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AUDITORS’ REPORT
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Independent Auditors® Report

To the sharcholders
Euroweb Romania SA

We have audited the accompanying financial statements of Ewroweb Romania SA (“the
Company”) presented in EUR, which comprise the balance sheet as at 31 December 2006, and
the income statement, statement of changes in equity and cash flow statement for the year then
ended, and a summary of significant accounting policies and other explanatory notes,

Managemen s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with Inlernational Financial Reporting Standards. This responsibility
includes: designing, implementing and maintaining internal control relevant to the preparation
and fair presentation of financial statements that are free from material misstatements, whether
due to frand or error; selecting and applying appropriale accounting policies; and making
accounting estimates that are reasonable in the circumstances.

Aunditors’ Responsibiliny

Our responsibility is to express an opinion on these financial staiements based on our audit. We
conducted our mulit in aceordance with Intemnational Standards on Auditing. Those standards
require that we comply with relevant ethical requirements and plan and perform the aodit to
obenin reasonable assurance whether the financial statements are free of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statenwenis. The procedures selected depend on our judgment,
including the assessment of the risks of material misstatement of the financial statements,
whether doe to fraud or error. In making those risk assessments, we consider internal control
relevant fo the entity’s preparation and fair presentation of the financial statements in order (o
design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity's intemal control. An audil also includes
evaluating the appropriasteness of asccounting principles used and the ressonableness of
accounling estimates made by management, as well as evaluaring 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 onr opinion.
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Magyar Telecom BV
Consolidated Balance Sheet
as at 31 December 2003

Opinion

In our opinion, the financial statements present fairly, in all material respects the financial
position of the Company as at 31 December 2006, and of its financial performance and its cash
flows for the year then ended in accordanes with Intemational Financial Reporting Standards.

KM G

Bucharest, 2 February 2007

KEFPMG Romania SRL

The accompanying notes form an integral part of the financial statements.
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FEuroweb Romania S.A.

Balance Sheet

as at 31 December 2006
Notes At 31 December At 31 December
2006 2005
(in thousands of EUR)

Non-Current Assets
Intangible Assets 10 69 46
Property, Plant and Equipment 11 4,158 2,560

4,227 2,606
Current Assets
Cash and Cash Equivalents 12 239 159
Trade and Other Receivables 13 599 1,023
Prepayments and Accrued Income 192 -
Inventories 59 146

1,089 1,328
Total Assets 5,316 3,934
Equity and Liabilities
Equity
Issued Capital 14 1,614 1,614
Reserves 460 268
Retained Farnings 677 205
Total Equity attributable to equity holders of
the parent 2,751 2,087
Non-Current Liabilities
Interest Bearing Borrowings 15 197 219
Other Non-Current Liabilities 16 28 72
Deferred Tax Liability 21 60 72

285 363

Current Liabilities
Current portion of Interest Bearing Borrowings 15 - 119
Current portion of Other Non-Current Liabilities 16 34 79
Trade and Other Payables 17 1,856 1,190
Provisions 18 49 56
Accrued Expenses and Deferred Income 19 341 40

2,280 1,484
Total Liabilities 2,565 1,847
Total Equity and Liabilities 5,316 3,934

The financial statements were approved on 2 February 2007.

Laurentiu Stan
Managing Director

Denisa Popescu
Chief Financial Officer

The accompanying notes form an integral part of the financial statements.
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FEuroweb Romania S.A.
Income Statement
for the year ended 31 December 2006

For the year ended 31 December

2005
Notes 2006 (Unaudited)

(in thousands of EUR)

Revenues 4 9,197 8,851
Cost of Sales 5 (4,031) (3,628)
Gross Margin 5,166 5,223
Net Operating Expenses 6 (4,031) (3,261)
Depreciation, Amortization and Impairment 8 (6306) (427)
Profit / (Loss) from Operations 499 1,535
Financial Income 9 41 -
Financial Expenses 9 (13) (88)
Net Profit / (Loss) Before Tax 527 1,447
Income Tax (Expense) / Benefit 21 (61) (193)
Net Profit / (Loss) for the Year 466 1,254

The financial statements were approved on 2 February 2007.

Laurentiu Stan Denisa Popescu
Managing Director Chief Financial Officer

The accompanying notes form an integral part of the financial statements.
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FEuroweb Romania S.A.
Cash Flow Statement

for the year ended 31 December 2006

Cash Flows from Operating Activities
Net Profit / (Loss) Before Tax

Income Taxes Paid

Adjustments for Non-Cash Items:

Net Interest Income

Unrealized Foreign Exchange (Gain) / Loss

Loss from disposal of Property, Plant, Equipment and
Intangible Assets

Depreciation and Amortization

Provision for non-current assets

Provisions for inventories

Provisions for bad debts

Working Capital Changes:

Change in Trade and Other Receivables

Change in Inventories

Change in Trade and Other Payables,
Accrued Expenses and Deferred Income

Interest Paid

Net Cash Flow Provided by Operating Activities

Cash Flows from Investing Activities

Purchase of Property, Plant and Equipment and
Intangible Assets

Proceeds from Sale of Property, Plant and Equipment
and Intangible Assets

Interest Received

Net Cash Flow (Used in) Investing Activities

Cash Flows from Financing Activities
Repayment of Interest Bearing Loan
(Repayments) of Leasing / Proceeds from Leasing

Net Cash Flow (Used in) Financing Activities

Effect of Exchange Rate Changes on Cash and Cash
Equivalents

Net Increase / (Decrease) in Cash and Cash
Equivalents

Cash and Cash Equivalents at the Beginning of the
Period

Cash and Cash Equivalents at the End of the
Period

For the year ended 31 December

2006 2005

(Unaudited)

(in thousands of EUR)

527 1,447
(114) (107)
11 40
(39) 48
14 28
389 225
38 -
94 -
89 278)
153 (616)
©6) 99
719 489
(13) (40)
1,862 1,335
(1,629) (1,074)
17 -
2 -
(1,610) (1,074)
(122) (318)
(90) 24
(212) (294)
40 (45)
80 (78)
159 237
239 159

The accompanying notes form an integral part of the financial statements.
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FEuroweb Romania S.A.

