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BUSINESS
SOLUTIONS

Markot leadership in
data communications
with aver 50% share

© o More than 16,600
data connactions
(Flex-Com, Datex=-F,
Frame-Flex)

® Qur service
banowidth doubled
in 2001

s Broadband ADSL
servigss for fagt
network accsss

® Wa entered the
servica areas of
caompetitors with our
business solutions

O- We entered the
spplication service
praviders' (ASF)
market as wall

New str MCf UF € for efficient operations

and shareholder value growth

MATAV GROUP LINES OF BUSINESS

RESIDENTIAL
SERVICES

Market lsadarship in
fixed line relsphony

® More than 8 million
fixad fines (ingl. Emits))

¢ We supportad market
liberaiization with
agraaments and had
g competitive start

® QOur rew tanff
packages provide
choices for custormere

® Quality customer care
and sa)es network
(Matdv Pont shops.
anline sales, audited
sarvice quality)

® We bulld on cur fixed
line infrastructurs
to secure aur markst
positions

INTERNET

Markst laadership in
both residential and
business Internet

segment

8 More than 133,000
subscnibers and
870,000 Freemail
ysers

& Favorsble Internet
tarifis for an
information socrety

® Orige.is Hungary's
market leader
lntgmer pertal sita

® internst ssrvices
for all eustarner
segments from
regidential to key
businesses

@ The Marketline
g-markstplace
is a pioneering
e=business inltlative

MOBILE

Market leadership In
mobile communications
with ovar 50% share

® More than 2.5 million
customers, 25%
of total population

® [ eadarship position
in advanced solutions
(GPRS, mobile

' Internat, m-commercs)

® Picnearing mobile
cantent and multimedia
sarvices jaunched

o Customer Joyahy
programs and tanff
Dackages launched
and extended

® Hungary's first
sarvice provider
honored by EFQM
Eurcpean Quality
Award
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Growth. .. beyond words

MATAVY GROUP: A PROFIT-
ABLE CGROWTH STORY

REVENVES ~ EB/TDA NET INCOME
(NUF millory  (HWF miler)  (HUF mifion)
22.8% 23.7% 23.9%
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CONTRIBUTION OF BUSINESS
SEGMENTS TO 2001 GROWTH
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GROWTH OF BUSINESS
SEGMENTS IN 2001

REVENUE EBITDA

GROWTH MARGIN

Total revenues 22.8% 48.1%

Internationsl na. 56.4%

o Mobile 24.9% 38.2%
Fixed line 2.3% 37.8% k

INCREASING EFFICIENCY
IN THE FIXED LINE SEGMENT
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STRONG GROWTH
IN MOBILE SEGMENT
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CAPITAL EXPENDITURES FOR

DEVELQPMENT AND TECHNOLOGY ADVANCES
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Matdv Group Financial Highlights'
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2000 2001 Change _
HUF miiilon HUF mililon %
(o]
Total revenues 445,845 547,735 22.8
EBITDA™ 780,811 238,022 23.7
Operating profit 86,097 719,400 24.3
Net income 86,652 82,560 25.9
No. of shares {miifions) 1,087 1,037 0
Bssic earnings per share (MUF) 54.3 79.6 23.8
Total assets 954,422 1,104,136 18.7
Long term debt 110,641 419,782 279.4
Neat debt 170,025 442,928 160.5
Total shareholders’ equity 637,281 480,800 27.8)
" "Nat debe 1o rotal capital (%) 21.0 46.6 na.
Capital sxpenditures 152,784 127,747 (16.4)
EBITOA margin (%) 42.8 43.1 n.a.
Operating margin (%) 21.5 21.8 na.
Net income margin (%) 14.9 15.1 n.a.
. Return on assets (%) 8.2 8.0 na
HUF/EUR (year end) 264.9 246.3 (7.0)
HUFIEUR (sverage) 260.0 256.7 (1.3
o RUFIUSD (year end) » 284.7 279.0 {2.0)
HUF/USD (average) 282.3 286.5 1.8
- mﬂnmrmremmsnlm boanm.mod:: s&w&@'m'%mé}p&y%’ T :"’ - ‘ AN - N
, | L™ EBITBA - Gamings Beors 1ivensts, Toxs, Dopsclasn ond Amorizatin Y T T
Key Shareholders as of December 31, 2001 '
Tha Hungarlan State Holder of the Golden Share
MagyarCom {awnad by Deutsche Telekom AG) 58.49%
‘ Publicly held ’ 40.57%
(o]
I
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Matdv Group Summary of Operating § tatistics

1V

'

Dsc. 31, 2000 Dec. 31, 2007 Change
(%)
No. of fixed lines:

residential 2,296,351 2,161,345 (5.3
business 328,503 299,267 {8.3)
public 36,774 37,432 1.8
No. of ISDN channeis {"B%) 305,882 448,396 48.6
Toral fixed lines 2,965,510 2,986,441 11.0)
No. of fixed lines nel. ISDN, Emitel” na. 80,898 na.
No, of fixed finas incl. ISDN, MakTel” 513,665 549,983 7.1
Natwork digitalization with ISDN (%) 85,7 85.4 r.a.

Fixad lina penatration
(Matdv service area, per 100 Inhabitants) 39.5 89.1 n.a.
No, of Grbup employess (closing) 14,380 16,633 158.7
No. of fixed line employsas (elosing) 71,227 9,268 (17.2)
Na. of fixed lines per empioyee 264 318 19.6
No. of mabile subscribers, Wastel 1,695,086 2,498,485 §5.9
No. of moblis subscribers, Westal 0860 76,866 44,308 {41.8)
Total mobile subscribers 1,674,852 2,587,793 51.5
No. of mobife subscribers, MakTel 89,944 233,820 132.0
Muobila pengtration (Fungary, per 100 inhabltants) 30.8 Q8.7 na.
No. of Internet subscribers 95,726 133,171 39.7
No. of Internat subscribers, MakTel 2,804 21,674 118.8
No. of cable television eustomers 267,245 - 300,857 12.6
Na. of managed lessed lines (Flax-Cam) 8,520 11,586 27.6
Dernestic autgoing traffic (000 minutes) 9,692,678 10,088,137 a.1
Intarnational outgolng trsific (000 minutes) 182,473 166,648 (B8.7)
Domestic traffic, Emitel” '000 minutes) n.a. 971,567 n.a.
imernationgl outgaing trafflc, Emitel* (‘000 minutes) n.a. 1,370 na
MOU (Minutgs of Ussge psr Usar/Month), Weste! 184 148 20.7)
ARPU (Average Traffic Revenue per User/Month), Weste! 5,067 6,946 (23.4)

"Mkl haz been Included in 018 consolidarad Anancial regults sinde Jan 16, 2007, and Emitst ez
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It is Matdv’s mission to be a key player in the informarion soclety and the new econamy, retaining ivs leading

position in Central and Eastern Eurpps.
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We commir 1o make telscommunicationy and IT achievements available 1o the widest scope of customers.

o

We provide solutions tv support our customers in creasing a more meaningful, more gffserive and more humane .
Juture, Building on our unigue experience accumulated on the domestic relecammunicarions market and our
significant achigvements we work on auaining ayr goals, sacigfying the nseds of our customers and falfilling

the cxpectarions of our investors. The key ro our development is onr well-educated and commirted professinnals

wihom we ¢sTeen as an oulstanding vaiue of our Company.
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O nt Matdv (www.matav.hu) 15 the principal provider of talecom services In Hungary and It holds the nationa! cancagsion

o for national and interngtiona! leng distance telephony. Matév provides a brosd range of sarvices including telsohony,

o datp transmission, value-~3dded servicas, and through its subsidiaries is Hungary’s lammest mabile carrier and lsading
intermnet service provider Matdv 9lso holds a majonty stake in Stonabridge Communications AD contvoling MskTel,

' the scla fixed line and the Isading mobile cgerstor in Macedania. Matdv Hunganan Telecommunications Co. Ltd.

V wss incorporated in 1981 and privatized in 1982, fts majorily owner (58.43%) is MagyarCom, fully cwned

" " .' by Dautsche Talskom AG, Matdyv sharss were introducad to natlonal and international stock exchange dealing both

s in Budapeat and New York In 1857. With Itz steady and dynemic growth Matdv has creared significant value

a for milfions of custemers and for sharsholders.
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Letter to

Our Shareholders

DEAR SHAREHOLDERS,

Hungary's telecommunications market resched an impertant milestone at the end of 2007: full liberslization,
We at iviatdv have been preparing for the opening ¢f the market for several ysars.

In 2007, we successiully completsd our sight=year concession davelopment program launched when Hungary's
telecommunications industry was privatlzed, and in ea daing, created the foundativns for a cempelitive market, Over the past
gsight yesrs, we naarly deubled the numbsr of analeg lines as well s connecting nearly 450,000 ISDN chsnnels.

The Matdv Group however, has achiaved success beyond the regulated fixed fine markst In a fiercely compatitive
environment, we managad successfully to maintain our 16ading position in mobile telephony. Weste! closed out yet another
outstanding ysar Of the msny marks of recognition Westel receivad in tha industry, | will singls out ths most prestigious:
the Buropean Quality Award, which was presented in Luzerm. We malintained our market shars of mere than 50% in the
mabile telscommunications market in the faca of aver more sggressive competitors, and by the end of 2001, we could claim
an imprassive 2.5 milllon subscriber basae. Wa are canfidert that Wastel will continue to outshine its competitors In terms of
performance and will ratain ts leadership position. In Cecember 2007, we closed a transaction with Deutsche Telekom
that gave us the remalning 49% stakes of Waste! and Westel 0660, As a rasult, we are 100% owners of these two mobils
opsrators.

We also hold a leading position In the dsta transmission market, where wa incrsased the number of connactions to 15,000
by the end of 2001. We are also proud of the pregrass of our Internet business, Axelero, which has estabiished a leading
market position nat only in the resldentlaf market, but also in the business segment. in 2007, we more than doubled
the bandwidth of date transmission servicas provided by Matdv. This growth Is malnly dniven by our busgingss customers,
but we are afse encoursged by the growling demand emong resldential and small businass custerners. The number of
ISDN iines is rising and the faunch of ADSL services was Successful with approximately 6,200 lines installed.

In 2001, all of Mativ's lines of business delivered outstanding performance against intsrnaticnal benchmarks in terms of
qually, efficlency, growth razes and financial stability,

We schievad our major objectives and met or excaeded our key oparationa! and financls/ targets. Our revenuss graw by
a dynamic 23%, EBITDA margin exceeded 43%, reflacting boih efficiancy imprevemems In our businessas (partictiany
in the moabile segment) and the significant contribution of MakTel, We ars serving our fixed line, mobile and Internet
custornars at lower Incrementsf cost and manpower and at lawer levals of capltal expenditure. Yet, sceerding 10 market
research, Sustomers have experienced Improving quslity of service,

(o] We have put in place a new Group level mansgamant Structure to improva Company-wide coordination ang isverage more
effectivaly the advantages arising from cooperation between our lines of business. We have increased the Independencs

4 [Mstsv 2001 annusi report]
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in decision-making of gertain business lines, bn’maﬂly In the fixed line segment, but also made clear that thay sre accountable
for delivering rasults. In 2007, we placed incregsed emphagis on efficiency improvements. As 8 resuft, hsadcount in our fixed

line segment decreased by 17%, resulting in an increase in the linae per employee ratio to 316,

During the course of the year, Matév undsrtook significant expension steps. Matdv took the lead relg in the privatization of
the incumbent tefecommunications opergtor of Macedonia, Makedonski Telekomunikacll (MakTel, as a eamsertium fed by
Mardv acquired 51% of the company's share capitsl in g domestic expansion move, we acquired 100% ownership of Ermitel,
the focal tefecommunications opsrator of seuthern Mungary, which operates approximataly 81,000 jines. | em delighted with
the succassiul integration of these two news subsidianies, and with their financlal contribution to Matév's overall performance,
gs both companles deilvered rasults that exceedad our expactations. MakTe! alsc brings us 2,000,000 potential customere,
and Emitgl, 230,000, | would like to emphasize that with the MakTel acquishtion, Matdv has proven its abili& to successfully
axscLts its regional growth objectives.

2002 marks the beginning cf a naw era in Hungary's telecommunicaticns. The demands and market conditions ars now
the same for &/l business fines of the Matdv Group. We afl have to stand our ground in an ever-taugher competitive market
and maintain the leading position of the Matdv Group both In Hungary and the region. '

Our priorfty, from a competitive goint of view, is far cur customers to be able tc maks a conscious cholce. It is rare
that a company in g strong leading position has made this possible for its customers, aven encouraging them to chacse
berween various tanff packages. At this point, our tariff packages have over half @ milllon subscribers.

We are gware that the future of Matdv depends 10 a groat extent, on our ability to thrive in the newly emerging compstitive
anvironmant in the fixed ling sagment. We start with & strong foundetion for success here! our preparaticns have been
thorough and complsts. Retaining our custemers and giving them moare efficient service are our top pricrities. We know
that the name of the game Is custamsr satisfaction and quality service, and ws ars detarmined to deliver,

What we startsd in 2001, we wifl complete in 2002, Qur customers both In the fixed ling and mebile segments, sxpect fast
and permanent internet connection. We intend to make tha new GPRS bassd products and ADSL the major market launches
of 2002,

The conditions oriving Internet usage will further improve in 2002. Internet tarifis are Jower and broadband access iz
spreading fast. It Is the task of Axelero te capitalize on these opportunitiss and give new impetus to Internet growth, while
popularizing the concept of bundled telephony and Internet services., ‘

Weste/ can look forward to another year of strong growth driven by intensive merket axpansion, perhaps the last yesr
where growth will take this form, In spite of increasingly sharp compethlon, we are determined to acquire new customners
proportionats to our market sharse. In 2002, we will placs equal emphasis on maintsining market share and on Increasing
Westel’s prefitabliity.

Finally, let me thank you, our shareholders for your trust. { would like to assure you once again of our maximum
commitrant to growth and Opsevational excelsnce, and of cur datermination to create increased value for Marév's
shareholders, both In the rapldly changing dornestic market and through the exclting reglonal appertunities avaiable to us.

Yours slncf&rs/y.

Ll

Elak Straub
Chslrman and Chlief Executlve Officer

[Merav 2007 annvs) repert)
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Senior Management of the

Matav Group

The Matdv Greup, having reorganized lis aperations aleng the key lines of business according to strategic goals, set new
guidelines regarding ts management processes effective from January 1, 2002. The heads of Lines of Businass (Busingss
Salutions, Residantisl Servicas, Internet, Moblle as wsll as Netwerk Systems) together with the Functional Argas heads
(Chief Officers Strategy and Internatienal, Financial, Human Resourcas and Legal, Services and Logistcs) and ied by

the Chief Executive Officer make Joint decisions In the Management Committae regarding the entire Matédv Group.

ELEK STRAUB CHAIFMAN AND CHISF EXECUTIVE OFFICER, CMAIRMAN OF THE MANAGEMENT COMMITTEE

EA H ¢ din st Btion B (ha Busitned) TEohRICA) Unveraiy. He wontod os Hoead of 1Y Qagnitemant a1 the Minizlry of Labos 0 1570-134¢,

Fram 1980, ha 5orvag nd Hodd of iT Oiizien, laver Yice Preg:ciant af tho Centrof Otfiea, a0 Tonr Advises Maiding dho IT Davelaament Comemitten of Hunganan
Bovemmon. In 1850, nc pecame Cauntry Ganoral Munagiy of IEM Hungary. He wes appolnted CEC of Matbe 89 of JUly 17, 1585, Me Aax Sags maemdes of Motdy's Soord of Direciern
fe) 2InCo June 7. 1995, and Chaimman of the Bosrd $ived Januery 31, 1398, Chaiman of ing Manegz G Inoe ginGe 14, 2000,
DR. KLAUS HARTMANN GHIEF FINANCIAL OFFICER, DEPUTY CHAIRMAN OF THE MANAGEMENT COMMITTEE

{40} M grocuRies In Sconomiss 1S At & ARG Bnd n MEA. e wored Kr Atkur ANDOraen in, Gammyey, and o2 ooauror and cperacionel condolier for o subsiaiary of the D12 Grovp
Ho joined Doutsche Toleker in 1906 a5 Manegss intornalonal Sag/ts! Mtmaid. and cecame Corpomm Troosurer of Giodw! Cne, 3 kin) venurs of DT, Prance Yhecom and Sadng in 1887,
Mo ratumed s DTS Huodouaners in 8ann, aating ae Senier Aovider 16 the &3, in ReaT 2000, Ho was evess memdar of Motav'c Board of Qiractars on Dotodar £7, 2000 and appointed
Mativx CFO 83 of Novermbiy 1, 2000 Depury Chalaman of she Menegemani Camminoe pince Nevombor 14, 200G,

HORST HERMANN CHIEF STRATEGY AND INTERNATIONAL OFFICER
'm g jolnext Dounsane Teiokom 3 Ar; aporalomy manager In 1870, tn 1999 ha jeinad Coutsche Takiearm Hoddoudnery. Compersis S1atogy ond Rogularery Folicy, Arem 1254 na waz
Amalsam Mzmaging Blrosior for Sutineas Develoomant ind Rireaso i1 OT's rogionn! Medaugoes In Singapors. Fram 1996 1.0 wag rozocnsion o Siratugie Flanning # o Sonn
Haodgunrors agsin. s ADAl 1858 he jolred Maidy, in chargs of Sronegy ond Susinast Ddueioamont. On Janvary 1, 2802 no wis Jromoted (o Criaf Seutagy ond intaenatioral Giicer,
saing 2 ¢ o Partfolle §no MAGV'T Gruu pokcy én £2Aient and mecd,

DR, TAMAS PASZTORY GCHIEF HUMAN RESOURCES AND LEGAL OFFICER

140) A grOCLAIG I iDw Ang BrgarIotian cngineeing, A joliad Ine Hurmanan Rese in 1985 and since 7980 wonrad in vorious paMDng in Ina human resourset ares, From 1030 no was

Matty's Dirscrar of Human Assoursos Davelapmant ¢ad has Semr. Mac2nsiN0 107 MalAY'® AR and arp 3 CUVTIIOE Sver 5inGa. ~a wi apPoinied MaIdv's Deputy

Chinl Ditices In July 1558 snd Cnier Human Resgiuwens ond Logal GMifcer s of Arbndsy 1, 188G,

6 Imatdv 2007 annval report)
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o LASZLO BODNAR cHItr SERVICES aND LOGISTICS OFFICER
ACTING CRIEF OFFICER. RESIDENTIAL SEAVICES

(B3 He Giared nis 0oroar with Elok Dresd WkilaR! im Budy cn joined the Nungannn Fot whars ne mansgod regona! takioommis
PERNONG caveanment. From 1588 to 1690 ha wag Dirogror of Hungandn Fos) in Baprea From 1990 3 1992 he wee Ciractor of Maniv s
Bapron Dirmciorode, in acchien he managed Matlv's Sraanizalond! rELLCILING BrQ/e0! i 19581588. in Jn;zmry 1009 he socoma Civossar of
he WOST Hunpry TaChnIoG! Diroctosmip and as of vereh 16, 1999 he waz sgooinrec Maciv's Chiof Logisiics Grfcer, Rrom January 1, 2005
he iz Shinl Servicss and Logisves Ocor and Aqung Chiot Orfisr, Rosidantial Sorvizes.

MANFRED QOHL CHIEF TEGHNIGAL OFFICER, GHIEF QFFICERA, NETWORK SYSTEMS

(54) Hs managed Gperaton and M of In; BN Jatellirg tranzmitaien 3ytiems &l Osutsche Tatakom unti 1564

Atsmrworcts e waz regional drector 1o planning . 6D and of RS, Ao 1552 Mo wad reaponaitio for

ROTWOrk raCCASTAEIN In Sastom Gormeny avp weil a3 knvgarmentr. of thw technical division, From 1855 ho was Moad of tha Taohnics/
Dbwciorntn of Doutscne Taiskam, We Jolnod Marsv on Janudry 1. 1858 o5 Chiof Rahaladl Offfns From Joousry 1, 2002 ho ia Shis! Sllices,
Norwark Sysroms,

ZOLTAN TANKG crisr OFFICER, BUSINESS SALUTIONS
{64) A Busagmer Thohmenl University greduale in slactteal enginearing, na worked iram 1980 33 comauter dovaldamon: enginasr in Suotposy
Riciorehnisd Gyde, ang fram 1982 in iddsaym Gydgysrerdn Gydh Aram 1584 he nokd waAous posivans A MOSTonschnlka 0Ad was promered 16

Wgo Prosidont In 1687 and Chisf Oizer i eharga sf ipiocemmunieotions b 1900, Ha jamed M8ty in Fanrsy 195 e Simcrer of Surress

[+ and was 0 Onief So/os Oicer o 7B comneny e5-of Jemuaiy 1, 2000, From Januasy |, F0CE ho 13 Chia!f OMaer,
Bupiness Soiutions.

LASZLO DRAJKO GCHIEF EXECUTIVE ORRICER, AXELERG INTEANET
34 Hp FdRRY in tlsctizol onginatring at i Bucnpest Techriow University In 1557, Hs Stes! nE cares: Bz natwork enginesr &t KFKI nesearch
instiwte for physics. in 1892 no joinod Nowoll Sraps 10 Dilesaidor! 03 praduet manigey later ehannal mondper Ios Contel andt Ealtird Exeoe and
from 1959 a2 Mareging Qrucior of Meved Mungnry in 1586, ne cecame ganerd! manager of Campag Comaubar Hungary, fator Goneral Managor
Aot Davslopmant of Comag Campulér B0G in Munlch, Geamony. From 3000 b hes tamn SEO of Aerdvnel AL Mwm 8007 undor & rewr
DR AXeNNG InTRInet

ANORAS SUGAR CHIEF EXECUTIVE OFFICER, WESTEL MOBILE
155) Mo grecuniod In Dlastieni orginasdeg wt e Sudacas? Tashrico! Univarsfly, Na xiarte Wy corer as ceveicoment anginesr
ar e Slecvomecnanikal vilbist Fram 1874 he orvod At Hungay's Minlamy of Rysign Trogk. in 1980 e Dacamo DaDuty Cormmont)
Coungosor af e Commarnll Socuan ol Fungary't Embaxxy in Mew York, in 1582 hm cacama Deauly Seners: Dimctor cf mtsrcocmeration Rl
From 1586 ho wao Doputy Ganoro! Managos of Tranasiahuo AL Id 1001 ne boeomd Cenerd! Monager of Wbl lel AdaiSieintan Kir

g 21 sden CED of Warrat Asesli Rx. from 1890,

- Sepror Mansgomont of thg Margy

Group {from Isft o righy

LASZLO BOONAR

Chief Services snd Logistics Dificer
Azting Shinf Orficer, Asaldental
Services . .

