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INDEPENDENT AUDITORS' REPORT
To the Shareholders of S.C. Romtelecom S.A.

We have audited the accompanying consolidated financial statements of S.C. Romtelecom S.A.
("the Company"), which comprise the consolidated statement of financial position as at
December 31, 2009 and the consolidated statement of comprehensive income, the consolidated
statement of changes in equity and the consolidated statement of cash flow for the year then
ended, and a summary of significant accounting policies and other explanatory notes.

Management's Responsibility for the Consolidated Financial Statements

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

Auditors' Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on
our audit. We conducted our audit in accordance with International Standards on Auditing. Those
standards require that we comply with ethical requirements and plan and perform the audit to
obtain reasonable assurance whether the consolidated financial statements are free from
material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the consolidated financial statements. The procedures selected depend on the
auditors' judgment, including the assessment of the risks of material misstatement of the
consolidated financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the entity's preparation and fair
presentation of the consolidated financial statements in order to design audit procedures that
are appropriate for the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity's internal control. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of accounting estimates
made by management, as well as evaluating the overall presentation of the consolidated
financial statements.

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

In our opinion, the consolidated financial statements present fairly, in all material respects, the
consolidated financial position of the Company as of December 31, 2009, and of its consolidated
financial performance and its consolidated statement of cash flows for the year then ended in
accordance with International Financial Reporting Standards as adopted by the European Union.

March 4,
@m// R 7

Ernst & Young Assurance Services S
Bucharest, Romania



SC ROMTELECOM SA - For the year ended 31 December 2009

Consolidated statement of comprehensive income

(all amounts in Romanian lei thousand unless otherwise stated)

Revenue
Operating expenses

Operating loss

Finance income

Finance costs

Share of loss of associate
Loss before tax

Income tax (expense) / credit

Net loss for the year

Other comprehensive income

Total comprehensive loss for the
year, net of tax

Loss attributable to:
Equity holders of the parent

Total comprehensive loss attributable
to:

Equity holders of the parent

Basic and diluted loss per share from
continuing operations (RON / share)

Notes

(4]

Year ended 31 December

2009 2008
3,421,840 3,203,679
(3,486,042) (3,341,675)
(64,202) (137,996)
126,020 146,138
(100,759) (102,423)
(74,122) (122,890)
(113,063) (217,171)
(33,166) 37,944
(146,229) (179,227)
(146,229) (179,227)
(146,229) (179,227)
(146,229) (179,227)
(146,229) (179,227)
(146,229) (179,227)
(4.59) (5.63)

These consolidated financial statements, accompanying policies and notes on pages 1 to 67, which
form an integral part of these-financial statements, were approved for issue by the Board of Directors
of SC Romtelecom Sﬁgﬁ% Ma‘rqﬁ:'ggw and signed on its behalf by:

- J]
Anastasigq;zg/ga '
Chief Final},c/ial

£



SC ROMTELECOM SA - As at 31 December 2009
Consolidated statement of financial position
(all amounts in Romanian lei thousand unless otherwise stated)

ASSETS

Non-current assets

Property, plant and equipment
Investment property
Intangible assets

Investment in associate

Trade and other receivables
Other investments

Deferred charges

Current assets

Inventories

Trade and other receivables
Financial assets

Deferred charges

Cash and cash equivalents

Total assets

EQUITY

Capital and reserves attributable to
equity holders of the Company
Share capital

Share premium

Accumulated deficit

LIABILITIES

Non-current liabilities

Interest bearing loans and borrowings
Deferred tax liabilities

Retirement benefit obligations
Finance lease liabilities

Other payables

Deferred income

Current liabilities

Trade and other payables

Interest bearing loans and borrowings
Provisions for charges and liabilities
Finance lease liabilities

Deferred income

Total liabilities

Total equity and liabilities

Notes

10.1
10.2
11
12
16
13
15

17
16
14
15
18

19

21
22
23
26
20
25

20
21
24
26
25

As at
31 December 2009

As at
31 December 2008

5,678,505 6,153,848
211,540 69,134
174,589 243,660
44,969 119,091
56,360 60,907
78 78
36,213 52,418
6,202,254 6,699,136
321,462 291,185
546,776 498,727
47,928 34,811
29,137 29,660
781,857 618,617
1,727,160 1,473,000
7,929,414 8,172,136
5,975,037 5,975,037
1,295,227 1,295,227
(495,892) (349,663)
6,774,372 6,920,601
148,161 159,812
194,318 206,151
51,113 42,668
9,391 17,942
912 457
76,442 94,331
480,337 521,361
550,329 579,044
29,816 58,951
5,734 6,586
10,534 6,814
78,292 78,779
674,705 730,174
1,155,042 1,251,535

7,929,414 8,172,136

The accompanying policies and notes on pages 1 to 67 form an integral part of these consolidated

financial statements.



SC ROMTELECOM SA - As at 31 December 2009

Consolidated Statement of Changes in Equity

(all amounts in Romanian lei thousand unless otherwise stated)

Balance at 1 January 2008

Net loss for the year

Other comprehensive income

Total comprehensive loss for the year

Balance at 1 January 2009

Net loss for the year
Other comprehensive income
Total comprehensive loss for the year

Balance at 31 December 2009

The accompanying policies and notes on
financial statements.

Share Share Accumulated Total
capital __premium deficit equity
5,975,037 1,295,227 (170,436) 7,099,828

= - (179,227) (179,227)

) ) (179,2275 (179,227;
5,975,037 1,295,227 (349,663) 6,920,601
(146,229) (146,229)

: ( 146,229; (146,229;
5,975,037 1,295,227 (495,892) 6,774,372

pages 1 to 67 form an integral part of these consolidated



SC ROMTELECOM SA - For the year ended 31 December 2009
Consolidated Statement of cash flow
(all amounts in Romanian lei thousand unless otherwise stated)

Year ended 31 December

Notes 2009 2008
Cash generated from operations 27 1,030,979 758,987
Interest paid (10,173) (13,254)
Payments for fiscal audit penalties - (68,758)
Income tax paid (51,283) (7,542)
Net cash from operating activities 969,523 669,433
Cash flows from investing activities
Purchase of tangible and intangible assets (782,945) (512,429)
Proceeds from sale of property and
equipment 886 1,349
Advance for acquisition of internet networks (10,499) -
Purchase of short term investment titles (73,792) (22,475)
Proceeds from sale of short term investment
titles 62,024 -
Proceeds from sale of long term bonds - 75,000
Payments for increase in the share capital of
associate - (138,938)
Interest received 67,327 63,121
Net cash used in investing activities (736,999) (534,372)
Cash flows from financing activities
Repayments of loans and borrowings (62,478) (50,419)
Payment of finance lease liabilities (7,241) (1,764)
Net cash used in financing activities (69,719) (52,183)
Net _increase in cash and cash 162.805 82878
equivalents ' !
Cas.h and cash equivalents at the 618,061 535,183
beginning of the year
Cash and cash equivalents at the end of 18 780,366 618,061

the year

The accompanying policies and notes on pages 1 to 67 form an integral part of these consolidated
financial statements.



