 
and  G to these consolidated financial statements;

• the revaluation of available-for-sale investments at fair value; and
• the appraised value of the land received from the State free of charge.

The preparation of financial statements in conformity with IFRS requires the use of estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the financial statements and the reported amounts of revenues
and expenses during the reporting period.  Although these estimates are based on management’s
best knowledge of current events and actions, actual results ultimately may differ from those
estimates. These estimates are reviewed periodically and changes in estimates are recognized in
the periods in which they become known.
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ACCOUNTING POLICIES (CONTINUED)
C Going concern

(i) Romtelecom

As at 31 December 2004, the current assets of the Company exceeded its current liabilities, before
the consolidation adjustments, by ROL 237 (31 December 2003: ROL 310). As further described in
Note 10, the Company has breached the current ratio attaching to the EBRD loan facilities, as a
result of which such facilities may have become payable on demand. The Group has not reclassified
the long-term portion of the EBRD loans in amount of ROL 768 (31 December 2003: ROL 1,715) to
current liabilities.

Following the increase in share capital and rescheduling of supplier debt in 2003, the management
of Romtelecom has updated accordingly the business plan of the Company (exclusive of
CosmoROM) for the years 2004 to 2006, and subsequently up to 2009.  The business plan indicates
that the Company should generate sufficient funds in order to support the financing of the current
activities, planned investments and debt service in relation to the bank loans and the payables to
fixed asset suppliers.

Based on the above, the management considers that the Company will be able to continue to
operate as a going concern in the foreseeable future and, therefore, this principle should be applied
in the preparation of these consolidated financial statements.  

(ii) CosmoROM

As at 31 December 2004, the current liabilities of CosmoROM SA (“CosmoROM” or the “Mobile
Operator”), a subsidiary of Romtelecom, exceeded its current assets by ROL 7,469 (31 December
2003: ROL 5,759) and the accumulated deficit amounted to ROL 11,789 (31 December 2003: ROL
11,320).

The individual financial statements of CosmoROM have been prepared based on the going concern
principle, assuming that the Mobile Operator will continue to operate in the foreseeable future.

Nevertheless, in the absence of significant financial support from the shareholders of the Company,
the Mobile Operator will not be able to continue to operate in the foreseeable future.  To the date
of these consolidated financial statements, Romtelecom has not taken any action in order to meet
the short-term funding requirements of CosmoROM. 
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ACCOUNTING POLICIES (CONTINUED)

In the light of the above, further adjustments were made to the consolidated financial statements
as at 31 December 2002 in order to reflect these circumstances as follows:

ROL

CosmoROM stand-alone as at 31 December 

2002

Reported net equity 530

Consolidation adjustment (3,142)

Restated net deficit (2,612)

The consolidation adjustment represents an impairment adjustment (described in Note 1) against
the Mobile Operator’s property and equipment and intangible assets.  Given the uncertainties
surrounding the viability of the Mobile Operator, management of the Company are unable to assess
whether the impairment charge is sufficient.

D Consolidation

(i) Subsidiaries

Subsidiaries, which are those entities in which the Group has an interest of more than one half of
the voting rights or otherwise has power to govern the financial and operating policies, are
consolidated.

The existence and effect of potential voting rights that are presently exercisable or presently
convertible are considered when assessing whether the Group controls another entity.

Subsidiaries are consolidated from the date on which control is transferred to the Group and are no
longer consolidated from the date that control ceases.  The purchase method of accounting is used
to account for the acquisition of subsidiaries.  Intercompany transactions, balances and unrealised
gains or transactions between group companies are eliminated; unrealised losses are also
eliminated unless cost cannot be recovered.  Where necessary, accounting policies of subsidiaries
have been changed to ensure consistency with the policies adopted by the Group.
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ACCOUNTING POLICIES (CONTINUED)
(ii) Associates

Investments in associates are accounted for by the equity method of accounting.  Under this
method the Company’s share of the post-acquisition profits or losses of associates is recognised in
the income statement and its share of post-acquisition movements in reserves is recognised in
reserves.  The cumulative post-acquisition movements are adjusted against the cost of the
investment.  Associates are entities over which the Group generally has between 20% and 50% of
the voting rights, or over which the Group has significant influence, but which it does not control.
Unrealised gains or transactions between the Group and its associates are eliminated to the extent
of the Group’s interest in the associates; unrealised losses are also eliminated unless the transaction
provides evidence of an impairment of the asset transferred.  When the Group’s share of losses in
an associate equals or exceeds its interest in the associate, the Group does not recognise further
losses, unless the Group has incurred obligations or made payments on behalf of the associates.

E Foreign currency translation

(i) Measurement currency

Items included in the financial statements of each entity in the Group are measured using the
currency that best reflects the economic substance of the underlying events and circumstances
relevant to that entity (“the measurement currency”).  The consolidated financial statements are
presented in ROL, which is the measurement currency of the Company and its subsidiaries.

(ii) Transactions and balances

Foreign currency transactions are translated into the measurement currency using the exchange
rates prevailing at the dates of the transactions.  Foreign exchange gains and losses resulting from
the settlement of such transactions and from the translation of monetary assets and liabilities
denominated in foreign currencies are recognised in the income statement, within the financial
result.

Translation differences on debt securities and other monetary financial assets measured at fair
value are included in foreign exchange gains and losses.  Translation differences on non-monetary
items are reported as part of the fair value gain or loss.
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ACCOUNTING POLICIES (CONTINUED)
F Accounting for the effect of hyperinflation

Prior to 1 July 2004 the adjustments and reclassifications made to the statutory records for the
purpose of IFRS presentation included the restatement of balances and transactions for the
changes in the general purchasing power of the ROL in accordance with IAS 29 (“Financial
Reporting in Hyperinflationary Economies”). IAS 29 requires that the financial statements prepared
in the currency of a hyperinflationary economy be stated in terms of the measuring unit current at
the balance sheet date.  As the characteristics of the economic environment in Romania indicate
that hyperinflation has ceased, effective from 1 July 2004 the Group no longer applies the
provisions of IAS 29.  Accordingly, the amounts expressed in the measuring unit current at 30 June
2004 are treated as the basis for the carrying amounts in these financial statements. Corresponding
figures for the year ended 31 December 2003 have also been restated for the changes in the
general purchasing power of the ROL at 30 June 2004.

The restatement was calculated using the movement in the Romanian Consumer Price Index
(“CPI”), published by Comisia Nationala de Statistica.  The indices used to restate corresponding
figures, based on 2001 prices (2001 = 100) for the three years ended 31 December 2003, and for the
six months ended 30 June 2004 are:

Year Movement in CPI Indices

2001 30.3% 1.303

2002 17.8% 1.535

2003 14.1% 1.751

30 June 2004 3.76% 1.817

The main guidelines followed in restating the figures during the period of hyperinflation were:

(i) Monetary assets and liabilities

Cash and cash equivalents, receivables (except for advances paid to fixed asset suppliers), payables
and interest bearing loans are not restated as they are considered monetary assets and liabilities
and are therefore stated in ROL current at the balance sheet date.
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ACCOUNTING POLICIES (CONTINUED)

Gains or losses on net monetary position which arise as a result of inflation and the holding of
monetary assets and liabilities are estimated by applying the change in the CPI to the weighted
average for the period of the difference between monetary assets and liabilities.

(ii) Non-monetary items

Non-monetary items (those balance sheet items that are not already expressed in terms of ROL
current at 30 June 2004) are restated from their historical cost or valuation by applying the change
in the CPI from either the date of acquisition, valuation or contribution, to 30 June 2004.

(iii) Property, plant and equipment

IAS 29 states that all property, plant and equipment should be restated from the date of their
purchase using a general price index.  When detailed records of the acquisition dates of items are
not available or capable of estimation, in the first period of application of the standard it is allowed
to use a valuation as basis for the restatements.  Romtelecom RA (the predecessor entity) first
prepared its IAS financial statements for the year ended 31 December 1994 and had an internal
valuation of the property, plant and equipment performed at that date using either a modern
equivalent asset or a depreciated net replacement cost methodology, as appropriate.  This involved
a range of techniques including current replacement cost for assets such as digital exchanges,
modern equivalent asset cost for assets such as analogue exchanges where direct replacement
would not be appropriate and indexed historical cost for assets such as motor vehicles where either
replacement costs were not available or the amounts involved were less significant in aggregate.
The valuation was dependent upon, among other matters, the remaining useful lives of the assets,
which themselves reflected the network development plans of Romtelecom.

This valuation has been brought forward to 30 June 2004 by applying the change in the CPI.
Property, plant and equipment acquired after 31 December 1994 are restated by applying the
change in the CPI from the dates when the items were initially recorded at cost to 30 June 2004.
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ACCOUNTING POLICIES (CONTINUED)
(iv) Consolidated income statement

Income statement items, with the exception of depreciation, amortisation, impairment losses and
provisions for inventories, are restated by applying the change in the CPI from the dates when the
items of income and expenses were initially recorded in the consolidated financial statements to 30
June 2004.  In practice this restatement is calculated on a monthly average basis.  The depreciation
and amortisation expense for the year as well as impairment losses are based on the restated
property, plant and equipment and intangible assets balances at year-end.  The provision expense
for inventories is calculated as the difference between the closing and opening provision balances.