Statement of Changes in Shareholders’ Equity

for the year ended 31 December 2006

Balance as at 1 January 2005 (Unaudited) 1,614

Translation adjustment for the period (Unaudited) -

Net result for the period (Unaudited)
Balance as at 31 December 2005

Balance as at 31 December 2005

Translation adjustment for the period
Deferred tax charged directly to equity
Allocation from profit

Net result for the period

Balance as at 31 December 2006

Laurentiu Stan
Managing Director

Issued Capital Reserves Retained Earnings Total
Accumulated Losses Shareholders'
Equity
(in thousands of EUR)
113 (916) 811
155 (133) 22
- - 1,254 1,254
1,614 268 205 2,087
1,614 268 205 2,087
- 160 42 202
- - ) )
- 32 (32 -
- - 466 466
1,614 460 677 2,751

Denisa Popescu

Chief Financial Officer

The accompanying notes form an integral part of the financial statements.
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FEuroweb Romania S.A.
Notes to the Financial Statements
for the year ended 31 December 2006

1. General Information

Euroweb Romania S.A. (“Euroweb Romania” or the “Company”) is domiciled in Romania and was
registered with the Romanian Trade Register as a joint-stock company in March 1998 and commenced
activities in November 1998.

On 19 May 2000, Euroweb Romania purchased 100% of the Internet related assets of Sumitkom Rokura,
S.R.L., an Internet Service Provider in Romania.

On 23 May 2006, Euroweb Romania was purchased by Invitel Tavkozlési Szolgaltaté ZRt. ("Invitel”), the
second largest fixed line telecommunications service provider in Hungary. Invitel is owned by Magyar
Telecom B.V. ("Matel”), a limited liability company in the Netherlands.

Euroweb Romania is an Internet Service Provider offering wide range of services such as Internet
subscriptions, hosting setvices and sales of modems, routers and related devices to customers. In addition
to traditional Internet services, the Company also provides the following services utilizing its existing
infrastructure: international and national leased line and Internet Protocol ("IP”) data setvices, voice and
voice over Internet Protocol ("VoIP”) services, and sale, rent and maintenance of dark fiber between the
Hungarian border and the Romanian city of Timisoara.

2. Significant Accounting Policies

As from 1 January 2005 (the date of transition to IFRS) the Company prepares its balance sheet and
income statement in accordance with International Financial Reporting Standards (IFRS) and its
interpretations as adopted by the International Accounting Standards Board (IASB).

The significant accounting policies adopted in the preparation of the financial statements are set out
below. These accounting policies are in compliance with the accounting policies adopted by Matel.

2.1. Statement of Compliance

The financial statements have been prepared in accordance with International Financial Reporting
Standards (IFRS) as issued by the International Accounting Standards Board (IASB) and interpretations
issued by the International Financial Reporting Interpretations Committee (IFRIC) of the IASB. The
principle accounting policies adopted are set out below:
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FEuroweb Romania S.A.
Notes to the Financial Statements
for the year ended 31 December 2006

2.2. Basis of Preparation

The financial statements have been prepared under the historical cost convention, except for certain
assets and liabilities that are stated at fair value, disclosed elsewhere in these accounting policies where
relevant.

The functional currency of Euroweb Romania, the Romanian Lei, was a currency of a hyperinflationary
economy until 31 December 2003. The financial statements and all the corresponding balances for
periods ended before 31 December 2003 have been restated for the changes in the general purchasing
power of the Romanian Lei and, as a result, are stated in terms of the measuring unit current at the
balance sheet date for periods ended before 31 December 2003. On 1 January 2004 the Romanian
economy ceased to be hyperinflationary. Amounts expressed in the measuring unit current at 31
December 2003 were used as the basis for the carrying amounts from 1 January 2004.

The preparation of the financial statements in conformity with IFRS requires management to make
judgments, estimates and assumptions that affect application of policies and reported amounts of assets
and liabilities, income and expenses (See Note 2.19). The estimates and associated assumptions are based
on historical experience and various other factors that are believed to be reasonable under the
circumstances. Actual results could differ from those estimates. The estimates and assumptions are
reviewed on an ongoing 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 revision and future periods if
the revision affects both current and future periods.

2.3. Foreign Currency

Items included in the financial statements of the Company are measured using the currency of the
primary economic environment in which the Company operates (the “functional currency”). The
functional currency of Euroweb Romania is the Romanian Lei (“RON”).

The reporting currency of Euroweb Romania is the Euro (“EUR”) and accordingly, all amounts included
in the financial statements have been translated into EUR and presented rounded to the nearest thousand
of EUR (“TEUR”).

Transactions denominated in foreign currencies are translated at the foreign exchange rate ruling at the
date of the transaction.

Monetary assets and liabilities denominated in foreign currencies at the balance sheet date are translated at
the foreign exchange rate ruling at that date. Resulting exchange differences are recognized in the income
statement for the period.

Non-monetary assets and liabilities denominated in foreign currencies that are stated at historical cost are
translated using the exchange rate at the date of the transaction. Non-monetary assets and liabilities
denominated in foreign currencies that are stated at fair value are translated at foreign exchange rates
ruling at the dates when the fair values were determined.

The balance sheet of Euroweb Romania has been translated into EUR at the period end exchange rate (31
December 2006: 0.30 EUR/RON, 31 December 2005: 0.27 EUR/RON). The share capital and resetves
of the Company have been translated into EUR at 0.25 EUR/RON, the exchange rate valid on 1 January
2005, the date of transition to IFRS. Subsequent changes in the equity accounts have been translated at
exchange rates valid on the date of the transaction.

The Company also prepares separate financial statements presented in Hungarian Forint (HUF).
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FEuroweb Romania S.A.
Notes to the Financial Statements
for the year ended 31 December 2006

2.4. Cash and Cash Equivalents

Cash and cash equivalents comprise cash in bank balances and highly liquid call deposits with maturities
of three months or less and exclude all overdrafts that are shown within borrowings in current liabilities
on the face of the balance sheet.

Bank overdrafts that are repayable on demand are included as a component of cash and cash equivalents
for the purpose of the statement of cash flows.