DA, KLAUS HARTMANN
Chiaf Financsg! Officer

Coputy Chalrmen of the
Managemeant Commutran

DR, TAMAS PAS2TDBRY
Chesf Murman Rezcurcos ang
Legal Officor

BLEK STRAUB
Chairman ang

Chief Exacutivs Officer
Churman of tne Monagament
Committao

ANDRAS SUGAR
Chiat Sxocutive DMcsr,

" Viagtes Mobite

MANFRED OHL
Chief Tdehmeal Dfficer
Chist Officer, Netwerk Syatems

ZOLTAN TANKO
Chigf Offices, Business, Soiutlonz

HOAST MERMANN
Chraf Siratagy and
Intermatronal Otficor

LASZLG 0RAJKE

. Chat Executive Officor,

Axeloro intornel
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DR,

ELEK STRAUS

57) A gradunts in elacirical enginsering and business adminiztraban, he sorved ag Head of /T Department &t v Ministy
of Labar bn 1970-1980. From 1980, Fe was Maad o IT Oinsien, fater Vice Prasizent a7 tho Central Stsfistical Offce gng
Governmant Advisor, headlng the T Develapment Committes of the Hurgaran Govornmant In 1980, ha becams Country
Gangrsl Marager & ISM Hungary. Ms is Shiel Exacutive Qtfieer of Mstdv aines ey 1585 and Chairman of s
Mansgoment Cammines sincs Novembar 2000. Matdv's Dlimcter 8inco Juna 7, 1895, Chdrman ¢f the Soand of Diciore
zines Janussy 21, 1886,

CHRISTOPH M, BALDUS

{45) M Folas & Masters degres in Elsctrical Enginsering and Busingss Adminlstration rom the Techaics! Univerzity in
Munlch. He has hold various Interaational mManagement pssiiona in the IT industry. Al kast he werked for Platinum
Tachnelogy inc. 82 Menaging Diractar in Germany 810 bafors tha Ao was Birecior 3¢ Outsouring Management Sevvicee
of Digil Equipment Corp. m Swizerand and Member of the Bosrd, Ho jained T-Systems intemationg! in 2001 az Samer
Eracutive VIcd Prazidamt 1y Cantral and Easten Eurese Ma@iv'z Director sinoa Aol 27, 2001,

DETLEY BUCHAL

(56) Ma fholds a ow degres, Aftar havmg held varicus mansgement positions In the banking Induay from 18783,
18 Joined the Board of the GZS Garman Surseamd- und EurochequerZantrals i 1983, in 1582 Ao decams Chalrman of

the Boars), anmarily mepongibla for ziratagic pianning, marketing and gafes, Fram 1898 he wes Mambar of Dautsche

Taiskem’s Soord of Mansgomant, rezpenzibic for Proouct Marketing. From 2001 e is Supervisory Sasrd membes
Matdv's Diracior sinco Octabar 37, 2000,

SANDOR CSANY!
(45} Ho gradhated In finance and azeounting In 1974 snd holds & univarsfty dagree sinte 7830 and a PAD in nconomics
ainae 1586, He /s financial economist, certifed price analyst and chansred accountant. Me started hts coreer at the
Ministry of Binance and later served at tha Ministry of Agriculture fram 1983 as Head of Soction, Frem 1985 he was
Head of Depariment at Magysr Hitalbank and In 1888 he decame Depuly CEO of the KEN Bank. Hs i3 Chalmman
and CEQ of tho OTF Bank zinca 1992, Matdv's Director sinoe Apn) 27, 2000,

GYULA GANSPERGER

(98) Ha gradystod in finance at tha Budagest University of Esonamics In 1986. After having served az chigf accountant
m sevava! iz from 1987, ha dacame owner and Menaging dirscter of Texcry Tax Consultanie and Accounting Lid,

in 1550, We served az Mambsr of inc Supervisory Boary of ARV BL, Mungary's Stats Privatzstion and Aszat
Mansgement Cempany, from 1985, Me was appemied Cnalmman and CEQ of APV Rt in 1558, Ha.k2 CAsirman and
acting OL0 of Budspaz! Airsort Rt tram 2001, Metdv's Director sinea Oetobsr 27, 2000,
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FRIDBERT GERLACH

{44} Afror his graduaticn in talscommunicabans ar ASShen Universily m 1989, Ao stsyed thara o work as an sketrics!
snginder and, dusng thet tme, comaleted N& studiaz in businazs administratian. From 1987 he hald savers) marage-
ment pasions within tne intarnational division of Aleatel SEL AG in Stuttgart, Garmany. He workag aa dirsctor for intes
Atoral folnt ventures 8t T-Mabi fem 1997, He joinad Dsutsane Toiskom in 1689 3z Vico Presidant Rogianal Bulldur
and intsgraten in 18 A8gIan Central and Bastarn Suropq and iMiddio Bast. Matbv's Dirsator simce Agnl 27, £001.

DR. KLAUS HARTMANWN

140) Ha graduated in economics and holds 2 PhD and an MBA. He workes for Arthur Andsrsen in Germany,

and laror for the BICC Group e trassurer and operational controlias He Jolnod Deutscha Telskam in 1358 as Manager
Intemational Capital Markols. and becamo Corparate Traasursr of Giabal Ona in 1897, in Aon! 2600, Ms metumad ©
Qoutsahe Tolokom s Sanfor Adviger ks the CFO, Ha whs gpgoinisd Ma-@v'z CF2 and Deputy Chatrman of ie
Mansgement Cammitiee in Novempar 2000, Mawlv's Director zinca October 27, 2000. »

FRANZ X. HIERGEIST

DR.

(B0} e workad for Dautsche Bund! t T I Enginaoring Centsr from 1988 in the fleld of carellile
communieatians and iong tom cludkes. From 1876, he was resncnsidle 197 (8leSRans Servicas and opemtions
and nationai saotalfite projects al i Mimistry of Fosls 4Ny Talpcommunicatians in Bonn. Mo & Excutive Diractar,

Demostic Netwerks, Flanning and Syztems at Qoutzcho Tol s ! Dlr
Matsv's Diractor sines May 20, 1994,

MIMALY PATAI N v
(48) We Jeinsd the Natonal Bank of Hungsry In 1876, and the Flnancial Resasreh Inztitute In 1978 From 1882 he ssmed
AT the Ministry of Financo as Oivision Chisl. In 1986,-18 dacame Chatrman ¢f tha Board at Qenerat Sanking and Trust Co.
From 18885 he warkad for [he World 8ank end IFS, and fram 1853 for K&H Bank 82 Executive Directar Ms bacame
Chairman end Chlof Exaoutive Offioar of Sudapest Investment Intemationa’ and larer of Alllang Hungéria lnéuranco Co.

In 1888. Matdv's Dlracter 8inse April 28, 1398,

MATAV’'S SUPERVISORY BDARD

Br. Ldzzld Pap, chaimon
Hang Albert Aukas

Dr Merted Bal2

Dretar Cazgonsill Gydrgy Vadu

Or. Gdror Gormus Potsr Yarmes
Janchim Kregel

JAZBEF £2A8 6, reslacred 1o e Supervizory Boord on Apnl 27, 2000, &S rasigned from tis poshion offsctive Dscamber 31, 2007,

[Motdv 2007 annusf report] G
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exposed te competition. The new Act on Communications that entered into force on

SMOOTH PASSAGE TO THE LIBERALIZED MARKET i
Matav has been prapanng for years for the real testing in a fully iheralized Hungarian 4
telecommunications market. 8y 2001, nearly halt of our revenues came from aress 3

_Jl

Decamber 23, 2007 brings new elemants for custamears grimaniy in the fistd of fxed volce
talephony. From now ¢n, customars can select savice providers for their lang=dlstance
and Internaticnal cells, Already befere liberalization, the number of fixed lines was
surpassed by the number of mobile phones so liberslization did not bring dramatic
changes for custemers,

o

e TP, Yy

oreparations we made
& aompatitive star

Ia the tborailzed mamst MATAV GROUP: IN A NEW STRUCTURE
In anticlogtion of future changss, Matdv restructured Its corporste reseurces In 2000,
to shift the emphssis towards the significant growth potential areas and in 2007 adjusted

L

the structure of the Group to match those changss. As a result, a fuil-scope and

Lt BB L et P2

&

coordinated Matdv Group cffaring the entire range of telecomrmunications services rmet

- T agia

customers at the beginning of 2002, In the transformed structure egch line of business

Tho now Group Strusturs earries out its activitles Independantly, In line with the requirements of ite own market
th etrate; : . .
w'g:,;,f::m:: ,z but coordinated at syrategic level,

sharehe/der wallo increazs,

THE MOST PROFITABLE COMPANY, THE BIGGEST INVESTOR
Matsv continues to hold 15t place among Hungary's companies In respect of after-tax

profit. It also tops the list in terms of opergting profit and prafit before tax and It also has

the fargest revenues amaong the telecommunitations companiss. Over 10 years of its
operatons, It has invested about one theusand billion HUF = calcuiated at the value when
the Investrment was made - in natwork development and modsmization. With this figure

i P e s SE R R N Ol T ) S A P

Marsv noigs 13¢ placo

smong Hurgary'a Matév heads the list of Hungarian cornpanias In terms of capital expenditures,
companias in 8 s 4 key
linge OF busingss,

CUSTOMIZED TARIFF PACKAGES
In 2001, we Introducad numerous new tarlff psckages, tailored to the requirements of
beth resldential and business customers, By offering the genersily affordable Bézis
and Minima! low user packages, Mstsv meers lts obligations also as a untversal sarvicas

=L APPSR S

provider. With Bénusz complementary package customners frequent long distance calls in

a cost effective way., Qur Kantroll was the first prepaid package introduced in Hungary's
fixed line telaphony, with no manthly and call setup fes. The Csevegl package offers

From 2062, & caordingicd

Matdv Gravp offertng significant discounte for users frequenting longer calls. And businasses are able to ;
e Rl ranga of telecam . . . A
sevices mests cusomers, aptimize their telepheny costs by subscribing to our Ritmus packages. ;
r: .
i
d
1
3
J
4
)
4
o .
10 [Matsv 2001 annuet ropare]
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THE TELECOMMUNICATIONS MARKET

1S NOW FULLY LIBERALIZED
Pursuant o the Act on Communications enacted in June 2001, December 23, 2001
was the offlclal date of full liberalization ¢f Mungary's teleccmmunications markst.
Fixed line voice tsiephony was the fast segment of talscommunications to be opened
o competition. Users can select, efther in an agresment or on a celi-by-call bssis,
service providers for their long-distance and internationsa! calls from amang
companles that have made network interconnection agreements. Tha libaralized
Hungarian telecommunications ssctor offers the same services as any sdvanced

. Market coogeration to bonefl
] consumare: Matdv conchudsd i market econemy so this market stands as sn axample In our region.
i fret network lntarcnnection
sgreemant in December 2001
THE BEST PERFORMING ECONOMY OF THE REGION
Despita an overall sfow-down of egonomic growth, the Hunganan economy shows
the best perfonmance in the Central Buropean region. In 2007, Mungary's GDP grew by
3.8%, which Is twice the aveérage growth rate of the Euro-zone, The number of
unemployed reached the iowest paint of the past ten years in 20071: in fact, the 5.6%
. . unemployment rare was mors than 2% lower thsn the Eurcpean Unlon average.
P Toftét n eklk’ . The EU's regular regort published in Novembar 2001 describes Hungary ss s stable,
§ ] functioning marketr economy with 8 selid macro-economic situation. At the end of
g Our walcome o maficet the year the intemgtional credit raning sgencies confirmed Mungary’s rating

7o

5% compstitian: the fnal winner wil .

P corminly bs the customer, in the catagory recommended for investment,
£ B

\\ﬁ

MATAV WAS WELL PREPARED FOR COMPETITION
Matsv waited for and urged the opening af the market, as competition is nothing new for the company. Matav's-
exclusive concessions in the fixed line voice market have expired, but we have been agaping ourselves to he -
challenges of open markets for a long time as, with the exception of the fixed line voice services, competitors- have
been sppearing an the market sinca 1933, By mid-2001, fixed lina penetration in Hungary was surpassed by mobile
penatravion. Liberalization only opens the market in the fast segment of telecornmunications - in fixed line voice

), services,

LEADING POSITION IN ALL BUSINESS SEGMENTS ‘
Matgv can start from a Tavarable position In the first yesr of the liseralization, The companiés of the Group have
acquired leading positions in the moblle, Intarnet and date cemmunications marksts where cormpetition hes besn
fully-fledgad for years. In 2001, about 50% of our ravenues came from services provided in a competitive shuatlon.
And in fixed lins telepheny the Matdv Group Matdv and Emitel) hald ever 80% of the markat on the eve of market
liberafization. But competition actually started esnier on the markst of long-oistance and international markets
as moblle companies have been putting up competition to fixed line services In these aress for quite a leng Yrne.
The choice of service provider is nothing new in the fixed line markst efther, as Voice-overIP International calls

have been available since 1999,

[mstiv 20071 annuval reper:] 3
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Weste! 22/ gption
compiated: 100% Matav
cwngrahip ef the meblls
Businass kine contributcs
to Grewp suocesz.

Our Strategy

MATAY GROUP: A NEW STRUCTURE
As 3 rasult of the organization transfonmstion anngunced in December 2000, the refocus-
Ing of Group operations was completed by the and of 2007, with the aim of adjusting to
the new economic environment, to changing consumer habits, te the advances in tech-
nology and 1o the challenges of the liberalized market. In December 2001, the Board of
Diractors approved the new Group rmanagsment structure which promotes the aftainment
of the strategic objectives and the Implamentatian of succassiul business activities by
ensuring efficient operation. Matdv's strateglc management Is performsd by the Group
Centar. The central ﬁ;naﬁohal aress carry out the general strategle managemant and

decision suppert activities for the entirs Group. The network systems operate the fixed

network infrastructure for the lines of business actually providing telecommunications
services. The central service units provids specific services for Group busingss units
by taking advantage of the synergles within the Groug.

LINES OF BUSINESS
The new structure rests on four strateglc growth areas of the Group: businass soluiionsi
(iP-based and data cormnmunications), residentis! fixed ling services, moblle
communications and the Internet, Similarly to the moodel which Deutsche Telekom
succéssfuﬂy implemented in g competitive market, four lines of business constitute
the basis of operations within the Matdv Group: i
® Buginess Solutions
® Residential Servicas
® nternet
® Mobile
Thase lines of business rast on an identical seope of sctivities, they pufsus Indepsndant

business activities In hémjony with the sfraragfcv objectivas and expectstions of the Group

and on the basis of the strategic guidelines of the Group Center This new organization,

which copes effectively with markat challenges, derlves additional strength from its

‘synergies. The various lines of business can operate more effsct!ve/ybin eooperation ' -
" and ¢an be mors combetiﬁi/s in their own markst. ' '

TAKING CARE OF OUR VALUES AIQD CUSTOMERS
Matdv is beginning 8 "naw life" also in respect of its fixad line network by exp.shding‘
broadband services and renewing marketing activies. In the rapidly chénging world
wa cantinue sesking to make oplimum usa of aur network infrastructure, tsking
_ sdvantage of our market position, so as to ensure the rsturn of investments rmade over
ahumber of years. Matdv wants to keep Its residentia! custorners as well as Its business
custorners so we are developing oatimum tariff and service packasgss for each target group.

]4 [Matdv 2001 snnus! reccrt] l . R
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Management Model of the Mativ Group

SUCCESSFUL INTERNATIONAL AND DOMESTIC EXPANSION
Geographic expansion Is an important element of the new Matsv strategy. In the framework of this strategy we have
suceesstully Integrated into the Matdv Group two new subsidiares. In January 2007 a consortium led by Matdv
acquired majority stake In MakTel, the incumbent telecornmunica tions operator of Macedania and MakTal has
become the Group's consoligated subsidiary. The acquisitlon of MakTel has made it possible for Matdv to become
an international telecommunications group. In another step of its geographic expansgion strategy Matsv has
purchaged the remaining 50% of Emitel Rt and in July 2001 Emital was alsc Integrated in the Matdyv Group
as a wholly-owned consolidatad subsigiary. Emitel Is a ragional carrigr of residential and business telecommu-
nications services in South Hungary. ‘

16 (Ma(sv 2007 snausl roport]
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BUSINESS SOLUTIONS

RESIDENTIAL SERVICES

INTERNET

MOBILE COMMUNICATIONS

INTERNATIONAL SEGMENT

E-BUSINESS ,

HUMAN RESOURCES AND GUALITY MANAGEMENT
CORPORATE SOCIAL AESPONSIBILITY
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Business Solutions

MATAV LEADERSHIP IN DATA COMMUNICATIONS
Matdv holds the leading pesition in date cormmunications, § liberslized competitive market for a long time.
With 81% share, Matdv continues to lead the market of businsss communications service providers previding the
Jargest bandwidth for medium-size and large businessas. Matdv serves the majority (51%) of the entira data
communications market.

MEETING CUSTOMER DEMAND
In an effort to offer efficiant and high-quality customar care and fast response o any demand, Matdv has been
keeping conact with s key customers exclusively through personal account managers since the spring of 2007.
Through our personsl sccount managsment activities, wa fearn and understand the expectstions of our partners
and serve them with customized solutions, We sppsar before our customers as a communicaticn partner offering
camplex businass selutions of reliable qualizy. The Integrated structurs of business lines whhin the Mstév Group
helps ensure success in the liberalized business communications markess.

MATAV ADSL

Matdv’s broadband ADSL (Asynchrencus Digital Subseriber Line) service provides lightning-fast Intamet aceess.

The new sofution providas several hundred kilobit/s connection for users an the existing fixed line network,

For @ monthly fee, customers can use the service up to 24 hours 3 Cay. In 2001, Budapest and major cities wera
connscted to the sarvice. The great sdvantage of the -mchﬁo_logy. beyond the low costs,
is that subscnbers can access with it several nternet service providers or the jnternal
network (LAN) of § business. Matév offers the Service for partner carrers as Wholssale
Fast Access and for business customers the BDSL (Business Digital Subscriber Line)
service is previded by Axelers.

NETWORK EXPANSION ON 8.5 GIGAHERTZ

The firss phoze of In June 2001 Matdv won the right to provide services also on the 3.5 GHz fraquency.
the broaopand Imarmot
access dackbony namwork With lts valve-addad services provided by using this new technologital solutlon, Matav

for Unjueraiios was

targets pnmarily medium and large business users. From 2002, ISON, ieased fine
and IP-based services will be avallable si3o through this wireless microwave network,
This cellviar system, similar in structure to mebile telecommunications systerns,

can be instalied much faster than earller systems and its cepscity can be expandesd
very fiexibly. Matdv plans to use the 3.5 GHz system mainly In Hungary’s regions

so flrst services on eur 8.5 GHz network ara o be launched in Szeged.

OPTICAL INFRASTRUCTURE FOR EDUCATION AND RESEARCH
On a contact with the Ministry of Education, Matédv established a high-speed data
network between six universitias (Mlskole, Debrecen, Szsged, Pécs, Veszprérm, Sopron)
and Budapest in 2001, Now, Mstdv is establishing a nationwide natwork on its existing
infrastructure, by using the 2.5 gigabit/s WD (ave Division Muftipiex) aptica!

We respond By enhaneing
bandwidth growmh 12 technalogy, a novelty in Hungary. All Hungarian universities in turn will use this
rmarkst challanges of dala ) )
communcations, transrnigsion selution to link to the pan-European research and education network

{GEANT) with Matav proviging that connection, teo.

18 [Matsv 2001 annvai report]
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SYSTEM AND APPLICATION SERVICES

Matdv's Business Solutions is based, in additicn to Matdv's business communications
activities, on tha inforrmation technology and system services of Matdveem. Mardveom
continued 1o be the number ane player of the private branch exchange (PABX) markat,
while It hes acquired considerabie market pesitions alse in the fisld cfi}vfannarion
techniclogy. Matdveom sntered the spplicstion service praviders' (ASP) market In 2001
when it seld Its first application service packags. The comTr@ck satellita navigation
systemn, expanded with naw serviess in 2001, tracks the movements of almost 400
vehicles and communicates via the GSM network data en thelr locsilon, speed and

direction of movement. The systam, accessible through the intarnet, can alsG Be used for

secunty monitoring. Cerdnet, another Matdv Group member, is affering for retall
businssses the CardMost werminal management appliestion lor 1asks connected with
card accepting equipments (POS terminals).

Matdy cwhg

an iamragtreiure iat
guaranteas iha ratenticn
of sur compstitive ddge.

(Mstsv 2001 annual report]




~ Residential Services

ety

CUSTOMIZED TARIFF PACKAGES
The sfforcablilty of communication solutians Is 8 crucial issue fer custorners. Fram 2007, Matdv is offering service

T

B

packages developed te the users’ needs, Bazis is the regular subscription package while the Minimé! low user

PR

package is advantageous for customars whe want to be accessible. The Bénusz tanff packsge saves costs for
e customars who frequently make lang distance calffs. Tha Kentrell lariff package /s anather novelly as Matdv’s first

prepald package withou! monthly fee snd call set-up charge, Charging through automatic teller machinas is also

gvailable for custorners. The Csavegd is Matdy's first package that rewards with giscounts custemers who llke

e make long telephens calls. The Ritmus tariff package offars significant cost savings for business subscribers.

ISDN
Do-Rt-Yaurself ISON was one of our 2007 innovaticns: subscribars only have 1o mount an ISDN wall socket to anjoy
the banefits of the service. Users ean send and receive any cembinatlon of voice, data, text or image at high speed
and quality through twe or more dighal channels, In adeitien, they can aceess the full range of call mansgement
services. The number of calls recelved grew by up to 30% in homss that have an ISDN connaction. This means
significantly mere calls reach customers using actually two lines through en ISDN charnsl, Thanks to our successful
markeating sctivities. the number of ISDN channels increased by 47% to 448,000 In 2001, amounting to 15% of
8ll fixaed linss.

| NEW CALL MANAGEMENT SERVICES

in 2001, a new color, the Volce Mail SMS, was sdded to the palette of our call managerment servieces, Subscribers
get an SMS neticg on their mobile phone of any new incoming volce mail message. Another novelty of 2001 is

the Osszhang package which contalns five cell mamagement gervices. For users of our CCBS (Comgiation of Call to
Busy Subscriber) service, whenevar they call a busy number, the exchangs will automaticslly redia! and set up

the call when the lina becemes available. Frem 2001, the Barango!é prepaid international calling card can also be
used to make internatlonal outgoing and 1P-based (VoiP) calls. The growth of the Intarner prompted Matév to launch
the Direstory Assistance Plus service mginly to assist users who need information from the Wab such as e-mal!

20 [Motée 2001 annual report)




and web addresses, advenisements and sny special knowledge from various
astabsses. Mstdv launchad the Jelmondé service for deaf, hearing and speech
impalred users alsec in 2001,

We convires cur
customars thae Matdv iz
. CUSTOMER RELATIONS . a valus-croating, professional
and carlng partnar,
In 2001, Matdv Pont shops moved into high qualily and frequented premises
(o} in four cities. These operations completed the fullsscale modernization of our

retail shee netwerk. A research camied out by sn independant ecompany in 2001
found that the new Matdv Font shops rated on average 88+ on the 100-degree
scale, which shows that our customers are highly sstisfied with our personal
® ‘ ) L custemer care efforts. The 1212 tolf-free nationwide call eenter service recelves
and handles some 20,000 customer raquests monthly on average. in 20071,

we intreduced the online faulr reparting service for customars, acesssible on
Matgv's web site.