(v) Corresponding figures

All the corresponding figures (including monetary assets and liabilities) for the previous reporting
period are restated by multiplying the amounts included in the previous year’s financial statements
by the change in the CPI at 30 June 2004. Hence, as required by IAS 29, comparative financial
information is presented in terms of the measuring unit current as at 30 June 2004.  Information
that is disclosed in respect of earlier periods is also expressed in terms of the measuring unit
current as at 30 June 2004.

G Property, plant and equipment

(i) Cost/valuation

Property, plant and equipment are recorded at cost less depreciation.  For those items acquired
before 1 January 1995 the cost was determined based on an initial valuation based on replacement
cost, modern equivalent asset cost or indexed historical cost.

Cost or valuation in the case of the network comprises all expenditure up to and including the
cabling and wiring within customers’ premises and includes contractors’ charges and payments on
account, materials, direct labour and borrowing costs up to the date of commissioning of the assets.

Significant renovations are capitalised if these extend the life of the asset or significantly increase its
revenue generating capacity.  Maintenance, repairs and minor renewals are charged against
income as incurred.
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ACCOUNTING POLICIES (CONTINUED)

Items of property, plant and equipment that are retired or otherwise disposed of are eliminated
from the balance sheet along with the corresponding accumulated depreciation.  Any gain or loss
resulting from such retirement or disposal is included in the determination of net income.

(ii) Borrowing costs

Interest costs on borrowings to finance the construction of property, plant and equipment are
capitalised, during the period of time that is required to complete and prepare the asset for its
intended use.  Other borrowing costs are expensed.

(iii) Depreciation

Depreciation is calculated on a straight-line method to write off the cost or valuation to their
estimated residual values over their estimated useful lives.  

The useful economic lives assigned to the various categories of property, plant and equipment are:

Years
Freehold buildings 45
Duct, cable and outside plant 15-20
Telephone exchanges and related equipment 10-15
Other fixed assets 3-8

Management are continuing to assess network development plans.  The effect of any future
revisions to expected useful economic lives as a result of this exercise would be reflected in the
depreciation charge for future periods.

(iv) Land 

Land received from the State free of charge is valued at an appraised value at the date of transfer of
ownership.

Land is not depreciated as it is deemed to have an indefinite life.
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ACCOUNTING POLICIES (CONTINUED)
H Intangible assets

(i) Licenses

The licenses are represented mainly by the licence for DCS 1800 cellular phone network in
Romania.  Amortisation is charged using the straight-line method over the period of the licence,
which is 10 years.

(ii) Other intangible assets

Generally, costs associated with developing computer software programmes are recognised as
expenses as incurred.  However, costs that are clearly associated with an identifiable and unique
product which will be controlled by the Group and has a probable benefit exceeding the cost
beyond one year are recognised as an intangible asset.  Associated costs include staff costs of the
development team and an appropriate proportion of relevant overheads.

Expenditure that enhances and extends the benefits of computer software programmes beyond
their original specifications and lives is recognised as a capital improvement and added to the
original cost of the software.  These costs are capitalised in intangible assets where not integral to
property, plant and equipment.  Computer software development costs recognised as assets are
amortised using the straight-line method over a period of 3 to 5 years.

Expenditure on acquired patents, trademarks and other licences is capitalised and amortised using
the straight-line method over their useful lives, but not exceeding 20 years.

I Impairment of long lived assets

Property, plant and equipment and other non-current assets, including intangible assets are
reviewed for impairment losses whenever events or changes in circumstances indicate that the
carrying amount may not be recoverable.  An impairment loss is recognised for the amount by
which the carrying amount of the assets exceeds their recoverable amount, which is the higher of
the assets’ net selling price and value in use.  For the purposes of assessing impairment, assets are
grouped at the lowest levels for which there are separately identifiable cash flows.  An impairment
loss recognised for an asset in prior years is reversed if there has been a change in the
circumstances which led to the impairment.

71



ACCOUNTING POLICIES (CONTINUED)
J Investments

The Group classifies its investments into the following categories: financial assets at fair value
through profit or loss, loans and receivables, held-to-maturity investments, and available-for-sale
financial assets.  The classification depends on the purpose for which the investments were
acquired.  Management determines the classification of its investments at initial recognition and re-
evaluates this designation at every reporting date.

(i) Financial assets at fair value through profit or loss

This category has two sub-categories: financial assets held for trading and those designated at fair
value through profit or loss at inception. A financial asset is classified in this category if acquired
principally for the purpose of selling in the short term or if so designated by management.
Derivatives are also categorised as held for trading unless they are designated as hedges. Assets in
this category are classified as current assets if they are either held for trading or are expected to be
realised within 12 months of the balance sheet date. During the year the Group did not held any
investments in this category.

(ii) Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that
are not quoted in an active market. They arise when the Group provides money, goods and services
directly to a debtor with no intention of trading the receivable. They are included in current assets,
except for maturities greater than 12 months after the balance sheet date. The latter are classified
as non-current assets. During the year, the Group has not provided money as loans to any third
party. Receivables are included in trade and other receivables in the balance sheet. Details
regarding measurements criteria are provided in Note L.

(iii) Held-to-maturity investments 

Held-to-maturity investments are non-derivative financial assets with fixed or determinable
payments and fixed maturities that the Group’s management has the positive intention and ability
to hold to maturity. During the year, the Group did not hold any investments in this category.
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ACCOUNTING POLICIES (CONTINUED)

(iv) Available-for-sale financial assets 

Available-for-sale financial assets are non-derivatives that are either designated in this category or
not classified in any of the other categories. They are included in non-current assets unless
management intends to dispose of the investment within 12 months of the balance sheet date.

Purchase and sale of investments are recognised on trade date - the date on which the Group
commits to purchase or sell the asset. Investments are initially recognised at fair value plus
transaction costs for all financial assets at fair value through profit or loss. Investments are
derecognised when the rights to receive cash flows from the investments have expired or have
been transferred and the Group has transferred substantially all risks and rewards of ownership.
Available-for-sale financial assets and financial assets at fair value through profit or loss are
subsequently carried at fair value. Loans and receivables and held-to maturity investments are
carried at amortised cost using the effective interest method. Realised and unrealised gains and
losses arising from changes in the fair value of the financial assets at fair value of the “financial
assets at fair value through profit or loss” category are included in the income statement in the
period in which they arise. Unrealised gains and losses arising from changes in the fair value of non-
monetary securities classified as available-for-sale are recognised in equity. 

The Group assesses at each balance sheet date whether there is objective evidence that a financial
asset or a group of financial assets is impaired. If any such evidence exists for available-for-sale
financial assets, the cumulative loss-measured as the difference between acquisition cost and the
current fair value, less any impairment loss on that financial asset previously recognised in profit or
loss –is removed from equity and recognised in the income statement. Impairment losses
recognised in the income statement on equity instruments are not reversed through the income
statement.

K Inventories

Inventories are stated at the lower of cost and estimated net realisable value.  Cost is
determined on a first-in, first-out (FIFO) basis since 2004, while during 2003 was mainly
determined on a weighted average basis. The change in acounting policy was applied
prospectively starting 1ST January 2004. Provision is made against slow moving, damaged and
obsolete items. Net realisable value is the estimate of the selling price in the ordinary course of
business, less the cost of completion and selling expenses.
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ACCOUNTING POLICIES (CONTINUED)
L Receivables

Receivables are stated in the balance sheet at their recoverable amount.  A provision for
impairment of receivables is established, where there is objective evidence that the Group will not
be able to collect all amounts due according to the original terms of receivables.  The amount of
the provision is recognised in the income statement and is measured as the difference between the
carrying amount of the receivable and the present value of expected future cash flows discounted
at the market rate of interest for similar borrowers.  Cash flows relating to short-term receivables
are generally not discounted.

Amounts payable to and receivable from other network operators are shown net where a right of
set-off exists and the amounts are settled on a net basis.

M Cash and cash equivalents

Cash and cash equivalents are carried in the balance sheet at cost.  For the purpose of the cash flow
statement, cash and cash equivalents comprise cash in hand, balances with banks, other short-term
highly liquid investments, net of bank overdrafts and restricted cash.  In the balance sheet, bank
overdrafts are included within borrowings in current liabilities.

N Share capital

Ordinary shares are classified as equity.

Convertible debt is converted into equity, within “Other Reserves”, if the conversion is substantially
completed at the balance sheet date.  Upon conversion, such reserves are reclassified as share capital.

Incremental external costs directly attributable to the issue of new shares, other than in connection
with business combinations, are shown in equity as a deduction, net of tax, from the proceeds.

