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AVARP FORSTODUMANNS

Fyrirteekjum & innlenda fjarskiptamarkadinum fjélgadi enn
4 arinu 2000. Rekstrarleyfi sem Pést- og fjarskiptastofnun gaf ut
voru 20 i arslok 1999 en 28 i lok arsins 2000. Likt og &rin & undan
fidlgadi notendum mest i farsima- og farstédvapjonustu. | far-
sfmapjonustu var adalaukningin f fyrirfram greiddri pjonustu par
sem notandinn kaupir kort med akvedinni upphaed sem undid er
ofan af med hverju simtali. Pést- og fjarskiptastofnuninni barst f
byrjun ars umsékn um Uthlutun & tidnisvidi & 1800 MHz fyrir
farsimanet og pjénustu og var pvi dkvedid ad auglysa eftir um-
soknum um rekstrarleyfi til pess ad geeta jafnreedis vid uthlutun
og gefa 6llum jafnan kost & pvi ad seekja um leyfi. Pad vakti
talsverda athygli innan lands sem utan ad fjérar umsoknir barust
fra islenskum fyrirteekjum, eitt peirra reyndar doétturfyrirtaeki
erlends fyrirteekis og annad i nainni samvinnu vid erlenda adila.
Tvo leyfi hofou adur verid veitt fyrir DCS 1800 farsimanetum og
hofou somu fyrirtaekin hlotid pau og fengid hofdu leyfi til ad
starfreekja GSM farsimanet 4 900 MHz.

A grundvelli umsoéknanna voru fiogur ny leyfi fyrir farsima-
net og pjonustu gefin Gt f juni 2000 og fylgja peim skilyrdi um ad
taka verdi Uthlutad tidnisvid eda a.m.k. hluta pess i notkun innan
ars fra leyfisveitingunni. Pad er ljost ad tveir hinna nyju leyfishafa
munu einbeita sér ad pjonustu a alpjodavettvangi med midstdo a
islandi. Engu ad sidur verda peir samkvaemt skilmalum leyfanna
ad bjoda pjonustu & tilteknum stédum & islandi. Pad verdur froo-
legt ad sja hvort allir fjorir leyfishafar hefji pjonustu og hvort
islenski markadurinn geti borid sex farsimanet en margir hafa
14tio i lios efasemdir um pad. Arid 2001 mun pad vaentanlega

skyrast hvert stefnir { pessum malum.

Pad var hins vegar takn um préun fjarskiptamarkadarins a
arinu 2000 ad pegar auglyst var i lok arsins eftir umséknum um
pridja leyfio fyrir GSM farsimanet & 900 MHz barst einungis ein
umsokn en venjulega er petta talid vera eftirséknarverdara tioni-
svid en 1800 MHz. Pad er audvelt ad setja petta { samhengi vid
umsnuninginn sem vard  mérgum Iéndum eftir ad uppbod voru
haldin & &rinu & farsimaleyfum fyrir hinn svokallada pridju kyn-
slédar farsima. A skémmum tima dré mjog dr vexti fiarskipta-
idnadarins, fjiarfestar og bankar féru ad halda ad sér héndum og

spurt var hvort farsimafyrirteekin geetu rddid vid mikinn byrjunar-

kostnad vid uppbyggingu nyrra farsimaneta samtimis pvi ad

greida haar upphaedir fyrir leyfin i rikissjod. Pessi umsnuningur
hefur komid fram i flestum rikjum Vestur-Evropu og nadi jafnvel
til peirra sem ekki héldu uppbod en veittu farsimaleyfi i samraemi

vid fyrirheit umsaekjenda um pjéonustusvaedi og frambod.

A @rinu 2000 var unnid ad undirbliningi einkavaedingar
Landssima Islands hf. og samkvaemt frumvarpi sem lagt var fyrir
126. loggjafarping er heimilt ad selja allt hlutafé rikissjods i
félaginu. Ekki er ljost hvenaer solunni verdur ad fullu lokid en gert
er réd fyrir ad 49% af hlutfé félagsins verdi selt fyrir arslok 2001.
i athugasemdum med frumvarpi til laganna segir ad fiélbreytni &
fjarskiptamarkadinum og aukin samkeppni hafi gert pad ad
verkum ad Gtilokad sé ad Landssimi islands hf. einn samkeppnis-
adila & markadinum, 0ti eignarhaldi rikisins. Pad verdur ad telja
ao hid gagnstaeda skipti ekki sidur mali, ad afram verdi til fyrirteeki
& hinum islenska fjarskiptamarkadi sem geta veitt Landssimanum
samkeppni. Pad er pess vegna vonandi ad su préun sem lyst er

hér ad framan verdi ekki til ad faekka fyrirteekjum & markadinum.

