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Responsibility for the consolidated financial statements

Pursuant to the Croatian Accounting Law, the Management Board is responsible for ensuring that the
consolidated financial statements are prepared for each financial year in accordance with International
Financial Reporting Standards (‘the IFRS") as published by the International Accounting Standards Board
{(“IASB") which give a true and fair view of the state of affairs and resulls of the company OT-Optima Telekom

d.d. and its subsidiaries (the “Group™).

Atfter making enquiries, the Management Board has a reasonabte expectation that the Group has adequate
resources to continue in operational existence for the foreseeable future. For this reason, the Management
Board continues to adopt the going concern basis in preparing the consolidated financial statements.

In preparing these consolidated financial statements, the responsibilities of the Management Board include

ensuring that:

+ suitable accounting policies are selected and then applied consistently;

+ judgments and estimates are reasconable and prudent;

+ the applicable accounting standards are followed, subject to any material deparlures disclosed and
explained in the consolidaled financial statements; and

« the consolidated financial statements are prepared on the going concern basis unfess it is inappropriate to

presume that the Group will continue in business

The Management Board is responsible for keeping proper accounting records, which disclose with reasonable
accuracy at any time the financial position of the Group and musl also ensure that the financial stalements
comply with the Croatian Accounting Law. The Management Board is also respansible for safeguarding the
assels of the Group and hence for taking reasonable steps for the prevention and detection of fraud and olher

irregularities.

Signed on behalf of the Management Board:

Matija pMartic Goran Jovi€ié Jadranka Suruéic
Pr the Management ember of jhg Management Member of the Management
Bogrd oard Board

Al t
OT-Optima Telekom d.d.

Bani 75a, Buzin
10010 Zagreb

Republic of Croatia
Zagreb, 25 March 2013

OT-Up’ctma Telekom d.d.
ZAGREB
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Independent Auditor's Report

To the owners of OT-Optima Telekom d.d.

We have audited the accompanying consolidated financial statements of OT-Optima Telekom d.d. and its
subsidiaries {the “Group”), set up on pages 4 to 63 which comprise the consolidated statement of financial
position as of 31 December 2012 and the consolidated statement of comprehensive income, consolidated
statement of changes in shareholders' equity and consolidated statement of cash flows for the year then
ended, and a summary of significant accounting policies and other explanatory notes.

Management's Responsibility for the Financial Stalements

Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with International Financial Reporling Standards. This responsibility includes:
designing, implementing and maintaining internal control retevant 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.

Auditor's Responsibifity

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 ptan and perform the audit to obtain reasonable assurance
whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements The procedures selected depend on the auditor's judgment, including the assessment
of the risks of material misstatement of the financial statements, whether due to fraud or eiror. In making
those risk assessments, the auditor considers the internal controls retevant to the preparation and fair
presentation of the financial statements in order lo 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
controls. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimaies made by management, as well as evaluating the overall
presentation of the financial statements.

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

Drustvo upisano u sudski registar TrgovaZkog suda u Zagrabu: MBS 030022053; uplaten iemeljni kapital: 44.900,00 kuna; &lanovi
uprave: Eric Danlel Olcolt and Branislav Vitacnik; poslovna banka: Zagrebatka banka d.d., Paromiinska 2, 10 000 Zagreb, Z. ralun/bank
account ne, 2360000-1101896313; SWIFT Code: ZABAHR2X IBAN: HR27 2360 0001 1018 9831 3; Priviedna banka Zagreb d d.,
Ratkoga 6, 10 000 Zagreb, Z. ralunfbank account no. 2340000-1110098294; SWIFT Code: PBZGHR2X IBAN: HR38 2340 0091 1100
9829 4; Raiffeisenbank Auslria d d., Pekinjska 59, 10 000 Zagreb, Z. ratunfbank account no. 2484008—1100240905; SWIFT Code:
RZBHHR2X IBAN: HR10 2484 0081 1002 4090 5

Deloilta se odnosi na Deloitte Touche Tohmatsu Limited, pravnu oscbu osnovanu sukladno pravu Ujedinjenog Kraljevstva Velike Britanije
i Sjeveme Irske {izvomo “ UK private company limited by guarantee’), i mrezu njegovih Slanova, od kojih je svaki zaseban i samosialan
pravni subjekt. Molimo posjetile www.deloille.com/hrio-nama za delaljni opis pravne slruklure Deloitle Touche Tohmatsu Limited i
njegovih tvriki Elanica.

Member of Deloitle Touche Tohmalsu Limited




Independent Auditor's Report (continued)

Opinion

In our opinion, the consolidated financial statements present fairly, in all material respects, the financial
position of the Group as of 31 December 2012 and the results of its operations and its cash flow for the year
then ended in accordance with International Financial Reporting Standards.

Emphasis of matter

The accompanying financial statements are prepared under the going-concern assumption. We draw
attention to Note 1 to the consolidated financial statements discussing the considerations of the
Management Board concerning the preparation of consolidated financial statements under the going-
concern assumption.

As presented in Note 1, the Group reported a loss of HRK 104,892 thousand for the year ended 31
December 2012 and a negative equity in the amount of HRK 591,569 thousand at 31 December 2012.

In 2013, because of overindebtedness, the Group was not able to secure additional funds required for
timely settlement of the bond coupon that matured in February 2013. Pursuant to the Act on Financial
Operations and Pre-Bankruptcy Settlement (OG 108/2012 and 11/2012) the Management Board of the
Mother Company has initiated pre-bankruptcy settiement for the purpose of operational and financial
restrucluring. The implementation of the financial and operational restructuting plan should support the
Mother Company to be liquid and solvent in the next period. As discussed in Note 1, the Management
Board of the Mother Company intends to implement a set of operational restructuring measures and is
confident that the restructuring plan will be approved by the creditors, as well as that the measures included
in the restructuring programme will be sufficient to enable the Mother Company to continue in business.
Even if the restructuring plan is formally adopted, the complexity of the measures slill raises substaniial
doubt as to the ability of the Mother Company to continue in business. These conditions indicate the
existence of a material uncertainty that may cast significant doubt about the Group's ability to conlinue as a
going concern. The consolidated financial statements have been prepared on the assumption that the
Group will continue as going concern for the foreseeable future which implies the realization of assets and
seltlement of itabilities in normal course of business. The consoiidated financial statements do not include
any adjustments that might result from the outcome of the uncertainty. Our opinion is not modified in respect
of this matier.

D Iqitlﬁ d.o.o0., Zagreb

| iero. !

Branislav Vrta&nik, Certified Auditor and Member of the Board

Zagreb, 25 March 2013




Consolidated statement of comprehensive income
For the year ended 31 December 2012
(Al amounts are expressed in thousands of kunas)

Notes 2012 2011
Sales . 4 551,441 481,007
Other operating income 5 10,530 5,701
561,971 486,708
Interconnection fee expenses {239,461) (163,820)
Rent of telecommunication equipment (46,546} (44,369)
Customer connection related expenses {11,295) (15,210}
Staff costs 6 (54,081) (53,085)
Depreciation and amortization 7 {55,982) (56,316}
Value adjustments of current and non-current assets 8 (54.617) {10,165)
Provisions for jubilee awards and retirement benefils {(2,300) (681)
Net loss from sale of assets and equipment (70) (61)
Other operating expenses 9 {126,833) (124,586)
{591,185) (468,293)
Financial income 10 7,108 7.475
Financial expenses 1" {82,501) {92,510)
{75,393) {85,035}
LOSS BEFORE TAX (104,607) (66,620)
Income tax profit charge 12 (285) (849)
LOSS FOR THE YEAR {104,892) (67,469)
Other comprehensive income -
TOTAL COMPREHENSIVE LOSS FOR THE YEAR {104,892) {67,469)
Loss per share (HRK) 22 (37.20) (23.92)

Attributable to:
Equity hotders of the parent (104.,890) {67,464}
Non-controlling interests - -

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

Signed an behalf of the Group on 25 March 2013:

Matija Narfjé Goran Jovicic¢ Jadranka Suruci¢
mber of}h Managemenl Member of the Management
Preside the Management Board oard Board

AH

U {ma Telekom d.d
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Consolidated statement of financial position
As of 31 December 2012
(All amounts are expressed in thousands of kunas)

Notes . 2012 2011
ASSETS
Non-current assets
Intangible assels 13 20,876 25,143
Property, plant and equipment 14 373,193 374,372
Other non-current assets 15 3,565 47,967
Total non-current assets 397,634 447,482
Current assets
Inventories 16 1,283 2,239
Trade receivables 17 79,809 82171
Receivables from the state and other institutions 18 829 328
Given locans and deposits 19 588 661
Prepayments for services and inventory 646 868
Other receivables 507 449
Prepaid expenses and accrued income 20 50,495 61,349
Cash and cash equivalents 21 1,820 1,395
Total current assets 135,977 149,460
TOTAL ASSETS 533,611 596,942

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

Signed on behalf of the Group on 25 March 2013:

Matija-Margic Goran Jovigig Jadranka Surudi¢
President &f the Management ember of the Management Member of the Management
oar Board
A,

oT-(ptima Telekom d.d.
Op ZAGREB
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Consolidated statement of financial position (continued)
As of 31 December 2012

{All amounts are expressed in thousands of kunas)

Notes 2012 2011
EQUITY AND LIABILITIES
Equity
Subscribed capital 22 28,201 28,201
Capital gain 22 194,354 194,354
Translalion reserves 7 5
Accumulaled loss {814,131) {709,239)

(691,569) (486,679)

Non-controlling interests - -
Total equity (591,569) (486,679}
Long term borrowings 23 - 530,140
Provision for jubilee awards and relirement benefits - 2,548
Total long term liabilities 463,149 532,688
Short term borrowings 23 574,234 120,064
Issued bonds 25 269,414 267,953
Trade payables 26 195,123 97,928
Liabilities for tax reprogram 24 1,465 -
Provision for jubilee awards and retirement benelfits 2,300 2,548
Accrued expenses and deferred income 28 65,449 46,627
Other current liabilities 27 17,195 18,361
Total short term liabilities 1,125,166 550,933
TOTAL EQUITY AND LIABILITIES 533,611 596,942

The accompanying noles form an inlegral part of these consolidaled financial statements.