2.5. Trade and Other Receivables

Receivables are recognized initially at fair value, and subsequently thereafter they are measured at
amortized cost less accumulated impairment losses. A provision for impairment of receivables is
established when there is objective evidence that the Company will not be able to recover all amounts due
according to the original terms. The amounts of any impairment losses are included in operating
expenses.

Amounts due and receivable from other network operators are shown net where a right of set-off exists
and the amounts are intended to be settled on a net basis.

2.6. Trade and Other Payables

Trade and other payables are initially recognized at fair value and subsequently at amortized cost.

2.7. Inventories

Inventories consist of materials to be used in construction and repair of the telephone network, as well as
telephone merchandise held for sale. Inventories are carried at the lower of cost and net realizable value.
Cost is based on the first-in, first-out principle and includes expenditures incurred in acquiring the
inventories and bringing them to their existing condition and location. Net realizable value is the
estimated selling price in the ordinary course of business, less the estimated costs of completion and
selling expenses.

2.8. Intangible Assets

Intangible assets are stated at cost less accumulated amortization and accumulated impairment losses
except for goodwill and intangible assets with indefinite useful life which are not amortized and are stated
at cost less accumulated impairment losses. After initial recognition it is assessed whether an intangible
asset has a finite or indefinite useful life. The cost of intangible assets with a finite useful life is amortized
on a straight-line basis over the period in which the asset is expected to be available for use. The rates of
amortization are based on the following estimated useful lives:

Software 3 years
Other Rights 3-6 years
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FEuroweb Romania S.A.
Notes to the Financial Statements
for the year ended 31 December 2006

Amortization of intangible assets ceases at the eatlier of the date that the asset is classified as held for sale
in accordance with IFRS 5 — “Non-current Assets Held for Sale and Discontinued Operations” and the date the
asset is derecognized. The amortization periods are reviewed annually at each financial year-end. Any
changes arising from such review are accounted for as a change in an accounting estimate.

2.9. Property, Plant and Equipment
2.9.1. Owned assets

Items of property, plant and equipment are stated at cost less accumulated depreciation and impairment
losses. The cost of self-constructed assets includes the cost of materials, direct labour and an appropriate
proportion of overheads, any other costs directly attributable to bringing the asset to a working condition
for its intended use, and the cost of dismantling and removing the items and restoring the site on which
they are located. Where an item of property, plant and equipment comprises major components having
different useful lives, they are accounted for as separate items of property, plant and equipment. Capital
work in progress is stated at cost less impairment losses and represents those property, plant and
equipment that have not been completed and capitalized.

2.9.2. Leased assets

Leases in terms of which the Company assumes substantially all the risks and rewards of ownership are
classified as finance leases. Assets acquired by way of finance lease is measured initially at an amount equal
to the lower of its fair value and the present value of the minimum lease payments at inception of the
lease. Subsequent to initial recognition, the asset is accounted for in accordance with the accounting policy
applicable to that asset.

2.9.3. Subsequent expenditure on fixed assets

Expenditure incurred to replace a component of an item of property, plant and equipment that is
accounted for separately, including major inspection and overhaul expenditure is included in the carrying
amount if it is probable that future economic benefits embodied in that part will flow to the Group and
its cost can be measured reliably. All other expenditure is recognized in the income statement as an
expense as incurred.

2.9.4. Depreciation

Depreciation is charged to the income statement on a straight-line basis over the estimated useful lives of
items of property, plant and equipment, and major components that are accounted for separately. Land
and capital work in progress are not depreciated. The estimated useful lives are as follows:

Network 12-30 years
Machinery and Equipment 7-10 years
Fixtures and Fittings 3-5 years
Vehicles 5 years

Computers 3 years

Depreciation of property, plant and equipment ceases at the eatlier of the date that the asset is classified
as held for sale in accordance with IFRS 5 — “Nou-current Assets Held for Sale and Discontinued Operations” and
the date the asset is derecognized. Depreciation methods, useful lives and residual values are reviewed
annually at each financial year-end. Any changes arising from such review are accounted for as a change in
an accounting estimate.
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FEuroweb Romania S.A.
Notes to the Financial Statements
for the year ended 31 December 2006

2.10. Impairment

The carrying amounts of the Company’s assets, other than inventories and deferred tax assets are
reviewed at each reporting date to determine whether there is any indication of impairment. If any such
indication exists, the asset’s recoverable amount is estimated. For intangible assets with an indefinite
useful life and not available for use and for goodwill, the recoverable amount is measured annually,
irrespective of whether any indication of impairment exists. An impairment loss is recognized whenever
the carrying amount of an asset or its cash-generating unit exceeds its recoverable amount. Impairment
losses are recognized in the income statement.

2.10.1.Calculation of recoverable amount

The recoverable amount of the Company’s long term receivables is calculated as the present value of
expected future cash flows, discounted at the original effective interest rate inherent in the asset.
Receivables with a short duration are not discounted.

The recoverable amount of other assets is the greater of their fair value less costs to sell and value in use.
In assessing value in use, the estimated future cash flows are discounted to their present value using a pre-
tax discount rate that reflects current market assessments of the time value of money and the risks
specific to the asset. For an asset that does not generate largely independent cash flows, the recoverable
amount is determined for the cash-generating unit to which the asset belongs.

2.10.2.Reversal of impairment

An impairment loss is reversed if there has been a change in the estimates used to determine the
recoverable amount. An impairment loss is reversed only to the extent that the asset’s carrying amount
does not exceed the carrying amount that would have been determined, net of depreciation or
amortization, if no impairment loss had been recognized.

2.11. Interest Bearing Borrowings

Interest bearing borrowings are recognized at fair value, less discounts and attributable transaction costs.