Ymsum hefur ordid tidreett um fyrirkomulag & Gthlutun
farsimaleyfa 4 islandi fyrir hina nyju gerd farsima og sér i lagi &
medan geysiha leyfisgjold streymdu i rikissjodi nokkurra
Evropulanda. Pad sjonarmid ad tioniréfio sé sameign pjédarinnar
og aod leitast skuli eftir ad hdmarka ardinn af pvi med pvi ad halda
uppbod & leyfunum & sér vida hljomgrunn. pPad er samt vafasamt
ad uppbodsadferdin eigi rétt & sér nema eftirspurn sé meiri en
frambod. [ peim tidnisvidum sem & alpjodaradstefnum hafa verio
tekin fré fyrir naestu gerd farsima er liklegt ad heaegt verdi ad
Gthluta 4-5 leyfum 4 Islandi &n pess ad setja farsimanetunum
neinar takmarkanir ad pvi er vardar Utbreidslu og notendafjolda.
Vid peer kringumstaedur sem nu rikja er ekki haegt ad gefa sér ad
uppbod pjéni peim tilgangi ad bua til markadsgildi fyrir tidnisvidid
og ad auka tekjur rikissj6ds.
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ADDRESS OF THE MANAGING DIRECTOR

The number of licensed operators in the Icelandic
telecommunications market increased again in 2000. By year-end
1999, the Post and Telecom Administration had issued 20
operating licenses, compared to 28 at year-end 2000. As in 1999,
the largest increase in the number of users was in mobile tele-
phone and other mobile services. In mobile telephone services,
the main increase occurred in prepaid services where the user

purchases a card with a built-in value that reduces with each call.

At the beginning of the year, the Post and Telecom
Administration received an application to allocate frequencies in
the 1800 MHz band for the operation of a mobile telephone
network and services, whereupon it was decided to issue a
public invitation for license applications in order to provide an
equal opportunity for all to apply. The four applications that were
subsequently received from Icelandic companies caused
considerable attention in Iceland as well as abroad. One
company was the affiliate of a foreign company and another was
working in close cooperation with interests abroad. Two licenses
had previously been issued for DCS 1800 networks, the
licensees being the same companies that received licenses to
operate GSM mobile networks in the 900 MHz band.

On the basis of the applications, four new licenses for
mobile telephone networks and services were issued in June
2000, with the attached condition that the assigned frequency
range, or at least part of it, must be taken into use within one
year of the date of issue of the license. It is known that two of
the new licensees will concentrate on international services
provided out of Iceland. Nevertheless they must, according to
the terms of the licenses, offer services in specified areas of
Iceland as well. It will be interesting to see whether all four
licensees initiate services and if the Icelandic market can carry
six mobile telephone networks, something that has caused many
to express doubts. The year 2001 will probably show in which

direction we are heading.

It was a sign of the development of the telecommunica-
tions market in 2000, however, that after issuing a year-end
invitation for applications for a third license for a GSM 900
network, only one application was received despite the fact that
this frequency band is usually considered more attractive. It is
easy to put this into context with the turnaround that occurred in

many countries after auctions were held during the year for

licenses for the so-called third-generation mobile telephones.
Over a short period, the growth rate of the telecommunications
industry declined, investors and banks began to tighten their
purse strings, and guestions were asked if mobile telephone
operators could manage the vast start-up costs associated with
new mobile networks while paying large amounts to govern-
ments. This turnaround occurred in most western European
countries and also reached countries where auctions were not
held but which issued licenses according to the undertakings of

applicants with respect to service areas and provisions.