H . - The impormance of cus
. . CABLE TELEVISION SERVICES ’ rsumnslsu’::m?;::w

compenive suaton,

At the end of 2001, Matdvkdbe/TV cecupied the second place in a muiti-player
cable telsvision marke? with over 300,000 subscnibers. In 2001, the company
established broaobsnd networks when integrating and reconstruciing its local
neiworks. in the summer of 2001, Axalero launched lis Kébelnst Internst service
on MatdvkdbelTV's broadband network in & nurnber of Budagest and regional
districrs. Kabelner was aczessible to some 50,000 kamss by the end of the year

7 L i

ity S : e kK
"Eujicy 2k Z v ISONT Nandl - )

Migh epesd and euality
‘ ISON channels contiriued to
‘ shew strong growtt, ip 200),
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" Internet

AXELEROQ: A NEW BRAND

In 2001, Imternet servicas were sssigned an outstanding rele within the Matdv Group. Our gosl for the Internet line of
business is ta provide the full range of sarvices satlsfying the highest quallty requirements in every markat sagment.
A new business line structure focusing on resldentis/ services, corporste electronic commerce and oniine contant
provision has besn devaloped, the customer care system has been streamiined and we have lsunched new produets
and services. As an important step of this process, the Imterner service provider of the Matdv Group sdopted

the name Axelero In May 2001 and continued lts activities with a new Image. The new name exprassas the primary
strategic objective of accelerating the growth of the Internet. Axelsro offars the Intemet as a lool of everyday life.

In the long tarm, we ars shaping the image of an imtemationally succaesstul provider of customer friendly ssrvices

" In the global world of the Internet, ;

STRONG LEADING POSITION IN THE INTERNET MARKET

Axelero has won & sirong positian i the Intarnet services market and has bacome tha markst leader in the residential
and the businass segments alike. Axeloro is charactarized by balanced growth, in 2001, the company ingreased its
customer base by 89%, which means more than 138,000 subscribers. It holds g market leading 44% share in the diai-
up Internet market and 50% in the ADSL broadband sccess market. Ameng the Hunganian portal sites, Orige, offering
content, search engine and e=-mail services, continues 10 lead the market also regarding the number of sessions




and page impressicns. In Iste 2001, the the site counted on average 445,000 vis/tor sessions
dally with 1.9 million average page impressicne daily. The number of registered Freemail ussrs
more than doubied to 870,000, Axelero Is the best-known namse In Intarme! sarvice market

for ali businass cetegories. On the basfs of subscriptions Axelero holds a 44% slice of the
business marker.

NEW RESIDENTIAL SERVICE PACKAGES
Axelero has developed Mungary’s widsst residerbal Internat service portfolio from the NetQuick
prepaid access to ADSL Its products and services are avallable ar over 500 points of sale,
which comprige, in addition to Matdv Pont retail shops, an extensive network of contractsd
partners. Users of Axelera's Kombi service packege launched in June pay the same rate
for access at any time of the day. With the Jaunching of Its ADSL Otthen package in February,
Axslaro was the first in the markst to offer broadband Internet sccess, The NetGQuick package
introduced in May was an upgraded version of the well-known service: customers can purchase
Internat sccess with gn e-rmail address enline and can alsg recharge the package. The range
of servicss offered by Crigo site was axpanded with tha May launch of Career Center
whh the offers of the blggest online employment agencies.

BUSINESS INTERNET PRODUCT OFFERING
In May Axelero as first in Hungary's business Internet market launched
an ADSL service under the nama BOSL. The broadband BDSL packsges
satlsty any Internetre/ated demand of small and medium size
buginesses. The ADSL Professional package launghed in Degember
2007 was targeted mainly at small effices. The Webbolt and Webstand

Internst storaz can marisge ail e-commerce functions and can be set up
gimply by leading with catalogue data. With the halp of webED! senvica
and the e~marketplace, Implemented within the framewark of
Markstiine.hu, companies can use the Internet to carry out anline

coopenation and alactronic document intarehangs with their suppliers.
Axelers hsds both the
NEW CHARGING MODEL FOR ISPS e e e
Martdv reached agreements In 2001 with five Internet service providers '

holding 80% of Hungary's user rnarket on the raverse chearging of dial-up

Intarnet aceess. This means that customers pay the telecommunications
charge for the use of the Internet not to Matdv but to the Internet service
provider. The sgreements give the ISPs greater libarty to develop new,
also prepaid, Internat packages and to expand their servicae rangs.

A prirmary stratagic
cbjogtive iz

to agosicrato tha growih
of Internet vsaga.
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Mobile Communications

STABLE MAJQRITY SHARE ON THE MOBILE MARKET
At the end of 2001, the numbear of motile subsgribers of tha Matdv Group excesdad 2.5 millien, or 25% cf the rotal
g population. With its 2001 performance, Westel stabiiized Its above 50% market share, The company could boast
a market leading position In an increasingly competitive GSM market with 2 50.6% year-end share, Westsal is playing
] a ploneering role In changing the domestc communications eufturs. In 20017, it incragsed its customer base
' by §6%, aequiring 884,000 new customers. On the basis of the number of eubscriptions, Westel's market share
C axcoads 72% on the business mabile markat.

WESTEL CALL OPTION COMPLETED
J On Decambar 21, 2007, Matdv ciosad with Deutsche Telekom the transaction with which it acquired the rarmaining
J ‘ 49% share of Weegtsl and Westel 0660 companias. Matdv pald EUR 920 million for 49% of the Westel stakes and

agresd to pay in 2002 an additions! sum equal to 49% of Westel's 2001 profit dividend, Matdv paid the purchase
price from a meglum-term Eure loan granted by Deutsche Talskem, Both the capital markets and the investors
- praissd this single Isrgest value acquisition in Hungary yst. Westel's excellant psriormance and the growing leverage
of the mobila business line make a very powerful contribution to the success of the Matév Group.

LEADING POSITION IN ADVANCED APPLICATIONS

In a pioneering vanture in the field of advanced data communications
» sofutions both internationally and on Hungary's market Wesre! launched

the GFRS (Geners! Pscket Radip Service) in March 2001 and rofiad it out
to the énh:re tarritory of the country by August. The latest technology
promotas the growsh of the Internat and paves the way for new multimedia
apgiications. The TalaWeste/ Interactive voice applicstions appeared In
Westal’s service portfolio in the summer of 2007. Westel has strengthened
ita market leading position in Internationsl roaming; by Dscember
our subscribers could rosm 209 networks of 91 eountries on & continents,

MOBILE CONTENT AND MULTIMED!A
Cantant services play a kay rola in the vislon of Westel, Our Wastal+Prass
Information service is URique among the daomestic GSM service providers.
The Weastel+Press Mulimédis packags is a forerunner of our upcoming
content services aceessible through WAP, in another step of contant
development, we have added new features to the sarvices of our 777SMS
site: by using thelr own telephone book, users ¢an answer the messagss.
As first In the country, we launched an SMS magazine called GO.

24 [Moesv 2001 annual report)

it . O ey

[ T,

C
5
\®




itsf
’lng
ip
,.. \l / O
D
(7] <A
',
)
EQE
'NS
d
‘t
edig
ned
O, CUSTOMIZED FEES AND LOYALTY PROGRAMS
The pawerful growth of our custamer base Is due primarily to prepaid Domino card At saveral brestigious
przae, Wagtel decame
o customers. We are offering our loyal Gald Card customers mobile set plus subscription & winner of EFOM Europssr
) Ouaiity Award m 2001,
288 for zero entrance fee. For cur high-end custorners we kave issued Platinum Cards A
s, ] effaning mere beneflts than any previous option, By way of a new festure in alectronic
‘ ) & payment, our customers carn now pay their bills using credit cards.
A ~4
3 ‘ . “é
Ms i’}” LEADING THE WAY IN EUROPE
3. ,gv 3 After winning seversf prestigious awards and prizes cver the past years, in 2007
i B¢
}; Westel was Hungary’s first service provider te recelve the European Quslity Award of
i’%»(‘; the Eurapean Foundation for Quality Management (EFQM;. In Decernbear 2001,
P
. 3 Westel won Deutsche Telekom's Top Team Award honoring the hest perfarming
o . p : : in Mgy 2601, mobiis
subsidiary. Wegtel's innovation actlvitles were recognized with a Osile Carnagie enesTion exceadtd that
Management Qualily Prize, its sport sponsarship with an Aschner Lipdt Prize of fixed fings in Hunigary.
and its corporate attitudss with 3 Business Ethics Prize,
[Mstévy 2601 amnnunt repart] 25
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International Segment

INTERNATIONAL MARKET EXPANSION
With the acquisition of a centreliing share in Makedonski Telekemunikaeli AD (MakTal), Macedonia’s incumbant
telecoms company in Janusry 2001, Matdv took the first step on the road of Interngtional market expansion, A 51%
stake in MakTl Is owned by Stonebridge Communicaticns in which Mstév holds an 86.5% shara. Tha intarnational
portfollo has proved a successful Investment as # contributed significantly to Matdv's growth,

MARKET-ORIENTED TRANSFORMATION .
a Matdv considars the purchase of MakTel aé g strategic step that craatas the possibillty for Matdv to become
an imernational telecommunications group. Through our Seuth-East European investrnent we can be psrt of
grewth in the region expected in ths years shead. In 2001, the single biggest task of M2kTel was to transform
its organization structure. On the lines of Deutsche Telakorn and Matdv, a new structure consising of four lines of

buginess was developed (fixed ling, mebils, Intemet and business solutions), whila MobiMak provides mobile

telephone service as an indspendant subsidlary of MakTel. The arganization transforrmation-makes it pessible
" for MakTal to Become a customer-focused and market-oriented company.

EXPANDING CUSTOMER BASE AND SERVICE PORTFOLIO
At tha end of 2001, MakTel aperated 550,000 fied fines and through Mobitiak
It served 234,000 mobile subscribers. MakTel is aisa the markst Isadsr in internet and
IP-based services through. itz Internet businase arm MTner, which In 2001 ingregsed
the number of Internet subserbars te 22,000, Most remarkable achisvements include
the launch of the ISDN an_d the Internel tariff packages, the davslopment of a retall
shop netwerk and the launch of marksting campaigns to support sales.

TWO-YEAR NETWORK DEVELOPMENT PROGRAM

2001 was the first year of MakTel's twe-year network davelopment program focusing Tha interatonal pordaic hss
e . L ) proved 8 succisshul invastmant
an upgrading beth the fixed line and the mobile networks, Under this program, as it contributed significandy
to Matdv's groweh,

telephone maln lines replaced the majorty of party lines and the digitalization of )

the netwark has also made fast pregress. When completed by 2002, it will be the first
digital network In !he reglon. For the purpose of the IP services, a new [P backbone
network. was put into ojaeran‘an. With major development projects implemented

in 2001 ineluding demestic and international gatsways and a digital backbone

o . network we provided the additions! capacity for the Increased traffic generated by
an expanding customer base and the moblle netwoark ss well as the introduction of
leased iine services, )

Tha Mazacionian talecom
markat holde cuterarding
groweh potanbal in &l business
ragrmants.
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E-business

E-SZIGNO: SECURITY FOR E-BUSINESS
In ling with the new legisiation en elsctronic signatures which took effect in September 2001, Matdv launched
fts e-8zignd (e~-Signature) certification sarvice, which provides for the authentication of electronic signaturss,
thus ensuring grester security in the efectrenic ranssctions of large businesses. Later on, the serviee will be available
for small and medium sze businessss and residential custorners as well. Under the cooparation agreement signed
in Jure 2001, Matdv enterad the certification market relying on the corresgongding aystemn of Dautsche Telekom.
The availability of the certification service Is the basic condltion for the development of communication securtty,
a-commerce, elsctronic administration and telewerking. The e-Szignd service pravides for users g legally acceptable
alactronic signature and an “efectronic parsonal identity cfrd" 80 as to maks their onfine transactions and messages

v

E-PONT: THE INTERNET STORE . :
Mardv's Intarnet store called e-Font upened in December 2001, inltially offering telephons sets and caros,
but the choice was quickly expanded to comprise the most demanded services such as ISDN and tarlff packages.
The onfine store can ba reached via Matdv's web site, Visltors ta the Internet store can view the equipment and
service offar of Mstdv and also order any of the prooucts right away. Thay can also browse in the telephone card
shop and buy the fatest telephione cards. www.fokuszenlina.hu, Hungary’s leading internet bookstore operated by
Axelero, was launched a ysar aarligr.

MARKETLINE HU: THE FIRST E-MARKETPLACE

Rungary's ploneering Business-to=business (B2B) electrenic commerce system

was ldunched by Marketiine in May 2001. Maferily shareholder and a founder of

the company on tehsif of the Matdy Group is Axelero. Products like computers,

office equipment, maintenance and cleaning articles, travel and marksting services

can be purchased at low cost and simply on the e-marketplace operating on the
Internet gortal site vwvw.mariéetline.hu. The basic gervices of tha e-marketplace include
the slectrenic catalogue and enline suctions where psrticipants can place bigds vig

the inmernet. The virtua! shelves of www.marketline. hu alraady contain nearly 10,000

articles.

ONLINE AUCTIONS ON THE VIRTUAL MARKETFPLACE

The aXio online auctlon rharkapplace stared operation in May 2001 as a new service
of the Orige partal site. An internet auction brings buyer and seller into direct contact
with one gnother enabling to do business at lew costs. . The auction markelplace Is

an e-commercs solution designed o snsure interactvity in the Interner-based
commerclal transsctions, One af the services of the onfine harketplacé Is the aXio.Live’
auction mediatlen pro"gr:m; a bridge between ¢onventional auctions and the virlual
worfo. With fts help anyone canm viaw the virtual csialog of the auctions from any part
of the world, Issue purchase orders, register at the auctions and sven bid together

with those physicslly present at an auction,
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- Human Resources

and Quality Management

QUALITY OQRGANIZATIONS AND SERVICES
By the end of 2001, 15 Matdv arganizations held the ISO 5001 quallty cenlficste,
which means mét 81% of the employess work In certified orgsnizations. Westsl,
Emitel and EPT also oparate camprahensive ISO 9007 quslity maragement
systems. Thig strang background kas contributad to the fact that Mardv was
Hungary's first carrler 1o obtsin s conformity certificate of Its services,
In the sumrmer of 2001, an independent audlting agancy examinad the processas
and systems of the.company and certified that Matév's sarvicas comply ‘
with the quallty requirements. The entirs Matdv Group can be proud that in 2007 ]
the market leading mobile cperator Westel was swarded the Eurcpaan Quality A 3

Pt AT e

Prize for businass excellence,

RESTRUCTURING AND OUTPLAGEMENT ' =
From 2001, Matév implemented staff dewnsizing In the fixed ling segment T ;
as s consequence of the organization transformstion connectad to refocusing
of Group operations and the Introduction of the new management mods/.

Wa smpleyed the method of outplacement. The importance of the scheme
was that Matdv provided axira resources for re-training of the downsized ]
employses and for the establishment of thrae empibyment service offices, thus

helping employses who laft the company but did not retire, to find new joks.and - '
o be successful in 8 new career The employment offices offered legal, business .
and psychological consultstion to former Matdv employees who could chocse

from 30 training programs.

EFFICIENT HUMAN RESOURCES MANAGEMENT

48 g+Ac@demy taiing Matév as a company operating with a large staff, ‘has aiways atrached great
mm ﬁaﬁuﬁ importance to the approgriate management cf humarn resources. This gctivity

Sppfcavans, becarne much simplar in 2001 with thé succassful intraduetion of tha SAP-HR
madule in the framework af the most significant system Implementstion project
in Hungary to date, Thig moduls provides for the complex IT support of human
resourcas management. The new system increases efficiency and promotes
operational excellence, among other things, In ﬁliing positiong from inside
the company, in persannel development, in cost and staff planning, reglstrstion,

recruitment and selection.

Compertion and
SOOREILIICA; in 2201,

Qur emplayaca panisigid
or thg Arse Matdv Group
Ciymplcs,
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! _ TALENT SEARCH AND CAREER SUPPORT .

in the framework of human resaurcas management, Matsv is putting Its steff recruitment and selection activities
on professional foundations. We arg Wylng to fill job vacancles primarily through intemal competitic;n and salsetion,
for which we have developed spproprists Internal communication forms on brintad and enline Ontranet)'surfaces.

As priority projects, we lavnched trainee programs, censigened the most advanced selection techrique. Matdv
artends Job exchanges at universities, tests epplicants and orgsnizes open days to present the company to them.
After the trainse peried of several months, the best spolicants wil get a job offer. We aiso launched a young
prefessionals’ developmant program for the new entrants In the framework of which they can attend further training
courses, professional seminars and small~group workshops. ' ’

TRAINING IS KEY TO SUCCESS
Mstdv geas the key to success In the develapment of employeas. Accordingly, for ysars we have been spending
growing amounts of money and energy on employse training, mainly in the technical, marketing, servics and flnanclal
argas. Language education plays a prominent role. Technical training represents abeut 20%, Information technoicgy
vaining 25-30%. and marksting, sales and service training 35%. The remalning part consists of management studies,
largusge and othar functional tralning. We fill about 76% of the annual training time with aur own Instructors snd
tralners. Qur mensgers and sxparte aiso paricipate in the Euroteam and Adspt Intemarlonal telecommunications

| development programs.

32 [Matsv 2001 annusl report)
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- Corporate Social
.,J Responszbzl ity

MATAY SUPPORTS: SPONSORSHIP AND DONATION

Mstsv pioneered the role of a responsible corporate cltlzen In Hungary and with is profsssional successes it has

made a great contribution to the developmsnt of sponsorship culture. Our corporate sbcia/ responsibiity plays s pant

in all forrs of social, cultural énd,‘aducatiqn supporf and sponscring activities. A signiflcant part of Mstsv's corporate

socisl respensiblifty is devoted te supporting Hdngary‘s culture, primarily classical and high-snd pepular music,

contermgorary art and thearﬂcél performances. In the framework of fts donations activitles Matdv helped support

the operations of numerous health and welfare organizations. Our Charitable Denations Boerd approves censidarable

sums, nsarly 75 million forints in 2001, each year far charitable, socigl and health promation purpeses. In the frame-

- work of Matdv’s program of matching gifts, a novqlry.?n Hungary, the company supplemented the chéritable donstions

© of lts emblayees, showing their social respensibilfly, by significant surns amounting 10 8.5 million forints in 2001.

DONATIONS FoR THE NEEDY
. In 2007 the floods on the Tisza niver affected thousands of Mungarian c;ttens. Once again, Mativ hastened to help
the ﬂcod victims: in the 51 Iacallrles hardeet hrt Dy the naturs! catastrophe it cancalled the usage fee in the telaphone
b//ls of res:dent:a/ subscribers, addlng up to 20 million farints, Matgv aiso supperted flood victims by enabling
- donations thraugh phone calls so that near/y 5 million forinis were raisad for rasidents of floodsstricken localitiss
dus'to our technical sssistance ; '

MATAY FOR CHILDREN

" Easing the social and health problems of childran is a prlority focus area of Matdv's
donation activities. In February 2007 Matgv anneunced a drawing cempetition for
kindergartens. Children were invitad to lllustrate their faverits tsle from Wired Talas,
s book Matdv sponsorad and denated to tham. Each of the 12 winner kindergartens
received vouchars worth 500,000 forints to buy toys and fumityre. In 2001, we denated
2 million forints to the No. I Budspest Children's Clinlc, which they used to make
the hespltal friendlier and to creste piay corners for the little patients. The Foundstior:

- for Children's Surgery Patlents of Miskele p,uh:hased a body-warming equicment used

In operations from a Matdv donation of 1 million ferints.

Muagiv Vivietts and Minicfted maes
havs cevalaped i Hungary's
largest mage sooMe svents.

MATAVY SUPPORTING FOR HEALTH
In 2001, the MELP Intarnational Medica! Foundatlon received a donatlon of 1 million forints
from Matdv to buy a ceflbriliator, s lifa=saving equipment used in emargency care, for
the madical center in Fét. Budapest's Szent Istvan Mospits! raceived 2 donation of 1.5 million
fonints, which they toc used ko buy a defibriliator, The Tumor Surgery Foundation used
Matdv's 1 million forints donadon to buy equipment for the triaatment of cancer patients.
In 2001, Matév's Charitable Donatlons Bogrd awarded HUF 26 million to telephone helpline
sarvices, People in need of help can reach the helpling services on frasphone numbers.

Thesa servicas receiva tens of thoussnds of calfs annuslly.
on the covere of eur 2001
‘phona dirsetories,
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“IN HARMONY WITH MATAV” - AND WITH THE TOP RANKS OF MUSIC
Also In 2001, Matdv appeared befare the public as leading sponsor of Hungary's music life and its outstenading events.
In 2001, Matdv continued to act as chief sponsor of Bartdk, the cuttura! station of the Hungerian Radio, thus
contibuting to the creation and maintenange of many prestiglous music programs. in Qctober 2001, the Matdv
Exclusive concert serles offared a real treat for lovers of classical music: the Scala Phitharmonic Orchestra of Milan

under conductor Riccardo Muti, Sponsored by Matav, pianist Gergely Bogényi perfarmed the camplsts piano works of
Chopin in a sevies of 18 conesrts, and Andrés Schiff, anothar planist of international fame, parformed a serigs of

4 concerts gt Budapest’s Academy of Music. 2001 was the second year of Matdv’s exclusive caaperation with Akos,
one of the most rencwned performers of Hungary’s pop music,

MATAV FOR HEALTHY LIFE CONDUCT
An putstanding mass sports avent of ths yaar was the Matav Vivicittd and Minlein Urban Protection Race in Aprfl
2001, organized In Budapest and for the first tima aleo in Szeged. By sponsorning mass and youth sgorts, Matdv
suceseds in mabilizing great numbers of people each year. )

MATAV FOR ENVIRONMENT PROTECTION
(o] In 2001, Matdv continued to harmonize environmental considerations with the cempany's business and servics
providing activities, Ar important milastens was Matgv's Environmental Pollcy spproved by the senior rmanagement
in January 2001. Matdv developed in 2001 the environmasntal analysis for telecommunications products and services,
an the basls of which environmanta/ tests can be bullt into the product development pracesses.
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. Frequently Asked Questions
| Answered by Elek Straub,
Chairman and CEO

HOW DO YOU EVALUATE THE OPPORTUNITIES
OFFERED BY THE 100% OWNERSHIP
OF WESTEL?
Waste/ has been an integral part of the Matdv Group since it began
mobile operations. Through our close working relationship and cwnership
interest, we have always had an in-depth perspactive on Westel's
strangths and value, Hence, Matdv was in a very good position when
it acquired and Istar exarcised Its call option for Westel, as we were able

to invest sharskelders’ funds in a business story we knew wall compared
to other growth opportunities. .