2.12.Provisions

A provision is recognized in the balance sheet when the Company has a legal or constructive obligation as
a result of a past event that can be measured reliably, and it is probable that an outflow of economic
benefits will be required to settle the obligation. Provisions are determined by discounting the expected
future cash flows at a pre-tax rate that reflects current market assessments of the time value of money
and, where appropriate, the risks specific to the liability.
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FEuroweb Romania S.A.
Notes to the Financial Statements
for the year ended 31 December 2006

2.13.Revenue Recognition

Revenues from all goods and services are shown net of VAT, rebates and discounts and are recognized
when services are provided or when the significant risks and rewards of ownership of products sold have
been transferred to the buyer. For products, the transfer of risks and rewards occurs when they are
delivered to the customer. The Company considers the various elements of subscriber arrangements to be
separate earnings processes for IFRS purposes and recognizes the revenue for each of the deliverables at
their invoiced amounts.

A portion of the revenue received is paid to other operators for the use of their networks. These revenues
and costs are shown gross in the income statement.

Access revenue in the form of monthly fees is recognized in the month during which the customer is
permitted to access the dial-up and ADSL services and the leased lines. Voice traffic revenue is
recognized in the period of the related usage. Leased line and data transmission revenue is recognized in
the period of usage or of the service available to the customer. Domain registration revenue is usually
billed in advance for the period of 0-2 years and is recognized as revenue on a straight line basis. Web
design revenue is recognized once the final product has been accepted by the customer. Hosting revenue
is derived in the form of monthly fees and is recognized in the month earned.

2.14.Pension Costs

Contributions are made to the Romanian health and unemployment schemes at the statutory rates in force
during the year, based on gross salary payments. The cost of social security payments is charged to the
income statement in the same period as the related salary cost. The Company has no obligation for
pension or other post employment benefits beyond the government programs.

2.15.Financial Costs

Financial costs comprise interest expense on borrowings, interest income on funds invested, dividend
income, amortization of deferred borrowing costs calculated using the effective interest rate method,
foreign exchange gains and losses. Interest income is recognized in the income statement as it accrues,
taking into account the effective yield on the asset. Dividend income is recognized in the income
statement on the date that the dividend is declared.

2.16.Lease payments

Payments made in respect of operating leases are charged to the income statement on a straight-line basis
over the lease term and included in operating expenses.

Lease payments made under finance leases are apportioned between the finance expense and the
reduction of the outstanding lease liability. The finance expense is allocated to each period during the
lease term so as to produce a constant periodic rate of interest on the remaining balance of the liability

2.17.Segment Reporting

The Company operates in one industry segment, providing Internet access and additional value added
services to business customers. The Company’s revenues are derived from the provisions of business
voice and business Internet and data services, and wholesale services. The Company operates in one

geographical segment, and consequently all revenues are derived from Romania.
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FEuroweb Romania S.A.
Notes to the Financial Statements
for the year ended 31 December 2006

2.18.Income Taxes

Income tax on the profit or loss for the year comprises current and deferred taxes.

Current tax is the expected tax payable on taxable income for the year, using tax rates substantially
enacted at the balance sheet date and any adjustment to tax payable in respect of previous years.

Deferred tax is provided for using the liability method, providing for temporary differences between the
carrying amounts of assets and liabilities for financial reporting purposes and the amounts used for
taxation purposes. The amount of deferred tax provided is based on the expected manner of realization
or settlement of the carrying amount of assets and liabilities, using tax rate enacted or substantively
enacted at the balance sheet date.

A deferred tax asset is recognized only to the extent that it is probable that future taxable profits will be
available against which the asset can be utilized. Deferred tax assets are reduced to the extent that it is no
longer probable that the related tax benefit will be realized.

2.19.Key sources of estimation uncertainty

The Company makes estimates and assumptions concerning the future during the preparation of its
financial statements. The estimates and assumptions that have a significant risk of affecting the carrying
amounts of assets and liabilities in the financial statements within the next financial year are described
below.

2.19.1.Provision for bad and doubtful accounts

The Company calculates provision for bad and doubtful accounts receivable to cover the estimated losses
resulting from the inability of its customers to make required payments. The estimates used in evaluating
the adequacy of the provision for bad and doubtful accounts receivable are based on the aging of the
accounts receivable balances and historical write-off experience, customer credit-worthiness and changes
in customer payment terms.

The accounting estimate related to the provision for bad and doubtful accounts receivable is a critical
accounting estimate since it involves assumptions about future customer behavior and the resulting future
cash collections. If the financial condition of customers were to deteriorate, actual write-offs of currently
existing receivables may be higher than expected and may exceed the level of the provision recognized in
the financial statements.

2.19.2.Impairment of property, plant and equipment and intangible assets

The carrying amounts of the Company’s property, plant and equipment and intangible assets are reviewed
annually to determine whether there is any indication of impairment as described in Note 2.10. If any
such indication exists, the asset’s recoverable amount is estimated. An impairment loss is recognised
whenever the carrying amount of an asset or its cash-generating unit exceeds its recoverable amount. In
determining impairment, the Company considers a number of factors, among others, future revenues and
expenses, technological obsolescence and discontinuation of services.

The Company considers that the accounting estimate related to asset impairment is a critical accounting
estimate due to the need to make assumptions regarding the above factors and the material impact that
recognizing impairment could have on the financial position and results of the Company.
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FEuroweb Romania S.A.
Notes to the Financial Statements
for the year ended 31 December 2006

2.19.3. Depreciation

Property, plant and equipment and intangible assets are recorded at cost and are depreciated or amortized
on a straight-line basis over their estimated useful lives.

The determination of the useful lives of assets is based on historical experience with similar assets as well
as any anticipated technology evolution and changes in broad economic or industry factors. The
appropriateness of the estimated useful lives is reviewed annually.

The Company considers that the accounting estimate related to the determination of the useful lives of
assets is a critical accounting estimate since it involves assumptions about technology evolutions in an
innovative industry. Any changes in these assumptions could be material to the Company’s financial
position, as well as the results of operations.