Signed on behalf of the Group on 25 March 2013:

Goran Jovicié Jadranka Suruéié

anagement lember of fhe Mapagement Member of the Management
Boliﬁ L\/ Board

oT-ﬁptlma Telekom d.d.
ZAGREB
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Consolidated statement of cash flows

For the year ended 31 December 2012
{(All amounts are expressed in thousands of kunas)

Notes 2012 2011
Operating activities
Total comprehensive loss for the year (104,892) (67,464)
Adjustments for:
Depreciation and amortisation 55,982 56,316
Increase in provisions for jubilee awards and retirement benefils (248) 429
Provisions for tax - {929)
Loss from sale of properly, plant and equipment 3,282 61
Impairment of loans and trade receivables 45,702 4,948
Interest expense 79,838 78,635
Non cash movement on issued bonds 1,461 1,462
Operating loss before working capital changes 78,651 73,358
Decrease in invenlories 956 1,440
Decrease f {increase) in trade receivables 2,235 (9,883)
Increase in other receivables (264) {331)
Decreasef(increase) in prepaid expenses and accrued income 10,854 (5,778)
(Decrease)fincrease in trade payables 97,195 (38,570)
Increase in accrued expenses and deferred income 18,822 27,073
Increase in other short-term liabilities 301 9,107
Net cash generated from in operating activities 51,548 56,476
Cash flows from investing activities
Purchases of tangible and intangible assets (53,818) (34,911)
Sale of property - 379
Net cash used in investing activities {53,818) (34,532)
Cash flows from financing activities
{Decrease) in loans and non current receivables (1.173) (4,350)
Increase / {decrease) in barrowings 3,863 (17.415)
Net cash used in financing activities {2,690) {21,765)
Net increase in cash and cash equivalents 425 179
Cash and cash equivalents at 1 January 1,395 1,216
Cash and cash equivalents at 31 December 21 1,820 1,395

The accompanying notes form an integral parl of these consolidated financial slalements.
Signed on behalf of the Group on 25 March 2013;
Malija Nlarti¢ quan Jovicig Jadranka Surucic
Prasideht of the Management ember of the Management Member of the Management
Board oar lf L\/ Boa
or-(prima Telekom 8.
75 A FDF
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Notes to consolidated financial statements

For the year ended 31 December 2012
(Alf amounts are expressed in thousands of kunas)

1. GENERAL

History and incorporation

The company, OT-Optima Telekom d.o.0. (the “Company”), was founded in 1984 under the name Syskey
d.o.0. and on 22 April 2004 changed ils name to OT-Optima Telekom d.o.o. as well as its principal business
aclivily to telecommunication service provider. The Company changes its legal status from limiled liability
company to shareholding company during July 2007. Croatian Telecommunication Agency Council gave the
right on 19 November 2004 to the Company to provide telecommunication services for period of 30 years.

Principal activities

Principal business activity of the Company is providing telecommunication services to privale and business
users in the Croatian market. The Company launched its telecommunication services in May 2005. OT-Optima
Telekom’s initial focus was the corporate segment, however, shortly after the launch, it also began lo targel the
residential market with good value voice packages. For business users, The Company provides direct access
and internet services as well as voice service via ils own network andfor carried preselecled services. in
addition, the Company's flagship corporate services are its IP Cenltrex solution, which is a first in the Croatian
market, and its IP VPN services. The Company's exisling facilities also allow it to provide co-location and
hosting.

On 6 July 2006 OT-Optima Telekom d.d. became the sole owner of Optima Grupa Holding d.o.o., a company
renamed to Optima Direct d.0.0. on 23 September 2008. The principal aclivity of Optima Direcl d.o.o.
comprises trade and provision of various services mostly from within the scope of the telecom industry. In
August 2008 the Company increased the share capital of Optima Direcl d.o.0. by HRK 15,888 thousand as a
result of debt-to-equity swap, the debt comprising the outstanding loan receivables and accrued inlerest.

The Company set up as sole owner Oplima Telekom d.o.o., Koper, Slovenia in 2007.

On 16 August 2011 the Company established, as the sole owner, Optima Tefekom d.o.0., a reat eslate
management and consultancy company which did not operate during the reporting period and is still dormant.

Group structure as of 31 December 2012 is as follows:
Parent company
OT-Optima Telekom d.d.

Subsidiaries Percentage of ownership
Optima Direct d.o.o., Croalia 100%
Oplima Telekom d.0.0., Slovenia 100%
OPTIMA TELEKOM za upravljanje 100%

nekretninama i savjetovanje d.o.o.

The transactions inside the Group have been done under arm's length principle.

OT-Oplima Telekom d.d. and its subsidiaries g




Notes to consolidated financial statements (continued)

For the year ended 31 December 2012
(Alf amounis are expressed in thousands of kunas)

1. GENERAL {continued)
Staff

As of 31 December 2012, the Group had 364 employees (2011: 387 employees}.

Governance and management

In 2012 members of the Management Board of the Parent Company were as follows:

Matija Marti¢ President
Goran Jovigié Member
Jadranka Surucié Member

In 2012 members of the Supervisory Board of the Parent Company were as follows:

Nada Marti¢ President

Ivan Marti¢ Depuly of the President
Zrinka Vukovi¢ Beri¢ Member

Dusko Grabovac Member

Golng concern assumption

As a result of the economic crisis in the period 2010-2012 OT-Optima telekom d.d. (“the Company”) faced

substantial problems in its business and liquidity.

In that period, the Group became illiquid and insolvent due to overindebtedness and reported negative

net results because the profit margins it achieved were not sufficient to cover the current level of

indebtedness.

The Group reported a loss of HRK 104,892 thousand for the year ended 31 December 2012 (2011: a loss
in the amount of HRK 67,469 thousand) and a negative equity in the amount of HRK 591,569 thousand at

31 December 2012 (HRK 486,679 thousand at 31 December 2011). Furthermore, the indicalions

discussed in Note 30 show that the Group is overindebted. These matters raise substantial doubt as to

the ability of the Group to continue as a going concern.

OT-Optima Telekom d.d. and its subsidiaries
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Notes to consolidated financial statements {continued)

For the year ended 31 December 2012
(All amounts are expressed in thousands of kunas)

1. GENERAL (continued)

In 2013, because of overindebtedness, the Mother Company was not able to secure additional funds
required for timely settlement of the bond coupon that matured in February 2013. Pursuant lo the
Acton Financial Operalions and Pre-Bankruptcy Settlement (OG 108/2012 and 11/2012) the
Management Board of the Mother Company has initiated pre-bankruptcy settlement for the purpose of
operational and financial restructuring. The implementation of the financial and operational restructuring
plan should make the Mother Company liquid and solvent in the next period.

The Management Board of the Mother Company intends to implement a set of operational restructuring
measures aimed at increasing the budgeted and actual margins in all of its operational segmenls
(individuats, business customers, etc.) and reducing business process support costs (monitoring
consumption and cost justification, reviewing current supplier contracts, and similar).

The Management Board of the Mother Company atso intends to implement financial restructuring and has
already slarted negotiations with its key creditors to reschedule its loan debt over a longer period and with
a more favourable interest rate, forgive a certain level of interest payables, setlle a certain amount of debt
prior to the completion of the pre-bankruptcy settlement. If the repayment periods are extended, along
with further increase in revenue and profitability, the Group would be able to continue its investments in
the telecom network and settle its liabilities in accordance with the agreed deadlines.

By implementing the planned financial and operational restructuring measures the Group would increase
its revenue and EBITDA margin in the next period and thus become able to operate with a profit. In
addition, the reduced level of indebtedness would ensure positive cash flows on an annual basis and
enable the Group o service its liabilities to loan creditors and suppliers as they fall due. The Management
Board of the Group is confident that the restructuring plan will be approved by the creditors, as well as
that the measures included in the restructuring programme will be sufficient to enable the Group to
continue in business. Even if the restructuring plan is formally adopted, the complexity of the measures

still raises substantial doubt as to the ability of the Group to continue in business.

OT-Optima Telekom d.d. and its subsidiaries 1M




Notes to consolidated financial statements (continued)

For the year ended 31 December 2012
{All amounts are expressed in thousands of kunas)

2, ADOPTION OF NEW AND REVISED INTERNATIONAL FINANCIAL REPORTING STANDARDS
{"IFRSs")

Standards and Interpretations effective in the current period

The faollowing amendments to the exisling slandards issued by the International Accounting Standards
Board and interpretations issued by the Internationai Financial Reporiing Interpretations Committee are
effective for the current period:

« Amendments to IFRS 1 First —time Adoption of IFRS — Severe Hyperinflation and Removal of
Fixed Dates for First-time Adopters (effective for annual periods beginning on or after 1 July 2011),

e Amendments to IFRS 7 Financial Instruments - Disclosures -Transfer of Financial Assels
(effective for annual periods beginning on or after 1 July 2011),

*» Amendments to IAS 12 income tax - Deferred tax: Recovery of Underlying Assets (effective for
annual periods beginning on or after 1 January 2012),

The adoption of these amendments to the existing standards and interpretations has not ted to any changes
in the Group accounting policies and it is not expected that these have a material impact on the Group.

OT-Optima Telekom d.d. and its subsidiaries 12




Notes to consolidated financial statements (continued)

For the year ended 31 December 2012
(All amounts are expressed in thousands of kunas)

2,

ADOPTION OF NEW AND REVISED INTERNATIONAL FINANCIAL REPORTING STANDARDS
("IFRSs") (CONTINUED)

Standards and Interpretations in issue not yet adopted

Al the date of authorisation of these financial slatemenls the following standards, revisions and

interpretations were in issue but not yet effeclive:

IFRS 9 Financial Instruments, as amended in 2010, (effective for annual periods beginning on or after
1 January 2015},

IFRS 10 Consolidated Financial Statements, published in May 2011, supersedes the previous
version of IAS 27 (2008) Consolidated and Separale Financial Stalements, (effective for annual periods
beginning on or alter 1 January 2013),

IFRS 11 Joint Arrangements, published in May 2011, supersedes IAS 31 Inferesls in Joinl Venlures
(effective for annual periods beginning on or after 1 January 2013),

IFRS 12 Disclosure of Interests in Other Entities, published in May 2011 (effeclive for annual
periods beginning on or after 1 January 2013),

IFRS 13 Fair Value Measurement, published in May 2011 (effective for annual periods beginning
on or after 1 January 2013),

IAS 27 Separate Financial Statements {as amended in 2011), consolidation requirements previously
forming part of IAS 27 (2008) have been revised and are now contained in IFRS 10 Consolidated
Financial Statements, {effeclive date of IAS 27 (as amended in 2011) for annual periods beginning
on or after 1 January 2013),

IAS 28 Investments in Associates and Joint Ventures (as amended in 2011). This version
supersedes IAS 28 (2003) Investmenis in Associales (effective date of IAS 28 (as amended in 2011)
for annual periods beginning on or after 1 January 2013).

Amendments to IFRS 1 First —time Adoption of IFRS, published in March 2012, amendments for
government loan with a below market rate of interest when transitioning to IFRS, (effective for annual
periods beginning on or after 1 January 2013),

IFRS 7 Financial Instruments: Disclosures, published in December 2011, amendments enhancing
disclosures aboul offsetting of financial assets and financial liabilities {effeclive for annual periods
beginning on or after 1 January 2013) and amendments requiring disclosures about the inilial
application of IFRS 9 (effective for annual periods beginning on or after 1 January 201 5),

Amendments to IAS 1 Presentation of Financial Statements - Revising the way of presenting the

other comprehensive income (effective for annual periods beginning on or after 1 July 2012).

OT-Optima Telekom d.d. and its subsidiaries 13




Notes to consolidated financia! statements (continued)

For the year ended 31 December 2012
{All amounis are expressed in thousands of kunas)

2. ADOPTION OF NEW AND REVISED INTERNATIONAL FINANCIAL REPORTING STANDARDS
("IFRSs") (CONTINUED)

Standards and Interpretations in issue not yet adopted (continued)

Amendments to IAS 19 Employee Benefits - Improvements to the Accounting for Post-Employment
Benefits (effective for annual periods beginning on or after 1 January 2013),

. Amendments to IAS 32 Financial Instruments: Presentation and IFRS 7 Financial Instruments:
Disclosures, published in December 2011, amendments to applicalion guidance on the offsetting of
financial assets and financial instruments (effective for annual periods beginning on or after 1 January
2014},

. IFRIC 20 Stripping Costs in the Production Phase of a Surface Mine, (effeclive for annual periods
beginning on or after 1 January 2013).

