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PricewaterhouseCoopers Kft.
H-1077 Budapest
Wesselényi u. 16.

H-1438 Budapest, P.O, Box 517
HUNGARY

Telephone: (36-1) 461-9100
Facsimile: (36-1) 461-9101
Internet: www.pwc.com/hu

INDEPENDENT AUDITOR�S REPORT

To the Shareholders and Board of Directors of Magyar Telekom Nyrt.

We have audited the accompanying consolidated financial statements of Magyar Telekom Nyrt. (�the Company��), which comprise the
consolidated statement of financial position as of 31 December 2009 (in which total of statement of financial position is HUF 1,166,377 million
and the profit attributable to owners of the parent is HUF 77,618 million) the consolidated statements of comprehensive income, consolidated
statements of changes in equity, and the consolidated statements of cash flows, for the year then ended and the notes to the financial statements
including a summary of the main accounting policies as well as other disclosures.

Management�s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial statements in accordance with International
Financial Reporting Standards as adopted by the EU. This responsibility includes: designing, implementing, and maintaining internal control
relevant to the preparation and fair presentation of financial statements that are free from material misstatement, whether due to fraud or error;
selecting and applying appropriate accounting policies; and making accounting estimates that are reasonable in the circumstances.

Auditor�s Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audit and to assess whether or not the
accounting information disclosed in the business report is consistent with that contained in the consolidated financial statements. We conducted
our audit in accordance with Hungarian and International Standards on Auditing and with applicable laws and regulations in force in Hungary.
Those Standards require that we comply with ethical requirements and plan and perform the audit to obtain reasonable assurance whether the
consolidated financial statements are free from material misstatement.
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An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements. The procedures
selected depend on the auditor�s judgment, including the assessment of the risks of material misstatement of the financial statements, whether due
to fraud or error. In making those risk assessments, the auditor considers internal control relevant to the entity�s preparation and fair presentation
of the financial statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the
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entity�s internal control. An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting
estimates made by management, as well as evaluating the overall presentation of the financial statements. Our work in respect of the business
report was limited to checking it within the aforementioned scope and did not include a review of any information other than that drawn from the
audited accounting records of the Company.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.

Opinion

During our work we have audited the components and disclosures along with the underlying accounting records and supporting documentation
in the consolidated financial statements of Magyar Telekom Nyrt. in accordance with Hungarian and International Standards on Auditing and,
on the basis of our audit work, we have gained sufficient and appropriate evidence that the consolidated financial statements have been prepared
in accordance with International Financial Reporting Standards as adopted by the EU. In our opinion, the accompanying financial statements
give a true and fair view of the financial position of Magyar Telekom Nyrt. as of 31 December 2009, and of the results of its operation for the
year then ended in accordance with International Financial Reporting Standards as adopted by the EU. The business report is consistent with the
disclosures in the financial statements.

Budapest, March 11, 2010

/s/ Manfred Krawietz /s/ Hegedũsné Szũcs Márta
Manfred Krawietz Hegedũsné Szũcs Márta
Partner Statutory auditor
PricewaterhouseCoopers Kft. Licence number: 006838
1077 Budapest, Wesselényi u. 16.
License Number: 001464

Note:

Our report has been prepared in Hungarian and in English. In all matters of interpretation of information, views or opinions, the Hungarian
version of our report takes precedence over the English version.
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MAGYAR TELEKOM

CONSOLIDATED STATEMENTS OF FINANCIAL POSITION

As restated (Notes 1.2.2 and 2.1.5)

At December 31,
2009

Note 2006 2007 2008 2009
(unaudited �

Note 2.1)

(in HUF millions)
(million

USD)
ASSETS
Current assets
Cash and cash equivalents 6 60,207 47,666 66,680 34,270 182
Trade and other receivables 7 102,390 103,576 101,895 110,353 587
Other current financial assets 8.1 21,064 63,431 68,498 87,611 466
Current income tax receivable 9.1 6,735 1,857 2,676 4,075 22
Inventories 10 10,460 10,652 13,291 9,788 52
Non current assets held for sale 11 6,825 4,393 1,775 3,269 17
Total current assets 207,681 231,575 254,815 249,366 1,326

Non current assets
Property, plant and equipment 12 550,900 534,731 543,689 550,745 2,928
Intangible assets 13 329,427 334,914 335,379 335,615 1,785
Investments in associates and joint
ventures 14 5,771 4,936 4,136 186 1
Deferred tax assets 9.4 9,575 1,286 1,590 1,890 10
Other non current financial assets 8.2 23,786 24,977 26,094 27,682 147
Other non current assets 15 2,142 846 840 893 5
Total non current assets 921,601 901,690 911,728 917,011 4,876

Total assets 1,129,282 1,133,265 1,166,543 1,166,377 6,202

LIABILITIES
Current liabilities
Financial liabilities to related parties 16 77,756 25,210 96,331 70,573 375
Other financial liabilities 17 29,903 44,666 37,134 36,332 193
Trade payables 18 81,392 86,046 92,340 85,874 457
Current income tax payable 9.1 1,736 2,365 1,697 624 3
Provisions 19 12,370 20,060 15,842 12,692 68
Other current liabilities 20 111,232 44,671 38,092 32,228 171
Total current liabilities 314,389 223,018 281,436 238,323 1,267

Non current liabilities
Financial liabilities to related parties 16 185,432 254,432 243,097 266,998 1,420
Other financial liabilities 17 20,697 55,038 23,039 26,221 139
Deferred tax liabilities 9.4 5,647 2,714 11,071 18,594 99
Provisions 19 3,614 12,665 10,049 9,721 51
Other non current liabilities 21 10,131 7,500 1,304 1,100 6
Total non current liabilities 225,521 332,349 288,560 322,634 1,715

Total liabilities 539,910 555,367 569,996 560,957 2,982
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EQUITY
Equity of the owners of the parent
Common stock 104,277 104,275 104,275 104,275 554
Additional paid in capital 27,380 27,379 27,379 27,379 146
Treasury stock (1,504) (1,179) (1,179) (1,179) (6)
Retained earnings 393,994 381,727 397,684 398,250 2,118
Other components of equity (1,425) (521) 5,787 9,755 52
Total Equity of the owners of the
parent 522,722 511,681 533,946 538,480 2,864
Non-controlling interests 66,650 66,217 62,601 66,940 356
Total equity 589,372 577,898 596,547 605,420 3,220

Total liabilities and equity 1,129,282 1,133,265 1,166,543 1,166,377 6,202

These consolidated financial statements were authorized for issue by the Board of Directors on March 10, 2010 and signed on their behalf by:

Christopher Mattheisen Thilo Kusch
Chairman and Chief Executive Officer Chief Financial Officer

The accompanying notes form an integral part of these consolidated financial statements.
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MAGYAR TELEKOM

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

For the year ended December 31,
2009

Note 2007 2008 2009
(unaudited
� Note 2.1)

(in HUF millions, except per share
amounts)

(million
USD)

Revenue 22 676,661 673,056 643,989 3,424
Expenses directly related to revenues 23 (177,265) (167,558) (160,576) (854)
Employee related expenses 24 (120,176) (100,320) (101,918) (542)
Depreciation and amortization (115,595) (106,120) (101,920) (542)
Other operating expenses 25 (139,314) (141,049) (135,305) (719)
Operating expenses (552,350) (515,047) (499,719) (2,657)
Other operating income 26 4,001 4,249 2,863 15
Operating profit 128,312 162,258 147,133 782
Finance expenses 27 (35,186) (37,199) (37,533) (199)
Finance income 28 5,217 6,891 4,720 25
Share of associates� and joint ventures� profits / (losses) 14 934 1,341 (109) (1)
Profit before income tax 99,277 133,291 114,211 607
Income tax expense 9.2 (26,221) (27,698) (20,958) (111)
Profit for the year 73,056 105,593 93,253 496

Exchange differences on translating foreign
operations 861 8,851 6,159 33
Revaluation of available-for-sale financial assets �
before tax 233 (348) (6) �
Revaluation of available-for-sale financial assets � tax
effect (23) 35 � �
Other comprehensive income for the year, net of
tax 1,071 8,538 6,153 33
Total comprehensive income for the year 74,127 114,131 99,406 529

Profit attributable to:
Owners of the parent 60,155 93,008 77,618 413
Non-controlling interests 12,901 12,585 15,635 83

73,056 105,593 93,253 496

Total comprehensive income attributable to:
Owners of the parent 61,059 99,316 81,586 434
Non-controlling interests 13,068 14,815 17,820 95

74,127 114,131 99,406 529

Earnings per share (EPS) information:
Profit attributable to the owners of the Company 60,155 93,008 77,618 413
Weighted average number of common stock
outstanding (thousands) used for basic and diluted
EPS 1,041,070 1,041,242 1,041,241 1,041,241

Basic and diluted earnings per share (HUF and USD) 57.78 89.32 74.54 0.40
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The accompanying notes form an integral part of these consolidated financial statements.
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MAGYAR TELEKOM

CONSOLIDATED STATEMENTS OF CASH FLOWS

For the year ended December 31,
2009

Note 2007 2008 2009
(unaudited �

Note 2.1)
(in HUF millions) (million USD)

Cashflows from operating activities
Profit for the year 73,056 105,593 93,253 493
Depreciation and amortization 115,595 106,120 101,920 542
Income tax expense 26,221 27,698 20,958 114
Finance expenses 35,186 37,199 37,533 199
Finance income (5,217) (6,891) (4,720) (25)
Share of associates� and joint ventures� profits /
(losses) (934) (1,341) 109 1
Change in assets carried as working capital 6,897 1,481 (1,427) (7)
Change in provisions 16,997 (10,265) (3,918) (21)
Change in liabilities carried as working capital 8,595 1,886 (4,231) (23)
Income tax paid (12,343) (20,768) (16,053) (85)
Dividend received 72 127 2,149 11
Interest and other financial charges paid (32,528) (34,119) (38,627) (205)
Interest received 5,742 7,923 8,453 45
Other cashflows from operations (5,999) (4,354) (1,604) (9)
Net cash generated from operating activities 231,340 210,289 193,795 1,030

Cashflows from investing activities
Purchase of property plant and equipment (PPE)
and intangible assets 29  (103,097)  (116,039)  (110,228)  (586)
Purchase of subsidiaries and business units 30 (710) (762) (5,193) (28)
Cash acquired through business combinations 485 � 460 2
Cash spun-off through demerger (1,173) � � �
Payments for other financial assets � net (39,491) (4,075) (18,547) (99)
Proceeds from disposal of subsidiaries and
associates 5.5 � 1,233 2,074 11
Proceeds from disposal of PPE and intangible
assets 9,105 6,194 1,135 6
Net cash used in investing activities (134,881) (113,449) (130,299) (692)

Cashflows from financing activities
Dividends paid to shareholders and
Non-controlling interest (162,558) (95,343) (93,640) (498)
Proceeds from loans and other borrowings 283,184 143,014 190,617 1,014
Repayment of loans and other borrowings (230,238) (126,901) (193,537) (1,029)
Proceeds from sale of treasury stock 391 � � �
Net cash used in financing activities (109,221) (79,230) (96,560) (513)

Exchange gains on cash and cash equivalents 221 1,404 654 3

Change in cash and cash equivalents (12,541) 19,014 (32,410) (172)

Cash and cash equivalents, beginning of year 60,207 47,666 66,680 354
Cash and cash equivalents, end of year 6 47,666 66,680 34,270 182
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The accompanying notes form an integral part of these consolidated financial statements.
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MAGYAR TELEKOM

CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY

As restated (Note 1.2.2)

pieces In HUF millions

Shares of
common

stock
(a)

Common
stock

(a)

Additional
paid in
capital

(b)

Treasury
stock

(c)

Retained
earnings

(d)

Cumulative
translation
adjustment

(e)

Revaluation
reserve for

AFS
financial

assets
� net of tax

(f)

Reserve for
equity
settled

share based
transactions

(g)

Equity
of the

owners
of
the

parent

Non-
controlling

interests
(h)

Total
Equity

Balance at
December 31,
2006 � as restated 1,042,768,215 104,277 27,380 (1,504) 393,994 (1,474) � 49 522,722 66,650 589,372

Dividend (i) (72,729) (72,729) � (72,729)
Dividend declared
to Non-controlling
interests (j) � (13,729) (13,729)
Elimination of the
�B� share (a) 100 � � �
Share options
exercised by
managers (k) 325 66 391 � 391
Excess related to
the acquisition of
TSH (l) 3 3 1,540 1,543
TSH demerger (l) 243 243 (1,312) (1,069)
Reduction in
capital as a result
of merger with
T-Online and
Emitel (m) (22,700) (2) (1) (5) (8) � (8)
Total
comprehensive
income for the
year 60,155 786 118 61,059 13,068 74,127
Balance at
December 31,
2007 � as restated 1,042,745,615 104,275 27,379 (1,179) 381,727 (688) 118 49 511,681 66,217 577,898

Dividend (i) (77,051) (77,051) � (77,051)
Dividend declared
to Non-controlling
interests (j) � (18,431) (18,431)
Total
comprehensive
income for the
year 93,008 6,485 (177) 99,316 14,815 114,131
Balance at
December 31,
2008 � as restated 1,042,745,615 104,275 27,379 (1,179) 397,684 5,797 (59) 49 533,946 62,601 596,547

Dividend (i) (77,052) (77,052) � (77,052)
Dividend declared
to Non-controlling
interests (j) � (13,481) (13,481)
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Reduction in
capital as a result
of merger with
T-Kábel and
Dél-Vonal (n) (3,072) � � �
Total
comprehensive
income for the
year 77,618 3,971 (3) 81,586 17,820 99,406
Balance at
December 31,
2009 1,042,742,543 104,275 27,379 (1,179) 398,250 9,768 (62) 49 538,480 66,940 605,420

Of which treasury
stock (1,503,541)

Shares of
common stock
outstanding at
December 31,
2009 1,041,239,002

The accompanying notes form an integral part of these consolidated financial statements.
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MAGYAR TELEKOM

NOTES TO THE CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY

(a) The total amount of issued shares of common stock of 1,042,742,543 (each with a nominal value of HUF 100) is fully paid as at
December 31, 2009. Total shareholders� equity included one Series �B� preference share at the nominal value of HUF 10,000 until September 30,
2007. This Series �B� share was held by the Ministry of Economics and Transport, and bestowed certain rights on its owner, including access to
information, and the appointment of a Director. This share could only be held by the Government or its nominee. In order to comply with EU
regulations, a new Hungarian regulation in 2007 required the Company to eliminate the �B� share and the special rights attached to it,
consequently, the �B� share was transformed into 100 ordinary shares. The number of authorized ordinary shares on December 31, 2009 is
1,042,742,543.

(b) Additional paid in capital represents the amount above the nominal value of the shares that was received by the Company during capital
increases.

(c) Treasury stock represents the cost of the Company�s own shares repurchased. Of the Treasury shares as at December 31, 2009, 103,530 can
be used by the ex-CEO for his share options still outstanding (Note 24.1.3).

(d) Retained earnings include the accumulated and undistributed profit of the Group. The distributable reserves of the Company under
Hungarian law at December 31, 2009 amounted to approximately HUF 266,149 million (HUF 270,869 million at December 31, 2008).

(e) Cumulative translation adjustment represents the foreign exchange differences arising on the consolidation of foreign subsidiaries.

(f) Revaluation reserve for available-for-sale (AFS) financial assets includes the unrealized gains and losses net of tax on available-for-sale
financial assets.

(g) Reserve for equity settled share based transactions includes the compensation expenses accrued in this reserve related to share settled
compensation programs. The balance of this reserve of HUF 49 million in the reported periods represents the amount reserved for the 103,530
options (granted in 2000) Magyar Telekom�s ex-CEO still has open (Note 24.1.3).

(h) Non-controlling interests represent the Non-controlling shareholders� share of the net assets of subsidiaries, in which the Group has less than
100% ownership.
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(i) In 2009 Magyar Telekom Plc. declared HUF 74 dividend per share (HUF 74 in 2008, HUF 70 in 2007).

(j) The amount of dividends declared to Non-controlling owners includes predominantly the dividends declared to the Non-controlling owners
of Makedonski Telekom (MKT) and Crnogorski Telekom (CT), the Group�s subsidiaries.

(k) In 2007 managers exercised share options, for which the Company used its treasury shares. As a result of these transactions, the Company
sold 414,283 of its treasury shares to the managers at the fixed option prices. On the sale of the treasury shares the Company recognized a gain
of HUF 66 million, which was recognized in Retained earnings. For more details on the programs see Note 24.1.2.

(l) As of January 1, 2007 Magyar Telekom acquired an additional 2% ownership in T-Systems Hungary (TSH) for a cost of HUF 60 million.
The acquisition was accounted for at cost as the transaction took place between entities under common control, and resulted in an excess of HUF
3 million recognized in Retained earnings (Note 5.3.2). As of August 31, 2007 TSH had a legal split (spin-off), as a result of which the net assets
and the equity of TSH were divided between the owners, after which Magyar Telekom became a 100% owner of the net assets and equity
retained in TSH. As the transaction took place between entities under common control, the spin-off was accounted for at cost, and resulted in an
excess of HUF 243 million recognized in Retained earnings.

(m) In 2007 Magyar Telekom Plc. merged with T-Online Hungary�s access business line and Emitel, its 100% subsidiaries. During the merger,
the owners of 22,700 shares expressed their intention not to participate as owners in the merged Company. Consequently, the Company
withdrew these shares and paid off these owners with a corresponding decrease in Common stock, Additional paid in capital and Retained
earnings, and the merged Company was registered with 22,700 less shares as of September 30, 2007.

(n) In 2009 Magyar Telekom Plc. merged with T-Kábel and Dél-Vonal, its 100% subsidiaries. During the merger, the owners of 3,072 shares
expressed their intention not to participate as owners in the merged Company. Consequently, the Company withdrew these shares and paid off
these owners with a corresponding decrease in Common stock, Additional paid in capital and Retained earnings. These amounts did not exceed
HUF 1 million. The merged Company was registered with 3,072 less shares as of September 30, 2009.

Together with the approval of these financial statements for issue, the Board of the Company proposes a HUF 74 per share dividend distribution
(in total HUF 77,052 million) to be approved by the Annual General Meeting of the Company in April 2010.

The accompanying notes form an integral part of these consolidated financial statements.
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MAGYAR TELEKOM

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

1 GENERAL INFORMATION

1.1 About the Company

Magyar Telekom Plc., (the �Company� or �Magyar Telekom Plc.�) with its subsidiaries form Magyar Telekom Group (�Magyar Telekom� or �the
Group�). Magyar Telekom is the principal supplier of telecommunications services in Hungary, Macedonia and Montenegro and alternative
service provider in Bulgaria, Romania and in the Ukraine. These services are subject to various telecommunications regulations depending on
the countries of operations (Note 1.3).

The Company was incorporated in Hungary on December 31, 1991 and commenced business on January 1, 1992. The Company�s registered
address is Krisztina körút 55, 1013 Budapest, Hungary.

Magyar Telekom Plc. is listed on the Budapest and New York stock exchanges, its shares are traded on the Budapest Stock Exchange, while
Magyar Telekom�s American Depository Shares (ADSs) each representing five ordinary shares are traded on the New York Stock Exchange.

The immediate controlling shareholder of the Company is MagyarCom GmbH owning 59.21% of the issued shares, while the ultimate
controlling parent of Magyar Telekom is Deutsche Telekom AG (DT or DTAG).

The consolidated financial statements are prepared and presented in millions of Hungarian Forints (HUF), unless stated otherwise.

These financial statements of the Company were approved for issue by the Company�s Board of Directors (the Board), however, the Annual
General Meeting (AGM) of the owners, authorized to accept these financials, has the right to require amendments before acceptance. As the
controlling shareholders are represented in the Board of the Company that approved these financial statements for issuance, the probability of
any potential change required by the AGM is extremely remote, and has never happened in the past.

On June 29, 2007, Magyar Telekom�s Extraordinary General Meeting approved the merger of Magyar Telekom Plc., Emitel Zrt. and the internet
access business line of T-Online Magyarország Zrt. (T-Online), both of which were 100% subsidiaries of Magyar Telekom Plc. The remaining
business lines of T-Online continued as a separate legal entity under the company name �Origo Zrt.�. As the merger occurred between the parent
company and its 100% owned subsidiaries, the transaction did not have any impact on the Consolidated financial position of the Group or its
operating segments other than as disclosed in the notes to the Consolidated statements of changes in equity. The merger was registered by the
Hungarian Court of Registration as of September 30, 2007.
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On June 29, 2009, Magyar Telekom�s Extraordinary General Meeting approved the merger of Magyar Telekom Plc., T-Kábel Kft. and Dél-Vonal
Kft., two 100% subsidiaries of Magyar Telekom Plc. As the merger occurred between the parent company and its 100% owned subsidiaries, the
transaction did not have any impact on the Consolidated financial position of the Group or its operating segments other than as disclosed in the
notes to the Consolidated statements of changes in equity. The merger was registered by the Hungarian Court of Registration as of
September 30, 2009.

F-9

Edgar Filing: Magyar Telekom Plc. - Form 6-K

FOR THE YEAR ENDED DECEMBER 31, 2009 20



MAGYAR TELEKOM

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

1.2 Investigation into certain consultancy contracts

1.2.1 Summary of the Investigations

In the course of conducting their audit of the Company�s 2005 financial statements, PricewaterhouseCoopers, the Company�s auditors, identified
two contracts the nature and business purposes of which were not readily apparent to them. In February 2006, the Company�s Audit Committee
retained White & Case, as its independent legal counsel, to conduct an internal investigation into whether the Company had made payments
under those, or other contracts, potentially prohibited by U.S. laws or regulations, including the U.S. Foreign Corrupt Practices Act (�FCPA�) or
internal Company policy. The Company�s Audit Committee also informed the United States Department of Justice (�DOJ�), the United States
Securities and Exchange Commission (�SEC�) and the Hungarian Financial Supervisory Authority of the internal investigation.

Based on the documentation and other evidence obtained by it, White & Case preliminarily concluded that there was reason to believe that four
consulting contracts entered into in 2005 were entered into to serve improper objectives, and further found that during 2006 certain employees
had destroyed evidence that was relevant to the investigation. White & Case also identified several contracts at our Macedonian subsidiary that
warranted further review. In February 2007, our Board of Directors determined that those contracts should be reviewed and expanded the scope
of the internal investigation to cover these additional contracts and any related or similarly questionable contracts or payments.