SC Romtelecom SA - year ended 31 December 2009
Notes to the consolidated financial statements
(all amounts in Romanian lei thousand unless otherwise stated)

1. GENERAL INFORMATION
Reporting entity

SC Romtelecom SA (“Romtelecom” or the “Company”) was set-up on 1 November 1997 as a joint
stock company incorporated in Romania, at which date the business and substantially all of the
assets and liabilities of Romtelecom RA (a State owned corporation) were transferred to the
Company. The Company has its registered office in Bucharest, Romania, 1B Garlei Street, Sector
1.

On 30 December 1998, 35% of the Company’s share capital was acquired by the Hellenic
Telecommunications Organisation S.A. (“OTE”) through its subsidiary, OTE International
Investments Ltd. (“OTE International Investments”) incorporated in Cyprus. Prior to the partial
privatisation of the Company, the shares were entirely owned by the Romanian Government.

During the Extraordinary Shareholders Meetings held on 31 January 2003 and 28 February 2003
the shareholders approved the increase of OTE International Investments’ interest in the share
capital of Romtelecom from 35% to 54.01%, through debt to equity conversion and cash
contribution.

The Company held exclusive rights to provide local, long distance and international fixed
telecommunications services in Romania until 31 December 2002. The market was liberalised on
1% January 2003.

On 6 April 2005, the Company sold its 95.67 % shareholding in Cable Vision of Romania SA, cable
television services provider, thus ceasing to operate in this line of business. On 17 May 2005, the
Company merged with its former fully owned subsidiary Artelecom SA, internet services provider,
thus internalising the supply of internet and data services (re-launched during April 2006). On 7
July 2005, the Company disposed of its entire shareholding in Cosmorom SA, mobile
telecommunications services provider (subsequently known as Cosmote Romanian Mobile
Telecommunications SA and hereafter referred to as “Cosmote Romania”) and then subsequently
re-acquired a 30% interest in the former subsidiary.

During December 2006, the Company entered the market of satellite TV services, the new service
being available across Romania.

On 9 July 2008, the Company set-up a fully owned new subsidiary NextGen Communications SRL
having as main object of activity wired telecommunications activities. NextGen Communications
SRL will be engaged in internet services, offering increased internet speed and also metropolitan
network speed. This subsidiary had no significant operations to date, being still in the development
process.

Following the final approval of the transaction by the shareholder resolution of the Hellenic
Telecommunications Organization S.A., Athens, Greece (“OTE”) on 6 February 2009, OTE was
consolidated for the first time as part of the Consolidated Group Financial Statements of Deutsche
Telekom AG, Bonn, Germany effective 1 February 2009.



SC Romtelecom SA - year ended 31 December 2009
Notes to the consolidated financial statements
(all amounts in Romanian lei thousand unless otherwise stated)

1. GENERAL INFORMATION (CONTINUED)

Management

The names of the managers of the Company serving during the financial year and to the date of
these consolidated financial statements, together with their respective dates of appointment and
resignation are as follows:

Position

Manager

President of the
Board of Directors

Mr. Panagiotis Vourloumis, was appointed as President of the BoD starting
with June 23, 2004. The President of the Board of Directors was re-
appointed on June 18, 2008.

Chief Executive
Officer ("CEQ")

Mr. Georgios loannidis was appointed as Chief Executive Officer starting
with February 1, 2007. The appointment was approved by the Board of
Directors on January 26, 2007.

Chief Financial
Officer

Mr. Anastasios Tzoulas was appointed as Chief Financial Officer starting
with May 1, 2007, based on CEO Decision dated April 30, 2007.

(?ohrlrfr;ercial Mr. George Makowski was appointed as Chief Commercial Officer -
) . Business Segment starting with August 1, 2007, based on CEO Decision
Officer - Business
dated July 31, 2007.
Segment

Chief Commercial
Officer -
Residential
Segment

Mr. Joerg Zeddies was appointed as Chief Commercial Officer - Residential
Segment starting with August 1, 2007, based on CEO Decision dated July
31, 2007.

Chief Business
Services Officer

Mr. Efthymios Papapostolou was appointed as Chief Business Services
Officer starting with April 1, 2007, based on CEO Decision, dated 30 March
2007.

Chief Legal,
Regulatory &
Corporate Affairs
Officer

Mr. Catalin Dima was appointed as Chief Legal & Corporate Affairs Officer
starting with June 1, 2005. The appointment was approved by the Board of
Directors on May 27, 2005. Starting with September 1, 2009, through
decision no. 91/31.08.2009, the Chief Legal & Corporate Affairs Officer took
over the Regulatory Affairs Division from Carrier Relations & Transformation
— Corporate Group and the position was renamed as Chief Legal, Regulatory
& Corporate Affairs Officer “.

Chief Information
Officer

Mr. Fotis Karonis was appointed as Chief Information Officer starting with
June 15, 2007, based on CEO Decision dated 31 May 2007.

Chief Human
Resources Officer

Mrs. Anca Georgescu Aladgem was appointed as Chief Human Resources
Officer starting with July 1, 2007, based on CEO Decision dated June 15,
2007.

Chief Technology
& Operations
Officer

Mr. Wolfgang Breuer was appointed as Chief Technology & Operations
Officer starting with August 1, 2008, based on CEO Decision dated July 30,
2008.

Chief Operations
Officer

Mr. loan Botis was appointed as Chief Operations Officer starting with
February 1, 2008; based on CEO Decision dated January 30, 2008. Starting
with August 1, 2008, the Chief Operations Officer is under the subordination
of Chief Technology & Operations Officer.

Chief Technology
Officer

Mr. Silviu Agapi was appointed as Chief Technology Officer starting with
February 1, 2008; based on CEO Decision dated January 30, 2008. Starting
with August 1, 2008, the Chief Technology Officer is under the subordination
of Chief Technology & Operations Officer.




SC Romtelecom SA - year ended 31 December 2009
Notes to the consolidated financial statements
(all amounts in Romanian lei thousand unless otherwise stated)

Chief
Implementation
Officer

Mr. Charalampos Konstantinidis was appointed as Chief Implementation
Officer starting with August 1, 2008; based on CEO Decision no. 96/July 30,
2008; Chief Implementation Officer is under the subordination of Chief
Technology & Operations Officer

Chief Strategy &
Business
Development
Officer

Mr. Ovidiu Ghiman was appointed as Chief Strategy & Business
Development Officer starting with September 1, 2009, based on CEO
Decision no. 92/August 31, 2009.