Westel has expanded ite customer base and has maintsined market
leadership while dalivering excellent profit grewth and high margins.
At Wastel, high efficiency is preserved by strict control over costs
and investrments, as well as through ecgnomigs of scala.

Wastel is well pasitioned to benafit fram the opgortunitles offered by
the expanding Hungarian moblle market. These encormpass not only
raditional callular voice services, but aise emerging data and multimedla
produets, where Westel is at the culting-edge among the operators
worldwide in introdueing the latsst services,

IN 2001 MATAV GAINED AN INTERNATIONAL
FOOTHOLD IN MACEDONIA. HOW CAN YOU
SUM UP YOUR EXPERIENCE THERE SO FAR?
We ars pleasad with our decislon to bid for the controlling stake
in MskTel. Even taking Into account the tamperary athnic turmoil that
oceurred auring 2001, the country still represents an gttractive investment
dastination. What's more, the country demonstrated considsratis stabillty, despite the tense situation, anabling MakTe!
o perform its oparatiens smoothly, and making a high contribution to Matdv Group’s 2007 EBITDA margin.
Tha telecommunlcations industry in Macedeniz Is at g similar étaga of development to where Hungary was net
so many years sgo. Therefore, we believe that by capitalizing on our esrlier experience, gained in the successful
transformation cf Matév's cperations, we can creats substantial value, establishing MakTe! as & technologically
advancsd, market-criented company. The first results of our fruitful écoper&rlon with gur Macedonian cofleagues
can be seen in our finspcial and ogerational performance for 2001, where we repartéd excelient margins coupled
with supernior volums growth.
We remalin confldent sbout the strong potentlal of the Macedonian market. The mabile sagment delivered
spectecular growth in 2001, and we think that, with leveraging the highly successtul experlence of Westel,
MakTel will continue to build a strong prasencs In the country’s expanding mobilz market. Strong upside is expscted
from the Internst businaess, whers we are at the beginning of the development phase.
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On the whole, we continue o forasee bright business prespects in Macedonia, and we are going full-speed
with the transformation of the company inta an efficlent and custamer-focused enterprisa.
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2002 WILL BE THE FIRST YEAR OF FULL COMPETITION IN FIXED LINE
VOICE SERVICES IN HUNGARY. WHAT MAJOR DEVELOPMENTS
DO YOU EXPECT IN THE NEW TELECOMMUNICATIONS ENVIRONMENT?
Firet of gll, let me ermghasize, that compettion ls nothing new to Matdv. Even within the fixed /ine sagment,
our data business and other areas have been successfully operating in a competitive environment for several yesrs.
Qur expecrations for the new regulatory and market environment are based on two major factors.
Firstly, we had several years to prepare far the liceralization, We gevoted significant effors to ready Matdv
for succass in a fufly competitiva markst. In the fixed voice business, we introduced saveral tariff packages to afign
our service offering to the calling patterns of vanous customer profiles. Ws offer severa/ value-added services
to addrass the needs of high-end cugtomers. | bellava that the range and flexibllity of our services net onfy meet
the exgectations of Hungarian consumars, but are rated highly even by global industry standards. Therefors,
we gre confident that Matdv s ready o face any challange of our emerging compestitors.
Secondly, Matdv has always had a very strong focus on efficiency. We have been continuously streamiining
our organization snd set strict guldsiines regarding our capital expenditurss. As & result, our cost of services
is already ar a competitive lavel, and consequently, Matdv is well pesitioned to face potential price competition,
The new reguiatory framework also racognizes the fact that the incumbent operators have made significant
Investments to improve the Hungarian tefscommynications Infrastructure. in our vigw, the new Act on
Cornmunications sets conditions in & way that provides incentives for market particioants ta bulld a lenger-term
oresence and invest in Hungary’s infrastructure. Thig is beneficlal for the whoie Hungarian telecommunications
industry, as compatitare with an exclusively shorttarm focus often confuse the market enviranment,
On the whele, & falr and transparent regulatory framewerk is in the interest of growth and the heafthy development
of the competitive market, Based on thiz we are confident that we will}_conrinue to live Up to ocur commitment
{o create value for cur shareholders snd deliver quality service to our custamars.

WHAT IS YOUR PREFERENCE CONCERNING PAYING DIVIDENDS
VERSUS MAKING FURTHER ACRQUISITIONS? ‘

o Theamaunt of dividend Is of course decided by the Sharsholdsrs® Mseting. In our view, finding strong, new grovsth
cpportunities is very important for the company. However, we will mske further acquisitions only if they reprasent
sdditional value for our shareholders and our strict investmant criteria are met. If we do not find appropriate
Invastment targets and our ¢ash generation ramains strong, we weuld consider the passibility of & higher dividend
in the coming years. '

An important further consideration is thst our net gebt to Ictal capital ratia was 48.6% at year-end,
and approximaiely three quarters of the tolal debt of the Matédv Group ie dancminated In forelgn currancies.
Although we have ahways controlied our indebtedness, we think it is sensible 1o pay down st lsast some of the delbst
te gsin morg ffexlbliity In our balance sheet,
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Management Report
for the Financial Year 2001

HIGHLIGHTS :
¢ Total ravenues grew by 22.8% (24.4% in EUR terms) to HUF §47.7 bn
{EUR 2.1 bn), primarily due to the consclidation of MakT®l and the strong
growth of mobile end dats businasses.

® £BITDA amounted to WUF 238.0 bn. EBITDA margin was 43.1% due
to the cutstanding contribution of MakTal, as well as efficiency improvements
in mobile operationg (Wastal).

e Flxed line segment revenuss graw by 2.3% with EBITDA margin of 37.8%.
Qur major marksting effort in 2007 was focused on developing and introducing
& nurmber of highly customized tariff packages. Headeount decraased by
17.2% gt Maldv At. during the year, resulting In a lines per fixed line employee
ratio of 316. ‘ :

REVENUE COMPOSITION (%)

[=. iz telecovrrr lens servivas
Interndtions! vEMKE rovenuoz

Moblle sorvices

Intarnatioral schvilias

Lesesd Iines and data bonasmission

¢S 0009

Qther sorvinas

. ® Mobile segment revenues increased by some 25%, reaching HUF 1398.9 bn

- for the year Westal autperformed s competitors in terms of nat customer
addtions, whiie &t the same time EBITDA marghn increased 0 38.2% from
37.1% a year earlier. Westel's subscriber base was 2.5 million st the end. of 2001.

o MakTel's revenues reached HUF 60 bn in 2001, EBITDA margin reached

an outstanding 56.4% dus fo continued development in the fixed line and
mobile busingss.

38 [Matsv 2001 annusl report)
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FULLY LIBERALIZED MARKET: REGULATORY
ENVIRONMENT OVERVIEW

Matdv’s excluslve right to provide irtarnational and domestic long distancs
telephany sarvices throughout Hungary and iecal telephony services Ih 29 of
the total 54 local primary areas expired st the end of 2001. The market has now
been opensd for all potent/al antrants, subject to them meeting certalm critaris.
The new lagisiation introduces the princigls of infrastructure-based competiticn.
The regulstor acknowledges the investments of Matdv, whils at the same time
encouraging new entrants to further develop the Infrastructure of the Hungaran -
telecom market, Some of the key elemertts of the new reguistion are outlined
below,

With regard to interconnection, an operator competing ta provids long distance
telephony service must have at Isast three points of interconnection out of the

10 secendary switches In order te be entitad to have access to Matdv's netwerk
ar the Interconnection fee based on our reference interconnacticn offer (RIC).
Other competitars nat qualifying under this threshold will have o pay a premium
of up fo 20% of the RID fees. Additionally, there Is ne mandatory third party billing,

Approximately 50% of our total revenues

were generated in competitive markets in 20017

The Univarsal Telecom Fund has been estabiished, which should compeangate

the Company for the pecessity 1o provide uneconomical services In accerdance m‘s”'
with Its universal service provision obligations. For example, this fund ' ;Z'jﬁ !
can be used to cover the differantisl between norms) subscription fes lavels ' :zg
and low-ussge packages. ) 350
so0
250
in line with practlce in most Eurcpean countries, a price £ap system has also fgg t
been in place in Hungary. While this system controls the overall fevel of price 100
- incregse, it does not attampt ¢ contral prices of individual servicas. The}‘srore, 53 I
the pricing strategy is still determined by the Company. Slightly different - \oq"

regulations apply to residential subscription fees and to local traffic fess, r;m)ered
by specified price caps. Howsver, thesa could suppart cenaln re-balancing etferts
being carried out by the Company.

s\'b:\
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REVENUES
(Biifion HUF)
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Finally, with ragard to full iberalization of the telecommunications market In
Hungary, it should be noted that competition is nothing new to Matdv, although
we must of course adapt our business to cptimize perfarmance urder the New
regulatory framevwork. For some time now, malile and IP-basad technologiss
have provided competltlon for fixed line voice telephony. We have baen
sompeting in the data markat sirnce the sarly ninetiss and almost nalf of Mativ's
total revenuss were gensrated In competitive markats In 2001.

o & & d;gs : :\@
@‘ q?

MUMBER OF FIXED LINES ('000)
. Fesigentiaf fineluging payphones)

2000
1,500 ISDN channsts
106 )
500
o
e”" ' ' ,

FIXED LINE SEGMENT: FOCUS ON CASH GENERATION
AND THE DEVELOPMENT OF GROWTH AREAS
The revenuss of this aagment graw by 2 modarate 2,.3%. This is Indicative of

g mature market environment that is also reflecied in the penetraticn rate,
which decreased siightly ta 39.1% frem 38.5% a year earfier. The underlying
developmant of this sagment is mixed, hawever: daspite saturation in fixed line
voice services, other areas arg st growing, Data cperations are axperiencing
steady growth, owing to ongeing strong demand for related ssrvices, We are
on track to satisfy customer demand for astablished, high-quality applications
such as menaged leassd lines and Internet agesss through. ISDN. Additionally,
we have alee offerad curting-edge IP-based solutlons and ADSL.

40 [Matsv 2001 s3nnusl reaore]
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Throughaut the ysar, Matsv aige placed strong emphasis on cost managemertt
and efficlency improvements. As & resull, headcount decreased by 17.2% at
Matdv Rt, during the yesr, resulting in & lines per fixed line emplayee ratio of 316.

o Fixed |ine voice operatians: cash
generation from a mature segment

As penetretion rates have peaked, our focus hss been on selling higter quality
and higher valua sesvicas to customers. As a rasult, in 2001, the number of ISDN
channels increased by 47%., reprasenting soms 15% of our total lines. ISDN Is
becoming & mass produet in Hungary, which ig refiected in the increasing
proportion of residential substribers. At tha end of 20071, residantial customers
accounted for 22% of ISDN connectlons, compared tc 16% 3 year ago. In the
fixed line voice businass, g msjor markating effort in 2001 resulted in the
daveiapment and highly sucecessful Introduction of a number of custorized tarlt!
packages,

In Fabruary 2007, as a further steg in re=balancing cur tariff structure in advance
of full compethion, we Increased our basic residential monthly fee by 27% and
our low-usage subgcription plan by nearly 7%. Low-usage customers accountad
for 16% of our total residentlal analog subscrbers. The Increase in monthly fees
as well as the strong, volume-driven ISDN subscription ravenus growth, coupled
with rapidly growing saies of alternative tarlff packages, mere than offset the
cantinuing deciine In cannegtion revenues. Henee, revenyes from subscriptions,
connections and ather charges incraased By 16.7% to HUF 87 bn.

Domestic traffic revenues Gecraased year-on-year By 4.7% to HUF 123 bn.
While domastie usage increased by 4%, this was offset by tarlff decreases

at the beginning of the yesr and by the sffect on revenues of severs! discount
package cfferings. Revenues ware aiso adverssly affected by a change ‘
In the call mix, with a higher proporion of usage now accounted for

by the Internet.

N] R
4\%‘3 & r@é!

&

FIXED LINE PENETRATION
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Ravanues from other usage amounted to HUF 24 bn, a 9% deciine, due to jower
Intsrconnaction fess as well as the rising volume of mobile-to-International traffic
that bypasses Mardy's natwork. The negative impacts of thess trends was
partislly offset by the Increased number of minutes passing between tha mobile
serviea providers and Matdv,

International trafflc revenuss amourntsd to HUF 35 bn, down 15.2%. The decline
in eutgoing international traffic revenug Is mainly dus to a 15% reduction

in international raffic rates from February 1, 2001 onwards, Irmtarmations! incoming
traffic revenue siso declined as a result of iower call volumes, A major factor
centributing to thess valume decresses Is competition frorn managed lessed finse
and Voice-avar-IP tachnelogy pravided by alternative ogerators.

Data and Internet: growth oppor-
tunities in the fixed line segment
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In 2007 fixed fine’s engine of growth remained the rising volume of managed
Isased lines, Internst and cable TV subscribers and ISDN data traffic.

We successfully continusd the roliout of ADSL and the migration of analeg lines
towards ISDN, which assisted growth.

Revenues from leased lines and data transmission amounted to HUF 36 bn

in 2001, a 26% increase compared to 2000, The number of managed leased lines
incregsed by 28% to over 11,000, indicating strong &nd steady demand

for tha product.

The number of Internet subscribars grew by 39% to 133,000, while Internat traffic
doublad during the year Our subsidiary, Axelero, hold's an astimated 44% ghare of
the gial-up market In Hungary and Is the market leader in both the resldential and
business segmente.
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ISDN oata traffic jumped significantly as a result of the Increased panstration of
ISDN. Qur rolicut of ADSL services was 3 successs as well, resulting In 6,200
instalied ADSL lines by the and of 2001. We currently provide ADSL service in
most of Budapast and some larger citias in our service areas. We plan to extend
its avaliabllity this year.

The number of cable television customers increased by 18%., reaching more than
300,000 subscribers by the end of 2001. In the current regulatory environment,
we do not see further potential for aggressive growth in this service segment

in terms of acquisitions. Ws will thersfore goncentrate on our sxﬁting customer
base and efficiency gains.

MOBILE SEGMENT: STILL THE NUMBER ONE
GROWTH ENGINE AND UNDISPUTED MARKET LEADER

In the mabile business, Westel mainteined Its positien as market leader

and achisved strang profits. With the markst now penetrsting lowar )‘ncqma
customers, it is crucial to strike 8 healthy balancs batwaen markset shars and
profitability, While Wastel defanded the challenges to Btg leading market share,

at the same time it applled rigorous cost-bsnefit analysis 1o ensure that further
marker penetration is achieved at an acceptabls margin. Overal! our mobile
subsidiary delivered excallent parformance, particularly given the very competitive
conditions axisting in this market. Our strategy in mobile is to continue strong
growth and malntain high margiss. Qur goal Is 10 retain cur market leadershlp
and positioning as the leading quality cperator in Hungary.

Weste/ continued 1o deliver cutstanding finangial and operatlonal performance

in 2001. Revenues from the mobile segment amounted to HUF 199 bn,

an incregse of 25% comparad to 2000, This growth rasulted from a 69% Increase
in the avarage number of Wests/ subseribers coniribuiing to Increased traffic
revenuess and to a rise in equipment sales revenues. Qn the other hand,

the incraasing proportien of low-charge traffic within the \Westal network

had negative effect on ravenues, )

3,000

2,000
1,500

1,000 &

“oBFEE
& & e LS

NUMBER OF MUBILE SUSSCRIBERS
000;

[M:mv 200171 gnnugl rnport] 43




N b

‘\- < ek % “
R e g~ 2

e

Cantal L e S

Wastel outperformed its compstitors in tsrms of net customer additions, whils

at the same time EBITDA margin In the mobile segment incraased 16 38.2% from
PR IRA GRS R 37.1% a year earller. A significant contributing facter to this excellent perfarmance
was the careful management of handset subsidies, particulary in the prepaid
segment.

Wostal's subscriber base was 2.5 million at the end of 2001, represanting
a 50.6% share of the GSM market, where penetrstion reached 48.3%.
The Company captured 46.5% of GSM net additions in 20071, 94.8% of Westel

A \ net additians were from prepaid customers, which at year-end represented §7.4%
& F LS p y p.
of our tota/ customer basa.
MOBILE PENETRATION
IN HUNGARY . . . N
() Desplte this continuous dilutien of s subscriber mix, Weetsl managed 10 keep

both MQU (manthly average minutes of use par subscriber) and ARPU frmonthly
average rovanue per user) at favorable levels cornpared to the given circum-
staness, with an averags MOU of 146 and ARPU of HUF 6,945 at year-end.

Within moblle revenuss, enhancad services showed the highsst growth rate

at 82%, in line with our expectations. Enhanced ssrvice revenues, which primsrily
include SMS ameunted to 7% of total sarvice revenues In 2001, The number of
paid SMS per month was 18.1 per subscriber compared to 14.€ in 2000,

INTERNATIONAL SEGMENT: MATAV'S FIRST
REGIONAL EXPANSION STEP
In line with our reglonal growth strategy, we successtully concluded our first
cross=bordsr wransaction. In Jahuary 2007, Matdv acquired a controliing stake
In MakTel, the Macedenian Incumbent fixad line cperater, which slse
has an excellent mobile oparation. MakTel has the ability to provide full-rangs
telecommunicaticns services 1o § market of twa million potsntial customers.
In ordar to provide greater transparency, & new organizetional structura has
been Intraduced, separating MakTel's fixed lins, mobils, Intemet and business
solutions.

Revenues from our international segment armcunted to MUF 60 bn, MakTe/
in itg first year as & member of the Matdv Group, achievad an outstanding
EBITDA margin of avar 56%.

44 [ mMatsv 2601 annvol report)
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e Ons of the key components of thasa axcellent results was the improvement
Fam In the domestic fixed line business. Tha fixed line customer base grew by 7.1% to
nance 549,988, and fixed line penstration reached 26.2%. MakTal tack significant steps
7 during the yeer to re=balance its tasiff structure, 0 as to be mors consistant with
. incustry norms. )
A further Imgeertant growth driver in Macsdania ls tha mobils business, where
a strong foundation has been built to position MskTel to face forthcaming
ital cormpetition from the second GSM operator. MakTe! mara than doubied its moblle
‘7_4% custamer base to 233,820 at the end of 2007, but given that penetration was
enly 11% in 2007, this segment cleanly has further growth potential, In line with
concassion requiraments, the mobile business MobiMsk hag been démerged
iep and become the fully-owned subsidiary of MakTel, with operational eutonomy
ithly and its own Board of Directers.
® Tha Internet business experianced similar growth throughout the year, doubling
the rumber of Irternet customers to 21,674 by year-end. There is still substantial
growth potential in this segrnent, given Macedonia's 1% Internet penstrstion rate
marily in 2001. -
of :: oy ) o
® ANALYSIS OF OPERATING EXPENSES .
Employee-rolated expenses increased by 15.1% fo HUF 76.0 bn &8 5 rasuft of
wage Increases effsctive April 1, 2007 at Matdv Rt., as well as the 14% increase
in gverage group headcount. In December 2001, tota/ group headcount amounted 26,008
t fo 16,633, comparad 1o 14,380 at the end of 2000. While headecount raductions 15,000
ks &t Matdv Rt. continued. the acquisition of MakTel, added 3,776 employses as of 10,060
@ December 81, 2001, Excluding MakTel, the Group average headcount figure
70 decreased by 11.1%. MakTel accounted far HUF 6.2 bn In employes-reiatad 5,000
, expensas in 2007, In sddition, headcount alse increased st Westel, in line P
with the expanding operations of our GSM subsidiary. Neverthsless efficiency
88 improvements contlinued. Headeount was trimmed by 17.2% at Matav At
resulting in an increased number of lines per fixad lina amployee cf 318 compared NUMBER OF GROUP EMPLOYEES
. ¢ 264 a year sarisr.
®
o
®
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FIXED LINES PER EMPLOYEE

-

Depreciatfon and amartizatlon amounted to MUF 116.6 bn, compared 10

HUF 94.7 bn in 2000 {(an incregse of 23.71%), due o Increased invasiments

in fixed assets. MakTsl accountad for HUF 7.9 bn ir. depreclation expenses

In the year endad December 31, 2001. In addition, dapracistion and amortization
algo includes the amortization expense of goodwlil arlsing on the acquisition of
MakTel.

Payments to other network operators amounted to HUF 72.6 bn, comparadita —
HUF 55.8 bn in 2000 (an incresse ¢f 30.5%), mainly due to Increased meobile
penatration. MakTel's intermational euteaymants accounted for HUF 5.1 bn

In pavments to other netweork operaters in 2001,

The cost of telecommunications equiement sales was HUF 39.7 bn, compared to
HUF 34.1 bri last yesr, representing an incresse of 14.6%, mainly dus to tha
inereased number of gross additions at Wastsl during the year, as well 8s the
increase In the equipment sales ratic, l.e. the propertion of custamers purchasing
a handsel, This ypswing was psrtly offset by the lower average cost of mobile
handsets. MakTel accounted for HUF 2.5 bn of the cost of telecommunicstions
equipmerr sales in 2901,

Focusing on cost mansagement

and efficiency improvements

Other operating expenses were HUF 124.0 bn, compared to HUF 98.4 bn in 2000
{an ingrease of 24.8%). Other operating expenses include materlals and mainte-
nrance covering energy and cutsourcing expensss, as weall as marketing

and agency fees, on whigh Matdv spent mere due to response o competitive
pressures and support for a8 wider praguct portfolio. MakTel accounted for

HUF 12.3 bn in other cperating expenses /n 2001,

-
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FINANGIAL CHARGES
Ner Interest and other charges were HUF 13.7 bn In 2007 compared t©
HUF 21,0 bn in 2000. The decrease Is dus to the HUF 8.0 bn net foraign
exchange gsin (including forsign exchange derivatives). This gain resulted mainly
from the strengthening of the forint dus to the widening of the intervention band
by the National Bank af Hungsry. This forelgn exchange gain more than offset the
HUF 3,7 bn increasa in interest expense on fersign exchange denominatsd loans 'L s o @
resulting from the higher averags losn bskance. Total leans and other borrowings L
increased from HUF 189.4 bn ar Decamber 31, 2000, to HUF 453.4 bn at
December 87, 2001, mainly because of the lcan takan from Deutsche Talakem
Financs B.Y. to finance the MakTel acquisition, as well as the acquisition of )
Wesrel, Net intarast and other charges include MakTel's HUF 2.0 bn of
nat interest and other charges in the year endsd December 31, 2601,

As of Decembar 31, 2001, 70% of the Group's total debt was denomimated.

Sa

; : i . i ’ NET DEBT TO
in EUR, 5% in USD and 25% in HUF. Matdv's nat debt to total caplital ratio TOTAL CAPYTAL RATIO
was 46.6% %)

STRONG CASH FLOW GENERATION .
Martsv provides increasingly strong cash generation primarily from its mature fixed
iine segment, which became mare preneunced after significant efforts taken to
Incraase the efflclency of capital expenditure. Matdv's management has revised
s three-year capex forecast announced in 2007 for 2001-2003, This amountad
HUF 340 bn excluding capex on MakTel, Matdv now projects capital expenditure
of approximately HUF 105 bn far 2002, inciuding MakTel.

