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Profile of the Parent Company and its subsidiaries (the Group)

History and incorporation

Ericsson Nikola Tesla d.d. (the Parent Company) is a Croatian company with over seventy years of continuous
operations. It is a leading supplier and exporter of specialized telecommunications equipment, ICT solutions, software
and services in Central and Eastern Europe.

The Parent Company was founded as a result of the privatisation of the enterprise Nikola Tesla - Poduzece za
proizvodnju telekomunikacijskih sistema i uredaja, po.

Ericsson Nikola Tesla d.d. has prepared these consolidated financial statements for the Parent Company, its five active
subsidiaries (of which two are domiciled in Croatia, one in Bosnia and Herzegovina, one in Kosovo and one in Belarus),
and two inactive subsidiaries domiciled in Croatia.

Principal activities

The principal activities of the Group are research and development of telecommunications software and services,
design, testing and integration of total communications solutions, managed services, supply and maintenance of
communications solutions and ICT solutions, towards customers within the Ericsson Group, customers in the Republic
of Croatia, and Bosnia and Herzegovina, and several customers in Central and Eastern Europe.

Ericsson Nikola Tesla d.d. is a joint stock company incorporated in Croatia. The headquarters of the Parent Company
are in Zagreb, Krapinska 45.

Code of Corporate Governance
The Group applies the Code of Corporate Governance of the Zagreb Stock Exchange and meets the obligations derived
therefrom, with the exception of provisions whose application is not practical at the moment.

Supervisory Board, Audit Committee, Management Board and executive management
Supervisory Board
The Supervisory Board members during 2018 and up to the release of these consolidated statements were:

Franck Pierre Roland Bouétard Chairman Appointed on 20 June 2018
Arun Bansal Resigned as chairman on 20 June 2018
Ignac Lovrek Member; Vice-Chairman Reappointed on 2 June 2015
Vidar Mohammar Member Appointed on 2 June 2015
Dubravko RadoSevi¢ Member Reappointed on 20 June 2018
Member and employees'
Zvonimir Jeli¢ representative Mandate expired on 8 July 2018
Vladimir Filipovi¢ Member and employees' Appointed on 29 November 2018
representative
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Profile of the Parent Company and its subsidiaries (the Group)
(continued)

Supervisory Board, Audit Committee, Management Board and executive management (continued)

Audit Committee
The Audit Committee members during 2018 and up to the release of these consolidated statements were:

Ignac Lovrek Chairmen Reappointed on 2 June 2015
Vidar Mohammar Member Appointed on 3 September 2015
Vesna Vasicek Member Appointed on 21 February 2017

Management Board
The Management Board has one member:

Gordana Kovacevi¢ President Reappointed on 1 January 2015

Executive management

As at 31 December 2018, the executive management comprised:

Gordana Kovacevi¢ President

Branko Dronji¢ Director, IT&Test Environment Operations

Damir Busi¢ Director, Commercial Management (including Legal) and acting Finance
Director (including Sourcing)

Dario Runje Director, Networks

Darko Huljeni¢ Director, Research

Dragan Fratri¢ Director, General Services

Goran Ozbolt Director, Sales and Marketing for Tele2 and Alternative Operators

Hrvoje Benci¢ Director, Digital Services and Operations

Ivan Bara¢ Director, Sales and Marketing for Hrvatski Telekom and CIS Market

Jagoda Bara¢ Director, Sales and Marketing for Neighboring Countries

Marijana Buzel Director, Human Resources

Milan Zivkovié Director, Strategy and Business Development

Miroslav Kantoli¢ Director, Sales and Marketing for A1 Croatia

Patrick Gerard Martin Director, R&D Center

Snjezana Bahtijari Director, Marketing, Communications & Corporate Social Responsibility

2 Ericsson Nikola Tesla d.d.



Responsibilities of the Management and Supervisory Boards for the preparation and
approval of the annual consolidated financial statements

The Management Board is required to prepare consolidated financial statements for each financial year which give a
true and fair view of the financial position of the Group and of the results of its operations and cash flows, in accordance
with applicable accounting standards, and is responsible for maintaining proper accounting records to enable the
preparation of such consolidated financial statements at any time. It has a general responsibility for taking such steps
as are reasonably available to it to safeguard the assets of the Group and to prevent and detect fraud and other
irregularities.