In 2000, work proceeded in preparation for the
privatization of Iceland Telecom, Ltd., and, according to a
proposal put to the Parliament during its 2000-2001 session, all
government stock in the company can be sold. It is not clear
when the sale will be completed, but it is assumed that 49% of
the stock will be sold before year-end 2001. In a comment with
the proposal,* it is said that diversity in the telecommunications
market and increased competition has resulted in the
impossibility of Iceland Telecom, Ltd. to remain in public
ownership alone among its competitors. One must observe,
however, that the reverse is of no less importance, in that
companies able to compete with Iceland Telecom, Ltd. must
also remain in the market. It is hoped, therefore, that the
developments described earlier will not lead to a reduction in the

number of competing companies.

The methods of issuing mobile licenses in Iceland for the
new type of mobile telephones have been the subject of much
discussion, especially as extraordinary license fees were flowing
into the coffers of several European states. The view that the
frequency spectrum is the common property of a nation and that
efforts should be made to maximize the rate of return by holding
auctions for the licenses has many adherents. Nevertheless, it is
doubtful that the auction procedure can be justified unless
demand is greater than supply. In those frequency bands that
have been set aside by international conferences for the next
type of mobile telephones, it is likely that 4 to 5 licenses can be
issued in Iceland without establishing restrictions on the mobile
telephone networks with respect to coverage and the number of
users. In current circumstances, one cannot assume that

auctions will serve the purpose of creating a market value for the

frequency band and increasing income for the State
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FJARSKIPTAMARKADURINN 2000

Pad er ekki spurning, farsimapjonusta var liflegasti hluti
islenska fjarskiptamarkadarins & arinu 2000. Notendum hélt afram
ao fidlga og i lok arsins voru peir samtals 213.801 sem samsvarar
ad um 75 prosent landsmanna eigi farsima. Eins og adur kepptu
Landssimi islands hf. og Tal hf. um hylli GSM farsimanotenda
sem voru samtals 185.603 en fyrrnefnda félagid hafdi eftir sem
40ur umtalsverda markadshlutdeild samtimis pvi ad pad eitt veitir
NMT farsimapjonustu. bad sem var eftirtektarverdast vio farsima-
markadinn voru vinsaldir fyrirfram greiddra korta. Svo virdist sem
morgum farsimanotendum henti sérstaklega vel petta fyrirkomu-
lag sem gerir notendum kleift ad styra betur notkun sinni en hid
hefdbundna fyrirkomulag par sem greitt er fast afnotagjald og
reikningur fyrir notkun kemur eftir a.

Ekki fjolgadi eingdngu notendum, fjoldi leyfishafa jokst
einnig. Pést- og fjarskiptastofnun dkvad i byrjun éars, pegar
umsoékn barst fra adila um Gthlutun & tidnum fyrir farsima i 1800
MHz svidinu, ad gefa 6drum kost & ad saekja um tidniuthlutun og
auglysti eftir umséknum. Fjérar umsoéknir barust og i juni voru
afgreidd fiogur leyfi og fengu pau islandssimi GSM ehf., Lina.net
hf., Hallé Frials fiarskipti ehf. og IMC island ehf. Tv hin sidast-
nefndu eetludu sér einkum hlutverk & hinum alpjédlega reiki-
markadi en pau skilyrdi fylgdu leyfunum ad leyfishafi verdur ad
veita farsimapjonustu & tilteknu svaedi 4 islandi innan ars fra
leyfisveitingunni. Félogin dkvadu sjalf umfang pjénustusvaedanna i
umsokn sinni. [ lok arsins hafdi enginn hinna nyju leyfishafa
byrjad ad veita pjonustu.

Annad Utbod var & arinu haldid & farsimaleyfi, ad pessu
sinni & pridja leyfinu i 900 MHz tidnisvidinu. Landssimi Islands hf.
og Tal hf. h6fdu eins og fyrr segir adur fengio leyfi til ad reka
farsimanet { pessu svidi en sidla sumars ték samgdnguradherra
akvordun um ad Uthluta skyldi pridja leyfinu. Pést- og fjarskipta-
stofnun samdi Utbodsgdgn og var frestur til ad skila umséknum til
15. desember 2000. Ein umsokn barst fra Islandssima GSM ehf.
en i lok drsins var vinnu vid umfjéllun & umsokninni ekki lokid.

