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Magyar Telekom Telecommunications Public limited company (the company or Magyar Telekom 
Plc.) with its subsidiaries form Magyar Telekom group (Magyar Telekom or the group). Magyar 
Telekom is the principal provider of telecommunications services in hungary, Macedonia and 
Montenegro and alternative service provider in Bulgaria and romania. These services are subject 
to various telecommunications regulations depending on the countries of operations.

The company was incorporated in hungary on December 31, 1991 and commenced business on 
January 1, 1992. The company’s registered office is krisztina körút 55., 1013 Budapest, hungary. 
name of the court of registration and the registration number of the company: Metropolitan 
court as court of registration, cg. 01-10-041928.

Magyar Telekom Plc. is listed on the Budapest Stock exchange and its shares are traded on  
the Budapest Stock exchange. Magyar Telekom’s american Depository Shares (aDSs) each  
representing five ordinary shares were also traded on the new york Stock exchange until novem-
ber 12, 2010, when the aDSs were delisted. Magyar Telekom terminated the registration of its 
shares and aDSs in the uS in february 2012. The company maintains its american Depositary 
receipt program on a level i basis.

The immediate controlling shareholder of the company was Magyarcom gmbh (Magyarcom) 
owning 59.21% of the issued shares, until october 4, 2013 when Magyarcom holding gmbh 
merged into T-Mobile global holding nr. 2 gmbh. Subsequently, on December 18, 2013 T-Mobile 
global holding nr. 2 gmbh contributed its shares as capital increase into its fully owned subsidi-
ary, cMobil B.V. with headquarters in the netherlands (Stationsplein 8, 6221 BT Maastricht, 
the netherlands). as a result of this transaction cMobil B.V. became Magyar Telekom Plc.’s 
shareholder with direct voting right of 59.21% (registered in Share register on february 7, 2014). 
considering that the cMobil B.V. is the 100% owned subsidiary of T-Mobile global holding nr. 
2 gmbh and T-Mobile global holding nr. 2 gmbh is the 100% owned subsidiary of Deutsche 
Telekom ag (DT or DTag), after the transaction the indirect voting right and influence of Deutsche 
Telekom ag (friedrich-ebert-alle 140, 53113 Bonn, germany) in Magyar Telekom Plc. remained 
unchanged.

all financial numbers included in this document have been prepared in accordance with ifrS  
as issued by iaSB and endorsed by the european union (eu).

Magyar Telekom Plc.’s corporate website is: www. telekom.hu.

in this annual report the terms “Magyar Telekom”, the “group”, “we”, “us” and “our” refer to  
Magyar Telekom Plc. and, its direct and indirect subsidiaries as a group; the terms “Magyar  
Telekom Plc.” or the “company” refer to Magyar Telekom Plc. without its subsidiaries;  
the terms “DT” or “DTag” refer to Deutsche Telekom ag; the term “DT group” refers to DT and its 
subsidiaries as a group.

aBouT  
Magyar TelekoM

To our ShareholderS
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SeleCTed finanCial daTa  
of Magyar TelekoM grouP

2011. 2012. 2013.

ConSolidaTed profiT or loSS daTa huf millions huf millions huf millions

revenues   597,617 607,128 637,521

operating profit 63,167 87,921 74,721

Profit attributable to the owners of the parent (7,457) 36,859 23,460

eBiTDa (1)  196,082 194,818 179,462

eBiTDa margin (%)  32.8 32.1 28.1

ConSolidaTed finanCial poSiTion daTa

Total assets 1,098,028 1,057,844 1,091,248

net assets 556,091 522,083 489,576

common stock 104,275 104,275 104,275

Total equity of the owners of the parent 488,015 463,056 437,468

net debt 288,377 273,132 381,230

ConSolidaTed CaSh flowS daTa

net cash from operating activities 168,781 145,227 131,612

net cash used in investing activities (77,752) (72,875) (106,049)

net cash used in financing activities (93,228) (71,062) (26,318)

free cash flow (2) 92,026 59,671 634

year ended December 31,

employeeS 2011. 2012. 2013.

number of employees (closing full equivalent) 10,111 11,653 11,324

magyar Telekom Share – key figureS

  Weighted average number of shares (basic and diluted, millions) 1,041 1,042 1,042

  earnings per share (basic and diluted in huf) (7.15) 35.36 22.51

  Dividend per share (huf) (3) 50 50 0

(1) eBiTDa:  earnings before net financial result, taxes, depreciation and amortization.
(2) free cash flow: operating cash flow and investing cash flow excluding proceeds from / payments for other financial assets and including payments for other financial liabilities.
(3) Declared for the year 2011 and 2012, proposal for 2013.
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leTTer  
To our ShareholDerS

dear ShareholderS,

nearly 10 years ago, we anticipated that new 
telecommunication technologies would be 
unable to fully offset the losses stemming from 
our traditional voice-based services, and as 
a result, broadened our strategy by entering 
into new business areas. Today, this has not 
only provided the group with further avenues 
of growth, but has also complemented our 
core offering, thereby enhancing our retention 
rates and helping to extract incremental value 
from our existing operations. consequently, 
although 2013 was a challenging year, plagued 
by uncertain macroeconomic and market con-
ditions, i am pleased to report that the group 
still managed to increase revenues, improve 
customer retention and deliver strong customer 
volume figures. overall, group revenues 
increased by 5%, largely attributable to the 
rapidly expanding non-core telecom busi-
nesses such as retail gas and electricity, Si/iT 
and equipment sales. at the same time, better 
operational performance in hungary allowed 
us to marginally beat our eBiTDa guidance, 
realizing only an 8% decline, rather than the 
9%-12% decline that was originally anticipated. 
capital expenditure for 2013 totaled huf 88 bil-
lion without spectrum acquisitions and annual 
frequency fee capitalizations, in line with the 
5% reduction the group had guided towards.

in the Telekom hungary segment, we managed 
to increase revenues by 7%. The majority of 
this growth was derived from the aforemen-
tioned rapidly expanding non-core telecom 
businesses which include retail energy, Si/
iT and equipment sales, of which the latter 
includes not only mobile handsets, laptops and 
tablets, but TV sets as well. Though these busi-
nesses attract lower margins than traditional 
telecommunication services, they noticeably 
augment our customer retention efforts: by the 
end of 2013 fixed voice churn decreased to 
around 2% per annum while our market share 
continues to expand in the fixed internet and 
TV markets. in 2013, through a combination 

of value enhancing acquisitions and organic 
growth, we managed to gain the largest 
percentage of TV subscribers in the market. in 
the hungarian mobile market, despite a highly 
competitive and penetrated market, we man-
aged to increase our mobile voice market share 
to 47% and grow total mobile revenues by 3%. 
Moreover, in the fourth quarter of 2013, we 
reached an important milestone with the intro-
duction of much more favourably priced unlim-
ited voice tariff packages. our ‘next’ flat rate 
mobile packages were met with high demand 
from both new and existing customers, with 
successful upselling efforts helping to soften 
the pressure on arPu levels. The penetration 
of smart devices and mobile internet continued 
to increase, with the sale of smartphones com-
prising an increasing proportion of total sales. 
The ratio of subscribers using smartphones by 
the end of the year rose to over 41%, from 31% 
a year earlier, while around 85% of post-paid 
smartphone buyers subscribed to a data pack-
age. our continued investment in the mobile 
network has made a huge contribution to 
these successes and has been instrumental in 
maintaining the high quality of voice and data 
transmission. in 2013, we expanded the 4g 
coverage to around 40% of the population and 
intend to increase this to 80% by 2015 in order 
to meet the much higher demand generated by 
the significant growth in data consumers. i am 
very pleased to report that in September 2013, 
our frequency usage rights in the 900 Mhz and 
1800 Mhz frequency bands were extended 
and harmonized until 2022. This was a very 
important step for us, as this extension secures 
the foundations for providing high quality 
mobile services into the future. We also expect 
that other frequency bands, currently unused, 
will be tendered in 2014.

in the T-Systems hungary segment, revenues 
increased by 5% as the significant growth in 
Si/iT more than offset the decreasing fixed and 
mobile businesses. Si/iT revenues grew by 

18%, driven by a number of eu-funded health-
care- and transportation-related investments, 
and greater numbers of corporate iT projects 
motivated by efforts to rationalise costs. 
eBiTDa however, decreased by 16% as margin 
dilution was prevalent, with complex service-
heavy projects increasingly being replaced by 
simpler and lower margin equipment-heavy ten-
ders, while the income from the sale of Pro-M 
that occurred in 2012 also negatively impacted 
the year-on-year comparison.

Market conditions in Macedonia remained 
challenging throughout the year, with the 
aggressive pricing practices of our competitors 
continuing to put pressure on our revenues 
and profitability. as a result, revenues in forint 
terms were down by 7%, and eBiTDa declined 
by 30%. That said however, the latter was 
also impacted by the one-off income from real 
estate sales in 2012 which negatively distorts 
the year-on-year comparison. Despite this, 
there have been some recent positive develop-
ments in the market: we have been able to 
maintain our clear leading position in the 
mobile voice market, while also successfully 
acquiring new frequency blocks on the 800 
Mhz and 1800 Mhz spectrums. in December 
2013, we also became the first operator to 
launch a 4g service in Macedonia. in addition, 
as the first european operator, Makedonski 
Telekom launched a pure all iP network with 
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the migration of all of the company’s fixed lines 
to the new platform. among other benefits, this 
change enables a much faster time to market 
when it comes to new product or service 
launches, while providing a better quality 
of audio calls and a portfolio of multimedia 
services that is richer overall.

in Montenegro, we further strengthened our 
leading position in the TV market and also 
remained the market leader in the mobile 
post-paid market. revenues and eBiTDa in 
forint terms remained fairly stable despite 
strengthening competition and SiM and iPTV 
subscription based taxes. That said, there is a 
positive development in that the SiM and iPTV 
based tax that was introduced in July 2012 was 
abolished as of January 2014. growing areas 
such as mobile internet, TV, fixed line internet, 
and equipment sales were able to compensate 
for losses we suffered in the voice markets.

The results achieved in 2013 validate that our 
strategy, which is based on bundling various 
services and equipment with core telecom-
munication services, is appropriate for the chal-
lenging environment that we currently operate 
in. Through our approach of including near 
core and beyond core services to augment 
traditional core activities, we have been able to 
provide a unique customer experience that has 
helped to optimise value for both the company 

and our subscribers. however, i do not expect 
2014 to be an easy year for Magyar Telekom. 
We expect lower growth in retail energy and 
equipment sales to contribute to a decline in 
our revenues of up to 3% compared to 2013. 
our reported eBiTDa is expected to decline by 
3%-6% driven by the continued, albeit more 
gradual, shift in our revenue to lower margin 
services. our capex target (excluding any 
spectrum acquisitions and annual frequency 
fee capitalizations) for 2014 is around huf 87 
billion, which we plan to spend on projects 
geared towards enhancing future levels of 
efficiency, such as iP migration and integrated 
crM and billing systems.

our strategic objective in the mid-term is to 
increase our agility, enhance our efficiency, 
simplify our product and service portfolio and 
increase process automation. We aim to exploit 
our abilities to become a leader in all digital 
services around the home for both consumers 
and third parties. our non-core areas, such 
as energy, e-health, finance and insurance 
services support customer retention and new 
revenue streams. We look to build on existing 
strengths and new market opportunities, while 
stabilizing and growing profit and cash flows. 
at the same time, we hope to enhance the user 
experience for our customers in all segments, 
and look towards this being a key differentiator 
versus our competitors. 

Based on our dividend policy to maintain  
the net debt ratio (net debt to total capital) 
within the 30%-40% range, and given our 
financial position and the operating  
and business environment, our Board of  
Directors proposed no dividend payment from 
the 2013 financial results, for approval at the 
annual general Meeting. 

looking ahead, i strongly believe that our strat-
egy of improving customer service, transform-
ing our cost base and investing in the future will 
deliver long-term value for our shareholders.

Budapest, april 11, 2014

Christopher Mattheisen
chief executive officer
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group revenues increased by 5.0% to huf 
637.5 billion in 2013 compared to 2012, attrib-
utable to a strong revenue contribution from 
the energy service, as well as a significant 
increase in both equipment sales revenues 
and system integration (Si) and iT revenues. 
These more than offset the declines in fixed 
and mobile voice revenues that remained 
under pressure due primarily to cuts in mobile 
termination rates in all three countries of 
operation, and continuing severe competitive 
pressures in Macedonia.

eBiTDa decreased by 7.9% to huf 179.5 
billion, with the eBiTDa margin declining 
from 32.1% to 28.1% due to the increasing 
proportion of lower margin services within 

our portfolio. furthermore, there was a huf 
7.0 billion decrease in other operating income 
primarily due to two one-off transactions in 
2012, the huf 3.7 billion gain realized on 
the real estate transaction in Macedonia and 
the huf 1.6 billion gain relating to the sale of 
Pro-M in 2012. 

Profit attributable to owners of the parent  
company declined from huf 36.9 billion  
in 2012 to huf 23.5 billion in 2013, largely a 
reflection of the lower eBiTDa and the higher 
financial expenses.

investment in tangible and intangible assets 
(capex) increased by huf 42.8 billion from 
huf 103.3 billion to huf 146.1 billion. This 

significant increase is primarily attributable 
to the extension of frequency licenses in hun-
gary in 2013, which amounted to huf  
38 billion, and the acquisition of the 4g 
license in Macedonia for huf 3.1 billion. 
These were coupled with the huf 17.5 billion 
capitalization of the present value of the future 
annual frequency fees in . excluding these 
impacts, and the huf 10.9 billion  booked in 
2012 that related to the 900 Mhz spectrum 
license fee, capex decreased by huf  
4.9 billion, mostly reflecting the impact of the 
huf 10.7 billion non-cash capex accounted 
for in 2012 in relation to the Macedonian real 
estate exchange transaction.

revenue Breakdown

700,000

525,000

350,000

175,000

HUF million 2012 2013

fixed voice

TV

Mobile voice 

Si/iT

fixed internet and data

equipment and other  
(fixed and mobile)

Mobile non-voice

energy

280 000

210 000

140 000

70 000

reporTed eBiTda

reported eBiTDa operating taxes

2012 2013HUF million
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Telekom  
hungary
Telekom hungary provides voice, broadband 
and TV services on both fixed line and mobile 
networks for residential, small office home 
office (Soho), and small- and medium-sized 
business customers in hungary. all of  
our energy operations are also included  
in this segment.

revenues increased by 7.0% to huf 464.1 
billion in 2013, as growth in our energy and 
equipment sales revenues more than com-
pensated for losses in the traditional telecom-
munications services. however, reported 
eBiTDa declined by 1.4% or huf 1.9 billion as 
lower operating (special, telecommunication 

and utility) taxes could not compensate for the 
lower direct margin that reflects the increased 
proportion of lower margin businesses, such 
as energy and equipment sale.

Mobile revenues in the segment grew by 3.3% 
to huf 241.5 billion thanks to a significant 
(34.3%) increase in equipment sales. The 
ratio of smartphone sales was 68% in 2013, 
and was complemented by a strong increase 
in the sale of tablets via a number of different 
bundled solutions. a natural consequence of 
this is that by the end of the year, 85% of post-
paid smartphone buyers had signed up to a 
mobile internet package supporting the 25.7% 
increase in the number of mobile broadband 
subscribers to 1.7 million, and growth of 6.4% 
in non-voice revenues.  Both of these trends 
also directly benefitted from the continuous 
development of our 4g network that by the 
end of the year provided coverage for ca. 40% 
of the hungarian population. in parallel, our 
4g-ready smartphone portfolio significantly 
widened, enhancing customer appeal, and by 
the end of the year, we had sold close to 175 

thousand such handsets. at the same time, the 
1.0% growth in the customer base also helped 
to partially offset the lower average tariff levels 
and the slight, 0.6% decrease in Mou, result-
ing in only a moderate, 1.1% decline in retail 
voice revenues. notwithstanding these positive 
trends, the 25% lower mobile termination 
rates led to a significant reduction in wholesale 
voice revenues.

fixed line retail voice revenue decline slowed 
down somewhat to 9.5% thanks to success-
ful retention measures such as our flat-priced 
package, “hoppá”, and our multi-play strategy, 
including energy services, leading to annual 
customer churn of only 2.3%. By the end of 
2013,  42% of our fixed voice customers had 
subscribed to hoppá, with 94% of these on a 
2-year loyalty contract. hoppá also facilitates 
our bundling strategy: 58% of our fixed voice 

customers had subscribed to a 2Play or 3Play 
package by the end of the year. We also man-
aged to slow down the erosion of the average 
revenue per access to 2.8% as a result of  the 
high value proposition of our packages.

fixed internet revenues decreased by 2.5%. 
although number of customers increased by 
8.4%, wholesale broadband lines declined by 
21% while retail arPu decreased by 7.4%, lat-
ter reflecting the combined effects of multi-play 
migration and local pricing pressure.

TV revenues increased by 6.5% as the 6.3% 
growth in the customer base was augmented 
by a 1.3% increase in arPu, thanks to the 
continuous migration of our existing cable cus-
tomers to interactive packages. consequently, 
we recorded a 24.4% growth in the number of 
iPTV customers;  satellite TV customers also 

Telekom hungary 
reVenue BreakDoWn

500,000

375,000

250,000

125,000

2012 2012

fixed Mobile energy

HUF million

Telekom hungary 
MoBile SuBScriPTionS

5,000,000

3,750,000

2,500,000
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grew by 5.5%. as a result, our overall market 
share of the TV market rose by 0.4 percentage 
points to 25.8% by the end of the year. 

in our retail energy business, we shifted the 
focus of our customer acquisition efforts 
from the regulated market to the competitive 
segment as cuts in regulated retail prices had 
been adversely impacting that segment’s prof-
itability. as a consequence, momentum behind 

the growth in the number of points of deliveries 
has begun to slow, reaching 106 thousand 
for electricity and 68 thousand for gas by the 
end of 2013. nevertheless, we recorded 85% 
annual growth in energy revenues that reached 
huf 47.1 billion in 2013. although the low 
profitability of the energy business dilutes our 
group level margins, it has proved itself as a 
strong retention and up-sell tool in terms of the 
higher-margin telecommunications services.

Telekom hungary 
TV SuBScriPTionS 

1,000,000

800,000

600,000

400,000

200,000

pcs 2012 2013

cable Sat TV iPTV
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T-SySTemS  
hungary
T-Systems hungary offers fixed line, mobile 
and system integration (Si) and iT services for 
corporate and public sector clients. 

reduced spending in the hungarian public 
and corporate sectors due to the difficult 
economic environment led to a 10.3% erosion 
in T-Systems hungary’s telecommunication 
revenues which could only be offset by the 
strong growth of the low margin iT projects.  
as such, although revenues grew by 4.9% to 
huf 123.6 billion, direct margin remained on 
the same level as the growth in the low margin 
iT services could just partly compensate for 
the decline in the high margin telecommunica-
tion services. furthermore, eBiTDa declined 
by 15.7% to huf 14.2 billion primarily due to 
a significant intermediary deal resulting in non 
deductible input VaT and as the income from 
the Pro-M sale in 2012 distorts comparison. 
eBiTDa margin decreased by 2.8 percentage 
points to 11.5%. 

Mobile revenues in the segment declined by 
11.8% to huf 27.0 billion, driven by lower 
voice revenues as well as the fallout of Pro-M 
revenues. retail voice revenues declined by 
6.2% despite the 6.7% increase in the num-
ber of customers, as the adverse economic 
environment and intense competition led to 
continued pressure on tariffs and a decline 
in usage, Mou was 1.2% lower and arPu 
declined by 10.5%. although the number 

of mobile broadband subscriptions has 
increased by 42.7%, revenues from mobile 
internet increased more moderately, reflecting 
the prevailing price pressure. 

The 8.3% decline in fixed line revenues is 
primarily due to a 16.9% fall in data revenues. 
Demand for data services was negatively 
affected by the increased insourcing of these 
services in the public sector whilst private 
sector customers impacted by the economic 
downturn renegotiated existing contracts  
on terms more favorable to them. The pace  
of voice revenue decline slowed down to  
4.7% in 2013 thanks to the more moderate 

2.0% decline in the number of total lines 
which was coupled with only a 1.6% decline  
in arPu levels.

T-Systems hungary’s Si/iT revenues rose  
by 18.0% to huf 74.5 billion. The increase 
was largely driven by iT type equipment sales 
and installation projects. in addition, we were 
also successful in extending some major con-
tracts, albeit on slightly less favorable terms. 
consequently, there has been a shift in  
our revenue structure towards lower-margin 
services, leading to the dilution in direct  
margin in this segment.

T-SySTemS hungary 
reVenue BreakDoWn 
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105,000
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maCedonia
although the results of our Macedonian opera-
tions in forint terms were positively impacted 
by the average 3.0% year-on-year weakening 
of the forint against the Macedonian denar, 
unfavorable economic developments coupled 
with fierce competition negatively affected 
performance leading to a revenue decline 
of 6.6% to huf 60.8 billion and a fall in the 
eBiTDa margin to 39.8%. as such, eBiTDa  
for the year decreased by 30.2% to huf  
24.2 billion, although 2012 was positively 
helped by the huf 3.7 billion contribution 
from real estate sales.

Mobile revenues in Macedonia decreased by 
7.8% to huf 35.0 billion. Though a decline 
in the number of customers was successfully 
reversed with a 1.2% increase recorded in 
2013,  the strong competition and termina-
tion rate cuts put downward pressure on 
the tariff levels, leading to a 8.2% decline in 
arPu levels despite the 17.2% increase in the 
Mou. non-voice revenues increased by 4.4% 
while revenues from equipment sales grew by 
45.9% thanks to increasing smartphone sales.

fixed line revenues (including Si/iT revenues) 
declined by 4.8% to huf 25.8 billion as the 
strong 41.6% increase in TV revenues, driven 
by the 32.6% rise in iPTV customers, could 
not fully offset the decline of the traditional 
voice revenues. fixed line retail voice revenues 
declined by 17.6% to huf 8.8 billion, driven by 
strong competition from alternative and cable 
operators, and increasing mobile substitution.

maCedonia 
reVenue BreakDoWn 
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monTenegro
revenues in Montenegro in forint terms 
remained broadly stable at huf 32.8 billion, 
while eBiTDa decreased by 2.1%, to huf  
12.1 billion, driven by higher severance 
expenses related to the headcount reduction 
program run at the end of the year. conse-
quently,  the eBiTDa margin declined by  
0.6 percentage points to 36.8%. The Monte-
negrin results were also positively impacted  
by the average 3.0% year-on-year weakening 
of the forint against the euro.

Mobile revenues in Montenegro decreased 
by 4.2% to huf 14.1 billion. The decline was 
primarily driven by the 43% cut in mobile 
termination rate at the beginning of 2013 
coupled with competition driven price erosion. 
consequently, arPu declined by 16.2% 
despite a 3.1% increase in Mou and higher 
mobile internet usage. The 3.8% increase in 
the mobile subscriber base could only partially 
mitigate the negative arPu impact. 

fixed line revenues (including Si/iT revenues) 
increased by 2.5% to huf 18.7 billion. Thanks 
to our focus on broadband and iPTV services, 
the number of customers grew by 8.6% 
and 9.1% respectively leading to increasing 
revenues that offset the decline in voice and 
data revenues.  

monTenegro 
reVenue BreakDoWn 

39,000

29,250

19,500

9,750

2012 2013

fixed voice fixed other Mobile voice Mobile other

HUF million
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CaSh flow generaTion,  
DiViDenDS
net cash generated from operating activities 
decreased by huf 13.6 billion, from huf 
145.2 billion in 2012 to huf 131.6 billion in 
2013 mainly driven by the huf 15.4 billion 
lower eBiTDa. 

free cash flow: we have modified the defini-
tion of free cash flow to better reflect the 
real cash generation of the group as due to 
the different financial structures used, some 
operation related items are to be disclosed 
in financial cash flow. from the previous 
definition of operating cash flow and investing 
cash flow adjusted for proceeds from / pay-
ments for other financial assets we modified 
it to operating cash flow and investing cash 
flow adjusted for proceeds from / payments 
for other financial assets and repayment of 
other financial liabilities. consequently, we 
have revised earlier periods’ free cash flows. 
free cash flow, based on the above definition 
deteriorated from huf 59.7 billion in 2012 to 
huf 0.6 billion in 2013. in addition to the lower 
operating cash flow, this was primarily due to 
the ramp-up in the level of capex related to the 
extension of frequency licenses, whilst 2012 
also saw the cash inflow from the proceeds of 
the sale of Pro-M.

net debt rose from huf 273.1 billion at the 
end of 2012 to huf 381.2 billion at the end 
of 2013. The net debt ratio (net debt to total 
capital) was 43.8%, which also reflects the 
increased financial liabilities recognized in 
the third quarter of 2013 for the future annual 
frequency fees. 

The Board of Directors proposed no divi-
dend payment for the 2013 financial year for 
approval at the annual general Meeting. That 
is in line with Magyar Telekom’s dividend 
policy of maintaining its net debt ratio within 
the targeted range of 30%-40%.

neT deBT 
To ToTal CapiTal raTio 
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20%
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40%

50%
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our managemenT
BoarD of DirecTorS
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 (http://www.telekom.hu/about_us/
investor_relations/corporate_governance/cor-
porate_governance_documents). 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.  
The general Meeting by the resolution  
no. 8/2013 (iV.12.) authorized the Board 
of Directors to purchase Magyar Telekom 
ordinary shares for 18 months starting from 
the date of approval of this resolution. See the 
detailed description of the authorization on 
the general Meetings section of our website.

under hungarian laws, the Board of Directors 
is responsible for all matters relating to the 
company’s management and course of busi-
ness 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 gen-
eral 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 share-
holders for a term of three years. on Decem-
ber 31, 2013, there were ten 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.

on December 31, 2013, members of the Board 
of Directors, their principal occupation and the 
years of their original election were as follows:

name Born principal occupation member since

christopher Mattheisen 1961 chief executive officer of Magyar Telekom Plc. 2006

Dr. ferri abolhassan 1964
Director Production and Member of the executive Board,  
T-Systems international gmbh, DT ag 

2010

Dr. Mihály Patai 1953 chairman-ceo of unicredit Bank hungary Plc. 2012

günter Mossal 1961 Vice President for area Management, europe DT ag 2012

györgy Mosonyi 1949 chairman of the Supervisory Board of Mol Plc. 2012

Thilo kusch 1965 chief executive officer of Makedonski Telekom 2006

frank odzuck 1959 chief executive officer of Zwack unicum Plc. 2006

Dr. ralph rentschler 1960 finance europe, financial Director europe, DT ag 2003

kerstin günther 1967 Senior Vice President, Technology europe, DT ag 2013

Branka Skaramuca 1958 Senior Vice President, human resources europe&Technology, DT ag 2013

The members’ mandate lasts until May 31, 2016.
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oTher prinCipal direCTorShipS  
of MeMBerS of The BoarD of DirecTorS:

name position held Company

christopher Mattheisen none

Dr. ferri abolhassan Member of the executive Board T-Systems international gmbh

Dr. Mihály Patai Member of the Supervisory Board Siemens Zrt.

günter Mossal none

györgy Mosonyi 

chairman of the Board of Directors TVk Plc.

chairman of the Supervisory Board Slovnaft Sro. Slovakia

Vice-chairman of the Supervisory Board ina d.d. croatia

chairman of the Supervisory Board Mol Plc.

Thilo kusch none

frank odzuck Member of the Board of Directors Zwack unicum

Dr. ralph rentschler 

Member of the Supervisory Board hrvatski Telekom d.d., croatia

Member of the audit committee hrvatski Telekom d.d., croatia

Member of the Supervisory Board T-Mobile netherlands holding B.V.

Member of the Board of Directors T-Mobile czech republic, a.s.

kerstin günther Member of the Board of Directors Slovak Telekom

Branka Skaramuca chairman of the Supervisory Board T-Mobile austria

BiographieS of memBerS  
of The BoarD of DirecTorS

ChriSTopher maTTheiSen
Mr. christopher Mattheisen studied economics at indiana university of Bloomington and at columbia university. he first 
came to hungary in 1990 to start a strategic planning and business consulting company. in 1993, in his capacity as  
a marketing manager of u.S. West international, Mr. Mattheisen helped launch various hungarian, Polish and czech  
mobile service operators. he worked as the marketing and sales director of TMh between 1993 and 1996. Between  
1997 and 1999, he ran sales and marketing activities of Mediaone in london and later worked in Britain as a business, 
sales and marketing director of BT’s cellnet. in September 2002, Mr. Mattheisen became chief officer of residential  
Services of Magyar Telekom and in January 2005, chief officer of the Wireline lines of Business (“T-com”, including  
residential Services, internet and network divisions). from December 6, 2006, Mr. Mattheisen has been the chief  
executive officer of Magyar Telekom.

dr. ferri aBolhaSSan
Dr. ferri abolhassan joined iBM in california in 1989 and completed his doctoral work in research & Development in  
massive parallel computing at Saarland university in Saarbrucken. Between 1992 and 2000, he worked at SaP retail  
Solutions as a Sales Director and as a Managing Director. Between 2001 and 2004, he was co-chairman and chief  
executive officer at iDS Scheer ag. he was a member of top management at SaP ag as executive Vice President. in 2008, 
he joined T-Systems international gmbh and he has been a Member of the Board of Directors of T-Systems and chief  
of Systems integration. from December 1, 2010, Dr. abolhassan has been responsible for the new Production unit as  
a member of the executive Board at T-Systems.
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dr. mihÁly paTai
Dr. Mihály Patai studied economics and obtained his doctorate at the university of economics in Budapest. he studied in 
Moscow with the scholarship of comecon in 1978, and at university of Vienna in 1981. he spent six months in london with 
the scholarship of a subsidiary of the hungarian national Bank. he started his career in 1976 at hungarian national Bank. 
from 1978 to 1988, he worked for the Ministry of finance as a research fellow and, subsequently, as the deputy head of the 
Department for international finances. from 1988, he worked for The World Bank in Washington Dc for a period of five years, 
as the executive Director’s assistant. he was the Managing Director of kereskedelmi Bank rt. in 1993, and he became the 
chairman and ceo of allianz hungária insurance ltd. in 1996. from 1998 to 2006, he was member of the Board of Directors 
of Matáv rt. (now Magyar Telekom Plc.). Since 2006, he has been the chairman and ceo of unicredit Bank hungary Zrt.

frank odzuCk
Mr. frank odzuck obtained an economics degree in 1983 in Budapest. he was the managing director of the hungarian 
operations of eduscho and eduscho-Tchibo for 8 years and later the managing director of nestlé-Schöller hungary  
ltd. Since 2003, he has been the ceo of Zwack unicum Plc., listed on the Budapest Stock exchange. The company, 
producing and marketing a genuine “hungaricum”, is one of the best-known international companies in hungary (Zwack, 
underberg, Diageo).

günTer moSSal
Mr. günter Mossal studied electrical engineering at the rheinisch-Westfälisch-Technische hochschule (rWTh) aachen. 
he started his career in 1988 at Deutsche Telekom in a local branch office in cologne/ germany. Between 1991 and 1995 
he worked for the german federal Ministry for Posts and Telecommunications. in 1995 he consulted the european com-
mission on the regulation for Wll applications. in 1996 he rejoined Deutsche Telekom. he was responsible for the busi-
ness development in the uk and was member of the Board of Directors of the British cable company eurobell. Between 
2000 and 2002 he was head of investment consulting for Western europe. Since 2003 he is Vice President for area Man-
agement. he was member of the Supervisory Board of T-Mobile croatia, member of the Board of Directors of Makedonski 
Telekom and member of the Board of Directors of T-Mobile Macedonia.

györgy moSonyi
Mr. györgy Mosonyi obtained a degree in chemical engineering from the university of Veszprém in 1972. from 1974 
onwards, Mr Mosonyi worked for the hungarian agency of Shell international Petroleum co. (Shell) and from 1986 he held 
the position of commercial director. in 1991 he worked at Shell headquarters in london. Between 1992 and 1993 he was a 
managing director of Shell-interag ltd. and from 1994 to1999 he was chairman and chief executive officer of Shell hungary 
rt. also in 1997 he became chairman of Shell's central & east european region and ceo of Shell czech republic in 1998. 
he was also vice-chairman of the hungarian chamber of commerce & industry, vice president of confederation of hungar-
ian employers and industrialists, a member of the Joint Venture association's Presidium and President of the World Petro-
leum council hungarian national committee. he was chief executive officer and a member of the Board of Directors of the 
group between 1999 and 2011. he was chairman of the Sustainable Development committee between 2006 and 2011.

Thilo kuSCh
Mr. Thilo kusch studied communication engineering and business administration at Technische universität Berlin. from 
1989 to 1992, he successfully established and ran his own company selling Pcs and Pc networks to residential and small 
business customers. from 1992 to 1998, he worked in a leading position in arthur D. little’s Telecoms, iT, media and 
entertainment practice as a management consultant and from 1998 to 2001, he was telecommunications equity analyst 
with Dresdner kleinwort Wasserstein. he joined Deutsche Telekom group in 2001 as Senior Director in charge of iPo 
preparations and investor relations for T-Mobile international. Since april 2002, he was a Senior executive Vice president of 
Deutsche Telekom, in charge of investor relations. he was appointed chief financial officer of Magyar Telekom in Septem-
ber 2006. from april 8, 2013 he has been appointed as a chief executive officer at Makedonski Telekom. 
2013. április 8-tól kinevezték a Makedonski Telekom vezérigazgatójává.
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dr. ralph renTSChler
Dr. ralph rentschler after receiving a doctorate degree in economics, worked for four years for robert Bosch gmbh as 
an expert advisor on business principles and methods. his areas of responsibility included investment analysis and cost 
accounting. he was head of group controlling and Planning and reporting Departments at carl Zeiss from 1992 to 1997. 
his areas of responsibility included production and investment controlling, controlling of affiliated companies, M&a and 
strategic planning. later he became commercial Manager of the Brand optics Division at carl Zeiss, where he managed 
accounting, controlling, Data Processing and Purchasing. Dr. rentschler joined Deutsche Telekom in 2001 and became 
cfo of the group-wide fixed net division. from July 2009, Dr. rentschler has taken over the position as the financial Direc-
tor of the Board Division Southern and eastern europe in addition to his position as the cfo of the fixed net business. 
from July 2010, Dr. rentschler took over the position of the financial Director europe.

Branka SkaramuCa
Ms.  Branka Skaramuca has more than twenty years of experience in all areas of human resources. after her degree in 
Psychology of the university of Zagreb, she started her career in 1985 with the pharmaceutical company PliVa in the area 
of recruitment and development and held various management positions up to the head of global hr in that company until 
2002. She was responsible for the strategic development of the hr function, providing all types of hr services to the busi-
ness of PliVa with major operations across europe, uS and asia. She continued her career as the chro and Management 
Board Member in hrvatski Telekom from 2002 to 2004. from March 2004 on until 2009 she served as chro & Manage-
ment Board Member in T-Mobile hrvatski. in 2010 she re-joined hrvatski Telekom again as chro and Management Board 
member. in September 2012 Branka Skaramuca has been appointed Senior Vice President human resources in Deutsche 
Telekom, Board area europe and Technology.

kerSTin günTher
Mrs. kerstin günther is an engineer in electronics with an MBa in finance. Prior her appointment as Senior Vice President 
Technology europe on March 1, 2012, with responsibility for Technology, iT and the Technical Service in all 12 countries 
of the europe Board area, she was a consultant and later corporate executive in Telecommunication companies of the 
Deutsche Telekom group. Mrs. kerstin günther is member of the board of directors of several companies of the Deutsche 
Telekom group in europe. She was Senior Vice President Planning Technology for Deutsche Telekom germany, Senior 
Vice President Service and Demand Management at T-home. She lead the largest Technical infrastructure Branch office 
of T-home and before that the Personal Service centre of Deutsche Telekom. Before coming back to germany Mrs. 
günther held the position of Senior Vice President Strategy and external affairs at Slovak Telekom, Senior Vice President 
Wholesale at Magyar Telekom and Vice President regulatory affairs at Magyar Telekom.
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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 Pro-
cedure approved by the Board of Directors, 
which is available on the company’s website 

(http://www.telekom.hu/about_us/inves-
tor_relations/corporate_governance/manage-
ment_committee).

Management committee membership shall 
last from the date of the assignment or from 
the date, set forth therein as the date of the 

assignment, to the termination of the assign-
ment, due to any reasons. 

on December 31, 2013, the members of the 
Management committee and the years of their 
original election were as follows:

name Born Current position member since

christopher Mattheisen   1961 chief executive officer of Magyar Telekom Plc. 2006

attila keszég  1966 chief commercial officer residential 2010

János Szabó 1961 chief financial officer 2013

Dr. Balázs Máthé 1968 chief legal and corporate affairs officer 2010

róbert Pataki 1971 chief Business Development officer 2009

Tibor rékasi 1973 chief commercial officer enterprise 2013

Éva Somorjai 1966 chief human resources officer 2007

Walter goldenits 1970 chief Technology and iT officer 2013

Péter lakatos 1975 chief commercial officer, SMB 2013

oTher prinCipal direCTorShipS of memBerS  
of ManageMenT coMMiTTee

name position held Company

christopher Mattheisen See above

attila keszég none

János Szabó

Member of the Board of Directors origo Zrt.

Member of the Board of Directors & audit committee Makedonski Telekom

chairman of the Board of Directors crnogorski Telekom

Member of the Board of Directors T-Mobile Macedonia

Dr. Balázs Máthé none

róbert Pataki Member of the Supervisory Board fhB kereskedelmi Bank co., ltd.

Tibor rékasi chief executive officer T-Systems hungary Zrt.

Éva Somorjai none

Walter goldenits
Member of the Board of Directors Makedonski Telekom

Member of the Board of Directors T-Mobile Macedonia

Péter lakatos none
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ChriSTopher maTTheiSen
See “Biographies of Members of the Board of Directors” above.

aTTila keSzég
Mr.  attila keszég graduated from the Budapest university of Technology and economics as a qualified mechanical 
engineer before attending an MBa course specializing in financial and management studies. he started his career in 1992 
at hemingway holding, then he worked for Dove Mid europe. in 1994, he joined Pepsi cola hungary first as key accounts 
Director, then Project Manager, later field Sales unit Manager central hungary. from 1999, he worked as Sales Director 
of Pepsi cola hungary and from 2001, as Sales Director for Traditional Trade central and eastern europe responsible for 
the hungarian, Polish, czech and Slovak markets. from 2005, he was the general Manager of red Bull hungary. from 
September 1, 2010, he was chief Sales and Services officer of Magyar Telekom, from January 1, 2013 he has been chief 
commercial officer of residential.

JÁnoS SzaBó
Mr. János Szabó studied foreign relations at the university of economics in Budapest. Starting his career in foreign  
services, he continued in various finance, accounting and consultant positions in the private business sector. from 1995 
he took various senior management positions in finance and business at the hungarian subsidiary and the european head 
office of Delco remy, an american automotive industry supplier. later he became cfo and managing director of a joint 
venture between Delco remy and hitachi. he joined Magyar Telekom in 2003 as the finance Director of the fixed line Ser-
vices of Business. in 2008 he became the group controlling Director of Magyar Telekom. Besides the continuous renewal 
of the controlling activity and the strengthening of the international cooperation he also took part in the management of key 
operational and strategic corporate projects. from april 2013 he is the chief financial officer of Magyar Telekom.

dr. BalÁzS mÁThé
Dr. Balázs Máthé received his law degree from Janus Pannonius university, Pécs in 1995. his previous studies included eu 
law Studies at the universitá degli Studi di Trento, italy and a few semesters at the faculty of arts (history and languages) 
of Janus Pannonius university. Prior to joining Magyar Telekom, he worked as an attorney at various international law firms 
for over a decade, including five years at one of the leading global law firms, linklaters, where he was a Partner and the 
head of the corporate Department in Budapest. as an attorney, he specialized in cross border mergers and acquisitions 
and corporate governance matters. he joined Magyar Telekom as group legal Director in 2007. he was appointed chief 
legal and corporate affairs officer of Magyar Telekom as of July 1, 2010.
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róBerT paTaki
Mr. róbert Pataki graduated as an economist from the corvinus university in Budapest and then completed studies in 
international finances and Marketing Management at the university of erasmus in rotterdam. he started his career as an 
investment analyst at Project finance international ltd. in The hague in 1995 and he worked as a financial analyst for nutri-
cia netherlands BV in rotterdam in 1996. he joined accenture (andersen consulting) in 1996 and until 2001 he worked for 
accenture’s Strategic Services, first as a strategic consultant, later as a senior manager responsible for the telecommunica-
tions and e-commerce sectors. from 2001, he continued his professional career with a.T. kearney as a dedicated account 
manager providing consultancy services to leading hungarian telecommunications companies; later in 2003, he became 
senior manager of a.T. kearney’s european Telecommunications Team responsible for major european projects in the 
field of mobile communications and internet services. he has been chief Strategist of Magyar Telekom since September 
2006. as of april 1, 2009, he was appointed chief operating officer of alternative Businesses and corporate Development 
Business unit by keeping his tasks as chief Strategist of Magyar Telekom as well. Due to organizational changes within the 
company, he has worked as chief Strategy and corporate Development officer from September 2009.

TiBor rékaSi
Mr. Tibor rékasi graduated from the Budapest foreign Trade college and then participated in additional business trainings 
in order to expand his business knowledge. he started his professional career at integra kft. as account manager. from 
1997 he worked for unisys hungary as a relationship manager dealing financial business partners and then as Director for 
customer relations. in 2000 he joined cisco Systems hungary where first he worked as key account Manager and then as 
Director of the large corporations Business unit. in february 2007 he was appointed as Managing Director of cisco  
Systems hungary, and in this position he was responsible for the coordination of all domestic sales activities in addition  
to the operative management of the company. he joined the Magyar Telekom group in September 2008 as Managing 
Director of iQSyS Zrt., asubsidiary of the Business Services Business unit, where he took on the responsibilities of com-
mercial Director in addition to leading iQSyS Zrt. Between December 2010 and May 2011, he also acted temporarily as 
head of Magyar Telekom’s Business Services Business unit (T-Systems hungary), while continuing his work as Managing 
Director of iQSyS Zrt. from october 2012 until September 30, 2013 he was the chief officer responsible for the Sales  
Division of T-Systems Magyarország Zrt. from october 1, 2013 he has been chief commercial officer enterprise of Magyar 
Telekom and chief executive officer of T-Systems Magyarország Zrt.

éva SomorJai
Ms. Éva Somorjai completed her studies at the college for commerce and catering. from 1989, she worked at the 
international directorate of Magyar hitelbank. from 1991 through 1994, she was the administrative and financial manager 
of a real estate investment company in Melbourne, australia. Between 1994 and 2001, she worked in various manage-
ment positions in the financial and human resources area of Pepsi cola’s central european division. in 1999, she was 
appointed human resources director of the international organization and personnel development area, from 2000, she 
filled the position of human resources director of the hungarian company. She has been working for Magyar Telekom since 
october 2001. Since 2002, she served as Director of the group hr Branch. from april 1, 2007, she has been chief human 
resources officer of Magyar Telekom. 

walTer goldeniTS
Mr. Walter goldenits received a technical mathematics degree from Technical university Vienna. he started his career 
in telecommunications at Mobilkom austria in 1998 in the iT department, and then from 2003, as head of iT. after 2007, 
he has held multiple executive positions in Telekom austria group, first heading the iT and network’s division of si.mobil, 
and then served as chief Technology officer in Telekom austria wireline, where he was responsible for optimisation of 
the organisation, technology lifecycle management and iT transformation. in 2010, upon the merger of Mobilkom austria 
and Telekom austria into a single entity to form a1 Telekom austria, he was appointed as chief Technology officer, where 
his principal responsibilities involved the integration of the wireline and wireless technology units, rollout of lTe and fiber 
technology and iT hamonisation. from January 1, 2013 he has been chief Technology and iT officer of Magyar Telekom.



22

To our  
ShareholDerS

ManageMent  
report

Corporate  
governanCe

Share  
information

Consolidated  
FinanCial statements

Further  
inFormation

managemenT overview
BaSiS of PreSenTaTion

exChange raTe  
inforMaTion

The strategies and expectations referred to 
in the following discussions are considered 
forward-looking statements and may be 
strongly influenced or changed by shifts in 
market conditions, new initiatives we imple-
ment and other factors. We cannot provide 
assurance that the strategies and expecta-
tions referred to in these discussions will come 
to fruition. forward-looking statements are 
based on current plans, estimates and projec-
tions, and therefore, you should not place 
too much reliance on them. forward-looking 
statements speak only as of the date they 
are made, and we undertake no obligation to 
update any forward-looking statements in light 
of new information or future events. forward-
looking statements involve inherent risks and 
uncertainties, most of which are difficult to 
predict and are generally beyond our control. 
We caution you that a number of important 

factors could cause actual results or outcomes 
to differ materially from those expressed in, or 
implied by, the forward-looking statements.

