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Management Report of Magyar Telekom Plc. for 2011 
 

Introduction 

 
This Business Report covers the analysis of our results as well as all additional information necessary to evaluate our 

operations, including, among others, our outlook with the accompanying risk factors, the introduction of our management, our 
HR and risk management policies, and our R+D activities. The Company’s activities are described in the general information 
section of the notes to the Financial Statement (section 1). 

 
 

1. The Company’s share capital, voting rights and transfer of shares 

 

As of December 31, 2011, the share capital of Magyar Telekom Plc. (the “Company”) was HUF 104,274,254,300, 
consisting of 1,042,742,543 Series “A” ordinary shares. All Series “A” ordinary shares have a nominal value of HUF 100. Rights 
and obligations related to Series “A” ordinary shares is described in detail in the Articles of Association Section 4. Information 
concerning our ownership structure as of December 31, 2011 is described in the following table: 

 
    Percentage ofPercentage ofPercentage ofPercentage of    

ShareholderShareholderShareholderShareholder    Number of sharesNumber of sharesNumber of sharesNumber of shares     share capitalshare capitalshare capitalshare capital    

     

MagyarCom .....................................................................................................................    617,436,759  59.21 

Publicly traded ................................................................................................................    424,914,922  40.75 

Treasury stock  ...............................................................................................................    390,862  0.04 

  1,042,742,543  100.00 

 

1.1. Voting Rights and Voting 

 
Each ordinary share entitles the holder to one vote. Only shareholders or nominees registered in the shareholders' register 

at least two working days prior to the date of the General Meeting may participate at the General meeting with voting right. The 
General Meeting shall adopt its resolutions by a simple majority vote except for resolutions on issues listed in the Articles of 
Associations, which shall require at least a three-quarters majority of the votes cast. There is no limitation on the rights of non-
resident or foreign shareholders to hold or exercise voting rights on the ordinary shares. There is no limitation of voting rights 
for ordinary shares in the Articles of Association. The Company has no shares assigned with special management rights.   
 
1.2. Transfer of Shares 

 

(a) The acquisition and transfer of the dematerialized share shall only be effected through crediting or debiting the 
securities account. The owner of the security – unless the contrary is proved – shall be the person on whose account the 
security is registered. The transfer of registered or Interim Share Certificates shall be effective with respect to the Company 
when the name of the new owner of the shares has been entered in the Shareholders' Register. 

(b) If any request regarding the registration at the registrar is justified by the appropriate documents, the Company shall 
make a prompt entry into the Shareholders’ Register. If the Company establishes that the transfer occurred in violation of the 
Articles, it shall not register such transfer of shares. The Company shall promptly notify the new owner of its reasoned decision 
and the new owner shall have the right to request, within thirty (30) days of the rendering of such decision, the competent court 
to review the decision. 

(c) Those shareholders who wish so, shall not be registered in the Shareholders’ Register in addition to those who obtained 
the shares in violation of laws or these Articles regarding the transfer of shares. 

(d) The registrar, except in case set forth in Section 2.4. (b) and (c) of the Articles of Association, shall not refuse prompt 
registry and shall promptly delete such shareholder who wishes so. 
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(e) If the ownership of the shareholder ceased to exist with the transfer of shares the custodian shall notify the registrar on 
this fact within two working days upon such event. The registrar, based on the notification, shall promptly incorporate such 
changes in the Shareholders’ Register. 

 
The transfer of any Series “A” ordinary shares is not bound to any restriction or attainment of agreement.  
 
 

2. Corporate governance report 

 
Magyar Telekom Plc. is a public limited company listed on the Budapest Stock Exchange. In 2004, the Budapest Stock 

Exchange issued its Corporate Governance Recommendations (the “Recommendations”) containing suggestions related to 
the corporate governance practice of companies listed in the Budapest Stock Exchange, taking account of the most commonly 
used international principles, of experiences gathered in Hungary, and of the characteristics of the Hungarian market as well as 
the Companies Act. The Recommendations were updated in 2007 and 2008. 

 
In line with the current regulations, the Board of Directors and the Supervisory Board of Magyar Telekom Plc. approved the 

Corporate Governance Report of the Company prepared based on the Corporate Governance Recommendations and 
submitted it to the Annual General Meeting. The report – along with other corporate governance related documents - is posted 
on the Corporate Governance section of our website: 

 
http://www.telekom.hu/investor_relations/corporate_governance/corporate_governance_documents 

 
The Corporate Governance Declaration on Compliance with the Corporate Governance Recommendations, and in case of 
specific recommendations the possible deviations and their explanations are included in the report. Points 1, 2, 3, 4 and 5 of 
the above report include the description and operation of the Board of Directors, the Supervisory Board, the relevant 
committees and executive management. Point 6 of the report includes a description of our internal controls and risk 
management procedures, while point 8 of the report describes our disclosure policies and insider trading guidelines. 

 
The General Meeting of the shareholders has the sole right to approve and amend the Articles of Association (section 6.2. 

(a)) unless otherwise provided by law.  
 
The detailed rules on the competencies and operation of the Board of Directors are detailed in 7.4. of our Articles of 

Association and in the Rules of Procedure of the Board of Directors, which are also posted on the Corporate Governance 
section of our website. The rules of competence regarding the capital increase and purchase of treasury shares are detailed in 
Sections 6.2 (b) and (s) as well as 7.4.1 (l) and (m) of our Articles of Association. 

 
2.1. Board of Directors 

 
Under Hungarian laws, the Board of Directors is responsible for all matters relating to the Company’s management and 

course of business not otherwise reserved for the General Meeting or for other corporate bodies by the Articles of Association 
or by the Hungarian laws. The Board of Directors is required to report annually to the shareholders at the General Meeting and 
quarterly to the Supervisory Board on our business administration, state of assets, financial situation and business policy. 

 
Pursuant to our Articles of Association, the Board of Directors consists of a minimum of six and a maximum of eleven 

members elected by the General Meeting of the shareholders for a term of three years. On December 31, 2011, there were nine 
members of the Board of Directors.  

 
Meetings of the Board of Directors are held at least four times a year. Meetings of the Board of Directors require the 

presence of six members for a quorum. Each member has one vote. The Board of Directors passes resolutions by a simple 
majority vote. 
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On December 31, 2011, members of the Board of Directors, their principal occupations and the years of their original 
election were as follows: 

 
NameNameNameName        BornBornBornBorn        Principal OccupationPrincipal OccupationPrincipal OccupationPrincipal Occupation            Member Member Member Member 

sincesincesincesince    
                            

Christopher Mattheisen ................ 1961  Chairman and Chief Executive Officer of Magyar Telekom Plc.   2006 

Dr. Ferri Abolhassan ...................... 1964  Director Production and Member of the Board of Management, 
T-Systems Int. GmbH, Deutsche Telekom AG  

 2010 

Dr. István Földesi............................ 1949  International business consultant  2003 

Dietmar Frings ................................ 1959  Vice President Human Resources Compensation and Benefits 
and Labor Law, Deutsche Telekom AG 

 2010 

Dr. Mihály Gálik .............................. 1946  Professor of the Media, Marketing Communication and 
Telecommunications Department at the Faculty of Business 
Administration of the Corvinus University of Budapest 

 2006 

Thilo Kusch ..................................... 1965  Chief Financial Officer of Magyar Telekom Plc.   2006 

Dr. Klaus Nitschke ......................... 1961  Senior Vice President, Head of the Pay TV activities in Deutsche 
Telekom AG’s European footprint 

 2010 

Frank Odzuck ................................. 1959  Chief Executive Officer of Zwack Unicum Plc.  2006 
Dr. Ralph Rentschler ..................... 1960  Finance Europe, Financial Director Europe, Deutsche Telekom 

AG 
  2003 

 

2.2. Management Committee 

 
Pursuant to the Rules of Procedure of the Board of Directors, the Board of Directors established a Management Committee 

in 2000. The Management Committee carries out its activities based on its Rules of procedures approved by the Board of 
Directors, which is available on the Company’s website.  

 
Members of the Management Committee are elected for an indefinite period.  
 