. Annual improvements 2009 — 2011 Cycle, published in May 2012, a colleclion of amendments lo
IFRSs, in response to issues addressed during the 2009-2011 cycle. Five slandards (IFRS 1, IAS 1,
IAS 16, IAS 32, IAS 34) are primarily affecled by the amendments, with consequential amendments to
numerous others (effective for annual periods beginning on or after 1 January 2013).

. Transition guidance, published in June 2012, amendment to IFRS 10, IFRS 11 and IFRS 12.,
{effeclive for annual periods beginning on or after 1 January 2013)

. Amendments to investment entities for IFRS 10, IFRS 12, IAS 27 published in Oclober 2012 (effective
for annual periods beginning on or after 1 January 2014)

The Management of the Group elected not to adopt those Standards, revisions and Interpretalions in advance

of their effective dates.

OT-Optima Telekom d.d. and its subsidiaries 14




Notes to consolidated financial statements (continued)

For the year ended 31 December 2012
(All amounis are expressed in thousands of kunas)

2, ADOPTION OF NEW AND REVISED INTERNATIONAL FINANCIAL REPORTING STANDARDS
{"IFRSs") (CONTINUED)

Standards and Interprelations in issue not yet adopted {continued)

Key requirements of IFRS 9 are described as follows:

« Requires all recognised financial assets that are within the scope of IAS 39 Financial Instruments:
Recognition and Measurement to be subsequently measured at amorlised cost or fair value.

« The most significant effect of IFRS 9 regarding the classification and measurement of financial
liabilities refates to the accounting for changes in the fair value of a financial liability (designated as at
fair value through profit or loss) attributable to changes in the credit risk of that liability. Changes in fair
value altributable to a financial liability's credit risk are not subsequently reclassified to profit or loss.

In May 2011, a package of five Standards on consolidalion, joint arrangements, associates and disclosures
was issued, including IERS 10, IFRS 11, IFRS 12, IAS 27 (as revised in 2011) and IAS 28 (as revised in 2011).

Key requirements of these Standards are described below:

IFRS 10 replaces the parts of IAS 27 Consolidated and Separate Financial Slalements that deal with
consolidated financial statements. Under IFRS 10, there is only one basis for consolidation that is control. New
definition of coniro! that contains three elements: (a) power over an investee, {b) exposure, or rights, to variable
returns from its involvement with the investee, and (c) the abilily lo use its power over the investee to affect the
amount of the investor's returns.

IFRS 11 replaces IAS 31 Interests in Joint Ventures. Under IFRS 11, joint arrangements are classified as joint
operations or joint ventures, depending on the rights and obligations of the parties to the arrangements. In
contrast, joint ventures under IFRS 11 are required to be accounted for using the equity method of accounting,
whereas jointly controlled entilies under IAS 31 can be accounted for using the equity method of accounting or
proportionate accounting.

IFRS 12 is a disclosure standard and is applicable to entities thal have interests in subsidiaries, joint
arrangements, associates and/or unconsolidated structured entities. In general, the disclosure requirements in
IFRS 12 are more extensive than those in the current standards.

In June 2012, the amendments to IFRS 10, IFRS 11 and IFRS 12 were issued to clarify certain transitional
guidance on the application of these IFRSs for the first time.

IFRS 13 Fair Value Measuremen! establishes a single source of guidance for fair value measurements and
disclosures about fair value measurements. The Standard defines fair value, establishes a framework for
measuring fair value, and requires disclosures about fair value measurements. The scope of IFRS 13 is broad,
it applies o both financial instrument items and non-financial instrument items for which other IFRSs require or
permit fair value measurements and disclosures about fair value measurements, except in specified
circumstances.

Amendments to IFRS 7 and IAS 32 Offsetting Financial Assels and Financial Liabifities and the related
disclosure.
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Notes to consolidated financial statements (continued}

For the year ended 31 December 2012
{All amounls are expressed in thousands of kunas)

2, ADOPTION OF NEW AND REVISED INTERNATIONAL FINANCIAL REPORTING STANDARDS
("IFRSs") (CONTINUED)

Standards and Interpretations in issue not yet adopted (continued)

The amendments to IAS 32 clarify existing applicalion issues relating to the offset of financial assets and
financial liabiiities requirements.

The amendments to IFRS 7 require eniities to disclose information about rights of offset and relaled
afrangements (such as collaterat posting requirements) for financial instruments under an enforceable master
netting agreement or similar arrangement.

The amendments to IAS 19 Employee Benefils change the accounting for defined benefil plans and
termination benefits. The mosl significant change relates lo the accounting for changes in defined benefit
obligations and plan assets.

The Annual Improvements to IFRSs 2009 — 2011 Cycle issued in May 2012 include a number of amendments
to various IFRSs. The amendments are effective for annual periods beginning on or after 1 January 2013.
Amendments to IFRSs include:
¢« The amendments lo IAS 16 Properly, Plant and Equipment clarify that spare parts, stand-by
equipment and servicing equipment should be classified as property, ptant and equipment when they
meel the definition of property, plant and equipment in IAS 16 and as inventory otherwise.
» The amendmenls to IAS 32 Financial Instruments: Presenfation clarify that income tax relaling to
distribulions to holders of an equity instrument and to transaclion costs of an equily transaction should
be accounted for in accordance with 1AS 12 Income Taxes.

IFRIC 20 Strpping Costs in the Production Phase of a Surface Mine applies to waste removal costs that are
incurred in surface mining activity during the production phase of the mine (produclion stripping costs). Under
the Interpretation, the costs from this waste removal activity (stripping) which provide improved access to ore is
recognised as a non-current asset (slripping aclivily asset) when cerlain criteria are met.

The managemenl anticipates that the adoption of IFRS 10 Consolidated Financial Stalements, IFRS 11 Joint
Arrangements and IFRS 12 Disclosure of Interests in Other Entities, will have no material impact on the
financial statements of Group in the period of initial applicalicn.

The Group has elected not to adopt lhese slandards, revisions and interpretations in advance of their effective
dates. The management anticipates that the adoption of IFRS 9 Financial instrurnenis will have a significant
impact on measurement and disclosure of financial instruments and application of IFRS 13 Fair Value
Measurement will resuit in more extensive disclosures in the financial statements.

The Management anticipate that the application of these amendments to IAS 32 and IFRS 7 may result in more
disclosures being made with regard to offsetting financial assets and financial liabilities in the future, also the
management anlicipate that IFRIC 20 will have no effect to the Group’s financial statements as the Group does
not engage in such activities.
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Notes to consolidated financial statements {continued)

For the year ended 31 December 2012
(All amounts are expressed in thousands of kunas)

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Statement of compliance

The financial statemenls have been prepared in accordance with International Financial Reporling Standards
(the "IFRS").

Basis of presentation

The consolidated financial statements of the Group include the financial statements of the company OT-Optima

Telekom d.d., Zagreb and its subsidiaries, listed in Note 1 {the “Group”).

The financial statements have been prepared on the hislorical cost basis, except for the valuation of certain

non-current assets and financial instruments.
Reporting currency

The financial statements of the Group have been prepared in Croatian Kuna (HRK). At 31 December 2012, the
effective exchange rate for EUR 1 and USD 1 was HRK 7.545624 and HRK 5726794 respectively {31
December 2011: HRK 7.530420 and HRK 5.819940 respeclively).

Basis of consolidation

The consolidaled financial statements incorporate the financial statements of the Company and the enlities
controlted by the Company. Control is achieved where the Company has the power to govern the financial and

operaling policies of an enlity so as to obtain benefits from ils aclivilies.

The results of subsidiaries acquired or disposed of during the year are included in the consolidated statement
of comprehensive income from the effective date of acquisilion or up to the effective date of disposal, as

appropriate.
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Notes to consolidated financial statements {continued)
For the year ended 31 December 2012
(All amounls are expressed in thousands of kunas)

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Basis of consolidation {continued)

Where necessary, adjustments are made to the financial stalements of subsidiaries to bring their accounting

policies into line with those used by other members of the Group.

All intra-Group transactions, balances, income and expenses are eliminated in full on consalidation.

Minority interests in the net assets (excluding goodwill) of consolidated subsidiaries are identified separalely
from the Group's equity therein. Minority interesls consist of the amount of those interests at the date of the

original business combination and the minority's share of changes in equity since the dale of the combinalion.

Losses applicable to the minority's interest in the subsidiary's equity are allocated againsl the interests of the
Group except to the extent that the minorily has a binding obligation and is able to make an additional

investment to cover the losses.

Investments in associates

An associate is an entity over which the Group has significant influence and that is neither a subsidiary nor an
interest in a joint venture. Significant influence is the power lo participate in the financial and operating policy

decisions of the investee but is not control or joint control over those policies.

The results, assets and liabilities of associales are incorporated in these financial statements using the equity
method of accounting, excepl when the investment is classified as held for sale, in which case it is accounted
for in accordance with IFRS 5 “Non-current Assets Held for Sale and Discontinued Operations™. Under the
equity method, investments in associates are carried in the consolidated statement of financial position at cost
as adjusted for post-acquisition changes in the Group’s share of the net assels of the associate, less any
impairment in the value of individual investments. Losses of an associate in excess of the Group's interest in
that associate (which includes any long-term interests that, in substance, form part of the Group's and net
investment in the associate) are not recognised, unless the Group has incuired legal or constructive obligations

or made payments on behalf of the associate.

Where a Group enlity transacts with an associate of the Group, profits and losses are eliminated lo the extent

of the Group's interest in the relevant associalte.

OT-Optima Telekom d.d. and ils subsidiaries 18




Notes to consolidated financial stalements (continued)

For the year ended 31 December 2012
(Al amounts are expressed in thousands of kunas)

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Intangible assets

Intangible assets includes right to provide telecommunication services, license and concession for operale
different lypes on the telecommunication services and are carried at cost less accumulated amorlisalion and
any accumulated impairment loss. The useful life of the right, concession and licenses lo operate
telecommunication services are determined based on the underlying agreements and are amortized on a
straight line basis over the period from the moment when it has been approved by regulatory body until the end
of the initial right, concession or license term. No renewal periods are considered in the delerminalion of useful

life.

The right to provide telecommunication services is given for period of 30 years, while licenses and concession

are approved for period of 4 years.

Other intangible assets refer to software license and it is carried at cosl less accumulated amortisation and any

accumulated impairment loss. The useful life of software is 5 years.
Property, plant and equipment

Property, plant and equipment are shown at historical cost or valuation less accumulated depreciation and any

accumulated impairment loss, except for land, which is stated at cosl.

Properly, plant and equipment in use are depreciated on a straight-line basis using the following rates:

2012 2011
Buildings 40 years 40 years
Vehicles 5 years 5 years
Plant and equipment 5 to 20 years 5 to 20 years
Office equipment 4 years 4 years

The estimated useful lives, residual values and depreciation method are reviewed at each year end, with the

effect of any changes in estimate accounted for on a prospective basis.
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Notes to consolidated financial statements (continued)

For the year ended 31 December 2012
(All amounts are expressed in thousands of kunas}

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Property, plant and equipment (continued)

The initial cost of property, plant and equipment comprises its purchase price, including import duties and non-
refundable purchase taxes and any directly altributable cosls of bringing an asset to its working condition and

location for its intended use.