Net cash from operating activities increased by 25.6% to HUF 186.5 bn,

which more than covered total capital expenditure of HUF 127.7 bn, including

& HUF 10.2 bn change in cspex creditors in 2001. Net cash used In Investing
activities amounted to HUF 428.5 bin, reflecting capex as wall as ﬁnanéing needs
of the acquisitions of Weste! and MakTai. '
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onsolidated Financial
Statements

 Independent Accountant’s Report
to the Board of Directors of Magyar Tavkézlési Rt.

We have audited the accompanying consoligatas balance sheets of Magyar Tévibzlézl Rt. (“Mardv”) as of Decamber 37, 2000 and 2001, ard
the related consolidaled staternents of income, cash Rows and ehanges in srareholders's equity for aach of the three years in tha pericd
snded Decembar 31, 2001, These financial statements are the respensitilily of Matdv's mansgement, Qur responsisility s o express
8n oginlon on thess financlal staternents based on our audits,

We conducted our sudlts In accordance with ganerally acceptad suglting standarads in the United States of Amasrica. Those standards require

Mar we plan 8nd perform the audit to odbtaln ressonabls assurance sbout whether the financial statements are frae of maverial misstatemant.

An audit ingiidas examining, ©n 3 1ast basis, evidenca supporting the smounts and disclosures In the financial srarements. An sudlt &iso

. includes assessing the acceunting principies used snd significanr estimarss mads by management, 88 well 8s evaiuarng e overal! financis!
" statement presentation, Ws befieve that our audils provids a reasenable Basis for our opinlon. i

in our oplnlon, the consolidated financial statsments refermed to abovs present fairly, in all material respects, the consciidated finansial
position of Matdv az of Decernber 31, 2000 and 2001, and the consoligated resuils of its operations and its cash fiows for each of the thres
ysars In the perlod endsd Cecsmbsr 31, 2001 in sccordance with International Acceunting Standards.

As discwased In Nota 2, the purchass of the additional 43% of Wests! Mobil TévkdGzidsi At angd Wests! Rididtelefon KK, has deen accounted
as a rranzaction between enttles under cormman control snd the consolidated financial stalsments have been restated as if beth Wasts! and
Waste! 0860 had been wholly owned subsidiaries of Mardv since the date when common comrol axisted,

PricewaterhouseCoopers
Kinyvvizsgdld ds Gazdasdg Tandcesdd K1

Budspest
Fabruary 21, 2002
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ASSETS

Current Assets

Cash and cash squivaisnts
Treding investments
Aecaivabias

Invermorieg

Tozal cument 3ssets

Non-currsnt assets
Preperty, plant and equipment
Intanglble assers

Asscclates and ether long term investments

Other nen-current assets
Tots! non-current ssssts
Total assate

LIABILITIES AND SHAREHOLDERS' EQUITY

Currant flablities

Loans and other bemewings.

Trade and other paysbles
Defarred ravenue

Provision for liabilities and charges
T2ts! eurrent liabillties

Nen=current liabliities

Leans and ather bormowings
Defarred ravenue

Dsfarrad tax liabiiny

Other nan-current liabitics
Provisian for liabiftias and chargss
Tots! non-curent fiabilties

Minerity intsrests

Sharsholdare’ equity

Cammon stock

Adghlonal pald in espitst
Treasury stack

Curmnulative wrersiation adjustrment
Retalned esrnings

Torél sharehcldsrs’ equity

Tor! liabilities and sharsholdars’ equity

The accompanylng netss form an integral part of |
these consalidared finsaeial statemasnts.

Netss

N O K

10
71

12

1'

-

17

12
15

76
17

At Dscarmber 31,

2000 2001 2001
fin HUF millions) fmitlon USC;
Rrrucvad;, nots 2

75,256 10117 36
5,045 327 7
71,251 s8.07¢ 316
10,587 13,297 a8
701,179 711,820 401
561,702 654,258 2,345
262,418 306,028 1,097
74,062 13,158 &7
15,065 18,850 68
855,245 982,376 8,557
954,422 1,104,196 3,955
75,725 83,607 120
93,875 122,128 438
3690 9,430 12
11,824 3,520 12
187,915 162,483 se2
116,641 415,753 1,805
8849 7,101 25
318 1,765 5
7.087 4617 7
20 0 )
123,000 433,244 1.565
1,228 48,168 173
109,738 103,738 372
22,955 22,855 82
(127) 188 {1)

0 {2,420) ®
510.717 388,102 1,206
837,287 450,300 1,850
554,424 1,104,196 5,858

ﬁﬁeemmy 21 2092 W S‘lgn

sirye r-w—wfn; [
S LA LA
J.- RN A

ad on zhan- bewf b




For the year anded December 37,

Neres 1998 2600 2001 2007
fin HUF millions, excapt per shsre amounts)  (miifien USD)
fundudited, meta

Aevenuas 18 884,582 445,645 547,735 1,563
Emplayes-related axpenses {56,830 (88,024) (75.862) (272)
Dspreciation and amortization (62,148) (84,720 (116,622 (418
Psymants to ather network aperstors {a2,184) (55,617) (72,608, (260)
Cest of telacommunicstions equipment sakes 22,592) 34.111) 538,101} {140)
Other oparating sxpenses 20 {78,4580) (89,382) (124,044; (445)
Tors! operating expensss (263,801) 349,554} {428,335 {1,535)

Operating proft 121,137 98,091 118,400 428
Net Intgrest and other charges 21 (22,133) (20,952 (18,104) e?)
Share of associstas’ results Leforn incorme fax 1,828 - 2,174 1,708 5
Profit befere Income tax 100,426 - 77,273 107,989 287

Income tax expense 22 {8,977) (7,752) (11,788) (a2)
Profit after Income tax 83,575 59,821 56,265 345

Minorty intarast 18 (14,889)° (2,889) (13.706) {49)

Nat Income 78,632 86,652 82,560 29¢€

Baglz earnings per share

Weighted aversge numbar of

cammon stock outstanoing (milllons; 1,087 . 1,037 1,037 1,037
Nat Incams (HUF milliens) 78,632 ' 86,652 82,560 296
Baslic sarnings per shara (HUFR) 75,81 84,27 79,67 0.29

Diluted sarnings per share

Welghted average number of

cemmon stock outstanding {milliens) 1,087 1,037 1,037 1,637
Mumber of giutive convertible bonds (milions) 4 5 [¢] 0
Woighted average number of common stock

outstanging for giuted earninge par share (millions) 1,047 1.042 1,087 1,087
Not incoms (HUF millions) 78,632 56,852 82,580 288
Diluted aamings ger ghare (HUF) 75.52 - 63.87 78.81 0.29
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Notes

Cash flows from operating setivitias
Operating profit

Depracistian ang smorization
Change in psyabies

Change in inventory

Changa in receivables

Amoriation of defarred revenue
tnterest paid '
Commissions and bank charges
Incoms tax paid

Orthsr cash flows from operations
Nart cash flows from opersting activitles

Cash flaws fram Investing activiies

Capltal expenditures on tangible snd intangdle assers
Purchase of invasiments

Purchaae of subsidisrias 2
Cash acquirea 2
Intarast racalved

Dividends recsived

Mavemanrtr in other finanelsl assets

Proceeds from disposs/ of fixed assels

Ner sash flows frem investing sctivities

Cash flows from financing activives

Dividsnds paid to sharsholders and minorlty Intsrest
Proceeds from loans and cther borrowings
Regayment of foans and other borrowings

Proceeds fram issus af common stock

Purchase of treasury stock

Proceads from gals of tregsury stock

Other

Net cash flows from financing activities

Effact of foraign exchange rats changss

on cash and cash equivalents

Change In cash and cash equivalents

Cash and cash equivalents, beginning of yasr
Casn and essh equivsients, end of ysar

For the yesr ended December 31,
1898 2060 2007 2007
fin HUF miiilors) [mitiien USL)
fupsudted), Aow 8
121,137 95,097 179.400 425
62,145 84,720 116,622 415
5,170 7,728 13,878 &
{1,302 11.634) {3.450) v
{17.319) (72,133) (5,587) (20}
5,607) {d.652) {3,499) 13)
17.533) {15,325 115,416) i)
(1,847) 2,042} (2,420) )
(7,839 (8,150) {13,363} (43)
1,550 1,642 {5,700) (20
138,488 156,449 196,545 704
(127,875, {152,784) (127,747) (458)
@.551) 13,568 (1,740) )
0 0 {324,513) 11,184)
0 2 8,314 23
2,897 2,067 2,141 8
526 1,008 779 3
(2,458) (2,313) 8.417 22
3,804 9,784 8,099 33
(126,460} (145,805) 429,550) 11,538
11,518 (8.417) {18,8086) )]
245,5da 261,870 522,482 1,872
(243,275} (256,955, (273,300 879
0 ’ 128 0 4
0 (258) 5 0
0 104 0 0
218 587 {125) 0
8.084) 3,932} 230,157 825
0 0 371) 1)
2571 8712 (2,179 1)
3,613 5,584 13,296 a7
6,584 13,298 10,117 36
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ol zdated Smtemehz‘s of Changes
in Shareholders Equzty

Strareg of Commen  Agsitional Treasyry  Cumuistive Rewainagd T/

cermmon 210k Faitin stock  tansvion Earmmings sharghoiders’
! ' stock capits/ adiustmsm aqQuity

(In HUF millians)

Balance at Jsnuary 1, 1998 1,087,281,600 108,728 22,834 130,688 287,245
Cividend . (8,298) . (8,298
Net income B 73,6832 78,632
Balance at Decamber 31, 1999 1,087,281,800 103,728 22,824 ) 0 0 201,17 $27,679

Dividenrd (3,335) (5,339
Stock issuancs o) 77,270 8 121 ) 129
Purchass of tessury stack (c) (256) 258
Sais of traasury stock (c) N 129 (25) 108
Nat Incoms as previousty

reporred {j) 68,783 68,783 .
Bsalance at December 37, 2000 1,037.358,870 103,736 25,956 (127) 0 260,420 . 386,884

Acquisition cf additional 49% interast
in Waegtsls :
Equity sifect (f 252,408 252,408 e
Net incerme effsct (g) 2,111) (2,117)
Balancs at Decsmber 31, 2000 o

8ftar regtatemsnt 1,087,358,870 108,735 22,958 127 0 510,717 837,281

Effecr of adepting IAS 39 (d) 501 5071
Divigend (10,878) 10.373)
Purchass cf treasury stock (s) {36} -~ (36)
Cumuitstive Transigtion Adfustrment 2.420) . 2,420)

Acqulsition of sdditions)

- h—s.-.‘ - oo

?[ 49% interest in Wastsls -
I N Equity effect () 247.213) . (247213 Y
i k Netinsome effect (3) ‘ 7.354 7,384 L %
‘ ;” Net income before the impscts of ‘ ) - *?:
e the Weste transaction 75,206 75.206 ket
1 Net ineoms repornad in ) ' : (R
1 the income statsmsnt 82,560 ‘.—E
[ n ; Balanco at Decomber 37, 2007 (3) 1,087,358,870 108,736 22,985 {163 (2,420) 356,192 480,300 _. \r’
iy
Ik ©f which tregsury stock 96,097 S
s Shares of eommen steck eutstanding ‘ T
‘ 8t Decernber 81, 2001 (9) 1,037,262,773
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CONSOLIDATED STATEMENTS OF CNANGES IN SHAREHQLLERS' EQUITY (NOTES)

@ In sddilon ta tre 1,087,358,870 commean stocks at a nominal vaiue of HUF 100 outstending on December 31,2001, tats!
sharsholders’ equity inchudes cne Series “B” prefarance stock at the naminal value of HUF 10,000 This stock is held by the Prime
Minjster's Qffice and bestows cartain rights on its owner, including access to infarmstion, and the appointment of 8 Director. This
stack may only ba heid by the Gavernment or fts nominee. The Company has been authoned o issue 7 million ardinary stecks for
the purposs of fulfllling hs obligatian in cennecticn with 3riy conversion of the management incentive program bonds desenbed in
Naote 25.

e T Ao e TR Y

[5)} In June 2000, 630,000 zhargs of common séock of the Company ware ragisterad which were subscribed by investel (3 consclidated
subsldiary of tha Group). OF these shares 77,270 wers issued Sutsids the Graup for HUF 128 miifion.

S SN e

() During 2000 the Company purchesed 128,581 shares of its ccrmmon steck and sold 54,827 shares of this commen steek, These
trangsctions msulted in a less of HUF 25 miflion, ’

(o) The Company adopted /AS 39 *Flnanclsl Instrumantz - Recognition and Messurament* and has recagnized the curmulative effect
of the change In accounting directly In equity for the darvative asset of HUF 589 million with a related dofsrred tax liabliy of E
HUF 88 million (sas nots 21). B

&) Buring 2001 the Cernpany purchsséd 27.333 shares ef ¢ common stock,

] In Decembar 2001 the Company dcquired 48 persent of the common sharms of Wastel and Weste! 0880 (the WWosralz*) frem

' Deutsche Talakam (“OT). The Company wae eentrsiied by DT so this was a transaction betwssn partiss under camman control.
The financisl ststements have besn regtatad ss N the Westels were wholly owned subsidisrias of Mativ since 25 March 2000, the
date whan DT acquired 43% of the Westels. The consideration for the Company's 36QLisition of the Wastsels was financed by 8 Jasr
fram DT. Terms of the logn agreemen? are described in Nots 12, The loan agresemsnt was completed on 20 Decernber 2007. The
baook value of the Company's additional share of net assets fincluding goodwiill and other intanglbles) of the Wesrsls on 25 Mareh
2000 hss Beon presented as an increass in equity at 31 Decemnbar 2000 (HUF 252,408 million), Ses Nots 2 for more details.

fa) Tris reflegts the amortisation of goodawiil and intanglble sssets of HUF 16,411 milllon (2000: HUF -16.780 miltion) relating (o the
sdditicnal 49% sharsholding in the Wastsls, the reisted deferrad tax of HUF 26 milon (2000; HUF 456 milllon} snd the raduction in
the mingrily interest in net profit of the Westels of HUF 29,738 mililon (2000: HUF 14,213 millkon).

th: The lsan agreement with OT was complatad on 20 December 20071 and the totel conslderstion payable by the Cempany for the
aoditienal 49% interest in the Wastsels was transferred from eqully to liabliftles, In addition the reduction of equlty Includeo dvidends
paid by Wests! ta DT arior to the transaction. :

o] The distributable reserves of the Campany under Hungarian law at December 37, 2000 and 2007 amounted to spproximately HUF
" 205,000 mililon and HUF 255,000 million, respectively.

) Tha nat income In 2000 of HUF 66,852 mililon ss reported in the ineams ststement compriges HUR 68,782 million as previeusly -
reported and an net Income effect of HUF (2,171) mililon dus to the scquleman'of tha Wesrels.

- Tha seccmpanying notss form an intsgral part of thase cansnlldst'ad finarclal ?ismmsnts. '
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.10 the Consolidated Financial Statements

1 Principal activitias
Magysr Tévkazids! At fthe "Compary® or *Matsv RL"] with itz subsidiaries form the Mawv Groug "Matdv” or “the Group®). Matédv & the
principal supplier of telecemmunications services in Mungary. Matdly is & Yuliservics talscommurications provioee The Company had
exclusive rights through December 2007 1o provids domestis long distance and international public tslsgheny services throughout Hungary.
O the 54 local concession areas, the Company had exclusive rights o provide locs! pudlic fixed line telsphcny sorvice in 31 araas un
Dscambar 23, 2001. Sincs that date, Matdv Is gubjact to competitlor In these areas. Mstdv Rt hae axtlusive rights in adadional five
concezsion arees through Msy 2008, while its aubsidiary, Ernitel has excluzive rghts in 3n acdlticnal three concession argas through
Nevembar 2002, Mstsv s Hungary's largsst moblfis tslecomnmunicalisns providsr through its subsidienies, Wasmel Mobil Tevkbzidsi RL
(*vvasrel?) and Weste! Rdaldreiafon Kft, (*Weste) 05807). In adadltion, Matav pravides isased lines, data transmission, corparare network, cable
te/avialon, Imernst and sells snd lasses telccommunieations equipment,

Matdv had 16,633 full tma equivalent employses st December 31, 2001, while ar the end af 2000 the numssr of empioyses was 14,580,

2 Basls of prescntation
The Compeny was incarperaed In Hungsry cn December 81, 1881 and commenead business on January 1, 1892, The Cormpany's registered
aodresa ls Krisztina kdrat 65, 1013 Budapest, Hungady,

e consolidated financial statemsms have been preparsd undsr the historiea! cost eanvention, excapt as disclosed in the accounting
poiicias below, and in compliance whh internaticral Aceounting Standarde (*IAS "), ,

The consolidated financial statements are shown in milieas of Hungarisn Ferints (*HUF"). For the conveniance of the reader, the
consolfdated balance sheet, inceme ststament and cash flow atatermant for the year 2007 are also presented in miliiens of U.S. doliars
("USD") translated at & rate of MUF 275.03 ta USD 1.00 fthe official rste of the Natiens! Bank of Hungary at December 31, 2007), Thess
transistione ars unaudited. The effect of inflation ke significam (1998: 10.0%, 2000: 8.8%, 2001: 9.2%) and should be censidersd in evalusting
ehe financial pasition, rasuits of ceerations and cash flows of the Group.

TRe praparstion of financial staterments In canformity with IAS requires management to make estimarss and assumptions that affect the
amsunts repartad In the financia! sratamenz and notas theroto. Aelusi results could differ from thase ssflmsres.

Asquisition of the ramalning d9% cwnershig in Westel Mobll Tavkéziési At (Westal) and Wests! Rddigtalefon Kit. (Weamsl 0660)

I Mareh 2000, Dautsche Telakem finalised the purchass of MedisOne’s Interssts in mobile sperstions in Cemral and Eastern Europs
inehuging MediaOne Internatlonal B.V. (which owned 49% of Westel) and 45% of Wests/ 0660. At the sams tims the Company was granted
an option to purchsse the d9% holdings In Wesrsl and Weste! D880 fram Deutsche Tefskem dunng the fifreen-month period ending
Soplember 2001, On Dacambar 21, 2001 the transaction was closed whareby Matdv becams a 100% ewnsr of both Wastsl and Weste/ 0650.
The purchase price included HUF 226, 75Q million (BUR 8Z0 million), paid in Decembar 2001, financed By & Joan from DT as dascribad in Nzte
12, plus an estimated additlonal HUF 12,000 miten payabie in 2002 aqual ta 4% of the amaunt of dividends to be daclarsd by Wests/ for
the year 2001 ;

The Company was cantrollad by DT so this was s transaciian between partiea under commen control. The financial statemsnts have been
restated gs if the Wastels wara wholly owned subsidiaries of Maldv sinze March 23, 2000, the dste when DT acgquired 49% of the Westeis.
The considerstion for the Compary’s acquisition af the Westsls was financed by & fean mem DT. Tha rarms of the ican agreement ars
described in nete 12, The loan agraement was completad on Decemier 20, 2001. The book valug ef the Company's sdditicnal share of aet
assets finctuding goodwill and other intsngitiles) of tha Westale an March 23, 2000 has been presented ss an Incrassa in equity st December
31, 2000 (MUF 252,408 milton). '
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Below I 8 summary of e impact of tha restatemant on aharahslgers’ equity snd pet incame in HUF milllans.

Ar Decembsr 51,
] 2000 2C01
Sauity (exchuding tha effsct the restatement) - 386,984 449,862
Adjustmert in re/stion to the Wastal acquisition 250,287 257,887
Transfer of consideration psyabdie to fiability - (247,273)
As restarad 697,287 . 460,300

Tha incraase In equity as of Decembsr 31, 2000 reflacts the Company’s adaltional shars of the asssty and labliities (neluging goodwiil and
cther Intanglbias) of Waste! and Wests! 0860 at March 23, 2060, which was pressnted as equity becsuss the loan frem DT was not completed
untlf Decernber 20, 2001, The docresse in equity In December 2001 refiects the foan agreement with DT which was complsted on December
20, 2007, divizends paid by Wests/ to DT prior to the transsction snd adaitienal censideration paysbis. The consideraticn payable by the
campany wss then transferred fram equity to llablifties. ’

At December §1,

) 2000 2001
Net income (deiore the restatement) §8,762 75.208
Adfustrnent in relation to the Westel scquisition 2,111) 7,352
As restated 66,652 82,560

The adjurtmants sbave raflact the additianal amelisation of goodwilll and Intanglble agsets of HUF 16,411 milllon (2000: HUF -18,750
million), the related defarred tax of HUF 28 million (2000: HUF 458 million) and the reduction In the minenty interest of HUF 28, 739 million
(3000 WUF: 14,213 milon). The minorhty Imerest in Weste/ and Westal 0650 wss sliminatad and tonsldered as gsrt of group net inceme both
for 2000 and 2001,

The minority imtarast in the net incame of the twe companiss

betwaan March 31, 2000 and December 21, 2001 was as follows: At Dacember 31,
2000 2001

Wastat ' 13,687 23,542

Wastel 0660 228 196

Acquisition of Makedonsk! Telakomunikash AD (MakTe] .

In Decamber 2000, the Company, en behalf of a cansortium, reached dgreemant with tha government of Macadeonls to purchase 51 percent
of MakTsl on ks privatizatien. The clesing of the transaction toak place on Janusry 15, 2001 wheraby the Company pald EUR 323.3 millien N
on bahaif of the cansortium in accordancs with ths relevent sgreement. The 59 pereent ownership acouired by Matdv was contributed cn
January 18, 2007 to & newly establisned Macedanian holding company, Stonebrigge Communications AD ("Stonebrioge”).

In accardance with a subscription and sharsholdars’ deed (“Deed”) batwaen Matdv, SEBF Holdings Ltd, (*SEEF”) and CosmeTRlzc Addsd
Value Services $.A. ("CosmoTaleo'), the fatter two soguired a 5.1 persent and § 7.4 percent ownershin /ssoactively in Stanebridge reducing
Msrdv's investment in Stenebridge to EUR 301.8 millon. Matdyv, consequantly. has an £6.5 parcant stake in Stonsbridge, which owns
571 parcent of MakTai, thereby Matdv has an effactive ownership percent in MakTel of spgroximately 44 percsnt, The taral acquisition cost of
the 44% affactive ownership ameunted ts HUF 83,380 miitlon.