On December 31, 2011, the Management Committee consisted of nine chief officers of Magyar Telekom. The members 

and the years of their original election were as follows: 
 

NameNameNameName        BornBornBornBorn         Current positionCurrent positionCurrent positionCurrent position     Member sinceMember sinceMember sinceMember since    
       
Christopher Mattheisen  ...................  1961   Chairman and Chief Executive Officer  2006 
Attila Keszég .......................................  1966  Chief Sales and Services Officer  2010 
István Király .........................................  1965  Chief Marketing Officer  2010 
Thilo Kusch .........................................  1965   Chief Financial Officer  2006 
István Maradi ......................................  1964  Chief Technology and IT Officer  2007 
Balázs Máthé ......................................  1968  Chief Legal and Corporate Affairs Officer   2010 
Róbert Pataki ......................................  1971   Chief Strategy and Corporate Development Officer  2009 
Róbert Budafoki .................................  1966  Chief Operating Officer, Business Services Business 

Unit  
 2010 

Éva Somorjai ......................................  1966  Chief Human Resources Officer  2007 
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2.3. Supervisory Board 

 
The Supervisory Board carries out its activities based on Section 8 of the Articles of Association and its Rules of 

Procedures approved by the General Meeting of the shareholders. The Supervisory Board has to examine every important 
report on business policy and every submission made on matters falling into the exclusive competence of the General Meeting. 
The General Meeting may pass resolution on the annual report prepared in accordance with the Act on Accounting and the 
use of the profit after income tax only upon receipt of the written report of the Supervisory Board, whereas the proposal of the 
Board of Directors on the payment of dividends and the Company’s corporate governance report can only be submitted to the 
General Meeting with the prior approval of the Supervisory Board. 

  
Pursuant to the Articles of Association, the Supervisory Board consists of a minimum of three and a maximum of fifteen 

members elected by the General Meeting for a term of three years. The Workers’ Council nominates one third of the 
Supervisory Board members. Meetings of the Supervisory Board have a quorum if two-thirds of the elected members are 
present. 

 
On December 31, 2011, the members of the Supervisory Board, their principal occupation and the years of their original 

election were as follows: 
 

NameNameNameName     BornBornBornBorn         Principal OccuPrincipal OccuPrincipal OccuPrincipal Occupationpationpationpation            Member Member Member Member 
sincesincesincesince    

                            
Dr. László Pap ................................   1943   Budapest University of Technology, Professor   1997 

Dr. János Bitó..................................   1936  Chairman of the Thesis and Final Examination Board at 
Pázmány Péter Catholic University, Information Technology 
Faculty 

 2010 

Attila Bujdosó .................................   1967  President of the Telecommunications Trade Union  2010 

Dr. János Illéssy ..............................   1962  Managing Director, Lebona Kft.  2006 

Dr. Sándor Kerekes .......................   1948  Director of Institute of Environmental Sciences Corvinus 
University Budapest 

 2006 

Konrad Kreuzer ..............................   1948  Chairman of the Board of Directors of E.ON Hungary Zrt.  2006 

Tamás Lichnovszky .......................   1962   Chairman of the Central Workers’ Council  2010 

Martin Meffert .................................   1960  Country manager for Hungary, Head office of  
T-Home, Deutsche Telekom AG 

 2009 

Dr. Károly Salamon ........................   1954   Chairman - Chief Executive Officer of MKB General Insurance 
Zrt. and MKB Life Insurance Zrt. 

  2010 

Zsoltné Varga .................................   1969   Quality Manager, Magyar Telekom Plc.   2008 

György Varju ...................................   1946 
 

 Central Workers’ Council expert 
 

 2005 
 

Dr. Konrad Wetzker………..  1950 
 

 Chairman, Corvinus School of Management  2011 
 

 
The members’ mandate lasts until May 31, 2013. 
 

2.4. Audit Committee 

 
The Audit Committee executes its duties pursuant to the Articles of Association Point 8.7, and its own Rules of Procedures. 

The members of the Audit Committee have been elected from the independent members of the Supervisory Board.  
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On December 31, 2011, the members of the Audit Committee, their principal occupation and the years of their original 
election were as follows:  
 

NameNameNameName     BornBornBornBorn         Principal OccupationPrincipal OccupationPrincipal OccupationPrincipal Occupation            Member Member Member Member 
sincesincesincesince    

                            
Dr. János Illéssy ..............................   1962  Managing Director, Lebona Kft.  2006 

Dr. János Bitó..................................   1936  Chairman of the Thesis and Final Examination Board at 
Pázmány Péter Catholic University, Information Technology 
Faculty 

 2010 

Dr. Sándor Kerekes .......................   1948  Director of Institute of Environmental Sciences Corvinus 
University Budapest 

 2006 

Dr. László Pap ................................   1943   Budapest University of Technology, Professor   1997 

Dr. Károly Salamon ........................   1954   Chairman - Chief Executive Officer of MKB General Insurance 
Zrt. and MKB Life Insurance Zrt. 

  2010 

 

2.5. Remuneration Committee 

 
The Remuneration Committee makes proposals to the Board of Directors with respect to appointment and dismissal, as 

well as remuneration of chief officers, including establishment and assessment of bonus targets. The Remuneration Committee 
meets at least three times a year. 

 
The Remuneration Committee consists of three members. The members are elected by the Board of Directors from its 

members.  
 
On December 31, 2011, the members of the Remuneration Committee, their principal occupation and the years of their 

original election were as follows:  
 

NameNameNameName        Principal OccupationPrincipal OccupationPrincipal OccupationPrincipal Occupation            Member Member Member Member 
sincesincesincesince    

        
Dr. Ralph Rentschler……….. 
 

 Finance Europe, Financial Director Europe, Deutsche Telekom AG         2003 

Dietmar Frings................................   Vice President Human Resources Compensation and Benefits and Labor 
Law, Deutsche Telekom AG 

        2011 

Frank Odzuck.................................   Chief Executive Officer of Zwack Unicum Plc.         2006 
 
 

3. Human policy 

 
In line with Magyar Telekom’s corporate strategy we renewed our HR principles and strategic priorities. In 2011 we 

prepared for a total paradigm change in terms of all HR related activities. A new Human strategy was elaborated that generates 
a complete structural change influencing the Company, the employees and the HR team.  

 
1. Human strategy from the Company’s aspect 
� Efficient company – continuous and proportionate decrease of Total Workforce Management (TWM) cost 
� Competitive company – competitive edge based on human capital through training development and career management 
� Energized company – international, diverse and healthy organization that results success 
 
2. Human strategy from the employees’ aspect 

People development will be carried through enhancing employee experience which is a major element of our strategy. The 
stages of Telekom employment cycle were identified in 2011 and we matched appropriate HR tools with each stage in order to 
develop all of our employees: 
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� Employer brand building – we create a livable and likeable workplace, which is satisfactory for our employees and 
attractive on the labor market. . We are going to be among the “Top 3 Best Employer” and be among the “Top 5 Most 
Desired Employer” in Hungary. 

� Selection – we create a diverse workplace with maintaining the healthy level of internal succession rate and encouraging 
atypical staffing. We also plan to increase the ratio of women in management to 30%. 

� Agreements – we establish transparent, flexible and reliable frameworks of conditions. We maintain a balanced partnership 
with employee representative bodies and identical contracts will be concluded with people in identical employment pools. 

� Orientation – we make our new colleagues real members of the team by sharing our knowledge, culture and experience 
with them. Our Orientation program will be renewed in order to have an informative and efficient event for the new 
employees. We introduce a buddy program to make assimilation into the corporate culture easier. 

� Remuneration – We introduce a transparent, simpler and consistent job grading model, which reflects primarily the 
respective values of jobs, and provides for market comparison, as a basis for a competitive remuneration policy. 

� Training development, organizational development – our qualified employees provide us a competitive edge. Following the 
international best practice we spend two percent of personnel expenditure on training and development. Ten percent of all 
training will be provided from internal resources. 

� Work – life balance – Our energized employees make us successful. We are going to introduce and run a complex stress 
management that helps preserving mental and physical condition of our employees. 

� Fair dismissal – when we dismiss an employee, we do it in a fair manner. We make it clear for employees that retaining 
one’s marketability is one’s own responsibility. 
 
Our Company’s practice is adapted to Hungarian legislative norms. The principles of justice and equal opportunities are 

set out in the basic standards articulated in our Code of Ethics published in 1997, which complies with the S-OX (Sarbanes-
Oxley) act. Alternative forms of employment like telework, part-time work, flex-work, employment of disabled persons provide 
possibilities for the practical implementation of equal opportunities.  

 
3.1. Headcount 

 
We had 6,097 employees as of December 31, 2011. The following table provides information concerning the number of 

full-time employees, including full-time equivalents, of Magyar Telekom Plc. 
 