The Management Board is responsible for selecting suitable accounting policies to conform with applicable accounting
standards and then apply them consistently; make judgements and estimates that are reasonable and prudent; and
prepare the consolidated financial statements on a going concern basis unless it is inappropriate to presume that the
Group will continue in business.

The Management Board is responsible for the submission to the Supervisory Board of its annual report on the business
situation of the Group together with the annual consolidated financial statements, following which the Supervisory Board
is required to approve the annual consolidated financial statements which will be presented to the General Assembly of
Shareholders.

The consolidated financial statements set out on pages 10 to 69 were authorised by the Management Board on 18 April
2019 for issue to the Supervisory Board and are signed below.

. M:/

Gordana Kovacevic
President

Ericsson Nikola Tesla d.d.
Krapinska 45

A
10000 Zagreb ERICSSON g,

Croatia
Ericsson Nikola Tesla d.d.
Krapinska 45
HR-10 000 Zagreb
CROATIA 01
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Independent auditor’s report
to the Shareholders Board of Ericsson Nikola Tesla d.d.
Report on the audit of the consolidated financial statements

Opinion

In our opinion, the accompanying consolidated financial statements give a true and fair view of the
financial position of Ericsson Nikola Tesla d.d. (the “Company”) and its subsidiaries (together - the
“Group”) as at 31 December 2018, and of their financial performance and their cash flows for the year

then ended in accordance with International Financial Reporting Standards as adopted by the
European Union (“IFRS”).

Our opinion is consistent with our additional report to the Audit Committee.

What we have audited
The consolidated financial statements of the Group which comprise:

e Consolidated statement of comprehensive income for the year ended as at 31 December 2018;

e Consolidated statement of financial position as at 31 December 2018;

e Consolidated statement of changes in equity for the year then ended;

e Consolidated statement of cash flows for the year then ended; and

e The notes to the consolidated financial statements, which include significant accounting
policies and other explanatory information.

Basts for opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our
responsibilities under those standards are further described in the Auditor’s Responsibilities for the
Audit of the consolidated financial statements section of our report.

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

We are independent of the Group in accordance with the International Ethics Standards Board for
Accountants’ Code of Ethics for Professional Accountants (IESBA Code). We have fulfilled our other
ethical responsibilities in accordance with the TESBA Code.

To the best of our knowledge and belief, we declare that non-audit services that we have provided to
the Group are in accordance with the applicable law and regulations in Croatia and that we have not
provided non-audit services that are prohibited under Article 5(1) of Regulation (EU) No 537/2014.

The non-audit services that we have provided to the Group, in the period from 1 January 2018 to 31
December 2018, are disclosed in note 7 to the consolidated financial statements.

: PricewaterhouseCoopers d.o.o., Heinzelova 70, 10000 Zagreb, Croatia
T: +385 (1) 6328 888, F:+385 (1)6111 556, www.pwc.hr

Commercial Court in Zagreb, no. Tt-99/7257-2, Reg. No.: 080238978; Company ID No.: 81744835353; Founding capital: HRK 1,810,000.00, paid in full; Management Board: J. M. Gasparac, President; S.
Dusic, Member; T. Macasovic, Member; Giro-Account: Raiffeisenbank Austria d.d., Petrinjska 59, Zagreb, IBAN: HR8124840081105514875.
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Our audit approach
Overview
e  Overall materiality for the financial statements of the Group as
a whole: HRK 10,980 thousand, which represents
approximately 0.7% of sales revenues.
Materiality
Audit e  Our audit scope addressed 99% of the Group’s revenues and
udi 100% of the Group’s absolute value of underlying profit.
scope

Key audit

matters e  Recognition of revenue from sale of goods

As part of designing our audit we determined materiality and assessed the risks of material
misstatement in the consolidated 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.