2.20.New standards and interpretations not yet adopted

A number of new standards, amendments to standards and interpretations are not yet effective for the
yeat ended 31 December 20006, and have not been applied in preparing these financial statements:

o IFRS 7 Financial Instruments: Disclosures and the _Amendment to LAS 1 Presentation of Financial
Statements: Capital Disclosures require extensive disclosures about the significance of financial
instruments for an entity’s financial position and performance, and qualitative and quantitative
disclosures on the nature and extent of risks. IFRS 7 and amended IAS 1, which become
mandatory for the Company’s 2007 financial statements, will require extensive additional
disclosures with respect to Company’s financial instruments and shate capital.

o IFRIC 7 Applying the Restatement Approach under LAS 29 Financial Reporting in Hyperinflationary
Economies addresses the application of IAS 29 when an economy first becomes hyperinflationary
and in particular the accounting for deferred tax. IFRIC 7, which becomes mandatory for the
Company’s 2007 financial statements, is not expected to have any impact on the financial
statements.

» IFRIC 8 Scope of IFRS 2 Share-based Payment addresses the accounting for share-based payment
transactions in which some or all of goods or setvices received cannot be specifically identified.
IFRIC 8 will become mandatory for the Company’s 2007 financial statements, with retrospective
application required. The Company has not yet determined the potential effect of the
interpretation.

e IFRIC 9 Reassessment of Embedded Derivatives requires that a reassessment of whether
embedded derivative should be separated from the underlying host contract should be made only
when there are changes to the contract. IFRIC 9, which becomes mandatory for the Company’s
2007 financial statements, is not expected to have any impact on the financial statements.

e IFRIC 10 Interim Financial Reporting and Impairment prohibits the reversal of an impairment
loss recognised in a previous interim period in respect of goodwill, an investment in an equity
instrument or a financial asset carried at cost. IFRIC 10 will become mandatory for the
Company’s 2007 financial statements, and will apply to goodwill, investments in equity
instruments, and financial assets carried at cost prospectively from the date that the Company
first applied the measurement criteria of IAS 36 and IAS 39.
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FEuroweb Romania S.A.
Notes to the Financial Statements
for the year ended 31 December 2006

3. Explanation of Transition to IFRS

In preparing IFRS balance sheet as of 31 December 2005, the Company recorded the following
adjustments to previously reported financial statements prepared in accordance with the accounting
principles applicable in Romania (“previous GAAP” or “local GAAP”).

An explanation of how the transition from previous GAAP to IFRS has affected the Company’s financial
position and financial performance at the date of transition to IFRS is set out in the below table.

The effect of transition to IFRS includes the following adjustments for Balance Sheet:

1.

Write-off of goodwill in the amount of EUR 28 thousands for the year ended 31 December 2004

Adjustment relating to Indefeasible Right of Use ("IRU”) agreement to provide transmission
capacity to a customer over a period of 20 years commencing from 2003, which was classified as
finance lease under provision of IAS 17 and IFRIC 4. The Company collected the up-front
payment from the customer upon conclusion of the agreement. Therefore in that lease, the net
investment equalled the gross investment, and consequently as of 31 December 2005 a gain of
EUR 207 thousands (2004: EUR 269 thousands) was recognised, and the net value of leased asset
and the deferred income amounting EUR 516 thousands (2004: EUR 444 thousands), and
respectively EUR 723 thousands (2004: EUR 713 thousands) were reversed.

Adjustment amounting EUR 72 thousands and EUR 36 thousands as of 31 December 2005 and
31 December 2004 respectively relating to deferred tax recognized in accordance with provisions
of IAS 12 “Income Taxes”. Under local GAAP, there are no criteria for recognition of deferred
tax.

The impact of hyperinflationary adjustment on property, plant and equipment was EUR 119
thousands and EUR 65 thousands at 31 December 2005 and 31 December 2004, respectively.
The IAS 29 adjustment had an insignificant impact of the net book value of intangible assets at
the same dates.

The impact of change in depreciation and amortization policy of the Company to Invitel
depreciation and amortization policy, which resulted in an increase of EUR 146 thousands in the
net book value of property, plant and equipment at 31 December 2005. This policy change had
an insignificant impact on the net book value of intangible assets at the same date.

Reclassification of the current portion of loans payable to Invitel and leasing installments in
amount of EUR 198 thousands and EUR 73 thousands as at 31 December 2005 and 31
December 2004, respectively.
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FEuroweb Romania S.A.
Notes to the Financial Statements

for the year ended 31 December 2006

Non-Current Assets

Intangible Assets

Property, Plant and
Equipment

Current Assets
Cash and Cash Equivalents

Trade and Other
Receivables
Inventories

Total Assets
Equity and Liabilities
Equity

Issued Capital
Reserves
Retained Earnings

Total Equity attributable
to equity holders of the
parent

Non-Current Liabilities

Interest Bearing Borrowings
Other Non-Current
Liabilities

Deferred Tax Liability

Current Liabilities
Trade and Other Payables

Interest Bearing Borrowings
- current portion

Other Non-Cutrrent
Liabilities - cutrent portion
Provisions

Accrued Expenses and
Deferred Income
Total Liabilities

Total Equity and
Liabilities

Previous Effect of IFRSs Previous Effect of IFRSs
GAAP Transition GAAP Transition
to IFRSs to IFRSs
01-Jan-05 31-Dec-05
(in thousands of EUR) (in thousands of EUR)
(Unaudited)

57 (28) 29) 44 2 46
1,827 (348) 1,479 2,815 (255) 2,560
1,884 (376) 1508 2,859 (253) 2,606

239 - 239 159 - 159
344 - 344 1,023 - 1,023
61 - 61 146 - 146
644 - 1,328 - 1,328
2,528 (376) 2,152 4,187 (253) 3,934
810 804 1,614 795 819 1,614

99 12 111 159 109 268

(403) (515) (918) 743 (538) 205
506 301 807 1,697 389 2,087
479 (73) 406 338 (119) 219
130 - 130 151 (79) 72

- 36 36 - 72 72

609 (37) 572 489 (125) 363
640 - 640 1,190 - 1,190

- 73 73 - 119 119

- - - - 79 79

36 - 36 48 8 56
737 (713) 24 763 (723) 40
1,413 (640) 773 2,001 (517) 1,484
2,022 (677) 1,345 2,490 (642) 1,847
2,528 (376) 2,152 4,187 (253) 3,934
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FEuroweb Romania S.A.
Notes to the Financial Statements
for the year ended 31 December 2006

3. Explanation of Transition to IFRS (Continued)

The effect of adjustments from local GAAP to IFRS includes the following adjustments:

1. Adjustment relating to IAS 29 amounting to EUR 190 thousands as an increase of depreciation

and amortization expense for the year ended 31 December 2005.

