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eircom Historical Cost Separated Accounts

Introduction

eircom 1is required, under Condition 15 of its General Telecommunications Licence, granted by the Office of Telecommunications
Regulation (“ODTR”) on 1* December 1998, to maintain accounting records in a form which enables the activities of any business unit
specified in any direction given by the Director of Telecommunications Regulation (“the Director”) to be separately identifiable, and which
the Director considers to be sufficient to show and explain the transactions of each of these business units.

Directive 97/33/EC of the European Parliament and Council, as enacted into Irish law by Statutory Instrument No. 15 of 1998, and updated
by Statutory Instrument No. 71 of 1999, establishes the legal and regulatory framework for the interconnection of telecommunication
networks within the EU, including a requirement for accounting separation.

The detailed framework and financial statement disclosure has been set out in the ODTR Decision Notices (the ‘Decision Notices’):
e D5/99, D10/99 ‘Accounting Separation and Publication of Financial Information for Telecommunications Operators’, dated May 1999

and August 1999 respectively
e DB8&/99 ‘Costing methodologies for use in Accounting Separation’, dated July 1999

e D9/00 and D10/00 ‘Accounting Separation and Publication of Financial Information for Telecommunication Operators’, dated August
2000 and September 2000 respectively

e D2/01 'Accounting Separation for Internet Service Provision and Report on Investigation into Indigo and eircom.net' and D7/01
'eircom’s Reference Interconnection Offer & Accounting Separation and Publication of Financial Information for Telecommunications
Operators’, dated February 2001 and April 2001 respectively

e DI12/01 ‘Revision of timetable for publication of separated accounts and financial information by eircom’

The Accounts have been prepared in line with the framework and financial statement disclosure in these Decision Notices insofar as they
apply to the 2001/2002 accounts.



Introduction (Cont’d.)

Financial Statements have to be prepared for the following Businesses and, where applicable, Activities within the Businesses:-

Business Activities

Local Access Network not applicable

Core Network not applicable

Retail Access

Local Calls

National Calls
International Calls
Calls to Mobile
Directory Enquiry
Leased Lines

Public Payphones
Calls to Internet
Internet Services Supply
Supplemental Services
Remaining Activities

Other Business Apparatus Supply

Other Remaining Activities
Eircell

Indigo

Other Subsidiaries

The definitions of the Businesses and Activities are set out in the Financial Statements on pages 75 to 78.




Introduction (Cont’d.)

Accounting Documents

The Financial Statements have been prepared by applying the costing methodology detailed in the Accounting Documents dated 31
August 2002 (“the Accounting Documents”) which set out the framework under which the Financial Statements are to be prepared. These
statements should be read in conjunction with the Accounting Documents.

The Accounting Documents are made up of the following:

1. Regulatory Accounting Principles — which lay out the general rules by which the Financial Statements should be prepared, for
example that all balances should be attributed with reference to cost causality.

2. Attribution Methods — which explain how revenue, costs including transfer charges, assets and liabilities are attributed to the
Businesses and Network Elements and Activities within those Businesses, following the Regulatory Accounting Principles, on a
fully allocated basis.

3. Transfer Charges — which explain how charges are raised from the Core Network and Local Access Network Businesses to the

Retail Business for the use of the respective networks.

4. Accounting Policies — which detail the accounting policies adopted in preparing the underlying financial information.

Applicable Rate of Return

The applicable Rate of Return used in these Financial Statements is 12%. The Rate of Return has been mandated by the Director in
Decision 4.3.4 of Decision Notice D9/00 and maintained in D7/01.



Introduction (Cont’d.)

Basis of preparation of the Financial Statements

The structure of the Businesses required under the Decision Notices (i.e. Local Access Network, Core Network, Retail and Other
Activities) does not correspond to the way in which the statutory accounting records are structured. The Financial Statements are therefore
prepared by overlaying the requirements of the Decision Notices on the accounting records and management structure of eircom.

These Financial Statements are prepared by attributing the balances in eircom’s general ledgers and other accounting records to the
Businesses and disaggregated Activities (as amended by Directions published by the ODTR). As required by the Decision Notices,
wherever possible, revenue, costs, assets and liabilities are directly associated with a Business, Activity or Network element using
information recorded within eircom’s accounting records and are directly attributed to that item. Where no such direct attribution is
possible the revenue, costs, assets and liabilities are apportioned between two or more Activities, Network elements or Businesses on a
basis that reflects the causality of the revenue, cost, asset or liability. Residual costs for which no direct or indirect method of
apportionment can be identified are allocated using an equal proportionate mark-up method. Details of this process are given in the
Attribution Methods section within the Accounting Documents. Typically in a fully allocated accounting system, a range of attribution
methods is available.