O Borrowings

Borrowings are recognised initially at fair value, net of transaction costs incurred.  In subsequent
periods, borrowings are stated at amortised cost using the effective yield method; any difference
between proceeds (net of transactions costs) and the redemption value is recognised in the income
statement over the period of the borrowings.
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ACCOUNTING POLICIES (CONTINUED)
P Deferred income tax

Deferred income tax is provided in full, using the liability method, on temporary differences arising
between the tax bases of assets and liabilities and their carrying amounts in the financial
statements.  Currently enacted tax rates are used in the determination of deferred income tax.

Deferred tax assets are recognised to the extent that it is probable that future taxable profit will be
available against which the temporary differences can be utilised.

Substantially, all temporary differences arise from property, plant and equipment, intangible assets
and investments in respect to the differences between the restated amounts in accordance with
IAS 29 and the values for tax purposes.

Q Trade and other payables

Liabilities for trade and other payables are carried at cost, which is the fair value of the
consideration to be paid in the future for goods and services received.  Non-current payables,
similar to borrowings, are subsequently carried at amortised cost using the effective interest rate
method.

R Employee benefits

(i) Employee leave entitlement

Employee entitlements to annual leave are recognised when they accrue to employees.  A
provision is made for the estimated liability for annual leave as a result of services rendered by
employees up to the balance sheet date.

(ii) Contributions made on behalf of employees

Contributions are made by the Group to the State’s health, retirement benefit and unemployment
schemes at the statutory rates in force during the year, based on gross salary payments. The cost of
these payments is charged to the income statement in the same period as the related salary cost.

The Group has no other liability under Romanian law in respect of future pension, health or other
costs for its employee.
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ACCOUNTING POLICIES (CONTINUED)
(iii) Profit sharing and bonus plans

A liability for employee benefits in the form of profit sharing and bonus plans is recognised in
other provisions when there is no realistic alternative but to settle the liability and at least one
of the following conditions is met:

• there is a formal plan and the amounts to be paid are determined before the time of 
issuing the financial statements; or

• past practice has created a valid expectation by employees that they will receive a 
bonus/profit sharing and the amount can be determined before the time of issuing the 
financial statements.

Liabilities for profit sharing and bonus plans are expected to be settled within 12 months and
are measured at the amounts expected to be paid when they are settled.

(iv) Retirement benefits

In accordance with an annually negotiated collective labour contract, Romtelecom is required to
pay on retirement the equivalent of 2 to 8 months of average base salaries depending on the
length of service. Romtelecom’s obligations are restricted to those employees who retire from
the Company during the period of the collective labour contract. Such obligation was
immaterial and not provisioned up to 31 December 2003. Due mainly to changes in discount
rates, the company has recognised ROL 53 in respect of such retirement benefits obligation for
the year ended at 31 December 2004, representing the amortization of the total present value
of the benefit obligation (as unrecognized actuarial loss), over the average remaining working
life of the employees (11.5 years). The  discount rates and forecasted increases in the salaries
used are estimated based on the current assumptioons in the Romanian economy regarding the
evolution of the inflation rate, correlated with similar assumptions used in the European Union.

(v) Termination benefits

Termination benefits are payable whenever an employee’s employment is terminated before
the normal retirement date or whenever an employee accepts voluntary redundancy in
exchange for these benefits.  The Group recognises termination benefits when it is
demonstrably committed to either terminate the employment of current employees according
to a detailed formal plan without possibility of withdrawal or to provide termination benefits as
a result of an offer made to encourage voluntary redundancy.  Benefits falling due more than 12
months after balance sheet date are discounted to present value.
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ACCOUNTING POLICIES (CONTINUED)
S Grants

Grants relating to acquisition of property, plant and equipment are included in non-current
liabilities as deferred income and are credited to the income statement on a straight-line basis over
the expected lives of the related assets.

T Provisions

Provisions are recognised when the Group has a present legal or constructive obligation as a result
of past events, it is probable that an outflow of resources will be required to settle the obligation,
and a reliable estimate of the amount can be made.

Restructuring provisions mainly comprise employee termination payments and are recognised in
the period in which the Group becomes legally or constructively committed to payment.  

U Revenue recognition

Revenue, shown net of Value Added Tax and discounts, and after eliminating sales within the
Group, comprises services provided and goods sold.  Revenue for all services (Note 16) is
recognised when the services are provided.

Revenues and costs are shown gross in these consolidated financial statements.

(i) Fixed line telephony revenues

Domestic calls revenues

Domestic calls revenues are recognised in the income statement at the time the call is made.

Rentals

Revenue from rentals is recognised in the income statement evenly over the period to 
which the charges relate.
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ACCOUNTING POLICIES (CONTINUED)
Revenues and costs from international calls and overseas operators

International telephone revenues are derived from outgoing calls made from Romania and
from payments by foreign network operators for calls and other traffic that originate 
outside Romania but use Romtelecom’s network.  Romtelecom pays a proportion of the 
international call revenue it collects from its customers to transit and destination network 
operators.  Romtelecom is charged by foreign operators for completing international calls.
These revenues and costs are stated gross in the income statement.

International calls revenue is recognised gross in the income statement at the time the call 
is made. Revenues from overseas operators are recognised gross in the income statement 
at the time the call is received in Romtelecom’s network.

Revenues from sales of prepaid cards

Prepaid call card sales are deferred until the customer uses the stored value in the card to 
pay for the relevant calls.

Connection fees

Due to the fact that the Company incurs losses from the installation of phone lines, 
connection fees are recognised in full in the income statement upon connection of the 
customers to the Company’s network.

(ii) Mobile telephony revenues

Airtime revenues

Airtime revenues for post-paid customers are recognised in the income statement at the 
time the call is made.  Prepaid call card sales are deferred until the customer uses the 
stored value in the card to pay for the relevant calls.

Access revenues

Access revenues are billed once a month in arrears and are recognised when earned.
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ACCOUNTING POLICIES (CONTINUED)

Roaming revenues

Roaming airtime revenues represent either airtime provided by the Company to other 
operator’s subscribers or mobile services received by own subscribers in other operator’s 
network and are recorded as the airtime is used.

(iii) Interconnect revenues and costs

Interconnect revenues are derived from calls and other traffic that originate in other 
domestic mobile operators’ network but use the Group’s network.  The Group pays a 
proportion of the call revenue it collects from its customers to other domestic mobile 
operators’ for calls and other traffic that originate in the Group’s network but use other 
domestic mobile operators’ network.  These revenues are recognised in the income 
statement at the time when the call is received in the Group’s network.

(iv) Other revenues

Other revenues earned by the Group are recognised on the following bases:

•  Cable TV Services

The Group earns cable TV service revenue and activation revenue by providing access to 
the cable network.  Revenue from such services is recognised at the time the service is 
provided.  Activation revenue is recognised at the time of sale.

•  Internet services

The Group earns revenue from Internet services provision.  Revenue from such services is 
recognised at the time the service is provided.

•  Interest income – on an effective yield basis.
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ACCOUNTING POLICIES (CONTINUED)
V Operating expenses

Operating expenses are recognised in the income statement when incurred, unless they might be
directly associated with specific items of income.  In this case these expenses are recognised in the
income statement on the basis of systematic and rational allocation procedures.

Connection costs are charged to the income statement at the same time with the related income.

The fees paid annually for the use of radio frequency spectrum are recognised as expenses in the
period to which they relate.

Advertising costs are charged to the income statement as incurred.

W Dividends

Dividends are recorded in the Group’s financial statements in the period in which they are
approved by the Group’s shareholders.

X Segment reporting

Business segments provide products or services that are subject to risks and returns that are
different from those of other business segments.

Y Corresponding figures

Where necessary, corresponding figures have been adjusted to conform to changes in presentation
in the current year (Notes 16, 17).

Z Fair value estimation

The Group uses a variety of methods and makes assumptions that are based on market conditions
existing at each balance sheet date. Quoted market prices or dealer quotes for similar instruments
are used for long-term debt.   Other techniques, such as estimated discounted cash flows, are used
to determine fair value for the remaining financial instruments.
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ACCOUNTING POLICIES (CONTINUED)

The nominal value less estimated credit adjustments of trade receivables and payables are assumed
to approximate their fair values.  The fair value of financial liabilities for disclosure purposes is
estimated by discounting the future contractual cash flows at the current market interest rate that
is available to the Group for similar financial instruments.

AA Financial risk management

The Group’s activities expose it to a variety of financial risk: market risk (including currency risk, fair
value interest risk and price risk), credit risk, liquidity risk and cash flow interest rate risk.  The
Group’s overall risk management programme focuses on the unpredictability of financial markets
and seeks to minimise potential adverse effects on the Group’s financial performance.

(i) Market risk

Foreign exchange risk

The Group operates internationally and is exposed to foreign exchange risk arising from 
various currency exposures, primarily with respect to the EUR, USD and SDR.

Foreign exchange risk arises when future commercial transactions, recognised assets and 
liabilities are denominated in a currency that is not the entity’s functional currency.  The 
Group is not party to financial instruments that reduce exposure to foreign exchange risk.

Monetary assets and liabilities in ROL and in foreign currencies are presented in Note  24.

Price risk 

The Group is exposed to price risk because its tariffs for services are expressed in EUR and 
USD for fixed line and mobile segments, respectively. 