The consolidated financial Statements of 
Magyar Telekom have been prepared in 
accordance with ifrS as issued by iaSB and 
endorsed by the european union (eu).

The preparation of financial statements in  
conformity with ifrS requires the use of 
certain critical accounting estimates. it also 
requires management to exercise its judg-
ment 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 to the 
consolidated financial Statements.

We established our current management 
structure in hungary based on customer seg-
ments that require different technology and 
marketing strategies, and support functions. 
The group’s operating segments are: Telekom 
hungary, T-Systems hungary, Macedonia and 
Montenegro. 

The movement of huf against the Macedo-
nian Denar (“MkD”) and eur can significantly 
affect all revenue and expense lines of our 
Macedonian and Montenegrin subsidiaries.

péTer lakaToS
Mr. Péter lakatos received a mathematics and physics degree from eötvös loránd university of Budapest, then an  
economics degree from the university of economic Sciences. he started his career at DSS consulting in 1999 as head of 
data mining, then, from 2004, he worked for iBM Business consulting Services as lead consultant in business development 
and crM projects. in 2005 he joined Vodafone hungary, where he spent 7 years and has held multiple executive positions 
in the field of business and consumer services, first heading customer Segment Management, then enterprise Marketing 
and later commercial Strategy and Planning. Since 2009, he has worked in the chief officer position of Vodafone responsi-
ble for strategy, brand, communication and business development. from December 1, 2012 he has been chief commercial 
officer SMB of Magyar Telekom.

exchange rate 2012. 2013. Change

huf/eur beginning of period 311.13 291.29 (6.38%)

huf/eur period-end 291.29 296.91 1.93%

huf/eur cumulative monthly average 288.87 297.78 3.08%

huf/MkD beginning of period 5.06 4.74 (6.32%)

huf/MkD period-end 4.74 4.83 1.90%

huf/MkD cumulative monthly average 4.70 4.84 2.98%
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eConomiC  
enVironMenT
The telecommunications industry is undergo-
ing a major change globally. Worldwide trends 
are driving towards an integrated telecommu-
nications, information, media and entertain-
ment market. The increasing need for mobility 
and interactivity together with local specifics 
create new set-up in our eco-system both in 
terms of infrastructure, servicing and new 
types of business models.

hungary

The saturating traditional telecommunications 
market delivers moderate growth in hungary 
with strong restructuring between segments 
that puts pressure on margin levels. The fixed 
voice market as a major revenue and profit 
source is declining, mobile is no longer able 
to compensate this decline. The fixed market 
is characterized by 3Play bundles, with broad-
band becoming a core element of service 
offerings. We expect continued consolidation 
in the fixed arena and the appearance of new 
over-the-top (oTT) technologies. an increas-
ing technology platform-based competition 
can be observed in the domestic market, 
where our competitors are extensively deploy-
ing next-generation countrywide fixed and 
mobile networks. The mobile voice market is 
becoming more flat, new entrants as virtual 
network operators appeared, moreover there 
is a fierce competition in broadband and 
content services. The battle for customer 
contacts has pushed prices down. We expect 
that the new core segments, especially mobile 
broadband, broadcasting and iT services will 
deliver revenue growth in the coming years.
latest macroeconomic forecasts lag behind 
previous assumptions, especially in terms of 
residential consumption and public spending. 
Market development is challenged by signifi-
cant uncertainties in macroeconomic outlook 
putting further pressure on market players.
The weakness of domestic demand entails 
negative changes in the economic structure 
and a decline in services. Decrease in corpo-
rate tax rate has not generated an increase in 
either consumption or investments. The flat 

personal income tax rate system increased 
savings at higher income categories. The 
special taxes are impacting telecom opera-
tors’ investment intensity having a negative 
effect on overall telecom sector development. 
gDP is expected to reach the pre-crisis level 
only after 2014. 

maCedonia

according to the latest estimated data from 
the national Bank of republic of Macedonia, 
given the actual results and based on the 
positive influence of the new foreign and 
public investments, accompanied with the 
recovery of the private spending, the annual 
growth of the gDP is expected to be around 
3.3% for the whole 2013, while for 2014 it is 
expected that growth will accelerate to around 
3.7%. The latest national Bank data indicate 
that the average rate of inflation in 2013 was 
approximately 2.8%. however, given that in 
recent months inflationary pressures were 
lower than expected, with potential for further 
lower import price pressures than previously 
expected, there are downward risks about the 
inflation forecast for the period ahead.
operating in a highly competitive environment 
in all telecommunication segments, MkT and 
TMMk are focused on new services and on 
the retention of the existing customers. 

monTenegro

Telecommunication operators are facing wide 
range of operational and financial challenges 
due to unfavorable market conditions: emerg-
ing telco and non-telco competition, rising 
regulatory pressure, unfavorable socio-eco-
nomic conditions and fast-changing customer 
needs and expectations.
Montenegrin market is characterized by 
strengthening broadband competition in the 
fixed market, especially by cable operators, 
and evolving X-Play/fixed- Mobile conver-
gence competition. in the highly penetrated 
mobile market there is fierce price competi-
tion. There is potential in growth of mobile 

broadband revenues, where there is prolifera-
tion of data centric offers and internet options 
added to “standard” packages. 
The country’s debt is close to the eu limit with 
55% of gDP, which coupled with low growth 
(+1.5%) is a real burden to the economy. 
The government introduced extensive fiscal 
adjustments like crisis tax of 1 eur monthly 
on SiM cards and Pay TV subscriptions, freeze 
of pensions and public wages, personal tax 
rate increase, VaT increase from 17% to 19%. 
in addition, restrictive credit policy by the 
banks, bankruptcy of the indebted aluminum 
industry giant and rising private debt in the 
real sector (23% blocked company accounts) 
will hit disposable income and increase overall 
cost-conscious customer behavior. 
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STraTegy
hungary

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 2013. even 
under uncertain macroeconomic and market 
conditions, we managed to increase revenues, 
we successfully improved customer retention 
and delivered strong volume figures. We have 
also gradually extended our network and 
offering capabilities proactively leveraging on 
various partnering models as well. The evolv-
ing external environment continues to drive 
the need for changes in our approach to our 
customers and our business.

We continue our transformation to become the 
most highly regarded service company in an 
extended market of telecommunications and 
related industries. To accelerate our efforts, 
we have developed a business and operating 
model based on our strategic imperatives to 
innovate, grow and extend the core business – 
thus growing revenue whilst becoming a more 
agile organization. This enables us to exploit 
and develop our extended customer base, 
improve efficiency and capture growth oppor-
tunities that secure stable cash generation 
in the long run. The strategic objective in the 
mid-term is to become more agile, enhance 
efficiency, simplify the product and services 
portfolio and increase process automation. 
We aim to exploit our abilities to become a 
leader in all digital services around the home 
for both consumers and third parties. our non-
core areas, such as energy, e-health, finance 
and insurance services, support customer 
retention and new revenue streams.

maCedonia 

Makedonski Telekom and T-Mobile Mk are the 
leading telecommunications providers in all 
segments, Mobile, fixed Voice, fixed Data as 
well in Pay-TV since 2012.

Based on our current potential and strength to 
secure the core and extend business, driving 
into improved unique market positioning, 
we are building on significant achievements 
(finished full all-iP Transformation, lTe/4g 
commercial launch) to ensure technology lead-
ership and increasing value for customers.

Makedonski Telekom aspirations of sustain-
able cash flow generation based on stabilized 
revenue and remain market leader should be 
enabled with simultaneously radical business 
model transformation. 

Makedonski Telekom’s strategic goals to be 
achieved:
¦ Sustainable revenue & strengthen  

leadership position;
¦ aggressive business-to-business (B2B) 

and information and communication  
technology (icT) growth, improving  
capabilities and organization;

¦ committed to create new value, to grow 
with innovations;

¦ integration, being one team both  
externally and internally;

¦ Transformation toward increased  
operational efficiency and new revenue 
opportunities;

¦ Technology based leadership,  
optimized network coverage and the  
best customer experience.

monTenegro

crnogorski Telekom successfully completed 
2013 business year, preserving its market 
superiority, stable financial performance  
and made significant achievements on its 
transformational path.

Major business challenges are macroeconomic 
pressure, threat of new taxes, regulation  
pressure, emerging competition, digital lifestyle 
demand; while major business drivers  
are the slowdown of revenue decline, cost  
discipline and e-transformation.

cT will continue to execute its strategy frame-
work and transformation program based on 
three strategic layers:
¦ Stand 4 Broadband:  fTTh/4g rollout and 

X-Play/fixed-mobile convergence (fMc) 
offers proliferation to ensure ultra-high 
speed connectivity and seamless cus-
tomer experience over fixed and mobile 
data streams and quality service features 
in order to keep long-term competitive-
ness in broadband, TV and fMc offers. 

¦ Transform 2 outperform:  Digital engage-
ment of customers and employees 
through transformation initiatives and 
consolidation strategies in order to sup-
port all iP cost-effective network architec-
ture, service convergence, multichannel 
business model and faster and flexible 
go-to-market.

¦ new Way 2 Play: Push icT/cloud and 
hardware initiatives; improving content 
variety and interactivity; new business 
development opportunities and exploring 
partnering concept.

regulaTory  
DeVeloPMenTS
for description of the most significant  
regulatory developments in hungary,  
Macedonia and Montenegro, see note 1.3  
to the consolidated financial Statements.
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ouTlook  
anD PuBlic TargeTS
The telecommunications industry is undergo-
ing significant changes globally. We have 
observed several long-term trends which 
are changing the structure of the telecom-
munications market. These long-term trends 
include changes in technology (e.g., iP-based 
broadband products and solutions, and cloud 
based solutions), customer requirements 
(e.g., increase in mobile usability of content 
services and terminal devices, 4Play solutions 
and the growing need for mobile applications) 
and competition and regulation (e.g., low entry 
barriers, new business models, convergence 
in the telecommunications and media broad-
cast industry).

Magyar Telekom’s current plans and out-
look are based on our best knowledge and 
expected circumstances. nevertheless, we 
cannot predict the behavior of our com-
petitors. Therefore, a stronger than assumed 
impact of other operators, new market 
entrants and new solutions in any country 
where we are present could result in a nega-
tive impact on our business performance.

hungary

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. 
in the european economy a slow recovery 
has started however it is still fragile. Major 
uncertainties surrounding the future of the 
euro have escalated the debt crisis for several 
euro-zone members. The hungarian economy 
has been impacted heavily by the second 
wave of the financial crisis. The recovery is 
slow and fragile, the hungarian national Bank 
forecasts indicate gDP growth of about 1.1 
percent for 2013 and 2.1 percent for 2014. The 
unemployment rate stays around ten percent, 
and the volatility of the hungarian currency is 
expected to continue.

in order to balance the government budget, 
the hungarian government has implemented 
several measures to reduce the deficit to 
2.8 percent of gDP in 2013. The Parliament 
adopted an act imposing telecommunications 
tax on service providers for fixed and mobile 
voice and mobile SMS/MMS services,  
effective from July 1, 2012 for an indefinite 
period of time. on June 27, 2013, the Parlia-
ment of hungary adopted an act amending 
the amount of the telecommunication tax, 
raising the tax measure to huf 3 per minute 
and huf 3 per SMS/MMS for non-private 
individual subscribers’ subscriptions and also 
raising the cap applicable to these subscrip-
tions to huf 5,000 per month. These changes 
took effect from august 1, 2013. The telecom-
munication tax payable by Magyar Telekom 
for 2013 was huf 23.9 billion. The Parliament 
also adopted an act imposing a further tax 
levied on utility networks (e.g.: ducts, cables) 
from 2013. The tax expense and liability was 
recognized in the first quarter of 2013 as 
the full annual tax liability (huf 7.4 billion) is 
payable based on the taxable infrastructure 
in place on January 1, 2013. our T-Systems 
hungary segment is also affected by heavy 
spending cuts by the government, our largest 
business customer. after the general elections 
on april 6, 2014 the government may impose 
further austerity measures to reach the deficit 
target of the budget.

in September 2013, frequency usage rights in 
the 900 Mhz and 1800 Mhz frequency bands 
were extended and harmonized until 2022. 
Magyar Telekom paid a one-off fee of huf 34 
billion for the extension. We expect that further 
currently unused frequency bands will be 
tendered in 2014.

Magyar Telekom is continuously seeking 
business opportunities beyond core services. 
a significant step was made in this direction 
upon our entrance into the hungarian retail 

energy market. This new revenue stream 
enables us to compensate for the decrease in 
our hungarian revenue, however, these rev-
enues are associated with lower margins. The 
hungarian government has approved a cut in 
household energy prices by 10% from January 
1, 2013, and another 11% from november 1, 
2013. on february 6, 2014 further 6.5% cut 
in gas prices, effective from april 1, 2014 and 
5.7% cut in electricity prices, effective from 
September 2014 were approved. The move 
applies to electricity, natural gas and district 
heating prices. in the future, we intend to shift 
our business focus and concentrate more on 
the competitive energy segment.

maCedonia

in Macedonia, competition is increasing both 
in the fixed line and mobile market. in the 
mobile market, aggressive price behavior is 
driven by a single mobile operator, which tries 
to regain lost market share. This trend is pre-
dicted to continue after announced mobile ter-
mination rates (“MTr”) decline. lTe licenses 
were obtained by all 3 mobile operators. 
Semi and full flat rates are dominant in mobile 
voice. Mobile data market is driven by flat rate 
packages. in the fixed line segment bundled 
offers based on broadband connections are 
the basis of future services. Digital TV services 
increase interactivity toward consumers and 
allowing extended applications. We also 
expect more intensive regulatory measures 
in Macedonia in the future. intensifying retail 
price regulation and competition pressure will 
result in significant decrease of retail prices. 
regulation expected for nga (next generation 
access) networks, introduction of in-house 
wiring, fiber unbundling and introduction of 
bit stream access over nga. further main 
focuses are: fostering of wholesale and retail 
service regulation, introduction of pure lric 
based pricing (for fixed and mobile voice, 
SMS, etc), nga and fTTh regulation in line 
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with nga recommendation, reframing and 
frequency allocation for 4g services, obliga-
tion for all operators to put their aerial cables 
in urban areas underground.

monTenegro

in Montenegro, we also anticipate a tough 
environment due to competitive and regula-
tory pressures in the near future. in the fixed 
line market crnogorski Telekom remain domi-
nant, however price competition in broad-
band market and technology/content based 
competition in Pay TV market lead by cable 
companies have already started offering low-
entry broadband packages. fiber roll out will 
increase broadband penetration, but without 
premium monetization. Broadband and Pay 
TV are beginning to exhibit the signs of market 
maturity while iT market is highly fragmented. 
in the mobile market, the environment is very 
competitive and price sensitive. flat tariffs in 
postpaid segment with unlimited on–net traffic 
and internet are initiated by market follow-
ers. Stronger growth expected in confined 
connectivity mobile data segment, as full 
connectivity will partly suffer from liberaliza-
tion and cable competition. Mobile network 
modernization (lTe) is ongoing. Telenor 
already launched pilot and cT also had a soft 
lTe launch in selected urban areas. regard-
ing the regulatory measures, two new relevant 
retail markets are subject to expected market 
analysis: broadband and mobile services. 
further risks are: international termination 
rates decline, nga regulation, price regimes 
of bundling services.

We have identified several risk factors which 
may affect our business in the future includ-
ing changes in the regulatory environment, in 
competition, and in foreign exchange rates. 
See the detailed description of these and 
other risk factors in section risk factors.

revenueS

The following reflects our current expectations 
with respect to our plans and initiatives:
¦ in our fixed line operations, we expect 

further declines in voice revenues due to 
continued line reduction and fixed line unit 
price erosion driven by mobile substitution 

and increased competition in the fixed line 
market, including competition from VoiP 
and Vocable providers. Mobile substitu-
tion remains the main driver of churn and 
we expect that average mobile per minute 
fees will continue to be lower than average 
fixed line per minute fees in 2014. as the 
market is shifting towards multiplay offers, 
we are bundling our product portfolio 
in order to provide all services for every 
customer demand on every platform. By 
having the full range of telecommunica-
tions services, we are capable of offering 
5Play packages, unique in the hungarian 
market. Magyar Telekom Plc. – due to 
unfavourable economic and market trends 
– has implemented tariff change effective 
from november 2013. fixed line termina-
tion tariffs were reduced by 66% in Janu-
ary 2014. further reductions are expected 
in 2015 and 2016.

¦ in the saturated fixed line market TV 
remains the key driver. Building on our 
large variety of platforms (cable, iP, DVB-S), 
we are targeting to reach those customers 
who currently have less than three of our 
services. We are aiming to expand further 
our rPc figures in 2014; however margins 
are under pressure due to significant com-
petition. To strengthen our position in the 
TV market, we are continuously innovat-
ing our product portfolio (e.g. by offering 
interactive SaT TV). 

¦ in the mobile market, penetration has 
reached saturation point, and we expect 
declining voice revenues in 2014. We 
expect further growth in mobile broadband 
and future growth potential of value-added 
and data services, but this positive impact 
will not offset the decline in voice rev-
enues. in 2013 all three mobile operations 
launched full flat mobile tariff packages, 
which could have negative impact on 
revenues. Mobile termination rates were 
reduced by 25% in 2013 and are expected 
to be reduced further in the future. The 
market entry of the 4th mobile operator is 
not likely in 2014.

¦ To sustain our competitiveness in the 
corporate sector, we are committed to 
developing further our iT competencies 
by focusing on complex service offerings 
through managed services, system integra-

tion and outsourcing of consultant services 
to corporate customers

expenSeS

We are entirely committed to improving inter-
nal operational efficiency in all of our business 
segments. To accomplish our goals despite 
the intensifying competitive environment, we 
expect to partially offset decreasing revenue 
with strict cost control. We will continue our 
group-wide efforts to increase cost efficiency. 
We have reached an agreement with trade 
trade unions on headcount reduction and 
other cost efficiency measures for 2014 at the 
hungarian operations. according to the terms 
of the agreement, the company plans to make 
around 250 employees redundant, the major-
ity of these employees had left the company 
by the end of 2013. There will not be any 
general increase in the base salaries for par-
ent company employees during 2014. These 
measures will reduce our Total Workforce 
Management (“TWM”) related costs.

in line with global market developments and 
the liberalization of the hungarian energy 
market, we have experienced rapid growth in 
energy prices above the rate of inflation. We 
expect energy costs to remain high in 2014, 
impacting us negatively.

inveSTmenTS in TangiBle  
and inTangiBle aSSeTS (Capex)

compared to previous years, the key priorities 
of capex spending have not changed. invest-
ments in new products and platforms (e.g., 
lTe, fTTx) remain our key strategic goals. 
Broadband expansion is supported by large 
scale modernization of the mobile network.

We will increase investments in the iT area  
to reach our goals of becoming an icT  
leader in hungary, while expansion into  
new market segments will also demand  
additional investments.

Striving for further improvement in customer 
orientation, the strategic priority is the suc-
cessful development and implementation of  
a new crM system in hungary. We are target-
ing the complete overhaul of the current cus-
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tomer management system of the company. 
We are continuously seeking further value-
creating acquisitions and investment targets.

revenue, eBiTda and Capex TargeTS

in 2013, revenues increased by 5% in line 
with our guidance attributable to significantly 
higher retail gas and electricity revenues 
coupled with strong growth in Si/iT services 
revenues as well. at the same time, with a full 
year decline of 7.9%, eBiTDa was somewhat 
ahead of our expectations thanks to better 
operational performance in hungary capex 
for 2013 totalled huf 87.5 billion without spec-

trum acquisitions and annual frequency fee 
capitalizations, in line with the 5% reduction 
we had aimed for. 

as for 2014, we expect margins to decline 
further parallel to the further increase in the 
weight and contribution from lower margin 
services, however with a slower pace than we 
witnessed in 2013. We estimate that our rev-
enues will decline by up to 3% compared to 
2013 while our reported eBiTDa is expected 
to decline by 3%-6% and our capex (exclud-
ing any spectrum acquisitions and annual 
frequency fee capitalizations) is targeted to 
remain around huf 87 bn. 

puBliC guidanCe
2014:

huf billion 2013 public guidance 2014

revenue 637.5 0%-3% decline

eBiTDa 179.7 3%-6% decline

capex* 87.5 ca. 87 billion

* excluding spectrum acquisitions and annual frequency fee capitalization.
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in order to maintain consistency with the 2013 year presentation of revenues, certain items were reclassified for comparative purposes. from 2013, 
all mobile terminated incoming international traffic revenues are disclosed as mobile wholesale revenues, while they were disclosed as fixed line 
wholesale revenues when transited through Makedonski Telekom to T-Mobile Macedonia. The previous year’s income statement disclosure of the 
revenue breakdown was modified to be comparable to the 2013 year’s presentation. This change makes the financial data and mobile kPis of the 
Macedonian segment and the group more comparable with other market participants.

Total revenues increased by 5.0% in 2013 compared to 2012. The components of our revenues were the following: 

moBile revenueS

2012. 2013. 2013/2012

(in huf millions) (% change)

Voice – retail 171,562 165,141 (3.7)

Voice – wholesale 32,660 27,511 (15.8)

Voice – visitor 3,347 2,563 (23.4)

Total voice 207,569 195,215 (6.0)

non-voice 64,248 68,080 6.0

equipment 29,843 40,077 34.3

other mobile revenues 7,626 7,573 (0.7)

Total mobile revenues 309,286 310,945 0.5

developmenT of BuSineSS  
in The grouP

revenueS

2012. 2013. 2013/2012

(in huf millions) (% change)

Mobile revenues 309,286 310,945 0.5

fixed line revenues 218,100 215,382 (1.2)

Si/iT revenues 54,256 64,054 18.1

revenue from energy Services 25,486 47,140 85.0

Total revenues   607,128 637,521 5.0

The following tables set forth information on our revenues:
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Total mobile revenues increased by 0.5% in 
2013 compared to 2012, resulted mainly from 
higher mobile equipment revenues together 
with the increased mobile internet revenues, 
which were largely offset by lower mobile 
voice revenues.

voiCe-reTail revenue

Voice-retail revenues consist of revenues  
from subscriptions, voice traffic and roaming 
voice revenues.

Within mobile revenues, voice revenues  
represent the largest component. in 2013, 
voice-retail revenues decreased by 3.7%.  
The unfavorable macroeconomic environment 
and the lower average retail tariff levels forced 
by strong competition had negative impact on 

our voice-retail traffic revenues in  
hungary and at our foreign subsidiaries. 
for more details, see segments analyses  
in section Development of business in  
the operating segments.

Mobile penetration reached 117.0% in  
hungary and we accounted for 46.3%  
market share in the highly competitive mobile 
market at December 31, 2013 based on  
the total number of SiM cards. in Macedonia, 
we maintained our leading market position.  
in Montenegro, mobile market share 
increased year over year.

voiCe-wholeSale revenueS

Voice-wholesale revenues consist of domestic 
and international incoming traffic revenues. 

The 15.8% decrease in voice-wholesale 
revenues is mainly caused by the lower 
termination fees in hungary and at our foreign 
subsidiaries due to regulated tariff reduction. 
for more details, see segments analyses  
in section Development of business in the 
operating segments.

voiCe-viSiTor revenueS

Visitor revenues decreased by 23.4% in  
2013 compared to the previous year. The 
decline in voice-visitor revenues were due to 
decreased tariff in hungary, while at our foreign 
subsidiaries lower volume of minutes caused 
the revenue decrease.

The following table provides kPi information on our mobile services in hungary, Macedonia and Montenegro:

2012. 2013. 2013/2012

December 31, (% change)

hungary

Penetration (%) 116.5 117.0 n.a.

Total number of subscribers 5,320,069 5,402,406 1.5

SiM market share (%) 45.9 46.3 n.a.

number of mobile broadband internet subscriptions 1,455,786 1,845,544 26.8

Mobile broadband market share based on total number  
of subscriptions (%) 

45.8 45.2 n.a.

Population-based outdoor 3g coverage (%) 80.5 82.9 n.a.

Population-based outdoor lTe coverage (%) 27.0 38.0 n.a.

maCedonia

Penetration (%)(1) 108.4 108.4 n.a.

Total number of subscribers 1,181,437 1,195,250 1.2

SiM market share (%, rPc)(1) (2) 48.0 47.5 n.a.

monTenegro

Penetration (%) 159.8 160.3 n.a.

Total number of subscribers 340,032 352,840 3.8

SiM market share (%) 34.3 35.5 n.a.

(1) restated, according to agency of electronic communications.
(2) Based on rPc.
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The table below shows total revenue generating fixed access lines (PSTn, VoiP and VocaTV voice channels, and Public payphones):

2012. 2013. 2013/2012

December 31, (% change)

hungary 1,723,584 1,683,430 (2.3)

Macedonia 291,988 266,940 (8.6)

Montenegro 165,620 161,805 (2.3)

fixed line  
revenueS

2012. 2013. 2013/2012

(in huf millions) (% change)

Voice – retail 80,848 73,021 (9.7)

Voice – wholesale 15,179 14,015 (7.7)

internet 52,765 51,835 (1.8)

Data 22,512 19,607 (12.9)

TV 34,428 37,270 8.3

equipment 4,064 8,110 99.6

other fixed line revenues 8,304 11,524 38.8

Total fixed line revenues 218,100 215,382 (1.2)

non-voiCe revenueS

The 6.0% higher non-voice revenues were  
primarily due to higher mobile internet 
revenues in hungary and at our foreign 
subsidiaries. This increase was partially offset 
by lower messaging revenues in hungary and 
in Macedonia. By December 31, 2013, we had 
1,845,544 mobile broadband customers and 
accounted for a 45.2% market share based 
on total number of subscriptions in the mobile 
broadband market in hungary.

equipmenT 

Mobile equipment revenues increased by 
34.3% in 2013, mainly attributable to our 
hungarian operation. The revenue growth 
was driven by the increased sales volume of 
smartphones and tablets with higher average 
unit prices.

oTher moBile revenueS

other mobile revenues decreased by 0.7% 
in 2013, as the negative effect of the sale of 
Pro-M, which resulted in the fallout of Pro-M 
revenues from September 2012 was largely 
offset by higher revenues derived from penalty 
charges in hungary, in 2013
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voiCe-reTail revenueS

Voice-retail revenues primarily consist of 
revenues from subscriptions, domestic and 
international outgoing traffic revenues gener-
ated on PSTn, VoiP, Vocable. fixed line voice-
retail revenues decreased by 9.7% in 2013 
compared to the previous year, mainly driven 
by lower PSTn subscription fee revenues and 
lower outgoing traffic revenues. The decrease 
was due to lower number of our fixed line sub-
scribers and lower average tariff levels.

Domestic outgoing traffic revenues consist 
of traffic charges for local, domestic long 
distance and fixed line to mobile calls placed 
by our subscribers.

in 2013, the continuous decline in the number 
of revenue producing fixed lines, decreased 
domestic outgoing traffic and lower aver-
age prices (due to flat rate packages, such 
as hoppá) led to lower domestic outgoing 
traffic revenues in hungary. Magyar Telekom 
has several favorable offers for customers 
choosing different flat-rate and optional tariff 
packages. our hoppá tariff package was very 
successful in 2013, generating more than 638 
thousand subscribers by the end of December 
2013. The vast majority of customers choosing 
this package signed a 2-year loyalty contract, 
therefore this offer proved to be a very effective 
tool in decreasing fixed line customer churn in 
hungary. our integrated fixed and mobile offer, 
the Paletta tariff package reached more than 
47 thousand customers at December 31, 2013.

Domestic outgoing traffic revenues decreased 
also in Macedonia and in Montenegro through-
out the period primarily due to decreased 

customer number and lower usage as a conse-
quence of increasing mobile substitution.

international outgoing traffic revenues include 
charges for calls placed by our fixed line 
subscribers to foreign destinations. These 
revenues decreased in 2013 in hungary and 
also at our foreign subsidiaries resulting from 
lower volume of minutes and also due to the 
loss of lines.

voiCe-wholeSale revenueS

Voice-wholesale revenues consist of domes-
tic and international incoming traffic rev-
enues. fixed line voice-wholesale revenues 
decreased by 7.7% in 2013 compared to 2012, 
mainly due to the decrease in incoming traffic 
and to interconnection rate cuts.

Domestic incoming fixed line traffic revenues 
decreased by 9.9% in 2013. The drop in reve-
nues from other domestic fixed line operators 
is due to lower call origination and termination 
revenues as a result of decreased traffic and 
reduced interconnection fees. The decrease 
in revenues from mobile operators was mainly 
due to lower mobile-to-international traffic vol-
ume, and also driven by reduced termination 
fees in hungary and in Macedonia too.

international incoming fixed line traffic rev-
enues decreased by 5.6% in 2013 compared 
to the previous year. in hungary, lower interna-
tional incoming traffic revenues were mainly 
driven by the reduced mobile termination 
fees and, to a lesser extent, lower volume of 
incoming international minutes. at our foreign 
subsidiaries, lower incoming international traf-
fic caused the decline in this revenue.

inTerneT revenueS

internet revenues decreased by 1.8% in 2013. 
in hungary, in hungary, DSl connections 
slightly increased together with cablenet and 
fiber optic connections, but the broadband 
volume increase could not compensate for 
the effect of lower average revenue per user 
(“arPu”) resulting from lower prices forced by 
intense competition. We accounted for an esti-
mated 37.6% retail broadband market share 
in hungary at December 31, 2013. lower 
internet revenues in hungary were some-
what compensated by the higher revenues 
in Montenegro due to increased number of 
DSl connections. in Macedonia, internet 
broadband revenues remained stable as lower 
prices were compensated by the 7.8% higher 
number of DSl access.
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The following table provides kPi information on our internet services in hungary, Macedonia and Montenegro:

2012. 2013. 2013/2012

December 31, (% change)

hungary

retail DSl customers 510,227 532,073 4.3

Wholesale DSl access 89,861 70,964 (21.0)

Total DSl access 600,088 603,037 0.5

cable broadband customers 245,984 281,577 14.5

fiber optic connections 41,802 50,953 21.9

retail broadband market share (%) 36,9 37,6 n.a.

maCedonia

retail DSl customers 145,263 160,168 10.3

Wholesale DSl access 26,903 25,346 (5.8)

Total DSl access 172,166 185,514 7.8

monTenegro

retail DSl customers 81,842 88,840 8.6

daTa revenueS

Data revenues decreased by 12.9% in 2013 compared to 2012. The decrease in both  
broadband and narrowband revenues was mainly deriving from lower number of domestic  
and international leased line customers as well as decreased prices, both in hungary and at  
our foreign subsidiaries in 2013.

Tv revenueS

TV revenues were up by 8.3% year over year. This increase was mainly attributable to much 
higher iPTV revenues driven by the growing iPTV subscriber base, both in hungary and at our 
foreign subsidiaries. The fast growth of the iPTV customer base, helped by the development of 
our high speed internet network, demonstrates the increasing popularity of interactive television. 
growth in satellite TV revenues was due to the higher number of satellite TV customers in 2013 
compared to the previous year. These increases were partly offset by lower cable TV revenues 
owing to the fact that an increasing number of existing subscribers have been migrating over to 
iPTV services in hungary.
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equipmenT

revenues from fixed line equipment sales almost doubled in 2013 compared to 2012 from  
huf 4.1 billion to huf 8.1 billion boosted mainly by increased equipment revenues in hungary 
due to the higher sale of TV sets, Tablet Pcs and notebooks in 2013.

System integration (“Si”) and iT revenues increased by 18.1% in 2013, due to higher infrastructure 
and application revenues owing to several significant new projects in 2013.These increases were 
partly offset by lower outsourcing mainly driven by the termination of the ekg project and the 
renegotiation of other large contracts in 2013.

The following table shows our TV customer numbers:

2012. 2013. 2013/2012

December 31, (% change)

hungary 834,726 887,716 6.3

Macedonia 66,140 87,686 32.6

Montenegro 54,248 59,188 9.1

Si/iT revenueS

2012. 2013. 2013/2012

(in huf millions) (% change)

  Si and iT revenues 54,256 64,054 18.1

revenue from energy ServiCeS

2012. 2013. 2013/2012

(in huf millions) (% change)

  revenue from energy Services 25,486 47,140 85.0
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revenue from energy Services increased significantly in 2013 compared to 2012. The growth 
resulted from the higher number of points of delivery in 2013 compared to a year earlier.

The following table provides kPi information on our energy services in hungary:

2012. 2013. 2013/2012

December 31, (% change)

electricity points of delivery 87,945 106,287 20.9

gas points of delivery 59,900 67,587 12.8

2012. 2013. 2013/2012

(in huf millions) (% change)

Mobile revenue-related expenses 79,835 84,934 6.4

fixed line revenue-related expenses 39,045 43,154 10.5

Si/iT revenue-related expenses 32,092 39,684 23.7

energy revenue-related expenses 25,428 48,903 92.3

agent commissions 10,826 11,105 2.6

Bad debt expense 6,752 8,690 28.7

direct costs 193,978 236,470 21.9

operaTing expenSeS

Direct costs

moBile revenue-relaTed expenSeS

Mobile revenue related expenses increased in 2013 compared to 2012 and amounted to  
huf 84.9 billion. higher mobile equipment costs owing to the higher ratio of smartphones  
and tablets sold were partly offset by decreased mobile voice payments.

fixed line revenue-relaTed expenSeS

fixed line revenue related expenses increased by 10.5% to huf 43.2 billion in 2013. The increase 
is mainly driven by higher equipment sales due to the significant increase in tablet, notebook  
and TV-set sales. furthermore, TV payments increased as well, owing to the increasing sub-
scriber base year over year. These increases were partly counterbalanced by the continuously 
decreasing voice-related payments.

Si/iT revenue-relaTed expenSeS

Si/iT revenue related expenses increased from huf 32.1 billion in 2012 to huf 39.7 billion in 2013  
in line with higher revenues due to several large infrastructure and application projects.
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energy revenue-relaTed expenSeS

energy revenue related expenses have been growing (from huf 25.4 billion in 2012 to huf  
48.9 billion in 2013) in line with the  higher customer base.

agenT CommiSSionS

agent commissions remained fairly stable in 2013 compared to 2012.

Bad deBT expenSe

Bad debt expense increased by 28.7% from huf 6.8 billion in 2012 to huf 8.7 billion in 2013,  
primarily due to the higher amount of impairment loss on receivables from equipment sales on  
instalments in 2013.

Direct margin decreased due to the shift towards lower margin services.

employee-related expenses increased by 2.8%, mainly due to the higher average employee figure  
in hungary as a result of insourcing activities that were previously provided by outsourcing partners.

direCT  
margin

2012. 2013. 2013/2012

(in huf millions) (% change)

revenues 607,128 637,521 5.0

Direct costs 193,978 236,470 21.9

direct margin 413,150 401,051 (2.9)

employee-relaTed  
expenSeS

2012. 2013. 2013/2012

December 31, (% change)

employee-related expenses 94,084 96,691 2.8

closing number of employees (fTe) 11,653 11,324 (2.8)

average number of employees (fTe) 11,282 11,349 0.6
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oTher operaTing  
expenSeS

2012. 2013. 2013/2012

(in huf millions) (% change)

Materials, maintenance and service fees 53,231 52,320 (1.7)

crisis tax 24,351 0 n.m.

Telecom tax 8,741 23,939 173.9

utility tax 0 7,448 n.a.

rental and operating lease 14,693 14,228 (3.2)

fees and levies 13,338 11,191 (16.1)

Marketing 12,696 12,807 0.9

consulting, audit and other expert fees 4,514 3,666 (18.8)

other expenses 2,854 2,488 (12.8)

other operating expenses 134,418 128,087 (4.7)

maTerialS, mainTenanCe  
and ServiCe feeS

Materials, maintenance and service fees 
decreased by 1.7% in 2013, mainly due to 
lower service fees as the previously out-
sourced labour force related to call center, 
customer care and customer experience 
services became permanent employees  
of the company in 2012. This decrease  
was largely counterbalanced by higher  
telecom equipment maintenance expenses  
in hungary, in 2013.

CriSiS TaxeS

Special “crisis” taxes on telecommunications 
services, retail sales and energy sales prevail-
ing in hungary between 2010–2012, did not 
exist in 2013.

TeleCom Tax

Telecom tax was introduced in hungary for 
fixed and mobile voice and mobile SMS/MMS 
services, effective from July 1, 2012. Since its 

introduction, the tax payable has increased sev-
eral times. for more details on the telecom tax, 
see note 25(b) of the consolidated financial 
Statements.

uTiliTy Tax

The hungarian Parliament adopted an act 
imposing a tax on utility networks, effective 
from January 1, 2013 for an indefinite period 
of time. The tax expense and liability was 
recognized in the first quarter of 2013, as the 
full annual tax liability is payable based on the 
taxable infrastructure in place on January 1, 
2013. Payments were made in two instalments 
in March and September in 2013. for more 
details on the utility tax, see note 25(c) of the 
consolidated financial Statements.

renTal  
and operaTing leaSe

rental and operating lease decreased by 
3.2%, predominately due to the change in the 
lease contracts of set top boxes in hungary, in 
2013, which turned these into finance leases.

feeS and levieS

fees and levies were down by 16.1% in 2013 
compared to the previous year. The decrease 
is mainly due to the capitalization (and reduc-
tion) of the annual frequency fees in hungary 
in September 2013, resulting in a huf 1.9 
billion decrease in fees and levies in 2013.

markeTing expenSeS

Marketing expenses remained fairly stable in 
2013 compared to 2012.

ConSulTing, audiT  
and oTher experT feeS

consulting, audit and other expert fees 
decreased by 18.8% in 2013, owing to higher 
expert fees in 2012 relating to an internal 
organisation restructuring project.



37

To our  
ShareholDerS

ManageMent  
report

Corporate  
governanCe

Share  
information

Consolidated  
FinanCial statements

Further  
inFormation

Depreciation and amortization decreased by 2.0%  in 2013, as the decrease due to the lower 
depreciation in Macedonia relating to the ran modernization project, where the useful life of 
affected equipment had been shortened, resulting in increased depreciation in 2012 was partly 
counterbalanced by the increases due to higher amortization expenses in hungary as a result of 
the capitalization of the annual frequency fees and the leased set top boxes.

other operating income decreased by 68.6% in 2013 compared to 2012. The unusually high 
amount of income in 2012 was mainly owing to a real estate transaction in Macedonia, where  
four old buildings were exchanged for a new one in 2012, resulting in a gain on the sale of the  
old buildings of huf 3.8 billion. also, the sale of Pro-M in 2012 resulted in a gain of huf  
1.6 billion.There were no such exceptional transactions in 2013, which resulted in a decrease  
of other operating income.

eBiTDa decreased primarily due to the lower direct margin in 2013.

depreCiaTion  
and amorTizaTion

eBiTda

oTher operaTing  
inCome

2012. 2013. 2013/2012

(in huf millions) (% change)

Depreciation and amortization 106,897 104,741 2.0

2012. 2013. 2013/2012

(in huf millions) (% change)

eBiTDa 194,818 179 ,462 (7.9)

2012. 2013. 2013/2012

(in huf millions) (% change)

gain on the sale of PPe, intangible assets  
and assets held for sale

4,012 333 (91.7)

gain on sale of subsidiaries and associates 1,646 - (100.0)

other operating income 4,512 2,856 (36.7)

Total other operating income 10,170 3,189 (68.6)
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operaTing  
profiT

neT finanCial  
reSulT

inCome Tax expenSe

2012. 2013. 2013/2012

(in huf millions) (% change)

operating profit 87,921 74,721 (15.0)

2012. 2013. 2013/2012

(in huf millions) (% change)

interest expense 24,218 22,734 (6.1)

other finance expense – net 7,919 10,865 37.2

interest income (3,539) (2,031) 42.6

net financial result 29,598 31,560 10.4

2012. 2013. 2013/2012

(in huf millions) (% change)

corporate income and deferred taxes 5,383 6,494 20.6

other income taxes 8,085 7,812 (3.4)

Total income tax expense 13,468 14,306 6.2

effective tax rate (%) 22.7 33.1 n.a.

The net financial result deteriorated by 10.4% from huf 28.6 billion in 2012 to huf 31.6 billion 
in 2013. The deteriorated result was primarily due to the higher combined net loss on foreign 
exchange translation and fair valuation of derivatives in 2013, as the huf weakened by 1.93% 
against the eur in 2013. The above deterioration was party offset by the lower average interest 
rates in 2013 resulting in lower amount of interest expense despite the higher average balance  
of the loan portfolio.

income tax expense increased from 13.5 billion in 2012 to 14.3 billion in 2013. higher tax expense 
in spite of lower PBT is mostly due to the weaker results of our Macedonian subsidiaries with 
lower effective tax rate, shifting average effective tax rate to a higher level. The virtually flat 
amount of the hungarian local business tax (included in other income taxes) also contributed  
to the increase of the effective tax rate.

for more details on tax rates, tax credits and deferred taxes see note 9 to the consolidated 
financial Statements
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CaSh flow  
analySiS

2012. 2013. 2013/2012

(in huf millions) (change in amount)

operating cash flow 145,227 131,612 (13,615)

investing cash flow (72,875) (106,049) (33,174)

less: Proceeds from other financial assets 10,645 13,772 3,127

repayment of other financial liabilities (2,036) (11,157) (9,121)

free cash flow  59,671 634 (59,037)

Proceeds from other financial assets 10,645 13,772 3,127

Proceeds from/payment for loans and other borrowings (2,922) 50,244 53,166

Dividend paid to shareholders and non-controlling interest (66,104) (65,405) 699

exchange gains/losses on cash and cash equivalents (530) 177 707

Change in cash and cash equivalents 760 (578) (1,338)

free CaSh flow

operaTing CaSh flow

net cash generated from operating activities amounted to huf 131.6 billion in 2013, compared to 
huf 145.2 billion in 2012. Main reasons for the decrease of huf 13.6 billion were the following:
¦ huf 15 billion change in eBiTDa.
¦ huf 12 billion from change of receivables due to significantly increasing equipment sale  

on installments in 2013 (smart phones, TV, tablet, etc.).
¦ huf 4 billion due to less addition to severance and legal provision and more severance  

payment from provision in 2013 than in 2012. 
¦ huf 4 billion impact due to changes in unpaid taxes  were more favorable in 2012 than  

in 2013.
¦ huf 4 billion due to trade payables (reverse) factored in 2013 and paid in 2013 included  

in repayment of other financial liabilities.
¦ huf 22 billion due to the settlement payments to the DoJ and the Sec in Q1 2012.
¦ huf 5 billion effect due to the non-cash gain on the disposal of Maktel's old buildings as part 

of the building exchange deal in Q3 2012 and gain on sale of Pro-M in 2012.
¦ huf 4 billion due to the proceeds from the recovery of Pro-M receivables as part of the  

disposal deal in 2012.
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inveSTing CaSh flow

net cash used in investing activities amounted to huf -106.0 billion in 2013, compared to huf 
-72.9 billion in 2012. Main reasons for the huf 33.1 billion higher cash outflow were the following:
¦ huf 34 billion initial cost due to renewal of the 900 Mhz and 1800 Mhz hungarian frequency 

licenses in 2013. 
¦ huf 11 billion 900 Mhz spectrum license fee paid in 2012.
¦ huf  3 billion paid for new 4g license in Macedonia in Q3 2013.
¦ huf 3 billion due to capex payables (reverse) factored in 2013 and paid in 2013 included in 

repayment of other financial liabilities. 
¦ huf 14 billion due to cash inflow from the sale of Pro-M (excluding huf 4 billion included in 

operating cash flow) in Q3 2012. 
¦ huf 2 billion net effect from acquisitions. The purchase price of M-kábel acquisition in 2012 

was higher than the purchase price of a number of cable TV business acquisitions in 2013.

proCeedS from oTher finanCial aSSeTS – neT

Proceeds from other financial assets – net increased from huf 10.6 billion in 2012 to huf  
13.8 billion in 2013, as higher amount of bank deposits were converted into cash in Macedonia 
than in 2012.

repaymenT of oTher finanCial liaBiliTieS

repayment of other financial liabilities increased due to the huf 7 billion payment on vendor 
factored trade payables in 2013, while no such payment took place in financing activities in 2012. 
Besides, huf 2 billion higher payments on finance lease liabilities in 2013 than in 2012 due to the 
amendment of the STB lease contracts in 2013 also contributed to the increase.

oTher finanCial CaSh flowS

¦ huf 53 billion higher net loan proceeds in 2013 as a result of the need generated by the lower 
free cash flows in 2013.