  At December 31,At December 31,At December 31,At December 31,    

   2009200920092009     2010201020102010     2011201120112011    

                 
Magyar Telekom Plc.  ..................................................................................    6,459  6,076  6,097 
        
 

3.2. Total Workforce Management  

 
From 2009, Magyar Telekom introduced a Total Workforce Management (“TWM”) system. This scheme focuses on the 

total labor cost and not solely on headcount number and employee-related expenses. As a result, it enables us to increase the 
flexibility and efficiency with which all human resource-related expenses are managed, including contracted or temporary 
employees as well as outsourcing and entrepreneurial contracts.  

 
3.3. Workforce Reduction and Redeployment  

 
Centralization, technological improvements and attrition have allowed us to reduce the size of our workforce. While overall 

personnel levels are falling (disregarding the technical effects of acquisitions and Total Workforce Management), the number 
of highly skilled employees is increasing. We plan to further reduce the number of our employees.  
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In order to simplify and streamline its organization, Magyar Telekom has already implemented several integration steps. 
The merger with T-Mobile Hungary in March 2006, the integration of Emitel and the access business area of T-Online into the 
parent company from October 2007 and the integration of T-Kábel from October 2009 enabled the management to eliminate 
overlaps and simplify the processes and the operational structure of the Company. The decision on the change in the 
organizational model was a further step to ensure a more customer-focused approach and a lean management structure. With 
the aim to further improve efficiency and reduce headcount, management started negotiations with the trade unions and 
reached an agreement in October 2011.  

 
According to the terms of the agreement, the Company plans to make 250 employees redundant in 2012. The majority 

have left the Company by the end of 2011. This figure does not include – among others – the employment termination of 
executives and employees retiring. In addition, to achieve further efficiency improvements, the organization will be simplified 
and the number of directors will be cut by 24%. Total severance expenses related to the headcount reduction will be 
approximately HUF 2.6 bn and the majority of these were accounted for in the fourth quarter of 2011. Furthermore due to 
change of the structure of the remuneration system HUF 1.0 bn was accounted. 

 
The agreement with the trade unions also states there will be no general increase in the base salary for employees in 2012. 

However, to meet the Government’s expectation to compensate employees with below average wages for adverse tax law 
changes, benefits in kind will be increased for effected employees. These additional employee benefits will be cut at 
managerial positions. 

 
These efficiency improvement measures are necessary steps to mitigate the negative trends in the telecommunications 

industry being faced by Magyar Telekom. Increasing competition in all segments and a tougher regulatory (roaming regulation 
and reducing termination fees) and macroeconomic environment will put pressure on our performance in coming years. 

 
3.4. Employee Representation and Labor Relations 

 
Magyar Telekom Plc. has entered into a collective bargaining agreement with the Hungarian telecommunications trade 

unions (Távközlési Szakszervezet, “TÁVSZAK” and Magyar Távközlési Ágazati Szakszevezet, “MATÁSZ”). The agreement, 
which can be terminated by either party with three months' notice, applies to all Magyar Telekom Plc. employees except the 
CEO, regardless of their union membership status. Wage terms in the agreement must be renegotiated annually. Under the 
agreement, employees are generally entitled to prior notice before termination. Furthermore, employees are entitled to a 
specific amount of severance pay, which depends on the tenure of the employee. Employees are also entitled to welfare 
benefits as discussed below. 

 
In addition to the collective bargaining agreement, our employees are generally covered by the Hungarian Labor Code, 

Law XXII of 1992, as amended, which imposes various restrictions on the involuntary termination of employment. The 
Hungarian Labor Code protects employee interests through two different labor organizations: the Trade Union and the 
Workers’ Council.  

 
The Trade Union, as the official representative of employee interests in negotiations relating to the terms of employment, 

has the right to be informed of all corporate measures that may significantly affect the interests of employees and to commence 
legal action against us for employment-related conduct that infringes an employment rule. In addition, the Workers’ Council 
directly represents employee interests in dealings with management and decides jointly with management on matters involving 
employee welfare funds and institutions. The Workers’ Council must be informed semi-annually on issues affecting our 
economic performance and changes in wages, employment conditions and working hours. The Workers’ Council must also be 
consulted on corporate measures affecting employees. 

 
Under the Act IV of 2006 on Business Associations (the “Companies Act”), employee representatives on the Supervisory 

Board are nominated by the Workers’ Council in cooperation with the Trade Union. The composition of the Supervisory Board 
is approved by the AGM. At least one third of the members of the Supervisory Board must be employee representatives. On 
December 31, 2011, three members of the Supervisory Board were employee representatives. These members were Tamás 
Lichnovszky, Zsoltné Varga and György Varju. 
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We believe that our relations with our employees are good. We have not experienced any labor strikes or disruptions since 
our formation. 

 
3.5. Pensions and Benefit Programs 

 
Magyar Telekom’s welfare and social benefits constitute an exceedingly wide-ranging pool. A part of them is granted to 

every employee, while others are available on certain conditions or are of an insurance nature, the basis of which is the 
employees’ collective contribution. The way social benefits and discretionary benefits are granted is set out in the Collective 
Agreement and related regulations.  

 
We provide employees with discounted telephone services, subsidized meals, interest-free loans to purchase real estate 

(such loans are not offered or extended to the Company's executive officers and directors), discount holiday facilities and other 
fringe benefits. In addition to our statutory contributions to governmental health, retirement and unemployment schemes, we 
contribute to the employees' voluntary pension fund and supplementary benefits fund, which provide private pension and 
health insurance benefits supplementing government pension and health benefits. We do not, however, guarantee payment by 
the benefits fund to its members. At the end of 2011, approximately 79% of all employees participated in the pension plan, 
53% in the self-help plans and 80% in the health fund.  

 
 

4. Compensation of Directors, Officers and Employees 

 
At December 31, 2011, the aggregate compensation of the members of the Board of Directors in their capacity as Board 

members was HUF 14.0 million. 
 
At December 31, 2011, the aggregate compensation of the members of the Supervisory Board in their capacity as 

Supervisory Board members was HUF 55.5 million. 
 
At December 31, 2011, the aggregate compensation of the members of the Management Committee (“MC”) was HUF 

1,064 million. 
 
Currently two of the MC members have an employment contract for a fixed duration. Pursuant to Hungarian legislation, if 

an employment contract is terminated before the end of its term, the average compensation received by the employee prior to 
such termination is payable for the remaining period up to 12 months. In case an employment contract for an undetermined 
duration is terminated, the notice period is normally six months, and severance is between 10 and 16 months.  

 
In addition to the above, the affected persons are bound by the non-compete clause, under which the employee is barred 

from entering into employment with any Hungarian or international competitor of Magyar Telekom and is required to refrain 
from providing direct or indirect services or activities of any kind to such companies for a definite period (not longer than one 
year) upon termination of his/her employment. Furthermore, such employee is barred from any action aimed to recruit 
employees of Magyar Telekom for any other company. This limitation entails certain compensation which is proportional with 
the above obligation. If the employee is in breach of the agreement, he/she will reimburse the net amount of compensation to 
the employer. In addition, the employee will be liable for a payment of compensation to the employer. 

 
The MC members from foreign countries may be entitled to housing subsidies.  
 
In line with the Company’s remuneration guidelines, the Company provides contribution-based personal pension scheme 

and personal insurance scheme on behalf of the MC members. In addition, the MC members are entitled to the use of 
company cars. 
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4.1. Mid Term Incentive Plan (MTIP) 

 
In 2004 Magyar Telekom launched a Mid Term Incentive Plan (MTIP) for its top and senior management, whereby the 

targets to be achieved are based on the performance of the Magyar Telekom share. The MTIP is a cash settled long term 
incentive instrument which was planned to cover five years, with a new package being launched in each year, and with each 
tranche lasting for three years. In 2009, 2010 and 2011, Magyar Telekom decided to prolong the original program by one 
additional year respectively, with the same concept. At the beginning of the plan each participant has an offered bonus. This 
bonus will be paid out at the end of the plan, depending on the achievement of the two fixed targets, an absolute Magyar 
Telekom share specific and a relative Index target. Depending on the achievement of the targets, 0%, 50% or 100% of the 
bonus is paid if neither, one or both of the targets are met, respectively. 

 
The relative performance target is linked to the Total Return of the Magyar Telekom share compared to the performance of 

the Dow Jones Euro STOXX Total Return Index during the vesting period, each at the last 20 trading days. Measurement is the 
un-weighted average Magyar Telekom share price plus dividend payments. The absolute performance target is achieved when 
the Magyar Telekom share price, adjusted for dividends paid during the tenure, is more than 35% higher at the end of the 
lock–up period than at the beginning of the plan. The basis of the calculation is the un-weighted average closing price of the 
Magyar Telekom share at the Budapest Stock Exchange during the last 20 trading days before the beginning and the end of 
the plan.  

