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INDEPENDENT AUDITOR’S REPORT

To the sharcholders of Magyar Telekom Telecommunication Public Limited Company
Report on the audit of the financial statements
Opinion

We have audited the accompanying financial statements of Magvar Telekom Telecommunication
Public Limited Company (the “Company”) which comprise the statements of financial position as at
31 December 2019 (in which the total of statements of financial position is MHUF 1 132 657), the
statements of profit or loss and other comprehensive income (in which the total comprehensive
income for the year is MHUF 39 333 profit), the statements of cash flows, the statements of changes
in equity for the vear then ended and the notes to the financial statements including a summary of the
significant accounting policies.

In our opinion, the accompanying financial statements give a true and fair view of the financial
position of the Company as at 31 December 2019, and of its financial performance and its cash flows
for the year then ended in accordance with International Financial Reporting Standards (“IFRS”) as
adopted by the EU and they have been prepared, in all material respects, in accordance with the
supplementary requirements of Act C of 2000 on Accounting (“Accounting Act™) relevant for the
annual financial statements prepared in accordance with IFRS as adopted by the EU.

Our opinion is consistent with our additional report to the audit committee,
Basis for opinion

We conducted our audit in accordance with Hungarian National Standards on Auditing (“HNSA”) and
with applicable laws and regulations in force in Hungary. Our responsibilities under those standards
are further deseribed in the “Auditor’s responsibilities for the audit of the financial statements”
section of our report.

We are independent of the Company in accordance with the applicable laws of Hungary, with the
Hungarian Chamber of Auditors’ Rules on ethics and professional conduct of auditors and on
disciplinary process and, for matters not regulated in the Rules, with the Code of Ethies for
Professional Accountants issued by the International Ethics Standards Board (IESBA Code of Ethics)
and we also comply with further ethical requirements set out in these.

The non-audit services that we have provided to the Company, in the period from 1 January 2019 to
31 December 2019, are disclosed in note 21 to the financial statements.

To the best of our knowledge and belief, we declare that non-audit services that we have provided to
the Company are in accordance with the applicable laws and regulations in Hungary and that we have
not provided non-audit services that are prohibited under Article 5 of Regulation of the European
Parliament and Committee No 537/2014 and Subsection (1) and (2) of Section 67/A of Act LXXV of
2007 on the Chamber of Hungarian Auditors, the Activities of Auditors, and on the Public Oversight
of Auditors.

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

PricewaterhouseCoopers Konyvvizsgdlé Kft., 1055 Budapest, Bajesy-Zsilinszky it 78.
T: +36 1 461 9100, F: +36 1 461 9115, www.pwe.com,hu
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Our audit approach

Overview

Overall materiality Overall materiality applied was MHUF 3 ooo0, which is
approximately 2.5% of EBITDA AL (Earnings before Interest,
Taxes, Depreciation and Amortization decreased with the impact
of the IFRS 16 standard application to the Depreciation,
e Amortization and Interest.) = -
Key Audit Matter e Accuracy of revenue recognition due to complex billing
systems
* Completeness and accuracy of lease agreements and adoption
of IFRS 16

As part of designing our audit, we determined materiality and assessed the risks of material
misstatement in the financial statements. In particular, we considered where management made
subjective judgements; for example, in respect of significant accounting estimates that involved
making assumptions and considering future events that are inherently uncertain. As in all of our
audits, we also addressed the risk of management override of internal controls, including among
other matters, consideration of whether there was evidence of bias that represented a risk of material
misstatement due to fraud.

We tailored the scope of our audit in order to perform sufficient work to enable us to provide an
opinion on the financial statements as a whole, taking into account the structure of the Company, the
accounting processes and controls, and the industry in which the Company operates,

Materialily

The scope of our audit was influenced by our application of materiality. An audit is designed to obtain
reasonable assurance whether the financial statements are free from material misstatement.
Misstatements may arise due to fraud or error. They are considered material if individually or in
aggregate, they could reasonably be expected to influence the economic decisions of users taken on
the basis of the financial statements,

Based on our professional judgement, we determined certain quantitative thresholds for materiality,
including the overall materiality for the financial statements as a whole as set out in the table below.
These, together with qualitative considerations, helped us to determine the scope of our audit and the
nature, timing and extent of our audit procedures and to evaluate the effeet of misstatements, both
individually and in aggregate on the financial statements as a whole.

Materiality MHUF3900

Determination . ... Approximately25%ofthe EBITDAAL,
Rationale for the materiality We chose consolidated EBITDA AL as the benchmark as we
benchmark applied believe that it is a comparative benchmark which is also the

major new key performance measure of the Company.

We chose 2.5%, which is consistent with quantitative
materiality thresholds used for profit-oriented companies in
this sector.
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Key audit matters

Key audit matters are those matters that, in our professional judgment, were of most significance in
our audit of the financial statements of the current period. These matters were addressed in the
context of our audit of the financial statements as a whale, and in forming our opinion thereon, and
we do not provide a separate opinion on these matters,

Key audit matter

How our audit addressed the key audit matter

Acecuracy of revenue recognition due to
complex billing systems

The accuracy of revenues recorded is an
inherent industry risk. This is because
telecommunication  billing  systems are
complex and process large volumes of data
with a combination of different products sold
and price changes during the year, through a
number of different systems,

Total revenue of the Company was MHUF
507 877. Detailed disclosures and related
accounting policies are in notes 3.4 and 18 of
the financial statements.