For further information about the internal and governmental investigations, please refer to the Company�s quarterly reports for the first, second
and third quarters of 2009 and the Company�s annual reports on Form 20-F for the year ended December 31, 2008 filed with the SEC.

On December 2, 2009, the Audit Committee provided the Company�s Board of Directors with a �Report of Investigation to the Audit Committee
of Magyar Telekom Plc.� dated November 30, 2009 (the �Final Report�).  The Audit Committee indicated that it considers that, with the
preparation of the Final Report based on currently available facts, White & Case has completed its independent internal investigation.

The Final Report includes the following findings and conclusions, based upon the evidence available to the Audit Committee and its counsel:

• The information obtained by the Audit Committee and its counsel in the course of the investigation �demonstrates intentional misconduct and a
lack of commitment to compliance at the most senior levels of Magyar Telekom, TCG, and MakTel during the period under investigation.�

• As previously disclosed, with respect to Montenegrin contracts, there is �insufficient evidence to establish that the approximately EUR 7
million in expenditures made pursuant to four consultancy contracts ... were made for legitimate business purposes�, and there is �affirmative
evidence that these expenditures served improper purposes.�  These contracts were not appropriately recorded in the books and records of the
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Company and its relevant subsidiaries. As previously disclosed, the Company has already reclassified, in the Company�s financial statements, the
accounting treatment relating to certain of these contracts to more accurately account for these expenditures.

• As previously disclosed, there is evidence that certain former employees intentionally destroyed documents relating to activities undertaken in
Macedonia by the Company and its affiliates.

• Between 2000 and 2006 a small group of former senior executives at the Company and the Company�s Macedonian affiliates, authorized the
expenditure of approximately EUR 24 million through over twenty suspect consultancy, lobbying, and other contracts (including certain
contracts between the Company and its subsidiaries on one hand, and affiliates of a Cyprus-based consulting company on the other hand).  The
Final Report concludes that �the available evidence does not establish that the contracts under which these expenditures were made were
legitimate.�
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• �The evidence shows that, contrary to their terms, a number of these contracts were undertaken to obtain specific regulatory and other benefits
from the government of Macedonia.  The Companies generally received the benefits sought and then made expenditures under one or more of
the suspect contracts.  There is evidence that the remaining contracts were also illegitimate and created a pool of funds available for purposes
other than those stated on the face of the agreements.�

• In entering into these contracts and approving expenditures under them, the former senior executives knowingly caused, structured, or
approved transactions that shared most or all of the following characteristics:

• intentional circumvention of internal controls;

• false and misleading Company documents and records;

• lack of due diligence concerning, and failure to monitor performance of, contractors and agents in circumstances carrying a high risk of
corruption;

• lack of evidence of performance; and

• expenditures that were not for the purposes stated in the contracts under which they were made, but rather were intended to obtain benefits for
the Companies that could only be conferred by government action.

The Final Report states that �the Investigation did not uncover evidence showing receipt of payments by any Macedonian government officials or
political party officials.�  However, the Audit Committee�s counsel did not have access to evidence that would allow it to identify the ultimate
beneficiaries of these expenditures.

Nothing in the Final Report implicates any current senior executive or Board member of the Company in connection with any wrongdoing.

As previously disclosed, the Company has taken remedial measures to address issues previously identified by the independent investigation.
These measures included steps designed to revise and enhance the Company�s internal controls as well as the establishment of the Corporate
Compliance Program.
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Due to these measures, no modifications to the Corporate Compliance Program were viewed as necessary in response to the Final Report. This
conclusion has been discussed with the Audit Committee and the Audit Committee has not made recommendations either relating to the
Company�s compliance program or internal controls.

The Company is continuing to assess the nature and scope of potential legal remedies available to the Company against individuals or entities
that may have caused harm to the Company.

As previously announced, the DOJ, the SEC and the Ministry of Interior of the Republic of Macedonia have commenced investigations into
certain of the Company�s activities that were the subject of the internal investigation.  Also, as previously announced, the Hungarian National
Bureau of Investigation (�NBI�) has begun a criminal investigation into alleged misappropriation of funds relating to payments made in
connection with the Company�s ongoing internal investigation and the possible misuse of personal data of employees in the context of the
internal investigation.  These governmental investigations are continuing, and the Company continues to cooperate with those investigations. 
The Company cannot predict what the final outcome of those investigations may be or the impact, if any, they may have on its financial
statements or results of operations. Furthermore, government authorities could seek criminal or civil sanctions, including monetary penalties,
against the Company or its affiliates as well as additional changes to its business practices and compliance programs.
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1.2.2 Accounting implications of the findings of the Investigation

As a result of the findings of the Investigation (Note 1.2.1), we identified three consultancy contracts, the payments of which were erroneously
capitalized as part of the goodwill arising on the original acquisition of Makedonski Telekom in 2001 and the goodwill arising on Makedonski
Telekom�s repurchase of 10% of its shares in 2006. These amounts are now corrected and accounted for as though these payments had been
expensed in 2001 and 2006 rather than capitalized as part of goodwill as originally reported.

In addition to the above, the other contracts that were identified by the Final Report, for which the available evidence does not establish that the
contracts under which these expenditures were made were legitimate, were expensed in 2001-2006, which require no restatements on their own.
However, depending on further analysis these contracts will probably qualify as non deductible expenses for various taxes. As the timing and the
amount of the potential tax impacts and any penalties related to these taxes are uncertain, these were provided for retrospectively as at
December 31, 2006, which also had an impact on the balance of the Non-controlling interests.

The table below shows the impacts of these restatements on the Statements of financial position.

In HUF millions 2006 2007 2008

Intangible assets
As reported 331,740 337,227 337,692
Change due to restatement (2,313) (2,313) (2,313)
As restated 329,427 334,914 335,379

Provisions � non current
As reported 3,533 12,886 9,417
Change in presentation (Note 2.1.5) (1,401) (1,703) (850)
After change in presentation 2,132 11,183 8,567
Change due to restatement 1,482 1,482 1,482
As restated 3,614 12,665 10,049

Retained earnings
As reported 397,311 385,044 401,001
Change (3,317) (3,317) (3,317)
As restated 393,994 381,727 397,684

Non-controlling interests
As reported 67,128 66,695 63,079
Change (478) (478) (478)
As restated 66,650 66,217 62,601

The restatements had no impact on the Statements of comprehensive income or the Statements of cash flows.
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1.3 Public service concession and license arrangements

Magyar Telekom�s primary activities are the fixed line and mobile operations in Hungary, Macedonia and Montenegro. These services are in
most cases regulated by these countries� laws or other legislations. These services in most cases require the acquisition of a license or concession,
which usually requires a one-off fee, which is capitalized and amortized over the original duration of license or concession, and also requires
annual payments, which are recognized as Other operating expenses (included in Fees and levies) in the year the payment obligation refers to.

The most important features of the regulations of these services are described below.

1.3.1 Hungarian Fixed line

Magyar Telekom Plc. is the market leading fixed line telecom service provider in Hungary. Act C of 2003 on Electronic Communications, the
latest act on the telecommunications sector, came into effect on January 1, 2004. The National Communications Authority of Hungary (NCAH)
is the supreme supervisory body.

Magyar Telekom Plc. has been a Universal Service Operator (USO) since 2002. According to the Act on Electronic Communications, universal
services are basic communications services that should be available to all customers at an affordable price. The last effective USO contract was
signed in 2004 and expired at the end of 2008; no new contract has been concluded since. The Ministry�s intention is to preserve the universal
service and for that reason through the amendment of a decree in December 2008 orders the operators formerly in universal service provider
status � amongst them Magyar Telekom Plc. � to continue the provisioning of universal service under unchanged terms and conditions. Currently
the Company does not consider itself a universal service provider due to lack of an effective universal service contract. However, discussions are
ongoing between the responsible Minister and the earlier universal service providers on a future possible universal service contract and on the
modifications of the underlying regulation in line with the changed market situation. The necessary modifications of the telecommunications law
already entered into force as of January 1, 2010 and the modification of the concerning government and ministerial decrees is ongoing as well.
However a new universal service contract � based on these conditions - has not yet come into effect.

In the field of electronic communications Magyar Telekom was designated as an SMP (an operator with significant market power) in 12 fixed
line markets out of the 18 relevant markets stipulated by the EU in 2004 and 2005. These 12 markets include all retail and wholesale telephony
services, the market of wholesale leased line termination, the market of minimum set of leased lines and the wholesale broadband market. As a
result of the market analysis conducted at the end of 2006 the Company was designated as SMP on the same markets as in the first round
analysis in 2004 with basically no changes in the corresponding obligations. In 2008 the NCAH commenced the third round of market analysis.
To date only the mobile termination wholesale market analysis resolution was published in this round of analysis. SMP resolutions concerning
all other markets subject to analysis are expected to be published in Q2, 2010.
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Currently in Hungary, retail tariffs are regulated in two ways. Price cap methodology is applicable for universal services, and - based on SMP
resolutions on residential and business access markets � there is another formula used for subscription fees. In addition there is a prohibition of
price squeeze in effect for SMP operators and, in accordance with the Act on Unfair and Restrictive Market Practices, retail prices should be set
in accordance with wholesale tariffs providing an acceptable level of retail margins (i.e. no price squeeze).

Magyar Telekom is Hungary�s leading fixed line broadband service provider in the wholesale and one of the leading ones in the retail market. In
2005 the NCAH designated the Company as an SMP operator on the wholesale broadband access market. In accordance with the effective
resolution, all retail products shall be �reproducible� by competitors based on the wholesale service. Consequently, the full retail portfolio shall
have a wholesale equivalent compliant to the pricing regulations (retail minus methodology) set forth by the NCAH. The Company has a
non-discrimination obligation, which means that the same terms and conditions shall be granted in terms of wholesale services to competitors
under identical circumstances.
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According to the Act on Electronic Communications, designated SMP operators are obliged to prepare reference offers for unbundled local
loops (RUO) and to provide these services when there is a request for them by other telecommunications service providers. The reference offer
of each SMP operator must be approved by the NCAH. The pricing of these services has to be cost based and calculated � according to the
NCAH resolution on the market of wholesale unbundled access to metallic loops published at the end of 2007 - by Long Run Incremental Costs
(�LRIC�) method as opposed to using Fully Distributed Costs based on a 2003 Ministerial Decree. The SMP operators may refuse the offer for
unbundling if there are technical or economic barriers or if the provision of access to the local loop or its broadband network access would
endanger the integrity of the SMPs� network.

SMPs are also obliged to prepare reference offers for interconnection (RIO), containing applicable fees,  and to provide these services in
accordance with the reference offer when there is a request for them by other telecommunications service providers. The reference offers of the
SMPs must be approved by the NCAH, and prices have to be based on LRIC. Fees in the currently effective reference offers are applicable from
April 1, 2009.

According to the Act on Electronic Communications, designated SMP operators are obliged to enable carrier selection to their subscribers.
Consequently, voice telephony customers have the right to select different service providers for each call directions including Internet calls by
dialing a pre-selected number or by using a call-by-call pre-fixed number. The requirements for carrier selection are set out in the RIO based
interconnection agreements between the affected service providers.

Fixed line telecommunications service providers are obliged under the law to provide number portability on their networks starting January 1,
2004. This means that service providers must enable subscribers to change service provider without changing their fixed telephone numbers
within the same geographical area.

1.3.2 Macedonian Fixed line

The Group is also present in the Macedonian fixed line telecommunications market through its subsidiary, Makedonski Telekom (MKT). MKT
is the largest fixed line service provider in Macedonia. The Macedonian telecommunications sector is regulated by the Electronic
Communications Law (ECL), enacted in March 2005. With the latest changes of the ECL published on August 4, 2008, the existing Concession
Contract of MKT is no longer valid as of September 4, 2008. On September 5, 2008 the Agency for Electronic Communications (the Agency),
ex officio, has issued a notification to MKT for those public electronic communication networks and/or services which have been allocated
thereto under the Concession Contract. Radiofrequency licenses were issued to the operators for the bands granted with the Concession
Contracts in a form prescribed by the ECL.

On December 27, 2007 the Agency brought a decision to publish a public tender for the universal provider of electronic communications
services in the Republic of Macedonia. The opening of the qualified bids was on February 18, 2008, and on February 22, 2008 based on the
decision of the Agency, MKT was selected as one of the candidates for universal service provider in the prequalification. Written invitation
which should have been submitted by the Agency to selected candidates from the first phase, in order to submit offer for selection of universal
service provider, has not been received yet.
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The regulatory framework for the retail tariff regulation for MKT until August 2008 was provided in the Concession Contract. With the latest
changes of the ECL in August 2008 and the published bylaw for retail price regulation in September 2008, the Agency may prescribe one of the
following ways of retail regulation of fixed telephony services: price cap, individual price approval, cost based prices or benchmarks. On
December 17, 2009, the Agency published the draft analysis for the relevant markets 1-6 related to fixed voice retail services for public debate.
Based on the draft analysis, the Agency is planning to impose retail price regulation on MKT as well as to equal the fixed voice access prices for
residential and business segment.

On October 28, 2009 the Agency published guideline for price squeeze, for which MKT sent comments, and currently public debate is ongoing
after which the final guidelines will be enacted.
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Under the ECL, MKT has been designated as an SMP in the market for fixed line voice telephone networks and services, including the market
for access to the networks for data transmission and leased lines. MKT had a cost based price obligation for the Regulated wholesale services,
using fully distributed costs (FDC) methodology until July 2007 and using Long Run Incremental Costs methodology (LRIC) subsequently. A
proposal for interconnection fees with LRIC was submitted by MKT in July 2007 and for unbundling fees in December 2007.  On May 23,
2008, the Agency issued approval for the new decreased interconnection and unbundling fees, based on the audit report on MKT�s costing
accounting system issued by an independent auditor. On December 31, 2008 the Agency approved the new unbundling fees which entered in
force from January 2009. The Agency engaged expert consultancy services for LRIC bottom-up model development for which the result is
expected in 2010. Based on several enacted bylaws published in second half of 2008 MKT has prepared several additional regulated wholesale
products, Wholesale Line Rental, Wholesale Leased Line and Local Bit stream access. MKT as an SMP operator has the obligation to enable its
subscribers to access publicly available telephone services of any interconnected operator with officially signed interconnection contract. On
November 15, 2006, MKT signed the first RIO (Reference Interconnection Offer) based Interconnection Agreement with an alternative fixed
network operator. On  April 16, 2007, MKT signed the first RUO (Reference Unbundling Offer) based Unbundling Agreement with an
alternative fixed network operator. MKT implemented number portability starting from September 1, 2008.

1.3.3 Montenegrin Fixed line

The Group�s Montenegrin subsidiary, Crnogorski Telekom (CT) is registered to provide fixed line telecommunications services in Montenegro as
well as to provide domestic voice and data services as well as VOIP, leased line, public payphone, and cable television, value added, etc.
services. The telecommunications sector in Montenegro is regulated by the Law on Electronic Communications that came into force in
August 2008. The Law is based on the 2002 regulatory framework of the EU. All regulations that are contrary to the law became automatically
invalid and new ones have been issued or will have to be issued.

In Montenegro, for the time being there is no obligation to introduce local loop unbundling, bit stream access or accounting separation. CT
implemented Carrier selection in 2008. It can be expected that CT will have to implement some or all of the obligations above in the coming
years. Accordingly, number portability will be introduced by August 2011.The new Law defined Crnogorski Telekom as an operator with
significant market power in the markets of fixed voice telephony network and services, including the market of access to network for data
transfer and leased lines as well as the termination of calls within its network, however, the Law did not prescribe the remedies CT should
introduce as a consequence. RIO rates are based on benchmarks as there is no approved cost accounting methodology prescribed by the regulator
in Montenegro. The Agency for Electronic Communications and Postal Services has started the market analysis process and identified the
relevant telecommunication markets in Montenegro identical to those in the EC recommendation 2007/879/EC. It can be expected that within a
few years cost oriented RIO prices will have to be implemented in the country.

Montenegro signed a Stabilization and Association Agreement with the EU and a transitory Agreement is in force since January 1, 2008. The
agreement is requiring the harmonization of the telecommunications regulations with the regulatory framework of the EU within three years of
the ratification of the Agreement.

1.3.4 Hungarian Mobile
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The Company is also the market leader in the Hungarian mobile market through the brand T-Mobile (T-Mobile HU).

The initial duration of the concession regarding the GSM 900 public mobile radio telephone service was a period of 15 years starting from the
execution of the concession agreement (November 4, 1993 to November 4, 2008). On October 7, 1999 an amended concession contract was
signed between the Ministry of Transport, Communications and Water Management and T-Mobile HU extending T-Mobile HU�s rights

F-15

Edgar Filing: Magyar Telekom Plc. - Form 6-K

FOR THE YEAR ENDED DECEMBER 31, 2009 32



MAGYAR TELEKOM

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

and obligations to also provide service in the 1800 MHz band in Hungary till October 7, 2014. The duration of the concession regarding the DCS
1800 public mobile radio telephone service is 15 years starting from the execution of the new concession agreement (October 7, 1999 to
October 7, 2014). As stipulated in the concession contracts, the Minister is entitled to extend the concession period for both services upon their
expiration for another 7.5 years without the invitation of a tender. On November 8, 2007, the Company signed the renewed Concession Contract
along with the Cooperation Agreement with the Minister that is effective from November 2008. The new Concession Contract prolonged the
duration of the 900 MHz frequency usage right till May 4, 2016.

On December 7, 2004, T-Mobile HU obtained the exclusive right of use of certain frequency blocks for the deployment and operation of an
IMT2000/UMTS mobile telecommunications system (3G system). The duration of the frequency usage right is 15 years (until December 7,
2019) with an option to extend it for another 7.5 years. T-Mobile HU was obliged by the term of the license decree to start commercial 3G
service within 12 months after the acquisition of the license within the inner city of Budapest, which was completed. We were also obliged to
reach a population-wide coverage of 30% within 36 months of license acquisition which was also completed in December 2006. On August 26,
2005 T-Mobile HU started to provide 3G service and has been operating it in compliance with the license conditions.

T-Mobile HU is subject to number portability regulation since May 2004, applicable only in case of other mobile operators.

In January 2005 and October 2006 the NCAH designated T-Mobile HU as having significant market power in the mobile wholesale call
termination market, and it is currently subject to regulatory obligations regarding the termination charge of calls into its network. In
December 2008 the NCAH designated T-Mobile HU as an SMP for the third time in a row and in its resolution reinforced the symmetric mobile
termination fees applicable from January 1, 2009, and set out further reduction of tariffs until December 2010 based on a new �glide path�. The
Company had appealed in court against the resolution.

Since June 30, 2007, an EU regulation has been regulating international roaming tariffs for wholesale and retail customers on the basis of a price
cap system. The Regulation prescribed a glide-path that mandates further annual reductions of wholesale and retail prices in the forthcoming
years. As of July 2009 the EU introduced regulated tariffs for SMS and data roaming similarly to the regulation of voice roaming.

The National Table of Frequency Allocations and the Radio Application Table was modified in October 2008 enabling the invitation of bidders
for the usage rights of 450 MHz (block �B�) and 26 GHz (blocks �C-G�) spectrum.

In the tender for the fourth mobile license a combined IMT-2000/UMTS/ DCS 1800/E-GSM900 spectrum package (so called �A� block) was
offered for new entrant candidates. Incumbent mobile operators were excluded from the bid. It was stipulated that the frequency usage rights
could be transferred wholly (though not to existing mobile operators), and in the case of E-GSM900 band there was a possibility of transferring
maximum 16 channels to incumbent mobile operator(s). Four companies submitted bids. On March 16, 2009, the tender for the 4th mobile
license was cancelled, and on April 24, the NCAH dismissed the appeals of 3 bidders. One of the bidders, DreamCom appealed at the Municipal
Court asking for the review of the second instance decision of the NCAH, but the court upheld the NCAH�s decision. Now, the 4th GSM/UMTS
spectrum package is available for a new tender. It is expected that the new tender will be executed in the course of the implementation of the
modified GSM Directive (2009/114/EC Directive, on the frequency bands to be reserved for the coordinated introduction of public
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pan-European cellular digital land-based mobile communications) in 2010. Member States have 6 months to transpose the modified GSM
Directive into their national legislation until May 9, 2010.

Only one license was offered on the 450 MHz tender, for digital cellular system having wider bandwidth. Incumbent mobile operators and 3.5
GHz FWA license holders were excluded from the bid. Two companies submitted bids. The NCAH declared the tender for the 450 MHz
spectrum block�s usage right (�B� block) unsuccessful on April 30, 2009.
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Five licenses were offered in the 26 GHz bid; 2 licenses for 112 MHz wide blocks, 1 license for a 84 MHz wide block and 2 licenses for 56 MHz
wide frequency block. Incumbent mobile operators could bid for the 84 MHz wide block only. It was stipulated that the frequencies could be
used for publicly available electronic communication services and for the operation of electronic communications networks (mobile backhaul).
T-Mobile HU submitted its bid document solely for the 26 GHz �D� block and won the spectrum usage right license on April 30, 2009. Two
companies submitted bids for the �E� block, which were granted to Antenna Hungária, the leading Hungarian land and satellite broadcasting and
distribution company. The tender for 2 pieces of 112 MHz and one 56 MHz block was unsuccessful.

The National Table of Frequency Allocations and the Radio Application Table was modified on November 27, 2009  changing the status of 2.6
GHz spectrum blocks from �planned� to assignable.

1.3.5 Macedonian Mobile

T-Mobile Macedonia (T-Mobile MK), Magyar Telekom�s subsidiary, is the leading mobile service provider in Macedonia. With the changes of
the Electronic Communications Law published on August 4, 2008, the existing Concession Contract of T-Mobile MK ceased to be valid as of
August 5, 2008. On September 5, 2008 the Agency for Electronic Communications, ex officio, issued a notification to T-Mobile MK for those
public electronic communication networks and/or services which have been allocated thereto under the Concession Contracts. The license for
radiofrequencies used by T-Mobile MK with a bandwidth of 25 MHz in the GSM 900 band, was also issued in a form regulated in the ECL with
a validity period until September 5, 2018, which can be renewed up to additional 20 years in accordance with the ECL. T-Mobile MK is also
registered to provide a public network for data transmission and radio transmission, with the corresponding data transmission and radio
communications services, according to the ECL.