Chief Business
Development &
Transformation
Officer/Chief
Carrier Relations
Officer

Mr. Harm Aben was appointed as Chief Business Development &
Transformation Officer starting with February 1, 2008, based on CEO
Decision dated January 30, 2008. Starting with September 1, 2009 the
position was renamed as “Chief Carrier Relations Officer”, based on CEO
Decision no. 93/August 31, 2009.

Chief Audit Officer

Mrs. Andreea Mirea was appointed as Chief Internal Auditor Officer starting
with July 1, 2009, replacing Mr. Ovidiu Rusu who had been Chief Audit
Officer since April, 2007 and who left the Company in 2009. The
appointment was approved by the Board of Directors on June 29, 2009.

Chief Compliance
Officer

Mrs. Marioara Maxim was appointed as Chief Compliance Officer starting
with July 9, 2009, based on CEO Decision no. 77/July 09, 2009.




SC Romtelecom SA - year ended 31 December 2009

Notes to the consolidated financial statements

(all amounts in Romanian lei thousand unless otherwise stated)

1. GENERAL INFORMATION (CONTINUED)

Exchange rates as at 31 December 2009

The principal exchange rates used to translate the balances in foreign currencies to RON as at 31

December 2009 are presented below:

Currency

Euro

United States Dollars
Korean Wons

Special Drawing Rights

Glossary of terms

GSM

DCS
CDMA
EURIBOR
LIBOR
BUBID
BUBOR

BUMID
ADSL
ISDN
VOIP

Exchange rate

Abbreviation (RON for 1 currency unit)

EUR 4.2282
usb 2.9361
KWON 0.0025
XDR 4.6062

Global System for Mobile Communications
Digital Cellular System

Code Division Multiple Access

Euro Interbank Offered Rate

London Interbank Offered Rate

Bucharest Interbank Bid Rate

Bucharest Interbank Offered Rate

Bucharest Interbank Mid Rate
Asymmetric Digital Subscriber Line
Integrated Services Digital Network

Voice Over Internet Protocol



SC Romtelecom SA - year ended 31 December 2009
Notes to the consolidated financial statements
(all amounts in Romanian Lei thousand unless otherwise stated)

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The principal accounting policies applied in preparation of these consolidated financial statements
are set out below. These policies have been consistently applied to all years presented, unless
otherwise stated.

Index to accounting policies

cCHwvw1xOUVUOoOZZINxX« ~"I®OmMMOO®>»

Basis of preparation

Investment in associate

Operating segment reporting
Foreign currency translation
Accounting for the effect of hyperinflation
Property and equipment
Investment property

Intangible assets

Impairment of non-financial assets
Financial instruments

Inventories

Share capital

Income tax

Employee benefits

Capital grants and transfer of assets from customers

Provisions

Revenue recognition
Leases

Dividend distribution
Operating expenses
Comparatives

Pages

© 0 0 O

11
11
12
13
1748
18
18
19
20
20
21
23
23
23
23



SC Romtelecom SA - year ended 31 December 2009
Notes to the consolidated financial statements
(all amounts in Romanian lei thousand unless otherwise stated)

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
A Basis of preparation

These consolidated financial statements have been prepared under the historical cost convention,
(including the effects of hyperinflation up to 30 June 2004), except for the initial valuation of property
and equipment as further disclosed in paragraph F of this Note to the consolidated financial
statements and the appraised value of the land received from the State free of charge, the valuation
of investments in associates in accordance with the equity method prescribed by IAS 28
“Investments in associates” and the fair valuation of financial assets at fair value through the profit or
loss and available for sale financial assets.

The management team has developed business plans for the Company for the period up to 2012.
Management considers that the Company will be able to continue to operate as a going concern for
the foreseeable future.

Statement of compliance

These consolidated financial statements have been prepared in accordance with and comply with
International Financial Reporting Standards (“IFRS”), as endorsed by the EU, and are not the
statutory accounts of Romtelecom. The Company maintains its accounting records in RON prepared
in accordance with the accounting requirements of Romanian law and accounting practice issued by
the Ministry of Public Finance of Romania. The accompanying consolidated financial statements are
based on the statutory records of the Company, with adjustments and reclassifications recorded for
the purpose of fair presentation in accordance with IFRS, as endorsed by the EU.

The preparation of consolidated financial statements in conformity with IFRS, as endorsed by the
EU, requires the use of certain critical accounting estimates. It also requires management to exercise
its judgement in the process of applying the Company’s accounting policies. The areas involving a
higher degree of judgement or complexity, or areas where assumptions and estimates are significant
to the consolidated financial statements are disclosed in Note 4 “Use of judgements and estimates”
to these consolidated financial statements.

Changes in accounting policy and disclosures

The accounting policies adopted are consistent with those of the previous financial year except as
follows:

The Company has adopted the following new and amended IFRS and IFRIC interpretations as of 1
January 2009:

IFRIC 13 Customer Loyalty Programmes effective 1 July 2008

IFRIC 15 Agreements for the Construction of Real Estate effective 1 January 2009

IFRIC 16 Hedges of a Net Investment in a Foreign Operation effective 1 October 2008

IFRIC 9 Remeasurement of Embedded Derivatives (Amended) and IAS 39 Financial
Instruments: Recognition and Measurement (Amended) effective for periods ending on or
after 30 June 2009

IFRS 1 First-time Adoption of International Financial Reporting Standards (Amended) and
IAS 27 Consolidated and Separate Financial Statements (Amended) effective 1 January
2009

IFRS 2 Share-based Payment: Vesting Conditions and Cancellations (Amended) effective 1
January 2009

IFRS 8 Operating Segments effective 1 January 2009

IFRS 7 Financial Instruments: Disclosures (Amended) effective 1 January 2009

IAS 1 Presentation of Financial Statements (Revised) effective 1 January 2009

IAS 32 Financial Instruments: Presentation (Amended) and IAS 1 Puttable Financial
Instruments and Obligations Arising on Liquidation (Amended) effective 1 January 2009

IAS 23 Borrowing Costs (Revised) effective 1 January 2009

YV VVYY

A\
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SC Romtelecom SA - year ended 31 December 2009
Notes to the consolidated financial statements
(all amounts in Romanian lei thousand unless otherwise stated)

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

A

Basis of preparation (continued)

» Improvements to IFRSs (May 2008)
» IFRIC 18 Transfers of Assets from Customers effective 1 July 2009

When the adoption of the standard or interpretation is deemed to have an impact on the financial
statements or performance of the Company, its impact is described below:

IFRIC 18 Transfers of Assets from Customers

This interpretation provides guidance on how to account for items of property, plant and
equipment received from customers or cash that is received and used to acquire or construct
specific assets. It is only applicable to such assets that are used to connect the customer to a
network or to provide ongoing access to a supply of goods or services or both. The interpretation
did not have any impact on the Company’s financial statements because the Company has
already applied a similar accounting policy for a number of years (Notes 2 Q(i)) and 2 O).