(ii) Credit risk

The Group has no significant concentrations of credit risk.  It has policies in place to ensure that
wholesale sales of services are made to customers with an appropriate credit history.  The Group
has policies that limit the amount of credit exposure to any financial institution.
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ACCOUNTING POLICIES (CONTINUED)
(iii) Interest rate risk

The Group’s incomes and operating cash flows are affected by changes in market interest rates,
mainly through its borrowings denominated in hard currency.  The majority of borrowings are at
variable interest rate.

The Group is not a party to financial instruments that reduce exposure to the fluctuations in
interest rates.

(iv) Liquidity risk 

The Group’s prudential policy on liquidity is to maintain sufficient liquid resources to meet its
obligations as they fall due and by maintaining several credit lines available.

AB Accounting for derivative financial instruments and hedging activities

Derivatives are initially recognised at fair value on the date a derivative contract is entered into and
are subsequently remeasured at their fair value.  The method of recognising the resulting gain or
loss depends on whether the derivative is designated as a hedging instrument, and if so, the nature
of the item being hedged.

During 2004 and 2003 management did not enter into any agreement involving derivatives.  
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1 Property, plant and equipment

Cost or valuation

1 January 2004
Additions
Transfers from tangible
assets in the course of
construction
Disposals
31 December 2004

Depreciation 
and impairment
1 January 2004
Charge for the period 
Release of provision
Disposals
31 December 2004

Net book amount
31 December 2004

Net book amount
31 December 2003

Land &
buildings

21,013
601

-
(176)

21,438

7,650
450

-
(30)

8,070

13,368

13,363

Cable and
related

equipment

87,769
152

3,357
(2,926)
88,352

43,774
3,581

-
(2,856)
44,499

43,853

43,995

Exchanges
& related

equipment

66,538
-

1,503
(297)

67,744

47,840
3,152

-
(281)

50,711

17,033

18,698

Other
fixed

assets

19,359
441

-
(1,643)
18,157

14,505
1,421

-
(1,524)
14,402

3,755

4,854

Assets in
the course

of
construction

5,596
3,791

(4,860)
-

4,527

576
-

(198)
-

378

4,149

5,020

Total

200,275
4,985

-
(5,042)

200,218

114,345
8,604

(198)
(4,691)

118,060

82,158

85,930

Valuation

As described in Note G, the property, plant and equipment of the predecessor entity were valued as
at  31 December 1994.



Impairment 

During 2002, due to external factors relating to telecommunications markets and internal factors
such as operating losses and negative cash flows, management has assessed the recoverable
amount of the Mobile Operator’s assets and an impairment loss of ROL 3,887 (ROL 3,381 in respect
of property and equipment and ROL 506 in respect of intangible assets) has been recognised in the
consolidated financial statements in respect of the mobile segment. Property and equipment of the
mobile segment were written down as at 31 December 2002 to ROL 3,522.  No additional
impairment charge was recognized either as at 31 December 2003 or as at 31 December 2004.
Given the uncertainties surrounding the viability of the Mobile Operator, management of the
Company are unable to assess whether the impairment charge is sufficient.

The impairment loss was allocated to property and equipment and intangible assets of the mobile
segment on a pro-rata basis based on their carrying amounts.

Pledged assets

Romanian commercial banks issued bank guarantees against some of the international loans (see
Borrowings – Note 10) used for funding digital exchanges and related equipment and cables and
related equipment.  The Romanian banks had a right of pledge on those assets as at 31 December
2003. No more pledges are in force as at 31 December 2004.

Borrowing costs

Borrowing costs of ROL 4 (2003: ROL 49) arising on financing specifically entered into for the
construction of cables and related equipment and exchanges and related equipment, were
capitalised during the year and are included in “Additions” in the previous table. A capitalisation
rate of 3.66 % (2003: 3.8%) was used, representing the borrowing costs of the payables and/or used
to finance the construction projects.

Non-cash transactions

Additions include ROL 171 (2003: ROL 1,002) of property, plant and equipment purchased under
contracts financed by suppliers’ loans.

Purchases from related parties

Purchases of goods and related services from related parties are described in Note  22.
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2 Intangible assets

Other

intangible

Licences assets Total        
Cost
1 January 2004 1,049 659 1,708

Additions - 804 804

Disposals - (105) (105)

31 December 2004 1,049 1,358 2,407

Amortisation and impairment
1 January 2004 772 580 1,352

Charge for the period 44 100 144

Disposals - (88) (88)

31 December 2004 816 592 1,408

Net book amount
31 December 2004 233 766 999

Net book amount
31 December 2003 277 79 356

The Group acquired the licence to provide DCS 1800 mobile communication services in Romania in
April 1999. The licence was granted for a period of 10 years with exclusivity rights for the 1800 MHz
band until 31 December 2002.

Impairment

As described in Note 1, due to external factors relating to telecommunications markets and internal
factors such as operating losses and negative cash flows, at 31 December 2002, management has
assessed the recoverable amount of the Mobile Operator’s assets and an impairment loss of ROL
3,887 (ROL 3,381 in respect of property and equipment and ROL 506 in respect of intangible assets)
has been recognised in the consolidated financial statements in respect of the mobile segment. 

No additional impairment charge was recognized either as at 31 December 2003 or as at 31
December 2004.  Given the uncertainties surrounding the viability of the Mobile Operator,
management of the Company are unable to assess whether the impairment charge is sufficient.
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3 Purchase of property, plant and equipment and intangible assets

Year ended 31 December
2004 2003

Additions to property, plant and equipment 4,985 2,436

Additions to intangible assets 804 33

Total capital expenditure 5,789 2,469

Decrease in payables relating to capital 

expenditure 3,670 6,103

9,459 8,572

4 Subsidiaries

The Company had three subsidiaries as at 31 December 2004, being:

(i) CosmoROM, a company incorporated in Romania on 15 January 1999, in which the 
Company holds 99.999% interest.  The principal activity of CosmoROM is the provision of 
mobile telephony services using 1800 MHz frequency.

(ii) Cable Vision of Romania SA (“Cable Vision of Romania”), a company incorporated in 
Romania on 31 August 1993, in which the Company holds 95.67% interest.  The principal 
activity of Cable Vision of Romania is the development and operation of cable television 
systems. As disclosed in Note 29(b) the subsidiary was sold in April 2005.

(iii) ARTelecom SA (“ARTelecom”), a company incorporated in Romania on 5 June 2001, in 
which the Company holds 99.999% interest.  The principal activity of ARTelecom is the 
provision of Internet services. As disclosed in Note 29(d) the subsidiary merged with the 
Company in May 2005.

5 Available-for-sale investments

2004 2003

1 January 57 57

Disposals (50) -

Provision (7) (57)

31 December - -
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The activities and percentage of share capital held in respect of the available-for-sale investments
(each of which is incorporated in Romania), can be summarised as follows:
(i) Garanta SA (2004: 0.59% and 2003: 1.14%) - life and general insurance and reinsurance 

services;
(ii) Telemobil SA (2004: 0% and 2003: 0.12%) - development and operation of a CDMA 450 

cellular phone network in Romania.  The investment was sold in October 2004.
(iii) Pagini Aurii SA (2004: 0.55% and 2003: 10.68%) – production of printed telephone 

directories.

6 Inventories

2004 2003

Engineering stores (at net realisable value) 2,512 3,448

Other inventories (at net realisable value) 84 97

2,596 3,545

The Company revised drastically its Investment Plan during the year 2003. The outcome of this
exercise is that the Investment activity will be concentrated on internal infrastructure projects
cancelling a number of projects that had not commenced or were at the initial stages.  As a result,
the Company performed an analysis of the engineering stores in balance as at 31 December 2003
which led Management to the conclusion that a large portion of engineering stores should be
reclassified to inventories. 

Consequently, the amount of ROL 2,646 was reclassified from property, plant and equipment to
current assets – inventories.  The reclassification is stated net of a provision of ROL 737, of which
ROL 386 write-down to net realizable value as of 31 December 2002 and a further write-down of
ROL 351 performed as of 31 December 2003 upon reclassification.

Inventories are shown net of a provision of ROL 1,707 (2003: ROL 886).
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7 Receivables and prepayments

2004 2003

Domestic trade receivables, net 3,281 3,491

Foreign trade receivables, net 741 893

Receivables from related parties (Note 22) 170 6

Prepaid taxes 152 153

Advances to suppliers 30 65

Other receivables and prepaid expenses 471 312

4,845 4,920

Domestic trade receivables and other receivables  are shown net of a provision for impairment of
ROL 1,336 and ROL 62, respectively (2003: ROL 1,277 and ROL 53, respectively).  Foreign trade
receivables comprise balances denominated in foreign currencies, mainly SDR, due from foreign
telecommunications operators, net of amounts due to the same operators. 

Prepaid taxes relate to VAT recoverable and to VAT not due. 

8 Cash and cash equivalents

2004 2003

Cash at bank and in hand

- in ROL 180 288

- in foreign currencies 48 66

Short term bank deposits

- in ROL 2,540 1,706

- in foreign currencies 1,166 1,806

3,934 3,866

Cash balances at 31 December 2004 include ROL 1 (2003: ROL 23) held in foreign currency as
collateral in respect of certain foreign supplier contracts and bank loans.