 
The share price calculated according to the above are included in the table below. When determining the Company’s 

liability, these target figures are weighted with the fair value factors of achieving these targets. The fair value factors are 
calculated using the Monte Carlo technique. The target figures are multiplied by the relevant fair value factors and these 
amounts are then accrued for the given tranche period. This technique aims to determine the fair values of the share options 
granted and present it in accordance with the accruals concept. 

 

TrancheTrancheTrancheTranche        Vesting periodVesting periodVesting periodVesting period        
MT Share priceMT Share priceMT Share priceMT Share price    

at the beginning of the at the beginning of the at the beginning of the at the beginning of the 
vesting periodvesting periodvesting periodvesting period    

    FulfillmentFulfillmentFulfillmentFulfillment    

       
2008  January 1, 2008 – December 31, 2010  912  Only relative target met 
2009  January 1, 2009 – December 31, 2011  561  Only relative target met 
2010  January 1, 2010 – December 31, 2012  725  - 
2011  January 1, 2011 – December 31, 2013  524  - 

 
4.2. Matching Share Plan of Magyar Telekom  

 
In December 2011 the Board of Directors approved the implementation of the revolving Matching Share Plan of Magyar 

Telekom. The program is implemented for the CEO of Magyar Telekom starting in 2012. In order to ensure the long-term 
incentive effect and orientation toward the sustained development of the Company, an amount of minimum 10% of the gross 
annual variable bonus is to be invested in shares of Magyar Telekom. The investment must be made from the net payout. The 
CEO has the option of voluntary increase to a maximum of 33.3% of his bonus. These shares are to be held for a period of at 
least 4 years (lock-up period). After the lock-up period of 4 years has passed, one additional share („matching share“) will be 
granted for every share acquired as part of the aforementioned personal investment. The program is planned to be revolving in 
5 consecutive years starting in 2012. As the vesting period of the program starts with the first purchase of shares by the CEO in 
2012, no expenses have been recognized for the program in 2011. 

 
 

5. Research and development 

 
In 2011 Magyar Telekom continued to strengthen the alignment of its innovation processes with the corporate strategy 

under the governance of the Innovation and Corporate Development Directorate. The cross-functional R&D Committee devised 
the R&D priorities based on the Company’s Strategy. The R&D Committee assesses and approves the research topics 
proposed by the business units according to this priority set.  
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The R&D Committee convenes regularly in order to discuss and decide on the approval of individual R&D proposals, 
initiated and executed within a project framework by the respective business units. During 2011, the R&D Committee reviewed 
more than 100 proposals, out of which 55 have been approved, accounting for a total investment of HUF 512 million (including 
HUF 470 million reflected as operating expenses and HUF 42 million reflected as employee-related expenses).  

 
The Company leverages the synergy effect of external and internal knowledge base by collaborating to well known 

innovation centers both within Hungary and abroad. Our main partners are the well known Hungarian Universities (Budapest 
University of Technology and Economics, Corvinus University of Budapest, University of Szeged) and the Hungarian Academy 
of Sciences. 

 
Magyar Telekom has also participated in several international R&D projects, for example: 

� the NAPA-WINE project,  which started in 2008 and finished in 2011, supported by the European Union (FP7: Seventh 
Framework Program) together with established universities (e.g., Politecnico di Torino, Budapest University of Technology 
and Economics) and other significant telecommunications companies (e.g. France Telecom, Telekom Polska). 

� The Optical Access Seamless Evolution which started in 2010 and will end in 2012 as a collaboration between major 
telecommunication operators, technology providers and universities from Europe supported also by the European Union 
(FP7: Seventh Framework Program). 
 
 

6. Real estate, sites of operation 

 
We have one of the largest real estate holdings in Hungary. We use substantially all of these properties for 

telecommunications installations, offices, warehouses, garages and shops. Our equipment and machinery primarily consist of 
switches, communication towers and other telecommunications equipment. 

 
� The registered office of the Company: 

1013 Budapest, Krisztina krt. 55. 
 

� Sites of the Company: 
1117 Budapest, Gábor Dénes u. 2. 
1107 Budapest, Bihari u.6. 
1117 Budapest, Magyar tudósok krt.9. 
1073 Budapest, Dob u. 76-78. 
1051 Budapest, Petıfi Sándor u. 17-19. 
1117 Budapest, Kaposvár u. 5-7 
1117 Budapest, Budafoki u. 103-107 
1107 Budapest, Száva u. 3-5. 
1077 Budapest, Kéthly Anna tér 1. 
1117 Budapest, Szerémi út 4. 

 
� Branch Offices of the Company: 

4026 Debrecen, Bethlen u. 1. 
3525 Miskolc, Régiposta u. 9. 
9400 Sopron, Széchenyi tér 7-10. 
7601 Pécs, Rákóczi út 19. 
8174 Balatonkenese, Parti sétány 51. 
6722 Szeged, Tisza Lajos krt. 41. 
5600 Békéscsaba, Andrássy u. 44. 
6723 Szeged, Etelka sor 1. 
6721 Szeged, Csongrádi sgt. 12. 
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The number of sites used by Magyar Telekom Plc. is approximately 2,500, out of which approximately 22% are owned by 
the Company, 40% jointly owned and 38% leased. These figures include the sites used for telecommunications towers and 
antennas, but do not include the number of base stations. We have 3,522 base stations, of which five percent is owned by 
Magyar Telekom Plc. and 95% is leased from other telecommunications operators or other third parties. 

 
The total area of properties used by Magyar Telekom Plc. as of December 31, 2011 was 576,154 m2. The majority of sites 

used in our operations are smaller than 100 m2. The largest site is our headquarters building located at Krisztina krt. 55. in 
Budapest, with floor space of over 30,000 m2. In order to increase the utilization of real estates and increase efficiency, we sell 
or rent our surplus properties. 

 
 

7. Environment protection, sustainability 

 

7.1. Sustainability strategy 

 

7.1.1 Sustainability strategy 2008-2010 

 
The Company’s 3-year sustainability strategy was closed last year. The key strategic objective of 2008-2010 was: ‘While 

maintaining its position, Magyar Telekom’s leading sustainability role should become clear and visible for employees and 
customers’. This was implemented alongside the following key challenges: 
� Corporate governance and risk management: Magyar Telekom strives to maintain transparent and accountable operations, 

while ensuring compliance, anti-corruption and efficient risk management. Its goals include, for example, the development 
of our compliance system, as well as the improvement of environmental and social performance of our suppliers. 

� Customer relations: The Company aims to increase awareness among its customers about its efforts made in order to 
promote sustainable development. The relevant set of objectives include, among others, popularizing electronic product 
and service order placement solutions, an increasing quality of service provision to customers, as well as familiarizing 
customers with the Company’s sustainability initiatives. 

� Strengthening the communication means available to society: It is important for Magyar Telekom that in addition to 
following technological development trends, the benefits offered by ICT solutions would be available for everyone. The 
Company’s objectives include the continuance and development of its programs aimed at eliminating the digital divide, the 
provision of ICT services of special relevance in the context of sustainability, as well as the communication of the 
sustainability impacts of our products and strengthening our customers’ sense of responsibility. 

� Decreasing the environmental footprint: Telecommunication products and services - while enabling raw material and 
energy savings - also burden the environment. The Company’s aim is to further decrease this burden. The key task is 
fighting climate change: the Company has set the target of decreasing its CO2 emission by 10% by 2011. Magyar Telekom 
also wishes to help customers to decrease their emissions, while it supports them in adapting to the climate change. 

� Human resources management: “Committed, professionals ready to take the initiative are the key success factor to Magyar 
Telekom’s business effectiveness.” (Magyar Telekom’s HR Vision). In this spirit, the Company strives to further develop its 
human capital, attract and retain talent, as well as ensure equal opportunities and promote the establishment of work-life 
balance. 

� Maintaining trust and credibility: In order to maintain social trust, every company must conduct its business transparently 
and upon consideration of all stakeholders’ expectations. In light of this concept, Magyar Telekom’s goal, among others, is 
to further strengthen the protection of children from adult content, as well as to join and to start major sustainability 
initiatives. 
 