¦ huf 1 billion less dividend payment in 2013. MT paid the same amount of dividend, while MkT 
paid less dividend and Tcg paid more dividend to its minority owners in 2013.
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Telekom hungary SegmenT

The following table sets forth information regarding the Telekom hungary segment:

developmenT of BuSineSS  
in The oPeraTing SegMenTS

2012. 2013. 2013/2012

(in huf millions) (% change)

Voice revenues 157,044 150,098 (4.4)

non-voice revenues 47,960 51,044 6.4 

other mobile revenues 28,886 40,356 39.7

Total mobile revenues 233,890 241,498 3.3

Voice revenues 62,471 56,444 (9.6)

internet revenues 41,385 40,346 (2.5) 

TV revenues 30,010 31,970 6.5 

energy revenues 25,486 47,140 85.0

other fixed line and Si/iT revenues 40,374 46,678 15.6

Total fixed line and Si/iT revenues 199,726 222,578 11.4

Total revenues 433,616 464,076 7.0

eBiTda 130,928 129,035 (1.4)
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The following tables set forth key non-financial information regarding the Telekom hungary segment:

moBile ServiCeS
2012. 2013. 2013/2012

December 31, (% change)

number of customers (rPc) 4,836,965 4,886,705 1.0

Postpaid share in the customer base (%) 47.3 48.5 n.a.

Mou 160 161 0.6

Postpaid arPu 5,698 5,518 (3.2)

Prepaid arPu 1,414 1,355 (4.2)

arPu (huf) 3,455 3,384 (2.1)

Postpaid (%) 14.5 13.2 n.a.

Prepaid (%) 21.9 23.2 n.a.

overall churn rate (%) 18.4 18.4 n.a.

ratio of non-voice revenues in arPu (%) 23.5 25.4 n.a.

average acquisition cost (Sac) per gross add (huf) 5,479 6,407 16.9

number of mobile broadband internet subscriptions 1,362,750 1,712,807 25.7
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fixed line  
ServiCeS

2012. 2013. 2013/2012

December 31, (% change)

voiCe ServiCeS

Total voice access(1)(2) 1,554,174 1,517,065 (2.4)

Total outgoing traffic (thousand minutes) 3,198,321 3,118,192 (2.5)

Mou (outgoing minutes) (1) 181 181 0.0

arPu (huf) (1) 2,849 2,768 (2.8)

inTerneT ServiCeS

 number of retail DSl customers 497,217 518,217 4.2

number of cable broadband customers 245,984 281,577 14.5

number of fiber optic connections 41,802 50,953 21.9

Total retail broadband customers 785,003 850,747 8.4

Broadband arPu (huf) 3,813 3,530 (7.4)

number of wholesale DSl access 89,861 70,964 (21.0)

Tv ServiCeS

number of iPTV customers 313,285 389,700 24.4

number of satellite TV customers 291,118 307,147 5.5

number of cable TV customers 230,323 190,869 (17.1)

Total TV customers 834,726 887,716 6.3

TV arPu (huf) 3,069 3,110 1.3

energy ServiCeS

electricity points of delivery 87,945 106,287 20.9

gas points of delivery 59,900 67,587 12.8

(1.) PSTn, VoiP and Vocable access lines.
(2.) including public payphones.
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revenueS

Total revenues in the Telekom hungary segment increased by 7.0% year over year due to consid-
erably higher revenues from energy services, as well as increased mobile and fixed equipment, 
mobile internet, TV and Si/iT revenues. These increases were mitigated by lower mobile and fixed 
voice revenues and decreased fixed internet revenues.

Mobile revenues increased in 2013 compared to 2012 mainly due to higher equipment rev-
enues driven by increased sales volume of smartphones and tablets. The increase in non-voice 
revenues due to wider usage of mobile internet and the higher other mobile revenues caused 
by increased amount of penalties charged also contributed to the growth. These increases were 
mitigated by the decline in mobile voice revenues owing to the average tariff decrease.

fixed line voice revenues declined by 9.6% in 2013 compared to 2012 due to lower subscription 
fee revenues resulting from the decrease in the average number of fixed lines. The decrease was 
also driven by lower outgoing traffic revenues due to the loss of lines and price discounts reflect-
ing the multiplay migration and competition with VoiP and Vocable operators. The increasing 
popularity of flat rate packages (e.g. hoppá) also led to lower arPu. 

fixed line internet revenues decreased and amounted to huf 40.3 billion in 2013. The decrease 
was mainly owing to a lower number of wholesale connections. increase in the number of retail 
broadband customers could not fully compensate for the decrease in wholesale connections and 
the effects of lower arPu, reflecting lower prices forced by strong competition. The migration 
towards Telekom double- and triple-play packages also had a negative effect on the arPu level.

Driven by a larger customer base, iPTV and satellite TV revenues increased compared to last year. 
This increase was partly offset by lower cable TV revenues influenced by the significantly lower 
customer base due to migration from cable TV to iPTV technology.

revenue from energy services increased by huf 21.7 billion in 2013 comapred to 2012 due to the 
growth in the number of customers.
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eBiTda

eBiTDa of the Telekom hungary segment decreased by 1.4%, due to the lower direct margin, that 
could not be compensated by the decrease in sector specific tax expenses, in fees and levies and 
the lower service fees.

T-SySTemS hungary SegmenT

The following tables set forth key financial information regarding the T-Systems hungary segment:

2012. 2013. 2013/2012

(in huf millions) (% change)

Voice revenues 15,490 14,329 (7.5%)

non-voice revenues 9,180 9,181 0.0%,

other mobile revenues 5,959 3,496 (41.3%)

Total mobile revenues 30,629 27,006 (11.8%)

Voice revenues 8,915 8,497 (4.7%)

Data revenues 11,142 9,262 (16.9%)

other fixed line revenues 4,085 4,379 7.2

Total fixed line revenues 24,142 22,138 (8.3)

Si/iT revenues  63,115 74,496 18.0

Total revenues 117,886 123,640 4.9

eBiTda 16,838 14,194 (15.7)

The following tables set forth information regarding the key operating statistical figures  
of T-Systems hungary segment:

moBile ServiCeS

2012. 2013. 2013/2012

December 31, (% change)

number of customers (rPc) 483,104 515,701 6.7

arPu (huf) 4,441 3,973 (10.5)

overall churn rate (%) 8.8 6.8 n.a.

ratio of non-voice revenues in arPu (%) 37.4 39.2 n.a.

average acquisition cost (Sac) per gross add (huf) 4,059 3,398 (16.3)

number of mobile broadband internet subscriptions 93,036 132,737 42.7
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fixed line  
ServiCeS

2012. 2013. 2013/2012

December 31, (% change)

voice services

Business PSTn lines 39,358 39,141 (0.6)

Managed leased lines (flex-com connections) 1,715 1,389 (19.0)

iSDn channels 130,052 127,224 (2.2)

Total lines 171,125 167,754 (2.0)

Total outgoing traffic (thousand minutes) 245,550 229,841 (6.4)

Mou (outgoing) 176 177 0.8

arPu (huf) 4,315 4,246 (1.6)

revenueS

The total revenue of T-Systems hungary increased by 4.9% in 2013 compared to 2012, as higher 
Si/iT revenues more than compensated for the decrease in mobile and fixed line revenues.

Mobile voice revenues decreased by 7.5% in 2013 versus 2012, predominantly due to lower 
voice-retail revenues as a result of lower average price per minute and decreased Mou, partly 
compensated by the higher average customer base.

fixed line voice revenues decreased, reflecting the erosion both in the customer base and traffic. 
fixed line data revenues were lower, as a result of the lower number of domestic and international 
leased line customers as well as decreased prices. fixed line internet revenues also declined. 
although the number of retail DSl access increased, the lower retail arPu resulted in a decrease 
in internet revenues.

The 18.0 % increase in Si/iT revenues resulted mainly from higher infrastructure and application 
revenues owing to several significant new projects in 2013. These increases were partly offset by 
lower outsourcing revenues mainly driven by the termination of the ekg project and the renego-
tiation of other large contracts in 2013.

eBiTda

eBiTDa decreased by 15.7% year over year, mainly as a result of the one-off gain on the sale  
of Pro-M in Q3 2012 and the non deductible VaT in 2013.
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maCedonia

The following table sets forth information regarding the Macedonian operations:

in order to maintain consistency with the current year presentation of revenues, certain items 
were reclassified for comparative purposes. from Q1 2013, all mobile terminated incoming  
international traffic revenues are disclosed as mobile (wholesale) revenues, while they were  
disclosed as fixed line (wholesale) revenues when the incoming traffic transited through  
Makedonski Telekom to T-Mobile Macedonia. The previous year’s income statement disclosure  
of the revenue breakdown was modified to be comparable to the current year’s presentation.  
This change makes the financial data and mobile kPis of the Macedonian segment  
and the group more comparable with other market participants.

The 3.0% stronger MkD against huf on average in 2013 compared to last year had a positive 
impact on the results of the Macedonian operations in huf terms. revenues of our Macedonian 
segment decreased by 6.6% in huf terms, mainly driven by the significant decrease in mobile 
and fixed voice revenues.

The following tables set forth information regarding the key operating statistical figures of Macedonia:

(1) comparatives modified.

2012. 2013. 2013/2012

(in huf millions) (% change)

Total mobile revenues (1) 37,979 35,008 (7.8)

Total fixed line and Si/iT revenues (1) 27,080 25,778 (4.8)

Total revenues 65,059 60,786 (6.6)

eBiTda 34,628 24,167 (30.2)

moBile ServiCeS

2012. 2013. 2013/2012

December 31, (% change)

markeT daTa

Mobile penetration (%) (1) 108.4 108.4 n.a.

Market share of T-Mobile Macedonia (%) (rPc) (1) (2) 48.0 47.5 n.a.

moBile operaTionS

number of customers 1,181,437 1,195,250 1.2

Postpaid share in the customer base (%) 32.4 32.5 n.a.

Mou 163 191 17.2

arPu (huf) (3) 2,356 2,163 (8.2)

(1) restated, according to agency of electronic communications.
(2) Based on revenue producing customers (rPc).
(3) restated, due to change in calculation methodology.
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2012. 2013. 2013/2012

December 31, (% change)

market data

fixed line penetration (%) 14.9 13.4 n.a.

retail DSl market share (estimated) (%) 82.6 83.5 n.a.

voiCe ServiCeS

Total voice access 291,988 266,620 (8.5)

Total outgoing traffic (thousand minutes) 667,333 565,402 (15.3)

inTerneT ServiCeS

number of retail DSl customers 145,263 160,168 10.3

number of wholesale DSl access 26,903 25,346 (5.8)

Total DSl access 172,166 185,514 7.8

Tv ServiCeS

number of iPTV customers 66,140 87,686 32.6

revenueS

The decrease in mobile revenues was mainly due to lower voice-retail revenues. higher outgoing 
minutes could not offset the lower subscription fees as a result of promotion for new subscrib-
ers. These decreases were party counterbalanced by the increase in non-voice and other mobile 
revenues. non-voice revenues increased by 4.4%, mainly due to higher mobile internet revenues as 
a result of higher usage. other mobile revenues increased by 29.4%, mainly driven by the greater 
number of higher average price handsets sold in 2013 compared to 2012.

The decrease in total fixed line revenues was primarily the result of lower voice-retail revenues 
reflecting the loss of fixed lines and lower traffic impacted by mobile substitution and competi-
tion. increasing TV revenues owing to the growing iPTV subscriber base, and higher equipment 
revenues slightly mitigated the decrease in fixed line revenues.

eBiTda

eBiTDa decreased by 30.2%, derived mainly from higher other operating income in 2012, owing 
to the real estate transaction resulting in a huf 3.8 billion gain, where four old buildings were 
exchanged for a new one. furthermore, higher employee related expenses due to the severance 
expenses relating to the headcount reduction program in 2013, and the lower direct margin also 
contributed to the eBiTDa decrease.
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monTenegro

The following table sets forth information regarding the Montenegrin operations:

The 3.1% stronger eur against huf on average in 2013 compared to 2012 had a positive impact 
on the results of our Montenegrin operations in huf terms. Total revenue remained stable year 
over year and amounted to huf 32.8 billion, as lower mobile and fixed voice, and data revenues 
were almost fully compensated by higher mobile non-vocie, mobile equipment and  fixed internet 
as well as increased TV revenues.

The following tables set forth information regarding the key operating statistical figures of Montenegro:

2012. 2013. 2013/2012

(in huf millions) (% change)

Total mobile revenues 14,736 14,112 (4.2)

Total fixed line and Si/iT revenues 18,239 18,692 2.5

Total revenues 32,975 32,804 (0.5)

eBiTda 12,325 12,067 (2.0)

moBile ServiCeS

2012. 2013. 2013/2012

December 31, (% change)

markeT daTa

Mobile penetration (%) 159.8 160.3 n.a.

crnogorski Telekom’s market share (%) 34.3 35.5 n.a.

moBile operaTionS

number of customers (rPc) 340,032 352,840 3.8

Postpaid share in the customer base (%) 40.2 38.4 n.a.

Mou 161 166 3.1

arPu (huf) 3,358 2,815 (16.2)
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ServiCeS

2012. 2013. 2013/2012

December 31, (% change)

markeT daTa

fixed line penetration (%) 26.0 25.4 n.a.

retail DSl market share (estimated) (%) 82.9 81.8 n.a.

voiCe ServiCeS

Total voice access 165,620 161,805 (2.3)

Total outgoing traffic (thousand minutes) 300,312 265,911 (11.5)

inTerneT ServiCeS

number of DSl access 81,842 88,840 8.6

Tv ServiCeS

number of iPTV customers 54,248 59,188 9.1

revenueS

in 2013, mobile revenues in huf terms decreased by 4.2% compared to 2012, owing to lower voice 
revenues. Decreased voice-retail revenues were a result of the significantly lower tariff levels that could 
not be compensated by the slight increase in total minutes and customers. Decreased voice-wholesale 
revenues are due to lower interconnection revenues, while decreased visitor revenues are mainly due 
to lower number of visitors. non-voice revenues increased by 15.2%, mainly due to higher SMS and 
mobile internet revenues, as a result of higher usage and increasing customer base. other mobile 
revenues increased by 82.6%, mainly due to higher handset sales due to successful smartphone 
marketing campaigns in 2013.

Total fixed line and Si/iT revenues in huf terms slightly increased, as lower voice and data revenues 
were counterbalanced by higher TV, internet and other fixed line reveues. internet and TV revenues 
increased owing to the higher customer number, while the increase in other fixed line revenues is due 
to an iru sale transaction in 2013.

eBiTda

The eBiTDa of our Montenegrin operation slightly decreased year over year, as higher employee-
related expenses were largely counterbalanced by lower other operating expenses.
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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 on 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, 
2008 and in 2012.

in line with the current regulations, the Board of Directors and the Supervisory Board of Magyar 
Telekom Plc. approved the corporate governance and Management 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/about_us/investor_relations/corporate_governance/corporate_govern-
ance_documents

The corporate governance Declaration on compliance with the corporate governance rec-
ommendations, and in case of specific recommendations the possible deviations and their 
explanations are included in the report. Points 1 to 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.

our Board of Directors, through the internal audit, carried out an evaluation of the company’s 
disclosure processes in 2013. Based on the evaluation, our disclosure controls and procedures 
were effective and designed to ensure a proper basis for the timely and accurate disclosures to 
the market participants required under the respective accounting, capital markets and company 
law regulations.

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.

See further information about the Board of Directors in section our management.

CorporaTe  
goVernance

Board  
of DirecTorS
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Pursuant to the rules of Procedure of the Board of Directors, the Board of Directors established  
a Management committee in 2000, which is empowered to carry out the day-to-day operations in 
accordance with the annual business plan. 

See further information about the Management committee in section our management.

The Supervisory Board carries out its activities based on Section 8 of the articles of association 
and its rules of Procedure approved by the general Meeting of the shareholders (http://www.
telekom.hu/about_us/investor_relations/corporate_governance/supervisory_board). The Supervi-
sory 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 company’s 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 central Workers’ council of Magyar Telekom 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.

managemenT  
coMMiTTee

SuperviSory  
BoarD
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on December 31, 2013, the members of the Supervisory Board, their principal occupation  
and the years of their original election were as follows:

The members’ mandate lasts until May 31, 2016.

name Born prinCipal oCCupaTion memBer SinCe

Dr. lászló Pap 1943 Budapest university of Technology and economics, 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, Magyar Telekom 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 Member of the Supervisory Board of e.on hungária Zrt. 2006

Tamás lichnovszky 1962 chairman of the central Workers’ council, Magyar Telekom 2010

Martin Meffert 1960
responsible for corporate governance issues of Magyar Telekom, 
Makedonski Telekom and crnogorski Telekom  
at the group headquarters of Deutsche Telekom ag.

2009

Éva Őz 1957
controlling Manager of controlling Directorate, chairwoman  
of the Workers’ council of central functions, Magyar Telekom

2012

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 2008

Dr. konrad Wetzker 1950 chairman, corvinus School of Management 2011
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other Principal Directorships of Members of the Supervisory Board

name poSiTion held Company

Dr. lászló Pap Member of the Supervisory Board Viking Zrt.

Dr. János Bitó none

attila Bujdosó none

Dr. János illéssy none

Dr. Sándor kerekes 

chairman of the advisory Board Zöld iránytű alapítvány

Member of the Supervisory Board Tomori Pál főiskola

Member of the advisory Board Vezetőképzésért alapítvány

chairman kÖVeT association

konrad kreuzer 

chairman of the Supervisory Board e.on Észak-dunántúli Áramhálózati Zrt.

chairman of the Supervisory Board e.on Dél-dunántúli Áramhálózati Zrt.

chairman of the Supervisory Board e.on Tiszántúli Áramhálózati Zrt.

chairman of the Supervisory Board e.on közép-dunántúli gázhálózati Zrt.

chairman of the Supervisory Board e.on Dél-dunántúli gázhálózati Zrt.

chairman of the Supervisory Board e.on gazdasági Szolgáltató kft.

chairman of the Supervisory Board e.on hálózati Szolgáltató kft.

Member of the Board of Directors Budapest airport Zrt.

Member of the Supervisory Board Sag hungaria

chairman of the Supervisory Board Sag elektrovod

chairman of the Supervisory Board eMg

Tamás lichnovszky none

Martin Meffert none

Éva Őz 

Member of the Supervisory Board hírközlési Dolgozók Jóléti alapítványa

Member of the Supervisory Board Dél-dunántúli Távközlési Sportegyesület

Member of the financial audit committee Távközlési Szakszervezet

Dr. károly Salamon general director MiS kft.

Zsoltné Varga none

Dr. konrad Wetzker Member of the Board of Directors Wildhorse energy ltd.
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BiographieS of memBerS of The SuperviSory Board

dr. lÁSzló pap
Professor Dr. lászló Pap graduated from the Budapest Technical university, electrical engineer-
ing faculty with a degree in telecommunications. in 1980 he received a PhD and later a cSc,  
and Doctor of Sciences in 1992. he was elected as a correspondent member in 2001, then as 
a full member in 2007 of the hungarian academy of Sciences. he has been a professor in the 
electrical engineering and informatics faculty at the Budapest university ofTechnology and 
economics since 1992. Between 1992 and 2008 he served as head of the Telecommunications 
Department and from 2001 to 2004 as Strategic Vice rector of the university. he has obtained 
numerous patents for his inventions. he is the honorary President of the Scientific association for 
infocommunications, a member of the Telecommunications Systems committee of the hungar-
ian academy of Sciences, and, among others, a member of the editorial board of the periodical 
World of nature and Wireless networks, a member of the hungarian Space Board and the Presi-
dent of the Scientific council on Space research.

dr. JÁnoS BiTó
Dr. János Bitó graduated from the faculty of natural Sciences at József attila university of Sci-
ences (Szeged, hungary) in 1958, and received a Doctor rerum naturalium in 1960. in 1967, he 
received a PhD, and in 1971, a Doctor of Science in technical sciences. he has taught in many 
hungarian and foreign universities. Between 1971 and 2002, he worked as a technical, research 
and development director, managing director or chief officer at a number of companies and 
institutions, and as senior advisor to a minister. Between 1965 and 2005, he accomplished con-
siderable achievements in scientific research and development. he is a member of a number of 
scientific organizations, including the committee on information Science and the committee on 
automation and computer Science of the hungarian academy of Sciences. he was member of 
the Board of Directors or Supervisory Board or chairman of the Supervisory Board at a number of 
companies. at present he is the chairman of the Thesis and final examination Board at Pázmány 
Péter catholic university, information Technology faculty. a lot of publications are connected to 
his name (articles, university notes, books), he is the owner of many prizes and awards.

aTTila BuJdoSó
Mr. attila Bujdosó holds a degree in electrical engineering from kandó kálmán Technical college 
of Budapest, faculty of electrical engineering. Since 1985, he has been working at Magyar Tel-
ekom and its legal predecessors. until 1998, he worked as an exchange maintenance technician, 
then as a technical coordinator and an administrative operator. he has been a member of various 
trade unions since 1985: between 1985 and 1990 a member of the Postal Workers’ Trade union, 
between 1990 and 1993 a member of the Telecommunications Workers’ Trade union, between 
1993 and 2004 a member of the hungarian Telecommunications Branch Trade union, from 
2004 a member, and since July 1, 2008, the President of the Telecommunications Trade union. 
Between 2005 and 2007, he was a member of the Workers’ council and between July 1, 2008 
and December 31, 2010 he was a member of the Presidency of MSZoSZ (national confederation 
of hungarian Trade unions).
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dr. JÁnoS illéSSy
Dr. János illéssy holds a degree in electrical engineering from the Budapest Technical university 
and has later received MBa and PhD degrees from the university of Pittsburgh, uSa. he spent 
over a decade and a half with Pannonplast, a plastics producer listed on the Budapest Stock 
exchange, as consultant, controller, chief financial officer and then chairman-chief executive 
officer. Between 2001 and 2003 he worked as managing director of the hungarian subsidiary 
bank of BnP Paribas. Between 2004 and 2007 he was the chief financial officer and member of 
the Board of Directors of Borsodchem. currently, he is the managing director of lebona kft. and 
teaches financial economics at the institute of international Business relations and also at the 
Business School of central european university as an adjunct Professor.

dr. SÁndor kerekeS
Professor Dr. Sándor kerekes holds an MSc in chemistry and economics. he taught chemical 
technology for 16 years. he received a Dr. univ degree in 1973, a PhD (cSc) degree in econom-
ics in 1984 and Doctor of Sciences of the hungarian academy of Sciences in 2003. in 1994, he 
accomplished the advanced Management Program at harvard Business School. for 15 years, 
he had been member or chairman of the Board of Directors or Supervisory Boards of various 
hungarian mid-size companies. Since 1986, he has served as the head of Department and 
later as institute director at corvinus university and its legal predecessors. Between 1994 and 
1997 and between 2002 and 2006 he served as the Dean of Business administration faculty of 
corvinus university of Budapest. he is the Director of the institute of environmental Sciences of 
the university. form 2008 he was Vice rector of academic affairs of the university until Decem-
ber 14, 2011. he is member of the editorial boards of various papers (e.g., Society and economy , 
Vezetéstudomány) and the author of many books and articles.

konrad kreuzer
Mr. konrad kreuzer is a lawyer with a degree in Business administration. after serving in various 
positions at the universities of Munich and konstanz and in the Ministry of Domestic affairs of the 
State of Bavaria, he joined Bayernwerke utilities as the Director of law and Property Department, 
later as Managing Director of euroBayernwerk, the affiliate for international development of Bay-
ernwerk. Between 1997 and 2013 he has served as chief executive officer and as chairman of 
the Board of Directors of e.on in hungary, and from 2002 on in addition as chairman and chief 
executive officer of Zapadoslovensko energetika/eon Slovensko. currently he is member of the 
Supervisory Board of e.on hungária Zrt. and adviser and member of the Board of Directors/
Supervisory Board of other companies in hungary, Slovakia and czech republik.

TamÁS liChnovSzky
Mr. Tamás lichnovszky received a Bachelor’s degree as licensed signal officer and telecommu-
nications engineer in 1984 from Zalka Máté Military Technical college and as manager engineer 
in 2002 from the Budapest Technical college. in 2010, he received a post-graduate degree in 
complementary legal studies from the Pázmány Péter catholic university. he has been working 
at Magyar Telekom and its legal predecessor in technical and customer service areas since 1990. 
he has been an elected member of the Workers’ council since 1998 and from March, 2011 he is 
the chairman of the central Workers’ council.
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marTin mefferT
Mr. Martin Meffert holds a degree in Telecommunications engineering from the university of 
applied Sciences and a degree in economics from the Business and administration academy in 
koblenz, germany. he started his career in 1985 as a telecommunications network planner and 
later satellite services specialist in the regional directorate of Deutsche Bundespost in koblenz. 
Between 1990 and 1998 he served in the Ministry of Telecommunications in Bonn at the depart-
ments of satellite systems and international network projects. in 1999, he joined the fixed line 
business of Deutsche Telekom responsible for cooperation and alliance management for various 
regions in South and eastern europe. Since the formation of the Board area europe within the 
group headquarters of Deutsche Telekom in 2010, he takes care of the corporate governance of 
Magyar Telekom, Makedonski Telekom and crnogorski Telekom.

éva Őz
Ms. Éva Őz graduated as an engineer economist. Between 1978 and 1996 she worked as the 
leader of the architect planning group at the predecessor of Magyar Telekom, at Pécs. from 1996 
she took the position of leading the investment group of real estate Directorate at Pécs. after 
obtaining her second degree, since 1999 she has been working in the area of economy, she pres-
ently works as a controlling manager at the controlling Directorate. She has been taking part in 
the work of the central Workers’ council since 1999. She has been elected as the chairwoman of 
the Workers’ council of central functions already for the fifth election period and she still fills this 
position.

dr. kÁroly Salamon
Dr. károly Salamon graduated in 1977 from the kandó kálmán Technical college of Budapest 
with a bachelor of science of electrical engineering, and in 1983 from eötvös lóránd university of 
Sciences with a master of science of Mathematics. he received an MBa degree at the university 
of Pittsburgh (uSa) in 1991 and then he received a PhD from the university of economics in 
Budapest in 1993. Between 1977 and 1990, he worked as a design engineer, then as a develop-
ment engineer and later as a project leader at different companies. from 1990, he worked for 
ernst and young international audit and consulting company first as an employee, and later as a 
partner. Between 1995 and 2005, he was the chief financial officer, then from 2006 to 2008 the 
chairman-chief executive officer of allianz hungária Biztosító Zrt. from 2008, he is the general 
director of MiS ltd. Between 2003 and 2008 he was a member or the chairman of the Board of 
Directors, or a member of the Supervisory Board of a number of banks. Between 2006 and 2011 
he was a member of the Board of Directors of the hungarian Mortgage Bank, between 2007 and 
2011 he was a member  
of the Presidency of the german-hungarian chamber of commerce. from 2009 he was a mem-
ber of the Board of Directors of the State Motorway Management company ltd. he has been  
the chairman-chief executive officer of MkB general insurance Zrt. and MkB life insurance Zrt. 
since July 1, 2010.

zSolTné varga
Mrs. Zsoltné Varga graduated from the college of Transport and Telecommunications at győr in 
1991. She has been working for Magyar Telekom (and its legal predecessor) since 1991. from 
1991 to 1996, she was an engineer in the technical area, later she was head of a T-Pont shop. cur-
rently, she works as a quality manager. in 1998, she became an elected member of the Workers’ 
council and she is member of the central Workers’ council. Since 2004 she has been a member 
and from 2009 Deputy chairwoman of Deutsche Telekom’s european Workers’ council.
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dr. konrad weTzker
Dr. konrad Wetzker graduated from the university of economic Science karl Marx in Budapest in 
1975, in mathematical analysis of the national economy. he earned his PhD in 1979, then in 1988 
Doctor of Science. Between 1975 and 1989 he worked in applied research and was the leader of 
various research teams. Between 1989 and 1990 he was the President of the institute for applied 
research in Berlin, and also a member of different committees managing the economic part of 
the reunification in germany. from 1991 until 2010 he worked for the Boston consulting group, 
in Düsseldorf, and from 1996 in Budapest, as Principal, Partner, Senior Partner and chairman 
of hungary, mainly for energy players, financial institutions, and in telecommunications and 
infrastructural industries. he worked for more than 50 international companies in strategy, organi-
zation and internationalization projects. he took part in supporting the market entry of Western 
european Players, especially in hungary, Slovakia, and czech republic. he is the co-founder of 
the corvinus School of Management in Budapest, and since 2005 he is its chairman. Since 2011 
he has been senior advisor at the corvinus university of Budapest. he gives lessons at various 
universities (e.g. harvard, university of cambridge) and is the author of almost 100 publications 
(e.g. books and articles).
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The audit committee executes its duties pursuant to the articles of association Section 8.7, and 
its own rules of Procedure (http://www.telekom.hu/about_us/investor_relations/corporate_gov-
ernance/audit_committee). The members of the audit committee have been elected by the 
general Meeting from the independent members of the Supervisory Board for the same duration 
as their membership of the Supervisory Board.

on December 31, 2013, the members of the audit committee were as follows: 
¦ Dr. János illéssy
¦ Dr. János Bitó
¦ Dr. Sándor kerekes
¦ Dr. lászló Pap
¦ Dr. károly Salamon

as of September 20, 2013 certain nomination related tasks were assigned to the remuneration 
committee and its name was changed to remuneration and nomination committee.

The remuneration and nomination committee is established by the Board of Directors of the 
company to function as supporting body of the Board of Directors of the company regarding the 
remuneration of the members of the corporate bodies and the top executives of the company in 
accordance with the rules of Procedure.

The remuneration and nomination committee makes recommendations to the Board of Direc-
tors on the establishment and termination of employment, as well as the remuneration package  
of executive officers, including setting and evaluating annual individual targets. The remunera-
tion and nomination committee holds at least two meetings each year.

The remuneration and nomination committee consists of three members. The members  
are elected by the Board of Directors from among its members. 

on December 31, 2013, the members of the remuneration and nomination committee were  
as follows:
¦ Dr. ralph rentschler
¦ Branka Skaramuca
¦ frank odzuck

audiT  
coMMiTTee

remuneraTion  
anD noMinaTion coMMiTTee
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name position held Compensation

frank odzuck Member of the Board of Directors huf 4.8 million

györgy Mosonyi Member of the Board of Directors huf 4.8 million

Dr. Mihály Patai Member of the Board of Directors huf 4.8 million

in 2013, the total compensation of the members of the Board of Directors in their capacity as 
Board members was huf 14 million in the following breakdown:

in 2013, the total compensation expenses (including social security and other payroll related 
taxes) of the members of the Management committee (“Mc”) was huf 1,384 million.

in 2013, the total compensation of the members of the Supervisory Board in their capacity  
as Supervisory Board members was huf 57 million in the following breakdown:

CompenSaTion  
of DirecTorS anD officerS

name position held Compensation

Dr. János illéssy 
Member of the Supervisory Board huf 3.53 million

chairman of the audit committee huf 5.25 million

Dr. Sándor kerekes 
Member of the Supervisory Board huf 3.53 million

Member of the audit committee huf 2.64 million

Dr. lászló Pap
chairman of the Supervisory Board huf 5.31 million

Member of the audit committee huf 2.64 million

konrad kreuzer Member of the Supervisory Board huf 3.53 million

Zsoltné Varga Member of the Supervisory Board huf 3.53 million

Dr. János Bitó
Member of the Supervisory Board huf 3.53 million

Member of the audit committee huf 2.64 million

Dr. károly Salamon
Member of the Supervisory Board huf 3.53 million

Member of the audit committee huf 2.64 million

attila Bujdosó Member of the Supervisory Board huf 3.53 million

Tamás lichnovszky Member of the Supervisory Board huf 3.53 million

Dr. konrad Wetzker Member of the Supervisory Board huf 3.53 million

Éva Őz Member of the Supervisory Board huf 3.53 million
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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 absence fee received for the remaining period is up to 12 months. 

The notice period is two months for two of the undetermined contracts, while the severance  
payment is in accordance with the hungarian legislation and the collective agreement. for  
the other contracts the notice period is six months, while the severance payment 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 ex-employee is in breach of 
the agreement, he/she will reimburse the net amount of compensation to the employer. in addi-
tion, the ex-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 the personal insurance scheme on behalf of the Mc members. in 
addition, the Mc members are entitled to the use of company cars.

Share BaSed  
PayMenTS

for information about our Mid-term incentive Plan (“MTiP”), see note 24.1 to the consolidated 
financial Statements. for information about the Matching Share Plan, see note 24.2 to the con-
solidated financial Statements. for further information about the compensation of key manage-
ment, see note 34.4 to the consolidated financial Statements.
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name position no. of Shares owned

christopher Mattheisen
chief executive officer of Magyar Telekom Plc., 
Member of the Board of Directors

96,636

Thilo kusch chief executive officer of Makedonski Telekom 17,000

Tamás lichnovszky Supervisory Board Member 7,790

Zsoltné Varga Supervisory Board Member 1

Éva Somorjai chief human resources officer 14,400

János Szabó chief financial officer 10,000

Dr. Balázs Máthé chief legal & corporate affairs officer 15,650

kerstin günther chairperson of the Board of Directors of Magyar Telekom Plc. 7,059

Total 168,536

in line with Magyar Telekom group’s corporate strategy we renewed our hr principles and strate-
gic 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.

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 develop-

ment and career management
¦ energized company – international, diverse and healthy organization that experiences success

Share of ownerShip  
of ManageMenT

human  
Policy

The following table sets out information relating to holdings of ordinary shares by our directors 
and executive officers at December 31, 2013:
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human STraTegy from The employeeS’ aSpeCT
People development will be carried through enhancing employee experience that 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.

Magyar Telekom has placed in the focus of its strategy for 2017 the implementation of the digital 
business model, the essence of which is the exploitation to the fullest extent of new technologies 
in maintaining contact with customers, enhancing confidence and, eventually, value creation.  
in order to achieve the same we intend to review our internal models of operation: primarily the 
hr tools that affect our corporate culture, which support the successful implementation of new 
business models on the organizational side.

in sync with the same the need has emerged to establish alignment between Telekom's strate-
gic model for 2017 and the human Strategy created in 2011. The alignment has not altered in 
essence the structure of human strategy, its main building blocks, but a clearly more emphasis 
has been given to tools that support the company's digital operation:
¦ employer brand building – we create a livable and likeable workplace, which is satisfactory 

for our employees and offers an attractive perspective in the labor market through its future 
oriented methods of work.  We are going to be among the “Top 3 Best employer” and “Top 5 
Most Desired employer” in hungary through the more powerful use of social media solutions 
in brand building.

¦ Selection – we create a diverse workplace where we treat every applicant as a customer  
and offer experience for them. We strive to maintain the healthy level of internal succession 
rate and encourage 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, and 
provide solutions – with the help of digital applications – that are transparent and widely 
accessible. 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 knowl-
edge, culture and experience with them, rendering knowledge sharing efficient through 
the use of digital methods. our orientation program has been renewed in order to have an 
informative and efficient event for the new employees. our orientation Program is also sup-
ported by online solutions. We introduce various programs to facilitate assimilation into the 
corporate culture.

¦ remuneration – We retain our competitive advantage in the market with our total compensa-
tion package and we are forerunners in the market with our innovations in compensation 
methods. We have introduced 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 and we render our employees even more competitive through our train-
ing programs. following the international best practice we spend two percent of personnel 
expenditure on training and development. We increasingly apply collaborative digital tools in 
the course of training. 

¦ Work – life balance – our energized employees make us successful and we provide our 
employees more opportunities to consciously manage their work/life balance. We are going 
to introduce a complex stress management that helps preserving mental and physical condi-
tion of our employees.

¦ fair dismissal – when we dismiss an employee, we do it in a fair manner and also ensure inno-
vative employment alternatives. We make it clear for employees that retaining one’s market-
ability is one’s own responsibility.
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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. 
alternative forms of employment like telework, part-time work, flex-work, employment of disabled 
persons provide possibilities for the practical implementation of equal opportunities. 

our subsidiaries in Macedonia and Montenegro follow the same principles in their human Strategy.

headCounT

The following table provides information on the number of full-time employees, including full-time 
equivalents, of Magyar Telekom Plc. and its consolidated subsidiaries:

The following table provides information on the breakdown of Magyar Telekom’s employees  
by segment:

2011. 2012. 2013.

December 31,

Magyar Telekom Plc. 6,097 7,474 7,359

Magyar Telekom Plc. and its consolidated subsidiaries 10,111 11,653 11,324

2011. 2012. 2013.

December 31,

Telekom hungary 6,124 7,793 7,649

T-Systems hungary 1,594 1,509 1607

Macedonia 1,668 1,623 1,418

Montenegro 725 728 650

Total 10,111 11,653 11,324

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.
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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 acquisi-
tions and Total Workforce Management), the number of highly skilled employees is increasing. 
We plan to further reduce the number of our employees. 

in order to simplify and streamline its organization, Magyar Telekom has already implemented 
several integration steps. The merger with T-Mobile hungary in 2006, the integration of emitel 
and the access business area of Tonline into the parent company in 2007 and the integration 
of T-kábel in 2009 enabled the management to eliminate overlaps and simplify the processes 
and the operational structure of the group. 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 2013. 

according to the terms of the agreement, the company  made around 250 employees redundant 
from 2014. The majority have left the company by the end of 2013. Total severance expenses 
related to the headcount reduction is approximately huf 2.3 billion and the majority of these were 
accounted for in the fourth quarter of 2013.

The agreement with the trade unions also states that as part of the cost efficiency measures, there 
will not be any general increase in the base salaries for parent company employees during 2014.
Based on these measures, our goal is to keep Total Workforce Management related costs (exclud-
ing severance and capitalized employee expenses) flat in 2014 compared to 2012.

These efficiency improvement measures are necessary steps to mitigate the negative trends in 
the telecommunications industry faced by Magyar Telekom. increasing competition in all seg-
ments and a tougher regulatory (roaming regulation and reducing termination fees) and macro-
economic environment will put pressure on our performance in the coming years.

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 Szakszervezet, “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. 

in addition to the collective bargaining agreement, employees of our hungarian operations are 
generally covered by the hungarian labor code, act i of 2012, 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. 
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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 signifi-
cantly affect the interests of employees and to commence legal action against the company 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 representa-
tives 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, 2013, four members of the Supervisory Board were employee representatives. These mem-
bers were Tamás lichnovszky, Zsoltné Varga, Éva Őz and attila Bujdosó.

We believe that our relations with our employees are good. We have not experienced any labor 
strikes or disruptions since our formation.

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 hous-
ing loans (such loans are not offered or extended to the company's executive officers and direc-
tors), 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 fund to its members. at the end of 2013, approximately 63% 
of all employees participated in the pension-, 44% in the self-aid-, and 66% in the health fund. 
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SuSTainaBiliTy STraTegy

our third 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 group 
 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 about the concept of sustainability and  

to enhance the sustainability perception of Magyar Telekom
¦ awareness about the concept of sustainability: kPi: public: 20%, employees: 80%
¦ Magyar Telekom’s sustainability perception: kPi: 25% of the public, 50% of the employ-

ees name Telekom as the most sustainable company
¦ innovation management: our goal is to increase innovations aimed at society and  

environment, kPi: 10% of the r&D value
¦ climate strategy: our goal is to reduce the co

2
 emission of the group by 20% by 2015  

(base year: 2004)
¦ Supplier standards: our goal is to develop a regulated sustainable supplier chain  

management process.
¦ effects of telecommunication services: our goal is to increase the ratio of sustainable prod-

ucts and services, and to keep our customers informed
¦ increase revenue from services of sustainable nature, kPi: 20% of annual sales
¦ Sustainable products, kPi: their ratio in the portfolio: 25%

performanCe of The STraTegy

We measure our sustainability achievements through our Dow Jones Sustainability index (DJSi) 
evaluation and different awards received, while the visibility of our leadership is assessed through 
surveys conducted among the public and the employees.
¦ according to the DJSi, in 2012, we scored 72, which put us in the top third globally, and this 

achievement was accompanied by numerous awards.
¦ awards and assessments in 2013: 

¦ family friendly Workplace title,
¦ Disability-friendly workplace award,
¦ ToP 10 Diverse organizations,
¦ ceeriuS sustainability index membership,
¦ oekom responsible investment assessment: Prime category
¦ Telekom MobileSchool award for Volunteering
¦ crnogorski Telekom: annual award for Social responsibility (Montenegrin chamber  

of economy annual awards for 2012).

SuSTainaBiliTy
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a list of all the awards won since the strategy took effect is available through the link below:  
http://www.telekom.hu/society_and_environment/prizes_ratings
¦ The survey conducted among the public in 2013 showed that 6% of the responders name 

Magyar Telekom and its offer brands as a company of a leading role in sustainability, while 
85% cannot name any companies at all. The survey conducted among the employees 
showed that 60% of responders name the company as a company assuming a leading role, 
while 20% cannot name any companies like that at all. The concept of sustainability is known 
by 19% among the public and 74% among employees.

environmenT proTeCTion

Magyar Telekom group as one of 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, realizing 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. Magyar Telekom group's environmental commitment and responsibilities 
assumed are published in Magyar Telekom group’s environmental Policy which contains obliga-
tions for the group members individually and for the group all together: http://www.telekom.hu/
static/sw/download/Magyar_Telekom_environmental_policy.pdf

environmenT and ClimaTe proTeCTion performanCe

in 2013, Magyar Telekom bought from e.on 34 gWh electric power generated from renewing 
energy sources, which is 16% of the company’s total electric power consumption. The 5-year 
strategy sets forth the objective of sustaining a green energy consumption level of at least  
46 gWh per year.

in 2013 we already had 3 cars running 100% on electricity in Magyar Telekom’s fleet. one of the 
electric cars is used by technicians working for the Technical Services Directorate, while the other 
two are used as pool-cars by Telekom employees. it is to be noted that the pollutant emission of 
electric cars is zero and their fuel consumption is low. By the end of 2013, the cars have run more 
than 20 000 kilometers.

on May 24, 2013, Magyar Telekom’s bike rental service available for employees, called TeleBike 
was launched. employees of the company can pick up their bikes at stations of standard, well-
recognizable design, and use them free of charge to travel between different sites of the company 
during working hours faster and putting less burden on the environment. in 2013, the TeleBike 
system works with 40 bikes. employees can use the bikes to travel between four facilities of 
Telekom and T-Systems hungary. Some figures attached to the system: in 2013, 1,130 users 
registered, bikes were rented 6,762 times (60 times on average per day), and employees travelled 
10,613 kilometers and thus saved 2,585 kg co

2
 emission.

Magyar Telekom installed solar collectors on its guest house in 2013 for the purpose of communal 
water heating. The solar collectors provide 30% of the total hot water needed, which is expected 
to save close to 8 tons of co

2
 emission according to the preliminary calculations.

We introduced a bonus-malus system for our personal used vehicles. Malus should be paid if the 
vehicle emits more than the average emission value. We spent 50% of the malus on carbon offset 
project. in 2013 we could offset 3,520 tonnes of co

2
 by supporting two projects in india.
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Magyar Telekom continued to roll-out the ventillation technology used for cooling large  
technological rooms and remote facilities in 2013, too. By that, the use of air-conditioning  
equipment and electric power consumption are decreased. The company completed the  
implementation of the smart cooling pilot, which aims to run air-conditioning equipment at  
optimal load, thus ensuring lower energy consumption. initiatives aimed at replacing furnaces 
and modernizing heating centers, as well as using residual heat generated at certain  
technological rooms for heating have also continued.

apart from the hardcore aspects of sustainable development such as constant technologi-
cal enhancement which result in permanent reduction of electricity consumption, increased 
substitution of travelling by means of better usage of tele-presence and MS lync tools, further 
car fleet optimization, etc. crnogorski Telekom is also pioneering in Montenegro in soft elements 
of sustainability such as selective waste collection in the three main buildings in Podgorica (hQ, 
Main Technology and customer Service buildings) being one of the first companies in the country 
to do it. The process started in May 2013.

iniTiaTiveS ConCerning STakeholderS

in 2013 we organized the Sustainability roundtable Discussion for the 14th time, the objective  
of which is to have an open dialogue with our stakeholders for the sake of understanding  
the demands towards Magyar Telekom group, 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 (the word for dolphin in hungarian) 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 in the interest of sustainability; 
¦ Sustainability education and awareness raising; 
¦ investment and development related to climate protection.

it is an expert jury that decides which project submitted should receive the award. The sixth 
award ceremony took place as part of the Sustainability roundtable held on June 21, 2013.  
in 2013, organizations and enterprises working in the areas of energetics, renewing energies  
and people of changed work ability were awarded.

as a responsible company, Magyar Telekom considers it important to take an active part in the 
earth hour events. We had taken part for the first time in 2009, and have done so every year since 
with the objective to draw attention to the threat posed by and the relationship between overcon-
sumption and climate change. in 2013, we joined the worldwide initiative again: we switched off 
the lights of our shops and office buildings, as well as our billboards for the duration of the event 
and sold our environment-friendly products with discounts at the same time.
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on September 28, 2013, it was for the sixth time that we organized our Sustainability Day  
conference, the aim of which is to provide specific positive examples to enable people  
interested in and open to the issue to live their lives in a more conscious manner. as part of  
the event, innovations, developments and initiatives were presented in the contexts of economy, 
society and environment that all strive to promote more livable, sustainable and ethical lifestyles. 
The economy session addressed the ethical aspects of environmental, social and financial 
innovation, the environmental session discussed the social effects of climate change, the social 
session focused on changes in consumption patterns, and the one extra session put into the  
limelight the power of communities. it was for the first time that as part of the sixth Sustainability 
Day Magyar Telekom held a session numbered minus one, with the involvement of the Sustain-
ability Media club, addressing safe media consumption by children.

in 2013, we continued to sensitize our employees to social issues by organizing volunteer  
work events. Those interested could join our volunteer efforts at the nationwide “hello holnap!” 
Volunteer Day and at the T-Shops. The cause of employees’ volunteer work was also furthered  
by charitable teambuilding exercises. in course of the year, 562 colleagues worked 4,552 hours  
of volunteer work, by means of which a theoretical amount of huf 25.7 million was thus donated 
to the society.