Materiality

The scope of our audit was influenced by our application of materiality. An audit is designed to obtain
reasonable assurance whether the consolidated 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 consolidated financial statements.

Based on our professional judgement, we determined certain quantitative thresholds for materiality,
including the overall materiality for the consolidated 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 effect of
misstatements, if any, both individually and in aggregate on the consolidated financial statements as a
whole.

Overall materiality for
the consolidated financial HRK 10,980 thousand
statements as a whole

How we determined it approximately 0.7% of sales revenues

We consider revenue to be the benchmark against which the

Rationale for the performance of the Group is most commonly measured by the
materiality benchmark shareholders. In addition, majority of the sales and purchases are
applied realised from Ericsson Group and are subject to transfer pricing

arrangements.
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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 consolidated financial statements of the current period. These matters were addressed
in the context of our audit of the consolidated financial statements as a whole, 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

Revenue recognition and adoption of IFRS 15 We have assessed the Group's revenue recognition
Refer to Note 1 of the consolidated financial processes and controls as part of our audit, including
statements under heading “Revenue the following:

recognition” and Note 27 (Customer contract . .
g 7( o We tested the design and operating

balances).

The adoption of the new standard for revenue
recognition “International Financial Reporting
Standard 15 — Revenue from Contracts with
Customers” (IFRS 15) had an impact from
2018 going forward.

In line with the transitional provisions, the
Group applied the expedient allowing it to
recognise the cumulative effect of transition at
initial adoption of the standard directly in
equity (within retained earnings) as at 1
January 2018. The impact of IFRS 15 as at 1
January 2018 is described in Note 2 (Changes
in accounting policies).

The customer payment milestones set in the
contracts do not necessarily follow revenue
recognition criteria in accordance with IFRS
15. As a result, in the consolidated financial
statements, the Group presents contract assets
and contract liabilities for all active projects at
the reporting date. In respect of those
contracts, the Group recognised contract
liabilities in the amount of HRK 171,645
thousand and contract assets in the amount of
HRK 3,335 thousand at the balance sheet date.

Given the complexity of the adoption of the
new standard, revenue recognition in 2018 and
presentation of the impact of the IFRS 15
adoption was of particular importance for our
audit.

effectiveness of the controls (including IT
controls) over revenue systems across the
Group to determine the extent of reliance on
the automated controls and overall IT
environment.

We have obtained a detailed overview of the
calculation of the cumulative effect of applying
the new standard on 1 January 2018 and
verified its completeness and compliance with
appropriate documentation in order to
confirm the appropriateness of revenue
recognition in the relevant period and
presentation of the impact of IFRS 15 adoption
in the consolidated financial statements.

Based on the sample, we checked whether
revenues from sale of equipment, software
licenses, and installation and integration
services were recognized when control over
the equipment and licenses was passed on to
the customer or when the services were
performed. Regarding sale of equipment, we
considered the transfer of titles and risks,
formal customer acceptance, physical
possession, billing rights and other evidence
supporting the Group’s view that the control
over the goods was transferred to the buyer.

We verified appropriate allocation of revenue
among multiple performance obligations for a
selected number of contracts by analysing
reasonableness of margins and by testing
standalone selling prices.

We also discussed with management the status
of customer contracts not yet finalised to
identify any unrecognized loss provisions.
Based on discussion with responsible project
managers, we assessed the reasonableness of
expected costs for these contracts in
comparison to actual costs.
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How we tailored our Group audit scope

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

Reporting on other information including Management Report and Corporate
Governance Statement

Management is responsible for the other information. The other information comprises the Annual
Report of the Group, which includes the General Report and Social Report (herein ‘Management
report’), but does not include the consolidated financial statements and our independent auditor’s
report thereon.