The weighted average effective interest rate on short-term bank deposits is as follows:

2004 2003

Deposits in ROL 16.0% 15.0%

Deposits in foreign currencies 1.5% 1.0%

During 2004, these deposits had an average maturity of 6 days (2003: 5 days).

For the purpose of the cash flow statement, the year-end cash and cash equivalents comprise the
following:

2004 2003

Cash and cash equivalents 3,934 3,866

Bank overdrafts (Note 10) - (107)

Restricted cash (1) (23)

3,933 3,736

9 Ordinary shares and share premium

Share Share

capital                   premium Total

1 January 2003 58,840 4,354 63,194

Cash subscriptions 536 5,007 5,543

Debt converted into equity 374 3,591 3,965

31 December 2003 and 

31 December 2004 59,750 12,952 72,702
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On 31 January 2003, the Extraordinary General Shareholders Meeting approved the increase in the
share capital by cash contribution and by the conversion of the EUR denominated loan from OTE
International Investments, amounting to EUR 55 million, representing ROL 641 (nominal amount),
the equivalent of 6,416,462 shares with a nominal value of ROL 100 thousand per share.
Furthermore, the Extraordinary General Shareholders Meeting approved the conversion of the
golden share held by the Romanian Government through MCTI into an ordinary share and the
termination of the Technical Services Agreement.

The share capital increase through the conversion of certain USD denominated payables to OTE
International Investments, amounting to USD 42.6 million, representing ROL 137 (nominal amount),
the equivalent of 1,367,501 shares with a nominal value of ROL 100 thousand per share, occurred
on 28 February 2003.

Consequently, OTE International Investments’ share in the Company increased from 35% to 54.01%.

At 31 December 2004 the statutory share capital of the Company is made up of 31,846,449
ordinary shares (31 December 2003: 31,846,449 ordinary shares) with a nominal value of ROL 100
thousand each, fully paid at the balance sheet date.  Ordinary shares carry voting rights with no
guarantee of dividends.  Currently there are no authorised shares in excess of shares issued.

The shareholding structure as at 31 December 2004 and 2003 was as follows:

Number               Percentage

of shares held       Amount

Romanian Government through MCTI 14,646,092 45.99% 27,479

OTE International Investments 17,200,354 54,01% 32,271

Other shareholders 3 0.00% -

31,846,449 100.00% 59,750

The individual statutory financial statements of the Company and its subsidiaries are the basis of
profit distribution and other appropriation.  The Romanian legislation identifies the basis of
distribution as the current year statutory net profit.  The Company recorded in 2004 a statutory
profit after taxation.  However, this legislation and other statutory law and regulations dealing with
the distribution rights are open to legal interpretation and accordingly management believes at
present it would not be appropriate to disclose an amount for the distributable reserves in these
consolidated financial statements.
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10 Borrowings

2004 2003

Short term loans:
ROL (floating rate: BUBOR + 4%) - 314

EUR (floating rate: EURIBOR + 2.65%) - 41

- 355

Overdrafts
USD (floating rate: LIBOR + 2% at 31 December 2003) - 107

- 107

International Financial Institutions (“IFI”) loans:
EUR (floating rate: LIBOR + 1.5%) 2,555 3,472

USD (floating rate: LIBOR + 1.7% - LIBOR + 2%) 291 1,015

EUR (floating rate: 5% - 8%) 1,575 2,033

4,421 6,520

Commercial banks loans:
EUR (fixed rate: 8.44% - 10.4%) - 62

EUR (fixed rate: 6.84% - 7.95%) - 96

KWON (fixed rate: 2.5% - 4.2%) 1,865 1,958

SEK (fixed rate: 8.54%) - 19

USD (floating rate: LIBOR + 0.5%) - 161
EUR (floating rate: EURIBOR + 2.5%) 675 726

2,540 3,022
Loans from OTE International 
Investments (Note 22):
EUR (floating rate: EURIBOR + 2.5%) 873 939
USD (floating rate: LIBOR + 1.5%) 291 338

1,164 1,277
Total borrowings 8,125 11,281
Less current borrowings (1,162) (1,738)
Less current portion of long-term borrowings (1,352) (2,150)

(2,514) (3,888)
Non-current borrowings 5,611 7,393



Maturity of non-current borrowings

2004 2003

Between 1 and 2 years 1,736 1,474

Between 2 and 5 years 1,971 3,307

Over 5 years 1,904 2,612

5,611 7,393

Breach of loan covenants

The USD and EUR loans from the EBRD are subject to restrictive covenants which require the Group
to achieve minimum ratios in respect of tangible net worth, financial debt, the debt coverage and
current ratio, computed on the annual consolidated IFRS financial statements.  With the exception
of current ratio, all other ratios have been met for the years ended 31 December 2004 and 31
December 2003.

As a result of the breach of the above ratio as at 31 December 2004, such facilities may have
become payable on demand.  The Company has officially notified the EBRD of this breach.  The
EBRD has not issued a waiver that this breach will not result in the facilities being withdrawn, nor
have they notified the Company of such withdrawal.  The other long-term loans do not include
clear cross default covenants. 

Management believes that the actual breach of current ratio will not result in changes of the
repayment terms.  As a result, the long term portion of the EBRD loans in amount of ROL 768 
billion (2003: ROL 1,715) is presented under long term loans, without being reclassified into current
liabilities, as required by IAS 1 – Presentation of Financial Statements.

Other restrictive clauses

Various loan agreements include provisions limiting the right to restructure the Company, undergo
a change of control, corporate form, nature or capacity of the borrower.  The Company has properly
notified the lenders of the Company’s conversion from a state corporation to a joint stock company
and management believes that such lenders will not require the repayment of the loans. 
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Pledged assets

The EUR loan from the EBRD and the EUR loans from the other IFI are collateralised by guarantees
from the Government of Romania.  The USD loan from the EBRD and the loans from OTE
International Investments are not collateralised.  The other loans are collateralised by guarantees
from the Ministry of Finance.

Loan repayments in respect of Cosmorom

In 2003, Cosmorom has not managed to raise finance in order to repay its short-term liabilities,
including the loans and overdrafts guaranteed by Romtelecom.

Consequently, on 3 October 2003, the Company has repaid Cosmorom’s overdraft balance
amounting to EUR 11.8 million. 

On 14 November 2003, the Company settled the short-term loan of Cosmorom amounting to USD
30 million by the repayment of USD 10 million and the conversion of the remaining balance into
long-term loan amounting to EUR 17 million repayable in January 2005.

Fair value of borrowings

The carrying amounts and fair values of non-current borrowings as at the balance sheet date are as
follows:

Carrying amounts Fair values
2004 2003 2004 2003

Non-current borrowings 5,611 7,393 5,647 7,667

Fair value is computed based on discounted cash flows using a discount rate based upon the
borrowing rate which management expect would be available to the Group at the balance sheet
date.  The carrying amounts of short-term borrowings approximate their fair value.



Undrawn committed borrowing facilities

The Group has the following undrawn committed borrowing facilities:

2004 2003
Short-term loans 1,098 1,021

Overdrafts 445 374

1,543 1,395

The undrawn committed borrowing facilities can also be classified as:

2004 2003
Floating rate
Expiring within one year 1,543 1,395

Fixed rate - -
1,543 1,395

Interest rate exposure and effective interest rates

The interest rate exposure and the effective interest rates of the borrowings are as follows:

2004 2003
Borrowings:

- at floating rate 6,261 9,147

- at fixed rate 1,865 2,135

8,126 11,282

Effective interest rates:

- overdrafts - ROL - 23.20%

- short - term loans - ROL 19.83% 22.83%

- overdrafts - foreign currencies 3.89% 4.45%

- short-term loans - foreign currencies 4.21% 5.12%

- long-term loans - foreign currencies 4.24% 4.31%
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11 Deferred tax liabilities, net

Deferred income taxes are calculated on all temporary differences under the liability method using
a principal tax rate of 16% (2003:  25%).

The movement of the deferred tax liabilities is as follows:

2004 2003
1 January 3,834 3,318

Deferred income taxes for the year (Note  19) 1,479 2,414

Deferred tax arising from 

the statutory revaluation of property, 

plant and equipment (Note  19) 199 (1,898)

Change in tax rate (Note 19) (1,984) -

31 December 3,528 3,834

At 31 December 2003, as a result of differences arising from the application of Romanian fiscal and
taxation revaluation regulations, the tax base of property, plant and equipment has increased by
ROL 7,590.  The application of IAS 12 revised - Income Taxes, gave rise to a release of deferred tax in
the income statement, amounting to ROL 1,898. 

Effective from 1 January 2005 the profit tax rate decreased from 25% to 16%, the effect being a
release of deferred tax in amount of ROL 1,392.