The MobileSchool education program created by employees of Telekom has set the goal  
to educate young people in conscious and safe use of mobile phones and the internet, thereby  
to prevent incidents suffered by a growing number of people in these days that can damage  
the soul of young people. in 2013 14,500 students of 450 classes of 200 schools participated  
at the scheme. currently 230 volunteers take part in the program, including associates and  
managers from versatile professional areas of the company.

in 2013, Magyar Telekom’s thematic donations program joined the 28th Vivicitta urban landscape 
protection run. Telekom offered the schools of Budapest that joined the Vivicitta run to establish 
community gardens, where children could learn about self-sustained lifestyles and thus the 
concept of sustainability while tending to or using the garden and in certain cases by attending 
thematic classes in the subject matter. 

it was in March 2013 that the “hello holnap!” experts’ sustainability club was launched for employ-
ees. The club held events every month, hosting prominent guests. in order to recognize the active 
participation and conscious approach demonstrated by its employees, the company launched, 
simultaneously with the start of the “hello holnap! club, the “hello holnap!” scoring system. under 
the initiative, employees attending sustainability-related events collect scores and the one collect-
ing the most scores is awarded at the end of the year.

Magyar Telekom established a sub-site of the telekom.hu web site, which is to address the threats 
posed by children’s media consumption exclusively. The site provides parents information not 
only on the relevant icT technologies, equipment and content, but on threats and preventive 
measures to be observed in the context of media consumption.

in november, 2013, Magyar Telekom introduced its “hello holnap!” tariff packages designed  
with the special needs of handicapped people in mind, and the company supports an ngo 
working with handicapped people by donating the proceeds of the “it feels good to give” cookie 
action of December 2013. The ngo to be supported was selected from a list of ngos provided 
by Magyar Telekom through vote by the members of the Sustainability Media club. 
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crnogorski Telekom has four focus areas in the sustainability activities: education, health  
and environment, culture and connect the unconnected. This year the company supported  
a number of ngos and organizations, dealing with problems of socially vulnerable groups  
or promoting good causes and initiatives for the society, as prevention and early detection  
of diseases, fighting poverty, education on the protection of environment and reducing  
of environmental impact. The company donated two fully equipped ambulance vehicles  
to the institute for urgent health care of Montenegro, supported the food Bank initiatives  
and national electronics competition for high school students, worked with an ngo for parents 
and children rights, joined the campaign to raise funds for the purchase of a mammography 
device, in order to help the process of timely diagnosis of breast cancer, worked with the  
municipality of Podgorica on a joint project with the aim of promoting of healthy lifestyle and  
sport activities, as well as protection of the environment. 

on March 5, 2013, foundation T-Mobile for Macedonia and the united nations children’s  
fund (unicef) began a one year partnership to expand early childhood development services. 
The program:
¦ aims to ensure universal access to opportunities for healthy physical, social, emotional, and 

cognitive development in the first five years of life.
¦ includes an initial cash donation from foundation T-Mobile for Macedonia of uSD 50,000.
¦ in order to close the gap between urban and rural areas where kindergartens are  

underrepresented, new early childhood development centers will be built in communities  
that need them most.

¦ a campaign to raise awareness about the importance of responsive caregiving in a safe  
and stimulating environment during the first 5 years of life.

¦ activities to appeal to the entire community to get involved.

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 2012 continued to apply  
the principles on a+ level for the sixth time already. in 2013 an independent assurance report with 
the gri criteria was completed and certified by Pricewaterhousecoopers in accordance with 
iSae 3000 international standards. 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.
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hungary

in 2013 the research and Development activities of Magyar Telekom covered primarily  
the implementation of r&D grant projects launched and won in the frame of the research  
and Technology innovation fund. The project titled “implementation of info-communications 
r&D&i umbrella projects at Magyar Telekom” was completed in 2013. By this project, Magyar 
Telekom delivered more independent r&D projects, the project value is huf 492 million.  
The used financial resources are based on a huf 231 million subsidy which comes from  
a non-refund tendering process and on the company’s own interest for 261 million. The goal  
of the project is to support further improvement of the company’s current consumer and business 
services with novel, innovative solutions, and to facilitate search for new development areas 
and innovation directions going beyond the core activities. under the grant, nearly thirty topics 
selected in advance by the r&D committee were implemented in cooperation with domestic 
SMes, research institutes, institutions of tertiary education and large companies. in addition  
to the external partners, Magyar Telekom’s research, product and service development staff  
also participated in projects connected to the various research topics.

The grant project titled “Magyar Telekom Plc.’s healthcare Mobile Service r&D” was also started 
in 2013 and will be completed in the spring of 2014.under this project, Magyar Telekom won  
huf 64 million non-refundable grant for the implementation of the r&D project, which is  
complemented by Magyar Telekom’s own contribution totaling huf 72 million (the total project 
value of huf 136 million may decrease in line with actual expenditures, in compliance with the 
regulations on funding). Within the one-year project, the company works on the development  
of an e-health platform which connects various mobile-based health services designed for  
citizens. in addition to innovative domestic SMes, research and development tasks are performed 
by Magyar Telekom’s own research, product and service development staff.

Both projects are supported by the hungarian government, managed by the national  
Development agency and financed by the research and Technology innovation fund.

in addition to grant applications, the company exploits synergies resulting from its internal  
and external knowledge base, and takes efforts to establish partnerships with well-known  
innovation centers and institutions of tertiary education. our main partners are renowned  
hungarian universities, research institutes such as Budapest university of Technology  
and economics, corvinus university of Budapest, university of Szeged, university of Debrecen, 
and the hungarian academy of Sciences.

Magyar Telekom participated as a professional cooperating partner in the r&D grant  
project “infocommunications technologies and the society of the future (futuricT.hu)” won by  
the university of Szeged.

early 2013 the company joined as a supporting member the national research Program “internet 
of the future” led by the university of Debrecen.

in addition to the above, Magyar Telekom deems it important to support knowledge transfer 
projects of a r&D nature as well; thus it participates actively as a professional cooperating partner 
in the eu knowledge transfer program eiT icT labs kic the company joined in 2012.

reSearCh  
anD DeVeloPMenT acTiViTieS 
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maCedonia

in order to stimulate corporate r&D and innovation, Makedonski Telekom and T-Mobile  
Macedonia organized an innovation Partner contest in 2013. The innovation contest was  
officially announced at a Telecom innovation conference organized by MkT group and  
the Macedonian icT chamber of commerce in December 2012. More than 70 proposals were 
submitted within the contest by various entities such as universities, start-up companies, and 
individual innovators. The following five projects were selected by MkT group for joint product 
development and implementation with the selected partners:
¦ “T-care” (Multi-user platform for online customer care, based on artificial intelligence)
¦ “Smart Wine” (integrated end-to-end M2M cloud solution for intelligent monitoring of agriculture 

parameters using wireless sensor network)
¦ “cloud Message” (Distributed web-based social network for sharing messages, private or  

public, and advertisement coupons, depending on the user’s preference, with a mobile  
augmented reality based client)

¦ DoxBee (cross-platform system for collaboration with MS word documents)
¦ Marketkonekt (B2B/B2c online trading platform in Macedonia)

Makedonski Telekom will continue its activities in the area of new development and  
innovation. in that line also cooperation with the universities is seen as a good opportunity  
to support these activities.

monTenegro

in 2013, crnogorski Telekom was chosen as main partner for testing of hybrid access  
technology in DT group through “eu hybrid access Trial Project”. Project goal was to develop 
home gateways and Software applications which bond DSl and lTe/3g capacities in order  
to provide better throughputs and customer experience. Testing includes parallel development  
of hybrid technology “at home” and “on the move”.

crnogorski Telekom is also in negotiations with faculty for electrical engineering – university  
of Montenegro about partnership in order to provide participation in developing projects  
(about lTe, cloud computing etc.) of Tlabs in germany for Montenegrin talented students.

Moreover, we made some smaller investment in development of smartphone applications  
for advanced services of crnogorski Telekom.
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it is our policy that all disclosures made by us to our security holders and the investment community 
are accurate, 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. 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, as well as monitoring of performance and results. for risk management 
to be effective, we must ensure that management take business decisions with full understanding  
of all relevant risks.

in 1999, we established a formal risk management system. This system has been operating in an 
integrated way with the risk management system of Deutsche Telekom since 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 an internal regulation on risk management were issued.  
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 and to  
the Disclosure committee.

for the sake of prompt disclosure of all risk items influencing investors’ decisions, we enhanced our 
risk management procedures with a new element, we complemented our quarterly risk reporting 
system with a continuous reporting procedure which requires all of our departments and subsidi-
aries 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 the cfo is notified when a new material risk or information is identified.

an internal regulation has been issued to define responsibilities of each employee in risk monitoring 
and management.

We established the Disclosure committee on July 31, 2003, which supports the ceo and the cfo  
in fulfilling their responsibility to oversee processes designed to ensure accuracy and timeliness  
of our disclosures.

The Company’S riSkS  
anD relaTeD uncerTainTieS 

riSk managemenT  
PolicieS
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riSk  
facTorS

We have identified several risk factors which may affect our financial condition or results of opera-
tions or the trading prices of our securities in the future. 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 opera-
tions or the trading prices of our securities. The summary of our principal risks and uncertainties 
are described below:

The electronic communications act of 2003 (‘‘electronic communications act’’), which came  
into force in January 2004, was enacted by the hungarian Parliament to achieve harmonization 
of the telecommunications regulatory regime in hungary with the new regulatory framework 
(‘‘nrf’’) of the eu for electronic communications adopted in 2002, and to encourage further 
competition in the market.

The nrf has been subject to review by the eu since 2007. The agreed reforms to the nrf 
accepted in november 2009 are the result of three years of discussions with stakeholders, national 
regulators and users. changes to the nrf were required to be implemented by national legislation 
by May, 2011. The hungarian electronic communications act was modified and entered into force 
august 3, 2011. The significant executive decrees were already published by the national Media 
and infocommunications authority of hungary by the first quarter of 2012.

The european commission on September 11, 2013 presented its proposal for a regulatory pack-
age aiming at laying down measures to complete the european single market for electronic com-
munications and to achieve a connected continent, containing a draft regulation. if adopted, the 
regulation is going to enter into force directly in hungary as of its nature. The implementation of 
the obligations is going to affect the business of Magyar Telekom. The regulation is assumed to be 
adopted in Q2 2014 by the european Parliament, and could enter into force at the earliest in 2015 
on eu level (after the approval of european council).

The national Media and infocommunications authority of hungary (‘‘nMiah’’) was officially 
established on august 11, 2010 to ensure the undisturbed operation, in compliance with applica-
ble legislation, of the media and the markets for electronic communications, postal and informa-
tion technology services in hungary in accordance with the electronic communications act and 
act i of 1996 on Television Broadcasting, as amended. The new, converged regulator performs 
the tasks of its predecessors: the national communications authority (‘‘nca’’) and the national 
radio and Television commission (‘‘nrTc’’). one of the primary responsibilities of the nMiah is to 
perform market analysis procedures under which it defines ‘‘relevant markets,’’ or markets subject 
to the regulatory framework. The nMiah analyzes such markets for the level of competition and, 
if it finds a lack of sufficient competition in such markets, identifies service providers with signifi-
cant market power (‘‘SMP’’), and imposes appropriate regulatory obligations on such providers to 
encourage competition.

our operations are subject to substantial government  
regulation, which can result in adverse consequences for  
our business and results of operations.
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The relevant markets examined by nMiah are the same as the relevant markets listed in  
the revised recommendation of the european commission on relevant product and service mar-
kets within the electronic communications sector (2007/879/ec, relevant markets 1–7/2007).  
as a result of the eu review, the number of relevant markets decreased from 18 to 7. related  
to these relevant markets several market analysis procedures have been closed by nMiah. 
according to the current regulation, the nMiah must analyze the relevant markets once in three 
years. The current relevant product and service markets are: access to the public telephone  
network at a fixed location for residential and non-residential customers (1/2007); call  
origination on the public telephone network provided at a fixed location (2/2007); call termination 
on individual public telephone networks provided at a fixed location (3/2007); wholesale (physical) 
network infrastructure access at a fixed location (4/2007); wholesale broadband access (5/2007); 
wholesale terminating segments of leased lines (6/2007) and voice call termination on individual 
mobile networks (7/2007). The company is currently identified as having SMP in all of the  
7 relevant markets.

The consumer rights Directive was published on november 22, 2011 (2011/83/ec) with more 
rules concerning subscriber contracts. The transposition of the new rules into the national laws 
has been started.

The nMiah places the utmost importance on safeguarding customers’ rights. one objective  
of the market surveillance procedures started by nMiah is the strengthening of consumer  
protection between electronic communication service providers and their consumers. During  
the nrf implementation, the regulations related to the general terms and conditions and  
the detailed rules of subscriber contracts were modified and became more rigorous. Due  
to stricter consumer protection rules further market surveillance procedures are expected.

The hungarian government wants to undertake a greater role in domestic icT market through  
the following intentions: government purpose network and services, national mobile payment 
system. The government intends to develop and restructure the operation of government-related 
networks in order to be able to operate a high quality and safe electronic public administration.  
on november 7, 2011 the government announced its decision that MVM will take over the opera-
tion of the ekg network (uniformed government Backbone network) from the company. Services 
were switched over to the new network continuously starting from December, 2011. according to 
the new operation model, services are provided by national infocommunications Services Zrt.

The european commission (the ‘‘commission’’) has issued a recommendation on mobile termina-
tion rates by prescribing detailed cost accounting methodology to be applied over a set timeframe 
by the national regulatory authorities (‘‘nras’’). The latest final mobile termination resolution was 
published in august 2011 setting fees for indefinite period. in 2014, a new resolution on mobile 
termination fees is expected. it may define lower mobile termination fees.

on June 30, 2007 an eu regulation, the roaming regulation i. entered into force which regulates 
international roaming tariffs for wholesale and retail customers on the basis of a capped pricing 
system. after the first review of roaming prices development, the european commission published 
a stricter roaming regulation ii. on June 29, 2009. it applied to voice, SMS and data roaming 
fees and resulted in significant price decreases. latest roaming regulation iii. was published 
on June 13, 2012 (eu regulation no 531/2012) and applies decreased retail and wholesale price 
caps to voice, SMS and data services. furthermore the regulation obliges operators to structurally 
separate their roaming services from their domestic services as of July 1, 2014, and the company 
expects to be compliant with the new structural measures.
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in addition, our businesses in Macedonia and Montenegro are also subject to various  
regulatory developments. 

in 2011 relevant markets were defined by the agency for electronic communications and  
Postal Services (“ekiP”) in Montenegro. new obligations from 2012 are publication of cost based 
reference offer and accounting separation submissions. 

in august, 2013, a new elaw was adopted and it established various obligations and in some 
cases investments will be necessary. The authority ekiP designated crnogorski Telekom as SMP 
on 8 relevant markets (7 out of 8 are the ones defined by the ec, the 8th is the retail broadband 
market). retail price regulation will intensify in 2014. These requirements may have an impact on 
the profitability of our Montenegrin operations.

in Macedonia, the SMP status of Makedonski Telekom and T-Mobile Macedonia in various  
markets may lead to additional obligations. We assume to have declining fixed and mobile  
termination rates, and access to ducts and specific network elements (optic/fiber access),  
universal service and requirements to publish general conditions and quality parameters  
of services. The activities of the agency for electronic communications (‘‘aec’’) related to retail 
price control will be enhanced. These requirements may have an impact on the profitability of  
our Macedonian operations.

We cannot fully anticipate the combined impact of these and other regulatory developments on 
our business and results of operations. our business and results of operations may be adversely 
affected by these changes or similar regulatory developments or changes by our regulators.

The scope of competition and any adverse effect on our results depend on a variety of factors 
that we cannot assess with precision and are for the most part not within our control. among such 
factors are business strategies and capabilities of new competitors, prevailing market conditions, 
as well as the effectiveness of our efforts to prepare for new market conditions. Specific risks in 
the fixed line market include continuous downward pressure on tariff levels, loss of customers as 
a result of unbundled access to the local loop, competition from alternative operators using new 
technologies (e.g., VoiP, Vocable) and migration to lower priced internet price offers as a result of 
speed upgrades. in addition, the declining prices of mobile telecommunications services also lead 
to the churn of fixed line customers.

The most significant trend in the fixed line market is the increasing share of 2Play or 3Play offers 
(bundling voice, internet and television services into one package) which usually results in dis-
counts on purchased services for customers. in hungary, cable penetration is above the european 
average. from a competition point of view, the unregulated cable television operators may be able 
to offer more flexible price structures to customers than the regulated market players can, such 
as Magyar Telekom Plc. in case of increasing price competition, this may narrow our ability to give 
adequate market responses to the competitors’ actions. 

We are subject to more intense competition.
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in the mobile communications business, we face intense competition. as all telecommunications 
markets have become increasingly saturated, the focus of providers has shifted from customer 
acquisition to retention. Significant customer defections could have an adverse effect on our 
results of operations, and customer acquisition and retention expenses are substantial. Due to 
intense competition and new price plans, prices for mobile telephone services have been declin-
ing over the past years and may continue to decline. 

new market models using internet-based messaging and communication services may adversely 
affect both our fixed line and mobile voice and messaging services. entry by mobile virtual net-
work operators (MVnos) into the mobile telecommunications market may intensify the competi-
tion. MVnos are mobile operators that do not own their own spectrum or network infrastructure, 
and instead buy the use of the spectrum and network infrastructure from traditional mobile 
operators and provide mobile telecommunications services to consumers based on the purchased 
capacity. MVnos are likely to target the lower segment of the market and such development will 
likely increase price-based competition. currently there is no regulation in hungary, Macedonia or 
Montenegro, where incumbents would be obliged to provide regulation based access prices for 
MVnos. We do not expect changes in this field in the near future.

Telenor in hungary launched branded mobile service in co-operation with red Bull (energy drink 
provider) under the name “red Bull Mobile”. also on february 1, 2012 lidl (discount supermarket 
chain) launched branded mobile services under the name “Blue Mobile” in hungary, in  
co-operation with Magyar Telekom Plc., and Tesco (retailer chain) launched “Tesco Mobile” MVno 
service partnering with Vodafone on March 1, 2012. Mol, the hungarian oil and gas company 
Plc. launched a branded mobile service under the name “Mol Mobile” in co-operation with Magyar 
Telekom Plc. in 2013. The entry pressure from other interested parties to the mobile markets  
may increase in the future. if an MVno is hosted by one of our competitors, Magyar Telekom  
could lose revenue as customers may be lost to the MVno and the tariff level in the mobile markets 
may significantly decrease.

The risk with regard to spectrum has decreased significantly in 2013 with the prolongation and 
harmonization of 900 Mhz 1800 Mhz frequency usage rights for the so called „concessionary” 
blocks in hungary. Magyar Telekom Plc. and the nMiah (national Media and infocommunications 
authority of hungary) signed an agreement on September 6, 2013 on the modification of the 900 
Mhz/1800 Mhz authority contract. upon the agreement, the 900 Mhz frequency usage right 
was prolonged to april 8, 2022 and the 1800 Mhz frequency usage right to april 7, 2022. Magyar 
Telekom Plc. now has 10 Mhz (non-contiguous) duplex block in the 900 Mhz band and 15 Mhz 
duplex block in the 1800 Mhz band.

The licensing of the Digital Dividend 1 band (790–862 Mhz) and other frequency bands (900 Mhz, 
1800 Mhz, 2600 Mhz): The analogue to digital switch-over of the terrestrial television broadcast 
service was carried-out in two stages in hungary by october 31, 2013. The re-tuning of the DVB-T 
transmitters (digital broadcast channels) in the Digital Dividend 1 band below 790 Mhz was fin-
ished by november 29, 2013. The nMiah published the draft tender documentation for spectrum 
licenses providing broadband services on november 29, 2013, which attracted a lot of proposals 
from interested parties. The license award mechanism will be beauty contest. The nMiah com-
piled different spectrum packages for sale.
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We also face intense competition in the market for internet services, as well as in the data commu-
nications markets from other fixed line, mobile and cable television service providers. 

competition posed by new entrants may result in a downward pressure on pricing, sales  
volume and profitability, which would have an adverse effect on our financial condition and  
results of operations.

in fixed line operations, we expect continued decline in fixed line voice revenues due to continued 
line reduction and fixed line unit price erosion driven by mobile substitution and increased com-
petition in the fixed line market, including competition from VoiP or Vocable providers. To mitigate 
this decrease in fixed line voice revenues, we are now moving from pure fixed line voice offers to 
integrated 2Play, 3Play, 4Play packages and energy (electricity, natural gas) services (in hungary), 
which allow us to partially substitute declining voice traffic revenues with content, entertainment 
and bundled access revenues. in the mobile operations, market penetration has now reached full 
saturation levels, and we expect declining voice revenues in 2014. 

The telecommunications industry is characterized by rapidly changing technology with related 
changes in customer demands for new products and services. Technological developments  
are also shortening product life cycles and facilitating convergence of various segments of  
the increasingly global telecommunications industry. our future success will largely depend  
on our ability to anticipate, invest in and implement new technologies with the levels of service  
and prices that customers demand. Technological advances may also affect our revenues  
and financial condition by shortening the useful life of some of our assets or potentially requiring 
their impairment. further, the tough economic situation in the past years has affected our ability  
to invest in and deploy new technology. 

The telecommunications sector is undergoing a major change globally. We have considered 
these market trends including changes in technology, customer requirements, competition and 
regulation, and accordingly, we have planned our operational restructuring to be in line with these 
market trends. our operational model effective from 2008 is based on customer segments and 
also provides a solid basis to capture long-term growth. We have designed our operational model 
according to our most current knowledge of market trends and our business needs; however, the 
future business environment might evolve into currently unforeseen directions that will require us 
to adjust our operational model. 

our ability to meet our revenue targets will depend in part  
on our ability to offset the declining voice revenues with TV,  
internet, Si/iT and retail energy revenues.

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.
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at its meeting held on June 18, 2012, the company’s Board of Directors approved the mid- and 
long-term strategic direction of the company’s operations. one of the first steps is the establish-
ment of a new management structure. The changes, to start from January 2013, will enable Magyar 
Telekom to exploit the new, innovative service and business opportunities by responding more 
flexibly to changes in customer demand and to market challenges. The company’s new organiza-
tional structure is also designed to enable Magyar Telekom to serve its customers in a high-quality, 
state-of-the-art and efficient way.

Developments in the technology and telecommunications sectors, including significant declines in 
stock prices, market capitalization and credit ratings of market participants may result in impair-
ments of our tangible, intangible and financial assets. future changes in these areas could lead 
to further impairments at any time. recognition of impairment of tangible, intangible and financial 
assets could adversely affect our financial condition and results of operations and might lead to a 
drop in the price of our shares. We review on a regular basis the fair value of each of our segments. 
in addition to our regular impairment tests, whenever we identify any indication (including changes 
in the economic, regulatory, business or political environments) that goodwill, intangible assets or 
fixed assets may have been impaired, we consider the necessity of performing impairment tests 
which may result in an impairment charge.

hungary based its eMf (electroMagnetic field) limits on icnirP (international commission on 
non-ionizing radiation Protection) following the approach of most european countries as well 
as the eu commission recommendation. Media reports suggest that radio frequency emissions 
from mobile telephones are linked to medical conditions such as cancer. in addition, a number of 
consumer interest groups have requested investigations into claims that digital transmissions from 
handsets used in connection with digital mobile technologies pose health risks and cause interfer-
ence with hearing aids and other medical devices. There can be no assurance that the findings of 
such studies will not have a material effect on our mobile business or will not lead to additional gov-
ernment regulations. our ability to install new mobile telecommunications base stations and other 
infrastructure may also be adversely affected, and related cost may increase, due to regulations or 
consumer action in response to concerns over health risks and adverse effect on the value of prop-
erties adjacent to such facilities. The actual or perceived health risks of mobile communications 
devices could adversely affect mobile communications service providers, including us, through 
increased barriers to network development, reduced subscriber growth, reduced network usage 
per subscriber, threat of product liability lawsuits or reduced availability of external financing to the 
mobile communications industry.

Developments in the technology and telecommunications  
sectors may result in impairments in the carrying value of certain 
of our assets.

our business may be adversely affected by  
actual or perceived health risks associated with mobile  
communications technologies.
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our technology infrastructure (both fixed and mobile) is vulnerable to damage and interruption 
from information technology failures, power loss, floods, windstorms, fires, intentional wrongdoing 
and similar events. unanticipated problems at our facilities, system failures, hardware  
or software failures or computer viruses could affect the quality of our services and cause  
service interruptions. 

in addition, we face continuous pressure on the operating expenses of our network. each year, we 
have limited resources to spend on network maintenance. as a result, we also have to reduce the 
value of our support contracts, which is a significant part of our costs. The reduction of support 
fees, in most cases, can be realized by renegotiating our contracts by the reduction of services 
ordered from suppliers, and the reduction of the amount and quality of the support activities. Both 
of these actions cause significant risk related to the quality levels of operated equipment and 
the services provided by these equipment, as well. The amount of preventive maintenance has 
reduced significantly, causing the aging of our equipment. Due to the decrease of vendor support 
and the aging technologies, we face increasing risk in the number of failures and the probability of 
longer fault repair time, which may result in revenue losses and increasing number of penalties. 

any of these occurrences could also result in reduced user traffic and revenue and could harm  
our reputation.

our operations are managed by a small number of directors and key executive officers. The loss 
of directors or key executive officers could significantly impede our financial, marketing and other 
plans. We believe that the growth and future success of our business depends in large part on 
our continuing ability to attract and retain highly skilled and qualified personnel; however, the 
competition for qualified personnel in the telecommunications industry is intense. We can give no 
assurances that we will be able to hire or retain necessary personnel.

The hungarian equity market is relatively small and illiquid compared to major global markets.  
as a result of the limitations of the hungarian equity market and the volatility of the price of 
telecommunications sector’s shares in general, the price of our shares and aDSs may be relatively 
volatile and our shareholders may have difficulty selling our shares in the event of unfavorable 
market conditions. 

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.
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our business depends on general economic conditions in hungary and abroad. each of our 
business segments is affected by its unique business environment, and we are subject to circum-
stances and events that are unforeseen or beyond our control. a cautious or negative business 
outlook may cause our customers to delay or cancel investment in information technology and 
telecommunications systems and services, which would adversely affect our revenues directly 
and, in turn, slow down the development of new services and applications that could become 
future revenue sources. 

T-Systems hungary was also affected by heavy spending cuts by the government, our largest  
business customer.

a significant amount of cash of the group’s Macedonian and Montenegrin subsidiaries is held in 
local banks and in connection with these deposits the counterparty risk may be higher, due to the 
small number of internationally substantial financial institutions in these countries, however, all of 
our deposits are covered with bank guarantees issued by leading international banks.

We may also experience higher financing costs in the future in case of higher fluctuations  
of interest rates due to the increased volatility in the international capital and money markets. 
for additional information about our financial risk management, see note 3 of the consolidated 
financial Statements.

Special “crisis” taxes on telecommunications services, retail sales and energy sales prevailing 
between 2010–2012, did not exist in 2013.

however, another sector specific tax (”telecom tax”) was introduced in hungary for fixed and 
mobile voice and mobile SMS/MMS services, effective from July 1, 2012. The tax imposed on fixed 
and mobile usage amounted to huf 2 per minute and huf 2 per SMS/MMS. The tax was capped 
at huf 400 per month per calling number for private individuals’ subscriptions and huf 1400 per 
month per calling number for other subscribers’ subscriptions in 2012. in 2013, the tax was capped 
at huf 700 per month per calling number for private individuals’ subscriptions, and was huf 2500 
per month per calling number for non-private individual subscribers’ subscriptions. from august 
1, 2013, the tax measure was raised to huf 3 per minute and huf 3 per SMS/MMS for non-private 
individual subscribers’ subscriptions and also the cap applicable to these subscriptions was raised 
to huf 5,000 per month.

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.
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Besides this, on november 20, 2012 the hungarian Parliament adopted an act imposing a tax on 
utility networks, effective from January 1, 2013 for an indefinite period of time. The tax expense and 
liability was recognized in the first quarter of 2013, as the full annual tax liability was payable based 
on the taxable infrastructure in place on January 1, 2013. Payments were made in two instalments 
in March and September 2013 in the total amount of huf 7.4 billion. Telecommunication and utility 
taxes are recognized among other operating expenses.

The hungarian Parliament passed an amendment of the act on cuts in energy prices on february 
6, 2014 so that gas prices will be cut by 6.5% from april 2014 and electricity prices will be further 
cut by 5.7% from September 2014. as the applicable laws or regulations are not available yet, we 
cannot assess the exact impact of this announcement on the results of our energy business.

These uncertain and unforeseeable changes to tax legislation in hungary have had,  
and in the future may continue to have a material effect on our results of operations and  
financial condition.

We are subject to currency translation risks, mainly relating to the results of our Macedonian and 
Montenegrin operations. Devaluation of the Macedonian denar or the eur, or appreciation of the 
hungarian forint may have a negative impact on the Macedonian and/or Montenegrin results when 
converted into huf. The conversion of the results of our foreign operations into huf depends on 
the value of the huf against the MkD/ eur. This is mainly a reporting risk, but through the divi-
dend payments it has direct financial (cash flow) effects on us as well. The recent financial crisis 
increased the volatility of exchange rate fluctuations, which affect our purchasing costs of goods 
and services. While the vast majority of our revenues are denominated in the functional currency 
of the pertinent group company, part of our operating expenses and capital expenditures are 
denominated in eur and uSD. 

We are subject to numerous risks relating to legal and regulatory proceedings, in which we are 
currently a party, or which could develop in the future. litigation and regulatory proceedings are 
inherently unpredictable. legal or regulatory proceedings in which we are or could be involved (or 
settlements thereof), may have a material adverse effect on our results of operations or 

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. 
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The share capital of Magyar Telekom Plc. is huf 104,274,254,300, consisting of 1,042,742,543 
Series “a” ordinary shares with a nominal value of huf 100 each at December 31, 2013. 

information concerning our ownership structure as of December 31, 2013 is set out in  
the following table:

as of october 4, 2013 Magyarcom gmbh (Magyarcom) the immediate controlling shareholder 
of the company owning 59.21% of the issued shares was merged into T-Mobile global hold-
ing nr. 2 gmbh, also 100% owned by Deutsche Telekom ag. Subsequently, on December 18, 
2013 T-Mobile global holding nr. 2 gmbh increased the registered capital of its 100% owned 
subsidiary cMobil B.V. registered in the netherlands (Stationsplein 8, 6221 BT Maastricht, the 
netherlands) through in-kind contribution of Magyar Telekom shares. as a result of the transac-
tion cMobil B.V. became a shareholder of Magyar Telekom Plc. directly owning 59.21% of  
the company’s voting rights (registered in Share register on february 7, 2014). The ultimate 
controlling parent of Magyar Telekom is Deutsche Telekom ag (DT or DTag).

cMobil B.V. does not have different voting rights than our other shareholders and, as with our 
other shareholders, cMobil B.V. is entitled to one vote per each ordinary share that it owns.

maJor  
ShareholDerS

(1) T-Mobile global holding nr. 2 gmbh is a wholly owned subsidiary of Deutsche Telekom. 
cMobil B.V. (a wholly owned subsidiary of T-Mobile global holding nr. 2 gmbh) has been registered into the Share register on february 7, 2014.

Shareholder number of shares
percentage  

of share capital

T-Mobile global holding nr. 2 gmbh (DT) (1) 617,436,759 59.21

Publicly traded 424,914,922 40.75

Treasury stock 390,862 0.04

1,042,742,543 100.00
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on february 27, 2014, the Board of Directors resolved to propose to the general Meeting  
to provide a new authorization for the repurchase of ordinary Magyar Telekom shares.  
The purpose of the authorization is to supplement Magyar Telekom’s current shareholder  
remuneration policy in line with international practice. The purchased shares might also be used 
for management remuneration.

according to the Board of Directors’ proposal, the general Meeting would authorize the Board 
of Directors to purchase a total of up to 104,274,254 ordinary shares (with a face value of huf 
100 each) of Magyar Telekom Plc. The authorization will be valid for 18 months starting from the 
date of approval of this general Meeting resolution. The shares to be purchased on the basis of 
this authorization together with the treasury shares already held by Magyar Telekom shall not 
at any time exceed 10% of the share capital (i.e. up to 104,274,254 ordinary shares with a face 
value of huf 100 each) of  Magyar Telekom Plc. The shares can be purchased through the stock 
exchange. The equivalent value per share paid by Magyar Telekom Plc. may not be more than  
5% above the market price of the share determined by the opening auction on the trading day  
at the Budapest Stock exchange. The minimum value to be paid for one share is huf 1.  
The authorization may be exercised in full or in part, and the purchase can be carried out in 
partial tranches spread over various purchase dates within the authorization period until the 
maximum purchase volume has been reached.

proSpeCTive  
Share rePurchaSe PrograM
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under hungarian law, the company is permitted to pay annual dividends out of profits and profit 
reserves, determined on the basis of the standalone financial statements prepared in accordance 
with the hungarian accounting act, following a declaration by the agM of shareholders. Prior to 
the approval of the audited financial statements, the company’s shareholders at the extraordinary 
general Meeting may also declare a dividend advance on the basis of an audited interim set of 
financial statements. The general Meeting of shareholders may decide to declare a higher or 
lower dividend than that recommended by the Board of Directors, provided that shareholders’ 
equity under hungarian accounting act would still meet the statutory requirements following  
the dividend payment. 

The determination of whether to pay dividends and the amount of dividends paid depends upon, 
among other things, the company's earnings, financial condition and cash requirements, applica-
ble restrictions on the payment of dividends under hungarian law and any other factors the Board 
of Directors may consider relevant. as of December 31, 2013, the reserves available for dividend 
distribution were approximately huf 191 billion.

The company intends to maintain a flexible balance sheet by keeping the consolidated net debt 
ratio (net debt divided by equity and net debt) in the range of 30%–40%. Dividend payments are 
mostly dependend on the future profitability and financial position of the group.

The Board of Directors of the company proposed no dividend payment for the financial year 2013 
for approval to the annual general Meeting of the company on april 11, 2014.

dividend  
Policy
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CONSOLIDATED STATEMENTS OF FINANCIAL POSITION 
    At December 31, 
  Note  2012  2013 
    (in HUF millions) 
ASSETS       
  Current assets        
Cash and cash equivalents  ............................................................................................................   6  15,211  14,633 
Trade and other receivables  ..........................................................................................................   7  130,709  136,712 
Other current financial assets  .......................................................................................................   8.1  53,966  28,615 
Current income tax receivable  ......................................................................................................   9.1  821  896 
Inventories ..........................................................................................................................................   10  12,400  12,478 
Non current assets held for sale ....................................................................................................   11  2,816  607 
  Total current assets  ...............................................................................................     215,923  193,941 
       
  Non current assets        
Property, plant and equipment  .....................................................................................................   12  510,962  493,619 
Intangible assets  ..............................................................................................................................   13  311,066  381,199 
Investments in associates and joint ventures  .............................................................................   14  -  5 
Deferred tax assets  ..........................................................................................................................   9.4  532  238 
Non current financial assets  ..........................................................................................................   8.2  18,862  21,619 
Other non current assets  ................................................................................................................   15  499  627 
  Total non current assets  ........................................................................................     841,921  897,307 
       
Total assets  ............................................................................................................     1,057,844  1,091,248 

       
LIABILITIES       
  Current liabilities        
Financial liabilities to related parties ............................................................................................   16  35,344  58,682 
Other financial liabilities  .................................................................................................................   17  40,341  100,060 
Trade payables  .................................................................................................................................   18  115,723  103,549 
Current income tax payable  ..........................................................................................................   9.1  762  759 
Provisions  ..........................................................................................................................................   19  5,668  4,076 
Other current liabilities ....................................................................................................................   20  37,069  40,097 
  Total current liabilities  ...........................................................................................     234,907  307,223 
       
  Non current liabilities       
Financial liabilities to related parties ............................................................................................   16  261,126  239,522 
Other financial liabilities  .................................................................................................................   17  5,498  26,214 
Deferred tax liabilities ......................................................................................................................   9.4  22,428  19,075 
Provisions  ..........................................................................................................................................   19  10,858  8,516 
Other non current liabilities  ...........................................................................................................   21  944  1,122 
  Total non current liabilities  ....................................................................................     300,854  294,449 
       
Total liabilities  ........................................................................................................     535,761  601,672 
       
EQUITY       
   Equity of the owners of the parent       
Common stock  .................................................................................................................................     104,275  104,275 
Capital reserves  ................................................................................................................................     27,383  27,387 
Treasury stock  ..................................................................................................................................     (307)  (307) 
Retained earnings  ...........................................................................................................................     310,452  281,795 
Accumulated other comprehensive income ...............................................................................     21,253  24,318 
   Total Equity of the owners of the parent ................................................................     463,056  437,468 
   Non-controlling interests  ......................................................................................     59,027  52,108 
Total equity  .............................................................................................................     522,083  489,576 
       
Total liabilities and equity  .......................................................................................     1,057,844  1,091,248 

 
 

függeTlen könyvvizSgÁlói JelenTéSConSolidaTed STaTemenTS of finanCial poSi-
Tion
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CONSOLIDATED STATEMENTS OF PROFIT OR LOSS AND OTHER 
COMPREHENSIVE INCOME 

 
    For the year ended December 31,  
  Note  2012  2013  
    (in HUF millions, except  per share amounts)  

        
Revenues  ..........................................................................................   22  607,128  637,521  
        
   Expenses directly related to revenues  ..........................................................   23  (193,978)  (236,470)  
   Employee related expenses  ...........................................................................   24  (94,084)  (96,691)  
   Depreciation and amortization  ......................................................................   12, 13  (106,897)  (104,741)  
   Other operating expenses  ..............................................................................   25  (134,418)  (128,087)  
Operating expenses  ..........................................................................     (529,377)  (565,989)  
Other operating income .....................................................................................   26  10,170  3,189  
Operating profit  .................................................................................     87,921  74,721  
        
   Interest income  .................................................................................................   27  3,539  2,039  
   Interest expense  ...............................................................................................   28  (24,218)  (22,734)  
   Other finance expense - net  ...........................................................................   29  (7,919)  (10,865)  
Net financial result .........................................................................................     (28,598)  (31,560)  
Share of associates' and joint ventures‟ profits ..............................................   14  -  -  
Profit before tax  ................................................................................     59,323  43,161  
Income tax expense  ...........................................................................................   9.2  (13,468)  (14,306)  
Profit for the year ...............................................................................     45,855  28,855  

        
        
Other comprehensive income  
(all of which may be reclassified subsequently to profit or loss): 

   
    

Exchange differences on translating foreign operations  .............................     (13,755)  4,111  
Revaluation of available-for-sale financial assets  ..........................................     (33)  (48)  
Other comprehensive income for the year, net of tax .........................     (13,788)  4,063  
Total comprehensive income for the year  ..........................................     32,067  32,918  
        
Profit attributable to:        
Owners of the parent  ..........................................................................................     36,859  23,460  
Non-controlling interests  ...................................................................................     8,996  5,395  
    45,855  28,855  
        
Total comprehensive income attributable to:        
Owners of the parent   .........................................................................................     27,153  26,525  
Non-controlling interests  ...................................................................................     4,914  6,393  
    32,067  32,918  
        
Earnings per share (EPS) information:        
Profit attributable to the owners of the Company  ..........................................     36,859  23,460  
Weighted average number of common stock outstanding 
   (thousands) used for basic and diluted EPS  ...............................................  

   
1,042,352  1,042,352  

        
Basic and diluted earnings per share (HUF)  ..................................................     35.36  22.51  

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

ConSolidaTed STaTemenTS of profiT or loSS 
and oTher ComprehenSive inCome
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CONSOLIDATED STATEMENTS OF CASH FLOWS 
 

    For the year ended December 31,  
  Note  2012  2013  
    (in HUF millions)  
Cashflows from operating activities        
   Profit for the year  ..................................................................................................     45,855  28,855  
   Depreciation and amortization  ..........................................................................     106,897  104,741  
   Income tax expense  .............................................................................................     13,468  14,306  
   Net financial result  ...............................................................................................     28,598  31,560  
   Share of associates‟ and joint ventures‟ profits ...............................................     -  -  
   Change in assets carried as working capital  ...................................................     (12,828)  (12,866)  
   Change in provisions  ...........................................................................................     947  (3,327)  
   Change in liabilities carried as working capital  ..............................................     4,507  (6,672)  
   Income tax paid  ....................................................................................................     (13,128)  (12,417)  
   Dividend received  ................................................................................................     15  8  
   Interest and other financial charges paid  ........................................................     (26,816)  (27,903)  
   Interest received  ...................................................................................................     3,123  1,469  
   Other cashflows from operations  ......................................................................     (5,411)  13,858  
Net cash generated from operating activities ........................................     145,227  131,612  

        
Cashflows from investing activities        
   Purchase of property plant and equipment (PPE) and intangible assets ...   30  (96,614)  (120,138)  
   Purchase of subsidiaries and business units  ..................................................   31  (2,388)  (871)  
   Cash acquired through business combinations  .............................................   5.1  48  -  
   Proceeds from other financial assets ................................................................     55,788  37,375  
   Payments for other financial assets ...................................................................     (45,143)  (23,603)  
   Proceeds from disposal of subsidiaries and associates – net ......................   5.4  14,388  -  
   Proceeds from disposal of PPE and intangible assets  ..................................     1,046  1,188  
Net cash used in investing activities  .....................................................     (72,875)  (106,049)  

        
Cashflows from financing activities        
   Dividends paid to shareholders and Non-controlling interest  ......................     (66,104)  (65,405)  
   Proceeds from loans and other borrowings  ....................................................     235,346  331,457  
   Repayment of loans and other borrowings  .....................................................   17.2  (238,268)  (281,213)  
   Repayment of other financial liabilities  ............................................................   17.2  (2,036)  (11,157)  
Net cash used in financing activities  .....................................................     (71,062)  (26,318)  

        
   Exchange differences on cash and cash equivalents  ...................................     (530)  177  
        
Change in cash and cash equivalents  ...................................................     760  (578)  
        
   Cash and cash equivalents, beginning of year  ...............................................     14,451  15,211  
   Cash and cash equivalents, end of year  ..........................................................   6  15,211  14,633  

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

ConSolidaTed STaTemenTS of CaSh flowS
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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, 2013. The number of authorized ordinary shares on December 31, 2013 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) Reserve for equity settled share based transactions includes the compensation expenses accrued in this reserve related to share 

settled compensation programs. The December 31, 2013 and 2012 balances of this reserve represent the amount reserved for 
the Matching Share Plan (Note 24.2). 

 
(d) Treasury stock represents the cost of the Company‟s own shares repurchased. 
 
(e) Retained earnings include the accumulated and undistributed profit of the Group. The distributable reserves of the Company 

under Hungarian law at December 31, 2013 amounted to approximately HUF 191 billion (HUF 211 billion at December 31, 
2012). 