IFRS 8 Operating Segments

This Standard replaces IAS 14 ‘Segment reporting’. IFRS 8 adopts a management approach to
segment reporting. The interpretation did not have any impact on the Company’s financial
statements because IFRS 8 does not apply to the Company.

IFRS 7 Financial Instruments: Disclosures (Amended)

The amended standard requires additional disclosures about fair value measurement and
liquidity risk. Fair value measurements related to items recorded at fair value are to be disclosed
by the source of inputs, using a three-level hierarchy, by class, for all financial instruments
recognized at fair value. In addition, a reconciliation between the beginning and ending balance
for level 3 fair value measurements is now required, as well as significant transfers between the
levels in the fair value hierarchy. The amendments also clarify the requirements for liquidity risk
disclosures with respect to derivative transactions and assets used for liquidity management.
The fair value measurements and liquidity risk disclosures are not significantly impacted by the
amendments and are presented in Note 28 (ii) and (v) respectively.

IAS 1 Presentation of Financial Statements (Revised)

The revised standard requires that the statement of changes in equity includes only transactions
with shareholders; introduces a new statement of comprehensive income that combines all items
of income and expense recognised in profit or loss together with “other comprehensive income”
(either in one single statement or in two linked statements); and requires the inclusion of a third
column on the balance sheet to present the effect of restatements of financial statements or
retrospective application of a new accounting policy as at the beginning of the earliest
comparative period. The Company made the necessary changes to the presentation of its
financial statements in 2009 and has elected to present a single statement for the statement of
comprehensive income.

IAS 23 Borrowing Costs (Revised)

The benchmark treatment in the existing standard of expensing all borrowing costs to the profit
or loss is eliminated in the case of qualifying assets. All borrowing costs that are directly
attributable to the acquisition or construction of a qualifying asset must be capitalised. A
qualifying asset is an asset that necessarily takes a substantial period of time to get ready for its
intended use or sale. The Company already had a policy of capitalizing borrowing costs on
qualifying assets therefore the revision to the standard had no effect on the financial statements.



SC Romtelecom SA - year ended 31 December 2009
Notes to the consolidated financial statements
(all amounts in Romanian lei thousand unless otherwise stated)

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

A Basis of preparation (continued)

Other standards, amendments to the standards, interpretations or amendments to interpretations did
not have any impact on the accounting policies, financial position or performance of the Company.

Improvements to IFRSs

In May 2008 the IASB issued its first omnibus of amendments to its standards, primarily with a view
to removing inconsistencies and clarifying wording. The effective dates of the improvements are
various and the earliest is for the financial year beginning 1 January 2009. The adoption of the
following amendments resulted in changes to accounting policies but did not have any impact on the
financial position or performance of the Company.

IAS 1 Presentation of Financial Statements

This amendment clarifies that assets and liabilities classified as held for trading in
accordance with IAS 39 Financial Instruments: Recognition and Measurement are not
automatically classified as current in the balance sheet. The Company analysed whether
the expected period of realization of financial assets and liabilities differed from the
classification of the instrument. This did not result in any reclassification of financial
instrument between current and non-current in the statement of financial position.

IAS 36 Impairment of assets

This amendment clarifies that when discounted cash flows are used to estimate ‘fair
value less costs to sell’, the same disclosure is required as when discounted cash flows
are used to estimate ‘value in use’. The Company amended its disclosures accordingly,
which did not result in any change in the financial position.

Other amendments resulting from improvements to IFRSs to the following standards did not have
any impact on the accounting policies, financial position or performance of the Company:

IFRS 5 Non-current Assets Held for Sale and Discontinued Operations
IFRS 7 Financial Instruments: Disclosures

IAS 8 Accounting Policies, Changes in Accounting Estimates and Errors
IAS 10 Events after the Reporting Period

IAS 16 Property, Plant and Equipment

IAS 18 Revenue

IAS 19 Employee Benefits

IAS 20 Accounting for Government Grants and Disclosure of Government Assistance
IAS 23 Borrowing Costs

IAS 27 Consolidated and Separate Financial Statements

IAS 28 Investment in Associates

IAS 29 Financial Reporting in Hyperinflationary Economies

IAS 31 Interest in Joint ventures

IAS 34 Interim Financial Reporting

IAS 38 Intangible Assets

IAS 39 Financial instruments recognition and measurement

IAS 40 Investment property

IAS 41 Agriculture



SC Romtelecom SA - year ended 31 December 2009
Notes to the consolidated financial statements
(all amounts in Romanian lei thousand unless otherwise stated)

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
A Basis of preparation (continued)
Basis of consolidation

The consolidated financial statements comprise the financial statements of Romtelecom SA and its
subsidiary, NextGen Communications SRL as at 31 December 2009.

The subsidiary is fully consolidated from the set-up date and will continue to be consolidated until the
date that the control over its operations ceases.

The financial statements of the subsidiary are prepared for the same reporting period as the parent
company, using consistent accounting policies.

All intra-group balances, income and expenses and unrealised gains and losses resulting from intra-
group transactions are eliminated in full.

B Investment in associate

Associates are entities over which the Company generally has between 20% and 50% of the voting
rights, or over which the Company has significant influence, but which it does not control.
Investments in associates are accounted for by the equity method of accounting and are initially
recognised at cost.

Company'’s share of its associates post-acquisition profits or losses is recognised in the profit or loss
and its share of post-acquisition movements in reserves is recognised in reserves. The cumulative
post-acquisition movements are adjusted against the cost of the investment.

When the Company’s share of losses in an associate equals or exceeds its interest in the associate,
including any other unsecured receivables, the Company does not recognise further losses, unless
the Company has incurred obligations or made payments on behalf of the associates. Unrealised
gains or transactions between the Company and its associates are eliminated to the extent of the
Company’s interest in the associates; unrealised losses are also eliminated unless the transaction
provides evidence of an impairment of the asset transferred. Accounting policies of associates have
been changed where necessary to ensure consistency with the policies adopted by the Company.

C Operating segment reporting

An operating segment is a component of an entity:

(a) that engages in business activities from which it may earn revenues and incur expenses
(including revenues and expenses relating to transactions with other components of the same entity),
(b) whose operating results are regularly reviewed by the entity's chief operating decision maker to
make decisions about resources to be allocated to the segment and assess its performance, and

(c) for which discrete financial information is available.

The Company does not fall within the scope of IFRS 8 — Operating segments and has not opted to
apply IFRS 8.