In selecting appropriate attribution methods and appropriate non-financial data for use within the attribution models employed in the
production of these statements, eircom has had to make certain estimates and exercise its judgement, having regard to the regulatory
principles, including cost causality and objectivity, in order to comply with the requirements of the Accounting Documents.

eircom has made improvements to the non-financial information used to prepare these statements since the previous published year. Certain
non-financial data used in the preparation of these Financial Statements has been derived using sampling techniques appropriate to that
data. eircom will continue to review and update attribution methods on an ongoing basis and, where deemed appropriate, will make
necessary improvements.



Introduction (Cont’d.)

Contents of the Financial Statements

Each Financial Statement, which should be read in conjunction with the Accounting Documents, comprises:

1. a profit and loss account, including a statement of the fully allocated costs calculated on a basis not inconsistent with eircom’s
Annual Report, as amended by ODTR directions and

2. a statement of mean capital employed.

The Financial Statements also include:

3. for the Network Business, a statement of costs;

4. for the Network Business, a statement of costs of network services;

5. for the Access Business, a statement of costs;

6. for the Access Business, a statement of costs of network services; and

7. a reconciliation between the aggregate turnover, operating profit and mean capital employed of all the Businesses and the turnover,

operating profit and capital employed of the eircom group as disclosed in its Annual Report.



Statement of Responsibility

for preparing the Financial Statements

eircom 1s required, under Condition 15 of its General Telecommunications License, granted by the Office of the Director of
Telecommunications Regulation (“ODTR”) on 1% December 1998, to maintain accounting records in a form which enables the activities of
any business unit specified in any direction given by the Director of Telecommunications Regulation (“the Director”) to be separately
identifiable, and which the Director considers to be sufficient to show and explain the transactions of each of these business units.

Each Financial statement;
1. includes

1.1 a profit and loss account;

1.2 astatement of mean capital employed;

1.3 a statement of costs (if applicable); and

1.4  astatement of costs of network services (if applicable)

2. is prepared in accordance with the Accounting Documents published with these Financial Statements. Insofar as there is any
inconsistency between any or all of the Accounting Documents, the company ensures that each Financial Statement is prepared in
accordance with the Accounting Documents in the following order of priority:

2.1 the regulatory accounting principles;
2.2 the attribution methods;

2.3 the transfer charges;

2.4  the accounting policies; and

3. is reconciled with the Annual Report and that reconciliation is demonstrated and explained.

eircom confirms that the Financial Statements for the year ended 31* March 2002 have been prepared in accordance with the requirements
of Condition 15 of its General Telecommunications Licence.

Peter E Lynch
Chief Financial Officer
31* August 2002



Report of the Auditors

To eircom limited issued in accordance with Decision 4.1 of Decision Notice 8/99 and Decision Notice 9/00 issued by the Office of the
Director of Telecommunications Regulation (“ODTR”).

1.

We have examined the financial statements on pages 12 to 74 which have been prepared under the historical cost convention in
accordance with Decision Notices 5/99, 8/99, 10/99, 9/00, 10/00, 2/01, 7/01 and 12/01 (“the Decision Notices™) issued by the
OTDR and in accordance with eircom limited (“the company”)’s costing methodologies (*“ the cost accounting system”) which are
articulated in the accounting documents published with the financial statements (“the Accounting Documents”).

The financial statements comprise separate historical cost financial statements for the year ended 31 March 2002 for each of the
Businesses listed on page 3 (“the Businesses™) and, in so far as each Business has been disaggregated in terms of activities of the
business, each of the disaggregated activities listed on page 3, (“the activities”). The financial statements of the Core Network
Business include the Network Statement of Costs and the Statement of Costs of Network Services. The financial statements of the
Local Access Network include the Statement of Costs and the Statement of Costs of Access Services.

Respective responsibilities of the company and auditors

3.

The company is responsible for preparing and approving, as described on page 7, the financial statements. Our responsibilities, as
independent auditors, are established by the Decision Notices, the Auditing Practices Board and our profession’s ethical guidance.

We report our opinion as to whether the company’s cost accounting system complies with the requirements of the Interconnection
Regulations, whether each of the financial statements is fairly presented in accordance with the Accounting Documents dated 31
August 2002, whether the financial statements comply with the Decision Notices noted above and whether the information
specified by the Decision Notices to be published in the financial statements has been published in the financial statements. We
also report if, in our opinion, the “Introduction” by the company, setting out the basis upon which the financial statements have
been prepared, is not consistent with the financial statements, if the company has not kept proper accounting records and if we have
not received all of the information and explanations we require for our examination.