 
(f) Cumulative translation adjustment represents the foreign exchange differences arising on the consolidation of foreign 

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

sale financial assets.  
 
(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. 
 
(i) In 2013 Magyar Telekom Plc. declared HUF 50 dividend per share (HUF 50 in 2012). 
 
(j) The amount of dividends declared to Non-controlling interests includes predominantly the dividends declared to the Non-

controlling owners of Makedonski Telekom (MKT) and Crnogorski Telekom (CT), the Group‟s subsidiaries.  
 
(k) In 2012 Magyar Telekom disposed of its 80% owned subsidiary, Compargo Kft.. As a result of the transaction the Non-controlling 

interest related to this company was eliminated in an amount of HUF 12 million (Note 5.4.2).  
 
 
Together with the approval of these financial statements for issue, the Board of the Company proposes no dividend distribution to be 
approved by the Annual General Meeting of the Company in April 2014. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The accompanying notes form an integral part of these consolidated financial statements. 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 

1 GENERAL INFORMATION 

1.1 About the Company 

Magyar Telekom Telecommunications Public Limited Company (the Company or Magyar Telekom Plc.) with its subsidiaries form 
Magyar Telekom Group (Magyar Telekom or the Group). Magyar Telekom is the principal provider of telecommunications services in 
Hungary, Macedonia and Montenegro and alternative service provider in Bulgaria and Romania. 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 office is Krisztina körút 55., 1013 Budapest, Hungary. Name of the Court of Registration and the registration number of the 
Company:  Metropolitan Court as Court of Registration, Cg. 01-10-041928. 

Magyar Telekom Plc. is listed on the Budapest Stock Exchange and its shares are traded on the Budapest Stock Exchange. Magyar 
Telekom‟s American Depository Shares (ADSs) each representing five ordinary shares were also traded on the New York Stock 
Exchange until November 12, 2010, when the ADSs were delisted. Magyar Telekom terminated the registration of its shares and ADSs 
in the US in February 2012. The Company maintains its American Depositary Receipt program on a Level I basis.  

The immediate controlling shareholder of the Company was MagyarCom Holding GmbH (MagyarCom) owning 59.21% of the issued 
shares until October 4, 2013 when MagyarCom Holding GmbH merged into T-Mobile Global Holding Nr. 2 GmbH. Subsequently, on 
December 18, 2013 T-Mobile Global Holding Nr. 2 GmbH contributed its shares as capital increase into its fully owned subsidiary, 
CMobil B.V. with headquarters in the Netherlands (Stationsplein 8, 6221 BT Maastricht, the Netherlands). As a result of this transaction 
CMobil B.V. became Magyar Telekom Plc.‟s shareholder with direct voting right of 59.21% (registered in Share Register on February 7, 
2014). Considering that the CMobil B.V. is the 100% owned subsidiary of T-Mobile Global Holding Nr. 2 GmbH and T-Mobile Global 
Holding Nr. 2 is the 100% owned subsidiary of Deutsche Telekom AG (DT or DTAG), after the transaction the indirect voting right and 
influence of Deutsche Telekom AG (Friedrich-Ebert-Alle 140, 53113 Bonn, Germany) in Magyar Telekom Plc. remained unchanged.  

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

These consolidated 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. 

Magyar Telekom Plc.‟s corporate website is: www. telekom.hu 

1.2 Investigation into certain consultancy contracts 

As previously disclosed, the Company’s Audit Committee conducted an internal investigation regarding certain contracts relating to 
the activities of the Company and/or its affiliates in Montenegro and Macedonia that totalled more than EUR 31 million. In particular, 
the internal investigation examined whether the Company and/or its Montenegrin and Macedonian affiliates had made payments 
prohibited by U.S. laws or regulations, including the U.S. Foreign Corrupt Practices Act (the “FCPA”). The Company has previously 
disclosed the results of the internal investigation. For further information regarding the internal investigation, please see the Company’s 
annual report for the year ended December 31, 2011. 
  
The Company’s Audit Committee informed the U.S. Department of Justice (the “DOJ”) and the U.S. Securities and Exchange 
Commission (the “SEC”) of the internal investigation. The DOJ and the SEC commenced investigations into the activities that were the 
subject of the internal investigation. 
 
On December 29, 2011, the Company announced that it had entered into final settlements with the DOJ and the SEC to resolve the 
DOJ’s and the SEC’s investigations relating to the Company. The settlements concluded the DOJ’s and the SEC’s investigations. The 
Company disclosed the key terms of the settlements with the DOJ and the SEC on December 29, 2011. In particular, the Company 

noTeS To The ConSolidaTed finanCial STaTe-
menTS
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disclosed that it had entered into a two-year deferred prosecution agreement (the “DPA”) with the DOJ. The DPA expired on January 5, 
2014, and, further to the DOJ’s request filed in accordance with the DPA, the U.S. District Court for the Eastern District of Virginia 
dismissed the charges against the Company on February 5, 2014. 
 
On January 6, 2012 the Company paid a criminal penalty of USD 59.6 million (HUF 14,712 million) pursuant to the settlement with the 
DOJ and on January 23, 2012 the Company paid USD 25.2 million for disgorgement of profits and USD 6.0 million of prejudgment 
interest (HUF 7,366 million in total) pursuant to the settlement with the SEC, totalling USD 90.8 million (HUF 22,078 million) paid with 
respect to the settlements with the DOJ and the SEC. 
 
The aggregate amount of USD 90.8 million payable by the Company in settlement of the DOJ’s and SEC’s investigations was fully 
provided for before the end of 2011. No further provisions were made in 2012 or 2013 for these cases. 

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 and annual payments. 

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. The Implementation of the EU New 
Regulatory Framework (NRF) Review package had been completed by the amendment of the Act C of 2003 on Electronic 
Communications (hereinafter: Communications Act). Amendments of the Communications Act came into effect on August 3, 2011. 
The National Media and Infocommunications Authority of Hungary (NMIAH) is the supreme supervisory body and is responsible for 
secondary legislation making and the preparation of relevant decrees. In 2011 and 2012, as the result of secondary legislation making 
process, the NMIAH published some important decrees, such as Decree on subscriber contracts issues, Decree on Numbering related 
issues as well as the Decree on Service Quality requirements and the Decree on Number Portability. In 2013, secondary legislation 
making process of NMIAH continued and new Decrees on Numbering, Universal Service obligations and Spectrum related topics were 
issued. 

Universal services are basic communications services (including access to communication services at a fixed location, public 
payphones, directory and directory enquiry services) that should be available to all customers at an affordable price. Magyar Telekom 
Plc. was a Universal Service Provider from 2002 to 2008, for which a universal service contract was valid until December 31, 2008. The 
necessary modifications of the telecommunications law and the concerning governmental and ministerial decrees entered into force in 
the first half of 2010. The new legislation provides favorable conditions - in line with market changes – than the earlier regime. Magyar 
Telekom‟s universal service contract was signed on July 29, 2011, with a retrospective effect from January 1, 2011. The universal 
service contract expired on December 31, 2011. Even though there was no universal service contract in place as at December 31, 
2012, the Company continues to comply with the provisions of the expired contract. According to the latest Communications Act 
amendment (June 2012), NMIAH is responsible for ensuring the universal service in Hungary. The Authority published the detailed 
rules on the public tender procedure and on the technical and quality requirements of universal services. The NMIAH published its 
request for proposal on the provision of universal services on November 4, 2013. The tender process is ongoing. 

In the electronic communications field Magyar Telekom was designated as an SMP operator (a service provider with significant market 
power) on the regulated markets. The current 7 relevant markets include retail and wholesale telephony and broadband services 
stipulated by the EU (according to the second recommendation on the relevant markets).  

Magyar Telekom is Hungary‟s leading fixed line broadband service provider in the wholesale market and one of the leading ones in the 
retail market. In 2011, the NMIAH designated the Company again as an SMP operator on the wholesale broadband access market. In 
accordance with the effective resolution, all retail fixed 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 NMIAH. Both the current fees and retail minus (RM) values of wholesale broadband services are specified in RM17 
resolution of the NMIAH. Approval process of the new fees for RM18 time period is in progress. 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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SMP operators are obliged to prepare reference unbundling offer for access to (physical) passive network infrastructure (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 NMIAH. The price setting of these services has to be cost based and calculated by a Top-Down 
Long Run Incremental Costs (TD-LRIC). It is expected that the new RUO will be approved by the NMIAH in Q1 2014.  

As a result of the fourth round of the market analysis procedure, the NMIAH published its new market analysis resolutions on call 
origination and termination (M2 and M3), in 2013. Main amendments are the following: obligations are extended to all telephone 
operators (altogether 124 providers), due to the scheme applied by the NMIAH both termination fees were determined symmetrically 
which is different from the practice of recent years. Relevant change to previous decisions is the new cost calculation methodology: 
BU-LRIC instead of TD-LRIC+. 

SMPs are also obliged to prepare reference offer 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 NMIAH, and prices have to be based on LRIC. The call origination and supplementary 
interconnection service fees in the currently effective reference offer are applicable from December 23, 2011.  

The Chairman of the NMIAH modified the existing MARIO – Magyar Telekom‟s RIO - termination fee on its own authority in its 
resolution issued on December 30, 2013. Approval of the new RIO is expected in Q2 2014, but the new termination fee had been set 
for all SMP operators already from January 1, 2014. 

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 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 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. In the above mentioned Decree on Number Portability the NMIAH implemented the 2 working days 
number portability obligation which was specified in the EU NRF Review package.  

1.3.2 Macedonian Fixed line  

The Group is also present in the Macedonian fixed line telecommunications market through its subsidiary, Makedonski Telekom AD 
Skopje (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 as primary legislation and rulebooks as secondary legislation. 

During 2012, there were several amendments in the ECL and also most of the existing Rulebooks were implemented or amended by 
the Agency for Electronic Communications (the Agency or AEC) relating to 

 retail price regulation;  
 technical, usage and other conditions for relevant types of electronic communication networks and infrastructure, associate 

infrastructure capacities and facilities;  
 determination of calculation method for number usage and annual fees;  
 assignment of numbers and series of numbers from the numbering plan; general terms and conditions;  
 cultural SMS and educations (school info) SMSs;  
 “underground cabling”;  
 Local Bitstream access;  
 wholesale leased lines;  
 minimal set of leased lines.  

In April 2012, the Agency published the general Regulatory strategy for the period of the next 5 years (2012-2016). The official 
document is “Five years regulatory strategy of AEC”. Main focuses of the strategy are: fostering of wholesale and retail services 
regulation, introduction of methodology of pure Long Run Incremental Costs (LRIC) for fixed and mobile voice services, SMS etc, Next 
Generation Access (NGA) and Fiber To The Home (FTTH) regulation in line with NGA recommendation and refarming and frequency 
allocation for 4G services.  

With amendments of the Rulebook for retail regulation, the Agency specified the manner and procedure for regulation of the retail 
prices for fixed voice telephone networks and services of the operator with significant market power on relevant retail markets. Ex-ante 
retail regulation shall be based on price squeeze methodology. These activities have resulted in price decrease of some wholesale and 
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retail services of MKT. On retail side, standard monthly subscription for business customers was decreased (on equal level with 
residential one). On wholesale side there were changes in fees for interconnection (termination and origination), Unbundled Local 
Loop (ULL), Bitstream access and wholesale line rental (WLR). 

MKT has a cost based price obligation for the Regulated wholesale services, using Long Run Incremental Costs methodology (LRIC). 
In August 2012 the Agency published draft results from its own developed LRIC Bottom-up costing model for Local Bitstream (cost 
based) and for retail and wholesale Leased Lines, ducts and dark fiber and minimal set of leased lines (cost based). As a result, on 
January 15, 2013 AEC brought a decision for decrease of fees and approved the changed Reference offer for provision of physical 
access and usage of electronic communication infrastructure and associated facilities (ducts and dark fiber). New fees were 
implemented as of February 1, 2013. AEC also approved the Reference offers for WS DLL (wholesale digital leased line), Local 
bitstream access and minimal set of leased lines and new changed methodologies of calculation of prices (length dependent) are 
implemented. WS DLL and Local bitstream access fees are decreased from December 1, 2012 and fees for minimal set of leased lines 
from January 1, 2013. 

In line with the public switched telephone network (PSTN) migration of MKT‟s network, process that last until the end of 2013, the 
Agency approved proposed modifications of MKT‟s Wholesale Line Rental Reference Offer (WLR) and Bitstream Access Service and 
Bitstream service resale offer (BSA) applicable as of January 1, 2012. In parallel MKT is trying to harmonize the process of PSTN 
migration with Wholesale operators. Additional changes of Reference Interconnection offer and Wholesale Line rental offers are 
expected. 

The Agency for Electronic Communication (AEC) approved new prices for duct rental services on January 18, 2013. The prices were 
determined by the AEC according to the LRIC methodology. The approved prices are less than half the previous prices set by MKT. 

On August 5, 2013 the AEC issued its final document on market analyses for call origination, call termination and transit of calls on the 
public telephone network provided at a fixed location (Market 4, Market 5 and Market 6). Only MKT is assigned as SMP on Market 4. 

New remedies are following:   

 Implementation of IP (Internet Protocol) IC (interconnection) latest by 2016 for fixed and mobile operators; 
 Transitional period for IP interconnection for alternative fixed and mobile operators up to 3 years; 
 Submission of updated MATERIO (MKT Referent Interconnect Offer) with IP IC description (service and fees) and conditions latest 

by October 31, 2013 with content at least for: 
 IP network structure and information on the IP IC equipment 
 Number and location of IP PoIs 
 Voice transmission protocols and IP signalization 
 Technical parameters and interface for IP IC 
 Deadline for IP IC testing 
 Continuous update of MATERIO in the prices and cost oriented prices segments 
 Other remedies for Market 4 are the same as before (IC and access, access to specific network facilities, CS (carrier 

selection) and CPS (carrier preselection), transparency, non discrimination, accounting separation, price control and cost 
accounting).   

In June 2013, the AEC announced starting the first analysis on wholesale market 13 (Transmission of broadcasting content to end 
users) and starting the second analysis of market 9 and 10 (Transmission and termination segments of LL) and also on market 7 
(Physical access to network infrastructure). It is expected that by the end of Q1 2014 the analysis will be finished and published for 
public hearing. Possible remedies are expected in 2014. 

The IP MATERIO was submitted for approval to the Agency in October 2013 on MKT‟s initiative, in line with market analyses 
conclusion for submission of MATERIO changes with description and conditions for IP interconnection. On December 27, 2013, MKT 
received resolution for approval of IP MATERIO. In the process of approval additional changes were made (new interconnection prices 
based on “Top down LRIC” costing model were included). There are new prices for termination with no peak or off-peak prices. 
Changes in the IP MATERIO came into force from January 1, 2014. Regional and local termination prices will exist until last Time 
division multiplexing (TDM) switch is extinguished.  

Resolution from December 6, 2013 for approval of Reference offer for provision of physical access and usage of electronic 
communication infrastructure including associated infrastructure capacity was received by MKT on December 20, 2013. Changes will 
provide easier provision of physical access and usage of electronic communication infrastructure including associated infrastructure 
capacity; they entered into force on January 1, 2014. 
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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, IPTV, value added services, etc.  

The Agency for Electronic Communications and Postal Services of Montenegro (“the Agency” or NRA) issued to CT a Fixed line 
license that is valid form January 1, 2002 for a period of 25 years. In 2004, the Ministry of the Economy prescribed a special one-time 
fee for the provision of international traffic services, which was paid by CT. The license consequently granted for the provision of 
international traffic services is for a period of 25 years. 

In October 2007, the Broadcasting agency of Montenegro issued to CT a license for building and distributing / broadcasting radio and 
TV programs to customers (IPTV license) for a period of ten years.  

The telecommunications sector in Montenegro is regulated by the Law on Electronic Communications (the eLaw) that came into force 
in August 2013. The new eLaw is based on the 2009 regulatory framework of the EU. 

As a result of the second round of market analysis, completed at the end of 2013 (previously analyzed in 2010), CT was designated as 
an SMP operator at all seven EU standard relevant markets. Local loop unbundling (including fiber access), bitstream access, 
wholesale leased line and carrier pre-selection, other than on Market 4, where prices stayed as determined in the previous round in 
2010, the NRA obliged CT to apply prices from cost model provided in the 2012 regulatory reports. Carrier pre-selection was 
introduced in 2011 and carrier selection was already implemented in 2008. Number portability was introduced in 2011. RIO rates have 
been determined by the NRA based on cost model results provided in the 2012 regulatory reports. In 2011 the NRA designated CT as 
SMP on the markets: 1. Retail market for local and long-distance calls, for business and residential, provided on fixed location 2. Retail 
market for international calls, for business and residential, provided on fixed location 3. Wholesale market of trunk segments of leased 
lines. Standard EU remedies (also prescribed in the Montenegrin Law) are imposed to CT. The NRA applied the Three criteria test to 
the Retail broadband internet access services market. The market fulfilled the three criteria test and the NRA entered into the market 
analysis. The final decision of this market analysis is expected to be published in Q1 2014. 

 In May 2011, the NRA adopted Cost Accounting methodology which will be applied by CT. First (revised) regulatory reports were 
submitted on August 30, 2012. The Document was approved by the NRA in November 2012. In September 2013, the NRA approved 
Crnogorski Telekom fix 2012 regulatory reports. 

1.3.4 Hungarian Mobile 

The Company is also the market leader in the Hungarian mobile market through the “T” brand.     

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 with the Ministry of Economy and Transport which allowed the Company to provide mobile radio 
telephone service also in the 1800 MHz band in Hungary until October 7, 2014. The duration of the concession regarding the DCS 
1800 public mobile radio telephone service was originally 15 years starting from the execution of the new concession agreement 
(October 7, 1999 to October 7, 2014). As it was stipulated in the concession contracts, the Minister was 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 was 
effective from November 2008. The new Concession Contract prolonged the duration of the 900 MHz frequency usage right until May 
4, 2016. The decree on frequency fees was changed from April 1, 2011 which made the modification of the concession contract 
necessary. The modification was made on March 31, 2011 allowing the introduction of band fees in the concessionary 900 MHz and 
1800 MHz bands. The concession contract was modified again on December 14, 2011 allowing the technology-neutral (GSM, UMTS, 
LTE and WiMAX) use of the concessionary 900 MHz and 1800 MHz bands. According to the Act on Electronic Communications 
entering into force on July 25, 2012 the Company initiated the transformation of the concession contract into authority contract, which 
was concluded on November 30, 2012 leaving the possibilities for prolongations of frequency usage rights unchanged. 

In June 2012, the Hungarian Parliament adopted the modification of the Electronic Communications Law extending the scope of 
competence and tasks of the NMIAH. Pursuant to the amendment, all spectrum related issues are dealt with by the NMIAH, including 
the management of concession contracts.  
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On December 7, 2004, the Company 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.  

The Company won a tender published on October 22, 2008 for a spectrum usage right license for a 26 GHz block (D) on April 30, 
2009. On May 14, 2012 the NMIAH granted frequency assignment decision to Magyar Telekom for 4 pieces of basic spectrum blocks 
(2 x 28 MHz each) in the 26 GHz band. 

The Company filed an auction bid in December 2011 with the NMIAH for the right of use of unused spectrum in the 900 MHz 
frequency band, related to the provision of mobile telecommunications services. The spectrum can be utilized in a technology-neutral 
manner. The NMIAH announced its first-instance decision on the result of the 900 MHz auction (“Auction”) on January 30, 2012. A 5 
MHz slot in the 900 MHz band was awarded to a state consortium. The three incumbent mobile network operators also won spectrum 
blocks. Magyar Telekom won the right of use of two duplex frequency blocks of 1 MHz each for a period of 15 years. On March 12, 
2012 Magyar Telekom and the other incumbent operators filed a petition with the Metropolitan Court, requesting that the Court annul 
the designation of the Consortium as an auction winner and certain relating requirements of the final decision. The Metropolitan Court, 
by its final judgment announced on September 17, 2012, annulled the entire decision closing the auction. The Curia, by its judgment 
rendered in a judicial review process, announced on February 26, 2013, upheld the judgment of the Metropolitan Court. 

On September 6, 2013 Magyar Telekom and the NMIAH signed the modification of the Authority Contract on the use of the 900 MHz 
and 1800 MHz frequency bands. The main stipulations of the modification are the following: 

 Magyar Telekom‟s frequency usage rights in the 1800 MHz frequency band otherwise expiring on October 7, 2014 and in the 900 
MHz frequency band otherwise expiring on May 4, 2016 were prolonged and harmonized until April 2022. 

 Magyar Telekom will retain frequency usage right also until April 2022 on the two duplex 1 MHz frequency blocks in the 900 MHz 
frequency band won in the 900 MHz auction in 2012. Accordingly, Magyar Telekom currently has frequency usage rights of 10 MHz 
duplex frequency blocks in the 900 MHz frequency bands and of 15 MHz duplex blocks in the 1800 MHz frequency band. 

 The one-off fee of the prolongation and harmonization of 900 MHz/1800 MHz frequency licences was HUF 38 billion. However, 
Magyar Telekom was required to pay HUF 34 billion out of the aforementioned amount, considering the expiry of the frequency 
blocks won in 2012 being changed from the original 2027 date to 2022.  

 The annual fees, frequency usage fees, and frequency band fees of the frequency bands currently used by Magyar Telekom are to 
be lower by approximately HUF 3.8 billion annually between 2014 and 2022. 

On November 29, 2013, the NMIAH published the draft documentation of the forthcoming tender for the frequency usage rights 
connected to broadband services. Magyar Telekom sent its detailed comments on the draft documentation to the NMIAH on 
December 19, 2013 and stated them in the public hearing also held in the same subject. 

The Company is subject to number portability regulation since 2004, applicable only in case of other mobile operators. The 2 working 
days number portability obligation is also applicable for mobile services (as well as for fixed line) from September 30, 2012. In 2005 
and 2006 the Company was designated as an SMP in the mobile wholesale call termination market, and it is currently subject to 
regulatory obligations regarding the termination charge of calls into its network. At the end of August 2011, NMIAH made its third new 
market analysis decisions, which affect the SMP operators‟ next half-year commitments. On the mobile voice market the three mobile 
operators have to cut their wholesale prices by 40% in three steps. 

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 European Commission introduced Roaming Regulation III which came into force on July 1, 2012. 

1.3.5 Macedonian Mobile 

T-Mobile Macedonia (T-Mobile MK), the Group‟s subsidiary, is the leading mobile service provider in Macedonia. With the changes of 
the ECL 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, 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 an additional 20 years in accordance with the ECL. Due to changes in the bylaws the 
900 MHz band was opened for UMTS technology and based on T-Mobile MK‟s request the radiofrequency license was changed so 
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that these frequencies are now available for both GSM and UMTS technology. This is also the case with the T-Mobile MK 
radiofrequency license in the 1800 MHz band. 

After the analysis of the wholesale (WS) market “Call termination services in public mobile communication networks” the Agency on 
November 26, 2007 brought a decision by which T-Mobile MK was designated with SMP status on this market. T-Mobile MK published 
a RIO with regulated termination rate effective from August 1, 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. 

In March 2011, the Agency published the final market analysis for WS SMS termination, and in May 2011 all 3 mobile operators were 
designated with SMP status on the WS SMS termination market. In June 2011 all 3 mobile operators submitted draft RIOs with the 
SMS termination service included, and in July 2011 the RIOs were approved by the Agency with the regulated SMS termination price 
being symmetrical for all 3 operators.   

In October 2012, the Agency requested changes of T-Mobile MK‟s RIO in direction of allowing termination of transit traffic into T-
Mobile MK‟s network. This Agency intervention was made in the RIOs of all operators in order to enable wider space for transit of 
traffic. 

During 2013, there an ECL amendment affecting the work of the Agency and there were modifications of the secondary legislation 
related to the annual radiofrequency fees, the national radiofrequency allocation plan and table and the quarterly reports for provision 
of electronic communication services. 

An auction procedure concluded in August 2013 awarded the whole 790 – 862 MHz band together with the unassigned spectrum in 
the 1740–1880 MHz band for LTE technology in a public tender. Each of the 3 Macedonian mobile operators acquired an LTE 
radiofrequency license of 2x10 MHz in the 800 MHz band and 2x15 MHz in the 1800 MHz band. Each license was acquired for a one-
off fee of EUR 10.3 million. MKT will retain the license for 20 years, until December 1, 2033, with an extension option for 20 years, in 
accordance with the ECL. 

In 2013 the Agency conducted second analysis on the WS SMS termination market and in October 2013, public debate was opened 
on the proposed new regulated prices symmetrical for all 3 operators and 75% below the current price. After completion of the public 
debate, the Agency upheld its position to lower the regulated wholesale price for SMS termination by 75% for all 3 operators and the 
price became effective from January 1, 2014. 

On August 23, 2013, T-Mobile MK was designated as SMP on the relevant market for wholesale of products and call termination 
services in the public telephone network provided at a fixed location by the Agency, and it was enabled by an Agency decision to 
modify the RIO by including this service.  

1.3.6 Montenegrin Mobile  

Crnogorski Telekom, the Group‟s Montenegrin subsidiary is also providing mobile services under the “T” brand. CT is registered as 
one of three GSM/UMTS providers in Montenegro.  

The Agency issued a mobile telecommunication license for GSM 900 MHz for the territory of Montenegro valid from January 1, 2002 
for a period of 15 years. At the expiration of this period, CT shall have the option to extend the license for an additional period of ten 
years for a nominal price. On March 28, 2007, the Agency awarded a 3G license to CT valid for a period of 15 years.  

As a result of the market analysis of the NRA in 2011 and 2013, CT is designated as an SMP in the market of termination of voice calls 
in its own network and on the Wholesale market on access and origination of calls in mobile networks. Interconnect rates have been 
determined by the Regulator based on cost model results provided in the 2012 regulatory reports. Beside standard remedies, carrier 
selection was also imposed. Updated RIO was published in February 2011 and Mobile Access RO in April 2012. Mobile number 
portability was also introduced in the mobile sector in October 2011. In 2013 the NRA applied the Three criteria test to the Retail 
mobile services market. This market does not fulfill the Three criteria test, so it will not be subject to further market analysis. 

In September 2012, the NRA adopted Cost Accounting Methodology for mobile networks to be applied by all three operators. First 
Regulatory reports (revised) needed to be submitted by June 30, 2013. In September 2013, the NRA approved Crnogorski Telekom‟s 
mobile 2012 regulatory reports. 
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1.3.7 Energy services in Hungary  

Magyar Telekom has been providing electricity and natural gas services in Hungary since May 2010 as an electricity and natural gas 
supplier. 

Magyar Telekom‟s energy revenues contain energy fees, system operator relevant fees and other fees. In case of the residential 
customers and a part of the business customers (universal customers) the sales price is based on the Universal Service Providers‟ 
(USP) price which is regulated by the Minister of National Development. The system operator fees are regulated in case of every 
customer segment. The regulations guarantee the margin level of the USPs and in case of the natural gas market a special sourcing 
structure with special sourcing prices is ensured for the USPs. 

Hungary's government approved a cut in household energy prices by 10% from January 1, 2013, and a further 10% cut from 
November 1, 2013. The move applies to electricity, natural gas and district heating prices. The Hungarian Parliament accepted 
changes to the natural gas and electricity regulations in September 2013, mainly focusing on the ones effective from January 2013, 
regulating the details of the 10% price cut effective from January 2013.  

The new regulation does not differentiate between service providers and grants them the same conditions for supplying universal 
customers, whether they are on the competitive market or on the regulated market, in case they comply with conditions set by 
regulation. The Company complies with these conditions; therefore we are subject to the new regulation, which is favorable for the 
Company. 
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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 endorsed by the EU effective as at 
December 31, 2013 and applicable to Magyar Telekom had been adopted. These consolidated financial statements also comply with 
the Hungarian Accounting Act on consolidated financial statements, which refers to the IFRS as endorsed by the EU. 

The consolidated financial statements are presented in millions of HUF. 

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. 

2.1.1Standards, amendments and interpretations effective and adopted by the Group in 2013  

IAS 1 (amended) – The IASB published amendments to IAS 1 Presentation of Financial Statements in June 2011. The amendments to 
IAS 1 retain the 'one or two statement' approach at the option of the entity and only revise the way other comprehensive income is 
presented: requiring separate subtotals for those elements which may be reclassified to the profit or loss section of the income 
statement (recycled) and those elements that will not. The Group adopted the amended standard as of January 1, 2013. The amended 
standard did not have any significant impact on the disclosures in the Group‟s financial statements. 

IAS 19 (amended) – The IASB published amendments to IAS 19 – Employee Benefits in June 2011. The amendments mostly focus on 
areas which are not relevant for the Group (defined benefit plans), while the ones relevant for the Group did not result in any change in 
the recognition, measurement or disclosure of employee benefits. 

IFRS 7 (amended) – The IASB published amendments to IFRS 7 – Amendments to IFRS 7 Financial Instruments: Disclosures in 
December 2011. The IASB and the Financial Accounting Standards Board (FASB) issued common disclosure requirements that are 
intended to help assessing better the effect or potential effect of offsetting arrangements on a company‟s financial position. The 
common disclosure requirements also improve transparency in the reporting of how companies mitigate credit risk, including 
disclosure of collateral pledged or received. The Group adopted the amended standard as of January 1, 2013. The amended standard 
did not have a significant impact on the disclosures in the Group‟s financial statements. 

IFRS 13 - The IASB published IFRS 13 – Fair Value Measurement in May 2011in order to replace the guidance on fair value 
measurement in existing IFRS accounting literature with a single standard. The IFRS is the result of joint efforts by the IASB and FASB 
to develop a converged fair value framework. IFRS 13 defines fair value, provides guidance on how to determine fair value and 
requires disclosures about fair value measurements. However, IFRS 13 does not change the requirements regarding which items 
should be measured or disclosed at fair value. IFRS 13 seeks to increase consistency and comparability in fair value measurements 
and related disclosures through a 'fair value hierarchy'. The hierarchy categorizes the inputs used in valuation techniques into three 
levels. The hierarchy gives the highest priority to (unadjusted) quoted prices in active markets for identical assets or liabilities and the 
lowest priority to unobservable inputs. If the inputs used to measure fair value are categorized into different levels of the fair value 
hierarchy, the fair value measurement is categorized in its entirety in the level of the lowest level input that is significant to the entire 
measurement (based on the application of judgment). The Group adopted the amended standard as of January 1, 2013. The new 
standard did not have a significant impact on the Group‟s financial statements. 

2.1.2 Standards, amendments and interpretations effective in 2013 but not relevant for the Group 

IFRIC 20  - In October 2011, the IASB published IFRIC 20 – Stripping Costs in the Production Phase of a Surface Mine. As Magyar 
Telekom does not have mining activity, the interpretation did not have any impact on the Group‟s financial statements.  

IFRS 1 - In 2012, the IASB published amendments to IFRS 1. As Magyar Telekom already adopted IFRS, the amendments did not have 
any impact on the Group‟s financial statements.  
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2.1.3 Standards, amendments and interpretations that are not yet effective and have not been early adopted by the Group 

 IAS 32 (amended) – The IASB published amendments to IAS 32 – Financial Instruments: Presentation in December 2011. The 
amendments to IAS 32 clarify the IASB‟s requirements for offsetting financial instruments. The amendments address inconsistencies in 
current practice when applying the offsetting criteria in IAS 32. The pronouncement clarifies: 

 the meaning of "currently has a legally enforceable right of set off the recognized amounts"; and  
 that some gross settlement systems may be considered equivalent to net settlement. 

The application of the amendment is required for annual periods beginning on or after January 1, 2014. A reporting entity must apply 
the amended standard retrospectively. We do not expect that the adoption of the amended standard would result in significant 
changes in the financial statements of the Group. The European Union has endorsed the amendment of the standard. 

 

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 and liabilities. The remaining phases of this project, dealing with the impairment of 
financial instruments and hedge accounting, as well as a further project regarding derecognition, are in progress.  

Financial assets – 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.  

Fair 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.  

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.  

Financial liabilities – IFRS 9 “Financial Instruments” sets the requirements on the accounting for financial liabilities and replaces the 
respective rules in IAS 39 “Financial Instruments: Recognition and Measurement”. The new pronouncement 

 Carries forward the IAS 39 rules for the recognition and derecognition unchanged.  
 Carries forward most of the requirements in IAS 39 for classification and measurement.  
 Eliminates the exception from fair value measurement for derivative liabilities that are linked to and must be settled by delivery of an 

unquoted equity instrument.  
 Changes the requirements related to the fair value option for financial liabilities to address own credit risk.  

The IASB issued amendments to IFRS 9 in December 2011 and in November 2013 and deferred the mandatory effective date of IFRS 
9. The deferral will make it possible for all phases of the IFRS 9 project to have the same mandatory effective date. The amendments 
also provide relief from the requirement to restate comparative financial statements for the effect of applying IFRS 9. This relief was 
originally only available to companies that chose to apply IFRS 9 prior to 2012. Instead, additional transition disclosures will be 



108

 

 
 

required to help investors understand the effect that the initial application of IFRS 9 has on the classification and measurement of 
financial instruments. The adoption of the new standard will likely 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 either the standard or its amendments. 

 

IFRS 10, IFRS 11, IFRS 12, IAS 27 (amended)  and IAS28 (amended) –  The IASB published IFRS 10 – Consolidated Financial 
Statements, IFRS 11 – Joint Arrangements, IFRS 12 – Disclosures of Interests in Other Entities and amendments to IAS 27 – Separate 
Financial Statements and IAS 28 – Investments in Associates and Joint Ventures in May 2011. 

IFRS 10 replaces the consolidation guidance in IAS 27 Consolidated and Separate Financial Statements and SIC-12 Consolidation – 
Special Purpose Entities by introducing a single consolidation model for all entities based on control, irrespective of the nature of the 
investee (i.e., whether an entity is controlled through voting rights of investors or through other contractual arrangements as is common 
in special purpose entities). Under IFRS 10, control is based on whether an investor has 

 power over the investee;  
 exposure, or rights, to variable returns from its involvement with the investee; and  
 the ability to use its power over the investee to affect the amount of the returns. 

IFRS 11 introduces new accounting requirements for joint arrangements, replacing IAS 31 – Interests in Joint Ventures. The option to 
apply the proportional consolidation method when accounting for jointly controlled entities is removed. Additionally, IFRS 11 
eliminates jointly controlled assets to now only differentiate between joint operations and joint ventures. A joint operation is a joint 
arrangement whereby the parties that have joint control have rights to the assets and obligations for the liabilities. A joint venture is a 
joint arrangement, whereby the parties that have joint control have rights to the net assets. 

IFRS 12 will require enhanced disclosures about both consolidated entities and unconsolidated entities in which an entity has 
involvement. The objective of IFRS 12 is to require information so that financial statement users may evaluate the basis of control, any 
restrictions on consolidated assets and liabilities, risk exposures arising from involvements with unconsolidated structured entities and 
non-controlling interest holders' involvement in the activities of consolidated entities. 

The requirements relating to separate financial statements are unchanged and are included in the amended IAS 27 – Separate 
Financial Statements. The other portions of IAS 27 are replaced by IFRS 10. 

IAS 28 – Investments in Associates and Joint Ventures is amended for conforming changes based on the issuance of IFRS 10, IFRS 11 
and IFRS 12. 

The IASB issued amendments to IFRS 10, IFRS 11 and IFRS 12 in June 2012. The amendments clarify the transition guidance in IFRS 
10 Consolidated Financial Statements and provide additional transition relief in IFRS 10, IFRS 11 Joint Arrangements and IFRS 12 
Disclosure of Interests in Other Entities, limiting the requirement to provide adjusted comparative information to only the preceding 
comparative period. Furthermore, for disclosures related to unconsolidated structured entities, the amendments remove the 
requirement to present comparative information for periods before IFRS 12 is first applied. 

An entity shall apply this package of five new and revised standards for annual periods beginning on or after January 1, 2014. We do 
not expect that their adoption would result in significant changes in the financial statements of the Group. The European Union has 
endorsed the new standards and the May 2011 amendments. 

 

IAS 36 (amended) – The IASB published Recoverable Amount Disclosures for Non-Financial Assets, amendments to IAS 36 – 
Impairment of Assets in May 2013. The amendments address the disclosure of information about the recoverable amount of impaired 
assets if that amount is based on fair value less costs of disposal. When developing IFRS 13 Fair Value Measurement, the IASB 
decided to amend IAS 36 to require disclosures about the recoverable amount of impaired assets. The amendments clarify the IASB‟s 
original intention: that the scope of those disclosures is limited to the recoverable amount of impaired assets that is based on fair value 
less costs of disposal. The application of the amendment is required retrospectively for annual periods beginning on or after January 1, 
2014. We do not expect that the adoption of the amendment would result in significant changes in the financial statements of the 
Group. The European Union has endorsed the amended standard. 
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IAS 39 (amended) – The IASB published "Novation of Derivatives and Continuation of Hedge Accounting", amendments to IAS 39 – 
Financial Instruments: Recognition and Measurement in June 2013. The amendments will allow hedge accounting to continue in a 
situation where a derivative, which has been designated as a hedging instrument, is novated to effect clearing with a central 
counterparty as a result of laws or regulation, if specific conditions are met (in this context, a novation indicates that parties to a 
contract agree to replace their original counterparty with a new one). This relief has been introduced in response to legislative changes 
across many jurisdictions that would lead to the widespread novation of over-the-counter derivatives. These legislative changes were 
prompted by a G20 commitment to improve transparency and regulatory oversight of over-the-counter derivatives in an internationally 
consistent and non-discriminatory way. Similar relief will be included in IFRS 9 Financial Instruments. The application of the 
amendment is required for annual periods beginning on or after January 1, 2014. We do not expect that the adoption of the 
amendment would result in significant changes in the financial statements of the Group. The European Union has endorsed the 
amended standard.  

IFRIC 21 – The IASB issued IFRIC Interpretation 21: Levies, an Interpretation on the accounting for levies imposed by governments in 
May 2013.  IFRIC 21 is an interpretation of IAS 37 Provisions, Contingent Liabilities and Contingent Assets. IAS 37 sets out criteria for 
the recognition of a liability, one of which is the requirement for the entity to have a present obligation as a result of a past event (known 
as an obligating event). The new interpretation clarifies that the obligating event that gives rise to a liability to pay a levy is the activity 
described in the relevant legislation that triggers the payment of the levy. The application of IFRIC 21 is required for annual periods 
beginning on or after January 1, 2014. We do not expect that the adoption of the new interpretation would result in significant changes 
in the financial statements of the Group as our interpretation of IAS 37 has been in line with the newly issued IFRIC. The European 
Union has not yet endorsed the interpretation. 

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

IFRS 10, IFRS 12, IAS 27 (amended) – The IASB published "Investment Entities" (Amendments to IFRS 10, IFRS 12 and IAS 27) in 
October 2012. As Magyar Telekom does not have investment entities, the amended standards will not have any impact on the Group‟s 
financial statements. The European Union has endorsed the amended standards. 

IAS 19 (amended) – The IASB published amendments to IAS 19 – Employee Benefits in November 2013. The amendments apply to 
contributions from employees or third parties to defined benefit plans which are not relevant for the Group. Therefore the amended 
standard will not have any impact on the Group‟s financial statements. The European Union has not yet endorsed the amended 
standard. 

IFRS 14 – The IASB issued an interim Standard, IFRS 14 Regulatory Deferral Accounts in January 2014. The new interim standard is 
applicable for first-time adopters which is not relevant for the Group. Therefore the new interim standard will not have any impact on 
the Group‟s financial statements. The European Union has not yet endorsed the new interim standard. 
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2.2 Consolidation 

2.2.1 Subsidiaries 

Subsidiaries in which the Company has an interest of more than one half of the voting rights or otherwise has power to govern the 
financial and operating policies 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 acquisition 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 whereby costs 
directly attributable to the acquisition are expensed for transactions closed after January 1, 2010. 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 in the Profit for the year (Other 
operating income). 

If applicable, the Group recognizes 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 is recognized in accordance with other applicable IFRSs, as appropriate rather than as an adjustment of goodwill for 
acquisitions concluded after January 1, 2010. For acquisitions concluded before, the difference between the contingent consideration 
recognized at the acquisition date and the actual contingent consideration paid was recognized as an adjustment to goodwill. 

As for the measurement of non-controlling interest, from January 1, 2010, the Group may recognize 100% of the goodwill of the 
acquired entity, not only the Group‟s portion of the goodwill. This is elected on a transaction-by-transaction basis. Before that date, the 
Group could only recognize its own share of the goodwill. The Group attributes their share of losses to the non-controlling interests 
even if this results in the non-controlling interests having a deficit balance since January 1, 2010. Before that date, the balance of the 
Non controlling interests could not be a negative amount and thus these losses would be allocated to the Group. 

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 is measured as the difference at the acquisition date between the fair value of any 
investment the business held before the acquisition, the consideration transferred and the fair value of the net asset acquired and non-
controlling interest is recorded at fair value when the Group elects the fair value option. 

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 selling owner‟s accounts, and any 
gains, losses or differences between the carrying amount and the sale-purchase price are recognized in Retained earnings. 

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

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.  

Inter-company transactions, balances and unrealized gains or losses 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. 
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At December 31, 2013 and 2012 the principal operating subsidiaries of the Group were as follows: 
 

Subsidiaries  Group interest in capital as 
at December 31, 

 Activity 

  2012  2013   

Incorporated in Hungary:       
Origo Zrt., Budapest  ..........................................   100.00%  100.00%  Internet and TV content provider 

T-Systems Magyarország Zrt., Budapest .........   
100.00%  100.00% 

 System integration and IT services 

DATEN-KONTOR Kft., Budapest .......................   100.00%  - a) Software development 

Telekom New Media Zrt., Budapest .................   100.00%  100.00%  Interactive service provider of 
telecommunications applications 

       

Incorporated in Macedonia:       

Makedonski Telekom A.D., Skopje (MKT)   56.67%  56.67%  Fixed line telecom service provider 

T-Mobile Macedonia A.D., Skopje (T-Mobile MK)  56.67%  56.67%  Mobile telecom service provider 

Stonebridge A.D., Skopje...................................   100.00%  100.00%  Holding company 

       

Incorporated in Montenegro:       

Crnogorski Telekom AD,     Podgorica (CT)  ...   76.53%  76.53%  Telecom service provider 
       

Incorporated in Romania:       

Combridge S.R.L., Bucharest ............................   100.00%  100.00%  Wholesale telecom service provider 

       

Incorporated in Bulgaria:       

Novatel EOOD, Sofia ..........................................   100.00%  100.00%  Wholesale telecom service provider 

 

(a) DATEN-KONTOR Kft. was merged into T-Systems Magyarország Zrt. in March 2013. 

The Group‟s interest in the capital of the above subsidiaries equals the voting rights therein.  

2.2.2 Associates and joint ventures 

Associates are entities over which the Group has significant influence but not control, generally reflecting a voting right between 20% 
and 50%. Joint ventures are entities in which the Group has a voting right 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 are adjusted where necessary to ensure consistency with 
the policies adopted by the Group.  

At December 31, 2013 there was only one operating associate of the Group: 
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Associates  Group interest in capital as 
at December 31, 

 Activity 

  2012  2013   

Incorporated in Hungary:       
Közbringa Kft., Budapest ...................................   -  25.00%  Project company for bike rental 

The Group established a project company, Közbringa Ltd. together with Csepel Zrt. in August 2013 after winning the tender Budapest 
Bike (BuBi) for establishing a bike rental system for the Budapest Transportation Center (BKK). During the implementation of the 
project the Group grants system integration, data communication services and software while Csepel Zrt. produces and delivers the 
bicycles and makes the necessary installation through Közbringa Kft. After the delivery in April 2014 the maintenance of the BuBi 
operations will also be performed by the project company.  

At December 31, 2012 the Group had no associates or joint ventures. 

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 (Other 
finance expense – net). 

2.3.3 Group companies 

The income 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:  

  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. 

 Items of Profit or loss and other comprehensive income.are translated at cumulated average exchange rates. 
 All resulting exchange differences are recognized in the consolidated equity (Cumulative translation adjustment). When a foreign 

operation is fully or partially disposed of so that control is given up, exchange differences that were recorded in equity until the date 
of the sale are recognized in the Profit for the year as part of the gain or loss on sale. 

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). 
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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 and other 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 available-for-sale (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 cash 
inflows or outflows are discounted by market based interest rates interpolated from the official HUF and EUR Interest Rate Swap. 

The fair value of long term financial liabilities is also determined by using discounted cash flow valuation technique. The expected 
cash inflows or outflows are discounted by market based interest rates interpolated from the official HUF and EUR Interest Rate Swap. 
The carrying amount of floating-rate financial liabilities or those 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. 