We determined 34 tasks as part of the strategy, which we further broke down to sub-tasks. Overall, the tasks were 

implemented with 94% success rate. 
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We measure our sustainability position by the Dow Jones Sustainability Index (DJSI) and by various prizes, while the visibility 
of our leading role is measured by residential and employee surveys. These help establish the following: 
� In the professional evaluation, on the basis of the DJSI (in 2010, 72 points) we earned a position in the top third league 

worldwide and also topped this position with several awards. Besides, in the CSR 24/7 rating we took the first place in 
2009 both in Hungary and in Central Europe. In 2010 we maintained our first place in Hungary, but OMV from Austria was 
better than us in the region. It is also a warning sign that, although we do not know their points, another Hungarian 
company has also made it to the DJSI. 

� Awards in 2011: Green HR Award, CSR 24/7 Rating 1st place, "Business World for the Environment” (HBLF) 2nd place, 
Employee Volunteering Award, CEERIUS sustainability index membership  
The awards we won during the term of the strategy are available on the following website: 
http://www.telekom.hu/society_and_environment/prizes_ratings  

� In the residential survey 6-7% of the respondents name Magyar Telekom and its offered brands as leading sustainability 
company and products, but 90% of the respondents cannot specifically name any company. In the employee survey 18% 
name the Company as leading player, but 60% cannot name any company at all. In view of this, we do not consider this 
part of the main objective implemented. 
 

7.1.2 Trends influencing the new sustainability strategy, adopted in 2011 

 
� Professional evaluation of the previous strategic period  
� The European Union’s ’Europe 2020’ strategy 
� The EU’s 3x20 climate package that lasts until 2020 
� EU recommendation for the ICT sector: 20% CO2 reduction by 2015 
� Corporate trends, e.g. Climate Groups’ 30 percent initiative 
� Deutsche Telekom sustainability requirements 
� Responsible investments and increase of their value 
� Changing customer requirements 
 
7.1.3 Sustainability strategy 2011-2015 

 
Our new Sustainability Strategy, encompassing five years (2011- 2015), has been harmonized with the strategies of other 

corporate divisions. The main objective of the strategy is to make sustainability part of Magyar Telekom’s identity, thus 
providing a competitive edge to the Company in the long run. 

 
We wish to achieve this objective on the basis of our performance demonstrated so far, the responsible investment ratings 

and the principles followed during the last three years, with a more intensive communication of our commitment to our 
stakeholders, new and ambitious goals, adopting best practices, as well as forceful and targeted communication. 

 
The strategy will be implemented through the tasks of 22 topics, along the following key priorities: 

� Brand management: our goal is to raise awareness to the concept of sustainability and to enhance the sustainability 
perception of Magyar Telekom 

� Innovation management: our goal is to increase innovations aimed at society and environment  
� Climate strategy: our goal is to reduce the CO2 emission of the group by 20% by 2015 (base year: 2004) 
� Supplier standards: our goal is to develop a regulated sustainable supplier chain process  
� Effects of telecommunication services: our goal is to increase the ratio of sustainable products and services, and to keep 

our customers informed 
 
Magyar Telekom as the leading info-communication service provider of the region - in harmony with its Mission - is 

committed to the idea of sustainable development and within it to the environmental issues. The Company, realising its role 
and potential in the information society, contributes to the decrease of negative environmental impacts in Hungary by 
performing our activities in a regulated and controlled way, fulfilling the EU requirements and complying with the international 
standards.  The Magyar Telekom's environmental commitment and taken responsibilities are published in the Magyar Telekom 
Environmental Policy (http://www.telekom.hu/static/sw/download/Magyar_Telekom_environmental_policy.pdf), which 
contains obligations for the Company. 
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7.2. Climate protection 

 

� In 2011 Magyar Telekom purchased 34 GWh renewable energy from E.ON, as part of its total energy consumption. In the 
new 5-year strategy, the goal in order to achieve the defined KPI is 46 GWh of green energy. 

� In 2011, two 100% electric cars were purchased; they have been in operation since January 2012 in Magyar Telekom’s 
fleet. One of the vehicles supports the mechanics of the Technical Services Directorate in their work, while the other one is 
available to the employees of Telekom, as a so-called key car. One of the important benefits of electronic cars is that no 
hazardous substances are emitted during their operation (0 g/km emission), and their fuel consumption is also low (electric 
energy equal to 1 – 1.5 liters of gas for 100 kilometers). 

� Besides a five percent reduction of fuel consumption, the Sustainability Strategy for the 2011-2015 period defines two 
basic objectives: by the end of 2015, the average CO2 emission of the vehicles must not exceed 157.7 g/km, and the ratio 
of hybrid and electronic cars among all vehicles of personal use should be increased to 20%. In order to promote the 
achievement of the above objectives, Magyar Telekom issued a regulation and subsidizes the procurement of hybrid 
benefit cars by a special allocated budget and has elaborated a system of incentives (bonus-malus) aimed at encouraging 
people to opt for low-CO2 cars. 

� In order to achieve its climate protection objectives, Magyar Telekom has launched a research and development project on 
its base station located in Iszkahegy, based on the utilization of wind and solar energy. During the project a wind-wheel with 
vertical axis will be mounted on the tower (planned implementation by the end of March 2012), and a solar cell following 
the sun was installed on the roof of the container near the tower. An additional goal is to continuously monitor the green 
power generation results and to analyze the possibility of expansion. 
 

7.3. Voluntary programs 

 
In 2011, the European Year of Volunteering we increased the social sensitivity of our employees by organizing voluntary 

programs. Similarly to previous years, the Jövı/Menı program offered voluntary work opportunities for those interested. The 
objective of the program is to ensure sustainable development for the handicapped small regions (the first location is the 
Mezıcsát small region). The objective of the Digital Bridge in Small Settlements program is to introduce and disseminate the 
achievements and opportunities of information and communications technology in regions where digital divide is present. 
Furthermore, as of 2011 we have encouraged the spreading of corporate volunteering by organizing charity team buildings. 
During the year 389 of our colleagues did 480 working days (3840 working hours) of voluntary work, within the frame of which 
we granted to the society 19.9 million HUF of theoretical voluntary contribution. 

 
7.4. Initiatives concerning stakeholders 

 
� The stakeholders of Magyar Telekom include all those groups, which have an influence on, or hold an interest in the 

implementation of the objectives of the Company. The Company earlier identified its stakeholders through review of its 
management systems and making benchmark studies, and keeps continuous contact with them to ensure that their 
interests are taken into consideration in the course of its operations. Our most important stakeholders are regulators, 
investors, customers, employees, communities, NGOs, suppliers and partners, as well as the future generations. 

� In 2011 we organized the Sustainability Roundtable Discussion for the twelfth time, the objective of which is to have an 
open dialogue for the sake of understanding the demands towards Magyar Telekom, discussing the arising problems, and 
to provide a suitable background for thinking together and co-operating in building a sustainable future. 

� In 2008 our Company founded the DELFIN award, which in Hungarian stands for Award for a Committed, Sustainable, 
Innovative Generation. With the DELFIN award Magyar Telekom wants to promote the idea of a sustainable development 
and recognize efforts made towards this goal. The award is given to suppliers offering outstanding performance in the field 
of sustainability, in four categories: Support of equal opportunity and promotion of non-discrimination inside and outside 
the Company; Innovation realized in the interest of sustainability; Sustainability education and awareness raising; 
Investment and development related to climate protection. The award is given on the basis of applications judged by a 
board of professionals. The fourth award ceremony was held on June 24, 2011, in the Sustainability Roundtable.  
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� The objective of Magyar Telekom’s Digital Bridge in Small Settlements program is to introduce the achievements and 
opportunities of information and communications technology in regions where digital divide is present and may deepen to 
a ravine over time. In 2011 we arranged 8 Digital Bridge events, including 2 Digital Bridge Fests (event including a talent 
seeking contest), and the program was also arranged this year in the Valley of Arts, Kapolcs. Until the end of 2011 we 
organized a total of 159 events. The events in 2011 were visited by about 1000 spectators, and their orientation on the 
worldwide web was helped by 300 Magyar Telekom employees in total.  

� The Egalnet program was launched in 2006. This is an initiative offering support to organizations dealing with handicapped 
groups to create their own websites in a simple and cost-free way. In addition, the program provides the opportunity for the 
organizations to maintain relations among each other and to share their experiences, which may significantly improve the 
efficiency of their operation. Until the end of 2011 73 organizations have joined to the program. 

� The Company further developed its vendor prequalification system, which now ensures registered suppliers to complete 
the sustainability-focused questionnaire, and also its evaluation. The results ensure the identification of risks and the 
possibility of joint improvement with the suppliers. In order to develop a sustainable supplier chain, Magyar Telekom 
continues to treat the regular evaluation of its top suppliers as priority with the help of the detailed supplier self-evaluation 
questionnaire developed by Global e-Sustainability Initiative (“GeSI”), which, in addition to environmental queries, also 
contains questions concerning compliance with human rights, occupational health, security and business ethics 
requirements. So far 38 supplier evaluations have been completed. We ensure compliance with the statutory and 
corporate expectations by including sustainability clauses in the supplier contracts. 