2. Adjustment for the year ended 31 December 2005 and for all subsequent years of duration of
the IRU contract representing reversal of amortization of deferred income recognized under
local GAAP for this contract, which was classified as finance lease contract under IFRS (refer to
Adjustment 1 for Balance Sheet). Amount reversed for the year ended 31 December 2005 was of

EUR 41 thousands (2006: EUR 45 thousands).

3. Adjustment amounting EUR 36 thousands relating to deferred tax recognized for the year ended
31 December 2005 in accordance with provisions of IAS 12 “Income Taxes”. Under local

GAAP, there are no criteria for recognition of deferred tax.

Revenues

Cost of Sales

Gross Margin

Net Operating Expenses
Depreciation and Amortization
Profit / (Loss) from Operations
Financial Income

Financial Expense

Net Profit / (Loss) Before Tax

Income Tax (Expense) / Benefit

Net Profit / (Loss) for the Year

Previous Effect of IFRSs
GAAP Transition to
IFRSs
Year ended
31-Dec-05
(in thousands of EUR)
(Unaudited) (Unaudited) (Unaudited)

8,892 41) 8,851
(3,628) - (3,628)
5,264 (41) 5,223
(3.254) 0 (3.261)
(617) 190 (427)
1,393 142 1,535
(88) - (88)
1,305 142 1,447
(157) (36) (193)
1,148 106 1,254
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FEuroweb Romania S.A.

Notes to the Financial Statements
for the year ended 31 December 2006

4. Revenues

Business
Wholesale

Total Revenues

5. Cost of Sales

Interconnect expenses
Access type charges
Other cost of sales

Total Cost of Sales

6. Net Operating Expenses

Personnel expenses (Note 7)
Headcount-related costs
Advertising and marketing costs
Network operating expenses

IT costs

Local operating and other taxes
Bad debt expense

Legal and consultant fees

Other overhead costs, net

Total Net Operating Expenses

For the year ended 31 December

2005

2006 (Unaudited)

(in thousands of EUR)

7,372 6,181
1,825 2,670
9,197 8,851
For the year ended 31 December
2005
2006 (Unaudited)
(in thousands of EUR)
(301) (145)
(3,626) (3,427)
(44 (56)
(4,031) (3,628)

For the years ended 31 December

2005
2006 (Unaudited)
(in thousands of EUR)

(1,292) (769)
(360) (294)
(150) (125)

(1,539) (2,060)

9) (60)
(36) (40)
(89) 278
(308) (506)
(1606) (129)
(4,031) (3,261)
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FEuroweb Romania S.A.
Notes to the Financial Statements
for the year ended 31 December 2006

6. Net Operating Expenses (continued)

Bad debt expense for the year ended 31 December 2006 is net of EUR 94 thousands reversal of provision
for bad and doubtful accounts. Bad debt expense for the year ended 31 December 2005 includes the
reversal of a bad debt provision made in 2002 for a receivable in the amount of EUR 342 thousands that
was recovered during the year.

Legal and consultant fees for the year ended 31 December 2006 include management fees to be paid to
shareholders in the amount of EUR 190 thousands and due diligence expenses in the amount of EUR 24
thousands.

Other costs, net include provision expenses for inventories in the amount of EUR 91 thousands and

provision for untaken vacation in the amount of EUR 45 thousands for the year ended 31 December
2006.

7. Personnel Expenses

For the year ended 31 December

2005

2006 (Unaudited)

(in thousands of EUR)

Salaties (790) (507)
Social security and other contributions (2406) (169)
Personnel related expenses (49) 48)
Bonuses and Charges (159) -
Contracted employees and expatriate costs (42) (45)
Total Personnel Expenses (1,292) (769)

The number of employees was 64 at 31 December 2006 and 56 at 31 December 2005.

8. Depreciation, Amortization and Impairment

For the year ended 31 December
2005
2006 (Unaudited)
(in thousands of EUR)

Amortization (26) (16)
Depreciation of property, plant and equipment (363) (209)
Depreciation of small tools (209) (234)
Provision of amounts advanced for Softwate (30) -
Provision for obsolete capital work in progress ©) -
Write-off of goodwill - 32
Total Depreciation, Amortization and

Impairment (636) (427)
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FEuroweb Romania S.A.
Notes to the Financial Statements
for the year ended 31 December 2006

9. Financial Costs

Interest income
Net foreign exchange gain
Financial Income

Third party interest expense
Interest expense
Net foreign exchange (loss)
Financial Expense

Financial Costs

For the year ended 31 December

2005

2006 (Unaudited)

(in thousands of EUR)

2 -
39 -
4 -
(13) (40)
(13) (40)
- (48)
(13) (88)
28 (88)
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FEuroweb Romania S.A.

Notes to the Financial Statements
for the year ended 31 December 2006

10. Intangible Assets

Cost as at 1 January 2005 (Unaudited)
Additions during the period (Unaudited)
Disposals during the period (Unaudited)
Effect of exchange rates (Unaudited)
Cost as at 31 December 2005

Accumulated amortization as at 1 January 2005 (Unaudited)
Amortization charge for the period (Unaudited)

Disposals during the period (Unaudited)

Effect of exchange rates (Unaudited)

Accumulated amortization as at 31 December 2005

Carrying value as at 1 January 2005 (Unaudited)
Carrying value as at 31 December 2005

Cost as at 1 January 2006
Additions during the period
Disposals during the period

Effect of exchange rates

Cost as at 31 December 2006

Accumulated amortization as at 1 January 2006
Amortization charge for the period

Disposals during the period

Effect of exchange rates

Accumulated amortization as at 31 December 2006

Impairment of amounts advanced for software

Carrying value as at 1 January 2006

Carrying value as at 31 December 2006

Software and Property
Rights

(in thousands of EUR)

36
32

4

72

@®)
(16)

2)

(26)

28

46

72
83

(®)

155

(26)
(26)