Our opinion on the consolidated financial statements does not cover the other information, including
the Management Report and Corporate Governance Statement.

In connection with our audit of the consolidated financial statements, our responsibility is to read the
other information and, in doing so, consider whether the other information is materially inconsistent
with the consolidated financial statements or our knowledge obtained in the audit, or otherwise
appears to be materially misstated.

With respect to the Management Report and Corporate Governance Statement, we also performed
procedures required by the Accounting Act in Croatia. Those procedures include considering whether
the Management Report includes the disclosures required by Article 21 and 24 of the Accounting Act,
and whether the Corporate Governance Statement includes the information specified in Article 22 of
the Accounting Act.

Based on the work undertaken in the course of our audit, in our opinion:

e the information given in the Management Report and the Corporate Governance Statement for the
financial year for which the consolidated financial statements are prepared is consistent, in all
material respects, with the consolidated financial statements;

e the Management Report has been prepared in accordance with the requirements of Article 21 and
24 of the Accounting Act; and

o the Corporate Governance Statement includes the information specified in Article 22 of the
Accounting Act.

In addition, in light of the knowledge and understanding of the Group and their environment obtained in
the course of the audit, we are also required to report if we have identified material misstatements in the
Management Report and Corporate Governance Statement. We have nothing to report in this respect.

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

Management is responsible for the preparation and fair presentation of the consolidated financial
statements in accordance with International Financial Reporting Standards as adopted in the
European Union and for such internal control as management determines is necessary to enable the
preparation of consolidated financial statements that are free from material misstatement, whether
due to fraud or error.

In preparing the consolidated financial statements, management is responsible for assessing the
Group’s ability to continue as a going concern, disclosing, as applicable, matters related to going
concern and using the going concern basis of accounting unless management either intends to
liquidate the Group or to cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Group’s financial reporting process.
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Auditor’s responsibilities for the audit of the consolidated financial statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements
as a whole are free from material misstatement, whether due to fraud or error, and to issue an
independent auditor’s report that includes our opinion. Reasonable assurance is a high level of
assurance, but is not a guarantee that an audit conducted in accordance with ISAs will always detect a
material misstatement when it exists. Misstatements can arise from fraud or error and are considered
material if, individually or in the aggregate, they could reasonably be expected to influence the
economic decisions of users taken on the basis of these separate and consolidated financial statements.

As part of an audit in accordance with ISAs, we exercise professional judgment and maintain
professional scepticism throughout the audit. We also:

e Identify and assess the risks of material misstatement of the consolidated financial statements,
whether due to fraud or error, design and perform audit procedures responsive to those risks, and
obtain audit evidence that is sufficient and appropriate to provide a basis for our opinion. The risk
of not detecting a material misstatement resulting from fraud is higher than for one resulting from
error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the
override of internal control.

e Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Group’s internal control.

e Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.

e Conclude on the appropriateness of management’s use of the going concern basis of accounting
and, based on the audit evidence obtained, whether a material uncertainty exists related to events
or conditions that may cast significant doubt on the Group’s ability to continue as a going concern.
If we conclude that a material uncertainty exists, we are required to draw attention in our
independent auditor’s report to the related disclosures in the consolidated financial statements or,
if such disclosures are inadequate, to modify our opinion. Our conclusions are based on the audit
evidence obtained up to the date of our independent auditor’s report. However, future events or
conditions may cause the Group to cease to continue as a going concern.

e Evaluate the overall presentation, structure and content of the consolidated financial statements,
including the disclosures, and whether the consolidated financial statements represent the underlying
transactions and events in a manner that achieves fair presentation.

e Obtain sufficient appropriate audit evidence regarding the financial information of the entities or
business activities within the Group to express an opinion on the consolidated financial
statements. We are responsible for the direction, supervision and performance of the group audit.
We remain solely responsible for our audit opinion.

We communicate with those charged with governance regarding, among other matters, the planned
scope and timing of the audit and significant audit findings, including any significant deficiencies in
internal control that we identify during our audit.