Deferred income tax assets are recognised for tax loss carry forwards to the extent that realisation of
the related tax benefit through the future taxable profits is probable.  The Group has unrecognised
tax losses from the Mobile Operator of ROL 6,786 (nominal amount) (2003: ROL 6,205 (nominal
amount)) to carry forward to offset against future taxable income; these tax losses will expire in the
period to 2008 and have not been recognised in these consolidated financial statements.

The unrecognised tax losses of the Mobile Operator will expire as follows:

2004 2003
(nominal) (nominal)

Must be utilised within:
3 years 4,141 1,818

3 – 5 years 2,645 4,387

6,786 6,205
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The movement in deferred tax assets and liabilities during the period is as follows:

Property,
plant and Other

Deferred tax liabilities equipment assets Total
At 31 December 2003 4,758 38 4,796

Charged to income statment 739 85 824

Change in tax rate from 25% to 16% (1,979) (44) (2,023)

At 31 December 2004 3,518 79 3,597

Tax Other
Deferred tax assets losses liabilities Total
At 31 December 2003 (721) (241) (962)

Debited to income statement 721 133 854

Change in rate from 25% to 16% - 39 39

At 31 December 2004 - (69) (69)

Net effect 3,518 10 3,528

Deferred income tax assets and liabilities are offset when there is a legally enforceable right to set
off current tax liabilities and when the deferred income taxes relate to the same fiscal authority. 

The amounts shown in the balance sheet include the following:

2004 2003
Deferred tax liabilities to be settled after more

than 12 months 3,166 4,762
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12 Other liabilities

2004 2003
Deferred income 349 227

Customer deposits 6 338

Other payables and accruals 4 42

359 607

The customer deposits represented guarantees retained from the Company’s business customers to
cover the risk of non-payment. These deposits were either paid back or offset against outstanding
balances at the termination of service. The Company ceased retaining such guarantees in October
2004 and reimbursed them to its corporate customers.

13 Trade payables (long term)

2004 2003
Payables to services and inventory suppliers 755 674

Payables to fixed asset suppliers 8,705 13,107

Less current portion of payables to fixed assets 

suppliers (Note  14) (8,560) (8,058)

Non-current portion 900 5,723

Maturity of non-current portion of trade payables: 

2004 2003
Between 1 and 2 years 440 4,065

Between 2 and 5 years 460 1,658

900 5,723

The Company initiated and concluded during 2004 changes to the scheduling of the trade payables
to certain fixed assets suppliers.

The amounts due to related parties are disclosed under Note 22.  A significant part of the amounts
payable to fixed asset suppliers carry an interest rate of EURIBOR + 1.5%.



Balance as at
31 December 2003
Additional provisions
Effect of hyperinflation
Utilized during the year
Balance as at
31 December 2004
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14 Trade and other payables

2004 2003
Payables to fixed assets suppliers (Note 13) 8,560 8,058

Deferred income 1,097 1,127

Amounts due to the State 953 894

Payables to services and inventory suppliers 755 406

Dividends payable - 301

Other payables and accruals 1,514 1,518

12,879 12,304

Included within trade and other payables are ROL 800 (2003: ROL 285) due to related parties (Note 22).

15 Provisions

The Company is in course of restructuring and recognized a provision of ROL 5 at the end of 2004
(2003: ROL 590) for redundancy costs that will be paid in 2005, based on the restructuring plan
started before the year-end. 

The Company is party to a litigation initiated by the decision of the Competition Council (the
“Authority”).  Romtelecom was fined ROL 839, based on the Authority Decision 264 on 4 July 2002, for
the inclusion in 1993 of a non-competition clause in the association contract concluded with Transpac
SA (entity subsequently acquired by Global One Communications Holding BV), for the creation of
Global One Communications Romania SA.  The Authority considers that this clause has breached the
provisions of the Competition Law (Law 21/1996).  The Company disputed the guilt and the fine in
front of the competent authorities and as a consequence the fine was reduced to half of the initial
amount.  In 2005 the competent Court ruled in favour of Romtelecom and the fine was cancelled (Note
29 (c)). The Competition Council has the right to appeal the ruling and therefore the management of
the Company cannot assess that the probability of an unfavourable outcome has become improbable.

420
-

(15)
-

405

590
-

(21)
(564)

5

-
53

-
-

53

130
58
(5)

(83)

100

1,140
111
(41)

(647)

563

Provisions at
the litigation

with
Competition

Council

Provisions 
for

redundancy
payments

Provisions 
for

retirement
benefits

Other
provisions Total
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Other provisions relate mainly to several litigation against the Company.

16 Revenue

Note 2004 2003
Revenue from fixed line telephony 16.1 33,995 32,659

Revenue from mobile telephony 16.2 263 291

34,258 32,950

16.1 Revenues from fixed line telephony can be analysed as follows:

2004 2003
Domestic telephony 21,591 21,182

International telephony 5,568 4,337

New business 3,398 3,592

Traditional services 1,661 1,413

Interconnect with mobile operators 379 472

Other 1,398 1,663

33,995 32,659

During 2004 the Company changed its commercial policy in respect of subscriptions fees.
Previously, fixed line residential subscribers received 100 free pulses per month, non-cumulative,
included within the rental fee.  One pulse represented between 5.5 seconds and 10 minutes of
domestic calls.  After the change, residential subscribers receive between 20 and 50 free minutes
depending on the subscription type.

16.2 Revenues from mobile telephony can be analysed as follows:

2004 2003
Airtime revenues 90 127

Monthly service fees 34 61

Other  operating revenues 139 103

263 291

Sales of services to related parties are described in Note  22.
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17 Operating expenses

2004 2003
Wages and salaries 6,065 7,476

Redundancy payments 2,092 1,671

Social security contributions 2,037 2,610

Other expenses related to staff 222 159

Total staff costs 10,416 11,916
Depreciation (Note 1) 8,406 8,249

Amortisation (Note  2) 144 131

Provision for assets proposed for disposal 42 107

Total depreciation and amortisation 8,592 8,487

Interconnect with mobile operators 3,725 4,261

Overseas operators 1,073 859

Provisions 1,069 586

Third party services 1,003 1,340

Consumables 881 988

Maintenance 738 861

Rentals 611 675

Merchandises 463 427

Taxes 436 534

Utilities 434 398

Payments to Value Added Services suppliers 278 210

Advertising 252 158

Management fees 177 163

Fuel 162 196

Spare parts 119 206

Proceeds from disposal of property, plant and equipment (24) (11)

Other 697 366

31,102 32,620

Less own work capitalised (101) (135)

31,001 32,485

Purchases of services from related parties are described in Note   22.
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18 Finance revenue/(costs), net

2004 2003
Interest expense and similar charges
Interest and similar expenses (791) (1,244)

Foreign exchange losses (856)                (4,448)

Total interest expense and other charges (1,647) (5,692)

Less interest capitalised 4 49

(1,643) (5,643)

Interest income and similar income
Interest income 412 156

Foreign exchange gains 1,440 1,260

1,852 1,416

Finance revenue / (costs), net 209 (4,227)

19 Tax

2004 2003
Current income taxes 381 6

Deferred income taxes (Note 11) 1,479 2,414

Deferred tax arising from the statutory

revaluation of property, plant and equipment (Note  11) 199 (1,898)

Deferred tax expense effect of decrease in tax rate (Note 11) (1,984) -

75 522

The difference between income tax expense, computed at Romanian statutory rates (25% in 2004
and 2003) and income tax expense provided on the results were as follows:
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2004 2003
Profit / (loss) before tax 4,525 (587)

Net expenses not deductible for tax purposes 1,790 2,157

Permanent-differences from IFRS adjustments 1,125 7,888

Taxable profit 7,440 9,458

Tax calculated at rate of 25% 1,860 2,365

Deferred tax arising from the statutory revaluation

of property, plant and equipment (Note 11) 199 (1,898)

Change in tax rate from 25% to 16% - effect on

opening balance sheet (Note 11) (1,984) -

Impact of tax losses carried forward - 55

Tax charge 75 522

Net expenses not deductible for tax purposes in 2003 include ROL 363 representing adjustments
made in the Company’s statutory financial statements to write off the investment in CosmoROM,
provisions against amounts receivable from CosmoROM and provisions for CosmoROM’s liabilities
guaranteed by the Company.

Permanent differences from IFRS adjustments relate to restatement of opening shareholder’s
equity, impairment adjustments and consolidation adjustments.

20 Dividends per share

No dividends were declared in 2004 and 2003.
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21 Cash generated from operations

2004 2003

Profit / (loss) before tax 4,525 (587)
Adjustments for:
Depreciation and Amortisation (Note 17) 8,592 8,487
Foreign exchange loss / (gain) on finance
activities (251) 990
Monetary effect on non operating activities and
income tax (263) (1,366)
Interest expense (Note 18) 787 1,195
Interest income (Note 18) (412) (156)
Loss on disposal of property, plant and
equipment 349 95
Change in bad debt provision due to inflation (48) (170)
Provision expense 1,069 1,102
Gain on disposal of fixed assets investments (2) -
Operating profit before working capital changes 14,346 9,590
Decrease / (Increase) in receivables and prepayments (244) 1,956

Decrease in inventories 122 43

Decrease in trade and other payables (1,244) (757)

Changes in working capital (1,346) 1,242

Cash generated from operations 13,000 10,832

22 Related party transactions

OTE International Investments is controlled by OTE.