Umraeda um naestu tegund farsimaneta, svonefnda pridju
kynsléd, var aberandi  fijolmidlum ekki sist eftir nidurstodur
uppboda i ymsum rikjum Vestur Evropu sem leiddu { sumum
tilfellum til risaharra greidsina i riksisjod viokomandi rikja.
Samgonguradherra ték & arinu akvordun um ad uppbod a leyfum
skuli ekki haldio & Islandi en leyfum uthlutad i samraemi vid
fyrirheit umsaekjenda um pjénustusveedi og fyrirkomulag. Ekki var
akvedio hvenaer leyfum verdur Uthlutad enda ma segja ad eftir
viobrégd fiarmalamarkada erlendis vid haum gjoldum fyrir
farsimaleyfi sé ljést ad seinkun verdi @ opnun hinnar nyju farsima-
pjonustu. WAP gagnaflutningspjénusta var kynnt f islenskum
farsimanetum en virtist ekki slé i gegn hér frekar en annars
stadar. Margir hafa bundid veentingar vid GPRS pjonustu i
farsimanetum sem virdist hafa ymsa kosti fyrir gagnaflutning en
skortur & farsimum med GPRS mdguleika kom i veg fyrir ad peer
veentingar veeru uppfylltar & arinu.

Pad er almennt vidurkennt ad einna erfidast muni verda ad
koma & raunheefri samkeppni i heimtaugum pvi ad lagning nyrra

koparstrengja i rétgrénum ibidahverfum er mjog dyr. Burtséd fra

pvi er naudsynleg forsenda slikrar samkeppni ad fastagjold fyrir
talsima séu byggd & kostnadi en ekki nidurgreidd. Pad hefur verid
ljést dratugum saman ad fastagjold fyrir sima hafa ekki endur-
speglad kostnadinn sem fylgir rekstri heimtaugar en ad pau hafa
verid nidurgreidd af haum gjoldum fyrir langlinu- og Utlandasimtol.
Tilraunir til ad baeta Ur pessu hafa avallt strandad & métbarum
simnotenda. | [6gum um fiarskipti fra 1999 akvad Alpingi ad jafna
simgjoldin med pvi ad fela Pést- og fjarskiptastofnun ad dkveda
fastagjald fyrir talsimapjonustu  samraemi vid kostnadartdlur sem
Landssimi islands hf. skyldi leggja fram. Meginnidurstada
pessarar endurskodunar var haekkun heimilssimagjalds ur 533 kr i
1.111 kr. og atvinnusima Ur 1.066 kr. i 1.667 og jafnframt verdur
inniféldum skrefum faekkad  &féngum fyrir heimilissima og pegar
i stad hja atvinnusimum. A mati kom laekkun & upphafsgjaldi
simtals, mindtugjaldi og einkum p6 Gtlandagjéldum.

Pad eru fleiri peettir sem hafa veruleg ahrif & moguleika
nyrra fyrirteekja ad keppa um hylli notenda 4 fjarskiptamarkadin-
um. Einn peirra er niumeraflutningur sem gerir notanda mogulegt
ao flytia med sér simanumer sitt pegar hann feerir sig fra einum
pjénustuveitanda til annars. Samkvaemt reglum sem Pést- og
flarskiptastofnun setti i samradi vid vinnuhop skipadan fulltrdum
simafyrirteekjanna var nimeraflutningur milli simafyrirteekja
innleiddur 1. september 2000. Flutningur milli mismunandi
landssveeda skal samkveemt sému reglum vera mogulegur fré 15.
febrdar 2001 og numeraflutningur milli farsimaneta 1. juni 2001.
Annar péattur er fast forval sem gerir simnotanda mégulegt ad
velja annad simafyrirteeki en hann er tengdur til pess ad annast
akvednar tegundir simtala, t.d. Gtlandasimtél. Reglur um petta
téku gildi 1. april 2000 en fyrst pegar leid & haustid féru
simnotendur ad nota sér pennan moguleika f einhverjum meeli.
Mikil samkeppni komst & um forvalspjénustu og leekkudu t.d.
gjold fyrir simtdl til Utlanda talsvert i kjolfarid. Pridji patturinn sem
nefna mé i sambandi vid samkeppnismdguleika nyju fyrirteekjanna
er ad pau eigi kost & négu mérgum simantimerum. Almennt
hefur verid talid ad sjo stafa nimer myndu duga Islendingum i
langan tima en med nyjum farsimaleyfishéfum sem 16gdu
adaléherslu & alpjédlega reikipjonustu komu fram éskir um fleiri
sfmandmer en fyrirliggjandi nimerakerfi gat radid vid. Pést- og
fiarskiptastofnun leitadi alits hja talsimafyrirteekjunum og ékvad
sidan ad innleida niu tolustafa simanumer i hluta nimerakerfisins,
p.e. peirra nimera sem byrja & 3 en pau hafa ekki verid notud
fram a0 pessu.