We also provide those charged with governance with a statement that we have complied with relevant ethical
requirements regarding independence, and to communicate with them all relationships and other matters
that may reasonably be thought to bear on our independence, and where applicable, related safeguards.

From the matters communicated with those charged with governance, we determine those matters
that were of most significance in the audit of the consolidated financial statements of the current
period and are therefore the key audit matters. We describe these matters in our independent auditor’s
report unless law or regulation precludes public disclosure about the matter or when, in extremely rare
circumstances, we determine that a matter should not be communicated in our report because the
adverse consequences of doing so would reasonably be expected to outweigh the public interest
benefits of such communication.
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Report on other legal and regulatory requirements
Appointment

We were first appointed as auditors of the Group on 26 May 2009. Our appointment has been
renewed annually by shareholder resolution representing a total period of uninterrupted engagement
appointment of 10 years.

The engagement partner on the audit resulting in this independent auditor’s report is Tamara
MacasSovié.

PricewaterhouseCoopers d.o.o.
Heinzelova 70, Zagreb
30 April 2019

This version of our report is a translation from the original, which was prepared in Croatian language. All possible care has been
taken to ensure that the translation is an accurate representation of the original. However, in all matters of interpretation of
information, views or opinions, the original language version of our report takes precedence over this translation.



Ericsson Nikola Tesla d.d.

Consolidated statement of comprehensive income
as at 31 December 2018

Sales revenue

Cost of sales

Gross profit

Selling expenses
Administrative expenses
Other operating income

Other operating expenses
Operating profit
Finance income/(expense), net

Profit before tax

Income tax
Profit for the year

Other comprehensive income - items that may be subsequently
reclassified to profit or loss:
Currency translation differences

Total comprehensive income for the year

Earnings per share (HRK)

Notes

56

10

11

2018
HRK ‘000

1,558,155
(1,396,729)

161,426
(37,502)
(30,473)

25,375
(534)

118,292
2,340

120,632
(6,988)

113,644

(68)

113,576

85.34

2017
HRK ‘000

1,481,555
(1,330,699)

150,856
(45,621)
(33,943)

7,455
(3,069)

75,678
(2,632)

73,046
(5,159)

67,887

(114)
67,773

51.02

The accompanying notes form an integral part of these consolidated financial statements.
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Ericsson Nikola Tesla d.d.

Consolidated statement of financial position
as at 31 December 2018

Notes 2018 2017
HRK ‘000 HRK ‘000
ASSETS

Non-current assets

Property, plant and equipment 12 114,654 108,712
Intangible assets 13 5,070 6,160
Loans and receivables 14 51,657 82,874
Deferred tax assets 10 21,358 14,901
Other non-current assets - 40
Total non-current assets 192,739 212,687

Current assets

Inventories 15 110,695 18,872
Trade receivables 16 160,724 144,445
Contract assets 27 3,335 -
Receivables from related parties 28(c) 109,900 104,483
Other receivables 17 14,170 90,289
Income tax receivables 472 986
Prepayments and accrued income 12,086 6,457
Financial assets at fair value through profit or loss 18 48,490 84,520
Cash and cash equivalents 19 187,888 159,261
Total current assets 647,760 609,313
TOTAL ASSETS 840,499 822,000

The accompanying notes form an integral part of these consolidated financial statements.
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Ericsson Nikola Tesla d.d.