After the analysis of the market �Call termination services in public mobile communication networks� the Agency on November 26, 2007 brought
a decision by which T-Mobile MK and Cosmofon (competitor of T-Mobile MK, rebranded to One in November 2009) were designated with
SMP status on Market 16 (Call termination services in public mobile communication networks) and several obligations were imposed
(interconnection and access, transparency in interconnection and access, non-discrimination in interconnection and access, accounting separation
and price control and cost accounting). T-Mobile MK published a RIO with regulated termination rate effective from August 1, 2008. T-Mobile
MK was obliged to submit financial reports for 2008 based on accounting separation by May 31, 2009 and submitted them on June 1, 2009.
Second round analysis of Market 16 is ongoing and includes the third mobile operator VIP Operator (subsidiary of Mobilkom Austria). The
Agency is also conducting market analysis on relevant markets defined in the Decision on relevant market determination of August 17, 2005.
The Agency has engaged expert consultancy services for calculation of WACC for SMP designated operators (fixed and mobile). In
September 2009, the Agency requested data for calculation of WACC to SMP operators (T-Mobile MK, Cosmofon and Makedonski Telekom).
It has also engaged expert consultancy services for LRIC bottom-up model development as means for price control of SMP operators.

On June 30, 2009 the Agency brought a Decision for setting the maximum amount of the one-time fee for number portability service. Prior to
the decision the price was established individually by the operators. T-Mobile MK initiated a procedure before the Administrative Court to
dispute the decision of the Agency. The administrative procedure has not started yet.
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One won the public tender for a license for 3G radiofrequencies utilization in November 2007 and started the 3G commercial operations from
August 12, 2008. On September 2, 2008 a decision for granting three 3G licenses was published. T-Mobile MK started commercial operations of
the 3G services on June 11, 2009. The validity of the license is 10 years i.e. December 17, 2018 , with a possibility for extension for 20 years in
accordance with the ECL.

Since the beginning of 2009 three attempts have been made to award additional two licences for 3G radiofrequencies. On January 27, 2009 a
public tender for granting two licences for 3G radiofrequencies was published. No bids were received and no license was awarded. On July 16,
2009 the tender was repeated
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under the same conditions and experienced the same outcome in August 2009. On December 21, 2009 the tender was published again under the
same conditions. Its outcome is expected in 2010.

On January 10, 2009 a public tender for awarding two licences for 2G radiofrequencies in the 1800 MHz band was published. T-Mobile MK
was awarded one license on June 9, 2009. The validity period is 10 years, with a possibility for extension for 20 years in accordance with the
ECL. Also, on January 10, 2009 a tender for one license in the 1800-1805 MHz for broadband wireless access on the whole territory of republic
of Macedonia was published. On May 5, 2009 the Agency brought a Decision pronouncing Mobik Telekomunikacii the best bidder on the
tender. Commercial start defined by the tender conditions is 6 months from awarding of the license.

In July 2009, the Agency put several secondary electronic communication legislation acts on public debate. So far, only modified Rulebook of
number portability was enacted presenting further stimulation of number portability service. The enactment of these regulations will improve the
regulatory framework.

1.3.6 Montenegrin Mobile

Crnogorski Telekom, the Group�s Montenegrin subsidiary is also providing mobile services under the T-Mobile brand (T-Mobile CG). CT is
registered as one of three GSM/UMTS providers in Montenegro. T-Mobile CG, as the second mobile operator, was launched on July 1, 2000.
The third mobile operator entered the market in 2007. T-Mobile CG started 3G operations in 2007.

According to the Law on Electronic Communications (Note 1.3.3), T-Mobile CG is an SMP in the market of termination of voice calls in its
own network however no specific remedy was introduced by the Law. Accordingly, number portability will be introduced by August 2011 also
in the mobile the sector. Interconnect rates have been approved by the Regulator based on benchmarks. It can be expected that cost
oriented termination prices will be implemented in the coming years.
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2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

2.1 Basis of preparation

The consolidated financial statements of Magyar Telekom have been prepared in accordance with International Financial Reporting Standards
(IFRS) as endorsed by the European Union (EU). All standards and interpretations issued by the International Accounting Standards Board
(IASB) effective at the time of preparing the consolidated financial statements and applicable to Magyar Telekom have been endorsed by the
EU. Therefore the consolidated financial statements currently also comply with IFRS as issued by the IASB and also comply with the Hungarian
Accounting Law on consolidated financial statements, which refers to the IFRS as endorsed by the EU.

The consolidated financial statements are presented in millions of HUF. For the convenience of the reader, the consolidated Statement of
financial position, Statement of comprehensive income and Statement of cash flows for the year 2009 are also presented in millions of U.S.
dollars (USD) translated at a rate of HUF 188.07 to USD 1 (the official rate of the National Bank of Hungary at December 31, 2009). These
translations are un-audited supplementary information, and are not in compliance with IFRS.

The preparation of financial statements in conformity with IFRS requires the use of certain critical accounting estimates. It also requires
management to exercise its judgment in the process of applying the Group�s accounting policies. The areas involving a higher degree of judgment
or complexity, or areas where assumptions and estimates are significant to the consolidated financial statements, are disclosed in Note 4.

2.1.1  Standards, amendments and interpretations effective and adopted by the Group in 2009

• IAS 1  (revised) - Presentation of Financial statements. Revised IAS 1 introduced overall requirements for the
presentation of financial statements, guideline for their structure and minimum requirements for their contents. The
Group applied the requirements of the revised Standard from January 1, 2009. The most significant change in the
presentation of the financial statements is the extension of the Income statement with Other comprehensive income,
and that the Income statement�s name changed to Statement of comprehensive income. This also had an effect on the
Statement of changes in equity, whereby a number of changes during the year previously disclosed in separate lines
are now included in Total comprehensive income for the year. Also, the term of Balance sheet changed to Statement
of financial position, and the term Minority interest changed to Non-controlling interest. Further, as previous years�
statements of financial position were restated according to note 1.2.2 and 2.5, we disclosed four Statements of
financial position.
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• IAS 23  (revised) Borrowing Costs. Under the revised IAS 23 an entity must capitalize borrowing costs that are
directly attributable to the acquisition, construction or production of a qualifying asset as part of the cost of that asset.
The Group applied IAS 23 as of January 1, 2009, which did not have any impact on the financial statements as it had
already been the Group�s accounting policy to capitalize eligible borrowing costs on qualifying assets.

• IFRS 2  (amended) Share-based Payment. Main changes and clarifications include references to vesting conditions
and cancellations. The changes to IFRS 2 must be applied in periods beginning on or after January 1, 2009. The Group
applied IFRS 2 as of January 1, 2009, which had no impact on the accounts as the Group has no significant share
based compensations.

• IFRS 7  (amended) Financial Instruments: Disclosures (Improving Disclosures about Financial Instruments). The
amendments are in response to calls from constituents for enhanced disclosures about fair value measurements and
liquidity risk in the wake of the recent financial crisis. The revised disclosure requirements are applicable for annual
periods beginning on or after January 1, 2009. The Group applied the amended standard from January 1, 2009, which
did not cause significant changes in the presentation of the Group�s
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financial statements.

• IFRS 8  Operating Segments. Under IFRS 8, segments are components of an entity regularly reviewed by an
entity�s chief operating decision-maker. Items are reported based on the internal reporting. IFRS 8 also sets out
requirements for related disclosures about products and services, geographical areas and major customers. The Group
adopted IFRS 8 as of January 1, 2009. The adoption resulted in a significant restructuring of the Group�s segment
disclosure. The Group restructured the way chief operating decision makers decide on allocation of resources in 2008,
which was different from the reportable segments of the Group as per IAS 14. In the new structure concluded during
2008, the primary focus is on the customer segmentation (consumer / business) rather than on the technology serving
the customers (fixed line / mobile). Comparative information has been restated accordingly. See also Note 2.20 and
Note 31. The Group early adopted the IFRS 8 amendment removing the requirement of segment asset disclosures if
the CODM does not monitor those.

• IFRIC 13  Customer Loyalty programs. This Interpretation addresses accounting by entities that grant loyalty award
credits to customers who buy other goods or services. Specifically, it explains how such entities should account for
their obligations to provide free or discounted goods or services to customers who redeem award credits. The Group
applied this Interpretation as of January 1, 2009. As for measurement, IFRIC 13 did not cause any change in the
Group�s accounts as the loyalty programs had been accounted for in substantially the same way as included in the
recently issued IFRIC 13. As for presentation, however, there was a change as the previously recognized liability for
the undelivered elements was included in Provisions, which was changed to Deferred revenue as a result of the
application of IFRIC 13. The comparative Statements of financial position of the Group were restated accordingly.
See also Note 2.1.5.

• IFRIC 15  Agreements for the Construction of Real Estate. IFRIC 15 refers to the issue of how to account for
revenue and associated expenses by entities that undertake the construction of real estate and sell these items before
construction is completed. The interpretation defines criteria for the accounting in accordance with either IAS 11 or
with IAS 18. IFRIC 15 shall be applied for annual periods beginning on or after January 1, 2009. The adoption of
IFRIC 15 had no impact on the accounts as these are not typical transactions of the Group.

2.1.2  Standards, amendments and interpretations effective in 2009 but not relevant for the Group

• IAS 32  (amended) Financial Instruments: Presentation. The IASB amended IAS 32 with respect to the Statement
of financial position classification of puttable financial instruments and obligations arising only on liquidation. As a
result of the amendments, some financial instruments that currently meet the definition of a financial liability will be
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classified as equity. The amendments have detailed criteria for identifying such instruments. The amendments of IAS
32 are applicable for annual periods beginning on or after January 1, 2009. As the Group does not have such
instruments that would be affected by the amendments, the amendments to the standard did not have any impact on
the Group�s financial statements.

• IFRS 1  First-time Adoption of IFRS (revised). As the Group has been reporting according to IFRS for many
years, neither the original standard, nor any revisions to that are relevant for the Group.

• IFRIC 16  Hedges of a Net Investment in a Foreign Operation. IFRIC 16 refers to the application of Net Investment
Hedges. Mainly, the interpretation states which risk can be defined as the hedged risk and where within the group the
hedging instrument can be held. Hedge Accounting may be applied only to the foreign exchange differences arising
between the functional currency of the foreign operation and the parent entity�s functional currency. A derivative or a
non-derivative instrument may be designated as a hedging instrument. The hedging instrument(s)
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may be held by any entity or entities within the group (except the foreign operation that itself is being hedged), as long as the designation,
documentation and effectiveness requirements of IAS 39.88 that relate to an net investment hedge are satisfied. IFRIC 16 shall be applied for
annual periods beginning on or after October 1, 2008. As Magyar Telekom does not apply such hedges and does not apply hedge accounting,
IFRIC 16 has no impact on the Group�s accounts.

• IFRIC 9 and IAS 39  In March 2009 the IASB published amendments to IFRIC 9 (Reassessment Embedded
Derivatives) and IAS 39 (Financial Instruments: Recognition and Measurement). As a result, entities are required to:

•  assess whether an embedded derivative is required to be separated from a host contract when the entity reclassifies
a hybrid (combined) financial asset out of the fair value through profit or loss category

•  make such an assessment on the basis of the circumstances that existed when the entity first became a party to the
contract, or, if later, when there was a change in the contract that significantly modified the cash flows determine
whether the fair value of the separated embedded derivative can be measured reliably; if not, the entire hybrid
(combined) financial asset must remain in the fair value through profit or loss category.

When an entity performs the assessment as required by the amendments it does not apply paragraph (c) of IAS 39, which states that separation
of an embedded derivative from the host contract is required only if the hybrid (combined) instrument is not measured at fair value through
profit or loss. The amendments are applicable for annual periods ending on or after June 30, 2009. The Group has no hybrid financial assets,
therefore, the amended standard and interpretation did not have any effect on the Group�s financial statements.

2.1.3  Standards, amendments and interpretations that are not yet effective and have not been early adopted by
the Group

IAS 24  (revised). In November 2009, the IASB issued a revised version of IAS 24 Related Party Disclosures. Until
now, if a government controlled, or significantly influenced, an entity, the entity was required to disclose information
about all transactions with other entities controlled, or significantly influenced by the same government. The revised
standard still requires disclosures that are important to users of financial statements but eliminates requirements to
disclose information that is costly to gather and of less value to users. It achieves this balance by requiring disclosure
about these transactions only if they are individually or collectively significant. Furthermore the IASB has simplified
the definition of related party and removed inconsistencies. The revised standard shall be applied retrospectively for
annual periods beginning on or after January 1, 2011. Earlier application is permitted. Governments have no
ownership in Magyar Telekom Plc., therefore, the revised standard will not have a significant impact on the
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disclosures in the Group�s financial statements. The European Union has not yet endorsed the revised standard.

• IAS 27, IFRS 3 (amended). In January 2008 the IASB published the amended Standards IFRS 3 - Business
Combinations and IAS 27 - Consolidated and Separate Financial Statements. The major changes compared to the
current version of the standards are summarized below:

•  With respect to accounting for non-controlling interest an option is added to IFRS 3 to permit an entity to
recognize 100% of the goodwill of the acquired entity, not just the acquiring entity�s portion of the goodwill (�full
goodwill� option) or to measure non-controlling interest at its fair value. This option may be elected on a
transaction-by-transaction basis.

•  In a step acquisition, the fair values of the acquired entity�s assets and liabilities, including goodwill, are measured
on the date when control is obtained. Accordingly, goodwill will be measured as the difference at the acquisition date
between the fair value of any investment the business held before the acquisition, the consideration transferred
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and the net asset acquired.

•  A partial disposal of an investment in a subsidiary while control is retained is accounted for as an equity
transaction with owners, and gain or loss is not recognized.

•  A partial disposal of an investment in a subsidiary that results in loss of control triggers re-measurement of the
residual interest to fair value. Any difference between fair value and carrying amount is a gain or loss on the disposal,
recognized in profit or loss.

•  Acquisition related costs will be accounted for separately from the business combination, and therefore,
recognized as expenses rather than included in goodwill. An acquirer will have to recognize at the acquisition date a
liability for any contingent purchase consideration. If the amount of contingent consideration accounted for as a
liability changes as a result of a post-acquisition event (such as meeting an earnings target), it will be recognized in
accordance with other applicable IFRSs, as appropriate rather than as an adjustment of goodwill.

•  The revised standards require an entity to attribute their share of losses to the non-controlling interests even if this
results in the non-controlling interests having a deficit balance.

•  Effects resulting from an effective settlement of pre-existing relationships (relationships between acquirer and
acquiree before the business combination) must not be included in the determination of the consideration.

•  In contrast to current IFRS 3, the amended version of this standard provides rules for rights that have been granted
to the acquiree (e.g. to use its intellectual property) before the business combination and are re-acquired with the
business combination.

•  The revised IFRS 3 brings into scope business combinations involving only mutual entities and business
combinations achieved by contracts alone.
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The amended version of IFRS 3 has to be applied for Business Combinations with effective dates in annual periods beginning on or after July 1,
2009. Early application is allowed but restricted on annual periods beginning on or after June 30, 2007. The changes to IAS 27 must be applied
in periods beginning on or after July 1, 2009. Early application is allowed. Early application of any of the two standards requires early
application of the other standard, respectively. We believe that that the amended standards will not have a significant impact on the Group�s
Statement of comprehensive income or Statement of financial position when applied from January 1, 2010. The European Union has endorsed
both amended standards.

• IFRS 2  (amended) Share-based Payment. The amendments related to Group Cash-settled Share-based Payment
Transactions were published in June 2009. Currently effective IFRSs require attribution of group share-based payment
transactions only if they are equity-settled. The amendments resolve diversity in practice regarding attribution of
cash-settled share-based payment transactions and require an entity receiving goods or services in either an
equity-settled or a cash-settled payment transaction to account for the transaction in its separate or individual financial
statements. The Group has no significant share based compensations; therefore, we do not expect the amended
standard to have a significant effect on the Group when applied from January 1, 2010. Amendments to IFRS 2 shall be
applied retrospectively for annual periods beginning on or after January 1, 2010. The amendments also incorporate the
guidance contained in IFRIC 8 (Scope of IFRS 2) and in IFRIC 11 (IFRS 2 - Group and Treasury Share Transactions).
As a result, the Board withdrew IFRIC 8 and IFRIC 11. The European Union has not yet endorsed the amended
standard.
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• IFRS 9  Financial Instruments. The standard forms the first part of a three-phase project to replace IAS 39
(Financial Instruments: Recognition and Measurement) with a new standard, to be known as IFRS 9 Financial
Instruments. IFRS 9 prescribes the classification and measurement of financial assets. The remaining phases of this
project, dealing with the classification and measurement of financial liabilities, impairment of financial instruments
and hedge accounting, as well as a further project regarding derecognition, are in progress. The IASB expects to have
completed the replacement of IAS 39 by end of 2010.

At initial recognition, IFRS 9 requires financial assets to be measured at fair value.  After initial recognition, financial assets continue to be
measured in accordance with their classification under IFRS 9.  Where a financial asset is classified and measured at amortized cost, it is
required to be tested for impairment in accordance with the impairment requirements in IAS 39. IFRS 9 defines the below rules for
classification.

•  IFRS 9 requires that financial assets are classified as subsequently measured at either amortized cost or fair value.
There are two conditions needed to be satisfied to classify financial assets at amortized cost: (1) The objective of an
entity´s business model for managing financial assets has to be to hold assets in order to collect contractual cash
flows; and (2) The contractual terms of the financial asset give rise on specified dates to cash flows that are solely
payments of principal and interest on the principal amount outstanding. Where either of these conditions is not
satisfied, financial assets are classified at fair value.

•  Faire Value Option: IFRS 9 permits an entity to designate an instrument, that would otherwise have been
classified in the amortized cost category, to be at fair value through profit or loss if that designation eliminates or
significantly reduces a measurement or recognition inconsistency (�accounting mismatch�).

•  Equity instruments: The default category for equity instruments is at fair value through profit or loss.  However,
the standard states that an entity can make an irrevocable election at initial recognition to present all fair value changes
for equity investments not held for trading in other comprehensive income.  These fair value gains or losses are not
reported as part of a reporting entity�s profit or loss, even when a gain or loss is realized. Only dividends received from
these investments are reported in profit or loss.

•  Embedded derivatives: The requirements in IAS 39 for embedded derivatives have been changed by no longer
requiring that embedded derivatives be separated from financial asset host contracts.
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•  Reclassification: IFRS 9 requires reclassification between fair value and amortized cost when, and only when
there is a change in the entity�s business model. The �tainting rules� in IAS 39 have been eliminated.

An entity shall apply IFRS 9 for annual periods beginning on or after January 1, 2013. Earlier adoption is permitted. A reporting entity must
apply IFRS 9 retrospectively. For entities that adopt IFRS 9 for periods before January 1, 2012 the IFRS provides transition relief from restating
comparative information. The adoption of the new standard will probably result in changes in the financial statements of the Group, the exact
extent of which we are currently analyzing. The European Union has not yet endorsed the standard.

• IFRIC 18  Transfers of Assets from Customers. The Interpretation clarifies the requirements of IFRSs for
agreements in which an entity receives from a customer an item of property, plant and equipment (or cash to be used
explicitly for the acquisition of property, plant and equipment) that the entity must then use either to connect the
customer to a network or to provide the customer with ongoing access to a supply of goods or services. The
Interpretation is effective for annual periods beginning on or after July 1, 2009 and applies prospectively. However,
limited retrospective application is permitted. The Group�s applicable transactions are not
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material, therefore, we do not expect the amended standard to have a significant effect on the Group when applied from January 1, 2010. The
European Union has also endorsed this interpretation.

2.1.4  Standards, amendments and interpretations that are not yet effective and not relevant for the Group�s
operations

• IAS 32  (amended) - The IASB published an amendment to IAS 32 Financial Instruments: Presentation   in
October 2009. The amendment clarifies the classification of rights issues as equity or liabilities for rights issues that
are denominated in a currency other than the functional currency of the issuer. These rights issues are recorded as
derivative liabilities before the amendment. The amendment requires that such right issues offered pro rate to all of an
entity�s existing shareholders are classified as equity. The classification is independent of the currency in which the
exercise price is denominated. The application of the amendment is required for annual periods beginning on or after
February 1, 2010. An earlier application is permitted. The amendment will have no impact on the Group�s financial
statements as Magyar Telekom has no such instruments. The European Union has also endorsed the amended
standard.

• IAS 39  (amended) - The IASB published an amendment in August 2008 to IAS 39 with respect to hedge
accounting. The amendment �Eligible Hedged Items� allows to designate only changes in the cash flows or fair value of
a hedged item above or below  a specified price or other variable. The amendment of IAS 39 shall be applied
retrospectively for annual periods beginning on or after July 1, 2009. The amendment will not have any impact on
Magyar Telekom�s accounts as the Group does not apply hedge accounting. The European Union has also endorsed the
amended standard.

• IFRS 1  Additional Exemptions for First-time Adopters. The IASB amended IFRS 1 in July 2009 and in
January 2010. As the Group has been reporting according to IFRS for many years, neither the original standard, nor
any revision to that is relevant for the Group. The European Union has not yet endorsed the revised standard.

• IFRIC 14  (amended) IAS 19 � The Limit on a Defined Benefit Asset, Minimum Funding Requirements and their
Interaction. In November 2009, the IASB issued an amendment to IFRIC 14, which corrects an unintended
consequence of IFRIC 14. Without the amendments, in some circumstances entities are not permitted to recognize
some voluntary prepayments for minimum funding contributions as an asset. The amendment permits such an entity to
treat the benefit of such an early payment as an asset. The amendments are effective for annual periods beginning
January 1, 2011. The amendments must be applied retrospectively to the earliest comparative period presented. The
amended interpretation is not applicable to Magyar Telekom as the Group has no funded defined post-retirement
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benefit schemes. The European Union has not yet endorsed the amended interpretation.

• IFRIC 17  Distributions of Non-cash Assets to Owners. This interpretation issued in November 2008 refers to the
issue when to recognize liabilities accounted for non-cash dividends payable (e.g. property, plant, and equipment) and
how to measure them. In addition, the interpretation refers to the issue how to account for any difference between the
carrying amount of the assets distributed and the carrying amount of the dividend payable. The interpretation shall be
applied for annual periods beginning on or after July 1, 2009. As the Group does not distribute non-cash dividends,
IFRIC 17 will have no impact on the Group�s financial statements. The European Union has also endorsed the
interpretation.