G

(56)

(30)

46

69

The Company was involved in a project to develop a customized software together with an outsource
provider to monitor its contracts. As the outcome of this project was not operational, the value of the

capitalized work has been impaired.
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FEuroweb Romania S.A.
Notes to the Financial Statements

for the year ended 31 December 2006

11. Property, Plant and Equipment

Cost as at 1 January 2005 (Unaudited)
Additions during the period (Unaudited)
Transfers from capital WIP (Unaudited)
Disposals during the period (Unaudited)
Effect of exchange rates (Unaudited)
Cost as at 31 December 2005

Accumulated depreciation as
1 January 2005 (Unaudited)

Depreciation charge for the period (Unaudited)
Disposals during the period (Unaudited)

Effect of exchange rates (Unaudited)
Accumulated depreciation as at 31
December 2005

Carrying value as at 1 January 2005
(Unaudited)

Carrying value as at 31 December 2005

Cost as at 1 January 2006
Additions during the period
Transfers from capital WIP
Disposals during the period
Effect of exchange rates

Cost as at 31 December 2006

Accumulated depreciation as at 1 January
2005

Depreciation charge for the period
Disposals during the period

Effect of exchange rates
Accumulated depreciation as at 31
December 2006

Provision for obsolete capital work in
progress

Carrying value as at 1 January 2006
Carrying value as at 31 December 2006

Total
Network Capital
Land and and Other  WorkIn  LroPer
Buildings Equipment Proeress Plant and
qup g Equipment
(in thousands of EUR)
20 2,727 259 73 3,079
- - - 1,074 1,074
- 732 76 (807) 1
- (429) “) - (433)
- 195 (27) 6 228
20 3,225 358 346 3,949
12) (1,531) 57) - (1,600)
4 (157) (48) - (209)
- 457 4 - 461
- (51) 10 - (41)
(16) (1,282) 91) - (1,389)
8 1,196 202 73 1,479
4 1,943 267 346 2,560
20 3,225 358 346 3,949
24 752 35 992 1,803
- 1,154 4 (1,158) -
- - (51) - (51)
(5) 311 36 25 367
39 5,442 382 205 6,068
16) (1,282) 91) - (1,389)
“) (287) (72) - (363)
- - 28 - 28
8 (163) (23) - (178)
(12) (1,732) (158) - (1,902)
- - - ®) ®
4 1,943 267 346 2,560
27 3,710 224 197 4,158
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FEuroweb Romania S.A.
Notes to the Financial Statements
for the year ended 31 December 2006

11. Property, Plant and Equipment (continued)

During prior years, the Company concluded leasing contracts for vehicles whose value included in the
total of other tangible assets was of EUR 106 thousands and EUR 127 thousands as at 31 December
2006 and respectively 31 December 2005.

12. Cash and Cash Equivalents

At 31 December At 31 December
2006 2005
(in thousands of EUR)

Cash on hand and in banks 175 7
Cash deposits 64 80
Total Cash and Cash Equivalents 239 159

As of 31 December 2006 Euroweb Romania has a Security Bank Guarantee according to which cash
balance of the Company can not decrease under EUR 10,000 until 2 March 2007.

Except from detailed above, the Company did not have any cash restrictions on its cash balances.

13. Trade and Other Receivables

At 31 December At 31 December
2006 2005
(in thousands of EUR)

Trade accounts receivable 825 M1
Provision for bad and doubtful accounts (226) (119)
Other receivables . 151
Total Trade and Other Receivables 599 1,023

All the receivables fall due within one year, except for long overdue receivables, which are overdue by
more than 1 year in the amount of EUR 122 thousands. For all these receivables, provision for doubtful
debtors was recorded.
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FEuroweb Romania S.A.
Notes to the Financial Statements
for the year ended 31 December 2006

14.Issued Capital

At 31 December 2006 the authorized share capital of Euroweb Romania was RON 3,207,384 (EUR 952
thousands) divided into 06,414,767 ordinary shares (at 31 December 2005: 6,414,767 shares) with a par
value of RON 0.50 each (31 December 2005: RON 0.50). The value of EUR 1,614 thousands represents
the nominal value of share capital listed at Romanian Trade Register after has been adjusted for
hyperinflation in accordance with IAS 29.

15. Interest Bearing Borrowings

At 31 December At 31 December

2006 2005

(in thousands of EUR)

Interest Bearing Borrowings

Current-term portion - 119
Long-term portion 197 219
Total Interest Bearing Borrowings 197 338

Euroweb International Corporation ("Euroweb International”) provided USD 800,000 interest free loan
to Euroweb Romania for financing the operations and fixed asset investments of the Company. On 23
May 2006 upon the acquisition of Euroweb Romania by Invitel the outstanding amount of the loan in the
amount of USD 258,780 (EUR 203 thousands) was assigned to Invitel for no consideration. The
outstanding balance of this loan was EUR 197 thousands and EUR 338 thousands at 31 December 2006
and 2005, respectively. The loan is repayable on 31 December 2008.

16. Other Non-Current Liabilities

Other liabilities are represented by finance lease contracts whose maturity is presented below:

At 31 December At 31 December

2006 2005

(in thousands of EUR)

1 year or less 34 79
2-3 years 28 72
4-5 years - -

After 5 years - -

Total Non-cancelable Lease Rentals Payable 62 151
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Notes to the Financial Statements
for the year ended 31 December 2006

17. Trade and Other payables

At 31 December At 31 December
2006 2005
(in thousands of EUR)

Trade accounts payables 1,731 1,144
Other payables 125 46
Total Trade and Other Payables 1,856 1,190

18. Provisions

At 31 December At 31 December
2006 2005
(in thousands of EUR)

Provision for the cost of unpaid vacation 49 32
Provision for legal cases - 24
Total Provisions 49 56

Provision for the cost of unpaid vacation has been recognized relating to accumulated compensated
vacation which can be carried forwarded and used until the end of December 31, 2007.

The provision for legal cases has reversed in the current year as those litigations with former employees in
which the Company was involved, terminated in 2006.