Hellascom International SA (“Hellascom”), OTE Consulting SA (“OTE Consulting”), Cosmote SA
(“Cosmote”) and OTE Globe SA (“OTE Globe”) are controlled by OTE.
The monetary amount of sales to, purchases from and balances with OTE, OTE International
Investments, OTE Consulting, OTE Globe, Hellascom and Cosmote are presented below.
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Sales of services

2004 2003
Sales of services:

OTE 164 109

Cosmote 4 3

OTE Globe 147 1

315 113

Sales of services to OTE, Cosmote and OTE Globe represent calls and other traffic that originate in
the above-mentioned operators’ network and use Romtelecom’s network.  These transactions are
carried out on commercial terms and conditions and at market prices.

Purchases of goods and services

2004 2003
Purchases of services:

OTE International Investments 176 176

OTE Consulting - 9

OTE Globe 59 42

OTE 27 51

262 278

2004 2003
Purchases of goods and related services:

Hellascom 40 140

Purchase of services from OTE and OTE Globe represent calls and other traffic that originate in
Romtelecom’s network and use the above-mentioned operators’ network.  These transactions are
carried out on commercial terms and conditions and at market prices.

Payments to OTE International Investments are made under a technical services agreement signed
between Romtelecom, OTE International Investments, OTE and the Romanian State Ownership Fund. 
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Based on this contract, OTE International Investments will provide certain services such as to
integrate Romtelecom within the OTE International Investments’ global relations network, to
increase the quality of services and to enable Romtelecom to participate in international services
supply schemes.  The contract was terminated on 31 January 2003 and replaced by a services
agreement signed between Romtelecom and OTE International Investments.  The purpose of the
new contract is the provision of management assistance by OTE International Investments to
Romtelecom and the hiring of experienced expatriate personnel by OTE International Investments
to serve in management positions at Romtelecom.

Purchases from OTE Consulting represent consulting services.  These purchases were carried out on
commercial terms and conditions and at market prices.  Substantially, the contract with OTE
Consulting ended in 2002.

Purchases from Hellascom are under long-term frame contracts for the supply and construction of
cables, related equipment and accessories.  These transactions are carried out on commercial terms
and conditions and at market prices.

According to IAS 23 ( “Related Parties Transactions”) allowed alternative treatment  (see Accounting
Policies note G), the Company capitalizes interest on borrowings to finance the construction of
property, plant and equipment during the period of time that is required to complete and prepare
the asset for its intended use. Interest costs on fixed assets purchases from Hellascom are
consequently capitalised.  Other borrowings costs are expensed.

Year-end balances arising from sales/purchases of goods/services

Receivables from related parties 2004 2003

OTE International 27 -

OTE 89 6

OTE Globe 54 -

170 6
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Payables to related parties 2004 2003

Hellascom 964 1,193

OTE International Investments 433 767

OTE Globe 16 -

OTE 20 -

1,433 1,960

Out of which long term (633) (1,675)

800 285

Loans from related parties

Loans from OTE International Investments 2004 2003

Loan 1 EUR (floating rate: EURIBOR + 2.5%)

(Note 10) 873 939

Loan 2 USD (floating rate: LIBOR + 1.50%) 

(Note 10) 291 338

1,164 1,277

The loans can be further analysed as follows:

2004 2003
At beginning of the year (Note 10) 1,277 1,305

Effects of inflation (113) (28)

At end of year (Note 10) 1,164 1,277



Loans from OTE International Investments comprise:

Loan 1 amounting to ROL 873 (EUR 22 million) granted on 1 December 2001, initially for a three-
month period, bearing an interest rate of EURIBOR + 2.5%.  The loan was subsequently periodically
extended. No assets are pledged as collateral. 

Loan 2 amounting to ROL 291 (USD 10 million), granted on 15 December 2000, initially for a three-
month period, bearing an interest rate of LIBOR + 1.5%.  The loan was subsequently periodically
extended.  No assets are pledged as collateral

23 Segment information

The Group has two operating segments, fixed line telecommunications and mobile
telecommunications.  The fixed line telecommunications segment provides local telephony in 41
local primary areas, domestic and international long distance services on a nationwide basis as well
as related services such as leased lines, data transmission, equipment rentals, national and
international telex and telegraphy.  The mobile segment consists of services provided by
CosmoROM.  CosmoROM provides digital telephony services in the 1800 MHz frequency
bandwidth.  The Company provides to CosmoROM leased lines, interconnection with its own
network and distribution for its products.
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(a) Primary reporting format – business segments

The following table presents a summary of operating results of the Group by segment for the years
ended 31 December 2004 and 31 December 2003. 

Year ended 31 December

2004 2003
Revenues
Fixed line & others 34,648 33,071

Mobile 271 381

Inter-segment elimination (661) (502)

34,258 32,950

Depreciation, amortisation and
impairment charge
Fixed line & others 8,205 7,911

Mobile 385 469

8,590 8,380

Operating profit/(loss)
Fixed line & others 3,683 1,273

Mobile (426) (808)

3,257 465

Finance revenues / (costs), net 1,268 (1,052)

Profit / (loss) before tax 4,525 (587)

Tax (75) (522)

Group net profit / (loss) 4,450 (1,109)
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Assets 2004 2003
Fixed line & others 91,933 94,796

Mobile 3,375 4,566

Inter-segment elimination (776) (805)

94,532 98,557

Liabilities

Fixed line & others 19,280 27,005

Mobile 7,850 8,568

Inter-segment elimination (776) (805)

26,354 34,818

Capital expenditure

Fixed line & others 5,767 2,460

Mobile 23 9

5,790 2,469

Inter-segment pricing between mobile and fixed line operators is based upon rates as regulated
and set out by MCTI.

(b) Secondary reporting format - geographic segments

The Group’s two segments operate exclusively in Romania and the Group does not analyse results
on a more detailed level based on geographic areas within Romania.
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24 Monetary assets and liabilities denominated in ROL and foreign currencies

2004 2003
Assets
Monetary assets in ROL 7,821                    6,095

Monetary assets in foreign currencies 959 2,692

8,780 8,787

Liabilities
Monetary liabilities in ROL (10,833) (7,780)

Monetary liabilities in foreign currencies (11,994) (23,277)

(22,827) (31,057)

Net monetary position in ROL (3,012) (1,685)

Net monetary position in foreign currencies (11,035) (20,585)

25 Commitments

Capital expenditure contracted for at balance sheet date but not recognised in the

consolidated financial statements is as follows :

2004 2003
Non-cancellable commitments 6,438 1,538

Cancellable commitments 9,392 7,446

15,830 8,984

26 Service concession arrangement

The Group provides telecommunication services in accordance with granted licences:

The Company

Until 31 December 2002, the Company provided its services in accordance with the
Telecommunication License (“the License”) granted by the MCTI for the provision of
telecommunication services.



Beginning with 1 January 2003 the Telecommunication Law no. 74/1996 has been repealed and a
new legislation package for telecommunication activities in Romania has been introduced
comprising mainly the Framework Ordinance (EGO no. 79/2002), Access Ordinance (GO no.
34/2002) and Universal Service Law (no. 304/2003).

Under the provisions of EGO no. 79/2002 related to the general regulatory framework of
communications, prior to 01.01.2003, Romtelecom submitted to ANRC the notification regarding
the supply of electronic communication networks and services. Further to relevant notification
Romtelecom has been issued a Type Certificate (“Certificate”), which replaced the operating License
of Romtelecom, and any other prior licenses and authorization, except those related to frequency
spectrum, which remain valid until renewal. 

In accordance with the Certificate, the Company has the right to provide the following services:

Public electronic communication networks;
Publicly available electronic communication services;
Publicly available telephone services;
Leased line services;
Other services than telephone and leased line services;
Private electronic communication networks and services;
Install, maintain, replace and move any elements of the networks, on, over, in or under public or
private property buildings;
Negotiate and conclude an interconnection agreement with any other operator of public electronic
communication network; and
Negotiate the access agreements with the suppliers of electronic communication networks and
services.

In accordance with the new regulatory framework, Romtelecom is obliged to provide the following
services:
Interconnection;
Indirect interconnection;
Intelligent network services;
Leased line terminating segments;
Perform the "top-down" Long Run Incremental Costing (“LRIC”) model; and
Perform the accounting separation, within the internal cost accounting system.
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The tariffs until 31 December 2002 were established in accordance with the Telecommunication
Law, Competition Law and Government Ordinance 670/1998 (“GO 670/1998”).  In accordance with
GO 670/1998 tariffs could be changed at minimum 3 months, based on the formula provided
within the Ordinance.

Starting with 2003, in accordance with the Law no. 304/2003 on Universal Service and users' rights
relating to electronic communication networks and services, until the issuing of a decision of the
President of ANRC regarding the level of tariffs for the supply of retail services, Romtelecom must
require ANRC's agreement for the increase of tariffs for retail services supplied at the date of
coming into force of this Law.