� Since 2008 Magyar Telekom has joined to the world’s largest voluntary environmental campaign, the Earth Hour. In 2011, 
within the frame of the ’hello holnap!’ (meaning ’hello tomorrow’) movement, Magyar Telekom joined to the international 
movement with an event of its own. In the evening, the Company's large flashers, the lights in its T-Pont shops and office 
buildings went off for an hour and, during the day certain environmentally friendly products were available at a 50% 
discount. From 7 p.m. various programs and concerts were offered to the audience in Budapest, in the Millenáris Park to 
increase their awareness of sustainability and climate protection.  

� At the initiative of Magyar Telekom, a Sustainability Media Club has been set up in the framework of the ’hello holnap!’ 
movement, with the participation of leading Hungarian printed, electronic and online media groups. The purpose of the 
Club is to help familiarize with the concept of sustainability, its practical implications and everyday examples by an 
increasingly broader audience in Hungary. In every quarter of the year civil organizations (“NGO”s) may apply for support of 
their own sustainability projects in the topic of definition, importance and goals of sustainable development. Winning 
applications are selected by the members of the Media Club within the frame of a personal meeting, whereas the 
implementation is financed by Magyar Telekom. In 2011 the Media Club also established a Sustainability Press Prize to 
recognize journalists, editors and broadcasters who have contributed most to communicating the topic in the given period 
of time. The one million HUF prize granted by Magyar Telekom is handed over once a year. The first winner was 
announced in September 2011 on the 4th Sustainability Day.  

� On September 24th 2011, the 4th Sustainability Day was organized with the participation of more than 1700 young people, 
who got closer to understanding the concept of sustainability. Professional talks were built on the three pillars of 
sustainability – society, economy and environmental protection – to which volunteering was added as a reference to the 
European Year of Volunteering 2011. In the discussions about poverty, the participants evaluated the possibilities of 
integration and recovery. In relation to the topic of water – in addition to the Danube Strategy – the participants – including 
the ombudsman of future generations, as well as other renowned specialists - discussed the impact of the climate change 
on the water reserves. The role of the ’hello holnap!’ Press Prize was also brought up in the section discussion about press 
communication, where the participants brought the attention to various advertising tricks and pseudo-Hungarian products. 
Besides the professional discussions, visitors had the chance to test drive alternative vehicles, to taste fair trade coffee and 
tea, to watch creative objects made of waste and even to participate in a flashmob. During the intermissions of section 
talks, participants of the festival conference had the chance to have a look on works made for the 4th Sustainability day. 
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7.5. Annual Sustainability Report  

 
One of Magyar Telekom Group's commitments is that it annually publishes a report about its sustainability performance. 

Reports are prepared in accordance with the GRI G3 principles of Global Reporting Initiative (GRI) published in 2006, thus 
meeting the expectation that the reports comply with the principles of transparency and international comparability. Each year 
since 2007 Magyar Telekom achieved the highest compliance in accordance with the international principles, so its 
Sustainability report for the year 2010 continued to apply the principles on A+ level for the fourth time already. In 2011 
independent assurance report with the GRI criteria was completed and certified by PricewaterhouseCoopers in accordance 
with ISAE 3000 international standard. Further details on the sustainability performance of the Company can be found in the 
annual reports available on the site: http://www.telekom.hu/society_and_environment/sustainability_reports. 

 
 

8. Economic environment 

 
The telecommunications industry is undergoing a major change globally. Worldwide trends are driving towards an 

integrated telecommunications, information, media and entertainment market. These trends together with local specifics 
create new set-up in our eco-system both in terms of infrastructure, servicing and new types of business models.  

 
Market delivers moderate growth with strong restructuring between segments that puts pressure on margin levels. We 

expect that the traditional telecommunications market will no longer deliver sizeable revenue growth in Hungary. The fixed 
voice market as a major revenue and profit source is declining; mobile is no longer able to compensate this decline. However, 
we expect that new core segments, especially mobile broadband, broadcasting and IT services will deliver sizable revenue 
growth in the coming years. The fixed market is characterized by 3Play bundles, with TV being a core element of service 
offerings, while the mobile market is driven by fierce competition in broadband and content services. An increasing technology 
platform-based competition can be observed in the domestic market, where our competitors are extensively deploying next-
generation countrywide fixed and mobile networks. The battle for customer contact has pushed prices down. We expect 
continued consolidation in the fixed arena, especially in the cable market. In mobile, new entrants are expected as virtual 
network operators (MVNOs), but also, based on the first instance decision of the National Media and Infocommunications 
Authority in the spectrum auction process, a new infrastructure player, the consortium of Magyar Posta, MFB and Magyar 
Villamos Mővek, is also very likely to enter the market.  

 
Latest macroeconomic forecasts lag significantly behind previous assumptions, especially in terms of consumer 

consumption and public spending. Market development is challenged by significant uncertainties in macroeconomic outlook 
putting further pressure on market players. 

 
The introduction of the tax reform resulted in a rather unfavorable investment climate. The weakness of domestic demand 

entails negative changes in the economic structure and a decline in services. Decrease in corporate tax rate has not yet 
generated an increase in either consumption or investments. The new flat personal income tax rate system increased savings 
at higher income categories. The crisis taxes are impacting telecom operators’ financial stability and investment intensity 
having a negative effect on overall telecom market growth. GDP is expected to reach the pre-crisis level only after 2014. 

 
 

9. The Company’s targets and strategy 

 

9.1. Outlook 

 
We have observed several long-term trends in the telecommunications industry which are changing the structure of the 

Hungarian telecommunications market. These long-term trends include changes in technology (i.e., IP-based broadband 
products and solutions, emerging wireless broadband technologies), customer requirements (i.e., increase in mobile usability 
of content services and terminal devices, 4Play solutions and the growing need for customized content) and competition and 
regulation (i.e., low entry barriers, new business models, convergence in the telecommunications and media broadcast 
industry). 
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To adapt to these changes in the market, we have redefined the focus areas of our corporate strategies to better exploit our 
position as an integrated telecommunications operator with a full range of services, as well as to ensure our long-term 
competitiveness. Our strategies are designed to enable us to exploit and develop our extended customer base, significantly 
improve efficiency and capture growth opportunities. 

 
Magyar Telekom’s current plans and outlook are based on our best knowledge and expected circumstances. 

Nevertheless, we cannot predict the behavior of our competitors. Therefore, a stronger than assumed impact of alternative 
operators, new market entrants and new solutions could result in a negative impact on our business performance. 

 
Each of our business segments is affected by its unique business environment, and we are subject to circumstances and 

events that are unforeseen or beyond our control. The European economy has slowed down and shows signs of recession risk 
in 2012. Major uncertainties surrounding the future of the euro, the debt crisis escalated for several euro-zone members. The 
Hungarian economy impacted heavily by the second wave of the financial crisis. GDP projections for 2012 were reduced 
significantly, analyst and government forecasts indicate GDP growth about half percent in 2012. The unemployment rate 
remains very high, above ten percent, and the volatility of the Hungarian currency is expected to continue. The government 
experienced difficulties to finance the Hungarian budget deficit from the financial markets at the end of 2011. As a result, 
negotiations were reopened with international financial institutions, such as the International Monetary Fund (“IMF”) and the 
European Central Bank (“ECB”) to receive precautionary loan facilities. 

 
In order to balance the government budget, the government implemented several measures to decrease the deficit to 2,5 

percent of GDP in 2012. The most significant of these was the 2 ppt VAT increase, from 25% to 27%. The special 
telecommunications tax, which came into effect in 2010, expected to have a negative impact of more than HUF 24 billion on 
our EBITDA in 2012. Our T-Systems segment was also affected by heavy spending cuts by the government, our largest 
business customer. Despite these measures and a negative business environment, we expect that our core business units will 
be able to continue to generate strong cash flows from the operations, although the special telecommunications tax will impact 
our dividend policy. 

 
We have identified several risk factors which may affect our business in the future including changes in the regulatory 

environment, in competition, and in foreign exchange rates. See the detailed description of these and other risk factors in 
Section 10.2 Risk factors. 