Standard purchases and sales of financial assets are recognized on the trade-date, the date on which 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 from 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.  
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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 normally classified as current assets (Other current financial assets). Derivatives aimed to hedge the cash 
flow  risk of non current financial instruments are classified as non current assets (Non current financial assets).  

No reclassification between categories has been made in the past and no reclassifications are expected in the future. 

Assets in this category are initially recognized and subsequently carried at fair value. Gains or losses arising from changes in the fair 
value and impairment losses or their reversals are recognized in the Profit for the year (Other finance expense – net) 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 (Other finance expense – net). 

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 financial assets.  

The following items are assigned to the “loans and receivables” measurement category: 

 cash and cash equivalents 
 bank deposits with original maturities over 3 months 
 trade receivablesemployee loans  
 other receivables 

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. 

Should an impairment on cash and cash equivalents occur, it would be recognized in the Profit for the year (Other finance expense – 
net). 

(b) Bank deposits with original maturities over 3 months 

Bank deposits with original maturities over 3 months include bank deposits and other liquid deposits and securities with original 
maturities over three months. 

Should an impairment on bank deposits with original maturities over 3 months occur, it would be recognized in the Profit for the year 
(Other finance expense – net). 
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(c) 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 (Expenses directly related to revenues – 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. 

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 more than 1 year 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 or an other receivable is established to be uncollectible, it is written off with a parallel release of cumulated impairment 
against Expenses directly related to revenues in the Profit for the year (Bad debt expense). Subsequent recoveries of amounts 
previously written off are credited against the same line of the Statement of profit or loss. 

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 
reversed. The amount of the reversal shall be recognized in the Profit for the year as a reduction to Expenses directly related to 
revenues (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). 

 (d) 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. 

The 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 Interest 
income, while the prepaid employee benefits are amortized to Employee related expenses evenly over the term of the loan. 

Impairment losses on Employee loans are recognized in the Profit for the year (Employee related expenses). 
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2.4.1.3 Available-for-sale (AFS) financial assets  

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 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 Other current financial assets. 

The “available-for-sale financial assets” measurement category includes:  

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

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 
(Interest income). Dividends on available-for-sale equity instruments are recognized in the Profit for the year (Interest 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 or loss is reclassified from Other comprehensive income to Profit for the year, and any remaining 
difference is also recognized in the Profit for the year (Other finance expense – net). 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 (Other finance expense – net).  

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 financial liabilities 

Loans and other financial liabilities 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 (Interest expense) over the 
period of the liabilities. 
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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 

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

The Group does not apply hedge accounting, 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 (Other finance expense – net). 

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 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 as currencies commonly 
used in the Group‟s operating area except Montenegro, where USD is not commonly used. 

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. 

Impairment losses on Inventories are recognized in Other operating expenses (Materials, maintenance and service fees). 

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 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.  

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.  
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Cost in the case of telecommunications equipment comprises of all expenditures including the cabling within customers' premises and 
borrowing costs of related loans.  

Subsequent expenditure on an asset 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 (Depreciation and amortization).  

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).  

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 overhead and borrowing costs. Computer software development costs recognized as assets are amortized over their 
estimated useful lives. Most computer software capitalized include acquired elements representing the majority of the cost and own 
costs incurred to a lesser extent. These are considered as non self developed software. Computer software fully developed by own 
resources represent an immaterial portion of all software, therefore these are not disclosed separately.  

Costs associated with the acquisition of long term frequency licenses are capitalized including any related borrowing costs. The 
present value of the future annual payments for the use of the frequencies are also capitalized if these payments can be estimated 
reliably, or otherwise recognized as Other operating expenses (included in Fees and levies) in the year the payment obligation refers 
to. 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. 

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. 

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. 

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. 
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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 
identifiable cash flows (cash-generating units – CGUs). 

The fair values of the individual tangible and intangible assets of the Group in most cases cannot 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 cash generating units determined at operating segment 
level. See also Note 4.2. Operating segments may include one clearly identifiable company or a group of companies, or components of 
one company and other companies as well. 

The Group establishes the segments‟ 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. 

The impairment losses of PPE and intangible assets are accounted for in the Depreciation and amortization line of the Statement of 
profit or loss. 

2.10 Provisions and contingent liabilities 

Provisions are recognized when Magyar Telekom has a present legal or constructive obligation (excluding executory contracts) 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 economic outflow required to settle the present obligation at the 
financial statement date. The estimate can be calculated as the weighted average of estimated potential outcomes or can also be the 
single most likely outcome. Expenses for provisions are recognized in the statement of profit or loss line where the actual expense is 
expected to be incurred. When a provision is released unused, it is released to the same line of the statement of profit or loss where it 
was originally provided for. Provisions made for liabilities expected to be incurred in foreign currency are recognized in the functional 
currency at the spot FX rate, and any change in the provision in the functional currency as a result of a subsequent change in the FX 
rate is recognized in Other finance expense – net. 

Provisions for obligations expected to fall due after 12 months are generally recognized at their present value and are accreted 
(against Interest 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 (excluding 
executory contracts) not wholly within the control of the 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 
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increasing equity, while any gains or losses are also recognized in equity (Retained earnings). Treasury stock transactions are 
recorded on the transaction date. 

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 IAS 18 or IAS 11 on the sale of goods and rendering of 
services are met.  

Customers of the Group are often 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). On redemption (or expiry) 
of the points, the deferred revenue is released to revenue as the customer has 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, i.e. 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.  

Revenues 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. In case the equipment is sold on installments with payment terms exceeding 12 months, the amount of the revenue 
recognized is the present value of the installments.  

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 determines the prices of these services and bears substantial 
risks of these services; otherwise these revenues are 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 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 
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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 (SI) 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 related 
costs of these revenues are recognized when the 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 total expected loss is recognized immediately (Expenses directly related to revenues) against a 
provision. 

2.12.3 Energy retail revenues – gas and electricity 

Magyar Telekom Plc. entered the liberalized Hungarian gas and electricity retail market in 2010. The purpose of Magyar Telekom 
Plc.‟s participation in the energy market is providing more integrated services to its residential and business customers. Magyar 
Telekom offers a fixed percentage discount on the energy bills of its residential telecommunications service customers compared to 
the incumbent service providers‟ offers at the location of the customers, thereby also ensuring customer retention. We usually offer 
individual prices to our business customers.  

The annual quantity of the electricity and natural gas consumption is estimated based on the actual customer number and their 
expected consumption as well as historic weather inputs. These estimates are calculated and continuously updated by customer 
segment in the energy market: universal residential, universal small business and competitive market clients. These segments are 
further broken down to sub-groups based on their pricing characteristics so that energy costs and revenues can be estimated with 
adequate reliability. As time goes by during the year, more and more accurate estimates are available for both costs and revenues. 
Costs and revenues are continuously updated on a year-to-date basis.  

Revenues from large business customers (competitive market) are recognized and invoiced based on their actual consumption. 
Revenues from universal customers are invoiced at flat fee for 11 months, based on the previous year‟s consumption and the 
difference between the flat fees charged and the metered annual consumption is settled in the 12th month. Revenues, however are 
recognized based on estimated actual consumption throughout the customer year, the beginning of which may be at any time in the 
year depending on the customer contract date. Due to the large number of customers and sufficient historical data (portfolio effect), 
the estimated consumption and the resulting costs and revenues are not materially different from the actual amounts. 

Revenues from energy retail services are recognized on a gross basis as the delivery of the service is the responsibility of the Company, 
we determine the prices of these services and bear substantial risks of estimating and purchasing the gas and electricity quantities, 
resulting in significant “inventory” risks of under or over purchasing the consumed quantities. 
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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. 

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.  

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. When the share based compensation 
program is completed, i.e. the shares are transferred to the employees‟ ownership or the share options have forfeited, the respective 
reserve is transferred to Retained earnings. If the services are received in a cash-settled share based payment transaction, the Group 
recognizes the expense against a provision, 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 Stock Exchange, 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.  

2.13.4 Post-employment defined benefits 

Magyar Telekom does not have significant post-employment defined benefit schemes. 

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 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 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. 
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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 bases 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 margins, usually determined at a 
substantially higher level than the corporate tax base, but applying a significantly lower tax rate.  

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, 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 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 interest 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 
in Interest income. 

2.17.3 Operating lease – Group as lessee  

Costs in respect of operating leases are charged to the Profit for the year (Operating expenses) 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 lease liability 
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and interest expense so as to achieve a constant rate of interest on the outstanding balance payable. The finance lease obligations, net 
of finance charges, are included in the Statement of financial position (Other financial liabilities). The interest element of the lease 
payments is charged to the Profit for the year (Interest 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 (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‟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 8–10 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 SI/IT, to a lesser extent, from inter-segment support services. In order to concentrate on real 
performance achieved on third party transactions, the number of overhead related inter-segment cross-charges applied within the 
organizations of Magyar Telekom Plc. operating in different segments is fairly limited.  

The operating segments‟ results are monitored by the MC down to EBITDA (Earnings before interest, tax, depreciation and 
amortization) level, 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 annual investments in 
PPE and Intangible assets.  

2.21 Comparative information 

In order to maintain consistency with the current year presentation in the Financial statements and the Notes thereto, certain items may 
have been reclassified for comparative purposes. Material changes in disclosures, if any, are described in detail in the relevant Notes.  
In 2013 there were no material reclassifications. 
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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 also 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 leading Hungarian or international financial institutions or Deutsche Telekom. 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 for the reported periods are subject to an average effective income tax rate of approximately 30% (2012: 
approximately 25%), i.e. the impact on Profit for the year would be approximately 70% of the pre tax amount in a year that is free from 
significant one-off non-deductible pre-tax impacts and significant changes in the tax legislations. 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:  

 foreign currency risk  
 interest rate risk  
 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 2012 
and 2013 Magyar Telekom fulfilled both criteria; Total Debt to EBITDA ratio of 2.37 in 2013 (2012: 1.76), the allowed maximum of 
which would be 2.5 and EBITDA to Interest Expense ratio of 5.69 in 2013, (2012: 6.81), 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 risk management guidelines are determined and monitored by the Group‟s Treasury 
department 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 (2013) and the preceding reporting period (2012). 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 . 
The methods and assumptions used in the sensitivity calculations did not change significantly compared to the previous period. As a 
result of the still rather volatile international capital and securities markets, higher fluctuations of the FX and interest rates are also 
possible. 
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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 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 them with derivative instruments to substantially reduce FX risk.  

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

From 2009 not all new loans taken from DT were denominated in HUF. In agreement with Deutsche Telekom, several new related party 
loans taken to finance general corporate needs 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 (DT 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 limited (net) impact on Profit before tax related to the hedged loans and the swaps together. As of December 31, 
2013, a 10% weaker HUF would cause an FX loss of approximately HUF 9 billion on the EUR denominated loans, while the swap 
agreements would have a compensating impact of a gain of approximately HUF 10 billion. As of December 31, 2013, a 10% stronger 
HUF would cause an FX gain of approximately HUF 9 billion on the EUR denominated loans, while the swap agreements would have a 
compensating impact of a loss of approximately HUF 10 billion. As of December 31, 2012, a 15% weaker HUF would have caused an 
FX loss of approximately HUF 14 billion on the EUR denominated loans, while the swap agreements would have had a compensating 
impact of a gain of approximately HUF 15 billion. As of December 31, 2012, a 15% stronger HUF would have caused an FX gain of 
approximately HUF 14 billion on the EUR denominated loans, while the swap agreements would have had a compensating impact of a 
loss of approximately HUF 15 billion. 

(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 limited (net) impact on Profit before tax related to the hedged loans and the swaps together. As of 
December 31, 2013, a 10% weaker HUF would cause an FX loss of approximately HUF 0.8 billion on the EUR denominated loans, 
while the swap agreements would have a compensating impact of a gain of approximately HUF 0.7 billion. As of December 31, 2013, a 
10% stronger HUF would cause an FX gain of approximately HUF 0.8 billion on the EUR denominated loans, while the swap 
agreements would have a compensating impact of a loss of approximately HUF 0.7 billion. As of December 31, 2012, a 15% weaker 
HUF would have caused an FX loss of approximately HUF 0.4 billion on the EUR denominated loans, while the swap agreements 
would have had a compensating impact of a gain of approximately HUF 0.4 billion. As of December 31, 2012, a 15% stronger HUF 
would have caused an FX gain of approximately HUF 0.4 billion on the EUR denominated loans, while the swap agreements would 
have had a compensating impact of a loss of approximately HUF 0.4 billion.  

(c) Other FX exposure 

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 short term 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 the following impact on the profit of the Group. 
Compared to the spot FX rates as of December 31, 2013, a 10% weaker functional currency HUF against the EUR and a 15% weaker 
HUF against the USD would have caused an unrealized loss of HUF 1.2 billion on this net balance (2012: HUF 1.7 billion loss). The 
same amount of gain would have been caused by a 10% stronger functional currency HUF against the EUR and a 15% stronger HUF 
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against the USD. Compared to the spot FX rates as of December 31, 2013, a 10% weaker functional currency MKD against the EUR 
and USD would have caused less than HUF 1.0 billion unrealized gain on this net balance (2012: HUF 1.8 billion gain). The same 
amount of loss would have been caused by a 10% stronger functional currency MKD against the EUR and USD. 

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 1.2 billion liability as of December 31, 2013 (2012: HUF 0.6 billion liability). These positions were 
opened to hedge the FX risks of future FX payments exceeding FX income. Compared to the spot FX rates as of December 31, 2013, a 
10% weaker functional currency HUF against the EUR and a 15% weaker HUF against the USD would have caused HUF 5.4 billion 
unrealized gain on this net balance while a 10% stronger HUF against the EUR and a 15% stronger HUF against the USD would have 
caused HUF 7.8 billion unrealized loss. 

As a result of the volatile international capital and securities markets, even a more than 10% fluctuation of the functional currency HUF 
against EUR, a more than 15% fluctuation of the functional currency HUF against USD and a more than 10% fluctuation of the 
functional currency MKD against the EUR and USD 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 mostly 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 affect the cash flows from these instruments. 

The Group had no significant HUF denominated bank deposits at the end of 2013 and 2012.  

The Group‟s MKD denominated bank deposits amounted to HUF 8.2 billion at the end of 2013 (2012: HUF 10.1 billion). A 1 
percentage point higher interest rate throughout 2013 (assuming the year-end 2013 balance throughout 2013) would have resulted in 
HUF 0.1 billion higher interest income in 2013 (2012: HUF 0.1 billion). The interest income would be lower by the same amount in 
case of 1 percentage point lower interest rate. 

The Group‟s EUR denominated bank deposits amounted to HUF 20.4 billion at the end of 2013 (2012: HUF 37.7 billion). A 1 
percentage point higher interest rate throughout 2013 (assuming the year-end 2013 balance throughout 2013) would have resulted in 
HUF 0.2 billion higher interest income in 2013 (2012: HUF 0.4 billion). The interest income would be lower by the same amount in 
case of 1 percentage point lower interest rate. 

 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 deposits (see above). Sensitivities have been 
disclosed for a movement of 1 percentage point for EUR and MKD, but extraordinary market conditions may cause extreme volatility 
on money markets, which can result in even higher percentage point change in interest rates. 
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(b) Financial liabilities 

Financial liabilities exposed to interest rate risk are primarily the related party (DTIF, DT AG) 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 54% of the Group‟s total debt as of December 31, 2013 
(2012: 69%).  

Floating interest-bearing debts (including loans swapped to floating interest and excluding loans swapped to fixed interest) made up 
46% of the Group‟s total debt as of December 31, 2013 (2012: 31%). A 3 percentage point higher interest rate throughout 2013 
(assuming the year-end 2013 balance throughout 2013) would have resulted in HUF 5.0 billion higher interest expense in 2013, while 
the same decrease of interest rates would cause the same decrease in interest payments (2012: HUF 3.1 billion).  

The fair value of the swap agreements contracted with DT is also exposed to changes in the HUF and EUR interest rates. Assuming an 
unchanged HUF interest but an increase of 1% in the EUR interest rates, the fair value of the swap agreements would also change 
causing a loss of HUF 1.6 billion, while a 1% decrease in the EUR rates would result in an income of HUF 1.7 billion. Similarly, 
assuming an unchanged EUR interest but an increase of 3% in the HUF interest rates, the fair value of the swap agreements would 
also change resulting in an income of HUF 2.0 billion, while a 3% decrease in the HUF rates would cause a loss of HUF 2.1 billion. 

3.1.1.3 Other price risk 

As of the end of the reporting periods, Magyar Telekom had legally binding agreements on natural gas and electricity purchase, which 
could be materially affected by risk variables such as energy exchange prices or FX prices, or other indices. In order to the minimize 
the risk deriving from such price changes Magyar Telekom made the necessary hedge actions for much of the exposure, therefore no 
relevant risk remained in this field. 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 end of the reporting period 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 presents Magyar Telekom‟s maximum exposure to credit risk as at December 31, 2012 and 2013. 

In HUF millions  At December 31, 

  2012  2013 

     
Cash and cash equivalents ................................................................................................................    15,211  14,633 
Bank deposits with original maturities over 3 months ...................................................................   39,632  23,593 
Trade receivables ................................................................................................................................   121,362  126,535 
Reclaimable frequency auction price ..............................................................................................   10,923  - 
Finance lease receivables ..................................................................................................................   3,535  2,811 
Employee loans and receivables ......................................................................................................   4,514  4,478 
Derivative financial instruments ........................................................................................................   6,652  6,674 
Trade receivables over one year .......................................................................................................   4,215  8,714 
Financial assets available for sale .....................................................................................................   244  214 
RDC receivables ..................................................................................................................................   383  212 
Other current .......................................................................................................................................   1,045  1,999 
Other non-current ................................................................................................................................   1,685  1,539 

  209,401  191,402 

 
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, all of which have short term maturities. 

In line with the Group‟s risk management policy Magyar Telekom Group companies deposit the vast majority of excess cash in banks 
rated at least BBB+ (or equivalent), or make efforts to get guarantees for these fixed term deposits from banks rated at least BBB+. We, 
however, also have current accounts in banks with lower rating than this. Moreover, Magyar Telekom prefers to deposit in banks which 
grants loans to Magyar Telekom to make the compensation of debts and loans possible in case of the default of the bank. 

In case of Cash and cash equivalents and Bank deposits with maturities over 3 months held in Hungary 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 to 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 of the Montenegrin subsidiary of HUF 16.0 billion as at December 31, 2013 (2012: HUF 15.7 billion) and those in Macedonia 
of HUF 12.5 billion as at December 31, 2013 (2012: HUF 32.1 billion) are fully covered with bank guarantees issued by international 
financial institutions rated at BBB or above deposited abroad with at least BBB+ rated banks. Credit risk related to bank deposits is 
further limited by the diversification of the deposits among several independent credit institutions determinant on the local market. 

Concentrations of credit risk relating to trade receivables are limited due to the large number of 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. 
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The following table contains the carrying amount of trade receivables broken down by country of operation. The vast majority of these 
balances are denominated in the functional currency of the countries of operations (HUF in Hungary, MKD in Macedonia and EUR in 
Montenegro). 

In HUF millions  At December 31, 

  2012  2013 

     
Hungary ................................................................................................................................................   103,429  107,389 

Macedonia  ..........................................................................................................................................   12,486  12,940 

Montenegro  ........................................................................................................................................   4,534  5,218 

Other  ....................................................................................................................................................   913  988 

  121,362  126,535 

 
The amounts in the table above are shown net of provisions for impairment losses. The annual bad debt expense of the Group in 2013 
was 1.4% (2012: 1.1%) of the consolidated revenues. Adverse 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 2013 (2012: HUF 6.1 billion). 

There are varying credit checking practices applied across the members of the Group as described below. 

Hungary 

Credit checking at the time of the service request is carried out automatically by the credit checking application. A variety of checks 
including checking 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. The Fraud Detecting System monitors extreme usage and fraudulent behavior of customers for mobile, fixed-line and Internet 
services. In case of business customers, account managers check if the customer has outstanding debts. 

Dunning procedures are run automatically by the billing systems and include various reminder tools like SMS, telephone calls, 
reminder letters, restricted service, termination letters and disconnections. In case of medium and large enterprises dunning process 
starts manually (first reminder letter). After the first step, this process is also automated. Based on the effective laws and regulations 
and over a minimum overdue amount we apply varying and customized reminder procedures with specific deadlines to the different 
customer groups. 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.  

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 (reminding and disconnection activities), collaboration with 
collection agencies, 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, as well as average invoiced amount and 
number of disconnections. 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 previous traffic revenues. There is 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 

In order to manage receivables, control credit risk, as well to manage anti-fraud and revenue assurance activities, Customer finance 
department was formed in 2010. A large number of processes were changed which gave good results in the past years. The focus on 
receivables and credit control was even higher in 2012 in order to mitigate the negative effects of the prolonged economic crisis. 
There were further improvements introduced in the credit checking area and in the dunning/collection process. Therefore, focus was 
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on business collection as well as on credit risk related to selling on installments which increased significantly in the last period. Also, 
mutual credit check for new customers with two other mobile operators (Telenor and M:tel) was introduced in March 2013. 

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‟s Treasury management aims at maintaining flexibility in 
funding by keeping committed credit lines available. The undrawn credit lines amounted to HUF 46.4 billion as at December 31, 2013 
(2012: HUF 88.9 billion), and the Company also had uncommitted credit lines from Hungarian Banks as at December 31, 2013 and 
2012. In addition to the above, Deutsche Telekom confirmed its readiness to finance Magyar Telekom Group‟s budgeted financing 
needs until the end of June 2015.  

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, 2013 and 2012. 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 not be useful, therefore, is not included in the tables below. 

 

December 31, 2013 (in HUF millions) 

 

Total  within 1 
year 

 1 to 5 
years  

 after 5 
years 

        
Trade payables  ...................................................................................................  103,549  103,549  -  - 

Liabilities to banks from factored trade payables  ..........................................  9,786  9,786  -  - 

Financial liabilities to related parties  ................................................................  335,426  73,574  261,852  - 

        

   Bank loans  ........................................................................................................  88,169  83,652  4,517  - 

   Finance lease liabilities  ...................................................................................  12,019  3,940  5,506  2,573 

   Other financial liabilities  ..................................................................................  21,952  4,436  10,706  6,810 

Total other financial liabilities  ...........................................................................  122,140  92,028  20,729  9,383 
        

Total cash flows   570,901  278,937  282,581  9,383 
        

 Open swap positions‟ cash flows        

 Gross cash inflow in EUR million  .....................................................................  367  99  268  - 

        

 Gross cash inflow in HUF million (at spot rate)  ..............................................  108,984  29,280  79,704  - 

 Gross cash outflow in HUF million ...................................................................  (105,741)  (30,008)  (75,733)  - 

 Net cash (outflow)/inflow in HUF million  3,243  (728)  3,971  - 
        

 Open forward positions‟ cash flows        

 Gross cash inflow in EUR million  .....................................................................  175  175  -  - 

 Gross cash inflow in USD million  .....................................................................  44  44  -  - 

        

 Total gross cash inflow in HUF million (at spot rate) ......................................  61,389  61,389  -  - 

 Gross cash outflow in HUF million ...................................................................  (62,890)  (62,890)  -  - 

 Net cash outflow in HUF million ........................................................................  (1,501)  (1,501)  -  - 
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December 31, 2012 (in HUF millions) 

 

Total  within 1 
year 

 1 to 5 
years  

 after 5 
years 

        
Trade payables  ....................................................................................................  115,723  115,723  -  - 

Financial liabilities to related parties  ................................................................  353,904  53,032  285,313  15,559 

        

   Bank loans  ........................................................................................................  38,076  38,076  -  - 

   Finance lease liabilities  ...................................................................................  6,726  1,282  3,300  2,144 

   Other financial liabilities  ..................................................................................  5,676  2,161  3,514  1 

Total other financial liabilities  ............................................................................  50,478  41,519  6,814  2,145 
        

Total cash flows  ...................................................................................................  520,105  210,274  292,127  17,704 
        

 Open swap positions‟ cash flows        

 Gross cash inflow in EUR million  .....................................................................  364  23  289  52 

        

 Gross cash inflow in HUF million (at spot rate)  ..............................................  106,343  6,842  84,288  15,213 

 Gross cash outflow in HUF million ....................................................................  (108,722)  (9,902)  (84,802)  (14,018) 

 Net cash (outflow)/inflow in HUF million .........................................................  (2,379)  (3,060)  (514)  1,195 
        

 Open forward positions‟ cash flows        

 Gross cash inflow in EUR million  .....................................................................  182  182  -  - 

 Gross cash inflow in USD million  .....................................................................  3  3  -  - 

 Gross cash inflow in HUF million  .....................................................................  4,985  4,985  -  - 

        

 Total gross cash inflow in HUF million (at spot rate) ......................................  58,612  58,612  -  - 

 Gross cash outflow in HUF million ....................................................................  (59,716)  (59,716)  -  - 

 Net cash outflow in HUF million ........................................................................  (1,104)  (1,104)  -  - 
 

The average maturity of Magyar Telekom‟s debt portfolio was 1.53 years as at December 31, 2013 (2012: 2.5 years).The floating 
interest payments arising from the financial instruments were calculated using the last interest rates fixed before December 31, 2013 
and 2012. 

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 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 Group monitors capital on the basis of the gearing ratio.  
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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 – Note 16 
 plus Other current and non current financial liabilities – Note 17 
 less Cash and cash equivalents – Note 6 
 less Other current financial assets – Note 8.1 

During 2012 and 2013, the Group‟s mid and long term target as approved by the Board was to maintain a gearing ratio within 30% to 
40%. The gearing ratio at December 31, 2013 was 43.8% (2012: 34.3%). As a result, the management did not recommend to the 
Board to pay dividend in 2014. 

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 490 billion on December 31, 2013 (2012: HUF 522 billion). 

 

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 prevailing 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 11 billion (2012: HUF 11 billion). See Notes 12 and 13 for the changes made to useful 
lives in 2013. 

The Group constantly introduces a number of new services or platforms including, but not limited to, the 3G and 4G 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 or assets are designed to co-exist with the existing platforms, resulting in no change-over to the new technology. 
Consequently, the useful lives of the existing platforms usually do not require shortening.  

4.2 Estimated impairment of goodwill 

Goodwill is not 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 proved 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. We use 10 year cash flow projections as the 
payback period of our investments in the telecommunications operations often exceeds 5 years. 
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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) 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 segment. 

Costs of certain central functions that are not cross charged are also considered in the fair value calculations, when conducting the 
goodwill impairment tests. The costs of these central functions are allocated to the operating segments based on the segments‟ 
revenue share of the Group‟s total revenue.  

Goodwill is allocated to the operating segments of the Group: Telekom Hungary, T-Systems, Macedonia and Montenegro.  

In 2013 and 2012, no goodwill had to be impaired.  

The tables below show the WACCs and PGRs used in the fair value calculations of the Group‟s operating segments for the goodwill 
impairment test conducted in 2013 and 2012. The tables below also include sensitivity analyses that show how much impairment 
would have been recognized as at December 31, 2013 or 2012 for the goodwill allocated to the operating segments if we changed the 
sensitive parameters in the calculations. 

In case of the WACCs we disclose what impact a 1 percentage point increase of the WACC would have on the goodwill (2012: 2 
percentage point increase). In case of the PGRs we disclose what impact a 2 percentage point decrease of the PGR would have on the 
goodwill (2012: 5 percentage point decrease). In case of the cash flow projections we disclose what impact a 10% or a 20% lower 
than projected cash flow stream would have on the goodwill. 

 

2013 Telekom Hungary  T-Systems  Macedonia   Montenegro 

        
WACC        

Used in the calculation 8.87%  9.20%  9.50%  8.69% 

If changed to 9.87%  10.20%  10.50%  9.69% 

Potential impairment (HUF million) -  -  1,935  - 

        
PGR        

Used in the calculation 1.0%  1.0%  1.0%  0.0% 

If changed to -1.0%  -1.0%  -1.0%  -2.0% 

Potential impairment (HUF million) -  -  1,280  - 

        
Cash-flow        

If changed by -10%  -10%  -10%  -10% 

Potential impairment (HUF million) -  -  981  - 

        

If changed by -20%  -20%  -20%  -20% 

Potential impairment (HUF million) 23,604  2,598  8,378  - 
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2012 Telekom Hungary  T-Systems  Macedonia   Montenegro 

        
WACC        

Used in the calculation 9.32%  9.74%  9.02%  7.85% 

If changed to 11.32%  11.74%  11.02%  9.85% 

Potential impairment (HUF million) 20,773  -  -  - 

        

PGR        

Used in the calculation 0.0%  1.0%  0.0%  0.0% 

If changed to -5.0%  -4.0%  -5.0%  -5.0% 

Potential impairment (HUF million) 10,896  -  -  - 

        
Cash-flow        

If changed by -10%  -10%  -10%  -10% 

Potential impairment (HUF million) -  -  -  - 

 

 

       

If changed by -20%  -20%  -20%  -20% 

Potential impairment (HUF million) 36,394  -  -  - 

 
 
The table below shows what changes can be observed in the 10 year plans prepared in 2012 compared to those prepared in 2013 
 
 Telekom   T-Systems  Macedónia   Montenegró 

 Magyarország       

        
Cumulative average growth rate of revenues 
during the 10 years compared to 2012 0.6% 

 
1.4% 

 
-1.0% 

 
-1.1% 

Cumulative average growth rate of revenues 
during the 10 years compared to 2013 

1.5% 
 

1.7% 
 

-1.3% 
 

-0.9% 

        

Cumulative average growth rate of EBITDA 
during the 10 years compared to 2012 

1.6% 
 

1.8% 
 

-3.3% 
 

0.1% 

Cumulative average growth rate of EBITDA 
during the 10 years compared to 2013 

3.1% 
 

3.6% 
 

0.1% 
 

-0.1% 

        

Cumulative average growth rate of Capex 
during the 10 years compared to 2012 

0.4% 
 

1.1% 
 

-9.6% 
 

1.3% 

Cumulative average growth rate of Capex 
during the 10 years compared to 2013 

-1.1% 
 

0.8% 
 

-4.0% 
 

0.6% 

 
Magyar Telekom‟s management believes that preparing the value in use (VIU) calculation was unnecessary, since it would have 
resulted in a lower enterprise value than the FVLCS. The VIU method is assuming a model without future investments, meaning that 
additional capex and related revenues and gains to be recognized in the future cannot be considered in the calculations. Assuring the 
revenues on long term in a telecom business very much depends on future investments. In Magyar Telekom on average only 
approximately 20% of the capex spent in a year is related to maintenance. Others are new investments, also related to providing new 
connections to the network. It is obvious, that without this the revenue generation would start to decline sharply on a long term.  
Consequently, we did not prepare the value in use calculations for any of the segments. 
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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 annually, 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. 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 provides for the total amount of the estimated liability (see also Notes 2.10, 19 and 36.2). The assessment of the probability is 
highly judgmental, as – for example – in Hungary there are very few cases where the appealed NMIAH decisions have been finally 
concluded by the Supreme Court. Further, in Macedonia, there is also a lack of sufficient history for Competition Office 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 counsel. 

4.6 Subscriber acquisition and retention costs 

Subscriber acquisition and retention 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 or retain the existing subscribers. The Group‟s agents 
also spend a portion of their agent fees for marketing the Group‟s products, while a certain part of the Group‟s marketing costs could 
also be considered as part of the subscriber acquisition and retention costs. The up-front fees collected from customers for activation 
or connection are marginal compared to the incremental acquisition and retention 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 and retention 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 15.6 billion in 2013 (2012: HUF 14.0 billion). In addition, 
agent fees amounted to HUF 9.5 billion in 2013 (2012: HUF 9.2 billion), while the Group‟s marketing costs amounted to HUF 12.8 
billion in 2013 (2012: HUF 12.7 billion). 

4.7 Annual fees of mobile licenses 

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 and annual payments. It is judgmental whether we consider the annual fees 
to be reliably estimable or not. If we consider that we can reliably estimate these annual fees, the present value of those are capitalized 
as part of the cost of the license, otherwise these are recognized as costs in the period they relate to. 

As the conditions of the new license contract concluded in Hungary in 2013 (see Note 1.3.4) have substantially changed compared to 
the old ones, in addition to the initial cost of the renewal (HUF 38 billion) we also recognized the discounted present value of the future 
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annual license fees (HUF 17 billion) in 2013. In case of the other frequency license fees of the Group, we do not consider the annual 
fees to be reliably estimable, therefore, those are not capitalized. 

 

5 BUSINESS COMBINATIONS AND DISPOSALS OF BUSINESSES 

5.1 Acquisitions in 2013 

5.1.1 Cable TV business acquisitions 

In 2013 the Group acquired a number of cable TV businesses for HUF 719 million in individually insignificant transactions. All these 
acquisitions qualified as business combinations of the Telekom Hungary operating segment. The total purchase price was paid in 
cash in 2013. The table below shows the summary of the individually insignificant transactions. 

In HUF millions Fair values  Carrying 
values 

Consideration transferred  ......................................................................................................................................  719  719 
Less: Net assets acquired  ......................................................................................................................................  650  428 

Goodwill  ...................................................................................................................................................................  69   

5.2 Acquisitions in 2012 

5.2.1 M-Kábel 

Magyar Telekom signed a share purchase agreement to acquire 100% of M-Kábel Kft. on April 27, 2012. At the same time the Group 
also acquired a cable TV network from the same seller. The closing of the combined transaction took place on May 31, 2012. The 
initial purchase price of HUF 2.1 billion was paid in May 2012, and additional HUF 118 million was paid in August 2012 based on the 
actual net debt of M-Kábel at the closing of the transaction. M-Kábel was the exclusive internet service provider in a western region of 
Hungary operating on the network acquired at the same time. M-Kábel has been a consolidated subsidiary of the Group since May 31, 
2012, included in the Telekom Hungary operating segment. 

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

 
In HUF millions Fair values  Carrying 

values 

Consideration transferred  ......................................................................................................................................  2,168   
Less: Net assets acquired  ......................................................................................................................................  (1,281)   

Goodwill  ...................................................................................................................................................................  887   
    

Net assets acquired:    

Cash and cash equivalents .....................................................................................................................................  48  48 

Trade and other receivables ...................................................................................................................................  80  80 

Property, plant and equipment  .............................................................................................................................  534  534 

Intangible assets  .....................................................................................................................................................  699  - 

Trade and other payables .......................................................................................................................................  (10)  (10) 

Net deferred tax liability ..........................................................................................................................................  (70)  - 

 1,281  652 
The total purchase price was paid in cash in 2012. 
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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.  

In Hungarian GAAP, there is also no goodwill amortization, but in case of impairment, the total amount of goodwill (HUF 1,532 million) 
recognized is tax deductible according to the corporate tax law.  

5.2.2 Other cable TV business 

In 2012 the Group acquired a number of cable TV networks for HUF 23 million in individually insignificant transactions. All these 
acquisitions qualified as business combinations of the Telekom Hungary operating segment. The total purchase price was paid in 
cash in 2012. 

5.3 Pro forma information on business combinations 

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

In HUF millions 2012  2013 

    
Revenues    

    Reported  ..........................................................................................................................................................  607,128  637,521 

    Pro forma – if consolidated from beginning of year  ..................................................................................  607,398  n.m. 

    Current year contribution  ..............................................................................................................................  

    since date of business combination in the year of acquisition .................................................................  

380  n.m. 

    

Profit for the year    

    Reported  ..........................................................................................................................................................  36,859  23,460 

    Pro forma – if consolidated from beginning of year  ..................................................................................  36,901  n.m. 

    Current year contribution ...............................................................................................................................  

     since date of business combination in the year of acquisition ................................................................  

60  n.m. 

 

In 2013 business combination transactions were insignificant, therefore their affect on the Group figures were also insignificant. 

 

5.4 Disposals of subsidiaries 

In 2012 Magyar Telekom sold two of its investments in subsidiaries. These subsidiaries were not considered separate cash generating 
units, therefore they did not constitute discontinued operations. In the Consolidated Statements of cash flows the proceeds from the 
sale of subsidiaries and business units are disclosed net of the Cash and cash equivalents of the subsidiaries sold. 

5.4.1 Pro-M 

In August 2012, the Company signed a share purchase agreement for the sale of the total of its 100% shareholding in Pro-M Zrt. to 
National Infocommunications Service Zrt., a Hungarian state-owned company. The initial purchase price was HUF 19.9 billion which 
was adjusted with the value of the working capital of Pro-M at the closing of the transaction. The buyer withheld HUF 1 billion in order 
to offset the possible difference between the preliminary and final working capital calculation of Pro-M. The calculation was agreed on 
October 15, 2012 which resulted in HUF 967 million additional consideration transferred.  
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The result of the disposal was recognized as Other operating income. (See also note 26).  

In HUF millions Fair values 

  
Agreed purchase price  .......................................................................................................................................  19,900 

less working capital of Pro-M .............................................................................................................................  (1,698) 

Consideration received  ......................................................................................................................................  18,202 
Net assets disposed of ........................................................................................................................................   (16,602) 

Income on sale .....................................................................................................................................................   1,600 
  

Net assets disposed of:  

Cash and cash equivalents .................................................................................................................................   (7) 

Finance lease receivables ...................................................................................................................................   (11,264) 

Trade and other receivables ...............................................................................................................................  (7,480) 

Inventories .............................................................................................................................................................  (15) 

Property, plant and equipment  .........................................................................................................................  (364) 

Intangible assets   ................................................................................................................................................  (33) 

Trade and other payables  ..................................................................................................................................   1,692 

Income tax liabilities  ...........................................................................................................................................   42 

Provisions  .............................................................................................................................................................   3 

Net deferred tax liability   .....................................................................................................................................  824 

 (16,602) 
 

HUF 3,891 million of the total cash payment received (HUF 18,202 million) was included in the Consolidated Statement of Cash Flows 
as part of the Change in assets carried as working capital considered as collection of trade receivables outstanding from the state-
owned buyer of Pro-M at the date of the transaction while the remaining HUF 14,304 million (net of the cash balance of HUF 7 million 
disposed of) was disclosed as Proceeds from disposal of subsidiaries and associates - net in the Consolidated Statement of Cash 
Flows. 

5.4.2 Compargo Kft. 

In March 2012, Magyar Telekom signed a sale-purchase agreement for the total of its 80% investment in Compargo Kft. for HUF 84 
million (net of the cash balance disposed of), resulting in a gain of HUF 46 million. 
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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. 

In HUF millions  At December 31, 

  2012  2013 

     
Cash on hand  ..............................................................................................................................   189  278 

Cash in bank (demand deposits)  ..............................................................................................   6,648  8,956 

Bank deposits with original maturities less than 3 months  ...................................................   8,374  5,399 

  15,211  14,633 

 

Average interest rates  At December 31, 

  2012  2013 

     
Cash on hand  ..............................................................................................................................   0.00%  0.00% 

Cash in bank (demand deposits)  ..............................................................................................   1.36%  0.53% 

Bank deposits with original maturities less than 3 months  ...................................................   2.56%  0.99% 

Average interest rate ....................................................................................................................   2.01%  0.72% 

 

Cash and cash equivalents by currency  At December 31, 

In HUF millions  2012  2013 

     
MKD  ..............................................................................................................................................   2,045  5,215 

EUR  ...............................................................................................................................................   9,616  5,096 

USD ................................................................................................................................................   1,076  2,292 

HUF  ...............................................................................................................................................   2,389  1,973 

Other ..............................................................................................................................................   85  57 

  15,211  14,633 

 

Cash and cash equivalents by country of location  At December 31, 

In HUF millions  2012  2013 

     
Macedonia  ...................................................................................................................................   2,643  6,900 

Hungary  ........................................................................................................................................   4,551  6,412 

Montenegro  .................................................................................................................................   7,701  1,094 

Other countries  ............................................................................................................................   316  227 

  15,211  14,633 
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7 TRADE AND OTHER RECEIVABLES 

7.1 Trade and other receivables – carrying amounts 

  At December 31, 

In HUF millions  2012  2013 

     
Trade receivables from third parties  .......................................................................................................   112,602  118,593 

Trade receivables from Deutsche Telekom Group companies  ..........................................................   8,760  7,942 

Total trade receivables  .............................................................................................................................  (a) 121,362  126,535 
     

Prepayments and advance payments  ....................................................................................................   6,253  8,039 

Other taxes receivable ...............................................................................................................................   2,343  1,444 

Other ............................................................................................................................................................   751  694 

Total other receivables  .............................................................................................................................   9,347  10,177 
     

  130,709  136,712 

(a) Age profile of Trade receivables 

The following tables show the age profile of the Group‟s trade receivables by country of operation 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. 

In HUF millions 

Carrying 
amount 

as of Dec 
31, 2013 

of which 
not past 

due 

of which past due by 

less 
than 30 

days 

30–60 
days 

61–90 
days 

91–180 
days 

181–360 
days 

over 
360 
days 

Hungary  ..................  107,389 86,507 11,702 1,849 1,696 2,311 2,634 690 
Macedonia  .............  12,940 9,561 1,332 647 386 484 304 226 

Montenegro  ...........  5,218 4,140 590 223 110 103 49 3 

Other countries ......  988 777 54 34 20 17 44 42 

Total   .......................  126,535 100,985 13,678 2,753 2,212 2,915 3,031 961 
 

In HUF millions 

Carrying 
amount 

as of Dec 
31, 2012 

of which 
not past 

due 

of which past due by 

less 
than 30 

days 

30–60 
days 

61–90 
days 

91–180 
days 

181–360 
days 

over 
360 
days 

Hungary  ..................  103,429 85,655 11,619 2,164 649 976 993 1,373 
Macedonia  .............  12,486 9,443 1,173 483 294 555 274 264 

Montenegro  ...........  4,534 3,317 540 205 117 221 131 3 

Other countries ......  913 769 42 34 32 9 27 - 

Total   .......................  121,362 99,184 13,374 2,886 1,092 1,761 1,425 1,640 
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The vast majority of trade receivables is impaired on a portfolio basis. The vast majority of past due trade receivables is 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 and governmental 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 or defaults on 
installment payments 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 1.9 months of revenue (2012: 2.0 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 
consolidated revenue, therefore, we can estimate that approximately this percentage of the non past due portion of trade receivables 
will not 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. 

7.2 Impairment losses of trade and other receivables 

The table below shows the impairment loss and changes therein for 2012 and 2013.  

In HUF millions  At December 31, 

  2012  2013 

     
Impairment loss, beginning of period  ....................................................................................................   34,568  30,040 

Charged to expense – net (included in Expenses directly related to revenues)  ..............................   6,752  8,690 

Translation difference  ...............................................................................................................................   (878)  252 

Utilized  ........................................................................................................................................................   (10,402)  (8,396) 

Impairment loss, end of period  ...............................................................................................................   30,040  30,586 
 

The carrying amount of trade and other receivables 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 trade and other 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 2012 and 2013 for the countries of operation of the Group. 

In HUF millions  At 
December 
31, 2011 

 Charged 
to 

expense 

 Translation 
difference 

 Utilized  At 
December 
31, 2012  

           
Hungary ..............................................................................................................................................................   20,869  6,040  -  (9,959)  16,950 

Macedonia  ........................................................................................................................................................   8,982  249  (569)  (414)  8,248 

Montenegro .......................................................................................................................................................   4,639  432  (292)  (29)  4,750 

Other countries ..................................................................................................................................................   78  31  (17)  -  92 

Group  .................................................................................................................................................................   34,568  6,752  (878)  (10,402)  30,040 
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In HUF millions  At 
December 
31, 2012 

 Charged 
to 

expense 

 Translation 
difference 

 Utilized  At 
December 
31, 2013  

           
Hungary ..............................................................................................................................................................   16,950  7,857  -  (7,867)  16,940 

Macedonia  ........................................................................................................................................................   8,248  283  159  (247)  8,443 

Montenegro .......................................................................................................................................................   4,750  540  90  (241)  5,139 

Other countries ..................................................................................................................................................   92  10  3  (41)  64 

Group  .................................................................................................................................................................   30,040  8,690  252  (8,396)  30,586 
 

See also Note 3.1.2 for further analysis of credit risks related to Trade and other receivables. 

8 OTHER FINANCIAL ASSETS  

Other financial assets include receivables due within 12 months (current) and due after 12 months (non current) from the financial 
statement date. These financial assets are exposed to credit risks, for which see more details in Note 3.1.2. The impairment loss 
accounted or reversed for other current and non current financial assets is not material. 