Romtelecom, as Significant Market Power Operator on the market of access to the fixed public
telephone network for call origination, termination and transit, as defined by ANRC Decision
142/2002, is required to provide interconnection based on its cost. Until the LRIC output is
ready, ANRC has established interim interconnection rates based on benchmarks, according
to ANRC Decision no. 147/2002 regarding the principles and preconditions of Reference
Interconnection Offer with fixed public telephone network, amended and completed with
Decision no. 1379/2003 on interconnection for leased line terminating segments with fixed
public telephone networks and Decision no. 1384/2003 regarding amendment and
completion of the ANRC Decision no. 147/2002. 

Based on ANRC President’s Decision no. 801/2003, S.C. “Romtelecom” – S.A. has been designated as
having significant power in the market for the full or shared access to the twisted metallic pair local
loop for the purpose of providing broadband electronic communication services and publicly
available telephony services at fixed locations. ANRC President’s Decision no. 1098/2004 establishes
the principles and prerequisites of the reference offer for unbundled access to the local loop:
- Obligations for provision of the unbundled access to the local loop in non-discriminatory
conditions and at cost oriented tariffs;
- The obligation of publication of a reference offer for unbundled access to the local loop which
shall comprise at least the minimum set of services for the provision of unbundled access to the
local loop established by this decision, together with the conditions, including those referring to
tariffs, under which these services will be offered to the Beneficiaries;
- Maximum tariffs that may be charged by Romtelecom for the main unbundled access to the local
loop services.
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Regarding the retail markets, ANRC has been designated Romtelecom as having significant power
on the following markets:

- market of calls to public mobile telephone networks, at a fixed location, for residential customers
- market of international calls, at a fixed location, for business customers
- market of international calls, at a fixed location, for residential customers
- market of long distance calls, at a fixed location, for business customers
- market of long distance calls, at a fixed location, for residential customers
- market of local calls, at a fixed location, for business customers
- market of local calls, at a fixed location, for residential customers
- the market of providing access to a public telephone network, at a fixed location, for residential    -
customers

For all these markets no obligations have been yet imposed by ANRC.

CosmoROM

CosmoROM provides its services in accordance with the License granted by MCTI for the provision
of telecommunication services. The License has been granted in January 1999 for a period of 10
years with exclusivity rights in the 1,800 MHz bandwidth until 31 December 2002. The duration of
the original license may be extended for an additional period, subject to the agreement of the
parties, for an additional concession fee.  For renewing the license, CosmoROM shall submit a
request with 10 months prior to original expiration.

In accordance with the License, the Company has the right to provide the following services:
- installation and operation of a public mobile telecommunication network in the GSM standard in
the band of 1800 MHz;
- conclude agreements with domestic and foreign subjects concerning interconnection and
roaming.

In accordance with the License, CosmoROM is in particular obliged to:
- build a network complying with DCS standards; and
- observe network quality indicators. 

As part of the ongoing restructuring process, the Romanian Government and Parliament are
continuing to adopt new legislation that impacts the telecommunications sector, and Romtelecom
in particular.  It is not possible to establish at this stage the effects, if any, of future Government
policy on the value of the assets and liabilities of the Group.
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Public asset law

In September 1998 the Romanian Parliament passed the law on the public assets (Law 213/1998).
This law sets out those assets in several sectors, including telecommunications, which must remain
in public ownership.  In the case of telecommunications, these are referred to as “frequency
spectrum and transport and distribution network”, without specifying the detailed assets to be
included within these categories.  It is not possible to establish at this stage the effects, if any, of the
public asset law on the assets and liabilities of the Group.

Interest of the Government in the telecommunications sector in Romania and the protection of that
interest

The efficient operation of the telecommunications and data transmission systems is of great
importance to Romania for various reasons including economic, social, strategic and national
security considerations.  The Government therefore has exercised and may be expected to exercise
significant influence over the operations of the telecommunications sector and consequently, the
Group.  The Government, acting through the MCTI and the Competition Council, has the general
authority to regulate domestic tariffs, and does regulate tariffs to a limited extent.  The National
Regulatory Authority for Communications (“ANRC”) has control over the licensing of providers of
fixed telecommunication services and has the authority to regulate the electronic communication
market.

27 Government policy with regard to the telecommunication sector 

Liberalisation of the telecommunication market

During the year 2002, the Government of Romania issued several legislative acts, in line with the
Directives of the European Community, with the aim to prepare for the liberalisation of the
telecommunication market.  

The most important legislative act was the Emergency Ordinance 79 of 13 June 2002 regarding the
general regulatory communication framework which defines the responsibilities of the ANRC with
regard to the electronic communication sector, the authorisation regime underlying these activities
and the specific rules governing competition in the markets of postal services and electronic
communication services and networks.

Through the Decision 142/2002 (regarding the designation of S.N.Tc. Romtelecom SA as an
operator with significant power in the market of public fixed telephony networks for call
origination, termination and transit), ANRC designated Romtelecom as an operator with significant
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power on this market of the access to the public fixed telephony networks for call origination,
termination and transit.  Romtelecom is therefore subject to various decisions and regulations
imposed by ANRC.

28 Contingencies

(a) Litigation

On 4 December 2003, the International Court of Arbitration within the International Chamber of
Commerce Paris notified CosmoROM of the initiation of the arbitration proceedings brought by
Intracom and Intrarom, the Company’s suppliers, for the alleged non-payment by the Company of
amounts due and owing for telecommunication equipment and related services provided under
the terms of a contract signed by CosmoROM, Intracom and Intrarom on 30 July 1999. The
arbitration proceedings have been brought also against Romtelecom (the Company’s main
shareholder), OTE International Investments (the main shareholder of Romtelecom) and OTE (the
main shareholder of OTE International Investments). Considering that - based on the information
received from the lawyers retained to represent the Company in front of the Arbitration Court - the
claims have been barely pleaded in any substantive form by Intracom and Intrarom and taking into
account the opinion expressed by the lawyers at this stage, the Company’s management cannot
estimate the output of the arbitration proceedings.

Except for the arbitration proceedings described above, the Group is subject to a number of
proceedings arising from the normal conduct of its business.  Management believes that the
ultimate resolution of these matters will not have a material adverse effect on the results of
operations or the financial position of the Group.

(b) Wayleaves

Romtelecom SA was established as a joint stock company as of 1 November 1997 as per
Government Decree 673/1997 and the business and substantially all of the assets and liabilities of
the former Romtelecom RA (the predecessor entity) were transferred to it on that date.  In respect
of wayleaves, which is the right to install the network in public and private properties, no claims
have been received at the balance sheet date for the period prior to the corporatisation date.
Management do not expect to receive any such material claims in the future.
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(c) Taxation

The Romanian taxation system is undergoing a process of consolidation and harmonization with
the European Union legislation.  However, there are still different interpretations of the fiscal
legislation.  In various circumstances, the tax authorities may have different approaches to certain
issues, and assess additional tax liabilities, together with late payment interest and penalties
(respectively 0.06% per day and 0.5% per month of delay).  In Romania, tax periods remain open for
5 years.  The Company’s management considers that the tax liabilities included in these
consolidated financial statements are fairly stated.

(d) Operating environment of the Company

Romania continues to display some characteristics of an emerging market. These characteristics
include, but are not limited to, the existence of a currency that is not freely convertible in other
countries and restrictive currency controls. The tax, currency and customs legislation within
Romania is subject to varying interpretations, and changes, which can occur frequently.
Whilst there have been improvements in the economic trends, the future economic direction of
Romania is largely dependent upon the effectiveness of economic, financial and monetary
measures undertaken by the government, together with tax, legal, regulatory, and political
developments.

29 Subsequent events

Tariffs rebalancing

In February 2005 Romtelecom made a step forward in rebalancing its tariffs between subscription
fee and call minute tariffs, by increasing the subscription fee by 34,1% and decreasing the tariffs for
long distance calls by 0,6%.

Sale of CVR  

In 2005, the Group concluded an agreement to sell its shares in Cable Vision Romania. The final
transfer of shares took place in April 2005, when Astral Telecom became owner of 95.7% of the
share capital of Cable Vision Romania. The Group recorded a gain on the disposal of its subsidiary. 
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Lawsuit with the Competition Council

As more detailed presented in Note 15, Romtelecom was engaged in a lawsuit with the
Competition Council, for a fine of ROL 405 billion (approximately EUR 11 million).  In April 2005 the
Court ruled in favour of Romtelecom and the fine was cancelled. The competition Council has the
right to appeal the ruling.

Merger of Romtelecom with ARTelecom

In 2005 the Board of Directors of Romtelecom decided the merger between Romtelecom and
ARTelecom. In April 2005 the Shareholders of both companies approved the merger and Additional
Acts to the Constitutive Acts of both companies have been concluded in this respect. The
finalisation of the merger will take place in May 2005.

Foreign exchange rates

On 6 June 2005, the foreign exchange rates of ROL to EUR and USD are 36,174 and 29,470
respectively.
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