Consolidated statement of financial position (continued)
as at 31 December 2018

Notes
EQUITY AND LIABILITIES
Equity
Share capital 20(a)
Treasury shares
Legal reserves 20(c)
Retained earnings
Total equity
Non-current liabilities
Borrowings 21
Other non-current liabilities 22
Employee benefits 23(a)
Total non-current liabilities
Current liabilities
Payables to related parties 28(c)
Borrowings
Trade and other payables 24
Income tax payable
Provisions 25
Accrued charges and deferred revenue 26
Contract liabilities 27

Total current liabilities
Total liabilities

TOTAL EQUITY AND LIABILITIES

The accompanying notes form an integral part of these consolidated financial statements.
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2018
HRK ‘000

133,165
(240)
6,658

165,396

304,979

5,734
6,520
8,662

20,916

33,306
36
178,908
270
16,023
114,416
171,645

514,604

535,520

840,499

2017
HRK ‘000

133,165
(280)
6,658

96,031

235,574

8,381
13,104
8,576

30,061

113,078

220,390
528
26,619
195,750

556,365
586,426

822,000



Ericsson Nikola Tesla d.d.

Consolidated statement of changes in equity
for the year ended 31 December 2018

Share Treasury Legal Retained Total
capital shares reserves earnings

HRK ‘000 HRK ‘000 HRK ‘000 HRK ‘000 HRK ‘000
As at 1 January 2017 133,165 (1,630) 6,658 148,686 286,879
Changes in equity for 2017
Total comprehensive income - - - 67,773 67,773
Dividend distribution for 2016, Note
20 (d) - - - (119,735) (119,735)
Share-based payments, Note 23 (b) - 926 - (926) -
Sale of treasury shares, Note 23 (b) - 424 - (35) 389
Equity-settled transactions, Note 23
(b) - - - 268 268
Total contributions by and ) 1,350 - (120,428) (119,078)
distributions to owners of the parent
recognised directly in equity
As at 31 December 2017 133,165 (280) 6,658 96,031 235,574

Adjustment to retained earnings from

adoption of IFRS 9 on 1 January

2018, Note 2 - - - (1,016) (1,016)
Adjustment to retained earnings from

adoption of IFRS 15 on 1 January

2018, Note 2 - - - 72 72
As at 1 January 2018 133,165 (280) 6,658 95,087 234,630
Changes in equity for 2018

Total comprehensive income - - - 113,576 113,576
Dividend distribution for 2017, Note

20 (d) - - - (43,272) (43,272)
Share-based payments, Note 23 (b) - 23 - (23) -
Sale of treasury shares, Note 23 (b) - 17 - 28 45
Total contributions by and - 40 - (43,267) (43,227)

distributions to owners of the parent
recognised directly in equity

As at 31 December 2018 133,165 (240) 6,658 165,396 304,979

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

13 Ericsson Nikola Tesla d.d.



Ericsson Nikola Tesla d.d.

Consolidated statement of cash flows
for the year ended 31 December 2018

Notes 2018 2017
HRK ‘000 HRK ‘000
Cash flows from operating activities
Profit before tax 120,632 73,046
Adjustments for:
Depreciation and amortisation 7,12,13 34,872 41,314
Impairment losses and reversals 9,408 10,916
Net increase in provisions 23 39,110 21,172
Gain on sale of property, plant and equipment (58) (150)
Net loss on remeasurement of financial assets 121 644
Interest income (1,498) (4,948)
Interest expense 19 267
Foreign exchange gain/losses, net (6,876) 16,207
Equity-settled transactions 8 - 268
Other (2,550) 3
193,180 158,739
Changes in working capital:
In receivables 85,358 (76,264)
In inventories (91,823) (9,076)
In payables (109,898) 55,731
Cash generated from operations 76,817 129,130
Interest paid (29) (267)
Income taxes paid (1,622) (20,628)
Net cash from operating activities 75,176 108,235
Cash flows from investing activities
Interest received 2,218 2,397
Dividends received 70 77
Disposal of subsidiaries 40 -
Proceeds from sale of property, plant and equipment 143 149
Purchases of property, plant and equipment, and intangible assets (41,115) (29,405)
Deposits given to financial institutions - net - (2,200)
Purchases of financial assets at fair value through profit and loss - (54,008)
Proceeds from sale of financial assets at fair value through profit 35,909 31,760
and loss
Net cash used in investing activities (2,735) (51,230)

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

14 Ericsson Nikola Tesla d.d.



Ericsson Nikola Tesla d.d.