Expenditures incurred after property, piant and equipment have been put into operation, such as repairs and
maintenance and overhaul costs, are normally charged to income in the period in which the costs are incurred.

In siluations where it can be clearly demonstrated that the expenditures have resuiled in an increase in the
future economic benefits expected to be obtained from the use of an item of property, plant and equipment
beyond its originally assessed standard performance, the expenditures are capitalised as an additional cost of

property, plant and equipment.

The gain or loss arising on the disposal or retirement of an item of property, plant and equipment is determined
as the difference between the sales proceeds and the carrying amount of the asset and is recognised in profit

or oss.
Impairment of PP&E and intangible assets

flems of PP&E and intangible assels are reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amount of an asset may not be recoverable. Whenever the carrying
amount of an asset exceeds its recoverable amount, an impairment loss is recognised immediately in profit or

loss.

At each date of financial position, the Group reviews the carrying amounts of their PP&E and intangible assets
to determine whether there is any indicalion that those assets have suffered an impairment loss. If any such
indication exists, the recoverable amount of the asset is estimaled in order to determine the extent of the
impairment loss (if any). Where it is nol possible to estimate the recoverable amount of an individual asset, the

Group eslimates the recoverable amount of the cash-generaling unit to which the asset belongs.

Intangible assets with indefinite useful lives and intangible assets not yet available for use are tested for

impairment annually, and whenever there is an indication that the asset may be impaired.

Recoverable amount is the higher of fair value less costs lo sell and value in use. In assessing value in use, the
estimated future cash flows are discounted lo their present value using a pre-tax discount rate that reflects

current market assessments of the time value of meney and the risks specific to the asset.
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Notes to consolidated financial statements (continued)

For the year ended 31 December 2012
(All amounts are expressed in thausands of kunas)

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Impairment of PP&E and intangible assets (continued)

The net selling price is the amount obtainabte from the sale of an asset in an arm’s length transaction less the
cost of disposal, while value in use is the present value using a pre-tax discount rate that refiects current
market assessments of the time value of money and the risks specific to the asset of estimated future cash
flows expected to arise from the continuing use of an asset and from its disposal al the end of its useful life.

If the recoverable amount of an asset (or cash-generating unit) is estimated to be less than its carrying amount,
the carrying amount of the asset (cash-generating unit) is reduced to its recoverable amount. An impairment
loss is recognised immediately in profit or loss, unless the relevant asset is land or a building other than an
investment property carried at a revalue amount, in which case the impairment loss is treated as a revaluation

decrease.

Where an impairment loss subsequently reverses, the carrying amount of the asset {cash-generating unit) is
increased to the revised estimate of its recoverable amount, but so that lhe increased carrying amount does
not exceed the carrying amount that would have been determined if no impairment loss had been recognised
for the assel (cash-generaling unit) in prior years. A reversal of an impairment loss is recognised immediately
in profit or loss, unless the relevant asset is carried at a revalue amount, in which case the reversal of the

impairment toss is trealed as a revaluation increase.

Cash and cash equivalents

Cash and cash equivalents comprise cash with bank and on hand. Cash equivalents comprise demand

deposits and term deposits with maturities of up lo three months.
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Notes to consolidated financial statements (continued)

For the year ended 31 December 2012
(Al amounls are expressed in thousands of kunas)

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Finance and operating leases

Leases are classified as finance leases whenever the terms of the lease transfer substantially all the risks and

rewards of ownership to the lessee. All other leases are classified as operaling leases.

Assets held under finance leases are initially recognised as assets of the Group at their fair value at the
inception of the lease or, if lower, al the presenl value of the minimum lease payments. The corresponding
liability to the lessor is included in the statement of financial position as a finance lease obligalion.

Lease payments are apportioned between finance charges and reduction of the lease obligation so as to
achieve a constant rate of interest on the remaining balance of the liability. Finance charges are charged
directly as an expense, unless they are directly atlributable to qualifying assels, in which case they are
capitalised in accordance with the Group's general policy on borrowing costs (see below). Contingent rentals

are recognised as expenses in the periods in which they are incurred.

Operating lease payments are recognised as an expense on a straight-line basis over the lease lerm, except
where another systemalic basis is more representative of the lime pattern in which economic benefits from the
leased asset are consumed. Contingent rentals arising under operating leases are recognised as an expense

in the period in which they are incurred.

In the event thal lease incentives are received to enter into operating leases, such incentives are recognised as
a liability. The aggregate benefit of incentives is recognised as a reduclion of renlal expense on a straight-line
basis, except where another systemalic basis is more representative of the time pattern in which economic

benefits from the leased asset are consumed.

Inventories

Inventories comprise mainly spare parts for telecommunication equipment, other spare parts office supplies
and are slated at the lower of cost and net realisable vaiue. Management provides an allowance for inventories
based on a review of the overall ageing of all inventories and a specific review of significant individual amounts

included in inventories.
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Notes to consolidated financial statements (continued)

For the year ended 31 December 2012
(All amounis are expressed in thousands of kunas)

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {continued)

Trade and other receivables

Trade and other receivables are recognised initially at fair value less provision for impairment. A provision for
impairment of trade and other receivables is established when there is objective evidence that the Group will

not be able to collect all amounts due according to the original terms of the receivables.

Foreign currencies

The financial statemenis of the Group are presented in the currency of the primary economic environment in
which the entity operates (its functional currency). Non-monelary items carried al fair value that are
denominated in foreign currencies are retranslated at the rates prevailing on the date when the fair value was
delermined. Non-monetary items that are measured in terms of historical cost in a foreign currency are not

refranslated.

Exchange differences arising on the settlement of monetary items, and on the retranslation of monelary items,
are included in the statement of comprehensive income for the period. Exchange differences arising on the
retranslation of non-monelary items carried at fair value are included in the statement of comprehensive
income for the period as finance cost except for differences arising on the retranslation of non-monetary assets
available for sale, in respect of which gains and losses are recognised directly in equity. For such non-
monelary items, any exchange component of that gain or loss is also recognised as olher comprehensive

income.

Retirement benefits and jubilee awards

The Group provides employees with jubitee and one off retirement awards. The obligation and costs of these
benefils are determined using a projected unit credit method. The projected unit credit method considers each
period of service as giving rise to an additional unit of benefit entitlement and measures each unil separately to
build up the final obligation. The pension obligation is measured al the present value of estimated future cash
flows using an average discount rate on long-term government bonds, where the currency and terms of the
government bonds are consistent with the currency and eslimated terms of the benefil cbligation.
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Notes to consoalidated financial statements (continued}

For the year ended 31 December 2012
(All amaunts are expressed in thousands of kunas)

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Income tax
Income tax expense represents the sum of the tax currently payable and deferred lax.

Current tax

The tax currently payable is based on taxable profit for the year. Taxable profit differs from profit as reported in
the slalement of comprehensive income because it excludes items of income or expense thal are taxable or
deductible in other years and it further excludes items that are never taxable or deductible. The company’s
liability for current tax is catculated using tax rates thal have been enacted or subslanlively enacted by the

balance sheet date.

Deferred lax

Deferred tax is recognised on differences between the carrying amounts of assets and liabilities in the financial
statements and the corresponding tax bases used in the computation of taxable profit, and is accounted for
using the balance sheet liability method. Deferred tax liabilities are generally recognised for all taxable
temporary differences, and deferred tax assets are generally recognised for all deductible temporary
differences to the extenl that it is probable that taxable profits wili be avaitable against which those deduclible
temporary differences can be utilized. Defeired tax assets and liabilities are measured at the tax rates that are
expected to apply in the period in which the liability is seltied or the asset realised, based on tax rates (and tax
laws) thal have been enacted or substantively enacted by the balance sheet dale. The measurement of
deferred tax liabilities and assels reflects the tax consequences that would follow from the manner in which the
Group expects, at the reporting dale, to recover or settle the carrying amount of its assels and liabilities.
Deferred tax assets and liabilities are offset when there is a legally enforceable right to sel off current tax
assels against current tax liabilities and when they relate to income taxes levied by the same taxation authority

and when the Group intends to setlie its current tax assets and liabilities on a net basis.

Current and deferred tax for the period
Current and deferred tax are recognised as an expense or income in profit or loss, except when they relate to
items credited or debited directly to other comprehensive income, in which case the lax is also recognised

directly in other comprehensive income.,
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Notes to consolidated financial statements (continued)

For the year ended 31 December 2012
(All amounts are expressed in thousands of kunas)

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {continued)

Provisions

Provisions are recognized when the Group has a present obligation ({egal or constructive) as a result of a past
event and il is probable (i.e. more likely than not) that an outfiow of resources will be required to settle the
obligation, and a reliable estimate can be made of the amount of the obligation. Provisions are reviewed at
each balance sheel date and adjusted to reflect the current best eslimate. Where the effect of discounling is
material, the amount of the provision is the present value of the expenditures expected lo be required to setlle
the obligation, determined using the estimated risk free interest rate as the discount rate. Where discounting is
used, the reversal of such discounling in each year is recognized as a financial expense and the carrying

amount of the provision increases in each year to reflect the passage of lime.

Provisions for restrucluring costs are recognized when the Group has a detailed formal plan for the

restructuring that has been communicated to parties concerned.

Financial assets

Investments are recognised and derecognised on a trade date where the purchase or sale of an investment is
under a contract whose terms require delivery of the investment within the timeframe established by the market
concerned, and are initially measured al fair value, plus transaction cosls, excepl for those financial assets

classified as at fair value through profit ar loss, which are initially measured at fair value.

Financial assets are classified info as ‘financial assets at fair value through profit or loss’ (FTPL), ‘investments
held to maturity’ (HTM), ‘available-for-sale financial assets’ (AFS) and ‘loans and receivables’. The
classification depends on the nalure and purpose of the financial assets and is determined at the time of initial

recognition.

Effective interest method

The effective interest method is a method of calculating the amortised cost of a financial assel and of allocating
interest income over the relevant period. The effective interest rate is the rate that exactly discounts estimated
future cash receipts (including all fees on points paid or received thal form an integral part of the effective
interest rate, transaclion costs and other premiums or discounts) through the expected life of the financial

asset, or, where appropriate, a shorter period.

tncome is recognised on an effeclive interest basis for debt instruments other than thase financial assets
designated as at FVTPL.
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Notes to consolidaled financial statements (continued)

For the year ended 31 December 2012
(All amounts are expressed in thousands of kunas)

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Financial assets {continued)

Financial assels al fair value through profit or loss (FVTPL)

A financial asset is classifie¢ as al FVTPL where the financial assel is either held for trading or it is designated
as at FVTPL.