• IFRIC 19  Extinguishing Financial Liabilities with Equity Instruments. This interpretation issued in November 2009
clarifies the requirements of IFRSs when an entity renegotiates the terms of a financial liability with its creditor and
the creditor agrees to accept the entity�s shares or other equity instruments to settle the financial liability fully or
partially. The interpretation is
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effective for annual periods beginning on or after July 1, 2010 with earlier application permitted. The interpretation shall be applied
retrospectively. The interpretation is not applicable to Magyar Telekom as the Group does not extinguish any of its financial liabilities with
equity instruments. The European Union has not yet endorsed this interpretation.

• IFRS for  Small and Medium-sized Entities. In July 2009 the IASB issued its IFRS for Small and Medium-sized
Entities, which is not relevant for Magyar Telekom.

2.1.5  Changes in presentation

Reclassifications between liabilities and provisions

IFRIC 13 Customer Loyalty programs addresses accounting by entities that grant loyalty award credits to customers who buy other goods or
services. Specifically, it explains how such entities should account for their obligations to provide free or discounted goods or services to
customers who redeem award credits. The Group applied IFRIC 13 from January 1, 2009, which resulted in no change in the measurement of
such customer credits, but before the application of IFRIC 13, the Group had recognized these liabilities as provisions. As a result of the
application, we have reclassified these items from provisions to liabilities (deferred revenue), and restated the Group�s comparative Statements of
financial position accordingly. The table below shows the impact of the above change in our presentation.

In HUF millions 2006 2007 2008

Provisions � current
As reported 13,004 20,811 17,235
Change (634) (751) (1,393)
As restated 12,370 20,060 15,842

Other current liabilities
As reported 110,598 43,920 37,210
Change 634 751 1,393
As restated 111,232 44,671 38,603

Provisions � non current
As reported 3,533 12,886 9,417
Change (1,401) (1,703) (850)
After change in presentation (before impact of investigation  - Note 1.2) 2,132 11,183 8,567

Other non current liabilities
As reported 8,730 5,797 583
Change 1,401 1,703 850
As restated 10,131 7,500 1,433
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2.2 Consolidation

2.2.1 Subsidiaries

Subsidiaries 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 as to obtain benefit from its activities, are consolidated.

The existence and effect of potential voting rights that are presently exercisable or presently convertible are also 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 control
ceases. The purchase method of accounting is used to account for business combinations. The cost of an acquisition is measured as the fair value
of the assets given up, shares issued or liabilities undertaken at the date of acquisition plus costs directly attributable to the acquisition. The
excess of the cost of acquisition over the fair value of the net assets and contingent liabilities of the subsidiary acquired is recorded as goodwill.
If the cost of acquisition is less than the fair value of the net assets of the subsidiary acquired, the difference is recognized directly in the Profit
for the year (Other income).

In case of acquisitions where the transaction takes place between companies under common control (i.e. with other Deutsche Telekom group
companies), the transaction is recorded at the carrying amounts as recorded in the predecessor�s accounts, and any gains, losses or differences
between the carrying amount and the sale-purchase price are recognized in Retained earnings.

Inter-company transactions, balances and unrealized gains on transactions between the Magyar Telekom Group companies are eliminated.
Accounting policies of subsidiaries have been adjusted to ensure consistency with the policies adopted by the Group.

Transactions with Non-controlling interests are treated as third party transactions. Gains or losses arising on disposals to Non-controlling
interests are recorded in the Profit for the year. Purchases from Non-controlling interests result in goodwill (or other income), being the
difference between any consideration transferred and the relevant share acquired of the carrying value of the net assets of the subsidiary.

2.2.2 Associates and joint ventures
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Associates are all entities over which the Group has significant influence but not control, generally reflecting a shareholding of between 20%
and 50% of the voting rights. Joint ventures are entities in which the Group has an ownership of 50% with and equivalent external partner
holding the other 50% of the voting rights. Investments in associates and joint ventures are accounted for using the equity method of accounting
and are initially recognized at cost. The Group�s investment in associates and joint ventures includes goodwill arising on acquisitions, and net of
any accumulated impairment loss.

The Group�s share of its associates� and joint ventures� post-acquisition profits or losses is recognized in the Profit for the year (Share of associates�
and joint ventures� profits). The cumulative post-acquisition movements are adjusted against the carrying amount of the investment. When the
Group�s share of losses in an associate or joint venture equals or exceeds its interest in the company, the Group does not recognize further losses,
unless it has incurred legal or constructive obligations or made payments on behalf of the associate or joint venture.

Unrealized gains on transactions between the Group and its associates and joint ventures are eliminated to the extent of the Group�s interest in the
company. Accounting policies of associates and joint ventures have been adjusted where necessary to ensure consistency with the policies
adopted by the Group.
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At December 31, 2009 and 2008 the principal operating subsidiaries and associates and joint ventures of the Group were as follows:

Subsidiaries

Group interest in
capital as at

December 31, Activity
2008 2009

Incorporated in Hungary:
T-Kábel 100.00% �(a) Cable TV operator
Dataplex 100.00% 100.00% IT hardware co-location service provider
Origo 100.00% 100.00% Internet and TV content provider
KFKI 100.00% 100.00% System integration and IT services
IQSYS 100.00% 100.00% System integration and IT services
Pro-M 100.00% 100.00% Professional Mobile Radio (PMR)

network operator
ISH � 100.00% Integrated healthcare IT services
Telekom New Media � 100.00% Interactive service provider of

telecommunications applications

Incorporated in Macedonia:
Makedonski Telekom (MKT) 56.67% 56.67% Fixed line telecom service provider
T-Mobile Macedonia (T-Mobile MK) 56.67% 56.67% Cellular telecom service provider
Stonebridge 100.00% 100.00% Holding company

Incorporated in Montenegro:
Crnogorski Telekom (CT) 76.53% 76.53%(b) Telecom service provider
T-Mobile Crna Gora (T-Mobile CG) 76.53% �(b) Cellular telecom service provider
Internet Crna Gora (ICG) 76.53% �(b) Internet service and content provider

Incorporated in Romania:
Combridge 100.00% 100.00% Wholesale telecommunications service

provider

Incorporated in Bulgaria:
Orbitel 100.00% 100.00% Alternative telecommunications and

internet service provider
Novatel BG 100.00% 100.00% Wholesale telecommunications service

provider

Incorporated in the Ukraine:
Novatel UA 100.00% 100.00% Alternative telecommunications and

internet service provider

(a) T-Kábel merged into Magyar Telekom Plc. as of September 30, 2009.

(b) T-Mobile Crna Gora and Internet Crna Gora merged into Crnogorski Telekom as of May 1, 2009.
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Associates / Joint ventures

Group interest in
capital as at

December 31, Activity
2008 2009

Incorporated in Hungary:

Hunsat 50% 50% Satellite telecommunications
Magyar RTL (M-RTL) 25% �(a)Television broadcast company
IKO-Telekom Media Holding 50% �(a)Media holding company
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The Group�s interest in the capital of the above subsidiaries, associates and joint ventures equals the voting rights therein.

(a)           Magyar Telekom signed a strategic co-operation agreement with IKO Production Kft, the other 50% owner of IKO-Telekom Média
Holding (ITMH) in 2008 to split the investments of ITMH and gain full control of ITMH�s two 100% owned subsidiaries, IKO New Media (IKO
NM) and IKO Content & Rights (IKO CR). According to the co-operation agreement, the properties of ITMH were split between the owners by
way of a demerger; as a result of which Magyar Telekom gained 100% ownership over IKO NM and IKO CR as of May 31, 2009, while ITMH
including the 31% stake in M-RTL remained with IKO Production.

2.3 Foreign currency translation

2.3.1    Functional and presentation currency

Items included in the financial statements of each of the Group�s entities are measured using the currency of the primary economic environment
in which the entity operates (�the functional currency�).

The consolidated financial statements are presented in millions of HUF, as the Group�s presentation currency is the Hungarian Forint.

2.3.2    Transactions and balances

Foreign currency transactions are translated into the functional 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 at year-end exchange rates of
monetary assets and liabilities denominated in foreign currencies are recognized in the Profit for the year (Finance income).

2.3.3    Group companies

The results and financial position of all of the Group�s entities (none of which has the currency of a hyperinflationary economy) that have a
functional currency different from the presentation currency are translated into the presentation currency as follows:
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• For the initial consolidation of foreign subsidiaries acquired, their assets and liabilities at the acquisition date are
incorporated into the consolidated financial statements after translating the balances into HUF using the exchange rate
prevailing at the date of acquisition. The fair value adjustments resulting from the purchase price allocation and
goodwill are accounted for in HUF for acquisitions before March 31, 2004, after which date these adjustments arising
on consolidation are accounted for in the functional currency of the subsidiary.

• Assets and liabilities for each Statement of financial position presented are translated at the closing rate at the date of
that Statement of financial position.

• Statements of comprehensive income are translated at cumulated average exchange rates.

• All resulting exchange differences are recognized directly in the consolidated equity (Cumulative translation
adjustment). When a foreign operation is fully or partially disposed of, exchange differences that were recorded in
equity are recognized in the Profit for the year as part of the gain or loss on sale.
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2.4 Financial instruments

A financial instrument is any contract that gives rise to a financial asset of one entity and a financial liability or equity instrument of another
entity.

Financial assets of the Group include cash and cash equivalents, equity instruments of another entity (available-for-sale) and contractual rights to
receive cash (trade and other receivables) or another financial asset from another entity or to exchange financial assets or financial liabilities
with another entity under conditions that are potentially favorable to the entity (derivatives).

Financial liabilities of the Group include liabilities that originate from contractual obligations to deliver cash or another financial asset to another
entity (non-derivatives); or to exchange financial assets or financial liabilities with another entity under conditions that are potentially
unfavorable to the entity (derivatives).

Financial liabilities, in particular, include liabilities to banks and related parties, finance lease payables, trade payables and derivative financial
liabilities.

Finance lease receivables and liabilities meet the criteria of a financial instrument, but these are recognized and measured according to IAS 17 �
Leases. See Note 2.17.

The fair value of traded financial instruments is determined by reference to their market prices at the end of the reporting period. This typically
applies to AFS financial instruments.

The fair value of financial instruments that are not traded in an active market (e.g. derivative financial instruments) is determined by using
discounted cash flow valuation technique. The fair value of forward foreign exchange contracts is determined using quoted spot exchange rates
and appropriate interest rates at the end of the reporting period.

The fair value of other financial instruments is also determined by using discounted cash flow valuation technique. The expected quarterly cash
inflows or outflows are discounted by market based interest rates interpolated from the official Budapest and EUR Interest Rate Swap.
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The fair value of long term fixed-rate financial liabilities (Financial liabilities to related parties, Bank loans and Nonconvertible bonds and
debentures) is also determined by using discounted cash flow valuation technique. The cash flows of the liabilities are discounted by interest
rates, which are reasonable to the Group for similar financial instruments. The carrying amount of floating-rate financial liabilities or expiring
within one year approximate the fair values at the end of the reporting period.

Assumptions applied in the fair value calculations are subject to uncertainties. Changes in the assumptions applied in the calculations would
have an impact on the carrying amounts, the fair values and/or the cash flows originating from the financial instruments. Sensitivity analyses
related to the Group�s financial instruments are provided in Note 3.

2.4.1       Financial assets

The Group classifies its financial assets in the following categories:

•  at fair value through profit or loss

•  loans and receivables

•  available-for-sale (AFS)

•  held-to-maturity

The classification depends on the purpose for which the financial asset was acquired. Management determines the classification of financial
assets at their initial recognition.

Regular way purchases and sales of financial assets are recognized on the trade-date, the date on which
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the Group commits to purchase or sell the asset. Investments are initially recognized at fair value plus transaction costs for all financial assets not
carried at fair value through profit or loss. Financial assets carried at fair value through profit or loss are initially recognized at fair value, and
transaction costs are expensed in the Profit for the year.

The Group assesses at each financial statement date whether there is objective evidence that a financial asset is impaired. There is objective
evidence of impairment if as a result of loss events that occurred after the initial recognition of the asset have an impact on the estimated future
cash flows of the financial asset or group of financial assets that can be reliably estimated.

Impairment losses of financial assets are recognized in the Profit for the year against allowance accounts to reduce the carrying amount until the
derecognition of the financial asset, when the net carrying amount (including any allowance for impairment) is derecognized from the Statement
of financial position. Any gains or losses on derecognition are calculated and recognized as the difference between the proceeds form disposal
and the (net) carrying amount derecognized.

Financial assets are derecognized 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.

2.4.1.1  Financial assets at fair value through profit or loss

The �financial assets at fair value through profit or loss� measurement category includes the following financial assets:

•  Financial assets that are designated as �at fair value through profit or loss� using the fair value option as per
IAS 39

•  Financial assets incurred for the purpose of selling immediately or in the near term and thus classified as �held
for trading�

•  Derivative financial assets are classified as �held for trading�

Assets in this category are classified as current assets (Other financial assets). No reclassification between categories have been made in the past
and no reclassifications are expected in the future.
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Assets in this category are initially recognized and subsequently carried at fair value. Gains or losses arising from changes in the fair value are
recognized in the Profit for the year (Other financial income) in the period in which they arise. The Group only classifies derivative financial
instruments in this category.

Derivatives are initially recognized at fair value on the date a derivative contract is entered into and their fair values are re-measured at
subsequent financial statement dates. Magyar Telekom does not apply hedge accounting for its financial instruments, therefore all gains and
losses are recognized in the Profit for the year (Finance income).

2.4.1.2  Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in an active market.
Receivables are included in current assets, except those with maturities over 12 months after the financial statement date. These are classified as
non-current assets.

The following items are assigned to the �loans and receivables� measurement category.

•  cash and cash equivalents

•  receivables and loans to third parties

•  trade receivables

•  employee loans

•  other receivables
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Loans and receivables are initially recognized at fair value and subsequently carried at amortized cost using the effective interest method, less
any impairment.

The carrying amount of loans and receivables, which would otherwise be past due, whose terms have been renegotiated is not impaired if the
collectability of the renegotiated cash flows are considered ensured.

(a) Cash and cash equivalents

Cash and cash equivalents include cash on hand and in banks, and all highly liquid deposits and securities with original maturities of three
months or less, and exclude all overdrafts.

(b) Trade and other receivables

Trade and other receivables are recognized initially at fair value and subsequently measured at amortized cost using the effective interest
method, less provision for impairment.

A provision for impairment of trade and other receivables is established when there is objective evidence that the Group will not be able to
collect all amounts due according to the underlying arrangement. Significant financial difficulties of the debtor, probability that the debtor will
enter bankruptcy or financial reorganization, and default or delinquency in payments as well as historical collections are considered indicators
that the trade receivable is impaired.

If there is objective evidence that an impairment loss on loans and receivables carried at amortized cost has been incurred, the amount of the loss
is measured as the difference between the asset�s carrying amount and the present value of estimated future cash flows (excluding future credit
losses that have not been incurred) discounted at the financial asset�s original effective interest rate (i.e. the effective interest rate computed at
initial recognition). The carrying amount of the asset is reduced through the use of an allowance account, and the amount of the loss is
recognized in the Profit for the year (Other operating expenses � Bad debt expense).

The Group first assesses whether objective evidence of impairment exists individually for financial assets that are individually significant, and
collectively for financial assets that are not individually significant. If no objective evidence of impairment exists for an individually assessed
financial asset, whether significant or not, Magyar Telekom includes the asset in a group of financial assets with similar credit risk
characteristics and collectively assesses them for impairment. Assets that are individually assessed for impairment and for which an impairment
loss is recognized are not included in a collective assessment of impairment.
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The Group�s benchmark policy for collective assessment of impairment is based on the aging of the receivables due to the large number of
relatively similar type of customers.

Individual valuation is carried out for customers under litigation; bankruptcy proceedings and for the total receivables of customers with overdue
receivables. Itemized valuation is also performed in special circumstances, if there is an overdue receivable from any designated customer with
different credit risk attributes.

When a trade receivable is established to be uncollectible, it is written off against Other operating expenses in the Profit for the year (Bad debt
expense) with a parallel release of cumulated impairment. Subsequent recoveries of amounts previously written off are credited against the same
line of the Statement of comprehensive income.

If, in a subsequent period, the amount of the impairment loss decreases and the decrease can be related objectively to an event occurring after the
impairment was recognized (such as an improvement in the debtor�s credit rating), the previously recognized impairment loss shall be reversed
by adjusting the allowance account. The reversal shall not result in a carrying amount of the financial asset that exceeds what the amortized cost
would have been had the impairment not been recognized at the date the impairment is
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reversed. The amount of the reversal shall be recognized in the Profit for the year as a reduction to Other operating expenses (Bad debt expense).

Amounts due 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 (such as interconnection receivables and payables).

(c) Employee loans

Employee loans are recognized initially at fair value and subsequently measured at amortized cost using the effective interest method, less any
impairment loss.

Difference between the nominal value of the loan granted and the initial fair value of the employee loan is recognized as prepaid employee
benefits. Interest income on the loan granted calculated by using the effective interest method is recognized as finance income, while the prepaid
employee benefits are amortized to Employee related expenses evenly over the term of the loan.

2.4.1.3  Available-for-sale financial assets (AFS)

AFS financial assets are non-derivative financial assets that are either designated in this category or not classified in any of the other categories.
They are included in other non current financial assets unless management intends to dispose of the investment within 12 months of the financial
statement date. In this latter case they are included in current assets (Other financial assets).

The �available-for-sale financial assets� measurement category includes:

•  listed equity instruments that are neither consolidated nor included using the equity method in the
consolidated financial statements

•  unlisted equity instruments that are neither consolidated nor included using the equity method in the
consolidated financial statements

•  debt instruments

Edgar Filing: Magyar Telekom Plc. - Form 6-K

64



AFS financial assets are initially recognized and also subsequently carried at fair value. The unrealized changes in the fair value of
available-for-sale financial assets are recognized in equity (Revaluation reserve for AFS financial assets).

Interest on available-for-sale debt securities calculated using the effective interest method is recognized in the Profit for the year (Finance
income). Dividends on available-for-sale equity instruments are recognized in the Profit for the year (Finance income) when the Group�s right to
receive payments is established.

The Group assesses at each financial statement date whether there is objective evidence that a financial asset is impaired. There is objective
evidence of impairment if as a result of loss events that occurred after the initial recognition of the asset have an impact on the estimated future
cash flows of the financial asset that can be reliably estimated. If any such evidence exists for AFS financial assets, the cumulative unrealized
gain (if any) is reclassified from Other comprehensive income to Profit for the year, and any remaining difference is also recognized in the Profit
for the year (Finance income). Impairment losses recognized on equity instruments are not reversed through the Profit for the year, while
impairment losses recognized on debt instruments are reversed through the Profit for the year.

When AFS financial assets are sold or redeemed, therefore derecognized, the fair value adjustments accumulated in equity are reclassified from
Other comprehensive income to Profit for the year (Finance income).
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2.4.1.4    Held-to-maturity investments

This category includes non-derivative financial assets with fixed or determinable payments and fixed maturity that the Group has the positive
intention and ability to hold to maturity. The Group does not classify any of its financial instruments in this category.

2.4.2       Financial liabilities

There are two measurement categories for financial liabilities used by the Group:

•  Financial liabilities carried at amortized cost

•  Financial liabilities at fair value through profit or loss

No reclassification between categories has been made in the past and no reclassifications are expected in the future. Both types of financial
liabilities are initially recognized at fair value, while subsequent measurements are different (see below). We remove a financial liability (or a
part of a financial liability) from the Statement of financial position when, and only when, it is extinguished � i.e. when the obligation specified in
the contract is discharged,  cancelled or expired.

2.4.2.1    Financial liabilities carried at amortized cost

The measurement category for �financial liabilities measured at amortized cost� includes all financial liabilities not classified as �at fair value
through profit or loss�.

(a) Loans and other borrowings

Borrowings are recognized initially at fair value less transaction costs, and subsequently measured at amortized costs using the effective interest
rate method. The effective interest is recognized in the Profit for the year (Finance expenses) over the period of the borrowings.
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(b) Trade and other payables

Trade and other payables (including accruals) are recognized initially at fair value and subsequently measured at amortized cost using the
effective interest method. The carrying values of trade and other payables approximate their fair values due to their short maturity.

2.4.2.2    Financial liabilities at fair value through profit or loss

Since the Group currently has no intention of measuring non-derivative financial liabilities at fair value, generally only derivative financial
instruments are assigned to this category.

The Group does not designate any derivatives as hedging instruments, therefore, all derivatives are classified as �held for trading�.

Derivatives are initially recognized at fair value on the date a derivative contract is entered into and their fair values are re-measured at
subsequent financial statement dates. Magyar Telekom does not apply hedge accounting for its financial instruments, therefore all gains and
losses are recognized in the Profit for the year (Finance income).

The Group considers only those contracts as a separable host contract and an embedded derivative which are denominated neither in the
functional currency of either of the contracting parties nor in a currency that is commonly used in contracts to purchase or sell non-financial
items in the economic environment in which the
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transaction takes place (e.g. a relatively stable and liquid currency that is commonly used in local business transactions or external trade). The
Group has identified EUR and USD (except Montenegro) as currencies commonly used in the Group�s operating area.

2.5 Inventories

Inventories are stated at the lower of cost or net realizable value using the historical cost method of accounting, and are valued on a weighted
average basis. The cost of inventories comprises all costs of purchase, cost of construction and other costs incurred in bringing the inventories to
their present location and condition. Net realizable value is the estimated selling price in the ordinary course of business less the estimated costs
of completion and the estimated costs necessary to make the sale.

Phone sets are often sold for less than cost in connection with promotions to obtain new subscribers with minimum commitment periods (Note
4.6). Such loss on the sale of equipment is only recorded when the sale occurs if the normal resale value is higher than the cost of the phone set.
If the normal resale value is lower than costs, the difference is recognized as impairment immediately.

2.6 Non current assets held for sale

An asset is classified as held for sale if it is no longer needed for the future operations of the Group, and has been identified for sale, which is
highly probable and expected to take place within 12 months. These assets are accounted for at the lower of carrying value or fair value less cost
to sell. Depreciation is discontinued from the date of designation to the held for sale status. When an asset is designated for sale, and the fair
value is determined to be lower than the carrying amount, the difference is recognized in the Profit for the year (Depreciation and amortization)
as an impairment loss.

2.7 Property, plant and equipment (PPE)

Property, plant and equipment are stated at historical cost less accumulated depreciation and impairment losses.