Med alpjénustu er gert rad fyrir ad tryggja 6llum lands-
monnum lagmarksadgang ad talsimapjénustu. Innifalid i
alpjénustu er adgengi ad almenningssimum. Poést- og fjarskipta-
stofnun hefur i samradi vid Landssima Islands hf. sem
samkveemt leyfisbréfi er falin framkveemd alpjonustu gert uttekt &
stadsetningu og notkun almenningssima. Ad lokinni Gttektinni
komst stofnunin ad peirri nidurstéou ad starfreekja skuli ad
lagmarki um 300 almenningssima vids vegar um landid og skuli
peir vera stadsettir & stodum par sem almenningur getur haft
adgang helst allan sélarhringinn en ad lagmarki & daginn og

kvoldin.



POSTPJONUSTA 2000

bad er ekki haegt ad segja ad miklar hreeringar hafi verio
i péstpjonustu vid landsmenn & arinu 2000. Vegna aukins
kostnadar for islandspostur i byrjun ars fram & gjaldskrarhaekk-
anir 4 pjonustu i einkarétti sem namu milli 5 og 14% eftir
pyngdarflokkum og taldi Pést- og fjarskiptastofnun éfeert ad
hafna peirri 6sk vegna pess ad héfnun hefdi leitt til aukins
rekstrarhalla félagsins. Auk pess haekkadi islandspostur gjald-
skrd sina fyrir pjénustu i samkeppni. Hagraedingu i rekstri post-
hlsa og afgreidslustada var haldid &fram & arinu einkum f{
samvinnu vid banka og sparisjédi og er enn vonast til ad hin
beri pann arangur ad rekstur islandspésts hf. geti skilad
hagnadi. bad er ljost ad hagraeding af pessu tagi er ekki vel séd
af peim vidskiptavinum sem telja sig hljota verri pjonustu fyrir
vikid en i sumum tilfellum hefur afgreidslutimi afgreidslustada
verid lengdur eftir sameiningu vid adra afgreidslu. Pad verdur
ad teljast mikilveegt ad vel sé stadid ad ollum breytingum af

pessu tagi og ad paer séu vel kynntar medal almennings.

Post- og fjarskiptastofnun vann ad pvi i samvinnu vid
islandspost hf. ad kanna moguleika & pvi ad innleida fimm daga
péstutburd i 6llum sveitum landsins og ad semja kostnadar-
azetlun par ad lutandi. islandspostur hefur stédugt verid ad
fiolga landpdstleidum par sem pdstur er borinn Gt fimm daga i
viku en enn vantar nokkud upp a. Nidurstada pessarar athugun-
ar gerir rad fyrir ad heegt verdi ad koma & fimm daga Utburdi
fyrir mitt &rid 2001 og er kostnadarauki Islandsposts hf. vegna
bessa aeetladur teeplega 100 milljonir kr. & ari. | lok arsins hafdi
ekki verio tekin afstada til pess hvernig meeta skuli pessum
kostnadi. bad verdur engu ad sidur ad teljast vera timaspurning
hvenzer fimm daga Utburdi verour komid @ um land allt par ed
postpjénustutilskipun ESB gerir um pad krofu.

Umreedur hafa farid fram innan ESB ad breyta pyngdar-
morkum bréfa sem falla undir einkarétt i adildarrikjum pess en
slik breyting mundi né til alls EES. Enn hefur ekki nddst um
petta samkomulag vegna pess ad ymis riki telja sig eiga
hagsmuna ad geeta vid ad vidhalda nugildandi akvaedum. Onnur
riki hafa pegar afnumid einkaréttinn ad mestu eda 6llu leyti.

Hugsanlega munu malin skyrast & arinu 2001.