A financial asset is classified as held for trading if:

it has been acquired principally for the purpose of selling in the near future; or

it is a part of an identified portfolio of financial instruments that the Group manages together and has a
recent actual pattern of shorl-term profit-taking; or

it is a derivative that is not designated and effeclive as a hedging instrument,

A financial assel other than a financial asset held for trading may be designated as al FVTPL upon inilial

recognition if:

such designation eliminates or significantly reduces a measurement or recognition inconsistency that
would otherwise arise; or

the financiat asset forms part of a group of financial assets or financial liabilities or both, which is managed
and its performance is evaluated on a fair value basis, in accordance with the Group's documented risk
management or investment strategy, and information about the grouping is provided internally on that
basis; or

it forms part of a contract containing one or more embedded derivatives, and IAS 39 Financial
Instruments: Recognition and Measurement permits the entire combined conlract {(asset or liability} to be
designated as at FVTPL.

Financial assets at FVTPL are stated at fair value, with any resultant gain or loss recognised in statement of

comprehensive income. The net gain or loss recognised in profit or loss incorporates any dividend or interest

earned on the financial asset. Fair value is determined in the manner described in Note 28.

OT-Optima Telekom d.d. and its subsidiaries 26
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For the year ended 31 December 2012
(All amounts are expressed in lhousands of kunas)

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Financial assets (continued)

Held-lo-malurity investments

Held-to-malurily investments are non-derivative financial assets with fixed or determinable payments and fixed
maturity dates that the Group has the positive intent and ability to hold to maturity. Subsequent to initial
recognition, held-to-maturity investments are measured at amortised cost using the effective interest method

less any impairment.

Available-for-sale financial assets (AFS)

AFS financial assels are non-derivatives that are either designated as AFS or are not classified as (a) loans

and receivables, (b) held-to-malurity investments or {c) financial assets at fair value through profit or loss.

Dividends on AFS equity instruments are recognised in statement of comprehensive income when the Group’s

right to receive the dividends is eslablished,

The fair value of AFS monelary financial assets denominated in a foreign currency is determined in that foreign
currency and translated at the spot rate prevailing at the end of the reporting period. The foreign exchange
gains and losses thal are recognised in profit or loss are determined based on the amortised cost of the

monetary asset. Other foreign exchange gains and losses are recognised in other comprehensive income.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not
quoted in an active market. Loans and receivables are measured at amortised cost using the effective interest

method, less any impairment.

Interest income is recognised by applying the effective interest rate, except for short-term receivables when the

recognition of interest would be immalerial.
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For the year ended 31 December 2012
(All amounts are expressed in thousands of kunas)

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Financial assets (continued)

Impairment of financial assels

Financial assets, other than those at FVTPL, are assessed for indicators of impairment at the end of each
reporting period. Financial assets are considered to be impaired when there is cbjective evidence that, as a
result of one or more events that occurred after the initial recognition of the financial assel, the estimated future

cash flows of the investment have been affecled.

For AFS equily investments, a significant or prolonged deciine in the fair value of the security below its coslt is

considered to be objective evidence of impairment.

For all other financia! assets, objective evidence of impairment could include:

+ significant financial difficully of the issuer or counterparty; or
s  breach of contract, such as a default or delinquency in interest or principal payments; or
« it becoming probable that the borrower will enter bankruptcy or financial re-organisation; or

s the disappearance of an active market for that financial asset hecause of financial difficullies.

For certain categories of financial assets, such as trade receivables, assets that are assessed not to be
impaired individually are, in addilion, assessed for impairment on a collective basis. Objeclive evidence of
impairment for a portfolio of receivables could include the Group's past experience of collecting payments, an
increase in the number of delayed payments in the porifolio past the average credit period of 60 days, as well

as observable changes in national or tocat economic conditions that correlate with default on receivables.

For financial assets carried at amoriised cost, the amount of the impairment is the difference between the
asset's carrying amount and the presenl value of estimated fulure cash flows, discounted at the financiai

asset's original effective interest rate.

For financial assets carried at cost, the amount of the impairment loss is measured as (he difference between
the asset's carrying amount and the present value of the estimaled fulure cash flows discounted at the current
market rate of return for a similar financial asset. Such impairment loss will not be reversed in subsequent

periods.
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(All amounts are expressed in thousands of kunas)

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Financial assets (continued}

Impairment of financial assets (continued)

The carrying amount of the financial asset is reduced by the impairment loss directly for all financial assets with
the exception of trade receivables, where the carrying amount is reduced through the use of an allowance
account. When a trade receivable is considered uncoileclible, it is written off against the allowance account.
Subsequent recoveries of amounts previously wrilten off are credited against the allowance account. Changes

in the carrying amount of the allowance account are recognised in profit or loss.

When an AFS financial asset is considered to be impaired, cumulalive gains or losses previously recognised in

other comprehensive income are reclassified to profit or loss in the period.

For financial assets measured at amorlised cost, if, in a subsequent period, the amount of the impairment loss
decreases and the decrease can be related objectively to an event occurring after the impairment was
recognised, the previously recognised impairment toss is reversed through profit or loss to the extent that the
carrying amount of the investment at the date the impairment is reversed does not exceed what the amortised

cost would have been had the impairment not been recognised.

In respect of AFS equity securilies, impairmenl losses previously recognised in profit or loss are not reversed
through profit or loss. Any increase in fair value subsequent to an impairment loss is recognised in other
comprehensive income and accumulated under the heading of investments revaluation reserve. In respect of
AFS debt securilies, impairment losses are subsequently reversed through profit or loss if an increase in the
fair value of the investment can be objectively related to an event occurring after the recognition of the

impairment loss.

Derecognition of financial assels

The Group derecognises a financial asset only when the conlractual rights to the cash flows from the assel
expire; or it transfers the financial asset and substantially alt the risks and rewards of ownership of the asset to
another entity. If the Group neither transfers nor retains substantially all the risks and rewards of ownership and
continues to contro} the transferred assel, the Group recognises ils retained interest in the asset and an
associated liability for amounts it may have to pay. If the Group retains substantially all the risks and rewards of
ownership of a lransferred financial asset, the Group continues to recognise the financial asset and also

recognises a collateralised borrowing for the proceeds received.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued}
Financial liabilities and equity instruments
Classification as debt or equity

Debt and equity instruments are classified as either financial liabilities or as equily in accordance with the

substance of the contractual arrangement.
Equily instruments

An equity instrument is any contract that evidences a residual interest in the assets of an enlity after deducling

all of its liabilities. Equity instruments are recorded at the proceeds received, net of direcl issue cosls.

Financial guaraniee contract liabilities

Financial guarantee contract liabilities are measured initially at their fair values and are subsequently measured

at the higher of:

« lhe amount of the obligation under the contract, as determined in accordance with IAS 37 Provisions,
Contingen! Liabililies and Contingent Assels, and

« the amount initially recognised less, where appropriate, cumulative amortisation recognised in accordance
with the revenue recognition policies.

Financial liabililies
Financial liabilities are classified as either financial liabilities ‘at FVTPL' or ‘other financial liabilities’.
Financial liabifitics at fair value through profil or loss (FVTPL)

Financial liabilities are classified as at FVTPL where the financial liability is eilther hetd for trading or il is
designated as at FVTPL.

A financial Yiability is classified as held for trading if:

« it has been incurred principally for the purpose of repurchasing in the near future; or

+ itis a part of an idenlified porifolio of financial instruments thal the Group manages together and has a
recent actual paltern of short-term profit-taking; or

« itis a derivative thal is not designated and effeclive as a hedging instrument.
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Notes to consolidated financial statements (continued)

For the year ended 31 December 2012
(All amounts are expressed in thousands of kunas)

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Financial liabilities and equity instruments (continued)

Financiaf liabilities at fair value through profit or lass (FVTPL) (conlinued)

A financial liability other than a financiat liability held for trading may be designated as at FVTPL upon initial

recognition if:

« such designation eliminates or significantly reduces a measurement or recognilion inconsistency that
would otherwise arise; or

¢ the financial liabilily forms part of a group of financial assets or financial liabilities or both, which is
managed and its performance is evaluated on a fair value basis, in accordance with the Group's
documented risk management or investment strategy, and information about the grouping is provided
internally on that basis; or

e il forms part of a contract conlaining one or more embedded derivatives, and IAS 39 Financial
Instruments: Recognition and Measuremenl permils the entire combined contract (asset or liability) to be
designated as at FVTPL.

Financial liabililies at FVTPL are stated at fair value, with any resultant gain or loss recognised in statement of
comprehensive income. The nel gain or loss recognised in profit or loss incorporates any interest paid on the

financial liability.

Other financial liabflities

Other financial liabilities, including borrowings and bonds, are inilially measured at fair value, net of transaclion

costs.

Other financial liabilities are subsequently measured al amortised cost using the effeclive interest method, with

interest expense recognised on an effective yield basis.

The effective interest melhod is a method of calculating the amortised cost of a financial liabitity and of
allocating interest expense over the relevant period. The effeclive interest rale is the rate that exaclly discounts
estimated fulture cash payments through the expected life of the financial liabilily, or, where appropriate, a

shorter period.

Derecognition of financial liabilities

The Group derecognises financiat abilities when, and only when, the Group's obligations are discharged,

cancelled or they expire.
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Notes to consolidated financial statements (continued)

For the year ended 31 December 2012
{All amounts are expressed in thousands of kunas)

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Contingent liabilities
Contingent tabilities are not recognised in the financial statements. They are disclosed unless the possibility of

an outflow of resources embodying economic benefits is remote. A conlingent assel is not recognised in the

financial statements but disclosed when an inflow of economic benefits is probable.

Revenue recognition

Revenue is recognised when it is probable thal economic benefits associated with the transaction will flow to
the Group and the amount of revenue can be measured reliably. Revenues for all services are recognised net

of VAT and discounts when the services are provided.

Revenue ftom fixed telephony includes revenue from activation, monthly fee, calls placed by fixed line

subscribers and revenue from additional services in fixed telephony.

Revenue from carrier services inciudes interconnection services for domestic and international carriers.
Revenue from internet and date services included revenue from Internet subscription, ADSL traffic and fixed

line access.

Rental income and income from sale of goods relate to the renlal and sale of telecommunications equipment

required to provide telecommunication services.

Interest income is accrued on a time basis, by reference to the actual yield on the underlying asset.

Interconnection fee expenses

Interconnection fee expenses for using telecommunication infrastructure of other telecommunicalion providers

are recognized in the period they relate to.
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Notes to consolidated financial statements (continued)

For the year ended 31 December 2012
{All amounis are expressed in thousands of kunas)

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Segment reporting

Internalional Financial Reporting Standards define an operating segment as a component of an entity:
a) that engages in business activilies from which it may earn revenues and incur expenses (including
revenues and expenses relating to transactions with other components of the same enlity),
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

¢) for which discrete financial information is available.

The Group has only one segment and is not able lo differ property, plant and equipment to the services it
provides. The same equipment is used for transfer of voice and data. Management assesses the performance
on the level of entire Group. The Group operates on Croatian market which is by the Management is
considered as one reporting segment.

Subsequent events

Posl-year-end events that provide additional infarmalion about the Group's position at the financial slatements
date (adjusting events) are reflected in the financial statemenls. Post-year-end events that are not adjusting

events are disclosed in the notes when material.
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Notes to consolidaled financial statements (continued)

For lhe year ended 31 December 2012
(All amounts are expressed in thousands of kunas)

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Critical judgments in applying accounting policies

In the application of the Group’s accounting policies, which are described in Note 3, the directors are required
to make judgments, estimates and assumptions about the carrying amounts of assels and liabilities that are not
readily apparent from other sources. The estimates and associated assumptions are based on historical
experience and other factors thal are considered to be relevant. Actual results may differ from these estimates.