Consolidated statement of cash flows (continued)
for the year ended 31 December 2018

Cash flows from financing activities
Dividends paid

Net cash used in financing activities

Effects of exchange rate changes on cash and cash equivalents
Net decrease in cash and cash equivalents

Cash and cash equivalents at the beginning of the year

Cash and cash equivalents at the end of the year

The accompanying notes form an integral part of these consolidated financial statements.
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Notes 2018
HRK ‘000

20(d) (43,291)
(43,291)

(523)

28,627

159,261

19 187,888

2017
HRK 000

(119,887)
(119,887)
(2,582)
(65,464)
224,725

159,261



Notes to the consolidated financial statements (continued)

1 Significant accounting policies

Reporting entity

Ericsson Nikola Tesla d.d. (the Parent Company) is a joint stock company incorporated and domiciled in Croatia. The
address of its registered office is Krapinska 45, 10000 Zagreb, the Republic of Croatia. The Parent Company’s shares
are listed on the Public Joint Stock Company listing on the Zagreb Stock Exchange. Ericsson Nikola Tesla d.d. has
prepared these consolidated financial statements as at 31 December 2018 and for the year then ended for the Parent
Company, its five active subsidiaries (of which two are domiciled in Croatia, one in Bosnia and Herzegovina, one in
Kosovo and one in Belarus), and two inactive subsidiaries domiciled in Croatia (together “the Group”). A summary of
the Group’s principal accounting policies is set out below.

Statement of compliance

The consolidated financial statements of the Group have been prepared in accordance with International Financial
Reporting Standards adopted by the European Union (IFRS). These consolidated financial statements also comply with
the Croatian Accounting Act in effect on the date of issue of these consolidated financial statements. These consolidated
financial statements are a translation of the official statutory IFRS consolidated financial statements.

Basis of preparation

The consolidated financial statements are prepared on the historical cost basis, with the exception of financial
instruments which are carried at fair value. These comprise derivative financial instruments and financial assets and
liabilities at fair value through profit or loss. Apart from the accounting policy changes resulting from the adoption of
IFRS 9 and IFRS 15 effective from 1 January 2018, these policies have been consistently applied to all the periods
presented, unless otherwise stated (refer to Notes 3 and 27). The principal accounting policies in respect of financial
instruments and revenue recognition applied till 31 December 2017 are presented in Note 28.

The preparation of consolidated financial statements in conformity with IFRSs requires management to make
judgements, estimates and assumptions that affect the application of policies and reported amounts of assets and
liabilities, income and expenses. The estimates and associated assumptions are based on historical experience and
various other factors that are believed to be reasonable under the circumstances, the results of which form the basis of
making the judgements about carrying values of assets and liabilities that are not readily apparent from other sources.
Actual results may differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are
recognised in the period in which the estimate is revised if the revision affects only that period or in the period of revision
and future periods if the revision affects both current and future periods. Judgements made by executive management
in the application of IFRSs that have significant effect on the consolidated financial statements and estimates are
discussed in Note 2.

Going concern

The executive management have a reasonable expectation that the Group has adequate resources to continue in
operational existence for the foreseeable future. The Group therefore continues to adopt the going concern basis in
preparing its consolidated financial statements.

Functional and presentational currency

Items included in the financial statements of each of the Group’s entities are measured using the currency of the primary
economic environment where the entity operates (‘the functional currency’). The consolidated financial statements are
presented in Croatian kuna (HRK), which is the Parent Company’s functional and the Group’s presentation currency.

16 Ericsson Nikola Tesla d.d.



Notes to the consolidated financial statements (continued)

1 Significant accounting policies (continued)

Revenue recognition

IFRS 15, “Revenue from Contracts with Customers” is a principle-based model of recognizing revenue from customer
contracts. It has a five-step model that requires revenue to be recognized when control over goods and services are
transferred to the customer.