8.1 Other current financial assets 

  At December 31, 

In HUF millions  2012  2013 

     
Bank deposits with original maturities over 3 months  ...........................................................  (a) 39,632  23,593 

Reclaimable frequency auction price .......................................................................................  (b) 10,923  - 

Finance lease receivable ............................................................................................................  (c) 799  746 

Loans and receivables from employees  ..................................................................................  (d) 505  494 

RDC receivable ............................................................................................................................  (e) 190  212 

Derivative financial instruments contracted with related parties ...........................................  (f) 480  1,549 

Derivative financial instruments contracted with third parties ...............................................  (g) 392  22 

Other ..............................................................................................................................................   1,045  1,999 

  53,966  28,615 

 

(a) The table below shows the Bank deposits with original maturities over 3 months by country where it is deposited. 

In HUF millions  At December 31, 

  2012  2013 

     
Germany  .......................................................................................................................................   4,369  9,798 

Macedonia  ...................................................................................................................................   30,306  7,560 

Montenegro  .................................................................................................................................   4,952  6,235 

Hungary  ........................................................................................................................................   5  - 

  39,632  23,593 
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(b) The Company challenged the decision closing the 900 MHz frequency auction in Hungary before court in March 2012. The final 
court decision announced on September 17, 2012, which was subsequently upheld on February 26, 2013 annulled the decision 
closing the 900 MHz frequency auction, as a result of which the carrying amount of the right of use of the frequency as at December 
31, 2012 was derecognized. As the auction price paid for the right of use of the frequency awarded to the Company in 2012 became 
reclaimable as a result of the court decision, the Company recognized a financial receivable in an amount equivalent to the auction 
price paid for the right of use of the frequency in March 2012 (excluding VAT). On September 6, 2013 the Company and the NMIAH 
signed the modification of the Authority Contract on the use of the 900 MHz and 1800 MHz frequency bands (see also Note 1.3.4). 
According to the Contract – among other items - Magyar Telekom retained the frequency usage right until April 8, 2022 on the two 
duplex 1 MHz frequency blocks in the 900 MHz frequency band won in the auction in 2012. As the original length of the usage right 
was shortened, HUF 4 billion of the auction price was settled net with the NMIAH in November 2013, while the remaining HUF 6.9 
billion was classified back to Intangible assets (Note 13 - Reinvestment).  

8.2 Other non current financial assets 

  At December 31, 

In HUF millions  2012  2013 

     
Finance lease receivable ..........................................................................................................................  (c) 2,736  2,065 

Loans and receivables from employees  ................................................................................................  (d) 4,009  3,984 

RDC receivable ..........................................................................................................................................  (e) 193  - 

Trade receivables over one year  .............................................................................................................  (h) 4,215  8,714 

Derivative financial instruments contracted with related parties .........................................................  (f) 5,780  5,103 

Derivative financial instruments contracted with third parties .............................................................  (g) -  - 

Financial assets available for sale  ...........................................................................................................  (i) 244  214 

Other  ...........................................................................................................................................................   1,685  1,539 

  18,862  21,619 

(c) See Note 33.3 for more information on Finance lease receivable. 

(d) 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. 

(e) 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. 

(f) Derivative financial instruments contracted with related parties include the fair value of open currency forwards and cross-currency 
interest rate swaps (see more details in Note 3.1.1.1). 

(g) Derivative financial instruments contracted with third parties include the fair value of open currency forwards, cross-currency 
interest rate swaps and commodity price swaps (see more details in Note 3.1.1.1). 

(h) Trade receivables over one year includes receivables from customers paying over 1-2 years in installments for telecommunications 
equipment sold. 

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

The table below shows the income tax expenses charged in the Profit for the year. 

  For the year ended December 31, 

In HUF millions  2012  2013 

     
   Corporate income tax  ....................................................................................................  4,578  4,305 

   Other income taxes  ........................................................................................................  8,115  7,974 

   Deferred income taxes  ..................................................................................................  775  2,027 

Total income tax expense  ................................................................................................  13,468  14,306 

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  2012  2013 

     
Consolidated IFRS profit before income tax  .................................................   59,323  42,861 

     
Tax at 19%  .........................................................................................................  (a) (11,271)  (8,144) 

Impact of different tax rates  .............................................................................  (a) 4,554  2,651 

Tax on items not subject to income tax  ..........................................................  (b) 1,909  972 

Tax on non deductible items  ...........................................................................  (c) (547)  (2,244) 

Other income taxes  ...........................................................................................  (d) (8,115)  (7,974) 

Impact of tax deductibility of other income taxes  .........................................  (e) 1,542  1,484 

Withholding tax on expected dividends ..........................................................  (f) (2,990)  (2,415) 

(De)/recognized deferred tax on tax losses  ..................................................  (g) 166  118 

Investment tax credit accretion  .......................................................................  (h) 1,284  1,246 

Income tax expense  ..........................................................................................   (13,468)  (14,306) 

     

Effective tax rate .................................................................................................................  22.7%  33.4% 

(a) Impact of different tax rates 

The corporate tax rate in Hungary is 10% for the first HUF 500 million tax base (on an annual basis) of the legal entities, above which 
the rate of 19% applies. The impact of the lower tax rate applicable to the Hungarian legal entities of the Group 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 tax rate in Macedonia is 0% for undistributed profits. The corporate tax rate is 9% in Montenegro, 
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16% in Romania, and 10% in Bulgaria in the reported years. This line of the reconciliation includes the tax impacts of the above 
differences compared to the 19% theoretical tax rate applied to the profit before tax. 

(b) Tax on items not subject to income tax 

Items not subject to income tax includes the tax effect of donation for non-profit organizations and R&D cost deductible from the 
corporate income tax base as well as the deductible depreciation of assets subject to investment tax credits.  

 (c) Tax on non deductible items 

This line of the reconciliation shows the negative tax impact of the non deductible expenses, including primarily the premature 
receivable write-downs, certain donations without considerations as well as non deductible penalties. 

(d) Other income taxes 

Other income taxes include certain local and central taxes levied in Hungary on the companies‟ net margins, determined usually 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, energy supplier 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 Hungarian local business tax and innovation fee are deductible expenses for corporate tax purposes, the positive impact of which 
is included in this line of the reconciliation.  

(f) Withholding tax on expected dividends 

Macedonia and Montenegro levy a 5% withholding tax on dividend distribution to Hungary. In addition, according to the Macedonian 
tax law Macedonian companies have to pay “corporate income tax” on their annual profits if they distribute those profits as dividends 
to foreign companies (or Macedonian individuals) at 10%. We assess that the Macedonian corporate tax in 2012 and 2013 is in fact a 
withholding tax that is levied at the dividend distributions from Macedonia to Hungary, which imposes additional tax expenses for the 
Group related to the 2012 and 2013 profits of the Macedonian subsidiaries.  

The reconciliation includes the amount of withholding tax accruing on the current year‟s profits to be distributed from the foreign 
subsidiaries to the Company. Dividends received by the Hungarian parent companies (from Macedonia and Montenegro as well) are 
eliminated on consolidation, therefore, the Group‟s profit before tax excludes these dividends. As these dividends are not subject to 
corporate tax in Hungary, this line of the reconciliation includes the Company‟s withholding tax burden expected on the annual profits 
of the Macedonian and Montenegrin subsidiaries.  

In addition to the above, this line of the reconciliation in 2013 also includes the deferred tax expense impact of the decrease of the 
statutory reserve in Macedonia from 20% to 10% of the issued capital, which increased the distributable reserves of Makedonski 
Telekom and T-Mobile Macedonia, resulting in additional withholding tax payable on the increased expected dividends. 

 (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-recognized in the period of the loss or de-recognized in subsequent 
periods. On the other hand, when the recoverability of the previously un/derecognized tax losses becomes probable, these deferred 
tax assets are recognized. 

(h) Investment tax credit accretion 

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 periods subsequent to the year of recognition. See also Note 9.5. 
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9.4 Deferred taxes 

Magyar Telekom's deferred tax balances are as follows:  

In HUF millions  Balance 
at Dec. 

31, 2011 

Effect on 
profit 

Other 
move-
ments 

Balance at 
Dec. 31, 

2012 

Effect on 
profit 

Other 
move-
ments 

Balance 
at Dec. 

31, 2013 

Deferred tax assets and (liabilities)         
         

Investment tax credits .................................   15,506 (4,184) 3,626 14,948 (941) 5,025 19,032 

Net operating loss carry-forward  ..............   956 155 - 1,111 (77) - 1,034 

Investments in subsidiaries  .......................   (1,569) 1,006 - (563) 158 - (405) 

Withholding tax  ...........................................   (2,385) (81) - (2,466) 326 - (2,140) 

Other financial assets  ................................   (2,691) 1,477 - (1,214) (19) - (1,233) 

Impairment of receivables and 
inventory .......................................................  

 
3,327 (729) - 2,598 83 - 2,681 

Property, plant and equipment and 
intangible assets  ........................................  

 
(28,605) 2,352 773 (25,480) 603 61 (24,816) 

Goodwill  ......................................................   (12,454) (1,841) - (14,295) (1,840) - (16,135) 

Trade and other payables  .........................   67 46 - 113 (6) - 107 

Loans and other borrowings  ....................   313 (29) - 284 239 - 523 

Deferred revenue  .......................................   (324) 80 - (244) 6 - (238) 

Provisions for liabilities and charges  .......   2,339 973 - 3,312 (559) - 2,753 

Total net deferred tax liability  ...................   (25,520) (775) 4,399 (21,896) (2,027) 5,086 (18,837) 
         

Of which deferred tax liability 

   after netting by legal entity ......................  

 (26,270)   (22,428)   (19,075) 

Of which deferred tax asset  

   after netting by legal entity ......................  

 750   532   238 

 

Items included in other movements         

Investment tax credit recognized against cost of PPE  ......     3,626   5,025  

Currency translation adjustment arising on consolidation 
 ...................................................................................................  

   19   (21)  

Arising on business combinations and disposal of 
subsidiaries  .............................................................................  

 
  754   82  

    4,399   5,086  
 

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 balances accordingly. 

The Group‟s net deferred tax liability balance is HUF 18,837 million which includes a high amount of individual deferred tax asset and 
liability items (see in the above table). Of these items, approximately HUF 4,068 million net deferred tax asset is expected to reverse in 
2014 (deferred tax asset of HUF 5,545 million and deferred tax liability of HUF 1,477 million). The above items exclude deferred tax 
items expected to arise in 2014. 

The Group‟s net deferred tax liability balance was HUF 21,896 million at December 31, 2012 which included a high amount of 
individual deferred tax asset and liability items (see in the above table). Of these items, approximately HUF 3,951 million net deferred 
tax asset was expected to reverse in 2013 (deferred tax asset of HUF 4,564 million and deferred tax liability of HUF 613 million). The 
above items excluded deferred tax items expected to arise in 2013. 

Deferred tax assets arising on investment tax credits are recognized against the cost of the related investment. 
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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 2014 for which a deferred tax asset has been recognized. As of December 31, 2013, the balance of 
recognized tax losses is HUF 5,442 million without statutory limitations (2012: HUF 5,975 million without statutory limitations). Tax loss 
carry forwards for which no deferred tax has been recognized as at December 31, 2013 amounts to HUF 6,646 million of which HUF 
350 million is subject to statutory limitations (2012: HUF 6,073 million of which HUF 279 million was subject to statutory limitations). 
The Group recognized deferred tax asset on tax losses for HUF 1,034 million as at December 31, 2013 (2012: HUF 1,111 million). 

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 10,942 million at December 31, 2013 (2012: temporary differences of HUF 14,262 million). 

If the Group‟s Macedonian and Montenegrin subsidiaries distributed their total distributable reserves in the form of a dividend, the 
amounts paid to Hungary would be subject to withholding tax. We recognize a deferred tax liability for the total amount of reserves 
distributable to the Company, considering our share of ownership. 

Deferred tax liability on goodwill is related to the goodwill arising to the acquisition subsidiaries Emitel and T-Mobile Hungary, which 
had merged into Magyar  Telekom Plc. The amortization of the statutory amount of the goodwill is a tax deductible expense. 

In order to maintain consistency with the current year presentation in the table above, certain items disclosed in the prior years were 
reclassified between Investments in subsidiaries, Withholding tax and Goodwill.  

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 could apply for a corporate tax reduction. MT accomplished such tax credit programs 
between 2003 and 2008. The tax credit programs commenced in 2012 and 2013 are „large investment” programs, which enable 
companies to invest not only in broadband related assets, if the investment value exceeds HUF 3 billion and certain special criteria (i.e. 
headcount increase) are met. In case of both types of tax credit programs, the potential reduction of the corporate tax charge is 
defined as a percentage of the companies‟ capital investment in qualifying assets. As both of these investment tax credits are of a 
government grant nature, Magyar Telekom recognized the deferred tax asset against the cost of the related investment. There are no 
unrecognized tax credits. 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 are accreted. This accretion is recognized as an increase in the investment tax 
credit balance against a reduction in the current year deferred tax expense.  

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

 
Earned in 

year 
 Amount of 

qualifying 
investment 

 Amount of 
tax credit 

earned 

 Accretion 
recognized in 
tax expense to 

date 

 Tax 
credit 

utilized 

 Tax credit 
carried forward 

at December 31, 
2013 

 Expires 
in year 

             
2003 ................................   6,194  2,592  1,143  (3,735)  -   

2004 ................................   6,876  2,983  1,862  (4,845)  -   

2005 ................................   13,860  5,598  2,794  (8,392)  -   

2006 ................................   14,952  4,348  3,058  (2,621)  4,785  2016 

2007 ................................   10,681  2,822  1,779  (16)  4,585  2017 

2008 ................................   2,165  451  211  -  662  2018 

2012 ................................   12,071  3,699  208  (2)  3,905  2021 

2013 ................................   10,362  5,096  -  (2)  5,095  2022 

Total  ................................   77,160  27,589  11,055  (19,613)  19,032   

 

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. The most important requirement for all investment tax credits is that the 
relevant assets have to be operated for at least 5 years. However, for those earned in 2012 and in 2013 certain increase in headcount 
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and/or salary has to be maintained for at least 4 subsequent years following the first year of tax credit utilization. The headcount of the 
Company has to be increased by 150 and maintained in the subsequent 4 years from the first utilization of the investment tax credit 
(which is 2012 and 2013). The base year is the year before starting the investments, i.e. 2011 and 2012, respectively. Management 
believes that the headcount criterion is not a substantive requirement. There was a significant headcount increase in 2012 due to 
insourcing of certain activities carried out by subcontractors before and there are further insourcing plans in place. Based on the 
above, management believes that the Group has complied and will be able to comply with the requirements to recognize these as 
deferred tax assets. 

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. 

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  2012  2013 

   
Inventory for resale  ....................................................................................................................................   10,252  10,202 

Other inventory and advances  ................................................................................................................   2,465  2,607 

Subtotal  ......................................................................................................................................................   12,717  12,809 
Less allowances for obsolete inventory  .................................................................................................   (317)  (331) 

  12,400  12,478 

The impairment loss accounted or released for inventories is not material therefore no separate table of movements is disclosed.  

The Group has no inventory pledged as security as at December 31, 2013 or December 31, 2012. 

11 NON CURRENT ASSETS HELD FOR SALE 

Non current assets held for sale include primarily land and buildings identified for sale or exchange, which is expected within 12 
months, as a result of the continuing improvement of utilization of properties. These assets are presented on carrying value as no 
impairment had to be recognized when reclassified as held for sale. 
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12 PROPERTY, PLANT AND EQUIPMENT 

In HUF millions  Land and 
equivalent 

rights 

 Buildings  Telecom. 
equipment 

 Other 
equipment 

 Total 

  
At January 1, 2012           

 Cost  ...............................................................................   8,140  139,553  1,236,234  101,473  1,485,400 
 Accumulated depreciation  ........................................   (1,981)  (42,139)  (821,076)  (78,815)  (944,011) 

Carrying amount  ..........................................................   6,159  97,414  415,158  22,658  541,389 
Of which held for sale  .................................................           (5,165) 

          536,224 

           
Carrying amount – January 1, 2012 ..........................   6,159  97,414  415,158  22,658  541,389 
Exchange differences  .................................................   (87)  (1,142)  (4,473)  (685)  (6,387) 

Additions due to business combinations  ................   -  14  527  11  552 
Changes due to revisions of asset 
retirement obligations  .................................................  

 -  (24)  (33)  -  (57) 

Investments  ...................................................................   7  15,337  47,798  6,370  69,512 
Disposals  .......................................................................   (5)  (3,328)  (166)  (441)  (3,940) 
Decrease due to sale of subsidiary ............................   -  (114)  (154)  (114)  (382) 

Depreciation charge ....................................................   (105)  (4,889)  (71,368)  (7,231)  (83,593) 
Reclassifications  ..........................................................   (339)  523  (4,912)  1,412  (3,316) 

Carrying amount – December 31, 2012 ...................   5,630  103,791  382,377  21,980  513,778 

           
At December 31, 2012           

Cost  ................................................................................   7,706  148,505  1,217,053  92,188  1,465,452 

Accumulated depreciation  .........................................   (2,076)  (44,714)  (834,676)  (70,208)  (951,674) 

Carrying amount  ..........................................................   5,630  103,791  382,377  21,980  513,778 
Of which held for sale  .................................................           (2,816) 

          510,962 

           
Carrying amount – January 1, 2013  .........................   5,630  103,791  382,377  21,980  513,778 

Exchange differences  .................................................   25  508  1,176  201  1,910 
Additions due to business combinations  ................   -  -  445  4  449 
Changes due to revisions of asset 
retirement obligations  .................................................  

 -  27  28  -  55 

Investments  ...................................................................   -  4,658  51,458  5,135  61,251 

Disposals  .......................................................................   (2)  (59)  (245)  (537)  (843) 
Depreciation charge ....................................................   (105)  (4,374)  (68,409)  (7,898)  (80,786) 
Reclassifications  ..........................................................   729  (520)  (3,899)  2,102  (1,588) 

Carrying amount – December 31, 2013 ...................   6,277  104,031  362,931  20,987  494,226 

           
At December 31, 2013           

Cost  ................................................................................   8,398  152,858  1,177,442  93,988  1,432,686 
Accumulated depreciation  .........................................   (2,121)  (48,827)  (814,511)  (73,001)  (938,460) 

Carrying amount  ..........................................................   6,277  104,031  362,931  20,987  494,226 
Of which held for sale  .................................................           (607) 

          493,619 
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The closing balance of Property, plant and equipment (PPE) includes assets in the course of construction in an amount of HUF 37,570 
million as at December 31, 2013 (2012: HUF 41,737 million). In the table above the assets in course of construction are shown in the 
categories where the asset is expected to be classified when placed into service. 

Exchange differences include the translation impact arising on the consolidation of foreign subsidiaries of the Group. 

Additions due to business combinations include the fair value of the assets acquired by Magyar Telekom through business 
combinations in the reported years. Differences between the preliminary and the final purchase price allocations are also included in 
this line. 

Changes due to revisions of asset retirement obligations represent the adjustments of the carrying amounts of the assets against a 
provision for asset retirement obligation (see also Note 19.4). 

Investments represent the regular investing activity in PPE assets. These additions are shown net of the investment tax credit earned. 
For more details, see Note 9.5.  

The reclassifications between asset categories or their impact on depreciation expense was not material.  

No impairment was identified in 2013 and 2012. 

Included in buildings are assets sold and leased back under finance lease conditions. At December 31, 2013 the gross book value of 
the leased back assets is HUF 2,629 million (2012: HUF 2,413 million) and the net book value is HUF 1,120 million (2012: HUF 1,182 
million). 

Included mainly in buildings and telecom equipment are also assets leased under finance lease conditions other than sale and lease 
back. At December 31, 2013 the gross book value of the finance leased assets is HUF 7,990 million (2012: HUF 1,183 million) and the 
net book value is HUF 6,302 million (2012: HUF 587 million).  

Included in telecommunications equipment at December 31, 2013 are assets leased under operating lease contracts to customers 
with a gross book value of HUF 684 million (2012: HUF 854 million) and net book value of HUF 8 million (2012: HUF 17 million).  

The Group has no PPE with restricted titles or pledged as security as at December 31, 2013 or December 31, 2012. 

The reviews of the useful lives (and residual values) of property, plant and equipment during 2013 affected the lives of a large number 
of assets including primarily radio equipment, and other telecommunication equipment. The revisions result in the following change in 
the original trend of depreciation in the current and future years.  

In HUF millions 2013  2014  2015  2016  After 2016 
          
Increase / (decrease) in depreciation expense 1,200  (2,149)  (116)  591  474 

 

The useful lives assigned to different types of property, plant and equipment are as follows:  

  Years 

   
Buildings  ................................................................................................................................................................   5–50 

Duct, cable and other outside plant  ...................................................................................................................   3–38  

Other telecommunications equipment  ..............................................................................................................   2–25 

Other equipment  ...................................................................................................................................................   2–12  
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13 INTANGIBLE ASSETS 

In HUF millions 
 Goodwill  Software  Concessions 

and licenses 
 Other  Total 

   
At January 1, 2012           

 Cost  ....................................................................   217,259  206,520  51,469  20,292  495,540 
Accumulated amortization  ..............................   -  (148,852)  (26,484)  (11,891)  (187,227) 

Carrying amount  ...............................................   217,259  57,668  24,985  8,401  308,313 

           
Carrying amount – January 1, 2012 ...............   217,259  57,668  24,985  8,401  308,313 

Exchange differences  ......................................   (437)  (683)  (369)  (352)  (1,841) 
Additions due to business combinations ......   887  20  -  684  1,591 
Investments  ........................................................   -  22,355  11,232  216  33,803 

Disposals  ............................................................   -  (72)  (10,705)  -  (10,777) 
Decrease due to sale of subsidiary .................   -  (35)  -  -  (35) 
Amortization charge  .........................................   -  (16,658)  (4,619)  (2,027)  (23,304) 
Reclassifications ................................................   -  3,316  -  -  3,316 

Carrying amount – December 31, 2012 ........   217,709  65,911  20,524  6,922  311,066 
           
At December 31, 2012           

Cost  .....................................................................   217,709  217,596  51,102  18,881  505,288 

Accumulated amortization  ..............................   -  (151,685)  (30,578)  (11,959)  (194,222) 

Carrying amount  ...............................................   217,709  65,911  20,524  6,922  311,066 
           
Of which held for sale  ......................................           - 

          311,066 

           
Carrying amount – January 1, 2013 ...............   217,709  65,911  20,524  6,922  311,066 
Exchange differences  ......................................   117  168  89  53  427 

Additions due to business combinations ......   69  -  -  222  291 
Investments  ........................................................   -  26,051  58,675  145  84,871 
Disposals  ............................................................   -  (5)  -  (7)  (12) 
Reinvestment  .....................................................   -  -  6,923  -  6,923 

Amortization charge  .........................................   -  (15,529)  (6,787)  (1,639)  (23,955) 
Reclassifications ................................................   -  1,408  -  180  1,588 

Carrying amount – December 31, 2013 ........   217,895  78,004  79,424  5,876  381,199 

           
At December 31, 2013           

   Cost  ..................................................................   217,895  237,073  89,617  17,452  562,037 
   Accumulated amortization ............................   -  (159,069)  (10,193)  (11,576)  (180,838) 

Carrying amount  ...............................................   217,895  78,004  79,424  5,876  381,199 
           
Of which held for sale  ......................................           - 

          381,199 
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Exchange differences include the translation impact arising on the consolidation of foreign subsidiaries of the Group. 

Additions due to business combinations include the fair value of assets acquired by Magyar Telekom through business combinations 
in the reported years and the goodwill arising on these business combinations. Differences between the preliminary and the final 
purchase price allocations are also included in this line. 

Investments represent the regular investing activity in intangible assets. Additions to Concessions and licenses in 2013 include the 
initial cost of the right of use of the 900 and 1800 MHz frequency bands awarded to the Company in 2013 for HUF 38 billion and the 
present value of the annual fees payable for the use of these frequencies until April 2022. See also Note 1.3.4. As the conditions of the 
new Contract and the related regulations are substantially different from the conditions of the old agreements, the accumulated 
amortization of all the impacted frequencies was eliminated against their gross book values in 2013 and the amortization is charged 
on the cost of the licenses defined by the new Contract and the related regulations in force from September 2013, considering the new 
useful lives (license periods). 

Additions to Concessions and licenses in 2012 also included the cost of the right of use of two duplex frequency blocks of 1 MHz each 
awarded to the Company for HUF 10,923 million in 2012 for a period of 15 years in Hungary, which was subsequently derecognized at 
the end of 2012 (see below). 

Disposals in 2012 also include the derecognition of the carrying amount of the above described right of use in an amount of HUF 
10,705 million. The Company challenged the decision closing the 900 MHz frequency auction in Hungary before court in March 2012. 
The final court decision announced on September 17, 2012, which was subsequently upheld on February 26, 2013 annulled the 
decision closing the 900 MHz frequency auction, as a result of which the carrying amount of the right of use of the frequency as at 
December 31, 2012 was derecognized. See also Note 8.1. 

Reinvestment in 2013 includes the re-recognition of a part of the frequency licence cost derecognized in 2012 (see above). On 
September 6, 2013 the Company and the NMIAH signed the modification of the Authority Contract on the use of the 900 MHz and 
1800 MHz frequency bands (see also Note 1.3.4). According to the Contract – among other items - Magyar Telekom retained the 
frequency usage right until April 8, 2022 on the two duplex 1 MHz frequency blocks in the 900 MHz frequency band. As the original 
length of the usage right was shortened, the proportionate amount of HUF 6.9 billion was re-recognized as an intangible asset, while 
HUF 4 billion was settled net with the NMIAH in November 2013. See also Note 8.1.   

The amortization expense as well as the impairment losses of intangible assets including also goodwill is accounted for in the 
depreciation and amortization line of the Statement of profit or loss. The reclassifications between asset categories or their impact on 
amortization expense was not material. 

Other than goodwill, the Group has no intangible assets with indefinite useful life. Intangible assets other than goodwill are amortized 
over their respective economic useful lives, as indicated below.  

  Years 

Software  ........................................................................................................................................................................   2–24 
Concessions and licenses  ..........................................................................................................................................   3–25 

Other intangible assets  ...............................................................................................................................................   3–10 

 

The reviews of the useful lives of intangible assets during 2013 affected the lives of a large number of assets including primarily the 
remaining useful life of the GSM license which was prolonged to 2022 for additional payments (See Note 1.3.4). The revisions resulted 
in the following change in the original trend of amortization in the current and future years. 

In HUF millions 2013  2014  2015  2016  After 2016 
          
Increase / (decrease) in depreciation expense (584)  (2,048)  (421)  649  2,404 
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The most significant intangible assets of the Group are the goodwill arising on business combinations. For the goodwill impairment 
tests, the total amount of goodwill was allocated to the operating segments of the Group and recoverable amounts of the operating 
segments were determined based on fair values less costs of disposal based on Level 3 inputs in the fair value calculations (Note 
35.1). The recoverable amounts of the segments disclosed in the table below exclude net debts (Note 3.2), which are not allocated to 
the segments. For further information, please also see Note 4.3. 

 As at December 31, 

In HUF millions 2012  2013 

  
 Carrying 

amount of 
goodwill 

 

 Recoverable 
amount of 
operating 
segment  

 Carrying 
amount of 
goodwill 

 Recoverable 
amount of 
operating 
segment         

Telekom Hungary..........................................................  163,546  697,428  163,615  779,295 

T-Systems .......................................................................  27,928  93,529  27,928  75,403 

Macedonia .....................................................................  20,199  153,600  20,199  130,530 

Montenegro ...................................................................  6,036  80,783  6,153  74,551 

Total ................................................................................  217,709  1,025,340  217,895  1,059,779 

 

The Group regularly carries out an impairment test on goodwill in the last quarter of the financial years. During the annual impairment 
test conducted in the last quarter of 2012 and 2013 no goodwill impairment was established for any goodwill of the Group. 

Besides goodwill, the most significant individual intangible assets are the concessions and licenses. The carrying values and 
remaining amortization periods of these assets are listed in the table below. For further information on these assets, please see Note 
1.3. 

 As at December 31, 

In HUF millions 2012  2013 

  
 Carrying 

amount 
 Remaining 

amortization 
period (years) 

 Carrying 
amount 

 Remaining 
amortization 

period (years) 
        

Hungarian 900 and 1800 MHz licenses ....................  6,186  2-3  60,169  8 

Hungarian UMTS license .............................................  8,317  7  10,657  6 

Macedonian LTE (4G) license .....................................  -  -  3,050  20 

Macedonian UMTS (3G) license .................................  1,838  6  1,561  5 

Other ...............................................................................  4,183    3,987   

Total concessions and licenses ..................................  20,524    79,424   

 

The Group has no intangible assets with restricted title or pledged as security as at December 31, 2013 or December 31, 2012.  
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14 INVESTMENTS IN ASSOCIATES AND JOINT VENTURES 

The Group had no significant associates or joint ventures at December 31, 2012 and 2013.  

15 OTHER NON CURRENT ASSETS 

Other non current assets mainly include long-term prepaid employee benefits relating to housing loans provided by the Group to 
employees at lower than market interest rates. 

16 FINANCIAL LIABILITIES TO RELATED PARTIES 

Financial liabilities to related parties include HUF and EUR denominated loans taken from DT. In addition, for the whole nominal 
amount and interest payment of loans denominated in EUR granted by DTIF we have cross-currency interest rate swap agreements in 
place (with DT AG) so that Magyar Telekom‟s exposure in fact remains in HUF. The loans and the related swap agreements are 
accounted for and disclosed on a gross basis. These loans were primarily taken for significant acquisitions in the past and for dividend 
payments. Some of these loans, when expiring, are also refinanced by DT, depending on the actual cash position of Magyar Telekom. 

The tables below show the details of the financial liabilities towards Deutsche Telekom Group members as at December 31, 2013 and 
2012. 

December 31, 2013  Carrying amount 
in HUF millions 

 Lender  Currency  Interest rate 
(%) 

 Fixed / 
floating 

 Maturity 

             
  35,000  DT AG  HUF  4.35  floating  Jan 2014 

  22,904  DTIF  EUR  3.76  fixed  Jun 2014 

Due within 1 year  ..........................................................   57,904           
Accrued interest ............................................................   284           

Derivatives ......................................................................   494           

Total current ..................................................................   58,682           

             
  49,531  DTIF  EUR  4.46  fixed  Jan 2015 

  53,046  DTIF  HUF  8.30  fixed  May 2015 

  35,644  DT AG  HUF  4.34  floating  Mar 2016 

  35,750  DT AG  HUF  7.66  fixed  Sep 2016 

  28,503  DTIF  HUF  6.22  fixed  Dec 2016 

  14,066  DTIF  HUF  6.29  fixed  Dec 2016 

  7,365  DTIF  EUR  3.71  fixed  May 2017 

  15,156  DTIF  EUR  4.08  fixed  Nov 2018 

Non current .....................................................................   239,061           
Derivatives ......................................................................   461           

Total non current............................................................   239,522           
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December 31, 2012  Carrying amount 

in HUF millions 
 Lender  Currency  Interest rate 

(%) 
 Fixed / 

floating 
 Maturity 

             
  9,596  DTIF  HUF  6.98  floating  Jan 2013 

  25,329  DTIF  HUF  7.25  fixed  Oct 2013 

Due within 1 year  ..........................................................   34,925           
Derivatives ......................................................................   419           

Total current ..................................................................   35,344           

             
  22,613  DTIF  EUR  3.76  fixed  Jun 2014 

  48,430  DTIF  EUR  4.46  fixed  Jan 2015 

  53,041  DTIF  HUF  8.30  fixed  May 2015 

  35,686  DT AG  HUF  8.00  floating  Mar 2016 

  35,738  DT AG  HUF  7.66  fixed  Sep 2016 

  28,495  DTIF  HUF  6.32  fixed  Dec 2016 

  14,062  DTIF  HUF  6.39  fixed  Dec 2016 

  7,310  DTIF  EUR  3.71  fixed  May 2017 

  14,911  DTIF  EUR  4.08  fixed  Nov 2018 

Non current .....................................................................   260,286           
Derivatives ......................................................................   840           

Total non current............................................................   261,126           

 
 
The table below shows the carrying amounts and fair values of the related party loans. 

 At December 31, 

In HUF millions 2012  2013 
  
 Book value  Fair value  Book value  Fair value 

        

HUF denominated loans        

    At fixed rate  ...............................................................  156,665  165,462  131,365  141,842 

    At floating rate  ...........................................................  45,282  45,282  70,644  71,394 

 201,947  210,744  202,009  213,236 
EUR denominated loans        

    At fixed rate  ...............................................................  93,264  101,774  94,956  99,662 

    At floating rate  ...........................................................  -  -  -  - 

 93,264  101,774  94,956  99,662 
        

Accrued interest ............................................................  -  -  284  284 

Derivatives ......................................................................  1,259  1,259  955  955 

        
Total related party financial liabilities  ........................  296,470  313,777  298,204  314,137 

 
The weighted average interest rate on related party loans was 5.67% in 2013 (6.47% in 2012). The fixed interest rate loans are 
exposed to fair value risk as it can be seen in the table above. Any decrease of market interest rates will result in an increase of the fair 
value of the fixed interest rate liabilities. 
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Derivatives contracted with related parties include cross-currency interest rate swaps and FX forwards concluded with DT AG to 
change the Group‟s exposure to HUF in case of the EUR denominated loans and to cover FX needs of expected future foreign 
currency outflows. 

There were no defaults and breaches in connection with the financial liabilities to related parties. 

17 OTHER FINANCIAL LIABILITIES 

17.1 Balances 

The tables below show the current and non current balances of Other financial liabilities 

  At December 31, 

In HUF millions  2012  2013 

   
  Bank loans  .............................................................................................................................................  (a) 36,780  82,035 

  Liabilities to banks from factored trade payables ..............................................................................  (b) -  9,786 

  Annual frequency fee payable ..............................................................................................................  (c) -  2,262 

  Finance lease payable  ..........................................................................................................................  (d) 497  3,074 

  Building exchange  ................................................................................................................................  (e) 887  905 

  Third party derivatives  ..........................................................................................................................  (f) 903  729 

  Other  .......................................................................................................................................................   1,274  1,269 

Total other financial liabilities – current  ...............................................................................................   40,341  100,060 

     
 

  At December 31, 

In HUF millions  2012  2013 

   
  Bank loans  .............................................................................................................................................  (a) -  4,461 

  Annual frequency fee payable ..............................................................................................................  (c) -  14,810 

  Finance lease payable  ..........................................................................................................................  (d) 1,983  4,173 

  Building exchange  ................................................................................................................................  (e) 3,076  2,429 

  Third party derivatives  ..........................................................................................................................  (f) -  64 

  Other ........................................................................................................................................................   439  277 

Total other financial liabilities – non current  .......................................................................................   5,498  26,214 

 

There were no defaults and breaches in connection with other financial liabilities. 

(a) Bank loans 

  As at December 31, 

In HUF millions  2012  2013 

   
  Due within 1 year  .................................................................................................................................   36,780  82,035 

  Due in 1–2 years  .................................................................................................................................   -  2,974 

  Due in 2–3 years  .................................................................................................................................   -  1,487 

  Due after 3 years  .................................................................................................................................   -  - 

Total bank loans  ....................................................................................................................................   36,780  86,496 
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Loans totaling HUF 64,709 million at December 31, 2013 are revolving loans (2012: HUF 20,422 million) which can be prepaid at any 
time and may be drawn down in one to six month rolling periods.  

The weighted average interest rate on bank loans was 3.54% in 2013 (6.07% in 2012). 

The following table compares the carrying values and the fair values of the Group‟s bank loans.  

In HUF millions At December 31, 

 2012  2013 
  
 Book value  Fair value  Book value  Fair value 

 
       

HUF denominated bank loans        

    At fixed rate  ...................................................................  -  -  -  - 

    At floating rate  ...............................................................  31,491  31,491  76,744  76,744 

 31,491  31,491  76,744  76,744 
EUR denominated bank loans        

    At fixed rate  ...................................................................  2,944  2,958  7,435  7,495 

    At floating rate  ...............................................................  1,952  1,952  1,989  1,989 

 4,896  4,910  9,424  9,484 
        

Accrued interest ................................................................  393  393  327  327 

        
Total bank loans  ...............................................................  36,780  36,794  86,496  86,555 

 

Floating interest rate loans are subject to interests calculated based on mostly BUBOR (Budapest Inter-Bank Offered Rate) and 
EURIBOR (Euro Inter-Bank Offered Rate) plus a margin interest formula. 

The majority of the Group‟s third party loans and borrowings are subject to floating interest rates, which are exposed to cash flow risks. 
If interest rates are rising, it results in higher cash outflows through interest payments. 

 (b) Liabilities to banks from factored trade payables 

During and at the end of 2013, the Company concluded several agreements according to which some of our vendors factored their 
receivables from the Company with one of the banks we have accounts in. As a result, at the end of the reporting period the 
Company‟s trade payables were transformed to liabilities to banks. As these factoring transactions also resulted in the renegotiation of 
the payment terms of our vendor invoices, the related trade payables were derecognized and liabilities to banks were recognized 
instead. 

(c) Annual frequency fee payable 

On September 6, 2013 Magyar Telekom and the NMIAH signed the modification of the Authority Contract on the use of the 900 MHz 
and 1800 MHz frequency bands. See Note 1.3.4 for the details of the agreement. The new agreement provides sufficient basis for a 
reliable estimate of the future annual fees payable related to these Hungarian frequency licenses, as a result of which the present value 
of the annual fees payable (HUF 17,332 million) was recognized as part of the carrying amount of the licenses as intangible assets, 
with corresponding current and non current financial liabilities falling due from 2014 to 2022. 

(d) Finance lease payable 

See Note 33.1 for the details of finance leases. 
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(e) Building exchange  

The Group entered into a real estate transaction in Macedonia in September 2012, by which four old buildings were exchanged for a 
new one. The difference between the cost of the new building (HUF 10.7 billion) and the trade-in value of the old buildings (HUF 6.9 
billion) is payable in six yearly instalments, the present values of which were recognized as current and non current financial liabilities. 
See also Note 26 (a). 

 (f) Third party derivatives  

Third party derivatives include the fair value of FX forwards, cross currency interest rate and commodity price swaps. 

17.2 Repayment of other financial liabilities 

Repayment of other financial liabilities in the statements of cash flows includes the cash payments of the discounted liabilities from 
vendor factoring, the annual frequency fees, finance lease liabilities and the Macedian building exchange transaction included in Note 
17.1. Cash payments for regular bank loans and related party loans are included in the Repayment of loans and other borrowings line 
of the statement of cash flows. 

18 TRADE PAYABLES 

  At December 31, 

In HUF millions  2012  2013 

   
Payable to DT Group companies  ............................................................................................................   9,169  9,479 

Other trade payables  ................................................................................................................................   106,554  94,070 

  115,723  103,549 
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19 PROVISIONS  

 

In HUF millions 
Severance MTIP Other 

employee 
related 

 Total 
Employee 

related  

Legal 
cases 

 ARO Other 

 

Total 

            
January 1, 2012 ........................................  2,582 198 426  3,206 4,783  6,089 861  14,939 

Amounts reversed ....................................  (377) (190) (5)  (572) (1,409)  (118) (563)  (2,662) 

Additions  ..................................................  5,041 - 576  5,617 1,862  61 689  8,229 

Accretion / interest ..................................  - - 22  22 345  157 -  524 

Exchange rate difference ........................  (7) - (14)  (21) (183)  - (18)  (222) 

Amounts utilized .......................................  (2,612) - (20)  (2,632) (1,132)  (96) (422)  (4,282) 

December 31, 2012  ................................  4,627 8 985  5,620 4,266  6,093 547  16,526 

            
Of which current .......................................  3,907 - 183  4,090 1,125  61 392  5,668 

Of which non current ...............................  720 8 802  1,530 3,141  6,032 155  10,858 

            

January 1, 2013 ........................................  4,627 8 985  5,620 4,266  6,093 547  16,526 

Amounts reversed ....................................  (987) (10) (35)  (1,032) (972)  (63) (332)  (2,399) 

Additions  ..................................................  3,249 - 685  3,934 555  118 301  4,908 

Accretion / interest (incl. reversal of 
interest component).................................  

- - 47  47 (431)  135 -  (249) 

Exchange rate difference ........................  - 2 7  9 24  - 3  36 

Amounts utilized (incl. interest 
component)...............................................  

(3,940) - (169)  (4,109) (1,855)  (61) (205)  (6,230) 

December 31, 2013 .................................  2,949 - 1,520  4,469 1,587  6,222 314  12,592 

            
Of which current .......................................  2,348 - 102  2,450 1,425  28 173  4,076 

Of which non current ...............................  601 - 1,418  2,019 162  6,194 141  8,516 

 
The Accretion / interest lines in the table include the subsequent unwinding of the discount applied at initial recognition and the 
interest element of any provision recognized, as well as the release of the interest / accretion element in case of reversal of provisions. 

Magyar Telekom does not expect any reimbursement with regards to the provisions recognized, therefore, no related assets have been 
recognized in the financial statements. 

19.1 Severance 

The majority of the provision for severance as at December 31, 2013 relates to the stand-by-pool and the employee terminations in 
2014 in relation to the further efficiency improvement in Magyar Telekom Plc. The stand-by-pool of employees include people whose 
legal status is an employee, however, these people do not provide services to the Company any more, but the Company provides a 
reduced amount of compensation and pays social security expenses for them. This is a way of severance that is not paid in one lump 
sum but in monthly installments following the discontinuation of services. The majority of the provision for severance as at December 
31, 2012 also related to the stand-by-pool and the employee terminations in 2013 in relation to the further efficiency improvement in 
Magyar Telekom Plc.  

482 employees were dismissed in 2013 (2012: 182) from the Group, related to which severance payments were made. The balance of 
provision as at December 31, 2013 relates to 451 employees and former employees in the stand-by-pool (2012: 719).  
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The total payments made in relation to employee termination in 2013 amounted to HUF 7,508 million (2012: HUF 4,253 million). 

19.2 MTIP 

For more details on the Mid-term Incentive Plan see Note 24.1. 

19.3 Legal cases 

Provisions for legal cases mainly include amounts expected to be paid to regulatory and competition authorities as well as to ex-
employees and trading partners as a result of legal disputes. There are numerous legal cases for which provisions were recognized, 
which are individually not material.  

19.4 Asset retirement obligations (ARO) 

Asset retirement obligations primarily exist in case of the telecommunications structures constructed on third parties‟ properties. The 
Group carries out a revision of the necessary provisions every year. The revisions did not result in material changes in 2013 or 2012. 

19.5 Other provisions 

Other provisions include guarantee obligations, onerous contracts and further other individually small items. 

20 OTHER CURRENT LIABILITIES  

  At December 31, 

In HUF millions  2012  2013 

   
Deferred revenue and advances received  .............................................................................................   10,697  11,013 

Other taxes and social security  ...............................................................................................................   15,300  17,489 

Salaries and wages  ...................................................................................................................................   8,883  8,616 

Dividend payable to non-controlling interests........................................................................................   355  383 

Other liabilities  ...........................................................................................................................................   1,834  2,596 

  37,069  40,097 

21 OTHER NON CURRENT LIABILITIES  

Other non current liabilities primarily include deferred revenues related to long term projects and customer loyalty programs.  
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22 REVENUE  

    For the year ended December 31, 

In HUF millions    2012  2013 
       

Mobile revenues       

Voice retail ..........................................................................................................................    171,562  165,141 

Voice wholesale .................................................................................................................    32,660  27,511 

Voice visitor .........................................................................................................................    3,347  2,563 

Non voice  ...........................................................................................................................    64,248  68,080 

Equipment ...........................................................................................................................    29,843  40,077 

Other mobile revenues  .....................................................................................................    7,626  7,573 

Total Mobile revenue  ........................................................................................................    309,286  310,945 
       

Fixed line revenues       

Voice retail ..........................................................................................................................    80,848  73,021 

Voice wholesale .................................................................................................................    15,179  14,015 

Internet ................................................................................................................................    52,765  51,835 

Data  .....................................................................................................................................    22,512  19,607 

TV  ........................................................................................................................................    34,428  37,270 

Equipment  ..........................................................................................................................    4,064  8,110 

Other fixed line revenues  .................................................................................................    8,304  11,524 

Total Fixed line revenue  ...................................................................................................    218,100  215,382 
       

System integration and IT revenue  .................................................................................    54,256  64,054 

Revenue from energy services .........................................................................................    25,486  47,140 
       

    607,128  637,521 

 
None of the Group‟s customers represent a significant source of revenue. Revenues from transactions with a single external customer 
(or group of entities that – knowingly to us – are under common control of a third party or government) do not exceed 10 per cent of 
the Group‟s revenues.  