The Deed pravides for & put cplien which antitles SEEF to sall ke shares to Mstdv on May 15 of each of 2003, 2004 or 2005 er upor
the occurrence of censin avents at a price formula also set cut in the Daed. The formuia tskes Inte aczount the purchase price paid by !
the consortium for the shares, the current earnings befora Interast, tax, depraciation and amontizatien (EB/TDA) and the net debf of MakTz/. »l' :

SR Teo oy R BT .
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CosmcTelco and Matdy antersd info s ¢csil aption dagresment whereby CoemoTéics hag the nght to acquire additional sherss in Stonebridge
fram Matdv such thar CosmoTelco’s hoiding can be increased to 28 percent of the lasusd share capital ef Stonsbridga. The price for esch
shars js bazat an Matdv's acquisition cost plue holding costs, Sefors the expiration of CosmoTalco’s call option on Februsry 8, 2002 Matdv
and CosmoTalco smended the agtian agreement as a resuft of which CesmaTalco hss ons mere year (unth February 2008) fo sxercise fie
option for & 10% share in Stonebridge. Matdv paid s fee of EUR 7 milllan in return for CosmaTefes 1o fer the opticn for the remalning 11.65%
share to axpira uruised on February 8, 2002,

MakTel hag been a cansolidated swbzialary of the Groug from January 15, 2001.

The share of Matdv’s ownership in Stonebridgs and the share of Stonepridge's cwnarship in Mk Tel reprasant the same shars of veting rights.

Acquisition of the remalrng S0% ownership in Emitel &t,
Matdv Rt had beer 8 50% owner of Emitel since ite setabijshment and accounted for EmRel as sn asseciatad cempany in its consoldatad
financial statements. On Dacember 31, 2000, Matdv At. agraed with Aphradita B, the owner of the cther 50% stake thar it woult purchess
the remaining shares, The thange of ownership was canditionsl on the approval ef the Minister responsibie for telecammunizations in
Hungary as weli as on the approval of the Hungarian Competttion Office, which Matsv received in June 2001, The prics ot HUF 13,330 million
-wag detarmined on ths closing of the transaction on July 2, 2001.

The assers and lisbilities of subsigiaries acguirad are summsrized In the tabie balov:
Wastel and MakTe! Emital
Waste/ 0880

{ir HUF millions)
Purchasae conslderation:

€ash paiv 227,503 83,380 13,930

seditdonal purchase price payable 1&,000 0 0
Tots! purchase considsmtion 238,508 83,380 13,930
Fair value of net agzets scquired 51,708 32,027 5,847 . q
Goadwill 187,785 51,853 £083

Fair value of net sessts soquirad:

Cash and cash egquivalents 5.488 826

Trading invegtments 8399

Reccivables 10,086 7a2

inverrtory 785 98

Praperty, pisnt snd equipment 74,023 10,270

Inmangible sssars 6,245 177 311

Assaciates £.254 o

Tradc ane ather paysdies 2,192 {5,788) (1,018 L

Defarred ravenus 397) ot

Loans and other bamawings 119,687) (1.265) i

Net deterrad tax assets ' (1,124) 2157 1490, ;‘:

tlnorhy Interssts 54,832 (35.963) g

Equity adjusiment {10,438 b

Fair value of net assats acquirad 51,708 52,027 5,847 d‘
!
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3 Statement of socourting policies

fa) Princicles ¢f censolidation

The consolidatsd financial statemente inciude the financial swatements of e Company snd /ts subsldianas over which the Company has
effective control. Inter-comperny balances and transactions have baen eliminated in the consoliostion.

Associamd comparnies (companies for which Matdv has significant influence bt hot control} and joint venturss fcempanias whare the
activity Is subjsct to joint cantrol based on & contractual arrangsment) ang acecunted for in the conselidated financial statements using the
aguity methed of accounting.

Busingss combinations sre accountsd for according to the purchass method of accournting prescribed by IAS 22 - Business
combinations.

grights,

o
clidgted ® Cash and cash equivalents
vrchase Cash and cash equivalonts include cash in Banks and alil highly fiquid deposits with maturtties of three manths or iass and exclude all
Yons In aoverdrafts.
2milllen
{s) Financlsl investmants

Financial investments include sacurities issued by the gevemment, the matunties of which ars betwaen three months and one year

At Janusry 1, 2007 the Group sdopted /AS 39 and ciassifisd its investments into the following cstegenes: trading, hisid-to-matunity and
svallable-for-saie. Investments that are scquirad principally for the purpese of generating a profit from shoristerm fluctuations in arice sre
classhfied as trading Investrmems snd Includad in current assets. lnvestments with fixed maturity hat the maragement has the intent and
asillty to hold to mawrity are classified as hald=toematurity and are included in nep-current assets.

Investments Intended to bs held far an Indefinite periad of tims, which may be seid inr‘response to needs for iiquidity er changss in interes?
rates, are clasellsd as avallabie-far-gafe. Thesa ara Includad in non-current assels unfess management has the oxprass intention of holding
the investrmant for lass than 12 montns from the bslance ghaet dats or unlsss they will reed e be sold to raise agerating caphal, in which
cage they sre included In current asseta. Managernent dararminss the sppropriate classificstion cf its investments st the time of the purchase
and re-gualuates such designation on & ragular basis.

Trading and availadle-for-sals investments are gsubsaguently carried at falr vajus, while held-to-maturity investrments are carrled at
ameortized cost Ary changes in Ihe carrfying valuse sre accounted for in the Income statament.

During the penod the group did not held any available-for-ssle or hald-to-maturly types of investments.

&) Receivables
Receivables are stared st their recoverable smount, after accounting for any impalrment losses included In other oparating expensas.
Recovarable amounls are estimated taking into account parantis! delsys and defauits on peyments,

Amounts due and receivable from sther netwerk speraters 3re hown nat where & vrlghr of set-off exlets and the amounts ars settied on
g net basis.

fe) inveritories
Inventories are stated 3t the lower of scquisition cost or net realizatic value. Aequisitian cost Is calculated on a welghted averags bssia.

/) Propery. plam and equipment

Property, piant and equipment are statad gt historical ccst lass accumuiated depreciation, ot for certsin s, which wers ravaived at

incorporation. Cost in the 2ase of the outside plant, comprises all expendituras including the cabling within customers’ pramises and Interest

on rofatsd jeans. When assers ane retired or dispased of, the ecoar and sccumuiared depracigtion ars remaved from the eccounts and any

related gain 57 joss /s recognized in the tonaclidated Income siatemsent, Meintensnce and rapairs are charged to sxpense when incurrsd,
Cepreciation is cajculated en a straight-ing baals from tha time the assats are daplaysd over their remaining useful lives, Matdv ragularly

raviews thess lives for censistency with current development glans and advances in technology.
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Tha useful iives assigned ars ag fellows:

Buitdings 10—-50 years
Duct, cable and sther cutside plant 26~38 years
Téleamane exchsngss 7=15 years
Other fixed assets 8«12 yasrs

9 Intangible assete

and Is amariized ueing the streigin-iine memhod cver R agtimataed usefuvl Me.

Cancessiens and licenses &~2S yaars

Softwers J3-5 years

Laasshald imerests § ysars

Customar base and brand=name 2=10 years

Goodwill on purehase of subsidiares and associates 5=20 years
)] impairment of non-currant assets

o] Lagssd assets
Lessor

Lassgss

depreciated cver te lpase term or the uegaful iife of the asset
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Cosls assoclatad with devsloping intemal computer software that has s probable densfi excesding the cost beyond ones year are recognived
&8 imangibla assets. Expendhures which enhance and extend the benafits. of computer software gregrams beyond their orginal
specifications and lives is recegniezsd as a capital iImprovernsnt and added ta the arigingl cost of the softwars.

Costs assoaiatad with the maintensnce of existing computer softwdre programs are expensed ss Incumed,

Costy associstad whh the acquisition of iong term iicenses ars capitalized Including any reiatsd borrowing cests,

Goodwill reprezems the excess of the cost of an scquisittan cver the fair value of the Greup's share of the net assets &f the acquirsd
subeldiary/assoclatad undsrtaking st the dats of acquishion. Goodwill en acquisitions is repaned In the balancs sheet a3 an Intanglbie assat

“Intangible assets ars amortized over their respective econormic lives. The useful llves of conesssions and licansas wers determined based
on the terms of the underlying agreements. Such asssts are srated at cost jess amartization an a straight-fine basis over the following perioss:

o

s

Matdv regularly raviews its non-currant assets, Including property, plam and éguipment Intsngible assets and sssoclates and other fong-
tarm investrments for impeirment, imoainnent Jos38s are recognizod a2 an expense for 8S391s WHose carrying value exceads thefr recovsrsble
amount. Impairment losses are Includad in the depraciation and amortization line of the Income statement.

Assars leasad our undsr cperating leazes ars included In propenty, plant and equigment In the balance sheet. They sra depreciatad over their
oxpactod useful llvee on g basis conalztent with simllar flved assets. Aentsi incams is meognized on & straighisling pasiz aver tha jagse term.

Leases of property, plant and equipment where Matév asaumes substantally sif the benefits and risks of ownership sre classified as finance
Isases. Ringnee leases &re capitalizad ar the estimated pressnt value of the underlying /eBze paymens, Each /aase payment I3 allocated
between the lablity and finanes eharges 8o as to achleve a constant rats on the finance Balsnce outetanding, The cerrasponding rentsl
sbiigatiens, ner of finance charges, are Inciudad in $ther payablss and loens and other berrowinge. The Imarsst eloment of the finance charge
i§ charged te e Incoma statement over the Isase perfod. The progery, piant and squipment scquirad undar finance Iesse contracts are

Costz In respect of cperating leases are chargsd 1o the cansolidated Income statement on g straight-line basis aver the legse term.

3,
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@ Financis! Instrumeants

Financlal Instruments esried on the balance sheet inclugs cash and bank balancas, investmants, racalvabias, rade creditors, leasss and
borewings snd ether non current lisbilities. The partlcular recagnition methods adopred sre disclosad in ths individual pollcy statements
associsted with sach item, )

Mastdv adoptsd international Accounting Standards No. 38 (IAS 39), “Financial Instruments: Recognition and Megsursment” an Januery 1,
2001, IAS 38 requirss that avery derivative instrumant (inciuding cenain derkvativé Instruments embedded in other contracts) be racorded in
the bilance sheet as alther an asast or 8 lability messured at s fair vatue, Tha statement requires that changss in the derfvative's Rir value
be racognizad in earnings unless spacific hedge sccounting critesia are met,

Mardv does not spply hedge secounting for Rs fimancial instruments, all gains and lcsses are racognized In the income statamant.
The cumusative effect of adopting IAS 39 was recognized against the ratained sarnings on January 1, 2601,

On the oate g derivative contract & entered into, the Group designatss csrtain derivetives as elther (1) a hedge of the fair value of
& recogmized assel or fiabiity (fair value hedge), or (2) a hedge of a farecasted transaction or of 8 firm commitment {cash flow hedge),
or (3) 9 hedge of & net investment in a fareign entity.

Changes in the fair valus of dsrivatives thet are designsted and quallfy ss falr vatue hedgss arnd that ars highly effective, are recorded In
the incarne statement, akang with any changes In the falr valus of the hedged ssset orllabll/ry that Iz antributable o the hedged nsk.

Changes in the fair value of derivatives that sre dasignated and quelfiy as cash flow hedges and that are highly effectivs, are recognized
in equity, Where the forscssted rensaction or firm commitment resufts in lmg fscagnfr/an of an asset or ligkitty, the geins and lossss
praviously defarrsd In equity are traneferrad from equity and inciuded in the Lfr}tfé! magsurement df the cast of an asset or labllity. Otharwiss,
amourrts deferrad in squity are tranafemrsd to the Income staternent snd elasélfied sc reverue or expense in the sams periods during which
the hadgsd flem commitrnant or foracastad transaction affects the income starament,

Hedges af net Investment in foreign antities sre 3ceeuntad for simitarly to cash flow heoges.

The fair value of publicly traded dervatives and lrading and available-forsale sécun'ﬁ'as i3 based an quotad market prices at the Balance
sheet 0ae. The falr vaiue of Interest rate swaps /s calcuiaiod as the presant value of the estimated fsdure cash flows. The falr vatue of farwerd
forelgr: exchange conlracts Is determined using forwand exchangs market rates at the balgnce sheet data.

in 853883ing the fair valug of non-waded derivatives and other financial /nsa-umems, the Group uses & variary of methods and makes
Sssumptions that sre Based On market conditions exiiting et each balancs sheet dare. Other wchniquss, such 33 estmaned dLscounred va/ue
of future cash flows. ars used fo determing fair value for (he mmaining inancial Instrurments.

(/] Deferred revenve
A portien of fees charged to customars upon connsction to the fixed line nazwarir pncr to October 18, 1887 rapresentad contributions (o the
cast of netwerk construction, The capltal contribution slemant of such fees was daferred and amortized 1o ravenue aver ths Jife of the refated
assets, Logisiation wes snactad effactive Ocrober 18, 1997 eliminating refurids of such foes and slgnaiing the remeval of any capital
contributicn elernem of future customer fese, .

Matdv's accounting policies for customer faes sra:

() Connection faes
Connection fsas are rregtad as deferred revenue and cradled to revenue in the consalldated income atarement over the pencd the

related asee?s are dapreciamsd.

i) Investrment contridution fees

Priar to July 1395, investrnant contrbution fags were hald 8s 8 provision for lebilitiss snd charges dus to thelr Indefinite legal
rofundabiifty. Followling the intraduction of naw legisiation in July 1885, investment canfﬁbuﬁoh faas were refundable only until June
1, 2600. As the leglsiation remcved the indefinke refundablity provisicn, investment cantributions net of a provision to cover future
repayments on termination of services are treated as dsferrsd revenue and are credited te revenua in the cansolidated incoms
g1atsments aver the peniad the relstad esssts are degracigted. '




(i} Emrance fees

-

the period the miated assets sre depreciated. The porticn of the sntrenes foe covenng non-capitslzed €xpenses was racognized
8¢ revenus upon connestion. After Cctober 15, 1997, the entire Ontrancy fae is recordad as revsnus upon connection reflecting the
cnsrge in reiated jegisiation and the savanced davelopment of the network.

SR ARGY Kr L YUt

o] " Revenuss

revenues and coste are statsd grass in these consolidated financlal statements. Reverues 98rned from connecting subseribers to the mobiie v
network gre recogaied upor Servics sctivation, Revenue from sale of tslaphone sets Is racosnizad upon dailvery. T

{m) Operating expansss Lk
Researeh and develepment as well as marketing costs arg expansed &s incumsd,

Provisione are recognized when Matsy has a present legal or cangwructive obligation as 3 rasult of gast events 8nd it is procadle that gn
outfiow of reseursas embedying economic benefits will be required to settls the obligation, ana @ reliabie estimsta of the amaynt of the
.abligarian can be made.

{n Rereign currencics

Monetary assete and Jiabilites denominated in forslgn cumencies are transiated into the local currancy (MUF or MKD) at the exchenge ratae
81 tha bajance sheet #ate end sny unreglized sxchange gains and losses ars recognized Immadiately. Gaine and fassas st anse on forgign
currsncy lransactisns and firancing sctivives arg Inciuded under net interest sna other charpes,

Far e Inktial consolidstion of foreign sutsidiarios acquired, their assats and fiabliftes at the scquisition dats wers Incerporatad into the
ceneolidated finsncial statements afrer transiating the talances inte HUF using the exchsnge rate prevailing st that date. The fair vajue
adjustrmenis rasuing from the purchase price allocatien and goodwill is scoounted for In NUE,

Atysarand the asssts and iiabilites of the forelgn subsidlsrias arg transiated into HUE using the exchsnge rates prevsiling on the balance
sheet date. The income ststements of the foreign sutsidiaries ars transiated into HUF vsing the sveraga rate of exchangs during the year,
The transiation diffarence arising on conscilidanon is tooked gEingt the cumuladvs transiation scjustment in sharaholders’ aquity.,

fa) Losng and otner borowings
Borrowings are recognized infilally at the proeeeds recalved, in subsaguent perlads they are stated st amortzed ceste. Any differance
betwesn the procseds and the rademption valus is recognized in the inzams statarmerit over the period of the borrowings.

EBorrowing costs ars recognized as an expenss ge Ineurred ner of amounts cagitalized. Interest on ganeral borrowings ls cspitalized as
pan cf the cost of the refovant fixad assar, up & the gate of commissianing and /s then smorized over the perlod the agsat is Jeprecisted,

o) income max .
Deforrad tax Is provided, uslng tha liablity method, for all temparary differances arising berween tax bages of 888ets snd lisbilitias and their
carrylng valuse fer financial reporting purposss, Currently enacted tex rates ste used {o determine deferred income tax.

The principa/ temporary aifferances arise from aepreciation on prepery, plant and equipment, intangible ag38ts, defarred revenue, Impair-
ment of receivables, inventery, lisbllities and charges, govermnment loanz and tax logees carrisd forwand,
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o @ Penslons and other poet-retisament banefis
Maldv had provided post-retlrement meal and other benefits to their retiress. Undar IAS 18 the expacted costs of these benefite were scerusd
over the period of employment using a singla sctuarsi rmethad et tied to the funding of the gian. The valuation of these abligstions had besn
carrled out using the projected unit cost method. During 2000 Matdv terminated the pfovrsvon of such benefits to its farmer empicyees, which
rasunad in the raversal of the accurmulsted provision % employse relatad axpenses.
Psyments to defined contribution pension plans sre recognized as expanss in tha périod in which they become dua. Payments smounted
18 HUF 1,616 millkon, HUF 1,850 mililon sand HUF 2,082 million far the years enced Dscember 37, 1998, 2000 and 2007 respectively.

1ad
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i} Earnings per share . . .
Basiz earnings per shars is calculated by dividing income for the period by the weightsd aversgs aumber af comman siacks outstanding.
Diluted earnings per share Is calzutated by the trassury srock method,

{8 Comparative infesmation
In arder to maintain consistency with the currant year presentation, certaln ltems nsve een raclassified for camparative purpeses.

4 Caah and cash oqu;vslsnra

Cash and cash eguivalents held by the Hungarian members of the Graup are pnmanly danamlrarad in Mungarian Forint and concentrstions
of cradlt risk are limited 8s Matéy placas s cash with substantisl cradit institutions. Cash and eash cquivalants held by the Macedonian
subsidisries sre denominsted In Macadonian Cenars, Euros and in U.8. dollars. )

s Finanoial investments
Financial Investmants conasist of tressury instrumsente with msturities of thyee o twelvs months, heid for trading purpeses,

4 Reacelvabies ' : - At Decgmber 37,

2000 20071

. fin HUF miiiions)
Domestlc trads rezeivables - . 74,757 74,938
Foralgn trade receivables : 5,604 22,874
Advances pald for eurrent assets ) ) . : 704 480
Cther rece/vables o 4787 3,429
Racslvables from Asscciaras - 995 869
Taxes recaivable . - 1,873 8,277
Other pragaymentz Bnd sccrued income . : 1.600 1,960
i T ) 89,720 110,724
Less impairmsnt Joes ) - (18.468) (22,645)
71,251 88,073

The significant increxse in foreign trade recsivables is due to the Inclusion ef MekTal's trads receivablas In the eonsolidated financial
SraremenTS.

Concentrations of credit risk relating to trade receivables srs imited dug to the larpe rumper &f customers cormprising Mativ's customer
Dbase and their dispersion acrose many different Industries end geographic areas.
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A Decemser 37,
The aflowance for impairment lose and changes thersin for 2000 an2l 2001 are as folows: 2000 2007
in WUF milliens)
Impairment loss, beginning of perod (14,977) {18,469)
Change In the composition of the Group ) £3,338)
Chssged 10 expenss (®,176) (6,452)
Wrilzed 4,684 5,624
Impairment loss, end of pariod (18,455) 22,625 &
7 Inventorics Al Recember 31, K
2000 2001 ‘
{in HUF millions) R
Canias, wires 8nd other invertory ' 3,601 5,873 S
Inventory for ressle 8124 70,283 ST
Suttotal 11,725 76.058
Less afiowanass for obsolets invertory (1,135 (2,733} ) |
T 10,587 18,297 <
8 Property, piant and aqulpment SN
Land  Buidings Duct, cable Telephone Other  Cagite! Total :
&nd other axchanges fixed  workin o
owtsids plant gsSels  progrese T
(in HUF millicns) :
Cost
January 1, 2001 3,891 81,857 200,887 398,136 80,862 32,558 B07,801
Change in the compostion of the Group 80 18,953 387,550 45,358 18,600 10,847 123,238
Adzitions ' 48 7,604 21,870 70881 15482 (14115 101,725
Disposals (19) (100) (.240) (16.484) (5,75¢] (25,695,
Trapsigtion sdjustment 2 1,008 (2,340) 3,410) (888) (510) (8, 155)
December 31, 2001 4,112 105,506 255077 494,231 111,801 28,350 988,167
Depreciation ' ”'
January 1, 2007 11,065 42118 146,707 48,311 246,188
Change In the composition of the Group ' 3,042 13,608 17,070 5,788 38,505 )
Charge for the year 3,722 8,776 50,269 19,408 82,578 o
Impairment lossss 1,843 1,649 A
Dizposaiz @Y (78 (13807 (5413 (21,970 i
Transiatien asjustment (230) @os) (215 (305 (2.743) i
Dscember 31, 2001 16,969 62,573 _200.857 54,100 344,808 et
5
Net book value S
December 81, 20071 4,112 88,537 192,204 253,364 47,701 48,380 664,288 pﬂ"
. "-; .
Nagt book value
Decomber 31, 2000 3,991 70,702 788,287 251,425 44,851 §2,558 561,702

Additions to capital werk In progress are shown net of transfers 1o assers In sarvice.
Ineluded in telaphone exchanges st December 31, 2001 are assers subjsct to finance leases with 3 gross book value ef MUF 1,501 miliion
and net book value of HUF €78 milllen.
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Included in telephone exchangas st Decomber 31, 2007 sre assets leasad undsr oparédng ia2sg contracty 0 SUSTEMErS with a gross book
valuo of HUF 8,175 million end nat dook value of HUF 4,318 millon. Depreciation for the yaar of these aseets amaunted fo HUF 1,380 mition.
Impsirment losses are mostly related to anelog ceilular and seeurity monitaring equisment.

2 Intanglble sssets

Concession Serwars  Lesseholo Other Gooawilf Tore/

cogts and Intarest  intangible
Jcanses
{n HUF mifiions)
Coost .

Janusry 1, 2801 20,141 38,380 7,180 15,285 221,273 309,225
Change in the compashion of the Group 188 &21 88 704
Addltians : 1,280 13,987 500 80,251 75,108
Digpossis {741 {1.600) (1,209) (7.689) (766) (11,408)
Translatien adjusimant ) 25} {149) {174)
Decernber 31,2001 21,450 51,389 6688 7,548 280,804 368,458 -
Amortizatien
January 1, 2001 2,869 16,826 3,284 6,383 11,517 40,509
Changa In the composition of ma Groug 51 135 -gg” 214
Chargs for the ysar 1,073 8,358 ‘857 2877 17,881 31,844
Imgairmeant 468 497 3§58
Dieposgsls {5 (1.586) . {708) (7,688) (766) {10,75%)
Transistien adjustmant %) {20) a7 f42)
Decemper 81, 2007 3,983 28,778 3,453 . 1,327 28,823 52,425
Net book valus
Decenber 31, 2001 17,487 27,210 3248 8,225 251,587 306.029
Net boak vaiue
Dacembar 31, 2000 17,272 22,554 3,926 8,802 209,762 262,418

Che amortization sxpensa of Intsngible assate Including goodwill is accountsd for in the Depraciation and amertization line of the Incems

statamen?.