THE POSTAL SERVICES
IN 2000

The year 2000 did not cause many upheavals to the
postal services provided for the Icelandic people. Because of
higher operating costs, however, Iceland Post, Ltd. applied for a
rate increase of between 5 and 14% for services in the reserved
areas with respect to various letter weights. The Post and
Telecom Administration concluded that the request could not be
denied because it would have led to an increased financial
deficit of the operator. In addition, Iceland Post, Ltd. increased
tariffs for services in competitive areas. Efforts to adjust the
operations of post offices continued during the year, in particular
by cooperating with banks and savings funds; as a result, it is
hoped that Iceland Post, Ltd. will be able to show a profit. It is
clear that these kinds of measures are not welcomed by
customers who feel they are receiving decreased service as a
result, but in some cases the branch operational hours have
been extended due to the combination of other services. It is
essential that all changes of this nature are well planned and
publicized.

The Post and Telecom Administration, in cooperation
with Iceland Post, Ltd., investigated the possibility of introducing
delivery five days a week in all parts of the country and
estimated the associated costs. Iceland Post, Ltd. has been
steadily increasing the number of land routes where mail is
delivered five days a week, but service to some areas still
remains less frequent. The conclusion of this investigation was
that a five-day delivery can be established before the middle of
2001, and the associated cost increase is estimated at just
under 100 million Icelandic crowns per year. At year-end it had
not yet been decided how the cost increase could be funded.
Because it is called for by the EU Postal Directive, however, it is
only a question of time before five-day-per-week delivery is
established everywhere in the country.

Discussions have been taking place within the EU to
change letter weight limits in the reserved area of the member
states; such a change would also apply to the EEA as a whole.
Because several states have interest in maintaining the present
limits, however, there is no agreement on this issue yet. Other

states have already abolished the reserved areas, either fully or

to a large extent. This issue may be clarified during 2001.
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THE TELECOMMUNICATIONS MARKET IN 2000

There is no question that mobile telephone services were
the most active part of the Icelandic telecommunications market
in 2000. The number of users continued to increase; at year-end
there were 213,801 users, which equates to 75% of the total
number of inhabitants owning a mobile telephone. As before,
Iceland Telecom, Ltd. and Tal, Ltd. competed for the attention of
185,603 GSM users, with the former enjoying significant market
power and also being the only provider of NMT 450 service. The
most striking feature of the mobile telephone market was the
success of prepaid cards. It seems that many mobile users like
this arrangement, which better enables them to control their
usage than the traditional approach with fixed monthly fees and
post-use bills.

It was not only the number of users that was on the
increase, however. After receiving an application for allocation of
frequencies for a mobile telephone network in the 1800 MHz
band in the beginning of the year, the Post and Telecom
Administration decided to give others an opportunity to apply for
frequencies. They published an invitation for applications and
received four. In June, licenses were issued to Islandssimi GSM,
ehf., Lina.net, hf., Hallo Frjals fjarskipti, ehf. and IMC Iceland, ehf.
The last two primarily sought roles in the international roaming
market, but the licenses include a condition that service must be
provided in some specific part of Iceland within one year of the
issue of the license, with the licensees themselves to determine
the service area in their application. At year-end, however, none
of the new licensees had initiated service.

Another tender was held during the year for a mobile
telephone network license, this time for the third GSM license in
the 900 MHz band. Iceland Telecom, Ltd. and Tal, Ltd. had
already received licenses for mobile networks in this band, and in
late summer the Minister of Communications decided that a third
license could be issued. The Post and Telecom Administration
prepared tender documents and the limit for submitting
applications was set for 15 December 2000. One application was
received, from Islandssimi GSM, but at year-end, processing of
the application was still pending.

Coverage in the media about the next type of mobile
telephone network (the third generation) was extensive, not least
after auctions held in several of the western European states led,
in some cases, to gigantic payments to the governments. The
Minister of Communications decided that an auction would not
be held in Iceland during 2000, but that licenses should be
allocated in accordance with the undertakings of applicants with
respect to coverage and service provisions. It has not yet been
determined when licenses will be issued, and, after the reaction
of foreign financial markets to the high fees for mobile telephone
licenses, it seems certain that the rollout of the new mobile
service will be delayed. WAP data communications services was
introduced in Icelandic mobile networks, but it seemed to make
no greater breakthrough than in other countries. Many had
expected great things from GPRS (General Packet Radio Service),
which promises improved mobile data communications, but the
shortage of telephone terminals with a GPRS facility prevented
fulfillment of that promise.