 
9.2. Revenue and EBITDA targets 

 
In 2011 our revenues and underlying EBITDA decreased more moderately than our previous estimates of a 3-5 percent 

and 4-6 percent, respectively. The revenue decline was 2.0 percent and underlying EBITDA was down by 1.3 percent, primarily 
due to our strong focus on cost efficiency. We also over performed our capex plans of a 5 percent decrease and reached a 
saving of 8.7 percent. 

 
For this year, however, expectations for a deteriorating economic environment, recession and declines in disposable 

income are strengthening. In addition, while our initiatives for finding new revenue sources are showing results and we expect 
to stabilise revenues, these new revenues have lower profitability and will dilute our profit margins. Therefore, while we foresee 
revenues to only decline by up to 2%, underlying EBITDA is expected to deteriorate by 4-6% in 2012. CAPEX spending is 
expected to remain on the same level as in 2011 to support our internal efficiency projects and the ongoing network 
modernization. 

 
9.3. Strategy 

 
As a result of our focused strategic efforts, Magyar Telekom has maintained leading positions in its Hungarian fixed line, 

mobile, Internet and ICT businesses in 2011. We successfully improved customer retention and delivered strong volume 
figures. Also, we gradually extended our network and offering capabilities proactively leveraging various partnering models as 
well. We continue our transformation to become the most highly regarded service company in an extended market of 
telecommunications and related industries. 

 
Even with foreseen macroeconomic and market challenges we believe our corporate strategy –FIX, TRANSFORM, 
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INNOVATE– will deliver turnaround in financials and continued stable cash generation in the long run. Our strategy enables us 
to exploit and develop our extended customer base, significantly improve efficiency and capture growth opportunities. The 
strategic objective in the short/mid-term is to fix critical factors within the core business (simplified and focused lean operation, 
lower cost structure, end-to-end responsibilities) and to further strengthen our positions in core connectivity segments (voice, 
broadband, interactive TV), while conscious revenue restructuring efforts secure sustainable revenue mix. Innovation clearly 
supports monetization of our customer contacts and new services. Growth in our new core segments, such as mobile 
broadband, broadcasting and IT services, is expected to gradually compensate for lower revenues from traditional 
telecommunications, while non-core areas, such as energy, e-health, finance and insurance services, support customer 
retention and new revenue streams. 

 
 

10. The Company’s risks and related uncertainties  

 
10.1. Risk management policies 

 
It is our policy that all disclosures made by us to our security holders and the investment community be accurate and 

complete, and fairly present our financial condition and results of operations in all material respects. Such disclosures should 
be made on a timely basis as required by applicable laws, rules and regulations, including by-laws of the Budapest Stock 
Exchange and rules adopted by the U.S. Securities and Exchange Commission (“SEC”). To achieve these objectives, we 
formed the Disclosure Committee and developed and have continuously enhanced our risk management policies. 

 
Our risk management includes identification, assessment and evaluation of risks, development of necessary action plans, 

and monitoring of performance and results. For risk management to be effective, we must ensure that management make 
business decisions with full understanding of all relevant risks. 

 
In 1999, we established a formal risk management system. This system was integrated into the risk management system of 

Deutsche Telekom in 2002. 
 
All risks related to material internal and external operations, financial and legal compliance and certain other risks are 

evaluated and managed by a well-defined internal mechanism. A risk management handbook and internal regulation on risk 
management were published. A risk management course was developed for employees responsible for risk management in all 
organizational areas. Risk items affecting our operations are reviewed quarterly throughout the Company. All of our 
subsidiaries, business units, divisions and entities are obliged to identify and report their operational risks on a quarterly basis. 
After evaluation of these risks, results are reported to our management, to the Board of Directors, to the Audit Committee, to the 
Disclosure Committee and to Deutsche Telekom. 

 
As part of the integration into DT’s risk management process, we enhanced our risk management procedures with a new 

element. For the sake of prompt disclosure of all risk items influencing investors’ decisions, we complemented our quarterly 
risk reporting system with a continuous reporting procedure which requires all of our departments and subsidiaries to report 
on a real-time basis any new material fact, information or risk that comes to their knowledge. Information thus submitted is 
monitored and evaluated by the risk management area and CFO is notified when a new material risk or information is identified. 

 
We established the Disclosure Committee on July 31, 2003. The Disclosure Committee acts both in plenary meetings and 

through its members acting individually. It supports CEO and CFO in fulfilling their responsibility to oversee processes 
designed to ensure accuracy and timeliness of our disclosures. 
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10.2. Risk factors 

 
Our financial condition or results of operations, or the trading prices of our securities, could be materially adversely 

affected by any of these risks. The risks described below are not the only risks we face. Additional risks not currently known to 
us or risks that we currently regard as immaterial also could have a material adverse effect on our financial condition or results 
of operations or the trading prices of our securities.  

 
� Our operations in Hungary are subject to substantial government regulation, which can result in adverse consequences for 

our business and results of operations; 
� We are subject to more intense competition due to the liberalization of the telecommunications sector; 
� We may be unable to adapt to technological changes in the telecommunications market; 
� The future of our current operational model is subject to currently unforeseeable changes in the future business 

environment; 
� Developments in the technology and telecommunications sectors have resulted and may result in impairments in the 

carrying value of certain of our assets; 
� We depend on a limited number of suppliers for equipment and maintenance services; 
� Our business may be adversely affected by actual or perceived health risks associated with mobile communications 

technologies; 
� System failures could result in reduced user traffic and revenue and could harm our reputation; 
� Loss of key personnel could weaken our business; 
� Our share price may be volatile, and your ability to sell our shares may be adversely affected due to the relatively illiquid 

market for our shares and ADSs; 
� Fluctuations in the currency exchange rate could have an adverse effect on our results of operations; 
� We are continuously involved in disputes and litigation with regulators, competitors and other parties. The ultimate 

outcome of such legal proceedings is generally uncertain. The results of those procedures may have a material adverse 
effect on our results of operations and financial condition. 

� The value of our investments, results of operations and financial condition could be adversely affected by economic 
developments in Hungary and other countries.  

� We are subject to unpredictable changes in Hungarian tax regulations. 
 
10.3. Financial risk management 

 
Magyar Telekom is primarily exposed to credit risks related to its financial assets. In addition, the Company is also exposed 

to risks from movements in exchange rates, interest rates that affect the fair value and/or the cashflows 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 Company’s cash flow, 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. 

 
The detailed descriptions of risks, and their mitigation is provided below. 
 

10.3.1 Market risk 

 
Market risk is the risk that the fair value or future cashflows 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. 
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The fundamentals of Magyar Telekom’s financing strategy are established each year by the Board of Directors. The 
Company’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 2010 and 2011 Magyar Telekom fulfilled both criteria. The Company’s Treasury department is 
responsible for implementing the finance policy and for ongoing risk management. The details of foreign exchange, liquidity 
and counterparty risk management guidelines are determined and monitored by the Company Treasurer continuously. 

 
Magyar Telekom is exposed to interest and foreign exchange rate (“FX”) risk associated with its interest bearing assets and 

liabilities and anticipated transactions. As the revenues and expenses 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. 

 
(a)  Foreign currency risk 

Due to the free-float of the HUF introduced in 2008, the Company is exposed to FX risk in case of FX denominated financial 
instruments of the Company 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 completely eliminate FX risk.  

 
The FX exposure of Magyar Telekom is mostly related to  
(i) FX risks arising on loans from DTIF and related swaps with DT AG;  
(ii) FX risks arising on third party loans and related swaps; 
 
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 Company’s foreign currency 
denominated assets (primarily held by the Company’s foreign subsidiaries), however, exceed the Company’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 Company. 

 
In order to reduce the above exposure, Magyar Telekom occasionally enters into derivative contracts. 
 
(b) 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 cashflows 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 cashflow interest rate risk. 

 
(c) Other price risk 

As of December 31, 2011, Magyar Telekom did not hold any material investments, which could be affected by risk 
variables such as stock exchange prices or other indices. 

 
10.3.2 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 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. 

 
According to the Company’s risk management policy Magyar Telekom deposits 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. 

 
Concentrations of credit risk relating to trade receivables are limited due to the large number of customers comprising the 

Company's customer base and their dispersion across many different geographic areas and industries. 
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10.3.3 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 Company Treasury’s management aims at 
maintaining flexibility in funding by keeping committed credit lines available. In addition to the above, DT confirmed its 
readiness to finance Magyar Telekom’s budgeted financing needs until the end of June 2013. 

 
10.3.4 Capital risk management 

 
The Company’s objectives when managing capital are to safeguard the Company’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 Company. This can be 
achieved 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 Company 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. 