The cost of an item of PPE comprises its purchase price, including import duties and non-refundable purchase taxes, after deducting trade
discounts and rebates, any costs directly attributable to bringing the asset to the location and condition necessary for it to be capable of operating
in the manner intended by management. The initial estimate of the costs of dismantling and removing the item and restoring the site on which it
is located is also included in the costs if the obligation incurred can be recognized as a provision according to IAS 37 � Provisions, Contingent
Liabilities and Contingent Assets.
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Government grants relating to the purchase of PPE are deducted from the original cost of the items and are recognized in the Profit for the year
through the reduced amount of depreciation of the related assets over their useful lives. Investment tax credits relating to qualifying investment
projects (Note 9.5) are also recognized in this manner.

Cost in the case of telecommunications equipment comprises of all expenditures including the cabling within customers� premises and interest on
related loans.

Subsequent expenditure on an asset that that meets the recognition criteria to be recognized as an asset or an addition to an asset is capitalized,
while maintenance and repairs are charged to expense when incurred.

When assets are scrapped, the cost and accumulated depreciation are removed from the accounts and the loss is recognized in the Profit for the
year as depreciation expense.

When assets are sold, the cost and accumulated depreciation are removed from the accounts and any related gain or loss is recognized in the
Profit for the year (Other operating income).
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Depreciation is calculated on a straight-line basis from the time the assets are deployed and charged over their economic useful lives. On an
annual basis, Magyar Telekom reviews the useful lives and residual values for consistency with current development plans and advances in
technology. For further details on the groups of assets impacted by the most recent useful life revisions refer to Note 12. The annual revisions are
conducted in the second quarter of the year and the resulting changes are applied from the third quarter of the year. In addition to the regular
revisions, any investment decisions made throughout the year may also result in a change of useful life of a group of assets in any period of the
year.

2.8 Intangible assets

Intangible assets are stated at historical cost less accumulated amortization and impairment losses.

Acquired computer software licenses are capitalized on the basis of the costs incurred to acquire and bring to use. These costs are amortized over
the estimated useful life of the software. Costs associated with developing or maintaining computer software programs are generally recognized
as an expense as incurred. Costs directly associated with the production of identifiable and unique software products controlled by the Group,
and that will probably generate economic benefits exceeding costs beyond one year, are recognized as intangible assets. Direct costs include the
software development employee related costs and an appropriate portion of relevant overheads. Computer software development costs
recognized as assets are amortized over their estimated useful lives. As these assets represent an immaterial portion of all software, these are not
disclosed separately.

Costs associated with the acquisition of long term frequency licenses are capitalized including any related borrowing costs. The useful lives of
concessions and licenses are determined based on the underlying agreements and are amortized on a straight line basis over the period from
availability of the frequency for commercial use until the end of the initial concession or license term. No renewal periods are considered in the
determination of useful life.

Goodwill represents the excess of the cost of an acquisition over the fair value of the Group�s share of the net assets and contingent liabilities of
the acquired subsidiary or business at the date of acquisition. Goodwill is carried at cost less accumulated impairment losses. Impairment testing
is carried out on an annual basis for all goodwill in the last quarter of the year based on the carrying values as at September 30 of the year.
Impairment losses on goodwill are not reversed. Gains and losses on the disposal of an entity or business include the carrying amount of
goodwill relating to the entity or business sold.

Amortization is calculated on a straight-line basis from the time the assets are deployed and charged over their economic useful lives. On an
annual basis, Magyar Telekom reviews the useful lives for consistency with current development and replacement plans and advances in
technology. For further details on the groups of assets impacted by the most recent useful life revisions refer to Note 13. The annual revisions are
conducted in the second quarter of the year and the resulting changes are applied from the third quarter of the year. In addition to the regular
revisions, any investment decisions made throughout the year may also result in a change of useful life of a group of assets in any period of the
year.
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In determining whether an asset that incorporates both intangible and tangible elements should be treated under IAS 16 - Property, Plant and
Equipment or as an intangible asset under IAS 38 � Intangible Assets, management uses judgment to assess which element is more significant and
recognizes the assets accordingly.

2.9 Impairment of PPE and intangible assets

Assets that are subject to amortization or depreciation are reviewed for impairment whenever events or changes in circumstances indicate that
the carrying amount may not be recoverable. An impairment loss is recognized for the amount by which the asset�s carrying amount exceeds its
recoverable amount. The recoverable amount is the higher of the assets� fair value less costs to sell and its value in use. For the purposes of
assessing impairment, assets are grouped at the lowest levels for which there are separately
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identifiable cash flows (cash-generating units - CGUs).

The fair values of the individual tangible and intangible assets of the Group in most cases can not be determined as individual assets do not
generate cash flows. Instead, the Group determines CGUs to which the individual assets are allocated and the fair values can only be determined
at CGU level, primarily by using discounted cash flow analyses. See also Note 4.3. Corporate assets which have the distinctive characteristics of
not generating cash inflows independently of other assets or groups of assets are allocated to CGUs when conducting impairment tests.

Goodwill is tested for impairment annually or more frequently if circumstances indicate that impairment may have occurred. When conducting
the impairment tests, Magyar Telekom allocates goodwill to its operating segments. Operating segments may include one clearly identifiable
company or a group of companies, or components of one company and other companies as well.

For the subsidiaries included in the operating segments the Group establishes the subsidiaries� recoverable amounts by determining their fair
value less cost to sell by using valuation techniques. These include the use of recent arm�s length transactions, reference to other instruments that
are substantially the same, discounted cash flow analyses and option pricing models, making maximum use of market inputs and relying as little
as possible on entity-specific inputs. The fair values determined as described above are used as a basis when establishing the need for an
impairment of any goodwill allocated to the operating segments. See also Note 4.2. If the calculated fair value less cost to sell is lower than the
carrying amount of the operating segment, goodwill is impaired.

2.10 Provisions and contingent liabilities

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

Provisions are measured and recorded as the best estimate of the expenditure required to settle the present obligation at the financial statement
date.

Provisions for obligations expected to fall due after 12 months are generally recognized at their present value and are accreted (against Finance
expense) until utilization or reversal.

No provision is recognized for contingent liabilities. A contingent liability is a possible obligation that arises from past events and whose
existence will be confirmed only by the occurrence or non-occurrence of one or more uncertain future events not wholly within the control of the
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entity; or a present obligation that arises from past events but is not recognized because it is not probable that an outflow of resources embodying
economic benefits will be required to settle the obligation or the amount of the obligation cannot be measured with sufficient reliability.

2.11 Treasury stock

When the Company or its subsidiaries purchase the Company�s equity shares, the consideration transferred including any attributable incremental
external costs are deducted from the Equity of the owners of the parent as Treasury stock until they are re-sold or cancelled. When such shares
are subsequently sold, the treasury share balance decreases by the original cost of the shares, thereby increasing the equity, while any gains or
losses are also recognized in equity (Retained earnings). Treasury stock transactions are recorded on the transaction date.
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2.12 Revenues

Revenues for all services and equipment sales (Note 22) are shown net of VAT, discounts and excluding sales within the Group. Revenue is
recognized when the amount of the revenue can be reliably measured, and when it is probable that future economic benefits will flow to the
Group and all other specific recognition criteria of IAS18 on the sale of goods and rendering of services are met for the provision of each of the
Group�s services and sale of goods.

Customers of the Group are granted loyalty awards (credit points) based on their usage of the Group�s services including timely payment of their
invoices. Loyalty awards can be accumulated and redeemed to obtain future benefits (e.g. call credits, handset discounts, etc.) from the operators
of the Group. When customers earn their credit points, the fair value of the credit points earned are deducted from the revenue invoiced to the
customer, and recognized as Other liabilities (deferred revenue). See also Note 2.1.5. On redemption (or expiry) of the points, the deferred
revenue is released to revenue as the customer collected (or waived) the undelivered element of the deemed bundle.

Revenues from operating leases are recognized on a straight line basis over the period the services are provided. Operating lease revenues are
primarily included in the System integration and IT revenues.

2.12.1 Fixed line and mobile telecommunications revenues

Revenue is primarily derived from services provided to Magyar Telekom�s customer subscribers and other third parties using Magyar Telekom�s
telecommunications network, and equipment sales.

Customer subscriber arrangements typically include an equipment sale, subscription fee and charge for the actual voice, internet, data or
multimedia services used. The Group considers the various elements of these arrangements to be separate earnings processes and classifies the
revenue for each of the deliverables into the categories as disclosed in Note 22 using the residual method for each of the elements. These units
are identified and separated, since they have value on a standalone basis and are sold not only in a bundle, but separately as well. Therefore the
Group recognizes revenues for all of these elements using the residual method that is the amount of consideration allocated to the delivered
elements of the arrangements equals the total consideration less the fair value of the undelivered elements.

The Group provides customers with narrow and broadband access to its fixed, mobile and TV distribution networks. Service revenues are
recognized when the services are provided in accordance with contractual terms and conditions. Airtime revenue is recognized based upon
minutes of use and contracted fees less credits and adjustments for discounts, while subscription and flat rate revenues are recognized in the
period they relate to.
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Revenue and expenses associated with the sale of telecommunications equipment and accessories are recognized when the products are
delivered, provided that there are no unfulfilled obligations that affect the customer�s final acceptance of the arrangement.

Advertising revenues are recognized in the period that the advertisements are exhibited.

Revenues from premium rate services (Voice and non-voice) are recognized on a gross basis when the delivery of the service over Magyar
Telekom�s network is the responsibility of the Group, the Group establishes the prices of these services and bears substantial risks of these
services, otherwise presented on a net basis.

Customers may also purchase prepaid mobile, public phone and internet credits (�cards�) which allow those customers to use Magyar Telekom�s
telecommunications network for a selected amount of time. Customers must pay for such services at the date when the card is purchased.
Revenues from the sale of cards are recognized when used by the customers or when the credits expire with unused traffic.

Third parties using Magyar Telekom�s telecommunications network include roaming customers of other
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service providers and other telecommunications providers which terminate or transit calls on Magyar Telekom�s network. These wholesale
(incoming) traffic revenues included in Voice and Non-voice (Data and Internet) revenues are recognized in the period of related usage. A
proportion of the revenue received is often paid to other operators (interconnect) for the use of their networks, where applicable. The revenues
and costs of these transit calls are stated gross in the Financial statements as the Group is the principal supplier of these services using its own
network freely defining the pricing of the services, and recognized in the period of related usage.

2.12.2 System integration and IT revenues

Contracts for network services, which consist of the installation and operation of communication networks for customers, have an average
duration of 2-3 years. Revenues for voice and data services are recognized under such contracts when used by the customer.

Revenue from outsourcing contracts reflects the extent of actual services delivered in the period in accordance with the terms of the contract.
The contracts are analyzed based on the requirements of IFRIC 4 - Determining whether an Arrangement contains a Lease, and if they include
embedded lease elements, the revenues attributable to these are recognized according to IAS 17 - Leases as described in Note 2.17.

Revenue from system integration contracts requiring the delivery of customized products and/or services is generally covered by one of the
following types of contracts: fixed-price or time and material-based. For fixed-price contracts, revenue is generally recognized based on
percentage of completion taking into account the proportion that contract costs incurred for work performed to date bear to the estimated total
contract costs. In the case of contracts billed on the basis of time and material, revenue is recognized as the services are rendered.

Revenue from maintenance services (generally fixed fee per month) is recognized over the contractual period or as the services are provided.
Revenue from repairs, which are not part of the maintenance contract, billed on the basis of time and material used is recognized as the services
are provided.

Revenue from hardware and software sales or sales-type leases is recognized when the risk of ownership is substantially transferred to the
customer, provided there are no unfulfilled obligations that affect the customer�s final acceptance of the arrangement. Any costs of these
obligations are recognized when the corresponding revenue is recognized.

Revenues from construction contracts are accounted for using the percentage-of-completion method. The stage of completion is determined on
the basis of the costs incurred to date as a proportion of the estimated total costs. Receivables from construction contracts are classified in the
Statement of financial position as Trade receivables. If the total actual and estimated expenses exceed revenues for a particular contract, the loss
is recognized immediately.
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2.13 Employee benefits

2.13.1 Short term employee benefits

Short term employee benefits are recognized as a current expense in the period when employees render their services. These include wages,
social security contributions, bonuses, paid holidays, discounted telephone bills, meal and holiday contributions and other fringe benefits and the
tax charges thereon.

Pensions

Payments to defined contribution pension and other welfare plans are recognized as an expense in the period in which they are earned by the
employees.

Magyar Telekom does not have significant post-employment defined benefit schemes.
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2.13.2 Share based compensation

Magyar Telekom recognizes the costs of services received from its employees in a share based payment transaction when services are received.
Magyar Telekom recognizes a corresponding increase in its equity reserves (Reserve for equity settled share based transactions) if the services
are received in an equity-settled share based payment transaction. If the services are received in a cash-settled share based payment transaction,
the Group recognizes the expense against a liability, re-measured at each financial statement date.

Fair values are determined using option pricing models (such as Black-Scholes and Monte Carlo simulation) and other relevant techniques. As
Magyar Telekom Plc. is listed and actively traded on the Budapest and New York Stock Exchanges, the share price and its history is readily
available as a basis for fair value calculations.

Bonuses tied to the long term performance of the Magyar Telekom share are recognized in the Profit for the year at their time-proportioned fair
value (Note 24.1) against an accumulating balance in Provisions.

2.13.3 Termination benefits

Termination benefits are payable whenever an employee�s employment is terminated before the nominal retirement date or whenever an
employee accepts voluntary redundancy in exchange for these benefits. The Group recognizes termination benefits when it is demonstrably
committed to either terminate the employment of current employees according to a detailed formal plan without the possibility of withdrawal or
to provide termination benefits as a result of an offer made to encourage voluntary redundancy.

2.14 Research and Marketing expenses

Research as well as marketing costs are expensed as incurred. Research costs are not material, while marketing expenses are disclosed in Note
25.

2.15 Capitalization of borrowing costs

Borrowing costs that are directly attributable to the acquisition, construction or production of a qualifying asset form part of the cost of that
asset. Other borrowing costs are recognized as an expense. Borrowing costs include interest and other costs that the Group incurs in connection
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with the borrowing of funds. The borrowing costs eligible for capitalization are capitalized applying the weighted average of the borrowing costs
applicable to the general borrowings of the Group that are outstanding during the period. A qualifying asset is an asset that necessarily takes a
substantial period of time, in general over 12 months, to get ready for its intended use.

2.16 Income taxes

2.16.1 Corporate income taxes

Corporate income taxes are payable to the central tax authorities of the countries in which the Group�s consolidated entities operate. The basis of
the tax is the taxable entities� accounting profit adjusted for non-deductible and non-taxable items. The nominal tax rates and the determination of
the tax base vary among the countries in which the Group operates.

2.16.2 Other income taxes

Other income taxes include certain local and central taxes levied in Hungary on the companies� net
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margins, determined at a substantially higher level than the corporate tax base, but applying a significantly lower tax rate. These other income
taxes are deductible from the corporate tax base.

2.16.3 Deferred taxes

Deferred tax is recognized applying the liability method, on temporary differences arising between the tax bases of assets and liabilities and their
carrying amounts in the Consolidated financial statements. However, deferred tax is not accounted for if it arises from initial recognition of an
asset or liability in a transaction other than a business combination that at the time of the transaction affects neither accounting nor taxable profit.
Deferred tax is determined using income tax rates that have been enacted or substantially enacted by the financial statement date and are
expected to apply when the related deferred tax asset is realized or the deferred tax liability is settled.

Deferred tax assets are recognized to the extent that it is probable that future taxable profit (or reversing deferred tax liabilities) will be available
against which the temporary differences can be utilized.

Deferred tax is also provided on taxable temporary differences arising on investments in subsidiaries and associates and joint ventures, except
where the timing of the reversal of the temporary difference is controlled by the Group and it is probable that the temporary difference will not
reverse in the foreseeable future.

2.17 Leases

2.17.1 Operating lease �Group as lessor

Assets leased to customers under operating leases are included in Property, plant and equipment in the Statement of financial position. They are
depreciated over their expected useful lives on a basis consistent with similar assets. Rental income is recognized as revenue on a straight-line
basis over the lease term.

2.17.2 Finance lease � Group as lessor

Leases of assets where Magyar Telekom transfers substantially all the benefits and risks of ownership are recognized and disclosed as revenue
against a finance lease receivable. The revenue equals the estimated present value of the future minimum lease payments receivable and any
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unguaranteed residual value (net investment in the lease). The cost of the asset sold in a finance lease transaction is recognized at the inception
of the lease. Each lease receipt is then allocated between the receivable and finance income so as to achieve a constant rate of return on the
finance receivable balance outstanding. The interest element of the lease receipt is recognized as Finance income.

2.17.3 Operating lease �Group as lessee

Costs in respect of operating leases are charged to the Profit for the year on a straight-line basis over the lease term.

2.17.4 Finance lease � Group as lessee

Leases of property, plant and equipment where Magyar Telekom assumes substantially all the benefits and risks of ownership are classified as
finance leases. Finance leases are capitalized at the fair value of the asset or if lower, at the estimated present value of the future minimum lease
payments against a finance lease payable. Each lease payment is allocated between the finance liability and finance charges so as to achieve a
constant rate of interest on the outstanding finance balance payable. The finance lease obligations, net of finance charges, are included in the
Statement of financial position (Other financial liabilities). The interest
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element of the lease payments is charged to the Profit for the year (Finance expense) over the lease period. Property, plant and equipment
acquired under finance lease contracts are depreciated over the shorter of the lease term or the useful life of the asset.

2.17.5 Sale and leaseback transactions

Sale and leaseback transactions involve the sale of an asset by Magyar Telekom and the leasing of the same asset or part of it back to Magyar
Telekom. When sale and leaseback transactions qualify as finance leases any gain on the sale is deferred and recognized in the Profit for the year
over the lease term through lower depreciation expense. If the leaseback qualifies as an operating lease, any gains or losses on the sale are
recognized in the Profit for the year (Other operating income) at the time of the sale as the sales price reflects the fair value of the asset, while
the lease payments are recognized in the Profit for the year (Other operating expenses) on a straight line basis over the period of the lease.

2.18 Earnings per share

Basic earnings per share is calculated by dividing profit attributable to the owners of the Company for the period by the weighted average
number of common stocks outstanding. Diluted earnings per share is calculated considering the weighted average number of diluting share
options (if any) in addition to the number of common stocks outstanding.

2.19 Dividends

Dividends payable to the Company�s shareholders and to Non-controlling shareholders of the Group�s subsidiaries are recorded as a liability
and debited against equity (Retained earnings or Non-controlling interests) in the Group�s financial statements in the period in which the
dividends are approved by the shareholders.

2.20 Segments

The Group adopted IFRS 8 in 2009, which resulted in a significant restructuring of the Group�s segment disclosure. In 2008, the Group
restructured the way the chief operating decision makers decide on the allocation of resources, which is different from the primary segments of
the Group reported as per IAS 14 in previous years.
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In the Financial statements, the Group�s segments are reported in a manner consistent with the internal reporting provided to the chief
operating decision makers, the members of the Management Committee (MC) of Magyar Telekom Plc. The MC is responsible for allocating
resources to, and assessing the performance of, the operating segments on a monthly basis. The accounting policies and measurement principles
of the operating segments are very similar to those applied for the Group described in the previous sub-notes of the Summary of significant
accounting policies. The differences primarily originate from the fact that the operating segments� annual results are determined and closed at
an earlier stage, around January 10-12 each year, than these Financial statements. Any items discovered and requiring adjustment between the
closing date of the segment results and the approval date of the Financial statements are reflected in the next year�s segment results.

The operating segments� revenues include revenues from external customers as well as the internal revenues generated from other segments for
telecommunications and, to a lesser extent, from inter-segment support services. In order to concentrate on real performance achieved on third
party transactions, the number of inter-segment cross-charges applied within the organizations of Magyar Telekom Plc. operating in different
segments is fairly limited. These cross-charges are not meant to allocate all the actual costs to the operating segment which are in fact incurred
for the operation of the particular segment. Consequently, regardless of the costs incurred for the operation of another segment, the supporting
organizations of the
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operating segments do not charge revenues for the services delivered within Magyar Telekom Plc., the largest legal entity of the Group.

The operating segments� results are monitored by the MC to EBITDA (Earnings before interest, tax, depreciation and amortization), which is
defined by the Group as Operating profit without Depreciation and amortization expense.

The MC does not monitor the assets and liabilities at segment level.

Another important KPI monitored at segment level is capital expenditure (Capex), which is determined as the gross additions to PPE and
Intangible assets, excluding those due to business combinations.

2.21 Comparative information

In order to maintain consistency with the current year presentation, certain items may have been reclassified for comparative purposes. Material
changes in disclosures, if any, are described in detail in the relevant notes.

F-42

Edgar Filing: Magyar Telekom Plc. - Form 6-K

84



MAGYAR TELEKOM

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

3 FINANCIAL RISK MANAGEMENT

3.1 Financial risk factors

Magyar Telekom is primarily exposed to credit risks related to its financial assets. In addition, the Group is also exposed to risks from
movements in exchange rates, interest rates that affect the fair value and/or the cash flows arising from financial assets and liabilities.

Financial risk management aims to limit these risks through ongoing operational and finance activities. Selected derivative and non-derivative
hedging instruments are used for this purpose, depending on the risk assessment. Magyar Telekom only hedges the risks that affect the Group�s
cash flows, no hedges are concluded to hedge fair values. Derivatives are exclusively used as hedging instruments, i.e., not for trading or other
speculative purposes. To reduce the counterparty risk, hedging transactions are generally only concluded with Deutsche Telekom or leading
Hungarian financial institutions. Nevertheless, hedge accounting is not applied to such transactions, considering that not all the criteria in IAS 39
are met.

The detailed descriptions of risks, the management thereof as well as sensitivity analyses are provided below. These sensitivity analyses
calculate with reasonably possible changes in the relevant risk variables and their impact on profit before tax. The impacts disclosed below are
subject to an average effective income tax rate of approximately 20% in the Group, i.e. the impact on Profit for the year would be approximately
80% of the before tax amount. The potential impacts disclosed (less tax) would be the same on the Group�s Equity.

There were no major changes in these risks compared to the previous reporting period.

3.1.1 Market risk

Market risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in market prices. Market
risk comprises three types of risk: currency risk, interest rate risk and other price risk.