In order to maintain consistency with the 2013 year presentation of revenues, certain items were reclassified for comparative purposes. 
From 2013, all mobile terminated incoming international traffic revenues are disclosed as Mobile wholesale revenues, while they were 
disclosed as Fixed line wholesale revenues when transited through Makedonski Telekom to T-Mobile Macedonia (HUF 4,321 million in 
2012). The previous year‟s income statement disclosure of the revenue breakdown was modified to be comparable to the 2013 year‟s 
presentation. This change makes the financial data and mobile KPIs of the Macedonian segment and the Group more comparable 
with other market participants. 
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23 EXPENSES DIRECTLY RELATED TO REVENUES 

    For the year ended December 31, 

In HUF millions    2012  2013 

       
Mobile revenue-related .....................................................................................................    79,835  84,934 

Fixed line revenue-related .................................................................................................    39,045  43,154 

SI/IT revenue--related ........................................................................................................    32,092  39,684 

Energy revenue--related ....................................................................................................    25,428  48,903 

Agent commissions ...........................................................................................................    10,826  11,105 

Bad debt expense  .............................................................................................................    6,752  8,690 

    193,978  236,470 

24 EMPLOYEE RELATED EXPENSES 

    For the year ended December 31, 

In HUF millions    2012  2013 

   
Short term benefits .......................................................................................................     95,730  98,623 

Termination benefits (Note 19.1)  ...............................................................................     6,305  5,830 

Share based payments – MTIP (Note 24.1)  .............................................................     (190)  (8) 

Share based payments – Matching Share Plan (Note 24.2)  ..................................     4  4 

Total before capitalization  ..........................................................................................     101,849  104,449 
Expenses capitalized  ...................................................................................................     (7,765)  (7,758) 

    94,084  96,691 

       
Total costs expensed in relation to defined contribution plans 
(including social contribution) .....................................................................................  (including social security)  

   20,176  20,755 

       

Average number of employees (full time equivalent) ...............................................     11,285  11,350 

Closing number of employees (full time equivalent) ................................................     11,653  11,324 

24.1 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 was a cash settled long term incentive instrument, 
with a new package being launched in each year, and with each tranche lasting for three years. At the beginning of the plan each 
participant had an offered bonus. This bonus was 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 was paid if neither, one or both of the targets were met, respectively. 

The relative performance target was 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. The absolute performance target was 
achieved when the Magyar Telekom share price, adjusted for dividends paid during the tenure, is more than 35 percent higher at the 
end of the lock-up period than at the beginning of the plan.  

The share price calculated according to the above are included in the table below. When determining the Group‟s liability, these target 
figures were weighted with the fair value factors of achieving these targets. The fair value factors were calculated using the Monte 
Carlo technique. The target figures were multiplied by the relevant fair value factors and these amounts were then accrued for the 
given tranche period. This technique aimed to determine the fair values of the incentive granted and present it in accordance with the 
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accruals concept. 

Tranche  Vesting period  
MT Share price at the 

beginning of the 
vesting period (HUF) 

 Fulfillment 

       
2010  January 1, 2010 – December 31, 2012  725  Neither targets met 

2011  January 1, 2011 – December 31, 2013  524  Neither targets met 

 
The provision for the payments in relation to the MTIP program and the movements thereof are disclosed in Note 19. 

24.2 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 was 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 premium 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 started with the first purchase of shares by the CEO in 2012, no expenses were recognized for the 
program in 2011, while HUF 4 million was recognized in 2012 and HUF 4 million in 2013. 

25 OTHER OPERATING EXPENSES 

  For the year ended December 31, 

In HUF millions    2012  2013 

   
Materials, maintenance and service fees  .......................................................................     53,231  52,320 

Crisis taxes  ......................................................................................................................... (a)   24,351  - 

Telecom tax ........................................................................................................................ (b)   8,741  23,939 

Utility tax .............................................................................................................................. (c)   -  7,448 

Rental and operating lease  ..............................................................................................    14,693  14,228 

Other taxes, fees and levies  .............................................................................................    13,338  11,191 

Marketing  ...........................................................................................................................    12,696  12,807 

Consulting, audit and other expert fees  ......................................................................... (d)   4,514  3,666 

Other expenses  .................................................................................................................     2,854  2,488 

     134,418  128,087 

 (a) Crisis taxes 

On October 18, 2010 the Hungarian Parliament passed an act imposing special “crisis” taxes on telecommunications services, retail 
sales and energy sales as of January 1, 2010. These taxes were enacted for a defined period of 2010-2012.  

Although Magyar Telekom is also engaged in energy and retail sales, the tax burden on those were either not applicable to the Group 
(energy) or not material (retail). The amount included in the table above related to the revenues earned from electronic 
telecommunications services provided by the Hungarian members of the Group in 2012. The tax was defined as a certain percentage 
of the revenue generated from the services defined as electronic telecommunications. The tax was progressive, i.e. the more revenue 
was generated the higher the applicable tax rate was. Due to the high amount of revenues generated by the Group, the vast majority of 
the Group‟s Hungarian revenues were in the highest tax band subject to a tax rate of 6.5%. 
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(b) Telecom tax 

A new tax was introduced in Hungary for fixed and mobile voice and mobile SMS/MMS services, effective from July 1, 2012. The tax 
imposed on fixed and mobile usage amounts to HUF 2 per minute and HUF 2 per SMS/MMS. The tax was capped at HUF 400 per 
month per calling number for private individuals‟ subscriptions and HUF 1400 per month per calling number for other subscribers‟ 
subscriptions in 2012. The caps starting from January 2013 were HUF 700 per month per calling number for private individuals‟ 
subscriptions and HUF 2,500 per month per calling number for other subscribers‟ subscriptions. On June 27, 2013 the Hungarian 
Parliament adopted an act amending the amount of the telecommunication tax, raising the tax measure to HUF 3 per minute and HUF 
3 per SMS/MMS for non-private individual subscribers‟ subscriptions and also raising the cap applicable to these subscriptions to HUF 
5,000 per month. These changes took effect from August 1, 2013. 

(c) Utility tax  

On November 20, 2012 the Hungarian Parliament adopted an act imposing tax on utility networks, effective from January 1, 2013 for 
an indefinite period of time. The act provides that a tax of HUF 125 per meter is levied on the owners of ducts providing for electricity, 
telecommunication, natural gas, heating, water and wastewater services. For telecommunication networks, the level of tax levied 
depends on the length of ducts: 20% of the HUF 125 per meter is levied on the first 170,000 meter length of ducts, 40% is levied 
between 170,000 and 250,000 meters, 80% is levied between 250,000 and 300,000 meters, while the total HUF 125 per meter has to 
be paid for all ducts above 300,000 meters. 

(d) Audit costs included in Consulting, audit and other expert fees 

Consulting, audit and other expert fees among others include expenses incurred in relation to the audit of the standalone and 
consolidated financial statements of the members of the Group as well as other services provided by PricewaterhouseCoopers (PwC) 
as follows.  

  For the year ended December 31, 

In HUF millions    2012  2013 

       
Audit of the financial statements  .....................................................................................    326  301 

Other audit related fees  ....................................................................................................    77  81 

Other non audit related fees  ............................................................................................    14  90 

Total expenses payable to PwC .......................................................................................     417  472 

 

Audit of the financial statements is the aggregate fees of PwC in connection with the audit of our annual financial statements and 
services performed in relation to legal obligations and submissions required by regulatory provisions. 

Other audit-related fees are the aggregate fees of PwC for reviews of quarterly reports and services which are normally performed by 
the external auditor in connection with the auditing of the annual financial statements, e.g. advice on issues of accounting and 
reporting, which were not classified as audit services. 

Other non audit related fees are fees of PwC primarily related to consulting services and services like participation by Magyar Telekom 
employees in conferences and training sessions organized by PwC. 
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26 OTHER OPERATING INCOME 

  For the year ended December 31, 

In HUF millions    2012  2013 

       
Gain on the sale of PPE, Intangible assets and assets held for sale  .......................... (a)   4,012  333 

Gain on sale of subsidiaries and associates ..................................................................  (b)   1,646  - 

Income received for the  
   relocation and reconstruction of our own network  .................................................... 

   719  694 

Government grants received/receivable 
   for the compensation of expenses  ............................................................................... 

   378  462 

Other operating income  ...................................................................................................    3,415  1,700 

    10,170  3,189 

 (a) Gain on the sale of PPE, Intangible assets and assets held for sale  

In 2012, the Gain on the sale of PPE, Intangible assets and assets held for sale included a gain of HUF 3.8 billion realized on a real 
estate transaction in Macedonia, where four old buildings were exchanged for a new one. The trade-in value of the four old buildings 
(based on independent property valuations) was HUF 6.9 billion, while the book value was HUF 3.1  billion, resulting in the 
aforementioned gain. The fair value of the newly acquired building was HUF 10.7 billion, recognized as investment in Property, plant 
and equipment. See also Note 17 (e). 

(b) Gain on sale of subsidiaries and associates 

In 2012 HUF 1,600 million income was realized on the sale of Pro-M Zrt. (Note 5.4.1) and HUF 46 million on the sale of Compargo Kft. 
(Note 5.4.2).  

27 INTEREST INCOME   

    For the year ended December 31, 

In HUF millions    2012  2013 

       
Interest income on loans and receivables  .....................................................................    2,474  1,262 

Reversal of interest element of provisions ......................................................................    401  561 

Finance lease interest income .........................................................................................    649  208 

Dividend income  ...............................................................................................................    15  8 

    3,539  2,039 
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28 INTEREST EXPENSE 

    For the year ended December 31, 

In HUF millions    2012  2013 

       
Interest expense to DT.......................................................................................................    18,664  17,531 

Other interest expense  .....................................................................................................    4,547  4,804 

Finance lease interest expense  .......................................................................................    891  1,000 

Accretion / interest on provisions  ...................................................................................    925  312 

 less: borrowing costs capitalized ....................................................................................    (809)  (913) 

    24,218  22,734 

 

Total Interest expense is shown net of borrowing costs capitalized using average borrowing rates of 5.48-6.33% in 2013 (2012: 6.29-
6.46%). When calculating the borrowing costs capitalized, Other finance expenses (included in Note 29) are also considered, 
however, for disclosure purposes, we included the borrowing costs capitalized in the table above.  

29 OTHER FINANCE EXPENSE – NET 

    For the year ended December 31, 

In HUF millions    2012  2013 

       
Fee expense  .......................................................................................................................    3,124  5,098 

Net foreign exchange losses / (gains) on financial instruments .................................    (8,939)  2,168 

Other net foreign exchange losses ..................................................................................    287  208 

Losses / (gains) on the subsequent measurement of derivatives    
contracted  with related parties ........................................................................................ 

   5,578  (785) 

Losses / (gains) on the subsequent measurement of derivatives 
contracted  with third parties ............................................................................................ 

   4,351  260 

Losses on the derecognition of derivatives contracted with related 
parties  ................................................................................................................................. 

   3,829  3,338 

Losses / (gains) on the derecognition of derivatives contracted with 
third parties  ........................................................................................................................ 

   (311)  578 

Losses / (gains) on the derecognition of AFS financial instruments    
(Reclassifications from Other comprehensive income)  ............................................... 

   -  - 

    7,919  10,865 
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30 PURCHASE OF PROPERTY, PLANT AND EQUIPMENT AND INTANGIBLE ASSETS 

The table below shows the reconciliation of investments in property, plant and equipment and intangible assets and the cash 
payments made for these investments. Capitalized borrowing costs are included in the Investments in PPE and intangible assets, 
where applicable. 

    For the year ended December 31, 

In HUF millions    2012  2013 

       
Investments in property, plant and equipment (Note 12)  .......................................     69,512  61,251 

Investments in intangible assets (Note 13)  ...............................................................     33,803  84,871 

Total investments in PPE and intangible assets  ......................................................     103,315  146,122 
       

Recognition of investment tax credit (Note 9.5)  ......................................................   (a)  3,626  5,025 

Trade-in value of buildings exchanged ......................................................................   (b)  (6,837)  - 

Payable related to building exchange transaction ...................................................   (b)  (3,945)  - 

Capitalized annual frequency fee payable ................................................................   (c)  -  (17,517) 

Reimbursed amount of frequency fee .......................................................................   (d)  -  (4,000) 

Capitalized finance leases ...........................................................................................   (e)  -  (7,425) 

Change in trade payables relating to capital expenditures  ....................................   (f)  455  1,052 

Cash payments for purchases of PPE and intangible assets ..........................................     96,614  123,257 

(a) Investment tax credit 

Total investments in PPE and intangible assets are recognized net of the related investment tax credits which are in fact paid in cash to 
acquire PPE and intangible assets. These tax credits are collected in subsequent years through reduced income tax payments. 

(b) Building exchange transaction 

There was a real estate transaction in Macedonia, where four old buildings were exchanged for a new one in 2012. The 2012 
investments in PPE and intangible assets included the fair value of the new building, however, the trade-in value of the four old 
buildings did not and will not result in cash payment. Also, the remaining amount was not paid in cash immediately, but it is payable in 
six annual instalments. The annual capital instalments of the discounted liability are included in the Repayment of other financial 
liabilities line of the financing cash flow, while the interest payments accruing on the discounted liability are included in the Interest 
and other financial charges paid line of the cash flow. 

(c) Capitalized annual frequency fee payable 

The present value of annual frequency fees are capitalized as part of the intangible asset (Licenses) if the future payments can be 
reliably estimated, however, these fees are paid in cash in subsequent periods. The cash payments on the discounted liability are 
included in the Repayment of other financial liabilities line of the financing cash flow, while the interest payments accruing on the 
discounted liability are included in the Interest and other financial charges paid line of the cash flow. The significant transaction in 
2013 is described in Note 13.  
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(d) Reimbursed amount of frequency fee 

According to the agreement concluded on September 6, 2013 with the NMIAH (Note 1.3.4), Magyar Telekom retained the frequency 
usage right until April 8, 2022 on the two duplex 1 MHz frequency blocks in the 900 MHz frequency band won in the auction in 2012. 
As the original length of the usage right was shortened, HUF 4 billion of the auction price was settled net with the NMIAH in November 
2013 through reduced cash payment for the prolongation of the 900 and 1800 frequencies. 

(e) Capitalized finance leases 

Investments in PPE as a result of finance lease transactions do not usually result in immediate cash payments. The Company changed 
its IPTV set-top box rental contracts into finance leases in 2013, as a result of which these assets were recognized as PPE in 2013, 
while the cash payments throughout the lease term appear as Repayment of other financial liabilities and Interest and other financial 
charges paid.  

(f) Change in trade payables relating to capital expenditures 

Change in payables relating to capital expenditures includes the effect that the actual cash settlement of the vendor invoices is made 
subsequent to the recognition of the investment.  

31 PURCHASE OF SUBSIDIARIES AND BUSINESS UNITS  

    For the year ended December 31, 

In HUF millions    2012  2013 

       
Cable TV network and operations (Notes 5.1.1 and 5.2.1) .........................................     2,191  719 

DATEN-KONTOR ..............................................................................................................     100  100 

KFKI-Direkt  ........................................................................................................................     -  31 

Modultechnika  ..................................................................................................................     97  21 

Cash payments for purchases of subsidiaries and business units  ...........................     2,388  871 

 

Cash payments related to the purchases of subsidiaries and business units also include amounts paid as additional contingent 
purchase prices disbursed in years following the year of the business combination. 
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32 REPORTABLE SEGMENTS AND INFORMATION ABOUT GEOGRAPHICAL AREAS 

32.1 Reportable segments 

The Group‟s operating segments are Telekom Hungary, T-Systems, Macedonia and Montenegro. 

The Telekom Hungary segment operates in Hungary providing mobile and fixed line telecommunications and TV distribution and 
energy retail services to millions of residential and small businesses customers mainly under the “Telekom” or “T” brand. 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 of the Group‟s management. This segment is also responsible for the Group‟s 
points of presence in Bulgaria and Romania providing wholesale services to local companies and operators. 

T-Systems primarily operates in Hungary providing mobile and fixed line telecommunications, infocommunications and system 
integration services mainly under the T-Systems brand to key business partners (large corporate customers and public sector). 

The Group also has full-scale mobile and fixed line telecommunications operations in Macedonia and Montenegro, which represent 
two additional operating segments of the Group.  

32.1.1 Information regularly provided to the Management Committee (MC) 

The following tables present the segment information by reportable segment regularly provided to the MC of the Company, reconciled 
to the corresponding Group numbers. The information regularly provided to the MC includes several measures of profit which are 
considered for the purposes of assessing performance and allocating resources, including EBITDA adjusted for the impact of certain 
items considered as “special influence”.  These items vary year-over-year in nature and magnitude. Management believes that 
Revenue, EBITDA and Capex are the segment measures that are most consistent with the measurement principles used in measuring 
the corresponding amounts in these financial statements. 

Revenues   For the year ended 
December 31, 

In HUF millions  2012  2013 

     
   Total Telekom Hungary revenues .........................................................................................................   433,616  464,076 

   Less: Telekom Hungary revenues from other segments  ..................................................................   (28,548)  (27,736) 

Telekom Hungary revenues from external customers  .........................................................................   405,068  436,340 
     

   Total T-Systems revenues ......................................................................................................................   117,886  123,640 

   Less: T-Systems revenues from other segments  ...............................................................................   (13,794)  (15,984) 

T-Systems revenues from external customers  ......................................................................................   104,092  107,656 
     

   Total Macedonia revenues ....................................................................................................................   65,059  60,786 

   Less: Macedonia revenues from other segments  ..............................................................................   (50)  (39) 

Macedonia revenues from external customers  .....................................................................................   65,009  60,747 
     

   Total Montenegro revenues ...................................................................................................................   32,975  32,804 

   Less: Montenegro revenues from other segments  ............................................................................   (30)  (27) 

Montenegro revenues from external customers  ...................................................................................   32,945  32,777 
      

Total consolidated revenue of the segments  ........................................................................................   607,114  637,520 
Measurement differences to Group revenue   .......................................................................................   14  1 

Total revenue of the Group  ...................................................................................................  607,128  637,521 
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Segment results (EBITDA)  For the year ended 
December 31, 

In HUF millions  2012  2013 

     
Telekom Hungary.......................................................................................................................................   130,928  129,035 

T-Systems ....................................................................................................................................................   16,838  14,194 

Macedonia  .................................................................................................................................................   34,628  24,167 

Montenegro ................................................................................................................................................   12,325  12,067 

Total EBITDA of the segments .................................................................................................................   194,719  179,463 
Measurement differences to Group EBITDA ..........................................................................................   99  (1) 

Total EBITDA of the Group ....................................................................................................  194,818  179,462 
Depreciation and amortization .................................................................................................................   (106,897)  (104,741) 

Total Operating profit ................................................................................................................................   87,921  74,721 
Net financial result  ....................................................................................................................................   (28,598)  (31,560) 

Share of associates‟ and joint ventures‟ profits .....................................................................................   -  - 

Total Profit before income tax ..................................................................................................................   59,323  43,161 
Income tax expense ...................................................................................................................................   (13,468)  (14,306) 

Total Profit for the year ..............................................................................................................................   45,855  28,855 

 

Capital expenditure (Capex) on PPE and Intangible assets   As at December 31, 

In HUF millions  2012  2013 
     
Telekom Hungary.............................................................................................................   57,791  66,748 

T-Systems ..........................................................................................................................   5,172  4,431 

Macedonia ........................................................................................................................   24,591  12,089 

Montenegro ......................................................................................................................   4,202  4,304 

Total capital expenditure of the segments ...................................................................   91,756  87,572 
     

Acquisition of mobile licenses (Note 13) ......................................................................   10,923  58,589 

Other measurement differences to capital expenditure of the Group  .....................   636  (39) 

Total investments of the Group in PPE and Intangible assets   .........................   103,315  146,122 

 

The acquisition of mobile licenses is not considered part of the Capex measure of the segments. Total investments of the Group in PPE 
and Intangible assets correspond to the “Investments” lines disclosed in Notes 12, 13 and 30.  
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32.2 Information about geographical areas 

The table below shows the revenues generated from external customers in the countries where the Group operates, using the same 
measurement principles as for the corresponding Group numbers.  

Revenues  For the year ended 
December 31, 

In HUF millions  2012  2013 

     
Hungary  ............................................................................................................................   504,184  538,603 

Macedonia  .......................................................................................................................   65,009  60,747 

Montenegro  .....................................................................................................................   32,945  32,777 

Romania ............................................................................................................................   4,029  4,109 

Bulgaria .............................................................................................................................   961  1,285 

Total revenue of the Group .............................................................................................   607,128  637,521 

 

The table below shows the Non current assets of the Group located in the countries of operations (including goodwill allocated to 
operating segments operating in these countries) and the reconciliation to the total Non current assets of the Group, using the same 
measurement principles as for the corresponding Group numbers. 

Non current assets  As at December 31, 

In HUF millions  2012  2013 

     
Hungary  ............................................................................................................................   678,508  730,763 

Macedonia  .......................................................................................................................   101,345  103,118 

Montenegro  .....................................................................................................................   38,189  37,240 

Bulgaria  ............................................................................................................................   2,868  2,704 

Romania  ...........................................................................................................................   1,617  1,625 

Total excluding Non current financial assets and Deferred tax assets .....................   822,527  875,450 
     

Non current financial assets (Note 8.2)  ........................................................................   18,862  21,619 

Deferred tax assets (Note 9.4)  .......................................................................................   532  238 

Total Non current assets of the Group ..........................................................................   841,921  897,307 
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33 LEASES AND OTHER COMMITMENTS 

33.1 Finance lease – Group as lessee  

Finance leases in 2012 and 2013 mainly relate to the sale and lease back of spaces in buildings accommodating telephone 
exchanges. In most cases the contracts are denominated in EUR, the term of the leases is 5–10 years, and the contracts include 
renewal options but no purchase options. 

Future lease payments under finance leases related to sale and lease back transactions at December 31, 2012 and 2013 are as 
follows: 

  At December 31, 2012  At December 31, 2013 

In HUF millions  Present 
value 

Interest 
component 

Minimum 
lease 

payment 

 

 Present 
value 

Interest 
component 

Minimum 
lease 

payment 

 
         
Within 1 year  ....................................   356 736 1,092  282 728 1,010 

1–5 years  ..........................................   1,050 1,976 3,026  740 2,164 2,904 

After 5 years  .....................................   436 1,430 1,866  717 1,606 2,323 

Total  ..................................................   1,842 4,142 5,984  1,739 4,498 6,237 
 

 

Finance leases other than sale and lease back in 2012 and 2013 mainly relate to vehicles and IT equipment. In most cases the 
contract term of the leases is 3–5 years with renewal and purchase options. 

Future lease payments under finance leases other than sale and lease back transactions at December 31, 2012 and 2013 are as 
follows: 

  At December 31, 2012  At December 31, 2013 

In HUF millions  Present 
value 

Interest 
component 

Minimum 
lease 

payment 

 

 Present 
value 

Interest 
component 

Minimum 
lease 

payment 

 
         
Within 1 year  ....................................   141 58 199  2,792 138 2,930 

1–5 years  ..........................................   264 84 348  2,503 99 2,602 

After 5 years  .....................................   233 45 278  213 37 250 

Total ...................................................   638 187 825  5,508 274 5,782 
 

The Group has no contingent rents related to its finance leases. The Group does not sub-lease any of the assets leased in a finance 
lease contract. The 2013 increase resulted from renegotiating and restructuring contracts where Magyar Telekom previously rented 
IPTV set-top-boxes under operating leases. See also Note 30 (d). 
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33.2 Operating lease – Group as lessee  

Operating lease commitments are mainly in respect of the rental of mobile cell sites, and to a lesser extent, related to buildings, 
network and other telecommunications facilities and equipment. 

  At December 31, 

In HUF millions  2012  2013 
     
Within 1 year  ..........................................................................................................................................   10,265  11,222 

1–5 years  ................................................................................................................................................   26,337  26,634 

After 5 years  ...........................................................................................................................................   9,414  8,524 

Total  ........................................................................................................................................................   46,016  46,380 
 

The lease commitments represent a high amount of individually immaterial lease agreements, the terms of which vary on a wide range, 
spanning from 3 to 20 years with renewal options in most cases, but no purchase options.  

33.3 Finance lease – Group as lessor  

Finance leases mainly include equipment provided to business customers as part of our outsourcing contracts where the Group is the 
service provider. 

Future lease receivables under finance leases at December 31, 2012 and 2013 are as follows: 

  At December 31, 2012  At December 31, 2013 

In HUF millions  Present 
value 

Interest 
component 

Minimum 
lease 

receipt 

 

 Present 
value 

Interest 
component 

Minimum 
lease 

receipt 

 
         
Within 1 year  ....................................   799 223 1,022  746 175 921 

1–5 years  ..........................................   2,105 452 2,557  1,733 344 2,077 

After 5 years  .....................................   631 83 714  332 43 375 

Total  ..................................................   3,535 758 4,293  2,811 562 3,373 
 

The interest component represents the unearned finance income. The present value due within one year is included in Other current 
financial assets, while the present value after one year is included in Non current financial assets. The finance income accruing to the 
Group over the lease term is recognized in the Profit for the year (Interest income). 

The unguaranteed residual values accruing to the benefit of the Group are insignificant. 

33.4 Operating lease – Group as lessor  

The following table includes the future minimum lease payments receivable by the Group for the operating leases of mobile tower 
sections and PBX (private business exchange) equipment where Magyar Telekom is the lessor. 

  At December 31, 

In HUF millions  2012  2013 

     
Within 1 year  ..........................................................................................................................................   739  963 

1–5 years  ................................................................................................................................................   1,652  1,584 

After 5 years  ...........................................................................................................................................   719  497 

Total  ........................................................................................................................................................   3,110  3,044 
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33.5 Purchase commitments for tangible and intangible assets  

The table below summarizes Magyar Telekom‟s contractual purchase commitments for tangible and intangible assets with the majority 
falling due within two years. 

 At December 31, 

In HUF millions 2012  2013 

    
Property, plant and equipment  ...........................................................................................................  4,269  7,076 

Intangible assets  ...................................................................................................................................  5,357  8,675 

Total  ........................................................................................................................................................  9,626  15,751 

34 RELATED PARTY TRANSACTIONS 

No provision was recognized for doubtful debts related to the amount of outstanding balances; and no expense was incurred during 
the periods presented in respect of doubtful debts due from related parties. 

34.1 Deutsche Telekom Group and the Federal Republic of Germany 

34.1.1 Deutsche Telekom Group  

Deutsche Telekom AG is the ultimate (indirect) controlling owner of Magyar Telekom Plc. holding 59.21% of the voting rights attached 
to the Company‟s shares. Deutsche Telekom Group has a number of fixed line, mobile and IT service provider subsidiaries worldwide, 
with whom Magyar Telekom Group has regular transactions. 

Deutsche Telekom International Finance (DTIF) is the treasury center of DT Group, which typically provides loan financing across the 
DT Group including Magyar Telekom.  

The table below summarizes the above related party transactions and balances with DT Group. 

In HUF millions 2012  2013 

    
Revenues from services provided to DT Group companies ............................................................  25,857  25,254 

Costs of services provided by DT Group companies ........................................................................  (15,946)  (11,672) 

Interest expense to DTIF  ......................................................................................................................  (14,455)  (12,193) 

Interest expense to DTAG  ....................................................................................................................  (4,209)  (5,338) 

Dividend paid to parent company .......................................................................................................  (30,872)  (30,872) 

Accounts receivable from DT Group companies ..............................................................................  8,760  7,942 

Accounts payable to DT Group companies .......................................................................................  (9,169)  (9,479) 

Loans payable to DTIF ...........................................................................................................................  (223,787)  (190,571) 

Loans payable to DTAG ........................................................................................................................  (71,424)  (106,678) 

Fair value of swap agreements with DTAG – asset ...........................................................................  6,260  6,652 

Fair value of swap agreements with DTAG – liability ........................................................................  (1,259)  (955) 

    

Deutsche Telekom has pledged its support for Magyar Telekom‟s budgeted financing needs through to June 30, 2015. 

34.1.2 The Federal Republic of Germany 

The Federal Republic of Germany is both a direct and an indirect shareholder and holds approximately 32 percent of the share capital 
of DTAG. Due to the average attendance at the shareholders‟ meetings, the Federal Republic of Germany represents a solid majority at 
the shareholders‟ meetings of DTAG, although it only has a minority shareholding, making DTAG a dependant company of the Federal 
Republic. Therefore, the Federal Republic and the companies controlled by the Federal Republic or companies over which the Federal 
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Republic can exercise a significant influence are classified as related parties of DTAG, and consequently of Magyar Telekom as well. 

DTAG and Magyar Telekom did not execute as part of its normal business activities any transactions that were individually material in 
the 2013 or 2012 financial year with companies controlled by the Federal Republic or companies over which the Federal Republic can 
exercise a significant influence. 

34.2 Associates and joint ventures 

The Group has no significant associates or joint ventures. The only associate the Group has is Közbringa Kft. established in 2013. The 
table below summarizes the transactions with Közbringa Kft. 

In HUF millions 2012  2013 

    
Revenues from sale of goods and services ........................................................................................  -  284 

Accounts receivable ..............................................................................................................................  -  243 

 

34.3 Board and Supervisory Board members 

 For the year ended December 31, 

In HUF millions 2012  2013 

    
Remuneration of the members of the Board of Directors ...........................................  14  14 

Remuneration of the members of the Supervisory Board ...........................................  57  57 

    

Loans granted to the members of the Board of Directors ...........................................  -  - 

Loans granted to the members of the Supervisory Board ...........................................  6  6 

 

Loans granted to the members of the Supervisory Board are limited to the employee delegates and had been granted to them in their 
capacity as employees. 

34.4 Key management  

Key management has been identified as the members of the Company‟s Management Committee, which is the chief operating 
decision making body of Magyar Telekom. 

The table below shows in total the compensation expenses (including social security and other payroll related taxes) incurred by the 
Group in relation to the key management. 

  For the year ended December 31, 

In HUF millions 2012  2013 

    
Salaries and other short-term employee benefits  ........................................................  1,462  1,384 

Contractual termination expense  ...................................................................................  460  101 

Share based compensation (Note 24)  ..........................................................................  (84)  (4) 

 1,838  1,481 

    
The Group does not provide loans to its key management. 
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35 ADDITIONAL DISCLOSURES ON FINANCIAL INSTRUMENTS 

35.1 Financial assets and liabilities 

The tables below include the carrying amounts and fair values of the Group‟s financial assets and liabilities as at December 31, 2013 
and 2012. 

The Group classifies fair value measurements using a fair value hierarchy that reflects the significance of the inputs used in making the 
measurements. The fair value hierarchy has the following levels: 

 quoted prices (unadjusted) in active markets for identical assets or liabilities (Level 1) 
 inputs other than quoted prices included within Level 1 observable for the asset or liability, either directly or indirectly (Level 2) 
 inputs for the asset or liability that are not based on observable market data (Level 3) 

The level in the fair value hierarchy within which the fair value measurement is categorized in its entirety is determined on the basis of 
the lowest level input that is significant to the fair value measurement in its entirety. The significance of an input is assessed against the 
fair value measurement in its entirety. 

There was no transfer between Level 1 and Level 2 financial instruments. Loans and receivables and most of the financial liabilities are 
measured at amortized cost, but fair value information is also provided for these. The fair values of these assets and liabilities were 
determined using level 3 type information. There are no assets or liabilities carried at fair value where the fair value was determined 
using level 3 type information. 

35.1.1 Financial assets – Carrying amounts and fair values 

December 31, 2013 

In HUF millions 

Carrying amount 

Total 
 

Fair 
value 

 
Loans and 

receivables 
Held-to-
maturity  

Available-for-
sale (Level 1) 

Held for 
trading 

(Level 2) 

Cash and cash equivalents .....................  14,633 - - - 14,633 14,633 
Bank deposits with original maturities 
over 3 months ............................................  

23,593 - - - 23,593 23,593 

Trade receivables within one year  .........  126,535 - - - 126,535 126,535 

Trade receivables over one year .............  8,714 - - - 8,714 8,264 

Loans and receivables from 
employees..................................................  

4,478 - - - 4,478 4,512 

Derivative financial instruments 
contracted with related parties ...............  

- - - 6,652 6,652 6,652 

Derivative financial instruments 
contracted with third parties ....................  

- - - 22 22 22 

RDC receivables .......................................  212 - - - 212 212 

Financial assets AFS.................................  - - 214 - 214 214 

Other current .............................................  1,999 - - - 1,999 1,999 

Other non current .....................................  1,539 - - - 1,539 1,408 

Total  ...........................................................  181,703 - 214 6,674 188,591 188,044 
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December 31, 2012 

In HUF millions 

Carrying amount 

Total 
 

Fair 
value 

 
Loans and 

receivables 
Held-to-
maturity  

Available-for-
sale (Level 1) 

Held for 
trading 

(Level 2) 

Cash and cash equivalents .....................  15,211 - - - 15,211 15,211 
Bank deposits with original maturities 
over 3 months ............................................  

39,632 - - - 39,632 39,632 

Trade receivables within one year  .........  121,362 - - - 121,362 121,362 

Reclaimable frequency auction price ....  10,923 - - - 10,923 10,923 

Trade receivables over one year .............  4,215 - - - 4,215 4,217 

Loans and receivables from 
employees..................................................  

4,514 - - - 4,514 4,597 

Derivative financial instruments 
contracted with related parties ...............  

- - - 6,260 6,260 6,260 

Derivative financial instruments 
contracted with third parties ....................  

- - - 392 392 392 

RDC receivables .......................................  383 - - - 383 393 

Financial assets AFS.................................  - - 244 - 244 244 

Other current .............................................  1,045 - - - 1,045 1,045 

Other non current .....................................  1,685 - - - 1,685 1,958 

Total  ...........................................................  198,970 - 244 6,652 205,866 206,234 
 

Loans and receivables are measured at amortized cost, while available-for-sale and held-for-trading assets are measured at fair value.  

Held-for-trading assets include derivative financial instruments, the fair values of which are based on a discounted cash flow method. 
The calculation is prepared by Magyar Telekom based on money market interest rate curves, basis swap points and spot FX rates from 
Reuters database published at the last working day of the reporting period. The present value of the expected future cash flows are 
discounted to the reporting date using money market interest rates and basis swap points in the specific currency from Reuters and 
exchanged to HUF using spot FX rate. The difference between the HUF present value of the payable and receivable is accounted for as 
assets or liabilities. 

The carrying values of assets measured at amortized cost with short times to maturity approximate their fair values. 

Financial assets available for sale include insignificant investment in equity instruments, all measured at fair value, which is the 
Macedonian stock exchange price of the equity instruments.  

Finance lease receivables meet the criteria of a financial instrument, but these are recognized and measured according to IAS 17 – 
Leases, therefore not included in the tables above, but in Note 33.3. 
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35.1.2 Financial liabilities – Carrying amounts and fair values 

December 31, 2013 Carrying amount 
Total 

 
Fair value 

 In HUF millions Measured at 
amortized cost 

Held for trading 
(Level 2) 

Financial liabilities to related parties ...........................  297,249 955 298,204 313,853 
Bank loans  .....................................................................  86,496 - 86,496 86,555 

Trade payables ...............................................................  103,549 - 103,549 103,549 

Derivative financial instruments                         
contracted with third parties  ........................................  

- 793 793 793 

Payable for building exchange transaction ................  3,334 - 3,334 3,431 

Frequency fee payable ..................................................  17,072 - 17,072 15,815 

Liabilities to banks from factored trade payables .....  9,786 - 9,786 9,786 

Other current ..................................................................  1,269 - 1,269 1,269 

Other non current ..........................................................  277 - 277 280 

Total  ................................................................................  519,032 1,748 520,780 535,331 
 

December 31, 2012 
Carrying amount 

Total 
 

Fair value 
 

In HUF millions Measured at 
amortized cost 

Held for trading 
(Level 2) 

Financial liabilities to related parties ...........................  295,211 1,259 296,470 313,777 
Bank loans  .....................................................................  36,780 - 36,780 36,794 

Trade payables ...............................................................  115,723 - 115,723 115,723 

Derivative financial instruments                     
contracted with third parties  ........................................  

- 903 903 903 

Payable for building exchange transaction ................  3,963 - 3,963 4,012 

Other current ..................................................................  1,274 - 1,274 1,274 

Other non current ..........................................................  439 - 439 383 

Total  ................................................................................  453,390 2,162 455,552 472,866 
 

Derivatives are measured at fair value, while all other financial liabilities are measured at amortized cost.  

Additional fair value information on the financial liabilities is provided in Notes 16 and 17. 

The carrying values of the current financial liabilities measured at amortized cost approximate their fair values. 

Held-for-trading liabilities include derivative financial instruments, the fair values of which are calculated the same way as Held-for-
trading assets disclosed above in Note 35.1.1. 

Finance lease liabilities meet the criteria of a financial instrument, but these are recognized and measured according to IAS 17 – 
Leases, therefore not included in the tables above, but in Note 33.1. 



180

 

 
 

35.2 Items of income, expense, gains and losses arising on financial instruments  

The tables below include income, expense, gains and losses arising on financial instruments in 2013 and 2012. 

2013 

In HUF millions 

From 
interest 

From subsequent measurement 
From 

derecog-
nition 

From fee 
expense 

Total net 
gain / 
(loss)  

 
At fair 
value 

Currency 
translation 

Impair-
ment loss 

   

Available-for-sale financial 
assets (Level 1) ..........................................  

- (48) - - - - (48) 

Financial instruments held for 
trading (Level 2) ........................................  

- 525 - - (3,916) - (3,391) 

Loans and receivables .............................  1,262 - 483 (8,690) - (4,997) (11,942) 

Financial liabilities measured 
at amortized cost .......................................  

(22,335) - (2,651) - - (101) (25,087) 

Net gain/(loss)                          
on financial instruments ...........................  

(21,073) 477 (2,168) (8,690) (3,916) (5,098) (40,468) 

 

 

2012 

In HUF millions 

From 
interest 

From subsequent measurement 
From 

derecog-
nition 

From fee 
expense 

Total net 
gain / 
(loss)  

 
At fair 
value 

Currency 
translation 

Impair-
ment loss 

   

Available-for-sale financial 
assets (Level 1) ..........................................  

- (31) - - - - (31) 

Financial instruments held for 
trading (Level 2) ........................................  

- (9,929) - - (3,518) - (13,447) 

Loans and receivables .............................  2,474 - (519) (6,752) - (2,987) (7,784) 

Financial liabilities measured 
at amortized cost .......................................  

(23,211) - 9,458 - - (137) (13,890) 

Net gain/(loss)                           
on financial instruments ...........................  

(20,737) (9,960) 8,939 (6,752) (3,518) (3,124) (35,152) 

 

The tables above include the amounts before capitalization of borrowing costs (See Note 28). 

Impairment losses on Loans and receivables includes all expenses incurred or expected to be incurred in relation to the default of our 
customers. Before writing off or factoring, we impair the receivables to their recoverable amounts through the use of an impairment 
provision account, as a result of which the actual write-off or factoring of these receivables results in no derecognition gains or losses. 

35.3 Other disclosures about financial instruments 

Magyar Telekom is also exposed to risks that arise from the possible drawdown of guarantees in a nominal amount of HUF 9.8 billion 
as at December 31, 2013 (2012: HUF 6.4 billion). These guarantees were issued by banks on behalf of Magyar Telekom as collateral 
to secure the fulfillment of the Group‟s certain contractual obligations. The Group has been delivering on its contractual obligations 
and expects to continue doing so in the future, therefore no drawdown of the guarantees happened in 2013 or 2012, and is not 
expected to happen in the future. 
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There were no financial assets or liabilities, which were reclassified into another financial instrument category. 

No financial assets were transferred in such a way that part or all of the financial assets did not qualify for derecognition. 

The Group does not have compound financial instruments with multiple embedded derivatives. 

36 CONTINGENT ASSETS AND LIABILITIES 

36.1 Contingent assets 

A contingent asset is a possible asset that arises from past events and whose existence will be confirmed only by the occurrence of 
uncertain future events not within the control of the Group. These assets are not recognized in the statement of financial position. 

The Group has no contingencies where the inflow of economic benefits would be probable and material. 

36.2 Contingent liabilities 

The most significant contingent liabilities of the Group are described below. No provisions have been recognized for these cases as 
management estimates that it is unlikely that these claims originating from past events would result in any material economic outflows 
from the Group, or the amount of the obligation cannot be measured with sufficient reliability.  

36.2.1 Macedonia 

36.2.1.1 Alleged breach of certain deadlines 

MKT and T-Mobile MK have contingent liabilities in respect of legal and regulatory claims arising in the ordinary course of business. 
The major part of the contingent liabilities relate to several requests for initiating misdemeanor procedures from regulatory bodies for 
alleged breach of certain deadlines for decision upon subscriber‟s request. The maximum possible fine for each individual case is 4%- 
10% of the annual revenue (HUF 35-43 billion) of the companies for the year preceding the misdemeanor, in accordance with the local 
legislation. Management believes that it is not probable that a significant liability will arise from these claims because of unsubstantial 
basis for initiating of these misdemeanor procedures. 

36.2.2 Hungary 

36.2.2.1 Public lawsuits relating to transaction fee 

Two similar lawsuits were launched against the Company by the Hungarian Authority for Consumer Protection and the National 
Federation of Associations for Consumer Protection claiming that charging customers a transaction fee for invoices to be settled by 
yellow postal payment orders or in person at the cash-desk was unlawful. The Company is adamant that charging the transaction fee at 
the time of their introduction was not in breach of any law, while it was subsequently prohibited by a modification of the Act on 
Electronic Communications. The Company discontinued charging the fee on the effective date of the modification, and continues to 
comply with the provisions of the Act. Management believes that it is not probable that a significant liability will arise from these claims. 

36.2.2.2 Guarantees 

Magyar Telekom Plc. is exposed to risks that arise from the possible drawdown of guarantees for which see more details in Note 35.3. 
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37 EVENTS AFTER THE REPORTING PERIOD 

37.1 Further expected cuts in energy prices 

The Hungarian Parliament passed an amendment of the act on cuts in energy prices on February 6, 2014 so that gas prices will be cut 
by 6.5% from April 2014 and electricity prices will be further cut by 5.7% from September 2014. As the applicable laws or regulations 
are not available yet, we cannot assess the exact impact of this announcement on the results of our energy business. 
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explanation of abbreviations used throughout the report

gloSSary

abbreviation Term

3g, 4g Third/fourth-generation mobile technology

2Play, 3Play, 4Play Double-play, triple-play, quadruple-play

aDS american Depository Share

aec agency for electronic communications (Macedonia)

arPu average monthly revenue per user

B2B Business to Business

B2c Business to consumer

crM customer relationship Management

DJSi Dow Jones Sustainability index

DSl Digital Subscriber line

DVB-S Digital Video Broadcasting - Satellite

DVB-T Digital Video Broadcasting - Terrestrial

ekiP
agency for electronic communications and Postal Services  
(Montenegro)

eMf electroMagnetic field

fMc fixed-mobile convergence

fTe full time equivalent

fTTx fiber to the x

gri global reporting initiative

iaSB international accounting Standards Board

icnirP international commission on non-ionizing radiation Protection

icT information and communications Technology

iPTV internet Protocol-based TV

iru indefeasible right of use

iT information Technology

lric long-run average incremental cost

lTe long Term evolution

M2M Machine to Machine

Mou average monthly Minutes of use per subscriber

MTiP Mid-term incentive Plan

MTr Mobile Termination rate

MVno Mobile Virtual network operator

nga next generation access
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abbreviation Term

ngo non-governmental organization

nMiah national Media and infocommunications authority of hungary

nra national regulatory authority

oTT over-the-top

Pc Personal computer

PSTn Public Switched Telephone network

ran radio access network

rPc revenue Producing customer

r&D research and Development

Sac Subscriber acquisition cost

Sat TV Satellite TV

Si System integration

SiM Subscriber identity Module

SMP Significant Market Power

SMS Short Message Service

Soho Small office/home office

TWM Total Workforce Management

Vocable Voice over cable television

VoiP Voice over internet Protocol
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This report contains forward-looking statements. Statements that are not historical facts,  
including statements about our beliefs and expectations, are forward-looking statements.  
These statements are based on current plans, estimates and projections, and therefore you 
should not place undue reliance on them. forward-looking statements speak only as of the date 
they are made, and we undertake no obligation to update publicly any of them in light of new 
information or future events.

forward-looking statements involve inherent risks and uncertainties. We caution you that  
a number of important factors could cause actual results to differ materially from those contained 
in any forward-looking statement.

forward-looking  
STaTeMenTS 

* planned date

finanCial Calendar  
2014

february 27, 2014 release of 2013 4th quarter results

april 11, 2014 annual general Meeting

May 8, 2014 * release of 2014 1st quarter results

august 7, 2014 * release of 2014 1st half results 

november 6, 2014 * release of 2014 3rd quarter results 
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