We read the “Definitions of the Businesses” and consider the implications for our report if we became aware of any apparent
misstatements or material inconsistencies with the financial statements.



Basis of audit opinion

6.

10.

11.

As explained in the “Basis of Preparation” on pages 4 and 5, in accordance with the Accounting Documents, the financial
statements are prepared by disaggregating balances recorded in the general ledgers and other accounting records of the company
and its subsidiaries (“the group”) maintained in accordance with The Companies Acts, 1963 to 2001, and used, in accordance with
those Acts, for the preparation of the company’s statutory consolidated financial statements for the year ended 31 March 2002
(“The Statutory Financial Statements™).

Decision Notice D7/01 and directions by way of letter dated 18 April 2001, inter alia, require the company to:-

. use 1997/98 asset lives for core network and access network assets except for local network overhead fibre cable, local
network overhead copper cable and local network poles, where specific lives of 10 years, 10 years and 15 years respectively
were directed;

. exclude exceptional costs other than those related to the Euro and Year 2000 from the core network.

In order for the company to comply with Decision Notice D7/01 it has had to amend certain balances obtained from the general
ledgers and other accounting records of the company. This is a departure from the general principles for preparation of “top down”
separated financial statements.

Paragraph 4 of Section 21 of Statutory Instrument No 71 of 1999 (“the Interconnection Regulations™) states that “tariffs for
facilities additional to the provision of connection to its fixed public telephone network and fixed public telephone services shall be
sufficiently unbundled, so that the user is not required to pay for facilities which are not necessary for the service requested”.

In the context of the cost accounting system , eircom holds primary responsibility for ensuring that the number and definition of
network charging elements is sufficient to meet the requirements of Paragraph 4 of Section 21 of Statutory Instrument No 71 of
1999 of the Interconnection Regulations . The ODTR has approved eircom’s proposals in this regard through the determinations
contained within Decision 3.8 of D5/99 as amended by Decision 4.3.3 of D9/00.

We have audited the Statutory Financial Statements on which we expressed an unqualified audit opinion. In performing our audit
of the Statutory Financial Statements, we carried out such tests of the transactions and balances recorded in the general ledgers and
other accounting records of the group as we considered necessary to enable us to express that opinion. This included examination
and evaluation of the company’s principal accounting and control systems, analytical review of key balances, assessment of
accuracy of the coding of transactions and balances, enquiries of directors and managers of the company and substantive tests of
balances and transactions recorded in the group’s general ledgers. Our statutory audit work concluded upon signature of our
opinion on the Statutory Financial Statements. In conducting our subsequent examination of the financial statements we have not
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performed any additional tests of the transactions and balances recorded in the general ledgers and other accounting records beyond
those already performed for the purpose of our audit of the Statutory Financial Statements.

12.  Having regard to the above:-

(1) We conducted our audit in accordance with relevant Auditing Standards issued by the Auditing Practices Board. Our work
included examination, on a test basis, of evidence relevant to the amounts and disclosures in the financial statements. It also
included an assessment of the significant estimates and judgements made by the company in the preparation of the financial
statements.

(1)  We planned and performed our examination so as to obtain all the information and explanations which we considered
necessary in order to provide us with sufficient evidence to give reasonable assurance that each of the financial statements is
fairly presented in accordance with the Accounting Documents and that it complies with the Decision Notices and contains
the information specified by the Decision Notices to be published in the financial statements. In forming our opinion we
also evaluated the overall adequacy of the presentation of information in the financial statements.

13.  Many of the group’s revenues, costs, assets and liabilities are not directly identifiable with individual activities and the preparation
of the financial statements requires a significant number of apportionments. As explained on pages 4 to 5 in the “Basis of
Preparation”, in selecting appropriate attribution methods and appropriate non-financial data for use within the attribution models
employed in the production of financial statements, the company has had to make certain estimates and exercise its judgement,
having regard to the regulatory principles specified in the Accounting Documents, including cost causality and objectivity, in order
to comply with the requirements of the Accounting Documents. The company has decided that attribution methods and non-
financial data sources will continue to be reviewed and, where appropriate, improved. Some changes have been made in the current
year to certain attribution methods and these are described in note 1 to the financial statements.

Opinion
14. In our opinion, each of the financial statements of each of the businesses and each of the Activities for the year ended 31 March
2002:-
- fairly presents in accordance with the Accounting Documents, dated 31 August 2002 the result and mean capital employed
of and costs incurred by each of the Businesses and each of the activities;
. complies with the Decision Notices;
. contains information specified by the Decision Notices to be published in the financial statements.
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15. In respect of the requirement in paragraph 4 of Section 21 of Statutory Instrument No 71 of 1999 of the Interconnection
Regulations, and in the context of the Basis of audit opinion above, we are not aware of any matters of non-compliance. In respect
of all other requirements of the Interconnection Regulations, in our opinion, the cost accounting system complies with the
requirements of the Interconnection Regulations.