Impairment of soRwara I3 reigted to the analog callulsr activity, whils the impeirmant af geeowill is ralated fo investmsnts In vanous

subsldianes.




Assacistes and ether long term investments

For the ysar andoc Dezember 33,
2000 2007
In RUF milligns)

Opening balance of agsec/stag 6,83< 8,438
Additiens o azsociates 1,132 300
Shars of asseciatas’ profit befors max 2,174 1,783
Share of asssciotes’ corporate tax (228) )
Dhvidend gayments (1.008) 773)
Dlspogals 0 (188)
Associates becoming subsidiaries {184 3,234)
Clesing balance of associstes 8,438 6,209
Other long tarm investments 5,624 8,990
14,062 13,183

Othar fong tarm invectments include inans given to sssaclated undertakings and thaw parties classifed as arlginated logns under IAS 39,

The sssaciated companias, whose results are included In the table adavs, are aif inetuded in the fixed kne gegment (note 29),

11 Other non-current assols At Dacember 31,
2000 2001

. fn HUF millions)
Doferrad tax asset (note 22 3,188 3,815
Asgets held for disposal 4,932 3,725
Crosscurrency Intarsst rats swaps 0 2,871
Prepsymants faliing tue afsr 1 year 2,864 4,978
Other non-currant sseets 4,081 3,860
) 15,085 18,850

Darivative assers (cross-curency intorest rate swags) in an amaunt of MUF 1,502 millien wers offsst against the undsriylng bank loans at
Degemper 82, 2000 (sen note 12}, In addition ta this ameunt HUF 383 mitiien was rgcegnized on adoption of 1AS $9 on January 1, 2007

Bgainst retalned esmings 1o refiact the fair vaiue of the CrO8S-CLMENCy interast rata SweEs in the balsnce sheet

Cross~currancy intsrost rate awaps an December 31, 2007 includa the fair value of the 3wap sgresmants deseribed in note 14,

12 Loans and other borrowings

At Decamber 31,
: Notes 2000 2001"
- (in HUF millians)
Bank Ioans ® 188,331 127,088
Bengs ) 20,223 28,217
Loans from Rslared parties ] [2] 300,904
Finaneea /agzes 1,214 888
Other 1,558 1,252
188,266 #53,370
At December 31, 2007, principal rapayments £all ous In;
after
2002 2009 2004 2005 2006 2008 TRy
Total 33,607 278,812 40,451 10,264 77,858 11,878 488,370
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The effective borrowings casTe frofe! interest payadie and other chargss) for Matdv's joans snd borrowings wers 14,4%, 12,7% snd 7.5%:
for the yeare snded 7998, 2000 and 2007 respectively. The weighted average Intersst rate on shori-term bermowings (deneminated in
Hungarian Forlnts and foreign currencles) was 12.7% /n 1933, §,88% in 2000 and 8.81% in 2001,

(s) Bank loans ' : Al Degamber 31,
Bank foans analyzed by cumency are s follows: 2000 2001
in HUF milliens)
HUF . ' 80,878 88,755
BuR 74,238 17,888
Usp -7 12,720 21,020
Net hedging pesition 1,502 0
’ o ’ 165,331 127,083
Bark leans cf HUF 87,432 milllon at Dagernber 37, 2007 wars subject to variable interest rates, Variadie rate loans raised In Hungarian Forint
- gre subject to igterast raigs betwesn 9.756% and 11.17% and are based on varlous rates, including BUBOR (Budagsst Interdank Offared

Rate), yield of traasury bills and the rate quored by the National Bask of Hungaty. Funds ralsed In foraign currengy with variable ratss are
subfect to intarast rates batwesn 4,76% and 8.7% generally besad ¢n LIBOR plus & margin. The remaining forsign cumancy bank loang werg
subject to fleed intersst rataz between 5.89% and 8,6%. Tha bank foans have maturitias ranging fram 2002 to 2011,

included in bank loans are leans from the World Bank and the European Investment Banrk (coflactivaly known as “IFIs” = Intemational
Fipance Instiitions) totaling HUF 42,095 millicn and HUF 38,489 milllon st December 81, 2000 and 2001, respectivaly. The majority of thess
feans are taken in forelgn curmeney, which sre subjact 1o interest rates of between 5.99 % and 8,6% with maturiies ranging from 2005 18 2011,

Included in bank loans is 8 USD densminated foan emounting to HUF §,519 millen that is subject to interest based an a fixed rate of
7.05%. This laan ie subject ta & cross eurrgncy interast rate Swap srrangement, which is deseribed In note 13,

Inctuded in bank feans is a USD daneminated loan amaunting ro MUF 5,710 mililon that is subjact to interear hssed on s Axed rate of
8.86%. TS foan Is subjeet 0 & Cross cumency swap sgresment, which s deseribed In Acte 16.

et oo
= S

On the sdoption of IAS 33, Mardv calculatad the fair value of the above mentionsd two swag sgrasments. As a result of the calcuiation, ) ‘
' the falr value of the swaps oxcesds the value of tha net hedging pasition by HUF 583 million, which was recognlzed 35 an asset against A %
v the retained gemirgs as of January 1, 2001, The value of the nar hedging position (HUF 1,502 million) and the HUF 589 milllan togather : IJ)
A reflectod the falr value of the swap srrangements as of January 1. 2601 and sre now disclossd as crogs-cumrancy Imerest rate swaps among il R
f;': ; - other Nen=current 35sets, ' h

Ry

Loans rorsling MUF 24,554 millien and HUF 27,550 million at Deescnber 31, 2000 and 2001 are mll-over loans whiek ¢an be prepaid st
any time and may be drawn down in one to six momth rolling perieds, However, e facillty under which the loans ere grovidad mave finsi
repaymaent dares falling due after one years 3nd are, therefars, ciassificd as long-tarm,

Group loan agreemenis Contain covensnt restrictions that - among cther things - require maintanance of certain finsncial ratisz. Sresch
of thogs covensnts would make MUF 88,576 millien dus snd paysdie in 30 days If nat remedied, At December 31, 2007, Matdv was in braach
of 9 covenant sgplisd in ons agreemert. The covenant was bazed on s debt-aquity ratie, in which equity was deflned as net of the book
value of Intangible assats. Dus o the substantlal smount of gooawli assumed on the sequisiion of Westal's remalning 49% stake, the book
value of Intangible sssets to be nstted against the Group's sharenciders’ saulty Incraased significently, while the nar dabt also increasod &3
the acquisitions were financed from Isans (note 12/¢). Mowever, Matdv agreed 3 one manth wajver from the partner banks ta ra-negstiale
the derms of the relovant covenant. The Company ranegéh‘ared the tarms of the ieans and came (u an agreement with the fenders in January

(2002, as 8 rasult of which the debtwaquity covenant was replaced with 8 debt-EBITD (esmings before interest, tax and daprecistion)
covenant, with which the Company was in compllsnze. In 2002 thrae ather agreemasnts were madifiad with the same terms,
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m) Bones

On March 24, 1988, the Compsny compiated two domestlc bond offerings. A tnosysar bond cffering in the total amount of MUF § biliior:
was fully subscribsd and subsequently repsid an March 26, 1389, The athar transaction inzhuded five-yedr Serds with 3 total amount of HUF
10 Lillion with intarast peyable semi-annuslly 8t an Intersat rats of S0 basis points over the average yleld ¢f the jast three auctons of S-month
Hungarian Tressury Bllis,

On Jung 22, 2000 Matdv launched & HUF 45 billion bornd grogram. This program allows Matdv to issue fixed, fleating cr 2sre coupon bona:
with maturities ot between 1 and 10 years, On July 18, 2000, Maldv issued g three-yadr, flxad rate tranchs in the nominal amount of HUF
10 billlon. The bends wera sold &t an sverags price §1 basis points over the 3-year Nungarian Treasury Bils. On March 21, 2601 Matdv izsued
8 2.5-yaar fixed rate 5.26% bonds ia the nominal armaunt of HUF 3 tillien, The bongs were sold st an aversge grice 74 basig points over
the 3-year Hungasan Treasury 8is.

(] Lasne from related parties
For the acquisiton of 6 44% stake in MakTel, Matdv received & loan of EUR 201.5 milllon (HUF 75,985 million) fram Deutsehe Tdlekem Finance
8.\ on January 15, 2001, The lean is based on 8 vsrisble rate of EURIBOR+30 basis points and regayable in one amaunt on January 31,
2008, interest payments are due semi=annually.

" Por the sequisition of the remaining 43% stake in Westel, Mardv received a loan af EUR 920 milllon (HUF 226,750 million) from Deutsche
Teiekorn Finance B.V. on December 20, 2001. The loan is bassd on a variadle rets of EURIBOR+S0 basis paints and repayable In ons amount
on August 14, 2003, Interast paymentz are due quarterly,

(d) Credhlt faciities ard pledges
At December 31, 2001, Matdv had undrawn comminad credh faclities of HUF 20,372 millien, These credRt facilties, should they be drawn
down, ara zubjact ta an intersst rate of LIBOR, BUSOR and commarcial flagting bank prima rates plus 3 margin degending on the currency
&nd Insttutlon providing the facilities.

There are pladgss on racelvables for foans totaling HUF §,173 milian.

18 Quantitative snd Qualitative Information abeut Finsacial Instruments
Financis! Instrurnants carrad on the balance sheet include cash and hank bslences, Investmants, receivables, trads creditors, Isasas and
berrowings. Matsy ks alsa a party to financial instrurments that reduce exgssure 1o fluctuations In farsign curency exchangs.

Matdv is exposed to intarest and faralgn exchanga rata risk associated with s dabr and antlcipared transsctions. Matdv hss no significant
concentrations of eredit risk, The funetional accounting currency of Maldv is the Hurgarian Forint, tharefore Matdv's objectiva Is to minimize
the isvs! of s finaricial risk in Hungarian Fosint tarms: v -

Mstdv Ie exposed to financial market nsk through Interast rate fluctustions. This is dus 1o the fact NI ehanging interast ratas in the U.S.
and Westam-Euraps affect the fair valug of fixed rate debt. Ta controi intarest rate risk, 3 compinstion of Hxad and.fiesting rate fept i& used
within the forelgn cumrsncy and MUF gortelios. In the casa of foreign debt, Maldv maintaing & dalsnce Batween fixed rste Snd variabio rate
dobr. Mainly flosting rate instruments are usad in the cage of Hungarian Forint debt du to decrassing interest ratss.

Matdv [z axposed to foroign exchange ssk ralated ta fareign currency debt and foreign exchisnge payments fie. internationss third party
telscommunicgtions camers and capra! expenditurs). To raduce foralgn sxchango risk, Matqv's gebt portfelis guistalines limit the individus!
clssses of currancias In the dstt pertfolio, Matév aims 10 Increasa the proportion of its borowings in Hungarian Rornt as the Hungarian
caphaf markat davalops. Mozt of Matdv's foreign sxehange debt portfalio is denominsted in Eure. The Nationa! Bank of Hungary lifted the
devaluation of the Nungarisn Farint agsinet the Euro in Octaber 2001 after widening the Intarvention band from +/=-2.25% to +/=15% as ¢f
May 4, 20C1. Ths introguction ef this new foreign exchanga ragulation incraased tho foreign exchange rick of the Group signiftcantly.

In 2000 and 2001 Matdv ascasionally enterad into derivative contracts for hedaing purposes. These foralgn currency forward cuny;ct:
Snd swap arrsngemonts wers taken (S redugs the exchange rete risk of dekt repaymeants or 1o agjust the currsncy structurs of the debt
portfslio to match that used by the National Bank of Hungary (Euro) in ts management 2 the Hungartsn Forint. Using derivatives ro change
the debt portfalio’s composition serves to regiuce cross currency fsk.
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Devivative Instrurnents are limited 1o foreign cumancy farwsrd eontracts and swap agreements hal ars recegnized &t cast in the flnanclal
statemants on Inceation. In arder 1 partially hedge the foreign currency axposure on certain DEM denominsted debis, Mstiv has enterggd
it short term foreign cumensy forwards to purchase DEM for HUR As theze forwards axpire, new shor-tarm fcrwards are eagred into
In crder to maintain 8 nedge of appraximaraly SO% of the princival balancs of the gedt In the case of foreign currency forwand comtracte,
8ny increase Gr decrease in the amount required to setiie the llakliity net of premium or discount Is off-sar by & corresponding movemsrt in
the vaiue of the forward sachange corzract. Goins and losses on demvative positions ars bookad sgsinst the galn or lass on the ralated
vnderlying positiens being hedged. in 2001, losses of HUF 1,001 mition were recognizad In the stataments of income reiated to foralgn
currsncy farward contracts. As of Dacernber §1, 2001, Matdv had no opan fersign currancy forward pesiicns,

Includes in bank foans s 8 USD denominsted Ioan smounting to MUF 5,519 million that Is subject to intsrest based on g fixad rats of
7.05%. Thig lean is subjsct (0 a cross currency intarest rate swsp amsngemare which entitlas Ma14v 2 regive USD imarest and principat
. mayments at fixed rates, and obligas it ta pay EUR interest and princinal repayments at floating rates of the EURIBORA rate plus a margin of
0.65%. The EUR principal payments gre fixed at a rate of 1 EUR e 1.0777 USD. Ths Uming ana gmount of ths USD payments to be raceived
sxactly match the underlylfig eayment cbligstions on tha USD loan. In 2000 Matdv scesunted for intarsst and foreign exchange movements
on these loans at the £UR r3te. As & rasult, tha value of the net hedging positian at Decomusr 31, 2000 amounted to HUF 871 milien,

included In bank ioars is a USD denominated lean amounting to HUF 5,710 milien that ls subject fo intersst based on g fixed rate of
8.56%. This losn is subject to 3 cross currancy swap agresment. Thiz swap sgreement eriitles Matdv 1o recoive USD interasr snd enncipa/
payrments ar fixed ratss, and obliges It 1o pay EUR interest and princloal psymehts at fixed reres of 5.17%. EUR principal payments gre
dstermined sezording to the EUR squivalent of the USD princips! payments at a rate of 1.0277 USD/IEUR, The tming and ameunt of the (SO
paymments received axactly match the underlying payrnent obligstions of the USD loans. In 2000 Matdy accountad for interest and foralgn
sxchange MOvEmentE on thesa isans at the EUR rate. As a result, the vaive of the net hedging gosition at Dacember 31, 2000 amounted e
HUF 851 milfion,

e tws joans dascribed above am accountad for a8 USD isans, while the fair velue of the sw3p dgresments ls aceeuntod for saparataly
as denvative assets and s diselesed in other non-current assets in 2001,

The financisl asser portalio is relativaly smail compared o the dabt portfollo af Matdv and includss only short term, markstable securities
with actlve secondsry marksts to ensurs liquidity. Matsv mitigatas cradlt ik by investing only in high quslity securitiss.

As of Deeember 31, 2001, Matdv's cash batanee ingludad HUF denaminsted cash equivalent instruments with 8 value of HUF 3,201 millian
T 8n Bverags fhxed intarest rate of 7.17% and MUF 1,627 millon In varisbie rsta instruments with an evarege intersst rate of 7.16%,

Financial investmants of HUF 827 milien were tield in fixed rate instrumants at an aversge intsrest rata of 3, 75%.

The net carrying amaunts of financig) assets including cash, Investments, receivables and payables and finance jeass obligations reflact
ressonable estimates of falr value due 1o the reatively short pericd ta mstusty of the instrumens.

The following table is a summery af Matav's market sensiive dedr instruments, including falr valus ssiculated using the ofsesunted cash
flew metred, Avsrags rsras disclosed represent the welghted aversge rates of fixed rate and varlsble rats portfafios dat perlod end, The book
vsluee of varisble rate loans and bomowings approximata their falr veiues 98 shown below at December 31, 2001,

Mswrfties
after Falr
2602 2008 2004 2005 2006 2006 Torst value
(in HUF mllilans, except percentagas)
Bank loans fWUF Dgnominstad)

Fixed rare 1,504 4 12,500 0 2] 0 14,008 14,773

Average intorest rate 70.41% 0.00% 11.76% ] 11.60%
Vanable rate 21,872 22,825 22,178 6125 . B25 8§25 7¢,147 76,147

Avardgre imersst rate 10.57%  -10.83% 10.60% 10.80% 11.01% 11.01% 70.68%
Tow! 33,478 22,628 36,675 §125 825 628 88,755 88,920

cortinved on p. 21
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Marturitios
after Falr
2003 2004 2605. 2008 2066 Tota! vsiue
(in HUF millions, sxcept pereentsges)
Bank ioans :
fforeign Currency denaminated)
Fixed rate 3,125 3,128 3,728 3,125 2,378 10,697 25,573 25,068
Average Imerest rsre 7.18% 7.13% 7.13% 7.13% 8.97% 6.51% 7.02%
\Varsble rate 8,307 8,517 2,238 754 410 118 13,335 13,335
Aversge Intsrest rate 7.80% 7.34% 6.74% 8.96% 8.08% 4.76% 7.52%
Total 9,432 6,838 5,360 33878 2,788 10,815 388,908 38,408
Total bank foans 32,808 25,285 20,035 10,004 5,471 71,440 127,083 127,323
/
Bonds and bilis of exchangs
(MUF denominates)
" Flxed rare a1 13,000 0 0 0 136 15,217 13,385
Average Interest rate 0.48% 9.25% 0.00% §8.10%
Vriable rata 0 10,000 [4 1] 0 0 10,000 10,000
Avsrsgs Intersst rate 71.78% 71.18%
Total a1 23,000 Q 0 [ 138 23217 23,335
74 Trade and other payables At Decembsr 31,
2000 2009
(in HUF millicns)
Domestc trads paysbies 49,427 47,832
Forgign trade paysbies 9,588 71,753
Amounts owed fo related parties 760 12,515
Taxation and saclsl securiy 7.223 12,881
Accrued expanges and prepayments 13,860 18,830
Amoumts recelved ln advance 1,666 1,480
Salariss and wagses 6,102 8,462
Payables fo gssociares 198 87
Dividands paysbla te minarity intersst hoiders e7 63
Other payablss 4,948 6,463
33,678 122,126
15 Deferrsd revenue At Dscemeer 31,
2000 2001
{in HUF millions)
EBeginning of percd 18,201 18,639
Changs in the comgasition of the Group 0 381
Amortzation (4,652) 13,283)
End of pened 13,639 10,631
Ameunt te be recognized within ons year 3.680 §,430
16 Other nan-current liablittles
The majerity ef other non-currant lfabilitiss is the 7840 license fec payabie by Westel in 2008,
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17 Provision for flapilites sng charges

Sevarance Cuztomer Other
) foysity

Rragram
{in HUF millions)
Janusry 1, 2001 5,760 1,889 185 11,654
Addltlons 4] 1,972 805 2,280
Amounts used {8.220) (1,378) 16} (10,614)
Lecenber 31, 2007 540 2,299 487 3.820

The pravision for severance relates to the employes termination benefit payable in 2002 in sccorance with the egreament mads with
employee rapresantativas,

12 Minority Intercsts

in cases whers subsidiaries are not whelly ownse by the Group,

the consolidatad bafance sheats and incems ststemants refiect the Sharg
of investment and resutts held 5 ¥ third parties. :

For the year sndsg Cacember 31,
1999 20C0 2607
(in AUF mitlions)
Bsginning of pered 12,138 23,012 1,228
Acquisiticn of MakTal 0 [ 35.9e3
Other movement In cspital conribuyted by minarty intarest 216 780 396
Share of results for the ysar 14,883 2,869 13,706
Olvigznds paidipayadie to minsrity sharsholders 4,222) (143} {58)
Acsuisition of minarmsy interest in Westel and Wasts! 0880 0 (25.250) 0
Cumuiative Transiation Adfustment 0 4 {3,088)
End of periog - Q3,012 1,228 48,1585
The minority Interest share of resutes for the year 2001 includes an amaunt of HUF 2,100 mililan in refation to tha ea)f optien of CosmoTalea
fepragenting the foss to Matsv hsd Coame Telco exersised its atlon for further intareet in Sronebridgs at Dscember 37, 2001 faae note 2).
19 Revenuss For the year ended Decembar § 1,
1958 2000 2001
{in HUF milllons)
Damestic flxed fine elecommuonications servicas: .
Subscriptions, cornections and othgr chames 83,781 82,918 . .B8,873
Qomestie traffic mvenue 134,071 728,517 123,388
Other usags 78,743 19,136 17,254
internationsi traffic revenues 43,807 41,432 34,092
Mokle telecommupications servicss 92,746 100,885 740,234
4eased lines and dara trsnsmission 20,247 26,815 36,804
Cther sarvices 22,183 §7,238 38.635
Ravenue from imtsmationgl activitias ¢ 0 59,977
384,332 445,848 547,735
Revenua from internationg/ activives incliaes the totel conscileated revenuss of MakTal.
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Other opersting expanzes ___Forthe ysar ended December 37,

7598 2000 2001
fin MUF millians)
Materials, maintenance snd servica faas 30,414 38.948 $3,946
Suscontractors 3,217 12,277 71,514
Fsas and lavieg 10,025 11,301 15,927
Markating 8,507 10,348 13,560
Other expanaas 26,287 25,510 29,305
78,450 88,582 124,044
271 Nee interest and other chsrges For the yesr ended December 31,
1999 2000 20017
in [MUF millicrs)
Interest sxpense- ,

. Hungsrian Forint leans 17,712 71,333 11,473
Foralgn currancy loans .- 8,182 5318 5,042
Flnance iegses a7 157 118

Net forelgn exehangs losses / (gaine) 6,239 4,835 (7,905)
"Commissions and ether bank charges 1,841 2,042 2,420
Total Intarest expenss and other charges 25,571 28,885 15,6849
Intarast capitatized (541}, (626) (404)
Irerast and other financial income (2,857) (2,057 2.141)
22,133 20,882 13,104

23 Income tax For the year erded Decemper 31,
’ ’ 1888 2000 2007

in HUF miliens)

Incarme tax chrge on the profit for the year (7.525) (8.625) {8,454}
LCaferrsd incerms taxes 832 1,102 2.218
Income tsx en the Group’s sham of e resulls of gsscclates (87) (225} (51)
Incoms 1ax expanse (5.811) (7,752) {11,733)

Tha Company and cartain ef s subsidiaries quallfy for a reciyetion in incorme tax payable on mesting certaln zonditions. The raduction in the
tax payable amountad 18 8 100% ailowancs for flve yaars from the date of qualifiestion, and a 60% aliowancs forg further five ysars. Through
1998, Matdv At. and Weste/ qualifisd for the 100% aliowance. Through 1985, Weste! 0680 uthized tha 160% allowance. From January 1,
1883, Mativ Rt mas Been utilizing tha reduced aflowance of £0%, for s maximum pesslble ffve yoars (effeetive tax rate of 7.2%). Westel 0650
utliized the reduced aflowance of 60% untii Decembsr 37, 1939,

Management batieves that the conditions undsHying the reducticn in Income tax will continue 1o Be mar By Matsv Rt. Ag razuht of Matsy's
acguisitlon of the remaining 48% of Wasts), forelgn awrership Fil befow 30%, hence Weste/ lost its 0% reduverien in income ax ag of
December 21, 2001, This rasumed In 3 deferrsd tax credit of 8ppraximately HUF 1,600 mililon. Al ather Hungarian subsidiaries wars subfect
12 intome tax of 18%, whils the Macadsnign cemganias are eubjecr te income tax of 15%,

Defered lax assers ars racognized for tax jess carry forwards only to the extent that reslizazion of the related tox beneflt is prabable.
The Group hae tsx Josses of HUF 11,455 million to cany forward agsinst future raxabla income. which have not been recognized In thase
financis/ staterments due (o uncertginty of their recoversbilly. Recognized tax losses of HUF 283 millicn expire In 2008.
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Matdy’s deforrad tax H3MNCES 8r9 83 flGWS:

Balgpeg at Changa Cumuiative  Adaption ineome Bafernce at

Decgmbesr inthe (ransistion ofIAS 33 sutemsnt Decemper
31,2000 composk adjustment effect 37, 2601
tien of the
group
Defarrad 1ax assete
Net oparsting boeg carry-forwsnd 347 (295) 52
Ivestments in eensalidated subsidiariss . 0 ' (1,058 (1,085
/mpairmant of rgeeivebles,
Inventory and financlsi investmerrs 1,371 510 @7) 88) 2,188 3,884
Property, plant and equipmant ano intangible geaats (1,085) 1,083 (143) 01.730) (1,908)
Deanlvative assats o (184} (184)
Trade and ather payablas g 108 @ (55) a5
Leans and ather dorrawings 287 {341) 1s4)
Defsrred ravenue 1,080 i) 929
Provisicns for lisbilitics and charges 958 ) 514) 345
Tots! net defarred 'ax gssers 2,876 1.886 f182) (38} 2.218) 2,053
Agd Back; deferrad lax liatily 318 1,763
Deferrad tax assets 3,188 3,815

Defomod lax assets and liabllitias sre determined by the legal entities of the Group.