The estimates and underlying assumptions are reviewed on an on-going basis. Revisions to accounting
estimates are recognized in the period in which the estimate is revised if the revision affects only that period or
in the period of the revision and future periods if the revision affecls both current and future periods.

Useful lives of property, plant and equipment

The Group reviews the estimated useful lives of property, plant and equipment at the end of each annual
reporting period.

Availability of taxable profils against which the deferred tax assets could be recognised

A deferred tax asset is recognized only to the extent that it is probable that the relaled tax benefit will be
realized. In delermining the amount of deferred laxes that can be recognised significant judgments are
required, which are based on the probable quantification of time and level of future taxable profits, together with

the future tax planning strategy.

Estimates used in delermining the jubilee awards retirement bonuses

The Group reviews key variables in determining the value of provisions for jubitee awards and relirement
benefits on the annual basis including the adequacy of the discount rate used in determining the present value
of eslimated future cash flows and also assessing the adequacy of the fluctuation rates used in calculaling

provisions.

Consequences of certain legal aclions

The Company is involved in legal actions which have arisen from the regular course of its operations. Based on
the eslimates of the probable outcome of legal actions the provisions are assessed and fecognised on a

consistent basis.
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Notes to consolidated financial statements (continued)

For the year ended 31 December 2012
(All amounts are expressed in thousands of kunas)

4, SALES
2012 2011
Carried pre select services revenue 274,481 264,123
Interconneclion revenue 140,721 101,642
Internet services 86,304 68,691
Data services 24 656 21,769
Multimedia services 17,448 10,689
Revenues from commercial represeniation 203 5124
Rent and sale of equipment 3,130 2,513
Other sales revenue 4,498 6,456
551,441 481,007
5. OTHER OPERATING INCOME
2012 2011
Income from collection of receivables previously provided for 3,021 3,764
tncome from benefils in kind 427 426
Revenues from penalties collected 4,064 -
Income from lease — collection system 13 -
Other income 3,005 1,511
10,530 5,701
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Notes to consolidated financial statements (continued)

For the year ended 31 December 2012
(Al amounts are expressed in thousands of kunas)

6. STAFF COSTS

Net salaries
Taxes and contribulions
Reimbursement of costs lo employees

Number of staff as of 31 December

2012 2011
28,912 28,397
22,690 22,257

2,479 2,431
54,081 53,085
364 387

Costs reimbursed to employees comprise daily allowances, overnight accommodation and transport related to

business travels, commutation allowance, and reimbursement of costs for the use of personal cars for business

purposes and similar.

Other employee benefits comprise benefits payable under the Collective Agreemenls, such as vacation bonus,

jubilee awards, Christmas bonus, various supports, and similar.

7. DEPRECIATION AND AMORTISATION

2012 2011
Depreciation 49774 45,880
Amortisation 6,208 10,436
55,982 56,316
8. VALUE ADJUSTMENT OF CURRENT AND NON-CURRENT ASSETS

2012, 2011.
Value adjustment of non-cufrent assels 49,034 -
Value adjuslment of current assets 5,683 10,165
54,617 10,165
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Notes to consolidated financial statements (continued}
For the year ended 31 December 2012
{All amounts are expressed in thousands of kunas)

9. OTHER OPERATING EXPENSES

2012 2011
Cost of conneclion pairs 61,367 59,511
Maintenance expenses 17,847 14,770
Utilities 8,889 9,706
Invoicing expenses 7,338 7,011
Marketing expenses 6,704 7,182
Bank and financial institutions charges 2,945 3,434
Cost of materiat 2,896 2,463
Residential sales services 2,630 4,501
Cost of intellectual services 1,899 2,170
Representation 1,571 1,114
Insurance premium 1,312 1,677
Taxes and contribulions irrespective of the resuit 1,182 1,101
Cosl of goods and services sold 661 4,940
Sponsorships 571 297
Subsequently operating costs 21 -
Other expenses 9,000 4,709
126,833 124,586
10. FINANCIAL INCOME

2012 2011
Income from interest and fees 6,254 6,176
Foreign exchange gains 854 1,299
7,108 7,475

11. FINANCIAL EXPENSES
2012 2011
interest expense and fees 79,838 80,052
Foreign exchange losses 2,663 12,458
82,501 92,510

Interest expenses refer lo the interest expense from borrowings and issued bonds and to penally interest

expense from lransactions with suppliers.
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Notes to consolidated financial statements (continued)

For the year ended 31 December 2012
(All amounts are expressed in thousands of kunas)

12. INCOME TAX EXPENSE

The Group is subject to income tax, according to the laws and regulations of the Republic of Croatia and
Republic of Slovenia, The tax base is determined as the difference between income and expenses for the
period, increased by tax non-deductible expenses. The income tax rate is 20% (21% in Republic of Slovenia).
The Company Optima Telekom d.d. had no income lax liability for year 2012 because it incurred losses from
operalions. Subsidiaries Optima Direct d.o.o., Buje and OT-Opiima Telekom d.o0.0., Koper had income tax
liability based on realized profit in 2012.

Income tax comprises of:

2012 2011
Current income tax in Croalia 177 738
Current income tax in Slovenia 108 111
Income tax {recognized in statement of comprehensive income) 285 849

Relalion between accounting profit and losses available for carry forward is shown as follows:

2012 2011
Accounting loss before tax (104,607) {66,620)
Tax calcutated at weighted average tax rates applicable for profits in
the respective counlries {20,921) (13,324)
Effect of permanent tax differences 11,409 466
Effect of lax losses available for carry forward 9,797 13,707
Income tax {recognized in statement of comprehensive income) 285 849
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For the year ended 31 December 2012
(All amounts are expressed in thousands of kunas)

12. INCOME TAX EXPENSE (continued)

Tax losses for the are carried forward as a tax deductible item as follows:

Amount
Year of tax loss

2008 100,916
2009 110,799
2010 64,157
2011 67,737
2012 48,201

391,810

In accordance with local regulations, the Tax Authorily may at any time inspect the books of any company
inside the Group and records within 3 years following the year in which the tax liability is reported and may
impose additional tax assessments and penallies. The Group's management is not aware of any circumstances

that may give rise to a polential material liabilily in this respect.

Deferred tax assets are not recignised in consolidated financial statements due to uncertainly of future taxable

profits and usage of deferred lax assels.

Year of
expiry

2013
2014
2015
2016
2017
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Notes to consolidated financial statements (continued)
For the year ended 31 December 2012
(Al amounls are expressed in thousands of kunas)

156. OTHER NON CURRENT ASSETS

2012 2011

Loan to the majority company owner 13,679 12,913
Loan to third parly companies 35,3565 34,989
Long term deposit 3,530 3,624
52,564 51,426

Impairment of loans and deposits {49,034) {3,459)
3,530 47,967

Participaling interests 35 -
3,565 47,967

On 27 February 2007, before changing incorporation (change of its legal status to share capital company) the
Company has approved a loan to Mr. Matija Marti¢ in the total amount of HRK 3,200 thousand. The interest
rate of the lean is variable and is periodically adjusted with average interest rate on loans received from banks
(Zagrebacka banka d.d. and Hypo Alpe-Adria-Bank d.d.). The annual interest rate is 8.5%. The toan matures
on 27 February 2022. The loan collateral are blank promissory noles. Purpose of ihe loan is purchase of
business share in the company OT-Optima Telekom d.d.

On 31 March 2006 Optima Direct d.o.0. approved a loan to Mr. Matija Marti¢, majority owner of the Company,
in the amount of HRK 6,000 thousand. Purpose of the loan was refinancing of borrowings and advances to
resolve housing and other requirements. The annual interest rate is 6% and malurity of the loan is 31 March
2021. Loan coliateral are 6 blank debit notes and 6 bilis of exchange.

At 31 December 2012 the receivables from Matija Marti¢ were [ully provided against.

OT — Optima telekom d.d. has approved three long term loans to Optima OSN InZenjering d.o.o0., Rijeka in the
following amounls:

* HRK 15,000 thousand with maturity as at 31 October 2010 wilh the interest rate of 11.5% per annum.

*  HRK 5,000 thousand with maturity as at 31 October 2010 with the interest rate of 11.5% per annum.

e HRK 2,000 thousand with maturily as at 13 August 2010 with the interest rate of 11.5% per annum.

The loans were approved for the purpose of development of IP Centrex service which is ptanned to be used by
the Company. The collaterals of loans are two debentures in the amount of the loan approved increased for the
interests, fees and expenses as well as e two blank promissory notes. During 2010 the Management of the
Company has agreed annexes to the loans agreements for the extension of the maturity date to 30 April 2013
and 13 Augusl 2012 respeclively. In 2012 the Managemen! Board of the Company signed a new loan
rescheduling agreement under which the originally agreed repayment deadline set at 13 August 2012 has been
prolonged to 13 August 2014.

By annexes to all the three loan agreements, the inleres! rates were defined to be accrued and added Lo the

principal on a monthly basis.
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Notes to consolidated financial statements (continued)
For the year ended 31 December 2012
(All amounts are expressed in thousands of kunas)

15. OTHER NON CURRENT ASSETS (continued)

On 21 January 2008 Optima OSN- Inzenjering d.o.o. repaid a portion of HRK 1,780 thousand of the loan debt
with a nominal amount of HRK 5,000 thousand. Thus, the new principal amount was HRK 3,220 thousand.

The balance cutstanding at 31 December 2012 amounts to HRK 35,355 thousand and comprises the following:
» HRK 26,295 thousand - principal of HRK 15,000 thousand and accrued interest in the amount of HRK
9,295 thousand
» HRK 5,702 thousand — principal of HRK 3,220 thousand and accrued interest of HRK 2,482 thousand
* HRK 3,358 thousand- principal of HRK 2,600 thousand and accrued interest of HRK 1,358 thousand.

The Management Board does not consider the receivables from Optima OSN InZenjering d.o.o., Rijeka to be
recoverable, which is why they were fully impaired at 31 December 2012,

Movements in the impairment allowance on loans and deposits

Opening balance at 1 January 1,573 1,573
Written-off during the year {1,573} -
Additional allowances recognised 40,633 -
Closing balance at 31 December 40,633 1,573

Participaling interests comprise interests in Pevec d.d. acquired in exchange for the company’s outstanding

debt to the Group.

OT-Optima Telekom d.d. and its subsidiaries 43




Notes to consolidated financial statements (continued)

For {he year ended 31 December 2012
{All amounts are expressed in thousands of kuinas)

16. INVENTORIES

2012 2011
Telecommunication merchandise 1,283 2,239
1,283 2,239
17. TRADE RECEIVABLES
2012 2011
Domestic trade receivables 99,263 99,922
Foreign trade receivables 10,986 12,487
Interest receivables 2 78
Allowance for bad debt {30,442) (30,316)
79,809 82,171
2012 2011
Trade receivables 110,249 112,409
Provision for bad debt ) {30,442} (30,316)
Net trade receivables 79,807 82,093

The net trade receivables do not include interest receivables for which maturity is expected within agreed

ferms.