SC Romtelecom SA - year ended 31 December 2009
Notes to the consolidated financial statements
(all amounts in Romanian lei thousand unless otherwise stated)

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
D Foreign currency translation
(i) Functional currency

Items included in the consolidated financial statements are measured using the currency of the
primary economic environment in which the Company operates (“the functional currency”). The
consolidated financial statements are presented in RON, which is the functional and presentation
currency of the Company.

(ii) Transactions and balances

Foreign currency transactions are translated into the functional currency using the exchange rates
prevailing at the dates of the transactions. Foreign exchange gains and losses resulting from the
settlement of such transactions and from the translation of monetary assets and liabilities
denominated in foreign currencies are recognised in the profit or loss, within the financial result.

E Accounting for the effect of hyperinflation

Prior to 1 July 2004 the adjustments and reclassifications made to the statutory records for the
purpose of IFRS presentation included the restatement of balances and transactions for the changes
in the general purchasing power of the RON in accordance with IAS 29 (“Financial Reporting in
Hyperinflationary Economies”). IAS 29 requires that the financial statements prepared in the
currency of a hyperinflationary economy be stated in terms of the measuring unit current at the
statement of financial position date. As the characteristics of the economic environment in Romania
indicated that hyperinflation has ceased, effective from 1 July 2004 the Company no longer applies
the provisions of IAS 29. Accordingly, the amounts expressed in the measuring unit current at 30
June 2004 were treated as the basis for the carrying amounts in these consolidated financial
statements.

The main guidelines followed in restating the figures during the period of hyperinflation were:

(i) Monetary assets and liabilities

Cash and cash equivalents, receivables (except for advances paid to fixed asset suppliers),
payables and interest bearing loans are not restated as they are considered monetary assets and
liabilities and are therefore stated in RON current at the statement of financial position date.

(ii) Non-monetary items

Non-monetary items (those statement of financial position items that are not already expressed in

terms of RON current at 30 June 2004) are restated from their historical cost or valuation by applying
the change in the CPI from either the date of acquisition, valuation or contribution, to 30 June 2004.



SC Romtelecom SA - year ended 31 December 2009
Notes to the consolidated financial statements
(all amounts in Romanian lei thousand unless otherwise stated)

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
(iii) Profit or loss

Because of Romanian economy ceasing to be hyperinflationary starting with 1 July 2004, profit or
loss items arising subsequent to this date (therefore including for the full financial years 2009 and
2008) were not subject to restatement, except for transactions of a non-monetary nature related to
statement of financial position items recognised for the first time prior to this date, such as
depreciation and amortisation of fixed assets. The depreciation and amortisation expense for the
year as well as impairment losses are therefore influenced by the restated carrying value of property
and equipment and intangible assets acquired prior to 1 July 2004.

F Property, plant and equipment
(i) Cost / valuation

Property and equipment is stated at historical or restated cost, less accumulated depreciation and
any impairment losses. Cost includes expenditure that is directly attributable to the acquisition of the
items.

IAS 29 Financial Reporting in Hyperinflationary Economies, which was applicable for the Company
up to 30 June 2004, states that all property and equipment should be restated from the date of their
purchase using a general price index. When detailed records of the acquisition dates of items are
not available or capable of estimation, in the first period of application of the standard it is allowed to
use a valuation as basis for the restatements.

Romtelecom RA (the predecessor entity) first prepared its IFRS financial statements for the year
ended 31 December 1994 and had an internal valuation of the property and equipment performed at
that date using either a modern equivalent asset or a depreciated net replacement cost
methodology, as appropriate. This involved a range of techniques including current replacement cost
for assets such as digital exchanges, modern equivalent asset cost for assets such as analogue
exchanges where direct replacement would not be appropriate and indexed historical cost for assets
such as motor vehicles where either replacement costs were not available or the amounts involved
were less significant in aggregate. The valuation was dependent upon, among other matters, the
remaining useful lives of the assets, which themselves reflected the network development plans of
Romtelecom.

This valuation has been brought forward to 30 June 2004 by applying the change in the CPI.
Property and equipment acquired after 31 December 1994 are restated by applying the change in
the CPI from the dates when the items were initially recorded at cost to 30 June 2004.

(i) Subsequent expenditure

Subsequent expenditure is included in the asset carrying amount or recognised as a separate asset,
as appropriate, only when it is probable that future economic benefits associated with the item will
flow to the Company and the cost of the item can be measured reliably. The carrying amount of the
replaced part is derecognised. All other repairs and maintenance are charged to the profit or loss
during the financial period in which they are incurred.

(ili)  Borrowing costs
Interest costs on borrowings to finance the construction of property and equipment are capitalised,

during the period of time that is required to complete and prepare the asset for its intended use, if the
recognition criteria are met. Other borrowing costs are expensed.
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Notes to the consolidated financial statements
(all amounts in Romanian lei thousand unless otherwise stated)

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
F Property, plant and equipment (continued)
(iv) Depreciation

Depreciation is charged on a straight-line basis over the estimated useful lives of the assets.
The estimated useful lives are as follows:

Years
Buildings 45
Cable and related equipment 15-20
Exchanges and related equipment 10-15
Other fixed assets 3-8

Management is continuing to assess network development plans and is reviewing assets’ residual
values and useful lives at each statement of financial position date.

(v) Land and land improvements

Land received from the State free of charge is valued at an appraised value at the date of transfer of
ownership.

Land is not depreciated as it is deemed to have an indefinite life. Land improvements, such as site
preparation and protection works, are depreciated straight-line over the life of the main network
asset(s) located on the site.

G Investment property

Investment properties are measured initially at cost, including transaction costs. The carrying amount
includes the cost of replacing part of an existing investment property at the time that cost is incurred
if the recognition criteria are met; and excludes the costs of day to day servicing of an investment
property. Subsequent to initial recognition, investment properties are carried at historic cost less
provisions for depreciation and impairment.

The accounting policies on the measurement basis (cost) and the depreciation rates are similar with
those included for land and buildings under property, plant and equipment note above.

Investment properties are derecognised when they have been either disposed of or when the
investment property is permanently withdrawn from use and no future economic benefit is expected.
The difference between the net disposal proceeds and the carrying amount of the asset is
recognised in the profit or loss in the period of derecognition.

Transfers are made to or from investment property only when there is a change in use. For a transfer
from investment property to owner occupied property, the deemed cost for subsequent accounting is
the net book value at the date of change in use. If owner occupied property becomes an investment
property, the Company accounts for such property in accordance with the policy stated under
property, plant and equipment up to the date of change in use.

H Intangible assets
(i) Licenses
Licenses have finite estimated useful life (not exceeding 20 years) and are carried at historical cost

less accumulated amortisation and impairment provisions. Amortisation of licenses is charged on a
straight-line basis over the period of the licence.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
H Intangible assets (continued)
(ii) Computer software

Acquired computer software licenses are capitalised on the basis of the costs incurred to acquire and
bring to use specific software. These costs are amortised over their estimated useful life of three to
five years.