The fundamentals of Magyar Telekom�s financing strategy are established each year by the Board of Directors. The Group�s policy is to borrow
centrally using a balanced combination of medium term and short term loans, and fixed and floating interest rates on those loans. The Board of
Directors has approved two debt protection ratio limits, and monitors their fulfillment annually. At the end of 2008 and 2009 Magyar Telekom
fulfilled both criteria, Total Debt to EBITDA ratio of 1.61 in 2009 (2008: 1.49), the allowed maximum of which would be 2.5 and EBITDA to
Interest Expense ratio of 7.59 in 2009, (2008: 8.86), the allowed minimum of which would be 3.0. The Group�s Treasury department is
responsible for implementing the finance policy and for ongoing risk management. The details of foreign exchange, liquidity and counterparty

Edgar Filing: Magyar Telekom Plc. - Form 6-K

85



risk management guidelines are determined and monitored by the Group Treasurer continuously.

Magyar Telekom is exposed to interest and foreign exchange (FX) rate risk associated with its interest bearing assets and liabilities and
anticipated transactions. As the vast majority of the revenues and expenses of the Hungarian entities arise in HUF, the functional currency of
Magyar Telekom is HUF. Consequently, Magyar Telekom�s objective is to minimize the level of its financial risk in HUF terms.

For the presentation of market risks, we also provided sensitivity analyses that show the effects of hypothetical changes of relevant risk variables
on Profit before tax. These hypothetical changes were modeled to present a reasonably possible change in the relevant risk variables. The
periodic effects are determined by relating the hypothetical changes in the risk variables to the balance of financial instruments at the end of the
latest reporting period (2009) and the preceding reporting period (2008). The balances at the end of the reporting period are usually
representative for the year as a whole, therefore the impacts are calculated using the year end balances as though the balances had been constant
throughout the reporting period. As the global economic situation has not changed significantly compared to the end of the previous reporting
period, the methods and assumptions used in the sensitivity calculations did not change. As a result
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of the still rather volatile international capital and securities markets, a higher fluctuations of the FX and interest rates are also possible.

3.1.1.1    Foreign currency risk

Foreign currency risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in FX rates.
Currency risks primarily arise on financial instruments being denominated in a currency that is not the functional currency of the given operating
segment of the Group. Differences resulting from the translation of the foreign subsidiaries financial statements into the Group�s presentation
currency are not taken into consideration. Relevant risk variables are generally all non-functional currencies in which Magyar Telekom has
financial instruments.

Due to the free-float of the HUF introduced in 2008, the Group is exposed to FX risk in case of FX denominated financial instruments of the
Hungarian entities to a higher degree than before. In order to mitigate this risk, Magyar Telekom minimized its foreign currency borrowings in
the past years, or covered it with derivative instruments to substantially reduce FX risk.

(a) FX risks arising on loans from DTIF and related swaps with DT AG

In the past few years, all related party loans payable of Magyar Telekom were denominated in HUF. In agreement with Deutsche Telekom, the
related party loans taken from the financing vehicle of Deutsche Telekom, Deutsche Telekom International Finance B.V. (DTIF) from June 2009
are denominated in EUR, while, at the same time, cross-currency interest rate swaps are concluded with Deutsche Telekom AG to fix the actual
cash flows of Magyar Telekom in HUF for the whole nominal amount and interest payments of these loans. Even though the Group does not
apply hedge accounting, the change in the HUF/EUR exchange rate has no significant (net) impact on Profit before tax related to the hedged
loans and the swaps together.

(b) FX risks arising on third party loans and related swaps

Magyar Telekom also has third party loans denominated in EUR, for the majority of which we also concluded cross-currency interest rate swap
agreements with one of the substantial Hungarian banks to eliminate FX risk in connection with these loans and hedge the whole foreign
currency denominated cash flows of these loans. Even though the Group does not apply hedge accounting, the change in the HUF/EUR
exchange rate has no significant (net) impact on Profit before tax related to the hedged loans and the swaps together.

(c) Other FX exposure
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The remaining FX exposure of Magyar Telekom is mostly related to (i) holding foreign currency cash balances in its subsidiaries in the Southern
and Eastern Europe region, and (ii) operating activities through revenues from, and payments to, international telecommunications carriers as
well as capital expenditure contracted with vendors in foreign currency. In line with currency hedging policy, the Company holds sufficient
amounts of foreign currencies on its bank accounts, the amounts of which are determined considering the balance of FX denominated trade and
leases payables and trade receivables in order to hedge the currency risk arising in connection with those assets and liabilities. The Group�s
foreign currency denominated assets (primarily held by the Group�s foreign subsidiaries), however, exceed the Group�s foreign currency
denominated liabilities (other than the above described loans), therefore changes of the functional currencies� exchange rates would have
significant impact on the profit of the Group. Compared to the spot FX rates as of December 31, 2009, a 20% weaker functional currency (HUF
and MKD) against the EUR and USD would have caused HUF 4.1 billion unrealized gain on this net balance (2008: HUF 6.6 billion gain). The
same amount of loss would have been caused by a 20% stronger functional currency against the EUR and USD.
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In order to reduce the above exposure, Magyar Telekom occasionally enters into derivative contracts. The fair value of the open short term
forward positions was HUF -502 million (liability) as of December 31, 2009, while the Group had no open forward deals at the end of 2008.
These positions were opened to hedge the FX risks of future FX payments exceeding FX incomes and to cover the FX risk of a short term EUR
denominated loan taken from DTAG. Compared to the spot FX rates as of December 31, 2009, a 20% weaker functional currency HUF against
the EUR would have caused HUF 6.2 billion unrealized gain on this net balance. Approximately the same amount of loss would have been
caused by a 20% stronger HUF against the EUR.

Due to the global financial crisis, even a more than 20% fluctuation of the functional currencies against the EUR is possible as extraordinary
market conditions may cause extreme volatility on FX markets.

3.1.1.2    Interest rate risk

Magyar Telekom is also exposed to interest rate fluctuations. This is due to the fact that changing interest rates affect the fair value of the fixed
rate instruments and also affect the cash flows through the floating rate instruments.

Changes in the market interest rates of non-derivative financial instruments with fixed interest rates only affect income if these are measured at
their fair value. On the other hand, all financial instruments with fixed interest rates (which are carried at amortized cost) are not subject to cash
flow interest rate risk.

Changes in the market interest rate of interest rate derivatives (interest rate swaps, cross-currency swaps) that are not part of a hedging
relationship as set out in IAS 39 affect financial income or expense (net gain/ loss from re-measurement of the financial assets to fair value).

Changes in market interest rates affect the interest income or expense of non-derivative floating-interest financial instruments for which no cash
flow hedges are in place.

(a) Financial assets

Excess cash of the Group�s Hungarian operations is primarily used to repay loans, however, significant amount of cash of the Group�s
Macedonian and Montenegrin subsidiaries are held in local banks. These amounts are deposited primarily on fixed interest rate terms in order to
minimize exposure to market changes that would potentially adversely change the cash flows from these instruments.
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The Group�s HUF denominated bank deposits amounted to HUF 6.5 billion at the end of 2009 (2008: HUF 29.5 billion). A 4 percentage point
higher interest rate throughout 2009 (assuming the year-end 2009 balance throughout 2009) would have resulted in HUF 0.3 billion higher
interest income in 2009 (2008: HUF 1.2 billion). The interest income would be lower by the same amount in case of 4 percentage point lower
interest rate.

The Group�s MKD denominated bank deposits amounted to HUF 32.7 billion at the end of 2009 (2008: HUF 29.8 billion). A 2 percentage point
higher interest rate throughout 2009 (assuming the year-end 2009 balance throughout 2009) would have resulted in HUF 0.7 billion higher
interest income in 2009 (2008: HUF 0.6 billion). The interest income would be lower by the same amount in case of 2 percentage point lower
interest rate.

The Group�s EUR denominated bank deposits amounted to HUF 37.0 billion at the end of 2009 (2008: HUF 52.1 billion). A 2 percentage point
higher interest rate throughout 2009 (assuming the year-end 2009 balance throughout 2009) would have resulted in HUF 0.7 billion higher
interest income in 2009 (2008: HUF 1.0 billion). The interest income would be lower by a smaller amount as interest rates are usually smaller
than 2%.

The Group�s USD denominated bank deposits amounted to HUF 2.0 billion at the end of 2008, while the
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Group had no significant amount of such deposits at the end of 2009. A 1 percentage point higher interest rate throughout 2008 (assuming the
year-end 2008 balance throughout 2008) would have resulted in less than HUF 0.1 billion higher interest income in 2008. The interest income
would be lower by a smaller amount as interest rates are usually smaller than 1%.

As a result of the volatile international capital and securities markets, a higher fluctuation of the interest rates is also possible, the exposure to
which is mitigated by the balanced portfolio of fixed and floating interest rate borrowings (see above). Sensitivities have been disclosed for a
movement of 4 percentage points for HUF, 2 percentage points for MKD and EUR, and 1 percentage point for USD, but extraordinary market
conditions may cause extreme volatility on money markets, which can result in even higher percentage point change in interest rates.

(b) Financial liabilities

Financial liabilities exposed to interest rate risk are primarily the related party (DTIF) and third party loans and the related swap agreements in
place. These loans are almost exclusively taken by the Company as the financing of the Group is managed centrally. The analysis below
describes the Group�s net exposure to the net interest rate risks related to the loans and the related swap agreements.

As the vast majority of debt portfolio is denominated in HUF, or swap agreements are in place so that the loans payable are exposed to changes
in HUF interest rates, the Group is mostly exposed to the HUF interest rate fluctuations for its financial liabilities. To control this interest rate
risk, a combination of fixed and floating rate debt is used. Fixed interest-bearing debts (including loans swapped to fixed interest and excluding
loans swapped to floating interest) made up 56% of the Group�s total debt as of December 31, 2009 (2008: 53%).

In addition, some of the Group�s loan agreements with Deutsche Telekom include a fixed interest rate that in fact may change in case of
downgrading the credit rating of Deutsche Telekom by specific international rating agencies below the level of credit rating BBB+. Such rating
downgrades from the current grade would have caused additional annual interest payments of approximately HUF 0.2 billion (assuming the
year-end 2009 balance and rating throughout 2009) on top of the pre-fixed amount of interest (2008: HUF 0.6 billion). On the other hand, such
rating upgrades above the level of the credit rating A would have caused HUF 0.3 billion lower interest expense for 2009 (2008: HUF 0.3
billion).

Floating interest-bearing debts (including loans swapped to floating interest and excluding loans swapped to fixed interest) made up 44% of the
Group�s total debt as of December 31, 2009 (2008: 47%). A 4 percentage point higher interest rate throughout 2009 (assuming the year-end 2009
balance throughout 2009) would have resulted in HUF 6.7 billion higher interest expense in 2009, while the same decrease of interest rates
would cause the same decrease in interest payments (2008: HUF 7.3 billion).

3.1.1.3    Other price risk
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As of the end of the reporting periods, Magyar Telekom did not hold any material investments, which could be affected by risk variables such as
stock exchange prices or other indices, therefore, the Group�s exposure to such price changes are very limited. See also Note 8.2.

3.1.2 Credit risk

Credit risk is the risk that one party to a financial instrument will cause a financial loss for the other party by failing to discharge an obligation.

The maximum exposure to credit risk as at the financial statement dates are represented by the carrying amounts of the financial assets in the
Statement of financial position. Guarantee agreements reducing the maximum exposure to credit risk as at the end of the reporting period are
described later in this section.
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The following table represents Magyar Telekom�s maximum exposure to credit risk as at December 31, 2008 and 2009.

At December 31,
In HUF millions 2008 2009

Cash and cash equivalents 66,680 34,270
Bank deposits with original maturities over 3 months 59,300 50,660
Trade receivables 93,201 100,524
Loans to Deutsche Telekom Group companies � 29,587
Finance lease receivables 23,082 23,531
Employee loans 4,383 4,870
Dividend receivable from associates 2,033 �
Derivative financial instruments 1,011 1,285
Trade receivables over one year 414 1,487
Loans to third parties 779 580
Financial assets available for sale 282 276
RDC receivables 952 839
Other current 2,186 1,626
Other non-current 170 552

254,473 250,087

The vast majority of credit risks may arise in respect of Cash and cash equivalents, Bank deposits with original maturities over 3 months and
Trade receivables, and to a lesser extent, of Finance lease receivables. Cash and cash equivalents, Bank deposits with original maturities over 3
months and Trade receivables have short term maturities, which represent the vast majority of the Group�s financial assets.

According to the Group�s risk management policy Magyar Telekom Group companies deposit the excess cash only in banks rated at least BBB+
(or equivalent), or make efforts to get guarantees for the deposits from banks rated at least BBB+. Moreover, Magyar Telekom prefers to deposit
in banks which grants loans for Magyar Telekom to make possible the compensation of debts and loans in case of the default of the bank.

Cash and cash equivalents and Bank deposits with maturities over 3 months held in Hungary are primarily denominated in HUF and
concentrations of credit risk are limited as Magyar Telekom places its cash in Hungary with substantial credit institutions. Further, excess HUF
cash is also used for repayment of the HUF denominated loans and borrowings, or is deposited at partner banks which grant loans for Magyar
Telekom, therefore, the credit risk related to cash held in HUF is very limited.

Cash and cash equivalents and Bank deposits with maturities over 3 months held in Macedonia are primarily denominated in MKD and EUR,
while the Cash and cash equivalents and Bank deposits with maturities over 3 months held in Montenegro are primarily denominated in EUR.
Cash and cash equivalents and Bank deposits with maturities over 3 months deposited in these countries run higher counterparty risk, due to the
small amount of internationally substantial financial institutions in those countries. The bank deposits in Montenegro of HUF 12.2 billion as at
December 31, 2009 (2008: HUF 19.8 billion) and those in Macedonia of HUF 57.5 billion as at December 31, 2009 (2008: HUF 13.2) are fully
covered with bank guarantees issued by international financial institutions rated at BBB+ or above, or Magyar Telekom has the right to net the
deposits with loans taken from the guarantor, in case of default of the bank. Credit risk related to bank deposits is further limited by the
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diversification of the deposits among several independent credit institutions determinant on the local market.

Finance lease receivables, in most cases, are legally embedded in service contracts also requiring to provide assets related to the services, which
are legally in the Group�s ownership. Should the partners fail to pay their bills, we are entitled to discontinue the services and take the assets back
to the Group�s locations. As these assets are rarely customer specific, we can utilize these assets in other ways as well, therefore, the credit risk
related to finance leases is in fact rather limited.

Concentrations of credit risk relating to trade receivables are limited due to the large number of
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customers comprising the Group�s customer base and their dispersion across many different geographic areas and industries.

No financial assets other than trade and other receivables had to be impaired in the reported years, as they are neither past due nor are there any
signs of impairment.

The following table contains the carrying amount of trade receivables broken down by reportable segment (note 31).

At December 31,
In HUF millions 2008 2009

CBU 31,923 38,133
BBU 25,740 27,221
Headquarters 15,422 15,554
Macedonia 12,017 12,061
Montenegro 5,853 4,763
Technology 843 859
All other 1,403 1,933

93,201 100,524

The amounts in the table above are shown net of provisions for impairment losses of HUF 29.7 billion as at December 31, 2009 (2008: HUF
26.3 billion). The annual bad debt expense of the Group had historically been under 1% of the consolidated revenues, except in 2009 (1.4%).
Changes in customer payment behavior in the future, however, may result in higher impairment losses. Each additional 1 percentage point of
uncollectible revenue would result in additional impairment charges of HUF 6.4 billion in 2009 (2008: HUF 6.7 billion).

CBU, BBU and Headquarters (Hungary)

Consumer Services Business Unit (CBU) provides fixed and mobile telecommunications and TV distribution services to residential customers,
while the Business Services Business Unit (BBU) has primarily large corporate customers. There�s no significant difference between the
recoverability of the segments� receivables.

There are varying credit checking practices applied across the members of the Group. The majority of customers are located in Hungary. For
these customers the Company follows the practice described below.
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Credit checking for CBU customers at the time of the service request is carried out automatically by the credit checking application of the Sales
Department. A variety of checks including checking the SOS list of faulty IDs, the bankruptcy list, the internal database of risky installation
locations, the collection history of the past 6 months, the outstanding debt and the joint database of debtors of the Hungarian mobile operators
are performed depending on the service to be used. As of January 1, 2009, the Fraud Detecting System was implemented, which is used to
monitor extreme usage and fraudulent behavior of customers not only for mobile but also for fixed-line and Internet services.

In case of BBU, customer managers call a hotline of the Business Customer Care group to check if the customer has outstanding debts.

Dunning procedures for both CBU, BBU and Headquarters are run automatically by the billing systems including SMS, telephone calls,
reminder letters, pseudo disconnections, termination letters and disconnections. Over a minimum overdue amount we apply varying and
customized reminder procedures to the different customer groups in which varying deadlines are applied. After the termination of the contract
and depending on the expected success of the process, we combine the different collection steps of involving external partners, selling the
outstanding debt or initiating legal proceedings. All parts of the process are regulated by internal directives.
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Macedonia

The process of managing the credit risk from operating activities includes preventive measures such as credibility checking and prevention
barring, corrective measures during legal relationship for example reminding and disconnection activities, collaboration with collection agencies
and collection after legal relationship as litigation process, court proceedings, involvement of the executive unit and factoring. The overdue
payments are monitored through a debt escalation procedure based on customer type, credit class and amount of debt. The credit risk is
controlled through credibility checking � which determines that the customer is not indebted and the customers credit worthiness and through
preventive barring � which determines the credit limit based on the usual level of the customer�s consumption. There�s no concentration of risk in
Macedonia either with any single customer or group of customers with similar characteristics. The procedures in Macedonia ensure on a
permanent basis that sales are made to customers with an appropriate credit history and that an acceptable level of credit exposure is not
exceeded.

Montenegro

If customers are independently rated, these ratings are used. Otherwise, if there is no independent rating, risk control assesses the credit quality
of the customer, taking into account past experience in collection and other factors. In Montenegro the Group uses a system of reminders leading
to discontinuance of the service as the main tool to collect overdue receivables. Also, according to the balance and number of outstanding bills,
the Group uses instruments of litigation of customers. However, customers may be affected by the lower liquidity situation due to the recent
volatility in the global and Montenegrin financial markets, which could in turn impact their ability to repay the amounts owed. To the extent that
information is available, management revised estimates of expected future cash flows in their impairment assessments.

3.1.3 Liquidity risk

Liquidity risk is the risk that an entity may encounter difficulty in meeting obligations associated with financial liabilities.

Prudent liquidity risk management implies maintaining sufficient Cash and cash equivalents and Bank deposits as well as available funding
through adequate amount of committed credit lines. The Group Treasury�s management aims at maintaining flexibility in funding by keeping
committed credit lines available. The undrawn credit lines amounted to 50.5 billion as at December 31, 2009 (2008: HUF 44.8 billion), and the
Company also had uncommitted credit lines from several Hungarian Banks as at December 31, 2009. In addition to the above, Deutsche
Telekom confirmed its readiness to finance Magyar Telekom Group�s budgeted financing needs until the end of June 2011. Despite the fact that
this has not been formulized in a contract, it can be considered as a �quasi shelf facility�.

The following two tables summarize the maturity structure of Magyar Telekom�s financial liabilities including the interest payable on those
liabilities as of December 31, 2009 and 2008. As the majority of the financial liabilities are paid from the cash generated from the ongoing
operations, the maturity analysis of the financial assets as at the end of the reporting periods (in comparison with the financial liabilities) would
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be meaningless, therefore, is not included in the tables below.
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Total

within
1 year

1 to 5
years

after 5
years

December 31, 2009 (in HUF millions)

Trade payables 85,874 85,874 � �
Dividend payable 303 303 � �
Financial liabilities to related parties 403,771 87,380 216,987 99,404

Bank loans 63,430 37,466 25,964 �
Finance lease liabilities 5,686 1,360 2,847 1,479
Nonconvertible bonds and debentures 191 70 121 �
Other financial liabilities 1,495 1,371 123 1
Total other financial liabilities 70,802 40,267 29,055 1,480

Total cash flows 560,750 213,824 246,042 100,884

Open swap positions� cash flows
Gross cash inflow in EUR million 308 21 119 168
Gross cash inflow in HUF million (at spot rate) 83,499 5,808 32,190 45,501
Gross cash outflow in HUF million 100,298 7,276 44,355 48,667
Net cash outflow in HUF million 16,799 1,468 12,165 3,166

Open forward positions� cash flows
Gross cash inflow in EUR million 123 123 � �
Gross cash inflow in HUF million (at spot rate) 33,313 33,313 � �
Gross cash outflow in HUF million 33,993 33,993 � �
Net cash outflow in HUF million 680 680 � �

December 31, 2008 (in HUF millions)

Trade payables 92,340 92,340 � �
Dividend payable 290 290 � �
Financial liabilities to related parties 434,404 126,703 248,606 59,095

Bank loans 59,379 37,227 22,152 �
Finance lease liabilities 7,148 1,721 3,534 1,893
Nonconvertible bonds and debentures 193 71 � 122
Other financial liabilities 5,812 5,270 541 1
Total other financial liabilities 72,532 44,289 26,227 2,016

Total cash flows 599,566 263,622 274,833 61,111

Open swap positions� cash flows
Gross cash inflow in EUR million (43) (23) (20) �
Gross cash inflow in HUF million (at spot rate) (11,386) (6,090) (5,296) �
Gross cash outflow in HUF million 11,275 6,191 5,084 �
Net cash outflow (inflow) in HUF million (111) 101 (212) �

The average maturity of Magyar Telekom�s debt portfolio was 2.59 years as at December 31, 2009 (2008: 2.58 years), both of which are in line
with the predefined liquidity management limit range of keeping the average maturity of the debt portfolio between 2 and 3 years.
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The floating interest payments arising from the financial instruments were calculated using the last interest rates fixed before December 31, 2009
and 2008.

3.2 Capital risk management

The Group�s objectives when managing capital are to safeguard the Group�s ability to continue as a going concern in order to provide returns for
shareholders and benefits for other stakeholders and to maintain an optimal capital structure to reduce the cost of capital.

The Company�s management proposes to the owners (through the Board) of the Company to approve dividend payments or adopt other changes
in the Company�s equity capital in order to optimize the capital structure of the Group. This can be effectuated primarily by adjusting the amount
of dividends paid to shareholders, or alternatively, by returning capital to shareholders by capital reductions, selling or buying own shares.
Consistent with others in the industry, the Group monitors capital on the basis of the gearing ratio. This ratio is calculated as Net debt divided by
Equity (including Non-controlling interest) and Net debt. Net debt is calculated as follows:

• Current and non current financial liabilities to related parties (without accrued interest) � Note 16

• plus Other current and non current financial liabilities (without accrued interest) � Note 17

• less Cash and cash equivalents � Note 6

• less Other current financial assets � Note 8.1.