Movement of provision for doublful frade receivables:

2012 2011
01 January 30,316 25,368
Bad debt write-off (3,398) {1,182)
Collected during the period (2,059) {3,002)
Additionally provided 5,683 9,132
Closing balance 30,442 30,316
Ageing of {rade receivables for the Group:

2012 2011
Undue 53,198 62,937
up to 120 days 24,833 18,243
120 - 360 days 8,094 7.445
over 360 days 24,124 23,784
Total 110,249 112,409
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For the year ended 31 December 2012
{All amounts are expressed in thousands of kunas)

18. RECEIVABLES FROM THE STATE AND OTHER INSTITUTIONS

2012 2010
Other receivables from state and other inslitutions 829 328
829 328

19, GIVEN LOANS AND DEPOSITS
2012 2011
Deposits 588 661
588 661

Current financial assets in 2012 consist only of deposits. The carrying amounts of cash items do not differ

significantly from their market value.

20. PREPAID EXPENSES AND ACCRUED INCOME

2012 2011
Deferred customer related expenses 32,868 41,286
Prepaid expenses for goods not received 16,830 18,896
Deferred loans origination fees 797 1,167
50,495 61,349
Movement in prepaid expenses and accrued income:.
2012 2011
Opening balance 1 January 61,349 54,942
Increase in prepaid expenses and accrued income 26,431 49,115
Expensed during the year (37,285) {42,708)
Closing balance 31 December 50,495 61,349
45
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Notes to consolidated financial statements (continued)

For the year ended 31 December 2012
(All amounts are expressed in thousands of kunas)

21. CASH AND CASH EQUIVALENTS

Cash and cash equivalents consist of cash in hand, current account balances and other balances with banks.

Bank balances
Foreign accounl batance
Cash in hand

22, SUBSCRIBED CAPITAL

2012 2011
1,042 967
759 413
19 15
1,820 1,395

Maijority owner of Company Matija Marti¢ paid in additional capital of HRK 20 million at 24 August 2007,
Subscribed capital of the Company has been increased from HRK 201 thousand to HRK 20,201 thousand. The

Company has alsc changed its legal slalus and became shareholding company. Total number of ordinary

shares was 2,020,070 with nominal value of HRK 10. Sole owner of the company remained Matija Marti¢.

The Company increased its subscribed capital through the initial public offer in November 2007. The Company

issued additional 800,000 shares with nominal value of HRK 10. This increased number of shares to

2.820,070. The Company also achieved capital gain of HRK 194,354 thousand as difference between nominal

amount and issued price. The shares slarted to trade on 7 January 2008 on Zagreb slock exchange. The

owners of the previously issued bonds had a first right of buy on initial public offer.

Earnings per shares were as follows:

2012 2011
Loss for the year (104,892) (67,469)
Number of shares 2,820,070 2,820,070
Loss per share {37.20) {23.92)
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Notes to consolidated financial statements (continued)

For the year ended 31 December 2012
(All amounis are expressed in thousarnds of kunas)

23. LONG TERM AND SHORT TERM BORROWINGS

2012 2011
Borrowings 560,206 644,372
Interesl ' 14,028 5,832
Total borrowings 574,234 650,204
Short term portion of horrowings {574,234) {120,064)
Long term portion of borrowings - 530,140

As of 31 December 2012, cost value of property, plant and equipment wilh restricled ownership as a result of
collateralization amotints to HRK 478,177 thousand (2011: HRK 461,869 thousand) and intangibte assets with
restricted ownership as a result of colialeralization amounts to HRK 74,570 thousand (2011, HRK 74,538

thousand).

On 11 February 2013 Zagrebatka banka blocked the Mother Company's business account rendering thus its
receivables due immediately. Pursuant to the provisions of the Act on Financial Operations and Pre-Bankruplcy
Settlement (OG 108/2012 and 11/2012) the Company fited a motion to initiate pre-bankrupcy settlement. As all
the outstanding debt of will be rescheduled as part of the pre-bankruptcy settlement, all the long-term
borrowings were reclassified as short-term.
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Notes to consolidated financial statements (continued)

For the year ended 31 December 2012
(All amounts are expressed in thousands of kunas)

23. LONG TERM AND SHORT TERM BORROWINGS (continued)

2012 2011
EUR 551,251 571,106
HRK 7,539 70,790
usb 1,416 2,476
Long term borrowings 560,206 644,372

On 31 December 2010, Zagrebatka banka d.d., Zagreb, approved to the Mother Company a long-term loan
with the principal amount of EUR 42,860 thousand. The inlerest is accrued quarlerly al the rate of 3-month
EURIBOR, plus a margin of 4.80 pp annually. The purpose of the loan facilily is to sellle the liabilities for fees
on the guarantees issued as well as on the basis of guarantees andfor accrued interest on the following long-
term and short-term loans: Agreement No. 3203453577 concluded on 29 August 2008; Agreement No.
3206986895 concluded on 14 February 2007; Agreement No. 3206986931 concluded on 10 July 2007,
Agreement No. 3206986942, concluded on 3 September 2007, Agreement No. 3214906421, concluded an 2
December 2009; Agreement No. 3218711059, concluded on 28 January 2010. The ultimate repayment date is
15 January 2014.

The loan is repayable in 5 quarterly instalments of EUR 680 thousand each, which fall due as follows:

« the first instalment is due on the second anniversary of the agreement date; i.e. 31 December 2012;

s the second instalment is due on 31 March 2013;

the third instalment is due on 30 June 2013;

the fourth instalment is due on 30 September 2013;

ihe fifth instalment is due on 31 December 2013.

The remaining loan amount of EUR 39,400,000 will be due on the ullimale repayment date.

The agreed collaterals comprise 20 blank accepted bills wilth the bill of exchange charges statement, a notarial
authenlicaled debenture, a blank promissory nole from Matija Marti¢ with authorisation, lien established on the
real estate and movable property of the Mother Company, lien on the Mother Company shares, insurance

policies for real estate and movable property with restricted transferability.
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Notes to consolidated financial statements (continued)

For the year ended 31 December 2012
(All amounts are expressed in thousands of kunas)

23. LONG TERM AND SHORT TERM BORROWINGS (continued)

On 31 December 2010 Zagrebacka banka d.d., Zagreb, approved to the Mother Company a long-term loan
with a principal of EUR 20,325 thousand. The loan is approved to setlle the loan principal and a part of inlerest
due under the agreement on a short-term loan in the amount of HRK 140,500 thousand, concluded on 29
August 2008. The loan is repayable on a one-off basis on the ullimate repayment date, which is 15 January
2014. The loan bears interest at a rate of 10 per cent annually and is due on a one-off basis on the ultimate
repayment date. The agreed collaterals comprise 20 blank accepted bills with the bill of exchange charge
statement, a blank promissory note from Matija Marii¢ with authorisation, lien established on the real estate
and movable property of the Mother Company, lien on the Mother Company shares, insurance policies for real

estate and movable property with reslricted transferability.

The Company has committed, on a consolidalion basis, to the following covenants over the term of the loans
extended by Zagrebacka banka d.d. which are ultimately repayable in 2014:

2011 2012 2013 2014

Minimum increased in total revenue 8% 13% 10% 6%
Minimum investmenl in langible and intangible assets (% of total

revenue} 6% 6% 6% 6%
incremental EBITDA margin 32% 33% 34% 35%

In addition to the terms and conditions specified above, the Mother Company has the obligation to notify of or
provide a valid request in case of the following: capital expenditure, raising debt finance, liens, arm's-length
transaclions, profit or operation sharing agreements, investments, changes in the registered business, capitai
and Articles of Association/Statule, sale of assets, mergers and acquisitions, and ownership changes.

24. REPROGRAMMED LONG-TERM TAX DEBT
2012 2011

Reprogrammed long-term tax debt 1,465 -
1,485 -

On 21 November 2012 the Group received from the Ministry of Finance a decision approving the request filed
to reprogram the tax debt oulstanding at 31 December 2012. The renegolialed debt is lo be setlled in 36 equal
monthly instalments, the first due on 21 December 2012 and the last on 21 November 2015.
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Notes to consolidated financial statements (continued)

For the year ended 31 December 2012

(All amounts are expressed in thousands of kunas)

25. ISSUED BONDS

Nominal value
Deferred origination fees
Interest liabilities

2012 2011
250,000 250,000
{1.461) (2.823)
20,875 20,874
269,414 267,953

The Company issued bonds (OPTE-O-124 A) in nominal vatue of HRK 250 million on 5 February 2007. Bonds
were issued on Zagreb Stock Exchange. Bonds have interest rate of 9.125% and their maturity date is 1

February 2014. The bonds have been issued with a price of 99.496%. The interest, which was due on 1

February 2013, was not settled. The effective interest rate is 9.226%.

The following covenants need to be complied with.:

Consolidate EBITDA Margin (%) >=
Consolidated EBITDA/

Consolidated interest >=
Consolidate EBITDA (in HRK million) >=

CAPEX/Sales revenue <=
Consolidate total liabilities/
Consolidated EBITDA <=

No dividend payments

2007

5.00%

0.30

17

0.75

30

Yes

2008

10.00%

1.02

45

0.65

15

Yes

2009

15.00%

1.75

75

0.5

10

Yes

2010

20.00%

2.00

125

0.5

Yes

2011

25.00%

4.00

150

04

Yes

2012

25.00%

5.00

200

0.35

Yes
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Notes to consolidated financial statements (continued)

For the year ended 31 December 2012
(All amounts are expressed in thousands of ktinas)

25, ISSUED BONDS {continued)

The Agent, Zagrebacka banka d.d., is tesling compliance of all terms at the end of each year based on the
audited consolidated financial statements. The Group also tock obligation to increase the value of its
subscribed capital untit 3¢ June 2009 through issuing of new shares that cannol be less then HRK 130 million.
The bond owners had a first right to buy shares during increase of share capital. The bond owners have a right
to call for early coliection of nominal value of bonds if the Group is not in compliance with the covenants and
other requirements. As explained in note 22 during 2007 the Company has increased its share capitat for over
HRK 150 million and salisfied requirement in relation to increase of share capital. The Group is not in

compliance with above covenants as at 31 December 2012 and 2011.

As per International Accounting Standard 1 (the “IAS 17), Article 65, when the company breaches a provision of
a long-term loan arrangement on or before the end of the reporting period with the effect that the liability
becomes payable on demand, it classifies the liability as current, even if the lender agreed, after the reporting
period and before the authorization of the financial stalements for issue, not to demand payment as a
consequence of the breach. The Group classifies the liability as current because, al the end of the reporting
period, it does not have an unconditional right to defer its settiement for at least twelve months after that date.

In accordance with this requirement as per the IAS 1 the Group has reclassified its liabililies from issued bonds

to short term liabilities.