It is generally accepted that competition in the local loop
will be the most difficult to achieve because the installation of
new copper cables in built-up residential areas is very expensive.

Apart from that, the prerequisite for such competition is that the
fixed monthly charge for telephone service be cost-oriented and
not subsidized. For more than a decade it has been apparent that
fixed monthly charges have not reflected costs of maintaining the
local loop, and that these charges have been subsidized by
excessively high rates for trunk and international calls. Efforts to
correct this have floundered on the protests of subscribers. In
the 1999 law on telecommunications, the Parliament decided to
re-balance telephone tariffs by mandating that the Post and
Telecom Administration would determine the monthly fixed fee
in accordance with cost information to be provided by Iceland
Telecom. The main conclusion of this re-balancing revision was
an increase in the residential monthly fee (from ISK 533 to 1,111)
and in the business fee (from ISK 1,066 to 1,667). In addition,
usage that had been included in monthly fees will be gradually
reduced for residential telephones and immediately reduced for
business telephones. There was also a reduction of the starting
charge for each call, of the minute tariff, and especially of
international tariffs.

There are other factors that influence the ability of new
operators to compete for user-favor in the market. One of them
is number portability, which enables a subscriber to take his
telephone number with him when transferring from one service
provider to another. According to rules that the Post and Telecom
Administration set in cooperation with a working group consisting
of representatives from the industry, number portability was
introduced beginning 1 September 2000. According to the same
rules, geographical portability will be possible from 15 February
2001, and number portability in mobile telephone networks from
1 June 2001. Another factor is carrier pre-selection, which makes
it possible for a telephone user to choose another operator than
the one he is connected to for certain types of calls; e.g.,
international calls. Rules concerning carrier pre-selection took
effect 1 April 2000, but telephone users only began using this
facility in any measure in the autumn. The result was intense
competition for carrier selection services, and tariffs for
international calls fell significantly. The third factor enabling new
operators to compete is the availability of sufficient telephone
numbers. Earlier it was thought that the seven-digit number
series would suffice Iceland for a long time, but with the coming
of new mobile telephone operators that concentrated on
international roaming services, requests were made for more
numbers than the existing number plan could provide. The Post
and Telecom Administration consulted telephone operators on
this issue and subsequently decided to implement nine-digit
numbers, starting with 3. This series has not been in use until
now.

Universal service is planned that will secure access to
basic telephone services for all inhabitants. Included in the
concept of universal service is access to public pay phones. In
accordance with its special license and in consultation with
Iceland Telecom, Ltd., the Post and Telecom Administration has
carried out a study of the location of public pay phones and their
use. After completing the study, the Administration has
concluded that approximately 300 pay phones must be installed
in different locations around the country where the public has
access, preferably 24 hours a day but at least during the day and
evening.
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POST- OG FJARSKIPTASTOFNUN

Rekstrarreikningur ario 2000

Rekstrartekjur: 2000 1999
Rekstrar- og markadar tekjur...........ccccooovieiiiiiiiie e 159.349.050 1 16aleIRT. 59
EOLARERIE . o ot = W . 8 SR 1.304.551 1057/ 7/ 8%/
Tekjur samtals  160.653.601 119.744.186
Rekstrargjold:
LelUIaers) [RWINETEINGEIE! G0N0 cossoooocomtbguatinm et o o o oT 61.137.628 55.445.935
ONNUERSTIA6) 0| 0ure, e S — L~ o S 48.753.248 48.560.448
Samningur um rekstur strandarstdova..........cccceeeeiiiiiiiieeiiiinn.. 178.383.387 0
RG] El| o e TaTO T & e oo sboococ e ooo: Boacacamaget san: - adadooaoo 18.618.302 0
Rekstrargjold samtals  306.892.565 104.006.383
EIONAKAUDS e e e . 7 e e SRS S WS 255 5.494.588
Gjold alls  311.035.780 109.500.588
TekurumiEmiolcldiantamadsic g = = .. (150.382.179) 10.243.598
(B e S S K] U1 - e S URURRIERRNNRR——— T~ - T 7.532.665 3.615.477
Siek) UatganeUmal ) e T KIS TEAMAIEGSL .. - oo s s W, S s (142.849.514) 13.859.075
Framlag rikissjods v.strandarstddva og alpjénustu .................... 225.000.000 (700.000)
Tekjuafgangur 82.150.486 13.159.075
Efnahagsreikningur 31.12.2000
Eignir: 2000 1999
RiKiSSIOQLIF. .. i . e, e . DU = 92.799:279 63.844.857
MIOS KiDTakr O L oL s ... ... o S 71.609.348 30.649.914
INSkatisre] KmiMQUr. e = e N TRRRR S SN 3.666.829 0
Sjéour og bankareikningur...........oooovviiiiii i 50.798.847 elelatele) ALelE
218.874.303 134.094.207
Skuldir og eigio fé:
Eigio feé:
HOTUASTOIl T Arshyrjun ..o 113.256.751 100.097.676
Tekjuafgangur Arsins ........ccooiviiiiiiiieee e 82.150.486 13.159.075
Eigio fé i arslok  195.407.237 113.256.751
Skuldir:
Samningur um strandarStOOVAr...........ccoeviiieeeiiieeeiee e 18.633.480 0
Vioskiptaskuldir .....c...ooviieieiie e 4.833.586 20.837.456
Skuldir alls 23.467.066 20.837.456
Skuldir og eigio fé samtals 218.847.303 134.094.207