During 2008 and 2009, the Group�s strategy as approved by the Board was to maintain a gearing ratio within 30% to 40%. The gearing ratio at
December 31, 2009 was 30.8% (2008: 29.9%).

In addition to the above, according to the Hungarian Companies Act, Magyar Telekom Plc. has to ensure that the Company�s Equity does not fall
below its Common stock, i.e. the total of the reserves should not be negative. The Company is in compliance with this regulation, and no such
statutory regulation exists for consolidated equity.

The equity capital, which the Group manages, amounted to HUF 606 billion on December 31, 2009 (2008: HUF 598 billion).
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4 CRITICAL ACCOUNTING ESTIMATES AND JUDGMENTS

Estimates and judgments are continually evaluated and are based on historical experience and other factors, including expectations of future
events that are believed to be reasonable under the circumstances.

The Group makes estimates and assumptions concerning the future. The resulting accounting estimates will, by definition, rarely equal the
related actual results. The estimates and assumptions that have a significant risk of causing a material adjustment to the carrying amounts of
assets and liabilities are outlined below.

4.1 Useful lives of assets

The determination of the useful lives of assets is based on historical experience with similar assets as well as any anticipated technological
development and changes in broad economic or industry factors. The appropriateness of the estimated useful lives is reviewed annually, or
whenever there is an indication of significant changes in the underlying assumptions. We believe that this is a critical accounting estimate since
it involves assumptions about technological development in an innovative industry and heavily dependent on the investment plans of the Group.
Further, due to the significant weight of depreciable assets in our total assets, the impact of any changes in these assumptions can be material to
our financial position, and results of operations. As an example, if Magyar Telekom was to shorten the average useful life of its assets by 10%,
this would result in additional annual depreciation and amortization expense of approximately HUF 10 billion (2008: HUF 11 billion). See
Notes 12 and 13 for the changes made to useful lives in 2009.

The Group constantly introduces a number of new services or platforms including, but not limited to, the UMTS based broadband services in the
mobile communications and the fiber-to-the-home rollout in the fixed line operations. In case of the introduction of such new services, the Group
conducts a revision of useful lives of the already existing platforms, but in the vast majority of the cases these new services are designed to
co-exist with the old platforms, resulting in no change-over to the new technology. Consequently, the useful lives of the older platforms usually
do not require shortening.

4.2 Estimated impairment of goodwill

Goodwill is no longer amortized, but tested for impairment annually or more frequently. The recoverable amounts of the operating segments are
calculated based on fair value less cost to sell determined by the discounted projected cash flows of the operating segments over the next ten
years with a terminal value. This is highly judgmental, which carries the inherent risk of arriving at materially different recoverable amounts if
estimates used in the calculations would prove to be inappropriate. The Group has an implemented policy to make the impairment test based on
a 10-year cash flow projection on reasonable and supportable assumptions that present the management�s best estimate on market
participants� assumptions and expectations.
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When conducting the goodwill impairment tests, goodwill is allocated to the cash generating operating segments of the Group, CBU, BBU,
MBU, Macedonia fixed line, Macedonia mobile, Montenegro mobile. No goodwill was allocated to Montenegro fixed line.

In order to determine the recoverable amounts of the operating segments, the Group calculates the operating segments� fair values less cost to
sell. In the calculations, Magyar Telekom uses a range of weighted average cost of capital (WACC) before tax and estimated perpetual growth
rate (PGR) depending on the country of operations and the characteristics of the markets the Group�s segments operate in. The WACCs are
determined based on CAPM (capital asset pricing model) using the average betas of the peer group, 10 year zero coupon yields and a debt ratio
in line with the usual indebtedness of listed peer telecommunications companies, while the PGRs used are in line with the long-term average
growth rate for the particular telecommunications sector.

The Headquarters and Technology operating segments of the Group primarily include support functions, therefore the carrying values and the
future cash flows of these operating segments are allocated to the other,
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cash generating operating segments based on the cash generating operating segments� unlevered free cash flows (determined as EBITDA reduced
by capital expenditures and change in net working capital), also considering the relative use of the central services by the cash generating
operating segments.

The table below shows the WACCs and PGRs used in the fair value calculations of the Group�s operating segments for the goodwill impairment
test conducted in 2009. The table below also includes sensitivity analyses that show how much impairment should have been recognized as at
December 31, 2009 for the goodwill allocated to the operating segments if we had changed the WACCs used in the calculations to reasonably
possible levels. The possible changes in the WACCs would be the result of the reasonably possible changes in the risk free interest rates we
disclosed in Note 3.1.1.2. In case of the cash flow projections and the PGRs used in the sensitivity calculations, we disclose the first round
decimal rate in case of the PGR and the first round decimal change to the cash flow projections that would result in impairment.

2009

CBU BBU MBU
Macedonia
fixed line

Macedonia
mobile

Montenegro
mobile

WACC
Used in the calculation 13.76% 13.68% 14.17% 8.55% 10.71% 10.65%
if changed to 18.49% 18.39% 18.88% 10.68% 12.86% 12.77%
Potential impairment (HUF million) � � 180 � � �

PGR
Used in the calculation 2.0% 0.5% 2.0% 1.0% 1.0% 1.0%
if changed to -5.0% -5.0% -5.0% -5.0% -5.0% -5.0%
Potential impairment (HUF million) � � � 630 � �

Cash flows
if changed by -27% -27% -27% -27% -27% -27%
Potential impairment (HUF million) � � � 699 � �

The table below shows the rates we used when we performed the goodwill impairment testing on the new segments for comparative purposes. No
sensitivity analysis is provided to the comparative amounts as the original goodwill impairment testing for year-end 2008 was performed on the
old segments that were compliant with IAS 14, but are not compliant with IFRS 8.

2008

CBU BBU MBU
Macedonia
fixed line

Macedonia
mobile

Montenegro
mobile
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WACC 13.22% 13.11% 14.40% 10.80% 11.14% 11.07%
PGR 2.0% 0.5% 2.0% 0.0% 2.0% 0.5%
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4.3 Estimated impairment of property, plant and equipment, and intangibles

We assess the impairment of identifiable property, plant, equipment and intangibles whenever there is a reason to believe that the carrying value
may materially exceed the recoverable amount and where impairment of value is anticipated. The calculations of recoverable amounts are
primarily determined by value in use calculations, which use a broad range of estimates and factors affecting those. Among others, we typically
consider future revenues and expenses, technological obsolescence, discontinuance of services and other changes in circumstances that may
indicate impairment. If impairment is identified using the value in use calculations, we also determine the fair value less cost to sell (if
determinable), to calculate the exact amount of impairment to be charged. As this exercise is highly judgmental, the amount of a potential
impairment may be significantly different from that of the result of these calculations.

4.4 Estimated impairment of trade and other receivables

We calculate impairment for doubtful accounts receivable based on estimated losses resulting from the inability of our customers to make
required payments. For the largest customers and other telecommunications service providers, impairment is calculated on an individual basis,
while for other customers it is estimated on a portfolio basis, for which we base our estimate on the aging of our accounts receivable balance
and our historical write-off experience, customer credit-worthiness and recent and expected changes in our customer payment terms. These
factors are reviewed periodically, and changes are made to the calculations when necessary. In addition, we consider also the nature of the
business (residential, business, fixed line, mobile, internet, cable TV, etc.) and the environment in which the Group�s entities operate in the
various markets. The estimates also involve assumptions about future customer behavior and the resulting future cash collections. If the
financial condition of our customers were to deteriorate, actual write-offs of currently existing receivables may be higher than expected and may
exceed the level of the impairment losses recognized so far. See also Note 3.1.2.

4.5 Provisions

Provisions in general are highly judgmental, especially in case of legal disputes. The Group assesses the probability of an adverse event as a
result of a past event and if the probability of an outflow of economic benefits is evaluated to be more than fifty percent, the Group fully provides
for the total amount of the estimated liability (see also Note 2.10). The assessment of the probability is highly judgmental, as � for example � in
Hungary there are very few cases where the appealed NCAH decisions have been finally concluded by the Supreme Court. Further, in
Macedonia, there is also a lack of sufficient history for CPC or Agency decisions appealed against at the Administrative Court. In order to
determine the probabilities of an adverse outcome, the Group uses internal and external legal counsels.

4.6 Subscriber acquisition costs

Subscriber acquisition costs primarily include the loss on the equipment sales (revenues and costs disclosed separately) and fees paid to
subcontractors that act as agents to acquire new customers. The Group�s agents also spend a portion of their agent fees for marketing the
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Group�s products, while a certain part of the Group�s marketing costs could also be considered as part of the subscriber acquisition costs. The
up-front fees collected from customers for activation or connection are marginal compared to the incremental acquisition costs. These revenues
and costs are recognized when the customer is connected to the Group�s fixed or mobile networks. No such costs or revenues are capitalized or
deferred. These acquisition costs (losses) are recognized immediately as they are not accurately separable from other marketing costs. Among
these, net losses on equipment sales of the Group amounted to HUF 17.4 billion in 2009 (2008: HUF 19.2 billion), while agent fees amounted to
HUF 9.2 billion in 2009 (2008: HUF 8.8 billion). The Group�s marketing costs amounted to HUF 16.2 billion in 2009 (2008: HUF 22.1
billion).
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5 BUSINESS COMBINATIONS

5.1 Acquisitions in 2009

5.1.1 IKO New Media, IKO Content & Rights and IKO-Telekom Media Holding

Magyar Telekom signed a strategic co-operation agreement with IKO Production Kft, the other 50% owner of IKO-Telekom Média Holding
(ITMH) in 2008 to split the investments of ITMH and gain full control of ITMH�s two 100% owned subsidiaries, IKO New Media (IKO NM)
and IKO Content & Rights (IKO CR). According to the co-operation agreement, the properties of ITMH were split between the owners by way
of a demerger; as a result of which Magyar Telekom gained 100% ownership over the part demerging from the original holding company under
the name Telekom Media Holding (TMH), IKO NM and IKO CR as of May 31, 2009, while the remaining part of the Holding (IKO Media
Holding) including the 31% stake in M-RTL remained with IKO Production. M-RTL had been included in the consolidated financial statements
as a 25% associate. As part of the above transaction, we have accounted for the sale of this investment in M-RTL and ITMH, and a business
combination with TMH, IKO NM and IKO CR. The gain on the disposal of M-RTL was accounted for as �Other income� in the Profit for the
year.

IKO NM is one of the leading companies in the Hungarian interactive service market, and is the service provider of telecommunications
applications for M-RTL. In addition, IKO NM produces TV shows and is one of the largest aggregators of premium rate telecommunications
services in Hungary. IKO CR is an aggregator in the content outsourcing market.

Following the business combinations, the newly acquired subsidiaries were renamed to Telekom New Media (TNM) and Telekom Content &
Rights (TCR) respectively.

The carrying values as well as the fair values of assets and liabilities acquired through these business combinations as well as the considerations
transferred are disclosed in the table below in aggregate amounts.

In HUF millions
Fair

values
Carrying

values

Fair value of 25% share in M-RTL 4,728
Consideration transferred 4,728

Net assets acquired 3,040
Goodwill 1,688
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Net assets acquired:
Cash and cash equivalents 2,074 2,074
Trade and other receivables 598 598
Income tax receivable 57 57
Property, plant and equipment 22 22
Intangible assets 1,436 111
Less: Investment in ITMH as a joint venture (382) (382)
Trade and other payables (513) (513)
Net deferred tax liability (252) �

3,040 1,967

As the transaction did not require any cash outflow from the Group, the cash balances of the acquired companies are disclosed as Proceeds from
disposal of subsidiaries and associates in the 2009 Statement of cash flows.

TMH, TNM and TCR have been consolidated in the MBU operating segment of the Group since May 31, 2009.

The goodwill arising on this acquisition partly represents the assembled workforce that can not be
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recognized as a separable asset. Further, the customer contract value recognized only represents the customers and services rendered to them
existing on the acquisition date, while the majority of the goodwill represents the value of, and the future expected revenues from, customers to
be acquired from the acquisition date and the planned extension of services.

5.1.2 ISH

In May 2009, Magyar Telekom signed a share purchase agreement to acquire a 100% equity stake in International System House Kft (ISH). The
agreed enterprise value was HUF 2.9 billion, to which the value of the net cash was added at the closing of the transaction. Depending on 2009
and 2010 financial performance, further earn-out payments could also be made. ISH specializes in developing, installing and operating
integrated healthcare IT services. With market leadership in its segment, ISH achieved nearly HUF 2.9 billion of revenues in 2008 and EBITDA
of HUF 1 billion. The transaction was closed on November 30, 2009, since when ISH has been a consolidated subsidiary of the Group, included
in the BBU operating segment.

As the purchase price allocation has not been completed yet, the fair values of assets and liabilities acquired at the time acquisition, are
preliminary amounts, disclosed in the table below. Further, as there were no reliable IFRS compliant carrying values available at the time of
acquisition, these values are not disclosed in the table below.

In HUF millions
Provisional
fair values

Purchase price of ownership acquired 3,101
Additional estimated purchase price 12
Additional costs directly attributable to the business combination 45
Consideration transferred 3,158

Net assets acquired 2,831
Goodwill 327

Net assets acquired:
Cash and cash equivalents 345
Trade and other receivables 1,285
Income tax receivable 124
Inventories 67
Property, plant and equipment 31
Intangible assets 935
Other non current financial assets 929
Other financial liabilities (198)
Trade and other payables (468)
Net deferred tax liability (219)

2,831
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The initial purchase price and a part of the additional costs were paid in cash in 2009, while the remaining estimated HUF 27 million is payable
in 2010.

The goodwill arising on this acquisition partly represents the assembled workforce that can not be recognized as a separable asset. Further, the
customer contract value recognized as an intangible asset only represents the customers and services rendered to them existing on the acquisition
date, while the majority of the goodwill represents the value of, and the future expected revenues from, customers to be acquired from the
acquisition date and the planned extension of services.
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5.1.3 Cable TV networks

In 2009 Magyar Telekom acquired a number of cable TV networks for HUF 1,745 million in individually insignificant transactions. All these
acquisitions qualified as business combinations of the CBU operating segment of the Group. The purchase price of these networks in most cases
included connected customers, while in the remaining few cases the network was fully completed with immediate capability of connecting
customers to them. The purchase prices paid for these networks also included goodwill representing the networks� potential of acquiring
additional customers and conveying additional services.

The fair values of assets acquired through these individually insignificant business combinations at the time acquisition as well as the
considerations transferred, are disclosed in the table below in aggregate amounts. As there were no reliable IFRS compliant carrying values
available at the time of acquisition, these values are not disclosed in the table below.

In HUF millions
Fair

values

Purchase price of ownership acquired 1,745
Additional costs directly attributable to the business combination �
Consideration transferred 1,745

Net assets acquired (1,324)
Goodwill 421

Net assets acquired:
Property, plant and equipment 938
Intangible assets 386

1,324

The total purchase price was paid in cash in 2009.
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5.1.4 KFKI Direkt

Magyar Telekom signed a share purchase agreement to acquire 100% of KFKI Direkt Kft. in February 2009. The purchase price was HUF 300
million plus an earn-out payment depending on the 2009 financial performance of up to a maximum of HUF 100 million. KFKI Direkt is a
systems integration and infrastructure support company with specialist expertise in these areas. KFKI Direkt achieved approximately HUF 1.5
billion revenues and exceeded HUF 200 million EBITDA in 2008. KFKI Direkt de-merged from KFKI in 1995, while the remainder of the
KFKI Group was acquired by Magyar Telekom in 2006. The transaction was closed on June 30, 2009, since when KFKI Direkt has been a
consolidated subsidiary of the Group, included in the BBU operating segment.

The carrying values and the fair values of assets and liabilities acquired as well as the considerations transferred are disclosed in the table below.

In HUF millions
Fair

values
Carrying

values

Purchase price of ownership acquired 300
Additional estimated purchase price 10
Additional costs directly attributable to the business combination 17
Consideration transferred 327

Net assets acquired 304 187
Goodwill 23

Net assets acquired:
Cash and cash equivalents 115 115
Trade and other receivables 106 106
Income tax receivable 10 10
Property, plant and equipment 17 17
Intangible assets 144 �
Trade and other payables (61) (61)
Net deferred tax liability (27) �

304 187

The initial purchase price and the additional costs were paid in cash in 2009, while the additional purchase price is expected to be paid in 2010.

The goodwill arising on this acquisition partly represents the assembled workforce that can not be recognized as a separable asset. Further, the
customer contract value recognized only represents the customers and services rendered to them existing on the acquisition date, while the
majority of the goodwill represents the value of, and the future expected revenues from, customers to be acquired from the acquisition date and
the planned extension of services.
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5.2 Acquisitions in 2008

5.2.1 Cable TV networks

In 2008 Magyar Telekom acquired a number of cable TV networks for HUF 687 million in individually insignificant transactions. All these
acquisitions qualified as business combinations of the CBU operating segment of the Group. The purchase price of these networks in most cases
included connected customers, while in the remaining few cases the network was fully completed with immediate capability of connecting
customers to them. The purchase prices paid for these networks also included goodwill representing the networks� potential of acquiring
additional customers and conveying additional services.

The fair values of assets and liabilities acquired through these individually insignificant business combinations at the time acquisition as well as
the considerations transferred, are disclosed in the table below in aggregate amounts.

As there were no reliable IFRS compliant carrying values available at the time of acquisition, these values are not disclosed in the table below.

In HUF millions
Fair

values

Purchase price of ownership acquired 687
Additional costs directly attributable to the business combination �
Consideration transferred 687

Net assets acquired 555
Goodwill 132

Net assets acquired:
Trade and other receivables 4
Property, plant and equipment 522
Intangible assets 104
Income taxes payable (30)
Trade and other payables (14)
Net deferred tax liability (31)

555

The total purchase price was paid in cash in 2008.
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5.3 Acquisitions in 2007

5.3.1 MobilPress

In December 2006, Magyar Telekom agreed to acquire a 100% stake in MobilPress for HUF 600 million plus the dividend to be declared for
2006 (max. HUF 50 million). The transaction was subject to the approval of the Hungarian Competition Authority. The transaction was closed
on January 25, 2007, and MobilPress has been consolidated since that date, included in the MBU operating segment of the Group. MobilPress is
one of the major Hungarian mobile content providers and manages, among others, the t-zones portal, with revenues of approx. HUF 1.5 billion
in 2006.

The carrying values of MobilPress�s net assets at acquisition as well as the consideration transferred are disclosed in the table below. The Group
has estimated the fair values of the net assets acquired to equal their carrying values.

In HUF millions
Carrying values

/ Fair values

Purchase price of ownership acquired 600
Additional purchase price 50
Consideration transferred 650

Net assets acquired 93
Goodwill 557

Net assets acquired:
Cash 64
Trade and other receivables 266
Non current assets 56

Trade and other payables (285)
Other financial liabilities (2)
Non current liabilities (6)

93

The total purchase price was paid in cash in 2007.

The goodwill arising on this acquisition partly represents the assembled workforce that can not be recognized as a separable asset. The majority
of the goodwill represents the value of, and the future expected revenues from, customers to be acquired from the acquisition date and the
planned extension of services.
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5.3.2 T-Systems Hungary (TSH)

In December 2006, the Company signed a sale-purchase agreement to acquire an additional 2% ownership in TSH effective from January 1,
2007 for a purchase price of HUF 60 million. TSH had been an associate of the Group since September 2004, with the majority owner being
another Deutsche Telekom Group member. As the transaction took place between entities under common control, the acquisition was accounted
for at cost. The carrying values of TSH�s net assets at acquisition as well as the consideration transferred are disclosed in the table below. TSH
has been a consolidated subsidiary of the Group since January 1, 2007 included in the BBU operating segment.

In HUF millions
Carrying

values

Purchase price of ownership acquired 60
Carrying value of TSH as an associate 1,540
Associate goodwill 149
Consideration transferred 1,749

Net assets acquired 1,752
Excess (recognized in equity) 3

Net assets acquired:
Cash 421
Trade and other receivables 6,356
Inventory 146
Property, plant and equipment 925
Intangible assets 3,202

Trade payables (3,471)
Other financial liabilities (4,258)
Provisions (179)
Total net assets 3,142
Less: Non-controlling interest (1,539)
Associate goodwill transferred to goodwill 149

1,752

The purchase price of HUF 60 million was paid in cash in 2007.
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5.4 Pro forma information on business combinations

The following pro forma information shows the most important financial data of the Group, including the subsidiaries acquired as if they had
been consolidated from the beginning of the financial year in which the acquisition was made, and also how much the business combinations
contributed to the reported figures since the acquisition date in the year of acquisition.

In HUF millions 2007 2008 2009

Revenues
Reported 676,661 673,056 643,989
Pro forma � if consolidated from beginning of year 676,661 673,145 647,652
Current year contribution since date of business combination in the year of acquisition 4,969 53 1,185

Profit for the year
Reported 73,056 105,593 93,253
Pro forma � if consolidated from beginning of year 73,056 105,604 93,724
Current year contribution since date of business combination in the year of acquisition (1,812) 7 110

5.5 Disposals of subsidiaries

In November 2009, the Company signed a sale-purchase agreement for the total of its 100% investment in Orbitel, which was subject to the
approval of the Bulgarian competition office, which was received in January 2010. Consequently, the deal was not closed in 2009, therefore
Orbitel was continued to be consolidated in 2009. See also Note 36.

In 2008 the Group sold its 100% investment in MontMak. In 2007 the Group sold the total of its 51% ownership in Montenegrocard. The results
of the above transactions have been recognized as Other operating income in the years of disposal (Note 26).

All the above subsidiaries sold conducted non-core operations and were insignificant to the Group, therefore they did not constitute discontinued
operations.
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6 Cash and cash equivalents

Cash and cash equivalents include cash on hand and in banks, and all highly liquid deposits and securities with original maturities of three
months or less, and exclude all overdrafts. These financial assets are exposed to credit risks, for which see more details in Note 3.1.2. No
impairment had to be recognized for any of these balances in the reported years.