26. TRADE PAYABLES

2012 2011

Domestic lrade payables 187,985 86,600
Foreign trade payables 7,138 11,328
195,123 97,928

The average credit period on purchases from suppliers was 168 days (2011: 103 days).
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Notes to consolidated financial statements {continued})

For the year ended 31 December 2012
{All amounts are expressed in thousands of kunas)

27. OTHER CURRENT LIABILITIES

Payables on advances

VAT payable

Net payroll

Taxes and contributions on salaries
Other state payables

Otlher payables

28. ACCRUED EXPENSES AND DEFERRED INCOME

Accrued interest

Deferred revenues from equipment rentat
Accrued invoices from domestic suppliers
Deferred income from notary charges
Accrued invoices from foreign suppliers

Movement in accrued expenses and deferred income:

Beginning balance 1 January

Increase in accrued expenses and defefred income
Reversed during the year

Closing balance 31 December

OT-Optima Telekom d.d. and its subsidiaries

2012 2011
7.453 8,130
4277 4,245
2,540 2,532
1.861 1,862

810 1,505
254 87
17,1956 18,361
2012 2011
30,786 15,646
13,500 14,500
11,797 12,613
3,380 3,337
5,986 531
65,449 46,627
2012 2011
46,627 19,554
75,346 83,440
(56,524) (56,367)
65,449 46,627
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Notes to financial statements (continued)
For the year ended 31 December 2012

{All amounts are presenled in thousands of kunas)

29. RELATED PARTY TRANSACTIONS

Receivables and payables and income and expenses from related party transactions for the Group are
provided in the table below:

2012 2011
Receivables
Matija Marli¢ - 12,913
Payables
Malija Marti¢ - -

in 2012 compensations paid to all Management Board members and Supervisory Board members amounted to
HRK 86,5685 thousand (2010; HRK 5,491 thousand) as follows:

- Total amount of compensalions paid lo Management Board members and Supervisory Board
members in OT-Optima Telekom d.d. amounted to HRK 5,902 thousand (including compensation to
the majority owner of the Company).

- Tolal amount of compensations paid to Management Board members and Supervisory Board
members in Optima Direct d.0.0. amounted to HRK 683 thousand.

(Please note that Supervisory Board members are only receiving compensation related to their regular work in

the Group. No additional compensation is paid for the function of Supervisory Board member)

Compensations paid in 2012 to the majority owner of the Company Matija Marti¢ were HRK 2,408 thousand
(2011: HRK 2,009 thousand). Compensations relate to his work in the Company. Loans given to the majority
owner of the Company amounted to HRK 0 thousand as at 31 December 2012 (2011: HRK 12,913 thousand)
and are disclosed in Note 15 to the consolidated financial statements. The receivables from the majority owner
in the amount of HRK 13,680 thousand were fully impaired at 31 December 2012.

Members of key management have signed the Statement of Independence, confirming that neither they nor

their close family members have any equity interests in any of the companies.

The Members of the Management and Supervisory Boards who were at the same time the Company's
shareholders at 31 December 2012 were as follows:
- Matija Marti¢, President of the Management Board, with a share of 65.94% comprising 1,850,569 ordinary

shares;

- Goran Jovi¢ic, Member of the Management Board, with a share of 0.71% comprising 20,000 ordinary shares.

OT-Oplima Telekom d.d. and its subsidiaries 56




Notes to financial statements (continued)
For the year ended 31 December 2012

(All amounts are presented in thousands of kunas)

30. FINANCIAL INSTRUMENTS

During the period, the Group used most of its financial instruments to finance its operalions. Financial
instruments include loans, bills of exchange, cash and liquid assets, and other various instruments, such as

trade receivables and trade payables, arising directty from the ordinary activilies.
Capital risk management

Net debt fo equily ratio {Gearing ratio)

The Group manages its capital lo ensure that the Group entilies are able to continue as a going concern, while
maximising the return to stakeholders through the optimisation of the debt and equily balance.

The capital structure of the Group consists of net debt (borrowings as detailed in Note 23 offset by cash and
bank balances) and equity of the Group (comprising issued capital, reserves and retained earnings as detailed
in Note 22).

The Management Board reviews the capilal structure of the Group on a quarterly basis. As part of this review,
the Management Board considers the cost of capital and the risks associaled with each class of capital.

The gearing ralio at 31 December was as follows:

2012 2011
Debl {long-term and short-term borrowings) 843,648 918,157
Cash and cash equivalents {1,820) {1,395)
Net debt 841,828 916,762
Equity (591,569) (486,679)
Net debt to equily ratio {142.30%) {188.37%)

Debt is defined as liability for long-term and shorl-term borrowings and for issued bonds. Equity includes all

capital and reserves of the Group.
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Notes to financial statements (continued)
Faor the year ended 31 December 2012
(All amounts are presented in thousands of kunas)

30. FINANCIAL INSTRUMENTS (continued)

Significant accounting policies

Details of the significant accounting policies and methods adopted, including the criteria for recognition, the

basis of measurement and the basis on which income and expenses are recognised, in respect of each class

of financial asset, financial liability and equily instruments are disclosed in note 3 to the consolidated financial

statements.

Calegories of linancial instruments

2012 2011
Financial assets

Loans 4,153 48,628
Cash and cash equivalenis 1,820 1,395
Receivables 80,962 83,488
86,935 133,511

Financial liabillties at amortized cost
Issued bonds 269,414 267,953
Barrowings 574,234 650,204
Trade payables and other liabilities 270,819 155,304
1,114,467 1,073,461
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Notes to consolidated financial statements {continued)

For the year ended 31 December 2312
(All amounts are expressed in thousands of kunas)

30. FINANCIAL INSTRUMENTS {continued)

Currency risk {(continued)

The carrying amounts of the Group's foreign currency denominated monetary assets and monetary liabilities at

the reperting date are as follows:

2012 2011 2012 2011
Liabilities Assets
EUR 585,752 585,805 21,374 23,459
UsD 1939 2,967 - -
587,691 588,772 21,374 23,459

Foreign currency sensilivity analysis

The Group is mainly exposed to the fiuctuations in the exchange rate of Croatian kuna to Euro and US dollar.

The following table details the Group's sensilivity lo a 10 % increase in Croalian kuna against the relevant

foreign currencies (2011: 10%). The sensitivity analysis includes only oulstanding foreign currency
denominated monetary items and adjusts their translation at the period end for percentage change in foreign

currency rates. The sensitivily analysis includes monetary assets and monetary liabilities in foreign currencies.

A negative number indicales a decrease in profil where HRK changes for above mentioned percentage against

the relevant currency. For a reverse proportional change of HRK against the relevant currency, there would be

an equal and opposite impact on the profit.

2012 2011 2012 2011
Liabilities Assets
EUR 58,575 58,580 2,137 2,346
usD 194 297 - -
58,769 58,877 2,137 2,346

The exposure to the fluctuations in exchange rates by 10% is mainly attributable to the borrowings, trade

payables and receivables from related companies denominated in Euro (EUR) and US dollar (USD).
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Notes to financial statements {continued)
For the year ended 31 December 2012

{All amounts are presented in thousands of kunas)

30, FINANCIAL INSTRUMENTS (continued)

Interest rate risk
Interesl rate cash flow risk is the risk that lhe interest cost of financial instruments will fluctuate over the lime.

The Group has long-term borrowings at variable interest rates in the amount of HRK 347,832 thousand (2011:
HRK 368,636 thousand) which exposed it significantly to the interest rate risk. In case that the interest rate was
higher for 1%, the effect of HRK 3,847 thousand {(2011: HRK 3,686 thousand) would debit the income

statement for the year ended 31 December 2012.

The issued bonds are valued at amoertized cost and changes in the interest rate that could effect change in the

fair value of the bonds are not effecting the carrying amouni of issued bonds.
Other price risks

The Group is nol exposed to equily price risks arising from equity investmenis. There are no significant equity

instruments held by the Group.
Credit risk

Credit risk refers to the risk that a counterparty will default on its contractual obligations resulting in financial
loss ta the Group. The Group has adopted procedures which it applies in dealing with customers. The Group
obtains sufficient coltaterals, where appropriate, as a means of mitigating the risk of financial loss from defaults.

Trade receivables are followed on regular basis to determine their risk status and appropriate risk procedures
are taken for trade receivables. The credit ralings of Group counterparties are continuously monitored and
credit exposure is controlled by counterparty limits that are reviewed at least annually. The Group lransacts
with a large number of customers from various industries and of various size, as well as with retail customers
that have specilic credit risk. The Group has developed procedures for each specific customer group to insure

that credit risk is addressed in most appropriate way.
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Notes to financial statements (continued)
For the year ended 31 December 2012

(All amounts are presented in thousands of kunas)

30. FINANCIAL INSTRUMENTS (continued}

Credit risk (continued)

In the table below the Group presented the balances of 6 major counterparties at the end of the reporting

period.
Counterparty Headquarters Country 2012 2011
Telekom Slovenije Slovenija 4,579 6,051
HT Hrvatska 1,210 2,548
VIPnet Hrvatska 974 970
Tele2 Hrvatska 451 963
CARnet Hrvatska 238 208
IT-TEL Slovenija 73 155

7,625 10,895
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Notes to financial statements (continued)
For the year ended 31 December 2(112

(Alf amounts are presented in thousands of kunas)

30. FINANCIAL INSTRUMENTS (continued)
Liquidity risk

Ultimate responsibility for liquidity risk management rests with the Board of directors, which has built an
appropriate liquidity risk management framework for the management of the Group's short, medium and long-
term funding and liquidity management requirements. The Group manages liquidily risk by maintaining
adequale reserves and credit lines, by continucusly monitoring forecast and actual cash fiows and matching

the malurity profiles of financial assets and liabilities.

Liquidily rale tables and inlerest rate risks
The following tables detail the Group’s remaining contractual maturity for its financial liabilities at the end of the
period. The tables have been drawn up based on the undiscounted cash flows of financiat liabilities on maturity

dale. The table includes both interest and principal cash flows.

up to 1 year 1-5 years Over 5 years Total

2012
Non-interest bearing 205,370 - 205,370
Interest bearing 843,648 - - 843,648
1,049,018 - - 1,049,018

2011
Non-interest bearing 147,247 - - 147,247
interest bearing 120,063 795,850 2,243 918,156
228,740 795,850 2,243 1,065,403

Majorily of non-interest bearing liabilities in 2012 represent lrade payables in the total amount of HRK 195,123
thousand (2011: HRK 97,928 thousand).

Interest bearing liabilities are short-term and long term borrowings, finance leases as well as bonds issued.
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Notes to consolidated financial statements (continued)

For the year ended 31 December 2012
(All amounts are expressed in thousands of kunas)

30. FINANCIAL INSTRUMENTS (continued)
Liquidity risk (continued)

The foliowing tables detail the Group’s remaining contractual maturity for its financial assets al the end of the

period.
The lables have been drawn up based on the undiscounted cash fiows of financial assets on maturity date,

The table includes both interest and principal cash flows.

up to 1 year 1-5 years Over 5 years Total

2012
Non-interest bearing 82,782 82,782
Interest bearing 676 3,442 - 4,118
83,458 3,442 - 86,900

2011
Non-interest bearing 84,883 - - 84,883
Interest bearing 750 43,004 4,874 48,628
85,726 43,004 4,874 133,511

The balance of cash and cash equivalents is shown under non-interest bearing financial assets due to low
interest rate of these assels.

31. APPROVAL OF FINANCIAL STATEMENTS

The financial statemenlts set out on pages 4 to 63 were approved by the Board of direclors and authorized for

issue.
Signed on behalf of the Group on 25 March 2013:

Goran Jovitié Jadranka Surudic

ember oithe Management Member of the Management

oard b\/ Bogrd
o]

oT- 4 ntima Telekom d.d.
(,D ZAGREB
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