The reconcillation betwesn tha reponed incoma tax ezpense and the theoratical

amount aniglng by applying the starutory incame tax ratgs is as folaws: Far the year ended Decambar 31,
1999 2000 2061
{in HUR mifions)
IAS prefit before ingceme tax ) 100,628 77,279 107,888
Tax at 18% 18.077) {13,970} £15,440)
Effacr of ditferent tax rates -0 5,832 8,51 11,259
Tax on Rems not subject 1o tax 3,634 587 1,388
Tax affect of unracogrized tax losses ) @84) 352) (1,157}
" Tax on non dsauctible cxpenses {1,288) 2.511) {4.459)
in the Ty " . Temporary diffarences reversing at cifferent rates 379 f247) 741 ¢
rough v Y Intoms tax expanse (bofors associates’ tax) 5814) 7523 {11,682
wany 1, AN Shars of asseciates tax oxpanse ®7) (229) 87)
®f 0660 ) PRI ircame fax expense 6811 7.752) (11,723,
vardv's : X .
x as of ok T Rems not subject to Income tax conslst primanly of armortzation of investment sentribution fass and connsction faes as welf 83 the share
.ijact P 1 ) of associetes’ profit before income tax as the fesufts of tha Sssociates are not Includsd in the reconeilistion.
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23 Canvertible bonds — Management incentive Plan

From June 29, 1598 to July 1, 1588, Matsv At. issued 7 million convertible bearer Sonds, known ss the “Managsmant Incentive Program
Bend"” sach with a fsce value af HUF 1, The hofder of a bond may convert it into one newly lssyed Mardy “R” senss rsglsterad comrman steck
with 8 face vaiue of HUR 100, In scconrdance with the sllocatlon and cenversion nufes, On July 1. 1888, 4,231 thousand bonds wers allocated
8 management. /n 1998, 302 thousand bonds were forfaitad. In 2000 acditional 876 thoussnd bonds were aliocsiad o managemeant and
283 theusand bends were forfaitad. In 2001, 242 thousand bonds wars forfsited.

The Bands may e convarted into nawly lssued Matdv °A” ssriss registered common stack over a three yesr period with one thind vesting
sach year beginning July 1, 1989. Bonds can ne! be converted afrer the enid of tha bond's term, Juns 2002.

The convarsion price of the bonas is the Hungarian Forint equivaiant of USD 5.75 per bong, calculared based on the USD/HUF exchange
rate quoted by the National Bank of Hurigary on the day of conversion, 188s tne facs valus of tha Band, but nct lsss than the intial public
offaring price of HUF 730 per share,

Compansation sost iz nat recogniaed In these finsnclal sratements fer the fair valus or ths Intinsic value cf the bonds grantad,

24 Posterebrement benefits
Undar IAS 19 “Employes Benefits” frevised 1997), Matdv records expense for post-ratirermant benefits in the period In which they ars earned.

. Buring 2000, Mstsv terminated the provision of post-retimment benefit .and ravarsed the sccumuisted provision to Employee rolated

expenses, The tables beiow show histarical detsile of the bensfit plan. -
- Al Dazember 31,

1993
fin 4UF millions;
Boreflts eamed during the year 83
Interast cost on prejectad tenefit Obligaton 373
Post-retrament banefit costs 458
The prasent velues of Matdv's obligations Includsd in the comsolidated balance shaat
&t Dacemper 31, 1999 ware as follows: At Decermber 31,
18989
fin RUF millisns)
Estimated present valua of defined beneft ebligations
Retirass snd dependants 1.888
Active plan participants 787
Accumulsrad poat-retirement Bendfit obligation 2,850
Prior year servica cost het yet recognized 258
Unracagnized nat gain frem changs in segsumpiiang . 664
Accrued pest-retirement benefit cost included In Provisions for igbliites and charges 8,548

The amount of the acerual was daterminad using actusnsi prnciples and using the following assumations:
For the year sndad December 31,

Discount rars .
Weighted average projected growth rate of par-cagha benefit caste
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&) Purchase cormmitments

As of Dacember 31, 1588, 2000 and 2€01, capitd! and ommer expandituras amaunting to HUF 18.8 billlon, HUF 13.2 billlon and HUF 11,2
biillan, respectively, principslly relating to the tsfecemmunicatiens netwerk, had been committed to under contractual arrangements, with the
masjorfty of payments due within one year.

[} M-ATL

Mardv At acquired a 25% share in M=RTL, & television Brosdessting company In 1887. Matdv Rt. committed to provida M-RTL with equity
and debt financing. At December 31, 2001 Matdv Rt, has outstanding commitments of spproximataly DEM & mitlan ta provida furthar funds
to M=ATL.

26 Lease revenues
Oparating fease ravenuss ralate primsrily to the leasing of PEX aquipment whers Matav s ths lassor.

.  Oporating Lesses
Ysar fin HUF millions)

2002 §,269
2005 ~ 2605 ’ 3,883
2008 and thareafier 1,833
Tera! minimum lesse payments racelvable 16,835

27 Retated party transactions

The Campany is majorty ewned by MagysrCam GmbH (59.45%), which is cwned by Deutsche Telekom AG sftar buying out the 50% share
of SEC Inc. in MagyarCem in June 2000. Sollowing a tender In 1893, MagyarCom was gwarded the natlenal cor ion fi 1o op

all fong distance and internations! serviees, s wall as local ssrvices in 38 primary arsas.. The rights and cbligations urdier the concessmon
were seslgned to the Company. Under a service agraement, MagyarCom Services Kft., a Hungarian cempany ewnsd by Deutsche Talskem
’ pravidas Mstév with management and consultangy services. The total esrvica fees charged In 18989, 2000 and 2001 amourted to HUF 2,152
mililon, MUF 2,478 milllon and HUF 1,563 miliicn, respectively. Matdv had no ourstending payabls to MagyarCom GmbH, whie the
nutstanding payabie for the services rendered by MagyarCom Services Kft. amounted to HUF §15 milllan at Dacember 21, 2007 HUF 750
millien at December 31, 2000). Maidv had no smounts recsivable from the above companies &3 of the same datas.

Prier to 2000, Westel and Westef 0660 usad consulting and other teehnical services provided by MadlaOns international B.\, which owned
45% of Weste! as of December 31, 2000. Costs Incurred relating to these services amounted te HUF 167 millian In 1958, while in 2000 and
2001 such axpensaes weore not incurred. Wastel had no smounts payable to MedigOne inmterationdl, st tha end of 2000 and 2007,

Matdv provides services to Govarament departments and businesses on arm's length BaBis, however, individuslly rone of these

cuSIOmers resresent @ significant sourse of revenue.

Hursat s a joint ventura founded by the Campany (50%) and Antsnna Mungdria Rt. The revenues of Munsst Include membership fees paid
By the establishing owners and subsidies recelved from an Irmarnationsl space communications ecgani2ation, Costs incumed by Marév
including paymant of these membership fees amounted to MUF 268 million in 2007, HUF 324 millicn in 2000 and HUF 301 millien in 1968.
Any profite made by Hunsar sra repsld to the joint venture partners.

The remunerstior of the Company’s Directors amounted to NUF 7 millian in 2001 (HUF 13 miillen In 2000 and HUF 1& milllon in 1995).
The ramuneration of the membsrs of the Compary's Supsrvisory Board smounted te HUF 7 millon in 2007 (HUF 7 milllon in 2000 snd HUF
10 millien in 1999),

The Company pald centributions in an ameunt of MUR 185 million to life Insurance plsns for the managemant in 20071,
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28 Principal investess

Ar Decomber 31, 2007 th principsl sperating esscciates. joint ventures and subsidiariag af the Group, which are Incercorated in Hungary

9nd Macedoniz, wers as faflows:

Assoclates / Joint venturas Group Intarsst Activity

in capita!
Hunsat Magyar Urtvideiési Koordindeids Egyestilés §0.00% VSAT ssteliite communications
DSP Ay, 38.84% Cable TV halding
Magyar ATL Risvizid R 25.00% Talevision broadeast company
Nemetksbe! Vagyonkezelt At 25.00% Cable TV holoing
Subsiciariee Group Intersst Activity

In eapital
Axafgre At ' 100,00% Imtarnet servica and contant provider
Emital Tivkiziési At 100,00% Local tefscommunlestions oparator
invesTel AL 100,00% Cable TV heiding
Maksdonski Telekomunikacii AD (rMakTel) 44,11% Macedonian telecommunicstions

' eompary

Matdvcom K. 700.00% Solutlons for business cusremers
Matdvkipe/TV Kft. 75.00% Cabie telgvishan eperator
Stonebnidge AD 86.50% Macedonian holging company
Weste! Rédidtelefon KFz. 100.00% Callular telaphane sarvices
Weste! Mob) Tavkozlds! At 100.00% GSM digital cellufar telephone ssrvices

29 Segment Information

Matdy has three opersbing segments, fixed /ine teleccmmunicsations, mobils talscammunications and intemational activities,
The fixed line talessmmunicaticns segment provides lacal teisahony in Matdv's 38 lecal primary aress, domestic and intemnational long
distance servicos on 8 nationwide basis as well a3 refsted servicee such as leased fines, dats transmission, PBX, corporate netwerks and

Intarnet.

The mobile segment consisTs of services proviced by Waste! and Waste! 0660. Wests! 0660 provides analeg servicas in the 450 MHz
frequency bandwidw and Wastel provides 0igityl sarvicas In the 800 3nd 1,800 MHzZ frequency bandwidth. Servicse previded between the
Company, Wsstal and Wastes 0860 are made on an arms-langth basis, Wastal and Wastel 0650 each provids distripution for the ether's
produsta, Bath Westal and Waste! 0580 laase space atf 8ase statlons o gach ather and from the Sompany on & contract besis. .

The intemational segment includes the faur Macedonian compsnigs, Stonebriage, the helding comp'sny through which Matdv controls
MaxTel, MakTel, Macedonia's exclusive fixsed line telecommunications compeny, MabiMak, MakTel's subsidiary that is the exciusive caliular
miecommunications serviee provider in Macedonla and Telemacedonia AD through which Maldv provides management and corsuftancy
servicas o MakTel, MobiMak AD and Stonebridge.

The folicwing table pragems s summary of aperating results of the Graup by sagment for the ysars ended December 31, 1899, 2000
and 2001. The sagments prasented below ara substantially consistent with the format used by the Company’s Management Committes,
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Revenuss
7Bis! ravanues of fixad ling segman

Fiad line ravenue from other ssgments
Fixed ling revenue fram axtamal custamers
Tota! revanue of mobile segment

Maobile revenue from other segmants
Mabhile revenue from externd/ customers
Tatal revenue of intemational segmant
Intarnational revenus from other segments
Intarnaticnal revenus from extemal custsmers
Totsl ravanue of the group

Degraciation and amerzation

Fixed fine

Mcplle

Internstions/

Total

Ogsrating grefit

Fixcd line

Mocile

imarnational

Tots

Assers

Fixed line

Maplla

Internationsl

Inter-sagment slimination

Tortal segment assats

Uraliseated asests

Total assels

Caphal sxpenditures en tangible and intangibla assere
Fixad line

Motlle

Intarnationa/

Tots/

Usbhlitlaz

Fixsd lins

Moblia

International

inter-gegrmnent slimination

Tetal sogmen? ligdilitiag

Unailszated lisbilitiss

Ters! jiskilities

For the year endad December 31,

1899 2000 2067
{in MR milions)

502,230 525,230 393,685
(8.505) £.491) (11,247)
292,325 318,738 322,444
117,335 189,346 798.947
(24.725) {30,188) {33,653
92,607 129,786 165,294
0 o 0,034

a o 57)

0 [ £9,997
384,932 446,545 547,735
49,878 80,932 85.843
12,272 33,788 20,282
0 0 10,392
62,745 84,720 116,822
85,471 70837 60,743
35,660 25,254 35,793
0 0 29,464
121,131 96,091 119,400
585,832 584,537 508,828
113,585 374,953 358,574
7] [+} 240,839
(5,385%) (8,813) {12,939)
644,156 951,077 1,096,353
3,704 8,347 7,843
€47,870 954,424 1,104,196
94,063 111,734 75,050
33,678 41,850 36,484
0 0 16,209
127.678 152,784 127,747
87.153 94,197 102,048
22,968 40,649 43,766
0 0 7571
(5,3€1) (8,818) {12,938}
714,760 125927 140,336
782,579 189,958 455,391
287,273 315818 595,727

Unalfocated asssets include tax assets, while unallocaisd llatilities includa loans and ether barrowings and tax llabilitlas.

Bagis of Intersegment gncing: intersegment pricing batween mabite and fixed line is daced upon retes @s reguisted and set out by the Pams

- Minigter's Qffice.

Geegraphic Infermatian: Matdv's fixed ling and moblle ssgmsnts aperate exclusively In Hungary, whils the intarnations! segment operates

In Macedonia. Mativ does nct 4ralyze results on o mare datailed lavel based on geograghic aroas withln Hungary or Macedoria.
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Matsvy 2001 anougi'report]’

T A
RN AR R




. e et T o
. PR :

.44: A

s 'Re'coﬁcili'az‘z'_ioﬁj 16 .US. GAAT

equity as of December 31, 2000 and 2001,

Notes
Ner income undar IAS
Adjustments far U.S, GAAR:
Cumulative effsct of Bdapting SAB 107 {s)
Doferred revenue ®
Post-retirment benefits )
Management incentive Plan Bonas {e)
Amertization of intangibla sssats (/]
Cumuiative effect of adopting SEAS 193 net of deferred tax fs)

Cumulstive incoms tax sffact of adopring S48 1071
Dofarrad ineems tax on US. GA4P sdustrments
Net income under U.S. GAAP

Basic sarnings per share under U.S. GARP
Diturer earnings per share under U.S. GARP

Sharehcldsrs’ aquity undsr IAS
Adjustmants for U.S. GAAR:
Cumutative sffsct of adepting SAB 701
Deferrad revenus
Ameontizaticn of Intangidis assats
Cumuiative Income tax offgct of adopting SAB 107
Dsferred income tax on US. GAAP adjustrmams
Sharenofders’ equity under LS. GAAP

T e

445,167

For the year anded Decemser 31,
1599 2000 2601
{in HUF milifons, excegt per sharg ermounts
78,832 56,652 82,560
0 22,167 ]
374 15,187 2,847
R) €21 4
{42 (134) &7
0 2,534 {2,546)
a 501
0 3,042 9
(240) -8 {1,134)
78,721 64,508 82,231
75.89 62,20 78.50
75,81 §1.87 75.30
Ar December 31,
" Notas 2000 2001
{n MUF milllors)
637231 480,390
@ 22,167) 0
{a) - 2,876 (18,344)
© 2,538 (1
5,042 [
f62€) 1,222

e
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() LDefsrred revenus

In Dagamber 1999, the Secuntias and Exchange Commission issued Staff Accounting Bullatin Ne. 167, “Revenue Rezegnition in Finanaisl
Statements”, (SAB 101) which providsz sdditional guidence In applying generally acceprad accounting principles, [a certain cases, SAS 1071
requires up-front fees 10 be deferrad and recognized over the expacted perlod af customer relationship.

Under U.S. GAAP Matdv appliad the guidance of SAS 131 gs fallows!

Far fixed line custemers a refationship period of 10 years wos szsessed and yp~front f2es are deferred aver that tarm. Incremental dirget
costs ara vlso deferrsd 10 the extant of the revanues. For mobile subscribers activation fees ars deferrsd over a 4 year customar relstionship
pariod together with incrementy direct cosis up te the ameunt of rovenue deferrsd, Losses arising from the ssle of hangdaers are recognized
upon sala.

) Pogt-retirement benefits

IAS 18 g substentislly similar to SFAS 108. The difference In net income of HUF 3 mililan In 1898 wss due fc the diffsrence in the year of
adoption of SFAS 108 varsus IAS 18. IAS 19 was acdlopted in 1988, wheress fer the U.S. BAAR reconsiliation, SFAS 106 was adogrsd in
provious years, During 2000 Mativ terminared (e provision of pest-retiramant benafils, therafore, the differencs in equity wss elirminatad.
The differencs in net income in 2000 refiects the reisase of the difference beltween the provisions in IAS and US. GAAF, accumulared in prior
JoRrs,

] Convertibie honds = The Managament Incentive Pragram

Compsnsation expenss is calculated on convertible bands grantsd undsr the "Management Incsntive Plan” and disciosad in the U.S. GAAP
income statament sdjustments /n accordsnce with APB 25. Total compensaticn axpanse s bassd on the diffsrance beiween the exerciss
price and the markse grice on the grant date. Total compensation expense of HUF 143 million was going o be recognized over the threes
year vasting paricd starring July 1, 1958. The amount smanized In 1998 taok Imo account the impsct of the farfelt of 402 theusand bonds
by managers. In 2000, 253 thousand bonds were forfefted and addltional 876 thousand bands wera sliocsated r» manggement. Compensation
expenss of HUF 117 milllen was csiculated /n relation to the new granis. i total. HUF 138 miiflon compansation expense was recognized in
2000, while the remaining MUF 87 million was recogned in 2001.

{e) Amorization of intangibie 3sses

Oue fo the different revenus and inlangrdle assal recognition rules oF IAS and .S, GAAR, the shareholders’ equily of Westal, MakTal and Emitel

on acquisiion wag differend, consequently the goeodwill and the value of customer base ¢n scquisition and their amartizetion are diffsrent.
As & result of the new accounting annourcements [SFAS 147 and 142) gocdwill on the scquisition of Emitel fas of July 2. 2001} le rot

amenized undor U.S. GAAP as the transastion was cencluded after July 1, 2007,

(] Adoption of SFAS 133
IAS 38 lg substantisily similar 1o SFAS 133, however the cumulstive effect of adogting the new standard was recagnized agalnst the rergined
garnings In IAS, while the ssma affect wss recognized In the Incoma statement under U.S. GAAR
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FORWARD-LOOKING STATEMENTS

This Aanual Repont contalns forwardsfooking stataments, Statemants thst ane not
histenzal facts, Incluaing stataments sbout cur beliefs and expectstiens, ars forward-
looking siataments. These statemente are basag on currant plans, estimatas and
projections, and tharsfore you shewld not placs undug rsliance on them, Forward-
looking staternents spesk only as of the date they are mads, and we undertake

ns obligation ro update publicly any of them in light cf new Information or future avents.
Forwardkioaking statements involve inherent risks and uncansinties, We caution you that

v & number of Impomant factors could cause ackual resuits to differ matsrally from these

centained in any forward-locking statement. Such facters am describad In. emong othor
things, our Annusl Repert on Form 20-F for the year anded December 31, 2001 filed
with the U.3. Securnitias and Exchange Commissian.
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The moverment in tha labiity rscognized in the balanze sheet is summanzed in the foliowing tabls.

L8, 1598

non gtock ‘ :‘{ g g i MUF mitilons)
Uouw ‘ Pt il : At the beginning of the ysar 3,250
memtand | SRR o 3.230
AR Post-retirament denafit costs a8
d vesting : ¥ o B ih ‘-: Benefite pald \ 037)
B ' , Accrued postratirament bensfit cost Insiuded in Provislons for liabliltles and charges 3,549

wehange
‘1 public 28 Commitnents
(a) Leass commitments
Operaling leaze commitmenta wars mainly In respect ¢f tha lease of Buildings, netwark and ather talecommunicatiens faclifties. Inctuded in
thesa leases Bre PRX assete soit and lcassd bask undsr operating fease agreements, Capitel feases primurlly relats to the saie and lesss
back of PBX and other tslscommurications equipment Future minimum lsase payments under capial and cperating leases at Decsmber

87, 20017 are a3 follows:

Capixa/ Leases

At Decamber 37,
2000 2001

Yosr {in =UF mililons)
2001 40D -
2002 438 410
2003 <85 482
2004 142 138
2008 0 ¢
2006 [4 a
Thereaftar 0 5]
Total mirumum Jes3e payrents 1,467 1011
Legs: gmounts representing intorast and exscutory costs (253) (123)
Prasent value of net minimum lease peyments 1,212 588
Less: capitsl Inase ¢bligations Included in shor-tarm dobt 282 331
Long-tarm cspital lesse obligabons 832 557

Operating Leasas

At December 37,
2000 2007

Yasr (in HUF millons)
2 2007 2,351 .
L. an B 2002 1,737 8,248
barst, #{ 2008 1,624 2,502
” RS SO 2004 1,282 2082
o YR RN 2005 §87 1,588
" RRIReS B 2006 6271 968
® SR % Thersatter . 773
‘ R 8,143 10,560
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