Generally, costs associated with developing computer software programmes are recognised as
expenses as incurred.

However, costs that are clearly associated with an identifiable and unique product which will be
controlled by the Company and has a probable benefit exceeding the cost beyond one year are
recognised as an intangible asset. Associated costs include staff costs of the development team and
an appropriate proportion of relevant overheads.

Expenditure that enhances and extends the benefits of computer software programmes beyond their
original specifications and lives is recognised as a capital improvement and added to the original
cost of the software. These costs are capitalised in intangible assets where not integral to property
and equipment. Computer software development costs recognised as assets are amortised using the
straight-line method over a period of 3 to 5 years.

(iii)  Subscriber acquisition costs

The Company capitalises as intangible assets the incremental costs of connections related to
residential customers acquired after 1 January 2007 for fixed line telephony, internet services and
satellite TV. The subscriber acquisition costs are amortised over 2 years, which is the period of the
non-cancellable subscription by the customers.

| Impairment of non-financial assets

Assets that have an indefinite useful life are not subject to amortisation and are tested annually for
impairment. Assets that are subject to amortisation are reviewed for impairment whenever events or
changes in circumstances indicate that the carrying amount may not be recoverable. An impairment
loss is recognised for the amount by which the asset’s carrying amount exceeds its recoverable
amount. The recoverable amount is the higher of an asset'’s fair value less costs to sell and value in
use. For the purposes of assessing impairment, assets are grouped at the lowest levels for which
there are separately identifiable cash flows (cash-generating units). Non-financial assets that
suffered impairment are reviewed for possible reversal of the impairment at each reporting date.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
J Financial instruments

(i) Financial assets

Initial recognition

Financial assets within the scope of IAS 39 are classified as financial assets at fair value through
profit or loss, loans and receivables, held-to-maturity investments, available-for-sale financial assets,
or as derivatives designated as hedging instruments in an effective hedge, as appropriate. The
Company determines the classification of its financial assets at initial recognition.

Financial assets are recognised initially at fair value plus, in the case of investments not at fair value
through profit or loss, directly attributable transaction costs.

Purchases or sales of financial assets that require delivery of assets within a time frame established
by regulation or convention in the marketplace (regular way purchases) are recognised on the trade
date, i.e., the date that the Company commits to purchase or sell the asset.

The Company’s financial assets include cash and short-term deposits, trade and other receivables,
financial assets at fair value through profit and loss and available-for-sale financial assets.

Subsequent measurement
The subsequent measurement of financial assets depends on their classification as follows:
a) Trade and other receivables

Trade and other receivables are non-derivative financial assets with fixed or determinable payments
that are not quoted in an active market. Such financial assets are carried at amortised cost using the
effective interest rate method.

Gains and losses are recognised in the consolidated profit or loss when the loans and receivables
are derecognised or impaired, as well as through the amortisation process.

An allowance for impairment of receivables is established, where there is objective evidence that the
Company will not be able to collect all amounts due according to the original terms of receivables.
Significant financial difficulties of the debtor, probability that the debtor will enter bankruptcy or
financial reorganisation, and default or delinquency in payments are considered indicators that the
trade receivable is impaired. The amount of the allowance is recognised in the profit or loss and is
measured as the difference between the carrying amount of the receivable and the present value of
expected future cash flows discounted at the original effective interest rate. The changes in the
impairment allowance for receivables are recognised in the profit or loss within “operating expenses”.

Amounts payable to and receivable from other network operators are shown net where a right of set-
off exists and the amounts are settled on a net basis.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
J  Financial instruments (continued)
b) Financial assets at fair value through profit or loss

An instrument is classified at fair value through profit or loss if it is held for trading or is designated as
such upon initial recognition. Financial instruments are designated at fair value through profit or loss
if the Company manages such investments and makes purchase and sale decisions based on their
fair value in accordance with the Company’s documented risk management or investment strategy.
Upon initial recognition, attributable transaction costs are recognised in profit or loss when incurred.
Financial instruments at fair value through profit or loss are measured at fair value, and changes
therein are recognised in profit or loss.

The Company evaluated its financial assets at fair value through profit or loss (held for trading)
whether the intent to sell them in the near term is still appropriate. When the Company is unable to
trade these financial assets due to inactive markets and management’s intent to sell them in the
foreseeable future significantly changes, the Company may elect to reclassify these financial assets
in rare circumstances. The reclassification to loans and receivables, available-for-sale or held to
maturity depends on the nature of the asset. This evaluation does not affect any financial assets
designated at fair value through profit or loss using the fair value option at designation.

c¢) Available-for-sale financial assets

Available-for-sale financial investments include equity and debt securities. Equity investments
classified as available-for sale are those, which are neither classified as held for trading nor
designated at fair value through profit or loss. Debt securities in this category are those which are
intended to be held for an indefinite period of time and which may be sold in response to needs for
liquidity or in response to changes in the market conditions.

After initial measurement, available-for-sale financial investments are subsequently measured at fair
value with unrealised gains or losses recognised as other comprehensive income in the available-
for-sale reserve until the investment is derecognised, at which time the cumulative gain or loss is
recognised in other operating income, or determined to be impaired, at which time the cumulative
loss is recognised in the profit or loss in finance costs and removed from the available-for-sale
reserve.

The Company evaluated its available-for-sale financial assets whether the ability and intention to sell
them in the near term is still appropriate. When the Company is unable to trade these financial
assets due to inactive markets and management’s intent significantly changes to do so in the
foreseeable future, the Company may elect to reclassify these financial assets in rare circumstances.
Reclassification to loans and receivables is permitted when the financial asset meets the definition of
loans and receivables and has the intent and ability to hold these assets for the foreseeable future or
maturity. The reclassification to held to maturity is permitted only when the entity has the ability and
intent to hold until the financial asset accordingly.

For a financial asset reclassified out of the available-for-sale category, any previous gain or loss on
that asset that has been recognised in equity is amortised to profit or loss over the remaining life of
the investment using the effective interest rate. Any difference between the new amortised cost and
the expected cash flows is also amortised over the remaining life of the asset using the effective
interest rate. If the asset is subsequently determined to be impaired then the amount recorded in
equity is reclassified to the profit or loss.

d) Cash and cash equivalents

For the purpose of the statement of cash flows, cash and cash equivalents include cash in hand,
deposits held at call with banks, other short-term highly liquid investments with original maturities of
three months or less, net of bank overdrafts and excluding restricted cash. In the statement of
financial position, bank overdrafts are included within borrowings in current liabilities.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
J  Financial instruments (continued)
Derecognition

A financial asset (or, where applicable a part of a financial asset or part of a group of similar financial
assets) is derecognised when:
o the rights to receive cash flows from the asset have expired; or
o the Company has transferred its rights to receive cash flows from the asset or has assumed
an obligation to pay the received cash flows in full without material delay to a third party
under a ‘pass-through’ arrangement; and either (a) the Company has transferred
substantially all the risks and rewards of the asset, or (b) the Company has neither
transferred nor retained substantially all the risks and rewards of the asset, but has
transferred control of the asset.