We evaluated the relevant IT systems and the
design of controls, and tested the operating
effectiveness of controls over the:

« Capturing and recording of revenue
transactions;

* Authorization of price changes and the input of
those to the billing systems:

» Calculation of amounts billed to the customers;
and

* Monitoring of assumptions and judgements
related to contract assets, contract costs, and
contract liabilities.

We also tested a sample of items from the customer
billing systems to the invoices raised and checked
these to the cash received from the customers. Our
testing included customer bills for both consumers
and corporate customers.

We performed detailed testing by recalculating the
contract assets, contract costs, and contract
liabilities as at 31 December 2019,
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Completeness and accuracy of- lease
agreements and adoption of IFRS 16

The Company adopted IFRS 16 as at 1 January
2019, applying the modified retrospective
method.

The adoption of IFRS 16 is considered a key
audit matter due to the material nature of the
lease contracts and the judgments needed in
establishing the underlying key assumptions
such as the discount rates and extension
options. A significant data extraction exercise
was undertaken by management to identify
and classify all lease data, allowing the
respective inputs to be uploaded into
management’s model. The complexity of the
data extraction is due to the number of sources
to the contracts and the judgements applied as
part of the identification and classification.

In order to comply with the requirements of
the new standard, the Group made
developments on its existing contract
management systems and implemented a new
system - which serves as a data warehouse for
lease contracts — and developed a software
which calculates the impact of the lease
contracts. These complex systems execute data
transfers via interfaces.

Total right-of-use assets of the Company was
MHUF 96 103 and the total lease liabilities of
the Company was MHUF 111 297 as at the date
of 31 December 2019, Detailed disclosures and
related accounting policies are in note 1.3,
2.1.1. and 17 of the financial statements.

We evaluated the relevant IT systems and the
design of controls, and tested the operating
effectiveness of controls over the;

* Complete identification and classification of
leases:;

s Complete import of lease data into the relevant
lease systems.

We have checked whether the aceounting treatment
of leases is consistent with the definitions of IFRS
16 including factors such as lease term, discount
rate and measurement principles. Furthermore, we
have checked the modified retrospective application
and assessed whether this is consistent with the
definition and expedients of IFRS 16, Due to the
degree of management judgment in establishing the
underlying  assumptions we  checked the
appropriateness of the discount rates and extension
options used in the IFRS 16 caleulations.

We performed detailed testing by recalculating the
short-, and long-term lease liability balances as at
the date of 31 December 2019,

We also tested a sample of new contracts to check
the book value of the right of use assets recognised
during the financial year.

Regarding the interest expense, we recalculated the
amount of interest expense based on the average
lease liability for the period and the weighted
average interest rate.
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Other information: the business report

Other information comprises the business report of the Company. Management is responsible for the
preparation of the consolidated business report in accordance with the provisions of the Accounting
Act and other relevant regulations. Our opinion on the financial statements expressed in the
“Opinion” section of our independent auditor’s report does not cover the business report.

In connection with our audit of the financial statements, our responsibility is to read the business
report and, in doing so, consider whether the business report is materially inconsistent with the
financial statements or our knowledge obtained in the audit, or otherwise appears to be materially
misstated. If based on our work performed we conclude that the business report is materially
misstated we are required to report this fact and the nature of the misstatement.

Based on the Accounting Act, it is also our responsibility when reading the business report to consider
whether the business report has been prepared in accordance with the provisions of the Accounting
Act and other relevant regulations, if any, and to express an opinion on this and on whether the
business report is consistent with the financial statements.

Because the Company’s transferable securities are admitted to trading on a regulated market of a
Member State of the European Economic Area, our opinion on the business report shall cover the
information prepared under Paragraphs e) and f) of Subsection (2) of Section 95/B, and state whether
the information referred to in Paragraphs a)-d), g) and h) of Subsection (2) of Section 95/B of the
Accounting Act has been provided,

As the Company is a public interest entity and the conditions in Paragraph a) and b) of Subsection (1)
of Section 95/C of the Accounting Act are met at the balance sheet date, the Company shall publish a
non-financial statement required by 95/C in its business report. In this respect, we shall state whether
the business report includes the non-financial statement required by Section 95/C of the Accounting
Act.

In our opinion, the 2019 business report of the Company, also including the information prepared
under Paragraphs e) and f) of Subsection (2) of Section 95/B of the Accounting Act, is consistent with
the 2019 financial statements in all material respects, and the business report has been prepared in
accordance with the provisions of the Accounting Act. As there is no other regulation prescribing
further requirements for the business report, we do not express an opinion in this respect.

We are not aware of any other material inconsistency or material misstatement in the business report,
therefore we have nothing to report in this respect.

We state that the information referred to in Paragraphs a)-d), g) and h) of Subsection (2) of Section
95/B of the Accounting Act has been provided. The business report includes the non-finanecial
statement required by Subsection (1) of Section g95/C of the Accounting Act.

Responsibilities of management and those charged with governance for the financial
statements

Management is responsible for the preparation of the financial statements that give a true and fair
view in accordance with the International Financial Reporting Standards as adopted by the EU and to
prepare the financial statements in accordance with the supplementary requirements of the
Accounting Act relevant for the annual financial statements prepared in accordance with IFRS as
adopted by the EU, and for such internal control as management determines is necessary to enable
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