19. Accrued Expenses and Deferred Income

At 31 December At 31 December

2006 2005

(in thousands of EUR)

Accrued expenses 287 -
Deferred income 54 40
Total Accrued Expenses and Deferred

Income 341 40

Deferred income represents subscriptions collected in advance from customers.
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FEuroweb Romania S.A.
Notes to the Financial Statements
for the year ended 31 December 2006

20.Operating Leases

On 30 May 20006, the Company entered into an Irrevocable Right of Usage (“IRU” or “the Agreement”)
regarding rental of 259 kilometers transmission capacities of fiber optic. The Agreement has come into
effect from Acceptance Date which was 1 October 2006 and will continue until the expiry of a period
fixed term of 3 years. After expiry of this minimum contract term, the contract can be renewed for an
indefinite period of time and the parties shall stipulate a fee for the use of IRU.

This contract has been classified as an operating lease and the remained committed amounts as at 31
December 2006 are presented below:

At 31 December At 31 December
2006 2005
(in thousands of EUR)
1 year or less 169 -
2-3 years 295 -
4-5 years - -
Total Non-cancelable Lease Rentals Payable 464 -
21. Taxation

The income tax (expense) / benefit for the period comprise:

For the year ended 31 December
2005
(Unaudited)
(in thousands of EUR)

2006

Current tax (87) (153)
Deferred tax 26 (40)
Income Tax (Expense) / Benefit (61) (193)
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FEuroweb Romania S.A.

Notes to the Financial Statements

for the year ended 31 December 2006

21. Taxation (continued)

Assets Liabilities
31 December 31 31 31
2006 December December December
2005 2006 2005

(in thousands of EUR)

(in thousands of EUR)

Provisions and accruals 23 - - 4
Deferred income - - 118 -
Depreciation of fixed assets 43 - - 52
Other Non-Current

Liabilities 12 - -
Deferred tax liability 78 : 118 56
Deferred tax though

Income Statement 40 56
Fiscal reserves not taxed - - 20 16
Deferred tax charged

directly to equity - - 20 16
Net Deferred Tax Liability 60 72

The deferred tax liability for fiscal reserves not taxed represents taxable temporary differences related to
fiscal reserves which, in accordance with Romanian fiscal regulations have not been taxed when booked,
but which need to be taxed when the Company decides to use them. Consequently it has been
recognized directly in retained earnings in accordance with provisions of IAS 12 “Income Taxes”. The
increase of EUR 4 thousands represents the deferred tax liability recognized for increase in legal reserve

as at 31 December 2006.

Reconciliation of effective tax rate is as follows:

For the year ended 31 December

2006

2005
(Unaudited)

Net profit / (loss) before tax

Romanian statutory tax rate
Income tax using the Company’s domestic corporate
tax rate

Tax on non-deductible expenses
Timing differences for which no deferred tax is
recognized

Defertred tax reversed / (charged)

(in thousands of EUR)

Income Tax (Expense) / Benefit

527 1,447
16% 16%
(84) (232)
1) (81)

88 160

26 (40)
(61) (193)
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22.Related Parties Transactions

Related parties are entities with common direct or indirect shareholders, directors or management.

As at 31 December 2006, the Company’s majority shareholder, Invitel Tavkozlési Szolgaltaté ZRt., and
other companies owned by Matel, the ultimate parent, are considered related parties. For the year ended
December 2005, such transactions are presented for the companies related to the previous shareholder,
Euroweb International.
At 31 December
2006 2005
(in thousands of EUR)

Trade and Other Receivables

Invitel Tavkozlési Szolgaltaté ZRt. 4 -
Pantel Romania SRL - 254
Pantel Rt Hu - 175
4 429
Trade and Other Payables
Invitel Tavkozlési Szolgaltat ZRt. 244 -
Pantel Romania SRL - 191
244 529
Interest Bearing Borrowings
Invitel Tavkozlési Szolgaltaté ZRt. 197 338
(2005: Euroweb International) 197 338
Transactions For the year ended 31 December
2005
2006 (Unaudited)

(in thousands of EUR)
Purchases

Network operating expenses

Invitel Tavkozlési Szolgaltaté ZRt. 51 -
Pantel Romania SRL - 191
Pantel Rt Hu - 1,455
Euroweb Slovakia - 4
51 1,650

Management fees
Invitel Tavkozlési Szolgaltatd ZRt. 197 -
197 -
Total Purchases 248 1,650
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22. Related Parties Transactions (continued)

Transactions For the year ended 31 December
2005
2006 (Unaudited)
(in thousands of EUR)

Sales
Invitel Tavkézlési Szolgaltatd ZRt. 28 -
Pantel Romania SRL - 1,050
Pantel Rt Hu - 2,119
Total Sales

28 3,169

23. Commitments and Contingencies

In 2002 the Company entered into an Indefeasible Right of Use ("IRU”) agreement to provide
transmission capacity to one of its customers on 12 pairs of fiber over a period of 20 years
commencing from 2003. Under provision of IAS 17 and IFRIC 4, this contract was accounted for as
finance lease contract as of 1 January 2005, the date when the Company has been started to prepare
financial statements in accordance with IFRS (refer to Note 3).

Pursuant to the IRU agreement the Company is obligated to use all reasonable endeavours to ensure
that the cable system is maintained in efficient working condition and in accordance with industry
standards.

24. Subsequent Events

* As of 26 January 2007, the Company has signed an intercompany loan agreement with Invitel
Tavkozlési Szolgaltaté ZRt. for an amount of EUR 200,000 to finance working capital needs of
Euroweb Romania SA. The loan is interest-free but Invitel reserves the right to convert this Loan to
an interest bearing loan with an amendment of the agreement.

The Loan is repayable at the earlier of (1) December 31, 2007 (the “Final Repayment Date”), or (2) a
written notification from the Lender, terminating the Loan on three (3) business days’ notice.

*  On 22 January 2007, the Board of directors has authorized the Company to sign a contract for
acquisition of 12 vehicles. The value of capital commitment approved is EUR 118,440.

*  On 31 January 2007, the Company has signed a contract for capital commitments amounting USD
402,695 for network equipment, which is to be repaid in monthly installments over a period of 2
years.
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