At December 31,
In HUF millions 2008 2009

Cash on hand 112 175
Cash in bank (demand deposits) 11,088 7,396
Bank deposits with original maturities within 3 months 55,480 26,699

66,680 34,270

Cash and cash equivalents by country of location At December 31,
In HUF millions 2008 2009

Hungary 38,257 12,302
Macedonia 22,308 20,313
Montenegro 4,699 986
Other countries 1,416 669
Group 66,680 34,270

7 Trade and other receivables

7.1 Trade and other receivables � carrying amounts

At December 31,
In HUF millions 2008 2009

Trade receivables from third parties 87,092 95,032
Trade receivables from Deutsche Telekom Group companies 5,903 5,492
Trade receivables from associates and joint ventures 206 �
Total trade receivables (b) 93,201 100,524

Prepayments and advance payments 6,902 4,998
Advance dividend paid to Non-controlling interests (a) � 3,166
Other taxes receivable 744 358
Other 1,048 1,307
Total other receivables 8,694 9,829
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101,895 110,353

(a) Advance dividend paid to Non-controlling interests

This item includes the advance dividend paid by Crnogorski Telekom to its minority shareholders during the year, as approved by an
Extraordinary General Meeting. There are legal uncertainties around the status of an advance dividend paid in Montenegro, therefore, we
disclose these amounts paid as an advance as we would have the rights to reclaim these payments should the General Meeting of Crnogorski
Telekom decide on a lower final dividend to be declared or use this payment to offset the final dividend liability to be approved by the Annual
General Meeting of Crnogorski Telekom closing the 2009 financial year in 2010.
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(b) Age profile of Trade receivables

The following tables show the age profile of the Group�s trade receivables by reportable segment by days outstanding (past due). The carrying
amounts of past due receivables are shown net of impairment losses charged as of the financial statement dates.

of which past due by

In HUF
millions

Carrying
amount as
of Dec 31,

2009

of which
not past

due

less
than
30

days
30 � 60
days

61 � 90
days

91 � 180
days

181 � 360
days

over
360
days

CBU 38,133 27,952 5,393 1,221 542 950 1,071 1,004
BBU 27,221 22,753 2,428 756 315 533 375 61
Headquarters 15,554 12,432 2,858 221 2 � � 41
Macedonia 12,061 8,699 2,073 496 124 446 162 61
Montenegro 4,763 3,263 644 224 143 255 183 51
Technology 859 816 24 2 3 12 2 �
All others 1,933 1,534 260 80 4 38 17 �
Total 100,524 77,449 13,680 3,000 1,133 2,234 1,810 1,218

of which past due by

In HUF
millions

Carrying
amount as
of Dec 31,

2008

of which
not past

due

less
than
30

days
30 � 60
days

61 � 90
days

91 � 180
days

181 � 360
days

over
360
days

CBU 31,923 22,620 5,873 947 498 859 876 250
BBU 25,740 21,134 3,107 559 308 422 153 57
Headquarters 15,422 11,845 2,262 487 374 251 179 24
Macedonia 12,017 9,402 1,397 447 177 351 188 55
Montenegro 5,853 3,813 1,243 244 156 247 75 75
Technology 843 733 105 2 1 � 2 �
All others 1,403 1,003 160 102 9 80 12 37
Total 93,201 70,550 14,147 2,788 1,523 2,210 1,485 498

The vast majority of past due trade receivables are partly or fully impaired depending on the period of delay of payments. Only insignificant
amounts of past due trade receivables are not impaired based on past experience of payment behavior of certain business customers. As these
amounts are not significant, these are not disclosed separately.

Non past due receivables are not assessed collectively for impairment, but in case of bankruptcy of the customer non past due receivables may
have to be partly or fully impaired, the amount of which is not significant, therefore, not disclosed separately. The non past due trade receivables
represent approximately 1.4 months of revenue. As disclosed in Note 3.1.2, the annual bad debt expense of the Group is approximately 1.4
percent of the annual revenue, therefore, we can estimate that approximately 1-2 percent of the non past due portion of trade receivables will not
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be collected, i.e. will have to be impaired in future periods, but are not impaired at the end of the reporting period.

The Group has no collaterals related to its trade receivables.
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7.2 Impairment losses of financial assets

Impairment losses are recognized for Trade and other receivables from third parties and one finance lease receivable in 2007. The table below
shows the impairment loss and changes therein for 2008 and 2009.

At December 31,
In HUF millions 2008 2009

Impairment loss, beginning of period 30,263 26,312
Charged to expense - net (included in Other operating expenses) 4,353 9,072
Translation difference 592 404
Utilized (8,896) (6,123)
Impairment loss, end of period 26,312 29,665

The closing balance as at December 31, 2007 included the impairment charged for a finance lease receivable (disclosed in Note 8) in an amount
of HUF 1,500 million. This impairment loss was reversed in 2008 as the negotiations with the customer resulted in an agreed schedule of the
termination of the contract and the recovery of the finance lease receivable was ensured. The reversal was recognized as a reduction to the Bad
debt expense in 2008.

The carrying amount of financial assets that would otherwise be past due or impaired whose terms have been renegotiated is not material
therefore no separate disclosure is provided on those.

The amount of receivables that are individually determined to be impaired is not material, therefore, these are not disclosed separately.

The table below includes the impairment losses and the changes therein in 2009 for the reportable segments of the Group.

Impairment losses by
segment
(in HUF millions)

At
December
31, 2008

Charged
to

expense
Translation
difference Utilized

At
December
31, 2009

Macedonia 8,858 910 240 (693) 9,315
CBU 8,454 5,244 � (2,558) 11,140
Montenegro 5,188 453 161 (1,836) 3,966
BBU 2,464 1,000 � (661) 2,803
Headquarters 1,160 1,324 2 (283) 2,203
Technology 17 69 � � 86
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All others 171 72 1 (92) 152
Group 26,312 9,072 404 (6,123) 29,665
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8 Other financial assets

Other financial assets include receivables due within 12 months from the financial statement date (current) and due after 12 months from the
financial statement date (non current). These financial assets are exposed to credit risks, for which see more details in Note 3.1.2. Other than a
finance lease receivable (Note 7.2) none of these financial assets had to be impaired in any of the reported years.

8.1 Other current financial assets

At December 31,
In HUF millions 2008 2009

Bank deposits with original maturities over 3 months (a) 59,300 50,660
Finance lease receivable (b) 3,718 3,797
Loans and receivables from employees (c) 798 419
RDC receivable (d) 189 193
Derivative financial instruments contracted with related parties (e) � 662
Derivative financial instruments contracted with third parties (f) 1,011 623
Dividend receivable from joint ventures (g) 2,033 �
Loans to Deutsche Telekom Group companies (h) � 29,587
Other 1,449 1,670

68,498 87,611

(a) The table below shows the Bank deposits with original maturities over 3 months by countries.

At December 31,
In HUF millions 2008 2009

Macedonia 42,809 38,418
Montenegro 16,455 12,242
Hungary 36 �

59,300 50,660

8.2 Other non current financial assets

At December 31,
In HUF millions 2008 2009
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Finance lease receivable (b) 19,364 19,734
Loans and receivables from employees (c) 4,018 4,492
RDC receivable (d) 763 646
Trade receivables over one year (i) 414 1,487
Financial assets available for sale (j) 282 276
Other 1,253 1,047

26,094 27,682

(b) See Note 32.3 for more information on Finance lease receivable.

(c) Loans and receivables from employees primarily represent the housing loans provided to the employees of the Group. There are no past
due employee receivables, and the loans are pledged with mortgage.

(d) RDC receivable represents Crnogorski Telekom�s receivable from the Government of Montenegro originating from the Share Transfer
Agreement on the sale of ownership in the Radio Difuzni Centar (RDC) entered into in 2004.

(e) Derivative financial instruments contracted with related parties include the fair value of open currency
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forwards and cross-currency interest rate swaps.

(f) Derivative financial instruments contracted with third parties include the fair value of open currency forwards and cross-currency interest
rate swaps.

(g) Dividend receivable from joint ventures as of December 31, 2008 included the amount of dividend due from ITMH, which was fully paid
in 2009.

(h) Loans to Deutsche Telekom Group companies represent the short-term loans given to DT AG and the related accrued interest receivables.
The balance as at December 31, 2009 includes two HUF denominated deposits placed with DT AG in December 2009, both maturing in
January 2010, and the accumulated interest receivable up to December 31, 2009. These deposits were made to fund the repayments of the loans
payable to DT Group falling due in January 2010 (Note 16).The interest rate on the HUF 20,000 million deposit is a fixed 6.6%, while the
interest rate on the HUF 9,500 million deposit is a fixed 6.4%. The remaining HUF 87 million is the accrued interest as of December 31, 2009.

(i) Trade receivables over one year includes receivables from customers paying over 1-2 years in installments for telecommunications
equipment sold, as well as installment payments on software and hardware implementation services.

(j) Financial assets available for sale include insignificant investments in equity securities.

9 Income tax

9.1 Current income tax receivable and payable

Current income tax receivable and payable in the Statement of financial position represent the amount of corporate and other income taxes
receivable from, and payable to, the tax authorities of the countries in which the Group operates.

9.2 Income tax expense
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The table below shows the tax expenses charged in the 3-year period presented in the Profit for the year.

For the year ended December 31,
In HUF millions 2007 2008 2009

Corporate income tax 7,795 9,941 5,914
Other income taxes 9,321 9,462 7,929
Deferred income taxes 9,105 8,295 7,115
Total income tax expense 26,221 27,698 20,958

F-67

Edgar Filing: Magyar Telekom Plc. - Form 6-K

131



MAGYAR TELEKOM

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

9.3 Tax rate reconciliation

The reconciliation between the reported income tax expense and the theoretical amount arising by applying the statutory income tax rates is as
follows:

For the year ended December 31,
In HUF millions 2007 2008 2009

IFRS profit before income tax 99,277 133,291 114,211

Tax at 16% (15,884) (21,327) (18,274)
Impact of different tax rates (a) (4,088) (1,512) 3,730
Tax on items not subject to tax (b) 1,650 2,278 1,807
Tax on non deductible items (c) (1,107) (2,134) (1,251)
Other income taxes (d) (9,321) (9,462) (7,929)
Impact of tax deductibility of other income taxes (e) 2,873 2,883 2,559
Withholding tax (f) (1,684) (1,111) (1,128)
(De)/recognized deferred tax on tax losses (g) 73 1,436 �
Broadband tax credit accretion (h) 1,267 1,251 1,476
Changes in the Macedonian tax regime (i) � � 417
Change in tax rate (j) � � (2,365)
Income tax expense (26,221) (27,698) (20,958)

Effective tax rate 26.4% 20.8% 18.4%

(a)           Impact of different tax rates

The corporate tax rate in Hungary was 16% in the reported periods. As of September 1, 2006 a so called Solidarity tax was introduced in
Hungary, which is an extra 4% tax on a base very similar to the corporate tax base, therefore included in the corporate tax expense, with fewer
adjusting items from accounting profit before tax to arrive at the tax base. The tax rate reconciliation for all 3 years includes 16%, while the
difference arising due to the introduction of the Solidarity tax is included in this line of the reconciliation.

This line of the reconciliation also includes the tax impacts of the different tax rates of the foreign countries where the Group is also present
through its subsidiaries.

The Group is also present in foreign countries where the tax rate is generally lower than in Hungary. The tax rate in Macedonia was 12% in
2007, 10% in 2008 and 0% in 2009 in respect of the undistributed profit before tax. Deferred tax balances have been recalculated before 2007
when the decrease was enacted in advance and also in 2009 when new changes regarding the year 2009 were enacted. The corporate tax rate is
9% in Montenegro, 16% in Romania, 10% in Bulgaria, and 25% in the Ukraine in all the reported years.

Edgar Filing: Magyar Telekom Plc. - Form 6-K

132



(b)           Tax on items not subject to tax

Items not subject to income tax consist primarily of donation for non-profit organizations and R&D cost deductible from corporate income tax
base, as well as the Share of associates� and joint ventures� profits or losses as it is included net of tax in the Profit before income tax. This line of
the reconciliation includes the tax impact of the above items.

(c)           Tax on non deductible items

This line of the reconciliation shows the tax impact of the non deductible expenses, including premature receivable write-downs, certain
impairment losses and entertainment expenses.
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(d)           Other income taxes

Other income taxes include certain local and central taxes levied in Hungary on the companies� net margins, determined at a substantially higher
level than the corporate tax base, but with substantially lower tax rates. As the first line of the reconciliation calculates theoretical tax expense
calculated using the corporate tax rate, the Hungarian local business tax and the innovation fee impose additional income tax expenses for the
Hungarian entities of the Group, included in this line of the reconciliation.

(e)           Deductibility of other income taxes from the corporate tax base

The above described Hungarian other income taxes are deductible expenses for corporate tax purposes. In addition, 100% of the local business
tax paid was deductible further from the corporate tax base in the presented three years.

(f)            Withholding tax

Macedonia and Montenegro levy a 5% withholding tax on dividend distribution to Hungary. The reconciliation includes the amount of deferred
tax calculated and recognized on the undistributed profits of these subsidiaries that are expected to be subject to withholding tax in case of
dividend distributions.

(g)           (De)/recognized deferred tax on tax losses

Deferred tax asset is recognized on tax losses only to the extent that the realization of the related tax benefit is probable. Deferred tax assets on
tax losses that will probably not be recovered are un/de-recognized. On the other hand, when the recoverability of the previously
un/derecognized tax losses becomes probable, these deferred tax assets are recognized.

(h)           Broadband investment tax credit accretion

Broadband investment tax credit accretion shows the increase of the net present value of the investment tax credit deriving from the utilization of
the tax credits in year(s) following the year of recognition.
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(i)            Changes in the Macedonian tax regime

Due to the changes in the Macedonian corporate tax law we reversed the year-end 2008 deferred tax liability of our Macedonian subsidiaries,
and further no deferred tax liability is accounted for during 2009.

(j)            Change in tax rate

The new tax law enacted in Hungary in 2009 eliminated the solidarity tax of 4% introduced in 2006 and at the same time increased the corporate
income tax rate to 19% as of January 1, 2010. Deferred tax balances have been recalculated accordingly, the impact of which is included in this
line of the reconciliation.
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9.4 Deferred taxes

Magyar Telekom�s deferred tax balances are as follows:

In HUF millions

Balance at
Dec. 31,

2007
Effect on

profit
Other

movements

Balance at
Dec. 31,

2008
Effect on

profit
Other

movements

Balance at
Dec. 31,

2009
Deferred tax assets and (liabilities)

Investment tax credits 13,588 1,873 350 15,811 547 428 16,786
Net operating loss carry-forward 541 741 � 1,282 507 � 1,789
Investments in subsidiaries (1,413) (12) � (1,425) 99 � (1,326)
Withholding tax (3,640) 402 � (3,238) 139 � (3,099)
Other financial assets (8) (208) 35 (181) 529 � 348
Impairment of receivables, inventory 2,562 (1,604) � 958 1,105 � 2,063
Property, plant and equipment and
intangible assets (9,471) (9,464) (143) (19,078) (8,080) (536) (27,694)
Goodwill (7,091) (1,198) � (8,289) (1,563) � (9,852)

Trade and other payables (418) 546 � 128 (8) � 120
Loans and other borrowings 123 439 � 562 (205) � 357
Deferred revenue 293 531 � 824 (954) � (130)
Provisions for liabilities and charges 3,506 (341) � 3,165 769 � 3,934
Total net deferred tax asset / (liability) (1,428) (8,295) 242 (9,481) (7,115) (108) (16,704)

Of which deferred tax liability after
netting (2,714) (11,071) (18,594)
Of which deferred tax asset after netting 1,286 1,590 1,890

Items included in other movements

Investment tax credit recognized against
cost of PPE 350 428
AFS financial assets � valuation
differences recognized in equity 35 �
Currency translation adjustment arising
on consolidation (112) (38)
Arising on business combinations (31) (498)

242 (108)

The Group consists of a number of legal entities, most of which have deferred tax assets and liabilities. The assets and liabilities are netted by
legal entity so that one legal entity has either a deferred tax asset or a liability and the consolidated Statement of financial position includes these
items accordingly.
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The Group�s net deferred tax liability balance is HUF 16,704 million which includes a high amount of individual deferred tax asset and liability
items (see in the above table). Of these items, approximately HUF 6,428 million net deferred tax is expected to reverse in 2010 (deferred tax
asset of HUF 6,653 million and deferred tax liability of HUF 225 million). The above items exclude deferred tax items expected to arise in 2010.

Deferred tax arising on investment tax credits are recognized against the cost of the related investment.

Deferred tax arising on the revaluation of available-for-sale financial assets recognized in Other comprehensive income is also recognized in
Other comprehensive income.

Temporary differences associated with investments in subsidiaries for which deferred tax liabilities or assets have not been recognized amounted
to a net liability of HUF 8,716 million at December 31, 2009 (2008: net liability of HUF 3,211 million).

F-70

Edgar Filing: Magyar Telekom Plc. - Form 6-K

137



MAGYAR TELEKOM

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

If the Group�s Macedonian subsidiaries distributed all their distributable reserves in the form of a dividend, the Group would have to pay HUF
2,191 million withholding tax, and deferred tax liability in the same amount is recognized as at December 31, 2009. If the Group�s Montenegrin
subsidiary distributed all its distributable reserves in the form of a dividend, the Group would have to pay HUF 908 million withholding tax, and
deferred tax liability in the same amount is recognized as at December 31, 2009. As the Group can control the timing and the form of the
dividends, deferred tax liabilities have only been recognized to the extent of the planned dividend distributions of the subsidiaries� retained
earnings (undistributed results of 2007 - 2009) in the foreseeable future.

Deferred tax assets are recognized for tax loss carry forwards only to the extent that realization of the related tax benefit is probable. There is no
tax loss expiring in 2010 for which a deferred tax asset has been recognized. As of December 31, 2009, the balance of recognized tax losses is
HUF 10,702 million of which HUF 9,475 million is not subject to statutory limitations (2008: HUF 9,978 million of which HUF 8,088 million
was not subject to statutory limitations). For tax losses in an amount of HUF 1,285 million no deferred tax asset was recognized as at
December 31, 2009 (2008: HUF 1,984 million).

9.5 Investment tax credits

In order to increase broadband internet penetration in Hungary, companies investing over HUF 100 million in a year in broadband assets (e.g.
DSL lines, UMTS assets) from 2003 can apply for a corporate tax reduction. The potential reduction of the corporate tax charge is defined as a
percentage of the companies� capital investment in broadband assets. As these investment tax credits are of a government grant nature, Magyar
Telekom recognized the deferred tax asset against the cost of the related investment. If the tax credits are not utilized in the year when earned,
the amount of tax credits carried forward can be utilized at a higher amount as outstanding amounts can be accreted. This accretion is recognized
as an increase in the deferred tax asset against a reduction in the deferred tax expense.

The following table shows the details of the tax credits in HUF millions:

Earned in year

Amount of
qualifying
broadband
investment

Amount of
tax credit

earned

Accretion
recognized in
tax expense to

date
Tax credit

utilized

Tax credit
carried forward
at December 31,

2009

2003 6,194 2,592 1,132 (3,724) �
2004 6,968 3,027 1,517 (1,693) 2,851
2005 13,991 5,765 1,296 (2,203) 4,858
2006 15,184 4,423 1,150 (473) 5,100
2007 11,343 3,036 527 (87) 3,476
2008 2,215 461 40 � 501
2009 � � � � �
Total 55,895 19,304 5,662 (8,180) 16,786

Expires in year 2015 7,709
2016 5,100
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2017 3,476
2018 501

16,786

In order to utilize the tax credits and certain tax deductibility opportunities earned by the Group�s entities, they have to comply with strict
requirements as set out in the relevant tax regulations. Management believes that the Group has complied and will be able to comply with the
requirements to recognize these as deferred tax assets.
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9.6 Tax reviews

The tax authorities may at any time inspect the books and records within five years from the end of the year when tax declarations were
submitted and may impose additional tax assessments with penalties and penalty interest. Management is not aware of any circumstances which
may give rise to a potential material liability in this respect, other than certain minor items already provided for.

9.7 Dividends paid by Magyar Telekom Plc.

The dividends paid and payable by Magyar Telekom Plc. to its owners may be subject to withholding or income taxes of the owners, which do
not have an impact on the amount of the dividend declared or on the Company�s tax expense as these taxes � if any � are levied on the owners.

10 Inventories

At December 31,
In HUF millions 2008 2009

Cables, wires and other materials, work-in-progress and advances 2,964 2,492
Inventory for resale 10,703 7,619
Subtotal 13,667 10,111
Less allowances for obsolete inventory (376) (323)

13,291 9,788

The Inventory for resale balance as at December 31, 2008 included hardware and software assets in an amount of HUF 1,851 million which had
been sold in a finance lease contract to a major business customer in and after 2001, which terminated the contract for the assets and the related
services as of December 31, 2008. In December 2008 the Group concluded a contract for the sale of these assets in a finance lease transaction
effective from January 2009. The Group disclosed these assets as inventory as at December 31, 2008 as the assets were neither leased to the old
customer any more, nor sold to the new customer yet.

11 Non current assets held for sale

Non current assets held for sale include primarily land and buildings identified for sale, which is expected within 12 months, as a result of the
continuing improvement of utilization of properties and headcount reductions. In addition, the December 31, 2009 balance also includes the non
current assets of Orbitel, the Group�s consolidated subsidiary, for which the Company signed a sale-purchase agreement in November 2009.
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12 Property, plant and equipment

In HUF millions

Land and
related
rights Buildings

Telecom.
equipment

Other
equipment Total

At January 1, 2008
Cost 6,687 127,522 1,057,554 98,645 1,290,408
Accumulated depreciation (1,919) (28,497) (644,042) (76,826) (751,284)
Carrying amount 4,768 99,025 413,512 21,819 539,124

Of which held for sale (4,393)
534,731

Carrying amount - January 1, 2008 4,768 99,025 413,512 21,819 539,124
Exchange differences 49 725 2,660 320 3,754
Additions due to business combinations � � 522 � 522
Additions due to asset retirement obligations � 2,303 1,111 � 3,414
Investments 257 6,880 67,337 11,015 85,489
Disposals � (2,683) (867) (416) (3,966)
Depreciation charge � (4,357) (70,588) (7,928) (82,873)
Reclassifications 294 (294) � � �
Carrying amount - December 31, 2008 5,368 101,599 413,687 24,810 545,464

At December 31, 2008
Cost 7,276 133,605 1,109,442 102,775 1,353,098
Accumulated depreciation (1,908) (32,006) (695,755) (77,965) (807,634)
Carrying amount 5,368 101,599 413,687 24,810 545,464

Of which held for sale (1,775)
543,689

Carrying amount - January 1, 2009 5,368 101,599 413,687 24,810 545,464
Exchange differences 29 472 1,760 119
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