Impairment of financial assets

The Company assesses at each reporting date whether there is any objective evidence that a
financial asset or a group of financial assets is impaired. A financial asset or a group of financial
assets is deemed to be impaired if, and only if, there is objective evidence of impairment as a result
of one or more events that has occurred after the initial recognition of the asset (an incurred ‘loss
event’) and that loss event has an impact on the estimated future cash flows of the financial asset or
the group of financial assets that can be reliably estimated. Evidence of impairment may include
indications that the debtors or a group of debtors is experiencing significant financial difficulty, default
or delinquency in interest or principal payments, the probability that they will enter bankruptcy or
other financial reorganisation and where observable data indicate that there is a measurable
decrease in the estimated future cash flows, such as changes in arrears or economic conditions that
correlate with defaults.

Trade and other receivables

For trade and other receivables carried at amortised cost, the Company first assesses individually
whether objective evidence of impairment exists individually for financial assets that are individually
significant, or collectively for financial assets that are not individually significant. If the Company
determines that no objective evidence of impairment exists for an individually assessed financial
asset, whether significant or not, it includes the asset in a group of financial assets with similar credit
risk characteristics and collectively assesses them for impairment.

Assets that are individually assessed for impairment and for which an impairment loss is, or
continues to be, recognised are not included in a collective assessment of impairment.

If there is objective evidence that an impairment loss has been incurred, the amount of the loss is
measured as the difference between the asset’s carrying amount and the present value of estimated
future cash flows (excluding future expected credit losses that have not yet been incurred). The
carrying amount of the asset is reduced through the use of an allowance account and the amount of
the loss is recognised in the profit or loss. Interest income continues to be accrued on the reduced
carrying amount based on the original effective interest rate of the asset. Trade and other
receivables together with the associated allowance are written off when there is no realistic prospect
of future recovery and all collateral has been realised or has been transferred to the Company. If, in
a subsequent year, the amount of the estimated impairment loss increases or decreases because of
an event occurring after the impairment was recognised, the previously recognised impairment loss
is increased or reduced by adjusting the allowance account. If a future write-off is later recovered,
the recovery is recognised in the profit or loss.

The present value of the estimated future cash flows is discounted at the financial asset’s original
effective interest rate. The discount rate for measuring any impairment loss is the current effective
interest rate.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
J  Financial instruments (continued)
Available-for-sale financial assets

For available-for-sale financial investments, the Company assesses at each reporting date whether
there is objective evidence that an investment or a group of investments is impaired.

In the case of equity investments classified as available-for-sale, objective evidence would include a
significant or prolonged decline in the fair value of the investment below its cost. ‘Significant’ is to be
evaluated against the original cost of the investment and ‘prolonged’ against the period in which the
fair value has been below its original cost. Where there is evidence of impairment, the cumulative
loss — measured as the difference between the acquisition cost and the current fair value, less any
impairment loss on that investment previously recognised in the profit or loss — is removed from
other comprehensive income and recognised in the profit or loss. Impairment losses on equity
investments are not reversed through the profit or loss; increases in their fair value after impairment
are recognised directly in other comprehensive income.

In the case of debt instruments classified as available-for-sale, impairment is assessed based on the
same criteria as financial assets carried at amortised cost. However, the amount recorded for
impairment is the cumulative loss measured as the difference between the amortised cost and the
current fair value, less any impairment loss on that investment previously recognised in the profit or
loss.

Future interest income continues to be accrued based on the reduced carrying amount of the asset
and is accrued using the rate of interest used to discount the future cash flows for the purpose of
measuring the impairment loss. The interest income is recorded as part of finance income. If, in a
subsequent year, the fair value of a debt instrument increases and the increase can be objectively
related to an event occurring after the impairment loss was recognised in the profit or loss, the
impairment loss is reversed through the profit or loss.

(ii) Financial liabilities

Initial recognition

Financial liabilities within the scope of IAS 39 are classified as financial liabilities at fair value through
profit or loss, loans and borrowings, or as derivatives designated as hedging instruments in an
effective hedge, as appropriate. The Company determines the classification of its financial liabilities

at initial recognition.

Financial liabilities are recognised initially at fair value and in the case of loans and borrowings,
directly attributable transaction costs.

The Company’s financial liabilities include trade and other payables, bank overdraft, loans and
borrowings.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

J Financial instruments (continued)

Subsequent measurement

The measurement of financial liabilities depends on their classification as follows:
a) Loans and borrowings

Loans and borrowings are subsequently measured at amortised cost using the effective yield
method; any difference between proceeds (net of transactions costs) and the redemption value is
recognised in the profit or loss over the period of the interest bearing loans and borrowings.

Interest bearing loans and borrowings are classified as current liabilities if they are due to be settled
within twelve months after the statement of financial position date or the Company does not have an
unconditional right to defer settlement of the liability for at least twelve months after the statement of
financial position date.

b) Trade and other payables

Short term liabilities for trade and other payables are carried at the fair value of the consideration to
be paid in the future for goods and services received. Non-current payables, similar to borrowings,
are subsequently carried at amortised cost using the effective interest rate method.

Derecognition

A financial liability is derecognised when the obligation under the liability is discharged or cancelled
or expires.

(iii) Offsetting of financial instruments

Financial assets and financial liabilities are offset and the net amount reported in the consolidated
statement of financial position if, and only if, there is a currently enforceable legal right to offset the
recognised amounts and there is an intention to settle on a net basis, or to realise the assets and
settle the liabilities simultaneously.

(iv) Fair value of financial instruments

In order to determine the fair value of its financial instruments, the Company uses a variety of
methods and makes assumptions that are based on market conditions existing at each statement of
financial position date. Quoted market prices or dealer quotes for similar instruments are used for
long-term debt. Other techniques, such as estimated discounted cash flows, are used to determine
fair value for the remaining financial instruments.

The carrying amounts of trade receivables and trade payables are estimated by management to
approximate their fair values.

The fair value of loans and borrowings, for disclosure purposes, is estimated by discounting the

future contractual cash flows at the current market interest rate that is available to the Company for
similar financial instruments.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
K Inventories

Inventories are stated at the lower of cost and estimated net realisable value. Cost is determined on
a weight average cost (WAC) basis. Net realisable value is the estimate of the selling price in the
ordinary course of business, less applicable variable selling expenses. Allowance is made against
slow moving, damaged and obsolete items, the estimated net realisable value of which is below
acquisition cost.