Aths. Greidslur vegna reksturs strandarstddva eru tilkomnar skv. samningi Pést- og fjarskiptastofnunar f.h. rikissjods vid
Landssima Islands hf. Framlag til alpjéonustu er greitt Neydarlinunni hf. vegna reksturs skiptibords fyrir neydarndmerid 112.
Rikissjodur lagdi a fyrra hluta arsins fram fé & moti en & seinni hlutanum var innheimt j6fnunargjald af rekstrarleyfishdfum.



POST AND TELECOM ADMINISTRATION

Operating Statement for 2000
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Operating revenue: 2000 1999
Operating fees and scheduled income .........cc.ccoeeiiiiiiieiiinnne. 159,349,050 1716,167:159
©fhemincComEM s . otk - TR = = N — 1,304,551 S5/ 7/ 0127/
Total income 160,653,601 119,744,186
Operating costs:
SalEnEsIaMerassociated CoStsMm . 2 61,137,628 55,445,935
OiGE WO e At NULCO SO . . o I . e 48,753,248 48,560,448
Contract for the operation of coast stations............ccccceeeennn.. 178,383,387 0
Funding of universal ServiCe .........ccoccvveeiiiiiiiiieiiiiiiieeeeceeee 18,618,302 0
Total operating costs 306,892,565 104,006,383
Purchase of assets 1514394115 5,494,588
Total costs 311,035,780 109,500,588
Balance before financial iteMS ... ....ovvvvvviiieiiieeec (150,382,179) 10,243,598
EimanCIalRiE MRS B % .. U O O R, o === 0 . 7,532,665 3,615,477
RrofidllossSvEiorENinapeialsitemsy. .. T ttasss oW . 0 (142,849,514) 13,859,075
Treasury funding of coast stations and universal service............ 225,000,000 (700,000)
Profit (loss) for the year 82,150,486 {i8X159107/5
Operating Statement for 2000
Assets: 2000 1999
BliE S . v e .- [ o T SV IS TS 63,844,857
RECENVABIE ST L, ot .5 s sant e 71,609,348 30,649,914
/AR IS0 Ml o e e et sl oo e R . ... 3,666,329 0
EUndSEanaiDaNk GO UMt S R e ... 50,798,847 39,599,436
Total assets 218,874,303 134,094,207
Liabilities
Equity
CAp[italfaRDEJINNINF=OTYEAN ... .. . . A U I3S8256 _75il 100,097,676
Balamee Ot Ry e a o RN 82,150,486 118, 15¢L075
Equity at end of year 195,407,237 113,256,751
Debts:
(@ontractifomtneLoPEratiO M L. RS e .. . . R 18,633,480 0
Short terms debt 4,833,586 20,837,456
Total debts 23,467,066 20,837,456
Total debts and equity 218,874,303 134,094,207

Note: Payment towards the operation of coast stations is the result of a contract between the Post and Telecom
Administration on behalf of the Treasury and Iceland Telecom, Ltd. Funding towards universal service is allocated to
Neydarlinan, Ltd. due to the operation of the 112 emergency switchboard. The Treasury provided funding for the first part of
the year, but during the second half a universal service contribution was collected from licensees.