PricewaterhouseCoopers
Chartered Accountants and Registered Auditors
Dublin 31 August 2002
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Local Access Network Business

PROFIT AND LOSS ACCOUNT
for the year ended 31 March 2002

Notes
Turnover
From other operators
Transfer charges to Retail & Other
Total turnover 9
Operating costs
Exceptional operating costs
Total operating costs 9
Return 9

RETURN ON MEAN CAPITAL EMPLOYED

Return
Mean capital employed

Return on mean capital employed

Return on turnover

2002 2001
€'000 €'000
1,175 -
528,686 487,499
529,861 487,499
398,438 400,045
28,928 6,981
427,366 407,026
102,495 80,473
2002 2001
€'000 €'000
102,495 80,473
854,127 670,645

12%

12%

19%

17%
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Local Access Network Business

STATEMENT OF MEAN CAPITAL EMPLOYED
as at 31 March 2002
Notes

Fixed assets
Tangible fixed assets
Intangible fixed assets

Total fixed assets

Current assets

Stocks

Debtors

Cash at bank and in hand

Total current assets

Creditors

Provisions for liabilities and charges

Mean capital employed 10

2002 2001
€000 €000
1,050,766 1,006,391
1,050,766 1,006,391
8,543 9,747
7,060 8,633
50,740 18,287
66,343 36,667
(114,748) (129,018)
(148,234) (243,395)
854,127 670,645
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Local Access Network Business

STATEMENT OF COSTS

for the year ended 31 March 2002 Exceptional Volume Cost per
Operating Operating Capital Rate of Capital Total operating (Line Line

costs costs employed return costs and capital costs :quivalents) Equivalents

€'000 €'000 €'000 % €'000 €'000 000's €
Subscriber Unit 42,565 1,711 139,896 12% 16,788 61,064 1,724 354
Narrowband Access Network (<2MB)
Length Dependent Costs
Distribution Side Network (D-Side) 154,280 8,360 459,650 12% 55,158 217,798
Exchange Side Network (E-Side) 25,958 1,442 80,398 12% 9,648 37,048
Non-Length Dependent Costs 1,848 164.9
Distribution Side Network (D-Side) 19,137 1,202 62,250 12% 7,470 27,809
Exchange Side Network (E-Side) 13,284 931 66,035 12% 7,924 22,139
Broadband Access Network (>2MB)
Length Dependent Costs 2,278 130 11,560 12% 1,387 3,795
Non-Length Dependent Costs 7,735 812 28,077 12% 3,369 11,916 24 642.3
Carrier Administration 1,808 127 -382 12% -46 1,889 (a) (a)
DSLAM 3,180 120 13,950 12% 1,674 4,974 (a) (a)
Provisioning 87,270 9,047 -5,695 12% -683 95,634 (a) (a)
Repair 40,943 5,046 -1,613 12% -194 45,795 (a) (a)
Total 398,438 28,928 854,126 102,495 529,861

(a) These components include a number of different elements which are used in different proportions for the delivery of services within this heading
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Notes to the Financial Statements

(@

(b)

Comparative Figures

The ODTR has directed eircom, in D9/00, that where methods of attribution are amended, comparative information presented
should be appropriately re-stated. It is not possible in all cases to re-state comparative information. In consultation with ODTR,
alternate disclosures outlined in 2(b) and (c) respectively for methodology changes/new information requirements for two part
charging and disaggregated access network information have been agreed.

Certain comparative figures have been re-grouped and re-stated where necessary on the same basis as those for the current year.

In order to provide a fair comparison with the current year the turnover attributable to the core and access networks have been
adjusted in order to maintain the return in these businesses at the ODTR determined rate of 12%. These adjustments have been
made within the Other-Remaining Business.

Two Part Charging

In accordance with D7/01 eircom has expanded the list of switching network elements, which comprise the core network to
facilitate two-part charging. It has been agreed, in consultation with the ODTR, that comparative figures for 2000/01 will not be
restated. The note below displays 2002 switching element costs on a one part charging basis, consistent with last year.

This allows for the recalculation of 2002 costs on a basis comparable with disaggregation of conveyance costs applied in the
2000/01 financial statements.

Switching Elements Unit Cost (cent/min)
2002 2001
RSU 0.0739 0.0790
Primary 0.1888 0.1656
Secondary 0.1716 0.1425
Tertiary 0.1732 0.2790
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