The following paragraphs describes the types of contracts, when performance obligations are satisfied, and the timing
of revenue recognition. They also describe the normal payment terms associated with such contracts and the resulting
impact on the balance sheet over the duration of the contracts. The vast majority of the Ericsson’s business is for the
sale of standard products and services.

Standard solution

Products and services are classified as standard solutions if they do not require significant installation and integration
services to be delivered. Installation and integration services are generally completed within a short period of time, from
the delivery of the related products.

These products and services are viewed as separate distinct performance obligations. This type of customer contract
is usually signed as a frame agreement and the customer issues individual purchase orders to commit to purchases of
products and services over the duration of the agreement.

Revenue for standard products shall be recognized when control over the equipment is transferred to the customer at
a point in time. This assessment shall be viewed from a customer’s perspective considering indicators such as transfer
of titles and risks, customer acceptance, physical possession, and billing rights. Control of an asset therefore refers to
the ability to direct use of and obtain substantially all of the remaining benefits from the asset.

Furthermore, control includes the ability to prevent other entities from using and obtaining the benefits from an asset.
The benefits of an asset are the potential cash flows (inflows or savings in outflows) that can be obtained directly or
indirectly.

For hardware sales, transfer of control is usually deemed to occur when the equipment arrives at the customer site and
for software sales, when the licenses are made available to the customer. Software licences may be provided to the
customer at a point in time, activated or ready to be activated by the customer at a later stage, therefore revenue is
recognised when customer obtains control of the software.

Contractual terms may vary; therefore judgment will be applied when assessing the indicators of transfer of control.
Revenue for installation and integration services is recognized upon completion of the service. Costs incurred in
delivering standard products and services are recognized as costs of sales when the related revenue is recognized in
the Income Statement. Costs incurred relating to performance obligations not yet fully delivered are recognised as
inventories.

Transaction prices under these contracts are usually fixed, and mostly billed upon delivery of the hardware or software
and completion of installation services. Customer finance agreements may be agreed separately with some customers
where payment terms exceed 179 days.

Revenue for recurring services such as customer support and managed services is recognized as the services are
delivered, generally pro-rata over time. Costs incurred in delivering recurring services are recognized as cost of sales
as they are incurred. Transaction prices under these contracts are billed over time, often on a quarterly basis.
Contract liabilities or receivables may arise depending on whether the quarterly billing is in advance or in arrears.
Contract for standard products and services applies to business in all segments.
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Notes to the consolidated financial statements (continued)

1 Significant accounting policies (continued)

Revenue recognition (continued)

Customized solution

Some products and services are sold together as part of a customized solution to the customer. This type of contract
requires significant installation and integration services to be delivered within the solution, normally over a period of
more than 1 year. These products and services are viewed together as a combined performance obligation. This type
of contract is usually sold as a firm contract in which the scope of the solution and obligations of both parties are clearly
defined for the duration of the contract.

Revenue for the combined performance obligation shall be recognized over time if progress of completion can be reliably
measured and enforceable right to payment exists over the duration of the contract. The progress of completion is
estimated by reference to the output delivered such as achievement of contract milestones and customer acceptance.
This method determines revenue milestones over the duration of the contract, and it is considered appropriate as it
reflects the nature of the customized solution and how integration service is delivered in these projects. If the criteria
above are not met, then all revenue shall be recognized upon the completion of the customized solution, when final
acceptance is provided by the customer. Costs incurred in delivering customised solutions are recognized as costs of
sales when the related revenue milestone is recognized in the Income Statement. Costs incurred relating to future
revenue milestones are recognized as Inventories and assessed for recoverability on a regular basis.

Transaction price under these contracts is usually a fixed fee, split into a number of progress payments or billing
milestones as defined in the contract. In most cases, revenue recognized is limited to the progress payments or
unconditional billing milestones over the duration of the contract, therefore no contract asset or contract liability arises
on these contracts.

Customer finance agreements may be agreed separately with some customers wh