L Share capital

Incremental costs directly attributable to the issue of new shares, other than in connection with
business combinations, are shown in equity as a deduction, net of tax, from the proceeds.

M Income tax
Current income tax

Current income tax assets and liabilities for the current and prior periods are measured at the
amount expected to be recovered from or paid to the taxation authorities. The tax rates and tax laws
used to compute the amount are those that are enacted or substantively enacted by the statement of
financial position date.

Deferred income tax

Deferred income tax is provided in full, using the liability method, on temporary differences arising
between the tax basis of assets and liabilities and their carrying amounts in the financial statements.
Currently enacted tax rates are used in the determination of deferred income tax.

Deferred tax assets are recognised to the extent that it is probable that future taxable profit will be
available against which the temporary differences can be utilised. Deferred income tax assets are
recognised for tax losses carry-forward to the extent that realisation of the related tax benefit through
the future taxable profits is probable.

Deferred income tax is provided on temporary differences arising on investments in associates.

Temporary taxable differences (generating deferred tax liability) mainly arise from non-monetary
assets (property and equipment, intangible fixed assets and inventories) in respect to the differences
between the restated amounts in accordance with IAS 29 and the values for tax purposes.

Temporary deductible differences (generating deferred tax assets) mainly arise from financial
investments in associates in respect to IFRS accounting for Company’s share of associate’s result
for the year, as well as from various provisions and accruals temporarily non-deductible under tax
regulations.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
N Employee benefits
(i) Contributions to State pension plan and other State social security funds for employees

Contributions are made by the Company to the State’s health, retirement benefit and unemployment
schemes at the statutory rates in force during the year, based on gross salary payments. The cost of
these payments is charged to the profit or loss in the same period as the related salary cost. The
Company has no other liability under Romanian law in respect of future pension, health or other
costs for its employees.

(ii) Bonus plans

A liability for employee benefits in the form of bonus plans is recognised by the Company in other
provisions where contractually obliged or where there is a past practice that has created a
constructive obligation. Liabilities for profit sharing and bonus plans are expected to be settled within
12 months and are measured at the amounts expected to be paid when they are settled.

(iii) Post-employment benefits

The Company has a defined retirement benefit plan, set in accordance with an annually negotiated
collective labour contract prescribing that Romtelecom is required to pay on retirement the equivalent
of 2 to 8 months of average base salaries depending on the length of service. Romtelecom’s
obligations are restricted to those employees who retire from the Company during the period of the
collective labour contract.

The liability recognised in the statement of financial position in respect of defined benefit pension
plans is the present value of the defined benefit obligation at the statement of financial position date,
together with adjustments for unrecognised actuarial gains or losses and past service costs.

The defined benefit obligation is calculated annually by independent actuaries using the projected
unit credit method. The present value of the defined benefit obligation is determined by discounting
the estimated future cash outflows. The discount rate used is that of government bonds that are
denominated in the currency in which the benefits will be paid and that have terms to maturity
approximating to the terms of the related pension liability. The forecasted increases in salaries used
are estimated based on the current assumptions in Romanian economy regarding the evolution of
the inflation rate, correlated with similar assumptions used in the European Union.

Actuarial gains and losses arising from experience adjustments and changes in actuarial
assumptions in excess of 10% of the defined benefit obligation are charged or credited to income
over the employees’ expected average remaining working lives.

(iv) Termination benefits

Termination benefits are recognised as a liability when the Company is demonstrably committed,
without realistic possibility of withdrawal, to a formal detailed plan to either terminate employment
before the normal retiring date or to provide termination benefits as a result of an offer made to
encourage voluntary redundancy. Termination benefits for voluntary redundancies are recognised as
an expense if the Company has made an offer encouraging voluntary redundancy, it is probable that
the offer will be accepted and the number of acceptances can be estimated reliably.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
0] Capital grants and transfer of assets from customers

Grants relating to acquisition of property and equipment are included in non-current liabilities as
deferred income and are credited to the profit or loss on a straight-line basis over the expected
useful lives of the related assets.

Network access assets constructed by customers and donated to Romtelecom in order to gain free
maintenance and renewal services by the Company are included in non-current liabilities as deferred
income and are credited to the profit or loss on a straight-line basis over the expected useful lives of
the related assets.

P Provisions

Provisions are recognised when the Company has a present legal or constructive obligation as a
result of past events, it is probable that an outflow of resources will be required to settle the
obligation, and a reliable estimate of the amount can be made. Provisions for restructuring are
recognized when the Company has an approved, detailed and formal plan of restructuring which has
started to be implemented or it has been announced to those affected by it. Provisions are not
recognised for future operating losses.

Where there are a number of similar obligations, the likelihood that an outflow will be required in
settlement is determined by considering the class of obligations as a whole. A provision is
recognised even if the likelihood of an outflow with respect to any one item included in the same
class of obligations may be small.

Provisions are measured at the present value of the expenditures expected to be required to settle
the obligation using a pre-tax rate that reflects current market assessments of the time value of
money and the risks specific to the obligation. The increase in the provision due to passage of time is
recognised as interest expense.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Q Revenue recognition

Revenue, shown net of Value Added Tax and discounts comprises services provided and goods
sold. Revenue for all services is recognised when the services are provided.

The Company assesses its revenue arrangements against specific criteria in order to determine if it
is acting as principal or agent. The Company has concluded that it is acting as a principal in all of its
revenue arrangements.

(i) Fixed line telephony revenues

Domestic calls revenues
Domestic calls revenues are recognised in the profit or loss at the time the call is made.

Rentals
Revenue from rentals is recognised in the profit or loss evenly over the period to which the contracts
relate.

Revenues and costs from international calls and overseas operators

International telephone revenues are derived from outgoing calls made from Romania and from
payments by foreign network operators for calls and other traffic that originate outside Romania but
use Romtelecom’s network. Romtelecom pays a proportion of the international call revenue it
collects from its customers to transit and destination network operators.

International calls revenue is recognised in the profit or loss at the time the call is made. Revenues
from overseas operators are recognised in the profit or loss at the time the call is received in
Romtelecom’s network.

Revenues from sales of prepaid cards
Prepaid call card sales are deferred until the customer uses the stored value in the card to pay for
the relevant calls.

Connection fees

Until 31 December 2007, income from connection fees for fixed line telephony services had been
deferred over 12 years, estimated to be the average length of servicing the landline customer.
Deferral of connection fees occurs simultaneously with deferral of costs incurred in connecting the
customer.

Starting with 1 January 2008, the Company has revised the period over which connection fees are
recognised and the balances of connection fees, as follows:

a) The balance of deferred revenues (and associated deferred conne