 
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. Magyar Telekom 
Plc. is in compliance with this regulation, and no such statutory regulation exists for consolidated equity. 

 
 

11. Analysis of financial results for 2011 

 
Magyar Telekom is Hungary's principal provider of telecom services. It provides a full range of telecommunications and 

infocommunications (ICT) services including fixed line and mobile telephony, data transmission and non-voice as well as IT 
and systems integration services. 

 
Revenues:  Our sales revenues decreased from HUF 458,745 million in 2010 to HUF 451,054 million in 2011 mainly driven 

by lower mobile and fixed line traffic revenues. Lower mobile revenues resulted primarily from significant retail and wholesale 
tariff erosion. The drop in fixed line traffic revenues was mainly related to the continuous decline in the number of revenue 
producing fixed lines and lower traffic due to the unfavorable economic environment and also competition with VoCable and 
VoIP service providers. These decreases were partly offset by the significant revenues generated from the retail energy trade 
business introduced in 2010 as well as higher revenues from TV services in line with enlarged satellite TV and IPTV customer 
base.  

 
Other revenues increased by 53.3% in 2011 as compared to 2010 influenced mainly by higher reversal of provision due to 

increased early retirement pension and severance payment provisions, higher gains from disposal of real estates in 2011, 
higher reversal of previous year’s provision for derivatives and increase in the customer loyalty program reversal. This effect 
was further intensified by higher amounts received for overdue and impaired receivables. 

 
Expenses:  Material-type expenses increased from HUF 231,139 million in 2010 to HUF 235,604 million in 2011 primarily 

due to higher cost of goods sold in line with the dynamic growth in sales of higher category phone sets (smart phones). This 
increase was partly offset by the decrease in costs of services reflecting lower consultancy fees in relation to the investigations, 
drop in expenses of bookkeeping services owing to the effect of insourcing. 
 

Payroll and related expenses remained broadly stable and amounted to HUF 69,709 million in 2011 as the slight drop in 
headcount number and the lower income tax on fringe benefits due to modified legislation was mostly counterbalanced by 
higher bonus payments and higher provision made for the future lay-offs. 
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Depreciation and amortization decreased by 6.2%, mainly attributable to the amortization effect of the change in estimated 
useful life of certain assets and higher amount of assets fully written off. 

 
Other expenses increased by 35.0% to HUF 81,937 million, predominantly due to the HUF 21,857 million provision 

booked for litigation in 2011 in connection with the investigation based on the agreement with the SEC and the DOJ. This 
increase was somewhat mitigated by lower amount of provision booked for contingent liabilities. 

 
Financial results:  Financial results decreased from HUF 13,871 million in 2010 to HUF -5,037 million in 2011. The decline 

mainly resulted from significantly lower dividend received from related parties as well as lower interest paid to Deutsche 
Telekom. 

 
Magyar Telekom has introduced a new reporting structure from the beginning of 2011 following the introduction of its new 

management structure on July 1, 2010. The Company’s new operating segments are Telekom Hungary (which includes the 
former CBU, the SMB customers of BBU and the relevant parts of the Headquarters and Technology Units) and T-Systems 
Hungary (which includes the former BBU, without the SMB customers, that have been classified within Telekom Hungary, as 
well as the relevant parts of the Headquarters and Technology Unit). 

 
Comparative information has been provided for 2010, including a minimum level of estimates as the new structure was 

gradually introduced in the second half of 2010, going into effect in full from January 1, 2011. 
 
The Telekom Hungary segment operates in Hungary providing mobile, fixed line telecommunications and TV distribution 

services (including marketing, sales and customer relations activities) to residential and small businesses telecommunications 
customers with several million customers mainly under the T-Mobile and T-Home brands. The Telekom Hungary segment is 
also responsible for the wholesale mobile and fixed line services in Hungary, and performs strategic and cross-divisional 
management and support functions including Procurement, Treasury, Real estate, Accounting, Tax, Legal, Internal Audit and 
similar shared services and other central functions. In addition, the Telekom Hungary segment is responsible for the operations 
and development of the mobile, fixed line and cable TV network as well as IT management in Hungary. 

 
T-Systems Hungary provides mobile and fixed line telecommunications, info-communications and system integration 

services (including marketing, sales and customer relations activities) mainly under the T-Systems and T-Mobile brands to key 
business partners (large corporate customers and public sector). 
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The following table sets forth information regarding the key operating fixed line statistical figures relating to the major 
services provided by Telekom Hungary: 

 
  At December 31,At December 31,At December 31,At December 31,    

  2010201020102010            2011201120112011    

Voice services              
Total PSTN lines  .....................................................................................................................    1,517,329     1,374,261 
Payphone .................................................................................................................................   11,895     10,836 

Total PSTN outgoing traffic (thousand minutes).  ...............................................................   2,723,436     2,834,263 
Blended average monthly Minutes of Use (“MOU”) per subscriber (outgoing) (1)  144     166 
Blended Average monthly Revenue per Access (“ARPA”) (HUF) (1)   ...............................   3,518     3,138 

              
Data products              

Retail DSL market share (estimated) (%) (2)  ........................................................................   63  64 

Cable broadband market share (estimated) (%) (2)  ............................................................   20  22 

     
 Number of retail DSL customers  .........................................................................................   476,923  499,923 
 Number of cable broadband customers  ............................................................................   181,056  212,631 
 Number of fiber optic connections  .....................................................................................   19,109  31,611 

  Total retail broadband customers  ....................................................................................   677,088  744,165 

     

 Blended broadband ARPU (HUF) (1)  ....................................................................................   4,243  3,950 

     

TV services     

 Number of cable TV customers (2) ........................................................................................   370,212  289,693 

 Number of satellite TV customers (2) ....................................................................................   254,188  281,312 

 Number of IPTV customers (2) ...............................................................................................   124,374  226,385 

  Total TV customers (2) .........................................................................................................   748,774  797,390 

     

 Blended TV ARPU (HUF) (1)  ..................................................................................................   2,949  3,048 

     
_________ 
 
 

(1) Includes also the data of Magyar Telekom Plc.’s subsidiaries within Telekom Hungary 
(2) Data relates to Magyar Telekom Plc., not only to Telekom Hungary segment  
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The following table sets forth information regarding the key operating mobile statistical figures of Telekom Hungary: 
 

  At December 31,At December 31,At December 31,At December 31,    

  2010201020102010            2011201120112011    

Mobile penetration  (%)(1)  ...........................................................................................................   120.2  117.3 

Mobile SIM market share (%)(1)  .................................................................................................   43.4  45.0 

Number of customers  .................................................................................................................   4,779,227  4,817,296 

Postpaid share in the customer base (%)  ................................................................................   43.6  46.2 

Average MOU per subscriber  ....................................................................................................   154  161 

     

ARPU (HUF)  ..................................................................................................................................   3,492  3,393 

   Postpaid  .....................................................................................................................................   6,071  5,695 

   Prepaid  .......................................................................................................................................   1,635  1,535 

     

Overall churn rate (%)  .................................................................................................................   20.2  19.5 

   Postpaid (%) ..............................................................................................................................   14.9  14.5 

   Prepaid (%)  ...............................................................................................................................   24.0  23.6 

     

Ratio of non-voice revenues in ARPU (%)  ...............................................................................   18.8  21.0 

Average acquisition cost per gross add (HUF)  ........................................................................   6,616  6,449 

Number of mobile broadband subscriptions  ..........................................................................   568,060  971,469 

Mobile broadband market share (%)(1)  .....................................................................................   47.8  48.7 

Population-based indoor 3G coverage (1)  .................................................................................   65.4  66.0 
_________ 
 

(1) Data relates to Magyar Telekom Plc., not only to Telekom Hungary segment 

 
The following table sets forth information regarding the key operating fixed line statistical figures for the major services 

provided by T-Systems Hungary: 
 

  At December 31,At December 31,At December 31,At December 31,    

  2010201020102010            2011201120112011    

Voice services              

Business  ................................................................................................................................   43,795  42,137 
Managed leased lines (Flex-Com connections)  ...............................................................   3,454  2,360 
ISDN channels  ......................................................................................................................   141,342  135,246 

     Total  .....................................................................................................................................   188,591  179,743 

     
Total outgoing traffic (thousand minutes)  .........................................................................   331,189  282,873 
MOU (outgoing)  ....................................................................................................................   206     188 

ARPU (HUF)  ...........................................................................................................................   4,983     4,578 

     
Data products     

     
Number of retail broadband access  ..................................................................................   14,543  15,561 

Retail DSL ARPU (HUF)  .......................................................................................................   9,393     8,339 
 






